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MEMORANDUM 


TO: Hillary Rodham Clinton January 23. 1993 
FR: Chris J. 
RE: Tomorrow's Congressional Leadership Meeting, 
cc: Melanne 

Pat Griffin and Steve asked me to draft'up the memo that they are 
providing for the President in preparation for tomorrow's meeting with Speaker 
Foley and Majority Leader Mitchell. In case,you have not yet seen it. I am 
attaching a copy of it for your use. ' 

Late Breaking News: Based on my conversation with Senator Mitchell's 
Chief of Staff today (John Hilley). It is my hunch that Senator Mitchell may say 
that our desire for something close to simultaneous action on the legislation 
from the two chambers may be desirable, but may not be overly realistic. (If he 
does not say it. he probably believes it.) There are at least a few reasons why 
Senator Mitchell might come to this conclusion: 

(1) the Senate almost always acts after 'the House and he may feel he 
cannot deliver on such a commitment; , 

,(2) the Finance Committee does not havethc:; staff capab1l1ty to produce a 
product without a House version to work off~of; and 

(3) the fact that. unlike the House, the Senate will need Significant 
Republican support to pass a bill will slow down the process beyond 
what is necessary for the House. 

Regardless. it is still important to explore this option and the other 
coordination issues the memo ralses with the' Leaders. It will give you an idea 
as to how much they. and particulary the Speaker, will get engaged and want 
to press (and coordinate with) his ChaJrmen i:n the' upcoming legislative 
process. ' 

You may also want to take this opport~nity to get a read from Senator 
Mitchell as to where he believes Senator,Dole is (and, more importantly. will 
be) over the next several months on the health care issue. Understanding that 
politics complicates all of this with regard to Dole, does Senator Mitchell have 
any suggestions as to how to interact with the Minority Leader for the early, 
part of the Senate deliberations? 

I 
I 
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On a related note, because of the need for Republican Senate support, 
you may wish to ask Senator Mitchell (or he may ask you and the President) 
about how soon we should re-engage our visible bipartisan outreach effort 
with Republicans. (As you may know, we have been conducting numerous 
separate briefings with the Senate Finance and Senate Labor Committee staff; 
at our request, and that of the Committees, they have all been bipartisan.) 
More specifically, when you discuss the proposal for a meeting with the 
Committee Chairs, Senator Mitchell may suggest that we start thinking about 
integrating the Republican Ranking Members for these discussions. (The 
House Chairs probably won't like this at least right away. but I agree that we 
must get Dole, Chafee. Packwood and Kassebaum.in here very soon.) 

On a somewhat unrelated matter. I am also attaching a draft of our 

latest analysis of the impact of the Health Security Act on the State of New 

York. As you will note, we come to the conclusion that New York does quite 

well under reform. 


We plan to brief Senator Moynihan's staff on our findings tomorrow 
afternoon at 4:00. (While Governor Cuomo's office will almost assuredly 
dispute our findings, we believe that at least Senator Moynihan's staff will be a . 
bit more receptive; I will be at that meeting and will give you and Melanne a 
reaction assessment.) This type of information will not be available for every 

. State prior to the NGA meeting. but we will have an overall impact assessment 
on the States. as well as some internal analysiS on some key States that John 
Hart antiCipates that you and the President would like to have on hand. 

http:Kassebaum.in
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THE WHITE HOUSE' 

WASH I NGTON 

January 22, 1994; 

MEETING WITH SPEAKER FOLEY AND MAJORI1Y LEADER MITCHELL 

DATE: January 24, 1993 
LOCATION: Oval Office 
TIME: 3:00 pm , 
FROM: Pat Griffin 

I. 	 PURPOSE 

• 	 To refocus the Congressional Leadership on health care. 

• 	 To jointly develop a specific legislative action timetable and strategy that, 
while somewhat flexible, will provide the Administration, the Leadership 
and the Committee Chairmen the guidance and discipline necessary to pass 
a signable bill. 

• 	 To attempt to get the Leadership to agree to establish a mechanism that 
simultaneously coordinates ongoing policy and strategic modifications 
between Committee Chairs. 

• 	 . To outline the role the Administration currently plans to play in the 
legislative process and to seek feedback to it. 

• 	 To obtain guidance about how we can best ensure a successful follow-up 
meeting with the Leadership and the five Committee Chairs of primary 
jurisdiction over health legislation. 

II. 	 BACKGROUND 

Looking at the constrained legislative calendar, noting that Members are diversely 
positioning themselves as it relates to health care, and keeping in mind the 
politics of any election year, it is clear that the Congress must be kept on a tight 
and well orchestrated timetable in order to produce a product that achieves the 
universal coverage/affordability marker that has been laid out by you and the 
First Lady. The Congress will not be responsive to this challenge unless the 
Leadership is invested and has agreed upon a reasonable timetable and strategy 
that, while somewhat flexible to currently unforeseen developments, serves to 
discipline the process. This meeting has been designed to facilitate this outcome. 
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AGENDA ITEMS 

Timetable. Develop an agreed upon and fairly specific (but internal) 
timetable for Congressional actions (Le, Committee mark-ups, floor 
schedule, conference, etc.) and a strategy about how best to stick to the 
schedule. (Inherent in this discussion is an understanding that, even if you, 
the Speaker and the Majority Leader are in agreement, the strategy must 
also be sold to -- and accepted by -- the five Chairmen as well.) 

The easiest way to get a timetable agreed upon is to work backward with 
the Speaker and the Majority Leader. .While the best outcome would be to 
have a bill to your desk by the August recess, a much more realistic goal is 
to have it pass both chambers and be in conference by that timeframe. 
(Attached is a one page legislative calendar that outlines such a scenario.) 

Although finalizing a conference agreement and passing it through both 
Houses will be extremely challenging, the most difficult hurdle will be 
getting the bills into conference. As such, the primary focus of your 
conversation should be on how best to get the bills out of the Committees 
and onto the respective chamber floors for a vote on an acceptable 
legislative product. (A background on this process is attached for your 

a
review.) Any significant delay in this process will serve to either make it 
impossible to complete Congressional action prior to adjournment or will 
produce a substandard product (because opponents will have greater 
leverage in undesirably modifying the bill.) 

2. 	 Process Strategy to Work Within Timetable. There is no question that 
many House Members live in fear of being whip-sawed by the Senate if 
they are forced to move first and take a tough political vote on health care, 
particularly in this election year. They have no interest in witnessing a 
repeat of what they feel they went through in last year's budget process. 

To be responsive to the understandable concerns of the House, we 
recommend that you push the idea of a simultaneous, bicameral 
Committee and floor vote strategy. If the Senate Finance Committee, and 
thus the Senate as a whole, delays their action well beyond House 
Committee/floor action, we fear that there is a realistic possibility that the 
House will report out bills that they believe will not place them in a 
political vulnerable position (i.e., a significantly and unacceptably watered 
down bill). 



There 	is little doubt that our simultaneous Congressional action 
recommendation conflicts with the institutional history of the Senate and 
the make-up of the Finance Committee, and it will be difficult to 
implement. Having said this, we believe it is still essential to attempt this 
because (1) we believe that a bill you are satisfied with might not be 
produced without this approach and (2) even suggesting it at least signals 
to the House that we are sensitive to their legitimate concerns. 

Consistent with the concept of working concurrently with the Committees is 
a need to coordinate substantive policy modifications with the Committee 
Chairmen. If Committees report out completely opposite approaches, 
marrying the policy within the Rules Committee (and on the floor in the 
Senate) will be made extremely difficult. The only people who have a 
chance to even raise this Committee coordination concept with the 
Chairmen are their Leaders. We recommend that you raise this concept 
with Speaker Foley and Majority Leader Mitchell as something that seems 
desirable and ask them whether they believe it is feasible. The optimal 
outcome from this proposal would be an agreement to establish a 
bicameral, Committee Chairmen coordination mechanism. A chamber 
specific coordination approach would still be a great step forward. 

3. 	 Administration Role. It is important that you and the First Lady define 
the role you feel would be best to play throughout the legislative process, 
with a particular emphasis on the nex~ two months or so. In so doing, you 
may wish to describe how you feel that the most useful contribution you 
can make to the work of the Congress is to keep the public debate focused 
on the fact that there is a health care crisis .and that employer-based 

. universal coverage is the only viable solution. 

We would recommend that you reiterate that you have no desire or 
intention to micromanage the process because you feel it would be 
counterproductive for the Administration to be involved in the day to day 
actions/decisions of Committees. This does not mean the Administration 
is not engaged in the work of the Committees; it does mean, however, that 
it is a role that is primarily technical and behind the scenes until later in 
the process. You want to make sure, as we suspect is true, that they agree 
with this strategy. 



4. 	 Preparation for Chairmen's Meeting. The meeting should not conclude 
until you discuss how best to prepare for the next meeting with the 
Committee Chairmen. We would recommend that you seek their advice 
about the most appropriate timing, setting, and agenda of the Chairmen's 
meeting. You may also wish to solicit Leadership's assessment of where 
the Chairmen stand on the ability to report out comprehensive health 
reform bills. 

IV. 	 PARTICIPANTS 

The President 

The First Lady 

Speaker Foley and his staff, George Kundanis 

Majority Leader Mitchell and his Chief of Staff, John Hilley 

Pat Griffin 

Harold Ickes 

Ira Magaziner 

Steve Richetti 

George Stephanopoulos 

Melanne Verveer 


V. 	 SEQUENCE OF EVENTS 

Members and staff arrive at 3:00. 

The President opens up meeting and calls on the First Lady to make a few 
remarks about how appreciative she has been for all the past advice and how 
much we will need the Leadership's assistance throughout the upcoming 
challenging process. 

The President briefly outlines the four agenda items that he would like to discuss 
and opens up the discussion with the Speak~r and the Majority Leader. 

VI. 	 PRESS PlAN 

Closed press. (White House photographer will be present.) 



POSS:IBLB HEALTH CARE TDm'l'ABLB 

January 1 to January 31 

Activities: 

• 	 committee staff/Meetings with Administration (ongoing) 
• 	 President convenes meeting with Leadership 
• 	 state of the Union 
• 	 Hearings continue 
• 	 Meeting with Chairmen 

February 1 to March 31 

Activities: 	 Recess: February 14 - February 22 

• 	 Hearings continue 
• 	 Subcommittee mark-up begins (House Committees) 

April 1 to May 31 

Activities: Recess: 	 March 28 - April 10 
May 27 - June 7 

• 	 House full Committee mark-ups 
• 	 Senate Finance and Labor Committee mark-ups 
• 	 Leadership reconciliation of diff~rent bills (if bills 

reported out) 
• 	 House Rules Committee mark-up 

June 1 to June 30 

Activities: 

• 	 House and Senate/House Rules mark-ups (if not done already) 
• 	 House floor consideration and final vote 
• 	 Senate floor amendment marriage (between Labor & Finance) 
• 	 Senate floor consideration 

July 1 to August 14 

Activities: 	 Recess: July 1 - July 10 
August.15 - September 6 

• 	 Senate floor vote no later than mid July 
• 	 House and Senate conference commences no later than late July 

August 15 to October 7 (Target Adjournment Date) 

Activities: 

• 	 Conference Report/House and Senate floor vote 
• 	 Final passage 

http:August.15
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CONGRESSIONAL ACTION PROCESS FOR HEALTH REFORM 

Since health care legislative jurisdiction is divided among several committees in 
both the House and the Senate, it will be necessary for different, and perhaps conflicting 
approaches to be stitched together before legislation is brought to the full House and 
Senate for a vote in the spring. This process will require several weeks after the bill is 
reported from the committees. The process will require leadership both from the 
Administration and from Congressional leaders, but the Committees must also be 
permitted enough room to work out issues independently, and to win a majority in each 
committee. The Administration must avoid attempting to micro-manage at each 
Committee, while at the same time providing the technical support and prodding without 
which the process is likely to bog down. 

In the Senate, Majority Leader Mitchell has the authority and responsibility to 
schedule the timing and substance of what is brought to the floor before the full Senate. 
In so doing, he (working closely with the Administration, Chairman Moynihan and 
Chairman Kennedy, as well as -- hopefully -- Republican Leader Dole) must decide 
what provisions will go into a Leadership amendment to the bill (S. 1757) pending on the 
Senate calendar. 

As of this writing, it is unclear whether the Finance Committee and the Labor and 
Human Resources Committee will be able to work out an amicable agreement on a 
division of jurisdictional responsibilities. Regardless, the advantage we have going in is 
that the Majority Leader has very good working relationships with the two Committees and 
can be counted on to push the Chairmen and the Gommittees, to the degree necessary, 
to' report out their versions of the legislation in a timely manner. 

Should there be an unacceptable delay in reporting out the bill, the Majority Leader 
can always call up the bill directly off the Senate calendar. amend the bill himself and call 
it up for Senate consideration. (Obviously, this would not be the most preferable action 
because it would bypass the Committee process and signal a significant lack of 
consensus.) Under any scenario, at some point during Senate floor deliberation, 
Republicans will engage in a fillibuster. As a result, a 60 Member vote will be necessary 
to get to get final passage through the Senate. 

In the House, the process will be managed by the leadership through the Rules 
Committee, which will determine what version goes to the floor, as well as the content 
and order of amendments that will be permitted on the floor. In the event that anyone 
Committee is unable to report out a full version of the health care plan, the version going 
to the floor could reflect the high water mark rather than the least common denominator, 
with the burden then on the opposition to muster a majority to amend the package. 



