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INSURANCE AND MARKET REFORMS 

Preliminary Review 


October 25, 1994 


OUTLINE OF POSSmLE OBJECTIVES 

OBJECTIVE 1: PORTABILITY: To improve the ability of the currently insured 
to maintain coverage. 

POSSIBLE INITIATIVES: 

1. 	 Limit the use of pre-existing condition exclusions. 

2. 	 Require insurers to renew coverage regardless of health status. 

3. 	 Guarantee access to insurance for new employees in businesses that offer coverage. 

4. 	 Prohibit insurers (and self-insured employer plans) from imposing caps on benefits for specific 
diseases. 

OBJECTIVE 2: 	 ACCESS AND AFFORDABILITY: To guarantee access to 
coverage for everyone and to limit variations in premiums acr()ss 
individuals and businesses (which can make coverage 
unaffordable for high risks). 

POSSIBLE INITIATIVES: 

1. 	 Guaranteed issue: Require insurers to make coverage accessible to everyone, regardless of 
health status. 

2. 	 Limit premium variations across individuals and small businesses. 


Possible Options: 


1. 	Limit Premium Increases: The extent to which insurers can vary premium increases 
due to health status could be limited. . 



.. 


2. Limit Premium Variations: 	 The extent to which insurers could vary their experience 
rated premiums could be limited. 

3. Permit Premium Variations only for age for each benefits package. 

4. Pure Community Rating. 

3. Integrate individual purchasers and small businesses into a single community risk pool. 

OBJECTIVE 3: 	 ENCOURAGE COMPETITION: To restructure the market to 
promote· competition among insurers based on efficiency and 
service and to reduce opportunities for risk selection by !!lsurers. 

POSSIBLE INITIATIVES: 

1. 	 Promote establishment of purchasing cooperatives for individual purchasers and small 
businesses. 

Possible Options: The Federal government could: 

1. 	Provide administrative funding and technical assistance. 

2. Require the establishment (e.g., by states) of cooperatives. 

3. Enact uniform standards for cooperatives. 

4. Make FEHBP 	-- the heaith program for Federal employees -- available to other 
businesses and individuals. 

. ·tt 

2. 	 Standardize benefit packages. 

Benefits could be standardized to a single package, or to several packages (with some more 
comprehensive than others). Standardization of a defined set of benefits makes it easier for 
applicants to compare premiums across insurers, which increases competition. It also limits 
the ability of insurance companies to avoid sick people through the design of their benefits 
packages. 
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SUMMARY 

Three possible objectives of reforming the insurance market -- in order of increasing 
comprehensiveness -- are: 

.' 1. PoRTABILITY: To improve the ability of the currently insured to maintain coverage. 

2. 	 ACCESS AND AFFORDABILITY: To guarantee access to coverage for everyone and 
limit variations in premiums across individuals and businesses. 

3. 	 ENCOURAGE COMPETITION: To restructure the market to promote erimpetition 
among insurers based on efficiency and service and to reduce opportunities for risk 
selection by insurers. 

While we can break these components into pieces for analysis, it is important to· note that they 
are usually interactive. 

POssmLE OBJECTIVES 

OBJECTIVE 1: 	 To improve the ability of the' currently insured to maintain 
coverage. 

POSSIBLE INITIATIVES: . 

1. 	 LIMIT THE USE OF PRE-EXISTING CONDITION EXCLUSIONS. 

These proposals generally prohibit insurers from imposing pre-existing condition exclusion periods 

for the currently uninsured. 


Issues: 


• 	 Could raise premiums, especially for individuals purchasers. 

• 	 Not necessarily true portability: As long as insurers can still deny coverage altogether or 
experience rate their premiums, sick people still may not be able to switch from one plan 
to another. 



2. 	 REQUIRE INSURERS TO RENEW COVERAGE REGARDLESS OF HEALTH 
STATUS. 

Issues: 

• 	 In the absence of rating reforms, insurers can just charge sick people who renew their 
policies unaffordably high premiums. 

3. 	 GUARANTEE ACCESS TO INSURANCE FOR NEW EMPLOYEES IN BUSINESSES 
THAT OFFER COVERAGE • 

. This initiative would require insurers to accept new employees of any employer group. 

Issues: 

• 	 For very small groups, there is a concern that employers will hire their friends and relatives 
for the purpose of qualifying them for coverage. .... 

• 	 In the absence of rating reforms, insurers can still increase premiums if employers hire new 
workers who are high risks. 

4. 	 PROHffiIT INSURERS (AND SELF-INSURED EMPLOYER PLANS) FROM 
IMPOSING CAPS ON BENEFITS FOR SPECIFIC DISEASES. 

Issues: 

• 	 Could raise premiums a small amount. 

• 	 ERISA currently preempts states from doing this for self-insured plans. 

OBJECTIVE 2: 	 To guarantee access to coverage for everyone and to limit 
variations in premiums across individuals and businesses (which 
can make coverage unaffordable for high risks). 

POSSIBLE INITIATIVES: 

1. 	 GUARANTEED ISSUE: Require insurers to make coverage accessible to e"eryone, 
regardless of health status. 

2 




Issues: 

• 	 Insurance may not be affordable: Without rating reforms, insures could simply charge those 

who are sick unaffordably high premiums. 


• 	 Overall premiums are likely to rise. [Premiums are likely to be higher when subsidies are 

offered.] 


2. 	 LIMIT PREMIUM VARIATIONS ACROSS INDIVIDUALS AND SMALL 
BUSINESSES. 

The majority of states have implemented at least minimal rating reforms, but generally only for 
small businesses -- not individuals. 

Possible Options: 

1. 	 Limit Premium Increases: The extent to which insurers can vary premium increases due 

to health status could be limited. 


2. 	 Limit Premium Variations: The extent to which insurers could vary their experience rated 

premiums could be limited. 


3. 	 Permit Premium Variations only for age for each benefits package. 

4. 	 Pure Community Rating. 

Issues: 
\ 

• 	 The more premiums are compressed, the greater the disruption to the market. Businesses 

with and individuals who are younger and healthier are likely to pay more the more 

premiums are restricted . 


..'1. 	 !.fJ. 
• 	 To limit premium variations, it is necessary to define a risk pool (Le., individuals and 


employers with 50 or fewer employees). In order for this to be effective, self-insurance for 

those who qualify for the risk pool would have to be prohibited. 


There was -- and will likely continue to be -- pressure from associations of small 
employers to separate themselves from the larger community risk pool. This separation 
would reduce the effectiveness of pooling, potentially leaving the community pool with 
a sicker than average population and higher premiums. 

• 	 Rating reforms are more difficult to enforce without standardization of benefits. 
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• 	 Rating reforms in conjunction with guaranteed access to coverage may require some 
mechanism, such as risk adjustment or reinsurance, to ensure that insurers are not penalized 
for attracting sicker people or rewarded for attracting healthy people. 

3. 	 INTEGRATE INDIVIDUAL PURCHASERS AND SMALL BUSINESSES INTO A 
SINGLE COMMUNITY RISK POOL. 

\ 

Issues: 

• 	 Integration may be necessary to make comprehensive insurance reforms viable in the 
individual market. Otherwise, the risk pool may contain only sick iridividuals. 

• 	 Integration could increase premiums for small businesses and increase their desire to leave 
the community risk pool. This effect increases in the presence of generous subsidies. 

" 

OBJECTIVE 3: To restructure the market to promote competition among 
insurers based on efficiency and service and to reduce 
opportunities for risk selection by insurers. 

POSSIBLE INITIATIVES: 

1. 	 PROMOTE ESTABLISHMENT OF PURCHASING COOPERATIVES FOR 
INDIVIDUAL PURCHASERS AND SMALL BUSINESSES. i 

Federal law is not a barrier to the establishment of purchasing c()Operatives, but Federal initiatives 
could promote their establishment. 

Possible Optjons: The Federal government could: 

1. 	 Provide-.administrative funding and technical assistancei 

2. 	 Require the establishment (e.g., by states) of cooperatives. 

3. 	 Enact uniform standards for cooperatives. 

4. 	 Make FEHBP -- the health program for Federal employees -- available to other businesses 
and individuals. 

4 




Issues: 

• 	 Purchasing cooperatives are not likely to be viable without comprehensive insurance market 
reforms, because healthy people will choose to buy insurance at lower costs outside the 
cooperatives, leaving only the sick inside the pool. . 

2. STANDARDIZE BENEFIT PACKAGES. 

Benefits could be standardized to a single package, or to several packages (with some more 
comprehensive than others). Standardization of a defined set of benefits makes it easier for 
applicants to compare premiums across insurers, which increases competition. It also limits the 
ability of insurance companies to avoid sick people through the design of their benefits packages. 

(' 

Issues: 

• 	 Establishing the composition of the . package can generate significant controversy. ... 

• 	 Some people would be required to change their existing coverage (though they could still buy 
supplemental coverage). 

• 	 Some type of standardization may be necessary to act as a benchmark if substantial premium 
subsidies are to be offered to low income people. 

\ 

" :~ 
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Three possible objectives for reforming the insurance market -- in order of increasing 
comprehensiveness -- are: 

1. 	 PORTABILITY: To improve the ability of the currently insured to maintain 
coverage. 

2. 	 ACCESS AND AFFORDABILITY: To guarantee access to coverage for 
everyone and limit variations in premiums across individuals and businesses. 
[These reforms are essential to coverage expansions through private 
insurance. ] ... 

3. 	 ENCOURAGE COMPETITION: To promote competition among insurers 
based on efficiency and service and to reduce opportunities for risk selection 
by insu.rers. . 

OBJECTIVE 1: To improve the ability of the currently insured to 
. maintain coverage. 

POssmLE INITIATIVES 

... PROHmIT PRE-EXISTING CONDITION EXCLUSIONS FOR THE 
CURRENTLY INSURED. 

\ 

. Most insurance reform proposals prohibit insurers from imposing pre-existing 
condition exclusions on· people with coverage who change insurers (e.g., when they 
change jobs) . 

Issues: 

• 	 Most states have limited pre-existing condition exclusions in the small 
business market, but only some have done so for individual purchasers. 
States are limited in their ability to limit exclusions for larger 
businesses because most,of them self-insure, and ERISA preempts state 
regulation of self-insured arrangements. 

• 	 Limiting the use of pre-existing condition exclusions could raise 
premiums somewhat in a voluntary insurance market. The effect on 
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premiums would be bigger with respect to individual purchasers (e.g., 
the self-employed) than employer groups, because employer groups and 
pool risks across a mix of both healthy and sick employees. . 

However, as long as insurers are permitted to deny coverage or charge 
higher premiums based on health status, limiting the use of pre-existing 
condition exclusions would likely increase premiums for those who are 
sick and would benefit from the limited exclusions, but leave premiums 
largely unchanged for those who are healthy. 

• 	 Some assert that prohibiting pre-existing condition exclusions for the 
currently insured would guarantee portability of coverage. However, 
portability of coverage is not assured without guaranteed access to 
coverage and rating reforms because, without them, people could be 
denied coverage or charged high premiums when trying to change 
insurers. ..... 

~ REQUIRE INSURERS TO RENEW COVERAGE REGARDLESS OF 
HEALTH STATUS. 

Issues: . 

• 	 Some rating reforms (e.g., limiting discriminatory rate increases) are 
necessary to make guaranteed renewal meaningful. Otherwise, insurers 
can effectively cancel coverage for people who become sick by raising 
their premiums to unaffordable levels. 

• 	 The effect on overall premiums of guaranteed renewal is likely to be 
m~est. 

• The vast majority of states have assured renewability for small 
businesses, but only several have done so for individual purchasers 
(e.g., the self-employed). States have generally implemented 
guaranteed renewal for small businesses in conjunction with rating 
reforms. 

~ GUARANTEE ACCESS TO INSURANCE FOR NEW EMPLOYEES IN 
BUSINESSES THAT OFFER COVERAGE. 

In some states, insurers can decide to reject specific employees in' a business because 
of their health status. This initiative would require insurers to accept new employees 
of any employer group that they insure. 
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Issues: 

• 	 For very small groups, there is some danger that employers will hire 
their friends or relatives (particularly those who are sick) for the 
purpose of qualifying them for coverage. 

• 	 This initiative would help solve "job lock" for the vast majority of 
employees, since they could change jobs without fear of losing 
coverage because of poor health status. However, some "job lock" 
would remain, because not all employers contribute towards coverage 
(and some employers offer less generous benefits than others). 

• 	 Without rating reforms like community rating, premiums would likely 
rise for employers who hire someone who ordinarily would have been 
denied coverage by an insurer because of poor health status. 

• 	 This initiative is a more limited form of a guarantee that everyone has 
access to insurance. It would guarantee access for new employees of 
businesses that already have insurance. But, it would not guarantee 
that a small business or individual purchaser could get insurance to 
begin with. 

~ PROHffiIT INSURERS (AND SELF-INSURED EMPWYER PLANS) FROM 
IMPOSING CAPS ON BENEFITS FOR SPECIFIC DISEASES. 

This initiative would prohibit plans from placing a cap on benefits for a specific 
disease, particularly after a person has become ill. 

Issues: \ 

• 	 While many states have limited the ability of insurers to impose 
disease-specific caps, ERISA preempts states from doing so for self­
insured plans. 

• 	 Prohibiting the use of disease-specific caps (e.g., for cancer or AIDS) 
would raise premiums (or costs for self-insured plans) a small amount. 
In the absence of rating reforms like community rating, premiums 
would likely rise primarily for those employers with employees who 
have one of the relevant illnesses. 
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OBJECTIVE 2: . To guarantee access to coverage for everyone and to 
limit variations in premiums across individuals and 
businesses (which can make coverage unaffordable for 
those who are sick). 

POssmLE INITIATIVES 

.. REQUIRE INSURERS TO MAKE COVERAGE ACCESSmLE TO 
EVERYONE; REGARDLESS OF HEALm STATUS. 

Issues: 

• The vast majority of states have assured access for small businesses 
(e.g., 3 to 25 employees). Few states have done so for individua! 
purchasers (e.g., the self-employed), for very small businesses, Or for 
businesses with more than 25 employees. 

• Rating reforms are necessary to make guaranteed acceptanCe and 
renewal by insurers meaningful. Otherwise, insurers could simply 
charge those who are sick unaffordably high premiums. 

• Comprehensive insurance reforms -- including guaranteed access and 
rating reforms like community rating -- are necessary to create a 
program that provides subsidies for the purchase of private health 
insurance. 

• 	 Unless insurers are allowed to impose some pre-existing condition 
exclusions (generally 6 months) on the previously uninsured, 

. individuals who were not previously insured may tend to wait until they 
get sick to purchase insurance. 

• Guaranteed access to insurance would raise overall premiums somewhat 
as sicker people enter the insurance market (particularly if significant 
subsidies are offered, allowing greater numbers of the uninsured to buy 
coverage), 

• 	 According· to an analysis by Lewin-VHI for the Catholic Health 
Association, comprehensive insurance reforms without any 
subsidies to make coverage more obtainable would raise 
premiums by about $4 per person per month on average 
(assuming community rating with premium adjustments for age), 
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. Insurance reforms along with significant subsidies would raise 
premiums by about $10 per person per month on average. And 
with universal coverage -- which would bring healthy as well as 
sick people into the system -- premiums would rise by about $3 
per person per month. 

• 	 Experience with COBRA -- which allows employees who leave 
their jobs to continue buying insurance for a limited period of 
time at about the same rate as the employer pays -- also offers 
evidence that premiums would likely rise. Generally, people 
who opt to continue coverage through COBRA (at full cost to 
themselves) are much sicker than average. 

• 	 While premiums would likely rise, out of pocket health spending 
and uncompensated care would likely fall. 

