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CBO ANALYSIS OF THE ADMINISTRATION'S
HEALTH CARE REFORM PLAN

WEDNESDAY, FEBRUARY 9, 1994

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:00 a.m., in

room SD-215, Dirksen Senate Office Building, Hon. Daniel Patrick
Moynihan (chairman of the committee) presiding.

Also present: Senators Baucus, Bradley, Mitchell, Pryor, Riegle,
Rockefeller, Daschle, Breaux, Conrad, Packwood, Dole, Roth, Dan-
forth, Chafee, Durenberger, Grassley, Hatch, and Wallop.

[The press release announcing the hearing follows:]
[Press Release No. H-6, February 2, 19941

FINANCE COMMITTEE TO HEAR CBO ANALYSIS OF PRESIDENT'S HEALTH PLAN

WASHINGTON, DC--Senator Daniel Patrick Moynihan (D-NY), Chairman of the
Senate Committee on Finance, announced today that the committee will continue
its examination of health care issues with testimony from Congressional Budget Of-
fice Director Robert Reischauer regarding CBO's analysis of the administration's
health care reform plan.

The hearing will begin at 10:00 a.m. on Wednesday, February 9, 1994 in room SD-
215 of the Dirksen Senate Office Building.

"CBO's input is crucial in developing a non-partisan evaluation of the effects of
the President's health plan on insurance coverage and costs, and the implications
of the plan for the budget and the economy," Senator Moynihan said in announcing
the hearing. "The committee looks forward to hearing from Director Reischauer on
these most important issues."

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK, CHAIRMAN, COMMITTEE
ON FINANCE
The CHAIRMAN. A very good morning to our distinguished wit-

ness, Dr. Robert Reischauer, the Director of the Congressional
Budget Office. This is the fourth in our series of hearings this year
on the President's health care bill and such other bills as are
about.

We decided, Senator Packwood and I, with the agreement of the
committee we would go by topic rather than specific bill. Although
it is the case today that we will be hearing from Dr. Reischauer
on the analysis of the administration's health proposal which the
CBO has prepared at our request, even so, the issues are general.
We very much look forward to hearing what you have to say, Doc-
tor. I hope you have set the morning aside because we will have
questions for you.

Senator Packwood?



OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S.
SENATOR FROM OREGON

Senator PACKWOOD. Thank you, Mr. Chairman.
Congratulations, doctor, on your statement yesterday. But I con-

gratulate you for a different reason. I am inclined to think this ar-
gument about taxes or not taxes perhaps is less than meets the
eye.

If we pass a bill and we say to the employer or Mr. or Ms. Em-
ployer you shall provide the following health benefits-A, B, C, D,
E, F, G--and you may buy it where you want from Continental
Casualty or Blue Cross or Kaiser, and it costs $250 a month to that
employer, it is $250 a month. And instead if we say you must buy
it from the health alliance and it is $250 a month, it is still $250
a month whether you call it a tax or whether you do not call it a
tax. It seems like it is money out of their pocket, which indeed it
is.

I do not think we need the health alliances. I think we can do
perfectly well having the employers or the individuals, if we do an
individual mandate, purchase the insurance where they want and
I think there will be ample competition among the providers.

But when Senator Dole said on the floor yesterday, and he was
correct, if this money comes out of your pocket it may seem like
a tax, but whether we call it that or not I am not sure is the criti-
cal issue, other than if indeed it goes to an immense government
agency-and you correctly defined it yesterday, there is no ques-
tion-and that is the tax, then the real issue ought to be not are
we going to ask an individual to purchase health insurance or an
employer to provide it or have the individual purchase it and have
the employer pay part of it like Germany. That, I hope, is not the
issue. I hope we are going to seek universal coverage.

In my mind the real issue is, are we going to attempt to admin-
ister this plan through the private sector or are we going to try to
administer it through the government. I would hope we would opt
for the former.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you.
We decided, if the committee recalls, that we will not have open-

ing statements, but we will have lots of questions.
So, Dr. Reischauer, welcome, sir. You have a prepared statement.

We will place that in the record and you may proceed exactly as
you desire.

STATEMENT OF ROBERT D. REISCHAUER, PH.D., DIRECTOR,
CONGRESSIONAL BUDGET OFFICE, WASHINGTON, DC

Dr. REISCHAUER. Mr. Chairman and members of the committee,
I am pleased to have this opportunity to share with you the Con-
gressional Budget Office's-CBO's-analysis of the administration's
health reform proposal. I will submit my prepared statement for
the record and confine myself to a summary of the report's major
findings.

CBO's analysis deals with three aspects of the administration's
proposal: First, its financial effects-that is, the likely impact of
the proposal on national health expenditures in the Federal budget;
second, the possible effects of the proposal on the nation's economy;



and third, the question of the appropriate budgetary treatment of
the new system's fiscal flows.

Before summarizing CBO's major findings, I would like to em-
phasize three cautionary points that relate to the inevitable limita-
tions of our analysis and, I might add, other similar analyses.

The first of these points is the great uncertainty that surrounds
all estimates of the cost of this proposal and of all other systemic
reform initiatives. The administration has put forward the most
far-reaching piece of social legislation since President Franklin
Roosevelt proposed the Social Security Act some 60 years ago. If
the proposal is implemented as envisioned, the behavior of consum-
ers and health care providers will be altered by new incentives.
New institutions will be created, and old ones will be given signifi..
cant new responsibilities. Available data and methodological tech-
niques and our underlying knowledge of how the health system
works are not adequate for estimating the effects of this legislation
with a great deal of precision.

The second cautionary point that I must emphasize is that it will
take some time before the full consequences of the proposed system
play themselves out. The complete structure will not be in place for
over a decade. For example, new dental and mental health benefits
will begin in the year 2001. State and local governments will first
be eligible for employer subsidies in 2002. The tax status of certain
employer-provided premiums will change after 2003. Subsidies to
large corporations that do not create corporate alliances will phase
in over an 8-year period. A home- and community-based health
care plan for the disabled will double in size between the years
2000 and 2004, and on and on. Furthermore, it will take many
years for consumers and providers to respond fully to the new in-
centive structure.

For these reasons, your attention should focus on the long-term
effects of the proposal. CBO's estimates extend to the year 2004,
which is the latest year for which we have any capability to make
an estimate. However, the farther into the future we project, the
more uncertain our estimates are likely to be. And you should keep
that in mind.

My third and final warning is that we need to keep all of the
numbers in perspective. Some of the numbers will seem large when
examined in isolation. But when compared with the size of the
economy, the baseline level of national health expenditures, gov-
ernment spending on Medicare and Medicaid, and even the deficit,
they may be relatively trivial.

With these cautions in mind, let me begin the discussion of the
likely financial effects of the proposal. As you know, two of the
major objectives of the administration's initiative are to slow the
growth in national health expenditures and to reduce the relentless
pressure that spending on the major health programs is placing on
the Federal budget.

CBO estimates that if the administration's proposal is imple-
mented according to its schedule, national health expenditures will
rise by between 1 percent and 3 percent above our baseline projec-
tion levels during the period in which the alliance system is phased
in. This is shown in Table 2-1 on page 26 of our report, if you hap-
pen to have the report handy. The increase is the inevitable con-



sequence of extending coverage to millions of uninsured Americans,
increasing the generosity of the benefits that many currently in-
sured Americans have, and expanding services for ihe disabled.

By the year 2000, the limits placed on the fgr!,.th of premiums
and the savings in the Medicare program are sufficient to reduce
national health expenditures by some $30 billion below our base-
line level. By the year 2004, national health expenditures should
be $150 billion, or 7 percent below the baseline level. The budg-
etary impacts of the proposal, which I define here to include on-
budget activities and Social Security, are shown in Table 2-2 on
pages 28 and 29 of our report. The table represents the combined
effort of the Congressional Budget Office and the Joint Committee
on Taxation, which I would like to thank for their work under some
pretty difficult circumstances.

Our estimates indicate that the proposal would reduce the fiscal
year 1995 deficit by about $10 billion because the revenue from
higher tobacco taxes would more than offset the first year's start-
up costs.

The proposal would then increase annual deficits by between $1
billion and $32 billion during fiscal years 1996 to 2003. By 2004,
CBO estimates that the proposal would have no appreciable affect
on the deficit. If we had the ability to project further into the fu-
ture, we would presumably see that the proposal would reduce the
deficit by growing amounts after 2004.

CBO's deficit estimates are less sanguine than those of the ad-
ministration or those prepared by the Virginia-based consulting
firm Lewin-VHI in its excellent study of the administration's plan.
On the one hand, both of those groups estimated that the proposal
would lower cumulative deficits over the 1995-2000 period by mod-
est amounts. CBO, on the other hand, shows a cumulative increase
in deficits of $126 billion over the 1995-2004 period.

Some people might be tempted to exaggerate the importance of
this difference, so let me place these numbers in their proper con-
text. First, $126 billion is less than 6 percent of both the deficits
accumulated over the past decade and the deficits that we project
for the next 10 years. Second, $126 billion represents less than 3
percent of the projected Federal spending on Medicare and Medic-
aid during the next 10-year period. Third, the number should be
balanced against the advantage of living in a nation in which no
one lacks health insurance coverage. And finally, as I noted earlier,
if the premium restraints are adhered to, the proposal should make
ever-increasing contributions to deficit reduction after 2004.

Let me say a few words about the differences between the admin-
istration's and CBO's numbers. You can see from the last column
in Table 2-4, which is on page 36 of our report, that the adminis-
tration's and CBO's estimates of the proposal's net costs differ by
$48 billion in the year 2000, which is the last year for which the
administration has proposed an estimate.

