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Public opinion polls have consistent-

ly shown that more voters oppose
Obamacare than support it, and that op-
position to the law is more intense than
support for it." This resistance seems to
perplex many of the law’s defenders.
How could voters oppose what the au-
thors of the law plainly view as a well-in-
tentioned effort to promote more wide-
spread enrollment in health insurance?

The answer, of course, is that the pub-
lic does not oppose sensible steps
toward more secure and widespread
health-insurance coverage. What voters
oppose is the heavy governmental and
technocratic approach that Obamacare
embodies, and its consequences for af-
fordability, quality, and choice. Though
many left-leaning politicians assume

it is self-evident that this kind of tech-
nocratic approach is necessary to fix
the problems with American health
care, voters are not so sure. They have
first-hand experience with many public
programs, and are wary of handing over
something as complex and important
as health care to the federal govern-
ment. Their fear is that Obamacare

will ultimately harm the quality of their
care, inflate their costs, diminish their
job prospects, and vastly increase the

expense of the federal government and
thus ultimately their taxes. The launch
of Obamacare confirmed that all of
these fears are well-founded.

The Obama administration got one
thing right in its health care push: The
system was badly in need of reform
when the president took office. Unfortu-
nately, administration officials misdiag-
nosed the cause, and then prescribed
the wrong solution.

The core problem in American health care
has been, and continues to be, that there
is not a functional marketplace in health
insurance or health services to discipline
costs and promote quality and value for
consumers. The Obama administration
pays lip service to market-driven reform,
but the real thrust of Obamacare is to
expand governmental authority over the
system, not to empower consumers or to
encourage innovation.

Enthusiasts for government intervention,
including the authors of Obamacare,
often argue that a free-market approach
to health care was tried in America and
failed. But that is false. American health
care has been dominated for decades
by the federal government, through
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Enthusiasts for government intervention,
including the authors of Obamacare,

often argue that a free-market approach to
health care was tried in America and failed.
But that is false. American health care

has been dominated for decades by the
federal government, through vast subsidies
for insurance and through payment
regulations shaping the provision of
medical services by hospitals and doctors.

vast subsidies for insurance
and through payment reg-
ulations shaping the provi-
sion of medical services by
hospitals and doctors. The
result was a system dominat-
ed by third-party insurance
arrangements, not consumer
choice, and by federal regu-
lations setting the terms for
reimbursing hospitals

and physicians.

Providers were often

restricted from trying new

approaches to organizing and financing
coverage and care, most consumers did
not have the power to choose among
real options, and failed price-control
systems in massive federal programs
persisted despite a proven inability to
control costs. In sum, American health
care before Obamacare was very far

ance enrollment and new and more
restrictive federal regulations governing
payments for medical services. It also
handed vast new regulatory authority
over the insurance sector to the Depart-
ment of Health and Human Services
and empowered new federal agencies
and bureaucracies to step up the

from a genuine marketplace.

Looking at that landscape in 2009, the
Obama administration came into of-

government’s influence and control over
the manner in which doctors and hospi-
tals organize themselves to care for
patients. All this tends to make it even

more difficult for providers and insurers
to try new approaches, for consumers to
make real choices among real options,
and for bad ideas to be abandoned.

fice and somehow concluded that the
problem with American health care was
insufficient governmental involvement.
And so the law that was passed by a
heavily Democratic Congress in 2010
doubled down on many of the worst
features of the existing system: heavy
public subsidies for third-party insur-

In short, Obamacare was a step in
exactly the wrong direction. More than
anything else, the law set in motion

a massive shift of decision-making
authority from states,
employers, insurers, and
consumers to the federal
government. In a way, that
was the point. The authors
of the law believe that
muscular federal control

is essential to expanding
coverage in an

equitable manner.