... LIMIT PREMIUM VARIATIONS ACROSS INDIVIDUALS AND SMALL 
BUSINESSES. 

There are a number of options for limiting premium variation (listed in order of 
increasing limitations): 

1. 	 Limit the extent to which insurers can vary premium increases due to health 
status. For example, an insurer could be required to give the same percentage 
premium increase to all small business upon renewal of coverage. 

This option would not immediately increase or decrease premiums for the 
currently insured, but would tend to narrow variations in premiums over time. 
Insurers would, over time, likely give newly insuring businesses similar 
premiums, because they could no longer give healthy groups low premiums to 
begin with and then increase their premiums significantly over time if someone 
in the group gets sick. 

2.:rI.t 	 Permit limited premium variations for specified rating characteristics. For .,;~. 

example, insurers could be permitted to charge sicker employer groups up to 
one and a half times what they charge healthier groups, and to charge 
businesses in certain "high risk" industries up to one and a half times what 
they charger businesses in "lower risk" industries. The bill sponsored by 
Secretary Bentsen· in the Senate contained provisions similar to these and to the 
option described above. 
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3. 	 Eliminate experience rating, permitting premium variations in a geographic 
area only for benefit differences, age, and family status (i.e., 
"age/demographic rating"). Variations for age could be limited (e.g., an 
insurer could charge older individuals no more than twice what it charges 
younger individuals, rather than four or five times as is common today). 

4. 	 Eliminate experience and age rating, permitting premium variations in a' 
geographic area only for benefit differences and family status (Le., "pure 
community rating, II as in New York). 

Issues: 

• 	 The more that premiums are compressed (Le., the greater the 
restrictions on how much insurers can vary premiums from one group 
to another), the greater the disruption to the market: 

• 	 Businesses with healthy workers would pay more than they do 
today and businesses with sicker workers would pay less. In 
general, more businesses would likely see premium increases 
than decreases, although the increases would, on average, be 
smaller than the decreases. 

• 	 Individuals and businesses with workers who are younger and 
healthier would be less likely to maintain their insurance 

. (particularly if age rating is significantly limited or prohibited). 
The pool of insured people would consequently become older 
and sicker, which would raise average premiums. 

• 	 An analysis conducted by the American Academy of Actuaries looked 
at the effect of different rating reforms. 

• 	 . According to the analysis, moving to pure community rating 
would require little or no change for 39 % of individuals and 
small employers with fewer than 25 employees. One-fifth of 
individual purchasers and small employers would see premium 
increases of more than 20%, and 12% would see premium 
decreases of more than 20 % . 

• 	 Permitting premium variations for age would lessen the impact 
of premium increases, according to the analysis. 63 % of 
individuals would see little or no change, 9 % would see 
increases of more than 20%, and 6% would see premium 
decreases of more than 20%. 
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• 	 The analysis makes a number of simplifying assumptions (it 
does not, for example, account for any administrative cost 
savings or for the cost of covering sicker people by expanding 
access). 

Moreover, the study does not look at impacts over time. For 
example, without reform, a small business with a low premium 
today could see its premium rise significantly if an employee 
became ill. 

• Permitting limited experience rating (e.g., permitting an insurer 
. to charge a sick employer group one and a half times what it 
charges a healthy group) would tend to mitigate this disruption. 

• 	 T() limit premium variations, it is necessary to define a risk pool. For 
example, it is.necessary to define the size of business to which. the 
reforms apply. .;.. 

• 	 In most of last session's Congressional reform bills, the largest 
businesses to which community rating applied generally ranged 
from 100 to 1,000 employees. 

• 	 Many businesses -- especially larger employers that are part of 
the pool -- believe that they would be better off negotiating 
separately 'with insurers instead of being part of one large 
community risk pool with other businesses. 

• 	 There was -- and will likely continue to be -- pressure from 
associations of small employers to separate themselves from the 
larger community risk pool. This separation would reduce the 
effectiveness of pooling, potentially leaving the community pool 
with a sicker than average population and higher premiums. 

• 	 Businesses larger than the threshold for community rating may" 
want the option to purchase community-rated coverage, 
particularly in geographic areas where they have a small number 
of employees. If they are permitted to do so, premiums for 
small employees would likely rise, because sicker large 
businesses would be more likely to purchase community-:-rated 
coverage than healthier large businesses. Employer-specific risk. 
adjustments designed to prevent this behavior are difficult to 
implement. 
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• 	 Comprehensive federal insurance reforms raise the issue of whether, 
and to what extent, to'permit states to enact reforms that are more 
comprehensive. 

• 	 In the last Congressional session, some suggested (e.g., in the 
Senate Mainstream proposal) that federal reforms should 
preempt further state reforms.· Large insurers generally 
advocate national uniformity and preemption of further state 
reforms. 

• 	 Allowing states to enact more comprehensive reforms also raises 
technical issues. It is sometimes difficult to determine whether 
a reform is more comprehensive or less comprehensive. 

• 	 A particularly difficult area of federal preemptionconcems self­
insured plans offered by associations of small employers. ,States 
currently have the authority to restrict or prohibit self-ins1'ifed 
association plans (and some have done so), but there would be 
pressure in the context of federal reforms to grandfather-in these 
plans (some of which are now operating illegJ1ly). 

• 	 Rating reforms are more difficult to enforce without standardization of 
benefits. 

• 	 Per91itting insurers to vary benefits significantly gives them 
greater opportunities to use benefit differences to segment 
healthy people from sicker people, and to charge the benefit 
packages chosen by the sicker people' higher premiums. 

• 	 For example, a benefit plan with prescription drug coverage will 
attract sicker people (and have higher premiums) than a benefit 
plan without drug coverage. Similarly, healthy people would 
tend to prefer a catastrophic package if they were offered a 
choice of that or a more comprehensive package. 

• 	 Providing for multiple, standardized packages makes reforms 
easier than with multiple, un-standardized packages. With 
standardized packages, it is easier to prevent insurers from 
varying premiums across the packages for risk selection. 

• 	 Rating reforms in conjunction with guaranteed access to coverage may 
require some mechanism to ensure that insurers are not penalized for 
attracting sicker people or rewarded for attracting healthy people. 
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• 	 One such mechanism is "risk adjustment" -- where funds are 
transferred from plans that attract healthy people to plans that 
attract sicker people -- but there is little actual experience with 
risk adjustment. 

• 	 "Reinsurance" -- where the cost of certain high-risk cases is 
spread across all insurers -- is an alternative approach that has 
been used more extensively. 

• 	 To make rating reforms effective, self-insurance would have to be 
prohibited among the businesses to which the reforms apply (e.g., 
businesses with fewer than 100 employees). Otherwise, healthier 
businesses would tend to self-insure, leaving higher premiums for the 
sicker businesses that do not. D 

However, it is generally believed that smaller firms have increasi~gly 
been choosing to self-insure, and there will likely be pressure to--mlow 
them to do so. 

If it is 	necessary or desirable to allow smalle: firms to self-insure, an 
alternative to rating reforms like community rating would be to permit 
businesses to self-insure, but only if they buy mandatory' stop loss 
coverage (which limits the employer's financial exposure in exchange 
for a small premium). This would limit variations across employers to 
some extent, but would require new regulation of stop loss coverage. 

• 	 The majority of states have implemented at least minimal rating 
reforms. 

\• 	 States have generally permitted experience rating, but limited 
the amount by which premiums can vary from one business to 
another. 

• 	 Most states have implemented reforms only for small businesses 
(e.g., those with up to 25 employees). They have generally 
excluded from reforms individual purchasers and the smallest of 
businesses (e.g., those with one or two employees). 

~ INTEGRATE INDIVIDUAL PURCHASERS AND SMALL BUSINESSES 
INTO A SINGLE COMMUNITY RISK POOL. 

An insurer would charge an individual unaffiliated with an employer (e.g., a self­
employed person) the same premium that it would charge to a small business. 
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Issues: 

• 	 Integration may be necessary to make comprehensive insurance reforms 
viable in the individual market. 

In a voluntary market, insurance reforms inevitably lead to some 
adverse selection (i.e., higher premiums as a result of sicker people 
tending to buy insurance more often than healthier people). In the 
employer market, adverse selection is mitigated by the fact that most 
employer groups have a mixture of healthy and sick individuals . 

. In the individual market, however, adverse selection could be severe 
(leading to very high premiums). The effect on premiums for 
individuals could be smaller if it were spread more broadly, such as 
across small and medium sized employers, as long as the groups could 

. not self-select themselves out of the market. -
• 	 This integration would increase premiums for small businesses, and 

increase their desire to leave the community risk pool (e.g., through 
plans serving aswciations of small employers). 

The effect on small business premiums depends heavily on the extent to 
which coverage of individuals is expanded through broad-based 
subsidies. Without significant subsidies, few individuals are likely to 
purchase coverage even with insurance reforms, so the overall effect on 
premiums would likely be smaller. 

OBJECTIVE 3: 	To promote competition among insure~ based on 
efficiency and service and to reduce opportunities for 
risk selection by insurers. 

POSSIBLE INITIATIVES· 

'11 


~ PROMOTE ESTABLISHMENT OF PURCHASING COOPERATIVES FOR 
INDIVIDUAL PURCHASERS AND SMALL BUSINESSES. 

Federal law is nota barrier to the establishment of purchasing cooperatives, but 
federal initiatives could promote their establishment. . 

The Federal government could: 

1. 	 Provide administrative funding and technical assistance. 
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2. 	 Effectively require the establishment of purchasing cooperatives (e.g., by 
providing incentives for states to do so, and/or disincentives for them not to do 
so). . 

3. 	 Enact uniform standards for cooperatives. 

4. 	 Make FEHBP -- the health program for federal employees -- available to other 
businesses or individuals. 

Issues: 

• 	 Purchasing cooperatives for small businesses or individuals. (including 
the use of FEHBP) are not likely to be viable without comprehensive 

,insurance reforms (e. g., guaranteed access and rating reforms). 
Otherwise, cooperatives will attract sicker individuals while insurers 
outside of cooperatives cover healthier people. 

..... 
In California, for example, the Health Insurance Plan of California 
(HIPC) operates on a generally' level playing field with the rest of the 
small b1.~siness insurance market. 

• 	 Cooperatives can be mandatory (Le., where insurance can only be 
purchased through the cooperative) or voluntary (Le., where insurance 
can be purchased inside or outside the cooperative). In general, 
voluntary cooperatives have attracted broader support . 

.. STANDARDIZE BENEFIT PACKAGES. 

Benefits could be standardized to a single package, or \0 several packages (with some 
more comprehensive than others). Insurers could be required to offer a standard 
package, but permitted to offer other packages as well. 

Issues: 

• 	 Standardizing benefits requires the establishment of the package(s) 
(either through legislation or regulation), with significant controversy 
over what to include in the package. 

• 	 Standard benefit packages make it easier for applicants to compare 
. premiums across insurers, which increases competition. 
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• 	 Standard packages help to prevent insurers from avoiding sick· 
individuals through the design of their coverage. For example, not 
offering coverage of prescription drugs helps to dissuade people who 
are sick from joining a particular plan. 

• 	 If insurers can offer only the standard benefit package(s), some people 
would be required to change their existing coverage (though they could 
still buy supplemental coverage), . The greater the number of 
standardized packages, the fewer the number of people who would have 
to change coverage (and the more complicated the system). 

• 	 Options to standardize the "level" of coverage by permitting insurers to 
design benefit packages that meet a specified "actuarial value" do not 

. achieve the advantages of standardization. They do not provide the 
ability to compare packages, nor do they prevent insurers from· 
designing packages to attract the healthy and avoid the sick. 

• 	 Some type of standardization may be necessary to act as a benchmark if 
substantial premium subsidies are provided to lower income people. 
That is, subsidies have to be tied to some established level of benefits, 
which insurers are required to offer. 

\ 
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" .' . . Next Steps in He8Jth Reform 
.' . " .' .' \' ' 

, \ . "', 

, I believe that consensus ~ be reached on three components for health, legislation. 
, ,,' , I" \' , " , I ' :... ~' '\ ' , J " , ';"" ' 

I. 	 'Expanding Coverage'':' inve~t in.cost-effective me~ures to improve health outc~mes. , '.
)' .'. , 	 l - , ' , 'I 

., . 	 I 

1.. ,Focus on younger age'1~roups . ". 
":2. There, is more to expanding access than giving, irisur~ce 
'. '3. ,MiUcelifestyle chariges a part of .the program' ' ,'.' , ''I 

, \. 	 ' . ,): ' 

t....: ," , '. ' '. 	 "t,. J 

II:. 'InsuranCe Reform - incr~aseportability of coverage; promote·costsaving~.· 

, ;.:L . 'Encourage, small group'poQling' .. ' '. -- '. , , 

, 2 .. Ensure portability. ...... . . 
,', :. 

- ,"'Pre-existing conditionSlguaranteeq issue/guaIanteed ~enewability l' 

3. '·'But. ip'poserestriction~on individual arid insurer behavior . 
. 	 , .Hard to join new p~licies if voluntarily uninsured' 

. 'Risk,adjustment I reinsurance of high risk <:aSes 
, ' 	 . . t ". • ,~ , 

.. '. ," 'j'" , 	 - , , • ' • , '.' , \, , " / 

-'--~:~-:;-·-'--III-.·-.-,,Health-Gosts;--wo*-to-lower-leyel-of-wsts-and-have,;lower-,lQflg-ternl-C9sLgrowth.- ~-, ........ . 

" .j' 	 " '/' ,': • !',' , " (, . '\ ': . ' . '. ' ~' " , 

I .1 " . Make individ~alS more cost conscious ~hen they reCe'ive tarb. 	
" . 

. " , TaX cap" !'. . / , , ' " 

, 
.. ' 

- .' Subsidy for out-Of-pocket payments if catastrophic policY·j. ',,' '... 
'2. 'Mak;e pedpie'mdre Cost consCious when they choose insurari~ and increiiSeinsurance 

choices· ,.., ' '.,.' ,,' I'" of '.. " • 

.P:t:omote group purchase, particularly for small finns.' 
" 	

'T ,'. ' . ' , ' (j. 	 . , I 

,.ax cap .. ' . 
3; . Malpr{lctice refonns . . :' '. ... ' .' 

'! 
, . Caps on damages, or no fault at enterprise level ' . ..' ' " ,. 

4.\ Redo public 'srctor t.o lower costs without, ,pairiful ~osts .. '. ',' " '.:.. . 
-'. "Increased use of managed care; potentially througl1 voucher in Meqicare 

. Have ,more bidding for serVices run publiCly 
"Fold into .FEHBP /. .' '" ". .'," , l 

..... , { 

... .' ·A.Potentiai Baiance'Sheet . 

