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DRAFT 
Reductions in Medicare Spending Under Alternative Growth Caps 

(Fiscal Years; Dollars 111 Billions) 

Alternative Growth Caps 1996 - 2002 1996 ·2005. 

5% cap (Admin. / eBO)*, 

7% cap (Admin.! eBO) 

Indexed cap .... :;; approx. 6% (Admin. 1eBO) 

$ 3031 $,339 

$194/ $ 229 

$ 250/ $ 285 

$ 6611 $ 766 

$ 417 / $ 520 

$ 550 / $ 664 

• Admilli~lrBlion estimates based on ry , \JIJ(l President's Budget baseline ('Il~1 of offsetting recelpls); CBO 

estimates based on (:1:10'8 janU!lry 1995 IO·year baseline (np.t of receipts) . 

•• Cap sel "I onrollm'ln! grow1h + nommal GDP per C()pil~ + laclor for I\ging of the PUpuldlion. 

> If Social Security and defense were exempt from reductions, a 5% cap on Medicare 

growth would be required to achieve the level of Medicare cuts needed to reach a 
. balanced budget by FY 2002. It is estimated that Medicare spending reductions of 

$322 billion over 1996-2002 would be required to achieve a balanced budget by?002, 
assuming that Social Security and defense are excluded, andan across-the-bo.ard 
reduction is applied to all other federal spending .. 

> 	Sen. Packwood has publicly discussed the feasibility of imposing a 5% growth cap on 
Medicare (BNA, Feb. 28). and Sen. Gregg has publicly discussed limiting Medicare 
growth to 7% annually (P~IA. Feb, 23). 

> The indexed cap could be a reasonable alternative. to an arbitrarily selected cap. First. 

the indexed cap allows for beneficiary enrollment growth. Second. the nominal GOP 
per capita factor links Medicare spending to growth in economy-wide prices and 
productivity_ This factor may be a reasonable proxy of the economy's ability to support 
continued growth in Medicare spending .. 

> 	The Administration's Health Security Act included a cap on the growth of federal 

payments for private health insurance subsidies. The Cooper/Breaux Managed 
Competition Act also included indexed caps on Federal liealth subsidies. After 2000. 
the HSA's indexed cap was based on the CPI, U.S. population growth. real GOP per 
capita, and a factor for demographic changes. The proposed Medicare index has the 
same components. except that it substitutes nominal GDP for real GOP and the CPl. 
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> The use of nominal GDP would avoid ,many of the measurement problems associated 

with a price index like the CPI: 

> a price index typically measures "list" prices. Paymentrfor many health services 
include discounts off the list price (e,g., managed care plans negotiate discounts from 
a hospital's charges.) As a result, a price index may overstate price inflation. 

> a price index does not always accurately adjust for the introduction of new goods and 
services, such as new medical technology and procedures. 

> a price index does not adjust for changes in quality (e.g,~ performing cataract 

surgery on an outpatient basis rather than an inpatient basis). It can be difficult to 

adjust price indices for changes in quality. In most cases, the CPI would overstate 

or understate price inflation for this reason. 


> the CPI uses a fixed basket of goods and services to measure changes in price 
levels from year to year. This assumes no substitution of lower-cost.goods and 
services of similar quality, which in fact might provide consumers the same utility at a 
lower cost. Use of nominal GOP would' account ,for changes in the composition of 

. gcods and services in the economy. 
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ALTERNATIVE MEDICAID CAPS 

Reductions in Federal Spending Under Alternative Crowth Caps 
(Fiscal Years; Dollars in Billions) 

Alternative Growth Caps 
: 

1996·2002 1996 - 2005 

Total Program Block Grant 

5% cap (Admin / eBO) 

7% cap (Admin / eBO) 

Enrollment + ePI cap'(Admin leBO) 

Enrollment + MePI cap (Admin / eBO) 

$134/$192 $309/$415 

$71/$129 
, 

$170/$275 

$66/$136 $160/$313 

($10) ** / $62 ($14)* / $146 

Acute Care Block Grant (Admin) 

5% cap (Admin / eBO) . 

7% cap (Admin / eBO) 

Enrollment + ePI cap (Admin / eBO} 

Enrollment + MePI cap (Admin / eBO) 

$95/$124 $218/$266 

$62/$92 $145 / $195 

$59/$96 $140/$214 

$20/$58 $49/$129 
..

• Cap at enrollment + MCPI would Increase the defiCit over the penods under Administration baseline. 

• 	 None of the alternative growth caps achieve the level federal payment· 
reductions discussed by House Leaders . 

. A 5% acute care cap achieves about one-half the federal 
reduction discussed by House leaders. Even though acute 
care is more amendable to managed care savings, such a cap 
would only permit a per capita rate of growth of just over 10/0, 
much lower than growth in private per capita .health spending. 

• 	 A per capita growth cap (e.g., enrollment + CPI) addresses some, 
, but not all, of the problems associated with a Medicaid block grant. 

A per capita cap accommodates changes in enrollment due to 
recessions, but does not address many other reasons for 
variations in state program growtll such as differences in 
regional medicCilcosts, enrollment patterns, or service mix. 



.. A per capita cap does not recognize the different capacities of 
states to achieve savings through expanded managed care. 
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DRAFT 
Reductions in Medicare Spending Under Alternative Growth Caps 

(Fiscal Years; Dollars In Billions) 

Alternative Growth Caps 1996 - 2002 1996 - 2005 

5% cap (Admin~ / CBOt $ 303/ $ 339 $ 661 / $ 766 

7% cap (Admin.! CBO) $ 194/ $ 229 $ 417 1$520 

Indexed cap" ;;;; approx. 6% (Admin. ! CSO) $ 250! $ 285 $ 550/ $ 664 

• Atlminialration estimates based on FV HW6 President's Blldgel baseline (i'I~1 01 offsetting receipts): CBO 

estimates based on ceO's January 1995 10·Year baseline (np.! of receipts) . 

•• Cap sel al onrollm,ml grow1h .. nominal GDP per capUil '+ faclor lor IIging of the population. 

> 	If Social Security and defense were exempt from reductions, a 5% cap on Medicare 
growth would be required to achieve the level of Medicare cuts needed to reach a 
balanced budget by FY 2002. It is estimated that Medicare spending reductions of 
$322 billion over 1996-2002 would be required to achieve a balanced budget by 2002, 
assuming that Social Security and defense are excluded, and an across-the-board 
reduction is applied to all other federal spending .. 

> Sen: Packwood has publicly discussed the feasibility of imposing a 5% growth cap on 
Medicare (BNA, Feb. 28), and Sen. Gregg has publicly discussed limiting Medicare 
growth to 7% annually (Pfl.IA, Feb. 23). 

> The indexed cap could be a,reasonable alternative to an arbitrarily selected cap. First, 
the indexed cap allows for beneficiary enrollment growth. Second, the nominal GOP 
per capita factor links Medicare spending to growth in economy-wide prices and ' 

. productivity. This factor may be a reasonable proxy of the economy's ability to support 
continued growth in Medicare spending. 

> The Administration's Health Security Act included a cap on the growth of federal 
payments for private health insurance subsidies. The Cooper/Breaux Managed 
Competition Act also included indexed caps on Federal health spbsidies. After 2000, 
the HSA's indexed cap was based on the CPI, U.S. population growth, real GDP per 
capita, and a factor for demographic changes. The proposed Medicare index has the 
same c;omponents, except that it substitutes nominal GDP for real GDP and the CPl. 
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> The use of nominal GDP would avoid many of the measurement problems associated 
with a price index like the CPI: . 

> a price index typically measures "list" prices. Paymen\,for many health services 
include discounts off the list price (e:g., managed care plans negotiate discounts from 
a hospital's charges.) As a result. a price index may overstate price inflation. 

> a price index does not always a'ccurately adjust for the introduction of new goods and 
services, such as new medical technology and procedures. 

> a price index does not adjust for changes in quality (e.g .. performing cataract 

surgery on an outpatient basis rather than an inpatient basis). It can be difficult to 

adjust price indices for changes in quality. In most cases, the CPI would overstate 

or understate price inflation for this reason. 


> the CPluses a fixed basket of goods and services to measure changes.in price 
levels from year to year. This assumes no substitution of lower-cost. goods and 
services of similar quality, which in fact might provide consumers the same utility at a 
lower,cost. Use of nominal GDP would account for changes inthe composition of 
goods and services in the economy. 
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MEMORANDUM 

To: Distribution 

From: Chris Jennings C.c:::t 

. Jennifer Klein 


Date: March 16, 1995 

Re: Jackson Hole's New Proposal and Senator Gregg's Entitlement Reforms' 

· We have received copies of two initiatives that have significant implications relative to health 
policy changes. They are attached for your review. . 

First, Paul Ellwood has released his next edition of health reforms' produ~ed -by the Jackson 
Hole Group .. He is planning on referencing it during his testimony to the Labor. and Human 
Resources Committeethjs week. . . . 

Second, Senator Gregg rele~ed his first edition of proposals to 'achieve hundreds of billions 
,of dollars in deficit reduction, primarily through Medicare and Medicaid cuts. Over 5 years, 
· the Medicare program is targeted for a least $100 billion in reductions and the Medicaid 

. program is targeted for at least '$115 billion in reduction. . 

. Senator Gregg suggests that he can achieve the Medicare savings through a specific list of 
traditional Medicare cuts that amount to $50-65 billion and through the utilization of a new 
Medicare. managed care program called '''Choice care." The managed care proposal does not 
clarify how it would achieve the $35-45 billion in savings. In' the absence of the savings" . 
being achieved, he suggests a faU-back, of non managed care Medicare cuts. However, this 
list does not add up to the $1.00 billion target. ' .. 

The Medic~id cuts would be achieved through a block grant that caps Federal aggregate 
growth at 4%.. States would be given complete flexibility to achieve the $115 billion 5 year' 
number. Gregg suggests that these savings can be achieved through managed care and with 
no reduction in coverage or provider reimbursements. As we indicated in our analysis of a 
5% cap, there is no evidence that suggests that cuts of this magnitUde can be achieved solely 
through the use of managed care. In fact; we have received reports that the state of 
Wisconsin has called to explicitly reject Senator Gregg's assertion. that Wisconsin has 

· achieved its limited growth rate exclusively through the use of managed care. 

We are in the process of analyzing the specific cuts and their implications as well as . 
preparing some potential talking points to use as'apossible response. We will circulate these 
as soon as they become available. - 
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INTRODUCTION 


Paul M. Ellwood, MD 


"Responsible Choices"identifies the actions that the 'private sector and government 
'. .' " .,.,' . 

, should take to improve the American health system and accelerate and _expand the health 

care revolution that is already underway. It spreads the benefits of and responsibility for 

better quality, lower cost health care with a mi,nimum .of prescriptive interference by 

government at no overall increase in cost. "Responsible Choices" i~ not based on 

untested economic and sodal theory. The recommendations are taken directly from' 

, actual clinical and operati~nal experience gained in providing health care and health 

insurance to over 100 million Americans. These sl:lggestions r~focus the Jackson Hole 
""". . . '. 

Group's appr~aches outlined in "The 21 st Century American Health System" (1991), 

which called for accelerating value-based competition in the health care marketplace and 

assured health care for all Americans. 

We devised "Responsible Choices" as a set' of practical, bold proposals' to continue 

pushing the public policy process and ,keep the health care revolution on track. It 

identifies where prog;ess can be~increased while warning where it c:an be thwarted. It 

does not promise health insurance for every,~me since tha~, is an impossible goal without 

raising taxes, creating unfunded mandates, or prolonging the deficit. The Jackson Hole 
, " 

, Group has no~ backed off of its commitment to adeql:late health protection for' everyone 

but proposes that once the size of the probiem is decreased and understood, we will be 

better ~ble to identify and deal with those still left out of the system. 

The United States has been rapidly transforming health' care by implementing a market

driven system that works~~ unique approach th~t has resulted in significantly redlJcing 

rate'increases for private purchasers and consumers of medicai services. This evolution, 
. '. .. !.. . . 

turned revolution, which has been underway for at I'east twenty~five years, is being 
. . , . 

, driven by corporate purchasers and cost-conscious consumers. It has created 'an 

extraordin~ry array of health plans aggressively competing with one another 'on price and 

quality. HMO enroilment has grown by 30 perce':ltsince "The 21 st Century American 

\ J IHG Responsible Choices: Draft, March a, 1995 
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Health Syst~m" was written. However,' some consumers-such as most Medicare 


beneficiaries, individuals with preexisting ill~esses, and the ~mployees of small 


. firms-are not fully benefiting from the health can~ revolution that is propelling us toward, 

the twenty-first century. And, despite being the largest singl.e purchaser of health care, 
" " I ' . 

the federal g'overnment has been particularly slow in bringing public programs into line 
:, 't·, " 

with those ih the p~ivate sector. 
\1 ,'" 

It has taken at least twenty-five years 'for the new American health system to become 
.' . , . 

! ..... It. 

established. lAs it continues to evolve rapidly, care must be taken not to disrupt its 
: '; , . " ":.",. " ~ 

progress. In the United States, the market works in health care because multiple 
I , 

purchasers, ~'eit just the gover~me~t, arei'n aposition to 'introduce bold new methods of ' 

buying healt~care'and because p;~viders and insurers have substantiaUreedom to ' . 

respond with'newapproaches tei organiting and paying for care. :uResponsible Choices" 
.' . .'l ,>" ,; < , ' " :;" • 

makes proposals to foster this market driven progress and innovation. 
'. ' . . ' .' ., 

Keeping the market working in health care requires the consid~ration of factors that are 
, ' . '-. ,'. . '. ''. 


unique to thel,health sector. When a1day' in the hospital can cost th~usands of dollars, 

'. , " 

people need health insurance. But'whE!n this, is fee-:for-service insu'rance, there are few' 
. :'. ",., ~: ..' i, .>.. . . 
incentives for :sick individuals and their trusted physicians to try to save money. Those 

,'I' ',; ,.' , ", . 

who are poorly insured or With a high deductible have an incentive to avoid costly 
;1 . '. ',' " . . 

health care 'bu.t are too vulnerable to 'shop effeCtively for medical care based on price 

once theybe<:9me truly sick. Historically; m~dic~1 care has been a product best 

understood by:;doctors who were sel'ling it and thus were in a position where they made . 
. ';' , . .,' , '. . r!:" , " 

both the key d,~nical and economic decisions for their patients and their practices. 

'''Responsible C'hoices" intends to chang~ this by enhancing the responsi~ility of 

cons'umers witb"better' informatiQnand more ~ower to make choices about'their own 

lives~ As in an~ ind'ustry, genuinely lowering'c~sts means vast increases in productivity. 

In this 'case, change threatens the Ii~elihood of more than 100,000 specialist physicians, 
" ': ' '. ' " ' 

one-half of the country's hospital beds, and hundreds of health' insurers. the likely result 

is resistance to .~ompetiti'on. from these secto~s. 
, .:' 

i. ,
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"Responsible Choices" assumes that the combination of revolutionary changet health . '.' 	 .' 

insurance, consumer vulnerability, inadequate information'; extraordinary oversupp'ly, and, 

shared responsibility are factors unique to the health sector that cannot be ignored. It 
~ 	 , '. l', ' 

calls for intervention ,in selected facets of the marketplace to make it function better~. 

. while warning policy-makers that preventing, or distorting further expansion of price and 

quality competition will disrupt the progress that the ~arket 'i';making." 

The U.S. health system has been transformed thus far by adherence to the following 

, principles: 

• 	 Health plans and h~alth insurance, including Medic'are, should compete on the basis 

of price and quality. Health' plans that both finance and deliver comprehensive ' 

health care competing on price and quality ,are pacing the new health market.· 

Combining health insurance with ,health care is perhaps the most important change in 

the structure of the health system. It shifts 'the emphasis from increasing earnings by , 

subjecting the patient to more services to reducing 'demand for costly extended ' 

treatment by keeping people well. ' Toeffectiveiy lower costs and improve qualitY, 

health plans must carefully select those providing care and matc;:h their numbers and 

skills to the needs of thei.r consumers. 'This practice has been criticiied for restrictirg 

doctor opportunities and patient choices, but shepherding resources remains as ' 

critical to health care quality 'and cost as to the;'manage~ent of any enterprise. : 

Health insurers that offer lTlore provider choices but greater consumer cost sharing 

should be given the same equal opportuni,ties to compete. ' 

. 	 '., 

• 	 Consumers can be cost-c~nsdous when 'selecting health i~surance. Consumers can 

be motivat~d to be cost-conscious at the time they select health insurance ~nd will, 
" 	 , 

, choose lower cost plans when they are convinced' that hea,lth care will be readily 
. .' \ 

availaoleand of good quality. Cost-conscioLJsness atthe time of illness is less 

predictable and can cause expensive and dangerous delays in seeking care. This is 

making limiting premium contributions more powerful than high deductibles in~ 

motivating consumer choice: 

IHG R.esponsible Choices: Draft, March 8, 1,95 3 
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• Group p~~chasing of ,health care i~essential to sprea~jng risk and reducing costs . 
. .;! .. 

Health due 'must be purchase9 by ,groups .large enough to exert real ,leverage over 
, , l' ' . ',,' .', 

competing health plans. Size allows these groups to exploit their knowledge of 
,/>, "'" " ' . . ' 

, he~lth plim pE;!rfOrmance and, above all, to spread, the cost of insurimceover both 

. he~lthy ~nd unhealth~, i'Jidividuals. "Rl:!spbn,sible 'Cho'is:es" requir~s, shared 
I 

responsibility by those who are still well for'those who ,are sick .. As in any market, 
. ;;. c" . 

the presence .of many powerful buyers and multiple competing ,sellers has been 
• .I. . _ . 

shown to be beneficial to consumers and encourages continued innovation and 

'vigorous price competition~ Diminis,hing ine clout of group purchasers or 
, ' . 

inadvertehtlY Qividin~ consumers int9 good a,nd b.aq risks will de~troy the burgeoning 
, ' 

health market. 

• ,Information abou't the quality 'of care must be available to consumers.' For the 
.\1 : • :' , " ~, ' 

h'ealth ma,rket to, function properly," co'nsumers, purchasers, and providers need ' 
" Ji ' , " ' , ' , " 

ur)derstan9able and <;:omparaQle infor,mation on the cost and quality of care from 
. ,I ',', 

various health 'plans. The qua,lity of care information currently available to 
, ' ,'" '.. .,' . 