Roughly half of that sum, or $25 billion, is attributable to CBO's
higher estimate of employer subsidies. Our higher estimate of em-
ployer subsidies occurs because we believe that premiums will be
about 15 percent higher than the administration has assumed and
because we used a different estimating methodology, one that we



believe better accounts for the dispersion in average wages across
firms.

As you can see from Table 2-4, there are no substantial dif-
ferences between CBO's and the administration's estimates of fam-
ily subsidies. There are modest differences in our estimates of the
State maintenance-of-effort payments, the amounts that would be
collected from assessments on corporate alliances, the increased
revenues from restricting cafeteria plans, and the other compo-
nents of the proposal taken together.

Let me turn now to the second topic, the proposal's likely eco-
nomic effects. The administration's proposal would have important
impacts on the economy. But for the most part, those impacts
would not affect aggregate economic indicators as much as the cir-
cumstances facing different firms and different workers.

For example, the proposal would have little appreciable impact
on the U.S. balance of trade, which is determined largely by the
balance between national saving and investment. However, some
firms in the tradable goods sector would benefit, while others
would be adversely affected. Overall, businesses' costs for health in-
surance would be significantly reduced by the proposal. Businesses'
insurance premiums for active workers would drop by about $90
billion below our baseline level in the year 2004.

But beneath this figure there would be considerable redistribu-
tion. On the one hand, universal coverage would mean that those -
firms that now offer insurance would no longer need to pay indi-
rectly, through higher doctor's and hospital bills, for the care given
to uninsured workers and their families. On the other hand, firms
that do not now provide insurance could no longer "ride free." Com-
munity rating would mean that small firms and those with older
or sicker work forces would see reductions in their costs, while
businesses with young and relatively healthy workers might see
their costs rise.

Changes in businesses' costs, both positive and negative, would
be largely shifted back onto workers in the form of lower or higher
wages. The impact of these changes on the aggregate labor supply
is likely to be quite small, although the proposal's incentives could
significantly affect the labor force part-icipation decisions of certain
types of workers.

For example, secondary workers and those for whom early retire-
ment is an option could choose to leave the labor force voluntarily.
Meanwhile, low-wage workers outside the health sector might see
their job opportunities diminished. But CBO believes that the num-
ber of workers affected will be very small, and any adverse effects
will be offset in part by low-wage job opportunities created in the
health sector. Finally, some welfare recipients might be enticed
into the labor force by the proposal's incentives.

Taking all of these labor market reactions together, CBO esti-
mates that eventually between 0.25 percent and 1 percent of the
labor force might prefer to stay home under the proposal. But I
should add that CBO does not expect the proposal to have a signifi-
cant impact on the unemployment rate.

CBO believes that the proposal would encourage firms and work-
ers to reshuffle, so that low-wage workers would be largely grouped
together in firms that received employer subsidies. This sorting



could impose efficiency costs if organizational structure was driven
by the provisions of the administration's proposal rather than by
the dictates of efficient production techniques.

Let me move on now to the final issue, which is the budgetary
treatment of the administration's proposal. CBO strongly believes
that ultimately this issue should be resolved by the Congress and
the President through legislation. Nevertheless, CBO does have an
advisory role to the budget committees on such matters, and we
must assess the budgetary dimension of every piece of legislation
for which we prepare a cost estimate.

Resolving the issue of budgetary treatment involves answering a
series of questions. Is the program fundamentally governmental in
nature, or does the legislation seek to facilitate, regulate, or guide
an activity that remains essentially private? If the activity is pri-
marily governmental, is it a Federal activity, a State activity, a
shared State/Federal activity, or some new hybrid? If the answers
to these first two questions point in the direction of a Federal gov-
ernmental activity, one must decide how that activity should be
displayed and controlled in the accounts of the Federal Govern-
ment.

In trying to answer these questions, C1O has examined the de-
tails of the proposal very carefully. We have also turned to the two
main sources of guidance on budgetary classification-namely, the
1967 report of the President's Commission on Budget Concepts and
the current budgetary treatment of programs that are analogous to
the administration's proposal.

We found that those two sources could inform our judgment but
that they did not provide incontrovertible answers to the questions.
After weighing all of the arguments, CBO has concluded that the

roposed health alliances, as well as the various changes in on-
udget activities, should be included in the consolidated accounts

of the Federal Government.
Nonetheless, because of the uniqueness of the alliances and the

vast size of their budgets, we suggest that they be displayed sepa-
rately as is currently the practice for Social Security. Table 3-1 on
page 50 of our report provides a suggested budgetary display.

CBO's assessment of this issue rests primarilyon our judgment
that the proposal would establish a universal entitlement to health
insurance that would be largely financed by mandatory payments
resulting from an exercise of sovereign power. Our view is also in-
fluenced by the specificity with which Federal laws and agencies
would prescribe the actions of the alliances. In addition, we also be-
lieve that there is a need for fiscal accountability when an activity
shares many financial flows with traditional on-budget accounts.
Given that the alliances can be so characterized, this also suggests
the importance of including them in the Federal Government's fis-
cal accounts.

Mr. Chairman, let me close by noting that some might use the
information contained in our report in destructive, rather than con-
structive, ways. That would be tragic. Thanks to the courage and
efforts of the President, we are once again trying to grapple with
a serious national problem, one that Presidents from both parties-
Harry Truman, Richard Nixon, Jimmy Carter, and George Bush-
tried in vain to address. Each of them was stymied because the so-



lutions are so complex and because health reform unavoidably in-
volves significant redistribution, a topic that our society does not
like to deal with directly.

But we must remember two things: The problems inherent in the
current health financing system will only grow worse if nothing is
done, and the current system already contains huge amounts of re-
distribution, most of which is invisible and much of which is in-
equitable and distortionary.

It will not be easy to craft legislation that addresses these prob-
lems. It will take a good deal of political courage, a lot of hard
work, and bipartisan cooperation. But it can be done. Whether the
solutions this committee develops build on the framework proposed
by the administration or on some other approach is not as impor-
tant as that some substantial step forward be taken now that the
President has created this opportunity. To that end, the Congres-
sional Budget Office stands ready to work with this committee and
its staff to develop those solutions.

Finally, I would like to thank you, Mr. Chairman, for the support
you have given to the underlying principle behind the Congres-
sional Budget Office, namely, that the analyses and estimates of
this agency should be based solely on the staffs best analytical and
professional judgment. Our report on the administration's health
reform proposal reflects that principle. Thank you, and I will be
glad to respond to any questions that you or the members might
have.

The CHAIRMAN. Thank you, Doctor. You are very generous with
those kind remarks.

[The prepared statement of Dr. Reischauer appears in the appen-
dix.]

The CHAIRMAN. Let me respond, I think we all agree that you
and your associates have performed everything we could have
hoped for when the CBO was established back in the 1970's, in
which I believe you and Alice Rivlin were among the principal
founders, and here you are today.

The distinguished Republican leader is here. I wonder if he
would not like to make an opening statement or some opening
questions.

Senator DOLE. I would like to wait awhile.
The CHAIRMAN. You would like to wait awhile. All right. Good.

Then we will just follow our regular routine.
Senator DOLE. Thank you.
The CHAIRMAN. I have just two questions of sorts. But first a

clarifying point. I think you did clear this up when you referred to
the sequence of Presidents who have made proposals in this area.
On page 13 you say in your conclusion that the Health Security Act
is unique among proposals to restructure the health care system,
both because of its scope and its attention to detail.

You would not mind my saying that 20 years ago President
Nixon proposed universal health care coverage with an employer
mandate. So the scope is exactly what we have today and that, in
fact, Senator Packwood introduced. You would agree with that?

Dr. REISCHAUER. Well, I have not gone back and looked over that
piece of legislation.



The CHAIRMAN. Are you suggesting that we are a bunch of old
fellows up here? [Laughter.]

Dr. REISCHAU'ER. No; rather people with better memories than I
have.

The CH1AIRMAN. Senator Packwood, it was universal coverage
with a universal employer mandate.

Senator DoLiE. No alliances.
The CHAIRMAN. No alliances. The point being, from my point of

view, is simply to say, we have been at this for a long while. Twen-
ty years ago, we had this measure before this committee and there
comes a time when you probably ought to do something.

Now to the question of that very helpful final section in your re-
port in which you talk about the--how do you call it--you call it
simply other considerations.

Dr. R IISCIIAUER. Yes, other considerations. It is kind of catchy,
is it not?

The CHAIRMAN. Well, it is a very fine statement. And in there,
you write about unintended consequences, noting that "Policy-
makers and analysts can only speculate about such questions be-
cause of the magnitude of the institutional changes being proposed.
The complexity and interrelated nature of the proposal's many
components make it difficult to grasp all their possible interactions
or to determine the extent of institutional change and develop-
ment" and whether there might be unintended consequences that
could affect the system's viability.

That term "unintended consequences," I am happy to report that
Robert K. Murton, who first published that paper in 1935 is alive
and well and spends his summers in East Hampton, NY. [Laugh-
ter.]

But one of the things that has puzzled me, and certainly beyond
any analytic powers I have, is the fact that you referred to it in
terms of the different premium caps for different sized firms.

There are altogether 6 different rates. They range from 3.5 per-
cent for firms with fewer than 25 workers and an average wage
below $12,000 per year up to the 7.9 percent. Six rates that apply
to four firm size categories.

Dr. REIS,'CHAUER. I do not think that should bother you. Over
time, the importance of those special rates for small firms will di-
ininish because the thresholds-the wage thresholds, $12,000 up to
$24,000-are not indexed. So as wages grow, fewer and fewer firms
will be affected.

In the long run-and I am not saying how long the long run is,
maybe 40 years or so-no firm should be affected by the special
rates. Instead, all firms will be subject to the single 7.9 percent-
of-payroll cap.