In short, Obamacare was a step in exactly
the wrong direction. More than anything
else, the law set in motion a massive shift
of decision-making authority from states,
employers, insurers, and consumers to the
federal government.
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But average middle-class families do not expect this shift of power to do anything
to help them, especially with respect to rising health costs, which are their chief
concern. From 2000 to 2012, median household income rose at an average annual
rate of just 1.6 percent, according to the Census Bureau. During that same period,
per-capita health spending rose at an average annual rate of 5.3 percent. Rising
health costs have contributed directly to the stagnation of cash compensation as
employers have kept pay raises low in response to the rising costs of employee
health benefit plans. Obamacare’s substantial new subsidies for third-party insurance
look likely to increase cost pressures, not decrease them.

Average Annual Growth Rates (Nominal),
2000 to 2012
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The centralization of power within the
federal government, and specifically
within HHS, will also have serious nega-
tive consequences for the quality of the
health system. Government rulemaking
and demonstration projects have al-
ready begun to displace private initia-
tive. Instead of taking the lead to solve
problems and improve care, the major
players in the health system—employers,
states, providers, and insurers—are now
waiting for the latest pronouncements
from HHS about what is and is not
acceptable under Obamacare. Over
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time, it will become more difficult to find
investment capital for initiatives that
have to be given regulatory approval by
the government. The spreading passivity
among private actors will undermine
innovation and adaptation, and thus
also hinder improvements in the quality
of care for patients.

The economic costs of the law are
also coming into sharper focus. The
Congressional Budget Office (CBO)
recently issued new estimates for the
law’s impact on the labor market, and



26

found that it will reduce employment

in the United States by the equivalent
of some 2.5 million workers by 2024.2
CBO’s new projections also show that,
even after a ten-year gross expenditure
of $2 trillion, the number of uninsured
Americans will still total 31 million in
2021 and beyond.?

For all of these reasons, public unease
with the 2010 reform plan has grown,
not receded, since the law was enacted.
And therein lies an historic opportunity.

The Opening for an Appealing
Conservative Alternative

Conservatives are united in their belief
that Obamacare needs to be repealed.
There is also near unanimity that the
law needs to be replaced with an effec-
tive, market-based alternative. But there
is still a great deal of disagreement
among conservatives about the content
of that alternative plan.

There shouldn’t be.

If a plan is to appeal to middle-class
Americans—as it must to gain traction—
then it will need to address middle-class
concerns, and particularly the need

to provide coverage for persons with
pre-existing health conditions, to ensure
all Americans have access to stable
insurance, and to slow the pace of
rising costs. These objectives need to
be met without increasing the deficit
and without handing over too much
power to the federal government, as
Obamacare would do.

It will also be necessary to have inde-
pendent verification—in practice that
means by the Congressional Budget
Office—that a replacement plan could
address these issues in a credible

way. For instance, if a plan to replace
Obamacare is found by CBO to do little
or nothing to reduce the number of unin-
sured Americans, it is unlikely to get the
political momentum necessary to fully
displace Obamacare.

These objectives will narrow the policy
options available to policymakers. Low-
er-income households will need public
subsidies, for example, to be able to
secure at least catastrophic insurance
coverage and participate in a thriving
consumer market, and those subsidies
will have a budgetary cost. The new plan
will also have to be designed so as not

to unduly disrupt the insurance arrange-
ments of the millions of middle-class
families who now have coverage they are
happy with.

Some conservatives get nervous at the
prospect of engaging in this kind of
policy discussion. They would prefer to
repeal Obamacare and then proceed
with a series of very small, incremental
changes to the pre-Obamacare health
system. But that approach is unlikely
to succeed because it will be criticized
as undoing protections for pre-existing
conditions and doing nothing to help
low-income households without health
insurance. It also falls short of the sig-
nificant step toward a market-oriented
system that we should take.

Conservatives must see the present op-
portunity, provided by Obamcare, clear-
ly. We have an opportunity to move

our health-care system to the right

not only of Obamacare but also of the
pre-Obamacare status quo. The middle
class is ready to hear from conservatives
about their practical and realistic pro-
posals to improve their lives. If conser-
vatives seize the political moment, they
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could displace the largest expansion of governmental power in a generation with a
program that would unleash, for the first time, the real potential of consumer choice
in health care. It would be the most significant conservative policy victory in many years.