It would be ideal for the Committees to track each other closely, but if they are 
unwilling or unable to coordinate, the Rules Committee can still fashion a single new bill 
representing a negotiated agreement, if the leadership is willing to use the powers of the 
Rules Committee. Since the leadership has firm control over the Rules Committee, 
provided we maintain a majority in the full House, a bill could not be held hostage even 
if a problem develops in one or another committee.. In the event that a Committee is 
Unable to muster a majority to report the bill to the floor, the Rules Committee could 
report out a rule that would discharge the Committee from further consideration and clear 
the bill for floor consideration nonetheless. 

Since a rule only requires a majority of votes, not unanimous consent or a 
supermajority, even substantial opposition would not present an insurmountable obstacle 
to floor consideration. 

The process of reassembling a bill at the Rules Committee will involve many of the 
most significant decisions and the Administration will want to playa substantial role in the 
negotiations. To preserve our ability to help shape the final product sent to the House 
floor, it would be preferable to avoid making unnecessary commitments during earlier 
committee consideration. It is inevitable that many issues will be revisited when the bills 
are stitched together again by the leadership at the Rules Committee. At the same time, 
the ,Administration will need to provide constant prodding to keep the process .moving 
along, and on many occasions, we will need to help committees develop alternatives to 
keep the process moving along. 

Once the bills pass both Houses, the conference will represent another test for the 
, Congress· and the Administration. It is our expectation that the conference will last 
through the summer and into most of September. And, as is typical with the Congress, 
only the prospect of the end of the session and the pressure .from Members desiring to 
adjourn to attend to reelection efforts will produce the conference agreement. 

Our success in influencing the conference process will depend on the degree to 
which we were able to establish productive working relationships with the Committee 
Chairmen and the Leadership earlier in the legislative process. To the degree this 
occurs, the Chairmen will call on us to referee conflicting opinions and positions. It will 
also open the door for us to put pressure on the conferees to conclude the agreement 
prior to Congress going out of session. 



MEMORANDUM 


TO: Clinton Administration Health Team 

FR: Chris Jennings and Steve Edelstein, Health Transition Staff 

RE: Meetings/Outreach Report 


DATE: January 24, 1993 

During the last two months, the Health Policy Transition Team reached out to as many 
individuals and groups as possible who are interested in contributing to or affecting President 
Clinton's health care reform initiative. The outreach effort that I chaired was aimed at the 
various and multiple interests of the Members of Congress, the Governors and non-executive 
branch state and local governments, aging/long term care/prescription drug coverage 
advocates, small businesses, and pharmaceutical interests. Bruce Fried met with virtually 

. every other interest group that does not fall under these categories. His report is being 
forwarded under separate cover. 

Meetings were held with numerous individuals and/or organizations, either individually or in 
groups. The meetings had several purposes: 

1. 	 Informing individuals and/or groups about the structure and personnel of the 
Transition and the Health Policy Team. . 

2. 	 Informing them about the President-elect's position on health care reform, 
basically a reiteration of the Campaign position. 

3. 	 Obtaining the views of the participants & making specific requests for their advice 
and recommendation on various policy issues. In all cases, those who 
expressed a concern about a particular issue w~re requested to provide their 
position and any alternative policy recommendation, in writing, to the 
Transition Team. Policy recommendations submitted by groups were 
forwarded to the group within the Health Policy Team for their consideration. 

4. Focusing participants on high priorities, rather than laundry lists. Discussing 
the need for everyone to make contributions/sacrifices for health care reform 

to get enacted. In that regard, asking them to be part of the solution and not 
part of the problem. (Almost without exception, this message was heard and 
well received). 

Files containing any pertinent notes on these meetings,or: containing written materials 
submitted by the individuals or groups, are being transferred to appropriate offices within the 
Administration. A listing of the individuals and/or groups we met with, along with a brief 
summary of their general health care position, can be found on the following pages. 

1 



CONGRESSIONAL OUTREACH: 

1. Congressional Leadership 

Senate 

George Mitchell, Senate Majority Leader 
Bob Dole, Senate Minority Leader (through staff) 
Senator Moynihan, Finance Committee Chairman 
Senator Bob Packwood, Finance Ranking Republican Member (through staff) 
Senator Kennedy, Labor and Human Resources Chairman 
Senator Nancy Kassebaum, Labor Ranking Republican (through staff) 
Senator Jay Rockefeller, Finance Medicare Subcommittee Chainnan 
Senator Dave Durenberger, Finance Medicare Subc. Ranking Republican 
Senator John Chafee, Finance Medicaid Subc. Ranking Republican (through staff) 
Senator David Pryor, Aging Committee Chairman and Secretary of the Senate 

House 

Speaker Foley (through staff) 

Minority Leader Michels (through staff) 

Richard Gephardt, House Majority Leader (through staff) 

Newt Gingrich, Republican Whip (through staff) 

Congressman Dan Rostenkowski, Ways and Means Chairman 

Congressman Bill Archer, Ways and Means Ranking Republican (through staff) 

Congressman John Dingell, Energy and Commerce Chairman 

Congressman Norman Lent, E&C Ranking Republican (through staff) 

Congressman Pat Ford, Labor and Education Chairman (through staff) 

Congressman Pete Stark, Ways and Means Health Subcommittee Chainnan 

Congressman Henry Waxman, Energy and Commerce Health Subc. Chainnan 

Congressman ·Pat Williams, Labor and Education Subcommittee Chainnan 


(through staff) 

Policy Positions: First, as it relates to the Democratic Leadership, there was a very 
encouraging willingness and desire to work in concert with the new Administration to 
develop a health reform proposal. As a sign of this cooperation, with the exception 
of one representative (Pete Stark), all agreed to hol~ off on introducing initiatives that 
could potentially signal that the Democrats ~ere heading in conflicting directions. 

The Democrats mentioned above, most particularly the two Majority Leaders, fell' that 
the only wayan inevitably controversial and complex health care refonn bilfcould 
make it through the Congress would be for all· or most of the Democratic Leadership 

2 




to get behind a relatively detailed and unambiguous health care proposal pushed by 
the new President. A process by which this could be achieved was established by the 
Transition Team. An agreement to have regular and" substantive meetings was 
reached and, at the conclusion of the Transition" many of these meetings were 

'deferred until the major health care players of the new Administration were in place. 

Although there are widely varying opinions on how to proceed with health care 
reform, the likelihood of success in achieving a sufficient amount of support in the 
Congress for a Clinton health reform plan seems good as long as careful and 
consistent consultation takes place among the ,members and particularly the leadership. 
In preparation for the Committee Chairman's meeting with the then President-elect, a 
brief memo on their current reform positions was drafted and is attached for your 
review. In addition, a detailed summary of the Senate Finance Committee members 
background in the health care area, which was produced for Secretary Shalala for her 
confirmation hearing is also attached for your uSe. ' 

2. Outreach to Rest of the Congress: 

Senator Max Baucus (Dem. - Montana) 

Senator Jeff Bingaman, (Oem. - New Mexico) 

Senator David Boren, (Oem. - Oklahoma) through staff 

Senator John Breaux (Oem. - Louisiana) through staff 

Senator Tom Daschle (Oem. - South Dakota) 

Senator Bob Kerrey (Oem. - Nebraska) 

Senator Howard Metzenbaum, (Dem.- Ohlo) 

Senator Donald Reigle (Oem. - Michigan) through staff 

Senator Paul Wellstone, (Oem. - Minnesota) 

Senator Harris Wofford (Oem.• Pennsylvania) 

Congressman Mike Andrews (Oem. - Texas) 

Congressman Xavier Becera (Oem. - California) 

Congresswoman Cardiss Collins (Dem. - Illinois) 

Congressman John Conyers (Oem.• Michlgan) 

Congressman Jim Cooper (Dem. - Tennessee) 

Congressman Kika de la Garza (Dem~ - Texas) 

Congressman Harry Johston (Oem. - Florida) 

Congressman Jim McDermott (Oem. - Washington) 

Congressman Robert Menendez (Oem. - New Jersey) 

Congressman Solomon Ortiz (Oem. - Texas) 

Congressman Bill Orton (Oem. - Utah) 

Congressman Bill Richardson (Oem. - New Mexi,co) . 

Delegate Carlos Romero-Barcelo (Oem. - Puerto Rico) 
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Congresswoman Lucille Roybal-Allard (Oem. - California) 

Congresswoman Louise Slaughter (Oem. - New York) 

Congressman Charles Stenholm (Dem. - Texas) through staff 

Congressman Louis Stokes (Oem. - Ohio) 

Congressman Mike Synar (Oem. - Oklahoma) 

Congresswoman Nydia Velasquez (Oem. - New York) 

Congressman Ron Wyden (Oem. - Oregon) 


Congressional Black Caucus 

Congressional Hispanic Caucus 

Senate Rural Health Caucus 


Policy Positions: Obviously there is and there will continue to be a wide range of opinions 
relating to national health reform amongst this group. Almost without exception, however, 
these particular members are committed to achieving the goals of cost containment and 
universal access. In attempt to reach out to all members of Congress, regardless of their past 
or current positions, the Transition Team sent a memorandum to every member soliciting. 
suggestions and the names of key staff contacts.. This communication was extremely well 
received, particularly among the Republicans. 

STATE AND WeAL INTERESTS: 

1. Governors 

National Governors' Association. 

Governor Lawton Chiles (Dem. - Florida) 

Governor Howard Dean (Oem. - Vermont) 

Governor Jim Florio (Oem. - New Jersey) 

Governor Roy Roemer (Oem. - Colorado) 

Governor John Waihee(Dem. - Hawaii) 

Governor David Walters (Dem. - OkJahoma) 


poncy Positions: Governors have a great interest in working collaboratively with 
President Clinton in the development of a health care reform proposal. Their priorities are 
.that any proposal contain significant state flexibility in terms of state administration, cost 
containment, and personnel and technology distribution. Those states who have 
comprehensive state-wide reform proposals in place consistently argued that efforts aimed at 
passing a national reform initiative should not hinder the development of state plans. The 
transition team, in consultation with the NGA, incorporated the governors and their 
representatives into the policy work groups that were estahlished. Lastly, although not 
related to comprehensive reforms, almost all Governors would also like to see immediate 
Medicaid financial and administrative relief provided to the states; 
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2. Other State and Local Officials 

Association of Attorneys General 

American Public Welfare Association 

City Managers Association 

National Association of Counties 

National Association of State Treasurers 

National Association of Towns and Townships 

National Caucus of Black State Legislators 

National Conference of State Legislatures 

National League of Cities 

U.S. Conference of Mayors 

State Senator Robert Connor (Rep. - Delaware) , 

State Representative Art Hamilton (Dem. - Arizona) 

State Representative Torn Mason (Dem. - Oregon) 

State Representative Karen McCarthy (Dem. - Missouri) 

State Senator Cindy Resnick (Oem. - Arizona) 


, . State Representative David Richardson (Dem. - Pennsylvania) 

Policy Positions: Policy positions extremely similar to the Governors. However, 
they strongly believe that they have an important and unique perspective, separate and apart 
from the Governors that should be incorporated into the policy development process. , 

AGING/WNG TERM CARE/PRESCRIPTION DRUG ADVOCATES: 

1. Consumer Groups 

Alzhei mer's Association 
American Association of Retired Persons 
Consumers Union 
Families USA 
National Association of Area Agencies on Aging 
National Committee to Preserve Social Security and Medicare 
National Council of Senior Citizens 
National Council on the 'Aging 

In addition, met in group settings with: 

The Leadership Council of Aging Organizations (32 national aging organizations) 
The Long Term Care Campaign (representing, 137 cooperating Organizations 

Save Our Security (representing over 100 organizations) 
Generations United (representing numerous aging and children's advocates) 
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Policy Positions: Almost without exception, all of these· visible and potentially 
powerful interest groups are assuming that there will be a prescription drug benefit 
for both the under and the over 65 population. (They repeatedly cite Clinton 
campaign pledges to make this happen). They also are relatively confident, based on 
campaign rhetoric, that strong drug cost containment be applied to these benefits so 
that beneficiaries and taxpayers are not saddled with overwhelming premium costs. 
They are so certain that the drug benefit coverage and cost containment campaign 
pledges will be met that they did not even spend much time lobbying for them. 

The primary two-pronged theme emerging from these meetings is that long term care 
cannot be forgotten, so don't assume that a drug benefit will suffice. Once again, 
they cite campaign pledges to meet the long term care need. The room for 
compromise in these groups' positions with regard to long term care is that it can be 
phased in over a period of time. In fact, it appears that most would be satisfied with 
a home health benefit, which includes personal care assistance services for the 
disabled, that sets up a process as to how to deal with the institutional (nursing home) . 
long tenn care shortcomings in the current system. 

2. Provider Groups 

National Association for Home Care 
American Health Care Association (Nursing Homes) 
American Association of Homes for the Aging" 
National Institute on Adult Daycare 

Policy Positions: The long-term care provider "groups generally support health care 
refonn. None are strongly wedded to a particular approach. Instead, they are 
looking to win points from their accommodating position on health care reform which 
they can parlay into the inclusion of some kind of long-term care program as part of 
the health care reform effort. Most would accept a less than comprehensive long
tenn care benefit if it contained some coverage for the services provided by their 
membership. The only significant exception to the above, is that home care providers 
are now strongly advocating the inclusion of home care services within any minimum 
benefit package for the under 65 population. 
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SMALL BUSINESS INTERESTS: 

National Association of Life Underwriters (Insurance Agents) 
National Federation of Independent Businesses 
Nalional Small Business Legislative Council 
National Small Business United 
U.S. Chamber of Commerce 

Policy Positions: A sizable segment of the small business community will oppose any 
reform plan that includes a mandate. They view it as an unwarranted intrusion by 
government on the operation of their business. But the :response of the majority of small 
businesses will hinge very strongly on the timing of the phase-in schedule, particul~ly the 
relation of the mandate to implementation of cost controls. Small businesses will complain 
most bitterly if the mandate precedes any significant effort to reign in private market 
insurance costs. They may offer grudging support for the plan if cost controls are in place 
prior to the mandate. 