. Spen~ing. 	 . Source of Revenue . \ , \ .. 	 . \ 

.'. ' Kids 'Program ' 	 TaXes on aIcohollci~arettes, J" 

.Increase take'-up rates\' . Tax:Cap' ,',. ..' " .•..... 
Violence. inititive . , Sav~gs 'in' public sector from direct cuts 

. " •. or increased' use ,of managed care .' ' 
, , , 

I. 
"/ ! 

.;' ~ , , 

, , 
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, 'I. "Cover~e EXpaDsio~s 

!hree iS,sues 'are relevant in ,cQverage expansions: " 

, "1. Younger is be~r. 	 ., " 

Inc~easing, evidence s~gge~ts that adverse conditions ,early in life (before age' 3) J:n~y affect 
, health tl)roughoutlife, as Wen as school 'preparedriess and other shorHerm indici:ltors., There 
" are three potential ways top~ovide'more health' care for children:' , , 

, t,' \, . . '.,.",., " " . ", 

/ ' . ,\ 

< ' Guarantee universal coverage of chi1dten~l with a' buy-in for qigher income ,families.,'. " - ' 	 To' avoid dropping 'of dependent Coverage, 'want to require thafiLdepe~dent; 
~overage'is offereda{work;musttake it'there.:' " " 

" ' , ' 

:,' 
',' , 

" ,Provide c~ethf(;lUgh schools ,forschool-age c;~i1dfen. 
" .' , 

\ ," ' 

• ,:' PCovide care directly in poor 'areas. 
, '- ", \' 

2. 	 Ther~ is, m~re ~'exPanding'a~ th~eliminating in~urance barr~er:S. ' 

, " ,:'.' """,,',,'" " ' .:' ,,": , ,,' , ': '< c " , ," " : 
 I " >­

, , ' Giving the ,poor insurance coverage is il 'start -- but only il start -- to improving access to ' ; , 
,:.."-,:-'--,,:--hea1th.;care.-:-ln-addition-to-guaranteed,,co~erage,,-tWo-other..strategies-arecworthwhi1e::~~__ ,~,~____ '::~~"'~_ 
, " t , '." , .',,',' '\." ,.... ' , • t • ' , 

In~ease 	take-up rateS -,Low take:'up rates appear to:be:abig problem. , Ii1 ~any',• 
recent expansions, peopie reCeived pUblic'insurance 6i1lY.at tbetime of acute il~s, 

, rather than when they cOuld have received preventive ~e.Care'this .ia,te does' little ' 
.... \good. ,,' " ',:, ',,:',,':' , I, ,,';, :",:,,' ,'.", 

, 	 , ' 
,', 

W~t t~spread Q1oreinforInation' about qualification~ pote~tiallyt1lrough 
"'" 

schools~, ' " '. '" 
, ' 

" Promote one pOint,()f enttytO'system. -'In hlmost e~ery unive~sal system, tbetich 
'get mo're healtli.qll'e than the poor. This is,'probab,y because th~ rich 'are bener'~t 
flilding doctors, searc;hing around for treatments, etc. ,A, re91edy Jorthis .ls<to have 

!. " 	 a. clear point of entry for poor folks when we eXPand coverage,: " 
~ -	 " . 'I 

I' 

3. ~akelifestyle ch~ges' a part.or:th~ program." ,',' ',.'" 
• • • ' " , j ., :' ",", -; " ; _, '" T , • " '. ••••• ' • ",,' , .: '~".."" ~. ~., 	 .~ 

,If'asked to rank what,things the government could do $at~olild most improve the health Of 
, " 

Americans, lWQuld'listthe following: .'. " . " , , 
, 	 ! J 

" , 

• Redu~ .violenCe. ' ," , 	 " ., ,.,. 
• Prqrnote,healthy btrh~vio~ while pregnant _'na'. smoking, drinking, or iliegal drUgus~ 
• Reduce smoking, drinking, and illegal drugs among young,adults. ,. ' , 

, 'I., , ,L '. ' . ' ,\. \,' 

" .. 
, • ~ \ , 	 , , • . ' ,\ J 

Some initiatives along these lines 'COUld easily be i~cluded .in' a health/program. 
" , • ,,' , ',~ " j ;, ': _ • ", t. r \ , ' , '. " ~ 

• 'J'" 

" , 
; ~ , 

http:6i1lY.at


"., ~ 

\ ' 

'" .J', " 	 , , l 
! J.' , , 

, I 

InsuranCe Reform . . ,~ 

'.. .',I 

• T 'j

1. 	 Goals, ': 

- ' ."There are two goals of'insQ~an~,refo~: 

(i) 	 , ',I>ortaqility/access ~ aHow, people to tnirlsitionjoblreasi~r; reduce c~cellatio~s be~~use 
'a person becomes sick; reduce premium 'chang~s in response to getting sick.'· ' ,,' 

, '. '. ',. . . . '. 


" ' , I 

I. 	 . ... " 

~ 	 • 1/ 

:' (ii) 	 Costcontairuilent- reform market-so people have'ability and incentiv~s to'lower costs ' 
(discus~eqin next, section} ", ',": : , "'" "~ "'" ' 

, :"": \( 

The problem, 	 \ , 

" I 

, . Most9ftheportabi1ityprobl~~s ("job lock II:; IIself-employment lock~I~;>"small bu~iIless lock") 
are because people are afraid that if tliey change jobs~th~y wilfnot be covered'immediately . 

,(pre-existing ~ndiqons), or they"will 'be refused coverage (lack pf guaranteed issue). 
They .al~ feei that ,if they. worlc for .a.sm~l firm, 'they will nOl b~ allow¢ to renew coverage 

" ' (lack ofguaranteed renewability), or their premiums may increase dramatically (experience 
---,-,..,-,,:-',,--:,,--r..ating.). .,"" 	 . ::' .-...-;...-,.--,~ ...---., ._....... <> ..- ..~, - ~..- -'
• 

Want tQ requii"e': '- De pre-e~isting ~~ditionrestriCtiortS. "" ' " .' ,: ,,' . 
, , , .. guaran~, issue/re~ewabmty ,'with rateband~, , , 

, . ,: 

I :Wim~' to encourage: -small' groups to pool togetherin.purchasing pools: . 

. " , 

,I 

DitTicialties in ,soIVin'g thes¢ p~oblems
" " 	 , : 

" 
DeinaI)d sIde: If~ple ~~ qualify forcover~e ~asily when'they aresick, they will , 

>haye i~centive~ 'towai~ until, they are ,sick before slgnirlg'upfor car~', " ,""" " 
" ' 

,', . " i, 
', Solutions: . Designirig insurance reforms: 

, < 
) 	 I .' ',. ',' '''', ", - (, 

, \ . Allow age~J;'atingof insurance premiums~ , ' 
. " " ," " " '.~ " .', \';'" , 

Ailow~t~~~isting , oonditi6ns 'if perso~ moves frori. , 
nOLhaving insurance iohavirig insurance. ,No pn~- , 
e:id~tmg ~nditions if-move fromjob with, irisurance to , ' 
:plother job witlt.insurance~ ... 

, , 

• 	 (Potentially) assess peopl~ 'an iulditlonalamQunt if they sh~w 
up for insudmce without havin~ 'purdiased in several ye3I:s.. 

, 'j 



, ,~ 	 " /
I \' i' 

, /'.. . , 	

j, 

'/, .. 
" , 	

, -' 
.. ' . ~ . " " 

" 	 \ .. ' 

, 2; ',Supply side:: Irisure~s will havei'rieentives to attract the, h~althy and ,discourage the 
sick if they cannot ,charge the ,healthy a' very low, price or,ftie siclF a very high' pric~. 

, , 	 . ", .' . 

Solutions: • " ';', Risk' adjustme~t, partlcul~ly,within, purchasi~g pools.' ," 
• 	 ' \ ,. ,,':'. I .,! 

" • ,Require mandatory, reinsurance for very high cost cases (e.g., ' 
, >$~5,ooq per year)~,' " ,',,' ,,' ' 

,; 

.\ -
./ 

Jtist like a' state' high-risk ,pool., ' 
" r 

• . I, 	 ',' .' " _. ., ". . , '. 

3. ,"lArge, firm problem:, Many of these' proposed ref(jrms, if done at a stine level; , 
'.,require' that' states',be, able 	to' impose requirements'C)n large, self-insured firms. 
Currently, states cannot do 'that because of ERISA exemptions. 

" I ., ;. 

Need 10 open E~IsA issue! Very' co~plicated pOliti'cal p~oble~.'!,: . ' 

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

. ", • .I I. 	
,I 

• Related .issue is MEWAs~" 
, \ 


,," 

\ ' 

, . I , ' .. . " ' , 

Consideration of these problems suggests' ,a solution of the' form:, . . . . " , . . 

, '.. Basic PoliCy' ' 	
, , 

, Oualifications ,I' , 

, /' 

, ' 

,\ .. 
I 	 .' • . • ,,' • • '\ , • I \. . '. ':, : \/ . 

• 'No pre-existing condition, • 	Allow. exclusion fo'r people mo~ii1g from' 
, , exclusion-s' ' 	 , i' uninsured to' insured , " , " ' , 

" I 

~ Guaranteed issu~/renewability;, .' Allow age adju~tment " ' " 
,rate bands ' , • Relatively loose band's'(outside ofptirchasing 

groups) , " ' 
, , • Risk adjustment I " ", '~ 
, .. Require,reinsuranC¢ for very high cost cases " 

• 	 '1.' \ .I,' I ,_ . • '.' '\. '.' .' .' I 

,) /, 

, .'Encourage purchasing groups,' \ 
\ 	 , .: ,l, . 

, .'11 , ' 

{, 
/ , 

I', . 

, I 

, / 


'. 	 ~ 
," 

" , 
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, )', 
" , 
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;' , 
, , \, 1 

" :, 

, ' 

" " 

, ,Cost Contain~ent ' 
I , 

,1. There are'two basiC problerris re~arding health' costs " " 
\ , . ". /.,,' " .' " " .! 

/ 

" (i) 
I 

, • I , ,~ ", ",. ' 

"The level, of costs' is higher than it should be,' ,This' is. .largely becaQse of, 
adrriinistrative expen~es (approx. 5 ~rcent),and more importantly, provisfon of 
ul)I1ecessary cate(approx. lOpercent,)., Net unneCessary expense is ~ppr6x . .15 

, ' [-" ' " , I'" 

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

,,' 
. ,I. 

' .. , 

I (ii), 
" " ',~ '/,' , -'.' .', " 'I ' , '., - ", '_~' , 

",Cost 'gro\\1h is rapi~.Thl~ 'is largely because of cost increasing technologicl,ll chang~. 
; Need eitherincentjves to have cost-decreasing technological chlUige or't<;>iinpose 

limits'"on use of new technologi~s.," " " " ' , " " ~ " ", 

" 

2.. 
-\ 
i. Worth,while Reforms, 

I J, I, , }," 

" 
, 

" 

" 

" \.' 

)'\ " 

'/ 

(i) 
, , " .I '. ,'! , 

D,emand-side: ,Make individuals:tnqre c9st-con~cious when they ,go to' the doctqr; 
throughhjgher out-of.;.pocket payhlent~ (e.g:; catastrqphicpolicy with free, prevent~ve'" ' , " . , 

1 care). '", 
l' " 

\' , 

,,', .._,_...L__ 

,./," . 

" 

, \, 

, (ii) 

• EncOurage high' Cost~shaffug poliCies, ~ough: , ,i' 

- ' 'Subsidies, to out-of-pocket,payme'ntsif have Qigh deductibles ' 
, Medical sa~ihgs' accounts, if choose high de<luctibles., , " 

, " " " .. ,' " 

j !" , ' 

, '\, " 

'Demand-s~de: ~iow fndiv'iduals rriore choice over health insurance plans'/and give' 
fin~dai incentives to choose less expensiveplans'(DlaJ1aged competitio~):', 

" " , " " .','. ,',' ,: 

, • ~ ',';, Encourage group formation amb~g ~~a:n firms.' Potential' solu~ions (ranging , 

/.. ,', 
frQm least to 'most intru~ive). /, , ' :' " , 

, r I , . ' , ' , 

Promote formation of HIPCs at state level. 

\ , 

" ' 

. \' 

.'.' . ' 

" Allow ,small, frrms/individuaIsacCess to reformed FEHBP po'ol. 
"Require frrrils that offer insurance ,to offer multiple policies. ," 

Eliniinate • tax' deductibility for, insu.railce 'purchas~d by , small ,firms, 
outSide of BIPCs.' ' ' , , 

"i '" 
• . . ~ .' I. " '. I -. • r' '. , 

Eliminate or cap favor~~le tax treatment for ,employ~r.,.provided in:surance~ 
• • ~ • .." ..' " ' • •••• .' \ • >" • , • 

" ' 

Require all frr:ms to ,offer choice of policies 
, ' ' '. 

Require equal Contributionrul~' 

, , 

", 

, ~, 

. ," v 

i:.: 

, " 

< 
" ",' 'I' " 

, , ' . 

, ... ' 



I," / .. 
, \ 

. '. 	 , ' 
\ . 

" . 	 .' J, < 

. (iii) Malpractice Reforms: Ranges from caps. o~ damages to no fault at the: enteq,rise, . 
. level. . Doh't expect bigi savings here: ',' . '. . . 

. \ .. , , ,.' '. 
.. ~, . , ',' 

(iv) 	 , Public.SectorPrograms:·.Need savings' in public ~ector.· Either 'get 'from\d~pcuts, 
'or from restru,ctUring programs. '.,. ' """., .. ' . \ 

. I 	 .' .' 

• .' I~crease us~ofmanaged;'car;, / .. 
, ';", Make this the' g~arantee for Medicaid . . ' .... , ; . . 

\-	 ' ., ­

,Encourage use for Medicare, or guarantee this amount and let people. 
" . ,suppJeme~t (like a voucher :program) " , " , 

.... , " 	 , .~. " \ 

, 	 . . 
\ 	 . , 

'. 

• 'aave'c~mpetiti~e 'biddingf6r public '~ervices . 


. E.g., bidding for DRG, rates, RBRVS amounts' .. 

',' ' . 

'\ , ' ' , . - ,', . 

¥ay want 'to op€m l,IpFEHBP. to ,MedicarelMedicaip recipientsl as way . to . 
enCourage choice. '.' ' . . \.
'I' . 

.; ,Sugge~tio~: To avoid ov~ly harsh cuts in MedicarelMedicaid alone if an e~tit1errient 
~api~.ne~ssarY' forma Federal. health budget,iricluding ,Medicare, Medicaid, y.A, 

I, DOD:, ··PtiblicHealth;· .and Tax Expenditure from. employer-sponsored . insurance., 

_,......-'-_ ,.~._..,.-,L__.....:.<" M*es cuts occur in aJl of thes~_~e.as.l?r~portiom~t.e~y. .' '. '.. __,.c ' __ ,.:, 


3. . '. What's, not inclulde'4 
I ,~, 

Limit.doctors inOOmes/hospi~.feveh~es,thi~aPpears to'be ~ore,interventidni~~ than people 
ar~.wi11ing to accept. ~ay al~o be bad policy.' . '. ' .. ,: , .... '. ' . '., ... , ...., ' 

'.. Best idea:- wait and see what h'appenswith steps (i) and ,(ii). ' 
,. ,I 'I""'" 

, " 

:/ • f" ~ . 

I' .'

,4. Potential for. Cost Savings 
'. ,'" 

.' 
'Upper bound: Waste on the order of t5%.canbesqu~Z6dotit in tli~'n~xt decade. 

I" " Lower bound: Savings of 5 perCent uithe next decade: .'. " '.' '" ' .. ' , 
( . 

, ., " :, ' " < 	 '. " 

Then, range of savings is:" 	
.~ 

. I / . Range of..Private Sector Savings 
J. Estimate 	 Amount" 

I " / 

. .. 	 . i·';··,··'·j'

·.LowerBound ',' ','About 5per~ntpei year ',.5% total 
. / 

Upper Bound '. 
, : ~ . Abo~t. 1.5' pe~cent;per year. . 15 %' t9t:al ", 

! . 

. '/ . 	 r/ " 

I' . 

.", 

.' .'. , 	 \ . 
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',*'1 ,J' '"!, :,_1' , , 

, ; 

~,- , 

, ' J 

, HEALTH' CA!t!l' 'LIA8ILI''l'Y R!lPORM , ' 

• p' ''Title I. ,'pat;ient' Proteot'ton ;' I :. " 

, 'Mandatory, Pa,tient: Saf~ty Programs, 
,l " " ' .. 