The CHAIRMAN. You are a distinguished economist and you do re-
call, no matter what you say, you recall Lord Keyne's observation
that in the long run we are all dead. [Laughter.]

Dr. REISCHAUER. With the advances of modern medicine, that
might come into question.

The CHAIRMAN. That may be never. And you can anticipate Con-
gress indexing those, can you not?

Dr. REISCHAUER. And I can also anticipate that we will give you
a cost estimate when you try.



The CHAiRMAN. Fair enough. There are a lot of us here today. I
just do think the effects on firms has got to be more than passing.
I mean, would you not agree?

Dr. REISCHAUER. Yes, I would.
The CHAIRMAN. Thank you very much.
Senator Packwood?
Senator PACKWOOD. Last week, Doctor, we had six witnesses,

pretty much across the spectrum, all of whom agreed that we could
not get universal coverage without a mandate, including one of the
witnesses that did not want universal coverage. They said if that
is what you want you would have to mandate it. They said, you
will not get there by incentives; you will not get there by tax credit;
you will not get there by invitation, only by mandate. Do you agree
with that?

Dr. REISCHAUER. Yes. I think you can get very close to it, but cer-
tainly not all the way there. For example, there are young people
who feel that they are invincible and invulnerable, and others who
just do not like to interact with organized society and who will stay
out of a system.

The CHAIRMAN. Yes.
Senator PACKWOOD. If we were to mandate that individuals pur-

chase this insurance as they do in Germany and employers share
part of the cost, or if we man6tate employees like we do worker's
compensation in the States, an(i they purchased it privately wher-
ever they wanted-would you then say that is not a tax and you
would not score it as a tax?

Dr. REISCHAUER. First, let me say that the "T" word has not
crossed my lips, nor will it.

Senator PACKWOOD. Would you score it the same way you would
score the-

Dr. REISCHAUER. We would score the premium payments to the
alliances as governmental receipts, and within the governmental
receipts category there are lots of things besides taxes.

Senator DOLE. Name one.
Dr. REISCHAUER. I can go through dozens of them, ranging from

patent and copyright fees to earnings of the Federal Reserve Board.
ut as I said yesterday, I do not want to make pronouncements on

budgetary treatment without seeing legislative language. It is dan-
gerous to one's health. I have learned that over the past few
months.

But a more important thing that I would urge on this committee
is to design a health care plan that makes sense, that effectively
achieves the objectives you want to achieve, and not get all caught
up in the budgetary treatment. You should not let budgetary treat-
ment dictate program design.

If that had been the case back in the 1930's, can you imagine
what we would have now in the way of a Social Security system?
If we were considering the Medicare program today, we would
probably be going through contortions to make sure that it was not
counted as a governmental activity.

The fact of the matter is that some things that the Congress and
the Nation want done are most effectively and efficiently done in
a governmental way. Others perhaps are not. Design the program
according to health objectives.



Senator PACKWOOD. I am on your side. [Laughter.]
All I want to know is-
Dr. REISCHAUER. There is nobody else.
Senator PACKWOOD [continuing]. How you would score it. if we

simply mandated it.
Dr. REISCHAUER. As I said, we would have to look at tIbe legisla-

tive language. We go through a very complicated procedure in scor-
ing, and I cannot simply say that if there is an employer mandate,
that is automatically a governmental activity, or vice versa.

We have scored some proposals in the past as not being govern-
mental activities that have had employer mandates in them. So it.
is possible.

Senator PACKWOOD. I can give you a good example from the
States, although I have only checked two States, where they have
worker's compensation and they allow a three-way system. The
State can insure it and they have State industrial accident funds.
You can self-insure or you can privately insure.

In tiose two States I checked, they only count as receipts the, one
that the State takes care of. If you purchase it from Aetna or you
self-insure, the money never comes into the State and never goes
out, and so they do not count it. Although it is a policy issue. You
must provide worker's compensation.

I am assuming that would be roughly what we would do with
health insurance. Even if you had an alliance but said you do not
have to purchase it through the alliance if you do not want to. Bt
if you did, that would probably count as a government receipt, even
though it was voluntary but you chose to purchase it through the
alliance. Would I be roughly correct in that assumption?

Dr. REISCHAUER. Those would certainly be some of the consider-
ations that we would look at.

Senator PACKWOOD. The Chairman is the only person that I
know that not only knows the laws but knows the author of the
laws and calls them frequently. I remember when we were doing
Social Security, he says, yes, Dr. Gulick, right?

The CHAIRMAN. Luther Gulick.
Senator PACKWOOD. H.e said, I just talked to him last week. lte

is a 100 years old, Iives up on a farm. [Laughter.]
The CHAIRMAN. Pottsdam, NY.
Senator PACKWOOD. How much more did Dr. Gulick collect froim

Social Security than he paid in if he is a 100 now? [Laughter. I
The CHAIRMAN. I do not know but I can assure you that he

would. [Laughter.]
He lived to be a 100.
Senator PACKWOOD. I have no other questions right now, Mr.

Chairman.
The CHAIRMAN. Thank you, Senator Packwoodt.
Senator Daschle?
Senator DASCHIE. Thank you, Mr. Chairman.
Dr. Reischauer, I think that your point is well taken. It is not

how you cost something, but what it actually costs. That is really
what it is you are trying to share with us today. I wonder how long
it will be before we see a bumper sticker that we are now being
charged as being a receipt and spend rather than a tax and spend
Congress.



The primary objectives the administration has designed for this
bill are to achieve universal coverage and cost containment by the
end of the decade. I would really like you to address these particu-
lar goals. How close to the mark are we in accomplishing those two
objectives under the current plan?

l)r. REISCHAUER. Well, as our report says, if the plan is imple-
melted according to the legislative language, there will obviously
be universal coverage. It will be successful in reaching that objec-
tive.

Moreover, the numbers that I provided for you on national health
expenditures indicate that the administration's plan will slow down
the rate of growth of national expenditures by a substantial
amount. In fact, in my discussion with the Ways and Means Com-
mittee members yesterday, Mr. McDermott pointed out that the ad-
ministration's proposal would have roughly the same slowdown ef-
fect that a single-payer plan would have-excuse me, his single
payer plan.

Senator DASCHLE. He said it slows costs by a substantial amount
while simultaneously providing universal coverage. I have not had
a chance to look specifically at the numbers. How does one define
substantial in this case?

I)r. REISCHAUER. The numbers I gave in my opening remarks
would qualify. By the year 2004, national health expenditures in
total would be around $150 billion, or 7 percent, below where they
would otherwise be if we continued with the current system, ac-
(IMi'dig to our estimates.

Senator DASCI LE. That $150 billion is part savings to business
ard part savings to families; is that how it is broken down?

Di. REISCIAIJER. Yes.
Senator DASCHLE. You mentioned there is a $90 billion savings

to business, which is a significant savings. Is that part of the $150
billion?

I)r. REISCIIAUER. Yes, it would be.
Senator L)ASCHILE. I know you have not yet done careful analyses

of each of the plans. Is it possible to achieve immediate savings
under any one of the plans that is currently proposed? Isn't it like-
ly you are going to see growth during this transition period in costs
regardless of the plan that we may subscribe to?

I)r. RE;ISHAUER. One objective of virtually all of the plans is to
(xpand coverage to those Americans who lack insurance coverage
in its entirety or who have inadequate plans. In and of itself, meet-
ing that objective would drive up costs.

At the same time, restraints would be put into place or incen-
tives are created to hold down costs. It is very difficult to imagine
a politically acceptable system in which the restraint could match
the expenditure growth at the very beginning. So I think your as-
sessment is an accurate one.

Senator DASCHLE. I would like you to elaborate a little bit more
upon the impact on employment. There have been a lot of charges
and countercharges about the affect of employment on the system
and what the plan would do. You say the impact would be neg-
ligible. Could you describe what you mean by that?

Dr. REISCHAUER. Well, what we are saying is that the size of the
lab r force might diminish somewhat-by between 0.25 percent



and 1 percent point eventually in the long run, over 15 to 20 years.
It will decline largely because some individuals will take advantage
of the incentive to retire early-because they will get health insur-
ance coverage as early retirees.

Usually, most often when somebody retires and leaves the labor
force we do not regard it as an immense economic tragedy. We may
be a little green with envy that they have the resources and ability
to do so.

The fact that insurance will not be related to whether you work
or not means that some secondary workers in families will choose
not to participate in the labor force. They might be staying home
to take care of children or to enjoy more leisure.

In part, their choosing not to participate would be a result of cer-
tain employer costs being shifted back onto workers in the form of
lower wages in some firms. But once again, not participating is a
voluntary decision, presumably the choice of individuals who feel
themselves better offunder the new incentive structure.

As I said, there could be some reduction in the number of indi-
viduals working at the minimum wage level, and this would come
about because, of course, most of those workers do not receive
health care benefits now. When their employers are required to pay
something for their insurance coverage, the employers will not be
able to shift the cost back onto the work force in terms of lower
wages, and they will decide they need fewer workers.

But if you look at the people who are earning the minimum
wage, many of them are students and young people. The important
thing to remember about that particular group is that, -under the
administration's proposal, an employer does not have to pay for in-
surance for an employee under 18 years of age if that employee is
a dependent child; in addition, employers do not have to cover em-
ployees who are full-time students under the age of 24. So the em-
ployment of those people would probably be unaffected.

Senator DASCHLE. Thank you, Dr. Reischauer.
Dr. REISCHAUER. In addition, there will be some job creation,

probably because of the expansion of home- and community-based
health care for the disabled.

The CHAIRMAN. Thank you, Senator Daschle.
Senator Durenberger?
Senator DURENBERGER. Dr. Reischauer, like you I am deeply

grateful to the President of the United States for taking on the
health care reform issue, and the First Lady likewise.