In a significant recent development, the National Small Business Legislative Council 
has signaled their willingness to consider a mandate if the cost issue is adequately addressed 
and small businesses are not unduly burdened (Le. they receive sufficient subsidies). 
However, Small Businesses United, previously considered the more liberal small business 
group has not indicated any change of their position in opposition to a mandate, instead 
favoring a broad surtax on income to finance expanded access to health care. the most 
visible and influential small business advocacy group is without question the National 
Federation of Independent Business. Although our meetings with 'them have been non
confrontational and constructive, it is highly unlikely they will see it in their interest to 
support any health care plan that includes an employer mandate. 

The National Association of Life Underwriters is particularly concerned with the role 
of independent insurance agents after the refonn plan goes into effect. They fear that with 
health insurance purchasing cooperatives, the role of indC!pendent insurance agents will be 
obsolete and most will be forced out of business. They have suggested the purchasing 
cooperatives be permitted to contract out with agents to sell the approved policies. 
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PHARMACEUTICAL INTERESTS: 

1. 	 Drug Manufacturers 

Merck 

Johnson and Johnson 

Pfizer 

Schering Plough 

SmithKlineBeecham 

Syntex 

Eli Lilly 


Searle 

Marion Merrel Dow 


Policy Positions: The industry has initiated conversations about a voluntary drug 
price agreement in which drug manufacturers would keep their price increases to at or below 
the general inflation rate. It is their desire to use this proposal as a substitute for much more 
intrusive and unappealing government cost containment intervention. They also have come 
out in support of the concept of managed competition as another market-based and acceptable 
approach to containing costs. Merck and a few other companies acknowledge that their 
remain outstanding issues on their voluntary price constraint proposal including a lack of an 
enforcement mechanism, an assurance that all companies would e~ter such an agreement, and 
the a concern that the price constraints would not be extended to all purchasers, particularly 
non-managed care purchasers. The industries infatuation with the voluntary agreement and 
managed competition does little or nothing to address an,d contain the prices of new drugs. 
This is particularly the case with new drug products t~at have no therapeutic alternatives and 
for which there can be no competition. 

2. 	 Generics 

Generic Pharmaceutical Industry Association 

Nationa! Association of Pharmaceutical Manufact)Jrers 


. National Pharmaceutical Alliance 

Policy Positions: These associations, representing numerous generic companies, do 
not want to be singled out as the bad guys of thepharrnaceutical industry. They argue 
persuasively the they are not contributing to drug pri~ inflation. Their primary request is to 
insure that they be treated differently than the name brand manufacturers and, in fact, 
protected to insure that they continue to provide a cost-effective alternative to name brands. 
They obviously do not have major concerns about limitations on new drug prices. 
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3. 	 Biotech Interests 
Industrial Biotechnology Association 


Roche Pharmaceuticals 

T Cell Sciences, Inc. 

Novo Nordisk 

Genetech, Inc. 

Synergen, Inc. 


Policy Positions: The biotech industry has one primary concern related to drug 
prices: the regulation of prices of new drug products. They feel that any such regulation will 
not only constrict but may eliminate them as an industry because they live or die on their 
ability to produce new products over the next several years. 

4. 	 Phannacists 

A merican Pharmaceutical Association 
American Society of Consultant Pharmacists 
National Association of Chain Drug Stores 
National Association of Retail Druggists 

Policy Positions: These organizations represent a relatively diverse and 
comprehensi ve cross section of the nation' s pharmacists. They have yet to agree on a unified 
position but in general all agree that a minimum benefit package should cover pharmacist 
services. they argue that such services are cost effective because they assure appropriate 
compliance and help guard against expensive adverse drug reactions. They also appear to be 
moving toward a position that at least on a temporary basis assures that all pharmacists who 
provide covered services are protected from being excluded by insurers attempting to 
contract with selected individual pharmacists. 

5. 	 Purchasers 

Group Health Association of America 

American Society of Hospital Pharmacists 


Policy Positions: These groups, like other hospital or HMO based purchasers 
requested that any health reform protect their ability to continue to negotiate using manged 
competition methods, such as the use of drug formularies. They therefore oppose the use of 
a provision like the Medicaid -best price- law to contain the cost of any other purchaser 
such as Medicare (they fear that a requirement to provide the best price to the Medicare 
program wi! harm their ability to negotiate freely with drug manufacturers). Lastly, one 
cannot have a discussion about prucahsers without mentioning consumers, please refer to 
aging/long term care/prescription drug advocates section above. 
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MENIAL HEALTH INTERESTS: 

American Academy of Pediatrics; American Psychiatric Association 
American Psychological Association 
.Child Welfare League of AmeriCa 
Mental Health Law Project 
Mental Health Policy Resource Center 
National Alliance for the Mentally. III 
National Association of Community Health Centers 
National Association Psychiatric Treatment Centers for. Children 
National Association Social Workers 
National Council of Community Mental Health Centers, 
National Mental Health Association 

Policy Positions: The mental health groups (the Mental Health Liaison Group--a 
coalition of 25 plus groups, including the American Psychiatric, and Psychology 
Associations, National Alliance for the Mentally Ill, National Mental Health 
Association--supports nondiscrimination between mental health and other health 
benefits for patients and are focused on eliminating what they feel are the artificial 
limits, e.g., 20 visits, etc, on counseling type services. Note that the National 
Alliance for the Mentally III believes that the health reform plan must focus first on . 
the most needy and severely ill. 

Groups insist on the importance of coordinating national reform with existing 
federal, state and local community health systems. To build capacity in commuruties 
to meet mental illness needs, they recommend: expanding mental health block and 
PATH grants, using community mental health block grants to enhance state integrated 
comprehensive service plans for individuals, improving community services with 
demo programs, and developing processes to assure coordination of CMHS services 
development and support. 
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M~10RANDUM 

FROM: 	 Bruce Fried 

RE: 	 Transition Health Policy Group Outreach Effort 
Positions of Various Groups 

DATE: 	 January 24, 1993 

During the Transition, the Health Policy Team aggressively reached out to virtually every 
sector interested in reform of the nation's health care system. Meetings were held with the 
following organizations, either individually or in groups. The meetings had several 
purposes: 

, 
1. Informing groups about the structure and personnel of the Transition and the Health 
Policy T~m. 

2. Informing groups about the President-elect's position on health care reform, basically 
a reiteration of the Campaign position. 

3. Obtaining the views of the groups and making specific requests for their advice and 
recommendation on various policy issues. In all cases, groups which expressed a concern 
about a particular issue were requested to provide their position and any alternative policy 
recommendation, in writing, to the Transition Team. Policy recommendations submitted by 
groups were forwarded to the group within the Health Policy Team for their consideration. 

Files containing notes on these meetings with additional materials are being transferred to . 
appropriate offices within the Administration. Summary of interest group positions follow. 

, 

Chris Jennings has prepared a similar memorandum covering meetings he had with 
pharmacuetical interests, small employer groups, states, Congress, aging advocacy 
organizations and long term care groups. 



·.. 

LABOR 
AFL-CIO 
Ser,vice Employees International Union 
AFSCME 
United Auto Workers 
National Education Association 
International Ladies Garment Workers Union 
Retail, Wholesale, and Department Store Union 
Building Trades Department, AFL-CIO 
Communications Workers of America 
Teamsters 
American Federation of Teachers 
United Mine Workers of America 

Policy position: Labors position is fairly straightforward. In order to secure labor support, 
the Clinton health plan must have a means of achieving a real, enforceable budget, must have 
a mechanism for achieving universal access, and must assure a high-standard for quality 
care. Uni'on presidents advised that they are willing to go to their members for additional 
taxes, but ,advised that they will aggressively oppose the taxation of health care benefits. 

I 

Many unions have special concerns., For instance, the UAWand the Steelworkers are 
concerned: about the problems of retiree health coverage both from the perspective of their 
retired members and from that of their employers who are being required to post unfunded 
health care obligations as liabilities. 

DISABILITY GROUPS 
The Arc 
Epilepsy Foundation of America 
Uruted Cerebral Palsy Associatio,n 
Artterican Speech-Language-Hearing Association 
American Psychological Association 
National Association of Developmental Disabilities Councils 
American Congress of Rehabilitation Medicine ' 
AIDS Action Council 

Policy Positions: The primary concern of disability groups in the design and details of the 
core benefit package. As they put it, health care reform should be "non-discriminatory," 
should haye comprehensive benefits, provided in an appropriate manner, with financing and 
other burdens being equitable. 

The focus on managed care is, a particular concern, the fear being that in a managed 
care environment, the special needs of people with disabilities could be lost or ignored. 
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These groups are particularly concerned about and opposed to an Oregon style 
approach; to resource allocation. 

HEALTH CARE ADVOCATES 
National Senior Citizens Law Center 
National Health Law Program 
Families USA 
Health Care for America 
National Leadership Coalition for Health Care Reform 
Healthcare Leadership Council 

Policy P~sitions: The two law groups have specialized expertise in the health care needs for 
10w-incoJ!1e Americans, particularly with how the current system operates in the real world. 

The National Leadership Coalition ,and Health Calf for America are both coalitions 
committep to comprehensive health care reform. NLC is, better established with business, . 
labor, provider and consumer participation (including F~i1ies USA). Its position is close to 
that articulated during the Campaign. HCA is a vestige of ,the Kennedy health care effort. 
While nO.t as well positioned as NLC, its has a large nurriber of important groups among its 
members~ HCA's position will allow it to be supportive bf the President's efforts. 

; . . . I 
Families USA is an effective advocacy group withi sophisticated grass roots and 

communications abilities. It will support the President's Position with particular attention to 
the coverage issues. I 

The Healthcare Leadership Council is a coalition af large insurers, pharmaceutical 
companies and for-profit hospitals. The organization opWses global budgeting and supports 
a tax cap on benefits in excess of the core benefit package. They would use revenues from 
the tax cap to expand access. They are strongly in supp<{rt of managed competition as 
articulated by the Jackson Hole Group. 
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SINGLE-PAYOR ADVOCATES 
American Public Health Association 
Church Women United 
Citizen Action 
Consumers Union 
Graphic Artists Union 
International Brotherhood of Teamsters 
National Association of Social Workers 
National Council of Senior Citizens 
National Farmers Union 
National Hispanic Council on Aging 
Neighbor to Neighbor 
NETWORK: A National Catholic Social Justice U>bby 

Oil, Chemical, and Atomic Worker Union 

Physicians for a National Health Program 

Public Citizen 

United Cerebral Palsy Associations 

United Church of Christ, Office of Church in Society 

United Electrical Workers 


Policy Positions: The single-payor advocates basically wish that the President would support 
their position. Since he does not, they would like for thei~ to be sufficient flexibility in the 
enacted reforms so that the states can adopt a single-payor :system.. Most of these groups 
recognize that they share the President's objectives and will set aside 
their ideol~gy to support the President so. long as those objbtives are not abandoned. 

RELIGIOUS 
Interreligious Health Care Access Campaign 


National Council of Churches 

United Church of Christ 

United Methodist Church' 

Evangelical Lutheran Church in America 

Church Women United 


US .Catholic Conference 

Policy Position: These groups are very committed to universal access. While other issues 
(financing, quality, etc.) are important, universality is prim~. The USCC is also 
fundamentally committed to progressive reform, but is alsoiopposed to inclusion of abortion 
services in ,the core benefit package. The groups are not generally focused on the specifics 
of the President's position, though many in the IHCAC are: single-payor advocates. The 
church groups have not been particularly effective as health care advocates, but might be 
helpful as the debate becomes more real. I 

I 
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CHILDREN'S HEALTH ADVOCATES 
Children's Defense Fund 
Child Welfare League 
As:sociation of Maternal and Child Health Programs ' 
National Association of Children's Hospitals and Rblated Institutions 
National Commission to Prevent Infant MortaJity , 

March of Dimes Birth Defects Foundation 

Association for Care of Children's Health 


The Alan Guttmacher Institute 
American Academy of Pediatrics 
American College of Obstetricians and Gynecologi~ts 
American Nurses Association ' ; 
American Public Health Association 
American Speech-Lariguage~Hearing Association 
Association for Retarded Citizen~ , 
American Association of University Affiliated Prog'rams 
Health an'd Medicine Council of Washington, 'I 
National Association of Community Health Centers 
National Center for Clinical Infant Programs 
National Council of Community Hospitals 
U.· S. Catholic Conference -- Department of Social Develbpment 
Virginia Perinatal Association 
Women's Legal Defense Fund 

Policy Position: These groups are primarily concerned with the, inclusion on child specific 
health benefits (pre- and neo-natal care, well baby care, i~munizations, etc.) in the benefit 
package. ,Other issues include universal coverage, access to medical care, and the problems 
in the Medicaidprogram: ' I 

MINORITIES 
NAACP , ' 

National Urban League 

National Council of La Raza 

National Hispanic Advisory Committee on Health 

National Congress of American Indians 

Cherokee Nation 

National Indian Health Board , .. I . 


Policy Positions: All groups were primarily concerned with universal coverage, with other 
important issues being quality and cost containment. NonJ of the groups were particularly, 
focused on the President'S plan, except that the Indian grotips were concerned about the 
implications for the Indian Health Serviceand meeting the beeds of very poor and very rural ' 
populations. Hispanic groups are concerned that a manag~ care model that does not address 
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the needs. of a population that often shies away from contact with official offices will still not 
have access to care. 