, , ; 

Mandatory Rfs~Management,For'All'Hospi~a;ts an~ 
physipian' Offic~s ", " , 

,\ 

physic~an Licepeing Fees'Ba:r::marked For ,Pad.ent 
"',1 

',Safety Progr~ms " 
i ' 

", .' ,75,%: Federal )/'Ex'ciseTax ,oPo Piuiiti,;,e. Darn~g~B A~atdB i E:stabli~h,
.to" 

. , " F,ederal Trust Fundj ·AHCl?R eo Adnu.n~ster,Grants, to States ,for' 
','Improvement: ,in, Licensing and Man:itorin,s, fa,r. ,patient Safety' 

T1tl. IX. ueillth C"re Liability,Reform 
, , , 'j , 

MandatarY/:Nq.n-Bindi~g, Alternativ~ Dispute Res~'luti~n: .(SFC) 1, ;' .. 
. ~. ' 

, '/ 

Certtfic'ate, of Mer1t (C:e)"'(SLHRC) 2, ,",~, 
", 'l, ' '., J ' .. " \'~' ,',,':,: ,',,;'" \ ," ', .. 

Reasonable L'irn.itB on Attorneys I, Fees (SFC), (SLHRe) 3 
, !, ' 

" 

, p~riadic 'f~yment ,a'f Future: Awards ('CB):{SLHRC), 
) , \ . 

J ' Man:datory,offset cif C~ilateralS~urceBenef'its(CB)(SLHRC) 
, • , • L :\' • .', • ," :' '," ,'." ~, " , " " 

E:).imination of" Joint and ,~everal Lia~ility for Non":E;canomic 
and. pun,i~iveDainag"e~ O'lily" (SFC) ,', '".I : ,",' 'I' 

i' 

uniform "Statute of· Limitations' for Adults and Mi~or8 
; 


'J ',.' ,. 


\ 'l'itleI'I::t ~.' Preemption
>'" , ' • ' 

, ' 

Federal ,Law Will Serve as ciFloor';' StateSMaYlmplern~nt Mor.e 
" Strin~ent Re,fo:t;me (eEl (SFC) (SLHRe) ,\ 

" , f 
, \ 

, " 

J " , '.". 

" , 
" , 

, ," \ '. 

, '\ 

,J' ,IISFC" refers toi:J,)e bill passed by the 'Senate, 'Finance ' 
C6mrnid:ee., .8.:2351. \ ,,' " , 

, ' , 

z " ' "CB nrefer~'t6 'the Clint,an Bill ~~ S., 17.57 I ' H. R. 3600. , ' 

, 3 "SLHRC" refers CO ,~~hebil1pa96ed by the'sena~'e Labor, 
,and, Human Resources Comrnittee/S~ 2296',. 

,l •• ." , " 
• > ,L ' 

'.!. ' 

"; 
 .' 
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" ,.,' 

, " 
\, 

.", , ;.'1 " , , ',' , .' \, 

, . ,INSURANCE AND,MARKET REFORMS, ", 
" .~, \ " ~ , . I ' , 

" 

, 

, " , Preliniin3rY, Review. ' ' 
, October 25, 1994 ' " . / " 

, ., 

. SuMMARy, 

') . ," J, 

.' " Three possible objectives of ref~irming ,the irisurahce~' market: ::'-,,iri order' .Qf increasing, 
comprehensiveness -- are: " . 

, , , \,,' 

, ' L '; 
, 

PORTA~ILITY: To impr~ve the 'ability of the currently il)sur~ to maintain co~erage.
" '~. , ( ,> ' ' , " • ,.,'.,. ~ , ' 

.i,' ,ACC~S ANnAFFORDABILITY: To' guarant~ access'to ~~;~;age for' everYo~e and ,,': 
limit 'variations ,in premiums acrossjndividtials and businesses." , 

. : ,'. " . ',' _' .'. . ! ,/ .,', I' • , ' :.. , • .;' " ','; 

, I 3. :ENCOURAGE COMPETITION: To restructure the market to promote competition ,", 
'among irsurers based on' effici~ncy 'and serVice and to reduce opportunitie~ for' risk~, ' 

, seleCtion by insur~rs. ,. " , " " ' , , I' 

, .' ,,' \ ,I \' \ ',' 

,While, we c~'br~ thesecompoflent~,into'pieCes for.analysis, 'it, is impo~t to not~' tha~'they 
-'·::--'-'-~-~-are~'u'sua1ty-ii1tefa"Ctive. , i, ", ,._,,' ", '.'-~': :-- .",-" -<:~- ...:' - ...,.. !, , .. ,"\ :-' .",,,,- "p' 

POssmLE OBJECTIVES"'. '" 
, ' .' -, ' '. , 

, \.' 

" 

. OBJECTivE i: ;To ' improve the abilit~ ,of the' c~rrentl~. lnsu~ed to', maintain' 
, ...!." " . ,',', . 

,: ., / ! cover~ge.. .':" , " " . " 
, , I' , , , ': . : \ 

" " 
, POSSIBLE INITIATIVES: 1 I' 

, " 

_\' 

"I'. ~, " LIMIT THE USE OF PRE-EXISTING CO~IrI0NEXCLUSIONS., . 
, : 

" 

• . . , ~.,' i' ' • , 

,These proposals, generall y prohibit insurers from imposing pre-existing condition exc1us,iori period~ 
for th'e currently' uninsured. ' , " ./ , :" ,: 

f" -" • 

T', ", 

! 'Issues: " ,I' 

, ' • , • '? J., • 

• ',"Could ,~aise 'premi'ums" especially for individuals purc,hasers. 

• Not neCessarily true 'portabiiity: As: long as insurers can still' deny ~overage aItogedler or . 
experience rate their ptetniums', 'sic~people still; may ~ot beable,to'~swit~h fronuJne 'plan:
to:another. ' ' , , . , ,.' " , 

, . 
\ 

. I I , , 
.', 

J" 

I ',. 

, ) . 



'.! 

, "'"., 

'. ',I' 

2.: '~"QlRE' INSriRERs ,TO' 'RENEW COVERAGEREG~LESS' OF HE~m 
. . . '. 	 ~. 

, \ 'STATUS",', 
.; / 	 .' ·,1 

Issues: ' 	
~\ . 

,~ -,In the absence of ~atirig reforms, insurers 'can' just charge sick people who. renew their.', 
pOlici~s una(ford~bly high'premiums. ' "',' ".' 

.1 • 	 I' I • •• J ' 

3~' 	 GUARANTEE ACCESS-TOINStJRANCE FoR NEW EMPWYEES IN BUSINESSEs 
THAT'OFFER COVERAGE~! " ' . ..~ 

~, I I ' , ,\ 

, ':, This initiative would r~uit;~jh,surers t() accept new empi~yees 'of anY' e~ployer',group. ' 
- '. \ .' , 	 .. 

" .. 

, Issues:" ..'I 

• 	For very smallgroups, there is a concern that employers will hi,re their (rle'rids and'relatives, ' . .. 
,for the purpose of qualifying them for 'coverage., " "I \' 

~.. 

• " 	 • < • • • • " I{ ._ 

,'. ,':In,the absence of rati~g'refor~s,'insurers can'still increase pr~miums 'if e'mployers hire'riew " 
workeJ."s who 'are high risks; ", ' , 

" . . 

"-:--:-'-'~'-:''''--~~--~'':-PROHmIT~INSURERS~(AND''-sEiF:INSURED-;''EMPWYER·'--pI::.ANSr- 'FROM"'. ,--:~~'~--' 
" " ':IMPoSING CAPS ON BENEFITS \ FOR SPECIFIC DISEASES. ' ' ,,'," 

, ( 
, ) 

, Issues: ~', ; I .... I, ' 

" '. .' . ,.' .... \,." , . ,"" . 
,,' 

' 

~.'"" 

" ; , , .~,' Could raIse preriuums a small ,amount. 
, . 	 . 1 ' 

, 	 '.." \.... . 

• ,ERISA c,urrently preempts states from doing .this for self-insured,plaris:, . . .. . 	 , ' ' 
'j ,;.. 

'\ ' 

1, 

OBJECTivE 2: To guarantee' access ,to ',coverage',for, everyone' a'rid to limit" 
/ variations in premiums'across individuals and: businesses (which 
can ,~ike'coverage unaffordable: for high risks). ' 
~ . . " ': ' . 	 . I 

j , 	 , " , 

, POSSIBLE INITIATIVES:, 
" .. ' 

.' .'. 

, ' 

,1. 	 GUARANTEED ISSUE: 'Require' inS~~ers to ~lnake c~verage accessible, to everyone,' 
regardless of h~alth ,status., ' , '" , \.., ' ' 

. . \ ..... 

2 
, " 

•• 'I 



.' 

'. I 

'. ) .' , 
, " 

Is~ues: 
.. 	 \ I " 

Insurance rriay ~6i b~affordable:Witho~t' rating reforms, insu~es Could 'simply charge those • 
: who are sick unaffordably high pfemiums. . "', .' . . , 

'I 	 • 

, ,', 

• Overall,.premiums are, likely to rise; . [Premiums' ar~ likely to be highe~ when subsidies are ' 
'offered.]' 	 , '.,";, '. ' ' . .". . ... ' . .'" 

1 	 \ ' , 

, I' 

,. 
2. ' 	 LIMI'f pREMIUM 'VARIA TIONS ACROS~ .INDIVIDUALS ~:. SMALL 

, . BUSINESSES..,. 
• " z 

. , 
The majontY',o/;tates hayeinipleinent¢at l~st minimai rating reforms, but generally- only for 
srri~ll businesses --; not in'dividuals.. . ", ' . " , ' .' " ' . .... . , " 

Possible OptiOlis:, 	 .. ,. 	 " 

/' '. !'.,'" 

.1 1. 	 Limit Premium I~creases: Theextentto which ~nsurers, Can vatypremium increases due, . 
to health status. could be1iinit~,' ,I ' 

\ ' . -, . '\ ' ,. 	 . 

, I '2.: 'LimitPremium Variations: Tf.ie extent to ,which 'ins~re~s" could vary th~irexperie,n~e rat~ , 
""----,.---~.,~--premiufIfrcl)ITld"'be-limiteo:---'-'-~:--- ::.----"-"-.. - -.'~;...... - ' ... -'---'--., ,...._...~--.- . ' ,",.. ---:".,..,_.... _--. 

" 	 . ~ , \ :! ,., ' , " .. ", ' 

. '3.. 	 Permi~ PfelJlium Variations ,only for age f<?r '~ch 'benetlfs package .. 
. -	 . ~. . . • . -. ., '. . I, . .. ' 

I' '. ,4.· 	.Pure'Cor'nrilllnity Rating. 
,,,.,,, 	 " 'J 

, . 
.'. , 

, issueS: 
I': 

'. . rhe, more'ptemiumsare' co~pressed, ,the greate~ the~is~ptiO~' tathe ma,rk~LBusiness~s 
;with andiIldividuals who are y~~ngerand' hea1'fhier' are likely to: pay more, the· more 
,premiumsare restricted. .. .. " . '. ' ',' ."', ' " 

.., .F - / 	 \' ! 

!' • \ 

. .>To . limit 'pre~iu'ni vatjations,\t is 'necessary to define ~, risk ,pool (i.~:, individt}alrand,' . 
~mployers ~ith50 or fewer employees). Iri order for this to lie effective, self-insurance for 
thos~,Who 'qualify for the ris~ pool would have\to be prohi15ited. , ". . . 

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

. There was--. and,'wilt likely contiime fqbe. pressure .from ,associations, of small 

. employ'e~s to separate 'themselves froI11 the'larger commqoity risk ·pool. This separ~tion 
'. wQ~ld reduce the effectiveness of pooUng,. potenttally l~vingthe commimity pool,with 

a sicker'tliaI) averagepopulation andhigher":I>remiums. , " '.": . 
, . . \ '!,: ' 	 . I I -' ~ 

, " '\" 	 ,. 

,. ,Rating reforms are more difficult to enforce without standardization of benefits. 
, '. • • ..,' " 	 • r 

, \: 
f' I ' , , 

, I 

3 
. i· 

. ' 

-, ' i 



,I 	 ,'" 

, /*. 

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

.'. , 

, 'r'~ 

,." 	RatIJ}g reforms in cpnju~ctionwithgu3.ral1teCd access, to coverage m~yrequire 'som~ 
mechanism,su,ch as risk adjustmentor.reinsurance;,to ens'ure that insurer~ are not'penalized" 
for attracting~sicker people or rewarded for attracting";heaIthy peOple.' ,', 
. ' 	 ." " '. .., .~, 't, . . ' ',"' I . 	\' '. 

3: ' , INTEGRATE INDIVIDUAL- PURCHASERS 'ANn' SMALL BUSINESSES INTO A 
SINGLE COMMuNITY RISKPOOL~' , ,'J ," ' 

I ,~ 
,\. , 

" . \' 
/ 

"",1 

Issues:, 
, , , ,~ . ~, 

: J'" , ,,'l' ,"'." 	 • 

• 	 'Integrat;.onmay be -necessary' to make comprehensive insutance.reforms 'viable,'in the 
individmilmarket. QtherW,ise, 'the risk pool f).1aycon~ri oniy'sipkindividuals~" " 

.. ,<' " , " , ', ..... , , 

: ,-', 

• 	' Integration could'increase: premiQms'[or smal~ businessesano;increase,their desi~e to leave , 
, the community risk,pool.This ~ff~dncteases in thepresence,ofgenerous su9sidies., ' , 

" " " ,," ,"'., " ' , ' " ,:',. ,! 

"" 	 " 

, " 

, " 	 , ',. '., "" !'" ' , ,-', / "', '. ", t i', ' 
., ()BJECTIVE3: 'To, restructure- the "market' to 'promote:' competition among 

" " " insurers based on ~fficiericy' and service and,' to 'redute 
. opportun~ties for risk se~ection by insurers., " ,", " , ' ' 

_....:..__",-:-__,_-:-_-:,,-,_,_''''___.. 	 4->'_~_~R:~'~~;_~'"",:,''','','''''''''~'_''_''' _~__~_""":_'_', ...·-.-:".:·~..~.t·... ·~··'u,~-'-~'~-:: ...~ 

•POSSIBLE INITIATIVES: " 
, {, 

.. \" 	 , 

,'(' \ PROMOTE, ESTABLISHMENT ";OF PURCHASING: 'COOPERATIVES, 'FOR 
, , ,INDIVIDUAL PURCHASERSANiYSMALLBUSINESS~. " ' , 

'. .' 	 \' , , 

'Fedeml' law:is, n~t'a b~er to th~ establ~shmeni of purc~asing:~oopemtive~', but 'Fedeml initiative~ 
, could promote t,heirestablishment. ' ,', ", ""', ", ", ,,', '. ,"', ' , ~,', " 

, 	 .,. .,. ,,' ,""" ,- :." .. ' 

\ " ' ' " .. 

Possible Options: The F~eralg()venlIr.ieo(could:' 
, ~ , ,t . "" ' 	 ) 

1. 	 Provideadrriinistrative'fiinding:~dtechnical:as~istan~'. /, • 
, 	 "",'" , • ,"\ .', ",,!.", 

/ 

2. 	 ,Require the establishment' (e.g.', by states) ofcoopera1iyes. 
c '" 	 ,. " 

r 	 ; 

'. 	,.' 

3. 	" Eract uniform" stand~ds" for, ~oripemtiyes~" 
" 

, ' " -4. Make FEH~,P '-- thy hea1th'pr~gmrn;forFeQeralemployees'-:- av~l(\ble 't~ other businesses' 

, " and~ndivid'ua.s. ' ' " 'J ' ,,' • ' , , " " 


. '\" 
 ., 	,-. 