, consumer~ is still incomplete and is perhaps the weakest linkin the health care 
, ii:, "'''.', ' , ' 


revolutiofl',. Because reliable and objective information is not available, the 

• .. t • " ' • ~ . • 

org~nizati6ns providing the best ,quality of c;:are are'not nec~ssarilyattracting the mos't 

consumerst lhis information g~p 'jeopardi~es ,the entire health revolution. 'The,Jack 
: ~ . , . . " . 

of cOll1par~tive information on qu.ali.ty'also makes the system vulnerable to 

unsubstantiated criticisms abo,ut costs being down beca~se ~uality is deteriorating. 
~ , " , 

'Without e?<par"iding entitlements or ,mandates, "~esponsible Choices" expands the 
, • \....;, • ".; • I '. : < 

revolution in tlealthc;are by asking go'vernmem to play by the same rules as' the private 
l '. ". 'II . " '. t • " • - , • ~ .' 

sector, by incr~asirig the'power of consumers, and by minimizing risk selection against 
, ',,:!., , ' " '. ' ". ' 


individuals and small employers. The various pieces of "Responsible-Choices", can be 

, • !, ~,,', 

implem~nted as 'stand al'on~ proposal~. H,o\\'evet, they will most effectively generate 
• .'. ','.' • • j 

progress and iJ,provement in the ~ealth system if implemented in the'designated 
, ' . 

incrementalm~nner, 
" ' 

lHG Responsible Choites: Draft, March B, 1995 
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"Responsible Choices" has five objectives: 

1. 	 Align Medi'care and Medicaid costs with rev'enues'while expanding choices by' 

offering public beneficiaries the same cost-conscious choices now available to private 

consumers through employers or purchasin'g groups. Use competition and' co~sumer 

choices to limit the per capita groWth'of Medicare, and MediCaid expenditures to 

revenue growth. 

2. ' Make the tax benefits of health insurance coverage equitable, while increasing 
. 	 . , . . 

consumer awareness of cost and qual ity through a value-based tax cred,it for health 

insurance, health plans, and Medical' 'Savings Accounts. 

3., Give individuals and the employees' of small fi~ms, regardless of their health status, 

the'same opportunity to purchase reasonably priced' health insurance as large group 

'purchasers. Insurance reforms mean'all forms of.health'lnsuran~~the self-insured, 

sellers of health insurance, health plans" and Medical Savings Accounts-should be 

subject to the same marketplace,rufes. 

4. 	 Ensure that consumers know what' the various health plans offer in terms of benefits, 

, satisfaction, access, and health outcomes. , 

5. 	 Set timely realistic targets and measure results 'as reform proceeds. Manipulating a 

trjllion~ollar enterprise may require a change in course if cost containment, health 

outcomes, consumer satisfaction, and acc~ssto heahh care do not improve as 

predicted. 
" 
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'Ii' " 

21st CENTURY M'EDICARE 

Graham Rich, MO, MBA, 

As the larges, purc~aser of health care in the U.S.; the federal, government: is responsible 
,': .'), 

for the continual growth in Medicare cost by maintaining a'dysfunctional payment 
'," r '. 

methodology;and by failing to encourage intensive price competition and cost

co~sCious~e~t Like any other' purchaser, it needs, to adopt some aggressive management 

policies so thflt all taxpayers,' i'ncludi~g seniors, can benefit from better quality and ' 
. ), :-. " . ' 

efficiency through competition among Health Plans and value based choices by seniors . 

. ,Even with the! present underdeveloped system for en'couraging en,roIImentin managed 
, , 

care, the nu~ber'of seniors choosing this option increased by,25 percent in one.year,to 

2.3 million at,the end of 1994. To enable new seniors to stay in managed care and to ' 

offer more chbice for cur:rent~eneficiaries, we need a better Medicare payment 
I, ' '.,' , ',' •-.> • 

methodology base<;Jon competi~ive' bidding, Q~tter access to comparatiye information, 
, .t~" 

and the option of enrolling in any participating Health Plan. Each senior should be able 
, " ..~. 

to use a sum qf money (a voucher or specific contribution which will be referred to in 
. , , , , ' . 

this paper as ,1' Medigrant) from the federal government to purchase health insurance 
'. 'I . 1.. " . 

from traditicinM Medicare or competing Health Plans and thus make cost-conscious 

decisions. Drily then can seniors make responsible choices. This idea was originally 
, '" "." . 

proposed f~r Medicare in 1970 but got caught up in gridlock. Instead, the private st7ctor 
1, . ' I • 

successfully adopted the approach. 
. :1 ' 

, , .~ 

Why Update t~e Medicare Program? 
I ': 

Medicare expenditures were $16.0 billiOn,or 2.4 percent ofgross domestic product 

(GOP), in 1994, and are projectedt6 grow:to $460 billion, orfour percent ofGOP, by 
, ,!. . , . . 

. 2005 which is ,obviously an unacceptable pro~pect. When the private sector face~ the 

same prospect,~'and hence a threat to, its own cpmpetitiveness, it completely changed, the,
,'-' .,' 

way it bought health ,care and achieved a projected decline i[l private sector'HMO 

1; 
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premiums of, on average, 1.2 percent in 1995. 1 In addition, the one million member 

California Public Employees Retiremen't Syste~, by adopting consumer incentives and 

price competition among 'Health PI~ns, achieved reductions in' HMO premiums of' 0':4 

percent in 1993/4, 0.7 percent ,in .1994/5 and 5.2 'percent for 1995/6. 

If Medicare growth can be slowed to six percent per year, the cumulative savings 

between, 1996 and 2004 will.be $401'billion, and annual savings in 2005 will be $129 
, 	 " 

billion. 2 Medicare's traditional indemnity insuranc~ structure and its conflicting role as 

purchaser and insurer have a negative impact on Medicare and the rest of the health care 

market. The traditional structure cannot be sustained bedlus~: 

• 	 Cutsin 'reimbursement cause cost shifting and drive up the ,cost of ca~e for others: ' 

• 	 Hospitals suffer unpredictable changes in reimburs17ment rates. 

• 	 Physicians try to maintain income by, increasing volume. 
. 	 , '. ' 

• 	 Medigap policies that drive up 'use by covering first dollars bec~me more attractive 
, 	 : 

when consumer deductibles are increased in aneffortt6 reduce program utilization. 

Seniors already spend,' on average, $502 (18 percent of their out-of-po~ket health 

spending) on additional Medigap insurance.) , 

• 	 The system rewards doctor's office ,visits and hospita( stays instead 'of improvements 

in the health of seniors: 

• 	 Medicare cost problems will only get worse ui')der the current syst~m as managed 

care Health Plans, using' resources efficiently, force nonparticipating physicians 
, , 


(perhaps as many as 165,OOO}4 to depend on'Medicare toe~lrn a living. 


lGroup Health Association of America (GHM), 1'994 HMO Performance RePo!1 

2 Based on growth projections' contained in "The Economic and Budget Outlook: Fiscal Years 1996-2000: Congressional 

Budget Office, January 1995, 

3 Public Policy Institute, American Associatio~ of Retired Persons., ."Coming Up Short: Increasing Out-of-Pocket HealtH 
Spending by Oloer Americans: 1994, ' 

4 ,', " 	 ", , ' ',,' " 
Weiner, Jonathan p" DrPH, "Forecasting the Effects of Health Reform on US Physician Workforce Requirement,:' lAMA, 

July 20, 1994, Vol 272, No. 3. ' . 
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Parallels with the Private Sector ,- , 

When~nsl,l~tainable expeD,ditures on health, benefit,s threaten~d, compet,itiveness, 

employers ~ade the tra,nsition from tra~itionaJ 'health insurance to offering a,. fixed 
. ;" '. 

'payment for::health care and a' choice of competing ,managed care plans. A~ a result, 
• ," ! " '.' '.' 

they have seen a consistent incre~e in managed care enrollment with a corresponding , 

reductioh in,icosts. The government cquld experience. the sam~ savings by learning from ',' 
o . '. " .' •• j, '. _ , 

enlightenedemp[oyers and adopting the same strategy. 

How Do We Get There? 
" 't 

I .'\" ;1 

There are a number of political and programmatic difficulties inherent in making the 
'I . . \ 

transition.,from a legally prescri,ped cost·reimbursed M~icare indemnity plan, with 
. ....., • ~ • , .'. '.,' I "" 

minimal con~umer cost-consciousness to, a pr.ogram where consumers make'value based 
" ). , '" J'." , 

choices.' But~ the practical, problems in gearing up the private health system to compete 
) " • I. , .' . 

on price and;quality to serve seniors are not as g'reat. For example, 74 percent of seniors 
j , , ' 

live in an are.a where they have access to a Medicare risk contracting plan and, in 1995, 

38 pe'rcent of HMOs are planning~O develop new Medkare'qmtracts. Early 

impleme~tatibn would brin~ the greatest savings but would require the most support 

from seniors a~d a substantial, managerial ,effort by the Health Care Financing 

Administratidn -(HCFA) to effect the 'Changes'. ' 

", . , . ; 

This proposal. relies on competition, among Health Plans, c9upled with a fixed Medigrant 
. \'" _) • :t '. .' ,', ' • 

contributionf~r each,senior. ' It exp~n9s the scope of benefit~ and o~ers beneficiaries 

access to well manag~d health care. ,It requires competing Health Plans to offer a more 

appropriate s~t of benefits than the traditionarMedicare program, such as the federal 

standard HMO package with a prescripti(;m drug benefit. As a result, seniors who join 

Health Plans ~ouldnot need t~'buy Medigap insur~nce. A 'Medigtant setatthe average 
, , ) . .',' " " , ,' 

premium charged by the least costlyhaWof the participating plans will give seniors 
" " '.' . - . . ' 

access to a ral1ge of Health Plans~5 The' option to stay with traditional Medicare would 
~ • " I , 

still be available. 

. . . .' '. , . 


,5Competitive bidding to set the gove~menl contribution has been recommended by Bryan'Dowd e! aI., in "Issues 

Regarding,Health Pian Payments Under Medi~are and Recommendations for Reform"; The Milbank Quarterly, 1101. 70, no.3, 1992, 

423, ' 
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Promoting Consumer Cost-Consciousness . 

Each senior should be able t,o choose between, traditional Medicare or a range of Health, 

Plans using a Medigrant. Seniors who choose a more expensive plan would be 

responsible for making up the cost difference be it traditional Medicare or a Health Plan. 

Those who choose a less expensive option would receive a refund. To ensure full 

choice, all participating competitive Health 'Plans should participate in a coordinated 

annual open enrollment 

The amount of the' Medigrant for each Medicare enrollee who joins a Health Plan'could 

. be initiallY'limited to the amount the government currentlysperids on traditional 

Med icare adjusted downward ann ually by at least a percentage poi nt each' 'year : It 

should ultimately be baseq on the average premium of the least costly half of the 

competing Health Plans in each market area. This could be calculated using the 

previous year's enrollment to weight premiums .. 

Moving to Competitively Driven Prices 

The cU,rrent formula for paying Health Plans 'in Medicare is based on traditional Medicare 
. . 

costs. Thus the more expensive traditional Medicare actually drives up government 

payments to Health Plans. Instead, the reverse should be true with traditional Medicare 
. . 

being required to compete with Health Plan prices. As long as' this perverse linkage 

between traditional Medicare and Health Plans 'is bl!ilt into Medicare law savings' from 

competition will elude us. At some point, the program expenditure should become 

. pegged to competitive Health Plan prices. There are two options for making this 

transition .. The Fast Track option would require the government to set the same growth 

rate, say six percent per annum, for traditional Medicare and Health Plan Medigrants· 

during,a transitional period .. The slower, or divided track would temporarily separate the 

.. payme~t rates and growth rates of traditional Medicare from, those of Health Plans'. 

Under this divided track option the growth rate for traditional Medicare using CBO . 

projections would be ten percent, on average, while the Medigrant for H~alth Plans 

could be eight percent in the first year, seven percent ·in the second year, and six 'percent 

in the third year, a.t which point enrollment should be suffici.ent to ,allow competition .to 

JHG Responsible Choices: Draft, March 8, 1995 9 



If 

't 
,>\ 

set prices:l)nder both options,. there ulti'mately would, be a common method for 

.calculating..the amount of money to be\pent on traditional Medlcar~ and H'ealth Plan 
, 'j" " , 

payments which would be driven by competitive Health Plan premiums. 

" 
,Transitional"Techriiques ' 

Traditional Medicare can n.o longer be considered as a well designed'or adequate 
, It, . , 

,insurancepolicy. It tries to control demand by cost sharing and deductibles. There is a 
" ' 

need for a niore comprehensive arid appropriate set of benefits which should convince . ," , 

Medicare be,neficiaries :thatthey are not"losing out in the transition to 21 st century 

Medicare. The Health Plans comp~tingJor b~neficiaries sholJld be, required to offer an 
il . ' I 

improved benefi~package which should preferably eliminate the need for Medigap , 

policies. 

" , , ' 
, 

Beneficiaries ;with preexisting illnesses are reluctant to leave the traditional Medicare fee-

for-service p~~gr~m which drives up the ',CQsts for this option during the tr~nsition . 

.Under thi~ pf,oposal, a richer set of. be,nefits, lowerout-of:·pocket costs" and increased, ' 

quality accountability should encourage the higher risk b~neficiaries to make the switch 
, " " . ' . . 
,,'; ,,' . , , ' 

,to a Health P,lan. However, beneficiarie,s with a higher risk will be attracted to Health, 
',t 

Plans that ha~e a reputation for providing· superior care. Therefore, some method for 
, ,~~ .' . ' , 

, ,identifying this uneven spread of risks and compensating for them by shifting Medigrant 

'qollars from plans wi~h better risks will be necessary. 

:', 
I ' 

The ava! labi I ityof Health, PlaflS across the country is uneven and costs are variable , ' , 

betw~n regions: Medicare is the last frontier for competitive Health Plans that are eager 

to proyide a iervice to this large sector ofthe population and are confident they ,can, 

provide better. benefits for less. I In 1995, the Medicare' capitation rate is $467 in San 

Francisco and!, $559 inLos Ange,les whi'le.,the premium for a non':'Medicare, non-Medicaid 

Kaiser plan isj!the same fqr northern and southern, California. With the current formula, 

HMO.. rates in: some counties factoriri,ex~essive use of services· a'nd so are too high fqr 

Medicare to r~alize the potential savings,from managed care. In other counti~s with : 

lower service::use, Medicar:e rates are too, low to encourage ,HMO participation .in the 
" 

" 

l! 
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risk contracting program. 'In encouraging competition between Health Plans in areas of 

the country where health care costs are lower or where the number of providers are. 

limited, so~e have suggested that there should be no initial limit on the government· 

contribution for Health Plans. "Responsible Choices" assumes that as Medicare is s'uch a 

large buyer and the oversupply of providers so great, competition' will.develop even in 

those areas where traditional Medicare payments are low. If competition fails to develop 

in those areas, the federal government might consider' using savings from' higher cost 

, areas to increase payments~ 

, Fast Track Option' 

Under this approach, the groWth in expenditure for traditional Medicare and Health 

. ' 

Plans could be explicitly budgeted for each year. These sums of money could be given 

to seniors in the form of a Medigrant which they could,use to purchase care from 

traditional Medicare or a Health Plan. The method of calculating the federal government' 

contribution, or Medigrant, and its maximum growth could be specified in legislation to 

be, say, six percent per year and adjusted for the increasing age of beneficiaries. The 

growth rate for traditional Medicare would be the'same and program costs would need 

to be controlled using techniques such as high deductibles combined with'Medicai 

Savings Accounts (MSAs). By adopting this approach, the government would be 

defining,' in advance, what it is prepared to spend per beneficiary on Medicare, as other 

purchasers are increasingly doing. This would not be the same as' introducing price 
, ' 

controls as set out in President Clinton~s Health Security Act but would merely set the 

limitof the government contribution. In fact, it would be'analogous to the current 

Medicarepracti'ce of setting provider fees or d~ductibles where individuals and providers 

. ,must make up any difference. 

Divided Track Option 

With this approach, th'e federal goyernment would terliporarily allocate different rates of 

growth for traditional Medicare and competing ~ealth Plans. Traditional Medicare could 

be budgeted to continue increasing at the current predicted rates, (ten' percent per year), 

while'the maximum Medigrant growth rates would ,be set at eig~t percent the first year 
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I , 

and at one ~percentage point I~ss each' ensuing year until 'the market penetration is great, 

enough to qetermine payments. ' 

Competitive Health Plan Prices to Drive Traditional Medicare Payments 
• l:! .." 

Under both options, when more than, ~ay, 30 percent of seniors in a particular market 
. I '.. . 

are' enrolled: in competing Health, Plans and are satisfied with the benefits they are ' 
• I .••. , 

receiving, th:en the government's Medigrant payment fo'r traditional.Medicare, and Health 
i • • , 

Plans'~hould be based on the average of the ie~st expensiv~ half of competing Health' 

Plari prices. ' It may be necessary to grant new managerial powers to HCFA to allow 

traditional f1edicare to adopt Preferred Provider arrangements and' other managed care· 

'cost containment developments that have be~n employed by transitional managed care" 
I " 

plans:' This may include thesetting of premiums for traditional Medicare or other cost ' 
, .! . 'I' " ' 

saving or revenue producing measur~s,. , 
.. ' . 

Ensuring Plan Competition on the B~sis of Price,and Quality 

'To enable Medicare beneficiaries to use their Medigrant wisely,' the HCFA, or its 
• ,I " ' ''..... . . . , . 

designee,' sho.uld provide information, including quality and price comparisons of 


traditional M~dicare arid Health Plans by m'arket area. Health Plans should price and 
,. . 

offer a stan?ard benefits package. Seniors should be giv:n comparative infdrmation on 

out--of-:pocketFosts for care of commo~ tOr;'lditi'ons, consumer .satisfaction vdata, etc It' 

would be particularly valuabl,e .if.governme~tpursued.the same health accountability 
•• ", \. . 1 

methods being used by the private sector. (see Health Accountability Sy~tell1 section, 
" . 

page 34). Responsible marketing should be encouraged to ensure that seniors 
, " '. , . 

understand th~ options. 

II 

Stage, 1: Fiscal Year 1996 

The Secretary ,9f Health and Human Services should establish marketareas to calculat~, 
" the value of th~ Medigrant, as counties are too smaU.for stable prices: If Congress elects 

•• , f " ~" ~, , 

to use the fast'track option, the Medigrant value for traditional Medicare and Health;' ~. , .. ." 