In the last year I have watched you for a day in Minnesota and
then at various times deal with the situation in which you have
been placed. I watched you all day yesterday or a good part of the
afternoon. And I watched you react here this morning.

I have the impression that one of the most important things you
have said is your comment about health care policy ought to make
sense not just be written to some budgetary guideline. I could hear
some laughter here when you mentioned 1965 and so forth. That
is a reality that if we had had the 1980's, 1990's budgetary sense
in 1965 would we have done that.

I must also say that the problem that we all face here is the ade-
quacy of our knowledge base at any given point in time. If people
in 1965 had known the nature of medical markets and what they



were doing to them in the period 1954 to 1965, how they would just
inflame this fee-for-service system into doing great things for us as
a country but without any consideration for cost, would they have
done it.

Today the easiest thing to get budget estimates on is a single
payer system-real simple.-MAlFf-u-have to do is say, we are only
going to spend so much money or allow so much of an increase and
so forth and you can get savings. That is budgetary treatment.

But because our knowledge base today will not permit us to
judge quality, it cannot tell us what rationing is or adequate access
is or any of that sort of thing, that does not become an issue be-
cause the approach is budgetary. it is just savings. It is not quality
or access or innovation or any of those things that Americans really
care about.

So I want to underline what you said about the fact-and this
is my words. What your report says to me more than anything else
is the limitations imposed on health policy reform by the current
budgeting process.

I am an author of a plan called Breaux-Breaux-Breaux and
Durenberger. [Laughter.]

And as compared to the Clinton plan which gets us to 19 percent
of the GNP in health care 10 years from now, I believe from my
knowledge base that Breaux-Breaux-Breaux-Durenberger and some
House Members will get you to 10 percent of the GNP in 10 years.
You and I have had conversations on this subject. Ten percent of
the GNP in 10 years. The difference is about $900 billion, which
will buy you an awful lot of universal coverage.

You can do that without sacrificing innovation or quality or ra-
tioning or any of the rest of that sort of thing. The problem is, it
cannot be estimated. It cannot be estimated. Because today's esti-
mates are premised on basically a dysfunctional medical market-
place and for our premise is that you can price medical goods and
services and you can create a market.

Professor Alain Enthoven, Dr. Reischauer, wrote you on January
18, 1994 a letter which suggests several things. One of which is
that your behavioral assumptions for estimating the affects of
health care proposals in November of 1993 may have an error in
the estimating of the elasticity of demand. You may understand
that. I am not sure that I do. As large as a factor of 10.

The CHAIRMAN. A factor of 10?
Senator DURENBERGER. Yes. Or it may be as high as 16. 1 am

not sure. I just hope that maybe in writing we can get a reply to
this.

He also suggests that using studies based on 1982 and 1984 data
will give you a downward bias in estimating the elasticity of de-
mand. And then suggesting that perhaps the better way for us in
trying to decide how to get to markets and how to begin the process
of estimating them would be if you were able to give us some range
of estimates which would flow from some range of assumptions, be-
cause I will argue with the Clintons that the problem is not in
their estimates. I do not think we should get into this $74 billion
versus. The problem is in their assumptions.

So that if we could commit ourselves in some way to a process
by which you would help us do estimates against assumptions and



give us a range like actuaries do when they are trying to estimate
the cost of coverage, might not that be more helpful to us?

Dr. REISCHAUER. Certainly, it would. We have tried to do that in
one aspect of our report, on the administration's health proposal.
We have estimated costs using premiums that are the same as
those the administration used, premiums at the level we think they
would be, and premiums 10 percent higher. So we have provided
you with a range on that issue.

We certainly can do the same with respect to demand elasticities.
Let me say that, just before I walked over here to testify, I finished
editing my response to Professor Enthoven and will send it back
to him today. I will be glad to send you a copy.

The CHAIRMAN. I wonder if we could put both that exchange in
the record.

Dr. REISCHAUER. Yes, I will. I will be glad to do that, especially
because I think he is wrong. [Laughter.]

[The information appears in the appendix.]
Dr. REISCHAUER. But on top of that, there is something of a fun-

damental misunderstanding here, and that is that the elasticity es-
timates that you and he are referring to, in fact, are not used in
our estimate of the Breaux-Breaux-Breaux-Durenberger-Cooper
proposal.

In fact, we agree with the major point, which is that these elas-
ticity estimates are derived from marginal changes in a very mixed
system and probably not applicable to large-scale reform efforts
such as that one. As a result, for our estimate of that proposal, we
have taken behavioral assumptions from the experience of large
health maintenance organizations-HMOs-and managed care pro-
grams in the California State employee system and the Wisconsin
system. So we have used very different numbers.

The CttAIRMAN. Well, we look forward to having your response
and his letter.

Dr. REISCHAUER. Yes.
The CHAIRMAN. Senator Grassley?
Senator GRASSLEY. Thank you, Mr. Chairman.
Before I ask my first question, I want to call my colleagues' at-

tention to chapter 3 of your report and also compliment you for
that discussion. It seems to me to be particularly enlightening
about the specific kind of program we are talking about here with
the Clinton proposal.

I do not want to belabor th( point here. But T just want to ob-
serve that if anybody was under the illusion .hat this is not a com-
pletely public and completely Federal takeover of the health care
system they could not be under that illusion after reading your
chapter 3, at least as I read your chapter 3. I have some things un-
derlined here that I will highlight for anybody that is interested.

Now in regard to your ability to estimate. I think you have been
very candid in the limitations in the kind of analysis that is rep-
resented in your report. The limitations are such that the estimates
could be wrong by large magnitudes in either direction. I think you
would agree with that.

For instance, we know that the estimates of the 1990 Budget Act
have already been technically corrected by $190 billion and that
has been upwards, and just by way of example the CBO report



notes a difference of some $36 billion between its estimates of what
all businesses would spend on health care in the year 2000 and
those made by the Lewin analysis.

In effect, is not the implementation of a plan as comprehensive
as the President's kind of a great leap in the dark as far as know-
ing with any confidence what the many economic effects of the plan
are going to be? And before you answer that: Is it not naturally the
case that we tend to underestimate what various programs that we
enact are going to cost anyway?

The CHAIRMAN. Surely not. [Laughter.]
Senator GRASSLEY. Surely yes. Please answer.
The CHAIRMAN. Yes and no.
Dr. REISCHAUER. Have I stopped beating my wife?
Senator GRASSLEY. Well, no. If that sounded like I was blaming

you, I think I have complimented you on being better than some
other government agencies and improving over the years.

Dr. REISCHAUER. Yes.
Senator GRASSLEY. I have been talking about too rosy of sce-

narios for 10 years as a member of the Budget Committee.
Dr. REISCHAUER. Right. Certainly the uncertainties that you

highlight are there. The more fundamental the change the more
uncertain the outcome becomes as you note. Often, we have not
been very good at predicting even incremental changes in major
benefit programs. That is a tremendous caution to bear in mind in
any debate of health reform proposals.

As I pointed out in discussing our report, however, you have to
weigh that uncertainty against the knowledge that staying the
course with the existing system is going to create an increasingly
serious set of health care problems in this country, with more and
more people being uninsured. Then, maybe, the decision is between
incremental approaches, for which we have some ability to estimate
consequences but not perfect ability, and more major kinds of
transformation, about which there is greater uncertainty but also
greater prospects of achieving objectives that many people find de-
sirable.

Senator GRASSLEY. I would like to ask you about premium caps.
I think the administration has pretty consistently argued that pre-
mium caps are only a backup. How critical to your analysis are

remium caps? Does your analysis assume that premium caps will
e involved? And if so, when do you assume the premium caps

would start, to be used?
Dr. REISCHAUER. The administration's proposal has caps on the

premiums for each regional alliance which will grow at a particular
rate. Those rates are based on average growth limits for the Na-
tion, but each regional alliance will get a different rate of growth
depending on a complex set of factors.

That is one set of restraints. There is also another overall cap on
Federal liability, which involves

Senator GRASSLEY. I am talking about the premium caps.
Dr. REISCHAUER. The premium caps.
Senator GRASSLEY. The former.
Dr. REISCHAUER. All right. We have assumed that those caps will

be effective or that we will be hitting them right from the begin-
ning.



Now, Mr. Durenberger might argue that competition within this
new environment will be such that, in fact, the premium caps are
not needed because the price at which competing health care plans
offer their benefits will be below the average level that is required
in each regional alliance area. But we do not think that that will
be the case.

Senator DURENBERGER. I think, if I may interrupt my colleague.
Senator GRASSLEY. All right.
Senator DURENBERGER. What Mr. Durenberger would argue is

that is you put on premium caps as you point out every insurer will
have the incentive to go right to the cap automatically and you will
exaggerate the disparities that exist in the current system.

Senator GRASSLEY. Since he took 30 seconds, in regard to the
Lewin analysis, they figure that premium caps would reduce the
overall costs by 47 percent, or, in other words, that costs would be
$47 billion lower than they would have been without caps. How
much lower would health care spending be according to your analy-
sis because of premium caps?

Dr. REISCHAUER. We did not do an estimate of that sort. What
the Lewin analysts were saying is that we have a new environ-
ment. We provide everybody with basic insurance. That increases
the demand and the costs for health care.

We change the environment in certain kinds of ways that gen-
erate the competition in the insurance industry that Mr. Duren-
berger is talking about. That will lead to a lowering of these costs.
But the costs of the plans will still be well above the premium lev-
els set by the administration. Then you would have to come down
to those levels.

We did not try to differentiate those two aspects of the downward
movement. It is a complex and controversial kind of estimate.

