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HEALTH CARE REFORM OPTIONS

COST CONTAINMENT

A. Spending restraint via tax code changes

Modification: As an effort to bring worker attention to wages foregone because of health insurance,
report on W2, but do not impute.

Revenue effect:

Cap at $1,000 single/$2,000 family: $12 billion
Cap at $2,000 single/$4,000 family: $2 billion

5 1 - Jimi | teductibili

Deductibility would be limited to some percentage of average insurance plan costs, creating new
incentives for a competitive market by creating a new appreciation for the relative cost of plans.
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To encourage movement towards managed care, a differential could be created between the deductibility
of non-managed care health plans and managed care plans.

B. Create new tools for spending efficiencies

Behavioral responses are limited by the bluntness of current instruments that relate more to financing
arrangements than more efficient care. Awvailable responses include: drop coverage or classes of covered services;
increase co—-payments and deductibles; or go with a "managed care" plan (either an HMO or PPO) that sees most

of its impact realized through pre-admission screening.

0 New tools must be developed through standard evaluation and statistical techniques to
determine:

- which providers are most efficient (that is, which cardiologist manages heart attack
cases in the way that leads to the lowest costs); and

- which services are necessary and which are unnecessary.

C. Medical liability reform
Could use federal programs like Medicaid as leverage for tort reform:

0 The "low option" would make procedural reforms designed to increase the threshold for
litigation (requiring that some physician file an affidavit saying there is grounds for a case when
the case is filed) to changing the calculus of probably victory (uniform standards for who is a
medical "expert.")

0 The "high option" would move medical liability to a workmen's compensation like scheme of
administratively determined liability and awards.



Use federal programs to leverage other cost containment reform efforts.

0 Share Medicare's monopsony purchasing power with private sector or locally-devised payment
plans; allow the designers of the all-payor system to impose the Medicare rates on providers for
all insured services.

o Create statutory opportunity for state or metropolitan all-payor systems using aggregate
expenditure targets for total costs to include Medicare in their systems.



ACCESS ENHANCEMENT
New program

Use revenue generated from tax cap to organize public sponsors; limit activity of public sponsor to what
can be supported by tax cap revenues. Possibility: children under age 18.

Tax credit for low income persons for purchase of health plans

As with the New Program (see A), the credit's fiscal impact could be limited by making the credit
available only for children's policies.

Expand public programs

0 Expand Medicaid eligibility
0 Medicaid buy-in
0 Community Health Centers

Incentives for small employers

Promote small employers banding together to form groups large enough to escape individual rating by
insurers:

- Allow insurers to require providers to accept Medicare payment rates;

- Provide seed money through an SBA grant program for start up costs and/or marketing free
technical assistance to small businesses and business groups (i.e., Chambers of Commerce;)

- Immunize small businesses against antitrust actions if they make participation available on a
non-discriminatory basis;

- Clarify tax status of these new multi—employer trusts; and

- Provide ERISA-like protection from state mandated benefit laws.

Incentives/penalties related to provision of insurance by employers.
- Flat out mandating benefits.

- Striking out at free-riders on the present system through a "play or pay" set of carrots and
sticks.

- Set the stick high enough to finance publicly-sponsored insurance (a Medicaid "buy-
out) for all who work for employers who do not provide insurance.

- Create a small stick by increasing unemployment insurance amounts for employers not
providing health insurance under the theory that their workers are more likely to wind
up on Medicaid (especially after last year's Family Support Act mandated the
"unemployed parent" benefit for intact households) if unemployed.
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HEALTH CARE OPTIONS
COST CONTAINMENT
Tax cap permutations

Tax cap: impute as income all amounts for employer-financed
care above some cut-off.

- Modification: As an effort to bring worker attention
to wages foregone because of health insurance, report
on W2, but do not impute.

Tax cap: limits to employer deductibility

Deductibility would be limited to some percentage of average
insurance plan costs, creating new incentives for a
competitive market by creating a new appreciation for the
relative cost of plans.

Tax cap: extent of employer deductibility tied to 'right
thinking.'

To encourage movement towards managed care, a differential
could be created between the deductibility of non-managed
care health plans and managed care plans.

Create new tools

Behavioral responses are limited by the bluntness of current
instruments that relate more to financing arrangements than more
efficient care. Available responses include: drop coverage or
classes of covered services; increase co-payments and
deductibles; or go with a "managed care" plan (either an HMO or
PPO) that sees most of its impact realized through pre-admission

screening.
o New tools must be developed through standard evaluation
and statistical techniques to determine:

- which providers are most efficient (that is, which
cardiologist manages heart attack cases in the way
that leads to the lowest costs); and

- which services are necessary and which are
unnecessary.

(G Medical liability

The AMA has offered two sets of reform proposals.

o The "low option" makes only procedural reforms designed
to increase the threshold for litigation (requiring
that some physician file an affidavit saying there is
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"some basis" to the case when the case is filed) to
changing the calculus of probably victory (uniform
standards for who is a medical "expert.")

(o) The "high option" imposes would move medical liability
to a workmen's compensation like scheme of
administratively determined liability and awards.

Use federal programs to leverage state and local reform
efforts.

0 Allow opportunity for state or metropolitan all-payor
systems using aggregate expenditure targets for total
costs.

(o) Share Medicare's monopsony purchasing power with state

and local payment plans; allow the designers of the
all-payor system to impose the Medicare rates on
providers for all insured services.

ACCESS

Tax credit for low income persons.

Expand public programs.

(o) Expand Medicaid eligibility
o Medicaid buy-in/buy-out
o Community Health Centers

Incentives for small employers.

Promote small employers banding together to form groups
large enough to escape individual rating by insurers:

- Allow insurers to require providers to accept Medicare
payment rates;

- Provide seed money through an SBA grant program for
start up costs and/or marketing free technical
assistance to small businesses and business groups
(i.e., Chambers of Commerce; )

- Immunize small businesses against antitrust actions if
they make participation available on a non-
discriminatory basis:;

- Clarify tax status of these new multi-employer trusts:;
and

- Provide ERISA-like protection from state mandated
benefit laws.
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D. Incentives/penalties related to provision of insurance by
employers.

Flat out mandating benefits.

Striking out at free-riders on the present system
through a "play or pay" set of carrots and sticks.

- Set the stick high enough to finance publicly-
sponsored insurance (a Medicaid "buy-out) for all
who work for employers who do not provide
insurance.

- Create a small stick by increasing unemployment
insurance amounts for employers not providing
health insurance under the theory that their
workers are more likely to wind up on Medicaid
(especially after last year's Family Support Act
mandated the "unemployed parent" benefit for
intact households) if unemployed.
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HEALTH CARE OPTIONS
COST CONTAINMENT
Tax cap permutations

Tax cap: impute as income all amounts for employer-financed
care above some cut-off.

- Modification: As an effort to bring worker attention
to wages foregone because of health insurance, report
on W2, but do not impute.

Tax cap: limits to employer deductibility

Deductibility would be limited to some percentage of average
insurance plan costs, creating new incentives for a
competitive market by creating a new appreciation for the
relative cost of plans.

Tax cap: extent of emplover deductibility tied to 'right
thinking.'

To encourage movement towards managed care, a differential
could be created between the deductibility of non-managed
care health plans and managed care plans.

Create new tools

Behavioral responses are limited by the bluntness of current
instruments that relate more to financing arrangements than more
efficient care. Available responses include: drop coverage oOr
classes of covered services; increase co-payments and
deductibles; or go with a "managed care" plan (either an HMO or
PPO) that sees most of its impact realized through pre-admission

screening.
o New tools must be developed through standard evaluation
and statistical techniques to determine:

- which providers are most efficient (that is, which
cardiologist manages heart attack cases in the way
that leads to the lowest costs); and

- which services are necessary and which are
unnecessary.

C. Medical liability

The AMA has offered two sets of reform proposals.

o The "low option" makes only procedural reforms designed
to increase the threshold for litigation (requiring
that some physician file an affidavit saying there is
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"some basis" to the case when the case is filed) to
changing the calculus of probably victory (uniform
standards for who is a medical "expert.")

o The "high option" imposes would move medical liability
to a workmen's compensation like scheme of
administratively determined liability and awards.

Use federal programs to leverage state and local reform
efforts.

o Allow opportunity for state or metropolitan all-payor
systems using aggregate expenditure targets for total
costs.

o Share Medicare's monopsony purchasing power with state

and local payment plans; allow the designers of the
all-payor system to impose the Medicare rates on
providers for all insured services.

ACCESS

Tax credit for low income persons.

Expand public programs.

o Expand Medicaid eligibility
(o) Medicaid buy-in/buy-out
(o) Community Health Centers

Incentives for small employers.

Promote small employers banding together to form groups
large enough to escape individual rating by insurers:

- Allow insurers to require providers to accept Medicare
payment rates;

- Provide seed money through an SBA grant program for
start up costs and/or marketing free technical
assistance to small businesses and business groups
(i.e., Chambers of Commerce;)

- Immunize small businesses against antitrust actions if
they make participation available on a non-
discriminatory basis;

- Clarify tax status of these new multi-employer trusts;
and

- Provide ERISA-like protection from state mandated
benefit laws.
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D. Incentives/penalties related to provision of insurance by
employers.

Flat out mandating benefits.

Striking out at free-riders on the present system
through a "play or pay" set of carrots and sticks.

- Set the stick high enough to finance publicly-
sponsored insurance (a Medicaid "buy-out) for all
who work for employers who do not provide
insurance.

- Create a small stick by increasing unemployment
insurance amounts for employers not providing
health insurance under the theory that their
workers are more likely to wind up on Medicaid
(especially after last year's Family Support Act
mandated the "unemployed parent" benefit for
intact households) if unemployed.
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HEALTH CARE OPTIONS
COST CONTAINMENT
Tax cap permutations

Tax cap: impute as income all amounts for emplover-financed
care above some cut-off.

- Modification: As an effort to bring worker attention
to wages foregone because of health insurance, report
on W2, but do not impute.

Tax cap: limits to employer deductibility

Deductibility would be limited to some percentage of average
insurance plan costs, creating new incentives for a
competitive market by creating a new appreciation for the
relative cost of plans.

Tax cap: extent of employer deductibility tied to 'right
thinking.'

To encourage movement towards managed care, a differential
could be created between the deductibility of non-managed
care health plans and managed care plans.

Create new tools

Behavioral responses are limited by the bluntness of current
instruments that relate more to financing arrangements than more
efficient care. Available responses include: drop coverage oOr
classes of covered services; increase co-payments and
deductibles; or go with a "managed care" plan (either an HMO or
PPO) that sees most of its impact realized through pre-admission
screening.

o New tools must be developed through standard evaluation
and statistical techniques to determine:

- which providers are most efficient (that is, which
cardiologist manages heart attack cases in the way
that leads to the lowest costs); and

- which services are necessary and which are
unnecessary.

Medical liability
The AMA has offered two sets of reform proposals.
o The "low option" makes only procedural reforms designed

to increase the threshold for litigation (requiring
that some physician file an affidavit saying there is
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"some basis" to the case when the case is filed) to
changing the calculus of probably victory (uniform
standards for who is a medical "expert.")

o The "high option" imposes would move medical liability
to a workmen's compensation like scheme of
administratively determined liability and awards.

Use federal programs to leverage state and local reform
efforts.

o Allow opportunity for state or metropolitan all-payor
systems using aggregate expenditure targets for total
costs.

o Share Medicare's monopsony purchasing power with state

and local payment plans; allow the designers of the
all-payor system to impose the Medicare rates on
providers for all insured services.

ACCESS

Tax credit for low income persons.

Expand public programs.

(o) Expand Medicaid eligibility
() Medicaid buy-in/buy-out
o Community Health Centers

Incentives for small employers.

Promote small employers banding together to form groups
large enough to escape individual rating by insurers:

- Allow insurers to require providers to accept Medicare
payment rates;

- Provide seed money through an SBA grant program for
start up costs and/or marketing free technical
assistance to small businesses and business groups
(i.e., Chambers of Commerce;)

- Immunize small businesses against antitrust actions if
they make participation available on a non-
discriminatory basis;

- Clarify tax status of these new multi-employer trusts;
and

- Provide ERISA-like protection from state mandated
benefit laws.
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D. Incentives/penalties related to provision of insurance by
employers.

Flat out mandating benefits.

Striking out at free-riders on the present system
through a "play or pay" set of carrots and sticks.

- Set the stick high enough to finance publicly-
sponsored insurance (a Medicaid "buy-out) for all
who work for employers who do not provide
insurance.

- Create a small stick by increasing unemployment
insurance amounts for employers not providing
health insurance under the theory that their
workers are more likely to wind up on Medicaid
(especially after last year's Family Support Act
mandated the "unemployed parent" benefit for
intact households) if unemployed.



HEALTH CARE OPTIONS

ISSUE: The conventional wisdom presents cost and access as the principal American health care issues.
The classic statistics of cost are two depicting growth and relative share of GNP.

GROWTH: Health care currently represents 11.7% of GNP in the US. The current rate of growth, about 5% in real per capita
spending per year, would lead to 15% of GNP shortly past the year 2000.

RELATIVE SHARE: The United States leads the world's economies in the share devoted to health care. Comparing the US to its
major trading partners, the EC countries as a whole devote 7.1% of GDP to health expenditures and Japan 6.8%. Second to the United
States is Canada, where health expenditures account for 8.6% of GDP. Despite higher proportions of health expenditures, the United
States does not outperform other industrialized countries in any of the major measures of morbidity and mortality. Indeed, the United
States lags behind nineteen industrialized countries in rates of infant mortality.

Access to health care is most often represented in terms of a single statistic: the number of Americans without health insurance.
That number currently stands at 31 million, down from a high of 37 million at the bottom of the last recession.

OPTIONS: Simply stated, the options available to our society are:

Do nothing, and create no further federal intervention to deflect the growth trend line or the number outside the ranks
of the insured;

2 Incremental change building on the current division of labor and responsibility: public programs for the non-working
poor; employer—provided insurance for workers; and respect for the autonomy of the individual service provider (doctors
and hospitals);

£ 5 Take the plunge and adopt one of the radical schemes: require employers to provide insurance covering workers and
dependents; place all employers under a "play or pay" obligation to provide insurance or pay a payroll tax to pay for
publicly provided insurance; or socialize the provision of health care.

The Congress has demonstrated a proclivity for seeing the issues independently, more often eating the desert (expanding access) than
the vegetables (containing costs.)

This paper explores a range of steps under option 2.



2
COST CONTAINMENT

The incidence of health care costs is regressive. The insured, insulated from the real cost of health care, are economically better off
than the uninsured. Federal fiscal effort benefits portions of the poor and the rich: $39 billion for Medicaid in FY 90 and $32 billion
in tax expenditures for health insurance, of which Americans in families with more than $50,000 account for approximately $20 billion.

A tax cap lessens the regressivity of health care costs, provides relief from demand induced price pressure by those perceiving

health care as a near-free good, and creates pressure for participants in the health care game to get about doing what needs
to be done.

1.
Probable revenue effect:
Set cap at
$1.000 single/$2.000 family $1.500 single/$3,000 family $2,000 single/$4,000 famil
$12 billion $6 billion $2.2 billion
2
Deductibility would be limited to some percentage of average insurance plan costs, creating new incentives for a competitive
market by creating a new appreciation for the relative cost of plans.
While less pure tax policy than placing the incidence of the tax on individuals, the incidence would be coincident with the
ability to change the structure and design of health insurance plans.
3

To encourage movement towards managed care, a differential could be created between the deductibility of non-managed care
health plans and managed care plans.
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Creating workable definitions is difficult; the easiest would be to recognize federally qualified or state-licensed HMOs as
managed care and not try to invent definitions for new categories.

Behavioral responses are limited by the bluntness of current instruments that relate more to financing arrangements than more
efficient care. Available responses include: drop coverage or classes of covered services; increase co-payments and deductibles;
or go with a "managed care" plan (either an HMO or PPO) that sees most of its impact realized through pre-admission
screening.

o "Enlightened" managed care focuses more on whether an operation should take place in a hospital or on an outpatient
basis rather than whether the procedure should take place at all.

o New tools must be developed through standard evaluation and statistical techniques to determine:

- which providers are most efficient (that is, which cardiologist manages heart attack cases in the way that leads
to the lowest costs); and

- which services are necessary and which are unnecessary.

Medical liability

Physicians often begin their presentation of the health care situation with, "Well, if we only did something about malpractice ..."
Physicians state that many tests and procedures take place because physicians want to reduce their risk of being sued.

Real action in this category means overcoming traditional federal reticence to become involved in an area that historically has been
solely the province of state law.

o The AMA has offered two sets of reform proposals.
The "low option" makes only procedural reforms designed to increase the threshold for litigation (requiring that some

physician file an affidavit saying there is "some basis" to the case when the case is filed) to changing the calculus of
probably victory (uniform standards for who is a medical "expert.")
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The "high option" imposes would move medical liability to a workmen's compensation like scheme of administratively
determined liability and awards.

Use federal programs to leverage state and local reform efforts.

Current law allows Medicare to participate in state—level all-payor systems. In these systems (New Jersey is the only state at this
time), Medicare pays according to locally determined rules. States can obtain such waivers as long as the alternate system costs no
more than regular Medicare payment rules.

The concept could be expanded to allow state or locally-set expenditure targets to cover both physician and hospital payments by all
major payors (Medicare, Medicaid, and private insurance.)

The federal government could strengthen local efforts to negotiate with providers over price by allowing the designers of the all-
payor system to impose the Medicare rates to pay for privately—insured care. (Hospitals and physicians would be required to accept
the Medicare rate from the all-payor system as a condition of receiving payment from Medicare.)
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ACCESS

Tax credit for low income persons.

The federal government devotes none of its fiscal effort for health care to those with no tax liability or itemizable expenses
below the standard deduction and not eligible for Medicare or Medicaid. (32% of the uninsured live in families with income below
the poverty level.)

A tax credit for health insurance appeared in the Senate—passed child care bill as the brainchild of Senator Bentsen. Bentsen
seems to think that health care for children is more important than child care (33% of the uninsured are under age 18).

Expanding public programs.

Expanding Medicaid eligibility has been the Congress' priority, largely through the never ending work of Rep. Waxman and
occasional Democratic efforts to make "children" a focal issue on the party's agenda.

The Bush campaign committed to matching the Democrats' generosity, promising to aim for a national eligibility standard for
pregnant women and infants of 185% of the poverty level and also of making improvements in eligibility for children over
age one.

At 185% of poverty Medicaid eligibility begins to interact with state income distributions to make it something more than a
program for the poor; in Alabama, for example, Medicaid would cover 54% of all pregnancies.

Vice President Bush, in his second debate with Michael Dukakis, suggested a Medicaid buy—in as a means to improving access
to care. A similar option would be to finance "buying out" of Medicaid into private insurance plans or HMOs.

An initiative in this area could begin with a few million dollars to finance a series of demonstrations of this previously untried
concept.



Community Health Centers

Community Health Centers (CHCs) is a Great Society program that never bloomed as its creators hope nor has it wilted and
died. Funded at $463 million in FY 90 (pre-sequester), CHCs operate clinics in the poorest neighborhoods and areas of the
country. Secretary Sullivan asked for some $50 million add-on in his FY 91 budget request. Unlike the Medicaid
enhancements, CHC increments do not automatically grow in the outyears.

Incentives for small employers.

Small employers and start up firms account for many of the 24.2 million workers without employer-sponsored or provided
group insurance.

Accessible steps to decrease the cost (both monetary and to management resources) include:
Promote small employers banding together to form groups large enough to escape individual rating by insurers:
- Allow insurers to require providers to accept Medicare payment rates;
- Provide seed money through an SBA grant program for start up costs and/or marketing free technical assistance to small
businesses and business groups (i.e., Chambers of Commerce;)
- Immunize small businesses against antitrust actions if they make participation available on a non—discriminatory basis;
- Clarify tax status of these new multi-employer trusts; and
- Provide ERISA-like protection from state mandated benefit laws.
Incentives/penalties related to provision of insurance by employers.
Options include:
- Flat out mandating benefits.

- Striking out at free-riders on the present system through a "play or pay" set of carrots and sticks.

- Set the stick high enough to finance publicly-sponsored insurance (a Medicaid "buy-out) for all who work for
employers who do not provide insurance.



Create a small stick by increasing unemployment insurance amounts for employers not providing health insurance
under the theory that their employees are more likely to wind up on Medicaid (especially after last year's Family
Support Act mandated the "unemployed parent" benefit for intact households.)



HEALTH CARE OPTIONS

ISSUE: The conventional wisdom presents cost and access as the principal American health care issues.
The classic statistics of cost are two depicting growth and relative share of GNP.

GROWTH: Health care currently represents 11.7% of GNP in the US. The current rate of growth, about 5% in real per capita
spending per year, would lead to 15% of GNP shortly past the year 2000.

RELATIVE SHARE: The United States leads the world's economies in the share devoted to health care. Comparing the US to its
major trading partners, the EC countries as a whole devote 7.1% of GDP to health expenditures and Japan 6.8%. Second to the United
States is Canada, where health expenditures account for 8.6% of GDP. Despite higher proportions of health expenditures, the United
States does not outperform other industrialized countries in any of the major measures of morbidity and mortality. Indeed, the United
States lags behind nineteen industrialized countries in rates of infant mortality.

Access to health care is most often represented in terms of a single statistic: the number of Americans without health insurance.
That number currently stands at 31 million, down from a high of 37 million at the bottom of the last recession.

OPTIONS: Simply stated, the options available to our society are:

L 3 Do nothing, and create no further federal intervention to deflect the growth trend line or the number outside the ranks
of the insured;

2. Incremental change building on the current division of labor and responsibility: public programs for the non-working
poor; employer—provided insurance for workers; and respect for the autonomy of the individual service provider (doctors
and hospitals);

3. Take the plunge and adopt one of the radical schemes: require employers to provide insurance covering workers and
dependents; place all employers under a "play or pay" obligation to provide insurance or pay a payroll tax to pay for
publicly provided insurance; or socialize the provision of health care.

The Congress has demonstrated a proclivity for seeing the issues independently, more often eating the desert (expanding access) than
the vegetables (containing costs.)

This paper explores a range of steps under option 2.
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COST CONTAINMENT

The incidence of health care costs is regressive. The insured, insulated from the real cost of health care, are economically better off
than the uninsured. Federal fiscal effort benefits portions of the poor and the rich: $39 billion for Medicaid in FY 90 and $32 billion
in tax expenditures for health insurance, of which Americans in familics with more than $50,000 account for approximately $20 billion.