Plans would be set at the I~vel of payment for traditional Medicare the first year with an 
If . . . 

, an'nual percentage increase of" say, six pe~cent th~r~after. If the divided track option is 
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chosen, the groWth rate for the Health Plan Medigrant ~ould' be one percentage p~i~t 
less than traditional Medicare, as described above. " Under~oth options, legislation . 

should allow Health Plans that cost less than the Medigrant to give consumers rebates. , 

A Health Plan that costs more than the Medigrant value ,should charge seniors the 

difference. HCFA should si~plify its appro~al and other regulatory ~equir~ments, such 

as the SO perce~t com~ercial rule, ~o that it is le~s costly for ne~ Health Plans to enter 

the Medicare market. 

Stage 2: Fiscal Y~ar 1997 ' 

HCFA, or itsdesignee, should establish and' coordinate an annual open enrollment 
,- . ~ .' .' " 

period to ensure that each individual can choose among all participating plans. ' 
'\ ~ . ,. , ; , '. . 

Medigrant payments should be'risk adjusted t6 allow for the extra risks involved in, 

enroliing individuals with chronic diseases. All' participating Health Plans ~h'ould be ' 
, , 

required to offer at least the new standard benefits package. 

Stage 3: Fiscal' Year 1998 and beyond 

Under,either option, many markets will exc~edthe 30percent market penetration when 
, , , 

Medigrant payments to traditional ,Medicare and Health Plans are determined by the 

average of the least expensive halfof Health Plan prices. 
, " 

Stage 4: Fiscal Year 2004 

If competitively derived Health Plan prices are growing more rapidly than the ec~nomy 

or if Medicare prices' adjusted for health status are growing faster than priva~e sector 

prices, the whole program should bereassessed. 'It may be necessary to use a different' 

formula for calculating the government's contribution, such as paying 100 percent of the 

lowest cost 'high quality plan or"using a formula wh'ich is cl.oser 'to the premium of the 

lowest cost plan. If employers do not.encourage retirees 'tomake a cost-conscious 

choice of Medicare Health Plan by giving them a defined contribution, legislative reform 

of retiree benefits may be required. The federal governm'entshould consider . 
relinquishing its responsibility for 'providing indemnity insurance by asking private 
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indemnity plans to take over this'func~ti,on, as long as there is no restriction on access to ' 

providers. ' 

, , 

Benefits of''Medicare Reform 

The phased" introduction of premium competition, starting with areas of high managed .' 
. • I • , ~ -~ ',.. ,I. '. . .. ' 

care enrollri;lents and where Medicare costs, have tended to be high, ensures competition 

a~d early savi~gs.Over 'time, t'~ere sh~uld be a ;eductio~ in regional Medicare pri~e 
• _. "; • " , T .". -. " 

and uti'lizati,an variations ..' Prices in to~ay'spopulous high cost areqS should come down 

first! while utilization and prices may gouP in those areas (mainly rural) where seniors . 
It '." _ . 

, seem to be underserved. Allowing seniors to make the same responsible, choices asithe 
. ,i., . , ' . . :--'., . J " 

rest of the population will provide greater incentive for plans to improve their cost
. . .' . 

,. - '.' j ';,,~ '" ' -' 

effectiveness' while maintaining or improving quality. Seniors and'the health system a~ a 
,\ ','.' 

, , 

whoJe will qenefit from an expansion of choice and an end to the cycle of cost shifting. 
~ - " ,.' , ' , 


,l' , 


, .' 

': 
ENCOURAGING STATE SOLUTIONS FOR ACUTE MEDICAID 

, 
Graham Rich, MD; MBA' 

" 

I' 


The dramatic.'increase in, and unpr~dictability of, costs in Medicaid programs is a 

persistent chci'lienge to state governments, The nation spenf $82 billion, or 1.2 percent 

of GDP, on Medicaid in 1994; expenditure is projected to increase to$234 billion; or 
~ I ' . 

two percent 6f GDP, in 200? States should use ,the same methods as successful private 

purchase.rs of health ca~e by offeri~ga choice of managed que plansto encourage 
. ," " ' . 

choice and effective price competition for the acute c~re portion of Medicaid. Although 
. J ,,' '..', " .• 

,states are alre~dyahead of Medicare in adopting price. competition, they have' been .. -' ;. '." ~ 

impeded by'th,e federal waiver process arid the lack of he,alth plan availability. 
, .::.,. . '\ '.' 

The 'Jacks~n Hole, Group is not certain that. the concepts behind "R~spon~ibl.e 


Choice~"-that\medicalcare volumecan be decreased and efficiency 

t ~ , • 

increased-nec:;:essarily apply to long term ..care. In addition, theMedicare health plan 
, ',' ,. " . .' . 

'package is likely to be co~prehensiveen()ugh and offer cost sharing provision's that are'. ' 
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low enough t9 all9w states to cease supplementing Medicare for acute Medicci'id or to 

have their contribution, be minimal. We do encourage 'state experimentation witn 551, ' 
, 

particularly if some satisfactory means of risk adjusting the premiums of this population 

__ ,could be devised. For these reasons, the following recommendations are only for the -, 

acute care portion of Medicare. 

Accelerating the ,Use of Competitive Managed Care for Acute Medicaid 

States that received section 1115 waivers from HCFA have introduced innovations 
" '. 

tailored to local needs and preferences. These changes brought variations in eligibility 

based on income, categorical req.uirementsi new ser:vices;,anda <;hoice of managed care 

plans. In an effort to protect the Medicaid population from ,what it views asi.ll-conceived 

or hasty reform, HCFA developed detailed criteria {or approval and set goals for 

implementation. Because criteria and goais can vary from case to case, the approval 

process is lengthy and cumbersome, causing state dollars to support inefficient and 

ineffective financing mechanisms whihi'the application is pending. To stop such waste, 

the 104th Congres~ ,should grant states -the authoritY to make the transition t~ managed' 

care for Medicaid without obtaining waivers. 

The Federal Contribution 

The federal government should give states per capita grants for the acute Medic,aid 
. \ ' . 

progrart:J (i.e.,the governn:tent would p(Ovide a fixed amount per eligible benef'~iary). 

To facilitate state managem~nt of the program, the federal government should specify in . " .' 

advance the rate of growth in' the federal share of the capitation rate. If the current GDP . . ., 

growth rate and inflation' remain the same, this could be set at 6.5 percent-per year in . . ." .~ " 

1996, six percent in 1997, and five percent in 1998. These ground rules would ':leed to 
, . . ' 

be reconsidered if managed care premiums began to decline to the same extent that they 

are currently declini,!g in the private sector or if there were a drastic change in the 

number of people eligible for Medicaid. States should face' a maintenance of effort " . . ' . ... , 

requirement'in determ{ning their contribution ,based on, fis~al capacity. Additionally, 
, . 

disproportionate share payments to a state should be phased down' to a level of around 

four percent over a' period of five to seven'years from the current level of 12-.5 percent. 
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;i 

Medicaid eligibility requirements should be federally determined, but scope of benefits 
, '.' 

should be,set by the state. States could:adopt the benchmarkbenefits package, as 

~uggestedin!'the Benchmark Benefitssectio~, page 29. 

Minimizing f:ederal Reporting 
, , \ ,'. ' 

Allpwing stat~s to define their own solutions puts at risk the comparison, of quality, cost, 

. and covera~e' iriformation essential.to enhance consumer, choice arid aid policy-making at 

the state and\nationall~vels:. The problem can be overcome if 'states follow the example 

of otherpur2hasers by requiring standardized accountability for quality by the health 
" , .,' . 

. ' 

plans they us,~ (see A ~e~lth Accountapility System, page)4, and Health System 
, ,! : 

, Information, page 39) and adopt the benchmark benefits package forstate Medicaid' 
'", , " 

prqgrams (see, Benchmark Benefitsipage 29). 
, . " . 

9 

INCREASI NGCOST~CONSCIOUSNESS: 

REFORMING THE TAX TREATMENT .OF-HEALTH INSURANCE 
, , 

'Alain Enthov~n, PhD and Sara Singer, MBA. 

, . '. - . 

The iriternal r~venue code excludes employer paid health care and insurance fro~ the' 
, " I . ' " .' 

taxable incomes of 'employees without liltlit. .It also,: through Section, 125, al'lows' 

, employees, to ~ax shelter their premium :contributions, as well as contributions to medical , 
(" .,., ", ", lo ' , • • 

spending acc~i.mts. The states generally conform. This exclusion will costthe federal, 
·1 , . . • 
'. , 1: , • , 

budget $90 bil.l ion in 1995~ 'The exclusion provides a powerful incentive for' employers, , 

and employees to agree that part 'of pay will be'in the fo~m of health insurance benefits . 
. ' !i '.',-.' ., " '. , I: " 

This has contributed to, the rapid growth and persistence of employment-based coverage. 
":\ 

The exclu-sion~ih~wever, has negative' consequences":""the most important of which is to 

make thea:ddii~OJial cost of mo;~ costly coverage lower to employees, inducing them t~ 
choose more costly coverage thanthey would if they were using their own money. To 

, . ( , . ' 

motivate respon~ible, price sensitive choice of health plan and to limit the loss of 
\ ' " , 

revenue to the federal go~ernment, this provision should be changed. 
,lj " -- , 
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A Tax Cap 

The natural solution is to cap the exclusion:. set limits for individual, couple; and family 

coverage low enough that the premiums'of mo~t health plans exceed them, and legislate 

that employer contributions above the limit must be included in taxable' inc:C?me. At the' . 

same time, repeal Section 125 ,which allows employees to tax shelter funds spent on 

health care, so that the total tax sheltered premium-:-not just theemployer's'part-,.. 

is limited by the cap .. This would correct the current government-created lack of 

cost-consciousness by motivating consumers to. be responsive to the full di"fferences in 

premiums when they make choices. To be maximally effective, employers must limit 

their contributions to~ fixed dollar amount and should offer a choice of plans. 
" . 

Employers would have to estimate the value'of coverage in the case of self-insured plans, , 
, . , 

making such employer contributions explicit. 

Numerous issues arise in connection 'with the "tax' cap" on health benefits. Should the 

caps be adjusted for geographic variations in the cost of living, like Medicare prospective 

hospital payments, or for medical costs? If they are not adjusted, people will argue 

inequity. qn the other hand, the tax code is not indexed·for the regional cqst of I,iving, 

and there is legitimate concern that to do so in this case would precipitate endless 

technical arguments and open a new field for pork 'barrel politics.' It may be better to 

keep it simple. The categories in which the exclusions ~re allowed (e.g., individuals, . . 
. couples, head of household, etc.) would need to match thecateg()ries in which 

insurance rates are quoted, both' for equity and· efficiency; There is no need to give 

indi.viduals a tax break sufficient for a family. To do so would underminetheir 

incentiv.es for economical choice .. So long as premiums may vary by age, the categories 

would needlo include "age bands" so that older, higher cost people would not be 

. disadvantaged by a tax cap set for the average. Some comparable limited tax..:subsidized 

treatment of health care benefits would need to be extended to the self-employed, 

non-employed, and employed whose employers do not offer health insurance. 

Substantive arguments against the tax cap include that it would perpetuate "job lock.". . . , 

job lock is a two-edged sword in 'that it helps perpetuate' a desirable pooling of "good 
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risks,'" with low expected med ical costs 'with "bad risks," with high expected costs. A ·tax 

cap.would ilso give more incentive to become insured to higher. tax bracket people who 
. . 

.. need it less;; . .Iess incentive to lower bracke~ people who need it more. 
" 

A Tax Credit 
. ' . 	 . 

These shortc.omings have led peQpleto propose replacing th~ exclusion with a 
" 	 " . 

refundable tax credit, available only·to th~se who buy coverage meeting certain criteria.6 

.. :: ' . .... 	 . 

Again, Section 1-25 would be repealed.' Taxpayers would be. allowed to reduce their tax· . 
. 	 . 

bill by a fixed amount (or by ;m amount' determined. by aformula) if they met certain 
.' . . 	 ' ~. 

conditions. individuals would get cash refunds if the 'creditexceeded the rest·of.their tax 

bill. 

The.tax credi~ approach offers some distinct advantages over the tax cap: 

• 	 The tax credit would end job lock by providing portability of the tax. subsidy. The 
I 	 '.' 

credit would be available to the self-employed,. non.,.employed, and those employed 

by an employer that does not provide health insurance. This seems particularly 
~i. r·•. 	 . 

appropriat~ since such. a credit 'could help to'reduce the, burden of adverse selection 

in the individual market. by giving healthy people a strong incentive to maintain 
, . 

cQverage. i~ 

• 	 Both low and high income people would receive the same credit. The tax credit 
\1 . 	 • 

could also.:be designed so that t~ep60r could re<;:eive mortr. 
, 	 ,i'" • 

• 	 The existence of a tax credit for the non-poor would ease the work disincentive 


associated ,with the reduction of benefits as subsidies for low-income peqple'a~e 


phased out. 
~, ' 

.
, 

• It could be; characterized as giving people something in exchange for the abolished . . . ' ' . 

exclusion, :as opposed to a ,tax cap which has b~en perceived as taking sometliing 

away. 

.: . ". 
6Alai~ Enth~en, PhD, • A New Proposal to Reform the Tax Treatmen; of Health Insurance: Health Affairs. Spring 1984. 

I: 

I 
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Tax Credit Structure .. 
There are many variations on the tax credit theine that can 'resoltin a substantial 

improvement in the efficiency and equity of our health care system. Under one version,. 
.. .' 

Congress would pick a dollar amount that reflects the price of an ~~icient comprehensive 

health plan'meeting federal st~mda~ds in m,?st parts'of the country, say $4000 per family. 

Next, it wquld pick a percentage fOf the ,credit that would make the whole pr<;>gram a 

, budget-neutral trade for the ex~hJsio~, say 25 p~rcent. A family buying coverage of up 

to $4000' cou Id take a tax credit equal to 25 percent of the premium (i.e., up to $1'Q()0). 

This would give everyone an incentive to buy coverage up to the $4000 amount. Above 

that amount,'people would be required to use'thei'r' own 'money, so'they would be cost

conscious. In another version, Congress would set a fixed dollar credit amount for 

individuals, couples, etc. that ~ould be a ~udget neutralreplace~ent for the excl~sion, 
7 .say $750 per fa~ily 'pe'r year. The whole cr~dit wo~ld be available to anyone buying' 

" 

coverage meetirig federal standards. 

Both proposals would require that; to quaiify for the credit, the coverag~ p~rchased 
would meet federal standards qf adequacy. Both would ,:equire people to pay more for 

more expensive coverage. Under appropriat~ conditions (see belowL b~th tould be 

recommended by the Jackson Hole Group as a 'means of increasing con'sumer. 
, ~ •. • 'I .. , .. '" 

cost-consciousness, reducing tax losses, and lo~ering the rate of medical inflation. 

A switch to the tax credit approach risks creating other problems. The 

employment-lin.ked tax exclusion is a-n important part of the "glue" that holds' insurance 

purchasing groups together. Converting to a tax credit direct to ,individuals would, 


weaken the glue and could threaten the employme~t-b,ased gr~up p~rchasing system 

, . 


because good'risks might demand their employer contributions in cash-and seek better 
. . . . . 

'rates elsewhere. Pooling of health risks within groups might be destroyed, although 

some employers might resist this, preferring to keep their risk' pool togeth~r and th~ir 
• ,,<, • 

. . . . 

7This ~redit would be slightly less than in the first ~xample because people buying coyerage for less than $4000 would 

forego some of the tax credit. 
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! . : 

average costs per employee dow.n by refusing t6 turn employer cQntributions into cash. 
.' '! ..,', . ' . " 

Individuals ;flO!. covered through .€!mploymentgr6ups.,(inclu~ing !hose who successfully 


took their c'ash out of the group)would face a market beset by the pathologie~ that we
',\.' ' .. .... . . . 


observe today in the market 'for individljal and small group coverage. To' make this 

t'l ' ' . 

ma~ket "'York 'well, institution; heed to ,~e cre~t~ for sm,all employers and individuals 
. " .' 

that perform the. functions now performed by large employers and purchasing groups 
, '.' . ~ .'" ' . 

(see Insurance Reform~,and Gro.up Purc;hasing section; page 23, for recommendations for 

reforming the small group and individual'market).. .: ,', ' . ~:. 

; . 

A Tax Credit Linked to Group 'P~rchasing 

The tax credit should be structured so as nono dismantle the group purchasing based 
. :' , . ~ . ' ' '... .. , ' 

system..Standards governing the use of a credit would be necessary. For example, if 
i; "" " ':-";", '. ., Ij 

your employer offers coverage, the credit should be available only if you buy insurance 
. . ..... . 


,through your employer. Employers'might be ~andated to offeri but not necessarily pay 

{I . '. 'i .•' "' ( .. 

for, several coverage options and could do this by contracting with a voluntary, certified 
. " . ,., " 

pur,chasing g'roup. If you are self-employed, non-employed, or employed by an 
:.l .",' . 

employer that does not offer nealih' care coverage, you should be ·able to use the cr~d it 

independently in the indivi~ual, m~rketf :or through a voluntary certified purchasing group. 

that wouid a~ree to take all comers withi~ th~ market in which the purchasing group 
, .," ". " " . . 

I". . " I < • 

chose to participate (e.g., .groups size 5-50 or 1-1 00) and to abide by the ru les 
" ," f i 

. established for the rest of the insurance marker 
. . ! : t 

I; '. . 

Stage 1: A TeU Credit for the Self-Employed and Individuals in 1995 
,I . ',' , . .' 

S'ince there is'mounting urgency to reinstate·the 25 percent 'tax deduction for the 
"'. "', '. . '''. ';.' i .', . 

self-employed; this opportunity should be used to shift from tax exemption 'to a tax credit 
. .'. '," 

for this group:' Tax poli~ changes ~houidstart with a tax credit. brogram for the 
.\1. .. ... ' '. . . ' , , . 

self-employed; non-employed, and employed whose employers do not pay for coverage 
, .)1." 

to go into effect in 1995.. This is attractive for the following reasons: . 
- H ... - . '. - ,., ~ j," .'.',' - '. ,: ,/ .'I • 

• A tax credi:t'would give.this group a greater tax subsidy than they received under the 
'I _ '. .'.. • 

iimited ta~:,dedudion. A tax credit would give the~e p~ople tax-subsidized health 

benefits w~ile making them price-sens,itive. It would eliminate the taX' code 

"\ 
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inequities that the self-employed currently face, witho'ut ex'panding the cost-incr~asing' 

incentives created by the present tax treatment of health benefits for employed 

'persons. 