Senator GRASSLEY. Thank you.
The CHAIRMAN. Thank.you, Senator Grassley.
And now, let us hear from Durenberger-Durenberger-Duren-

berger-Breaux. They are the ones who are in the know. [Laughter.]
Senator BREAUX. That is the way to go. [Laughter.]
The CHAIRMAN. Senator Breaux?
Senator BREAUX. Thank you very much, Mr. Chairman.
Thank you, Dr. Reischauer. I think that the work you have done

is really an incredible undertaking. It is a massive program to look
at and analyze. Can you tell me in layman's language what contrib-
uted to the major difference in the estimate of the Clinton adminis-
tration which estimated a decrease in the deficit by $58 billion in
a 5-year time frame and your estimate that it would increase the
deficit by $74 billion in the same time frame? What are the dif-
ferences that led to that major, what is it, $133 billion difference
in the estimates?

Dr. REISCHAUER. Well, as is so often the case in my business, it
is lots of little things plus a few big things. The biggest thing is
that we think that the cost of employer subsidies will be much
greater than the administration has estimated.

We have used a different estimating methodology for this analy-
sis, one based on data from County Business Patterns, which we
think is a better approach. But different analysts could argue that



point. This is certainly an issue about which reasonable people,
reasonable professionals, will disagree.

In addition, we believe that the premiums for the standard bene-
fit package will be 15 percent higher than the administration has
estimated. Our estimate of premiums is very close to that of Lewin-
VHI. It is very close to the Wyatt Corporation's assumptions, and
it is well below the Hewitt assumptions. So I think we are in the
ball park here on premiums.

Then there are lots of little things. The Joint Committee on Tax-
ation felt that the revenue from constricting cafeteria plans would
be less than the administration had calculated. And we included
the impact on the Social Security trust fund in our estimate. When
you have more early retirees, it means more people retiring at age
62 and receiving some benefits through Social Security. The admin-
istration did not include an estimate of those costs.

I might add--I hope you will not take this out of Senator
Breaux's time-that we were very fortunate, because we went third
in providing cost estimates. The administration went first, and it
had the toughest time. Lewin went second, and we went third. We
had a lot of help from people in the administration. Numerous indi-
viduals at the Office of Management and Budget, the Health Care
Financing Administration, and the Department of Health and
Human Services were there to help us understand the intricacies
of this bill and to tell us how they did their estimating, which as
far as I can tell was done without any bias at all. It was a first
rate professional effort to get at these costs.

But, you know, as you gain experience, you have the opportunity
to learn from it. I would like to thank them for that now.

Senator BREAUX. You had discussions in the report about both
the National Health Board and the regional alliances which I found
to be very interesting. Our regional alliances or health alliances in
the Cooper-Breaux bill are really purchasing cooperatives which
are not regulatory.

In the administration's alliance you point out that they would
have an even broader and possibly more demanding set of respon-
sibilities and then you list them. You say that they would combine
the functions of purchasing agents, contract negotiators, welfare
agencies, financial intermediaries, collectors of premiums, devel-
opers and managers of information systems, coordinators of the
flow of information and money between themselves and other alli-
ances; they would also have to implement the controls on the pre..
miums under the direction of the National Health Board.

Then you point out that any one of these functions, could be a
major undertaking for an existing agency with some experience, let
alone for a new agency that would have to perform them all.

That sounds like at the very least a real word of caution as to
whether these new entities can do all of these things. Can you
elaborate on that?

Dr. REISCHAUER. The administration's proposal contains a very
ambitious schedule for phasing in the system it describes. We have
accepted that schedule in our cost estimate. We thought that would
be most useful to you and most valuable for comparative reasons,
both for the administration's proposal and the proposals of others.



What we were trying to point out is that this proposal is going
to be tough to implement in a lot of ways. Is it impossible? Prob-
ably not. This Nation can do almost anything if it really puts its
mind to it.

Senator BREAUX. Is there a note of caution to go slowly in that
statement?

Dr. REISCHAUER. There is, yes.
Senator BREAUX. Let me ask another question on the premium

caps. I take it your assumption is that under the administration
plan premium caps, cost controls, price controls will kick in.

Dr. REISCHAUER. Yes. The premium caps will effectively set lim-
its on the costs of the standard package of benefits.

Senator BREAUX. In your discussion on premium caps you raised
some cautionary notes as I read your report. In talking about how
the premium caps will affect the health system, those of us who
have argued against premium caps say that you could ultimately
end up rationing health care in order to meet the caps.

And you talk about that. You assume that the limits on the rate
of growth of premiums would be sustained even though they are
likely to create "immense pressure and considerable tension." I do
not know if those are words of art. But what do you mean by that?
What are your concerns?

Dr. REISCHAUER. Those are terms of art.
Senator BREAUX. What do you mean?
Dr. REISCHAUER. As you know, art is-
Senator BREAUX. In the eyes of the beholder.
Dr. REISCHAUER [continuing]. Something you cannot describe in

technical terms.
Senator BREAUX. But when you are talking about considerable

tensions, pressures because of the premiums caps, really what are
you concerned about?

Dr. REISCHAUER. Well, we have a system right now that is chug-
ging along with increases of 10 percent a year in spending for
health care. We are talking about slowing down the rate of growth
of that spending rather substantially. Under the administration's
proposal, it is going to be slowed down largely by the caps on pre-
miums, which will then create many tensions and pressures within
the health alliance areas, within the health plans, and across re-
gions.

Our competitive system works that way, too, but there, markets
determine what happens. There are pressures that occur, firms go
out of business, and people cannot always afford products they
would like to have. So that kind of pressure is not unusual.

It is also important to keep in mind, I think, that any effective
method of bringing down the rate of growth of health care spending
is going to create tensions and pressures of this sort.

I do not know what to call it-the Breaux-Breaux-Durenberger-
Cooper-Cooper plan

Senator BREAUX. Whatever. The other plan.
Dr. REISCHAUER [continuing]. Does this by imposing a pretty

hefty tax on employer-paid premiums above a certain level. That
is going to create tension, too.

The CHAIRMAN. Right.
Senator BREAUX. Thank you, Mr. Chairman.



The CHAIRMAN. Thank you very much.
Senator Dole, you have been very thoughtfully listening to these

questions for the last hour.
Senator DOLE. There was a good piece in The Wall Street Jour-

nal a couple of days ago about the science of predicting costs of
health care.

I quote Mr. Meyer of the Economic and Social Research Institute.
He says: "What is more, the sheer volume of data and the complex-
ity of calculations involved often results in flaws creeping into big
models. We have errors in the original data sets, forecasting errors,
judgments that have to be made about important parameters, esti-
mates that economists pull out of their heads, says Jack Rogers,"
director of Price Waterhouse and so forth.

Mr. Reischauer in an interview with Mr. Goslin of The Boston
Globe, you say that financial figures in the massive pools are large-
ly irrelevant. And I quote: "At some point the American people are
going to have to edge up to the precipes, close their eyes, cross
their fingers and jump." And I think there-

Dr. REISCHAUER. There was another phrase that he left out: "and
hope they land in a soft place."

Senator DOLE. Well, that would be helpful. [Laughter.]
But we do not know where we are going. I think the point I

would make, and underscore with Senator Grassley, I think these
are predictions. Obviously, you do the best you can. I know the
CBO was not responsible, but somebody estimated the costs of
Medicare back in 1965 at $9.1 billion by 1990 and it was $67 bil-
lion. So there is a 644 percent difference.

Somebody probably told Congress at that time, and some of us
were there, that this is what it is going to cost. I assume that you
are telling us-yours might vary I assume a dollar or two over the
5-year period or 10-year period, whatever.

But I think you have to consider utilization and new technology
which you cannot always do. If we do not tie up the drug compa-
nies totally, they may have a lot of breakthroughs and save a lot
of lives in the future.

So I guess the point I would make is, these are predictions. We
have to rely on these. Which leads me to the second point, I mean
in fairness to the Clinton plan, will the CBO look at other plans?
We have the Breaux-I do not know who takes credit for it.

Senator BREAUX. It depends on where you are.
Senator DOLE. Then you have the Chafee, et al., plan and the

Nickles plan, the Gramm plan, the Michel plan, and the Wellstone
plan, that I can think of now. You do not do this just by yourself,
do you? [Laughter.]

Dr. REISCHAUER. If I told you the truth-that I really do-my
staff would kill me. [Laughter.]

Senator DOLE. But I know it is a lot of work.
Dr. REISCHAUER. No-of course. We have prepared an estimate

of the Cooper bill that was introduced in the 102d Congress; we
have done an estimate of the McDermott-Wellstone bill already;
and we have done an estimate of the earlier version of the Michel
plan.

We have just now-as of 2:00 a.m. yesterday morning--come out
from underneath the analysis of the administration's proposals.



There are a number of other proposals on our desks waiting to be
analysed. Those include the new version of Breaux-Durenberger-
Cooper, Nickles, Chafee, and several others.

It is beyond the capability of the Congressional Budget Office to
do all of those in a timely fashion. These are brutal exercises. I
have a staff that has not taken a day off for over a month, and they
are going to need a few days off. Then we will get back to work.

What I need from the bipartisan leadership of the Congress-
both sides-and the chairmen and ranking members of the commit-
tees that have primary responsibility for health care reform is some
kind of list of priorities.

Senator DOLE. I think that would be helpful. I know you have
addressed the President's plan and the others. But I would guess
the President would say, well, what about the other plans. And
maybe we can

Dr. REISCHAUER. I think that is a fair statement, too. We have
analyzed the administration's plan in tremendous detail, and we
have looked at dimensions of it that we did not look at with respect
to the other plans.

We did not look at the economic ramifications of the Wellstone-
McDermott plan, for example. The administration would be justi-
fied, I think, in saying: "Let us level the playing field, let us look
at each of these plans in all of their dimensions."