ALCOHOL AND DRUG ABUSE 
National Association of Alcoholism and Drug Abuse Counselors 
Coalition for the Prevention of Alcohol Problems i 
American Academy of Family Physicians 
National Coalition to Prevent Impaired Driving 
Center for Science in the Public Interest 

Policy Position: These groups were focused on inclusion of alcohol treatment in the benefit 
package, and supportive of a major increase in taxes on aJ~oholic beverages dedicated to 
health care improvements. ! \ . 

EMPLOYERS--LARGE 
National Association of Manufacturers 

including Alcoa 
Wa,shington Business Group on Health 
Na~onal Retail Federation (both large and small employers) 
IBM I 
General Motors .\ . 
Acme Steel 
Bethleham Steel 
Inland Steel 
LTV 
National Steel 
Wheeling-Pittsburgh Steel 
American Iron and Steel Institute ' 
Erisa Industry Committee 
Pepsico 
Association of Private Pension and Welfare Plans 
Johnson & Johnson 

Policy Positions: Large employers are not monolithic in tlieir position. The mature 
I 

industries (auto, steel, etc.) are supportive of health care reforms which effective control 
costs, assure universal coverage,· incent quality care. Othets are opposed to the imposition of 
budgeting strategies. This opposition is essentially ideologi6.I, though real problems are 

. presented in how an effective budgeting approach could be developed and implemented. 

I 
Most large employers are supportive of the managed competition strategies articulated 

by the President -- insurance reform, pooling for small purdhasers, increased use of managed 
I 
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" care delivery systems. Many support a tax cap on benefit~, but would protect the tax 

advantage, for the employer, making excess benefits taxablf as income for employees. , 

Th~ vast majority of large employers self-insure ana will want to protect their ability 
, I ' 

to self-insure in a reformed health care system. Several groups have been asked to make 
policy recommendations on how self-insurance could be mkintained without damaging the 
President's plan. As of this date none have been received. 

INSURERS 

Health Insurance Association of America 

Policy Position: After regularly opposing any kind of co~prehensive reform, 

HIAA now has staked out what can be considered a negotiating position. On access HIAA 

would require employers to offer, but not pay for, a plan, bd offer payroll deduction so that 

employees can purchase the coverage. A gradual phase in lof a mandate might be acceptable. 

On cost containment, HIAA's position is that providers must use uniform rate setting 

methods with all payors. On HIPCs, HIAA likes existing kssociation type schemes. ' 

Believes HIPCs should be tried but should compete againstl other pooling arrangements. 

Want federal preemption of state anti-managed care laws. Support a tax cap. Opposed to 

budgeting. ' 


Large Insurers: 
Aetna' 

Prudential 

Cigna 

Travelers 

Metropolitan Life Insurance Company 


Policy positions: These very large companies generally support managed competition 
strategies. favor expanded managed care (all are deeply into managed care), favor HIPCs 
(but should be exclusive), favor a tax cap, oppose global bJdgeting, and support insurance 
reform (ban on preexisting ,condition exclusions, community rating but with geographic and 
age bands, single claims forms). They favor tort reform. 1jheyare concerned about the 
impact of a mandate on small employers and that subsidies ICOUld lead to rate suppression. , 
All these cOmpanies are members of the Health Leadership Council and HEAL, coalitions 
which support "pure" managed competition. Travelers preferred to keep controls on the 
public sector and let managed competition be tested in the private sector. Travelers is also a 
leader in electronic data and will soon have terminals at ev~ry provider in CT. Health Policy 
Alternatives have been retained by these companies to see if a budgeting mechanism can be 
found to work with managed competition. ' \ 
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Mid Range Insurers: 

Massachusetts Mutual 

N~w York Life· 

Mutual of Omaha 

General American Life 

PhPenix Home Li fe 


Policy Position: These companies are all members of HI~A and generaJly support its 
position. Many are in the small group and individual market and are concerned about 
loosing that business. New York Life made a very effecti~e presentation that managed 
competition is essentially a change in the market with a focus on employees/consumers. 
Their entire marketing is targeted to employers/purchasersl NYLife argues that the Clinton 
plan shoul'd not take employers out of this picture in mak.i~g coverage purchase decisions. It 
'argues that insurers be allowed to operate outside HIPCs tiut be subject to all the same rate 

. and access regulations. NY Life argues (Jike some of the: larger insurers) that association 
coverage should be permitted under a new plan. Mutual ot Omaha supports an employer 
mandate. MoO prefers an all-payor syst~m to budgeting gi~en the complexity of budgeting. 
MoO has a position similar to NY Life, supporting allowing insurers to play outside a HIPC 
but with the same regulations so that it can sell to individu1als. MoO raised concerns about 
the solvency of insurers is small insurers drop out and the number of covered lives is 

expanded. 


BlueCross BlueShield Association 

I 
Policy Position: BC/BS has a more progressive position ~an their commercial counterparts. 
They support 1) insurance reform (rating/preexisting condition bans), increased managed 
care, administrative simplification, 2) moving the market tb community care networks with 
obligations that the percentage of people in AHPs increase leach year. Also would require 
employers to continual increase %age employees in AHP tkch year.in order to keep their 
deduction.: 3) cost containment -- may support targets with triggered caps: see IOWA plan 

I 

Dental Insurers 
Delta Dental Plans 

Policy Position: Two concerns: 1) tax cap may have unintended consequences. In CA only 
21 % of teachers elected to take dental coverage with after lax dollars;2) if dental is part of 
core benefit package it should be priced realistically ($9-1 d/ month/person) 

Supplemental Insurers I 
• I 

. American Family Life Assurance Company (AFLAC) 
. . I 

Policy Position: AFLAC 'expects to do well in a reformed, system since it focuses coverage 
on benefits not normally covered by a primary insurance p~an. Would be well positioned to 
be a supplemental insurer for benefits no~ covered by the 'fre benefit package. 
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MisceIia neous 

Independent Insurance Agents of America 

Policy Position: Concerned about their future in HIPCs. Point to federal flood and crop 
insurance programs as ones where independent agents pla~ a role. No position on tax caps. 
Asked for input on forms and administrative simplification. 

Self Insurance Institute 

Poticy Position: This group is focused on retaining the ability of employers to self-insure. 
Size of HIPCs are a big concern. This group prefers smaller. Also not opposed to 
mandatory coverage. They were asked to provide recommendations on how self-funding 
could be meshed with managed competition. 

PHYSICIANS 

Nothing has been received as of this date. 

I " 

American Medical Association 
Poticy Position: The AMA's position is" set out in Health Access America. It calls for an 
essential benefits package for all, universal pay-or-play coverage, competitive market based 
strategies to control costs while protecting the right to ch06se providers, ban on preexisting 
condition exclusions, and tort reform. Also favor comm~nity rating, taxation of benefits 
above a "benchmark", small group reforms, and administdtive simplification. AMA 
opposes global budgeti ng. " 

American College of Physicians 
Policy Position: ACP's positions are very close to the President's. ACP supports a global 
budget, pay-or-play universal coverage, ban on preexistingIcondition exclusions, community 
rating, outcomes research and practice guidelines, control ef technology. " 

I 

American Academy of Family Physicians 
Policy Position: Very similar to ACP. 

American Academy of Pediatrics 
Poticy Position: Urge that coverage be phased in by covering children and pregnant women 
first. Also, benefits package should be child sensitive, retognizing that children are not 
"little adults. " AAP supports a one tier system. Also retommends that HCFA develop an 
RBRVS for children (was in tax bill, nee(js no legislative ~uthorization.) 

American Society for Internal Medicine 
Policy Position: 'ASIM supports a tax cap. Also believes access should not take a back seat 
to cost containment, and supports an employer mandate. opposes global budgets, but prefers 
flexible goals if necessary. Strongly supports increased fOCus on primary" care. 
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National Medical Association 
, , 

Policy Po~ition: Supports a single-payor system, 

Society on General Internal Medicine 
Policy Position: A single-payor group, mostly academic, very progressive. Support, 
mandates and budgeting. ' , i 

Physicians Who Care ", I ", I ' , 
Policy Position: Supports maintenace of fee-for-service medicin~., Opposes managed care 
reimbursed on capi tated basis. I 

, 
,American Academy of Opthomology, ',i 


American College of Obstetricians and GynecologiJts, 

A~erican College of Preventive Medicine \ 

American College of Surgeons ' 

American Psychiatric Association: 

CoVege of American Pathologists, 

S~iety of Thoracic Surgeons 


, 

, , 

NON-PHYSICIAN PROFESSIONALS 
American Nurses Association 

, American Chiropractic Association 
Anierican Dental Association, , 
American Psychological Association: 
A~erican Optometric Association 

American Podiatric Medical Association 

Arnerican Association of Nurse Anesthetists 

Anierican Physical Therapy Association 

American Academy of Physician Assistants 


, American Association for Marriage and Family Th~rapy I 

American Occupational Therapy Association ' 
American Speech-Language-Hearing, Association 
American College of Nurse Midwives 
As~iation of Minority Health Professions 
Employee Assistance Professionals Association 

Policy Po~itions: These 'groups have a variety of poSitionJ on different issues. They share a 
concern thht non-physician health care prof~ssionals be asshre ofappropriate roles in a new 
health care system. Concerns rijn not orlJy:to issues of li~nsure' andr~imbursemerit but also 
to coverage of their services (Le. ,chiropractic care, mental health services) in the core 
benefit package. Some groups such asthe ANA have detafledpositions or principles on 

'various sy~tem design issues. Most are concerned about tHeir members ability to provide 
care in the new system. ' I 
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HOSPITALS 

American Hospital Association 
Policy Position: AHA has a well developed reform propoSal entitled: A Healthier America 
through Community Care Networks. This plan is similar lin many ways to the President's 
position on managed competition. It calls for coverageo~ a core benefit package in a pay-or
play system. Its networks are similar to the delivery reform/managed care approach. AHA 
is concerned that managed competition will drive hospital~ to be lowest-priced vendor and 
threaten the mission orientation. Might support budgetiI~g if "bottom up", based on 
capitated payment system. Strongly urge anti-trust reforlms to peIlilit easier 
collaboration/coordination by hospitals. , 

Catholic HeaJth Association 
Policy Position: Has a very progressive plan, very simi1¥ to the President's except has 
favored a single-payor approach. Now moving to more of a managed competition strategy 
but with a mandate for employer coverage; budget caps, delivery reform though capitated 
payments.' Interesting in that pJan starts with an articulation of values and builds delivery 
and financing from their. 

Federation of American Health Systems (for-profit: hospitals) 
Policy Position: Very supportive of Conservative Demodratic Forum plan. Supports a tax 
cap. Absolutely opposed to rigid budgeting. Opposed tolmandate due to alliance with small 
employers through HEAL. Major player in HEAL and Health Leadership Council. 

• I·· 
American HeaJthcare Systems Institute . I 

Policy Position: Supports elimination of medical underwriting. Wants a tax cap. Wants 
medicaid expansion to cover the uninsured. Wants tort rdform. Wants equivalent funding 
for training of primary care and specialty doctors. WantS practice guidelines. Oppose global 
budgets. • Supports CDF managed competition plan. 

S1. Joseph's Hospital (on Ethics) 
Policy Position: These religious based hospitals and systems are mission oriented, and 
generally:are supportive of the President's direction on hJaJth care reform. 

Columbia Hospital Corporation 
Policy Position: This for-profit system has a position similar to FARS's.. 

. ! 

American Association of Osteopathic Hospitals I 
Policy Position: Concerned about survival of these often small hospitals in a managed 
competition setting where AHPs are likely to contract with traditional MD oriented 
institutions. 
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Methodist Health Systems 
American Protestant Health Association 
Riyerside Methodist Hospitals 
Lutheran General Health Syste
Miami Baptist Hospital 
InterHealth 

ms 

. 

. 

. 
I 

National Association of Children's Hospitals and Related Institutions 
Voluntary Hospitals of America i 

MANAGED CARE PROVIDERS 
Group Health Association of American 
American Managed Care and Review Association 
American Association of Preferred Provider Organizations 
Kaiser Permanente 
FHP, Inc. 
United Healthcare 
US Health Care 
Healthcare Compare 
Foundation Health 

PoUcy Position: GHAA supports managed competition. It is concerned that typing tax 
deductibility to the lowest AHP premium may encourage "Ilow-balling." HIPCs should be 
exclusive for small employers, should be non-profit and n~t allowed to self-insure. The term 
"manged care" should be defined by statute, with an HMd component (they prefer the 
Medicare definition per Title 18, section 1876.) They recbmmned the basic benefit package 
under the federal HMO act for the President's benefit pac~ge. 

AMCRA generally supports the CDF approach to lanaged competition. 

Kaiser supports managed competiton and made sev~ral points on HIPCs: They would 
have HIPCs cover small and mid-sized employers, individuals and part;.time employees, 
Medicaid beneficiaries. HIPCs should be exclusive. Ther~ should be one per market. 
HIPC should cover 200,000 to 500,000 lives. 

REHABILITAnON 
National Association of Rehabilitation Facilities 
National RehabilItation Coalition 

PoUcy Position: These groups are focused almost eXclusiJelY on having rehabilitation 
services included in the core benefit package. 
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WNG T;ERM CARE 
Home Care Coalition 

• • , I 

Health Industry. Distributors. Association , I 

American Federation of Home Health Agencies 
American Association for Respiratory Care I 
The Oley Foundation " i 

Policy Position: . This coalition of providers and consumJs supports increased delivery of 
,health care in the home. Wants benefits' and delivery system to pennit and encourage greater, 
use of horne care in the health care system. 

LABORATORIES 

MetPath 


Policy Position: Concerned that doctors are padding laboratory charges. Would like for 
laboratories to be able to direct bill patients. 