• 	 Anyone who does not currently receive employment-based health care benefits 

would benefit from the tax credit without threatening em'ployment-based health care 

purchasing. " 

Stage 2:' A Tax Credit for Employer-Based and Group Purchased Coverage ' 

After successfully implementing a tax credit for individuals, employer-based tax 
, 	 - " 

deductions of health benefits should be replaced by a tax credit With provisions to a~oid 

unraveling employment-based' health care purchasing. ' 

CATASTROPHIC COVERAGE'ANDMEDICAL SAVINGS ACCOUNTS 

Alain Enthoven, phD and Sara Singer, MBA 
, 	 ' 

The Jackson Hole Group tended to object to the approach advocated by proponents of 

the tax-favor~d MSA theory because it "favors one form of health insurance, catastrophic 

coverage, and because it would encourage good risks to 'leave the risk pool. But, 

-recently Mark Pauly and Joh~' Goodnia~ '(C:me of 'the architects of the MSA idea) proposed 
. 	 .. ., 

a new version 'that is much more neutral and less likely to split the risk pool. Therefore, 

the Jackson Hole Groupregards this as an approach worthtrying. Under the 

, Pauly~Goodman approach, Congress would set 'a fixed dollar tax credit amount ' 

(presumably one for individuals,'coupies, etc.). The whole credit wouid be ava:ilable to 

anyone buying coverage meeting standards that ~ould indude a deduc;tib(e no higher 

than, say, $3900 and a requirement that anybody choosing a plan with a deductible 

(possibly abov~ ano.therthreshold such as $200) wou'ld ha~e 'to fund the deductible 

up-front with after-tax dollars in an MSA. The purpose of the account would be to 

, ensure that people would have the money to pay thei'r bills up to the deductible. . , 

Individuals could ~elect first dollar coverage, $3000 deductible coverage with an after-tax 

MSA, or anything in between: After-tax MSAs may still cause some riskselectio~ 
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, I 

problems be~ause the, $3000 deductible would, continue to be -attractive to the healthy 
~ i :. . . .' 

and wealthy~:' Risk selection should be m.onitored and an appropriate remedy empl()y~d 

if a problem occurs. 

Tax-Favored ;.~SAs with Catastrophic, Coverage Could Damage the Market 

Recently, we have seen great en'thusiasm, 'for the combination of insurance coveragE;:! with 


high annual geductible~ (e.g., $3000,'called "catastrophic coverage") and tax-favored 


MSAs to encourage people to set aside the money needed to pay for care below the 

',I ' ' 

" 

dE;!ductible. The idea is that if consumers were 'using their own money to pay their,own 
. I'" • • 

bills, they' wc>'uld be much more tost-conscious in their use ofcare. If they could have . .' , 


tax-favored '''1SAs, they would be much more likely to accept high ,deductibles. ' 

.:~ 


Unfortunately; catastrophic coverage would' do little to moderate cost growth in the long 

run. Health care spending is, concentrated on a feyv people with expenses that exceed 
. . '. ..,. . , 


$3000. For them and their families the additional cost of more care is zero. 

, ~ : . . ,. .; ,. . . 

Catastrophic ~,overage would a'iso increase, costs due to lack of preventive services and 


early detection and treatment. For example, a recent study of acute appendicitis patients 
':! ' , ,,' , , 

,in Californiafound that patients covered under inderr,mity insurance were 20 percent 
'. . ." . . 

more likely 'th~n,those in prepaid (first-dollar) plans to develop ruptured appendices;B, 
. . 1,:: " ' ';'" '. ," ' . . . 
The important\opportunity for savings is not in deterring primary care, but in motivating 
~. ' .. I. '.' L . 

doctors to proyide high cost care only when it, is appropriate and to do that efficiently. 

Catastrophic 'co~erage has no i~pad on provider incentives. 
, I, 

Some of the e~thusiasm for cataStrophic coverage comes from the segment of the 
, 'I -,,' - • " " ,. , - 

, insuranceindJstry that woulq like to give indemnity insurance a better chance to survive 
I I ~ • ' ' • .' 

in comp'~tition':with managed care. B~t,' man~ged car~ 'organizations would easily be 

able' to:develo~ prod~-cts to compete with'catastro'phic in'surance, t~king advantage 6f 
. " . . ~ .' , 

their superior ability to control the costs of'high cost cases. 

" ' 

, BBraverman~: Paula et aI., -·Insurance-Related Differences· in the Risk of Ruptured Appendix," New England loumal of 
. Medicine, August 18,,1994.' . 

, 
I' 
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. The $3000 deductible policy would b.e especially. attractive. to the healthy and wealthy. 

Those who could afford to do so could save so long as they did not need to use their 

deductible. This would red~ce the costs of the healthy who take catastrophic 

coverage-an ironiC result when one considers that'it is the expenditures of the sick that 
. " 

need to be reduced. The bad risks would increasingly bear the burden of the additional 

costs associated with their care. In a ~piral of increasi~g costs and higher risks, fi~st 
dollar coverage would be driven from the market-a desired outcome in the view of the 

.' . , "

proponents of tax-preferred MSAs. In the end, this raises a question of social policy:· Do 

we want peopre with costly chro~ic condi'tlons (e.g., a woman in a five-year struggle 

. with breast cancer) to have to pay $3000 per .year out-of-pocket more than those who 

have the good fortune to be healthy? . 

Tax-favored MSAs raise a number of additional problems. A dollar increase in 

deductible does not ~ranslate intoa dollar de~rease'in pre~ium. The additional money 

to fund a MSA would increase tax losses to the federal government. Some proposals 

effectively allow people to pass funds through tax-favored MSAs without limit, as long as 

the money is spent on IRS-eligible medical expenses. Like today's limited Section 125 ., .. 
accounts, this effectively cuts the cost of goods and services by 30. percent to 50 percent' 

. ' 

. (depending on tax bracket), thus undermining cost-consciousness, and costing the 
, , . , 

Treasury a great deal. Consumer out-of-pocket health expenditures in 1993 were, $158 


billion, much-though notall-of which would be .eligible foriax shelter. 


, INSURANCE REFORMS AND GROUP PURCHASING 

Jay Carruthers and Ellen Wilson 

, . , 

The rising costs of health care over the last decade have affected the large and' smaU 

, group markets in two very different but instructive ways. Cost pressures on large groups 

have inspired major innovation, including greater use of managed care, incentives for 
~ .',.... . 

. cost-conscious purchasing, and better information for making, choices.·' The same cost 

pressures when applied to the small group and individual market have had a deleterious 
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" 

,eff~ct. Sma,ll groups are unable to spread· risks" to achieve economies of scale, toi:>enefit . . . . , . 

, from compe,tition, and usually to offer ~~ltiple pla~s. As ,a result, the small group and 
\" '. " 	 ," 

individual n1arket 'is characterii:~d by: 
, , 	 , 

• 	 High premiums with steep increases or denial of coverage (especially for individuals 
'l ',' 	 . . 

or small, groups with individuals wh'o get sick):, small and mid-sized businesses faced 
'" ' . ,,' .' " .". 1,' , ' " 

an average increase of 14 percent~ver the ,last twelve months. Over the last three 

, years, it totaled,about 57 percent.9 
, 

• 	 High administrative costs: a carrier's administrative expense, by one estimat~", 
, ; 	 I , ' . " 

, reaches 40 percent of claims ingroLips of one to four, compared with less than five 
J. ,," 	 ' 

percent fpr groups of more'than 10;bOO.10 

. " -. i •• 

• 	 Segment~tion of the market by risk (Le.; health s~atus). 
\ ~ 

• 	 A growing number of uninsured <?r partially insured workers. 

• 	 A very imperfect market: nO'opportunity' for people, to examine all the alternatives 
. I'" '\ ' " . "-' . 

with good information on price and qualitY, make and execute a choice (i.e., 
I ' , '. , ' , 

comparative shopping is costly and difficult); market segmentation and risk selection . '; .. .. - ~ , " 	 . 

by health plans through non.;standard benefits packages and f1on-standard rating 
" ' 

, 	 , . ~, 

categories. 

Small employers and individuals need a purchasing inf~astructure cappble of pu~ing the 

same pressur'e to bear on the market as large employers. The recommendations that 
I, 	 ,." , 

follow encourage the formation of buying groups that would i mprove acces~ to" and ' 
, '.." t. ',_. ._, '\, '. • .: . ., 

affordability of, coverage in the small group and individual insurance market' A stable 
~, . - \. .' , . , ' , , . ',' ;. . 

, insurance, ma:~ket, howev'er, depends on :'the contributions of a broader population of 

healthy indi\/iduals to pay for the costs incurred by sick members of the risk pool. 'As 
'I' 	 " . 

Iring as insurance remains voluntary, you, need some mechanisms or incentives to ensure 
• ' , • 	 j. 

that riski~ spread sufficiently. Wepropose the follo~ing: 
f! 	 • 

• 	 Group pu~chasers should be prohibited from selecting members on the basis of health 

status or past claims exp~ri~nce. 

• 	 Receipt ~f:the proposed tax 'creait (see page 18) should be linked 'to purchasing 


'through a :g,roup for,emplqyees offirms oftwo or more. 


9 Arthur Andersen, • "sulVe; of Small and Mid-Si~ed Businesses: T~~ds for' 1994,;' 

10 	 ." ", ,', 'j, , 

Congressional Research SerVice; ·Private Health Insurance: Options for Reform: September20,1990, 
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'. . 

There are two ways to spread risk-modified community r:ating (across all groups within' 
. . '. . 

a defined market area) or within' purchasing groups. The jacksqn Hole Group f~vors ·the 

latter for several reasons. Purch~sing groups offer a' proven, powe'rful tool for structuring 

a competitive, well functioning market, including creating a market with choices among 

competing health plans, side-by-side compa'rison~, comparative information'about cost 

and quality, standard coverage contracts, equal rating rules, etc. Such jnstitutions spread 

risk more broadly an~ decrease, the ability of health, plans t9 discriminate on the basis of 

health status. They also significantly reduce administrative and ,marketing costs 

associated with contracting with individual,s and smali .groups. If group purchasing is not 

. extended to small groups and individuals, thisr,narket!will.continue to be'beset by weak 
'. '. . 

incentives for competition among plans and high costs: This favors large groups while 

being disadvantageous for small groups. 

. .' , : . 

While both community rating and group purchasing reqvire some' form of incentive to 

. '" 

keep good risks in the pool so that premiums re!llain affordabl~; we lack the cost shifting 

mechanisms, technical expertise, and standardizatio~ of benefits necessary to implement 

an effective risk adjusted community rate ,in a prospective reimbu~sement environment. 

Group purchasing offers a more feasible way of creating a competitive market with 

minimal government intervention. 

To aid in the development of group purchas.ing, purchasing groups should not be ' 

mandated to take individuals due to potential ad,verse selectio~ problems. In the 

individual market, "adverse risk selection" results when healthy persons choose to forgo 

coverage, leaving,a sicker population in the pool. !deally~these additional costs would 

be spread widely. While. ,it wo~ld be possible to require all purchasing groups in the' 

small group. market to offer guaranteed issue 'to ir:ldividuals, this would shift the excess 
,,' 

burden of adverse selection in the individual mar~et to small employers. Therefore, we 

encourage purchasing groups to take individuals-the ,tax credit would give healthy:~ 

individuals an incentive to purchase coverage, and, a~m~nistrative savings and economies 

of scale associated with group purchasing should enable'the groups to offset the 
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additional c.osts of adverse selection-but at thesame time suggest that carriers serving 


'the individual market be'required to community rate and not be permitted to select on 
:1,' . I ." 

the basis of'risk. This may, howevei;lead to a',situation where the premiums of , 

individuals are excessive; ,If that 'beco~es the c~e, it .may be ~ecessary to 'implement a 

broad based tax',or make adjustment~,among market segments to spread the costs of 

adverse,sele~ion more fairly. 

, " 

National St~ndards 

A prerequisite to effective group purchasing is -a set of uniform market rules or standards. 
" Despite current efforts to give sfates;morepower in developing local policy solutions in- , ' 

areas like w~'fare, there are several reasons 'why health system standards, need to be 
.,; , . 

national. 'First, health 'care markets do 'lot,adhere t.ostate boundaries, making it 

impossible for states to structure r~'~s that apply'tonsistentiy across m~rkets. Second, 

the preponderance of large m~lti.;.state employers reinforces the need for a federal 

framework. 'Moreover, with the rapid change in the delivery 'of medical services and the 
, .' ~ 

prol iferationof varying levels, of dsk-bearin'g~arrangem'ents, state regulations designed to,
," ". . ' 

monitor traditional insurance carriers are outdated. ,Enforcing uniform federal standards, 
, 


however, would be a logical extension'o,f the state's tr~ditional role as insurance 


regulator. Finally, and perhaps most importantly, national standards are needed-in the , ' 
, , ' 

current system where the're is tremendous variation in .the regulation of health benefits 
, ' , , , 

from state to 'state and between th~ state'regulated insurance market ~ndfederal 
regulation of ,~elf-funded plans-to uniformly shift the basis of competition from risk 

avoidance to :the delivery of cost:effective high qualitY,care. 

" 

tnsurance Reforms 
~; 

National stanqards should begin with'enacting those insurance-reforms at the federal 
" ' 

level that have already been implemented ,in friost states-e,g., guaranteed issue of all 

products, guaianteed renewal, ,portabi Iity/', imitations of.preexist;ng cond ition exclusions, 
"j\ ,.',', 1· . 

and limited ratlngrestrictions (not c~mmuriityrating)' [see Table 1, Proposed Insurance 

Reforms,' page! 27]. 'In d~ing so, themostbiat~.mt fbrmsof risk selection would be 

eliminated while pr~)Viding greater:uhiformity to the system and the necessary 

, , ' 
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'. Table 1 
Proposed I nsurance Reforms 

Guarant~ed Issue of All Products - Healthj)lans would be required to accept all . 
individuals and their dependents, and all groups that applyfor- coverage. Health plans 
'could not deny coverage based on health status. This woulct·apply to all products sold 
in the marketplace by health plans: . 

Guaranteed Renewal - Health plans would be prohibited from terminating or 
otherwise fai.1ing to renew coverage for groups or indivjduals except under certain 
conditions - e.g. nonpayment, fraud, etc. 

Umit.o'n Preexisting Condition Exdusions '-; Health plans could"not exclud~ coverage 
of treatment for a preexisting condition for more than six months from date of plan 
enrollment. A condition is preexisting if it was treated or diagnosed in the 6 months 
prior to the date of enrollment. " 

. . . . ~. 

Continuity of Coverage - Health plans wOl!ld be pr,ohibited. from applying preexisting 
conditions restrictions'to applicants with continuous coverage (defined as coverage, 
with lapses no greater than three months) , , 

~ 'f' 

Limited Rating Restrictions - Health plans would be subject to limited rating, 
restrictions, including age, family composition, and geography, to ensure that coverage 
is not denied through price. 

*General language for the above taken from 6-28-94 Chairman's Mark of the Health Security Act, Senate Finance Committee.' 
, " 

preconditions for the formation of purchasing groups: These reforms are.designed to 
. . 

prevent health plans from discriminating ,onthe basis of health status and claims 

experience-a widely accepted principle-;-~nd should apply to all health plans regardless 

of risk-bearing arrangements, whether it Ls a traditional, insurance carrier, a health plan, 

or an ERISA self-funded plan (see Ta~le 2, ERISA reforms, page 28). Guaranteed issue, 

, for example, would not mean that aself-insured plan 'wou,ld have to take anyone' who 

wanted to join. They would, however, not be abl,e' to d~ny coverage to a sick employee' 

or family member based on their health status. Portability ahd continuity of coverage 

provisions are particularly important because they not only reward those already in:'the 

system by improving access to coverage, but also foster a ;more competitive markefby 

allowing people to change plans more easily-an ~ssentlal componentto any f~nctioning 

.( 
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, ;' 

" ' 

'" .' 

" ; 

r:narketplaq~:,: As a result, health plans ate, less ,able to predict the health status of their 

enrollee population and must therefore rely 'on spr~aqihg risk.,' 
. " ,', . .~ 

- " 

Clearry, insurance (eforl'!1s are iimit~ifl,lwhat they can achieve. Applied uniformly, 

ho~ever, in'surance refQrms serve as a'triticalstep,in shifting,competition among health 
i <. 	 , • 

_	plans from risk avoidance to risk management. In addition to insurance refofms, all 

health plans,;including ,ERISA plans, should adher~ to uniform quality, reporting standards 

adopted by ,t~e health industrY (see He~lth Accountability,Foundation section page 36). 

i' ",. , ,.- Table 2 
" 
\, 	

ERISA Reforms 

• 	 ERISA ,pl~ns should have to allow employee fa'mily members the option of 
purchasing coverage through the plan. However, employers should in ho way be 
required to pay ,for such cov·~rage. " '" 

'\ 

• 	 ERISA plans should have to abide by marketplace rules" relating to portability. 
. 	 ~ .'- , ' . ,'. " .', "' 

" 	 ' 

• 	 ERISA health plans should be subjetno the uniform quality reporting stand~rds 
,developed by the health c~reindustrY to allow employees to assess the coverage 
they receive. ' ' 

I 	 " 
• • I;'" , , 	 ' ' 

• 	 ERISA plans should be subject to solvency standards that ensure an appropriate 
level of c~pital reserves.", ' , , 

I,:. . .-:.t 

I. 

