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THE WHITE HOUSE 

WASHINGTON 

MEMORANDUM 

To: Hillary Rodham Clinton 

From: Chris Jennings 

Date: December 6, 1994 

Re: Prescription Drug Background Information 

cc: Melanne Verveer 

Following up on our Conversation last week, I have attached a narrative timeline of 
pharmaceutical cost containment initiatives. The information was compiled at my direction 
by John Coster, who worked for me at Senator Pryor's office and who is now a professor at 
the University of Minnesota, College of Pharmacy. 

You will note that the information presented well illustrates the repeated pattern of policy 
makers attempting -- usually unsuccessfully -- to make the industry become more sensitive 
to prescription drug cost and coverage concerns. As you requested, we have tried to structure 
this document to show how the HSA proposal underwent changes that received little notice 
from the industry, but received rejections from Senator Pryor and other hill staff. (They 
indicated, as you recalled, their concern that we were going too far towards the industry). 

I hope this information is helpful. If you need any additional infoImation, please call me. As 
you know, this is my most and least favorite subject. I. look forward to talking to you soon. 



CHRONOLOGY OF CONGRESSIONAL PRESCRIPTION DRUG PRICING INITIATIVES 

prepared by John M. Coster, Ph.Do l R.Ph. 
. Assistant Professor, PRIME Institute 

University of Minnesota College of Pharmacy 
Minneapolis, MN 

Introduction 

Since the 1950's, various members of Congress have focused 
on the pricing practices of the pharmaceutical industry. Taking 
on the pharmaceutical industry is not an easy task. The drug 
industry is powerful, has significant resources at its disposal 
(including financial and personnel), and often time resorts to 
distasteful lobbying tactics to achieve its objectives. In spite 
of all the attention that the drug industry has received from 
both the Administration and the Congress over the past forty 
years, its prices remain relatively unregulated, its pricing 
behavior continues to shock many individuals, and the new 
political environment in Washington may well embolden the 
industry to seek legislation favorable to its causes. While the 
industry may attempt to "behave" during a period in which 
attention is focused on it, history shows that any negative 
publicity does not make a long term impact on the behavior of 
drug manufacturers. 

In the 1950s', Senator Estes Kefauver (D-TN), was the first 
member of Congress to hold hearings on the pricing practices of 
the drug industry, focusing on the prices of antibiotics. In 
spite of all the attention that he focused on the drug industry, 
the industry argued that they needed their high prices for 
research and development, and little resulted from the hearings 
in terms of reduced prescription drug prices. 

During the 19605, the major health care focus was on 
Medicare and Medicaid. The drug industry opposed the addition of 
a Medicare prescription drug benefit because of their concern 
that the benefit would provide government with a foothold into 
their pricing practices. Therefore, most of the efforts of the 
industry during and after Medicare were directed towards 
defeating a Medicare benefit, which they ultimately did. 

During the 1970s' there was serious talk of national health 
insurance, and the drug industry was concerned that a national 
prescription drug formulary would develop as a result of these 
discussions. Because of Watergace and other political factors, 
national insurance was never enacced, and the drug industry had 
avoided another potential challenge to its profitability. Senator 
Kennedy often criticized the drug industry during the 1970s for 
their pricing practices. 
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The drug industry enjoyed a very healthy period during the 
19808' . Profits achieved all time records, and drug prices were 
increasing three times the rate of inflation. Serious questions 
about the drug industry's pricing practices were raised in 1987, 
when AZT was first introduced to the market. The manufacturer, 
Burroughs-Wellcome, was subject to significant criticism from 
Congressman Henry Waxman, who believed that the company was 
charging excessive prices, and exploiting the situation. The 
company eventually lowered its price, but to add insult to 
injury, it was discovered that the NIH did the most work on 
developing AZT. 

During the late 1980s, the Medicare Catastrophic Coverage 
Act (MCCAl was being developed. Congress added an outpatient 
prescription drug benefit to the MCCA, and once again, the 
industry's concerns about drug formularies and cost controls set 
their lobbying operation into motion. They heavily lobbied the 
drug benefit to assure that there were no cost controls on drug 
products (only on pharmacists), and that there was no formulary. 
Eventually, as described below, MCCA was repealed. 

Section I - The Late 1980's (The Pre Clinton Years} 

July 1989 - As new Chairman of the U.S. Senate Special Committee 
on Aging, Senator David Pryor holds first hearing on prescription 
drug price inflation in the United States. The hearing focuses on 
the reasons behind the skyrocketing cost of prescription drugs in 
the United States, with special focus on the sharp increases in 
drug manufacturer prices for prescription drugs during the 1980s. 

Summer 1989 - Congressional hearings are held on the Medicare 
Catastrophic Coverage Act of 1988 (signed into law July 1, 1988), 
which has become very controversial because of the financing 
provisions of the legislation. Some of the hearings also focus on 
the solvency of the new Medicare outpatient prescription drug 
trust fund, which is projected to be underfunded because of the 
anticipated continuing sharp increase in manufacturers' 
prescription drug prices during the 1990s. 

November 1989 - Under extreme political pressure, Congress 
repeals the Medicare Catastrophic Coverage Act (MCCA} of 1988, 
and with it, the Medicare outpatient prescription drug benefit. 
The benefit would have provided prescription drug coverage to 
about 17 percent of Medicare beneficiaries each year. The drug 
industry apparently spends significant sums of money to support 
the senior groups who are opposed to MCCA so that they can repeal 
the drug benefit along with the rest of the bill. While the drug 
benefit was ultimately crafted with all the industry's demands 
met, it was still better for the industry to have no drug benefit 
at all to avoid any potential government oversight of drug 
industry pricing practices. 
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November 1989 - senator Pryor holds second hearing on 
prescription drug prices, focusing on the prices that federal 
health care programs pay for prescription drugs, in particular 
the Medicaid outpatient prescription drug program. During the 
hearing, it is determined that some federal health care programs, 
such as the Departments of Veterans' Affairs and Defense, pay 
extremely low prices for prescription drugs, while other federal 
programs, such as Medicaid, pay the highest prices for 
prescription drugs. The hearing questioned the equity and 
fairness of drug manufacturers charging these various prices. 

Manufacturers justify these differences by contending that, 
while VA and DOD are direct purchasers and bulk buyers of 
pharmaceuticals, Medica~d is a reimburser, and does not buy 
pharmaceuticals in bulk and therefore is not entitled to any 
price discounts. 

March 1990 - Senator Pryor introduces legislation to require 
drug manufacturers to negotiate lower prescription drug prices 
with the state Medicaid programs. The legislation, the 
Pharmaceutical Access and Prudent Purchasing Act (PAPPA) of 1990, 
would provide state Medicaid programs with the same tools used by 
private purchasers, such as hospitals and HMOs, to negotiate 
lower prescription drug prices with drug manufacturers. 
Manufacturers argue that the legislation is too bureaucratic and 
would result in many prescription drugs NOT being covered for 
Medicaid recipients, creating a two-tier system of medicine. 

April 1990 - In response to Senator Pryor's legislative 
initiatives to contain Medicaid drug program expenditures, and to 
avoid any legislative action at the federal level, Merck Sharp 
and Dohme proposes an "Equal Access to Discounts" program. Under 
the program, state Medicaid programs would receive the lowest 
price for a Merck drug that Merck offered to any buyer in the 
United States, such as hospitals and HMOs. Merck's "break" with 
the drug industry help to divide the opposition and weakened the 
industry's case against being able to give lower prescription 
prices for Medicaid programs. 

In response to this Merck initiative, several other 
manufacturers began to negotiate with state Medicaid programs to 
lower the cost of their prescription drugs to Medicaid. However, 
not all manufacturers participated in these types of programs, 
and. these savings were not "scorable ll according to CEO without 
federal legislation. (The issue of "scoring" became very 
important as this issue moved through the process. Note that the 
Bush Administration and the Congress were in the early stages of 
negotiating a $500 billion deficit reduction package, and these 
Medicaid drug program savings were going to be part of the 
overall deficit reduction package.) 
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Summer 1990 - Bush Administration's Office of Management and 
Budget (OMB) supports Senator Pryor's initiatives to reduce 
Medicaid drug program expenditures, and targets $1.6 billion ~n 
Medicaid savings over 5 years (1991-1995) from drug 
manufacturers. This gives Senator pryor's initiatives a strong 
bipartisan boost. 

Summer 1990 - Many African-American, latino, and other minority 
groups adamantly oppose the Pryor/OMB initiatives under the 
presumption that these Medicaid prescription drug program cost 
management mechanisms would create a "second class system of 
medicine I! for poor people. It was argued that many state Medicaid 
programs would use restrictive drug formularies, and not list 
many drugs on these formularies, making them unavailable for poor 
people. It is suspected that the drug industry is funding these 
initiatives. These groups makes reference to those advoc~ting the 
pryor/OMB policies as "mean spirited bigots". 

September 1990 - Senator Pryor introduces second Medicaid 
prescription drug pricing bill (S. 3029), based on the proposal 
made by Merck. Under this approach, drug manufacturers would be 
required to give discounts on their products to Medicaid as a 
condition of coverage of their products under Medicaid. This 
second bill helped to diffuse criticism of the first bill, and 
co-opted some of the manufacturers' own initiatives to provide 
lower prices to the Medicaid programs. 

October 1990 After much political wrangling, Congress enacts 
Medicaid Prudent Pharmaceutical Purchasing Provisions of Omnibus 
Budget Reconciliation Act (OBRA) of 1990, and includes federal 
Medicaid savings Of $1.9 billion over 5 years from drug 
manufacturers. ($300 million more than the original OMB target to 
pay for other Medicaid expansions.) Under the legislation, drug 
manufacturers are required to give Medicaid a minimum rebate OR 
the same price discounts they give to their best customers, 
whichever is lower. Total federal/state Medicaid savings from 
drug manufacturers are expected to be $3.1 billion over 5 years. 
Drug manufacturers warn that they will be unable to give Medicaid 
the same price breaks that they give hospitals and HMOs, and 
therefore drug prices to these buyers might increase. 

January 1991 - Reports from hospitals and HMOs indicate that some 
drug manufacturers are raising prices to these institutions to 
circumvent the intent of the rebate legislation. Remarkably, some 
of these price increases were to the VA and DOD for drugs, such 
as painkillers and blood thinners, which were being stockpiled in 
heavy supply by VA and DOD for potential use in the Persian Gulf 
War. By attempting to eliminate these very low drug prices to 
these institutions, manufacturers would not have to give the same 
deep discounts to Medicaid, and indirectly, would help to build a 
case for the law'S eventual repeal. 
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Reports came into many Congressional offices during the 
early part of 1991 from hospitals, HMOs, nursing homes, and other 
pharmaceutical buyers that many drug manufacturers were 
eliminating discounts arbitrarily and cancelling long-standing 
purchasing contracts. 

January 1991 - Merck announces that, as a policy, it will 
increase its weighted average manufacturers' price in 1991 for 
its line of pharmaceutic;al products by no more than the projected 
increase in the Consumer Price Index (CPI-U). Several other 
manufacturers also announce that they will hold prescription drug 
price increases to some variable of CPI-U. While the voluntary 
initiatives on the part of the industry were welcome (and good 
for the industry's battered public image), these approaches were 
criticized as being ineffective because they limit "average" 
price increases rather than "actual" manufacturer's retail price 
increases, the part of the market where relief is needed the 
most. When lower manufacturers' hospital prices are lIaveraged tl 

with higher retail prices, the result would have little affect on 
manufacturers' retail drug price inflation. 

November 1991 - Senator Pryor introduces the. Prescription Drug 
Cost Containment Act of 1990 (S.2000), which would reduce a drug 
manufacturer's Section 936 tax' credits in Puerto Rico if the 
manufacturer's annual price increases for retail prescription 
drug products exceeded the increase in the general rate of 
inflation. (The Section 936 Credit, also known as the Possessions 
Tax Credit, was developed in the early 1900s as an incentive for 
American manufacturers to establish manufacturing operations in 
the Commonwealths of the U.S. The overwhelming majority of the 
credit - 97 percent - goes to companies located in Puerto Rico.) 

This bill was introduced to try to lower prescription drug 
price inflation in the segment of the market in which older 
Americans purchased their prescription drugs. The industry 
lobbied heavily against this proposal, arguing that the loss of 
the credit would hurt the Puerto Rican economy, and result in a 
loss of revenue necessary for new drug research and development. 
Many latino and other minority groups also opposed the 
legislation, contending that it would reduce R&D investment. 

March 1992 - Senator Pryor offers 5.2000 as an amendment to the 
Tax Equity and Fiscal Responsibility Act on the floor of the 
Senate. After eight hours of debate, the Senate tables the 
amendment, 61-36. 

May 1992 - A GAO report finds that drug manufacturers 
disproportionately benefit from the Section 936 Tax Credit 
program in Puerto Rico. Drug manufacturers receive 56 percent of 
the credits - about $3 billion a year - but only produce 18. 
percent of the jobs in Puerco Rico. Senator Pryor attacks the 
credit as the "mother of all tax credits". 
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Summer-Fall, 1992 - Health Care Refom becomes a central focus of . 
the 1992 Presidential canmpaign. Candidace Clinton issues 
specific initiatives relating to prescription drug prices. For 
example, he says that Americans shoul pay no more for 
pr~scription drugs chan citizens of other industrialized nationsj 
that prescripcion drug inflacion in the United States should not 
exceed the increase in the general inflation rate; and that 
Medicare should provide prescription drug coverage. Clinton 
visics Merck during che campaign, and commends them on their 
policy to increase their prices by no more than inflation. 

November 1992 - Congress enacts the Veterans Health Care Act of 
1992, which extends drug manufacturer discounts to other federal 
programs. Under the law, drug manufactur~rs are now required to 
give deep discounts on their products to VA, DOD, Public Health 
Service Clinics, and certain Disproportionate Share Hospitals. 
This legislation was enacted in response to certain drug 
manufacturers' price increases to VA and DOD subsequent to the 
enactment of the Medicaid rebate law. 

Section II - The Clinton Years and Health Care Reform 

February 1993 - President and Mrs. Clinton announce national 
childhood immunization initiative, and criticize the pricing 
policies of drug manufacturers. Industry says that these comments 
help to send drug and biotechnology stocks into a tailspin. 

February 1993 - Senacor Pryor hold hearing on the Federal 
Government's Investment in new drug research and development. The 
hearing seeks to det~rmine whether drugs which are developed in 
whole or in part by the federal government, and then licensed to 
private drug manufacturers, are priced fairly. 

February-May, 1993 - Pharmaceutical working group of President's 
Task Force on Health Care Reform meets to develop prescription 
drug proposals for potential inclusion in Health security Act. 
Before formulating its recommendations, the working group meets 
with representatives from the brand nam~ and generic industry, 
the biotech industry, pharmacy practitioner and trade 
associations, and other groups. . 

The group consists of eight individuals from a wide 
ideological sp~ccrum. In order to reach consensus on certain 
issu~s, the segment of the group advocating stronger cost 
controls on drugs had to compromise to a weaker point. This 
occurred in spite of the fact that it was likely that the 
industry would oppose (and ultimately dilute) anything that was 
proposed. 
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In the long run, in order to diffuse criticism by the drug 
industry that the proposals in the president's plan would be too 
draconian on the industry, the group does not recommend any price 
contrOls on prescription drugs, opted for a "price review" for 
new drugs that are breakthroughs, used "rebates" and IISecretarial 
negotiations" to contain Medicare drug program costs, and 
aeeemptedto moderate prescription drug prices in ehe retail 
sector by requiring drug manufacturers to offer discounts to all 
purchasers on equal terms (also known as "equal access to 
discounts") . 

August 1993 - Congress enacts the Omnibus Budget Reconciliation 
Act (OBRA) of 1993, which contains several provisions modifying 
the original Medicaid rebate provisions of OBRA 90, allowing 
state Medicaid programs to use formularies, and repealing the 
requirement that all new drugs be covered f6r a period of six 
months. Congress also reduces the value of the Section 936 tax 
credit in Puerto Rico, which largely affects drug manufacturers. 
As a result of the change, Section 936 companies will earn $3.7 
billion less in tax credits in Puerto Rico over the 5 year period 
of the budget deal. 

September 1993 - President Clinton announces health care reform 
plan, .which contains several provisions relating to prescription 
drugs: a Medicare outpatient prescription drug benefit, an 
Advisory Council on Breakthrough Drugs, and a provision requiring 
drug manufacturers to provide equal access to discounts to all 
purchasers. President indicates that there will be no interim 
"cost controls" on health care products or services, including 
prescription drugs. In fact, in a Rose Garden appearance, 
President appears to back off of criticism of drug industry by 
saying that they need adequate resources for new drug R&D. 