OTHERS. PROVIDERS . I 
Ad Hoc Hispanic Health Care Providers and PolicYI Experts 
COSSMHO-- Coalition of Hispanic Health and Human Services Provider 
Wellness Councils of America ' .' 

I 

. I 
! : 

MISCEL~ANEOUS 

American Heart Association .'. I. " 
Policy Position: No position on health care reform beyond general principles which would 
permit support for the President's plan. Major focus on, t~e need for increased medical 
research. : :. I' , . 

SllPPL~RS 
, 

Health Industry Manufacturers AssOCiation i 

Policy Position:Most concerned with FDA and its failure to make decisions regarding new 
technologies. Also concerned with global budgets. 

, National Association of Medical Equipment Suppliers 
National Association for Infusion Therapy . 

Policy Position: Both these groups are concerned that the core benefits package include 
coverage (or their services. 
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·ADMINISTRATION/ELECTRONIC DATA PROCESSING/FINANCING 
American Health Information Management Associ~tion 
Health Care Financial Management Association . 
Joint Commission for the Accreditation of Healthcare Organizations 
GMIS , Inc. l 

I 
Policy Position: Each of these groups has specialized eXPfrtise. in various aspects of health 
care financing, financial and health data processing, quality assurance, and overall . 
administration. Each can offer valuable information in their areas of focus. 

RESEARCHIACADEMIA 
Association of Independent Research Institutes 
Association of American Medical Colleges 
American Federation for Clinical Research 
Association of Minority Health Professions Schools 
Association of Academic Health Centers 
Association of Schools of Allied Health Professions 
Federation of American Societies for Experimental Biology 
Howard University 
National Coalition for Cancer Research 
Cystic Fibrosis 
Arthritis Foundation I 

American Society of Tropical Medicine and Hygiene 
AIDS Action Council 
Merck 
Alliance for Aging 
Johns Hopkins University 
American Society of Microbiology 
Hereditary Disease Foundation 

Policy Position: General concern about r.esearch funding, role and leadership of NIH, and 
similar research oriented issues. . 

RURAL INTERESTS 
National Rural Health Association 
National Association of Rural Electric Cooperatives 
Communicating for Agriculture 

• i 

Policy Position: These groups are especially concerned about reform of the delivery system. 
Their concerns focus on the lack of managed care in rural c6mmunities and the resulting

, I 

inability for managed competition to function successfully; ~e urgent need for health care 
professionals and institutions in many small communities; th'e need for increased funding for 
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the National HeaJth Service Corps and community health centers. Additionally, CoA is 
supportiv~ of risk pools as a means of assuring affordablel care for agriCUltural families, 
given the high cost of coverage for these high-risk workeIlS. 
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.\lEMORANIDUM 

DATE: 	 Januarv : l. 1993 

TO: 	 Judith Feder 
Stuart Altman 
Christopher Jenmngs 
Mari!yn Moon 
Kenneth Thorpe 

~FROM: 	 John Rother ..~~ . .i':~ , 

'J 
SUB1: 	 Proposal to Phase-in a Long-Term <Care Program 

Over the past several weeks. AARP staff, Lith comments trom members ot the long
:erm care policy and advocacy community, have c;ontinued to refine our proposal for 
phasing-in a comprehensive. social insurance LTG program. The proposal has been revised 
to retlect the comments we received. It represent~ our most recent thinking as to how this 
imponant endeavor might be accomplished. 

',' 

The basic structure of the proposal has' nm changed significantly. Notable differences 
between the attached draft and the earlier version include changes in: 

• 	 the definition of eligibility (the proposal now begins by providing services to people 
who require assistance with 3 + ADLs, as opposed to people who are limited in 3 * 
ADLs); 

• 	 protection for nursing facility residents with low incomes (financial protection will 
extend to people with incomes below 300 percent of poverty, not 425 percent); and 

'. 	 the phase-in of benefits and the cost-sharing amounts that beneficiaries would 

have to pay (fuller benefits are extended Imuch earlier to people with low incomes). 


The attached draft has also been revised tb reflect concerns of the disability 
community.
I 

, Program cost-estimates are presented in constant 1994 dollars. In addition, these 
.estimates now present federal and state costs s~tely. To facilitate comparison with the 
tables accompanying the memo of Dec .. lO, tablJs reflecting nominal costs are available upon 

I 

. request. You will· note that this version does not.includ~ detailed options for financing the 
,program. Additional details on financing may bb found in the documents that you received 
. from AARP on December 3. 

We appreciate your interest in this critical issue and would be happy to discuss the 
. proposal with you in greater detail. 



•" 

DRAFT (Jan. :: 1 -- 8:00) 

PROPOSAL TO PHASE-IN A LONG-TERM CARE PLAN 

Overview 

, 
. The Medicaid program was not originally intended to provide long-term care for all 

,-\.mericans. yet it now constitutes the primary vehi?le for th!! provision of long-term care in 
the United States. ~loreover. in order to have access to long-term care services through 
Yledicaid. many families must face financial ruin. 

:\ lone-term care system should be based on a social insurance model. and ultimately 
become part ~f Medicare..not Medicaid. The svst~m should be integrated with Medicare t~ 
promote better care management. It should be brdadlv tinanced and available to all 
individuals who need it. avoidinl! the stiema of thJ cu~ent welfare-based Medicaid system. 

..... ..... I .. 

It should provide a umform federal benefit to people or' all ages who meet specltied disability 
criteria. This federal benetit should be administerbd bv the states. under federal guidelines. 
States should be encouraged. however. to set up i~nov~tive demonstration projects. 

, I 
: [n fact, a federal long-term care program provides an ideal opportunity for the 

development of a care managed system that Ulti~1ately could integrate acute and long-term 
care on a larger scale for those receiving the most expensive care. Care management already 
i~ widely used in state long-term care systems. [Ii order to ensure equity, it is important that 
people who request long-term care services be as~essed for eligibility using nationally 
uniform criteria. In a care managed system, those people who meet the eligibility criteria 
, I 

would then be authorized to have a plan of care developed. 
I 

, Such a system can help to control costs ,in a meaningful way. Care management 
provides one cost-containment mechanism. In/addition, Medicare Parts A and B 
already are equipped to provide cost-containment models that could be adapted to long
term care. Institutional care should be provided through Part A, and home and community
based care through Part B. 

Among the most critical shortcomings of the current Medicaid long-term care 
system are its requirement for spend-down, ~itutional and medical bias, and limited 
eligibility. The first steps of any long-term cate plan should be to begin to mo~e long
. term care services into the Medicare program~ to eliminate the spend-down requirement 
and to expand the scope of care provided in the home and community. This proposal 
presents one possible model for phasing-in a rieformed long-term care system • 

. 1 
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Key features 

This proposal is designed to address nine ky features: 

I. Gradually move long-term care cov~rage fr?m Medicaid to Medicare. eliminating 
the spend-down requirement. (Personal care would be covered under Part B. 
Ilursing facility care under Part A..) 

..,_. , \'lake comprehensive coverage, including home and community-based and 
nursing facility services. available to peoplel of all ages. 

3. 	 Assess eligibility based on age-appropriate. nationally uniform criteria. 

l~' 	 Build cost-containment mechanisms into th~ program:s structure from the 
beginning, through care management and tate-setting. 

5. 	 Build and improve upon the existing ?truc~ure for long-term care delivery, 
expanding substantially home and community-based care. More fully integrate 
the delivery of services along the continuufu of acute, transitional, and long-term. 
care. 

6.. 	 Develop a structure for the delivery of a managed long-term care system~ .. tied..._ 
initially to a relatively small eligible popul~tion. One priority in the development~

I 

of a managed system would be the expansion of social health maintenance 
organizations (SHMOs), particularly in m~tropolitan areas. 

7. 	 Maintain benefit flexibility from the prog~m's inception through the provision of 
a comprehensive array of benefits. 

8. 	 Provide a role for the states in managing the provision of long-term. care. 

9. 	 Target services rtrSt to persons most in nLd. Such targeting can be achieved by:
I 

(a) beginning with home and community-based services, (b) directing services to 
. 	 I 

people with. severe impairments, (c) prov~ding the greatest benefits first: to 
Medicaid recipients and the poor, and (d) phasing-in nursing facility coverage 
over a longer period of time. 

2 
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-Ste~ 	i Establish a care management system. 

Currentlv. ail states provide some torm of home and community-based long-term care 
services under t'heir Medicaid programs -- either thr~ugh the personal ~are benetit~ waiver 
programs. or both. .-\ first step toward implementing a national long-tenn care program 
could be to require each state to establish a care fuanagement system. The funding for 
this care management system-would be provided thrbugh Medicare. Initially, this care 
tn'4lagement system would aid the delivery of servi~es to Medicaid long-term care 
benericiaries. As a comprehensive program for providing long-term care ( LTC) to all people 
with disabilities unfolds. subsequent steps would be Ito expand LTC care management to all 
~urrent Medicare beneticiaries. and tinally to all other participants. as they become eligible 
(or the program. 

Step 1 Implement a personal care benefit under Medicare Part B. 

The ultimate goal of a personal care benefit would be to maximize the independence 
and autonomy of people with disabilities and enhance their ability to remain in the home or 
community. The benetit also should be designed t6 enable caregivers -- family and friends -
to continue to provide care. In order to meet thesJ goals. a comprehensive array of benetits 

I 

will be necessary. However, it is possible to phase-in the new personal care program 
gradually. 

What should be included in a personal care benefit? 

The specific services offered through a personal care benetit would be established on • 	 I 

an individual basis in consultation between /the care manager and the client. The 
array of services available through the personal care benefit should include help 
with activities of daily living, homemake~ services, cueing or reminding, 
rehabilitative and restorative care, nulr'Sfug, respite care, transportation, minor 
home adaptations or repairs, and other heeded services. . 

• Much greater emphasis ~ould be placed: oh serving people in supportive housing 
arrangements in an effort to prevent unnedessary institutionalization. In order to 
ensure an adequate supply of supportive hbuSing settings, such as assisted living, 
board and care,. and congregate housing, i~t will be necessary to explore tinancing 
options that encourage the development o{ high quality, licensed facilities. 

I 
• 	.. Many of these community· based services 3J.ready are provided to dually eligible 

individuals (i.e .• Medicare-Medicaid ben~ficiaries) and paid for by the Medicaid 
program. 

3 
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.; 	Graduallv. the funding for these services would be shifted to iVIedicare Part 8. . . . I . 	 . 
Who lVould be eligible jor the personal care benefit? . 

• 	 Tracking the development of the care managlmentsystem, eligibility could be 
phas~d-,in. beginning with t~vo ~roups: (a) jpeople who are .c~r~~ntly eligible for 
\1edlcald. and (b) people with Incomes bel;ow poverty. ~l~glblhty wou~d 
subsequently be extended to people who are currently eligible for Medicare! and 
finally to all other persons not currently c~vered by either program. 

As a tirst step, eligible individuals should inblude: (a) people who require human 
assistance with three or more activities of d~ly living (ADL); or (b) people with 
cognitive or mental impairments who require substantial supervision: or (c) children 
who are unable to perform an age-appropri~te activity or daily living. Over time. 
coverage should be exte~d~d to, people. wh~lneed human a~si~:ance ,wit,h 2 .o~ more 
ADLs. people who are lImned m multIple 111strumental aC(1vmes ot dally hvmg . 
(IADL) and ultimately to all people whh significant disabilities. (These additional 
COStS are not ret1ected in Table 1.) , I 

Throughout the phase-in period, Medicaid Louldcontinue to serve all persons who 
meet Medicaid eligibility criteria, including! special criteria for waiver services, but 
may not meet the eligibility criteria of the ~ew program. It is anticipated that all such 
persons would be served under the new Medicare program when it is fully phased-in. 
For example, many states currently use M~icaid waiver programs to cover special 
populations such as disabled children and persons with AIDS. It is anticipated that .. 

I 

such coverage would continue throughouuhe phase-in. 

• 'b 	 IA POSSI Ie phase-in schedule is illustrated in Figure 1 in the Appendix. 

How would people access the system? 

• 	 People who request services under this Pxvgram would frrst have their eligibility 
assessed by a care management agency. Auniform assessment tool would be used. 
If found eligible, the. care manager, in coJperation with the individual andlor his 
representative, would develop a plan of eke. The care plan would be developed in 
consultation with the individual's primaryl care physician, and would build in regular 
communication in order to enhance integr:ation of the acute and long-term care 
systems. The care plan would be comp~hensive, and the care manager would 
authorize the services for which the indiv.idual is eligible. including nursing home 
care, when appropriate. (In early phasesl some benefits might not be "covered" for 
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the purposes of payment. but should. neverth~less, be in the individual's care plan.) 

Clients would have the right to appeal care plan decisions. 


• The personal care benefit should be fully poLble. For example. \vithin reasonable 

tinancial limits. the beneticiary would choos~ in which setting to receive care: an 
individual's home or workpla~e. an adult day care center. or a board and care home 
or other assisted living facility. 

• A possible area for controlled demonstrations would be in the development of a 
voucher, coupon book. or service credit-typ~ system. While some individuals would 
prefer to have a care manager assist them inllocating and coordinating their care. 
other people might prefer to receive a voucher. credit. or coupon-book that they could 
use to purchase services on their own. SucH demonstrations might be particularly 
appropriate for some adult disabled populati6ns or in rural areas where the availability 
of home care agencies is limited. VOUChers/ could only be used by the individuals to 
whom they were awarded: they could not be sold or transferred. These coupons 
could spe~ify the type and am~unt of servic~s for which the individual is qualified, 
and set cost caps· for each service category. 

How would cost-containment and quality assurance be addressed? 

