The Issues

The meeting Insurance Choices:
Behaviors of Firms and Their Work-
forces is part of a larger health reform
initiative conducted by the Robert Wood
Johnson Foundation’s (RWJF) Changes
in Health Care Financing and Organiza-

tion (HCFO) initiative. The HCFO program

is supplementing its existing activities
(grantmaking, convening, and dissemi-
nation) with a multi-pronged strategy

to build the research base and expert
capacity to assist policymakers in tack-
ling key topics likely to emerge during
the upcoming debates about health care

reform. In addition to this meeting, HCFO

is commissioning papers, convening two
work groups, and organizing dissemina-
tion activities that are focused on two
topics: structuring benefit designs and
assessing the implications of the supply
and organization of the delivery system.
To view related products as they are
released, please visit www.hcfo.net.
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Insurance Choices: Behaviors of Firms and
Their Workforces

Background and Policy Context
The selection of Barack Obama as president,
the change of administration, and the larger
Democratic majority in Congress have once
again brought health care reform to the fore-
front of the policy debate. There is a sense
that rising health care costs are creating an
intolerable burden for employers, who are
increasingly unable to provide insurance for
their employees while still remaining com-
petitive. This challenge is exacerbated by

the current slowdown in the economy. As a
result, millions of Americans are uninsured
and unable to obtain necessary health care,
and that number is threatening to grow.

Building on the existing employer-based
health care system, President Obama
proposes to lower costs and make health
insurance affordable and accessible to all
Americans. The Obama-Biden health reform
plan includes the following provisions:

¢ Requiring insurance companies to provide
comprehensive coverage at fair and even
premiums to all Americans, regardless of
their health status or history;

Creating a National Health Insurance
Exchange offering comprehensive public
or private coverage for individuals and
small businesses who are secking afford-
able health care options;

Establishing tax credits for individuals and

small businesses;

e Requiring large employers who do not pro-
vide health insurance coverage to contribute
toward the costs of employee coverage;

April 2009

brief

e Mandating that all children have health

care coverage, and

e Expanding eligibility for Medicaid and
the Children’s Health Insurance Program
(CHIP).!

When trying to understand the potential
impact of these and other proposed health
care reforms, policymakers need to under-
stand how firms will respond, as well as the
likely responses of employees within the
firms. For example, which firms or indi-
viduals will choose to purchase insurance
for their employees, which will choose to
contribute to an insurance pool, and what
factors will influence those decisions? Data
about the distribution of employees within
firms are sparse. Detailed data about the
wage structure and salaries within firms, as
well as data on the characteristics of work-
ers and their dependents, are not readily
available. Where relevant data are available,
they are often in disparate datasets with no
obvious linkages between those that pro-
vide information about decisions of firms
and those that examine individual choices.
As a result, models estimating the impact
of proposed reforms typically are based on
assumptions about employer and employee
responses, as well as assumptions about the
behavior of the large group, small group,
and individual insurance markets. As policy-
makers work to further develop and imple-
ment health care reform, they must identify
the best data and models available to esti-
mate the impacts of proposed interventions.
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In an effort to explore the problems
inherent in predicting the impact of pro-
posed health insurance market reforms,
AcademyHealth conducted a special meet-
ing to identify the most important issues
that need to be addressed under a variety
of health care reform scenarios, as well

as the data needed to address the ques-
tions. The meeting was supported under
the Robert Wood Johnson Foundation’s
Changes in Health Care Financing and
Organization (HCFO) initiative. In an
informal, off-the-record, facilitated discus-
sion, participants discussed:

e Key questions about the impact of
health care reform proposals on firm

and employee behavior;

e Data needed to answer key questions
about the impact of health care reform
proposals;

e The extent to which the needed data

already are collected;

o The ability of existing datasets to be

linked to answer the key questions;

e Data that are needed but not yet
collected;

o A strategy for collecting and linking

new data; and

e The ability of existing microsimulation
models to address current health care

financing issues.