Drug manufacturers are concerned about provisions in the 
plan, but express willingness to work with Administration and 
Congress on providing prescription drug benefits to all 
Americans. position of the Pharmaceutical Manufacturers 
Association at this point is that they support comprehensive 
health care reform, the inclusion of prescription drug benefits 
as part of the standard benefits package, and the use of market 
forces -- rather than cost controls -- as the mechanism to lower 
prescription drug prices. PMA supports movement of Medicare 
beneficiaries into managed care plans as the mechanism for this 
group co obtain outpatient prescription drugs, which, they are 
told, is not feasible. 
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At this point, PMA does not support a separate outpatient 
prescription drug benefit as included in the President's plan 
because of the cost management provisions in the bill (rebates, 
negotiations). FMA calls the Advisory Council on Breakthrough 
Drugs "price controls ll 

, calls the Medicare rebates in the plan 
"taxes" on the drug industry, refers to the Secretary's authority 
to negotiate and subsequently exclude certain new drugs from 
Medicare prescription drug coverage as "blacklisting ll 

, and refers 
to the provision requiring manufacturers to provide equal access 
to discounts to all pharmaceutical purchasers as "anti
competitive. n PMA begins to meet with Congressional offices 
about their concerns. 

Senator Pryor sends letter to Mrs. Clinton, expressing 
concerns that the prescription drug provisions in the Health 
Security Act do not go far enough in controlling the cost of 
prescription drugs. In particular, he is concerned that there are 
no interim prescription drug price increase restraints, and that 
the Advisory Council on Breakthrough Drugs has no real 
"authorit:.y" to control the prices of new, innovative prescription 
drugs. Concerns are expressed from House and Senate staff that 
too many concessions had already been made to the drug indust:.ry, 
and that staff had little room to negotiate with and had little 
leverage over the drug industry. 

September 1993 - In response to manufacturers' "voluntary" 
initiatives to limit price increases to general inflation, 
Senator pryor challenges drug manufacturers to sign a 
"meaningful II agreement wit:.h the Secretary of HHS to limit the 
annual price increase to the CPI-U for each prescription drug 
product distributed to the retail class of trade. Only one 
biotech manufacturer - Genentech - indicates interest. The other 
49 manufacturers do not, respond at all or decline. 

Fall 1993 - Biotechnology industry lobbies heavily against the 
Advisory Council on Breakthrough Drugs, and Secretarial 
"blacklisting" authority, saying that it unfairly singles Qut 
biotech products, was the same as "price controls ll 

, and was 
making it very difficult for biotech firms t:.o raise capital to 
keep their operations going. Eventually, Senator Kennedy drops 
the Council from the legislation that he reports out of 
Committee, and replaces it with a process to determine the cost 
effectiveness of pharmaceuticals relative to other health care 
services and treatments~ (There are many biot:.ech companies in 
Massachusetts). Key Committee Chairmen in the House (Rep. Dingell 
in particular because of Reps. Eschoo from San Diego and Rep. 
Margolies Mezvinsky from Fa, where there are several large 
biotech and pharmaceutical companies) agree to remove the 
Advisory Council from any legiSlation that might move through 
their jurisdiction, and remove the Secretarial blacklisting 
authority from the Medicare program. 
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Spring'1994 - As it becomes evident that health care reform is 
becoming less likely. PMA changes position on a Medicare drug 
benefit, indicating that it supports a limited drug benefit, only 
for those Medicare beneficiaries that are not poor enough for 
Medicaid, but still have trouble paying their prescription drugs. 

June 1994 - Senator Pryor introduces the "Pharmaceutical 
Marketplace Reform Act of 1994", which would have established 
several federal initiatives to help private payers and the 
federal government better manage prescription drug expenditures 
and improve the quality of pharmaceutical care for all 
individuals. The legislation was never considered by the Finance 
Committee or the full Senate. 

Summer, 1994 - Democratic leaders of the Senate and House develop 
comprehensive health care bills to be considered by the full 
chambers. On the Senate side, Senator Mitchell includes a 
Medicare outpatient prescription drug benefit in his legislation 
that would give Medicare beneficiaries a choice of methods by 
which to obtain their prescription drug coverage. The Mitchell 
Medicare drug benefit closely follows the benefit proposed by 
Merck, under which most Medicare beneficiaries would receive 
their prescription drug benefits through Pharmacy Benefit 
Management Companies (PBMs) one of which Merck owns (Medco).t 

Congressman Gephardt includes an outpatient prescription 
drug benefit largely modelled after the proposed outpatient 
prescription drug benefit in the Health Security Act. Under 
pressure from the Massachusetts Congressional delegation, 
Gephardt announces that he will not require biotechnology drugs 
to pay rebates to Medicare under his outpatient prescription drug 
benefit. 

Senator Pryor indicates his intention to offer an amendment 
to the Mitchell bill that would require drug manufacturers to 
offer equal access to discounts to all purchasers, a very 
important issues for the community pharmaCists. (This provision 
was included in the Gephardt, but not the Mitchell bill.) Drug 
manufacturers mobilize to oppose the potential amendment. As it 
appears that health care reform will go down in this session of 
Congress, PMA changes pOSition on Medicare prescription drug 
benefit once again, and opposes the addition of any Medicare 
outpatient prescription drug benefit, even one for the poorer 
elderly. PMA is, however, split on this position, with companies 
like MerCk, Smith Kline, and Glaxo still supporting the addition 
of a Medicare prescription drug benefit. 
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By this time, the drug and biotech industry was very 
successful at lobbying the Congress and had won significant 
victories: the President decided not to include any interim cost 
controls on health care products and services; the Advisory 
Council on Breakthrough Drugs had been dropped in both the Senate 
and House bills; the blacklisting authority had been removed from 
the House bill; biotech manufacturers were excluded from rebates 
in the House bill; the Senate drug benefit was largely written by 
Merck, to benefit those manufacturers, such as Merck, Smith 
Kline, and Lilly, that had purchased Pharmacy Benefit Management 
(PBM) Companies; and, the equal access to discounts provision was 
included in the House, but not the Senate bill, and faced an 
uphill battle as an amendment in the Senate. 

Fall 1994 Drug industry has successfully avoided any type ofl 

cost controls or additional federal government intervention in 
their business from health care reform. One by one, the drug and 
biotech industries "picked-off" issues during health care reform, 
was successful for the most part in defeating them, and then 
moved on to the next issue on their priority list. 

The new issue for the drug industry is now "unitary priCing" 
or "equal access to discounts", which will continue to be a 
significant issue for the community pharmacy groups in the next 
Congress and in the state legislatures. This issue was initially 
a low-priority issue for the drug industry during health care 
reform, and has now become an important issue for them to oppose 
at the state and federal level. 
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T'H E: WH ITE HOUS E 

WASHINGTON 

MEMORANDUM 

To: Hillary Rodham Clinton 

From: Chris Jennings 

Date: September 29, 1994 

Re: National Journal Article. 

cc: Melanne Verveer 

Attached is a copy of a National Journal article that I thought you would find particularly 
interestmg.It illustrates. the inconsistency of positions of members. in the Senate, focusing on 
Senator Kerrey and Senator Packwood. (Apparently, Senator Kerrey was so upset about this. . 
article that he called Julie Kost~rlitz directly to complain--although reportedly he didn't seem 
to have an especially persuasive response). Although the article is over a month old, I still 
thought you and Melanne might find it germane. 
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HEALtH JULIE KOSTERLITZ 

THE SOUNDS OF TWO SENATORS WAFFLJNG 

Given the heavy political lifting' 

required to get' universal 
health care coverage through 

Congress and the countervailing G-
forces of interest groups, ideology 
and reelection campaigns, it's not 
surprising that some knees have 
buckled, bringing what once were ' 

.firmly held principles crashing un
ceremoniously to the floor.,' . 

Consider Sens. 'Bob Packwood, R... 
Ore., and Robert Kerrey, D:Neb., 
twopolitical moderates whose votes 
for health care reform the Clinton'. 
Administration and Senate leaders 
had originally banked on. Once stal
warts in the cause of universal cover- 'Sen. Robert Kerrey, D-Neb. SelL BobPackwaod, R.ore. 
age, the two have recently found the 
political weight so unsupportable that they've spun 180 degrees 
in their rush to set the barbells,down. 

Packwood, the ranking Republican on the Finance Commit
tee, publicly supported employer mandates' for 20 years---':up 
through his hard-fought 1992 reelection campaign-before he 
abandoned support for any kind ofmandate this summer on the' 

wood supported the id~a of fallback 
, . individual mandates in a meeting 

with President Clinton at the White 
, House. Then, on the opening day of 

~ the Finance Committee's.delibera
~ tions, Packwood officially renounced. 
..: his support for ,universal coverage 
~ and mandates of any sort . 
~ Rather than slink silently into his 

chair, Packwood felt compelled to' 
~ give a ~engthy and convoluted expla- . 
~ 
~ 

nation of his reversal. Paraphrasing a 
retired colleague, Packwood said: 
U Anything that the public really 
wants badly we will get. It may take 
two or three Congresses. That is not 
a long time in the history of the 
Republic," Packwood first in t ro

duced health care legislation with employer mandates in the 
93rdCongress. 

Packwood's explanation doesn't seem to have stanched the 
'snickering on Capitol Hill or back home, where it's taken for 

' granted that his interest had shifted from extending Americans' 
. health care coverage to securing his own political cover in the 

eve of the committee's vote; He subsequently teamed up to co- " wake of the sexual harassment charges pending against him in 
author a halfway reform package with Senate Minority Leader 
Robert Dole, R-Kan., who'd just abandoned his own support for 
a mandate on individuals to buy insurance~ 

Kerrey, who campaigned for the Dem'ocratic presidential 
nomination in 1992 on a platform of taxpayer-financed national 
insurance, replete with government-se~ health spending limits, 
abandqned it by degrees this' summer before he announced in 
early August that he'd oppose even the heavily diluted employer 
mandate provision pitched by his party's leadership. 

Packwood, after offering a Io.ng and tortured explanatio.n of 
his reversal on the opening day of the Finance Committee's 
deliberations o.n June 29, has assumed a prominent role in the 
campaign against a Democratic 'alternative that looks almost 
exactly like his own earlier policy prescription. Without biming 
an eye, Packwood recently told PBS's Robert MacNeil that "J 
started out supporting" employer mandates, but "when I heard 
the facts, I changed my mind." 

Kerrey, who already had a penchant for agonizing aloud, not 
only announced his opposition to the health plan o.f Senate 
Majority Leader George J. Mitchell, D-Maine: in a 'speech on 
the Senate floor, but also took the extra step of holding a Wash
ington press conference on the matter.' , 
, Both reversals court voter cynicism. After aiL Packwood's 
embrace of universal coverage through employer mandates dur
ing his reelection campaign, helped to undercut support for his 
Democratic challenger, former Rep. Les AI.!Coin, whoadvocat
ed a single-payer system. Packwood also argued that he was bet
ter placed than AuCoin-by virtue of his seniority, his ranking 
position on the Finance Committee and his moderate posi
tion-to be a serious player on health care reform. 

But earlier this year, as Dole began backing off his support for 
universal coverage through an'individual ll1andate, Packw09d 
began softening his stance, Still, even as late as mid-June, Pack-

Troy K Schneider provided research assistance for this report. 

the Senate Ethics Committee. Faced with' ebbing institutional 
clout and possible disciplinary action, packwood couldn't very 
:well refuse Dole's invitation to play Follow-the-Minority-Leader. 

Kerrey's suprlort for universal coverage may have been much 
more short-lived than Packwood's, but it was far more public. 
Gearing up for his 1992 presidential bid, Kerrey beat most of his 

'Democratic rivals to the punch by picking universal he'alth cov
erage as his cause celebre and by coming"up with by far the most 
.detailed blueprint of the group. Indeed, it was Kerrey's·contin
ued haranguing on the topic 'that forced front-runner Clinton to 
flesh out his p~omise of universal coverage., " 

In an article for The American Prospect in the summer of 1991 
titled "Why Af)1erica Will Adopt Co.mprehensive Health Care 
Reform," Keriey argued against just the sort ofincremental 
health care reforms he's been lobbying for since this spring, when 
'he teamed up with a bipartisan group of Senate centrists. Kerrey. 
then: "Only a single-payer system eliminates a multi-tier 

,approach to health care that inevitably underfunds the bottom 
tier and creates inefficiencies throughout." Kerrey now: "Gov

,ernment intervention to expand coverage is risky.... We should 
be very cautious to presume thai government can get the job 
done." Kerrey then: "The only reliable and efficient way to con
trol health care costs is to. do so. directly by~etling over-all expen
diture limits." Kerrey now: "We should use the forces of the 
market to control costs instead of the dictates of government.·' 
, Kerrey, of course, is running for reelection in a heavily small

business state that is also home to some major hea\th insurance 
companies, including Mutual of Omaha Insllrance Co. And he's 
racked'up at least $180,000 in campaign contributions from insur
ance; pharmaceutical, hospital and other health care interests. 

Like Packwood, he seems to haye calculated that a public 
,about-face is the les~r of the political risks he faces. And like 
Packwood, he appears to hope that by taking his case to the vot
ers, he can pers'uade them that he has rethought the national, 
interest-and not merely redefined his political self-interest. • 

-"-------------"----------------";r-"i---...,.-----''------- 
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WASHINGTON' 

MEMORANDUM 

To: Hillary Rodham Clinton, 


From: Chris Jennings 


Date: September 27, 1994 


Re: Senator Packwood ' 

. , 

, Following up on our conversation yesterday, Maureen and I went through some previous 
notes and some quotes from Senator Packwood in regards to health reform. ,As you will note, 
Senator Packwood was extremely positive even as late as the end of January this year, 

. particularly in regard to the issue of employer mandates. 

I am still trying to track down any additional notes I may have ori any other statements he ' 
has made which are germane'to your request If I find anything else; I will forward them on .. 

cc: Melanne Verveer 

.~ i 
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)' EARLY cOMMiurrs' BY SENATOR' PACKWOOD' F(R-OR), : 
l \ " " ON HEALTH 'CARE REFORH " " , ' \, 

, ! , • 

'. " 
, " 

; " '. ' 

" , .1 ... ' 

J[EARINGS OF THE' SENATB ' :FINANCB ' COMMITTE:i3 ,SEPTE,:KBER 30""1993,,," 

, " ,t~onthe ',bill: ',j.tself,' ,as you're" ~~il. "aware/'I~ni' somewha,t ' 
i ~ . pleased/w:!-ththe ,approach: that"youare'ta~ing'., '1;' l-ikethe" 

~nive;rs~li',coverage~ ,.I, ,~ike -:- I c:'all it "an~ndividual man?c!t:t:e, 
where the "people are g01.l1-g' to have"toQuy.: ,The ,employer:w1.ll 
share:the cost,' wpich.i:s very sim'ilar, to' the German 'plan. 

"',' '.', ' • ,', ' ; • '" , t 

, nlf +·have any ·misg'iviI;l(i~ ••, ~ it i~ 'ami'sglviI)g' ,based'.',upon· 

" ' ,history,:. and' that's thecos,t estimates of what, we hope we can . 

, 'save and what 'wei bope thene~ ent:i:t:lements' :W:ill" notcost~ ~ '.,:, 


" - ..,' "', " • ~ i ' , ! ~'" ~, ';" '. ·'1 • " ' :. ,(;".' 

" "You"very kindly -- the adininistration'very kindly grahted, 
Oregon's Medic~d.;d ,waiver'-when wecoul4 ,n9t'qet i1:" from"the'j , ' 
previous administration:'~ ~ • " " 

',/ , ' 
, , . , " " ., 

j,.;- I , 

LOCAL, RESPONSE TO PRESIDENT"S'SEPTEKlni:R' 23,,' ,.1993SPEECB:' 
" ' 

" "\':"I 'miavorablydisp~sed' t~' the concept :'ofl' wha't' 'he; s '~iy~ng 
.,' ," ; to; dO'. ,I don't th'ink:wef,re t.hat: 'far :apart.n~" ":" ' ; 

" ' ' \ '.J. " : \ -~. , ,
" , , " , 

: , 

/ CONGRESSIONAL 'RECORD,JAlroA,RY ,26,' 19~f4:, 

'''I ,agree with th~pres'ident~ ,rt ,~a~ '~(good ideab~ I " 

, 

, President ,N1xon" and it is a,goad.idea ,t,oday."I, would say~to,the 


I. .'>Presidept, he,:~ill find ,Rep~blicans . who , wi!.l Iwqi;-kwith~' him if -,' 

if',there :i:a' not' ~mposedan: immense' GQven::runent bUJ;~aucracy:and if 


, tl1~re,. is not ,GQvernment' m~>nopoly through whip)} you ,nlUstpul:(chase ( 

, ,/'yo\lr '1.ns,:!rance.' . "', .' I '<. . I.., " Ii 1 

.,J' 
, , 'I ' ", " ' , ,,: 

"B~tGan we 'agree 'with' him, ·that' there. should b,e 'univE!rsal 

'coverage. ". You ,bet, we can~ 'cal) that be, phased~in :0v!3rnight? . 