But I have a very limited staff. That staff is trying to provide you
with estimates of other bills that are coming through, with esti-
mates of the supplemental appropriation, with analyses of the
President's budget submission, and on and on. We have a situation
in which the resources for the Congressional Budget Office are
lower in nominal terms than they were 2 years ago. Our staff is
smaller, and yet more and more is being asked of us. We cannot
do it all.

Senator DOLE. I think you make the point there. So I would be
happy to help Senator Mitchell and the ranking member, Senator
Packwood, and the Chairman to see if we could not give you some
priorities because I know you cannot do it all.

I want to go back and try a similar question to one Senator Pack-
wood asked and how the employer mandate in the Clinton plan dif-
fers from the individual mandate say in the Chafee plan. In the in-
dividual mandate, the money does not go to the government. It
does not go to some alliance. There would be a difference. You say
that in the Clinton plan these are Federal receipts. They would not
be considered Federal receipts unless somebody bought through the
alliance. Is that correct?

Senator PACKWOOD. Bob, let me give a partial answer that I dis-
covered since I asked you. It is the Federal Harbor and Long-Term
Workers Compensation Act. Because you are on navigatable wa-
ters, it is allegedly Federal and, therefore, there is Federal worker's
compensation for these people.

And you can either self-insure or you can buy private insurance.
Here is the way it is budgeted. The administrative costs of the pro-
gram are on budget. There is a requirement to index the benefits
by 50 percent. The cost of managing the indexing is on budget, not
the benefits, but the costs of managing the indexing.



Then there is a Federal fund to pay employers if you have a sec-
ond injury and it is a second employer, and it is a very small
amGunt.

But those three added together in 1992 are $9.2 million on budg-
et. They are $600 million of benefits that are off budget, because
they are bought privately and they do not run through the govern-
ment. So you have a very small amount on the budget and the rest
of it off.

The CHAIRMAN. Well, you have cleared that up. [Laughter.]
Senator DOLE. Do you adopt that statement as a fact?
Dr. REISCHAUER. For that fund, I adopt it as a fact. But whether

that is a precedent for an individual mandate is something that my
staff will be looking into. Right now we are, in fact, examining this
issue with respect to the Chafee proposal. These are very com-
plicated issues and there are different dimensions that have to be
examined.

I am not going to stand here and say: "Oh, it is an individual
mandate and it does not go through the Federal Government, so it
necessarily is nongovernmental activity." It may be; it may not be.
We will certainly work with the sponsors of these pieces of legisla-
tion and with the committees responsible as we develop positions
on this.

Senator DOLE. Could I just ask one other question?
The CHAIRMAN. Please do, Senator Dole.
Senator DOLE. If you eliminated the alliances, then that would

change rather dramatically the impact of the Clinton plan, would
it not, from your standpoint?

Dr. REISCHtAUER. The alliances serve a set of functions, and one
would have to ask who or what would replace the alliances in car-
rying out all of those functions. Only by answering that question
would you be able to say whether eliminating the alliances affects
the budgetary treatment of the administration's proposal.

Senator DOLE. The question you get at town meetings is that if
85 percent of the system is okay, why are we going to change all
of that to take care of 15 percent of the system. Maybe it is 18 per-
cent. It is a pretty good question that people asked as recently as
this morning at a breakfast meeting I attended. I know this is not
your responsibility, but I'd appreciate your views.

Dr. REISCHAUER. That is not my responsibility, but let me tiptoe
up to the edge of it. On the one hand, the system is okay in the
sense that people have coverage and the health care that they re-
ceive from, really, the finest medical establishment anywhere in
the world is good.

But on the other hand, this system is creating incentives for ba-
sically uncontrolled growth in spending. And while people may be
happy with their situations with respect to health care, they are
not happy with the lack of growth in wages that they have experi-
enced over the past decade and a half.

One reason people are not happy is that their employers have
put more of their workers' total compensation into the fringe bene-
fit of health insurance. Cash wages have suffered as a result. I
think that 70 percent of the American people who are happy with
their situation now would not be as happy if they really understood
the consequences of the existing financing system for health care.
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The CHAIRMAN. Fine. Thank you, Senator Dole.
Senator Packwood and I were going to do this, and the moment

seems appropriate. I wonder if you would introduce your staff.
They have been sitting behind, with a lot of body English going on
there.

Dr. REISCHAUER. This is Paul Van de Water. Paul Van de Water
was-

The CHAIRMAN. Yes, very prominently mentioned as author of
chapters 2 and 3. Yes, Mr. Van de Water. Good morning.

Dr. REISCHAUER. I put him in charge of coordinating the entire
activity. He is the Deputy Assistant Director of our Budget Analy-
sis Division. Next is Rosemary Marcuss, who is the Director of our
Tax Division.

The CHAIRMAN. Ms. Marcuss, good morning.
Dr. REISCHAUER. Gail DelBalzo is our General Counsel.
The CHAIRMAN. Good morning to you, counselor.
Dr. REISCHAUER. Doug Elmendorf is an Analyst in the Macro-

economic Analysis Division.
The CHAIRMAN. Mr. Elmendorf.
Dr. REISCHAUER. He contributed to and wrote much of the chap-

ter on the economic effects of the proposal. Mark Desautels deals
with the outside world, and the media, for the Congressional Budg-
et Office.

The CHAIRMAN. Mr. Desautels, good morning.
Dr. REISCHAUER. Who has been saying "no comment" for the past

3 weeks. [Laughter.]
I wondered whether I should pay him for that. I mean, I could

have gotten a recording machine. [Laughter.]
The CHAIRMAN. We welcome you and we thank you for your

great work.
Dr. REISCHAUER. I might add that in the row behind I see Bob

Dennis, who is the Director of the Macroeconomic Analysis Divi-
sion, and Doug Hamilton, a Unit Chief in that Division. They, to-

ether with Doug Elmendorf, wrote the chapter on economic ef-
ec t s.

The CHAIRMAN. There is some finger pointing going on over
there.

Dr. REISCHAUER. Excuse me.
Senator DOLE. It is a big office.
Dr. REISCHAUER. I make them come so that the hearing room is

full. You know, I get embarrassed testifying.
Nancy Gordon is the Director of the Human Resources Division,

which has a big group of health analysts-big, that is, for CBO-
half a dozen people. And Linda Bilheimer is the reigning expert on
the details of the administration's health care proposal. She wrote
the first and last chapters of the volume.

The CHAIRMAN. We welcome you both and thank you again.
Dr. REISCHAUER. Thank you for bringing my staff to the atten-

tion of the committee.
The CHAIRMAN. Now our distinguished majority leader, Senator

Mitchell.
Senator MITCHELL. Thanik you, Mr. Chairman.
Good morning, Mr. Reischauer. Mr. Reischauer, the President

has stated as his principal objectives of health care reform achiev-



ing universal health insurance coverage-that is every American
having health insurance-reducing health care spending as a per-
centage of the gross domestic product, and achieving long-term def-
icit reduction.

While your estimates differ from those of the administration, and
you describe those differences as modest, am I correct in my under-
standing that your report supports the President's conclusions as
to those principal objectives? That is to say that the President's

lan will achieve universal health insurance coverage, will reduce
ealth care spending as a percentage of the gross domestic product,

and will achieve long-term deficit reduction.
Dr. REISCHAUER. If it is implemented according to the legislative

language in the proposal, it would achieve all three of those objec-
tives.

Senator MITCHELL. Now I would like to ask you about costs and
savings. Your report estimates that the cost of the assistance to
families to help them buy health insurance will be $95 billion in
the year 2004. Your report also estimates that the savings in Med-
icaid under the President's plan will be $93 billion in that year.

Am I correct in my understanding that under the President's
plan the assistance to help families buy health insurance will be
roughly offset by the savings in Medicaid?

Dr. REISCHAUER. That is correct, I believe.
Senator MITCHELL. That is correct. Right.
A third question deals with the effect on wages. Between pages

53 and 56 of your report you describe the effect of the President's
plan on business and what may flow from that. I will read selected
sentences from those pages and ask a question on that.

You state that: "The total costs that all businesses together
would pay for health insurance for active workers would be about
$20 billion less in the year 2000 if the proposal were implemented,
rather than if the current system were to continue unchanged. The
estimated reduction in the cost for active workers from the pro-
posal would be even larger in subsequent years, reaching slightly
above $90 billion in the year 2004." That is to say, you estimate
that businesses would save $90 billion in the year 2004.

You then go on at pages 55 and 56 to say that: "For the most
part the nation's workers shoulder the cost of employer's premiums
for health insurance; and thus the significant savings that the ad-
ministration's proposal would produce, compared with current pol-
icy, would be largely passed onto workers in the form of higher
wages."

So am I correct in my understanding that you have concluded
that if the President's plan were adopted the cost to American busi-
nesses would decline by an estimated $90 billion a year by the year
2004 or in the year 2004 and that those savings would logically be
passed on to workers so workers' wages would rise up to $90 bil-
lion?

First I ask you two questions. Am I correct in that understand-
ing? And second, can you be more precise in your estimate of the
proportion of the $90 billion a year in savings that would be passed
on to workers in the form of higher wages?

Dr. REISCHAUER. You have reached the appropriate conclusion.
We think that the employers' contributions to employees' health in-
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surance premiums are largely shifted back onto workers in the
form of lower wages. To the extent that business costs were re-
duced, those reductions would lead to higher wages.

The vast preponderance of that $90 billion in savings would 1w
passed on to workers in the form of higher wages. From the stand-
point of business, firms are relatively indifferent about whether
they are paying a health care premium or a wage. But from the
standpoint of the satisfaction of workers, they will be happier if
they are receiving what they believe is adequate or comparable
health care and receiving higher wages. There will be a positive
benefit from this.

Senator MITCHELL. So that if I may summarize your responses
to these three questions, if the President's plan were adopted and
implemented, all Ameicans would be insured against the costs of'
health care.