A tax cap lessens the regressivity of health care costs, provides relief from demand induced price pressure by those perceiving
health care as a near-free good, and creates pressure for participants in the health care game to get about doing what needs
to be done.

to

Tax cap: impute as income all amounts for employer—financed care above some cut—off,

Probable revenue effect:

2 ingle/$4 ami
$12 billion $6 billion $2.2 billion

Deductibility would be limited to some percentage of average insurance plan costs, creating new incentives for a competitive
market by creating a new appreciation for the relative cost of plans.

While less pure tax policy than placing the incidence of the tax on individuals, the incidence would be coincident with the
ability to change the structure and design of health insurance plans.

Tax cap: extent of employer deductibility tied to 'right thinking.'

To encourage movement towards managed care, a differential could be created between the deductibility of non-managed care
health plans and managed care plans.
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Creating workable definitions is difficult; the easiest would be to recognize federally qualified or state-licensed HMOs as
managed care and not try to invent definitions for new categories.

Behavioral responses are limited by the bluntness of current instruments that relate more to financing arrangements than more
efficient care. Available responses include: drop coverage or classes of covered services; increase co-payments and deductibles;
or go with a "managed care" plan (either an HMO or PPO) that sees most of its impact realized through pre-admission
screening.

o "Enlightened"” managed care focuses more on whether an operation should take place in a hospital or on an outpatient
basis rather than whether the procedure should take place at all.

0 New tools must be developed through standard evaluation and statistical techniques to determine:

- which providers are most efficient (that is, which cardiologist manages heart attack cases in the way that leads
to the lowest costs); and

- which services are necessary and which are unnecessary.

Medical liability

Physicians often begin their presentation of the health care situation with, "Well, if we only did something about malpractice ..."
Physicians state that many tests and procedures take place because physicians want to reduce their risk of being sued.

Real action in this category means overcoming traditional federal reticence to become involved in an area that historically has been
solely the province of state law.

o The AMA has offered two sets of reform proposals.
The "low option" makes only procedural reforms designed to increase the threshold for litigation (requiring that some

physician file an affidavit saying there is "some basis" to the case when the case is filed) to changing the calculus of
probably victory (uniform standards for who is a medical "expert.")
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The "high option" imposes would move medical liability to a workmen's compensation like scheme of administratively
determined liability and awards.

Use federal programs to leverage state and local reform efforts.

. s fhisciun

Current law allows Medicare to participate in state-level all-payor systems. In these systems (New Jersey is the only state at this
time), Medicare pays according to locally determined rules. States can obtain such waivers as long as the alternate system costs no
more than regular Medicare payment rules.

The concept could be expanded to allow state or locally-set expenditure targets to cover both physician and hospital payments by all
major payors (Medicare, Medicaid, and private insurance.)

The federal government could strengthen local efforts to negotiate with providers over price by allowing the designers of the all-
payor system to impose the Medicare rates to pay for privately—insured care. (Hospitals and physicians would be required to accept
the Medicare rate from the all-payor system as a condition of receiving payment from Medicare.)
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ACCESS

Tax credit for low income persons.

The federal government devotes none of its fiscal effort for health care to those with no tax liability or itemizable expenses
below the standard deduction and not cligible for Medicare or Medicaid. (32% of the uninsured live in families with income below
the poverty level.)

A tax credit for health insurance appeared in the Senate—passed child care bill as the brainchild of Senator Bentsen. Bentsen
seems to think that health care for children is more important than child care (33% of the uninsured are under age 18).

Expanding public programs.

Expanding Medicaid eligibility has been the Congress' priority, largely through the never ending work of Rep. Waxman and
occasional Democratic efforts to make "children" a focal issue on the party's agenda.

The Bush campaign committed to matching the Democrats' generosity, promising to aim for a national eligibility standard for
pregnant women and infants of 185% of the poverty level and also of making improvements in eligibility for children over
age one.

At 185% of poverty Medicaid eligibility begins to interact with state income distributions to make it something more than a
program for the poor; in Alabama, for example, Medicaid would cover 54% of all pregnancies.

Vice President Bush, in his second debate with Michael Dukakis, suggested a Medicaid buy—in as a means to improving access
to care. A similar option would be to finance "buying out" of Medicaid into private insurance plans or HMOs.

An initiative in this area could begin with a few million dollars to finance a series of demonstrations of this previously untried
concept.



Community Health Centers

Community Health Centers (CHCs) is a Great Society program that never bloomed as its creators hope nor has it wilted and
died. Funded at $463 million in FY 90 (pre-sequester), CHCs operate clinics in the poorest neighborhoods and areas of the
country. Secretary Sullivan asked for some $50 million add-on in his FY 91 budget request. Unlike the Medicaid
enhancements, CHC increments do not automatically grow in the outyears.

Incentives for small employers.

Small employers and start up firms account for many of the 24.2 million workers without employer-sponsored or provided
group insurance.

Accessible steps to decrease the cost (both monetary and to management resources) include:
Promote small employers banding together to form groups large enough to escape individual rating by insurers:
- Allow insurers to require providers to accept Medicare payment rates;
~ Provide seed money through an SBA grant program for start up costs and/or marketing free technical assistance to small
businesses and business groups (i.e., Chambers of Commerce;)
- Immunize small businesses against antitrust actions if they make participation available on a non-discriminatory basis;
- Clarify tax status of these new multi-employer trusts; and
- Provide ERISA-like protection from state mandated benefit laws.
Incentives/penalties related to provision of insurance by employers.
Options include:
- Flat out mandating benefits.

- Striking out at free-riders on the present system through a "play or pay" set of carrots and sticks.

- Set the stick high enough to finance publicly-sponsored insurance (a Medicaid "buy-out) for all who work for
employers who do not provide insurance.



Create a small stick by increasing unemployment insurance amounts for employers not providing health insurance
under the theory that their employees are more likely to wind up on Medicaid (especially after last year's Family
Support Act mandated the "unemployed parent" benefit for intact households.)



HEALTH CARE REFORM OPTIONS

COST CONTAINMENT
A. Spending restraint via tax code changes

1.

Modification: As an effort to bring worker attention to wages foregone because of health
insurance, report on W2, but do not impute.

5 T . Jimi ] teductibili

Deductibility would be limited to some percentage of average insurance plan costs, creating new
incentives for a competitive market by creating a new appreciation for the relative cost of plans.
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To encourage movement towards managed care, a differential could be created between the
deductibility of non-managed care health plans and managed care plans.

B. Create new tools for spending efficiencies

Behavioral responses are limited by the bluntness of current instruments that relate more to financing
arrangements than more efficient care. Available responses include: drop coverage or classes of covered
services; increase co-payments and deductibles; or go with a "managed care" plan (either an HMO or

PPO) that sees most of its impact realized through pre-admission screening.

o New tools must be developed through standard evaluation and statistical techniques to
determine:

- which providers are most efficient (that is, which cardiologist manages heart
attack cases in the way that leads to the lowest costs); and

- which services are necessary and which are unnecessary.

C. Medical liability reform
Could use federal programs like Medicaid as leverage for tort reform:

0 The "low option" would make procedural reforms designed to increase the threshold for
litigation (requiring that some physician file an affidavit saying there is grounds for a
case when the case is filed) to changing the calculus of probably victory (uniform
standards for who is a medical "expert.")

o The "high option" would move medical liability to a workmen's compensation like scheme
of administratively determined liability and awards.
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ENT-15 TAX EMPLOYER-PAID HEALTH INSURANCE
Annual Added Revenues Cumulative
Addition to (In billions of dollars) Five-Year
CBO Baseline 1990 1991 1992 1993 1994 Addition

Tax Some Employer-Paid Health Insurance

Income Tax 3.1 5.6 .5 10.0 13.4 39.6
Payroll Taxa 1.6 3.0 3.9 5.3 A 20.9
Total 4.7 8.6 11.4 15.3 20.5 60.5

Tax Employer-Paid Health Insurance, but Allow a Credit
for Some Employer and Employee Contributions

Income Tax 895 3.3 4.2 53 7.6 28.9
Payroll Taxa 10.3 16.7 18.2 19.8 22.1 87.1
Total 18.8 20.0 22.4 25.1 29.7 116.0

a. Netofreducedincome taxrevenues.

Employees do not pay taxes on income received in the form of
employer-paid health care coverage. This exclusion will reduce 1990
income tax revenues and Social Security payroll tax revenues by a
total of about $46 billion.

Tax Some Employer-Paid Health Insurance. One proposal to limit the
exclusion would be to treat as taxable income for employees any em-
ployer contributions (including those in cafeteria plans and flexible
spending accounts) that exceed $250 a month for family coverage and
$100 a month for individual coverage (in 1990 dollars), with these
amounts indexed to reflect future increases in the general level of
prices. This proposal, which would affect about 50 percent of individ-
ual tax filing units, would raise income tax revenues by about $40
billion and payroll tax revenues by about $21 billion over the 1990-
1994 period. Including employer-paid health care coverage in the
Social Security wage base, however, would lead to increased outlays
on benefit payments that would offset most of the added payroll tax
revenues from this option over the long run. This proposal would also
raise the state income tax liabilities of individuals in those states with
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tax bases linked to the federal tax base, unless those states took off-
setting actions.

An advantage of this approach is that it would eliminate the tax
incentive to purchase additional coverage beyond the ceiling. Without
such coverage, there would be stronger incentives to economize in the
medical marketplace, thereby reducing upward pressure on medical
care prices. Over the long run, indexing the ceilings would limit their
erosion by inflation. Finally, the Congress has already limited the
exclusion for employer-paid group term life insurance in a similar way
(see REV-13).

One disadvantage of limiting the tax subsidy is the difficulty of
determining just when extensive coverage becomes excessive. More-
over, a uniform ceiling would have uneven effects, since a given em-
ployer's contribution purchases different levels of coverage depending
on such factors as geographic location and the demographic character-
istics of the firm's workforce. Finally, the indexing provision of this
proposal would lead to declining subsidies for employer-paid health
insurance over time, if health insurance costs continue to rise faster
than the general level of prices. This effect is of concern to people who
argue that these subsidies to private-sector benefits help avoid the
need for public provision of similar benefits,

Tax Employer-Paid Health Insurance, but Allow a Credit for Some
Employer and Employee Contributions, Another option would be to
treat all employer-paid health insurance premiums as taxable but
offer an individual income tax credit of 20 percent for health insurance
Premiums up to the amounts described above for family and indi-
vidual coverage. The credits would be available to taxpayers
regardless of whether the coverage was paid for or sponsored by an
employer. At this credit percentage and with these premium ceilings,
the proposal would increase income tax revenues by about $29 billion
and payroll tax revenues by about $87 billion over the 1990-1994
period. As under the first option, however, increases in Social
Security outlays would offset most of the added payroll tax revenues in
the long run. This proposal would substantially raise the state income
tax liabilities of individuals in states with tax bases linked to the
federal tax base, unless these states took offsetting actions.
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In addition to eliminating the tax incentive to purchase health in-
surance above the limits, as under the first option, this one would have
the added advantage of making the subsidy available to all taxpayers
having health insurance, without regard to their employment status.
Moreover, the subsidy per dollar of the eligible health insurance
coverage purchased would not be higher for taxpayers with higher
incomes.

A drawback of this option is that the benefits of the tax credit
would not be available to low-income individuals and families who
have no liability under the federal personal income tax, unless the
credit were made refundable. Such a refund, however, would substan-
tially reduce the net revenue gain discussed above. Moreover, as with
the first option, opponents of this one have several concerns: it would
be difficult to determine at what level health insurance coverage be-
comes excessive, the effects would vary among geographic areas, and
the subsidy for health insurance would be likely to decline over time.




HEALTH CARE REFORM OPTIONS

COST CONTAINMENT
A. Spending restraint via tax code changes

1

Modification: As an effort to bring worker attention to wages foregone because of health
insurance, report on W2, but do not impute.
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Deductibility would be limited to some percentage of average insurance plan costs, creating new
incentives for a competitive market by creating a new appreciation for the relative cost of plans.
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To encourage movement towards managed care, a differential could be created between the
deductibility of non-managed care health plans and managed care plans.

B. Create new tools for spending efficiencies

Behavioral responses are limited by the bluntness of current instruments that relate more to financing
arrangements than more efficient care. Available responses include: drop coverage or classes of covered
services; increase co-payments and deductibles; or go with a "managed care" plan (either an HMO or
PPO) that sees most of its impact realized through pre-admission screening.

0 New tools must be developed through standard evaluation and statistical techniques to
determine:

which providers are most efficient (that is, which cardiologist manages heart
attack cases in the way that leads to the lowest costs); and

- which services are necessary and which are unnecessary.

C. Medical liability reform
Could use federal programs like Medicaid as leverage for tort reform:

0 The "low option" would make procedural reforms designed to increase the threshold for
litigation (requiring that some physician file an affidavit saying there is grounds for a
case when the case is filed) to changing the calculus of probably victory (uniform
standards for who is a medical "expert.")

0 The "high option" would move medical liability to a workmen's compensation like scheme
of administratively determined liability and awards.



Use federal programs to leverage other cost containment reform efforts.

0

Share Medicare's monopsony purchasing power with private sector or locally-devised
payment plans; allow the designers of the all-payor system to impose the Medicare rates
on providers for all insured services.

Create statutory opportunity for state or metropolitan all-payor systems using aggregate
expenditure targets for total costs to include Medicare in their systems.



ACCESS ENHANCEMENT

New program

Use revenue generated from tax cap to subsidize purchase of private health plans.

Tax credit for low income persons for purchase of health plans

Expand public programs

(V]

0o

Expand Medicaid eligibility
Medicaid buy-in

Community Health Centers

Incentives for small employers

Promote small employers banding together to form groups large enough to escape individual
rating by insurers:

Allow insurers to require providers to accept Medicare payment rates;

Provide seed money through an SBA grant program for start up costs and/or marketing
free technical assistance to small businesses and business groups (i.e., Chambers of
Commerce;)

Immunize small businesses against antitrust actions if they make participation available
on a non-discriminatory basis;

Clarify tax status of these new multi-employer trusts; and

Provide ERISA-like protection from state mandated benefit laws.

Incentives/penalties related to provision of insurance by employers.

Flat out mandating benefits.

Striking out at free-riders on the present system through a "play or pay" set of carrots
and sticks.

- Set the stick high enough to finance publicly-sponsored insurance (a Medicaid
"buy-out) for all who work for employers who do not provide insurance.

- Create a small stick by increasing unemployment insurance amounts for
employers not providing health insurance under the theory that their workers are
more likely to wind up on Medicaid (especially after last year's Family Support
Act mandated the "unemployed parent" benefit for intact households) if
unemployed.



ACCESS ENHANCEMENT
New program
Use revenue generated from tax cap to subsidize purchase of private health plans.
Tax credit for low income persons for purchase of health plans

Expand public programs

0 Expand Medicaid eligibility
o Medicaid buy-in
0 Community Health Centers

Incentives for small employers

Promote small employers banding together to form groups large enough to escape individual
rating by insurers:

- Allow insurers to require providers to accept Medicare payment rates;

- Provide seed money through an SBA grant program for start up costs and/or marketing
free technical assistance to small businesses and business groups (i.e., Chambers of
Commerce;)

- Immunize small businesses against antitrust actions if they make participation available
on a non-discriminatory basis;

- Clarify tax status of these new multi-employer trusts; and

- Provide ERISA-like protection from state mandated benefit laws.

Incentives/penalties related to provision of insurance by employers.
- Flat out mandating benefits.

- Striking out at free-riders on the present system through a "play or pay" set of carrots
and sticks.

- Set the stick high enough to finance publicly-sponsored insurance (a Medicaid
"buy-out) for all who work for employers who do not provide insurance.

- Create a small stick by increasing unemployment insurance amounts for
employers not providing health insurance under the theory that their workers are
more likely to wind up on Medicaid (especially after last year's Family Support
Act mandated the "unemployed parent" benefit for intact households) if
unemployed.
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ACCESS ENHANCEMENT

New program: Fulfilling the President's "Medicaid buy—in" commitment through the
private sector

Use revenue generated from tax cap to organize public sponsors; limit activity of
public sponsor to what can be supported by tax cap revenues. Possibility: children
under age 18.

Issue: How can "public sponsor" be a hybrid of state risk pools, private insurance, and
Medicaid without the worst features of all (insurance bought only by those anticipating
expenses, complex eligibility determination)

Possible features:

- Public sponsor seeks bids from qualified private insurers.

~ Qualified private insurers must be HMOs. Alternate definitions?

- Benefits package specified in federal law; state minimum benefits law pre—
empted.

=t All under income level of eligible to purchase health insurance from
public sponsor.

- Premium varies with income.

- Businesses currently offering employee—only coverage eligibile for public—
sponsor subsidy to extend coverage to dependents; employer at risk for amounts
incremental to cost of public sponsor's package.

Tax credit for low income persons for purchase of health plans

As with the New Program (see A), the credit's fiscal impact could be limited by
making the credit available only for children's policies.

Expand public programs
0 Expand Medicaid eligibility

0 Medicaid buy-in
Dirarm\,% oF cmel
0 4 Community Health Centers

Incentives for small employers
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Promote small mplo ers banding together to form groups large enough to escape
individual rating by insurers:

- Allow insurers to require providers to accept Medicare payment rates;

- Provide seed money through an SBA grant program for start up costs and/or
marketing free technical assistance to small businesses and business groups
(i.e., Chambers of Commerce;)



Immunize small businesses against antitrust actions if they make participation
available on a non-discriminatory basis;

Clarify tax status of these new multi-employer trusts; and

Provide ERISA-like protection from state mandated benefit laws.

E. Incentives/penalties related to provision of insurance by: employers.

Flat out mandating benefits.

Striking out at free-riders on the present system through a "play or pay" set of
carrots and sticks.

- Set the stick high enough to finance publicly—sponsored insurance (a
Medicaid "buy-out) for all who work for employers who do not provide
insurance.

- Create a small stick by increasing unemployment insurance amounts for
employers not providing health insurance under the theory that their
workers are more likely to wind up on Medicaid (especially after last
year's Family Support Act mandated the "unemployed parent" benefit
for intact households) if unemployed.
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HEALTH CARE REFORM OPTIONS

} qub St | VEGETHBLES

COST CONTAINMENT

A. Spending restraint via tax code changes

1.

SS]

Modification: As an effort to bring worker attention to wages foregone because of
health insurance, report on W2, but do not impute.

Revenue effect, FY 90:

Cap at $1,000 single/$2,000 family: $12 billion
Cap at $2,000 single/$4,000 family: $2 billion

Deductibility would be limited to some percentage of average insurance plan costs,
creating new incentives for a competitive market by creating a new appreciation for
the relative cost of plans.

Available Treasury estimate:

Cap/limit benefits to $350/$140 month for family/single coverage

FY 90: $.6 billion FY 91 $1.4 billion FY 92 $2.4 billion FY 93 $3.9 billion

To encourage movement towards managed care, a differential could be created
between the deductibility of non-managed care health plans and managed care plans.

(
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& X B. Create new tools for’spending efficiencies
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Behavioral responses are limited by the bluntness of current instruments that relate more to
financing arrangements than more efficient care. Available responses include: drop coverage
or classes of covered services; increase co—payments and deductibles; or go with a "managed
care" plan (either an HMO or PPO) that sees most of its impact realized through pre—
admission screening.

I
QW,‘ L New tools must be developed through standard evaluation and statistical
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techniques to determine:

- which providers are most efficient (that is, which cardiologist manages



heart attack cases in the way that leads to the lowest costs); and

- which services are necessary and which are unnecessary.

C. Medical liability reform
DES
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use federal programs like Medicaid as leverage for tort reformy
[

0 The "low option" would make procedural reforms designed to increase the
threshold for litigation (requiring that some physician file an affidavit saying
there is grounds for a case when the case is filed) to changing the calculus of
probably victory (uniform standards for who is a medical "expert.")

0 The "high option" would move medical liability to a workmen's compensation
like scheme of administratively determined liability and awards.

@ D. Use federal programs to leverage other cost containment reform efforts.

0 Share Medicare's monopsony purchasing power with private sector or locally—
devised payment plans; allow the designers of the all-payor system to impose
the Medicare rates on providers for all insured services.

0 Create statutory opportunity for state or metropolitan all-payor systems using

aggregate expenditure targets for total costs to include Medicare in their
systems.
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Health Care Reform

Cost-Control

1.

Establish state-level all-payer expenditure targets for
hospital and physician services; limit increase in
targets to population growth plus inflation.

Tax employee on premium contributions by employer in
excess of a cap, set initially at 80% of average
premium costs, indexed by inflation.

Fund research to support "buy right" strategy --
developmewnt of cost and quality measures to permit
purchasers of care to identify "efficient" (low cost,
high quality) providers.

Sweeteners

l.

Use tax cap revenues to pay for a new refundable tax
credit for purchase of health insurance by the low
income.

Malpractice reform.

Provide federal seed money to establish multi-employer
trusts to help small employers buy health insurance.

Rationale

l'

Controlling health care costs is too difficult for
private health plans. Only a few cost control tools
are available, and these are relatively limited in
scope or effectiveness.

All-payer expenditure targets are needed as a temporary
measure to counter powerful forces driving up health
care spending.

Private health plans have only a few , relatively
limited tools to control health care costs.

Expenditure targets are not satisfactory as a long-term
solution because they do not differentiate between
efficient and inefficient providers.



The expenditure target should be implemented in a way
that encourages private plans to develop better ways to
control costs.

Federal support is needed to statistical profiling
methods that can be used to identify high value (low
cost, high quality) providers.

Interest group politics will stymie any serious cost
control proposal unless powerful sweeteners are added.

To secure support from House and Senate Democrats,
expanded access for the uninsured is needed.

To limit opposition from physician groups, malpractice
reform is needed.

Health insurance is either too costly or unavailable
for many small employers.

Unless this problem is addressed, the number of
Americans without health insurance will continue to
grow.

Group purchasing arrangements for health insurance can
make health insurance more affordable for small
employers.

Providing seed money for these arrangements would be a
low cost Federal response to the problem of the
uninsured, with significant potential.



HEALTH CARE OPTIONS

ISSUE: The conventional wisdom presents cost and access as the principal American health care issues.
The classic statistics of cost are two depicting growth and relative share of GNP.

GROWTH: Health care currently represents 11.7% of GNP in the US. The current rate of growth, about 5% in real per capita
spending per year, would lead to 15% of GNP shortly past the year 2000.