.' 	 States woiJld have to work with~ a bUdglted system in providing home and 
community-based LTC. State budgets forlelderly beneficiaries would be pegged to 
65 percent of the average cost of nursing facility care in the state. Additional 
research would be needed to establish appr6priate percentages for other populations •. 
States WOUld, in tum, establish aggregate bhdget targets for care management 
agencies. A care manager could authorize Iservices above the target for heavy need 

I 
clients, provided aggregate expenditures did not exceed overall targets. 

I• 	 Appropriate fee schedules for services would be developed. The use of some form of 
case-mix or outcomes-based reimbursement for providers should be considered. 
Demonstrations of prospectively financed ~ackages and capitated systems should also. 
be tried . 

• o· A study should be undertaken to evaluate. various methods of reimbursement, 
including fee schedules, outcomes-based r~imbursement, case-mix reimbursement, and 
capitation. 

• 	 . Qualified home care agencies would bid competitively to gain approval to participate 
in the new program. Criteria used to selet:t agencies would include cost and quality 
indicators. 
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• 	. The current q ualitv assurance svstem would be enhanced and expanded in order to 
provide oversight ~f service deiivery and of Ithe care management process. Strong 
quality assurance measures can result in cost-savings by preventing the development 
of conditions such as pressure sores that m"ay require more costly acute medical care. 
Improvements would include the development of national standards for care managers 
and expansion of ombudsman programs. A~tention should also be paid to enhancing 
the professional standards and training of ·prbviders. 

How !rould the personal care benefit be phased-ill? 

• 	 [n order to phase-in the benefit gradually~ it would be possible for i\:ledicare to 
begin by covering 40 percent of the cost df care authorized in the care plan 
during the second year. In subsequent y~ars. this percentage could be increased 
to 50 percent, then 60 percent. 70 percent and~ finally, 80 percent of the cost of 
the benet'it. 

• 	 Beneticiaries of the new program who are not covered bv Medicaid would receive a 
gradually increasing benerit.-as Medicare bJgan to pay a"larger share of the cost of 
services received. Because of the relativelYI small bene tit in the initial years, some 
individuals may be unable to purchase the fpll array of services for which they are 
eligible. However, when fully implemented, the 20 percent coinsurance should be 
affordable for most persons. Medicaid could continue to subsidize the remaining 
eosts for low-income individuals. 

• 	 The premium cost for"Medicare Part B would be kept at 2S percent of programo 
costs. While this would result in higher pr~miums for beneficiaries. the service 

I 
package would be expanded in a meaningful way. 

HolV would income be protected? 

: Because the full cost of long-term care in the home and community can be quite 
high for an individual, a cap on out-of pocket ~enditures should be established. 
People with incomes below poverty should haveltheir costs fully covered by Medicaid. 
People with incomes between 100 and 300 percent of poverty should have lower out-of
pocket caps, established along a sliding scale. 1heome protection could be phased-in 
gradually. (See Figure 1.) As income groups arel covered, they would be eligible for the 
full benefit package. Income protection mechanis~s should be crafted to assure equitable 
treatment of both single and married individuals. I 
flow much lVould the program cost? 
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, ' 

, The cost of this proposal is illustrated in Table 1 in the Appendix. It should be noted 
that these estimates do not account for the fact thatl25 percent of program costs wouid be 
financed by the Medicare Part B premium. As sucn. total state'and federal costs would be 
somewhat lower. Costs are presented in constant 1 994 dollars. (Costs presented in 

1nominal dollars. which include the effects of inflation. are available upon request.) 

Step 3 Provide Ilursing facility care under redicare Part A. 

, Once the system for providing home and community-based long-term care is well 
underway, nursing home coverage would be trarlsferred from Medicaid to Medicare 
Part A. Ultimately; nursing home coverage woJld be available for those persons who 
meet the eligibility criteria. regardless of age or <type of disability. The ,Medicare benefit 
cO,uid be phased-in to cover increasingly large pJrcentages of the cost of nursing facility 
care. (See Figure 2 in the Appendix for an illustdtion of a possible phase-in schedule.) 

• 	 The care management process establis,hed rt the delivery of home and community
based care would also pertain to the assessrttent for and delivery of nursing facility 
care. Preadmission screening by the care rltanagers would prevent unnecessary 
institutionalization and target nursing facilit~ care 'to those persons for whom it is 
required. Ongoing assessment by care managers would monitor nursing facility 
residents to ensure that the appropriate qu~ity and level of care are being receiVed. 
Residents who are able to leave nursing facilities for less restrictive environments 
would be assisted in finding alternatives to bursing homes. 

• As with home and community services. culently-eligible Medicaid recipients would
continue to receive nursing home coverage IthrOUgh Medicaid while the program is 
being phased-in; however, a gradually increasing share of the cost of their care would 
be covered by the Medicare program. Thrbughout the phase-in period, people who 
meet Medicaid eligibility criteria, but are nbt yet phased-in under the new program, 
would continue to receive coverage under Medicaid. It is anticipated that all such 
persons would ultimately be covered by thJ new Medicare benefit. 

• In the first year of nursing facility coveragl, Medicare might cover 10 percent of the 
cost of nursing facility care under Medicarb Part A. This percentage would be 
increased annually, until it reached 65 per~ent of the cost of care. Over time, current 
nursing facility residents (financed by Medicaid or private payment) would be 
replaced by persons covered by a federal b~enefit under Medicare Part A. In this way, 
the role of Medicaid in the provision of lo~g-te~ care would be reduced to covering 
the out-of-pocket costs of low-income indi~iduals and Medicaid-eligible persons with 
disabilities who do not meet the criteria ofl the new program, as it is being phased-in. 
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.: 	 Rate settIng for Medicare payment to nursing homes. analogous to the prospective 
payment system (PPS), would be a critical Jomponent of Cost-containment under this 
proposal. 

FinanciaL protection for nursing home residents. 

Because of the high COSt of nursing home cleo it will be necessary to provide some 
tiriancial protection for people with low and mOderh.te incomes. Financial protection would 
be, nec~ss~ to ensure the .ability of n~~sing home Iresidents to :uppon a spouse or 
depenaents In the commumtv. In addItion. comparable mechanlsms would be needed to 
protect a single individual's 'ability to return home ~fter a limited nursing' home stay, These 
measures would need to be extended beyond the current Medicaid-eligible population. 
\;ledicaid should fully cover out-of-pocket cOStS for: people with incomes below poveny. As 
[he benerit is phased-in. Medicaid should also cover a ponion of out-of-pocket costs for 
peopie with somewhat higher incomes. according tb a sliding scale. As with home and 
community-based care. tinancial protection mechariisms should ensure equitable treatment of 
single and married persons. .... I 

I 
Program costs. 	 I 

The cost of this proposal is illustrated in Table 2 in the Appendix. As with the cost 
figures for home and community-based care, costs lare presented in constant 1994 dollars. 
(~osts presented in nominal dollars, which include the effects of inflation, are available 
upon request.) I 

! 

Make transitional care part of the acute care system. 
, 	 . I 

The tong-term care system should be coordinated with the acute health care system as 
much as possible. In order to do so, transitional clrre (such as skilled nursing care that 
follows a hospital admission) should be pan of a ~andated benefit package provided by 

. whichever insurance entity provides the individual'ls medical.care. For example, in a system 
in which all employers provide a standard package of medical care and unemployed 
individuals receive care through a federal program~ provision of transitional care would be 
the responsibility of either the employer or the' fedb-ai program, as appropriate. 

A necessary step would be to reform the cJrrent Medicare coinsurance for skilled 
nursing facility(SNF) care. The SNF coinsurance: should be set at 20 percent and its link to 
the hospital deductible should be severed. (Note: 'tie are not recommending elimination of 
the three-day prior hospitalization requirement until the care management system is ready to 
control admission to nursing homes.) . I . . " 	 .. 
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step '" IlItegration of care management. 

, If the long-term care program is to be pan of a system in which medical care is 
provided through managed care organizations. it Jould be ideal to ultimately merge the two 
components. The managed care networks would be responsible for the provision of long
rerm care as well, as acute medical care. State exp,erimentation with innovative models such 
15 On Lok or social health maintenance ore:anizati~ns (SHMOs) should be encourae:ed. 

- I 
subject to modifications based on lessons learned from tirst generation evaluations. One goal 
would be to establish at least one SHMO in each rhetropolitan area by the time the home care 
benetit is fully phased-in. 

Step 5 Long-tenn Care Illsurance. 

, Because this proposal envisions an incremental phase-in of the Medicare long-term 
c<;lfe benetits. there will be a continuing role for pHvate long-term care insurance. Standard 
LTC insurance packages designed to wrap-a~ound Ithe Medicare personal care and nursing 
facility benefits should be designed. It also is critical that strong federal standards for long
term care insurance policies be enacted next year in order to afford strong consumer 
protection. I 

Step 6 Financing. I.'... . _ .. 
! The phase-in of the long-term care prografIl may be adjusted according to the stream" 

of financing available. The following principles should apply to the financing of a long-te{1ll' 
care system. 

• Financing of the system should be broadly based and shared across age groups. 

• A portion of any savings achieved through cost-containment in the current Medicare 
system should be immediately channeled iryto the development of the long-term care' 
program.. ! 

. It should be noted that the proposal descriJed here assumes that 25 percent of the cost 
of the personal care benefit will be financed throtigh the Medicare Part B premium.. .... 
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Conclusion 

When r'ully implemented. it is envisioned that this proposal would resuit in a universal 
program of long-term care that is well integrated intp a reformed health care system. Long
term care would be available to all who need it. regjil'dless of age, work history, or type of 
disability. The use or' a care managed system \vould address twO important goals: assuring 
intee:rated service deliverv and containing costs. :.... .. ..... 
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Appendi.:\: 
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AGURE 1 
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. I 
HOME AND COi:':,,1UNITV.BASEO CARE ~ITH 20 PERCENT COST·SHARiNG 

FULL PHASe-lN WITH INCOM; PROTEeno,., * 
, I 

(!n IlImons of 181 "'''a''l 

-- ... 
I Public • i"~et Addtli: :~et AdQtl I i~et t:.ci!'.ltl 

~-

F'roarem i ;"uuli.; , ,"';;derlsl '.. ., -' 1994 . , ~13.0 I 53.0 i 52.6 I ~'J.4 ~ 

- 1995 I ~ 6.7 I 6.5 I .1),2 jG.? ! 
1996 I 19.5 I 9.0 I 9.3 .o~ 
1H97 I 22.5 I 11.7 I 12.0 I ·0.3 
1998 I 25.8 I 14.7 I 14.91 -0.2 
1999 I /M.9 I 17.4! I 17.5 / -0.1 
2000 i 35.6 ! /:3.7i I 23.1 1 0.6 
2001 \ 36.9 I 24.ilJ ~~J.8 I 0.9 

~2 I 38.1 I 25.6: I 24.5 , , 1 

.2003 I 39.51 26.511 25.3 I , t' 

2004 i 41.2 J 27.sll 26.1 I 1.81 
2005 I 42.41 28.7/1 28.8 I 1.9 


SOURCE: Lewin·ICF .stimet... Se. FJre 1 fo, d.tai" of proposaf. 

* These estimates are for the cost of 
the program. It should be noted that the 
proposal calls ior 25 percent of the costs 
of the personal care benefit to be financed 
by the Medicare Part B .premium. paid by 
individuals. 
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TABLE. Z 

:\!URSING FACIUr( CARE WITH 3S:PERCCNT COST·SHAAING 

AND LOW INCOME PROTECTlON FOR TWO YEARS 


PULL FHASEo1ii WITH iNCOME PROTECTiON 

(in lJiH;UI1~ of "1" eSjI dOl!ars) 


I 
"--=----=--------------~------~-=, ". '::,,;!!r ::ublic \~3t AddU\ ; : :o;,t Addtl : :~t !~ddtl ~ 

f1!'<:>gr:m! ."ubllc": rederaj3late ' 
" \~ 1994 :::36 O' I SO.0 I $0 0 I --~o 0 Ir 

: 19~5 i 37.4' I 0.0 0.0 I 0.0 
0.01996 i 18.8' I 0.0 0.0 

-0.3 
1998 I 55.2 I 13.4 
1997 I L5"~ t 4.9 I 5.2 

13.0 I 0.4 
,

1999 . 61.2 1 , -'.8 18.5 ·0.7 
~OO , 68.3 I 23.3 24.:1 I -0.9 

.1.129.22001 I 74.81 28.11-I2002 82.2 L 33.71 I 34.4 -0.7 
2003 i 89.0 I ." 38.~ 38.9 I -0.2 
2004 I O-i.S I 42.5 42.1 0.4 

43.7 0.82005 I 98.71 44.$ 

CUrr.,nllaw public spending. 

.. ._'-_ .. , ". ,
SOURCE: Lewln-ICF estimales. S~11 Ffgure 2 for detailS of proposal. 



.. 
.:;~R"OY· ROWLAND 

. I 

8TH DISTRliC~, G~ORGIA 

COMMITTEES, 

~ ...Fy/ 
DISTRICT OFFICES: . 

POST OFFICE BOX' 2047~~ DUBLIN. GA 31040-2047 
(9121 275-0024 

ENERGY AND COMMERCE 
I POST OFFICE BOX 6258 

VETERANS' AFFAIRS (iongftss, of thtltnittd ~tatts 
 MACON. GA 31208-6258 
SELECT COMMITTEE ON (9121743-0150 

CHI~DREN, YOUTH AND FAMILIES . ..' ~on.stof 'Rtpr~.smtannt5 ' , 
STEERING AND POLICY ROOM 116. FEDERAL BUILDING'1 • . I I. . . 
WASHINGTON OFFICE WAYCROSS. GA 31501-7401 

423'CANNON HOU1SE OFFICE'BUILDING (9121 285-8420> illlla.shington, f)~ 20515-,1008WASHINGTON.IDC 20515-1008 
12021 2,25-6531 

. I ~anuary 27, 1998 
I 
1 

1 

I 

i 

. Mrs. Hillary RodhamClin·t.c;m 
. ,."The White House 

w~shingtdn, D.~. 20500: 
i 

. I', 

I:Db~rMrs. Cli~ton: 
" . 