\' : 

~ , ' 

, .. ' 

,,'.. 

i " 

, 	 ,A .. 
, '", 	 . . ',' ,'; \~ .:.>~ 

, t, 
, , 

. ; " 	 , 
, \ 

, " ~: 

I-	 ?' 



r " 

; . 

. Issues:' 
, I 

• Purcl1aslng c~peratives are not iikely'to be viable without'co~prehe~sive i~surance market· 
,ieforms,~·becau~ healtl)y pebple will choose' to buy' insurance' at lower costs Qutside Jhe 
eooperap.ves, leaving only' the sick inside the Jx.X>1.' ., , 

2 . .STANPARI>I:ZEBENEm PACKAGES•. 

. Benefit~ cOuld, be standardiied to a single package, ··or,t~ seve~ packages (with . some more 
': cQmprehensive than others): Standardization of a defined 'set of benefits makes it . easier for 
. applicants to compaiepiemlums across insuiers~ which~incrbises cort1pe~ition!,. It,'also" i,irnits the 

'ability,of insurance companies. to avoid sick .~le through' the design of their benefits packages: 
I' • '. ," • • '.' ....:,'. • • • ,~" ' " ' . \ f .• 

, ': 

Issues: . 

J,' " ' . ' ' \ '. 

e/ EstabFshi'ng,the compOsition.of the. package Can ~enerate. significant contro"ersy. 
, \,' 

.' , 

. e Some people would b~ required'fo change theire~isting coverage (though they CQuld.still buy' 
,:' t ~upplemental'ooverage).. ' " .,... .' . ' ,.. ., ' 

'/ , ' (, 

_,",,_.____ ... .:..t._.sdqle..lype~oLstandardization~may.-:be.neces~,to .actas· abenchmark::itsubstantial-premium .... ,.. ", '. 
, . '. subsidies are to be offered to low incomepeop1t~: . '.,' . 

: ' 
. /" 

,.. 

. , , 

"I", ' 

• I 
. r. 

; , , 
·'1' 

'. . 
, ,. 

'" I 

, ',' 

. \
! . 

, • ' , :;~.o 
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ATTACHMENT.! 


The big health care debate in Washington in the fall.of 1993 focused on whether the 
President's health plan used "fantasy numbers" when projecting the potential for cuts in the 
growth of private health premiums and of Medicare. These slowdowns in growth were 
essential to financing the President's plan and to the Administration's assertion that premium 
caps were only a backup mechanism required for CBOscoring. 

The President, the First Lady and the health care team all believed that competitive 
forces already underway would slow health cost growth short term and that Administration . 
projections were conservative. However, these projections were criticized in The Wall Street 
Journal and by'many others inside and outside the Administration, most notably Senator 
Moynihan (see attached articles.) " 

. The following data shows that indeed the Administration's projections were 
conservative. Even if one assumes that the various surveys understate system wide premium 
growth, the President's proposal had more than enough money to fund universal coverage 
and reduce the deficit by large amounts beyond those projected. 

Exhibit 1 shows that private sector premium growth rates for 1994 and 1995 wer~ 


estimated at 16.2 percent cumulative in the Health Security Act, and in fact, have gone up 

only in a range ofl.O percent to 7.1 percent cumulative in various surveys. ' 


Exhibit 2 shows that Medicare savings already put !nto the CBO baseline and 
proposed in the President's 1997 budget result in a 7.1 percent annua'l increase in Medicare 
spending versus 7.8 percent projected in the Health Security Act (8.7 percent if the drug 

. benefit and long term care initiatives are included.) Though cuts of the magnitude proposed 
were criticized as ruinous two years ago, almost everyone now agrees that steeper cuts are. 
possible (even without universal coverage to cushion the blow for health care institutions.) 

Longer term, the health care cost problem remains unsolved. Few health experts 
believe that the short term savings reflected in the figures above are sustainable without 
major system reform. Proposals such as the ones the Administration made -- a standard 
benefits package, one uniform claims form, community rating, a better outcomes information 
and quality system, universal coverage, cost conscious consumer choice, etc. -- are necessary 
to ensure the kind of sustainable productivity improvements which will slow growth without 
hurting the quality of care longer term. ' 



Exhibit 1 

Private Health Insurance Premium Increases, 1994-95*· 

Administration 
Forecast for HSA Foster-Higgins Hay-Huggins 

KPMG 
Peat Marwick 

1994 7.8% -1.1 % 2.9% 4.8% 

1995 7.8% 2.1% 1.2% 2.2% 

Cumulative 
(compounded) 

16.2% 1.0% 4.1% 7.1 % 

... 
Sources: HCFA, Foster~Higgins, Hay-Huggins, KPMG Peat Marwick. 

* 	 The Administration's forecast in the HSA for the period prior to the beginning ofthe . 
premium caps was for baseline growth in health insurance premiuIJls per privately 
insured person under 65 years of age in the United States. This forecast was derived 
from aggregate data for the nation as a whole. The private fIrms' dqta are from their 
own surveys of fInns. They are the weighted ans~ers to the question about premium 
costs per employee. While the private fmus claim that their weighted survey 
questions produce nationally representative estimate$., they consider their weights to be 
proprietary and therefore do not reveal them. Most researchers consider the surveys 
more representative of large frrms (where most workers wo*) than of small fIrms. 
The Administration data and forecast implicitly include small fmus' experiences as 
welL 



- -

--

Exhibit 2 

Medicare Cost Increases 

Projected Average Annual 
Average Annual Growth Growth Rate Proposed 

Projected in the 1993 CBO (outlays, net of offsetting 
Baseline receipts) 

Health Security Act Savings 
Only 7.8%10.8% 

Health Security Act All 
Impacts (drug benefit & 
long tenn care) 10.8% 8.7% 

FY 1997 Budget 
(All Impacts) 7.1%10.8% 

I 

Source: OMB 



April 15, 1996 

David Broder 

Political Columnist 

Washington Post, 

1150 15th Street. NW' 

Washington. DC 20071 


Haynes Johnson 
Professor 
George Washington University 
National Center for Communications Studies 
801 22nd Street, NW 
Washington, DC 20052' ... 

Dear David and Haynes: , 

r have just had'the opportunity to read your book. Let me congratulate you. Th~ 
book is thoughtful and will enhance public understanding of the health debate of 1993-94. the' 
health care crisis the country still faces and the problems with our political system. I 

Your assessments of the failure of reform are by and large balanced, noting the 
, difficulty of the task we took on, the additional burdens placed by th~ ambitious timetable, 


various mistakes we made,' the power and ferocity of the opposing interest and political 

groups and their.effective new strategies, the discordwithin the Democratic party, the 

complacency of many supportive interest groups and the crass political motivations of many 

of the Republican actors. 


Your descriptions of the problems which remain. the failure of the Republican 
Medicare and Medicaid proposals and your use of real life situations in California and 
Minnesota to show the stakes for "outside the beltway" America are inspired and compelling. 

Your characterizations of the White House decisionmaking process, the health care 
taskforce and of me and my career are in many ways not accurate and I don't agree with 

, some of your conclusions. Nevertheless, I think you have done a very good job in telling a' 
, very complicated story in a compelling fashion and drawing useful conclusions. 

I am moved to write this letter because there is one issue which you miss. It is as' 
,fundamental an issue, as any in defining the health reform effort, our motivation in 
undertaking it the way we did, the disagreements which racked our Administration and the 
health policy world, the ultimate defeat of reform and the real tragedy of the opportunity 
which the nation lost. ' 



. When you first came to see me, you said that your book was not about the substance 
of health reform but rather about the politics of it, the way the system in Washington works. 
Just as you can't divorce policy from politics, you can't divorce politics from policy either. 

There was one fundamental policy disagreement which prevented sincere advocates of 
health reform from finding commonground. Because you do not focus on this issue, you 
judge some of the President's decisions harshly, when in fact he was displaying a greater 
wisdom than many of those you praise. 

THE DILEMMA 

During the first months of 1993, we confronted a policy "catch 22" which drove the 
failure of health reform as sure as any of the other factors you mention in your book. 

Managed competition advocates and many of their supporters in the private sector ... 
believed that managed care and increased competition were already bringing down private 
sector health care .costs and that a restructured marketplace could bring long term cost relief. 

. They also believed that the Medicare and Medicaid programs were very wasteful. 

. , 
The President, based on his many discussions with health practitioners during the' 

campaign agreed with this view. I also agreed, based on my 20years of-analyzing tlie ppwer 
of competition across many industries and my two years of study of the health industry. 

. . 
.. The Washington Democratic health care establishment, including people I respect 
greatly like Bob Reischauer, Judy Feder, Henry Aaron, the "blueberry donut" group, the 
health staff of the House Ways and Means. Committee and the experts at HCFA believed that 
costs could only be slowed gradually and that only price controls could be guaranteed to 
constrain cost. This group included the scorekeepers at CBO and HCFA. 

The moderates and private sector forces felt that price. controls would inhibit market 

development, would not allow integrated care companies to raise money and would 

eventually lead to complete governmeri[ control of the health system. 


The Washington Democratic establishment felt that managed competition was untested 
and would not work anywhere near as well as proponents said without harming the health 
system. In April of 1993, CBO published some studies making clear that they would not 

. score competition savings without controls. . 

Reflecting the Washington bias, the approach that the health transition team wanted to 
take assumed that near term· cost containment opportunities were limited, which required 
raising significant taxes or increasing the deficit to fund universal coverage. This would have 
pushed health costs up over 20 percent of GDP, squeezing middle class wages, feediI!g an 
already bloated health care system, removing the incentives for cost cutting which were then 
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beginning to take effect and allowing Medicare and Medicaid to continue to chew up. too 
much budget. 

The President could not accept this because he believed (correctly) that cost growth 
could and should be slowed. ' 

Nor would this approa~h have. yielded any better political results. The President had 
received numerous complaints from moderate Democrats and private sector health supporters 

. who objected to the transition approach.. Large tax increases or increased deficits to finance 
coverage would just not have been feasible .. 

We worked with private sector groups to pull together analyses and examples of 
savings to try to convince the Washington group including CBO that significant short term 
savings were coming in the marketplace. We didn't succeed.' 

We went to the private sector managed competition groups and explored back-up co,u. 
containment mechanisms they might accept -- voluntary freezes, triggered controls, etc. We 
didn't succeed with them either. They said these were too heavy handed and urged 
. confronting CBO and the Washington Democratic health establishment, to try to force them 
to score competition-based savings. 

Secretary Bentsen and Director Panetta were clear that CBO scoring had to govem. 
We would be dead on arrival if CBO tore our numbers apart. I 

ADMINISTRATION CHOICES 

We looked at slowing the phase-in, but that didn't help. 'Because HCFA and CBO 
projected health costs to increase at three times the rate of inflation, delaying phase-in meant 

. increasing the costs of universal coverage dramatically. We then looked at cutting benefits, ' 
but that also didn't solve the dilemma because benefit cuts mainly meant increasing copays 
and deductibles which cost the government more money in low-income subsidies. Lowering 

. benefits would have also alienated many core supporters. 

Instead, we based our reforms on the' managed competition model, but also included 
premium caps as ~ back-up, designing them explicitly to meet the HCFA and CBO criteria 
for successful cost containment. We then proposed setting these caps and taking Medicare 
and Medicaid cuts,at rates that represented a consensus among a largenumber ofprivate 
sector experts working in the field. 

We knew this would not avoid controversy, but we hoped we could weather it 
. because the premium caps were taken at Senator Danforth's suggestion from a moderate bill 

sponsored by Senators Kassebaum, Danforth and Burns and Congressmen McCurdy and 
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Glickman. The Medicare and Medicaid cuts would be balanced by new benefits for drugs and 
. long-tenn care which we hoped would make them more acceptable for liberals. . 

The Administration's economic team was generally supportive of the structure we 
chose -- managed competition backed up by premium caps and mandatory alliances for CBO 
scoring purposes and the employer mandate. Only HHS would have preferred a Stark-like 
Medicare price control system. The debate in the Administration which unified. Cabinet 
members against the position taken by the President. the First Lady and me was over how 
much cost savings could be projected in the private sector over the next few years and how 
much savings could be achieved in Medicare and Medicaid. 

We ultimately didn't succeed with this compromise and the result was not good for 
me personally. The'managed competition advocates at Jackson Hole, in the private sector, 
and among moderate Democrats were angry.' They had been pleased by my appointment 
because they knew I was competition oriented. Now they felt I had betrayed those principles 
by proposing premium caps and the associated regulatory alliances. 

For many liberals, the adoption of a competition model with private insurance 

companies still in control and significant Medicare and Medicaid cuts confinned their worst 

fears about me. They preferred a single payer system or a government run system of 

Medicare price controls instead of premium caps arid alliances. 


Many in the Administration, relying on respected Washington health economists, felt 
that the projections of private sector cost growth seemed unrealistic and therefore worried 
that the caps were too tight. They were even more concerned about our proposed Medicare 
and Medicaid cuts which they feared might be so high that, they would hurt these programs. 

Many thought that I was force-fitting -- calculating how much we needed to fmance 

all the benefits and then setting unrealistic Medicare cuts and premium caps to produce the 

needed savings. This resulted in the "rosy scenarios," "fantasy numbers," and' "stupid 

assumptions" charges made by many as recounted in your book. As history has 

demonstrated~ I did not do that. 


The President and the First Lady made their decisions for good reasons. They did 

not as you suggest, rely on one person when making such momentous decisions. And 

certainly, they would not rely on anyone person just because he had been in the "snows of 

New Hampshire" with them. 


They consulted with many eminent health experts outside our team,the majority of 

whom thought these savings to be realistic or even conservative. These included C. Everett 

Koop, Jack Wennberg, officials from the Mayo Clinic and Health Cooperative of Puget 

Sound, officials from the Pennsylvania Cost Containment Council, and Uve Reinhardt. On 

our team, Paul Starr, Rick Kronick and other key members of the health group also agreed. 
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In addition, the President had far more first hand health·care experience than many of 
his economic advisors and his HHS Secretary, from talking to hundreds of people around the 
country about health care during the campaign and having coped with a state Medicaid 
program. The First Lady had worked full time for months on the issue including visits and 
intense discussions with hospital officials, doctors, health experts and consumers of health 
care. 

They believed, correctly as it turned out, that these were reasonable projections and 
plans and they well understood the political risks and difficulties of these proposals. Nor 
were the warnings about attacks on our program as too bureaucratic or too big anything new. 
These warnings echoed those in my original work plan of January 1993, which David has 
written about. We knew our approach would be difficult, but we also knew that any other 
approach would be at least as difficult. 

Ultimately, the dilemma was never solved. Eiite opinion branded our cost estimates 
as unrealistic. The moderates would not accept any bill with cost controls or premium caps.. 
even triggered ones. Even Senators Danforth and Kassebaum.backed off their original 
proposal which they had urged us to use. 

On the other hand, moderate attempts to put together bills without scoreable cost. 
containment were doomed from the beginning. The Cooper bill was scored as $300 billion 
short to achieve 91 percent coverage even with a tax cap (which by our count could gain, 
only 20-25 votes in the Senate). Had the first Chafee bill been scored, it would have had 
even worse problems. ' 

The rump group proposals, the Senate Finance proposal and the eventual mainstream 
compromises being worked on over the summer never had -a chance. Without scoreable cost 
containment, their bills created a whole series of taxes on companies and consumers with 
good health insurance in order to pay for coverage. This· is why they had so little support. 

Had they faced public scrutiny, they never would have lasted. They proposed 
spending large amounts of money to achieve relatively little additional coverage. They 
would have rightly been accused of making the insurance that most people had much more 
expensive in order to pay for the low income uninsured and not even guaranteeing that 
people could keep their coverage. There were a number of attempts by Senators Bradley, 
Durenberger and others to design other score able means of cost containment which all failed. 