RELATIVE SHARE: The United States leads the world's economies in the share devoted to health care. Comparing the US to its
major trading partners, the EC countries as a whole devote 7.1% of GDP to health expenditures and Japan 6.8%. Second to the United
States is Canada, where health expenditures account for 8.6% of GDP. Despite higher proportions of health expenditures, the United
States does not outperform other industrialized countries in any of the major measures of morbidity and mortality. Indeed, the United
States lags behind nineteen industrialized countries in rates of infant mortality.

Access to health care is most often represented in terms of a single statistic: the number of Americans without health insurance.
That number currently stands at 31 million, down from a high of 37 million at the bottom of the last recession.

OPTIONS: Simply stated, the options available to our society are:

1. Do nothing, and create no further federal intervention to deflect the growth trend line or the number outside the ranks
of the insured;

2 Incremental change building on the current division of labor and responsibility: public programs for the non-working
poor; employer—provided insurance for workers; and respect for the autonomy of the individual service provider (doctors
and hospitals);

3. Take the plunge and adopt one of the radical schemes: require employers to provide insurance covering workers and
dependents; place all employers under a "play or pay" obligation to provide insurance or pay a payroll tax to pay for
publicly provided insurance; or socialize the provision of health care.

The Congress has demonstrated a proclivity for seeing the issues independently, more often eating the desert (expanding access) than
the vegetables (containing costs.)

This paper explores a range of steps under option 2.
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COST CONTAINMENT

The incidence of health care costs is regressive. The insured, insulated from the real cost of health care, are economically better off
than the uninsured. Federal fiscal effort benefits portions of the poor and the rich: $39 billion for Medicaid in FY 90 and $32 billion
in tax expenditures for health insurance, of which Americans in families with more than $50,000 account for approximately $20 billion.

A tax cap lessens the regressivity of health care costs, provides relief from demand induced price pressure by those perceiving
health care as a near-free good, and creates pressure for participants in the health care game to get about doing what needs
to be done.

1.
Probable revenue effect:

2
Deductibility would be limited to some percentage of average insurance plan costs, creating new incentives for a competitive
market by creating a new appreciation for the relative cost of plans.
While less pure tax policy than placing the incidence of the tax on individuals, the incidence would be coincident with the
ability to change the structure and design of health insurance plans.

3

To encourage movement towards managed care, a differential could be created between the deductibility of non-managed care
health plans and managed care plans.
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Creating workable definitions is difficult; the easiest would be to recognize federally qualified or state-licensed HMOs as
managed care and not try to invent definitions for new categories.

Behavioral responses are limited by the bluntness of current instruments that relate more to financing arrangements than more
efficient care. Available responses include: drop coverage or classes of covered services; increase co-payments and deductibles;
or go with a "managed care" plan (either an HMO or PPO) that sees most of its impact realized through pre-admission
screening.

o "Enlightened" managed care focuses more on whether an operation should take place in a hospital or on an outpatient
basis rather than whether the procedure should take place at all.

o New tools must be developed through standard evaluation and statistical techniques to determine:

- which providers are most efficient (that is, which cardiologist manages heart attack cases in the way that leads
to the lowest costs); and

- which services are necessary and which are unnecessary.

Medical liability

"

Physicians often begin their presentation of the health care situation with, "Well, if we only did something about malpractice ...
Physicians state that many tests and procedures take place because physicians want to reduce their risk of being sued.

Real action in this category means overcoming traditional federal reticence to become involved in an area that historically has been
solely the province of state law.

o The AMA has offered two sets of reform proposals.
The "low option" makes only procedural reforms designed to increase the threshold for litigation (requiring that some

physician file an affidavit saying there is "some basis" to the case when the case is filed) to changing the calculus of
probably victory (uniform standards for who is a medical "expert.")
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The "high option" imposes would move medical liability to a workmen's compensation like scheme of administratively
determined liability and awards.

Use federal programs to leverage state and local reform efforts.

Current law allows Medicare to participate in state-level all-payor systems. In these systems (New Jersey is the only state at this
time), Medicare pays according to locally determined rules. States can obtain such waivers as long as the alternate system costs no
more than regular Medicare payment rules.

The concept could be expanded to allow state or locally-set expenditure targets to cover both physician and hospital payments by all
major payors (Medicare, Medicaid, and private insurance.)

The federal government could strengthen local efforts to negotiate with providers over price by allowing the designers of the all-
payor system to impose the Medicare rates to pay for privately—insured care. (Hospitals and physicians would be required to accept
the Medicare rate from the all-payor system as a condition of receiving payment from Medicare.)
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ACCESS

Tax credit for low income persons.

The federal government devotes none of its fiscal effort for health care to those with no tax liability or itemizable expenses
below the standard deduction and not eligible for Medicare or Medicaid. (32% of the uninsured live in families with income below
the poverty level.)

A tax credit for health insurance appeared in the Senate—passed child care bill as the brainchild of Senator Bentsen. Bentsen
seems to think that health care for children is more important than child care (33% of the uninsured are under age 18).

Expanding public programs.

Expanding Medicaid eligibility has been the Congress' priority, largely through the never ending work of Rep. Waxman and
occasional Democratic efforts to make "children" a focal issue on the party's agenda.

The Bush campaign committed to matching the Democrats' generosity, promising to aim for a national eligibility standard for
pregnant women and infants of 185% of the poverty level and also of making improvements in eligibility for children over
age one.

At 185% of poverty Medicaid eligibility begins to interact with state income distributions to make it something more than a
program for the poor; in Alabama, for example, Medicaid would cover 54% of all pregnancies.

Vice President Bush, in his second debate with Michael Dukakis, suggested a Medicaid buy—in as a means to improving access
to care. A similar option would be to finance "buying out" of Medicaid into private insurance plans or HMOs.

An initiative in this area could begin with a few million dollars to finance a series of demonstrations of this previously untried
concept.



Community Health Centers

Community Health Centers (CHCs) is a Great Society program that never bloomed as its creators hope nor has it wilted and
died. Funded at $463 million in FY 90 (pre-sequester), CHCs operate clinics in the poorest neighborhoods and areas of the
country. Secretary Sullivan asked for some $50 million add-on in his FY 91 budget request. Unlike the Medicaid
enhancements, CHC increments do not automatically grow in the outyears.

Incentives for small employers.

Small employers and start up firms account for many of the 24.2 million workers without employer-sponsored or provided
group insurance.

Accessible steps to decrease the cost (both monetary and to management resources) include:
Promote small employers banding together to form groups large enough to escape individual rating by insurers:
- Allow insurers to require providers to accept Medicare payment rates;
- Provide seed money through an SBA grant program for start up costs and/or marketing free technical assistance to small
businesses and business groups (i.e., Chambers of Commerce;)
- Immunize small businesses against antitrust actions if they make participation available on a non-discriminatory basis;
- Clarify tax status of these new multi-employer trusts; and
- Provide ERISA-like protection from state mandated benefit laws.
Incentives/penalties related to provision of insurance by employers.
Options include:
- Flat out mandating benefits.

- Striking out at free—riders on the present system through a "play or pay" set of carrots and sticks.

- Set the stick high enough to finance publicly-sponsored insurance (a Medicaid "buy-out) for all who work for
employers who do not provide insurance.



Create a small stick by increasing unemployment insurance amounts for employers not providing health insurance
under the theory that their employees are more likely to wind up on Medicaid (especially after last year's Family
Support Act mandated the "unemployed parent" benefit for intact households.)



HEALTH CARE REFORM OPTIONS

COST CONTAINMENT

A. Spending restraint via tax code changes

Modification: As an effort to bring worker attention to wages foregone because of health
insurance, report on W2, but do not impute.
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Deductibility would be limited to some percentage of average insurance plan costs, creating new
incentives for a competitive market by creating a new appreciation for the relative cost of plans.
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To encourage movement towards managed care, a differential could be created between the
deductibility of non-managed care health plans and managed care plans.

B. Create new tools for spending efficiencies

Behavioral responses are limited by the bluntness of current instruments that relate more to financing
arrangements than more efficient care. Available responses include: drop coverage or classes of covered
services; increase co-payments and deductibles; or go with a "managed care" plan (either an HMO or

PPO) that sees most of its impact realized through pre-admission screening.

o New tools must be developed through standard evaluation and statistical techniques to
determine:

- which providers are most efficient (that is, which cardiologist manages heart
attack cases in the way that leads to the lowest costs); and

- which services are necessary and which are unnecessary.

C. Medical liability reform
Could use federal programs like Medicaid as leverage for tort reform:

o The "low option" would make procedural reforms designed to increase the threshold for
litigation (requiring that some physician file an affidavit saying there is grounds for a
case when the case is filed) to changing the calculus of probably victory (uniform
standards for who is a medical "expert.")

0 The "high option" would move medical liability to a workmen's compensation like scheme
of administratively determined liability and awards.



D. Use federal programs to leverage other cost containment reform efforts.

o Share Medicare's monopsony purchasing power with private sector or locally-devised
payment plans; allow the designers of the all-payor system to impose the Medicare rates
on providers for all insured services.

0 Create statutory opportunity for state or metropolitan all-payor systems using aggregate
expenditure targets for total costs to include Medicare in their systems.
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New program

Tax credit for low income persons for purchase of health plans

Expand public programs

0 Expand Medicaid eligibility B b e o
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Incentives for small employers

Promote small employers banding together to form groups large enough to escape individual
rating by insurers:

- Allow insurers to require providers to accept Medicare payment rates;

- Provide seed money through an SBA grant program for start up costs and/or marketing
free technical assistance to small businesses and business groups (i.e., Chambers of
Commerce;)

- Immunize small businesses against antitrust actions if they make participation available
on a non-discriminatory basis;

- Clarify tax status of these new multi-employer trusts; and

- Provide ERISA-like protection from state mandated benefit laws.

Incentives/penalties related to provision of insurance by g‘__:_/e‘mployers.
a1 Flat out mandating benefits. (A Ln Tedd Kennidly )

- Striking out at free-riders on the present system through a "play or pay" set of carrots
and sticks.

- Set the stick high enough to finance publicly-sponsored insurance (a Medicaid
"buy-out) for all who work for employers who do not provide insurance.

- Create a small stick by increasing unemployment insurance amounts for
employers not providing health insurance under the theory that their workers are
more likely to wind up on Medicaid (especially after last year's Family Support
Act mandated the "unemployed parent" benefit for intact households) if
unemployed.



ACCESS ENHANCEMENT

New program: Fulfilling the President's "Medicaid buy-in" commitment through the
private sector

Use revenue generated from tax cap to organize public sponsors; limit activity of
public sponsor to what can be supported by tax cap revenues. Possibility: children
under age 18.

Issue: How can "public sponsor” be a hybrid of state risk pools, private insurance, and
Medicaid without the worst features of all (insurance bought only by those anticipating
expenses, complex eligibility determination)

Possible features:

- Public sponsor seeks bids from qualified private insurers.

- Qualified private insurers must be HMOs. Alternate definitions?

- Benefits package specified in federal law; state minimum benefits law pre-
empted.

- All under income level of eligible to purchase health insurance from
public sponsor.

- Premium varies with income.

- Businesses currently offering employee—only coverage eligibile for public-
sponsor subsidy to extend coverage to dependents; employer at risk for amounts
incremental to cost of public sponsor's package.

Tax credit for low income persons for purchase of health plans

As with the New Program (see A), the credit's fiscal impact could be limited by
making the credit available only for children's policies.

Expand public programs /M/{/I /Mﬁ
0 Expand Medicaid eligibility /WWV\_’/W MR

0 Medicaid buy-in Al | ,,,A_,,.m/)
0 Community Health Centers Ry L ‘M

Incentives for small employers s — M”‘__]C(/——"‘——\-

Promote small employers banding together to form groups large enough to escape
individual rating by insurers:

- Allow insurers to require providers to accept Medicare payment rates;

- Provide seed money through an SBA grant program for start up costs and/or
marketing free technical assistance to small businesses and business groups
(i.e., Chambers of Commerce;)
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HEALTH CAREAPPTIONS

$ " .COST CONTAINMENT
Tax cap: impute as income all amounts for emplover-financed
care above some cut-off.

j" Modification: As an effort to bring worker attention
4\ to wages foregone because of health insurance, report
on W2, but do not impute.

Tax cap: limits to employer deductibility

Deductibility would be limited to some percentage of average
insurance plan costs, creating new incentives for a
competitive market by creating a new appreciation for the
relative cost of plans.

Tax cap: extent of employer deductibility tied to 'right
thinking.'

To encourage movement towards managed care, a differential
could be created between the deductibility of non-managed
care health plans and managed care plans.

Create new‘tools {N 5M e,(ﬁu&v\ou,.

Behavioral responses are limited by the bluntness of current
instruments that relate more to financing arrangements than more
efficient care. Available responses include: drop coverage or
classes of covered services; increase co-payments and
deductibles; or go with a "managed care" plan (either an HMO or
PPO) that sees most of its impact realized through pre-admission

screening.
(o) New tools must be developed through standard evaluation
and statistical techniques to determine:

- which providers are most efficient (that is, which
cardiologist manages heart attack cases in the way
that leads to the lowest costs); and

- which services are necessary and which are
unnecessary.

C. Medical liability v

Conte b fedtnl Lo, Medicard aq
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o The "low option",makeg enly-procedural reforms designed
to increase the threshold for litigation (requiring
that some physician file an affidavit saying there is



f

D.

e

2

"some basis" to the case when the case is filed) to
changing the calculus of probably victory (uniform
standards for who is a medical "expert.")

o The "high option" #mposes would move medical liability
to a workmen's compensation like scheme of
administratively determined liability and awards. .

otbhar (45 e

Use federal programs to leverage state—and—leoeel ,reform

efforts.

o Allow opportunity for state or metropolitan all-payor
systems using aggregate expenditure targets for total
costs. -
pwvalt ek o
o Share Medicare's monopsony purchasing power with,state

and local payment plans; allow the—designers—ef—the ¥l
ati=payper system{to impose the Medicare rates on

providers for all insured services.

A. Tax credit for low income personsﬁm M%MW

B.

Expand public programs.

o Expand Medicaid eligibility
o) Medicaid buy-in/buy-out
o Community Health Centers

Incentives for small employers.

Promote small employers banding together to form groups
large enough to escape individual rating by insurers:

- Allow insurers to require providers to accept Medicare
payment rates;

- Provide seed money through an SBA grant program for
start up costs and/or marketing free technical
assistance to small businesses and business groups
(i.e., Chambers of Commerce; )

- Immunize small businesses against antitrust actions if
they make participation available on a non-
discriminatory basis;

- Clarify tax status of these new multi-employer trusts;
and

- Provide ERISA-like protection from state mandated
benefit laws.
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D. Incentives/penalties related to provision of insurance by

employers.

- Flat out mandating benefits.

- Striking out at free-riders on the present system
through a "play or pay" set of carrots and sticks.

Set the stick high enough to finance publicly-
sponsored insurance (a Medicaid "buy-out) for all
who work for employers who do not provide
insurance.

Create a small stick by increasing unemployment
insurance amounts for employers not providing
health insurance under the theory that their
workers are more likely to wind up on Medicaid
(especially after last year's Family Support Act
mandated the "unemployed parent" benefit for
intact households) if unemployed.



HEALTH CARE OPTIONS

COST CONTAINMENT

A. }JRHFWEQTTNHHRHEHﬁ*Hﬂr
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Tax cap: impute as income all amounts for emplovyer-financed
care above some cut-off.

= Modification: As an effort to bring worker attention
to wages foregone because of health insurance, report
on W2, but do not impute.

Tax cap: limits to employer deductibility

Deductibility would be limited to some percentage of average
insurance plan costs, creating new incentives for a
competitive market by creating a new appreciation for the
relative cost of plans.

Tax cap: extent of employer deductibility tied to 'right
thinking.'

To encourage movement towards managed care, a differential
could be created between the deductibility of non-managed
care health plans and managed care plans.

Create new tools fov opowtw) aﬂ'l‘m'mo«:«y

Behavioral responses are limited by the bluntness of current
instruments that relate more to financing arrangements than more
efficient care. Available responses include: drop coverage or
classes of covered services; increase co-payments and
deductibles; or go with a "managed care" plan (either an HMO or
PPO) that sees most of its impact realized through pre-admission

screening.
o New tools must be developed through standard evaluation
and statistical techniques to determine:

- which providers are most efficient (that is, which
cardiologist manages heart attack cases in the way
that leads to the lowest costs); and

- which services are necessary and which are
unnecessary.

C. Medical liability Yefovm

The AMA has offered two sets of reform proposals.

(o] The "low option" makes only procedural reforms designed
to increase the threshold for litigation (requiring
that some physician file an affidavit saying there is
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"some basis" to the case when the case is filed) to
changing the calculus of probably victory (uniform
standards for who is a medical "expert.")

o The "high option" imposes would move medical liability
to a workmen's compensation like scheme of
administratively determined liability and awards.

Use federal programs to leverage state and local reform
efforts.

o Allow opportunity for state or metropolitan all-payor
systems using aggregate expenditure targets for total
costs.

o Share Medicare's monopsony purchasing power with state

and local payment plans; allow the designers of the
all-payor system to impose the Medicare rates on
providers for all insured services.

ACCESS

Tax credit for low income persons.

Expand public programs.

o) Expand Medicaid eligibility
o Medicaid buy-in/buy-out
o Community Health Centers

Incentives for small employers.

Promote small employers banding together to form groups
large enough to escape individual rating by insurers:

- Allow insurers to require providers to accept Medicare
payment rates;

- Provide seed money through an SBA grant program for
start up costs and/or marketing free technical
assistance to small businesses and business groups
(i.e., Chambers of Commerce; )

- Immunize small businesses against antitrust actions if
they make participation available on a non-
discriminatory basis;

- Clarify tax status of these new multi-employer trusts;
and

- Provide ERISA-like protection from state mandated
benefit laws.
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D. Incentives/penalties related to provision of insurance by
employers.

Flat out mandating benefits.

Striking out at free-riders on the present system
through a "play or pay" set of carrots and sticks.

- Set the stick high enough to finance publicly-
sponsored insurance (a Medicaid "buy-out) for all
who work for employers who do not provide
insurance.

- Create a small stick by increasing unemployment
insurance amounts for employers not providing
health insurance under the theory that their
workers are more likely to wind up on Medicaid
(especially after last year's Family Support Act
mandated the "unemployed parent" benefit for
intact households) if unemployed.



HEALTH CARE OPTIONS

ISSUE: The conventional wisdom presents cost and access as the principal American health care issues.
The classic statistics of cost are two depicting growth and relative share of GNP.

GROWTH: Health care currently represents 11.7% of GNP in the US. The current rate of growth, about 5% in real per capita
spending per year, would lead to 15% of GNP shortly past the year 2000.

RELATIVE SHARE: The United States leads the world's economies in the share devoted to health care. Comparing the US to its
major trading partners, the EC countries as a whole devote 7.1% of GDP to health expenditures and Japan 6.8%. Second to the United
States is Canada, where health expenditures account for 8.6% of GDP. Despite higher proportions of health expenditures, the United
States does not outperform other industrialized countries in any of the major measures of morbidity and mortality. Indeed, the United
States lags behind nineteen industrialized countries in rates of infant mortality.

Access to health care is most often represented in terms of a single statistic: the number of Americans without health insurance.
That number currently stands at 31 million, down from a high of 37 million at the bottom of the last recession.

OPTIONS: Simply stated, the options available to our society are:

| Do nothing, and create no further federal intervention to deflect the growth trend line or the number outside the ranks
of the insured;

2. Incremental change building on the current division of labor and responsibility: public programs for the non-working
poor; employer—provided insurance for workers; and respect for the autonomy of the individual service provider (doctors
and hospitals);

3. Take the plunge and adopt one of the radical schemes: require employers to provide insurance covering workers and
dependents; place all employers under a "play or pay" obligation to provide insurance or pay a payroll tax to pay for
publicly provided insurance; or socialize the provision of health care.

The Congress has demonstrated a proclivity for seeing the issues independently, more often eating the desert (expanding access) than
the vegetables (containing costs.)

This paper explores a range of steps under option 2.
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COST CONTAINMENT

The incidence of health care costs is regressive. The insured, insulated from the real cost of health care, are economically better off
than the uninsured. Federal fiscal effort benefits portions of the poor and the rich: $39 billion for Medicaid in FY 90 and $32 billion
in tax expenditures for health insurance, of which Americans in families with more than $50,000 account for approximately $20 billion.

A tax cap lessens the regressivity of health care costs, provides relief from demand induced price pressure by those perceiving
health care as a near-free good, and creates pressure for participants in the health care game to get about doing what needs
to be done.

Probable revenue effect:
Set cap at
$1.000 1e/$2.000 family $1.500 single/$3.000 family $2.000 single/$4.000 famil
$12 billion $6 billion $2.2 billion
p A
Deductibility would be limited to some percentage of average insurance plan costs, creating new incentives for a competitive
market by creating a new appreciation for the relative cost of plans.
While less pure tax policy than placing the incidence of the tax on individuals, the incidence would be coincident with the
ability to change the structure and design of health insurance plans.
3.

To encourage movement towards managed care, a differential could be created between the deductibility of non-managed care
health plans and managed care plans.
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Creating workable definitions is difficult; the easiest would be to recognize federally qualified or state-licensed HMOs as
managed care and not try to invent definitions for new categories.

Behavioral responses are limited by the bluntness of current instruments that relate more to financing arrangements than more
efficient care. Available responses include: drop coverage or classes of covered services; increase co-payments and deductibles;
or go with a "managed care" plan (either an HMO or PPO) that sees most of its impact realized through pre-admission
screening.

0 "Enlightened" managed care focuses more on whether an operation should take place in a hospital or on an outpatient
basis rather than whether the procedure should take place at all.

0 New tools must be developed through standard evaluation and statistical techniques to determine:

- which providers are most efficient (that is, which cardiologist manages heart attack cases in the way that leads
to the lowest costs); and

- which services are necessary and which are unnecessary.

Medical liability

Physicians often begin their presentation of the health care situation with, "Well, if we only did something about malpractice ..."
Physicians state that many tests and procedures take place because physicians want to reduce their risk of being sued.

Real action in this category means overcoming traditional federal reticence to become involved in an area that historically has been
solely the province of state law.

0 The AMA has offered two sets of reform proposals.
The "low option" makes only procedural reforms designed to increase the threshold for litigation (requiring that some

physician file an affidavit saying there is "some basis" to the case when the case is filed) to changing the calculus of
probably victory (uniform standards for who is a medical "expert.")
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The "high option" imposes would move medical liability to a workmen's compensation like scheme of administratively
determined liability and awards.