Over the course of the meeting, partici-
pants became increasingly convinced of the
need to develop specific behavioral models
of employer and employee decisions under
different health care reform scenarios. The
questions are complex and the implications
of health care reform are broad. There was
consensus that it is important to consider
both monetary interests and non-monetaty
factors that affect both employers’” and
individuals’ decision-making. In the cur-
rent environment of constrained budgets,
participants expressed concern about the
ability of federal agencies, insurers, and
others to maintain and update existing data
sources. These financial constraints also are

likely to impede the collection of new data.

Participants agreed that
increased efforts at link-
ing existing data, including
explorations of linkages

of public and private data,
are warranted and have
the potential to result in
powerful analytic files
designed to address health
care reform questions.

However, precautions will need to be taken
to ensure individual and employer privacy
and protect health plan proprietary infor-
mation. In addition, meeting participants
recognized that collaborative models, with
transparent assumptions and components,
represent a promising strategy for engag-
ing more researchers in modeling efforts,
allowing more comparability among analy-
ses. However, current funding structures

do not support the sharing of models, but
rather encourage that they be treated as
proprietary. As a first step toward promot-
ing broad-based efforts to build data link-
ages and ultimately developing the complex
models necessary to estimate the impact

of health care reform, this issue brief high-
lights important questions about health care
reform proposals that need to be addressed,
as well as currently available data that might
serve as a platform for those efforts to
better understand the potential impact of
health care reform efforts.

What Do We Need to Know
About Health Care Reform
Proposals?

As policymakers try to understand the
potential impact of various proposals for
reforming the health insurance market or
the health care delivery system, the under-
lying dilemma they face is appreciating
what will happen if Policy X is changed

to Policy Y. Even if there are observa-
tions of behavior under Policy X, little

is known about why those behaviors are
observed. Therefore, it is neatly impossible
to predict how those behaviors will change
in response to Policy Y. Further compli-
cating the situation, the policy changes

that will occur under health reform are
likely to be transformative, and most eco-
nomic theory—from which most modeling
assumptions are derived—focuses on the
effects of marginal changes. In addition,
multiple policy changes are likely to occur
at the same time, so policymakers need to
understand the interactive effects of these
changes, not just the effects of changing

a single policy. The following are specific
questions about which policymakers would

value additional information.

Employer Behavior and Interaction

with Employees

¢ Why do employers offer health
insurance? What are they trying to
maximize? Are employers attempting
to actualize the economists’ model of
maximizing the welfare of workers and
employers? Do employers offer insur-
ance because it is part of a union agree-
ment? Are the behaviors/responses of
large firms the same as those of small
firms? How do employers decide how
much to contribute toward health insur-
ance? Which employers will choose to
continue/begin offering health insurance
coverage and which will opt to contribute
to the publicly offered/subsidized cover-

age under various reform scenarios?

e What do employers know about
their employees? Does offering health
insurance attract/tetain employees?
Does offering health insurance result in
increased worker productivity? Are the
behaviors/responses of workers in large
firms the same as those in small firms?
How do different subgroups (e.g., older,
younger, immigrant, single, married, with
or without dependents, etc.) of employ-
ees respond? Which employees are likely
to opt not to accept an offer of health
insurance and why? If health insurance
were portable from one employer to
another would employers/employees
behave differently, given the different
incentives? If employees had the option
of obtaining insurance through a subsi-
dized insurance pool, as an alternative to
employer-based insurance, which option
will they choose? What is the process of
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actualizing the trade-off of wages and
benefits that is mutually beneficial to the
employer and employees?