Congressman Cooper, Senators Durenberger and Chafee and Christy Ferguson 
thought you could get a scoreable bill which would fmd political acceptance without an 
employer mandate and back-up cost containment. We told them for a year . that it wouldn't 
work. You couldn't get the coverage without scoreable cost containment unless you proposed 
a whole series of unacceptable taxes. They hit a policy brick wall when they tried. It was 
on August 19 after they met with CBO that their effort really collapsed. 
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THE LOST OPPORTUNITY 

The real tragedy Of health refonn is that the "President was right (see attachment 1). 
Within six months of the collapse of health refonn, CBO revised its .baseline projections for 
Medicare and Medicaid growth downward by over $100 billion over seven years and recent . 
forecasts have subtracted even more. Everyone now agrees that an additional.$180 billion in" 
savings is possible even beyond this and many feel even more can be achieved. Our bill 
would have cushioned the effect of these cuts by protecting hospitals and doctors who serve 
the indigent from bearing too much of the negative effects of these cuts which is a problem 
today. 

Private sector premium rates have grown much slower than even our projections and 
. have not done irreparable <hann to the system. Indeed, the provisions in our bill for 
consumer choice and consumer protection would have protected the public from the harsh 
effects of managed care which are sometimes felt today as cost growth slows. 

... 
We could have financed health refonn as we proposed and had far bigger deficit 


reduction numbers than we projected. 


Those who argued that the Medicare growth rates we were proposing would ruin ~e 
program were simply wrong. Those who argued that the premium caps would have to Idck 
in because cost growth would not slow enough and that they. would be too stringent were ,also 
wrong. This was a case of the Washington community, inciuding manly people I respect 
enonnously, simply being behind in their understanding of what was happening in the world 
of health care. 

We did not believe then and don't believe now that costs will stay constrained without 
major changes in the system, but the short tenn savings we were banking on were already 
occurring and the initial cuts in Medicare and Medicaid were possible. History has proven 
us right. 

I can't help feeling that what you have done in the book is to look at all of the 
distinguished Washington figures on one side of the" argument and me and a group of non­
Washington people largely unknown to you on the other and decided that the Washingtonians 
must have been right. " 

Becaus~ I was arguing against the conventional wisdom of well respected people, the" 
book paints me as a zealot. Then you ask the question of why the President listened to me 
instead of them and you can only conclude that Hillary didn't understand numbers and the 
President was being loyal to an old friend. The reality is more straightforward. The 
Washington "group think" on the issue was wrong and the President and First Lady made 
their decisions not out of ignorance or loyalty but out of a greater knowledge, a wider 
consultation and a better understanding. 
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Your book is very insightful on the political process, but it lacks aCcountability for 
who was right or wrong on the substance. And without this, it is not possible to gain a full 
understanding of what happened politically. We made many mistakes as you show, but we 
understood the' policy possibilities better than most. The quest for a more moderate, less 
bureaucratic, more incremental, less stringent, lower cost, less complex alternative to the 
president's proposal.never led anywhere, because at the end of the day, the fundamental 
policy dilemma still existed. 

What Bill Clinton understood better . than anyone else was that there was a golden 
opportunity for universal health care in this country even in a period of budget restraint, 
because there was so much fat in the public and private health systems that reform could be 
financed primarily from savings. He was right. But the unwillingness of the Washington 
Democratic health establislunent to acknowledge that significant short term cost savings were 
possible and the unwillingness of the competition advocates to allow back-up cost 
containment policies which could be scored contributed significantly to closing the window 
of opportunity. . ... 

There are other issues about the book which perhaps we can discuss over lunch 
sometime, but I thought that this is one you might want to ponder as you begin your book 
tour. 

Again, congratulations. on the publication of your book. 
; 

Regards, 

Ira C. MagazineI' 
Senior Advisor to the President 
for Policy Development 

ICM:dpr 
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For almost a year, I have been answering questions about health care reform 

. issues in this column., In the process, I learned a great deal -- about what 
concerns people had, what issues were confusing and about the details of a wide 
range of reform proposals. 

Nonetheless, along the way I was struck by what people didn't ask'as the 
debate proceeded. Today, the Health section gave me the prerogative of making up 
my own questions to fill in some of these gaps. 

o. Why did it take President Clinton more than 1,300 pages to spell out his 

reform plan? 


A. As critics and proponents alike pointed out, this was a very ambitious 

plan that touched on nearly every aspect of the U.S. health care system. But 

even if you took out those parts that dealt with issues such as medical 

education or malpra<=:tice reform, for,example, it ,would still have been a very' 

complex bill. 


There are essentially two reasons this approach and the others like it are so 
complicated. First, the proposal opted to keep the system we now have where 
health insurance is most often provided through the workplace. But since we live 
in a world where many families have .two or more earners and'some workers have 
more than one job, the plan needed a raft of rules about which employers would , 
pay for which employees. Many pages of the proposal were devoted to these rules 
-- trying to make sense out of a system that is inherently messy. It also meant 
that new rule's for covering those who did not work had to be created to fill in 
the gaps. Part of the.complexity arose because our current system is so 
ju~-rigged. 

The second factor that increas~d complexity was the decision to allow many 
insurance companies to participate in the plan and to offer all Americans a 
choice among a variety of plans. But people 9ite the current fragmented system, 
with its many insurers, as a cause of ,our problems. For example, insu~ande 
companies have found that one of the best ways to hold down their costs is to 
exclude sick people from their plans. So the plan needed to have rules and 
regulations prohibiting discrimination against sick people and prohibiting more 
expensive premiums for some people. To monitor these insurers and to guarantee 
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that individuals had a choice of plans,the Clinton administration created an 
elaborate alliance system, but this also complicated the proposal. 

Yet, despite the complexity of the proposal, I was impressed by how many of 
these details were needed to answer the questions posed by readers. It actually 
was possible to find answers to many.of the details that people cared about in 
that proposal. The only proposals that were simple to describe were either the 
single~payer approach, which would throw out the current' system and replace it 
with simple requirements that everyone pay taxes and get coverage under a 

'government plan, or proposals that, did not achieve universal coverage and hence 
did not try to sort out who should pay for what. 

'0. What is the story about choice? Is it restricted or not in all these 

health care plans? 


A. An important theme of the health care debate was how much choice would be 
allowed. And while opponents and proponents of various proposals made claims 
about choice, they often failed to clearly define what they meant. Some of the 
confusion arose over whether choice, referred,to insurance plans or choice of 
doctors and other health care providers. The ,latter is' clearly a bigger concern 
for ,most people. But restricting the number of insurance plans available could 
also limit access to doctors and hospitals if those plans limited their coverage 
to only certain doctors that they considered qualified. 

All of the, major reform proposals went out of their way to assure choice of 
both plans and doctors by requiring two things. The first was that there be at 
least one plan that allowed individuals to choose doctors who were not 
necessarily part of an insurance network but who charged for individual 
services. The second was that most of the plans that did offer price advantages 
by relying on doctors who were part of their own network or were contracting 
with the plan, also allow patients to go outside the network to choose other 
doctors if they wished. Even the most ardent supporters of managed care, such as 
Rep. Jim'Cooper (D-Tenn.), allowed ,such flexibility. 

Thus, these proposals would actually broaden choice for many people. Already 
many Americans have no choice of health care plan: Their employer chooses for 
them, and when their plan is one with many controls -- such as a health 
maintenance organization (HMO) or other highiy managed plan -- they are already 
restricted in terms of what doctors or ,other providers they may see. 

Another possible issue for which choice has become the buzzword is the 
ability to seek desired treatment and have it paid for by insurance, regardless 
of whether ,an insurance plan or a physician or anyone,else considers it 
unnecessary. If this is what people want to protect, then they are quite correct 
in assuming that reform will place limits on choice -- either by government 
regulation" or by limits established by plans that must compete for business by 
offering lower prices. Again, this is an area where people's flexibility will 
likely be restricted in the future even if no reform legislation passes. If 
health care spending continues to alarm those who pay for care -- that is" 
employers and the government -~ more efforts to make sure that care is 
efficiently delivered will, occur and, more controls will' be established~ 



7 PAGE 
The Washington Post, October 4, 1994 

Q. Why can't we just get rid of the' bad parts of the system and keep what we 
like? 

') " 

A. It is relatively easy to imagine ways to expand coverage through 
incremental changes, such as subsidies for low-income people; if Americans are 
willing to raise taxes to pay for such expansions. But incremental changes are 
much less likely to be effective at controlling the costs of health care. And 
since many of the proposals would have relied on reducing the costs of health 
care to make expanded coverage more affordable, comprehensive reform makes sense 
for expanding coverage as well. 

One of the problems with trying to limit what gets changed under reform is 
that parts of the system that people find appealing and want to protect may 
actually be the reason why others are excluded from insurance or find it so 
costly. For example, healthy people who want to keep the lower premiums they now 
pay are essentially in conflict with those who have health problems and want 
better, less expensive coverage than they can now get. These two positions are 
on the opposite sides of the same issue and no reform proposal -- not even 
incremental ones -- can satisfy both. 

Finally, insurance reforms as part of an incremental approach will be limited 
in what they can accomplish. The practice of excluding people with pre-existing 
conditions can be eliminated for those of us who already have insurance but not 
totally eliminated for the uninsured. Sen. Bob Dole's (R-Kan.) bill would still 
allow a one-year pre-existing exclusion for those who are newly insured, for 
example. The guarantee that you can keep insurance if you change jobs is limited 
by whether your new employer offers it, and even that is limited to the 
insurance that the employer offers. Your plan may change substantially even 
though you are guaranteed "portability." Thus, these reforms are likely to 
deliver less than many Americans think may be possible with incremental change. 

Q. Now that there will be no health care ,reform, can we protect what we now 
have? 

A. Many of the questions addressed in this column came from people who were 
well covered and feared losing something after reform. But remarkably few people 
ever asked whether the coverage they now have would likely stay the same over 
time,-even though most of us have seen major changes in our insurance policies 
in the past few years and will likely see many more. This certainly applies to 
the issue of choice but also to whether employers will continue to pay for 
expensive plans without asking their employees to contribute more themselves~ 
Employer-subsidized coverage peaked in themid-1980s and has been declining
since then. ' ' 

Like many other observers of our system, I suspect that the system will not 
resolve its many problems on its own and instead we will experience a gradual 
deterioration in insurance coverage and choice. If that is the case, my hope 
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A Tri.umph 

of Misinformation 


" 

Most of what everyone "knows" 


about the demis'e of health-care reform is· probably 


w,rong-and, more important, so are the 


vague impressions people have of what was really 


in the Clinton plan 


B
y the time the Clinton health-care­ 1993. The scheme was fatally overcom­

reform plan was abandoned, in plicated. The proposed legislation, 1,342 
September, everyone knew how pages long, was hard for congressmen 

terrible it was. It had been hatched in se­ to read and impossible for anyone except 
cret by an egghead team that knew a lot . the plan's creators. Hillary ROdham Clin­

about policy details but ton and Ira C. Magazin­
had no grasp of political by James Fallows er, to understand .. 
reality, The Administra­ The Clinton plan would 
tion had wasted time and missed deadline' have imposed sweeping changes on one 
after deadline for presenting the plan to seventh of the national economy. with 
Congress. causing the plan to miss its consequences far greater than Congress 
best opportunity for passage-during the could possibly consider before casting a 
President's brief honeymoon periOd. in rushed vote, It represented a regulation­

2(, ( II u ct r a , i " n, by R a~ d a II En", 

minded. top-down. centralized approach 
at a time when the world was moving to­
ward decentralization and f1exibility­
and when the supposed health crisis was 
solving itself anyway. The more people' 
learned about this plan, the Jess they liked 
it, and it finally died a natural and well­
deserved death. 

Or so goes the conventional wisdom, 
as relayed in countless newspaper and 
magazine postmortems of the health-care 
struggle. The critiques were usually ac­
companied by veiled jabs at Hillary Clin­
ton-what will she do with her time now 
that health care's gone1-and outright· 
ridicule of Magaziner. who was por­
trayed as the smartest person with the 
dumbest plan since Robert McNamara 
and the Vietnam War. 

But suppose that what everyone knows 
is wrong. This happens all the time in pol­
itics. Barely a year ago. for example. 
everyone in Washington knew that Con­
gress was absolutely certain to pass a 
health-care program by now. The leaders 
of the Administration's health-care-re­
form effort, Hillary Clinton and Magazin­
er, believe that everyone is wrong again 
now. f heard them elaborate .this view in 
September and October, during a series of 



lion of both parties .... Clinton has 
been playing the health-care issue with 
an eye to keeping everyone at the 
table. at least at the outset. 

In late September of 1993, when Hillary 
Clinton appeared before five congression­
al committees in three days to explain the 
rationale behind the bill. not a single legis­
lator complained about "closed" or "secre­
tive" deliberations: not Robert Dole; not 
Robert Packwood, not John Danforth­
Republican senators who all later came 
out against the bill. Senator John Breaux. 
of LOuisiana, a conservative Democrat 
who supported a competing reform plan, 
praised Hillary Clinton for the "truly re­
markable" consultations the task forCe had 
carried out. 

So when did the task force become "se­
cretive"? Complaints inevitably arose 
when Magaziner and his assistants stopped 
soliciting outside advice and started an­
nouncing decisions. Those who disagreed 
felt that they hadn't been listened to. 
"Some people say they were excluded be­
cause in this case we didn't agree with 
them." Hillary Clinton told me. "But I 
think that a fair assessment is that we lis­
tened to everybody-and then made rec­

. ommendations based on what we thought 
made the most sense." 

The larger problem was 
with the one group that 
truly was excluded from 
the deliberations-the 

. Washington press and, by 
extension, the pubiic in 
whose interest it is sup­
posed to act. During the 
brusque early weeks of the 
Clinton Administration. 
when George Stephan­
opoulos was walling re­
porters out of the White 
House press office and the 
Administration thought it 
could use talk shows to 
take its message directly 
to the public. over the 
heads of the daily press, 
Magaziner was told by the 
White House communica­
tions office that he and his 
associates should not talk 
to reporters about what ideas they were 
considering for the new bill. Instead they 
were supposed to refer all queries to the 
communications office. This didn't stop 
leaks, of course, but it gave Magaziner a 
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lasting reputation among reporters asa 
man who liked to operate in the dark. 
Hillary Clinton is known within the Ad­
ministration for a combative attitude to­
ward the press. But she now says that the 
news blackout,on emerging details of the 
health bill was a major mistake. 

"Even though we had a process unlike 
any other that has drafted a bill."she told. 
me, "--more open, more inclusive-we 
got labeled as being secretive because 
of ... our failure to understand that we 
should be more available to the press 
along the way. That was something we 
didn't do well. . _ :We were not aware of 
how significant it is to (shape) the inside 
story in Washington. in order to make the 

.case ... for whatever your policy is.". 

Secrecy toward reporters was stupid. 
. But reporters are now acting as if it were 

s.omething worse: c1osed-mindedness 
. about. ideas. 