'Ma¥be'not.',••1 ' , ' " .' 


,\ 


, '; (After listing. pr,ice controls f ,mandatory health" allianc:e~ I 

and 'any prohibition against ,st;ates,exp~rimEmting)"'t::here,is'room I.i' 

for conciliation 'and compromls,e." . '. ' ,.' .' n',j 

, J 

" 

" 
'i 

.. (: 

( . 
1 " 

" '; .. ! 

, , . ' 

I' ,[" 

http:employer:w1.ll


.1" .:;;. 

", 'I 

',,r . 

1994 
,f 

\ ' 

"A 'fair portion of the President' s', pia:~; is going to ,he 
stripped 9ut, __ but the' ba'sic;'universal' coverage will, be 
:there .. ~The, ~resident then wil'Ld'eclare ,victory,,: 'ana ,it won't, 
mat:.,ter'if it' be,ars rtoresemblance, to his bil'l, as it,'went' in,." 
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, '. MEMORANDUM. 

'. 	 ~ 

· To: ' Hillary ,Rodham Cli,nton . 

. , .. From: Mel~mne Veryeer .a,nd Chris Jellning~ 

· 	Date: Oc~oberll, 1994' 

Re:' F~niili~s USA Consumer.Health Bopk ."- . 

, \. 

We' have ~ecently been. approached by Ron Poilack of Families USA 't~,see if you~o~ld b~ . 
wiili~g to ipclude a preface in the.ir book The; Co~umerGuide to Health·Care Choices. . 
· Families USA has' subm~tted the attached draft language; If you decide that you. would like' to 

, 	 r .. 

,contribute to the:preface' of their book, we would Ilke to sugg~ta 'few edits.", .. ' 
"~I; . 	 . ('.' 

· TheIJublicatfon is, Writ~en as a user's g~ide to the health care syste~.· Each; ch~ptei:'addresses 

· 'a particular aspect-of the system (e:g., obtaininghoSpital.~e" purchasing insurance coverage;' ' . 


.'\ . death with dignity, etc~), and,is writt~n by a recognized expert in the relevant· field., At the 

end'of e'ach, chapter is a list of 'organi2:(ltions that can provide ,further inforination and 


· 	~ssist~lIlce.(Although the organizations seems ,to be credi~le, we. have no 'way 'of assuring· 
that this .is the' case.) The cOncluding chapt~r.;..';" "Unreformed Health care," by Ron Pollack 
-...: 'Plakes' the, case' for r~~orm; and encourages readers to become· involved :in the debat~. 

~ . , 	 . '"' " . 

.w~ 'have 'not read the guide cOver to co~er, but have reviewed it. It appears to:be'non- , 
• " , , " _ I, 	 '.,

controversial :..- even a bit bland --and is generally silent on policy issues. However, th~'.. 
guide h~ something of a "bias" iit that it is writteri from the point of vie~ ofhealth:care . 
Consumers (rather thi:m, forexample,',provideI:S).. '. . " .... ',' ." .", ' \ c· 

• .", , ' . ., '. • , ",' ..... I .. " , ~ ~, " ",' !' 1- '~ 
'Usually" because .of the risk associated.With any use of your name, we recommend against 
your being aSsochltedwi~h such p'l,lblications ..: Greg arid Laurie believe we should not do this . 

, ,orally s~ch print-because the risks wiil al~ays outweigh the l)enefit. HQweveF, peeause the' .' '\' 
: print seems to ~\ inn~uous . and relatively low risk, and· because Familie.s 'USA would lik~ us 
to do, this (and they 'ha~e. done so 'much for' ,",s),' we' think . your association with this project 

· ,would riot be harmful and you should consider d<:>ing it.. Mike Lux .agrees,. A' • 

, 	 - . 
"~' . 

P!ease contaCt e~the~ of 'us if you wish to funher -'discuss this issue. 
.. 	 / 

I , , .I' 
. ,\ 
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.Prefac~ to Health CilreChiJicesfor Today'~ Cons",~er '. , . 
I ' 

I 
t, ; .... , : I 

, , ',II 

.' .. 1\', ' 
. , ' 

\ .. 
, f 

... ,,I"~ 
~g thep,ast two years, the American peopteengaged in abiStopcdialogue ax,out our . 

i , . ,'.:" 	 , '" ", ,~ 

." aspirations' fo;this nation's h~ih-caresyst~ In t6Wn ~~tin~ a';o~~'tiie ,Coun~~.a~seniOr 
I·• I • " 	 , •• .' '" ". ' ' .' .• 

I 

l-
! .. centers: in religi~~sh~Uses'(iworsbip.'at oUrprenne; medica1~nters.·in bp.sinessboatdro~~ '." 
I 

, . . , '" . .,' . .,' ~ . . ' ,. . . " 'I 

'! 
jIres'poImve tqour WeS' needs.' ' " , 	 . 'I,. . . ' . " 	 I 

I 1 

, . i 

'\, i.,1' 

! 
':Asltrav~led f!om on~co~unity to ciliotheriOhear.t.h~ VOICes o.fhope~d fear, ab,out' 0'I',I', " ., ",." , ", 

I 
Ihealth ar~ in Alnenc3;lw~ moved·and impressed with whatI h~d~ Often With eIoqqence~ . ..' I,I 

,I,'," .. '",". ',' ,..... '.,;: .,",'., .... .'" .. ~",,'" ," .... :..., .. :. ",'. ': ',.",: ..; ..'",",", : 
, ,, 

.' I . .cO~passionand thoughtfultiess;people-spoke about b,ealth care With ~;intimacy pe~ps·llD.1ike . ,'.
,.j. 

I 
, "j' ',"'" 

~ ~ 
',' ;any:01;bet issUeht' pcl,JlC, life~ No. public iSSu'eappears to, tapmdre eff~ety_theeoncpns :tb,atwe 

o 	 '1 

. . luive ab~u(the well~being ofoUr.pareglS, our children, oUr ~es and ourselves. " 	 i 
• , , 	 , . . \ '~ ,",. ,"", . ,', f;' . i I 

. _~Jh~'~~~/-td~~~ f1Mlrt4DI~fi~ vnrnJcl1~nu~J'~#t,~~~~r~ 4Y~ 
\ 	 .,: '. ..' . . ,. ." 'I.', . 

Although 6eBgressi~8a1 attion on niaeh-~edhealth refona'a~'tmothef',~y1 ~ " 	 i " 
r 

• I' .,.• helpfulbookremiIids Us. that theCQmpa.ssi~nate'Concernthat I ~eSsoo. can be channt~led iii 
. - i 

• " 	 • t ,. ,!.~ " ' ..'. '.' .' • . . \ " _ ~.: ,,_ .' . . "t;' :._', 

consiIUctive ways to Aelp our fa.ri:rlli,es. As a wiser hea1t!!,'COIl$llIIlef. we can make b~ttei decisioDs 
,. . 	 . ";"'. ',' . ' ",I' '.' 

" I· 	. 

i" .• about the h~th care that ;;~'seek,'~dfrom~hom we should seek it. 'When we~nfront' choi~ ..' '," ) . . -, '." 

"1'-' 

.... 

. . . 

I 

i
; 
i, 
I. 

. ,. 

aboutfamilYdoCto~. SpecialiSts~,dentists. inSUrance C('Impames; managed care plans, hospitalS, 
'. I,:., ." " ,i, ' .', .": ' . 1\, ",' ",'" ," ••. ' "." , 

'~d,m~talhealthn~ds~.we shoUld be empowered to make,effectivean~ afforc;iable choices,,· 
, / . 

http:d,m~talhealthn~ds~.we
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In the period befoteCongtess ,actS, on hea1th~reforin,and th~re<lfteC'~weU;:Ainericans will 
", ' .., ", '." . ..' . , " "( -' ", . .' , ,,' \, , .. ~, . ~ ::. {. ~ , , i-

I 
. have to ~e gre3.ter responsibility ~otit health'care for theiroWil~~ll-being: You .e~,a:nd",' 
.' I , ',-.,,' "'. '...' ......"'. _. ,.'. ". ....•. , '.":'.', :'.' t . 

shoUld, parti~p~te in the major'deqsions affecting y()~ family's' health. Your own actionS will , 
',' . 

~ake a critical difference in the kind and q~ ofcare y~u r~eas well ~ thebilis y~~ will ." . 
•~ ,) , " -,' •• ": ' (, ~',.. • • j 

pay~But, to act'effectively, you will probably needuser~fiiendly co~,ei~rie~ted advice.' ., \ 
" ' " " .'. '.', ','.'. ' . '... • r' 

,,' , , ~.' . ; 

h~' That is the pilrposeofthis book. Health Care Choiceslor Today'. COnJUmeris~ 
, ,. I ' 1::ho.ve ~e:n:'~ he\p' , ," ,', 'I', , , 

~' . cOInprehensve guide'~,what yo~ :and'yourfaD:lily-. as tie-ensure that you recerveth~best and 

"c~t"most aff~rdabl~b~Cire availahle. Ii~mesto You fto~FamWesU~A mor~ti~ntbat I 

. ,~~. .kIlow 'as a thoUgb.t:(ul ,and ~~e advocate for the. Americari·he3.J,t11-car:e co,nSumer. 'For'~ 

.'~ '~ i~~'Families'USA ~given nan0Qa! ,a~ocaCy l~de~liip for ~e'ir;n.prO~ement ofoui I]ation's' 'I:l' health~esystem. ~Families USAbook ~1~~~;,uri!beis ofco~~t~be~m. 
":\ /, " 

t ". '~ore confident and effective decision~IDakers mthebe;Uth.caremarketplate. , ', 1 \.?i'-y , ,..' '." <, 

1/"\, •. ' ' .. , 

, 
 .. 

• < • 

, " .' '. '",~, ' " ,. l ' , .' ,( '<' . . 

\, " 
 , Even :without refQ~ihe,health system. is go~g to go tbIotigh'an 'accelerating numb~ of : 

. " ':;.' ,'I' ," . )" ,. fill," . " " 

. , 
o(Co~er: involvementahd active: participation will orily incr~e~ andlbe need for helpfuL, " 
',.. '. '/' " ~. , ", . , '.. " " . , " :,:,' 'f ' . 

.advice will also .i~ease::'This book,' tb~~fore) IS: ~ ~(:()~e~and valuable· cOntnbution to' making 
, , '. ' , I'.'. ", " " , . • ' 

'. J 
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PRIVILEGED AND OeHi'IBM:EAli.. MEHOIWmOX " \ 

-: • f 

,r. 

" TO: 'HILLARY RODHAM'CLINTON. 
, \ \ 

:rR: 'S'TEV!: EDELSTEIN uri MAUREEN 'SHEA 

. i ~ . , 
, " , , 

, ' "'.. 

Tp.is 'me~ol:;'9.ndum •is in 'anticipation', of, your trip to Boston for i.'he 
funq.raiser, for' Sen. ' Kennedy. 'His, 'staffers have been using two 

,main ~alkingpoints'forthe past month: first,that'Kenri~dy' has 
,follght for work'ing people ,and working familie~ throughbut, l+i~.: . 

"ca:r'eeri and 'second, that,he is :the most effective s9'nator the 
state has'had. I Theyw6uld,also,:greatly' appreciat~y:Our '" 

,emphasizing, his importance to Massachus'etts ,government ~ " 
, " 

We have.'attaqhed a list. fr~ril Seriat,or KennedY"s'office ,,~f hi~' ma:ny 
."'( ,!

and significant' legislative'achievements .. , '1;'heY?ire divided'into 

.,; ., I,th~ four areas ,which/have been, his' focusthJ:'oughout his Career:' , 


" jobs a:n<~ secur{tYi education and~raining;health pare; 'and I, 
, 'children ,and families". Also, 'included is a history of l1ealth :" 
bills lie, has, ,sponsor~<,:l.~, ',' 

'" 
,SENATOR' EDWARD M."TEDn' KENNEDY (D-MA) : " l ' 

'.,' 
"I I" 

" :- I ,'" 

Electiqu: .. , 'j', 

. , 
}' 

As, expected, on, Tuesday Mitt Romney easilY' won, the' Republica'n 

primary to' ,'challlj!nge Senator Kehn'edy this ',fall. ' It is ~i4'ely '; 

accepted,that 'this' is Ken~edY',s"toughe,st, 'race .In,'his32, year 

career, anq, ,prior to Tuesday~ ,one poll, showed, Kennedy' one ; 

percentage ..point behind Roinney. This follows, a heavy, media .blitz ' 

by the ,Republicans., , Kennedy i's' suffering from I the cO'!lntry's 

dissa~isfaction with, incumbents and with ',some of his private' 

mis!;:lteps.' 'Romney,a inll.1ion,ai,re.. business qonsultant ,~lth,no' I' 

political 'experience"is a;Mormon.:,His religion is'a"delicate . 


, 'issue whi¢h Kennedy,himself has not' raised but ~ther Democrats,' 
have'., ,'qespitehif? pro-:"choi.cestand 'on abortion" ,Romney has :i?eerr 
~ndorsed by ,the Massachusett~ Rj"ghtto "L~fe organiz~tipn'. , " . . " " ..' "" 

,I " 

"AI? reported \~n 'Thtirsdai 'that both c~nd.iciates "had "kiqk~doff' th~, ' ' 
,\ 

ca"paign ,'s:tretchrun with J:extbool,cpolitical .sniping, each \ 
'accusing the, other pfgoingnegative 'and losing' toucb.with, the ',,' 

, issues'." ' KenJ)edystated:',"Wedon't, n~ed to' have another voteof in 
<tb.eUriited"States :,sena"t,e. that's gOii1g,. to ~s~yno to health car,e, 

, \ 

, ( 

.\ 




I . ". 

' 
r..." . 1 <.' 

" ' !'\ , 

, ~,"" 

" ' 

no. to education' 'r~form, it and acic~sed '~~mn~y ,of:,attacking his 
policies without 'offeri'n:g any altel;native,s. Romney continues,'the' 
message that is v,iew,e~'. 'as givinci him' the" nomination -', that 
'Kennedy, has "worn out hJs welcome on Capito'lHill.,·, .,'" 

"~-." , . " ' .' . - ~ 

.. ',.,....'In'a MOJ;1day'- AP '~torybased on/ ~n;int~rv:ie~with Kennedy>about 
~~alth,care reform" interpretatioris'differed'ori,how seriously 
refopn's fai-lure' would ,affect ~ennedy"s re-election~' Some argued' 

, '. . , .' :. .,". I
that he w1ll not be blamed, wh1le others sa1d t.hat 1 t hurts any'" 
incumbent •. They 'agreed however" that it would ,not be, a:' pivotal 
issue in this race.' "." ,

\;' 
, . 

I,ssues': . , /" 
( , 

'I 

I.'. .' ,,: 

'On~ 'cannot overstatet'he.importance of S'enator: Kennedyi s role as 
.. an' unstinting advocate, 'not ,only for universal health care,' ,b~t, 
, forchildren,the."poor"and ~t~e disabled. The Fainily'andMedical, 

',. Leave Act'is ,a particular triumph for the' Senator.:· While ca 
,'partisan, Democrat,' ,'he a~so' Wo.rks· wellwi:th the· o.pposition:. Ev~n 
during the Bush presid~ncy, 'he was able to ,pass the "Child, Care 

" ; Bill' of, 19,90 " higher minimum wage,' AIneridiris with~ Disabiiities' 
, Act', ,Ryan, White compr~hensiveAIDS' Care Act, as well as the 'civiI, ' ", ' 

, Rights' Act 'of 1991. ' Between, 1981 arid 1992h.e ,was..t.heprincipal " 
spOlisor of two dqzenciv:ilrigpts laws' which: ,were enacte,d into . ; \

law~:' ' \,.'.' ", ' . ' 
. ,., 

'Although .Cd~~istentlY ca:t:icatured as' a big-government lib~ral·, 
;" ... 'Kenn:edy has be'eninc~easinglyvocal in his concern ,about the'" 

fed,e;r;al'.. deJicit and what ',programs the taxpiiyers' can afford to 
" ',..'. " ( , '\ 

support~' ','" . .',., , 
i " • _ i 

Ke'nhedY's,,~bility to ~ork. ,with Republicans 'and con~erv~tive 
Democrats' wasespec,'j.'ally noted during, consideration of., the 

'. • ". ." ",' I. ' ' " •',1mIn1grat1pn b1ll,when he, and ,Sen.' S1mpson cra,fted a, comprom1se, 
and the 1990 ciivil', rights bill, ,when 'he worked, with Sen. ' . 
Danforth~. ' '- " 

, 
" 


. . . . . 