Responses to Changes in Tax
Incentives
e How would the availability of a tax

credit change the insurance offering
behavior of small businesses and the
purchasing behavior of families and
individuals? How would this differ
depending on whether the tax credit
was for the individual, the employer,

or both? Will more small businesses

offer insurance? Will young and healthy
employees opt-out of employer coverage
and purchase coverage in the non-group
market? What are the non-group premi-
ums individuals and families will face and
what products will they be offered? Do
individuals understand enough about health
care and health insurance to make rational
coverage decisions? What non-monetary
factors will affect whether an individual or
family chooses to purchase health insurance
coverage? What do we know about the
current non-group market in terms of pur-
chasers, products offered, premiums, etc.?
Will there be changes to state regulation of
the non-group insurance market (e.g., com-

munity rating, cross-state purchasing, etc.)?

Reactions to a Connector/Exchange
e What is the likely receptivity to a
new government-run entity offering
public coverage or subsidized public
coverage for those who are uninsured
or who opt-out of employer-based
coverage? What lessons can be learned
from Massachusetts’ health care reform
that could be applied when predicting
the national response to a similar inter-
vention? How generalizable to other
states is the Massachusetts experience?
Who will opt to purchase from the pub-
lic entity in the absence of an insurance
mandate? What is the likely impact of
this public entity on crowd-out (employ-
ers choosing not to offer or employees
choosing not to accept pre-existing

employer-based coverage)?

Responses to the Economic
Downturn
e How will employers and employees

respond to health care reforms in
light of the economic downturn?

Will employers drop, reduce, or change
health insurance coverage to minimize
costs? Will laid off employees seek
coverage from the individual insurance
market? Will high-deductible health
plan or consumer-driven health plan
uptake increase? Will the premium
assistance subsidy for health cover-

age under COBRA—Consolidated
Omnibus Budget Reconciliation Act of
1985—passed as a part of the American
Recovery and Reinvestment Act of 2009
(ARRA) impact the uptake of COBRA?

Data

Researchers and policymakers are in general
agreement about the kinds of information and
analyses that are needed to make the most
appropriate policy recommendations. There
is limited data available to adequately address
many of the important questions identified;
however, there are some datasets that can be
utilized to begin to gather more information
on the behavior of firms and individuals in
the health care market. Examples of such
datasets are listed below and in Appendix

A. More detail about each survey, including
information on potential data linkages and
accessibility, can be found in Appendix A.

o Agency for Healthcare Research and Quality
(AHRQ): Medical Expenditure Panel
Survey-Household Component (MEPS-HC)—
collects data from families and individu-
als on demographics, health status, insur-

ance, utilization, and costs

o AHRQ: Medical Expenditure Panel Survey-
Insurance Component (MEPS-1IC)—survey
of establishments conducted by the U.S.
Census Bureau about the provision of
health insurance benefits

© Bureau of Labor Statistics (BLS): National
Compensation Survey (INCS)—surveys
establishments on employer costs for
wages, salaries, and benefits; locality
occupational wages; and benefits plan

incidence and provisions

o Kaiser Family Foundation (KEF) and Health
Research & Educational Trust (HRET):
Employer Health Benefits Annual Survey—
collects information from firms on health

insurance plans, provisions, and coverage

o National Center for Health Statistics
(NCHS): National Health Interview Survey
(NHIS )—surveys households on health
status, access, employer information,
health plan characteristics, and health

conditions

o Thomson Reuters™ Healthcare: Medstat
MartketS can®—has built a medical claims
database of more than ten million per-
sons with employer-sponsored health

insurance with links to plan provisions

o U.S. Census Bureau Business Surveys—collects
information from establishments on
employment, total payroll, and sales. Some
datasets also contain data on non-wage
expenditures for employees. Also collects
the MEPS-IC (see description above)

o U.S. Census Burean Household Surveys and

Censuses 3

—  American Community Survey (ACS)—
question on health insurance cover-
age added in the 2008 ACS. The
first five-year estimates reflecting the
collection of data on health insurance
will be available in 2013. Data col-
lected on demographic, social, and

financial/economic characteristics

— Decennial Census—short form: basic
demographic data; long form:
expanded demographic, socioeco-
nomic and housing characteristics
(ACS replaces the long form for the
2010 census)