Four Keys to Reform

The ideas that would inform a practical conservative alternative have been around
for many years now, developed and advanced by a cadre of health-policy analysts
and economists. All that is needed at this point is a persistent effort to pull those
ideas together in a reform plan that can appeal to America’s middle class and
around which a stable center-right political coalition can form.

In early 2014, two plans were introduced that conservatives should look to as
politically viable and credible blueprints for replacing Obamacare. The first was
released by Republican Senators Richard Burr, Tom Coburn, and Orrin Hatch.* The
second was put together by the 2017 Project, a non-profit organization dedicated
to building and promoting a conservative reform agenda.® Though some of the
details of these two plans differ,

. and future proposals from various
We have an Opportunlty to move our conservatives could well differ
health-care system to the right not only of  in some key particulars too, they

Obamacare but also of the pre-Obamacare  Share @ common structure and
vision that will likely define any

status quo. The middle class is ready to hear pgysible conservative replace-

from conservatives about their practical ment for Obamacare. This structure

and realistic proposals to improve consists of four key parts: a de-
pTop p centralized, market-oriented ap-

their lives. proach to the health-care system;

tax credits for people outside the
employer system achieved with minimal disruption of employer coverage; continuous
coverage protection for all Americans; and significant state flexibility.

First, the basic market orientation of this approach is in a sense its overarching
characteristic. Addressing the complex problems bedeviling American health care
will require the dynamism and discipline of a functioning marketplace. Rather than
assume that bureaucrats in Washington have all the answers, such a market would
allow providers on the ground to try new ways to deliver quality care at a low cost,
would allow consumers on the ground to choose among these options to enable
incremental progress toward a better system, and would allow those approaches
that do not succeed to fall away and create both the incentives and the space for
further improvement.

The Obama administration claims that Obamacare is a marketplace, but the reality

is that it is a top-down, bureaucratic solution, with all of the critical decisions made in
Washington. HHS strictly defines the insurance product and then compels insurers to
sell it while the IRS compels consumers to buy it. That is not a market. The conservative
alternative must employ a decentralized approach, with consumers driving the system

CAPRETTA: HEALTH-CARE REFORM TO LOWER COSTS AND IMPROVE ACCESS AND QUALITY



28

by the decisions they make about insur-
ance coverage and the use of medical
services. It must therefore feature far
less prescriptive insurance regulation and
much more room to experiment with
options for consumers to consider. A
model for these reforms can be found
in the Medicare Part D program, a real
marketplace that has restrained cost
growth while also yielding high levels of
choice and satisfaction for seniors.

Second, economists of all political
stripes have long agreed that the
open-ended tax subsidization of
employer-paid health insurance is one
of the main distortions of the existing
system. It encourages excessively
costly employer plans and discriminates
against households that do not have
access to employer coverage and thus
must rely on the individual market for
insurance. But conservatives must resist
the temptation to simply undo current
tax policy in an Obamacare replacement
plan. Approximately 160 million people
in the United States are enrolled in
employer-sponsored insurance. Any
widespread disruption of that coverage,
as a complete rewrite of the federal tax
treatment would surely involve, would
be strongly resisted by the families ben-
efitting from that coverage and would
likely doom the entire reform effort.

A better approach, pursued in both the
Republican Senators’ plan and in the
blueprint offered by the 2017 Project,
among others, would leave in place the
tax preference for employer coverage, but
place an upper limit on the amount of
employer-paid premiums that would enjoy
tax-preferred status. This approach
would allow these plans to continue
operating as they do today, just with a
greater incentive for cost discipline. The
upper limit could be set to affect only

the most expensive plans (such as plans
with premiums in the top tenth or twenti-
eth percentile, by cost).

At the same time, households that

do not have access to employer cover-
age should be given a tax credit that is
roughly equivalent to the value of the tax
subsidy afforded to employer-sponsored
plans. The credits could be adjusted by
age categories (such as 18 to 34, 35 to
50, and 51to 65), so that older citizens
would get credits more reflective of
their health risks, as would younger
workers. The reform plans offered by the
Republican Senators and the 2017 Project
both provide age-adjusted credits.® The
credits would also be entirely under
the control of the households to which
they are provided, and could be used
only to secure insurance (or, if the credit
exceeded the premium for coverage, to
deposit into a health savings account).