Heal:th care:' 

,Senator' Kennedy. lsa'lone among th~,liber'~ls 'in' supporting the 
"mainstream" effort." This has been based on the belie'f of, the, 
Senator, and his' 'staff that 'there. is too 'much' good. policy,' , 

" incorporated ,in' the draft t·o' give upon getting ,it done •. ' They:.. ' 
therefore wanted to-support the, Mitchell-Chafee negotiating,~rid 

.',ln~rease ,its c:::hancesforpassa~e., However,' it' has b~coni~ c,l,ear 
, ,even to Nick 'Littlefield that nothing that could, be, produced, 
,through'the 'Mitchell,~chafee talks has"~riy reaJ' chance' of, moving
·\'in ..theSenate~'I·' . 1'1 ~ 

, 'Ther~fore , they' are' now more focused bh a 'Kids First, pius, packa'ge 
which may also,' in:clude lorig"':term,' care; and increased tax: ,,<,' 

deductions for the,"sel,f'::'e!llployed. Senator 'Dodd. is releasj,ng 
' 

. ...:.: 
" ' 

,., 1"

" ; "( -, ., ...... 



", 

·l. 

today (ThursdaY)a.'report.on' 'children~s'hea'lt'h care w:nie:hInay, be>' 

"used as 'a springbo,a,:i::d for building' support for, children's ,. "'" 


cove'rage., Theyconsider'it' a ,biueprint :Eor Comprehensive health 

\, ' ' • care for childr~h; and they will be ,empha'sizing: the fac't that ' 


',without~he'alth' care,r!=fcirm, 'there, is no way ,to implem~nt~ it. 

.. ,I' . , I. 11- .' ,-, I ,,' '.': ; .. 

'>-	 I' .".' • 1 • !: '. . , .' ~ " .' ."', '. . " .I i ". 

, ,Despite' increased focus on childrenfr6;m the supporters.of , " "': 

'urdvers'al'coverage ,and Majority Leader, Mitchell, it is'highly" 
questJcmable ,thiH:, ,even tllis,modest. \bill could PP.ss the Senate,.' ", \ 

, ,There may: not even, be a vote, on this ·initiative if, ·Senator Dole , < '\' 

,m,a&ntains' his, posdtioJ? of holding GATT, ,and (:)'th.er, administration, , 
legis'lation hostage' to health dare. 'J" ',': " '" "'\' 

, } - ' 

': In the health \care,' deba'-t:;e,: K~n~edy's' "sp~6iar ' interests" ,:have ' 
, 	been women and6h±ldr~n arid the 1J.ninsured.' In Mohday's; APst:ory 

Kenft~d~i'said,' "It:'s always advantageous politica'lly ,to,:' one, 'db 

-what's ,right ,and, ,two~,be "successful.: Sometimes' you do' what is', 


, 'right> and, you~r~' not as\suc,ce~sfu~"as'you;want,to,be~ Pe'9ple 

u11:ders;tand I'n\go,ingto continue"to ftgh.:t;.onthis. ,:Efwe don't' 

,pass the ,full packagetliis l time, hopefullythey'llretu~n me ,so I' 

can'qontinuet-o fight~". ' 


, . :,', , 

·...i 
"OJ) ,Monday, ,the ;,senato~'become ii gr,andf'ather'for'the fSecond'time: ,'; 


',this year.,' 'Ka~a, Kennedy Allen, hac:l ~'a da\.lght.er" 'Grace~that d~Yi"",' 

:, ',and :1;1is ',son Teddy 'had ·a girl"Kily~inAug4st.,'As yo:u 'know, , his," 

, othez: .son,Pat;rick, is 'rurmirig :';tor Rep~ :Macht.leyi s"seat iIi Rhodf?, 

'I"" ':Island.- " 	 ' ", /' " "" 
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/ CONGRESSMAN" JOE KENNEDY (D-MA): 
'I· . ,~' 

, ,," ". .' ( . 
A single payer supporter apdMcDermott cpsponsor, Repre:;;entatiye 

. \ 'Ken~edyhasput'most, ,of his efforts into, his work 'orlith~:Banking 
. comniittee. 'He has used his new: Chairmanship of 'the' Consumer " 
Credit and Insurance 'Subconunitteeto promote 'his e'fforts to . :. 
spotlight '''redliniljg'' :artd racial bias in lel1ding practics . .' He: " 
also"serves on. the veterans Cdmlnittee~· Kennedy is unopposed,this

• r '-" . , < " .' _ • \ \' ~ , 

year. ....: . ',- .' . '. " 
, (

.Kennedy, i~ also'an advocate for'school-'-based'clinics, and 
,communitY-health ,centers ~~d has: a, long-standing interest in:: · 
'initia~ivestored~ce high: infant ,mortality: in inner~,city: area·s. 
In February 'of 1994 he'rebuffed the biotech industry's request 
that he support droppirig the Presid~nt' s proposed advisory' .' 
cqininittee on drug$~ 'Kennedy criticizedth~continuing'highpri6e 
of pha:rmaceutical:s and spoke' of.:the need to.control.health c~re 
'cos'ts.. . ' '.' . 

.'. 
.' , 

. KEmnedy : voted ::for 'the .crime Bill, Family, and: Med!cai Leave, " the, , 
Budget" NAFTA,'. and' Nationa,l 'service. ". 
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J 
THE WHITE HOUSE 

WASHINGTON 

MEMORANDUM 

To: 

From: 

Date: 

Re: 

Hillary Rodham Clinton 

Chris Jennings ~__ 
. ..-:;::::-~ 

February 17, 1995 
, 

Jackson Hole Group 

As I believe you know, Secretary Shalala recently accepted an invitation:from Paul 
Ellwood to attend a meeting in Jackson Hole this weekend. She is scheduled to respond to 

. their most recent health ~re proposal, which is attached for your review. 

Also enclosed you will find Secretary Shalala's written response from which she plans 
to address the attendees this weekend. As you will note, behind the usual niceties, the letter 
is very critical and points out the shortcomings of their most ~ecent take on health care . 
reform. AARP'S John Rother, we are told, is planning on being at least as critical of the 
Jackson Hole proposaL 

Lastly, because some essential information on the state-by-state impact of Medicare 
and Medicaid cuts will not be available until late'in the week, we have decided to postpone 
the 'Wednesday Map Group meeting. We have rescheduled the meeting for Tusday, february 
28 and it is now on your calender. Jen and I look forward to seeing you' on Tuesday. 

cc: Melanne Verveer 



....:') 

THE SECRETARY OF HEALTM AND HUMAN SERYICES 

FEB I 7 ~ 

Paul M. Ellwood Jr., M.D. 
President 
Jackson Hole Group 

. P.O. Box 350 
Teton Village, WY 83025 

Dear Paul: 

I 

Thank you for the opportunity to review the new draft proposal of "Responsible Choices." I 
am looking forward to meeting with you and. others in Jackson Hole to discuss our respective 
ideas for improving the nation's health care system. . 

I have appreciated the opportunity to work with the Jackson Hole Group in the past, in large 
part because we share a common commitment to improving both efficiency and fairness in 
the health care system. I think we all agree that health refonn requires three elements to be . 
effective - expanded coverage, lower costs and improved quality - and that a resttucrured 
marketplace is essential to achieving these elements. Our ultimate goal must be universal 
coverage in an efficiently operating marketplace . 

. You and your colleagues have made a significant contribution to the health care ,debate in this 
country by recognizing the critical role that consumer choice and private innovation can play 
in our health care system. I think that we both agree that choice is a critical element in 
improving quality and efficiency. 

I was surprised, then, by the direction reflected iIi "Responsible Choices. ", The draft proposal 
seems to abandon yorir previous commitment to addressing the problems of the over 40 
million uninsured in this nation. I understand that the political environment has changed, and 
that our su:ategies may need to change as a resulL However. that does not alter the ' 

. underlying fact that middle class people who lose their jobs, or working families struggling 
to get by. need some assistance to be able afford adequate health inSurance. 

The Jackson Hole Group has recognized this fact in the' past. and has advocated substantial 
s~bsidies to assist the uninsured in purchasing private insurance. It deeply troubles me that 
the "Responsible Choices" proposal fails even to mention the need to move towards universal 
coverage, let alone suggest policies (short or long-term) to do so. 

In fact, the arbitrary cap on funding for the Medicaid program proposed in "Responsible 
Choices" would acrually decrease coverage. Over the past few years, enrollment in 
employer-based insurance has fallen by almost six percentage points (from around 66% to 

around 60% of the nonelderly population), while the percentage of the population covered by 
Medicaid has grown significantly .. Between one-third and one-half of the projected annual 
growth in Medicaid spending results from projected. growth in enrollment. 
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Furthermore, I am perplexed and disturbed that you would propose an arbitrary cap on rhe 
Medicare program. Like Social Security, Medicare is an inter-generational compact. 
Placing an arbitrary ,pre-detennined cap on Medicare spending, while at the .same time 
eliminating its status as an entitlement, would put services to the elderly at risk and would 
~iolate that compact. 

A cap on Medicare puts the elderly and disabled at risk. The vast majority of Medic¥e 
beneficiaries have·modest incomes. Over 75% of beneficiaries have incomes below $25,000; 
30% of beneficiaries get 80% or more of their income from Social Security. Sowhlle a 
voucher program like that proposed in "Responsible Choices" may expand choice for some 
beneficiaries, it would in fact diminish choice for many by effectively forcing them into a 
low-cost plan and 'away from the providers of their choice. 

This does riot mean that we oppose improving Medicare - quite the contrar)'. We are 
pleased that, during the Clinton Administration, projections for the average annual rate of 
growth for Medicare spending for the period 1996 - 2000 have decreased - by more than a 
percentage point a year - just in the period between the Mid-Session Review Jast spring and 
the President's Fiscal Year 1996 Budget We are pressing ahead with improvements in 
Medicare management, data processing, contractor oversight, and program integrity 
activities. 

Among the other improvements we are making in Medicare, I believe that we share a 
commitment to expanding and improving the managed care choices available to Medicare 
beneficiaries. Today, about 74 percent of Medicare beneficiaries have access to a managed 
care plan, and 9 % of beneficiaries haveemolled in one. Enrollment is increasing rapidly 
by over 1 % per month. We also are working on ways to make our existing managed care 
program work bener. Examples include our work with the industry to improve quality 
measures and the AAPCC methodology for the Medicare risk~contracting program, and our 
collaboration with Alain Enthoven to design a competitive bidding demonstration. And, as 
we have testified in recent weeks, we are in the process of developing new managed care 
options under Medicare, including a PPO option. 

While managed care appears now to be reaching a critical mass in private sector health 
programs, at least in some areas; it has taken many years to achieve this state. Many 
employers that M've embraced managed care have moved cautiously to avoid disruption, by 
maintaining a fee-for-service option at affordable levels or by offering out-of-network options 
through point-of-service plans or PPOs. Most Medicare beneficLiries - and particularly the 
most elderly among them - have not had the benefit of a gradual exposure to managed care. 
I am srronglycorrunined to expanding the managed care options available in Medicare, but 
the emphasis must be on choice. We should learn from the private sector and recognize thar 
we need to move prudently if. we are to foster understanding and acceptance of man,aged care 

\ approaches among beneficiaries. 
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I look forward to the upcoming discussions at Jackson Hole. We need (0 focus on how we 
can improve both the priv'ate insurance markel and public programs. And we must discuss 
ways to expand coverage for vulnerable populations. I believe that there are many points on 
wbich we can agree, To me, making responsible choices means finding ways to improve 
what we have, not making arbitrary cuts in important programs that can leave the elderly, 
disabled, and poor at risk. I hope that we can work together over the coming months to 
accomplish meaningful health care reform. 

Sincerely, 

~·f~ 
Donna E.. Sh.;ilala 



... 


JACKSON HOLE GROUP _--:-_________ 
Paul M, Ellwood, M.D. 
President 

. February 9, 1995 
;. " . 

.-;t", 

Secretary Donna Shalala 
.	Department of Health and Human Services 

200 Independence Ave, SW, Suite 615F 

Washington, DC 20201 


Dear Donna, 

This is our first version of "Responsible Choices." We spent considerable time and drew 
, ...' 

4 

-, . 
on expertise in specific fields·of relevance in devising the substance of these proposals. As 
you will see, the product is a hard-hitting document that lays out the actions that the 
private sector and government should take to: bring public programs into line with the 

. ,private sector; increase consumer cost-consciousness; expand group purchasing for small 
groups and individuals; and establish a fair market with good, comparable information. 
-Undoubtedly, "Responsible Choices" will produce differences of opinion within the 

.... [Jackson Hole Group, particularly in the absence of political pressure for reform. However, 
I hope that we can reach consensus and offer the publ ic a comprehensive proposal for 

. [incremental reform. . '. ' . '. .' 
{, 	 : .' .. 
J '. 	 • 

. 	 ' 

1thinkthat the Jackson Hole Group is ahead of the curve with nResponsible Choices." 

,. 
have not seen any other broad post-Clinton proposals for health reform, especially ones 

" '. that take into account what is occurring in the private sector. Additionally" "Responsible 
, Choices" will distinguish itself because it is based on actual clinical·and operational 

.. experience gained from all participants in the Jackson Hole Group process. I cannot 
imagine another comprehensive proposal for reform that could include that level of 
experience and expertise. 

, " . -	 . 
The section of "Responsible Choices" that corresponds to your topic at the February 
'meeting is Bringing Medicare into the 1990's. If you would like to discuss itorneed 
further clarifICation, contact Graham Rich1 MD of the Jackson Hole Group staff at 307-733

c '. 8781, fax: 307-739-9312. I would be grateful if you could ~ someone to calculate the 
. ',' ( I) approxima!e savings which could be made if these proposals were adopted. :. 

,', ", 'We w:illtake up atl of "Respi..onsible ~oices" in det~iI at the february' meeting:' would 
(1) val~ your, ~mmen~1 ,as ~n ~ posSible, to further revise our,Tecommend~tions. ! ou r 

~ 	 't. '. 

.' 

,._:~" : "MiRtngAddress::P.O.Box 350 Teton Village, WY ~3025 
"~' :, Fed-exNPS: 6700 N<xth Ellen <:rea< ~ Jackson, Wi 83001'. . . ... 

307-739-.1176 Fax: 307-739-1177 
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1- feedback and that coming out of the February meeting will be incorporated before the •.~. 
document is ready for wider circulation and critique at the end of the month. 
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~. 
.~ 

t 

.. 

,..
". 

-i 
Y. 

'.'.,.. 

, .' 

. . ,. 

, 
~. 
' .• ',> .. 

i".f-, 

l'
t, .;-0.. . 

.' ~. ,'. 't .~. 

~: .',
"' ....'. .' . ~ ..,. ",Jio 

, ;.' .. 

. ~ , 



... 