• 	 States sho,uld be prohibit~d' from taxing ERISA ,plans to finance efforts to expand, ' 
coverage.;: Doing so wouldpenaUze t_ho~e employers already'providing coverage 
for their e:\""ployees. , . ' , ", . . , 

, '. 

t' j: 	' 
ii 

Certifying VohjntaryPurchasing yroups, and Enforcing Standards, 
I. .' ".'" " . 	 , ' 

To ensure f,:om'pliance with national standards or market rules, the states should, have the 

res~onsibility 6f enforcing those st~nqards.through the.'accreditation of voluntary, 
• ~L' 	 • 

Certified PurchCising Groups (CP~s).:Ma~'y existing purchasing groups already comply , 

with similar st~ndards andc~uld easily receive st~te accr~itation as a vo.luntary ePG. If 

multi-employe~'arrangerrtents are afforded ,ERISA-protection, aS,some have proposed, the 
\ ',' . 	 . 

federal government should' enforce comp!.iance of uniform standards. The one 
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overarc'hing condition 'imposed on all purchasing groups would beaccepting all who are 

eligible and wish to purc,hase from the group. Eligibility criteria would be left totlie 

, purchasing group as long as they precluded any discrimination on ,the basis of health 

status. ' 

. , 

PRIVATE SECTOR INITIATIVES 

"Responsible, Choices" assigns two important initiatives to the private sector. The first 

initiative is the introduction 'and maintenance of a benchmark benefits package which, 

will serve as a reference benefits ~tandard for comparative purposes. The second 

initiative is the estabfishment of a new h~alth accountability system which wi!1 focus on 

the provision of understandable quality information to consumers, based upon plan 

performance and health outcomes. Each function is described in some detail in the two' 
, ' 

sections which follow. The two proposed private sector groups, the Benchmark Benefits 
, , 

G roup and the Health Accountability Foundation, could function under a ~ingleumbre"a 

organization,' funded pi"ima'rily by user fees. Specific proposals for implement'ation 'are, 

addressed on page 37. 

." 

THEFI RST' INITIATIVE-BENCHMARK BENEFITS 

, Nancy Ashbach, MD, MBA, 

The Need for Fair Disclosure and Comparability 


Health plans, consumers" phar~aceutical manufacturers, physicians, legislators, the 


courts,and other~ have struggled in the past with benefit plan offer'i'ngs. 'In. particular:

, , , . 

• Consumers have been unclear about the criteria for inclusion of specific benefits in 

their health pl~ms. This has led to suspicion that man'aged care plans are motiv~ted 
, to skimp on' needed care. 
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• .' 

• , Consl,.lmers have had difficulty comparing health plan offerings with differing benefits . 

• ' 	 Physicians andothe,rs have been unclear as to the' benefit and ~echnology review 


processes in health plans" leading them to view the pr9cess as secretive and 


unscientific. 


• 	 Health, p:lans have been hampered in their ability,to deny coverage for specific 


interventions clearly and concisely and to support such decisions with cogent 

. ' Ii 	 " 

reasons.; 

.' 	Pharmaceutical and technology man'ufacturers have suspected that such decisions are' 

, based upon cost alone'and that their products are not receiving a fair and open 
,'. ') .' .. 	 , 

hearing qy ~ealth plan policy-makers. 

• 	 The courts and legislators have re~eived conflicting advice from interest groups. 
, I'. , ' ", 

, It 	is for thes~' reasons that a benchmark 'benefits 'package is needed. This product should 
. i~ .' . 	 '.'I.' 

bea voluntary, real, and valid off~ring €)f all health plans, but need not and should not 

be 'the only offering. Plans can and should be able, ,to Qffer packages both richer and 
~ .' 	 . , 

leaner to respond to ~he needs of purchasers. Many plans have had lengthy experien,ce 
,I .', , 	 ,', 

with the federal HMO ,benefits package; and we recommend that unti I the process for 
t.·· , . . 	 . ' .' • 
\, . 

revising and 'improving upon it is in place,. it serve' as the, initial benchmark package. ' A 

s'pecific ben~fits package with a high level ofqetail will be developed as quiC;kly as 
, 	 ; I I " ~ " 

possible to d~al with the ambiguity and lack of sp.ecificity inherent in the use of the' 

. federal HMO; benefit~ package. 
,( 

The process Qfdefining and maintaining the benchmark benefits package should be 
• J I • _,' ~. , • , 

open, fair; u~derstanda~'le, and for. inform"ation purposes only. The criteria for additions 
: 	 " I-' 

and 	deletions! should be available and the process should be clear so. that coverage 

decisions' by t'H'e' health plan would be protected from unre:asonable challenge. ' . ' ' , ., 

Physicians,drug manufacturers, consumers, purchasers, health plans, and others who 
, ~ , . j.., • . 

might wish t6 influence the process of,c6v~rage inciusiC?n and. exclusion would theref()re . 

be able to do\o. In additi~n, th:e public~;ul'd' bea~sured of appropriate care being , ' 
. '; " , ., 

provided and 'of coverage for '~xpensive therapies not being denied solely because of '" 

cost., 'ther~ sho~ld be no opportunity for collusion between health plans for the 
}! . 	 .:' 

~ : 
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inclusion or exclusion of benefits.. Forthe purposes of avoiding an~itrust"law ~uits, health 

plans may need to be exCluded from the process. 

In addition to disclosing criteria for coverage,astandard product must be available for 
. '. ", . 

price and' qualitY comparison. In. the 'absence of a voluntary benchmark, plans will vary 
. . , 

benefits to satisfy the demands of various cu'stomersand comparability to the consumer 
, , . 

will remain elusive, 8yusing a benchmark benefits package as a standard product 

against which the differing needs and requirements of purchasers can be measured, 

comparability of benefits and price offerings can be determined. 

. ; 

Maintenance of the Benchmark Benefits Package 

The benchmark 'benefits package should be-that col'l~ction of benefitS that is most likely 
. . ' 

to produce health in the population. While the federal HMO benefits package is' an 
, , ,.". 

excellent starting point,producing health in the population will requirec>ngoing
. . .. , 

evaluation, revision, and updating.of benefits .. Also, a"high level of specificity and detail 

will be required in the definition qf the benchmark benefits ·P?ckage. Technology. 

assessment and cost-effectiveness analysis will be needed to achieve this objective In a 

ratio'nal way. 
:. 

Technology assessment and evaluation are necessary because: 

• . Technology in medicine is ina constant state 6f flux,'With' new technology ente~ing. . . 
. . 

the market at a staggering rate: The ~ost of such technology creates a strong 

~conomic requirement for a valid process' to det~rti1ine'Cov~rage under a typical 

\. ....benefits package. 

• Much existing technology has not been evaluated for ~ffectiveness~ Todate, we have· . . 

.. .had no mechanism for doing so, and m~ny interVenti~ns in medi'cine are covered 

, under e~isting benefits packages as aresult'of historical precedent. 

' , 

. . . 

• ' Cost-effectiveness has not been a major element of technology evall,lation in the past 

but will surely become so in the future as group benefits ~re valued against individual 

demands.. 
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An ',open, cI:kar, fair, and sciel1tific process to include or exclude, specific technologies in 
4 f' " 

'the benchrnark benefit$ package will benefit all partie~~: 'Since technology assessment is
1 ' " ,. . 

currently done in several different organizations,' 'expertise' would be available from the 

private market. This would mean purchasing ,technology assessment expertise from, 

organizations such as ECRljEmergency'Care Research Institute) or' the Blue Cross/Blue 
I ",," , 

Shield Tech~ology Eval~ation Committee,or'networking, currentexpertise. A principle of' 
'I· 

the new orgC)nization ,would be to uti!i~e expertise currently available in the private 
• • •• f 

,., 
t" ' 

, " 

Additionally,) individual coverage decisions on the part of health plans often require an 
~ - ." <' 

,.1, [,. 

independent;evaluation and, recommendation, which planscoul~ implement on a 

voluntary basis. Such individual' evaluations ,w,ould be carried out by experts in the 
• , ,.' " . * 

appropriate f!eld of medicine and would be free'of vested interests to deny coverage 
il' 
, ' 

based on costconsiderations., Indep~ndent expert reviews would support removal of 

coverage dedsions from the"legal system, 'where judges'and jurors often rule in favo~ of 
: ", " . .' 

. coverage if tbere is uncertainty or urgency. 
~ ~. " . 

An Independ,ent Approach 

A new, indep;endent organization, the Benchmark Benefits Group (BBG), should be 

formed to ad~ress these needs irl the he,altn system. ' The BBG's proposed fI;Jnctions are 
,'I: ," ' . 

outlined inTable 3. !t would be·privateanq,not-for-profit, although government 
' • .r ' , , 

collaborationrwould be possible in ~ey areas; such as'clinical trials, Medicare, and 
:; , * " I 

Medicaid. Representatives e()uld come from 'purchasers, consumers, managed ,care 
, " 

organizations~; self-funded employers,a'cademicmedical centers, physicians, and 'the, 
, ' 

" , 

government. Iunding fortne org~niza.~ior would come primarily from user, fees-that ,is, 

per capita ass~ssments <;>f the participants'and users of the organization's efforts., Special 

'projects fundi~g could come from foundation grC)his. 
. ,: . ~'..' ", . 

, . 

,Ir .' 

," 
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Table 3 

Functions of the Benchmark Benefits Group 


• 	, Definition, updating, and maintenance, of the benchmark benefits package using the " 
criterion of production or maintenance of health. 

• 	 Recommendation of inclusion or exclusion of new technology into the benchmark 
, benefits package based upon technology evaluation done by recognized groups. ' 

• 	 Recommendationsregafding continuation,limitation, or exclusion of existing 
technology.. 

• 	 Cost~ffectiveness information and recommendations based upon information from 
. competent"entities. .,' 

• 	 Individual disputed coverage decisions in defined situations. For example, an· 
autologous bone marrow transplantation case for breast, ovarian, or cervical cancer 
denied as experimental by a health plan would be referred to a group of experts' 
entirely outside the plan for scientific review. .. 

A critical element to the success of the BBG will. be its independence and autonomy. 
. . 

Many elements of the health care . system are characterized by suspicion and doubt as to 
. ,.' . . 	 .'. . 

the methodology regarding coverage decisions in the policy-making and in the individual 
. 	 ' , 

case. The autonomy of this organization will reassure doctors that an appropriate 

process exists with adequate'clinical input.' It. will reassure patients that their interests 

are being dealt with'fairly, and it·will reassure new technology providers-::e.g., drug and 

device manufacturers-that a fair process, exists, facilitating ,level playing field 

competition for all. Thus, the processes and criteria of the SBG should be opeh, 
, 	 ' . 

, 	 , 

published, and avai lable for revision as the health care industry develops' and matures. ., 

Target Goals: 


., 90 percent of' health plans offering the benchmark benefits package by 1998. 


• 	 Reconsideration of decisions made in individual cases by the Benchmark :Benefits ' 
." . 

Group upheld by courts in 60 percent of. cases by 1998 . 

.,'. 
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THE SECOND-INITIATIVE-A HEAl:TH ACCOUNTABILITY SYSTEM 
, . 	 ...', 

Sarah Purdy, MD 

'A 	New Quality Accountability SystemfQr aNew Health Care System. . 	 . .' . '. . 

The expectaJion that consumers would be able to choose among competing health plans, 
,,' 	 , 

on the basis:of comparable quality and:cost information, has not been realized. ,This 
.. . 	 . 

failure is partly due to information about the quality of health care not being as easily 
I 	 ' 

available, u~derstood, or compared, as information about costs. Consumers have been 
;; .". 

inhibited from assuming responsibility for their own health care choices by inadequate 

information that does'not facilitate side-:by-sige comparison of health plans or encourage 
, '. . 

, . ,', 	 .' - . 

participatio,n,in decisions about health care and treatment. To evaluate the impact of 


,health care on the population, it is necessary to measure the result, or outcome, of the 

'.' _. • ~~'." '. '. ).,' t· - , " '~. . .-.' 

interaction between individuals and health plans-to hold health plans accountable. At 
-	 , 

,"present, ther~ i~ a h~alth, car~ qual ity measurement industry that uses different defin itions 

of qdality an<;J differing methodologies to measure quality. While the~einitiatives are 

admirable and more extensive than any previously undertaken, there ispressure from the 

pur'chasing community to move' forward at a more rapid pace. Therefore, we propose ,a 
\, 

'new health accountability system which would not rely sol~ly' on the traditional systems 

of quality assurance,tnat fail to disclose health outcomes or assure consumers of 

receiving exc~lIent due by choosing a specific!pl~~.· The prin~iples and assumptions 
q 	 , ' •.' 

upon which the new health accountability system is,based are: 
" 	 " 

• 	 Comparable, reliable, valid quality accountability<data must be available to 


conslJmers. 


• 	 A movet6ward outcome based accountability data is feasible. 

• 	 Purchaser~, consume~s, and,providers. may. have different information needs. Quality· 

improveme~t ~activities should resultfrom internal use of quality data. 

• 	 A clear di~tinction should be mad~ between defining measurement, and discl~sure 
l 

requiremehts and verifYing that reqtJirements are observed.' Organizations that 'define . 

data disclosure 'requirements, and those that audit data, should be independent ~f 
, • I 	 I. 

each other; with neither being subject to undue influence by the provider or 

insurance communities. 

J 
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·' 	Providers, health plans, and researchers create the capabilityfor choices to be made' 

on cost and quality, but group purchasers and individual consumers should ha\;e 

input on the requirements of the system. 

• 	 The same ,data on quality should be demanded by, and be available to, ~othprivate 

and publ ic sector purchasers. 

• 	 Uniform ,data disclosure requi~ements could lead to the formation' of regional and 

national data bases, which 'wouldinform providers, purchasers,' and policy-makers. 

These principles raise several potentially controversial issues. First, 'the intention 'ofthe 

'system is to' compare health plans, not individual providers ..Second, there is debate on 

how to compare the results of care provided by different health plans when the health 

and demographic characteristics of the populatiCms.·they serve are not comparable. The 

issues of sev~rity adjustment, or case mix, and demographic variation require continuing 
, 	 , .. . . 

refinement. Third, the system would require health plans to collect additional.' 

information about quality and use some form of'standardized record keeping.- By , 

cooperating with this,' plans would potential'ly be puttin'g themselves in a position of 

being unfavorably compared with competitors. Finally, the degree to 'which consumers 

want and understand information about quality of!health care is' still uncertain. 

However, those whose lives are impacted by health care-patients' and those who' 

represent their interests-must have the dominant input into the quality accountability 

system: 

The health accountability system would also require"group purchasers, whE;!ther public or 
. , 

private, to provide valid, comparable information to consumers. To achieve this, and 


avoid further increase in the number of data sets requested by purchasers, collaboration 


'is needed within the health industry .. 


What Would a Health Accountability System Look like? 


Table 4 outlines. the prop~s~ system, which suggests collaborative efforts to address two 


areas: the research, design, and evaluation of health accountability mea'sures, and· the· 


selection and endorsement of uniform data disclosure requirements. 
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" 
; Tabl~ 4 " 

, Elements of ,a Health Accountability System' 
. . 

1. Accountability Measures Clearinghouse 
'Clearinghouse function, ,to collate and disseminate informatibn about measures, 
methodology, and previous experience. Identify, areas that need further research. 

2. Health: Accountability Foundation" . 
Select and endorse un.iform d,ata,disclosure requirements. Purchaser and COnsumer 
dominJted board; permanent executive staff; input from 'other players. . . '. . 

3. Auditing of Health Plan Dat~ Disclosur~ . '. , 
Verification that data has been collected, analyzed, and interpreted in areliable 

" . and vai'id manner.·· . . . . . . , 

4. Selectio:n of Health Plans by Group Purchasers 'and Consumers 
.On the:,basis qf 'un'iform, 'co~p~1ra:ble data disClosed by plans. 

'1. '., . 

. 5. Quality':lmprovement " ' 
Assist h~alth pfans to 'be proactivein··the i'mprovement of quality and to respond to 

. the results of the measurement process.. 
. ' . , 

Health Accountability Foundation, . . 

A Health Acc~untability Foundation (HAF) should be established as an independent 

collaborative ',body benyeen the private and public sectors. Its responsibilities,would 

includ~ setting quality accountability goals' and selecting and endorsing uniform 

measures of health plan accountability. -rhese measures and the agreed methodology by 
:' '. 

which·they ar:e collected would then'form the core of all health plan reporting activity.' 
, r . " 

Care must be;ta,ken to ensure that standardization does not quash innoyation,and that 

evolution of ~he core measures· is assured, as :inform~tion capabilities improve. It.is 
',f .' . ' • , 

important to<i~nsider the clinical ilnpli<:ations for; plans and providers, and to build 

Incentives and feedback mechanisms for quality improvement activities to 'result from the '. 

internal use of. quality data. Standard setting should not be isolated from the . 

implementation of quality improvement activities. The experience of 'thehealth plans 

and the accrediting bodies,will be vital to' ensuring a link betwe~n the fouf1dation and 

, .clinical practice. 

, . 
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It is envisaged that the HAF would have a, permanent staff of scientists, whowould ::-." 

systematically consult with outside experts. They would present recommendations to .the 
, . 

foundation's board, whose majority would be represented by purchasers and consumers 

from the private' and public sectors. A mechanism needs to be devised, by which health 
" 

plans, providers, researchers, the pharmaceutical a.nd'technology industry, and the health' 

care quality organizations would have input. The cI~sest existing model for the HAF is 

the Financial Accounting Standards' Board' (FASB). The recommendations endorsed by 

the HAF should be scientifically Justified and subject to scrutiny at public hearings .. It is 

important to link health plans into-the system, in order to'ensu're that the data' 

requirements specified by the. board inform quality improvement and the further.ing of. 
; , 

medical, knowledge, and are fair and feasible., Data that is vp.luable, to providers is more. 

likely to be included in medical records and incorporated in computerized medical 

information systems. 

" ' 

, , 

Funding of the HAF should preserve its ind~pendent status. Funding should be assured, 
. '" ' , " " 

but'.not dominated by health plans. A possible mechanism would be .an annual' "," 

subscription; and an assessmenton. the health plan premiums of those plans that choose 
, , . ~ 

to participate ... 


Implementation of Private'Sector lilitiatives ' 


The two private sector initiatives proposed in "Responsible Choices" are benchmark' , 


beflefits and the health accountability system. These two functions could work 
. . 

synergistically under a private umbr~lIa organization sponsored by. a ,broad range of 

participants and involved parties; and fLinded by'user fees. The organization would be a 

not-for-profitentity. We propose to co~vene a representative set of purchasers and . 
consumers in June 1995 to determine if there, is agreement on the idea of the Health . 

, . ,.. . . 

Accountability.Foundation and the Benchmark Benefits Groopandto get their,thoughts 

on how fundin'g for these initiatives would be accomPlished. Initial estimates of cost 

suggest that fun'dingin therange,of $0.10 per member per monthwoul9 be sufficient to 

accomplish the task with a broad-membership. It is intended that partiCipants at the June 
, 
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, meeting will define and adopt a set of initial health plan benefit and accountability,' 
• 	 I I " '. 

requi~ements. 