—  Current Population Survey (CPS)—asks
household respondents detailed ques-

tions for every household resident

— Survey of Income and Program Participation
(SIPP}-module for medical
expenses and utilization of health
care and module for employer-provided
benefits
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— U.S. Census Bureau Longitudinal
Employer Housebold Dynamics (LEHD)
Data—allows construction of detailed
employment histories for workers
and details about employers and labor
market characteristics

Data from these surveys might be used to
address some questions about employer
insurance offerings, employees within
those firms, and the insurance market.
Researchers, for example, could use
Medstat data to analyze firm and health
plan behavior toward high risk individu-
als, examining questions such as: how do
employers and health plans treat high

risk individuals and would employers and
health plans treat high risk individuals dif-
ferently if they were no longer responsible
for providing high risk employees with
coverage? Additionally, researchers could
use the existing data to conduct longitu-
dinal studies, potentially focused on high
cost patients who are less than 65 years of
age, to enhance understanding about how
the individual market works.

Although the existing data can be used

to answer some of the research questions
posed in the previous section, the scope
and sample of each survey differ and each
survey may lack adequate information for
answering many of the specific questions on
firm and workforce behavior. The MEPS-
HC, for example, provides information
about whether employees are eligible for
health insurance, and if firms offer insur-
ance, information on why some employees
are not eligible; however, it lacks informa-
tion about insurance offers that employees
turn down. Therefore, examining whether
health insurance helps attract or retain
employees—which may require informa-
tion on employers, health benefit offerings,
employee contributions, employee age, pref-
erences, income, and tenure—would require

the use of multiple datasets.

Survey samples may also impede research-
ers’ efforts to examine the behavior of firms
and their employees. The BLS National
Compensation Survey, for example, allows

cross-sectional analyses of wages, salaries,
and benefits across establishments, but
prevents the examination of trends using
current employment data, as would be
involved in the analysis of staffing patterns.
Morteover, some surveys sample the indi-
vidual (e.g., NHIS, MEPS-HC), while other
surveys sample the establishment (e.g., U.S.
Census Bureau Business Surveys, MEPS-
1C) ot the firm (e.g., Medstat, KFF/HRET
Employer Health Benefits Annual Survey),
making it challenging to link the data to
assess the composition and distribution of
workers within firms. Furthermore, some
surveys only collect data from large employ-
ers (e.g., Medstat).

Researchers are further impeded by a lack
of publicly available data. Many federally-
sponsored data are contained in restricted
use files to ensure the privacy of survey
respondents. Public use files often lack
the rich data required for studying firm
and workforce behavior. For example,
many public use files, such as the NHIS
public use files, lack geographic identi-
fiers which are important for examining
questions related to labor markets and
health insurance.* While state identifiers
are available on the restricted use files

of the NHIS, researchers are required to
request permission to access the restricted
use files at the NCHS Data Center or

the U.S. Census Bureau’s Research Data
Centers. Moreover, some datasets, such as
the LEHD and the MEPS-IC, can only be
accessed at the Census Bureau Research
Data Centers with prior authorization by
the sponsoring agency.

Linkages between surveys and
administrative data

There is no single dataset available to pro-
vide the scope of information necessary

to study and predict firm and workforce
behavior; however, linking information
from different surveys or imputing syn-
thetic data to address missing values or to
prevent public disclosure of public use files
may enhance the information available for
answering select research questions. Existing
linkages between surveys have enhanced

the richness of information available and
the analytic power of the data. For example,
researchers supplemented the MEPS-HC
with benchmarks from the National Health
Expenditure Accounts, produced by the
Centers for Medicare & Medicaid Services
(CMS), to develop a dataset that captures
more of the nation’s spending. Researchers
have also linked U.S. Census Bureau
Business Surveys with MEPS-IC to examine
the impact of health insurance offers on
worker productivity; however, comparability
across industries is not necessarily straight-
forward. In addition to the data linkage
efforts currently underway, meeting partici-
pants suggested synthetically or statistically
linking the MEPS-IC with NHIS (which
would combine data on employers and their
employees into one dataset) and continu-
ing efforts to link the MEPS-HC with the
MEPS-IC to create actual firms.