A tax credit of this kind would help
generate intense price competition in the
marketplace. Consumers receiving the
credit would have every incentive to find
good value in health insurance because
any premium charged by an insurance
plan above the credit would be paid by
the consumer, not the government. The
upper limit on the tax preference for
employer coverage would also encourage
both firms and workers to shop around for
good value in insurance plans.

Third, continuous-coverage protection
would help address the challenge of
covering Americans with pre-existing
medical conditions. Americans must
often switch insurance when they switch
jobs, and a law passed in 1996 has
largely worked to smooth out transition
problems between job-based plans.
Specifically, workers (or their family
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members) with a pre-existing condition
can’t be penalized when they sign up
with insurance at a new job so long as
they have had insurance for a specified
period of time. Unfortunately, that law
did not adequately extend the same
protection for people who transition
from job-based coverage to individually
purchased insurance.

This gap needs to be filled in the con-
text of a broad commitment to the
American people. Under the emerging
conservative alternative to Obamacare,
people who remain continuously in-
sured, with at least catastrophic in-
surance, will never be forced to pay
high premiums solely on the basis of
developing a costly health condition.
This new assurance would provide a
powerful incentive for Americans to
stay continuously enrolled in insurance.
In combination with the new federal

tax credits for coverage (provided to
anyone without access to an employer
plan), this reform would provide a direct
and ready mechanism for all Americans
to afford insurance and to have cov-
erage that does not penalize them for
their health conditions. Of course, for
this new system to work, insurers must
be allowed to assess the risks of those
who opt out of insurance and then seek
to enroll later in a plan.

This approach to solving the pre-existing
condition problem is more or less the
exact opposite of the approach taken
in Obamacare. Under Obamacare,
insurers are never allowed to take
health risks into account, even if some-
one has dropped out of insurance and
is signing up only because of a recent-

ly diagnosed condition. The law tries
to counteract the strong incentive to
wait until the last minute to enroll by

taxing anyone who fails to buy quali-
fied insurance. This “mandate and tax”
scheme, which is a central feature of
Obamacare, is one of the main reasons
the current law is highly unpopular. By
instead putting coverage within every-
one’s reach and rewarding the decision
to obtain it, a conservative reform could
cover more people while avoiding heavy
handed and constitutionally dubious
policies.

Finally, any solution to the problems in
American health care will necessarily
entail some uniform national policies.
But the plans offered by the Republican
Senators and the 2017 Project, like any
plausible conservative approach, also
leave plenty of room for states to adopt
policies suited to their needs within a
federal framework.

States are given the lead role in insur-
ance regulation and ensuring consumers
have the information they need to make
informed choices. They also have the
lead role in Medicaid reform. In both of
the recent conservative replacement
plans for Obamacare, like others be-
fore them, Medicaid recipients would be
allowed to take the base part of their
entittement in the form of the new federal
tax credit. States would then be allowed
to establish mechanisms by which
Medicaid enrollees use their credits, plus
any additional Medicaid support provided
by the state, to purchase from the same
coverage options as other working-age
people in the state. This is a crucially im-
portant reform, as it would allow Medicaid
participants to stay enrolled in the same
insurance plan even as they move into
higher-paying jobs.

To give states the authority they need
to make this kind of reform work, states



need to receive their Medicaid funds in
predictable and flexible per-capita pay-
ments from the federal government. This
would replace today’s cumbersome and
counterproductive matching program.
The per-capita amounts would be tied to
historical spending in the states. After the
first year, the per-capita amounts would
grow with an agreed-upon index, perhaps
measuring medical inflation.

The per-capita payments can be calibrat-
ed to be budget-neutral to the federal
government in the first year (and the tax
credits paid to Medicaid-eligible partic-
ipants must be counted as part of the
federal Medicaid spending commitment).
In other words, federal payments to the
states would be equal, in the aggregate,
to expected federal spending if today’s
matching system had been retained. After
the first year, some savings would accrue
to the federal government as the per-cap-
ita payments would grow more slowly
than Medicaid spending is expected to
grow under current baseline projections.