I 

I 

Ii am pleased that President.Clint~n has:established a national 
h~alth care reform task force and that . yOuw1.1;L chair this panel. 
.Ii feel that basic chan~es ne~d to :mhde in our health care 

• . .' I. . •.•
dellvery system, and the: role of thas task force wlll be cruclal 
a~ health care re+ormlegislation,i~ de'1eloped. 

Ab tothe'plan is developed~ many diiflcUl~ deci;ions will have 
b~ made in oiderto s61ve our' health car~ problems. I am pleased 
tb hear that you plan to'meet with ~ariy:~iffe~entinterest groups 
ahd experts to ~eceive:their perspebtiv~ on this isiue. 

I~ this r~gard,I' offer my assis~anle.;HaVing b~en ~ family 
physician for 28 years in rural Mid~le.Georgia, as well as a 

. • ., . 1 ' • • 

state Representatlve for three ter~s, prlor ±o my serVlce as a 
, . I' . 

M~mber of Congress, I feel that I,.holda dual perspective about 
h~alth care policy thatfuay behelptul in providing useful 
i~formation to t~is pr9c~ss.' I ' 

I ,. I 

Fpr ten years, I have been working on health policy at the 
F~deral level. At the,b~ginning qflthe,103rd Congress, I was 
e~ected Chairman qf th~ House Vet~rans : Affairs Hospitals andI 

Health CareSubcommittee~ which proVides ;lcarefor 2.6 million 
ve'...,_er_ns;;. n n-..a_-.l..11;'7 T q Ie, c:"",...,·,o__ __ '" c M6 1"- ;-..-f' .• U.~ous""00 1<'...... 0-rg1".a l' _ ~o ~. s I -, tho' _ ~•• _ID.uer...-~ 

and Commerce Health Subcommittee," "which! deals with alI issues 
related to health ca~e; except Part A of '~edicare. 

I '. ". '.: ".. .' 

Mri. Clinton, I want you to know of my ~illingness t6 assist in 
d~veloping a .solutiorifor.our nat~orls ~ealth problems that we as 
al.people can afford., I wlsh you and the Xask Force much success. . .:' I .... . 

Sin'cerely,' ~ 

: .....~. ----.. 
" i Y /----- . 

i ,. ~. '_ ~/ . 

J..~01RO~ND .. 

, '.1 .\ 
I 1'-"-' 
,1 

. 

.1I, 
., . 

, , 

,I 
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THE WH ITE HOUSE 

February' 19, 1993 

'! . I..
Dear Representat1ve Rowland: 

Tha~k you for! your thoughtful letter 
regtrding the1health care reform task force. 

As both. a policymaker and family physician, 
. you) are well ~ware ,of the enormous ,challenges 

we::1=ace. I ·am grateful for your offer of 
assistance and hope that you will·share.with 
us y<;>ur views Ion how we may achieve our goal 
of providing affordable health care to every' 
American. 

i 

lbok forward
I 

to working with you.
I I 
I 

I. S~ncerely, 

ThelHonorab~e 'J. Roy Rowland 
United states House of Representatives 
Washington, D C. 20515 
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Redesigning Public Policies to IMake PrivatJ Markets Work Better: 
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Social welfare strategies that rely on h~alth insurance rd pension benefits provided by 

employers: and assisted by federal tax subsidies! are failing tens, of million ofworkers in small ' 

firms. The intensification of problems with h~alth insurance for small groups has helped propel 

health insurance reform to the top of the poli'tical agenda. Furthermore, the private pension 

system also faces serious shortcomings in cov~ng these peoJle. Because over one-half of those 

in the pri~ate sector workforce work for fhn4 with less than 100 workers, these shoncomings 
I 

constitute major failings of social welfare pouh. 
I 

I 
I 

: I. 
Other papers in these proceedings addTess the use ?f r subsidies, mandates, means-

tested programs, and social insurance taxes td finance more health and pension coverage. But 
I I 

subsidies ~lone have proved less effective for yvorkers in small firms than for those of larger 
. I 

firms. Th,s paper focuses on the factors that limit market peIlro~ance and suggests the need for 

structural reforms if private health insurance lnd pension PILs are to playa large role. 
I ,I, I 

i 
! 

In the health insurance arena, the ref1rm debates har produced proposals for a 

nationwide system of "Health Plan Purchasi~g Cooperatives" (HPPCs)that would radically 

change the health insurance market for a majority of the po~ulation. These new HPPCs (now 

often ref ~red to as "health alliances") are a fentral feature Jf the "managed competition" 

approach that President Clinton endorsed du~ng his campai~n. This paper discusses the HPPC 
, i I 

concept and. in the spirit of this conference 9f examining together the problems and solutions 
, I ' I 

of health and pension systems, it suggests shhllar market reforms -- Pension Plan Purchasing 

Cooperatives (PPPCs) -- to improve the priv~te pension sysJm. Both approaches could be 

combine~ with a variety of financing strategfes to offer broader consumer choice among health 

insurance and pension options. 

I " 



. '\ , , 

Coverage of Small Firm Workers 
j : 

Over the past decade or more, some of the early succeSses of employer-based, tax
, ; I 

subsidized coverage have reversed. The perce~tage of employers offering pension insurance 

coverage declined from 61 % in 1979 to 55~ in 1990, whill the proportion of workers 
, 

included in such employer plans fell from 49!.5% to 42.9%. In 1990, over 68 million workers 

had no pension coverage. I In health insuranJe, the proportion of the nonelderly population 

who were uninsured rose from 12.3% in 19~8 to 16.6% in! 1992: In 1992,37 million 
! ' 

persons had no health insurance coverage. 2 I 

I 
I 

Market-based strategies have been leas~ successful in ~ssuring coverage for workers in the 
I : 

millions of small finns donut shops, gas st~tions, beauty Jarlors, restaurants, and the like. 
I I 

Although estimates from different sources vat, there is no fsagreement about the relation of 

benefits to finn size. i 

, 

I 
 ' 
Proportion of Private-Sector Workers Whose Employers Offer 

Health Insurance and Retirerhent Benefits. By Finn Size. 1988 3 

Finn Size 
250+ 

<100-249 
25-99 
<25 

I
, 

IWorkers 
38.4 million 

6.3 
11.1 
21.1 I 

I 

I 
I 

I 

I 

I


Health insurance 
90% 
88% 
I 

78% 
46% 

Retirement benefi ts 

83% 

62% 

47% 

18% 


In effect, the nation now has a two class system of Health and pension benefits for 
, I I 

workers, a,nd employees of small finns are m,ost often in the second class system. 4 Nearly three-

quarters ~f private workers without pension!coverage work in firms with fewer than 100 
I
I . 

employees, and nearly two-thirds of those W;ithout health insurance are in such firms or are self
! 

2 



·, 
~ '; '1 

i 
I 

I 
employed. 5 Dealing with the special barriers to coverage of these workers will be central in 

I 

improving private pension and health insurande coverage. 

I 
I 

Beyond the direct consequences of ina1equate health and pension coverage for economic 

security, access to health services, and retiremlnt incomes, Jese patterns have broad 

implicatio~s for social equity and economic P1liCY: 

i 
I , 
I 

• Equity In general, workers for small~r firms do not benefit from federal tax subsidies to 

the same extent as workers for larger firms. TJiS difference hds large economic consequences for 

these groups. In 1993, the net exclusion of pinsion contribJtions and earnings is estimated to 

I I'account for general revenue losses at the fede~allevel of $56.5 billion, and the exclusion of 

health insurance contributions by employers 10 $46.4 billioJ -- a total of $1 02.9 billion. 6 Not 

only are tens of millions of workers for small fIrms (and theiJ families) excluded from this 

assistance ,because their employers do not off~r such coveragl. but also they help finance the 
I 

benefits of these other workers. 

• Economic consequences Flaws in thl private health insur~nce and pension syste~s also 
I . , 

impair labor mobility and savings. Polls now :report that one in five workers say they or 

members of their families are subject to "job l!OCk" because tHey fear losing affordable health 
, . I 

insurance coverageJ Workers are also reluctaht to shift jobs because of the inadequate 

b·l·· f . d th '. 11 If ·b· d' . 1 Th .porta 1 Ity 0 penSIOns an e potentIa oss 0 contn unonsI un er vesnng ru es. ese Issues 

seem like~y to impinge most on the ability of ismall firms to dttract workers since they are least 
: I I, 

likely to offer these benefits. Moreover, becavse these small firms account for a growing part of 

the economy - and thus opportunities for beJefits are relativ~y s~arcer - workers are likely to 
, I I: 

become even less mobile. Indeed, one could make a case that fully portable health and pension 
! 
I 

3 
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coverage is essential to a smoothly functioruni labor market. 

should be a top objective of reform. 

and. on these grounds alone. 

Poorly-functioning markets for retirem'ent savings may also be implicated in the 

inadequate U.S. personal savings rate. A rise j even 1 or 2 pbints in the annual savings rate, 

which is now about 5 percent, would make S~gnifiCantly mole funds available for investment 

and econo:mic growth. Availability of better slavings arrange+ents, 'along with portability of 

pensions, will likely be increaSingly important! as the "baby b6om" generation enters its high 

I
earning (~d retirement savings) years. 

I 
i 
i 
I 
IHealth Insurance Reforms 
I 
! 

What special problems does private he~lth insurance coverage pose for employees of 
. I I 

small firms? A long list of factors helps to e~lain why "laissiz faire" markets have not produced 
I I 

satisfactory results. s Four major shortcOming~ could be rectified by public policies. 
I 

• Medical undeewriting and exclusioJ for pre-existing conditions Traditional 
! I 

community-rating for small employers has viitually collapsed, and insurers now routinely use 

· . d d . . . i I ef I . . d' .medicaI screenmg an un erwnung pracuces., nsurers r uSf to cover pre-eXlstmg con luons, 

screen out high-risk employees. and limit 1efits to competb against each other on the basis of 

risk select~on rather than on the basis of cost icontrol. qUalit~ and consumer satisfaction. With 

such market practices and the resulting variaq,ons in premiwns, he;llth insurance coverage may 
: I I 

not be a~ordable, or even available. The indi~dual small employer and consumer simply lack 
I , 

the market presence to fight these practices. 



.,. '. 


• Administrative expenses 	High marke'ting costs, broJer commissions, and other 

: h . h fl ' . h' f' 1 I d k' . h' f' bexpenses, toget er WIt Hms swltc mg 0 msurance coverage an wor ers SWItc mg 0 )0 s, 

drive up a~ministrative expenses for small fIr~. These expetes average 35-40% of health 

benefIt co~ts for fIrms with fewer than 10 emblOyees, compJed with 5-6% for employers of 
, 	 'I 

over 10,000 workers. The administrative haslles employers and employees face in changing 
; 	 I. 
, 	 i: 

coverage impose additional costs. Both groups have a legitimate grievance if they must purchase 
, 	 : I 

coverage from a market so poorly deSigned that it consumes this much of their premiums in 

administr;tive expenses. Taxpayers also have f legitimate griLance if they must subsidize such 

i 
\expenses. : 

,I 

I 
• Ineffective regulation As the health ~nsurance market for small groups disintegrated, 

neither th~ federal government nor most statJ governments lOOk adequate preventive or 

remedial action. Lack of knowledge and ideJ about SOIUtioJs has not been the problem. But 
, 	 I' 

devising effective regulatory interventions to ~olice hundred~ of insurance companies in their 

relationships to inillions 
, 
of very small fIrms his

! 
posed insuJountable political and practical 

problems.' 