Creating linkages between surveys and
administrative data, such as Social Security,
Medicare, and Medicaid claims data, may
improve the breadth of information available
to researchers and the accuracy of survey
instruments. Meeting participants discussed
the challenges in obtaining adequate income
data due to low survey response rates, and
suggested linking existing surveys with Social
Security income data to glean necessary
income information. In addition, researchers
have linked the MEPS-IC to the U.S. Census
Bureau’s LEHD program data, which pro-
vides richer workforce data, including gen-
der and earnings, but lacks information on
marital status. Currently, federal agencies—
including CMS, the Department of Health
and Human Services (DHHS) Office of

the Assistant Secretary for Planning and
Evaluation (ASPE), and the U.S. Census
Bureau—in conjunction with the University
of Minnesota State Health Access Data
Assistance Center (SHADAC) are linking the
NHIS with Medicaid Statistical Information
Statistics (MSIS) to compare Medicaid pro-
gram participation reported in the sutvey
with program estimates, allowing researchers
to measure and improve the accuracy of the

survey instrument.’
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While the potential for data linkages to
provide more comprehensive information
is promising, there are several challenges
impeding the development of such linkages.
Because data linkages increase the amount
of information available about individual

or employer respondents, linked datasets—
especially the linkage of individual data to
administrative records—may inadvertently
allow respondents to be identifiable. To
balance privacy concerns with the need for
publicly available data, federal agencies may
be able to use partially synthetic data in
public use files, while maintaining restricted
access to original data through a research
data center. Moreover, as surveys are spon-
sored by different federal agencies or private
organizations, linking datasets from different
entities requires collaboration, cooperation,
and reconciliation of different privacy stan-
dards and ownership rights.®

Constructing synthetic workforces
for firms

There is currently a dearth of public data
on the composition of firms, making it
challenging to predict firm and workforce
behavior to health care reform. To model
how different types of firms and workers
would react to reform, researchers could
survey a small sample of firms to obtain
‘real’ data. While collecting real data is
ideal, it would be expensive. To address
this data limitation, researchers have
created synthetic firms that are populated
with individuals who share similar chat-
acteristics, such as geographic location.
Thomas Selden, Ph.D., and Bradley Gray,
Ph.D., for example, synthetically populated
establishments surveyed in MEPS-IC

with individuals surveyed in MEPS-HC to
estimate the value of employer-sponsored

tax subsidies.’

The lack of data on the composition of
firms is exacerbated for small firms. As
such, synthetic firms may serve as an
appropriate proxy for real data and allow
for immediate analysis. Constructing small
synthetic firms may be more challenging

than constructing large synthetic firms.
Large firms are likely representative of the
covered population, which would allow
researchers to randomly assign individu-

als to a firm using data from a nationally
representative dataset of large firms, like
Medstat. The workforce in small firms, on
the other hand, is more heterogeneous,
making it challenging to accurately populate
the firms or establishments. Moreover, we
do not know the extent to which employees
with poor health status sort themselves into
the same firm. Actual data on the composi-
tion of small firms that allows researchers
to examine the distribution of health risks
of employees within a firm and the value of
health insurance to employees, may help to
understand the extent of sorting. This effort
could lay the groundwork for the develop-
ment of a “gold standard” for creating small
synthetic firms.'

A national, publicly available dataset of
synthetic firms that reflects the current
market environment could facilitate future
research and modeling efforts by a large
community of researchers. This dataset
could use a contributory framework to
allow researchers to collaborate to ensure
that they were correctly sorting workers
into synthetic firms. Ideally, this dataset
would contain publicly available person
and firm identifiers as well as information
at the state level. Such a dataset would aid
in future efforts to examine employer and

employee response to health reform.