Moving toward per-capita payments in
Medicaid would remove the distorting
effects of today’s matching system and
provide budgetary predictability at the
federal and state levels of government.
It would also allow the federal government
to give the states total discretion over
the design of the program because
state decisions could no longer increase
federal spending commitments.

States would have wide discretion over
how to design the new Medicaid program,
including full authority to establish
required benefits and other special
rules that might apply to the Medicaid
population. They would also establish
the amounts of additional premium
assistance provided through Medicaid,

and how that assistance would be
phased down as incomes rise.

Obamacare included many changes

to Medicare too, many of which also
deserve repeal and replacement.
Among other things, the law includes
large cuts in the Medicare Advantage
program—a counterproductive move
that will push more seniors back into
the inefficient Medicare fee-for-service
program. There are also deep cuts in
the payment systems for hospitals and
other providers of care that could cause
access problems for seniors. Most
conservatives rightly oppose this micro-
management and recognize that what
Medicare needs are reforms that point
the program in a more market-oriented
direction (like those proposed in the
House Republican budgets of the last
few years).

But reversing the damaging Medicare
changes in current law, and replacing
them with sensible reforms, need not
come in the same legislation replacing
Obamacare.’” Improving health care for
the working age population and their fam-
ilies is likely to prove politically challeng-
ing enough without also adding to the
mix significant Medicare reforms. Those
can and should be considered in a sepa-
rate piece of legislation.

Covering Millions at a Fraction of
Obamacare’s Expense

The Obama administration has fre-
quently cited the estimates of the Con-
gressional Budget Office to argue that
Obamacare will deliver more enrollment
in health insurance than the previous
system, while still providing for a small
reduction in the federal budget deficit
over the program’s first decade of im-
plementation. The administration tends
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to omit that these
estimates rely on
massive cuts in
the Medicare
program ($700

A model for
conservative reforms can

permission from the
federal government.

The difference
between this

billion over . . approach and
a deche) be fOUIld 1n the MEdlcare Pal’t D Obamacare
and a $1 program, a real marketplace 's not a dif-
trillion tax . ference of
increase. that has restrained cost growth degree but
By contrast, . . . . of kind. It is
e emerging  WHhile also yielding high levels |t
conservative of choice and different

alternative

can deliver just

as much insurance
enrollment without the
massive taxes and spending
of Obamacare.

Recently, a new, independent analyti-
cal organization—the Center for Health
and Economy—produced a cost esti-
mate for the Burr-Coburn-Hatch blue-
print.2 Those estimates clearly indicate
that the proposal from the Republican
Senators would reduce the number of
uninsured in the U.S. to essentially the
same levels as Obamacare—about 30
million people. And it would do so with
spending levels that are far lower than
Obamacare. Consequently, there would
be no need for the large taxes imposed
by Obamacare either.

There is, in short, a real alternative to
Obamacare. It will make secure insur-
ance available to the uninsured and
people with pre-existing conditions.

It won’t increase the nation’s budget
deficit, and, in fact, will lay the founda-
tion for genuine cost discipline to lower
health costs. And it will retain the rights
of individuals, employers, and states to
make decisions that are in their best
interest without having to first ask

satisfaction for seniors.

diagnosis of
the problems
with American health
care and a different
approach to solving complex
economic and social problems more
generally. Rather than empowering con-
solidated bureaucracies to impose strict
rules, it empowers a decentralized sys-
tem of continuous learning and incre-
mental improvement to find solutions,
try them out, build on those that work,
and reject those found wanting. It offers
a far superior approach to addressing
our health-care dilemma, and a model
of conservative problem-solving.

As Obamacare’s implementation con-
tinues, voters are seeing up close the
major flaws of handing over so much
control over the health system to the
federal government. It’s an inflexible
approach, with heavy benefit mandates,
high expense, cumbersome bureaucra-
cy, and high implicit taxes on work. As
voter disenchantment with the current
law intensifies, an historic, and possibly
time-limited, opportunity is opening up
for the law’s opponents. The public is
ready as it never has been before to
hear about a credible, practical, and
realistic market-based alternative to
Obamacare’s heavy-handed govern-
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ment approach. It is imperative that
conservatives seize this opportunity and
begin to coalesce around just such a
replacement plan.