• Limited consumer choice Consumer~ in small firms lack broad, well-informed choices 
, 
, 	

I
I ' 

in the health insurance market. Typically, a small firm will offer only one or two options, plans 

are not standardized so ,comparisons are impoksible to make, and, as yet, data on quality are not 
I 	 ' 

routinely available to permit consumers to cobpare health insurance plans. 
i 	 .I 

I 

Ca:n we design a better health insuranJe system for individuals working for small firms? 
.. . I I 
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The HPPC Model - A Brief Summary 9 
, 	 I 

The Health Plan, Purchasing Cooperati~e (HPPC) modFl, designed to achieve a "radical 

reform of'the health insurance industry" (Pre~ident Clinton'slphrase), uses public policy to 
. 	 I! 

address these problems on behalf of the maj0l1ty of Americaris who work for small firms. HPPCs 
. 	 I I 

will consolidate employer, worker. and gove~nment health insurance contributions, offer 

consumers choices among standardized healJ'Plans that are laccountable for competing on the 

basis of cost, quality, and patient Satisfaction,l and manage C~mpetition among. these plans on 
I 	 ' 

behalf of its members. 	 i 

N.hne: 	 Health Plan PurchaSin&lcooperatives • 
Sp;onsors: Quasi-government,· non-profit, governing board representing 


membership I I 

Number: One per geographic are~, e.g. MSA, major market area, or state 


Exclusive offerer of bask insurance forlsmall business in area 
C~verage: 	 Small employers <100 (perhaps to <1,000, <10,000, or universal) 

Individuals outside the \workforce, parJ-time workers 
Medicaid recipients, perhaps Medicare I 

Fhlancing: Covered employers and! employees required to purchase nationally 
standard health iinsurance plan Ithrough HPPC 

Administrative expenseS paid from premiums 
Fu,nctions : Issues RFPs for standardized plans that include: 

Standard benefits 
Standard premi¥m structure (modifi~d community-rating) 
Standard data r~porting, e.g. o~tcom~s/quality data 
Guaranteed issub/ open enrollclent/ portability 
No pre-existing Icondition exclhsions 'for continuously 

insured persons I 
Other "qualified carrier" criteria established by HPPC 

Selects plans to be offded, contracts Jith insurers 
Sets standard employer Icontribution rate, based on cost of economical 

plans I I; 
Distributes marketing ~aterial to small business employees, 

operates annuali "open season" I ' 
Handles Medicaid "bu~-ins", COBRA continuity. coordination among 

HPPCs ' I 
I, 

Manages competition ahlOng carriers,j e.g. through risk adjusters. 
.. Inegotlanon 	 I 


I 

I 

6 



',' , 

I 
Today's system, which relies on willin~ness and abilit}'ll of each small firm to arrange, 

, 	 I 

offer, and p:1anage coverage, would be replaced by a systeni tliat largely eliminates the role of 

the employer. A smaller firm would simply cottribute a dollaI' amount for its covered workers to 
I ! 

the HPPC. Individuals would sign up for hea~th insurance th~rough the HPPC and choose 


, fro; f I
among the competing plans it 0 lers. Coveragrwould be ully port'lble when an employee 


shifted job~ among participating employers, or! moved on and 
off Medicaid. HPPC proposals aim 
I 

to structure a market system that works at leas~ as well for workers in small firms and self-


employed individuals as it does for the largest,! most SOPhiSticted purchasers. A notable 

I • 

prototype is the Federal Employees Health Benefits Program. 10 A HPPC could combine the 
, 	 I:

I : 
purchasing power of upwards of 1 million or more people in negotiating on behalf ofits 

, 	 I 

I
enrollees. : 

I 

This arrangement redesigns competitiv~ markets to work better for the public than the 

current system does. It is intended to assure aifordable, high 4uality,' and seamlessly portable 

coverage. ~minate medical underwriting. scrFening and expbence rating. reduce 
, 	 , 

administrative expenses, obviate the need to p~lice many bad actors, and offer a range of quality
I 

choices to informed consumers. I 

I I 

. 	 1 I 
The HPPC model is compatible with, and can enhance, consumer choice regardless of 

which financing sources are involved. Th~ M~dicaid progral, for example, could purchase 

coverage through HPPCs to assure qualitycar~ and portable cbverage for its beneficiaries. and 
, 	 i! 

eliminate the economic "notch" as individual~ move betwe1 welfare and private employment. 

The HPPC structure can also be used to prOvide Medicare enr911ees with expanded choice to 
. 	 I I 

purchase other coverage, as well as qualified N1:edigap plans. The California Garamandi bill, 
, 	 I 

7 
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· , I I 

ColoradoCare, and a proposed West Virginia Pilan all combin1 tax-based health care financing for 

the entire population with a HPPC structure t9 focus competition and allow consumer choice. 

Extending a HPPC Model to Pensions 

In many ways, the nation's system of retirement income is better developed than its 

health insurance system. Most of the populaJon has beenc~vered by the Social Security system 

since 1935, with mandated employer and eJployee contrib~tions; since 1974 pension plans 

have had to meet standards including fiducia+ responsibilil' management and reporting, 

governmeilt oversight, and public back-up insurance, and they have also faced limits on tax

favored employer contributions. For health i~surance, in coLrast, the degree of coverage. 

employer and employee financial shares, basi~ standards for Jealth insurers, and limits on tax

favored employer contributions are still very ~uch at issue. 

r 
I 

Yet it is already clear that the coverage of workers in small firms for pensions is so much 

worse thap for health insurance that rethinki~g these market! arrangements is also imperative. 

Smaller firms fail to offer pensions for much '~he same reasoJs that they fail to offer health 
, I I 

insurance.' In both instances, the experience Jf the past decaoe has been dismal, and the list of 

contributing factors is very long. In this ligh~, any argumJt that ~ax subsidies for voluntary 

employer ,contributions, offered alone, will Jork better in tJe future than they have in the past 

calls for heroic assumptions. I I 

I , 

Five elements of the problem suggest :that restructuring markets would improve the 
,, 

situation: 

8 
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• Nature of the product Retirem~t funds work best as long term arrangements, with 
i • ' 

reserve build-ups from contributions over mahy years, plus s:ubstantial interest earnings on 
Ii ' .: I 'I . . 

these balances, to produce income decades into the future. Particularly for workers in firms and 
. I . 

in occupations with high turnover rates, it, seer irrational to have fO rely on a successi~n of 

pension plans, with differing provisions a~d limited portabili~ty, to patch together an adequate 

retiremeni income. An on-gOing pensio~ PIaL, which can r~ceive payments from successive 

employers, seems better-designed for the higJ job mobility ~at ch~racterizes the typical 
i 

American worker and for substantial retir~melt-age balances. 
I i , " 

I 

• Firm turnover The problem of shortfterm employment arises, in part, from the 

volatility 4f business formation and failure. +aller firms hate acc~unted for about 80% of new 
I , 

jobs since !the 1970s, but they have also a(::co~nted for about 80% of job losses. 11 About 50% 

fail Withi~ their first five years, and th~ unceJainty that many of ~em will be around for very 

along rna~es it less likely that theywill troubli to set up a cotpanY;based pension system. ·Such 

benefits usually imply some confidence th~t ,e firm will be around and that employees can 

plan a longer-term career. About 112 of the sinall firms that do off¢r pension plans were in 
i I!,' 

operation ~t least five years before adoption ofi such a plan.! ' 
I . 

• Employee turnover Smaller firms ,Mo tend to have la higher rate of employee turnover. 

For example, waiters and waitresses, kitchen lorkersand short order cooks, cashiers, hotel 
,I I 

clerks, chitd care center workers, garage and g~s station -- oc(mpati6ns, typical of small businesses 
I ' : ' 

-- have m~dian tenures of less than three year$. 12 

I 
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• Choice Pension plans offered by smatl firms do not rsually involve individually 

directed investment. Moreover, when benefiJ are provided through a company's own .stock (an 

employee stock ownership plan), employees Jay be exposed to high risk. 
: I .' i . 

I I' 
• Administrative hassle: Finally, small ,firms are less equipped to confront the 

complexities of learning about. setting up andladministering rnsion plans. To experts. setting 

up a simplified employee pension (SEP) may seem quite manageable, but smaller firms do not 

have benefit managers, and the time and ener~y of the ownJ may be better invested in 

running the company. Anything more custolized than sucJ a pla~ requires much more 

sophistication and paperwork. Furthermore, Jension laws, rJgulatiOnS, and reporting 

. : h f d th dd" i ~, 11'reqUlreme~ts c ange requen y, us a mg to a mm s comp lance, costs. 

Isrl.'t it possible to design a better pens~on system for workers in smaller firms? Wouldn't 
I : I I . 

it be simpler to have market arrangements in which one has a permanent pension account, to 

which each employer, as well as the emplOye1. contributes? iCouldn'tthis account also be fully 

vested and completely portable, with mini~llhassles and with broad consumer choice among a 
!, . 

number of quality products? 

Ii,
A Pension Plan Purchasing Cooperative (PPPC) Model I I 

Extending the proposed HPPC model' t~ pensions -- a IPension Plan Purchasing 

Cooperati~e (PPPC) model -- would achieve Jese reforms, '~deed, an HPPC and a PPPC might 

be the sanie institution. A viable PPPC might~e conceived in leveral ways. One such model is 

I
oudined below. 

I 
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Name: 	 Pension Plan Purchasing Cooperatives 
Sponsors: Quasi-government, non-profit. goverJ:?ing board representing 

membership I I 
Number: 	 One serving each geog~aphic area 

Non-exclusive offerer qf retirement benefits 
Coverage: 	 All workers not now offered employerrsponsored retirement benefits 
Financing: All employers requiredito offer autom~tic payroll deduction option to a 

PPPC account for workers not €overed by an employer-sponsored . 
pension plan. Yvorker deduct~ this PPPC contribution on his/her 
own tax return: receives same tax advantage as enrollees in 
employer-spon~ored plans. I 

Administrative fees paia from revenues. 
Fooctions: Issues RFPs for retire~ent plans, inch~ding annuities, mutual fund 

families allowing self-directed !investments 
Selects plans to be offe~ed, using criteria such as fiscal soundness, 

investment performance, cust6mer service; contracts with 
offerers I I· 

Distributes comparative marketing material to eligible employees, 
covering futur~ benefits & ratJs of return, financial risk, customer 
service' I I 

Collects contributions I 
Distributes contributic)ns to the individually-selected retirement funds 
Coordinates among other PPPCs to as~ure national portability and 

continuity as i~dividuals mov~ to other geographic areas 
Assures overall management responsibility 

I 

I, 
i 

There are three key differences betw~en the HPPC and PPPC models described here. 
I 

! 

·,Number and exclusivity HPPCs sh~uld be exclusiv:1e offerers in an area to prevent 
, 	 I 

health insurers from competing by "skimming" risks rather than through cost, quality and 
i 	 I 

consumer satisfaction. PPPCs do not face thie same constraint and need not supplant 
, 	 ,I I, 

arrangements employers already offer. Although HPPCs usually should be organized on a state 

or sub-s~ate basis because health plans comJete by health nlarket area, a PPPC might be state-

based, o~ even multi-state in scope. Ii, 
, 
i 
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, . I 
• Coverage HPPC buy-ins for medium-to-Iarge firms must be either mandatory or 

! I 
subject to:a carefully-constructed set of rules fO prevent the HPPC being selected mostly by 

high-cost firms. This selection issue does notlseem to apply to PPPCs, and they can be open to 
. I i 

any worker not covered by an employer pens~on plan. In thid way, every worker could be' 
, ' 
I 

assured of equal access to a payroll-withhol~g financed, tax-favored retirement plan. 
i 
I 

I 
• Financing Workers with a PPPC acc9unt should be recorded .the same tax advantages as 

workers with an employer-sponsored pension! plan. This tax !equity can be achieved by allowing 
. ! I . 
; I 

workers to deduct PPPC contributions on their tax returns, like Keogh and IRA contributions. 
I 

The combination of payroll deductions, tax ~dvantages, i:rnn;tediate vesting, universal 
, . : I 

portability. and choice of first-rate plans sh0t\ld encourage many uncovered workers to take 

advantage of PPPC plans - particularly as unc~vered memberl of the baby boom generation 
I I 

confront the inadequacies of their future SOci~1 security benJnts. 
i I! 

I 
Just as there are functioning prototypes for a HPPC (the federal employees health 

insurance: program and CalPERS), there is a n~tiOnal prototJe to show now a PPPC would work 

in practice. The Teachers Insurance and Ann~ity ASSOCiatioJ (TIAA). which covers primarily 

college arid university employees and nOIl-p+lt inStitutionsl prOVides each enrollee with a 

personal retirement account. The employingj institution simply makes a payment to this 

account for its employees, in lieu of setting up a separate peri.sion system. Employees may 

supplement these amounts through addition~l payroll withhblding. All contributions are vested 

irnmediat~ly and are fully portable among th!e participating !inStitUtions. With TIAA, institutions 

do not incur the expense of managing their dwn pension fulds. TIAA is supplemented by 

options for purchase of shares in a stock mut~al fund (College Retirement Equities Fund) and 
I .; 
, I 

for life insurance. Why shouldn't smaller firt workers also fave a system that is this good? 
I 
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. As with HPFCs. a PPPC concept could ,e financed in ~ariousways. A model embodying 

voluntary contributions is described above. b~t the concept iould also be compatible with a 

mandatory employer contribution. Such a sy~tem. the Mandatory Universal Pension System 

(MUPS). ~as recommended by the President'l Commission ln Pension Policy (1981). The 

PPPC app';'ach has advantages over Social sec0ty. It offers ~ flow of savings to private 

investment rather than to federal debt finance:, and thus also offers a higher rate of return. 
, , I 

I 
I 

I 
Assessing'the HPPC and PPPC Models i 

I 
To,day's private market arrangements f9r pensions and health insurance even aided by 

$1 03 billion of general revenue subsidies froth the federal trlasury -- have clearly hit their limit, 

leaving uncovered tens of millions of persons.; to whom moJ are added every year. The 

proposed HPPC and PPPC models are intende1 to bring far-r~aChing improvements to these 

markets and offer a way to cover many ofthJ 37 million pJsons without health insurance and 
, I 

I 

the 68 million workers without pension coverage. 

I 
The HPPC managed competition mod~l has become a major reform proposal only over 

• I 
the past year. aided particularly by President Clinton's endorsement. Many complexities and 

. ! I 
issues remain to be resolved. The related PPPC model. advanced in this paper, also calls for , ii' 
discussion by experts in pension and small business issues.' Some early reactors have suggested 

i I I 
that this approach might also be used for ,life ,insurance. for long term care insurance .. ;even as a 

vehicle fdr offering "cafeteria plan II benefits ft workers in s~aller firms. 
I 

I I 
This managed competition strategy for reform in health insurance and pension plans, 

using HPPCs and PPPCs, offers a middle grOU~d for debates lften polarized by advocacy for 
I 

I 
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, 
employer-linked coverage and unfettered markets, at one end of a continuum, and elimination 

, 

of a private market and consumer role by SOci~l insurance, at the other end. Using public policy 
i 

to design rational new markets and market-farilitating institultiOns may make it possible to 

expand both the coverage of health insurance Iand pension plans and consumer choice among 

those plans. For millions of workers in small firms who do n10t benefit from current employer
. , 

I 

oriented s?"ategies, such improvements are lo~g overdue. 
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