Dr. REISCHAUER. Yes.
Senator MITCHELL. Health care spending as a percentage of the

gross domestic product would decline.
Dr. REISCHAUER. Yes.
Senator MITCHELL. Long-term deficit reduction would be)

achieved.
Dr. REISCHAUER. Yes.
Senator MITCHELL. Costs to business would decline by $90 billion

in the year 2004, estimated.
Dr. REISCHAUER. Estimated, yes.
Senator MITCHELL. And the wages of American workers would

increase by an amount close to $90 billion a year.
Dr. REISCHAUER. Correct.
Senator MITCHELL. So that all Americans would be insured. The

deficit would be going down. Health care spending as a percentage
of the gross domestic product would be going down and the wa(,ies
of American workers would be increased by up to or close to b90
billion a year. Is that correct?

Dr. REISCHAUER. That is the judgment that we reached.
Senator MITCHELL. Thank you, Dr. Reischauer.
Senator CHAFEE. Hallelujah.
The CHAIRMAN. Thank you, Senator Mitchell. And thank whonm-

ever it was who said Hallelujah. I think we needed that. That is
always a positive response.

Senator Danforth, you are next.
Senator DANFORTH. That is a common response by me, Mr,

Chairman, but not in this instance. [Laughter.]
Dr. Reischauer, let me apologize if this is going over ground that

Senator Durenberger and maybe Senator Grassley covered. But one
of the theories of holding down the cost of health care has been
managed competition. That is, you set up market forces and they
do the job.

Another way is price controls. In this case controlling premiums.
It is my understanding that in your projections you really do not
place any weight on managed competition, but instead you are rely-
ingon the premium caps to control the costs.

Dr. REISCHAUER. In doing a cost estimate, it is not necessary to
make a judgment like that,-unless it was thought that the forces
of competition that would be unleashed by the administration's pro-



posal would produce average premium levels below the limits that
the proposal sets up.

Those limits, as you know, are fairly low. They are quite con-
straining relative to the current state of health spending, Our feel-
Ailg was that although the competition within the administration's
proposal should improve consumer welfare, it could have a limited
effect on overall prices, so one would expect the various plans to
compete in a constrained environment--in order to get down to
these caps-to be at these caps, in fact.

Senator DANFORTH. Well, let me ask you this. Lt us suppose
that we pass legislation without premium caps, would your-

I)r. REISCHAUER. I would give you a cost estimate that would be
quite a bit higher than the one we have given you in this report.

Senator DANFORTH. Can you give us that estimate?
Dr. REISCHAUER. Yes, I believe we can.
The CHAIRMAN. Fine. I think we would appreciate that. Is some-

body in the back saying-
Dr. REISCHAUER. This is not something we can pull out of our

back pocket. This question takes us back to the use of resources at
the Congressional Budget Office.

Senator DANFORTH. Right. From my standpoint I think that that
would be interesting information to have.

The CHAIRMAN. If we can have that, Dr. Reischauer, I think we
need it. Do you not? There goes the one weekend you were going
to get. We will negotiate.

Ir. REISCHAUER. We will negotiate, because you might not like
what I say you have to give up to get that estimate.

The CHAIRMAN. Yes. Because there is an opportunity cost, is that
not what economists say?

Senator DANFORTH. Can I just ask you this? You have said that
the cost would be substantially greater without the premium cap.
And y(-u have also said in your report that you assume that pro-
posed methods for constraining the rate of growth of premiums for
the standard benefit package would be completely effective. That is
your term--completely effective?

)r. REIsCIAUER. That is correct. If you read through the legisla-
tive language and you assume that this proposal is going to be im-
plemented as the legislative language requires, it would seem that
these premium caps would be completely effective.

Senator DANFORTH. And you have also said in the report that
you assume there is going to be tremendous pressure to abandon
premium caps.

Dr. REISCHAUER. Well, if there is-
Senator DANFORTH. I mean, you do assume that?
Dr. REISCHAUER. We do not assume that. We say that that pres-

sure is a likely outcome.
Senator DANFORTH. Right.
Dr. REISCHAUER. If you did pass the administration's proposal as

it stands now and then several years later decided to relax the pre-
mium caps, the Congressional Budget Office would have to score
that and give you a cost estimate.

Senator DANFORTH. Right. But I meal you do assume there will
be a lot of heat. I mean, I think you say that on page 76-"im-
mense pressure and considerable tension" are the words you used.



Has it been the experience of the Congressional Budget Office
that we in Congress are particularly good in sticking by caps that
we impose?

Dr. REISCHAUER. In this hallowed chamber, where I was battered
about over the Medicare Catastrophic Coverage Act, I would have
to say that it has been difficult sometimes for the Congress to stick
to caps that it has imposed. But at the same time I would have to
say that you have done an excellent job since 1990 with respect to
the caps that have been placed on discretionary spending through
the Budget Enforcement Act and on entitlement spending through
the pay-as-you-go discipline. So there is a mixed record here.

Senator DANFORTH. All right. Thank you, Mr. Chairman.
The CHAIRMAN. I am not going to let this opportunity go by with-

out invoking Senator Byrd's, our President pro temporary, use of
that 18th Century phrase, "flosa nosa prosa nihil pilification[sic]."
Now get that right. [Laughter.]

It is from the House of Commons and it denotes the futility of
making estimates.

Let us also record in the interest of the CBO that the Central
Intelligence Agency, with vastly larger resources, 2 years before the
Berlin Wall came down, solemnly informed us that the per capita
GDP in East Germany was higher than West Germany. They could
have checked that out with any taxi driver in Berlin.

So I think we ought to concede the difficulties that you have and
admire the performance.

Senator DANFORTH. Mr. Chairman, the point that I was making
is that, and a lot of people have made the point, that making pro-
jections, in fact the report itself says making projections, is some-
thing that is not that-you cannot put that great of reliance on it.

The CHAIRMAN. Right.
Senator DANFORTH. But ;f the projections are based on premium

caps, I am one of three Republican Senators who supported pre-
mium caps incidently. But if the reliance is placed on premium
caps you have an additional problem, which is not just a projection,
an economist's problem, but it is the political problem of having the
will to stick with those caps over a period of time.

The CHAIRMAN. I think that is a fair statement.
Senator Roth?
Senator PACKWOOD. Could I make a correction while he is sitting

down?
The CHAIRMAN. Yes.
Senator PACKWOOD. The figures that I gave you, Mr. Director, on

the Long Shore Act were given to me by CRS. They called up and
then when they heard them-they were watching us. When they
heard them, they checked them again and found out their figures
were wrong.

I have given a figure of $9.2 million on budget-
The CHAIRMAN. That is called the Heisenberg Uncertainty Prin-

ciple. The fact of being observed changed what is observed. [Laugh-
ter.]

Senator PACKWOOD. They have given a figure of $9.2 million. It
is a significant difference. $9.2 million on budget, $600 million off.
It is actually $109.2 million-they werc off a hundred million--on
budget and $500 million off.
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The CHAIRMAN. That guy Heisenberg really had it, did he not.
Senator PACKWOOD. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, sir.
Senator Roth?
Senator ROTH. Thank you, Mr. Chairman.
Senator Danforth has addressed the one principal question I

wanted to raise. But I would like to underscore the importance that
I attach to our having a baseline based on what this program
would cost without the premium caps. I think that is critically im-
portant as a means of addressing what the President's proposal
would cost.

One of the questions that I would like to raise is about the credi-
bility of the estimated cost of the insurance premium proposed
under the administration's plan.

Let me begin by reading the following statement from an article
by Wilfred Trevot, the chief executive of the Chamber of Industry
and Commerce in Hanover, Germany that appeared recently in The
Wall Street Journal. I might say that the German health care sys-
tem has been cited by this administration, as well as a number of
others, as being an excellent system.

But I think what he has to say is interesting, and I quote him:
"Perhaps the most interesting revelation from the German health plan is that

it shows how unrealistic the Clinton plan is. In the U.S. the maximum premium
to a health alliance will be about 10 percent of payroll.

"This is supposed to pay for health costs that now amount to 14 percent of GDP,
set to rise to 17.3 in the year 2000 under the Clinton plan's reform projection 18.9
percent otherwise."

"If a 13.4 percent payroll tax in Germany is needed to finance 10.6 percent of
GDP, it is hard to conceive how in the U.S. a much small payroll tax of 10 percent
can finance the U.S. health care costs at a much larger share of 14 to 17 percent
of GDP. The missing gap is too large to be filled with the designated subsidies. If

ou want to copy papers out of the German Social Policy Book, have your checkbook
andy."

Senator ROTH. I wonder if you would care to comment on this
statement I just quoted.

Dr. REISCHAUER. I ripped that article out of The Wall Street
Journal when it appeared and put it in the stack of things that I
planned to read when our report was finished. I do not think it
would be appropriate for me to comment on it without reading the
article. But I will be glad to provide you with a response for the
record.

The CHAIRMAN. Could we ask that perhaps you would give us a
response in writing when you have a weekend?

Dr. REISCHAUER. I will; certainly.
Senator ROTH. Could we arrange, Mr. Chairman, a very criti-

cal-
The CHAIRMAN. I have read the article. It was a very thoughtful

article by a responsible person.
Senator ROTH. And I think it does deserve an answer.
[The information requested follows:]

COLUMN BY WILFRIED PREWO

Mr. Prewo's op-ed article in the Wall Street Journal compares the German payroll
tax on employers and employees, which finances the bulk of German health care
costs for private-sector workers, with employer and employee premium payments to
health alliances under the administration's proposal, which would amount to only
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about 20 percent of total costs. As a result, the premiums in the administration's
proposal would be lower than the German taxes, as percent of payroll, even while
the aggregate spending on health care in the United States would substantially ex-
ceed that in Germany, as a percent of GDP. -

According to CBO's estimates, under the administration's proposal only about one-
third of health care spending flows through the alliances (see Table 1). The propor-
tion directly paid for by employers and employees is even smaller, because of sub-
sidies to employers and individuals. Taking these into account, direct premium pay-
ments by employers and employees to alliances would amount to only about 20 per-
cent of the total funding of the health care system in 2004.