Use federal programs to leverage state and local reform efforts.

Current law allows Medicare to participate in state-level all-payor systems. In these systems (New Jersey is the only state at this
time), Medicare pays according to locally determined rules. States can obtain such waivers as long as the alternate system costs no
more than regular Medicare payment rules.

The concept could be expanded to allow state or locally-set expenditure targets to cover both physician and hospital payments by all
major payors (Medicare, Medicaid, and private insurance.)

The federal government could strengthen local efforts to negotiate with providers over price by allowing the designers of the all-
payor system to impose the Medicare rates to pay for privately-insured care. (Hospitals and physicians would be required to accept
the Medicare rate from the all-payor system as a condition of receiving payment from Medicare.)
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ACCESS

Tax credit for low income persons.

The federal government devotes none of its fiscal effort for health care to those with no tax liability or itemizable expenses
below the standard deduction and not eligible for Medicare or Medicaid. (32% of the uninsured live in families with income below
the poverty level.)

A tax credit for health insurance appeared in the Senate—passed child care bill as the brainchild of Senator Bentsen. Bentsen
seems to think that health care for children is more important than child care (33% of the uninsured are under age 18).

Expanding public programs.

Expanding Medicaid eligibility has been the Congress' priority, largely through the never ending work of Rep. Waxman and
occasional Democratic efforts to make "children" a focal issue on the party's agenda.

The Bush campaign committed to matching the Democrats' generosity, promising to aim for a national eligibility standard for
pregnant women and infants of 185% of the poverty level and also of making improvements in eligibility for children over
age one.

At 185% of poverty Medicaid eligibility begins to interact with state income distributions to make it something more than a
program for the poor; in Alabama, for example, Medicaid would cover 54% of all pregnancies.

Vice President Bush, in his second debate with Michael Dukakis, suggested a Medicaid buy—in as a means to improving access
to care. A similar option would be to finance "buying out" of Medicaid into private insurance plans or HMOs.

An initiative in this area could begin with a few million dollars to finance a series of demonstrations of this previously untried
concept.



Community Health Centers

Community Health Centers (CHCs) is a Great Society program that never bloomed as its creators hope nor has it wilted and
died. Funded at $463 million in FY 90 (pre-sequester), CHCs operate clinics in the poorest neighborhoods and areas of the
country. Secretary Sullivan asked for some $50 million add-on in his FY 91 budget request. Unlike the Medicaid
enhancements, CHC increments do not automatically grow in the outyears.

Incentives for small employers.

Small employers and start up firms account for many of the 24.2 million workers without employer-sponsored or provided
group insurance.

Accessible steps to decrease the cost (both monetary and to management resources) include:
Promote small employers banding together to form groups large enough to escape individual rating by insurers:
- Allow insurers to require providers to accept Medicare payment rates;
- Provide seed money through an SBA grant program for start up costs and/or marketing free technical assistance to small
businesses and business groups (i.e., Chambers of Commerce;)
- Immunize small businesses against antitrust actions if they make participation available on a non—discriminatory basis;
- Clarify tax status of these new multi-employer trusts; and
- Provide ERISA-like protection from state mandated benefit laws.
Incentives/penalties related to provision of insurance by employers.
Options include:
- Flat out mandating benefits.

- Striking out at free-riders on the present system through a "play or pay" set of carrots and sticks.

- Set the stick high enough to finance publicly-sponsored insurance (a Medicaid "buy-out) for all who work for
employers who do not provide insurance.



Create a small stick by increasing unemployment insurance amounts for employers not providing health insurance
under the theory that their employees are more likely to wind up on Medicaid (especially after last year's Family
Support Act mandated the "unemployed parent” benefit for intact households.)



HEALTH CARE OPTIONS

ISSUE: The conventional wisdom presents cost and access as the
principal American health care issues.

COST CONTAINMENT

A tax cap lessens the regressivity of health care costs, provides
relief from demand induced price pressure by those perceiving
health care as a near-free good, and creates pressure for
participants in the health care game to get about doing what needs
to be done.

1.5 Tax cap: impute as income all amounts for employer-financed
care above some cut-off.

25 Tax cap: limits to employer deductibility

Deductibility would be limited to some percentage of average
insurance plan costs, creating new incentives for a
competitive market by creating a new appreciation for the
relative cost of plans.

3 Tax cap: extent of employer deductibility tied to 'right
thinking.'

To encourage movement towards managed care, a differential
could be created between the deductibility of non-managed care
health plans and managed care plans.

Behavioral responses are limited by the bluntness of current
instruments that relate more to financing arrangements than more
efficient care. Available responses include: drop coverage or
classes of covered services; increase co-payments and deductibles;
or go with a "managed care" plan (either an HMO or PPO) that sees
most of its impact realized through pre-admission screening.

o New tools must be developed through standard evaluation
and statistical techniques to determine:

- which providers are most efficient (that is, which
cardiologist manages heart attack cases in the way
that leads to the lowest costs); and

- which services are necessary and which are
unnecessary.



Medical liability

The AMA has offered two sets of reform proposals.

(@)

The "low option" makes only procedural reforms designed
to increase the threshold for litigation (requiring that
some physician file an affidavit saying there is "some
basis" to the case when the case is filed) to changing
the calculus of probably victory (uniform standards for
who is a medical "expert.")

The "high option" imposes would move medical liability
to a workmen's compensation like scheme of
administratively determined liability and awards.

Use federal programs to leverage state and local reform efforts.

o

Allow opportunity for state or metropolitan all-payor
systems using aggregate expenditure targets for total
costs.

Share Medicare's monopsony purchasing power with state
and local payment plans; allow the designers of the all-
payor system to impose the Medicare rates on providers
for all insured services.

ACCESS

Tax credit for low income persons.

Expanding public programs.

o

(@)

O

Expand Medicaid eligibility
Medicaid buy-in/buy-out

Community Health Centers

Incentives for small employers.

Promote small employers banding together to form groups large
enough to escape individual rating by insurers:

Allow insurers to require providers to accept Medicare
payment rates;

Provide seed money through an SBA grant program for start
up costs and/or marketing free technical assistance to
small businesses and business groups (i.e., Chambers of
Commerce; )
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- Immunize small businesses against antitrust actions if
they make participation available on a non-discriminatory

basis;

- Clarify tax status of these new multi-employer trusts;
and

- Provide ERISA-like protection from state mandated benefit
laws.

Incentives/penalties related +to provision of insurance by
employers.

- Flat out mandating benefits.

- Striking out at free-riders on the present system through
a "play or pay" set of carrots and sticks.

- Set the stick high enough to finance publicly-
sponsored insurance (a Medicaid "buy-out) for all
who work for employers who do not provide insurance.

= Create a small stick by increasing unemployment
insurance amounts for employers not providing health
insurance under the theory that their employees are
more likely to wind up on Medicaid (especially after
last year's Family Support Act mandated the
"unemployed parent" benefit for intact households.)



HEALTH CARE OPTIONS

ISSUE: The conventional wisdom presents cost and access as the principal American health care issues.
The classic statistics of cost are two depicting growth and relative share of GNP.

GROWTH: Health care currently represents 11.7% of GNP in the US. The current rate of growth, about 5% in real per capita
spending per year, would lead to 15% of GNP shortly past the year 2000.

RELATIVE SHARE: The United States leads the world's economies in the share devoted to health care. Comparing the US to its
major trading partners, the EC countries as a whole devote 7.1% of GDP to health expenditures and Japan 6.8%. Second to the United
States is Canada, where health expenditures account for 8.6% of GDP. Despite higher proportions of health expenditures, the United
States does not outperform other industrialized countries in any of the major measures of morbidity and mortality. Indeed, the United
States lags behind nineteen industrialized countries in rates of infant mortality.

Access to health care is most often represented in terms of a single statistic: the number of Americans without health insurance.
That number currently stands at 31 million, down from a high of 37 million at the bottom of the last recession.

OPTIONS: Simply stated, the options available to our society are:

; Do nothing, and create no further federal intervention to deflect the growth trend line or the number outside the ranks
of the insured;

2 Incremental change building on the current division of labor and responsibility: public programs for the non-working
poor; employer—provided insurance for workers; and respect for the autonomy of the individual service provider (doctors
and hospitals);

3. Take the plunge and adopt one of the radical schemes: require employers to provide insurance covering workers and
dependents; place all employers under a "play or pay" obligation to provide insurance or pay a payroll tax to pay for
publicly provided insurance; or socialize the provision of health care.

The Congress has demonstrated a proclivity for seeing the issues independently, more often eating the desert (expanding access) than
the vegetables (containing costs.)

This paper explores a range of steps under option 2.
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COST CONTAINMENT

The incidence of health care costs is regressive. The insured, insulated from the real cost of health care, are economically better off
than the uninsured. Federal fiscal effort benefits portions of the poor and the rich: $39 billion for Medicaid in FY 90 and $32 billion
in tax expenditures for health insurance, of which Americans in families with more than $50,000 account for approximately $20 billion.

A tax cap lessens the regressivity of health care costs, provides relief from demand induced price pressure by those perceiving

health care as a near-free good, and creates pressure for participants in the health care game to get about doing what needs
to be done.

Probable revenue effect:

$12 billion $6 billion $2.2 billion

Deductibility would be limited to some percentage of average insurance plan costs, creating new incentives for a competitive
market by creating a new appreciation for the relative cost of plans.

While less pure tax policy than placing the incidence of the tax on individuals, the incidence would be coincident with the
ability to change the structure and design of health insurance plans.

To encourage movement towards managed care, a differential could be created between the deductibility of non-managed care
health plans and managed care plans.
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Creating workable definitions is difficult; the easiest would be to recognize federally qualified or state-licensed HMOs as
managed care and not try to invent definitions for new categories.

Behavioral responses are limited by the bluntness of current instruments that relate more to financing arrangements than more
efficient care. Available responses include: drop coverage or classes of covered services; increase co-payments and deductibles;
or go with a "managed care" plan (either an HMO or PPO) that sees most of its impact realized through pre-admission
screening.

o "Enlightened" managed care focuses more on whether an operation should take place in a hospital or on an outpatient
basis rather than whether the procedure should take place at all.

o New tools must be developed through standard evaluation and statistical techniques to determine:

- which providers are most efficient (that is, which cardiologist manages heart attack cases in the way that leads
to the lowest costs); and

- which services are necessary and which are unnecessary.

Medical liability

Physicians often begin their presentation of the health care situation with, "Well, if we only did something about malpractice ..."
Physicians state that many tests and procedures take place because physicians want to reduce their risk of being sued.

Real action in this category means overcoming traditional federal reticence to become involved in an area that historically has been
solely the province of state law.

0 The AMA has offered two sets of reform proposals.
The "low option" makes only procedural reforms designed to increase the threshold for litigation (requiring that some

physician file an affidavit saying there is "some basis" to the case when the case is filed) to changing the calculus of
probably victory (uniform standards for who is a medical "expert.")
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The "high option" imposes would move medical liability to a workmen's compensation like scheme of administratively
determined liability and awards.

Use federal programs to leverage state and local reform efforts.

Current law allows Medicare to participate in state-level all-payor systems. In these systems (New Jersey is the only state at this
time), Medicare pays according to locally determined rules. States can obtain such waivers as long as the alternate system costs no
more than regular Medicare payment rules.

The concept could be expanded to allow state or locally-set expenditure targets to cover both physician and hospital payments by all
major payors (Medicare, Medicaid, and private insurance.)

The federal government could strengthen local efforts to negotiate with providers over price by allowing the designers of the all-
payor system to impose the Medicare rates to pay for privately—insured care. (Hospitals and physicians would be required to accept
the Medicare rate from the all-payor system as a condition of receiving payment from Medicare.)
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ACCESS

Tax credit for low income persons.

The federal government devotes none of its fiscal effort for health care to those with no tax liability or itemizable expenses
below the standard deduction and not eligible for Medicare or Medicaid. (32% of the uninsured live in families with income below
the poverty level.)

A tax credit for health insurance appeared in the Senate—passed child care bill as the brainchild of Senator Bentsen. Bentsen
seems to think that health care for children is more important than child care (33% of the uninsured are under age 18).

Expanding public programs.

Expanding Medicaid eligibility has been the Congress' priority, largely through the never ending work of Rep. Waxman and
occasional Democratic efforts to make "children" a focal issue on the party's agenda.

The Bush campaign committed to matching the Democrats' generosity, promising to aim for a national eligibility standard for
pregnant women and infants of 185% of the poverty level and also of making improvements in eligibility for children over
age one.

At 185% of poverty Medicaid eligibility begins to interact with state income distributions to make it something more than a
program for the poor; in Alabama, for example, Medicaid would cover 54% of all pregnancies.

Vice President Bush, in his second debate with Michael Dukakis, suggested a Medicaid buy—in as a means to improving access
to care. A similar option would be to finance "buying out" of Medicaid into private insurance plans or HMOs.

An initiative in this area could begin with a few million dollars to finance a series of demonstrations of this previously untried
concept.



Community Health Centers

Community Health Centers (CHCs) is a Great Society program that never bloomed as its creators hope nor has it wilted and
died. Funded at $463 million in FY 90 (pre-sequester), CHCs operate clinics in the poorest neighborhoods and areas of the
country. Secretary Sullivan asked for some $50 million add-on in his FY 91 budget request. Unlike the Medicaid
enhancements, CHC increments do not automatically grow in the outyears.

Incentives for small employers.

Small employers and start up firms account for many of the 24.2 million workers without employer-sponsored or provided
group insurance.

Accessible steps to decrease the cost (both monetary and to management resources) include:
Promote small employers banding together to form groups large enough to escape individual rating by insurers:
- Allow insurers to require providers to accept Medicare payment rates;
- Provide seed money through an SBA grant program for start up costs and/or marketing free technical assistance to small
businesses and business groups (i.e., Chambers of Commerce;)
- Immunize small businesses against antitrust actions if they make participation available on a non-discriminatory basis;
- Clarify tax status of these new multi-employer trusts; and
- Provide ERISA-like protection from state mandated benefit laws.
Incentives/penalties related to provision of insurance by employers.
Options include:
- Flat out mandating benefits.

- Striking out at free-riders on the present system through a "play or pay" set of carrots and sticks.

- Set the stick high enough to finance publicly-sponsored insurance (a Medicaid "buy-out) for all who work for
employers who do not provide insurance.



Create a small stick by increasing unemployment insurance amounts for employers not providing health insurance
under the theory that their employees are more likely to wind up on Medicaid (especially after last year's Family
Support Act mandated the "unemployed parent" benefit for intact households.)



EEALTH CARE REFORM OPTION PACKAGES

Cost COntaln-nﬁ

!
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Use federal programs to

promote managed care:

- Medicare: Allow PPOs
serving the private
market to aenroll Medicare
beneficiaries: set lowar
premium for beneaficiaries
enrolling in HMOs.

- Federsal Employeas Health
Benefits Plan: Show
leadership to thc private
sector by moving to a
defined contribution
plano |

|

Access

Provide fedaral seed money and
technical assistance for
health insurance group
purchasing by small firms.

Allow opt-out from benefits
mandated by state law for
health plans purchased through
small employer groups.

Encourage statag to establish
indigent care programs to
finance care for uninsured.

Option 2a: Tax code incentives with no immediate revenue effect

Inplement a tax cap on the
amount of employer-provided
health insurance that is not
included taxable income: set
the cap at a level that
effects a negligible number of
people: tie the cap to an
index that increases more
slowly than the historical
increase in health insurance
costs, effactively phnaing in
the cap;

and/or |
Provide 8 favored status for
HMOs 'via a higher cap for
purchase of coverage through
HMOS. I

Use fadersl programs to
promota managed care, as under

option 1. |

Access-building efforts under
option 1, plus:

Allow small firms organizing
under option 1 to require
hospitals and doctors to
accept Medicare payment rates.
Cushion lower paymaent rates
through malpractice relief.
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|
|
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Tazx cep set at a level that
gensrates revenue immediately:
HMO cap set higher than cap
for indemnity plans.

Use federal programs to
promote managed carQ, as under
option 1.

Access-building efforts under
option 2a, plus: incremental
revenue goes to deficit
reduction.

A% e H

revenue finances improving access

|
Tax cap set at a levepl that
generates revenue immedistely:
HMO cap sat higher than cap
for indemnity plans.!

1]
|

Use federal programa'to
proacte managed caro as under
optien 1.

Access-building efforts under
optiens 1 and 2 plus:

Usa revenue from tax cap to
subsidize vouchers for private
health plan coverage for the
uninsured.

OR

Use revenue from tax cap to
finance a refundable tax
credit for purchsse of hoalth
plans by low-income persons.

Option 3b: Bet t_z_cﬁn_:n_szegxa_ mmediate revenue effect:

Q!gagg_finances_A_A;e_ls_su_Ju:mz_g_sL

Tax cap set at a level that
generates revenue immediately
with revenua flowing to the
States.

Use federal programs to

promote managed care, as under
option 1.

A &

Access-building efforts under
options 1 and 2 plus:

Allow states to use tax cap
revenues for access-building
approaches fashioned at the
state level. (States can do
as they please -- Medicaid
expansionsg, vouchers, public
spongor OR States do as under
Ul: fashion an insurance
program, leaving only benofit
daesign issues to the state.)

cE:ET 68-58-C1



Tax cap and federal %rogrom
leadership, es undeﬂ option 3.
Expand current law allowing
state to set statewide
expenditure targets to include
not only hospital, but also
doctor paymants, with overruns
to be recovared in future

prices. |

Access-building efforts undecr
options 1 and 2 plus:

Raquire all firms to provide
health benefits plans OR pay a
payroll tax that, with tax cap
revenues, would subsidize
vouchers of health plans for
those without employer-
provided benefits.

FEIET eg/60-/21
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Option 5: Tax cap financing access. plus other initiatives

Use federal programs to

promote managed care!

- Medicare: Allow PPOs
saerving the private
markst to enroll Medicare
beneficiaries: set lower
preaium for beneficiaries
enrolling in s.

- Federal Eaployees Health
Benefits Plan: | Show
leadarship to the private
sector by moving to a
defined contribution
plan.

genarates revenue immediately:
HMO cap set highar than cap
for indemnity plana.i

Tax cap set st a lozil that

]

QA X

Provide federal seed money and
technical assistance for
health insurance group
purchasing by small firms.

Allow opt-out from benefits
mandated by state law for
heslth plans purchased through
small employer groups.

Encourage states to establish
indigent care programs to
finance care for uninsured.

e

Use revenua from tax cap to
susidize vouchers for private
health plan covarage for the
uninsured.

OR
Use revenue from tax cap to
finance a refundable tax

credit for purchase of health
planas for low-income persons.

£E:87 68,5021



HEALTH CARE REFORM OPTIONS

COST CONTAINMENT
A. Spending restraint via tax code changes

1.

Modification: As an effort to bring worker attention to wages foregone because of health
insurance, report on W2, but do not impute.

5 T . limi ] teductibil

Deductibility would be limited to some percentage of average insurance plan costs, creating new
incentives for a competitive market by creating a new appreciation for the relative cost of plans.

3 T _ ] teductibility tied fo ieht thinking.

To encourage movement towards managed care, a differential could be created between the
deductibility of non-managed care health plans and managed care plans.

B. Create new tools for spending efficiencies

Behavioral responses are limited by the bluntness of current instruments that relate more to financing
arrangements than more efficient care. Available responses include: drop coverage or classes of covered
services; increase co-payments and deductibles; or go with a "managed care" plan (either an HMO or

PPO) that sees most of its impact realized through pre-admission screening.

o New tools must be developed through standard evaluation and statistical techniques to
determine:

- which providers are most efficient (that is, which cardiologist manages heart
attack cases in the way that leads to the lowest costs); and

- which services are necessary and which are unnecessary.

C. Medical liability reform
Could use federal programs like Medicaid as leverage for tort reform:

o The "low option" would make procedural reforms designed to increase the threshold for
litigation (requiring that some physician file an affidavit saying there is grounds for a
case when the case is filed) to changing the calculus of probably victory (uniform
standards for who is a medical "expert.")

0 The "high option" would move medical liability to a workmen's compensation like scheme
of administratively determined liability and awards.



@ Use federal programs to leverage other cost containment reform efforts.

0

Share Medicare's monopsony purchasing power with private sector or locally-devised
payment plans; allow the designers of the all-payor system to impose the Medicare rates
on providers for all insured services.

Create statutory opportunity for state or metropolitan all-payor systems using aggregate
expenditure targets for total costs to include Medicare in their systems.



ACCESS ENHANCEMENT

New program

Use revenue generated from tax cap to subsidize purchase of private health plans.

Tax credit for low income persons for purchase of health plans

Expand public programs

(0]

(o)

Expand Medicaid eligibility
Medicaid buy-in

Community Health Centers

Incentives for small employers

Promote small employers banding together to form groups large enough to escape individual
rating by insurers:

Allow insurers to require providers to accept Medicare payment rates;

Provide seed money through an SBA grant program for start up costs and/or marketing
free technical assistance to small businesses and business groups (i.e., Chambers of
Commerce;)

Immunize small businesses against antitrust actions if they make participation available
on a non-discriminatory basis;

Clarify tax status of these new multi-employer trusts; and

Provide ERISA-like protection from state mandated benefit laws.

Incentives/penalties related to provision of insurance by employers.

Flat out mandating benefits.

Striking out at free-riders on the present system through a "play or pay" set of carrots
and sticks.

- Set the stick high enough to finance publicly-sponsored insurance (a Medicaid
"buy-out) for all who work for employers who do not provide insurance.

- Create a small stick by increasing unemployment insurance amounts for
employers not providing health insurance under the theory that their workers are
more likely to wind up on Medicaid (especially after last year's Family Support
Act mandated the "unemployed parent" benefit for intact households) if
unemployed.
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Saturday version

HEALTH CARE REFORM OPTIONS

BACKGROUND FACTS

The United States leads the world's economies in the share of GNP devoted to
health care.

- 11.2% of GNP in the US; 7.1% in the EC; 6.8% in Japan.

- $2,051 per capita in the US v. $1130 for the EC and $915 in Japan.

US health spending is growing at twice the rate of the economy as a whole, and
will reach 15% of GNP by the year 2000.

- 20 cents of every new dollar added to GNP goes to health care.

Higher spending in the US has not led to better health outcomes.

The EC and Japan have universal health plan coverage. In contrast, 31 million
Americans do not have health insurance.



COST CONTAINMENT

A. Spending restraint via tax code changes
1. Tax cap on employees: Treat as employee income health plan contributions by
employer above the cap

Revenue effect, FY 90, of taxing contributions above:

$1,000 single/$2,000 family per annum: $12 billion
$2,000 single/$4,000 family per annum: $2 billion

(Average plan cost is $1500 for single, $3300 for family plan.)