Once sufficient support isgen~ratedf6r the new organization, a board of directors 
I, ' , 	 , 

should be chosen and an executive dire<;:tor selected.. The new organization should 
-' .+ 	 . 

move quickly to begin 'work on it$ primary ,goals.' The proposed benchm~rk~benefits' 
sh~uld be a~airable by J.uly 19,96., Th~ goals of the Health Accountability Foundation 


" i;·' . _ : '. . ' 

will be 'more: difficult to accol)1plish due, to the lack of uniformity of quality data in the 


;; 	 .,' .' 

health system, today buteven'if.asingle~meaningful measure is chosen, the, expansion of 


, goals can proceed from that starting point. 

, '"., 	 . ; 

The other el~ments, of the' proposedh'ealth accountabi I ity system are as, follows: 

Accountability Measures Clearinghouse 

Many,groups:,:and individuals' have d~veloped considerablee~pertise in devising and 

implementing health plan performance measures. Currently, no organization documents 
" ",' , 	 • • c 

, 'all 	of these e&ortsand 'evaluates them, or' assists others wi~h questions of methodology or 
~ 	 ,~ t 

, implement'ati~n. A collaborative approach would achieve'economies of scale, resulting 
, 	 , 

in more funding for such projects, greater availability of information, and a reduct'ion in 
1\ 	 ," , 

the duplication of effort. It is proposed that a scientiflc'assembly be formed that serves 


two main fun'd:ions: 

\1 

• To act as a. clearinghouse for the collation ~rid, exchange of information about quality 
, ~. ,',', 	 ; . 

accountab~,lity measures and ll1E!thodology. ' . 
I' 	 " , ',., ' ' , 

'. 	 Tocallatt~ntion to the need for research; development, and conti!)ual evaluation and,· 

improvement of ,performance, measures. . . - . .. \ . 


'.' ".~ 


The clearingh~use is ~Qt 'mea!)! t9 engage' in research. ,It 'should be a private/public, 

, "partnership, perhaps s~t up to ,collaborate, with an e~!stingorganization, s~ch""as the: 

Agency for He~lth Care Policy and. Research (AHCPR):or a consortium of government. 
, . 	 " ' . 

I 

and private research institutions. Funding' would !=ome from foundation grants and 
, " ,. 

government ag'encies. 

JHG Respo~sible Choices: Draft, March B, 1995 	 '38 
., 



Completing the Heaith Accountability System 


The other criteria for the proposed system c~m be satisfied by well-establi,shed 

'. . . 

mechanisms already in place. Because organizations like the National,Comm'ittee for 


Quality 'Assur~nce and the Joint ~ommission on Accreditation of Healthcare . 


Organizations have consid~rable experience in accrediting plans and providers, they' 


could playa major role in auditing the process arid facilitating quality improvement 


activities.' The organizations that focus on' internal quality improvement"su'ch as the 


Institute for, Healthcare Improvement, would be an C?bvious medium for the quality 


improvement rofe. Continuing education of physicians and oth~r health plan staff 


members is important to each stage of the process. There will be considerable ~verlap 

. . I 

'betwe~n the components, and continuous feedback to the clearinghous~ and HAF . 

functions will be necessary. 

Target Goals: . 

-Comparable information about the quality of care provided by health plqns should be, 

available to 100 percent of consumers purchasing through groups by 1998. 
. . 

- PreliminarY health plan'data on condition specific outcom~s by 1998. 

'HEALTH SYSTEM INFORMATION 

. Robyn Lunsford, MSE, N.ancy Ashbach, MO, MBA ant {Sarah Purdy, MD 

Why Is Coordinated Health Data Needed?, 

, Making responsible choices will reqlJire that ~etter information be available on who is 

insured, what it costs, arid whether better he~lth is the result. As the system changes, 
~ , 

data must be. collected faster and from.different sources: per capita expenditures by 

health 'plans, for example, a're becomi"ng more valuabl~ than the numbers of physician 

visits and hospital days. Attempts at' federal health care reform last year showed that the 

data available was not sufficiently timely or accurate. In fact, inadequate data on' 

consumers' responses to price competition tilted some proposals toward price controls. 

Congressional Budget Office estimates of thecosi',of various bil.ls were hampered by their 

IHG Responsibl!! Choices: Draft, March 8, 1995 39 



" 
~! 

inability to ~valuate the effects of u~documentedimprovements that \Vere under way and . 
: ! 	 ' " i· , ~ 

differences ih i~f.lati~nrates from 'community to cor:nmunity .. While in some areC)s 

premiums ar.e, re~orted as decliningtth~se figures do notsho~ Jf there is::a co~responding 
increase in .copayments. In order .f<;>r p~licy-makers to address the problems of attaining , 

"" ' " 	 " 

broader cov~rage while containing the cost of..health care,they, must have data about the 
• • I ~' '\. , ".'. 	 .. ' • 

numbers and characteristics of the insured and uninsured 'and the cost of. different 

delivery syst¢ms. Though multiple sou~ces ofhealth care data pre available, one of the 

major obstaeles is how to access, analyz~, and compa:re thi~ disparate information. 
\1 . ' ': .' , ". '. 	 ' 

t; 

.. Why Ar~th~ Current Data Inadeql:lat~l 
. I ~ , 	 . I ' •• 

'. Multiple data 'sets are 'not comparable or accessible from one source: For example; 
~ , 	 • I • " 

information about coverage and uti I ization of services is collected in the annual 

National ;Health Interview S~rvey (NHIS), but it does not provide information about 
," 	 ' 

household income or costs. 

• 	 Data regarding co~ts and coverage is,notti,mely:' e;g., the information from ~he N HIS. 

takes twel~ve ~onths to process~ The' Nation~1 Medical Expenditur'es Survey is 

completed only once every te~ years.. 

• 	 The ~alid!ty and accuracy of some sources ~f health data has been questi~ned; e.g., 
'\ 	 . " 

the medical care component of the. consumer price index (CPI) does not measure 
I ' 

costs borne by third-party paye~s, hence it ,reflects price to the consumer, not true' 

overall cost. In fact; 'the CPI is a poo~ measure of medical cost to the consumer . 
• 1, 	 • " 

• ,Data' are n,ot availabl'~ in useful formats:' e.g., it would be very helpful to have data 
. 	 " 

sorted by state to deal wit~ issuessuth as Medicaid reform.', 
" 

. . . , l' . . . . '. . " \ . . : '1 ,.',I, 

The problems associated with the existing data sets and with setting up an alternative 
, I. r,,: , 	 'J 

system are acknowledged by federal agencies 11 and atthe state level. We have set out 
, 	 , j'''' "" ' 

some basic principles for t~edevelopment of a coordinated system .in the foilowing' 
j 	 '.: I. '. .... • '! .' " ' , .' ," " "', 

sections. 

• q 	 . 

. .' ".' " 


11 Physici~~ PaymenIRevie"';"C~~ission, An~uaIRepOrt, 1994. 


h 

'I •. 
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, ,,\'What Should Be Collected? 


Data will be required in four basic areas in the health syst~m: 


1. 	 Cost-What is the per capita cost of health care, to third-party payers and to the 

individual? 

2. 	 Coverage-;-Who is and is n~t covered· by the health in~~rance system? 

3. 	 Vital Health Statistics-:Morbidity, mortality, reportabledisepses. 

4. 	 Quality-Whatare'the measures of quality ofs~rvicesprovided?
.'. 	 . 

Qual ity 'of serVices (h~alth status,'outcome:s, and consumer satisfaction was covered' in: 

A Health AccountabiliiySystem, page 34). Thissectiori focus~s 'o~ the dat~ needs ~f 
cost; coverage, and vital statistics. 

The process 'of collection should be guided by some basic principles: 

• 	 <;:onfidentiality of records and privacy rights of individuals must be preserved. Use a 

unique, encry'pted identifier. ' 


'. Data must be exchan'gedelectronically, e'iiher directly or indirectly. 

-10 • " 	 • 

• 	 Data must represent 'the' minimum required to serve the basic needs of the health' 

systern. ' 

• 	 The information needs of the health system will change'as the payment system 
( " 

,changes. 

• 	 Data collection must be timely. 

• 	 The aim of the uniform data system should be to r~duce ad~inist~ative costs in the 

health care system. 

• 	 Determination of which data elements are collected should be driven by a clear 

mission-to improve the health of the population. 

• 	 Data should be collected at the state level, and then aggregated nationally. 
, " 

Cost: ' Information is. needed on per capita costs' for all individuals in th~ health car~ 
system. The purpose, of information at this level is to determine the per member costs of 

, . health,care-:those borne by a healthpla~and those borne by the individuat Wwil} be 

necessary during a period of transi~ion to reconcile the methodology of data collection 
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between capitated systems and'fee-for':'service systems.· It will ,be the responsibility ofa 
I , 

federal entity (see page 43, to define appropriate standards to integrate information from . ~, 	 .' . .. .~ 

the two payment systems. 

:1 

Coverage:ilnformation will berequired from health plans and self-insured groups'with . " \ , '. -. , ~, ,- . . 

respect to nlambers of enrollees (includ,ing dependents) and member d~mographi,cs. 
• ';\' t' " • 

Timely infor.mation on enrollment anddisenrollment~ill be needed. Information will be 
."i . • . . ' 

required. bo~h on'the insured population and on the uninsured population. The basic 

questions td~ be answered in this con~extare: "Who is covered?" "Is their coverage 
i 	 ' • - : ; 

. adequate?" ~nd "Who is not covered arid why?".' Surveys, using der:nographitally' 

repre~entative subsamples, should be conducted at least annually with the resulting dat<1: 

f~rwarded t6 the responsible federalag~ncy. These surveys should incorporate ques~ions
i ' 	 ., 

, , 	 '. . 
regarding c~,verage 'status-inc:luding an accurate as'ses,smerlt of whyan individual. or 

-	 r. , 

family does ;not have coyerage; the cost of coverage-includ,ing premium amount .and. , ' 	 ,.' .' 

. health plan provider, deductible and copayment amounts, and. 9ut-of...pocket expenses for. 
'\ ' . " . . ,, 

the most recent one-we~k period;. type of co}'erage---i.e::, fee-for-serv.ice, managed care,' 


Medicare, and Medicaid; and.the family's source of coverage (employer, purchasing 


,group, indivi'dual, qth~r group plan, etc.) .. Data on the characteristics of both groups,'· 


such ,as emp'loyment or lack thereof, 'income, and demographics, should be collected. ' 

. .; ," 

, Information ~hould also include an employer~s size and industry classification. Data on 
., '1' 	 . '.. .' ' .. \ 

the various health plans offered to an individual would also be helpful. Care should be 
1 	 . '. , I • ~: '., 

taken to ensure that data ontheMedicaid eligible population is incorporated in any 
• • - " .! 	 • 

survey. 

There are t:v\{o possible methods for cp'lducting surveys: 

• 	 The ideal :nieans to c;::ollect this information would utilize a national sample size of 


. 50,000 to: BO,OqO househo'ids and result in national a~erage data. Diffic4lties 

, .: ' ~ • \0. • 	 • 

aSSOciated with this method are the expense and inability to analyze data with respect 
, " . .' , ',.. .. 

to localized market areas. In order to elimiQate the possibility of duplication, unique . 	 . ." 

, . 	 , {,il c,., 

" 
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identifiers shquld be used for each survey respondent and all family members 
, 	 ,,'\ 

'included in the survey with appropriate safeguards for confidentiality of the data. , . . , . 

• 	 Alternatively'; surveys .of discrete market areas, at differing stages of market reform, 


should be conducted. Collecting longitudinal ~ata in'these areas would allow', 


analysis of the ch~nging market. The effect .of 'reforms in other areas could then be 


more accurately estimated. Particular attention should be focused on states 

" 

undergoing policy changes. 

Vital Statistics: The new health data 'system sh,ould'continue to collect i~formation on 

morbidity, mortalityi reportable diseases, births; and'other issu~~, possibly including 
. , 


immunizations., Such information should be collected in a standardized way and 


integrated with information collected by provideisand heal~h plansfor purposes of 

comparability and to reduce administrative costs in the health care system. 
, 

How ,Can the G~al Be Accomplished? 


We believe that the ability to collect uniform, 'timely,' accurate health system cost and 


coverage data ,is a goal that justifies a federal presence. Private industry collaboration 

alone will be neither comprehensive nor suffici£mtly rapid. However, it is in the interest 

of the h~alth care ind~stry to encourage federal ~finan'cing of this end~avor. This function' 

~ould be performed by an, existing ~gency, such as' HCFA;s Offic~ of National Health 

Statistics or the AHCPR, or by inter-agency collaboration., It should be separate 'from all 
, 	 , 

purchasers; including Medicare. 'The agency slio~ld be advised by a broad group of 
.' . 	 '1 ., 

experts from the private and public sectors, to' include those with expertise in 

information systems, health c~re financing, health economics, and other scientific a~d 
- .' 

technical fields. -We propose that the delegated agen'cy take responsibility for reporting 

, on cost, coverage, and vital s~atistics. Inf~rmation on quality reporting will fall' withi~ 
the purview of the Health'Accountability Foundation. Federal legislation will be 

required to ensure reporting ~f the chosen data elements by. all parts of the healthcare 

delivery system as well as by states. 
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.Target Goals: 
' ..

}~ - -:. . . . 

• ..Health data system should be fundioning by the end of 1996 .. 

• Data on' costs of health services should be available quarterly . 

• 
,: " 


Data on ,coverage should be available annually, and within the first three months of 

" , 

the following year. 

tt. 

CONCLUSION· 

"Responsibl~ Choices" recognizes that the health care ~arket i,s moving rapidly toward 

reform and ?ffers proposals tofoster thi's restrudu~ing. p'rivate'purchas~rs :ar~ driving th~ . 
market and causing health plans to compete on price and qual,ity. However, not all 

. purchasers are exerting this force on the market. As the largest purchaser of health care '. 

in the U.s.,ihe federal govern'ment h~~ 'tremendous potential to d~ive improv~ment in 
" . . ',' . . . 

the market ~hich it h~s not yet exercised. 'Small groups' and individuals have limited 
1" • • 

" 

access to group purchasing arrangements that pool risk, provide choice, and achieve 
, . . . ~ . . . 


administrative savings that would enabl.e them to be adiv~, val~e purchaser; of health 

, " : . 

care. 

,. 
. This demons~rates that market mecha~isms alone a~e not solving all of the probl,ems . 

. ,', . ,'.' 

"Responsible Choices" depends on the willingness of government and the private sector' 
,'. I ! - • • . 

to work together to improve the' American hea'ith system: Federal i~1Volvement i~ 
: ~ ,"t' ' • 

necessary to ': bring public programs into, line with the private sedor, incr~ase consumer 

~ost-cbnscio~i~ness'; establish a f~ir market, pr~motegroup p~'r~haSing that offers the . 

. ~mall group ~nd individ~al' market access t~ reason~bly priced health coverage,and 
• I ~ • , ' - • ' 

provide information. "Responsible Choices" .recommends a t~x credit as the means for 
.... '. , , ." ., . 

. !. ,:' '" . ' '. • . 

bringing stru~ure to the market. Without the tax credit device" bringing 'order to the' 
. ,." .' . - ,. . 

healthcare~arket will be much more complicated and require considerable .regulation. 

<'" \' 

- For its part, t~e privat~ sedo~ m~st be willing to be more ac~ountable. Benchmark 
, , . it " " : 

benefits and quality reporting are the first steps that the private sedor should take to 
, . ' 
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voluntarily hold itself accountable. Implementing these policies would bring 

comparability to the market and provide informat,ion enabling consumers to make 

·informed decisions and drive competition. If the private sector cannot follow through, it 

may be necessary to link these proposals to the tax credit by requiring health plans to. 

price and offer the benchmark benefits package and report on quality-in-order to receive 

tax credit eligibility for their plan. 

'''Responsible Choices" does not address the issue of achieving universal coverage but: 

recognizes that other primary problems must be solved first, such as building a better 

marketplace so consumers and purchasers can make. informed decisions. Other 

important i~sues, such as malpractice and antitrust, are not tak~n up directly since they· 

are being actively addressed by others and dealt with in the market. These proposals are 

. the necessary incremental steps forward in containing costs and fostering effective public 

. and private purchasing. With these reforms in place, there will be more data and the 

capability to effectively and efficiently deal with those. left out of the system. The 

elements of this proposal can b~ put in place rapidly ahd will accelerate the reforms 

already taking place in the market. . 
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1.. Health Care 

A. 	 Medicare -

• 	 The Medicare system must be rcformcdand its service delivery improved. Our nation's seniors deserve to have this important 
program 'placed upon sound linancial footing, and they deserve better health care than the current system provides, The 
MedicareTrustees project that the Medicare Trust Fund will go bankrupt in 2001. Our parent's and·grandparcnt's Mdicare 
benelits should not continue to be subject to sllch a liscal crisis. Medicare's linancial troubles are worsened by the fa-::t Ihal.lhe 
program operates under a terribly outdated structure. Designed for medicine as it was practiced in the 1960's, 'Medicare has not 
adapted well to thirty years of medical advancements. While private sector health care costs fell last year, Medicare costs rose 
by 10.5 percent. Accordingly. appropriate Medicare reform can both contain Ihe rate of Medicare spending tosuslainable 
levels, and improve the delivery of hcalth care services to our nation's seniors. 

• 	 These options propose that. Medicare savings accrue from two levels of improvements and restructuring refonns, providing 
nearly $1 QO billion in 5-year savings. This would result· in Medicare growth of roughly 7;5 percent, as opposed to the current 
I0.5 percent growth rate. A 7.5 percent growth rate corresponds to an additional $990 billion in Medicare spending over the 
next live years, ratherthan the $1.1 trillion that would be spent if no. changes were made. . 

• 	 Level ODe: Preyent Insolvency; First, because the current fee-for-service Medicare system would be fully preserved 
for seniors who choose to rcm;;lin in that system, it would be improved where needed to increase fairness and maintain 
solvency. These policy improvements would be balanced bet\yeen physicians, hospitals andbenelit recipients, alld 
would achieve $50-65 billion in savings. Such adju$ctments could include: . 