, RESP'ONSIBLE CHOICES 

FOR ACHIEVING REFORM OF THE 


AMERICAN HEALTH SYSTEM 


, A Draft Discussion Paper 
from the 

Jackson Hole' Group 


February 1995 



TABLE OF CONTENTS 


INTRODUCTION 


BRINGING MEDICARE INTO THE 1990s ................................... 5 

Why Update the Medicare Program? .................................... 5 

Parallels with the Private Sector ............................. :.......... 6 

How Do We Get There? ........................... ~ . . . . . . . . . . . . . . . . .. 7 

Promoting Consumer Gost-Consciousness . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 7 

Ensuring Plan Competition on the Basis of Price and Quality .................. 8 

Intermediate Steps ................... ~ ................... ; . . . . . . . . .. 8 

Stage 1: Fiscal Year 1996 .................................. i .......... 8 

Stage 2: Fiscal Year 1997 ............................................. 9 

Stage 3: Fiscal Year 2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 9· 

Benefits of Medicare Reform ................................ ~ ....'. . . . . .. 9 


ENCOURAGING STATE SOLUTIONS FOR ACUTE MEDICAID ........ , ......... 10 

Accelerating the Use of Competitive Managed Care for Acute Medicaid. . . . . . . .. 10 

The Federal Contribution. . . . . . . . . . . . . . . . . . . . . . . . . • . . . . . . . . . . . . . . . . .. 10 

Minimizing Federal Reporting ........................................ 11 


INCREASING COST-CONSCIOUSNESS: 

REFORMING THE TAX TREATMENT OF HEALTH INSURANCE ............... 11 

Tax Credit Structure ........•...................................... .. 12 

Variation of Tax Credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . .. 13 

A Tax Credit Linked to Group Purchasing ............•.. ~ . . . . . . . . . . . . . . .. 13 

Stage 1: A Tax Credit for the Individual Market in 1995 ............. ". .. . . .. 14 

Stage 2: A Tax Credit for Employer-Based and GroupPurchased Coverage in 1998 


•••••••••••••••••••• ( ••..•• '.' • • • • . • • • • . • • • • • • • • • • . •.. • • • . . . . .. 15 

Target Goals ...... '.. ; ....•.......... ~ ................... ~ . . . . . . . .. 15 


MEDICAL SAVINGS ACCOUNTS ........................................ 15 

MSAs Combined With Catastrophic Coverage Could Damage the Market ........ 16 


. I 


INSURANCE REFORMS AND GROUP PURCHASING. . . . . . . . . . . . . . . . . . . . . . . .. 1.7 

State Efforts ............................................' .. ':.. '. . . . . . .. 19 

The Role of the Federal Government 

The Role of the States: Certifying Voluntary Purchasing Groups and Enforcing 


................................... 20 

A Tax Credit Linked to Group Purchasing ........•........ ~ . . . . . . . . . .. 20 

Insu rance Reforms ............................... : .........' . . . . .. 20 


Standards ...................................................... 21 

Target Goa Is. • . . . . . . . . . . . '. . . . . . . . . . . . . . . . . '.' . . . . . . .' . . . . .,' . . . . . . . .. 22 




BENCHMARK BENEFITS ............................................... 23 

The Need for Fair DisClosure alJd Comparability ... ',' ..................... 23 

Assessing Technology ................................. : ......... , , .. 24 

An Independent Approach ......... , . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . .. 25 

Target Goals. " ..........................................:.......... 27 


A HEALTH ACCOUNTABILITY SYSTEM ................................... 27 

A New Quality Accountability System for a New Health Care System ........... 27 

What Would a Health Accountability System Look Like? .................... 29 

Accountability Measures Clearinghouse , ......................'.......... 29 

Health Accountability Foundation ................... '.' .......•.......... 30 

Completing the System. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 31 

Target Goals .......•............ '....................... '.' ....... " 32 


HEALTH SYSTEM INFORMATION ....................... ~ ... '... '..... , , ... 32 

Why Is Coordinated Health Data Needed? .......................... , .. ,. 32 

Why Are the Current Data Ir:ladequate? ....................... ',' . . . . . . . . . 33 

What Should Be Collected? .......................................... 33 

Cost .................................... '...............:.......... 34' 

Coverage ............................. '................... :......... 35 

Vital Statistics ............... : . ',' ................................... 35 


. How Can the Goal Be Accomplished? ........................•.......... 35 

Target Goals .................. : ... : .................. ',' ........... 36 


CONCLUSION ...............•...................................... 36 


TABLES 
1. Functions of the Benchmark Ber:lefits Group ...................... ~ . . . . . .. 26 

2. Elements of a Health Accountability System .............................. 30 


JHG Responsible Choices: Oraft. February 9.1995 II 



. INTRODUCTION 
" 

Paul M. Ellwood, MD 

"Responsible Choices" ident.ifies the actions that the private sector and government should 

take to improve the American health system. These suggestions build on the Jackson Hole 

Group's approaches outlined in "The 21st Century American Health System" (1991L 

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

"Responsible Choices" is not based on untested economic and social theory. The 

· recommendations are taken directly from the actual clinical and operational experience 

gained in providing health care and health insurance to over 100 million Americans. 

"Responsible Choices" spreads the benefits of better quality, lower cost health care with a 

minimum of prescriptive interference by government at no overall increase in cost. 

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

driven system that wbrks:..-a unique approach that has resulted in Significantly reducing 

rate increases for private purchasers and consumers of medical services. This evolution, 

turned revolution, which has been underway for at least twenty-five years~ is being driven 

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

· array of health plans aggressively competing with one another on price and quality. 

Managed care plan enrollment has grown by 50 percent since "The 21st Century 

American Health System" was written.. However, some consumers-such :as most 

Medicare beneficiaries, individuals with preexisting illnesses, and the employees of small 

firms-are not fully benefiting from the health care revolution that is propelling us toward 

· the twenty-first century. And, despite being the largest single purchaser of health care, the 

government has been slow in bringing public programs into line with those in the private 

sector. 

It has taken at least twenty-five years fm the new American health system to become 

established. As it continues to evolve, care must be taken not to disrupt its progress. The 

market works in health care because multiple purchasers, not only the government, are in 

JHG Responsible Choices: Draft. February 9, 1995 



a position to introduce bold new methods of buying health care and because providers 

and 	insurers have substantial freedom to respond with new approaches to organ izing and 

paying for care. 

Keeping the market working in health care requires the consideration of faCtors that are 

. unique to the health sector. When a day in the hospital can cost thousands of dollars, . 
people need health insurance. But when this is fee-for-service insurance, there are few 

incentives for sick individuals and their trusted physicians to try to save money. Those 

who are poorly insured and have a great incentive to buy on price are in no position to 

shop for medical care based on price once they become sick. Medical care is a product 

thafis best understood by dOdors who are selling it and thus are in a position where they 

must make both the key clinical and economic decisions for their patients and their 

pradices. "Responsible Choices" assumes that these fadors, unique to the health sedor, 

cannot be ignored. If they are disrupted by legislative fiat"the whole system of high

quality, market driven health care could come unraveled. "Responsible Choices" calls for 

intervention in certain facets of the ma'rketplace to make it fundion better, while warning 

policy-makers that preventing further expansion of price and quality competition will 

disrupt the progress that the market is making. 

As in any industry, genuinely lowering costs means vast increases in produdivity. In this 

case, change threatens the livelihood of more than 100,000 specialist physicians, one-half 

of the country's hospital beds, and hundreds of health insurers. 

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

principles: 

• 	 Health plans should compete on the basis of price and quality. Health plans that both 

finance and deliver comprehensive health care must compete on price and quality. 

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

the strudure of the health system. It shifts the emphasis from increasing earnings by 
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subjecting the patient to more services to reducing demand for costly extended 

treatment by keeping people well. To effectively lower costs and improve quality, 

health plans must carefully select those providing care and match their numbers and 

skills to the needs of their consumers. This practice has been criticized for restricting 

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

to health care quality and cost as the management of any enterprise. 

• 	 Consumers can be cost-conscious ~hen selecting health insurance. Consumers can 

. be motivated to be cost conscious at the time they select health insurance and choose 

lower-cost plans when they are convinced that health care will be readily available and 
, 	 .' 

of good quality. Cost consciousness at the time of illness is less predictable arid can 

cause expensive and dangerous delays in seeking care. This makes capping premium 

contributions better than high deductibles in motivating consumer choice. 

• 	 Group purchasing of health care should continue. 'Health care must be purchased by 

groups large enough to e~ertrealleverage over competing health plans .. Size allows 

these. groups to exploit their knowledge of health plan performance and, above al" to . , 

spread the cost of insurance o'ver both healthy and unhealthy individuals. As in any 

market, ~he presence of many powerful buyers and multiple competing sellers has 

been shown to be beneficial to consumers and encourages continued innovation and 

vigo~ous price competition. Diminishing the clout of group purchasers or dividing 

.' consumers into good and bad risks will destroy the burgeoning health market. 

• 	 Information about the quality of care mustbe available to consumers. For the health 

market to function properly, consumers, purchasers, and'providers need: 

understandable and comparable information on the cost and qual ity of care from 

various health plans. The quality of care information currently available to consumers. 

is still incomplete and is perhaps the weakest link in the health care revolution. ' 

Because reliable and objective information is not available, the organizations providing 

the best quality of care are not necessarily attracting the most consumers .. This 
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information gap jeopardizes the entire health revolution. The lack of comparative 

information on quality also ma~es the system vulnerable to unsubstantiated criticisms 
. j , 	 ' 

about costs being down because quality is deteriorating. 

Without expanding entitlements or man9ates, "Responsible Choices" expands the 

revolution in health care by asking government to play by the same rules ~s the private 

sector, by increasing the power of consumers, and by mi(1imizing risk selection against 

individu.als and small employers. "Responsible Choices" spreads the benefits of better 

quality, lower cost health care with a minimum of prescriptive interference by government 

at no overall increase in cost. 

"Responsible Choices" has five objectives: 

, .... ,-~. 	 \, ~ . . 

\1./ Align Medicare and Medicaid costs with revenues while expanding choices by offering 
\\--~ . 	 . . 

) publ ic beneficiaries the same cost-conscious choices now available to private 

.// consumers through employers or purchasing groups. Set limits on the.per capita 
-::::::::=-

growth of Medicare and Medicaid expenditure linked to revenue growth and allow 

competition and consumer choices to do the rest. 

. 	 . 

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

consumer awareness of cost and quality through a value-based tax cre'dlt for health 

insurance. 

3. 	 Give individuals and the employees of small firms, regardless of their health status, the 

same opportunity to purchase reasonably priced health insurance as large group 

purchasers. Insurance reforms mean all purchasers, including the self-insured, and 

sellers of health insurance should be subject to the same marketplace rules. 

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

satisfaction, access, and health outcomes. 
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5. 	 Set timely realistic targets and measure results as reform proceeds. Manipulating a 

trillion-dollar enterprise may require a change in course if cost containment, health 

outcomes, consumer satisfaction, and access to health care do not improve as 

predided. 

BRINGING MEDICARE INTO THE 1990s 


Graham Rich, MD, MBA 


As the largest purchaser of health care in the U.S., the federal government is responsible 


for the continual growth in Medicare cost by maintaining a dysfundional payment 


me'thodology and by failing to encourage intensive price competition and c,ost


consciousness. Like any other purchaser, it needs to adopt some aggressive buying 


policies so that all taxpayers, including seniors, can benefit from better quality and 


efficiency through competition among health plans and a cost-contained traditional 


Medicare program. 


Even with the present defedive system for encouraging enrollment in managed care, the 


number of seniors choosing this option is predided to increase from 2.2 million at the end 


of 1994 to 2.S'million at the end of 1995. To enable new seniors to stay inmanaged care 


and to provide more choice for current beneficiaries, we need a better Medicare payment 


methodology, better access to comparative information, and the option of participating in 


any available health plan. Only then can seniors make responsible choices. 


Why Update the Medicare Program? 


The federal government's share of t'otal U.S. health care co'sts was 28 percent in 1990, and 

I 

32 percent in 1993. Medicare expenditures were $160 billion, or 2.4 percent of gross 

domestic produd (GOP), in 1994 and are projeded to grow to $460 billion, or four 

percent of GOP, by 2005. Meanwhile, private sedor HMO premiums, driven down by 
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employer purchasers, are projected to dec! ine, 'on average, 1.2 percent i'n 1995. 1 For 


example, the California Public Employees Retirement System achieved reductions in 

. 	 , 

premiums of 0.5 percent in 1994, 1.1 percent in 1995. and two percent for 1996. 
. . ~ 	 . 

Medicare's traditional insurance structure has a negative impact on the rest of the health 

care market because: 

• 	 Cuts in reimbursement cause cost shifting and drive up the cost of care for others. 

• 	 Hospitals suffer unpr~dictable changes in DRG rates. 

• 	 Physicians, try to maintain income by increasing volume. 

• 	 Medigap poliCies that drive up use by covering first dollars become more attractive 


when consumer deductibles are increased in an effort to reduce program utilization, 


.' 	, Low reimbursement rates make it difficult for seniors in some markets to find primary 

care physicians who are willing to accept new Medicare patients. 

• 	 The system reward~ doctor's office visits and hospital stays instead of improvements in 

health. 

Medicare cost problems will only get worse under the current system as managed care 

. health plans, using resources efficiently, force nonparticipating physicians (particularly 

specialists) to depend on Medicare to earn a living. This will exacerbate regional 

variations in Medicare costs that have no corresponding premium differences in private 

sector managed care. For example, in 1995, the Medicare capitation rate is $467 in San 

Francisco and $559 in Los Angeles while the premium for a nO[1-Medicare, non-Medicaid 

Kaiser plan is the same for both northern and southern California. 

Parallels with the Private Sector 

When unsustainable expenditures on health benefits threatened competitiveness, 
• 	 '. I 

enlightened employers made the transition fro~ traditional health insurance to offering a 

choice of managed care plans. As a result, they have seen a consistent increase in ' 

managed care enrollment with a corresponding reduction in costs. The governmentcould 

, 1 Group Health Associaiion of America (GHM l, 1994 HMO Performance Report, 
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experience the same savings by making consumers more cost-conscious, ensuring that 

plans compete on the basis of price and quality, and adively promoting managed care 

options. 

'\ , 'How Do We Get There? 

T.he··ulrimat~,::,ai;~s-lt<1uldbe to reduce the rate of growth in MediCare costs due to 
~/-'c- /1. . . 

,., mismanagemel)J0(ihe program. This proposal attempts to hold Medicare entitlements to 

"'-tRe-c--Urfent";~~centage of GOP; adjusted for the increasing age and number of 
-- ,,--~ ... -~ ~ .",,~, '" ~ . ~ ~ ~ 

beneficiaries. It does not reduce the scope of benefits or deprive benefic if Hies of access to 
.,'," 

well managed health care. It relies on price competition among health plans coupled with 
. . 

r .,' a government contribution limited to the GOP target. The proposal also requires health 
!', 

plans to offer a more appropriate set of benefits than the traditional Medicare program (the 

federal standard HMO package with a prescription drug benefit) so that Medigap 

insurance is unnecessary for sen.iors who join health plans. Seniors should be able to 

choose a health plan with comprehensive benefits whil.e reducing or eliminating the need 

I for supplemental insurance, dedudibles, and copayments. A voucher ultimately set at the 

price of the lowest cost plan in the market areawill give seniors access toa full range of 

plans': 2 The option to stay with traditional indemnity Medicare would still be available. 

Promoting Consumer Cost-Consciousness " 
I i 

The money 'for Medicare vouchers should be appropriated t;ath year, rather than 
, \. //. 

mandated as part of the federal budget. The'volK-herior Medicare health plans should be 

initially limited to the amount the government is prepared tospend on traditional 

Medicare and should ultimately be based on the lowest priced, high quality plan within 

each market area when the market price falls below the government'.S adjusted GOP target 

payment. Seniors who choose a more expensive plan would be responsible for making up 

the cost difference, be it traditional Medicare or a health plan. To ensure full choice, all 

2 Competitive bidding to set the government contribution h.as been recommended by Bryan Dowd et aI., in "Issues Regarding 
Health Plan Payments Under Mediare and Recommendations for Reform"; The MjlbjlDk Quarterly. vol. 70, no. 3, 1992,423. 
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plans should participate in a coordinated annual open enrollment. In some areas, 

especiallY,rural ones, traditional Medicare may be the lowest cost or sole option. 

Ensuring Plan Competition on the Basis of Price and Quality 

To enable comparison, the Health Care Financing Administration (HCFA), or its designee, 

should provide information, including quality and price comparisons of traditional 

Medicare and health plans, by market area on all available plans. Health plans should 
, , ' 

price and offer a standard benefits package while HCFA does the same for its own , ' 

traditional Medicare produd: Seniors should be given comparative information on out-of 

-pocket costs for care of common conditions, consumer satisfadion data, etc. Responsible 

marketing should be encouraged to ensure that sen iors understand the options. 

Intermediate Steps 

To faci Iitate the transition to managed care, incremental change in the government's 

contributions to health plans is suggested. Initially, the .value of the government voucher 
, , 

for health plans would be the same as that for traditional Medicare. Where more than 20 

percent of seniors are enrolled in managed care, the government's contribution in the next 

year should be based on average health plan prices (excluding traditional Medicare). In 

the following year, the contribution for traditional Medicare and health plansshould be 

set at the price of the lowest priced, high quality plan. 