5 I s .

Cap deductible employer contribution at $140/$350 month ($1680/$4100) for
single/family coverage

EY 90 FY 91 EXY 92 LSl
$.6 billion $1.4 billion  $2.4 billion  $3.9 billion

3. Link tax treatment to structure of health plan
Provide differential tax treatment to encourage more efficient health plans (e.g.,
HMOs, which have demonstrated the ability to provide care more efficiently.)

B. Use federal programs to leverage other cost containment reform efforts.

0 Allow private health plans to pay for hospital and physician services using
Medicare payment rates.

0 Provide option for state-level all-payor expenditure targets for hospital and
physician services.
C. Use federal programs to promote managed care
0 Medicare. New preferred provider organization (PPO) option for beneficiaries.
Coordinated open enrollment process for PPOs and HMOs. Lower Medicare

Part B premium for beneficiaries selecting HMO coverage.

0 Federal Employees Health Benefits Plan (FEHBP). Move federal employees'
health plan from share of plan cost to defined-contribution plan.



D. Fund development of new tools to facilitate prudent purchasing of health care

Private health plans currently have available only a few tools (e.g., pre—admission
review) to manage cost and quality. Moreover, these are of limited scope and impact.

Focus of research effort would be to develop methods to permit purchasers of care to
identify efficient providers (low cost, high quality) and to identify unnecessary or
substandard care. This is a classic public good.

E. Medical liability reform

Use federal health care programs as leverage for tort reform, or pre-empt state law.

0 A "low option" would make procedural reforms without changing basic tort
law.

0 A "high option" would make basic changes in tort law.



ACCESS ENHANCEMENT

New program: Fulfilling the President's "Medicaid buy-in" commitment through the
private sector

Use revenue generated from tax cap to organize public sponsors; limit eligible

population to what can be supported by tax cap revenues. Possibility: children under
age 18.

- State agency ("public sponsor") seeks bids from qualified private insurers.

- Public sponsor makes health plans available to low income individuals;
premium varies with income.

Tax credit for low income persons for purchase of health plans

As with the New Program (see A, above), the credit's fiscal impact could be limited by

making the credit available only for children's policies.

Expand public programs

0 Expand Medicaid eligibility

o Medicaid buy-in

0 Direct service delivery (e.g., Community Health Centers)

Improve access to health insurance for small employers
Options and incentives include:

— Allow plans insuring small employers to use Medicare rates to pay doctors and
hospitals.

- Provide federal seed money and technical assistance for health insurance group
purchasing arrangements for small employers.

- Federal legislation to facilitate establishment of state risk pools.

Incentives/penalties related to provision of insurance by employers.
0 Mandate health benefits (e.g., Kennedy bill)
0 "Play or pay" system, whereby employers not providing health insurance are

subject to a payroll tax to finance vouchers for those without employer—
provided health insurance.
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HEALTH CARE REFORM OPTIONS

BACKGROUND FACTS

The United States leads the’world's economies in the share of GNP devoted to
health care.

- 11.2% of

= $2,051 per capita in the US v. $1130 for the EC and $915 in Japan.

US health spending is growing at twice the rate of the economy as a whole, and
will reach 15% of GNP by the year 2000.

- 20 cents of every new dollar added to GNP goes to health care.

Higher spending in the US has not led to better health outcomes.

The EC and Japan have universal/\coverage. In contrast, 31 million Americans
do not have health insurance.



COST CONTAINMENT

A. Spending restraint via tax code changes

Revenue effect, FY 90, of taxing contributions above:

$1,000 single/$2,000 family per annum: $12 billion
$2,000 single/$4,000 family per annum: $2 billion

(Average plan cost is $1500 for single, $3300 for family plan.)

(G nkl
Cap deductible employer contribution at $350/$14 mon h for amlly/ ngle [coverage

EY 90 FY 91
$.6 billion $1.4 billion $2.4 bllhon $3.9 b11110n

Luonde_
3./Li€ tax treatment to structure of health plan

Provide differential tax treatment to encourage more efficient health plans (e.g.,
HMOs, which have demonstrated the ability to provide care more efficiently.)

B. Use federal programs to leverage other cost containment reform efforts.

0 Allow private health plans to pay for hospital and physician services using
Medicare payment rates.

0 Provide option for state-level all-payor expenditure targets for hospital and
physician services.
C. Use federal programs to promote managed care
0 Medicare. New preferred provider organization (PPO) option for beneficiaries.

Coordinated open enrollment process for PPOs and HMOs. Lower Medicare
Part B premium for beneficiaries selecting HMO coverage.

0 Federal Employees Health Benefits Plan (FEHBP). Move federal employees'
health plan from share of plan cost to defined- plan.



D. Fund development of new tools to facilitate prudent purchasing of health care

Private health plans currently have available only a few tools (e.g., pre-—admission
review) to manage cost and quality. Moreover, these are of limited scope and impact.

Focus of research effort would be to develop-statéetsenl methods to permit purchasers
of care to identify efficient providers (low cost, high quality) and to identify
unnecessary or substandard care. This is a classic public good.

E. Medical liability reform

Use federal health care programs as leverage for tort reform, or pre—empt state law.

0 A "low option" would make procedural reforms without changing basic tort
law.

0 A "high option" would make basic changes in tort law.



ACCESS ENHANCEMENT

New program: Fulfilling the President's "Medicaid buy-in" commitment through the
private sector

Use revenue generated from tax cap to organize public sponsors; limit eligible

population to what can be supported by tax cap revenues. Possibility: children under
age 18.

- State agency ("public sponsor") seeks bids from qualified private insurers.
- Public sponsor makes health im& available to low income individuals;

premium varies with income. ‘/)/C‘/‘/W
Tax credit for low income persons for purchase of health plans
As with the New Program (see A, above), the credit's fiscal impact could be limited by
making the credit available only for children's policies.
Expand public programs
0 Expand Medicaid eligibility
0 Medicaid buy-in

0 Direct service delivery (e.g., Community Health Centers)

Improve access to health insurance for small employers
Options and incentives include:

- Allow plans insuring small employers to use Medicare rates to pay doctors and
hospitals.

- Provide federal seed money and technical assistance for health insurance group
purchasing arrangements for small employers.

- Federal legislation to facilitate establishment of state risk pools.

Incentives/penalties related to provision of insurance by employers.
0 Mandate health benefits (e.g., Kennedy bill)
o "Play or pay" system, whereby employers not providing health insurance are

subject to a payroll tax to finance vouchers for those without employer—
provided health insurance.
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NEALTH CARE REFORM -- ISSUES AND OPTIONS

Background

|

|
The United States leads the world's economies in
the share ¢0f GNP devoted to health care.

|
- 11.28%  of GNP in the US: 7.1% in the EC: 6.8%
in Japan.

w 82,05] per capita in the US: 61130 in the EC:
$915 in Japan.

US health spending is growing at twice the rate of

the econo as a wvhole, and is projected to reach

158 of GNP/ by the year 2000.

- 20 cahts of every new dollar added to GNP goas
to health care.

Yet Amaricens are less healthy than citizens of -
other Western nations.
|
- The U$ average life expectancy is shorter and
the U$ infant mortality rate is higher.

- For t*o inner-city black poor, things are much
worlo+

|
The US health care system has two major problems:
I
- One problem is that many Americans do not have
health insurance. The EC and Japan have
universal health plan coverage -- but 31
millien Americans have none at any time during
a year,

* O0f this 31 million, thraee-guarters are
mployed workers (who work for small
irms that do not offer health benefits)

d their families; and

i
- ne third are low income, below the
ational poverty level.

Anmerican health care. It would be hard to

- The ﬂgcond problem is the skyrocketing cost of
desigh a better way of inflating spending.
|

5 s 68,6027



* ig .mployors often cover every dollar of
.nploy.o s costs, giving no incentive
keap costs down.

+ ere employees have a choice of health
lans, the exemption from income tax
worth more than $40 billion per year)
gsaenu the incentive to pick cheaper
ans.

- nder the dominant fee-for-service
ayment system, hospitals and doctors
ve a direct incentive to provide
dditional costly services, whethar
eded or not.

+ rutilization also results from
"defensive medicine” stemming from fear
bf malpractice lawsuits.

|
| Zdeas for the Puture

The pattern is clpar:

o

There

the) e

1f the currpnt trends continue, health care will be
15% of America's GNP by the turn of the century.

Intornationhl competitiveness could suffer.

Medicare willl go bankrupt, unless taxes are
increasad.

!
By 2005, Medicare spending could be the biggest item
in the federal budget.

}
are oovoral%id.a- for what to do:

Once again,| some are proposing national health
insurance, fincluding many Democrats, organizad
labor, and how even a few big business leaders.

Others, including Senator Kennady, want to deal with
the uninsur@d by mandating employers to provide
health benefits. Massachusetts has tried to do
this, but its plan is in trouble.

Some favor .:p.ndod public coverage, such as the

expansion of Medicaid eligibility for poor pregnant
women and their children this year. But public

(3 gHigh 4 AR/CA/ZT
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budgets ares
have ssked

already stretched, and the CGovernors
or a moratorium,

) Many are ca
controls, a
to doctors,

ling for tougher price and volume
were just enacted for Medicare payments
but for other payers as well.

o Professor Alain Enthoven, of Stanford, is pushing a
ice health plan. It would provide for
surance coverage, either through

"public sponsors”™ set up in each state
coverage of the self-amployed and those
red. These sponsors would also push for
rival managed care plans, as a batter
route to cost containment than price controls.

) The Heritag
eliminating
insuranca,
their own p
would requi
insurance
camnot affo

Foundation has proposed curbing or
the tax subsidy for employer-provided
hile giving individuals who purchase
ans a refundable tax craedit. It also
e individuals to have catastrophic
verage, with public subsidy to those who
grat.

containment front, the argument is
e/volume control and competition between
plans.

- For managed care, including HMOs and PPOs
(preferred provider organizations) to aexpand,
the tax subsidy that encourages unfettered
fea-for-service medicine must be dealt with.

- Batter assassment of health care quality and
effectiveness is also essential, as well as
improved techniques for actually "managing"
health care.

1. Use federal| progress to promote managed care

8. Medicare: Allow PPOs serving the private
market to enroll Medicare beneficiaries. Have
Medichre operate a coordinated open enrollment
proceps for PPOs and HMOs. Set & lower
Medicare premium for beneficiaries selecting
HMOs, | giving Medicarae baneficiaries an
incentive to choose HMOs.

£mm o £C:C1 AR/CA/FT
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contributio
After tax
only unlimi

&

1 Employees Health Banefits Plan:
calculation of the federal government's
t from a percentage share of plan cost
efined-contribution amount. This would
ederal amployees an incentive to seek
cost plans, generally HMOs.

ing restraint via tex code incentives

does not consider employer

s to health plans as employee income.
form in 16886, health benefits are the
ed fringe benefit.

p on employees: Treat as employee
health plan contributions by employer
the cap. This limit on tha tax subsidy

1th benefits would cause amployees to
re cost-efficient health plens -- such
8 and insurance with higher deductibles
payments.

g the cap at $350 for a family and S$140
individual employee (and indexing by

) will produce $1.4 billion new revenue
1 and will effect 15% of subscribers:

rows to $9.6 billion end 268% in 1995.

g the cep at £250 for a family and $100
individuel employee (similarly

d) will produce §85.2 billion new revenue

1 and will effect 36% of subscribers:

rows to £22.6 billion and 44% in 1995.

Office of Tax Analysis 11/22/89,.

p on employers: Eliminate deductibility
loyer contributions above the cap. This
would cause employers to seek more cost-
ent health plans.

s alternative. Non-profits and
local governments would not be subject

Treasury has not estimated the revenue affaect
cap unless 8n excise tax was imposed.

ax treatment to structure of health
Provide differential tax treatment to
encourage more aefficient health plans (for
@, HMOg). This would givae direct
ives for more cost-efficient health

12N 68/58-21
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Use federal
containment

a. Allow

programs to laverage private sector cost
reform efforts

certain private health plans to pay for

tal and physician sarvices using the

lly lower Medicare paymant rates:
e that providers sccept these rates.

e an option for States to implemaent
level all-payor expenditure targets for
al and physician saervices.

Improve a
smployers
Deals with
employeeas o
a. Provi
assis
purch
that
b Pre-
insur
trust
offer
c. Allow
gener
and
acoep
Establish a
private hea
This could

tax casp des
as from "si

A State age
from qualif
would ba ma
with the pr

l
1
i

ss to health insurance for small

he problem of lack of insurance for
small firms and thaeir families.

e federal seed monay and technical
ance for health insurance group

sing arrangemente for small firms, so
hey can increasg their market clout.

pt state mandated benefit laws for
nce purchased through multi-employer
, to allow for less costly plans to be

plans insuring small firms to use the
lly lower Medicare rates to pay doctors
spitals, and mandate that providers
these rates.

new program: Subsidize purchase of
th plan coverage.

dona using revenue generated from the
ribed above, or with other revenue, such
taxes."

cy, or "public sponsor," would seek bids
ed private health plans. These plans
e availlable to low income individuals,
mium varying with income.

SE:ET 68/50/C1



4.

6

‘Give a refundable tax credit for low income persons

for purchas¢ of health plans.

This is analogous to the 1989 Bugh child care
propossl.

¢ prograas

id -- continue tha pattern of the past
severgl years, with expansion of eligibility
income scale, with mandates on the

v

d "Buy-in" -- construct a new program,
on Madicaid.

Services -- expand community health
centers, etcC.

tives/penalties for insurance offered by

Deals fur r with tha problem of uninsured workers

and their families.

a. Mandate health benefits -- ss in the Kennedy
bill.

e "play or pay" systea -- wheraby

ers must provide worker health insurance
*), or they are subject to a payroll tax
ance vouchers for those without
er-provided health insurance ("pay").

oy ST _—— -~ -



HEALTH CARE REFORM -- ISSUES AND OPTIONS

Background

The United States leads the world's economies in
the share of GNP devoted to health care.

- 11.2% of GNP in the US; 7.1% in the European
Community (EC); 6.8% in Japan.

- $2,051 per capita in the US; $1130 in the EC;
$915 in Japan.

US health spending is growing at twice the rate of
the economy as a whole, and is projected to reach
15% of GNP by the year 2000.

- 20 cents of every new dollar added to GNP goes
to health care.

Yet Americans are less healthy than citizens of
other Western nations.

- The US average life expectancy is shorter and
the US infant mortality rate is higher.

- For the inner-city poor, things are much
worse.

The US health care system has two major problems:

- One problem is that many Americans do not have
health insurance. The EC and Japan have
universal health plan coverage -- but 31
million Americans have none at any time during
a year.

+ Of this 31 million, three-quarters are
employed workers (who work for small
firms that do not offer health benefits)
and their families; and

- One third are low income, below the
national poverty level.

- The second problem is the skyrocketing cost of
American health care. It would be hard to
design a better way of inflating spending.
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+ Big employers often cover every dollar of
an employee's costs, giving no incentive

to keep costs down.

+ Where employees have a choice of health

plans, the exemption from income tax

(worth more than $40 billion per year)

lessens the incentive to pick cheaper

plans. Also, the tax code causes

employees to prefer additional health

benefits to more wages.

- Under the dominant fee-for-service

payment system, hospitals and doctors

have a direct incentive to provide
additional costly services, whether
needed or not.

+ Overutilization also results from

"defensive medicine" stemming from fear

of malpractice lawsuits.

Ideas for the Future

The pattern is clear:

o

There

If the current trends continue, health care will be

15% of America's GNP by the turn of the century.

International competitiveness could suffer.

Medicare will go bankrupt, unless taxes are
increased.

By 2005, Medicare spending could be the biggest
in the federal budget.

are several ideas for what to do:

Once again, some are proposing national health
insurance, including many Democrats, organized
labor, and now even a few big business leaders.

Others, including Senator Kennedy, want to deal
the uninsured by mandating employers to provide
health benefits. Massachusetts has tried to do
this, but its legislature is struggling to make
work fiscally and politically.

item

with

it
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Some favor expanded public coverage, such as the
expansion of Medicaid eligibility for poor pregnant
women and their children this year. But public
budgets are already stretched, and the Governors
have asked for a moratorium.

Many are calling for tougher controls on total
outlay, as were just enacted for Medicare payments
to doctors, but for private payers as well.

Professor Alain Enthoven, of Stanford, is pushing a
consumer-choice health plan. It would provide for
universal insurance coverage, either through
eémpjogeastee neveengetdEsthetsepfimmpdohedtand those
not now insured. These sponsors would also push for
choice among rival managed care plans, as a better
route to cost containment than price controls.

The Heritage Foundation has proposed curbing or
eliminating the tax subsidy for employer-provided
insurance, while giving individuals who purchase
their own plans a refundable tax credit. It also
would require individuals to have catastrophic
insurance coverage, with public subsidy to those who
cannot afford it.

In cost containment, the main approaches are
price/volume outlay control and competition between
alternative plans, primarily managed care plans.

= For managed care, including HMOs and PPOs
(preferred provider organizations) to expand,
the tax subsidy that encourages unfettered
fee-for-service medicine is a problem.

- Better assessment of health care quality and
effectiveness is also essential, as well as
improved techniques for actually "managing"
health care.
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Options for Cost Containment

d- Use federal programs to promote managed care

a.

Medicare: Allow Preferred Provider
Orgainzations serving the private market to
enroll Medicare beneficiaries. Have Medicare
operate a coordinated open enrollment process
for PPOs and HMOs. Set a lower Medicare
premium for beneficiaries selecting HMOs,
giving Medicare beneficiaries an incentive to
choose HMOs. These proposals are now included
in the Administration's FY 1991 budget.

Federal Employees Health Benefits Plan:

Change calculation of the federal government's
payment from a percentage share of plan cost
to a defined-contribution amount. This would
give federal employees an incentive to seek
lower cost plans, generally HMOs.

Promote spending restraint via tax code incentives

The tax code does not consider employer
contributions to health plans as employee income.
After tax reform in 1986, health benefits are the
only unlimited fringe benefit.

a‘

Tax cap on employees: Treat as employee
income health plan contributions by employer
above the cap. This limit on the tax subsidy
of health benefits would cause employees to
seek more cost-efficient health plans -- such
as HMOs and insurance with higher deductibles
and copayments.

Setting the cap at $350 for a family and $140
for an individual employee (and indexing by
CPI(u)) will produce $1.4 billion new revenue
in 1991 and will effect 15% of subscribers;
this grows to $9.6 billion and 26% in 1995.

Setting the cap at $250 for a family and $100
for and individual employee (similarly
indexed) will produce $5.2 billion new revenue
in 1991 and will effect 36% of subscribers;
this grows to $22.6 billion and 44% in 1995.

Source: Office of Tax Analysis 11/22/89.
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Tax cap on employers: Eliminate deductibility
of employer contributions above the cap. This
limit would cause employers to seek more cost-
efficient health plans.

Treasury has not estimated the revenue effect
of this alternative. Non-profits and
state/local governments would not be subject
to the cap unless an excise tax was imposed.

Link tax treatment to structure of health
plan: Provide differential tax treatment to
encourage more efficient health plans (for
example, HMOs). This would give direct
incentives for more cost-efficient health
plans.

Use federal programs to leverage private sector cost
containment reform efforts

a.

Allow certain private health plans to pay for
hospital and physician services using the
generally lower Medicare payment rates;
mandate that providers accept these rates.

Provide an option for States to implement

state-level all-payor expenditure targets for
hospital and physician services.

Options for Access Enhancement

Improve access to health insurance for small
employers

Deals with the problem of lack of insurance for
employees of small firms and their families.

Provide federal seed money and technical
assistance for health insurance group
purchasing arrangements for small firms, so
that they can increase their market clout.

Allow health plans purchased through small
employer groups to opt-out from benefits
mandated by state law, to allow for less
costly plans to be offered.



6

c. Allow plans insuring small firms to use the
generally lower Medicare rates to pay doctors
and hospitals, and mandate that providers
accept these rates.

Establish a new program: Subsidize purchase of
private health plan coverage.

This could be done using revenue generated from the
tax cap described above, or with other revenue, such
as from "sin taxes."

A State agency, or a new entity, would seek bids
from qualified private health plans. These plans
would be made available to low income individuals,
with the premium varying with income.

Give a refundable tax credit for low income persons
for purchase of health plans.

This is analogous to the 1989 Bush child care
proposal.

Expand public programs

a. Medicaid -- continue the pattern of the past
several years, with expansion of eligibility
up the income scale, with mandates on the
States.

b. Medicaid "Buy-in" -- construct a new program,
based on Medicaid.

Cs Direct Services -- expand community health
centers, etc.

Create incentives/penalties for insurance offered by
employers

Deals further with the problem of uninsured workers
and their families.

a. Mandate health benefits -- as in the Kennedy
o5 3 I e
b Mandate "play or pay" system -- whereby

employers must provide worker health insurance
("play"), or they are subject to a payroll tax
to finance vouchers for those without
employer-provided health insurance ("pay").



HEALTH CARE REFORM -- ISSUES AND OPTIONS

Background

The United States leads the world's economies in
the share of GNP devoted to health care.

- 11.2% of GNP in the US; 7.1% in the EC; 6.8%
in Japan.

- $2,051 per capita in the US; $1130 in the EC;
$915 in Japan.

US health spending is growing at twice the rate of
the economy as a whole, and is projected to reach
15% of GNP by the year 2000.

- 20 cents of every new dollar added to GNP goes
to health care.

Yet Americans are less healthy than citizens of
other Western nations.

- The US average life expectancy is shorter and
the US infant mortality rate is higher.

- For the inner-city black poor, things are much
worse.

The US health care system has two major problems:

- One problem is that many Americans do not have
health insurance. The EC and Japan have
universal health plan coverage -- but 31
million Americans have none at any time during
a year.

+ Of this 31 million, three-quarters are
employed workers (who work for small
firms that do not offer health benefits)
and their families; and

+ One third are low income, below the
national poverty level.

= The second problem is the skyrocketing cost of
American health care. It would be hard to
design a better way of inflating spending.
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+ Big employers often cover every dollar of
an employee's costs, giving no incentive
to keep costs down.

+ Where employees have a choice of health
plans, the exemption from income tax
(worth more than $40 billion per year)
lessens the incentive to pick cheaper
plans.

+ Under the dominant fee-for-service
payment system, hospitals and doctors
have a direct incentive to provide
additional costly services, whether
needed or not.