SECOND count: The plan was politi­
cally naive. Everyone now knows 

that the health-care reformers drew up 
. their master plan without taking the 

slightest interest in what most Americans 
thought or felt. In reality. though. the plan 
suffered because the Administration was 

too attentive to shifting political moods. 
Even before Inauguration Day, Maga· 

ziner was churning out memos about the 
right way to pitch the plan to editorialists 
and interest groups; about the likely Re­

publican arguments and how to rebut 
them. about the connection between a 
health-care bill and a re-election cam­
paign in 1996. Week in and week out his 
memos to Bill and Hillary Clinton con­
tained head counts of likely Senate and 
House votes-who was leaning, who 
could be pressured and pushed. In his 
conversations with me Magaziner seemed 
to spend half his time sizing up the legis­
latorshe had had to deal with: Senator X 
was in thrall to Bob Dole because of per­
sonal problems. Congressman Y had to 
start out opposing the bill because of do­

. nations from Interest Group Z. . 
Two fundamental decisions about the 

plan had much less to do with policy than 
with judgments of political reality. One 
involved handling the single-payer chal­
lenge. ACanadian-style single-payer sys­
tem has two big virtues. It is simple to 
administer. since doctors, hospitals. and 
patients no longer have to worry about 
dozens of insurance companies with 

. scores of different payment plans. The. 
single-payer approach also guarantees 
that everyone in the country has medical 
coverage. But Clinton was dead set against 
a single-payer plan. arguing that it would 
require sweeping new taxes and would. 
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in effect. abolish the entire medical-in· 

surance industry. This left the political 


. problem of how to deal with the hundred . 

or so members of the House who sup­
ported some kind of single-payer plan. 
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Congressional politics has quietly 
moved into the "supermajority" system 
that Lani Guinier was widely denounced 
for seeming to recommend. In theory it 
takes fifty-one votes to get a bill through 
the Senate. In reality it takes sixty votes to 
end a filibuster, so Bill Clinton knew that 
the Senate's forty-plus Republicans could 
stop nearly any legislation they chose. 

They could not stop budget bills. These 
corrie to the floor under rules that limit 
debate, and with only a fifty-one-vote 
majority required for passage. So if the . 
health-care plan could be made part of the 
budget bill, the Administration could get 
it acted on quickly, with enough of its 
own party's votes to see it through .. 

The Senate's majority leader, George 
Mitchell, endorsed this strategy, but its 
de facto parliamentarian, Robert Byrd, . 

. objected, scuttling the plan. The Admin-' 
istration then decided that it would intro­
duce the health,-care plan as soon as the 
budget bill passed. But passage was the 
rub. The budget bill, with its big deficit­
reduction package, was seen by everyone 
in Washington as a major early test of the 
Administration'sstrength. (The struggle 
over the bill is the subject of Bob Wood- . 
ward's book The Agenda.) 

The budget fight dragged on much 
longer than Bill Clinton had hoped or 
planned. As it became obvious that the fi­
nal budget vote would be very close (on 
August 6 .it finalIy passed the Senate 

. 51-50, with Vice President AI Gore cast­
ing the deciding vote), the Administra­
tion wanted to avoid any extraneous con­
troversy that might affect it. Clinton had 
been scheduled to make the final deci­
sions about the health-care plan in late 
May. Because of fears that leaks about 
his choices would complicate the budget 
vote, the decisions were put off-a delay 
that had ripple effects lasting the rest of 
the year. Without Clinton' s decisions, the 
task force could not prepare detailed leg~ 
islation; without legislation. it could not 
start negotiations with congressmen and 
their staffs. Without final choices on what 
would be in the package. it could not pre­
. pare budget estimates; without those esti­
mates, the Treasury and the Congression­
al Budget Office could not vet the plan. 

By ,the fall the budget fight was over­
but then NAFTA became the issue of the 
moment. Clinton had been scheduled to 
spend most of the month of October trav­
eling and speaking about the health<are 
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money. Employers would to. the task force believed 
also have been free to offer that it was changing the sur­
additional coverage.) The face of health care as little 

as possible whHe altering its health-care task force argued 
underlying economic struc­that the alliances had to be 
ture. The alliance system, mandatory in order to create 
despite its strange name•the community-rating effect. 

. Otherwise. young, healthy was meant to look familiar 
to people. who already had people would stay out of the . 
coverage. The employer­system. and the pernicious 
mandate system of finance,cycle of adverse selection 
in which companies would would begin. An exception 

. bear most of the health-in­was made for employees of 
surance costs. rel1ected the very large companies. who 
fact that 90 Percent of thewould still have been able to 
people who now have insur­buy through their own firms' 
ance (excluding those onopen-enrollment plans. The 
Medicare) get it throughreasoning was that a General 
their employer. The em­Motors or an AT&T had a 
ployer mandate is a de facto work force large and diverse 
tax but a well-established enough to constitute a com­
one. and a familiar concept munity-rating pool all by it­

self. Everyone would have in health-policy circles. 
been forced imo a pool. one Many RepUblicans, includ­
way or another. ing Robert Packwood and 

Some health-care-reform Richard Nixon (!). have over 
plans have no mandatory the years endorsed employ­
component. SeveraJ versions er-mandate plans. 
of managed .competition. Indeed, none of the indi­
for instance. would set up vidual elements of the Clin­
alliances like those in the ton plan was a shocking 
Clinton bill but not require new entrant into the health­
anyone to buy from them. 
It is virtually impossible. 
though. to achieve universal coverage 

without some element of compulsion. 

(Medicare offers universal coverage for 


. those over sixty-five, but everyone who 

'works is compelled to pay a Medicare 
tax.) Moreover. Magaziner argued. for. 
most people the mandatory system would 
in practice. mean more choice and free­
dom than they now enjoy. 

When he ran a small business in Rhode 
Island, Magaziner said, he covered all 
healtb-insurance costs for his employees 
but could give them only two plans to 
choose from. Handling the bidding and pa- . 
perwork for a broad range of plans would 
have been impossible.Hlf there had been 
an alliance. I could have paid my dues to 
the alliance and let people choose among 
all the plans." The alliances in the Clinton 
bill would have been required 10 offer 
customers a choice among all planslhal 
mel basic certilication requirements. In big 
cities a dozen or more plans.might be 
;I\:ailable. The minimum orfering would 
be three kinds of coverage. including at 

least one fee-for-service plan that would 
permit a family to stay with the indepen­
dent doctor it had been using . 

After the plan was withdrawn. Uwe 
Reinhardt., an economist at Princeton Uni­
versity, told The New York Times. "No 
one understood this. but the average 
American patient would have had more 
choice under the Clinton plan than they 
now will. If you work for a particular 
company. your choice of HMOs is what­
ever that company offers you." Some crit­
ics argued that the Clinton plan would de­
stroy the market for coverage beyond the 

. plan' 5 basic benefits. and that as a result 
people would find it difficult to buy as 
much coverage as they might like. But that 
is different from the widespread belief that 
extra coverage would be against Ihe law­
and for most. people the range of choice 
would probably be broader under Clin­
ton's plan. 

Far from concocting a system that 
would look.and feel radically different 
from what Americans were accustomed 

care debate. The plan's sys­
tem for controlling expendi­

tures. through premium caps that limited 
how fast the cost ofbasic coverage could 
rise, de·parted from Paul Starr's recom­
mendations. But it closely resembled a 
plan offered by a group of congression- . 
al moderates that included the Republi­
can senators John Danforth and Nancy 
Kassebaum. 

To say that the resulting package of 
proposals was "too complex" is like say­
ing that an airplane's blueprint is too 
complicated. The Medicare system is 
complex. So is every competing health­
care-reform plan. Most of the 1.342 pages 
of Clinton's Health Security Act (which I 
have read) are either pure legal boilerplate 
or amendments to existing law. Conven­
tional wisdom now holds that the sheer 
bulk of the bill guaranteed its failure. The 
NAFTA bill was just as long, and so was 
the crime bill that passed last summer. If 
the heahh bill had been shorter and had 
not passed. everyone would know that 
any proposal so sketchy and incomplete 
never had a chance. 



employer mandates. very little content ex­
cept a long-term goal of universal cover­
age. Led by Bob Dole and Newt Ging­
rich. Republicans by September were 
opposing any plan. "Every time we 
moved toward them. they would move 
away." Hillary Clinton says. 

I "We always knew that in the end peo­
pie's trust of the President and First Lady 

I would be crucial." (ra Magaziner says. 
I "The debate was going to be complicat­

ed, and that trust factor was very impor­
. tant." Whitewater eroded the trustJactor. 
The President looked beatable, and he 
lost. 

Economic factors counted too. Doctors 
had fought bitterly against Medicare in 
the early I %Os, but for the most part they 
sat this battle out. If they weren't con­
trolled by the government, they would 
be controlled by' insurance companies, 
which in some ways were worse.. But 
other interest groups had more to lose. 
Health-insurance agents would be put out 
of business. Health-insurance companies 
could have their premiums capped. For­
profit hospitals thought they would lose 
money. Manufacturers of medical equip­
ment thought that market growth might 
slow. Large businesses "that did not al­
ready offer health care for workers knew 
the employer mandate would cost them 
money. (These were mainly corporations 
like PepsiCo and General Mitis, which 
own restaurant chains whose part-time 
workers are uninsured.) 

During the 1992 campaign the Clinton 
war room excelled at answering negative 
charges immediately. before damaging 
impressions could set in. But even flatly 
untrue attacks on the health plan ,went 
unanswered-direct-mail campaigns say­
ing that everyone would have to go to a 
government clinic. daily doses of misin­
formation from Rush Limbaugh. TV ad­
vertisements fanning McCaughey-style 
fears of jail terms for people who wanted 
to stick with their family doctor. Last 
March The Wall Streel JournaUound that 
a panel of citizens preferred the provi­
sions of the Clinton plan to the main 
alternatives-when each plan was de­
scribed by its contents alone, But when 
pollsters explained that the preferred 
group of provisions was in fact "the Clin­
ton plan," most nlembers of the panel 
changed their minds and opposed it. They 
k!1ew, after all, that Clinton's plan could 
never work, ~ , 
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THE DIRECTOR October 14, 1994 

.. MEMORANDUM FOR 	 BOB RUBIN 

CAROL RASCO ,,~ 


FROM: 	 ~lice 'M. Rivlin ~. . 
":,: . 

::, '; 	 SUBJECT: Health Care Reform Strategy 
"', . 

As we begin to think about options on health care, it is important to establish a 
, framework for evaluating the choices to be considered. This memo suggests a possible 
framework for beginning discussions of how to proceed with a health policy initiative for 
next year. Much of the necessary analytic work was produced over the past year to support 
the congressional process, and is already available to us. Assuming we are no longer 
looking at a plan which leads directly to universal coverage, the challenge is to rethink our 

. approach· to design the most effective reform measure to help the most people, and cause the 
least disruption. To a considerable extent, the challenge is to pose systematically the 
questions that Administration and congressional decision makers will need to consider. 

Criteria Cor a New Health Care ReCorm Proposal 

There are several clear criteria -- both positive and negative -- for any health care 
, package that we develop. 

The health care proposal must: 

(l) 	Take clearly necessary rll'St steps to universal coverage -- In the absence of 
universal coverage, a carefully targeted initiative should take incremental steps 
towards expanding coverage for populations most likely to lack adequate 
insurance, particularly the welfare to work target population. Expanded 
coverage should help a significant number of people as soon as possible. 

(2) 	 Make progress towards cost containment. -- The plan should contain believable 
incentives to reduce the rate of growth of health care costs for the nation as a 
whole. 

(3) 	 Be Cully and credibly nnanced -- A health care bill must be fully financed with 
credible sources of funds to cover any new expenditure commitments. The 
bill must be at least deficit neutral, and in the outyears, health care reform 
must contribute in a credible way to deficit reduction. The balance between 
funding sources should be carefully weighed so that program savings, 
particularly in Medicare and Medicaid, are believable . . .' .' 

.'.' ' 
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(4) 	 Enhance health security through incremental insurance refonn _. Even if we 
do not reach universal coverage, the plan should still make the most progress 
possible to maintain coverage when people change or lose jobs or suffer a 
medical catastrophe. 

The health care proposal must not: 

'"' (1) 	 Be complex - A health care proposal should be easy to explain to Congress, 
the press and the public. 

(2) 	 Be overly bureaucratic -- A health care initiative must build to the maximum 
extent possible on existing institutions, keeping to a minimum any new , 

I /bureaucracy. If any new entities must be established, incentives for new', ' 
'institutions should be favored over mandates that new institutions be created. 

(3) Contain any mandates. 

(4) Contain price controls. 

Fundamental Components of Health Care Refonn 

The building blocks which in one form or another are likely to b~ included in any 
health care reform bill are familiar at this point. While most were addressed in a similar 
manner in the end of session compromise efforts, in light of our shift to developing an 
incremental approach, there are significant issues that we may choose to reexamine. 

(1) 	 Insurance refonn - In order to substantially expand access to health insurance, 
some degree of insurance reform would be necessary. An early decision will 
be the extent to which any community rating is feasible. If so, policy options 
must be considered which would have the least disruptive impact on the 
market. 

In the context of a bill designed to achieve universal coverage, broad 
community rating was essential, because' it made affordable coverage, and a 
mandate -. even if as a back-up - feasible. If the objective of insurance 
. reform is more narrowly defined, it might be preferable to take more modest 
steps to close coverage gaps when people change jobs and to have a high risk 
pool for people who would otherwise not be insurable.' Any insurance reform 
will have winners and losers, but a more modest approach would have less 
dramatic redistributive consequences. 

In order for a more competitive health care system to evolve, consumers will 
have to be presented with more standard options for comparison. We will need 
to consider whether there should be a single standard package or a range of 
options. We will also need to reconsider whether standard benefits should be 
defined in law or administratively based on actuarial values. 



(2) 	 Risk pooling -- In order for individuals and small businesses to have access to 
affordable health insurance, some level of risk pooling is necessary. 

If risk pooling is voluntary, how can we ensure that all 'health individuals and 
low risk small businesses leave the pool, leaving only high risk people in the 
pool? What rules can be developed to prevent adverse selection and how 
would such a risk pool be administered without creating a riew bureaucracy. 

(3) 	 Financing - We will need to review all of the financing alternatives that were 
considered last year -- including the tobacco tax and the various forms of tax 
caps that were on the table. Since realistic funding and deficit reduction are 
essential for even a scaled back plan to be successful, estimates of feasible 
financing may well define the scope of what can be achieved overall. 

(4) 	 Cost containment -- In the absence of universal coverage, and with premium 
caps and price controls off the table, we will need to develop an alternate 
credible plan for cost containment. I am inclined to review different tax cap 
scenarios, much as Senator Bradley did. 

(5) 	 Expanded coverage -- We need to consider various options for expanding 
coverage -- including low-income families, children, etc. The 
availability of funding may well dictate a more modest subsidy scheme, 
or a phased in approach. We should review additional options which 
would be less expensive, but still make real progress towards expanded 
coverage. 

Additional building blocks likely to be included in any plan include information and. 
quality and access in underserved areas. I would suggest that we establish a second tier of 
issues to discuss as we proceed in this process. 

Next Steps. 

I propose that we spend some time over the next several weeks exploring these and 
other questions. In order for the staff to have time to prepare option memos for our review, 
we should meet early next.week to define the scope of our policy review and set a timetable. 
After we have the opportunity to review these options within each area, and possible 
packages, it may make sense to block out some time, Perhaps on a weekend, to make 
decisions on our recommendations. 
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· . what alternativos exi.t' for. t.he· ~ed.ral~gover~eftt ·to 'provide 

low~lnc,ome Medicaro 'beftefio.1arieil· w1'th .e:C1iugbonefit1 . . ......• 
. :,' ", .' . . ..... . ,... .'. . , .... ." \. .' ...... . 

Thecoilt of .~9'S :for:low-lncome benaUci.t:ie.often ·preclud., 
.' 

. \. I. ..~ their' o!:ltalnlno mOdically' neqe88ary drugs. :The .' Medicaz::, benetit . , 
If pack"iedoGs not' now' cover prescription d.ruSD •. M,d1care ',," 

. benirttlC1arie'l .•.lso eliglbl·e. for. full Modicaid' rGoe1ve ..drug 
.'t?0v.r.get~rouqh M.di~aid. . 'Some. low-income .MedIe~re . . . ; '. 