-- Establish Home Health Coinsurance at 20% • .. $19.7 billion (over 5 years) 
. -- Establish Lab Coinsurance at 20% -- $6.1 billion 


-- Income-relate Pari 0 premiulll -:- $10.0 billion 

-- Extend HI tax to all state arld local workers -- $7.6 billi'on 

-- Implement Physician Payment Review Commission Recommendations -- $10.0 

-- Reduce Hospital Innation Update by 1.5% -- $10.2 billion 


Total 5-Year Savings from Options List: $64 billion (LIST TENTATI VEl 
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• 	 Level Two: ChQiceCare: Second. seniors would be provided a "Choice Care" option. This new Medicare approach 
would result in $35-45 billion in 5-year·savings. Choice Care would expand insurance choices and options, take . 
advantage of private market forces. and provide a non-coercive and completely vQluntary incentive for seniors to. move out 
of the antiquated fee-for-service culture. 1\ brief description of Choice Care follows. 

Choice Care -- Drief Description. 

• 	 The "Choice Care" plan offers a way to redesign and improve the Medicare system for our nation's seniors, by increasing their 
medical insurance choices and health cnre opportunities. 

• 	 Choice Care will make available to all seniors a new and completely voluntary system that delivers medical care ina 
modern fashion, instead of under the antiquated fee-fQr-service system. It will be provided in addition to the present 
options available to seniors. IlQ1 in lieu of those options.· , 

. • 	 Within Medicare. Choice Care will establish monetary incentives for seniors to move away from the. costly fee-for-service 
system which is filled with inefficiencies and considerable fraud and abuse. It wili :allow for such change to occur slowly 
and naturally, as seniors reitlize the benefits and choices of the new, more open, system. . 

• 	 Choice Care will establish within the Medicare system the same types of private sector incentives that prompted private. 
sector medical, CQsts to. decrease last year. This private sectQr drop occurred even while Medicare costs grew by 10.5 
percent. 

• 	 Ch~ice Care will further resPQnd to the Medicare Trustees' warning Qf the ilnpending insolvency of Medicare, amI their 
. call fQr CQngressional action to. preserve Medicare for Qur nation's seniors. 

, I 

• 	 Under Choice Care, seniQrs each year WQuid receive a "ChQiCe Check," which WQuid be equal to. a regional capitated amQUIlt. 
With their ChQice Checks, during an annual Qpen seaSQn, seniQrs eQuid chQQse from a wide range of health care insurance options, 
under a system much like that available to' federalemplQyees. The seniQrs WQuld be Qffered a broad array of insurahcc choices, 
including the provision of additiQnal henefits (e.g.,visiQn care Qr prescriptiQn drug coverage) or the payment of the Part L3 
prCllllUIIl. 
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• 	 "I f the plan a senior chooses costs less than the Choice Check, the senior could' ~eep 75 percent of the difference. I f the 
selected plan costs more. the senior could use his or her own money to pay the exIra amount. Current Medicare benefits' 
wou~d be offered, and the present Medicare system would remain intact for'those seniors who ch~ose to remain in fee for 
service care. 

, , . 

• 	 The Clinton health care reform plan projected $207 billion in savings under Medicare from forting all seniors into '~ 
managed care sysielll with pcrcapita spending limits. Choice Care does not share the Clinton plan's coercive, aspects, and 

%'" • 

ohly budgets $35-45 billion ill savings over 5 years. It is likely that Choice Cmewill be positively,receivcd by scniors, , 
and Ihat even mor~ savings will·accrue. 

• 	 In addition, a "Look Dack" rnechanislll would enforce the budgeted ChoiC~ Care savings;by imposing an automatic'sc!ledule of 
Medicare adjustments if necc,ssary' ' 

, • 	 These Look Back adjustments \~(;uld parallel those used in the past budget packci'ges, but would be analogous 'to a 
sequester and held in abeyance pcndingthc:: operation of the Choice Care system. 

• 	 Undettrye Look Backmechanisrll, e~,chyear HCfA would review the operation of the Choice Care system after the open 
season, and determine how much savings the system will achieve for that year: If that amount falls below the savings ' 

< planned for upon enactmeni, then IICfA will implement the schedule of adjustments, on. a pro rata basis, to the extcnt 
necessary to make up ihe difference in planned savings. 

• 	 the Look Back adjustments would be impo~ed only as a last resort, but their potential imposition would give providers an 
incentive to make the Choice Care system worL Savings of$35-45 billion would be budgeted, based upon the expected, 
7,5 percent rate Of Medicare, growth, Stich Look Back adjustments could include: 

~- freezing Prospective Payment System --Impose OJoratorium on new Long Term Care 
rates -- $6.6 billion ,! hospitals -- $0.3 billion 

• -- Reduce Hospital'inp;ltient capital 10% -.: $4.4 billion , -- Extend Medicare Secondary Payor policy. $3.0 billion 
-- Reduce Hospital indirect medical educatio!1 , 'Total 5-Year Savings from Options List: $20.3 billi<Hl' 
, adjustment,' etc, -- $5.0 billion, [LIST TENTAtIVE -- due to sequester they should be 
-- Reduce Outpatient capital --$1.0 hillioll 'percentage reductions, etc. so levels ,can be aoj usled I -, 	 ~ 
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• 	 Choice Care will essentially expand upon, and make available to all seniors, the current Medicare HMO option. This limitcd 
HMO option has offered considerable additional beriefi!s to seniors, and over 3 million seniors have already chosen to cnroll 
within HMO plans. Over 150 Mcdic(lfc liMO risk plans currentlyexisl. Under the present HMO option, if the carriers CUll 

. deliver Medicare services for less than thc c<lpitated amount, additional benefits must be offered. Under this systcm: , 	 ! . . 

-- I J I plans offer routine physical bcncfits -- 116 plans offcr immunization benefits 

-- 34 plans offer health education bcncfit~ -- 65 plans offer prescription drug henefits 

-- "7 'plans offcr fool care pcncflts -- 1'21 plans offer eye carebenelits 


.'- 7 plans offer lens benefits -- 100 plans offer ear exam benefits 

-. 5 plans offer hearing aid belJefits -- 48 plans offer denIal benefits 


• 	 Plainly; the results under the currcnt.llMO option prove that a Choice Caresystcm is viable. Providing seniors with the choice of 
receiving additional benefits as um.\cr current law. or a cash back award, or a conibination of both, would greatly expand their 
hcalthcare options and provide.a strong incentive for millions more to moveOllt of the antiquated and costly fee-for-service 
systcm, 
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B. 	 Medicaid -

• 	 These options recommend that Congress work with the G(jvernors to implement a new Me,dicaid system, under which the funding 
would be provided on a block grant hasis and a't capitated am~unts necessary to achieve a4 percent rate of growth. This growth 

. nite would achieve $115 billion ill savi'llgs from .1996-2000. Even with these savings. $505 billion in additional Medicaid 
·spending would occur over the next fiveyears, in cQntrast to the $620 billion in new~spending that would occur irno reforms were 
made. ·In return for receiving a slower-than-projected groWth' in federal Medicaid doliars, states would be givengreal Ocxibility to 
design Medicaid systems free of federal mandates. 

• 	 As with Medicare, Medicaid was designed in the 1960's and has become increasingly inefficienl. The Medicaid system can be 
restructured to simultaneously contain costs and improve service. The current Medicaid system is so riddled with'federal 
mandates and complex requirements, .that states in the past have actively sought to take financial advantage of system "loopholes" 
for nori-medical purposes. Further. a majority of states are already seeking Medicaid waivers to get out of the crushing mandates 
imposed by the current structure. However well-intended, the old system no longer works. For the dollars being spent. the 
recipients and the nation deserve much better results. It's tIme that the federal government allowed the states true Oexibility to 
design modem systems to deliver better Medicaid servi·ces. 

. 0 

• 	 Even better results can be achieved than are budgeted under this recommendation. For exarnple~ Wisconsin moved its Medicaid 
program into a capitated managed care system, and the state's Medicaid costs fell dramatically. For .several years now, 
Wisconsin's Medicaid growth was 1/3 to 112 below the national rate. Wisconsin's Medicaid costs now grow ,Honly tw~ percent 
per year and continue to decline. This dral11atic drop in Wisco!1sin'S Medicaid costs occurred without any reduction in coverage or 
provider reimbursements. Tennessee's Medicaid managed care program has also reduced program cost growth dramatically (less 
than 0.2 percent last year). Other successful managed care initiatives have been established in Massachusetts and Michigan. 
Giventne Oexibility, several states have already proven that spending growth can be slowed while better services are provided. 

• 	 {Recent Johns Hopkins Siudy = significant cost savings in Medicaid not inconsistent with better quality health care] 

..} 
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C.' 	 Baseline Savings -

• 	 '. The President's budget contained omcc of Managemcnt and Budget (9MB) Medicare and Medicaid assumptions thar di ITer 
rather dramatically from those used hy the Congressional Budget Office (CnO).While the reasons behind these diITerent 
assumpti'ons were not co~npletely explained, the result was an OMB baseline that contained more than $70 billion less in five year 
Medicare and Medicaid spending (see Table below). Because acceppng the OMB's assumptions could be viewed as a "baseline 
game," these options do not COlillt on these savings to achieve its overall $385 billion. target. 

(Dollars i~ Billions) 1996 1997 1998 1999 2,000 5-Year Total 

MediCare/Medicaid Spending --OMBAssumptions 270.8 296.5 323.1 352.6 385.7 

Medicare/Medicaid Sl?ending -- cno Assumptions 275.9 305.2 335.8 370.9 , 407.7 

Difference Between OMB alld eBa -

--  ... 
5.1 
- -_.__ ... ~ ... - ... --..~ 

8.7 
- ..--... --..  .... --..- 

11.7 
-_.. -_ ... - .... -

18.1 
- , _.... ~-

12.0 70.2 

• 	 These options propose that the Republican budget consider utilizing the President's health care assumptions. I n the heallh care' 
arena. where responsible proposals must be put forth and debated, reform eITorts should not be disadvantaged sin'lply by illsisting 
on a set of assumptions that make long-term spending projections $70 billion higher, 'and that therefore make necessary reductions 
appear deeper. Medi,care and MediCaid reform cITorts should not have to sustain political attacks based upon innated numhers, 

• 	 The President's health care assumptions result in a lower Medicare and'Medicaid baseline, aqd therefore would lessen the' amount 
of savings that would be achieved by the previously discussed Medicare and Medicaid proposals. Because the baseline path is 
lower, however. not as much would need to be saved to obtain a balanced budget. Thus, at least $20 billion in addiiional . 
"savings" should accrue 'rrom using the President's assumptions, ' . 
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2. Welfare 'Reform 

A. Block Grants -

• 	 The problems v.iith our current welfare system. ano the need for significant reform. are'well-known and will not be repcatct.! hen;. 
These options recommend continuing tu ~vurk with the Governors and the House on tlie block granting of federal welfare ' 
programs. During these discussions. tile Congress should insist upon reform that slows the rate of growth of these entitlelllent ' 
accoullts'by at least $40 billion over the next five years. Proposals already made by the Governors would achieve these results. 
While pursing a block grant approach will inevitably be labelled as mean-spirited or lacking in compassion, there is ceriainly no 
compassion in allowing the present system to continue without significant reform. A block grant approach. which allows local 
tailoring ant.! state experimentation can only result in beller results for those the welfare prugrnms arc meant to serve, 

B. SSI Reform -

• 	 Welfare reform cannot be pursued without also reforming the Supplemental Security Income (SSI) system. The growth in Illis 
entitlement program, which provioes (lssistance to the elderly, blind and disabled poor, has exploded over the last sevc((ll years, 
SSI is the largest, and fastest-growing.cash benefit welfare program in the n'ation. and it is beingadministered by the SOCilll . 
Security Aoministration (SSA). lis grow1h will continue to skyrocket over the next five years, and ihto the next';century, unless 
cost containment action is taken soon. In 1985 sst cost $7 billion; tod(lY it costs $19 billion; and it will cost $40 billion in 2000 
without reform. 

, 
• 	 Deep structural problems cause SSl's fiscal woes and, like other welfare programs, SSI must be fundamentally reformeo. The 

disability portion of SS( has undergone considerable regulatory and court-ordered expansions; and it now provides benefits so 
liberally that it operates at cross-purposes with the basic work ethic and the Americans with Disabilities Act (many SSI recipients 

, could sue employers that refused to hire them). Furthermore, SSI status means automatic eligibility for other federal programs, 
includ!ng Medicaid, food Stamps, and housing assistance. Welfare recipients therefore onen prefer to receive SSI, and find ways 
to make themselves eligible, onen using SSI as an "escape hatch" when they lose eligibility under other programs: In aouition, 
many states aggressively place their welfare recipients onlo ,SSI, to remove them from state rolls and put them on the federnl dolc. 
These practices should not be'allowed to continue. particularly when other welfare accounts arc consolidated anu, funded on a 
block grant basis. 
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• 	 SSI eligibility has exploded in recent years due to liberal expansion of its disability coyerage well beyond what was originally 
intended. It is now far too easy to be dcemcd "disabled." which subjects SSI .to consi~,erable abuse. Currently, thrce-quarters of 

. SSI recipients are those dcemed disaoled. Drug addicts, alcoholics, and those with melital "impairments" (such as those who have 
trouble performing in a "competitive work environment" and children who do not act in an ;'age appropriatt:: manner") call IIOW' , 

qualify for SSI disability. Thisnllows those }vho ell gage in socially 'dysfunctional behavior, or who simply have abad work ethic, 
to receive large monthly cash pnYlllcllts.· . 

, ', ·1 . 

• 	 Other SSI problems derive frol~l SS/\ adlllinistration. SSA's monitoring of program requirements has become vjrtually nOIl

existcill. SSA presently devotes its resources (0 quicker enrollment, and ignores legal mandates to conduc.tdisenrolllllcnt revicws .. 
Thus. while SSA revicwed 436.000 cases in 1983nlld tcrminated 182,000 ofthem, the.agency reviewed less than 50,UOO ill 1993 

. 	 and tcrminated less thanS.OOO.SS/\ now alllluallyadds 100 times morc pcople to SSI rolls than those it teml.inatcs. F l.Irthcrmorc, 
although SS/\ initially det~rmil1es that sixty-eight percent of,mental impainnent cases have expected or possihlC improvement 
within three years, the average bcneficiary remains 011 the rolls for 15 years. Less than I percent of drug addicts and alcoholics. 
who are given cash benefits, return to work. Disability attorneys say that an SS/\ deniai.of disability eligibility has become 
practically impossible for the agency to defend on appeal. ' 

• 	 These options recommend significant restructuring ofSSl t to at least limit SSt's growth to a rate of 7 percent. This growth rate 
would still be well above inflation. and would result in about $22 billion in five year savings. Achieving this result could occur 
simply by returning eligibility rule~ to th~ir original construction. SSI should stop providing cash bepefits to drug aOcJkts, " 
alcoholics and those with behavioral or emotional "disabilities" that are easy subjects of fraud and abuse. These improvements 
will result in $17 billion in five-year savings. Also, an additional $5 billion in savings could result from requiring those receiving 
5S1 disability benefits to reaffirm their disability status after an appropriate perioc;l of time, particularly for those whose disabilities 

. were classified as subject to improvement when initially declared SSI eligible. The indefinite continuation of SSI benefits runs 
counter to recent progressive advancements within the disability area, and should not be allowed. to continue.'. " ' 

'\../-'", 
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C. EITC, Reform -~ 

• The E~ri1ed Income Tax Credit(EITC)'progr~m possesses mal~Y characteristics oftl.1e ~Sl program'-It is aworthwhile progral~~ 
. that has unfortunately grown out of conhal. ~iketheSSI program, .the EITC will result in significant long-terrn. fiscal . 

hemorrhaging unless action is taken to' contain it soon. The programcontainsrampant fraud and abuse, which the IRS has 
awkwardly tried to restrain this year. Congress can no longer afTord to let the 'glowing rhetoric surrounding tbis program " 

. "immunize it from needeu' refuml. but rather must adt;nit that 'theEITC has serious problems. We must also act toilllprovc tile' 
program. better target its benefits, and thus restrain ii,S unsustainable rate or gtowth. 

( 'l:heseoptions propose accepting the President's plan to count interest and dividend income while computing EITCeligibility. .• 
. There.isno reason that the definition. of tl!e'\vorking poor" should include those who arecinveslment rich .. These options fl-Irther 

propose to end the indexation of the EtTC eligibility formula. rhe basic credit amount is still scheduled to undergo a signi ricanl 
expan;ion under provisions in the 1·993 'budget act, and a further expansion through eligibility indexation is unafTordable and 
unwarranted. Finally, the options propose that the EITC should no longer be available for. undocumenred workers. These change!?. 

. 10 thc EITC program would result in $27 billion in savings during the 1996-2000 period. 

r' 

fre"orec/ h)' tile OjJice 0/Sell(/to~ Judd Gre!!8 
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J. n.etirement Accou{lts 

A. COLA Equity -- . 

• 	 The rctirement progr~rl1s of thc fcdcral govcrnment are diffcrent than othcr cntitlcment programs becausc thcYJc nee! the 

obligations of the federal govcrqmcllt a;:; all employer, nqt merely as a benefit provider. Still,the civil service and m.ilitary 

rctircmcnt accounts rcprcscilt a sigl1i ficant portion of entitlement spending, and aspccts .of the programs can be reformcd. 


• 	 When the fedcral retirement system \vas cstablished, 110 cost.of living adjustments (COLAs) were contemplated. Instituted in 

the I 970s, COLAs have become a large entitlement cost driver. Thc cno has estimated that over the next fi've Years, 

enlitlement spending will grow hy $221 hillion due to COLAs alone. We can no longer afford to provide unlimile'd COLAs. 


• 	 First, COllgressional peusiolls should be limitell to equal tire peusiolls provided to all otlrer federal·employees. Second·, the 
options recommend that COLAs continue to bc provided to all federal retirees, but only up to a maximum dollar amount. The 
maximum COLA amount that any pcnsion beneficiary could receive would equal the maximum COLA amount thaI a Social 
Security beneficiary could receive in any given year. In other words, a retired Congressman or senior exccutiye branch oflicial 
with a $100,000 pension would not receive a COLA on the full pension amount; but only up to the amount received by the 
maximum Social Security bencficiary. This change would result in savings of $9 billion over the next fivcycars. 

1 

.Il. COLA Contributions -- [TENTATIVE] 

• 	 The federal pension 'system consists of two sectors ~- current 'employees, who are contributing toward thj!ir retirement pcnsions 
while working, and retirees, who are receiving the pensions. Under current law, CSRS workers contribute 28 percent to their 
eventual pensions, while the federal government contributes 72 percent. Under FERS, the ratio is 26 percent to 74 percent. 
The employees' contribution used to be nHlch larger, until COLAs were enacted. Since their inception, the federal governmenl 
has borne the full cost of COLAs. 