+ Overutilization also results from

"defensive medicine" stemming from fear
of malpractice lawsuits.

Ideas for the Future

The pattern is clear:

o

There

If the current trends continue, health care will be
15% of America's GNP by the turn of the century.

International competitiveness could suffer.

Medicare will go bankrupt, unless taxes are
increased.

By 2005, Medicare spending could be the biggest item
in the federal budget.

are several ideas for what to do:

Once again, some are proposing national health
insurance, including many Democrats, organized
labor, and now even a few big business leaders.

Others, including Senator Kennedy, want to deal with
the uninsured by mandating employers to provide
health benefits. Massachusetts has tried to do
this, but its plan is in trouble.

Some favor expanded public coverage, such as the
expansion of Medicaid eligibility for poor pregnant
women and their children this year. But public
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budgets are already stretched, and the Governors
have asked for a moratorium.

Many are calling for tougher price and volume
controls, as were just enacted for Medicare payments
to doctors, but for other payers as well.

Professor Alain Enthoven, of Stanford, is pushing a
consumer-choice health plan. It would provide for
universal insurance coverage, either through
employers or "public sponsors" set up in each state
to guarantee coverage of the self-employed and those
not now insured. These sponsors would also push for
choice among rival managed care plans, as a better
route to cost containment than price controls.

The Heritage Foundation has proposed curbing or
eliminating the tax subsidy for employer-provided
insurance, while giving individuals who purchase
their own plans a refundable tax credit. It also
would require individuals to have catastrophic
insurance coverage, with public subsidy to those who
cannot afford it.

On the cost containment front, the argument is
between price/volume control and competition between
managed care plans.

- For managed care, including HMOs and PPOs
(preferred provider organizations) to expand,
the tax subsidy that encourages unfettered
fee-for-service medicine must be dealt with.

- Better assessment of health care quality and
effectiveness is also essential, as well as
improved techniques for actually "managing"
health care.

Options for Cost Containment

Promote spending restraint via tax code incentives

The tax code does not consider employer
contributions to health plans as employee income.
After tax reform in 1986, health benefits are the
only unlimited fringe benefit.

a. Tax cap on employees: Treat as employee
income health plan contributions by employer
above the cap. This limit on the tax subsidy
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of health benefits would cause employees to
seek more cost-efficient health plans -- such
as HMOs and insurance with higher deductibles
and copayments.

Setting the cap at $300 for a family and $140
for an individual employee (and indexing by
CPI(u)) will produce $1.4 billion new revenue
in 1991 and will effect 15% of subscribers;
this grows to $9.6 billion and 26% in 1995.

Setting the cap at $250 for a family and $100
for and individual employee (similarly
indexed) will produce $5.2 billion new revenue
in 1991 and will effect 36% of subscribers;
this grows to $22.6 billion and 44% in 1995.

Source: Office of Tax Analysis 11/22/89.

Tax cap on employers: Eliminate deductibility
of employer contributions above the cap. This
limit would cause employers to seek more cost-
efficient health plans.

Treasury has not estimated the revenue effect
of this alternative. Non-profits and
state/local governments would not be subject
to the cap unless an excise tax was imposed.

Link tax treatment to structure of health
plan: Provide differential tax treatment to
encourage more efficient health plans (for
example, HMOs). This would give direct
incentives for more cost-efficient health
plans.

Use federal programs to leverage private sector cost
containment reform efforts

a.

Allow certain private health plans to pay for
hospital and physician services using the
generally lower Medicare payment rates;
mandate that providers accept these rates.

Provide an option for States to implement
state-level all-payor expenditure targets for
hospital and physician services.
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Use federal programs to promote managed care

a. Medicare: Allow PPOs serving the private
market to enroll Medicare beneficiaries. Have
Medicare operate a coordinated open enrollment
process for PPOs and HMOs. Set a lower
Medicare premium for beneficiaries selecting
HMOs, giving Medicare beneficiaries an
incentive to choose HMOs.

b. Federal Employees Health Benefits Plan:
Change calculation of the federal government's
payment from a percentage share of plan cost
to a defined-contribution amount. This would
give federal employees an incentive to seek
lower cost plans, generally HMOs.

Options for Access Enhancement

Establish a new program: Subsidize purchase of
private health plan coverage.

This could be done using revenue generated from the
tax cap described above, or with other revenue, such
as from "sin taxes."

A State agency, or "public sponsor," would seek bids
from qualified private health plans. These plans
would be made available to low income individuals,
with the premium varying with income.

Give a refundable tax credit for low income persons
for purchase of health plans.

This is analogous to the 1989 Bush child care
proposal.

Expand public programs

a. Medicaid -- continue the pattern of the past
several years, with expansion of eligibility
up the income scale, with mandates on the
States.

b. Medicaid "Buy-in" -- construct a new program,
based on Medicaid.

C. Direct Services -- expand community health
centers, etc.
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Improve access to health insurance for small
employers

Deals with the problem of lack of insurance for
employees of small firms and their families.

a. Allow plans insuring small firms to use the
generally lower Medicare rates to pay doctors
and hospitals, and mandate that providers
accept these rates.

D, Provide federal seed money and technical
assistance for health insurance group
purchasing arrangements for small firms, so
that they can increase their market clout.

Cs Pre-empt state mandated benefit laws for
insurance purchased through multi-employer
trusts, to allow for less costly plans to be
offered.

Create incentives/penalties for insurance offered by
employers

Deals further with the problem of uninsured workers
and their families.

a. Mandate health benefits -- as in the Kennedy
bill.
b Mandate "play or pay" system -- whereby

employers must provide worker health insurance
("play"), or they are subject to a payroll tax
to finance vouchers for those without
employer-provided health insurance ("pay").



HEALTH CARE REFORM -- ISSUES AND OPTIONS

Background

The United States leads the world's economies in
the share of GNP devoted to health care.

- 11.2% of GNP in the US; 7.1% in the EC; 6.8%
in Japan.

- $2,051 per capita in the US; $1130 in the EC:
$915 in Japan.

US health spending is growing at twice the rate of
the economy as a whole, and is projected to reach
15% of GNP by the year 2000.

- 20 cents of every new dollar added to GNP goes
to health care.

Yet Americans are less healthy than citizens of
other Western nations.

- The US average life expectancy is shorter and
the US infant mortality rate is higher.

- For the inner-city bl poor, things are much
worse.

The US health care system has two major problems:

- One problem is that many America ot have
health insurance. The and Japan have Sfe/l f
universal health plan coverage -- but 31 ey

million Americans have none at any time during
a year.

+ Of this 31 million, three-quarters are
employed workers (who work for small
firms that do not offer health benefits)
and their families; and

+ One third are low income, below the
national poverty level.

- The second problem is the skyrocketing cost of
American health care. It would be hard to
design a better way of inflating spending.
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\Sb + Big employers often cover every dollar of
« an employee's costs, giving no incentive
9\? to keep costs down.
e2 X!
\C( \\\\\\1'_,HWhere employees have a choice of health

plans, the exemption from income tax
(worth more than $40 billion per year)
lessens the incentive to pick cheaper
plans.

+ Under the dominant fee-for-service
payment system, hospitals and doctors
have a direct incentive to provide
additional costly services, whether
needed or not.

+ Overutilization also results from

"defensive medicine" stemming from fear
of malpractice lawsuits.

Ideas for the Future

The pattern is clear:

o

There

If the current trends continue, health care will be
15% of America's GNP by the turn of the century.

International competitiveness could suffer.

Medicare will go bankrupt, unless taxes are
increased.

By 2005, Medicare spending could be the biggest item
in the federal budget.

are several ideas for what to do:

Once again, some are proposing national health
insurance, including many Democrats, organized
labor, and now even a few big business leaders.

Others, including Senator Kennedy, want to deal with
the uninsured by mandating employers to provide
health benefits. Massachusetts has tried to do

this, but its plan is in Wews T

Some favor expanded public coverage, such as the
expansion of Medicaid eligibility for poor pregnant
women and their children this year. But public



afe 7
m‘l“d A4

o 3°
a o“\*[waﬁwko \85%%

budgets are already stretchfgl/;nd the Governors

have asked for a moratorium =

:T ! o Many are calling for tougher (pricé)and volume

controls, as were just enacted for Medicare payments ‘?
8069 7 to doctors, but for other payers_as well. i

XN&“ o Professor Alain Enthoven, of Stanford, is pushing a
consumer-choice health plan. It would provide fe=x-
universal insurance coverage, either through
employers or ublic sponsors" set up in each state

uarantee coverage of the self-employed and those
not now insured. These sponsors would also push for
%ez choice among rival managed care plans, as a better
fr\da- route to cost containment than price controls.

o The Heritage Foundation has proposed curbing or
eliminating the tax subsidy for employer-provided
insurance, while giving individuals who purchase
their own plans a refundable tax credit. It also
would require individuals to have catastrophic
insurance coverage, with public subsidy to those who
cannot afford it.
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- For managed care, including HMOs and PPOs
(preferred provider organizations) to expand,
the tax subsidy that encourages unfettered
fee-for-service medlcineZ@:::Lbe dealt with. V‘*ﬁ‘“&

- Better assessment of health care quality and
effectiveness is also essential, as well as
improved techniques for actually "managing"
health care.

Options for Cost Containment
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b. Federal Employees Health Benefits Plan: .4§ﬁ/

Change calculation of the federall government's

payment from a percentage share df plan cost
to a defined-contribution amount.! This woulzu%”gww&4q

give federal employees an incentive to seek
lower cost plans, generally HMOs. CIL@pTﬁAJ

Promote spending restraint via tax code incentives

After tax reform in 1986, health benefits are the
only unlimited fringe benefit.

a. Tax cap on employees: Treat as employee
income health plan contributions by employer
above the cap. This limit on the tax subsidy
of health benefits would cause employees to
seek more cost-efficient health plans -- such
as HMOs and insurance with higher deductibles
and copayments.

Setting the cap at $350 for a family and $140
for an individual employee (and indexing by
CPI(u)) will produce $1.4 billion new revenue
in 1991 and will effect 15% of subscribers;
this grows to $9.6 billion and 26% in 1995.

Setting the cap at $250 for a family and $100
for and individual employee (similarly
indexed) will produce $5.2 billion new revenue
in 1991 and will effect 36% of subscribers;
this grows to $22.6 billion and 44% in 1995.

Source: Office of Tax Analysis 11/22/89.

b. Tax cap on employers: Eliminate deductibility
of employer contributions above the cap. This
limit would cause employers to seek more cost-
efficient health plans.

Treasury has not estimated the revenue effect
of this alternative. Non-profits and
state/local governments would not be subject
to the cap unless an excise tax was imposed.

e Link tax treatment to structure of health
plan: Provide differential tax treatment to
encourage more efficient health plans (for
example, HMOs). This would give direct
incentives for more cost-efficient health
plans.

The tax code does not consider employer Flﬂ///)
contributions to health plans as employee income.
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Use federal programs to leverage private sector cost
containment reform efforts

a. Allow certain private health plans to pay for
hospital and physician services using the
generally lower Medicare payment rates;
mandate that providers accept these rates.

b. Provide an option for States to implement
State-level all-payor expenditure targets for
hospital and physician services.

Options for Access Enhancement

Improve access to health insurance for small
employers

Deals with the problem of lack of insurance for
employees of small firms and their families.

a. Provide federal seed money and technical
assistance for health insurance group
purchasing arrangements for small firms, so
that they can increase their market clout.

b. Pre-empt (state mandated benefit laws)for
insurance purchased through multi-employer
trusts, to allow for less costly plans to be
offered.

o Allow plans insuring small firms to use the

generally lower Medicare rates to pay doctors
and hospitals, and mandate that providers
accept these rates.

Establish a new program: Subsidize purchase of
private health plan coverage.

This could be done using revenue generated from the
tax cap described above, or with other revenue, such
as from "sin taxes."

v?va+&-
A State agency, or "p ic sponsor," would seek bids
from qualified private health plans. These plans

would be made available to low income individuals,
with the premium varying with income.
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Give a refundable tax credit for low income persons
for purchase of health plans.

This is analogous to the 1989 Bush child care
proposal.

Expand public programs

a.

Medicaid -- continue the pattern of the past
several years, with expansion of eligibility
up the income scale, with mandates on the
States.

Medicaid "Buy-in" -- construct a new program,
based on Medicaid.

Direct Services -- expand community health
centers, etc.

Create incentives/penalties for insurance offered by
employers

Deals further with the problem of uninsured workers
and their families.

a.

b.

Mandate health benefits -- as in the Kennedy
bill.
Mandate "play or pay" system -- whereby

employers must provide worker health insurance
("play"), or they are subject to a payroll tax
to finance vouchers for those without
employer-provided health insurance ("pay").



HEALTH CARE REFORM OPTION PACKAGES

Cost Containment

Option 1: Minimum additional cost

Access

Use federal programs to

promote managed care:

- Medicare: Allow PPOs
serving the private
market to enroll Medicare
beneficiaries; set lower
premium for beneficiaries
enrolling in HMOs.

- Federal Employees Health
Benefits Plan: Show
leadership to the private
sector by moving to a
defined contribution
plan.

Provide federal seed money and
technical assistance for
health insurance group
purchasing by small firms.

Allow opt-out from benefits
mandated by state law for
health plans purchased through
small employer groups.

Encourage states to establish
indigent care programs to
finance care for uninsured.

Option 2a: Tax code incentives with no immediate revenue effect

Implement a tax cap on the
amount of employer-provided
health insurance that is not
included taxable income; set
the cap at a level that
effects a negligible number of
people; tie the cap to an
index that increases more
slowly than the historical
increase in health insurance
costs, effectively phasing in
the cap:;

and/or
Provide a favored status for
HMOs via a higher cap for
purchase of coverage through
HMOs.

Use federal programs to
promote managed care, as under
option 1.

Access-building efforts under
option 1, plus:

Allow small firms organizing
under option 1 to require
hospitals and doctors to
accept Medicare payment rates.
Cushion lower payment rates
through malpractice relief.



Option 2b: Set tax cap to create immediate revenue for
deficit reduction

Tax cap set at a level that Access-building efforts under
generates revenue immediately; option 2a, plus: incremental
HMO cap set higher than cap revenue goes to deficit

for indemnity plans. reduction.

Use federal programs to
promote managed care, as under
option 1.

Option 3a: Set tax cap to create immediate revenue effect;

revenue finances improving access

Tax cap set at a level that Access-building efforts under
generates revenue immediately; options 1 and 2 plus:
HMO cap set higher than cap
for indemnity plans. Use revenue from tax cap to

subsidize vouchers for private
Use federal programs to health plan coverage for the
promote managed care, as under uninsured.
option 1.

OR

Use revenue from tax cap to
finance a refundable tax
credit for purchase of health
plans by low-income persons.

Option 3b: Set tax cap to create immediate revenue effect;
revenue finances state-level programs.

(Tgk cap set at a level that Access-building efforts under

generates revenue immediately options 1 and 2 plus:

with revenue flowing to the

States. Allow states to use tax cap
revenues for access-building

Use federal programs to approaches fashioned at the

promote managed care, as under state level. (States can do

option 1. as they please -- Medicaid

expansions, vouchers, public

5“” ‘ sponsor OR States do as under
Thie is vwdF'-+ke o€f+'°" as UI: fashion an insurance

g * A ti —— program, leaving only benefit

§A T ERQeR: . design issues to the state.)
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Option 4: Tax cap financing access improvement plus requirement
for employer involvement in health insurance

Tax cap and federal program
leadership, as under option 3.

Expand current law allowing
state to set statewide
expenditure targets to include
not only hospital, but also
doctor payments, with overruns
to be recovered in future
prices.

Access-building efforts under
options 1 and 2 plus: :

Require all firms to provide
health benefits plans OR pay a
payroll tax that, with tax cap
revenues, would subsidize
vouchers of health plans for
those without employer-
provided benefits.



Option 5: Tax cap financing access, plus other initiatives

Use federal programs to

promote managed care:

- Medicare: Allow PPOs
serving the private
market to enroll Medicare
beneficiaries; set lower
premium for beneficiaries
enrolling in HMOs.

- Federal Employees Health
Benefits Plan: Show
leadership to the private
sector by moving to a
defined contribution
plan.

Tax cap set at a level that
generates revenue immediately;
HMO cap set higher than cap
for indemnity plans.

rovide federal seed money and
technical assistance for
health insurance group
purchasing by small firms.

Allow opt-out from benefits
mandated by state law for

health plans purchased through
small employer groups.

Encourage states to establish
indigent care programs to
finance care for uninsured.

Use revenue from tax cap to
susidize vouchers for private
health plan coverage for the
uninsured.

OR

Use revenue from tax cap to
finance a refundable tax
credit for purchase of health
plans for low-income persons.



HEALTH CARE REFORM -- ISSUES AND OPTIONS

Background

The United States leads the world's economies in
the share of GNP devoted to health care.

- 11.2% of GNP in the US; 7.1% in the EC; 6.8%
in Japan.

- $2,051 per capita in the US; $1130 in the EC;
$915 in Japan.

US health spending is growing at twice the rate of
the economy as a whole, and is projected to reach
15% of GNP by the year 2000.

- 20 cents of every new dollar added to GNP goes
to health care. p »”
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- For the inner-city black poor, things are much /eewrases
worse.

The US health care system has two major problems:

- One problem is that many Americans do not have
health insurance. The EC and Japan have
universal health plan coverage -- but 31
million Americans have none at any time during
a year.

+ Of this 31 million, three-quarters are
employed workers (who work for small
firms that do not offer health benefits)
and their families; and

+ One third are low income, below the
national poverty level.

- The second problem is the skyrocketing cost of
American health care. It would be hard to
design a better way of inflating spending.
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+ Big employers[éfigﬁrcover every dollar of
an employee's coOsts, giving no incentive
to keep costs down.

+ Where employees have a choice of health
plans, the exemption from income tax
(worth more than $40 billion per year)
lessens the incentive to pick cheaper
plans.

+ Under the dominant fee-for-service
payment system, hospitals and doctors
have a direct incentive to provide
additional costly services, whether
needed or not.

+ Overutilization also results from

"defensive medicine" stemming from fear
of malpractice lawsuits.

Ideas for the Future

The pattern is clear:

o) If the current trends continue, health care will be

15% of America's GNP by the turn of the century.
(o] International competitiveness could suffer.
o Medicare will go bankrupt, unless taxes are

increased.
o) By 2005, Medicare spending could be the biggest item

in the federal budget.

: +Hhat- hawe Sfaceet in the cunvend—depatic

There are-several ideas for what to do: ndude :
o Once again, some are proposing national health

insurance, including many Democrats, organized

labor, and now even a few big business leaders.
(o) Others, including Senator Kennedy, want to deal with

the uninsured by mandating employers to provide

health benefits. Massachusetts has tried to do

this, but its plan is in trouble.
o) Some favor expanded public coverage, such as the

expansion of Medicaid eligibility for poor pregnant
women and their children this year. But public
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budgets are already stretched, and the Governors
have asked for a moratorium.

Many are calling for tougher price and volume
controls, as were just enacted for Medicare payments
to doctors, but for other payers as well.

Professor Alain Enthoven, of Stanford, is pushing a
consumer-choice health plan. It would provide for
universal insurance coverage, either through
employers or "public sponsors" set up in each state
to guarantee coverage of the self-employed and those
not now insured. These sponsors would also push for
choice among rival managed care plans, as a better
route to cost containment than price controls.

The Heritage Foundation has proposed curbing or
eliminating the tax subsidy for employer-provided
insurance, while giving individuals who purchase
their own plans a refundable tax credit. It also
would require individuals to have catastrophic
insurance coverage, with public subsidy to those who
cannot afford it.

On the cost containment front, the argument is
between price/volume control and competition between
managed care plans.

- For managed care, including HMOs and PPOs
(preferred provider organizations) to expand,
the tax subsidy that encourages unfettered
fee-for-service medicine must be dealt with.

- Better assessment of health care quality and
effectiveness is also essential, as well as
improved techniques for actually "managing"
health care.
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Options for Cost Containment

Promote spending restraint via tax code incentives

The tax code does not consider employer
contributions to health plans as employee income.
After tax reform in 1986, health benefits are the
only unlimited fringe benefit.

s Tax cap on employees: Treat as employee
income health plan contributions by employer
above the cap. This limit on the tax subsidy
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of health benefits would cause employees to
seek more cost-efficient health plans -- such
as HMOs and insurance with higher deductibles
and copayments.

Setting the cap at $300 for a family and $140
for an individual employee (and indexing by
CPI(u)) will produce $1.4 billion new revenue
in 1991 and will effect 15% of subscribers:;
this grows to $9.6 billion and 26% in 1995.

Setting the cap at $250 for a family and $100
for and individual employee (similarly
indexed) will produce $5.2 billion new revenue
in 1991 and will effect 36% of subscribers;
this grows to $22.6 billion and 44% in 1995.

Source: Office of Tax Analysis 11/22/89.

Tax cap on employers: Eliminate deductibility
of employer contributions above the cap. This
limit would cause employers to seek more cost-
efficient health plans.

Treasury has not estimated the revenue effect
of this alternative. Non-profits and
state/local governments would not be subject
to the cap unless an excise tax was imposed.

Link tax treatment to structure of health
plan: Provide differential tax treatment to
encourage more efficient health plans (for
example, HMOs). This would give direct
incentives for more cost-efficient health
plans.

Use federal programs to leverage private sector cost
containment reform efforts

a.

Allow certain private health plans to pay for
hospital and physician services using the
generally lower Medicare payment rates;
mandate that providers accept these rates.

Provide an option for States to implement
state-level all-payor expenditure targets for
hospital and physician services.
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Use federal programs to promote managed care

a. Medicare: Allow PPOs serving the private
market to enroll Medicare beneficiaries. Have
Medicare operate a coordinated open enrollment
process for PPOs and HMOs. Set a lower
Medicare premium for beneficiaries selecting
HMOs, giving Medicare beneficiaries an
incentive to choose HMOs.

b: Federal Employees Health Benefits Plan:
Change calculation of the federal government's
payment from a percentage share of plan cost
to a defined-contribution amount. This would
give federal employees an incentive to seek
lower cost plans, generally HMOs.

Options for Access Enhancement

Establish a new program: Subsidize purchase of
private health plan coverage.

This could be done using revenue generated from the
tax cap described above, or with other revenue, such
as from "sin taxes."

A State agency, or "public sponsor," would seek bids
from qualified private health plans. These plans
would be made available to low income individuals,
with the premium varying with income.

Give a refundable tax credit for low income persons
for purchase of health plans.