. . DenofieiariG. rec:elva 'MficUcald. coverage' of- some or· all Medicar. 
"d,' . c08t-8hari~qbut not the, full I pt:u~J<aCJe' of Medicaid serVices.•. ,. . ' 	 . , '. . .~ 

i&9k9'rmaM ' 	 ' .'. r· . '.'l' 

·QMB. :.-nd. sLMs. ~re ·Mt!d1ca:te'b~net1(;iarl.s with·income below" .• · 
'poverty or below'lOOor 120 percontof'pov~;ty'{s'tarting lIl/?5J,' 

. \,' re8pectively; arid, .assets below 200 .percent of the SSI limite·, 't· . ) . 

.' states.' ,medlccllas8i8t.ance.proqrAmGpAY Mtld"1careptem1ums' for all· 
OMBa and·SLMBs.. For QMBs~Statos. also>pay Medicare··:c1educ;tlb188 . 

. ' ..nd. colJ:18ur,nco. . LIn 84,ditlon, t or:certaln QMBs. and SLlUSSi th~,.· 
.s.o-callec;t ·.dual-el1giblOs, .w~o. are typ~c:ally. receiving SSl,.or ~rL 

· ·anin.t1.~utiori~ Stateli .alBo prOVIde: Medicaid. r~gul.r benefits,..' 
which :lnClude· pr'oscriptiondrugll~.•. Substant.ial n~bars of '~eop~e.. ' 
.eould quality tor .OMB/8LMB benentabut have ndt enrolled.· If 
.~h~y' did r · they' would probably 'QUal1fy:for H.dioo.recQ.t-8ha~lnq.· . 
benefit., J:)utnot Med,icaid. drug c:overage. (Seo chart on next· . 
page. ) .. P.i;ovid.1I1qa drug bez:1afit to. QMBsl~~8 'wo~ld:lmprove>' ..' :'';' , 

.covera.g. of the: 1 •. 3 million people ~ho now:get only.t.h, MedIcare', 

:·.cost~sh..rlnq benefIt;, It ptight alsci"encQurage . increased 'program . 

'. participation' arnonq,the2~2 million wAoqu.llfy for' the QMS/SLMB· . ,v ; 


· benef1·t but have. not enrolled. '. . .,' " ." '.' ..... ' .. ' , ' .' , 
, i·" 	 .', ,1, 

'..Aug~SJt.·1994,datafr~m theM~dlcar~ Curr~nt BeneficIary Survey' 
", [tor be upd~ted.t~· ~.nclude VA ClndSt:8te.proqrams] indic:ate 'that. 

'w:hen."·f1bEirieUclaryand spouse. have income. less .than lOO·percent 
~of.poyerty '($9~940 f.or a.famny .of two·,1nl9~·4),·48:.5 percent:.· ...... 

. ' ·h4ve preaeript10n drug',;coveraqe·u.neler ,.private health inGurance.· 
.' (PHI) .~ ·~ed.1ca1<1 (17' have' PHI ~nd. 33\ Mec11Ca~d)., . Of~ho.ew:.~th·· 

. , 1':'C01l1••. bet~een 101 and UOparce~t ot povez;-ty 34.6' percent., have 
· . cover«qa (23'~· PHI and 12. n MedicaIel). Sotw••ril21: and'lSO,' 
,pe"J."~.nt·of poverty, 36. 5 percent hav4!! drug. c,Ove~a9'e (33 ~~'PHI 
:anel3.g, Medicaid) •. ·When t.ha income ·levelsare between '"151 and' 
20.0. percantof.thepqverty.. lovel, 44 ~ 1. p9r~.lltare· covered for 

.' d~98 with \o~lY ~. 5havinc;' MecU.c:.aid"benef1tS~nd 42.8: having . 
· private insurance. coverage. (S~e' attaohed 'chart. ) ..... . 
· ConseqUently, the :h1gher the' income lavel ·u.ed: to determine a'.. ,. 

'.,FederallY 	funde(1 dru9benefit/ the' ml?re'o 'coe,t. ·shift· will 'occur ' 
from p~ivate health .inI5Ur~nC9cov't'a~e to th~Federal government. 
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OptJ.on' 11 :createa. ~r.sc.~l;t;ion dr..a9.b.nef~toperated through the .' 
Mec!1ga.ld progr~ at, lOOt· .. rPifor QMBe/St.M8s. .' . 

'. : I· , . ", .,' '," .'" ..', ' 

-By 1ncorporating the program· as part.of ,~h••xi8tl~9 .. . \ 

. " '·MecUcaJ..d,dr1.l9' reba.~e progralll,t.h1s ·would p.ovl,de a 
",

State:-definedbeneUt fer the 2 mIllion who aro,not 
. du.a.i~ellO'lbles cO"Qr~d,.by the oxisting Med.lcald '. " . 
'pr09r~, but who have Incomes below 120~ of .povetty., 
'Thiscatogory of people .would. only be _ntitled. ,t:.o a , 
d..u.gbeneflt'/ not the, ent1re. Medicald paclcaqe. "~",' . , 

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

.	Th~II., bOn.etJ.t ,could'. b~, adin~~i*ter~ 'u~d~r' contraot ' .. ,'.: , 
through.a prlvllte contZ'actox,-, ,OZ' 'by, the State throt,lqh . 
the 'exls,tlng, Meaica'ld . program. ' ' , .. ' ", ' '.." .' '.' 

.. ",I 

,' ... ':'

'Pros i . 
.' , . 

'/ . 
. " 

".\ 	

o Would 'be an' add-~h to~'n existing, benefit' arid \ ' , 

·well.;o'establ1shed' Medicaid ,program•. ' ' ­, ,'," 	 . ., 	 - '. ' ',', -"', 

I" .. . '9 'The ~utpat'.t:ent d~u.gspro~l~ed und.er the expa,nded
coveragewoulC1 ,qualify, for 'rabates.· 

....... :o'\',;AClmin18tr~tlv~lY dU'nCult: ~-,Fun~inq, ,thabenefIt: 
., -", 'a~' loot PFP, would ba d,lffJ:cult ;·to· &dm.fntater ' ..... . 

, .. 	 ' 'becau.l5e,~ lt, woUld not' be.;forthe' ant'ire, .' '. . 
',pi~",orlptiori 'dru.g program, but, 'for, drugs,p.i~ only 
. for ,aapeeificaet of 'eligibles •. ",:'. 
, 	 , ,.' ",.J ' " •• 

••~ I 

, 	 t" 

:'O! <'slnceStatee now mus't'rettirn' tot'he Foder'at 
government a ehareof.'their iel:)atel~a.ed on .the, ' ' 

, ,state FMAP,.'a 'decIsion would hay. to be mac1e al t.o 
: ,~hethfiZ'.andhow"Sta.tes,wouid ,eolttpensate HeFAfor ' 

", 	.' 'what; !'hare.of 'whatrabates ~e. t,he" drugs paid for 
" , , 

i " , ..ulld,er tl1~B benefit,.' ThGZ'e, ·cou.l.d bepresl!lu.e to 
, \ . ~handle' this bene'fJ.:t· mor.llke 'the PHS drug.. " 

; discount program in. order ~o ~lmpl1:fy1t,andth18. 
, 1n turn could ~e~d to pressure to ,chanqo ,the 

I ' 
entire MecUc;:ald., druq , program'.' ' ' " " , I 

, , 	 ,,' 

0' . Cbets ,would increase', not only' '4U8 ~o 'th~, new, drug, . ' 

.. ' .benefit but 'alee auetoMedicare coat-eharing" • 

, :,: assocIated with new enrollees who have not ' 


, I,. 

. ,previiouSly participated. '. . ',.' , .. 
'I ""1 ' • .,.- J . ~ 	 "" 

,Opt!oJ'\ 2; 	c•.eate,,a preRcriptio~ d,x:ug 'b~tn"fit, ~'nder Medlcar;,eat 

lOOt, Federal ,CU6t tor low-inc()me lndivlduab ~ .. 
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Thl~, ()ptlonwould'create a unltorm benefit administered' 
as part of thaMed.lcare pJ:'ogramthatwpulcl ~.'llmlted '~ 

""to cart,aln low';'lncomelndfv1duAli., This, ,benefIt would. 
'not: ,be,. available to the current Mecl1cald dual- ' , " 

,.. ' 	 1 ' : 'ellq~ble8~,~ut, WOuld. beavallable to Medicare, 
, ' 

'·b.nef~ciarl.e, wl:th income. 'up to ',120' of poverty. ' 
, , ' . . , . . .'. ., I, 	 ./. r 

ProS,:' 

o 	 'Unltorm '8;dl!tlniatrationmakeS8Eineel!'the'81,,-glbllity 
ancl'th.;~nefl:ts "lira.standar41zed natIonwide. ' , 

o 	 . ,,'Med!care 1": amor. administratIvely .apprOprlate' program 
, '~o~ a b,ene!i,t ,at.,'lOO' Federal; coat. 

o,ImplemQnt.lriq~: proCJram '(or it:, amaq, number ;Of M8dloare 
beneficiaries ,coulC provide ,a pilot for a 'more 
co~preh8n"lve HGdi<;a:r~ druq};)eneflt.~ "': ",," 

.,'\ ,J 

" ,,'I, 

. ,';.' 

'r O.r This would. 81!1tablish a me~n8-te8ted;beneflt unCel: ­
Medicare. I , , " " 	 ' : 

',: 

o 1fhil~';t.h18WOUld be, a benef!tf~r,e 'reletivelYSmall 
,,ri\1mher~ ;~f ben~flc1ar1e8 ,'there:' ~oU:lci bepresDure to", ' 

.alee, it 'av,.ilabl~, for all,Ptlr~' B benef1c1,:arles~" 
,_. '---, 'j " f ' ,; 	 ., 

,Implem.r,.t~ng. drl.iqpro9ram 'foJ; 'a ~mal1 nullberof, ' 
Med1care boneficia.ries would liters,ase, Pederal ,staffi.ng " 
,n~8dsaB,well aa'adminhtrativaancl eystems coats • 
. . ,. .' _, " ',' , '.. ' . / ' ':,' , . " I.':.. " " :' .,' I,' .' "',' ~, •. " ',' • 

o 	 Implementing even 'a: l.im.ited' ,l;nsnefit., at, 10o" Federl11, : 
cO,at would,malee It,d~~f'leult,~opropol5e ill 'premlum-b.s~d ", , 1 '. 

"ben~fit, expansion ,to more' bet:l9fieiar,ie8." ',, " ',' " 
, ,,' " ' " , \ " 

~ " . 
.'/ 

.~ I, ~. 

" '.:, optlon.3 : F,ederal.ize And': make u~ltorm' all alipectl of ~heQMB ,and" 
'.' ,I, • 

SLMS .provialons, --' 'financinq, e11qlb111t.y" 
I,' \ 

,- '.' re1mburBeinentbased on, the MecU.cGre rete struc,ture,and 
•Federal' 'administra.tion, and'cieate':adrug benef'it a. ' 

" , 
. \ ',' , , 	 part o~thQ' Federal' proCJram. I, • 	 , , , ' ; , ' " , 

• 	 . ,.J'", - l. 

T'his' oPtio~ would. ci8ate,a.benefit'that'inoludedboth 
, an<expansioni,of drug benefits 'to 'higher'll'icoma Me,cu'<:are' 
, benef,leIarles, 8a,well,8.sFederalhii,nCJ the.QMB benef1t. 

The FQcl~ral'lz.d. QMB benef1t,'~ould ,prov 1dec;lonslderable, 
finanoial ~nd I>rogrammat1e relief t,oSt.,atas. "",': 

( . 
, Pros., 	 , '. ' 

o 	 Creates'"" drug' benefit ior the eld.erly near poor 

4: 	 ,'t', , 
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I, ' 
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withou~ 'dolnq 1:e",for all rOf ',p,art ;8. 
'." <' 

, : • , , 	 . c', "', . , " _ .. _ ,':' " , \ ,. " ' ' ..\.- . .'. ' 

,0 ;,' . 'Re,11evf)s,the,Stat88oftt"e', p~yment8 'fQr, the,.',QMBg, : : 
, ;' i 'andSLMBa', ' ", , , ' , , , , ",

/ ... ' . ':') c', : " l' " '.' ,.." . ' I 

'" ,'"
• ~. • , • : 	 • '.. ' , '.', " " _", ,:' , t , ;" , ~, '" ,-;' ,.': _" I .\~, 

o 	 ' M~y t~BUl.t, ,'1-",' il)cr.. a ••d,partlC:1pistlon In,the' ,," 
Q~I~~B'p~oq~4~ ~ i. ":,' " "', ":' , 

, J' ... I', , .'. I, . . .' ." ,:': 	 , 
'.' .. Unlformi'tyand'equity acrossstat~II'ln the drug 

',beneUtanci,8ubaid'les for the Medicare coat, 
" .f . : / '·'sh:8rlng ;toi this populclt'ion'. ' 

\ " 	 ,'I , .' " , , '"" 
'Cons!' ',' 	 '\ 

" 
.' .''";\' 

, , " 	 , .., " " ' ,,,.'.,
.,,:',' ,,' 0' ·Federa11zfltlon 'Of 'ail. OMSa/SLMB8,rather than ,julit 

;c ,those 'RO,t'otherw~8s ,,11g1&)18 ,for 'Mad~'cald.,;'ciould, ' 
lead to ,excessive new co.t.~", " " ,'I 

..\ , I';. " , '. . '. . , ~. ': " • "." 
-.' .~ . , ~. :.1 

" 
), , 

,,0 	 Cost sh1tt-from the ',States" to' t:he 'Fed.ral ,'" "" ' 
,ntitfamantptogram w'ithout,:clllicomp4ra~le't>enefit"~' 
provided, 'to .ot~etM8dicaidor, ~~(fioa,reeii9'lble8,.,'" ",: ' 

,Option 4': 'ede.alize 'the, 'QMBj~~wB pro~ram add .'crEtat.e ~ c1r~~'," ,'\ " 
, beneflt 'f~r a portion ,of t.hc(population, base'd on a; , 

, , ,SP"~,1fled.\ncOmEJ~~evOl~ i ,',' '; ',' , (,:, '., 

'l'hia, opt'lon ',w~,uid"b$)~inil1a%"',t:~ '<lptlon,,~~, ,~:Qt :the' ,'" , .' 
, lncolilA., cut 'off f.0~ "the,drug'bellef1~,c~~u~~~~;~"Juat:hlg~~r' 

: ,than ,~he ,120",leV,81 requlred, :und~r::t:h.~:OMaltsLM~' ",;' , " ", 
" ,benefit., ", "'"',, " ,',:', ': : .', ,', ",':' ,', ",' ';,:~ 

, • '.- .: • • •. /. , ,1'­

, , ,,' 
".' " 

,,.. " 0"" '~, :cre~ate8' ~~ dr~q, ben~t1t for ~van ~~~e ot"the p~or 
", ,a:ldetly. " " '\ ,; "" , ' 

, ' 

';.' ...... , , 

,,I ," ' 
,\ ' 

o 'Would provlda dtuq:co~e~~ie'to,.oml( elderly who ," " 
.', . may ,alre4ciy have c1ru;.:cov,erage, ,or ,who are ':ap~e"t~" ' 

pay out';'of.;.pockot. c' ", ., ... ; .. ' ", ,':' ': ~.' ",', .' ,'> ,
"" -, . . " - . . ~ , '. ,'" ," ,..,'.. '," 

/ " 
.,',' 

'0 ',Thli ',co.ste 'would be 'Svrin:h1qher:than 'undet ,the 
prevlous~pt10n/and.the, :COBtdJhltt inay' oceut no't 

'onlY, froll\"the' states', Qut ~laofrom, 'privdte, .. 
insurance 'anc1 individuals.'" .,,'," ' 
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