• 	 . These options propose that, if the federal government is to provide COLAs to its retirees, then federal workers sho.uld 
contribute toward at least a portion of their cost while employed. This proposal would have both CSRS and FERS employees 
contribute an additional 2 percent of their salaries to the pension program to help .partially defray the fedcral government's cosl 
of providing COLAs. Thi.s would result in $8 billion of savings during 1996 - 2000. 

Prepared by (he Office ojSenolor Judd GreX8 
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4.0thcr/IYIiscellaneous Ent~t1ementAccriunts 

•• A recent GAO report identified over 435 Illandatory spendlngaccQunts in existence during fiscal Year,199J. Only 18 oJ Iilelie 
'programs cost morethanSID billion;'andonly 41 cost more than $1 billion, ,+' o,~ 

. ~ 

• 	 The programs labelled "mi~cellal1eous" here consist of alltl.Jo'se notencornpassed under previously dis,cussed entitlement 
categories. They inclo'de some popular programs; such as the agriculture, veterans, and Ui1t~mploymentcompcnsation progHlITlS,' 

.as well as many programs thar are virtually. unknown except to those who bencfitfromthem, . " 

• 	 With~u't reform, these miscellaneous e'lltitlclllcnt accounts wi,lI spend S35D billion over the. next 'five years. These optiolls 

recommend reducing that total by S55 billion, resulting in'S,295 billion of new miscellaneous spendhlg from 1996-2000. The 

savings can be achieved as follows: 


A. 	 Agriculture Programs ~- Significant savings can,and should be ac'hieved from the agriculture programs . .'}bsent rcfonn, . 
. the federal government will spend $42 billion on farm price supports over the next five years. These options recommend 
. accepting the proposals mad~ by Senator Lugar in testimony before the Sena~e Budget Committee, in which he proposed 

reducing deficiency payments by lowering target prices by 3 percent: and C1iminating the export enharice'fnent program, 
These chaIlges would result in $15 billion in five-year savings. 

B. 	 Veterans Programs'-The federal government will spend SilO. billion on veteraIlS prograIlls in 1996-20.00.., 'While care 
must be taken when reforming the accounts that serve those who have served~urcountry, cxtending several OORA-93 
provisions. and halting compensation for fLiture non-service-connecteddisabilities, will.saveneady $4 billion. ' 

C. 	 Unemployment Compensation -- Unreformed 1996-20.00. unemployment compensation spending will.total $128 billion. 
Imposing a uniform two-week waiting period on unemployment benefits will result in $7 billion in savings. 

. - . 	 - -~ . 

D. 	 Other Programs, -- For the remaining 3DD~plus miscellaIleous entitlement accounts~ these options propO~~lhat these' 
programs be subject to a strict review in light of current budget realities. PrograIlls that have achieved their purpose or arc 
no longer am~rdable should bc repealed; programs that are still worthwhile, but CaIl be improved~ should be reformeu; and 
only those programs that work well' and justify their costs should' be maintained. 'An options list that achicycs the 
recommended $30. billion·in saving~ from these miscellaneous accounts directly follows. ' 

Prepared b)J the Office ojSenofor Jlldd Gregg 
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Reform Options -- Miscellaneous Entitlement Accounts 

Program Rf:form 

• 	 t\e.ricuIIU[C 
- Retluce tleficieocy paymenl by lowing urgel prkes hy 3 pcrccnl 
• Eliminale ExpOrt EnhancemenlProgram 

• Veterans 
· Nil c'omp. for future non-service relatl:.1 tli~ahllilic~ 

· Nil double compo for future uisaolliliJ:~ 


• Emntl OBRA-93 provision~. 
• R~store GI hill etll,lcat;on funtling ralio 10 9: 1 

• .Qlliru• IIl1cmployment Compensation •. impo5c unirorm 2 \\ cd; \\ ;.iting period 
• Sell Power Marketing Associations 

· . Iniliate 1.lytlropower leasing 
· Le3~e National Pelroleum Reserves 
· Le3~e ANWR for oil drilling 
- National Park Service user/entrance fees 
· CORP:' Regulalory program ~Imil fee 
· Mining roya.hy. 
• Terminate unneeded RTC employees 

.; Implemenl pay cap al banking agencies 
· II UD: Loosen restrictions of mullifamily pmperly tli~pusitiun 
- Refinance Sec. 235 mortgages 
· SIJA; 4 proposed fees 
• NOAA: Sanctuary anti Areo chart 

· Tonnage tluly increase 

• Railroad ins~ciion fees, 
• Elimill31e in·schooi inlereSI subsidies for grad.Jprof. ~tutlelll.~ 
• Eliminate 6·monlh grace ~riod for gnd.lpror. siudenis 
• Raise stuuenl loan originalion fee 10 S percenl . 
• Include farm and home equity in determining linallcial need 

· • Other educalion. Iraining and social service 
• Terminale cash benelil portion of Trade Adjuslment Assistance 
• Penally for early redemplion of savings oonds 

· Auel;on landing/iakeofrsiois al 4 major airports 

• Increase FCC u~er rees 10 cover full coSI of licensing 
• Terminate nood insurance subsidy on,preform struclures 
• Elimiilale market promolion program 
• Enu judicial aUIo fund 

· Terminate public teJecommunicaiions &. facilities program 

· Eliminate public funding of pre~idential conventiuns 

· End informal ion inrrastruclljre granls 


5-Yur Saving! 

$ 11.45 billion 
$3.40 Total: SI5 billion 

$1.09 
$0,15 
$1.92 
$0.35 TOlal: S4 billion· 

\7.25 
$196 
$0.05 
$0.62 
$2.60 
$0.32 . 
$0.05 
$0.05 
$0.78 
SO.54 
SO.43 
SO.05 
SO. 13 
$0.03 
SO.50 
$0.17 
$1.10 
$1.60 
$1.50 
$0.40 
$1.50 
SO. 96 
$0.24 
$1.50 
SO.58 
$2.65 ~ 

$1.J1 
$0.46 
SO.09 
SO,08 
SO.06 TOIaI: S30 hill ion 
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5. Prospective Reforms 

• 	 In 1963. cfltjtlement spending plus interest paymcnts total.led 30 percent of federal spcnding. Today; entitlcments anti interest , 
account for 62 percent of all fedc'ral spending. LcO unreformed. cntitlement and intercst p<Jyn)ents will comprise n pcrcclll (l fall 
federal spending ten years from 1l0W. and cntitlemcnt spending alone will cxcecd total fcderal rcvenues in 2030: 

• 	 Just as thc growth of entitlement spcllding drives thc 'continued growth of the federal budget dcficit, unavoidable dcmogrnphic 
trends will eventually drive an explosion ill cntitlcmcnt spending. The baby boom gcncration continues to advancc toward 
retirement age. al1d Americans continue to live longer and longer. . As a consequence: 
• the Iire expectancy of those born in 1935 is 61 ycars. whi Ie it is 76 years for those :born today; 

. • thc share of Americans ovcr65 will grow from 14 perccnttoday. to 20 pcrcent by 2025; . 

. • the number of Americans over 65 will grow from 24 million today" io 48 million in 2030; and : ' 
• the number of working Americans availahleto support each retiree'sbenefits w'ill fall from 5: 1 today to 3: I in 2025. 

• 	 Because the fcderal government's retirement programs operale on a cash basis, with 'current workers supporting currcnt retirccs, 
wc cannot sustain the present programs in the face of such demograpllictrerids. The refonns proposed in this packagc 111,\lS far 
'will not solve the long-tenn problems that result from the aging ofthe baby boom generation. These options thercforc. 
recommend that those programs benefitting the nation's retirees should undergo additional change. Whilc these additional 
changes will result in no 5-year budget savings, they are extremely important as a matter offiscal responsibility. 

• 
. . 

It would be unfair to make significant structural chan'ges to the federal government's retirement programs and have those changes 
take ~ffect immediately. First, we should not significantly alter the retirement system of those who are present.ly retired, or close 
to retirement, because they made.long-tenn plans on the basis of the currentstruc,ture. Second, we should allow present 
employees enough lime to plan sufficiently for their own retirements. For both reasons, these options recommend that we 
undertake a series; of str'l!ctural refornls on a prospective basis -- to allow as much time as possible for people to adjust, and tonot 

.' : treat unfairly those who no longer havc the time to adjust. 

• 	 The prospective nature of these recommendations does not mean thaI they can be postponed. Rat~er. they should be enacted as 
soon as possible, both to allow the fcdcral government time to plan for inevitable demographic trends, and to allow the public 
time to plan around the changes that must be made. 'Changes like these will have to be made. 'We should not wait until it 
becomes impossible to ensure that they occur in a fair manner. 1\ listing ofthe recommcnded prospective changes immediately 
follows. 

Prcpared hylhe Uffice (}jS('II(I/or Judd Gref?f? 

http:present.ly


·/ 

Recomrncnueu Options for Prospec.tivc Reform 

,I. Elld accrual of Congressional pellsiolls nrtcr 12 ycms of servicc ra pcnsion terill limit! 

2. Incrc(lse Medicare's retirement agc requirclllcnts to Ilwtch the increases occurringundcr Social Security. 

j. Rnise federal Civil Servil ... Tuli bCI1Cfit rctirclllcntnge 10 6O.effcctive 111/2005. 


4 Provide no federal pension (Civil Scrvice or Military) COLAs to those under 62, efTcctive 111/2005. 

. '.' 

·5. Adjust CSRS and FERS benefit form,lIla frol1l "higJi three" to "high five" pay, effectivc 1/1/2005. 

6. Eliminate govemment match on TSP contributions for {4th and1 5th percentile. 

7. Others?? 

.8. 

9. 

10. 

f'repared hy (lie Office a/Senator J/ldd Cregg 
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6. Consulller Price Index Accuracy 


• 	 Over the years, Congress has established automatic increases within many programs to. prevent the'~rosion of a program's 

purposes due to tbceITectsofin!latioll, So\=i<J\ Securityand federal recipients reccivc'S~ICh cost of living adjustments (COLAs), 

for example, and the break, points of tile 'federal incorne tax rate brackets are)ndexcd as well. The Congressional Budget Office 

estimated in'January' 1995 thatCOLi\s alone will result in over $2~O billion in fedelal spending' over the next five years, 


, . ,~, 	 - ~. 

" •. 	 The automatic indexation of most programs,-occurs with r~ference to increases in the Consumer Price Index (CPI), \vhicll is 
calculated b.y the Bu're~u of Labor Statislics (BLS). Most economists agree thalthe Crl overstates inflation, due to the wayth~ , 
Illeasure is calculated and adjusled. by BlX The result is thai COLA bene·ficiaries receive more than the true. increase in cost of 
living would warrant. Their benefits are nol only being protected against the corrosive effects of infla'iion, but they are also being 
over-paid,' '-	 . , . 

• " The amount of CPI's overstatementis quite significant. The Congressional Bu~get Office has estimated· that CPI: which was 2.6 
percent in 1994,was overstated by 0.2 to 0.8 points. cno further estimates that a,O's,poinl redu<::tion in CPI would result ill $64 
billion of budget savings over 5 years. as COLA uvcrpaymentsare halted. Federal Reserve Board Chairman Alan Greellspall . 

. ' estimates thill CPI is overstated by 0.5 to 1.5 points. Chairman Greenspan estimates that up to $150 billion would be saved ()Vcr 5 ' 
years ifBLS c'alculateq C;>I accurately.' , 

• 	 The BLSis well-aware ofCPl'sQverstatemenl oLinflation, but basic:ally refuses to· correct it BLS states that it willunderlake any 
corrections in 1998,' when ate~-year periodic revision fS'schedufed to occur. TheBLS prOVIdes several reasons to support ils 
four-year delay, but we cannot afford the agehcy's continued inira·nsigence. While the BLS.is principally worried'about the 
measure's credibility, and legitimately so, at this point the measure completely lacks credibility to begin with,' Any BLS ' 
corrective action,would restore CPI credibility, not undennine it .. 

• 	 . These options recommend that the BLS act immediately to correct the overstatement of CPI, and calls upon the President 10 make 
sur~ t~is correction occursswif1ly.Congress should be extremely wary ofenacting a legislative change to the CPI. However; 
knowledge ofasignificant CPI overstatement, coupled with illS non-action, will soon make continued Congressiolial silence a 
breach of its: fiduciary responsibility to the nation. " 

, l'I'C'Jlared hy 'he Office njSel/ufnr Judd (,'reRR 



'.' . 

. ~ 
'"' § 

-
~ .-,

. ,', 

" .

•
\0 ", 



Options for Entitlement Reforrtl 
5-Year Savings Target: $385 Billion; 5-Year Savings RecOl~lIl1ended: $475-495 llilli<,:>11 

'Entillement Category 
(SS in Dillions) 

1996-2000 
Spending 

5-Year 
Savings' 

Summary of Proposals· 

J. Health Care 
A, Medicare 

- Ill/pro I'e!llelltsl Adjustments 
- Choice Care 

B, Medicaid 
C. Baseline Differences 

1,820 
1.200 

. ' 

620 

' 

" 

, 

255-275 

65-75 
35·45 ' 

115 
20 

' 

Lille-henl illlprovemel;fJ and adjustments (0 prevent insolvency. ' 
Give seniors option of purchasing insurance (e.g., managed care plan) wilh capil.lted 

, ' 

payments. Incelltive to joinlhrough receipt of cash-back or additional benefits if choice costs 
less than capilaled amount. "LookBack" provision to enforce savings~ " 
Block gram. declining to 4% growt" (work with Governors' recommendations). , 
Accept part of Administration's health care baseline assumptions ($70b.il\ion less than CBO). 

, 

2. Welfare 
A, Block Grants' 

-
(3, SSI reforms 

C. EITC refonllS 

600 
320 
160 

120 

89 
40 
22 

27, 

-
Block grants (work witlt Governors 'recommendations). 
Deny benefits to drug abusers. alcoholics. and recenlly e;\panded categories of "disabled" 
(i.e., re-devote program to,truly disabled); require periodic reaftinnalion of disabled slallis. 
Accept Administration's investment income inclusion, eliminate indexing of benefit tliresllOlds. 
and end b:enefitfor undocumented workers. 

3. Retirement 
- Congressional PeD~ions 
A, COLA Equity 
B. COLA ConlribUlions 

415 17 
-
9 
R 

Limit Congressional pensions to equal those given to all otber federal employees, plus:, 
Limit all COLAs /0 maximum Social Security COLA amount. 
Reform employ'eecontributions to begin partial offset of COLA COSIS. 

4 . .ot hers/Miscellaneous 
A. Agriculture 
B. Veterans 
C. Other 

5. ProspeCtive Refonns 

350 

--
, 

50 
15 
5 

30 

0 

Reduce deficiency payments &repeai Export Enhancement Program. 
E;\tend OBRA-93 provisions; plus other small adjustments. 
Strict review and refonnlrepeal of 350+ other entitlement programs,. 

Policy adjustmenls to improve 2Q-30year window. where entitlement growth truly explodes, 

6. CPl Accuracy 

Totals $),200 

64 

$475~9'5 

The Federal Reserve Board estimates CPI is overstated by 0.5 to 1.5 percentage pOInts; COO 
pegs the overstatement at 0.2 - 0.8. Calculating accurately saves $64 billion. 

, " 

Range depends upon Health Care n~mbers. 

• E:<pallded details of Ihe~e proposals appear in the atlached appendices Prepared by tfle Office of Senator J/ldd fJregg - ]111195 
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Current Trends Are Not Sustainable 
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Options Goal 

• 	 The Working Group on Entitlement Reform was asked,by Senate Majority Leader nob Dol~ and Senate Budget Commillcc 
Chairman Pete Domenici to develop reform proposals(in' non-Social Security entitlement accounts that. would achieve $385 billion 
in savings over the next five years (1996;2000). These savings would place the federal budget on a glide-path toward balance in 
the year 2002." . 

, 	 . , 

. • 	 Under these recommendations, which achieve the requested savings, non-Social Security entitlement accounts would still result in 
$2.82 trillion in spending from 1996 to 2000. Withoul.refoml, over $3.2 trillion would be spent. Annual spending on these 
programs would increase from $511 billion in 1995 to $600 billion in 2000. 

• 	 Whi Ie overall entitlement spending co'ntinues to gro~ umkr this 'balanced budget plan, a dramatic reduction does occur in one 
mandatory spending account --.interest on the public debt. Due to lower annual deficits under these recommendations. over $172 

. billion in interest payments would be saved between n'ow and 2002. The savings on this dead-weight account would accrue even 
. more swiftly once balance is achieved. . ' 

• 	 F urther, fo~er Congressional nudget Office director Robert Reischauer testified bef~Jre the Senate Budget Commitle(.; this year 

that if Congress acted to balance the budget by the year 2002, an additional $140 billion in 7-year interest payments would be 

saved due to the J percent drop in interest rates that could be expected to result. The savings to be achievt:d under these opli.OIlS 

do not include this additional $140 billion." . , 


Prepared by (he Office OjSellolr:r Judd Gre~~ . 
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Total Government Spending: 1996 - 2000 

(Dollars in Trillions) 

rotal 5-Year Spending = $9.36 Trillion 

R =Recommended Savings ($385 BIllion) 
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Deficit ReductiollRequired for Balanced Budget by 2002 
(Dollars in Dillions) 

1996 1997 1998 1999 2000 5 Year 
Total 

2001 ·2002 Grand 
Total 

Current Baseline Deficit' 195. 215 214 228 242 233 239 
, 

Defense Discretionary -- -- . -- --
" 

-- -- -- ..,'-... --
Non-Defense Discretionary -12 ~24 -36 -46 -46 -164 -46 -46 -256 

Social Security -- -- -- -- -- -- -- -- --
NOI1:'Soc. Sec. Entitlements -24 -51 -80 -J/I -119 - -127 -/36 -648 

>, 

Total Policy Changes -36 -75 -116 
., 

-157 ':165 -549 -173 -182 -904 

Interest on Debt - I - 5 -II -21 :-32 -70 -44 -58 ,-172 

Total Deficit Reduction -37 -80 -127 -178 -197 -619 -217 -240 -1,076 

Resulting Deficits 158 135 
--.-... 

87 50 45 16 -1 

• =Assumes Clinton's 1995 defense request ~nd a continued freeze on discrctio~ary spending after 1998 ' 
Source: CDO & SBC Majority Staff 
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