This is analogous to the 1989 Bush child care
proposal.

Expand public programs

a; Medicaid -- continue the pattern of the past
several years, with expansion of eligibility
up the income scale, with mandates on the
States.

b. Medicaid "Buy-in" -- construct a new program,
based on Medicaid.

Ce Direct Services -- expand community health
centers, etc.
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Improve access to health insurance for small
employers

Deals with the problem of lack of insurance for
employees of small firms and their families.

Allow plans insuring small firms to use the
generally lower Medicare rates to pay doctors
and hospitals, and mandate that providers
accept these rates.

Provide federal seed money and technical
assistance for health insurance group
purchasing arrangements for small firms, so
that they can increase their market clout.

Pre-empt state mandated benefit laws for
insurance purchased through multi-employer
trusts, to allow for less costly plans to be
offered.

Create incentives/penalties for insurance offered by
employers

Deals further with the problem of uninsured workers
and their families.

a.

b.

Mandate health benefits -- as in the Kennedy
b1l

Mandate "play or pay" system -- whereby
employers must provide worker health insurance
("play"), or they are subject to a payroll tax
to finance vouchers for those without
employer-provided health insurance ("pay").



BACKGROUND

We lead the world in share of GNP devoted to helath
care.

- %
- S

Health care growing at twice the rate of the economy.

- Government at all levels buys 40% of all health
care; continued growth of health care faster than
revenues means either fewer dollars for other
governmental purposes or higher taxes.

Yet we have nothing to show for higher spending.

- Life expectancy/infant mortality.



HEALTH CARE REFORM OPTIONS

Cost Containment

Option 1: Minimum Additional Cost

Access

Use federal programs to promote

managed care:

- Medicare: Allow PPOs
serving the private
market to enroll
Medicare beneficiaries;
set lower premium for
beneficiaries enrolling
in HMOs.

- Federal Employees Health

Benefits Plan: Show leader-

ship to the private sector
by moving to a defined
contribution plan.

Option 2a: Tax code incentives with

Provide federal seed money
and technical assistance for
health insurance group pur-
chasing by small firms.

Allow opt-out from
benefits mandated by
state law for health
plans purchased through
small employer groups.

Encourage states to establish
indigent care pools to
equalize burden among
hospitals.

no immediate revenue effect

Implement a tax cap on the amount

of employer-provided health
insurance that is not included
taxable income; set the

cap at a level that effects

a negligible number of people;
index the cap to an index that
increases more slowly than

the historical increase in
health insurance costs,
effectively phasing in the
cap;

and/or

Provide a favored status for
HMOs via a higher cap for
purchase of coverage

through HMOs.

Use federal programs to
promote managed care,
as under option 1.

Provide federal seed money
for technical assistance

for small employer group in
purchasing, as under option 1.

Allow opt-out from
benefits mandated by state
state law for health plans
purchased through small
employer groups.

Allow small firms organizing
under option 1 to require
hospitals and doctors to
accept Medicare payment
rates. Cushion lower payment
rates through malpractice
relief.

Encourage states to establish
indigent care pools to
equalize burden among
hospitals.
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Option 2b: Tax code incentives with no immediate revenue
effect

Tax cap set at a level that Same steps as under option
generates revenue immediately; 2a; incremental revenue
HMO cap set higher than cap for goes to deficit reduction.

indemnity plans.

Option 3a: Set tax cap to create immediate revenue effect;
revenue finances improving access

Tax cap set at a level that Access-building efforts under

generates revenue immediately; options 1 and 2 plus:

HMO cap set higher than

cap for indemnity plans. Use revenue from tax cap to
subsidize vouchers for private

Use federal programs to health plan coverage for the

promote managed care, as uninsured.

under option 1.
OR

Use revenue from tax cap to
finance a refundable

tax credit for purchase of

health plans by low-income

persons.

Option 3b: Set tax cap to create immediate revenue effect; revenue
finances state-level programs.

Tax cap set at a level Access-building efforts under
that generates revenue options 1 and 2 plus:
immediately with revenue
flowing to the states. Allow states to use tax cap
revenues for access building
Use federal programs to approaches fashioned at the
promote managed care, as state level. (States can
under option 1. do as they please -- Medicaid

expansions, vouchers, public
sponsor OR States do as under
UI: fashion an insurance
program, leaving only benefit
design issues to the state.)

Option 4: Tax cap financing access improvement plus requirement
for employer involvement in health insurance

Tax cap and federal Access building efforts under
program leadership, as under options 1 and 2 plus:
option 3.

Require all firms to provide

health benefits plans OR

pay a payroll tax that, with

tax cap revenues, would

subsidize vouchers of health
Expand current law allowing plans for those without
states to set statewide expen- employer-provided benefits.
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editure targets to include
not only hospital, but also
doctor payments with overruns
to be recovered through
reductions in future prices.

Option 5: Tax cap financing access:;

limited incentives for small

business

(1)Tax cap and (2)federal
program leadership, as under
option 3.

(3) Expand current law allowing
states to set statewide expen-
to include not only

hospital, but also doctor
payments with overruns to be
covered through reductions in
future prices.

(1) Federal seed money and
technical assistance for
small employer group
purchasing, as under option 1.

(2) Allow opt-out from target
benefits mandated by state
for health plans purchased
through small employer
groups, as under option 2.

(3) Encourage states to
establish indigent care pools
to equalize burden among
hospitals.

(4) Use revenue from tax cap
to subsidize vouchers for
private health plan coverage
for the uninsured.

OR

Use revenue from tax cap to
finance a refundable

tax credit for purchase of

health plans by low-income

persons.



HEALTH CARE REFORM OPTIONS

Cost Containment

Option 1: Minimum Additional Cost

Access

Use federal programs to promote
managed care:
- Medicare: Allow PPOs
serving the private
market to enroll
Medicare beneficiaries;
set lower premium for
beneficiaries enrolling
in HMOs.

- Federal Employees Health
Benefits Plan: Show leader-
ship to the private sector
by moving to a defined
contribution plan.

Option 2a:

Provide federal seed money
and technical assistance for
health insurance group pur-
chasing by small firms.

Allow opt-out from

benefits mandated by
state law for health

plans purchased through

small employer groups.

Ene
Reéﬂzgzrgzates to establish

indigent care pools to
equalize burden among
hospitals.

Tax code incentives with no immediate revenue effect

Implement a tax cap on the amount
of employer-provided health
insurance that is not included
taxable income; set the
cap at a level that effects
a negligible number of people;
index the cap to an index that
increases more slowly than
the historical increase in
health insurance costs,
effectively phasing in the
cap:;

and/or

Provide a favored status for
HMOs via a higher cap for
purchase of coverage

through HMOs.

Use federal programs to
promote managed care,
as under option 1.

Provide federal seed money
for technical assistance
for small employer group in
purchas1 ’g

llow all flrms organizing
under optlon 1 to require
hospitals and doctors to
accept Medicare payment
rates. Cushion lower payment
rates through malpractice
relief.

CM‘NZS' Shwn
T

Option 2b: Tax code incentives with no immediate revenue

effect

Tax cap set at a level that
generates revenue immediately;
HMO cap set higher than cap for
indemnity plans.

Same steps as under option
2a; incremental revenue
goes to deficit reduction.

as under option 1.

AN



HEALTH CARE REFORM OPTION PACKAGES

Cost Containment Access
Current commitments /,//’/f ;////
Limit costs from medic Medicaid:
liability through procedural
or tort reform - Reconcilidation bill
(DPC developing _options.) requé;gé}states to
cover”all pregnant
Fund devel ent of statistical womén and children
and other~tools to distinguish families with incomes
between“more efficient and less of up to 133% of the
efficfent providers of health poverty level.
ca and to target medical care
r review of appropriateness.
F D (0)
Option 1: Minimum Additional Cost
Use federal programs to promote Provide federal seed money
managed care: and technical assistance for
small employer purchasing
- Medicare: Allow PPOs groups.
to enroll e e o, o 38
Medicare beneficiaries; o B
set lower premium for gt R R e )
beneficiaries enrolling / ‘
in HMOs. ,
- Federal Employees Health L S i
Benefits Plan: Show leader- . By
ship to the private sector ' 651 - Shlio %Z A&J'Mog

by moving to a defined
contribution plan. JL\@¢« Cawub_ !
_ — |

| ik Oim)



Cost Containment

Access

Option 2: Tax code incentives with no immediate revenue effect

Implement a cap on the amount
of employer-provided health

insurance that is excluded

from taxable income, with few

individuals initially over
the cap; the cap phases-in

gradually by indexing the cap

to an index that increases
less rapidly than premiums.

and/or

Provide a favored status for

HMOs via a higher cap for
NK HMOs.

Use federal programs to promote
managed care, as under option 1.

Provide federal seed money
for technical assistance
for small employer purchasing

(;;Eig;oups, as under option 1.

| Allow small firms organized

under option 1 to require
hospitals and doctors to
accept Medicare payment

v (4 bowided, luabiliky)

-
?£z=empt state mandated

benefits for health plans
purchased through small
employer groups.

o~

Option 3: Set tax cap to create immediate revenue effect;

revenue finances improvin

access

Tax cap set at a level that
generates revenue
immediately.

Use federal programs to
promote managed care,
as under option 1.

Federal seed money and
technical assistance,

for small employer purchasing
groups, as under option 1.

Allow small firms organized
under option 1 to require
hospitals and doctors to
accept Medicare payment
rates, as under option 2.

Pre-empt state mandated
benefits for plans
purchased through small
employer groups, as under

option 2. . [ GM/

Use reven from tax cap to

subsidizejpurchase of private

health plan coverage through

group purchasing arrangements

open both to small

businesses and individuals
OR

Use revenue from tax cap to

finance a refundable

tax credit for purchase of

health plans by low-income

persons.
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Cost Containment

Access

Option 4: Tax cap financing access improvement plus requirement
for employer involvement in health insurance

Tax cap option, as under
option 3.

Use federal programs to promote

managed care, as under
option 1.

Allow states to determine
aggregate expenditure
targets for hospital and
doctor costs and recover
overruns through reductions
in future price increases.

o Note: commgnt Daw

b Wbﬂs

Federal seed money and
technical assistance for
small employer purchasing
groups, as under option 1.

Allow small firms organizing
under option 1 to require
hospitals and doctors to
accept Medicare payment
rates, as under option 2.

Pre-empt state mandated
benefits for health plans
purchased through small
employer groups, as under
option 2.

Require all firms to provide
health benefits plans OR

pay a payroll tax that, with
tax cap revenues, would
subsidize purchase of health
plans for those without
employer-provided benefits.
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HEALTH CARE REFORM OPTION PACKAGES

Cost Containment

Access

oy

\
Current cgﬁm;;ments

Limit costs from ﬁé cal
liability through pro ural
or tort reform

(DPC developing options.) \\\5s“/

Fund development of statiétical\*

and other tools to distinguish
between more efficient and less
efficient p<961ders of health
care and to target medical care
for reView of appropriateness.

/

T

Medicaid:

- Reconciliation bill
requires states to
cover all pregnant
women and children
in families with incomes
of up to 133% of the
poverty level.

Option 1: Minimum Additional Cost

Use federal programs to promote
managed care:

- Medicare: Allow PPOs
to enroll
Medicare beneficiaries;
set lower premium for
beneficiaries enrolling
in HMOs.

- Federal Employees Health

Benefits Plan: Show leader-

ship to the private sector
by moving to a defined
contribution plan.

Provide federal seed money
and technical assistance for
small employer purchasing
groups.
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Cost Containment

Option 2: Tax code incentives with no immediate revenue effect

Implement a cap on the amount
of employer-provided health
insurance that is excluded
from taxable income, with few
individuals initially over
the cap; the cap phases-in
gradually by indexing the cap

to an index that increases

less rapidly than premiums.

and/or

Provide a favored status for

HMOs via a higher cap for

Nf%é; HMOs.

managed care,_as under option 34

reate immediate revenue effect

e

Option 3:

TAN URT?

Set tax ca to

revenue finances improving access

WX

Tax cap set at a level that
generates revenue
immediately.

Use federal programs to
promote managed care,
as under option 1.

z

Use federal programs to promote

Access

Provide federal seed money
for technical assistance
for small employer purchasing

(;SE;%FOUPS' as under option 1.

Allow small firms organized
under option 1 to require
hospitals and doctors to
accept Medicare payment

Tio2o% N\t Dmided Dol

state mandated
benefits for health plans
purchased through small
emgkéyer groups.

=
L X~
R

A

Federal seed money and
technical assistance,

for small employer purchasing
groups, as under option 1.

Allow small firms organized
under option 1 to require
hospitals and doctors to
accept Medicare payment
rates, as under option 2.

Pre-empt state mandated
benefits for plans
purchased through small
employer groups, as under
option 2.

vrut/his
Use revenue from tax p to
subsidize|purchase of private
health plan coverage through
group purchasing arrangements
open both to small
businesses and individuals

OR

Use revenue from tax cap to
finance a refundable
tax credit for purchase of
health plans by low-income
persons.

o Wnchey™
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Cost Containment

Option 4: T

Access

financing access improvement plus requirement

for employer involvement in health insurance

Tax cap option, as under
option 3.

Use federal programs to promote

managed care, as under
option 1.

Allow states to determine
aggregate expenditure
targets for hospital and
doctor costs,and recover
overruns through reductions
in future price increases.

Federal seed money and
technical assistance for
small employer purchasing
groups, as under option 1.

Allow small firms organizing
under option 1 to require
hospitals and doctors to
accept Medicare payment
rates, as under option 2.

Pre-empt state mandated
benefits for health plans
purchased through small
employer groups, as under
option 2.

Require all firms to provide
health benefits plans OR

pay a payroll tax that, with
tax cap revenues, would
subsidize purchase of health
plans for those without
employer-provided benefits.
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Health Care Reform Options

Cost Containment Access
Alzeady underway

Limit comta from madical lisbility Medicaid:
through procedural or tort reform = Reconcilistion bill
(bp reqQuires states to

“ L ret 1 cover all pregnant
,{Ez;lng‘-rfiﬂiticnl and other

woman and children
tools to distinguish mors Up to 133% of poverty.
efficient from less

efficient providers of hsalth A V:H'W\%Q- Ad df }\ onq_Q Cms‘f‘

Use fedaral programe to promote Provide federal geesd money and

managed care: and technical sesistance for

- Madicare: Allow FPOg health insurance group pur-
gerving the private a mall firme;
market t¢ enroll Pra-ampt statg
Medicare beneficiaries; andating minimum banafitg
set lower premium for for thase grou purchasing
beneficiaries enrolling arrangements.
in HMO=.

- Federal Employess Health
Benefits Plen: Show leadar-
ship to the private sector
By moving to & defined

ibutd len. ¢ . .
centr Aft en plen puat P #«_ 5 “

(]
ti 2: Bt mployer-proy
implemgnt & tax cap through: Fedarel seed money, teohnical
L assistance, and pre-emption
>~Including in income all for emall employe OW
*farcap @MOUNTE OVer the cap amount option 1 r-ou@'s 3
ar his (8300 per family per month, :
n 8140 for mingle coverage Allow small organizing

« #o stwet, leaves 15% of all insured S under option 1 to ragQuire
# Jd ft OVEr Cap: raises £1.4 "F hospitals and dootors to

ads 4 billion to start) gé,mc accept Medicere payment
vt Fvér provt ee 4 rates.
- lf - ﬁno preference:

Alks znre P Fsowidena- higher cap for
el HMOs fer—3imit non-~HM

0
8. 4a Aedustibidity So—384—-of
werad,

piercogtry
AND
v Usa faderal programg,
"&p 88 outlined under opticn 1
criphe,

ohm B
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Qption 3: Set tax SeR I finence LRRIQVING accemm

Tax cap Federal seed money, technical
o assistance, and pr‘-upuon

o = for amal}l employezrs, as under
FOF ket gap * option 1.

Allow small f£irmg t0 use
Madicare paymant Tates, as
undar option 2.

N FROGRAM: Submi

Use federal programe, as oyt nad
under option 1.

Bcgip fraiice

K- a-uPE R - iy atn

Encouragement of smal) firms,
88 above,

Organize group purchaging
erganizations for emall firmg
and individuale, as under
optign 3.,

Tax cap option, &$ above

Use faderal programs,
45 under opticn 1.

e Allovw states to determine
b dggregate expanditure
targets for hospital and

/ .
i" doctor coste gnd ﬂ:;\n r
t ’///) -X; overruns through reducmd /
. incressas in amounts paid,
\ Require sll firms to provide
health benefits plang to their
employess OR pay & phml&\
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Vx;ealth Care Reform Options

L/éést Containment

Already underway

%<Access

Limit costs from medical
liability through procedural
or tort reform

(DPC developing options.)

Dev, p statistical and‘af T
ols to distinguish more
efficient from less )
fficient providerﬁﬂggdheﬁlth

P

Medicaid:

- Reconciliation bill
requires states to
cover all pregnant
women and children
up to 133% of poverty.

OPTIONS FOR ADDITIONAL ACTION:

/Option 1: ch—.':ncremmﬂba‘lmrevemem';\'\. M CM—

Use federal programs to promote

managed care:

- Medicare: Allow PPOs
serving the private
market to enroll
Medicare beneficiaries;
set lower premium for
beneficiaries enrolling
in HMOs.

Federal Employees Health

Benefits Plan: Show leader-

ship to the private sector
by moving to a defined

:7%1\______ii;fiibUtion plan.
Option. 2

Provide federal seed money
and technical assistance for
health insurance group pur-
chasing by small firms.

Tax code incentives with no immediate revenue effect

Implement a tax cap on the amount

of employer-provided health
insurance that is not included
taxable income; set the

cap at a level that effects

a negligible number of people;
index the cap to an index that
increases more slowly than

the historical increase in
health insurance costs,
effectively phasing in the

cap. M/K\'—

Provide a favored status for
HMOs via a higher cap for
purchase of coverage
through HMOs.

Use federal programs to promote

managed care, as under option 1.

Provide federal seed money

for technical assistance

for small employer group in in
purchasing, as under option 1.

Allow small firms organizing
under option 1 to require
hospitals and doctors to
accept Medicare payment
rates.

Pre-empt state mandated
benefits for plans purchased
through small employer

group purchasing arrangements.
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Cost containment

Option 33

Set tax cap to create immediate revenue effect:

/ACCESS

revenue finances improving access

..

Tax cap set at a level
generates revenue
immediately.

Use federal programs to
promote managed care,

kg s

Option 4: Tax cap financing access

Federal seed money and that
technical assistance,

for small employer group
purchasing, as under option 1.

Allow small firms organizing
under option 1 to require
hospitals and doctors to
accept Medicare payment
rates, as under option 2.

Pre-empt state mandated
benefits for plans
purchased through small
employer group purchasing
arrangements, as under
option 2.

DEH=RROGRAM: Subsidize

purchase of private health
plans coverage through
group purchasing arrange-
ments open to small
businesses and
individuals.

— N ;
%m,ccw

improvement plus requirement

for employer involvement

in health insurance

Tax cap option, as under

option 3.

Use federal programs to promote
managed care, as under
option 1.

Allow states to determine
aggregate expenditure
targets for hospital and
doctor costs and recover
overruns through reductions
in future price increases.

Federal seed money and
technical assistance for
small employers, as under
option 1.

4yvuhs
AllowAMedicare rates ‘..

Pre-empt ....
NEW-PROGRAM: . ..

Require all firms to provide
health benefits plans OR
pay a payroll tax to finance
subsidies through the new
program.



ealth Care Reform Options
S "Cost Containment Access
Alrea underway

Limit costs from medical liability Medicaid:

through procedural or tort reform - Reconciliation bill
(DPC developing options.) | requires states to

. cover all pregnant
Develop statistical and other | women and children
tools to distinguish more | up to 133% of poverty.

efficient from less ' 1
efficient providers of health ‘

care.
Option 1: No incremental revenue i
—
Use federal programs to promote \ Provide federal seed money and
managed care: ’ and technical assistance for
- Medicare: Allow PPOs health insurance group pur-
serving the private chasing by small firms;
market to enroll [pre-empt state laws
Medicare beneficiaries; mandating minimum benefits
set lower premium for <\for these group purcha51/?
beneficiaries enrolling :\Qrgangements ]
in HMOs. | ‘ o i
- Federal Employees Health ; 4
Benefits Plan: Show leader- | 52 )
ship to the private sector |
by moving to a defined !
contribution plan. 1 I
U
Option 2: Tax code incentives with no immediate revenue effect

Implement a tax cap on the amount ederal seed money, technical

of employer-provided health | assistance, and pre-emption
insurance that is not included for small employers, as under
in taxable income; set the cap option 1.

at a level that initially effects

a negligible number of people; Allow small firms organizing
index the cap to an index that under option 1 to require
increases more slowly than | hospitals and doctors to

the historical increase in accept Medicare payment
health insurance costs; ‘ rates.

effectively phasing in the !

cap.

Provide a favored status for | HMOs

via a higher cap for j
X

Use federal programs,

HMOs. q«
as outlined under optlog 1




Option 3: Set tax cap to finance improving access

Tax cap set at a level
to generate revenue
immediately.

under

Federal seed money, technical
assistance, and pre-emption
d for small employers, as

SRR

foption 1

Allow small firms to use
Medicare payment rates, as
under option 2.

\ P«j/' - NEW PROGRAM: Subsidize
'{A 1 1 purchase of private health

Use federal programs, as'outlined plans coverage through
under option 1. ' . group purchasing arrange-
; | ments open to small
‘ . businesses and
| individuals.
|

/

|

Option 4: Tax cap financing access improvement plus requirement
for employer involvement in health insurance

Tax cap option, as above /Encouragement of small firms,

/ as above.

Use federal programs, /
as under option 1. | Organize group purchasing
organizations for small firms

and individuals, as under

option 3.
Allow states to determine .
aggregate expenditure . Require all firms to provide
targets for hospital and . health benefits plans OR
doctor costs and recover | pay a payroll tax to finance
overruns through reduced . subsidies through the new
increases in amounts paid. . program, outlined under option
l 3 L
\
‘\
e,



Health Care Reform Options

Cost Containment
Already underway

Access

Limit costs from medical liability

through procedural or tort reform
(DPC developing options.)

Develop statistical and other
tools to distinguish more
efficient from less

efficient providers of health
care.

OPTIONS FOR ADDITIONAL ACTION:

Option 1: No incremental revenue

Medicaid:

- Reconciliation bill
requires states to
cover all pregnant
women and children
up to 133% of poverty.