There are some political risks associ-
ated with doing so. Health-care policy
is complex, and moving toward a real
marketplace requires placing more
responsibility on the shoulders of
consumers. Supporters of Obamacare
will no doubt try to exploit this fact by
scaring consumers about the supposed
risks this shift would entail.

Proponents of the Obamacare alter-
native should not be deterred. They
should be politically prudent of course,
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to minimize the risks. But if they follow
the policy roadmaps outlined by
Senators Burr, Coburn, and Hatch, by
the 2017 Project, and by many other
conservative reformers, they will have
a plan that is far more appealing than
Obamacare: a plan that addresses the
pre-existing-condition problem, ensures
widespread enrollment in affordable
health insurance, and brings real cost
discipline to the marketplace, all without
the mandates, the taxes, or the massive
power grab of Obamacare. There is great
potential here not just for a policy victory,
but for a massive political victory as well.

James C. Caprettais a senior fellow at the
Ethics and Public Policy Center and a visiting
fellow at the American Enterprise Institute.
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You constantly hear about how conservatlves have no ideas.
The best thing about this book is you can slap the people who say such thlngs withit.
A close second: They can read it to discover how wrong theg are.
JONAH GOLDBERG | EDITOR AT- LARGE NATIONAL REVIEW ONLINE
America’s middle class needs expanded opportunltles not more government
Room To Grow explains how unleashing the power of the free market canhelp
- Americans find good jobs, affordable health care, and more opportunrtg all around -

LARRY KUDLOW | CNBC S SENIOR CONTRIBUTOR e rat b

Progresswe pollces have degraded the promlse of a free and prosperous future for everg Amerlcan
The only antidote to poisonous progresswlsm is constructlve conservatism. In Room To Grow'
our greatest contemporary thinkers and pract1cal pollcg makers have produced a pOSItlve agenda

(o]18 Amerrcans (ofe]] rallg around to restore our blrthrlght T e

MARY MATALIN 2
We don’t need higher taxes and blgger government to make health care or college affordable
: or address other middle-class concerns. Room To Grow shows that thereisa
: robust conservative agenda to fix- these problems. Bad news for Presrdent Obdma.

‘GROVER NORQUIST | PRESIDENT, AMERICANS FOR TAX REFORM

These all-star contrlbutors are among the erghtest llghts in the modern conservatlve movement
These essags should be required reading for free enterprlse advocates and angone Ty
‘who aspires to bwld a better world through policy.. 3

ARTHUR C BROOKS | PRESIDENT AMERICAN ENTERPRISE INSTITUTE

Room To Growfllls an |mportant gap in our current polltrcal debate Who speaks for the mlddle class?
It offers conservative solutlons to the problems and challenges facing the American middle class rather
than simply lamenting the failures of liberalism. This book offers a positive, conservatlve‘alternatlve :
on a range of issues — K12 and higher education, energy, taxes, health care, job creation,
the social safety net, regulatlons and family. Room To Grow proposes solutlons that are prmcrpled
ambltlous creatlve and trmelg, partlcularlg W|th middle class Amerlcans in mmd :
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The mamtenance of llmrted government presupposes a- flounshmg cnvrl soaetg and especially
aculture that supports families. Room To Grow shows how creative conservatlve polmes—polrcres'
that honor the mtegntg and respect the legltlmate autonomy of famllIes and other
institutions of civil soaetg—can revive the American spirit.

ROBERT P. GEORGE | MCCORMICK PROFESSOR OF JURISPRUDENCE AND DIRECTOR OF THE JAMES MADISON -
PROGRAM IN AMERICAN IDEALS AND INSTITUTIONS PRINCETON UNIVERSITY
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For too long, conservatlves have offered popullst rhetorrc wrthout havmg a fullg-formed popullst pollcg
agenda (o} match If they . embrace these ideas, theg W|ll deserve the majorrtg theg want to ‘regain.
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