




Hudson Institute / 1

During the Presidential campaign, Senator Obama promised he would save
the typical American family up to $2,500 a year on medical expenditures.
How will the Obama administration measure and communicate its

progress toward that goal? 
None of our current statistics reports how much a typical American family cur-

rently spends on health care. Tasking the Bureau of Labor Statistics with producing
a regular, more comprehensive report on health care expenditures would address
this problem. Second ly, most Americans do not have a way to understand the true
costs of their own health care. Legislation to add more information to the W-2
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PERSPECTIVES FOR THE NEW ADMINISTRATION 

President-elect Obama offered a concrete proposal to
save the typical family $2,500 on medical expendi-
tures. Measuring progress towards that goal requires
statistics the federal government does not currently
calculate. In addition to providing new measures,
the federal government should help those who have
health insurance through employers understand just
how much that coverage costs.
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form would help inform the public about what their employers are spending on
their health care premiums. 

Improving the government’s statistical 
methodology

Despite improvements in our ability to measure such concepts as unem-
ployment, poverty, and the gross domestic product, our current techniques
for measuring medical expenditures remain inadequate to the task re-

quired of them. None of the data series regularly released by the federal govern-
ment will allow an assessment of how well the Obama administration is doing to
fulfill the commitment to reduce the typical family’s health care expenditures.

Three areas in particular require a closer look and better statistical methodol-
ogy. The first is the definition of “expenditures.” Out-of-pocket costs are only part
of what we spend on health care. This leaves out of the equation an important
number, third-party expenditures such as the portion of insurance premiums paid
by employers. 

The second area that must be clarified in order to measure potential savings by
families is the definition of the “typical family.” The statistics from government
sources homogenize very different family circumstances into a single average. 

Third, we must be sure that we are comparing apples to apples. In looking at
health care premiums paid by families and employers, we must be aware of varia-



those who were uninsured and those who had HMOs with minimal cost-sharing. 
A more useful study of typical family medical expenditures would require more

detailed information about spending, both by families and on their behalf. It would
also offer perspectives on families in different circumstances, including family size,
insurance coverage, and age, to allow views of many “typical” families.

A better statistical approach comes from the National Health Accounts (NHA).
This series, produced by a team at the Department of Health and Human Services



Recommendations for improved reporting

The Obama administration should institute a new, regular report on trends
in health costs at the family level. This report will tell us something that
current releases do not: how much typical families spend on health costs,

including premiums paid for health insurance—directly by consumers and indi-
rectly by employers—and amounts spent out of pocket. This report, which could
rely on data collected through the MEPS, should utilize both descriptive and ana-



employers and/or deducted from paychecks. Yet these are the only individuals who
truly appreciate how much they spend on health care. The rest of us are hard
pressed to know more than what we pay as co-payments and deductibles.

For the public to better understand the true costs of health care, those of us
with coverage through an employer need to know how much our coverage costs.
Some employers already make an effort to convey to employees their total compen-
sation package, including the employer contribution to the health insurance pre-
mium. However, such reporting is voluntary and not widespread. 

The current W-2 form that employers provide to employees does not convey
enough information. While the employer’s contribution to the cost of health ben-
efits is a form of compensation, the amount is not subject to taxation. Thus “wages,
tips, other compensation” as reported on the W-2 does not include health insurance
premiums.

The W-2 form needs an additional box to report how much the employer has
contributed towards the employee’s health insurance premium: “Health insurance
—not taxed.” This box should include the amount of an employer’s contribution
to an employee’s health insurance plan. Seeing this amount will give consumers a
new appreciation of how much health insurance costs. The Obama administration
should support legislation to add this box to the W-2 form.

This new box on the W-2 form would not have tax implications. However, there
could be enormous complexities for employers in calculating the “Health insurance
—not taxed” box. Even before the law changes to require the reporting of how
much the employer contributes to health insurance, the IRS could begin to develop
simple guidelines for calculating the amount to report. One place to begin would
be a one-step calculation: total health benefits costs divided by total covered em-
ployees. More complex calculations, taking into account variation in cost between
individual and family coverage, plan cost variation where employers offer more
than one plan, and variation across location, could be done, but the purpose of the
new box on the W-2 is to educate employees about the cost of their health benefits,
not to employ accountants and benefits consultants. The IRS guidelines should
therefore err on the side of simplicity. 

Saving families up to $2,500 in health care costs is an audacious goal. We won’t
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