Use federal programs to promote
managed care:
- Medicare: Allow PPOs
serving the private
market to enroll
Medicare beneficiaries;
set lower premium for
beneficiaries enrolling
in HMOs.

- Federal Employees Health
Benefits Plan: Show leader-
ship to the private sector
by moving to a defined

Provide federal seed money and
and technical assistance for
health insurance group pur-
chasing by small firms;
[pre-empt state laws

mandating minimum benefits

for these group purchasing
arrangements. ]

contribution plan. N s <
"W somimediats, Wi ru s Il T2 Code mcentines

Option.-2:

Start to cap emplover-provided health insurance

Implemenf/a tax cap through:

--Including in income all

or: tax cap ~@mounts over the cap amount
that Wits ($300 per family per month,
Vi .o $140 for single coverage
oue +o stwrt, leaves 15% of all insured
but s tmt OVer cap; raises $1.4
tends 4o billion to start) or,
rode dver
fiue if - HMO preference:
healtrcart T provide a higher cap for
&xceeds HMOs [or limit non-HMO
qriocs (a deductibility to 95% of
Foverndt. plan cost.]

AND
mave Use federal programs,
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as outlined under option 1

Federal seed money, technical

assistance, and pre-emption
for small employers, as under
option 1.

Allow small firms organizing
under option 1 to require
hospitals and doctors to
accept Medicare payment
rates.



Option 3: Set tax cap to finance improving access

Tax cap Federal seed money, technical
5% hi assistance, and pre-emption
A o for small employers, as under

Po% hit cap 77 option 1.

Allow small firms to use
Medicare payment rates, as
under option 2.

NEW PROGRAM: Subsidize
purchase of private health
Use federal programs, as outlined plans coverage through
under option 1. group purchasing arrange-
ments open to small
businesses and

individuals. A%,
“lox af'64m~w¢7aaa»¢oigpnmén«~%-Ju&¢4 KcﬂwhNW¢¢~%
Option 4: re—em %f/
Tax cap option, as above Encouragement of small firms,
as above.

Use federal programs,

as under option 1. Organize group purchasing
organizations for small firms
and individuals, as under
option 3.

(/ Allow states to determine ~)

\ |  aggregate expenditure {

7 - B R |  targets for hospital and i
: T - doctor costs and recover j

/ overruns through reduced ‘
P increases in amounts paid.

PESRESSASISRE IRt

e R Ry Réauire all firms to provide
health benefits plans to their
employees OR pay a payroll

tax.



HEALTH CARE REFORM OPTION PACKAGES

Cost Containment Access

Current commitments

Limit costs from medical Medicaid:
liability through procedural
or tort reform - Reconciliation bill
(DPC developing options.) requires states to
cover all pregnant
Fund development of statistical women and children
and other tools to distinguish in families with incomes
between more efficient and less of up to 133% of the
efficient providers of health poverty level.

care and to target medical care
for review of appropriateness.

OPTIONS FOR ADDITIONAL ACTION

Option 1: Minimum Additional Cost

Use federal programs to promote Provide federal seed money
managed care: and technical assistance for
small employer purchasing
- Medicare: Allow PPOs groups.

to enroll

Medicare beneficiaries;
set lower premium for
beneficiaries enrolling
in HMOs.

- Federal Employees Health
Benefits Plan: Show leader-
ship to the private sector
by moving to a defined .
contribution plan. paying a Fived,
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Cost Containment

Access

Option 2: Tax code incentives with no immediate revenue effect

Implement a cap on the amount
of employer-provided health
insurance that is excluded
from taxable income, with few
individuals initially over
the cap; the cap phases-in
gradually by indexing the cap
to an index that increases
less rapidly than premiums.

and/or
Provide a favored status for

HMOs via a higher cap for
HMOs.

Use federal programs to promote
managed care, as under option 1.

Provide federal seed money
for technical assistance

for small employer purchasing
groups, as under option 1.

Allow small firms organized
under option 1 to require
hospitals and doctors to
accept Medicare payment
rates.

Pre-empt state mandated
benefits for health plans
purchased through small
employer groups.

Option 3: Set tax cap to create immediate revenue effect;

revenue finances improving access

Tax cap set at a level that
generates revenue
immediately.

Use federal programs to
promote managed care,
as under option 1.

Federal seed money and
technical assistance,

for small employer purchasing
groups, as under option 1.

Allow small firms organized
under option 1 to require
hospitals and doctors to
accept Medicare payment
rates, as under option 2.

Pre-empt state mandated
benefits for plans
purchased through small
employer groups, as under
option 2.

Use revenue from tax cap to
subsidize purchase of private
health plan coverage through
group purchasing arrangements
open both to small
businesses and individuals

OR
Use revenue from tax cap to
finance a refundable
tax credit for purchase of
health plans by low-income
persons.



Cost Containment

Option 4:

Access

Tax cap financing access improvement plus requirement

for employer involvement in health insurance

Tax cap option, as under

option 3.

Use federal programs to promote
managed care, as under
option 1.

Allow states to determine
aggregate expenditure
targets for hospital and
doctor costs and recover
overruns through reductions
in future price increases.

Federal seed money and
technical assistance for
small employer purchasing
groups, as under option 1.

Allow small firms organizing
under option 1 to require
hospitals and doctors to
accept Medicare payment
rates, as under option 2.

Pre-empt state mandated
benefits for health plans
purchased through small
employer groups, as under
option 2.

Require all firms to provide
health benefits plans OR
pay a payroll tax that,
tax cap revenues, would
subsidize purchase of health
plans for those without
employer-provided benefits.

with



HEALTH CARE REFORM OPTIONS

Cost Containment Access

Current commitments

Limit costs from medical Medicaid:

liability through procedural

or tort reform - Reconciliation bill

(DPC developing options.) requires states to
cover all pregnant

Fund development of statistical women and children

and other tools to distinguish in families with incomes

tools to distinguish between of up to 133% of the

more efficient and less poverty level.

efficient providers of health
care and to target medical care
for review of appropriateness.

OPTIONS FOR ADDITIONAL ACTION

Option 1: Minimum Additional Cost

Use federal programs to promote Provide federal seed money
managed care: and technical assistance for
M‘employer purchasing groups.
- Medicare: Allow PPOs Srna. U

market to enroll
Medicare beneficiaries;
set lower premium for
‘beneficiaries enrolling
in HMOs.

- Federal Employees Health
Benefits Plan: Show leader-
ship to the private sector
by moving to a defined
contribution plan.



Cost Containment Access

Option 2: Tax code incentives with no immediate revenue effect

Implement a cap on the amount Provide federal seed money
of employer-provided health for technical assistance
insurance that is not included £

employ roup- d=r
L/as/ﬁﬁﬁgg option 1.

Allow small firms organized

taxable income with few
individuals initially over
the cap; the cap phases-in

gradually by indexing the cap under option 1 to require
to an index that increases hospitals and doctors to
less rapidly than premiums. accept Medicare payment
effectively phasing in the rates.
cap:;

and/or Pre-empt state mandated
Provide a favored status for benefits for health plans
HMOs via a higher cap for purchased through small
HMOs. employer groups.

Use federal programs to promote
managed care, as under option 1.

Option 3: Set tax cap to create immediate revenue effect:

revenue finances improving access

Tax cap set at a 1evel~+#ynf' Federal seed money and ;hatfﬁ///

generates revenue technical assistance,~C

immediately. for small employerﬂgroups, as
under option 1. it

Use federal programs to

promote managed care, Allow small firms organized

as under option 1. under option 1 to require
hospitals and doctors to
accept Medicare payment
rates, as under option 2.

Pre-empt state mandated
benefits for plans
purchased through small— &7
employer groupsggfganized
under optionrl,

Use revenue from tax cap to
subsidize purchase of private
health plan coverage through
group purchasing arrangements
open both to small
businesses and individuals

OR
Use revenue from tax cap to
finance a refundable
tax credit for purchase of
health plans by low-income
persons.



HEALTH CARE REFORM OPTIONS

Cost Containment

Already underway

£44 4 A 4(_/ACC€SS

Limit costs from medical
liability through procedural
or tort reform

(DPC developing options.)

Fund development of statistical
and other tools to distinguish
tools to distinguish wmexe- e
efficient frem-less =
efficient providers of health

careyx. autd A %a%# /Medt(d

€enr

Option 1: Minimum Additional Cost

Medicaid:

- Reconciliation bill
requires states to
cover all pregnant
women and children
in families with incomes
of up to 133% of the
poverty level.

OPTIONS FOR ADDITIONAL ACTION

Use federal programs to promote

managed care:

- Medicare: Allow PPOs
serving the private
market to enroll
Medicare beneficiaries;
set lower premium for
beneficiaries enrolling
in HMOs.

- Federal Employees Health
Benefits Plan: Show leader-
ship to the private sector
by moving to a defined
contribution plan.

Provide federal seed money
and technical assistance for
health insurance group pur-
chasing by small firms.



Option 2: Tax code incentives with no immediate revenue effect

Implement a tax cap on the amount Provide federal seed money

of employer-provided health for technical assistance
insurance that is not included pioyerAgroup 4min
taxable i TET as under option 1.

Allow small fégﬁgzﬁgg;ﬂézgggxgls

under option 1 to reguire v 12
hospitals—and—-deectors—to

accept Medicare payment ’
ratess ¢ 7{, hosmfal and ﬁ%ﬁ'
—ern e, .

Pre-empt state mandated

and/or - benefits for plans purchased
Provide a favored status for through small employer srow(=> .
HMOs via a higher cap for i

purchase of coverage

through HMOs.

slowly than
al increase in

Use federal programs to promote
managed care, as under option 1.

Option 3: Set tax cap to create immediate revenue effect:
revenue finances improving access

Tax cap set at a level Federal seed money and that

generates revenue technical assistance,

immediately. for small employer groups
purchasing, as under option 1.

Use federal programs to w&»Q\QAngb

promote managed care, Allow small f4 i g

as under option 1. under—option 1 to—require v S

ospitals and doctors to
accept Medicare payment
rates, as under option 2.

Pre-empt state mandated
benefits for plans
purchased through small
employer group purchasing

'?VV%O€~\V\ The arrangements, as under

a&ua.jib 8\ "f) option 2.

Use revenue from tax cap to
WA subsidize purchase of private
& health plan coverage through
\ N\ e/ (deﬁ ( group purchasing arrangements
open both to small
businesses and individuals OR

- Use revenue from tax cap to
WDITQVV\HJWtS« finance a refundable
tax credit for purchase of
health plans by low-income
persons.
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Option 4: Tax cap financing access improvement plus requirement
for employer involvement in health insurance

Tax cap option, as under Federal seed money and
option 3. technical assistance for
small employers, as under
Use federal programs to promote option 1. éf? C’Lﬂ):s
managed care, as under gfl

option 1.

irms organizing
under—eptieon—1 to require

hospitals and doctors to

Allow states to determine

aggregate expenditure accept Medicare payment
targets for hospital and “Zﬁ57 rates, as under option 2.
doctor costs and recover Ov

overruns through reductions Pre-empt state mandated

in future price increases. benefits for plans purchased

through small employer

groups purchasing arrangements,

as under option 2.

Require all firms to provide
health benefits plans OR

pay a payroll tax that, with
tax cap revenues, would
subsidize purchase of health
plans.



HEALTH CARE REFORM OPTIONS

BACKGROUND FACTS

The United States leads the world's economies in the share of GNP devoted to
health care.

- 11.2% of GNP in the US; 7.1% in the EC; 6.8% in Japan.

- $2,051 per capita in the US v. $1130 for the EC and $915 in Japan.

US health spending is growing at twice the rate of the economy as a whole, and
will reach 15% of GNP by the year 2000.

- 20 cents of every new dollar added to GNP goes to health care.

Higher spending in the US has not led to comparatively better health outcomes.

The EC and Japan have universal health plan coverage. In contrast, 31 million
Americans do not have health insurance.



COST CONTAINMENT

A. Spending restraint via tax code incentives

Full-year revenue effect of taxing contributions above:

per month cost for family/cost for individual coverage,; cap indexed to CPI/U
revenue in billions

% insured % insured % insured
$200/$80 over cap $250/$100 over cap $350/$140 over cap
1990 6.0 40% 35  30% .6 7%
1991 108 47% 6.5 34% 14 13%
1992 140 52% 89 38% 24 16%
1993 184  58% 122 40% 39 19%
1994 245 60% 16.6 43% 6.2 23%

Treasury estimate; November 1988

Treasury has not estimated the revenue effect of this alternative. Non-profits and
state/local governments would not be subject to the cap unless an excise tax was
imposed.

3. Link t t t calth pla
Provide differential tax trcatment to encourage more efficient health plans (e.g.,
HMOs, which have demonstrated the ability to provide care more efficiently.)
B. Use federal programs to leverage other cost containment reform efforts.

0 Allow private health plans to pay for hospital and physician services using
Medicare payment rates.

0 Provide option for state-level all-payor expenditure targets for hospital and
physician services.



3 Use federal programs to promote managed care
0 Medicare. New preferred provider organization (PPO) option for beneficiaries.
Coordinated open enrollment process for PPOs and HMOs. Lower Medicare
Part B premium for beneficiaries selecting HMO coverage.

0 Federal Employees Health Benefits Plan (FEHBP). Move federal employees'
health plan from share of plan cost to defined-contribution plan.
D. Fund development of new tools to facilitate prudent purchasing of health care

Private health plans currently have available only a few tools (e.g., pre-—admission
review) to manage cost and quality. Morcover, these are of limited scope and impact.

Focus of research effort would be to develop methods to permit purchasers of care to
identify efficient providers (low cost, high quality) and to identify unnecessary or
substandard care. This is a classic public good.

E. Medical liability reform

Use federal health care programs as leverage for tort reform, or pre—empt state law.

0 A "low option" would make procedural reforms without changing basic tort
law.

0 A "high option" would make changes in tort law.



ACCESS ENHANCEMENT

New program: Fulfilling the President's "Medicaid buy—in" commitment through the
private sector

Use revenue generated from tax cap to organize public sponsors; limit eligible

population to what can be supported by tax cap revenues. Possibility: children under
age 18.

- State agency ("public sponsor") seeks bids from qualified private insurers.

- Public sponsor makes health plans available to low income individuals;
premium varies with income.

Tax credit for low income persons for purchase of health plans

As with the New Program (see A, above), the credit's fiscal impact could be limited by

making the credit available only for children's policies.

Expand public programs

o Expand Medicaid eligibility

0 Medicaid buy-in

0 Direct service delivery (e.g., Community Health Centers)

Improve access to health insurance for small employers
Options and incentives include:

- Allow plans insuring small employers to use Medicare rates to pay doctors and
hospitals.

- Provide federal seed money and technical assistance for health insurance group
purchasing arrangements for small employers.

- Federal legislation to facilitate establishment of state risk pools.

Incentives/penalties related to provision of insurance by employers.
0 Mandate health benefits (e.g., Kennedy bill)
0 "Play or pay" system, whereby employers not providing health insurance are

subject to a payroll tax to finance vouchers for those without employer—
provided health insurance.
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HEALTH CARE REFORM ISSUES & OPTIONS

The United States leads the world's economies in the share of GNP devoted to
health care.

- 11.2% of GNP in the US; 7.1% in the EC; 6.8% in Japan.

- $2,051 per capita in the US v. $1130 for the EC and $915 in Japan.

US health spending is growing at twice the rate of the economy as a whole, and
will reach 15% of GNP by the year 2000.

- 20 cents of every new dollar added to GNP goes to health care.

Higher spending in the US has not led to comparatively better health outcomes.

The EC and Japan have universal health plan coverage. In contrast, 31 million
Americans have no health insurance at any time during a year.



COST CONTAINMENT
A. Promote spending restraint via tax code incentives

The tax code excludes employer contributions to health plans from employee income.
After the Tax Reform Act of 1986, health plans are the only unlimited fringe benefit.

At the same time, for those without employer provided health plans, the tax code
excludes only amounts above 7.5% of income. For those with incomes so low that they
have no tax liability, the tax code is irrelevant.

The tax code leads to irony: generous subsidies to higher income persons produces price

insensitive individuals who drive up prices that are felt most by people who do not
do not have insurance.

Options for reigning in the subsidy include:

Setting the cap at twice the cost of the average health plan would increase revenue
by $.6 billion in the first full year and $3.9 billion in the fourth year.

Setting the cap at one and a half times the average cap would increase revenue by $3.5
billion in the first full year and $12.2 billion in the fourth year.

Treasury has not estimated the revenue effect of this alternative. Non-profits and
state/local governments would not be subject to the cap unless an excise tax was
imposed.

3. Link tax treat t uctu t a

Provide differential tax treatment to encourage more efficient health plans (e.g.,
HMOs, which have demonstrated the ability to provide care more efficiently.)

B. Use federal programs to leverage other cost containment reform efforts.
0 Allow private health plans to pay for hospital and physician services using
Medicare payment rates.
4 aceepdt Z‘%Ol
0 Provide option for statc-level all-payor expenditure targets for hoSpital and

physician services.
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C. Use federal programs to promote managed care

0

Medicare. Allow preferred provider organizations (PPOs) serving the private
market to enroll Medicare beneficiaries. Coordinated open enrollment process
for PPOs and HMOs. Lower Medicare Part B premium for beneficiaries
selecting HMO coverage.

. Change calculation of the
federal government's payment from share of plan cost to defined—contribution
amount.



ACCESS ENHANCEMENT
Establish New program: Subsidized purchase of private health plan coverage.

Use revenue generated from tax cap to organize new entities called "public sponsors":
limit eligible population to what can be supported by tax cap revenues. Possibility:
children under age 18.

- State agency %ublic sponsor") seeks bids from qualified private health plans.

- Public sponsor makes health plans available to low income individuals;
premium varies with to income.

- New program seeks to accomplish same goal as "Medicaid buy-in": coverage
for poor and near poor who are not new Medicaid-eligible.

Allow tax credit for low income persons for purchase of health plans

As with the New Program (see A, above), the credit's fiscal impact could be limited by

making the credit available only for children's policies.

Expand public programs

0 Medicaid eligibility expansion

0 Medicaid "buy-in"

0 Direct service delivery (e.g., Community Health Centers)

Improve access to health insurance for small employers

Deals with problem of lack of insurance for employees of small times, and their
families.

- Allow plans insuring small employers to use Medicare rates to pay doctors and
hospitals.

- Provide federal seed money and technical assistance for health insurance group
purchasing arrangements for small employers.

- Pre-empt state mandated benefit laws for insurance purchased through multi-
employer trusts.

Create incentives/penalties related to provision of insurance by employers.
Deals further with problem of uninsured members and families.

0 Mandate health benefits (e.g., Kennedy bill)



0

Mandate "play or pay" system, whereby employers must provide worker health
insurance ("play"), or they are subject to a payroll tax to finance vouchers for
those without employer—provided health insurance ("pay").



HEALTH CARE REFORM OPTIONS

BACKGROUND FACTS

The United States leads the world's economies in the share of GNP devoted to
health care.

- 11.2% of GNP in the US; 7.1% in the EC; 6.8% in Japan.

- $2,051 per capita in the US v. $1130 for the EC and $915 in Japan.

US health spending is growing at twice the rate of the economy as a whole, and
will reach 15% of GNP by the year 2000.

- 20 cents of every new dollar added to GNP goes to health care.

Higher spending in the US has not led to comparatively better health outcomes.

The EC and Japan have universal health plan coverage. In contrast, 31 million
Americans do not have health insurance.
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COST CONTAINMENT

A. Spending restraint via tax code incentives

Full-year revenue effect of taxing contributions above:

per month cost for family/cost for individual coverage; cap indexed to CPI/U

1990

1991

1992

1993

1994

revenue in billions

% insured % insured % insured
$200/$80 over cap $250/$100 over cap $350/$140 over cap
6.0 40% 3.5 30% .6 7%
10.8 47% 6.5 34% 1.4 13%
14.0 52% 8.9 38% 24 16%
18.4 58% 122 40% 39 19%
245 60% 16.6 43% 6.2 23%

Treasury estimate; November 1988

Treasury has not estimated the revenue effect of this alternative. Non-profits and
state/local governments would not be subject to the cap unless an excise tax was
imposed.

3. Link tax treatment to structure of health plan

Provide differential tax trcatment to encourage more efficient health plans (e.g.,

HMOs, which have demonstrated the ability to provide care more efficiently.)

0

Use federal programs to leverage other cost containment reform efforts.

Allow private health plans to pay for hospital and physician services using
Medicare payment rates.

Provide option for state-level all-payor expenditure targets for hospital and
physician services.



. Use federal programs to promote managed care
o Medicare. New preferred provider organization (PPO) option for beneficiaries.
Coordinated open enrollment process for PPOs and HMOs. Lower Medicare
Part B premium for beneficiaries selecting HMO coverage.
0 / i . Move federal employees'
health plan from share of plan cost to defined-contribution plan.

D. Fund development of new tools to facilitate prudent purchasing of health care

Private health plans currently have available only a few tools (e.g., pre-—admission
review) to manage cost and quality. Moreover, these are of limited scope and impact.

Focus of research effort would be to devclop methods to permit purchasers of care to
identify efficient providers (low cost, high quality) and to identify unnecessary or
substandard care. This is a classic public good.

E. Medical liability reform

Use federal health care programs as leverage for tort reform, or pre—empt state law.

0 A "low option" would make procedural reforms without changing basic tort
law.

0 A "high option" would make changes in tort law.



ACCESS ENHANCEMENT

New program: Fulfilling the President's "Medicaid buy-in" commitment through the
private sector

Use revenue generated from tax cap to organize public sponsors; limit eligible

population to what can be supported by tax cap revenues. Possibility: children under
age 18.

- State agency ("public sponsor") seeks bids from qualified private insurers.

- Public sponsor makes health plans available to low income individuals;
premium varies with income.

Tax credit for low income persons for purchase of health plans

As with the New Program (see A, above), the credit's fiscal impact could be limited by

making the credit available only for children's policies.

Expand public programs

o Expand Medicaid eligibility

o Medicaid buy-in

o Direct service delivery (e.g., Community Health Centers)

Improve access to health insurance for small employers
Options and incentives include:

- Allow plans insuring small employers to use Medicare rates to pay doctors and
hospitals.

- Provide federal seed money and technical assistance for health insurance group
purchasing arrangements for small employers.

- Federal legislation to facilitate establishment of state risk pools.

Incentives/penalties related to provision of insurance by employers.
0 Mandate health benefits (e.g., Kennedy bill)
o "Play or pay" system, whereby employers not providing health insurance are

subject to a payroll tax to finance vouchers for those without employer—
provided health insurance.
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