Stage 1: Fiscal Year 1996 

The Secretary of Health and Human Services should establish market areas to calculate the 

value of the Medicare voucher, as counties are too small for stable prices. The value of 

the voucher should be capped at the current level of payment adjusted for GDP growth 
.-~~.""----------------,- -.. ----

and age of beneficiaries within each market area. legislation should allow health plans 

that cost less than the voucher to provide additional benefits or to give consumers rebates. 

A health plan that costs more than the vouc::her value should charge seniors the difference. 

HCFA should simplify its approval requirements so that it is less costly fo'r new health 

plans to enter the Medicare market. 
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Stage 2: Fiscal Year 1997 

HCFA, or designee, should establish and coordinate an annual open enrollment period to 
-

ensure that each individual can choose among all available plans. Voucher payments 

should be risk adjusted to allow for the extra risks involved in enrolling individuals with 

chronic diseases. All participating health plans should be required to offer at least the new 

standard benefits package. 

Stage 3: Fiscal Year 2002 

If the prices of competitive health plans in the Medicare market consistently exceed the 

value of the government's voucher, and if traditional Medicare cannot be controlled, the 

policy should be reexamined with a possible redudion in the scope of benefits, means 

testing, new controls on volume of services, etc. The cap on the government's voucher· 

should move progressively from the market area to the national level within five years to 

smooth out price differences among areas. If employers do not encourage retirees to make 

a cost-conscious choice of Medicare health plan by giving them a defined contribution, 

then legislative reform of retiree benefits may be required. The federal government should 

consider relinquishing its responsibility for providing indemnity insurance by asking 

private indemnity plans to take over this function, as long as there is no restriction on 

access to providers. 

Benefits of Medicare Reform 

The phased introdudion of premium competition, starting with areas of hi~h managed 

care enrollments and where Medicare costs have tended to be high, ensures competition 

and early savings. Over time, there should be a reduction in regional Medicare price and 
. . . \.. 

utilization variations. Prices in today's populous high cost areas should come down first, 

while utilization and prices may go up in those areas (mainly rural) where seniors seem to 

be underserved. Allowing sen iors to make the same responsible choices as the rest of the 

population will provide greater incentiv~ for plans to improve their cost-€ffectiveness 

while maintaining orimproving quality. Seniors and the health system as a whole will 

benefit from an expansion of choice and an end to the cycle of cost shifting. 
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ENCOURAGING STATE SOLUTIONS FOR ACUTE MEDICAID 

Graham Rich, MD, MBA 

The dramatic increase in, and unpredictability of, costs in Medicaid programs is a 

persistent challenge to state governments. The nation spent $82 billion, or 1.2 percent of 

GOP, on Medicaid in 1994; expenditure is projected to increase to $234 billion, or two 

percent of GOP, in 2005.; States should use the same methods as successful private 

purchasers of health care to encourage choice and effective price competition for the 

acute care portion of Medicaid. States are already ahead of Medicare in adopting price 

competition but have been impeded by the federal waiver process and the lack of health 

plan availability. 

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 requirements, new services, and a choice of managed care plans. In 

an effort to protect the Medicaid population from what it views as ill-conceiv,ed or hasty 

reform, HCFA developed detailed criteria for approval and set goals for implementation . 

. Because criteria and goals can vary from case to case, the approval process may take 

several weeks, meanwhile stat.e dollars support inefficient and ineffective financing 

mechanisms. To stop such waste, the 104th Congress should grant stateS'the authority to 

make the transition to managed care for Medicaid while the federal government focuses 

on restructuring the Medicare program. 

The Federal Contribution 
". 


. " ',I 


The federal government should give stat¢s block grants for ~t:le acute Medicaid program 
. /..

based on the number of eligible residents:...To facil!!.~te--siate management of the program, 
....--.-..---..-

the federal government should specify the rate of growth in the federal capitation rate. If 

the current GOP groWth rate and infla!ion remain the same, this could be set at 6.5 

percent peryear in 1996, six percent in 1997, and five percent in 1998. The only 
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circumstance that would necessitate a reconsideration of these ground rules would be for 

a drastic change in the 'number of people eligible for Medicaid. 

Minimizing Federal Reporting 

Allowing states to define their own solutions puts at risk the comparison of qual ity, cost, 

and coverage information essential to enhance consumer choice and aid policy-making at . 

the state and national. levels. The problem can be overcome if states follow the example 

of other purchasers by requiring standardized reporting by health plans (see A Health 

Accountability System; page 27, and Health System Information, page 32). 

INCREASING COST-CONSCIOUSNESS: 


REFORMING THE TAX TREATMENT OF HEALTH INSURANCE 


Alain Enthoven, PhD and Sara Singer, MBA 

The fad that employer-paid health benefits are tax-free without limit has been a significant 

fadorin the continuous escalation of health care costs. The tax break is expeded to cost 

the government $90 billion in 1995. This break disproportionately favors people with 

above average incomes over lower income people who need a more powerful incentive to 

buy coverage. 

The need to motivate responsible, price-sensitive choice of health plan and limit revenue 

loss to the federal government underlines the advantages of abolishing the t,ax break and 

replacing it with a refundable'tax credit for individuals purcha;ingh;~th-coverage·. This 

w~ula--co~~;~~o:e'~~~~~-~-cr~~t~d'I~-~k of cost-consciousness by encouraging 

employer contribution policies that force consumers to be more responsive to the full 

premium price, thereby promoting competition among health plans. To derive m'aximum 

benefit from a tax credit, a choice of plans is necessary. Additionally, it may be 

appropriate to encourage employers to make their contributions in fixed dollar amounts 
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.that d.o n.ot vary with ch.oice .of plan t.o ensure that all empl.oyees make c.ost-c.onsci.ous 

decisi.ons. 

A I imit .on empl.oyer c.ontributi.ons that are tax-free t.o the empl.oyee (a tax cap) IS an.other 
, 


alternative and w.ould require the applicati.on .of rules similar t.o th.ose f.or the tax credit. 


H.owever, a fixed tax credit has distinct advantages .over a tax cap, including: 
. 	 .' 

• 	 It means p.ortability f.or individuals, breaking the link between empl.oyment and health 

c.overage. 
, . 	 . 

• 	 B.oth high and l.ow inc.ome pe.ople w.ould receive the same credit, th.ough the credit 

c.ould be structured t.o give l.ow-inc.ome m.ore. 

• 	 It can be readily characterized as giving s.omething t.o pe.ople, as .opp.osed t.o a tax cap, 

which is perceived as taking s.omething away. 

Tax Credit Structure 

A tax credit c.ould be structured as f.oII.ows3
: In 1994, the average family received $4346 

in empl.oyer-paid health insurance, which all.owed them t.o av.oid $1130 in inc.ome taxes 

(Le., they received a 26 percent premium subsidy).4 With a tax credit, the average family 

c.ould still receive up t.o $1130 in credit .on their inc.ome tax; which w.ould all.ow them t.o 

purchase .or receive up t.o $4346 in c.overage with.out paying any m.ore in taxes than they 

d.o n.ow. If a family purchased .or received c.overage exceeding $4346, the difference 

w.ould be treated as taxable inc.ome. The tax credit c.ould be adjusted in future years f.or. 

inflati.on .or .other factors. Individuals w.ould claim the tax credit when filing a tax return. 
, 	 , 

L.ow-inc.ome individuals, wh.o d.o n.ot file a tax return, w.ould claim the tax credit f.or health 

benefits when applying f.or .other assistance programs. 

3 For a discussion of tax ~ design, see "Managed Competition II," March 1994 or Alain C. Enthove~, • A New Proposal to 
Reform the Tax Treatment of Health Insurance," . 

4..,.he Tax Treatment of Employment.Based Health Insuran<:e,· Congressional Budget Office, March 1994. 
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Variation of Tax Credit 

In a more complex version, the percen'tage of premium that a family could claim as a tax 

cr'edit could be varied with income. The lower the income level, the higher the 

percentage of the health insurance premium that could be claimed as a tax credit. Th is 

solution has problems of complexity, financing, and work disincentives for those at the 

poverty level, as well as political problems associated with a tax increase. Additionally, 

the tax credit amount could be adjusted for regional factor price differences, although the 

added complexity would not be desirable or economically feasible. 5 

It would also be necessary to define rating classes (e.g., individual, couple, single parent 

with child(ren), and couple with child(ren)} and age categories to calculate the credit. 

'Otherwise; a single credit would be too high for some (healthy young individuals) and too 

low for others (the elderly and families). Alternatively, by not adjusting the tax credit for 

age, the generous tax treatment would encourage more healthy young individuals ~nd 

families to purchase insurance. 

A Tax Credit linked to Group Purchasing 

The employment-linked tax exclusion is an important part of the glue that holds insurance 

,/"purchasing groups together as risk pools. Converting toa tax credit dired to individuals 

'i,/'/ 
would weaken the glue and threaten the employment-based group purchasing system 

because good risks will seek better rates elsewhere and pooling will be destroyed. A 

market based on underwriting at the individual level would perpetuate many or all of 

today's pathologies for small employers and individuals. The unraveling of the successful 

employment-based market could lead to a political backlash and a single-payer system. 

" 

S Adjusting the tax credit for factor price differences would fairly compensate individuals and families residing in high cost 
areas. While it would be possible to adjust the tax credit for medical cost variations, this would not be prudent as it would reward areas 
with inefficient utilization of health care resources and cosily excess capacity, It would also be possible not \0 adjust the tax credit. This 
would be the simplest approach and would resemble the conslrUCtion of the recently proposed education deduction. 'However, a flat !.iIX 

credit may be too generous in some areas and not generous enough in others, " 
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The tax credit can be structured so as not to pismantle the group purchasing based system. 

Standards governing the use of a credit would be necessary. For example: .. 

• 	 If your employer offers coverage, the credit should be available only i~ you buy 

insurance through your employer. Employers might be mandated to offer, but not 

necessarily pay for, several coverage options and could do this by cbntracting with a 

voluntary, certified purchasing group. 

• 	 If you are self-employed, non-employed, or employed by an employer that does not 

offer health care coverage, you should be able to use the credit only through a 

voluntary, certified purchasing group that would agree to take ail comers and abide by 

the rules establ ished for the rest of the insu ranee market. 

• 	 If an employer drops coverage, it should be required to offer, but not necessarily pay 

for, coverage through a purchasing group to provide for its employees: This approach 

would encourage the formation of voluntary, certified groups for those. left out of the 

employment-based system and ensure the formation of al.ternative purchasing grQUpS 

before allowing the dismantling of employment-based purchasing. 

Stage 1: A Tax Credit for the Individual Market in 1995 

Since there is mounting urgency to reinstate the 25 percent tax deduction for the self

employed, this opportunity should be used to shift from tax exemption to a tax credit for 

. this group. Tax policy changes should start with a tax credit program for the 
. 	 . 

self-employed, non-employed, and employed whose employers do not offer coverage to 

go into effect in 1995. After three years, the tax credit should be restricted to coverage 

purchased through a purchasing group. This is attractive for the following reasons: 

• 	 A tax credit would give this group a greater tax subsidy than they received under the 

limited tax deduction. A tax credit would give these people tax-free health benefits 

while making them price-sensitive. It would eliminate the tax code inequities that the 

self-employed currently face, without expanding the cost-increasing incentives created 

by the present tax treatment of health benefits for employed persons. 
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• 	 Anyone who does not currently receive employment-based health care benefits would 

benefit from the tax credit without threatening employment-based health care 

purchasing; 

• 	 By tying the tax credit to group purchasing three years after enactment of the tax credit, 
,/ 

the formation of purchasing groups would be encouraged without penalizing people 
, 	 , 

whC? do not have access to group purchasing in the interim. 

Stage 2: ATax Credit for Employer-Based and Group Purchased Coverage in 1,998 

After successfully implementing a tax credit for individuals, emp!9yer-based tax 

deductions of health benefits should be replaced by a tax credit in 1998 with provisions to 

avoid unraveling employment-based health care purchasing. This should be done at the 

same time the tax credit becomes linked to group purchasing-th~ee years after enactment 
\ 

of the tax credit for the individual market-to ensure adequate access to group purchasing 

arrangements. 

Target Goals: 

• 	 Tax credit in place for the individual and employer-purchasing markets by 1998. 

• 	 At least 75 percent of people claiming the tax credit by the year 2000. If not 75 


percent, the policy regarding tax credit eligibility should be reviewed: 


MEDICAL SAVINGS ACCOUNTS 


Alain Enthoven, PhD and Sara Singer, MBA 


The Jackson Hole Group is concerned that Medical Savings Account (MSA) theories, in the 

forms currently advocated, would undermine the market forces already under way in the, 

health system and would increase tax revenue losses. MSA proposals would allow 

employers and individuals to contribute to savings accounts (tax shel!ered or not) in 
, 	 , 

conjunction with a health insurance pol icY that has a high annual deductible, such as 

$3000, referred to as a "catastrophic" policy.' Since consumers would have to pay the full 
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cost of their health care up to the amount of the deductible, this would make them health 

and cost conscious. In theory, MSAs seem to encouragesaving for retirement or other 

purposes rather than ~pending money on costly ,medical car~; however, in practice, they 

would destroy the ability of insurance to spread risks and would jeopardize health plans' 

ability to' compete on cost and quality. It is diffi<;:ult to make a proper assessment of the 

impact of different MSA proposals because of their variability. For example, if MSAs were 

tax deductible, this would create an enormous incentive to purchase a particular type of 

health insurance and could increase the federal deficit. As a consequence, the Jackson 

Hole Group is eager to analyze each specific MSA proposal to assess its impact. All of the 

proposals assume that the health care cost problem is fully attributable to factors that the 

individual can control and fail to acknowledge that the chronically ill would lose out as 

the healthy opted to leave risk pools. 

MSAs Combined With Catastrophic Coverage Could Damage the Market 

With catastrophic policies, people are cost-conscious only until they know their 

deductible will be reached, after wh ich the cost of more care to them is zero. 5 ince about 

70percent of national health care expenditures are spent on only 10 percent of the 

population, MSAs with catastrophic policies do not promote cost-consciousness where the 

majority of expenditures occur. 

High deductibles only marginally provide financial incentives to encourag~ healthy 

lifestyles and to decrease expenditure on inappropriate medical care. If increasing 

deductibles had achieved this goal with an indemnity system, then the developrT)ent of 

managed care would have been unnecessary. High deductibles discourage people from 

seeking preventive and primary care since they must pay for these services out of pocket. 

Delays in seeking care for serious illness increase costs for everyone. MSA~ will disrupt 

the market by favoring catastrophic policies over other forms of health coverage. 

According to an example used by the American Academy of Actuaries,if a family pays 
. . . ' 

$5000 for a typical indemnity plan, it could purchase the same policy with a $3000 
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deductible for about $3,200. The $1800 savingsis not enough to cover the $3000 MSA 

that would need to be paid by someone, either the employer, employee, or the 

government. If th~ MSA is ta~ excludable, it would increase tax losses by $1200 per 

. family. 

Anyone who is healthy and wealthy enough to afford the deductible will prefer the MSA, 
J 

especially if there is favorable tax treatment. 6 This discriminates against the sick, the high 

risk, and the poor, who will be left in low deductible plans and health plans whose costs 

will increase as the healthiest people opt out. Experience in the FEHBP program showed 

that people with the worst risks chose the Blue Cross/Blue Shield low dedudible ,option, 

while good risks seleded the high deductible option. Even if MSAs could be redesigned 

to encourage healthy lifestyles and preventive care while limiting revenue I,oss to the 

federal government, people with cancer, diabetes, heart disease, and other chronic J 

illnesses would face i~creasingly higher premiums, as the healthy, good risks opt for tax

favored MSAs with catastrophic coverage. Even a sophisticated risk adjustment 

mechanism would not be able compensate health plans for this degree of adverse 

seledion. However, it is hard to predict the impad of any MSA proposal, as they are all 

based on theory. 

'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 small 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 informatio'n for making choices. The same cost pressures 

when applied to the small group and individual market have had a deleterious effed. 

6 Section 125 plans create the same problem, although mitigated by the fact that users lose unused funds at the end of each 
year. This has led many to call for the elimination'of Section 125 plans, 
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Small groups are unable to spread risks, to achieve economies of scale, to benefit from 

competition, and usually to offer multiple plans. As a resl~lt, the small group and 

individual market is characterized by: 

• 	 High premiums or unavailability of coverage to high-risk individuals. 