Future Data Collection Efforts
Developing a large employetr/employee
linked dataset with individual and firm
characteristics, including those listed below,
would be ideal, but would be a huge effort

and investment.

Priorities for Future Data Collection Efforts

. Employer contributions

. Family status

. Firm size

. Health insurance options and
choices

Meeting participants identified a number of
alternative ways to increase the availability
of data. Researchers could synthesize a new
national dataset that imputes missing val-
ues from existing surveys or could create

a national dataset of synthetic firms with
administrative data attached to each obser-
vation. Alternatively, future data collec-
tion efforts could expand upon or update
existing surveys, such as the last survey of
employee benefits for small businesses,
conducted in the early 1990s.!"" Expansions
to existing surveys could include questions
that obtain data related to the following:'?

e Attitudes toward the value of health

insurance and non-wage compensation;

e Composition of workforces within
a firm;

e Distribution of workforce characteris-
tics, including claims experience;

e Employee attitudes toward risk;
e Employee skill level;

e Health expenditures, health status, and
health insurance offers for each member

of employees’ families;
e Immigration status;
e Income;

e New types of employment arrange-

ments, such as leased employees;

e Premiums faced by individuals in the
non-group market, including those who
purchase and those who do not; and

e State microdata on employers and labor

markets.

Efforts to expand and update existing data-
sets and to create new datasets are severely
hampered by funding. Federally sponsored

o Health status

. Socioeconomic status

. Wage distribution within the firm
. Wages
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datasets are supported by soft money, and
organizations can pay the marginal cost to
add additional survey questions. Even if
survey funding was sufficient to include all
questions of interest, the increased length
of the survey would likely deter individuals
and employers from completing the survey.

Enhancing Health Care Reform
Modeling

Models estimating the impact of proposed
reforms typically are based on assumptions
about employer and employee responses,
as well as assumptions about the behav-
ior of the large group, small group, and
individual insurance markets. Natural
experiments that evaluate employer and
employee response to insurance reform,
however, will likely inform future model
assumptions. When predicting the effect
of health care reform in the state of
Massachusetts, for example, researchers
used utility maximization models, assuming
that employers would respond to reform in
a manner that maximized their profits. By
examining what happened in Massachusetts
relative to the model, researchers may be
able to gain a better understanding of firm
and houschold behavior. Modeling how
firms and employers respond to health
care reform in light of the economic crisis,
however, will be challenging as there is no
historical precedent upon which to base

model assumptions.

Using real-world experiences, like that of
Massachusetts, to test the adequacy of
existing models will likely inform future
federal and state-level modeling efforts and
the extent to which we can infer from state
models. While the model assumptions may
be similar, each state has different market
and workforce characteristics. Therefore,
state models may be adapted using state-
level data and weights that reflect the
characteristics of that particular state. Such

modeling efforts may assist policymakers

in identifying potential unintended conse-
quences that result in each state from the
suggested policy levers.

Conclusion

As policymakers work to further develop
and implement health care reform, they
must identify the best data and models
available to estimate the impacts of pro-
posed interventions. Creative thinking
about how best to use available data, create
linkages among existing databases, and use
limited resources strategically will permit
the development of models that better pre-
dict the interactions of players in the health

care market under a variety of scenarios.

Developing a baseline model upon which
all modeling efforts could evolve would
inform the underlying assumptions and
validity of future modeling efforts. These
efforts, however, would require consensus
around a single theory of firm behav-

ior, which does not exist. Therefore, the
research community should acknowledge
and emphasize open discussion about

the different models and their underlying
assumptions and triangulate toward pre-
dictions rather than focus on a single end
point. Open source collaboration of mod-
els would allow researchers to access, col-
laborate, shatre, and discuss model devel-
opments. While not financially feasible,
particularly for organizations whose models
are proprietary, open source collaboration
between private and public organizations
has the potential to improve the breadth
of data available to the public and expedite
and improve the accuracy of analysis of
these important research questions.'
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