• 	 Steep premium increases (especially for individuals or small groups with individuals 

who get sick): small and mid-sized businesses faced an average il")crea~e of 14 percent' 

over the last twelve months. Over the last three years, it totaled about '57 percene 

• 	 High administrative costs: a carrier's administrative expense, by one estimate, reaches

40 percent of claims in groups of one to four, compared with less than five percent for 

groups of more than 10,000.6 

• 	 Segmentation of the market by risk (i.e., health status). 

• 	 An\.inability to influence the development of the market to better meet the needs of 

small groups and individuals. 

If access to, and affordability of, coverage in the small group and individual market is to be 

improved, the state and federal government must act in concert to implement core uniform 

standards that foster the development of effective group purchasing .. 

Group purchasing offers a powerful tool for structuring a competitive, well-functioning 

market. 

• 	 Members are offered a choice of health plans. 

• 	 Competition is driven by side-by-side comparisons of health plans based on value 

(qual ity and cost). 

• 	 Risk is spread more broadly; the ability of health plans to discriminate on the basis of 

heaJth status decreases. 

• 	 Administrative costs are significantly reduced. In addition, health plans avoid the high 

costs associated with marketing to a multiplicity of small groups.' 

7 Arthur Andersen, • Survey of Small and Mid-Sized Businesses: Trends for 1994." 


6Congressional Research Service, ftPrivale Heahh Insul"VlCe: Options for Reform,' September 20,1990. 


JHG Responsibie Oloices: Draft. February 9, 1995 18 



However, before group purchasers are effectively able to drive ~he small group and 

individual market, certain uniform standards need to be applied across the'entire h'ealth 

care market. Standards should be set by the federal government, implemented by 

purchasing groups through private contracts with health plans, and enforced by the states. 

Despite currer:'t efforts ~o give states more power in developing local policy solutions in 

areas like welfare, there are several reasons why reforming the health system requires' 

federal standards. First, health care markets do not adhere to state boundaries, making it 

impossible for states to structure rules that apply consistently across markets. Second, the 

preponderance of large multi-state employers reinforces the need for a federal framework. 

Moreover, with the rapid change in the delivery of medical services and the prol'iferation 

of varying levels of risk- bearing arrangements, state regulations designed to monitor 

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

would be a logical extension of the state's traditional role as insurance regulator. It is 

important to note that federal standards could be spelled out without creating a new, 

federal bureaucracy. 

State Efforts 

Forty-five states have recently adopted some form of insurance reforms as a first important 

step toward improving access to coverage in the small group and individual market. 

Results, thus far, have been mixed. Some states have had success eliminating the most 

blatant forms of risk selection using basic reforms like guaranteed issue of all products, 

guaranteed renewal, portabilitY, and limits on preexisting condition clauses. Nearly 

twenty states have gone even further by implementing some form of community rating and 

experimenting with purchasing groups across the small group and individual market. 

Private sector initiatives, such as the Cleveland Council of Smaller Enterprises (CaSE) and 

Chamber of Commerce purchasing groups, have expanded access to affordable coverage 

for their small business members, but criticism has been directed at some of these 

arrangements for leaving the individual market largely untouched, rarely pooling risk, and 

in some instances, using medical underwriting to, exclude the worst risks. 
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Despite some progress, states that have carefully crafted insurance reforms are finding their 

efforts undermined by the growth of self-insured plans. As states increase regulation in the 

small group and individual market to spread risk more broadly and expand, coverage to the 

poor (e.g., premium taxesL the best health risks opt out of the pool and choose to self

insure (or drop coverage entirely, as was the case in New York). These plans, proteded 

under ERISA, do not have to comply with state laws regulating health insurance. If self,,, 

insured plans continue to siphon off the best risks from the smallgroup and individual 

market, a risk spiral within the state-regulated market is inevitable. The problems 

surrounding ERISA underscore the difficulty in reforming a voluntary health system with 

the current division of state and federal regulations. In making limited ERISA reforms, 

policy-makers should avoid engendering 50 different sets .of laws regulating health 

benefits, nor should they permit states to finance expanded access programs by taxing self

insured plans. Doing so would penalize employers already providing coverage to their 

employees. 

The Role of the Federal Government 

A Tax Credit linked to. Group Purchasing: If tax credit eligibility were dependent on 

purchasing coverage through an appropriate group, as recommended in Increasing Cost

Conscious0ess: Reforming the Tax Treatment of Health Insurance; page 11, efficient 
"

group purchasing efforts on the part of employers would be maintained while providing 

incentive to create other voluntary certified purchasing groups (defined below)" 

Employees whose employers offered coverage would have to purchase it through them to 

receive the tax credit. The self--employed, non-employed and employees whose 

employers do not offer coverage would be required to purchase coverage through a 

certified purchasing group to receive the tax credit. The individual market would be 

replaced by purchasing groups that would be able to pool risk sufficiently as people take 

advantage of the tax credit. 

Insurance Reforms: The federal tax credit should be part of an incremental reform 

package that includes basic insurance reforms. By enading those insurance reforms at the 
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federal level that have already been implemented in most states-e.g., limited guaranteed 

issue of all prodUds, guaranteed renewal, portability, limitations of preexisting condition 

exclusions, and limited rating restrictions (not community rating)- the most blatant forms 

of risk seledion would be eliminated while providing greater uniformity to the system. 
I 	 ' 

These reforms are designed to prevent health plans from discriminating on the basis of 

health status-a widely accepted principle-and should apply to all health plans regardless 

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

an ERISA self-funded plan. The cost of overseeing reforms should be borne equally among 

all parties in the form of a federal premium tax remitted to the states and other entities 

created to apply standards. 

The Role of the States: Certifying Voluntary Purchasing Groups and Enforcing Standards 

The primary responsibility of the states would be to accredit those voluntary purchasing 

groups that meet the criteria to become Certified Purchasing Groups (CPGsL as well asto 

enforce compliance with insurance reforms. To receive accreditation and hence enable 

members to claim a tax credit, a purchasing group would need to adopt certain standards, 

such as: 

• 	 Accepting all who are eligible and wish to purchase coverage through the group. 

• 	 Offering a choice of health plans. 

• 	 Conduding an annual open enrollment period. 

• 	 Experience rate the group as a whole, with adjustments for age, family status, etc. 

• 	 Risk adjustment within the purchasing group (developing/adopting an aduarially 

sound methodology would be left to the purchasing group and participating health 

plans). 

• 	 Surveying members about their experie'nce with their health plans and provide quality 

related information. 

• 	 Assure insurance reform compliance in contrading with health plans. 
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. , 

Many purchasing groups already perform several of these.fundions and couid easily 
, 	 .! 

receive state accreditation as a voluntaryCPG. 9 

With such federal and state provisions, employers, employees, and individuals should , 

read to existing incentives and market forces to maintain and participate in the 
. 	 ' i 

appropriate purchasing group. Employers who have been efficiently purcha~ing health 
• ! 

care-primarily large employers who have been major forces of progress and innovation in 
. . 	 I 

health care purchasing-will find it in their interest to continue doingso. Employers who 

are inefficient purchasers, or who have not previously offered coverage, will ;1 ikely want to 
, I 

offer coverage through a voluntary CPG. Extending access to purchasing gro'ups for all 

small groups and individuals, in conjunction with the implementation of a $t~ndard set of 

market' rules, is a critical step toward struduring an efficient market in which :coverage is 

more accessible and affordable. ! 

Target Goals: 

• 	 All fifty states should ~ave at least one voluntary certified purchasing groub by 
I 

199B-when the tax credit will be given to only those purchasing through: the 
I 

appropriate group. States without a CPG may need to consider offering in,centives for 

the i r establ ishment. . 

, I 


• 	 Everyone in the individual and small group market should have access to group 

purchasing by the year 2000. 

! 
I: , 
I 

9 When you have individuals choosing among health plans that sell different sets of medic.al services, there is the threat of ri~k 
selection. While insurance reforms and the extension of group purchasing 10 the small group and individual markel attempts to minimize 
risk selection, in such a (;Omplic.aled and dynamic system the extenlto which risk selection will occur is unclear and.is ~mething that 
should be closely monitored. For example. an upper size limit for employer groups has not been placed on CPC eligibility. Bul if it rums 
out thaI predominantly bad risk large groups purchase through CPCs, it may be necessary 10 impose such a limit. .: . 

I 
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BENCHMARK BENEFITS 


Nancy Ashbach, MO, MBA 


The Need for Fair Disclosure and Comparability 

Health plans, consumers, pharmaceutical manufacturers; physicians, legislator, the courts, 

and others have struggled in the past with benefit plan offerings. In particular:
! 

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

• 	 I 

their health plans. This has led to suspicion that managed care plans are 'Imotivated to 
I 

skimp on needed care. 

i 


• 	 Consumers have had difficulty comparing health plan offerings with diffehng benefits . 

• 	 Physicians and others have been unclear as to the benefit and technology; review 


processes in health plans, leading them to view the process as secretive ahd 

. -	 I . , 


unscientific. 


• 	 Health plans have been hampered in their ability to denycoverage for specific 

i 


interventions clearly and concisely and to support such decisions with cogent reasons. 

• Pharmaceutical and technology manufacturers have suspected that such decisions are 
. ! 

based upon cost alone and that their products are not receiving a fair and :open hearing, 

by health plan policy-makers. 

• 	 The courts and-legislators have received conflicting advice from interest g~oups. 

It is for these reasons that a benchmark benefits package is needed. This product should 
. 	 I 

be a voluntary, real, and valid offering of all health plans, but need not"and s~ould not be 

the only offering. Plans can and should be able to offer packages both richer and leaner to 
, i ' 


respond to the needs of purchasers. Many plans have had lengthy experience! with the 

I 

federal HMO benefits package, and we recommend that until the process for ~evising and 
I 

improving upon it is in place, it serve as the initial benchmark package. 
I. 

I 

The process .of defining and maintaining the benchmark benefits package shoJld be open, 

"""fair, understandable, and for information purposes only. The criteria for additi:ons and 

deletions should be available and the process should be clear so that coverage! decisions 
, 
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by the health plan would be protected from unreasonable challenge. Phy~icians, drug 
I 

manufacturers, consumers, purchasers, health plans, and others who might !wish to 

influence the process of coverage inclusion 'and exclusion would therefore be able to do 

so, and the public would be assured of appropriate care being pro~ided and of coverage 

for expensive'tnerapies not being denied solely because of cost. There should be no 
, 

opportunity for collusion between health plans for the inclusion or exclusion of benefits, 

For the purposes of avoiding antitrust law suits, health plans may need to b~ excluded 

from the process. 

In addition to gisclosing criteria for coverage, a standard product must be a~ailable for 

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

benefits to satisfy the demands of various customers, and comparability to the consumer 
, i 

will remain elusive. By using a benchmark benefits package as a standard produd against 
1 

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

of benefits and price offerings can be determined. 

Assessing Technology 

The benchmark benefit package shou Id be that collection of benefits that is r:nost I ikely to 

produce health in the population. While the federal HMO benefits package! is an 
, 

excellent starting point, producing health in the population will require on'g<j>ing 

evaluation, revision, and updating of benefits. Technology assessment and cost
1 

effectiveness analysis will be necessary to ach ieve th is objective in a rational; way. 
( 

Currently, such assessments are performed by government, private organizat!0ns, and 
, ' , 

individual health plans. Such efforts are inefficient and duplicative and furth'ermore do 
. " , ' , I 

not provide health plans with sufficient justification to offer or deny coverag~. In the 

present environment, such decisions are suspected of being made for cost re~sons. As a 
, : 

consequence, benefit decisions are being challenged and made by the courti and 
I 

legislatures rather than on the basis of sound scientific evidence and efficacy j The absen'ce 
, . . / I 

of an open, clear, fair, and scientific,evaluation process is detrimental to all parties. 

,24JHG Responsible Choices: Draft. February 9.1995 



I 

Technology assessment and evaluation are necessary because: 

• 	 Technology in medicine is in a constant state of flux, with new technology entering the 

market at a staggering rate. The cost of such technology creates a strong:economic 

requirement for a valid assessment process to dete~mine coverage under ,a typical 
, 	 ! 

benefits package. 

• 	 Much existing technology has not been evaluated for effectiveness. TO' d,ate we have 

had no mechanism for doing so, and many interventions in medicine are' covered 

under existing benefits packages as a result of historical precedent. 
i ' 

• 	 Cost-€ffectivenesshas not been a major element of technology evaluati08 in the past 

but will surely become soin the future as group benefits are valued against individual 
I 

demands. 

Additionally, individual coverage decisions on the part ofhealth plans ofterirequire an 
, 	 I 

'independent evaluation and recommendation, which plans could implement on a 

voluntary basis. Such individual evaluations would be carried out by experts in the 
, I 

appropriate field of medicine and would be free of vested interests to deny cOverage based 

on cost considerations. Independent expert reviews would support removal :of coverage' 
, 


decisions from the legal system, where judges and jurors often rule in favor of coverage if 


there is uncertainty orurgency. 

An 	Independent Approach, 
I 

A new, independent organization, the Benchmark Benefits Group (BBG), sh~uld be 

formed to address these needs in the health system. The BBG's proposed fu~ctions are 
, 	 I 

outlined in Table 1. It would be private and not for profit, although governn)ent 
I 

collaboration would be possible in key areas, such as technology assessment, clinical 
" 

trials, Medicare, and Medicaid. Representatives could come from purchasers, consumers, 
I 

managed care organizations, self-funded employers, academic medical cente1rs, physicians, 

and the government. Funding for the organization wouid come primarily fro'm USer 
, 	 i 

fees-that is, per capita assessments of the participants and users of the organjzation's 

efforts. SpeCial projects funding could come from foundation grants. 
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. Table 1 

Functions of the Benchmark Benefits Group 


. i 
• 	 Definition, updating, and maintenance of the benchmark benefits package using the 

criterion of produdion or maintenance of health. ; , 
• 	 Recommendation of inclusion or exclusion of new technology into the benchmark 

. 	 . I 

benefits package based upon technology evaluation done by recogniz:ed groups. 
• 	 Recommendations regarding continuation, limitation, or exclusion of !=xisting 

technology.' . I 

• 	 Cost-effediveness information and recommendations based upon information from 
competent entities. I 

• 	 Individual disputed coverage decisions in defined situations. For exarrple, an 
autologous bone marrow transplantation case for breast, ovarian, o.r cervical cancer 
denied as experimental by a health plan would be referred to a groupiof experts 
entirely outside the plan for scientific review. : 

Since technology assessment is currently done in several different organizations, including . 	 , 

many managed care organizations, careful consideration would be given to iusing existing 

expertise in the private market. This r:night mean purchasing technology ~ss:essment 

expertise from organizations such as the Emergency Care Research Instit~te br the Blue 
I 

Cross/Blue Shield Technology Evaluation Committee or networking current expertise. A 
i 

principle of the new organ ization would be to uti! ize expertise currently available in the 
. . ' 

private market in the most effedive way without in any way regulating or discouraging the 

innovation of the private market. 

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

Many elements of the health care system are charaderized by suspicion and! do~bt as to 
I 

the methodology regarding coverage decisions in the policy-making and in ~he individual 
. 	 . 

case. The autonomy of this organization will reassure dOdors that an appropriate process 
. I 

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 
. . 

manufadurers-that a fair process exists, facilitating level playing field competition for all. 
I 
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. . 
. Thus', the processes and criteria of the BBG should be open, published, an<~ available for 

i 	 . 

revision as the health care industry develops and matures. 

Target Goals: 

• 	 90 percent of health plans offering the benchmark benefits package by 1998. 
I 

• 	 75 percent of health plans utilizing the technology assessment capabiliti,es of the 


Benchmark Benefits Group by 1998. 

, 	 I 

. • 	 Reconsideration of decisions made in individual cases by the Benchmark Benefits , 


Group upheld by courts in 60 percent of cases by 1998. 


A HEALTH ACCOUNTABILITY SYSTEM 


Sarah Purdy, MD 


, 

IA New Quality Accountability System for a New Health Care System, 1 
, 

The expectation that con,sumers would be able to choose among competing'health plans. 

on the basis of comparable quality and cost information, has not been realizkd. This 
,, 

failure is partly due to information about the qual ity of health care being not: as easily 

available, uh~erstood, or compared, as .information about costs. Consumers,have been 

inhibited from assuming responsibility for their own health care choices by ihadequate 

information that does not facilitate side-by-side comparison of health plans or encourage 
: 

participation in decisions about health care and treatment. To evaluate the i\'1pact of 

health care on the population it is necessary to measure the result, or outco~e, of the 

interaction between individ~als and health plans-to hold health plans acco~ntable. At, 
. . 

present there is a health care quality measurement industry that uses different definitions 

of quality and differing methodologies to measure quality. We propose a ne'f' health 

accountability system which would not rely solely on these traditional syst~n1S of quality 

assurance which fail to disclose health outcomes or assure consumers of receiving 
! 
I 
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excellent care by choosing a specific plan. The principles and assumptions ~pon which 

the new health accountabil ity system is based are: 

• 	 Comparable, reliable, valid quality accountability data must be available!to consumers. 

• 	 A move tqward outcome based accountability data is feasible. 
, 	 I 

• 	 Purchasers, consumers, and providers may have different information .ne~ds. Qual ity 

improvement activities should result from internal use of quality data. 

• 	 A clear distinction should be made between defining measurement and disclosure 

requirements and verifying that requirements are observed. Organ izati08s that define 
. ' 	 I 

data disclosure requirements, and those that audit data; should ,be independent of each 

other, with neither being subject to undue influence by the provider or insurance 

communities. 

• 	 Providers, health plans, and researchers create the capability for choices to be made on 
" 	 . I 

cost and quality, but group purchasers and individual consumers should have input on 
i 

the requirements of the system. 
I 

• 	 The same data on quality should be demanded by, and be available to,both private
! 


and public sector purchasers. 
i 


• 	 Uniformdata disclosure requirements could lead to the formation ~f regi~nal and 

national data bases, which would inform providers, purch~sers, and poliqy-makers. 

I 
. ' I 

These principles raise several potentially controversial issues. First, the inten1tion of the 

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 thepopulations they serve are not comparabl~. This issue 
. 	 ,I 

of severity adjustment, or case mix, requires continuing refinement. Third, t~'e system 

would require health plans to collect additional information about quality anCi use some 
l ' 	 l 

form of standardized record keeping. By cooperating with this, plans would 'potentially be 

putting themselves in a position of being unfavorably compared with compethors. 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 ca,re-patients 
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and those who represent their interests-must haVe the dominant input intq the quality 

accountabil ity system. 

, 

The health accountability system would also require group purchasers, wh~ther public or 

private, to provide valid, comparable information to consumers. To achiev~ this, and 

avoid further increase in the number of data sets requested by purchasers, dollaboration is 
I 

needed within the health industry. 	 i 

What Would a Health Accounta~i1ity System look Like? . 

Table 2 outlines the proposed system, which suggests collaborative efforts t9 address t\\/O 
I 

areas: the research, design, and evaluation of health accountability measur~s, and the 

seledion and endorsement of uniform data disclosure requirements. 

, Accountability Measures Clearinghouse 

Many groups and individuals have developed considerable expertise in dev\sing and 

implementing health plan performance r'neasu(es. Currently, no organizatioh documents 
I 

. , I 

all of these efforts and evaluates them, or assists others with questions of me~hodology or 

implementation. A collaborative approach would achieve economies of. sca~e, resulting in 

more funding for such projeds, greater availability of information, and a redIJdion in the 

duplication of effort. It is proposed that an organization be formed that serves two main 

functions: 
I 

•. 	To ad as a clearinghouse for the collation and exchange of information a:bout quality 

'accountability measures and methodology. 

• 	 To call attention to the need for research, development,and continual evaluation and 
, , 	 1 

improvement of performance measures. 

The clearinghouse is not meant to engage in resean:::h. ' It should be a private/public 

partnership, perhaps set up to collaborate with an existing organization, such as the 

Agency for Health Care Policy and Research (AHCPR) or a research institutioh, such as a 
I 

: 
" 

! 
I 
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university. Funding would come from foundation grants, government agen~i'es, and per 

capita contributions from the industry. 

Table 2 , .~ 

Elements of a Health Accountability System 

1. 	Accountability Measures Clearinghouse i 
Clearinghouse function, to collate and disseminate information aboutrrieasures; 
methodology, and previous experience. Identify areas that need further, research. 

, , 

2. 	 Health Accountability Foundation 
Seled and endorse uniform data disclosure requirements. Purchaser and consumer 
dominated board, permanent executive staff, input from other players. 

3. 	Auditing of Health Plan Data Disclosure I 

Verification that data has been colleded, analyzed, and interpreted in a: reliable and 
valid manner. ! 

4. 	 Selection of Health Plans by Group Purchasers and Consumers 
On the,basis of uniform, comparable data disclosed by plans. 

5. 	Quality Improvement ; 
Assist health plans to be proadive in the improvement of quality, and tq respond to 
the results of the measurement process. i 

Health Accountability Foundation 

A Health Accountability Foundation (HAF) should be established as an independent. 	 , 

collaborative body between the private and public sectors. Its responsibilities' would 
i 

include setting quality accountability goals and selecting and endorsing unifo~m measures 

of health plan accountability. These measures and the agreed methodology by which they 
I 

are colleded would then form the core of all health plan reporting adivity. , ~are must be 

taken to ensure that standardization does not quash innovation, and that evolution of the 

core measures is assured as information capabilities improve. It is important to consider 
I 

the clinical implications for plans and providers, and to build incentives and f~edback 

mechanisms for quality improvement adivities to' result from the internal use of quality 

data. Standard setting should not be isolated frOm implementation. The expe:rience bf the 
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I 

health plans and the accrediting bodies will be vital to ensuring a link between the 
, , 	 I 

I 

foundation and clinical practice. I, 

, , ' 	 I 

It is envisaged that the HAF would have a permanent staff of scientists, who would 
• 1 

systematically consult with outside experts. They would present recommendations to the 
I 

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 ~hich health 

plans, providers, researchers, the pharmaceutical and technology industry, aMd the health 

care quality organizations would have input. The closest existing model for the HAF is the 
I 

Financial Accounting Standards Board (FASB). The recommendations endorsied by the 

I 


HAF should be scientifically justified and subject to scrutiny at public hearings. It is 
. I 

important to link health plans into the system, in order to 'ensure that the data 
I 

requirements specified by the board inform quality improvement and the furthering of 

medical knowiedge, and are fair and feasible. Data that is valuable to providkrs is more
i ' 

, likely to be included in medical records and incorporated in computerized medical 
, 	 ! 

information .systems. 

Funding of the HAF should preserve its independent'status. Funding should be assured, 
• 1 

but not dominated by health plans. A possible mechanism would be an annual 
I 

subscription, and an assessment on the health plan premiums of those plans tnat choose to 
, I 

participate. 

The two private sector initiatives proposed in "Responsible Choices" are the Benchmark 
I 

Benefits Group and the Health Accountability System. These two functions equid work 
I 

synergistically under a private umbrella organization sponsored by a broad range of 

participants and involved parties and funded by user fees. 	 1 

, Completing the System 

The other criteria for the proposed system can be satisfied by well-establ ished mechan isms 

already in place. Because organizations like the National Committee for Quality 
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, 

Assurance and the Joint Commission on. Accreditation of Healthcare Organ(zations have 


considerable experience in accrediting plans and providers, they could playa major role 
I 

in auditing the process and facilitating quality improvement adivities. The organizations 
, 

. that focus on 'internal qual ity improvement, such as the Institute for Healthc;ue 
. . I 

Improvement, would be an obvious medium for the quality improvement r~le. 


Continuing education of physicians and other health plan staff members is irinpor'tant to 

I 

each stage of the process. There will be considerable overlap between the C±omponents, 
. i 

and continuous feedback to the clearinghouse and HAF fundions will be ne:cessary, 
. I 

I 

Target Goals: 
. , 

• Comparable information about the quality of care provided by health plans should be 
I 

available to 100 percent of consumers purchasing through groups by 19~8. 
• Prelimina,ry health plan data on condition specific outcomes by 1998. 

HEALTH SYSTEM INFORMATION 
, i 

Robyn Lunsford, MSE, Nancy Ashbach, MD, MBA and Sarah Purdy~ MD 

Why Is Coordinated Health Data Needed? 
I 

Making responsible choices will require that better information be available 9n who is 
, 

insured, what it costs, and whether better health is the result. As the system qhanges, data 

must be colleded faster and from different sourees: per capita expenditures by health 

plans, for example, are becoming more valuable than the numbers of physician visits and 
, I 

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 the cost of various bills were hampe;red by their 
. i 

inability to evaluate the effeds of undocumented improvements that were under way and 

differences in inflation rates from' community to community. In order for policy-makers to 

address the problems of attaining universal coverage while containing the cost of health 
I 
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I 
I, 

care, they must have data about the numbers and characteristics of the insured and 
, I 

uninsured qnd the cost of different delivery systems. Though multiple sources of health 
, ,!. 

care data are available, one of the major obstacles is how to access, analyze,i and compare 

this disparate information. 

Why Are the Current Data fna~equate? 
1 

• Multiple data sets are not comparable or accessible from one source: For1example,
, I 

I 

information about coverage and utilization of services is collected in the annual 


, " , .. i 

National Health Interview Survey (NHIS), but it does not provide information about 

household income or costs. 

• Data regarding costs and coverage is not timely: e.g., the information from the NHI5 
I 

takes twelve months to process. The National Medical Expenditures Surv~yis 

, 


completed only once every ten years. i 

. ' I , 

• The validity and accuracy of some sources of , health data has been questiohed; e.g., the .- ! 

medical care component of the consumer price index (CPI) does not measure costs 
, .. ) 

borne by third-party payers, hence it reflects price to the consumer, not true overall " , , I 

cost. 


• Data are not available in useful formats: e.g., it would be very helpful to, ~ave data 

: 
, ' 

sorted by state to deal with issues such as Medicaid reform. ,/ 

with the existing data sets and with setting up an alternative. 

ged by federal agencies 10 and at the state level. We liav~ set out 

for the development of a coordinated system in the follO:wing 

sections. 

What Should Be Collected? 

Data will be required in four basic areas in the health system: 

1. Cost-What is the per capita cost of health care, to third-party payers and to the 
.. I 


individual? i 


10 Physician Payment Review Commission, Annual Report. 1994, 
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i 

i - ,, 

2. 	 Coverage-Who is and is not covered by the health insurance system? 

3. 	 Vital Health Statistics-Morbidity, mortality, reportable di~eases. 

4. 	 Quality-What are the measures of quality of services provided? 

Quality of services (health status, outcomes, and consumer satisfadion) ~as ;covered in: A 
I 

Health Accountability System; page 27). This sedion focuses on the data needs of cost , ' 

coverage, and-vital statistics. 

The process of colledion should be guided by some basic principles: 

i 


• 	 Confidentia(ity of records and privacy rights of individuals must be preserved. Use a 

unique, encrypted identifier. 

• 	 Data must be exchanged eledronically, either diredly or indiredly. 

• 	 Data must represent the minimum required to serve the basic needs of th¢ health 

system. 

• 	 The information needs of the health system will change as the paymentsystem 
. 	 ; 

changes. 

• _Data colledion must be timely. i 
j, 

• 	 The aim of the uniform data system should be to reduce administrative tost in the 

health care system. 
I 

• 	 Determination of which data elements are collected should be driven by a clear 

mission-to improve the health of the population. 

• 	 Data should be colleqed at the state level, and then aggregated nationall~. 

I 
Cost: Information, is needed on per capita costs for all covered individuals infthe health 

care system. The purpose of information at this level is to determine the per member costs 
; 	 , 

of health care-:-those borne by the health plan and those borne by the individual. It will 

be necessary during a period of transition to recon~ile the methodology of dafa colledion 

between capitated systems and fee-for-service systems. It will be the responsibility of a 
-	 ! 

federal entity (see page 35) to define appropriate standards to integrate infor~ation from 

the two payment systems. 
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Coverage: Information will be required from health plans and self-insured groups with 

resped to numbers of enrollees (including dependents) and member demograph ics. 

Timely information on enrollment anddisenrollment will be needed. Statewide 
I 

information will be required both on the insured population, which should be. available 

through health plans, and on the uninsured population. Data on the charaderistics of 

both groups, such as employment or lack thereof, income, and demographic~, shc;>uld be 

colleded. The basic questions to be answered in this context are: "Who is covered?" "Is 

their coverage adequate?" and "Who is not covered and why?" 

I 

Vital Statistics: The new health data system should continue to coiled inforrration on. 

morbidity, mortality, reportable diseases, births, and other issues, possibly including 

immunizations. Such information should be colleded in a standardized waYiand 

integrated with information collected by providers and health plans for purp~ses of 

comparability and to reduce administrative costs in the health care system. 

How Can the Goal Be Accomplished? 

We propose the creation of a federal entity to coiled uniform, timely, accurate health 
. . '. . 

system cost and coverage data. Although some may oppose either a new federal entity or 

a uniform approach, we believe that the availability of such data is a goal that'justifies a 

federal presence. Private industry collaboration alone will be neither compre~ensive nor 

rapid enough. An apolitical Bureau of Health Statistics, analogous to the Bure'au of Labor 
, , I 

Statistics, should be established by Congress and report to Congress on progre~s toward 
\ ' 

the goaL It should be separate from all purchasers, includingMedicare. The Bureau 

would be advised by a Health Data Commission, to be composed of a broad group of 

members with expertise in information systems, health care financing, health economics, 
, , I 

and other scientific and technical fields~, We propose that the Bureau of Health Statistics 

take responsibility for reporting on cost, coverage, and vital statistics. Informa,tion on 

quality reporting will fall within the purview of the Health Accountability Foundation. 

The creation of the Bureau of Health Statistics and the Health Data Commissibh will 
, ' 

/ ! 

, ! 
, : 
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require federal legislation and reporting of the chosen data elements by all parts of the 

health care delivery system as well as by states. 

I . 

Target Goals: 

• 	 Health data system should be functioning 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. 

. ; 

CONCLUSION 

"Responsible Choices" recognizes that the health care market is movingrapidly toward 

reform and offers proposals to foster this restructuring. Private purchasers are, driving the 

market and causing health plans to compete on price and quality. However, not all 
. . I 

purchasers are exerting this force on the market. As the largest purchaser ofhealth care in 
. I . 

. the U.S., the federal government has tremendous potential to drive improvelTlent in the 

market which it has not yet exercised. Small groups and individuals have limited access to . 	 ~ , 

group purchasing 'arrangements that pool risk, provide choice, and achieve administrative 

savings that would enable them to be active, value purchasers of health care. ~ 

This demonstrates that market mechanisms alone are not solving all of the prdblems. 
. I

' 

. "Responsible Choices" depends on the willingness of government and the private sector to 
i 

work together to improve the American health system. Federal involvement is necessary 

to 	bring public programs into line with the private sector, increase consumer <:ost
'. 	 ! 

consciousness, establish a fair market, promote group purchasing that offers the small 

group and individual market access to reasonably priced health coverage, and provide 
I 

information. "Responsible Choices" recommends a tax credit as the means for bringing 

structure to the market. Without the tax credit device, bringing order to the health care 

market will be much more complicated and require considerable regulation. :. 
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For its part, the private sector must be willing to be more accountable. Ben:chmark 

benefits and quality reporting are the first steps that the private sedor should take to 
. 	 I 

vOluntaril'y hold itself accountable .. Implementing these policies would brirlg 
. ' 	 , 

comparability to the market and provide information enabling consumers td make 
'. 	 I 

informed decisions and drive competition. If the private sedor cannot follo~ through, it 

may be necessary to link these proposals to'the tax credit by requiring healt~ plans to 

price and offer the benchmark benefits package and report on qual ity in ord~r to receive 
I 

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 
I 

marketplace so consumers and purchasers can make informed decisions. Other important 
. ,! . 

issues, such as malpradice and antitrust, are not taken up diredly since they ~re bein~ 

adively addressed by othe'rs and dealt with in the market. These proposals are the 
. 	 I 

I 

necessary incremental steps forward in containing costs and fostering effedive , public and 

private purchasing. With these reforms in place, there will be more data and ~he 

capability to effedively and efficiently deal with those left out of the system. The ~Iements 
. 	 I 

of this proposal can be put in place rapidly and will accelerate the reforms alr~ady taking 

place in the market. i ' . , 
I 

I 	 ' 

We welcome, and encourage any comments you have on this draft document. : If you have 

comments,Questions or need any further information please call, fax or write: I 

Jackson Hole Group 

P.O. Box 350 


Teton Village, Wyoming 83025 

Phone: 307-733-8781 


Fax: 307-739·9312 
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