TABLE 1.-PROJECTIONS OF NATIONAL HEALTH EXPENDITURES UNDER
HEALTH PROPOSAL, BY SOURCE OF FUNDS

[By calendar year, in billions of dollars]

THE ADMINISTRATION'S

1J96 1997 1998 1999 2000 2001 2002 2003 2004

Private:
Out-of-pocket .....................
Private health insurance ..........
Other ........................

Subtotal ........................
Public:

Federal ..............................
Health alliances ....................
State and local...............

Baseline

194 206 219 233 246
374 407 441 478 519
45 48 52 56 59

614 r61 712 766 824

379 418
0 0

169 184

Total ................................1,163 1,263 1,372 1,488 1,613 1,748 1,894 2,052 2,220

Private:
Out-of-pocket ...........................
Private health insurance ..........
O th er ..................... ...................

Subtotal ................................
Public:

Fede ra l .....................................
Health alliances ...............
State and local...............

Changes from Baseline

-9 -19 -- 33 -36 -39 -43 -46 -50 -53
-50 -138 -354 -387 -422 -467 -508 -551 -597

0 0 0 0 0 0 0 0 0

-59 -157 -387 --422

5 --6 -49 -68
74 208 542 563
-7 ---23 --66 -72

--460 --510 --554 -601 -650

-84 -93
635 668
--90 ---97

-108 -127
703 740

-105 -114

To tal ........................

Private:
Out-of-pocket ............................
Private health insurance ..........
Other......................

Subtotal ................................
Public:
Federal .....................................
Health allisnces...............
State and local ...................

13 22 40 1 --30 -46 -75 --110 -150

Administration's Proposal

555 505 325 344 363 376 398 422 446

384 412 411 437 478 526 577 627 681
74 208 542 563 585 635 668 703 740

162 161 134 145 157 163 177 190 204

Total..............1,176 1,285 1,411 1,489 1,583 1,700 1,820 1,942 2,070

Source: Congressional Budget Office.

Senator ROTH. Now, Dr. Reischauer, in the last chapter of your
report entitled "Other Considerations"you raise serious questions
about how all of the intricacies of the Clinton plan will work. And
yet on pages 25 and 26 of your report you state the following: "The
estimates in the CBO report assume that the proposed methods for

291
658
73

1,022

735
0

295

307
710
78

1,095

807
0

318

1,163



constraining the rate of growth of premiums for the standard bene-
fit package would be completely effective."

So as I read this, your study assumes the expenditure caps, the
price controls, other cost containment mechanisms in the Presi-
dent's plan work, and then you show that the President's plan will
still be short some $166 billion, eating up all of the administra-
tion's claimed $59 billion of deficit reduction and adding an addi-
tional $177 billion.

Still you indicate you believe the President's plan will basically
work; is that correct?

Dr. REISCHAUER. I do not think that that is exactly what the re-
port says. First of all, I think that the net impact on the deficit
over the 1995-2004 period is $126 billion, not the $160-odd billion
that you referred to.

In estimating the cost of the proposal, we assumed that it would
be implemented according to the time schedule that is laid out in
the bill. We point out in the iast chapter of the report that it will
be very difficult to gather the data and go through the institutional
changes that are required to meet that schedule.

We examined the premium limits that are in the proposal, and
we judged them to be an effective mechanism for restraining the
growth of premiums for the proposal's standard benefit package.
We also point out, though, that that restraint will create social
pressures in this country. And the real issue is whether the institu-
tional and political structure of the Nation can withstand those
pressures. We have no ability to judge that.

Senator ROTH, The point I am trying to stress here is that in
your study you are assuming that the restraints do work. My con-
cern is, if they do not work where do we go.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Roth. I think that was the

purpose of that closing chapter.
Dr. REISCHAUER. It was, yes, sir.
The CHAIRMAN. Senator Baucus?
Senator BAUCUS. Thank you, Mr. Chairman.
I would like to just pursue a little bit a subject that has already

been covered, that is managed competition. Why is it that you felt
that virtually no savings is achieved with the managed competi-
tion?

Dr. REISCHAUER. Are we talking about managed competition with
respect to this bill?

Senator BAUCUS. Yes, with respect to this bill-the plan.
Dr. REISCHAUER. I said that we did not make a judgment on

that. We did not have to make such a judgment to do our cost esti-
mate.

Senator BAUCUS. Now if you are-
Dr. REISCHAUER. The judgment that must be made is whether

the managed competition, or the competition that will occur within
the framework of the administration's proposal, would result in av-
erage premium levels in the various alliance areas that would be
below the caps set by the National Health Board.

We thought that there was little likelihood of that being the case.
Consequently, there was no need to estimate the effect of managed
competition, because the effective constraint on the system would

82-541 0- 94 - 2



be the limits imposed on average premiums by the National Health
Board.

Senator BAUCUS. So you are saying that that cap, whether it is
a tax cap or a premium cap or whatever, it forces the savings.

Dr. REISCHAUER. Yes.
Senator BAUCUS. Therefore you did not look for additional sav-

ings under managed competition; is that correct?
Dr. REISCHAUER. Yes. To the extent that managed competition

brought you down close to those premium caps, then the amount
of pressure that we were talking about before-that I was talking
about with Senator Roth-would be less.

Senator BAUCUS. Now back to the savings achieved as a con-
sequence of the cap and addressing to some degree Senator Dan-
forth's question whether politically this institution can hold the
line, that is hold those caps, those limits, and also adding in your
repeated comment about the social tensions and the pressures that
are caused as a consequence of the cap.

Could you delineate what you see as the most probable forces,
upward forces, on the cap, that is the sources of the most probable
upward pressures on the cap that this Congress would have t(, deal
with, attempting to decide whether to raise the cap or not? Wuild
it be reduced benefits or would it be some other pressure that you
see? If you could just go through what you see some of those con-
tentions in our social system to be.

Dr. REISCHAUER. Well, I am really not in a position to give you
a thoughtful answer on that. But it is the hope of' many that as

remium levels are brought down, most of the savings will come
rom simplifying administration and from eliminating services that
are ineffectual or unnecessary. And if that takes place, then there
will be relatively few pressures.

But even inthose cases, one has to remember that to an analyst
or a health care expert, administrative costs might look like waste
and inefficiency, but to you, they might look like the job of one of
your constituents who works in the billing room of a hospital.

Some inefficiencies in our system result from the fact that we are
willing to run our hospitals at roughly 65 percent of capacity and
that we want to keep in existence many small hospitals that have
occupancy rates below 50 percent. A rational person who was not
subject to the human implications of the decision might say, "Let
us run our hospitals at 90 percent of capacity. Let us close those
small institutions that cannot keep their occupancy rate up above
a certain level."

Decisions like those that might mean that some people would
have to travel farther to receive care. They might mean that a
large employer in a small town would disappear. And those are the
kinds of pressures that you have been under in the past and that
you would be subject to in an even greater degree, not only with
regard to this plan but with any proposal that sought to lower the
rate of growth of national health spending in this country.

Senator BAUCUS. Did you at all attempt to address the affect on
quality of care, the affect caps would have on quality of care, even
assuming the guaranteed benefits?

Dr. REISCHAUER. No. We say in the report that quality of care
is something that should concern you. We do not know the extent



to which reduced spending would be reflected in lower-quality care
rather than in less waste in the system.

It is impossible to know. Those questions will play themselves
out differently in different market areas. What might be true in
Minnesota might not be true at all in Georgia. There is really no
way we can provide you with anything more than a list of the
items that you should be concerned about.

Senator BAUCUS. Earlier in your statement you said that al-
though there is no aggregate affect on employment, that is appre-
ciably, there might be significant affect on certain firms. I guess
particularly those firms that do not now provide health insurance
or those firms who maybe have a very healthy work force.

Did you quantify those two categories at all? Did you attempt to
deal with that in some basis so we can get a handle on how much
of a shift that would be for those firms in those categories?

Dr. REISCHAUER. I do not think we did, no. Our analysis was con-
ducted at a more aggregate level.

Senator BAUCUS. All right. Thank you.
Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Baucus.
I wonder if I could just ask, the fact that our hospitals are run-

ning at 65 percent of capacity reflects advances in medicine to a
large degree, does it not. And medical advances do not necessarily
increase costs. They sometimes decrease them. But then you have
this adjustment to make.

Dr. REISCHAUER. It is also worth noting that a lot of health
spending in America is for amenities. There are aspects of the
health care system that we like but that may not have a whole lot
to do with health outcomes.

Whether I can schedule a routine office visit with my doctor 2
days from now or whether I have to wait 3 months will probably
have no impact on health outcomes. Whether I share a room in a
hospital with five other people or have a single room with a tele-
vision set and other amenities that are unknown in many other in-
dustrial countries's hospitals does not affect health outcomes. So
we can-if we decide we want to-squeeze our health care system
and make it less consumer friendly without necessarily hurting our
health outcomes.

The CHAIRMAN. Take out the television sets and drive the nurses
crazy. Is that it? [Laughter.]

No, we are not going to do that.
Senator Rockefeller?
Senator ROCKEFELLER. Mr. Chairman, what you said is correct

and also the fact that a lot of in-patient services have been moved
to out-patient services in hospitals, which is also due to medical ef-
ficiencies.

Dr. Reischauer, the major difference as I see it between the
Breaux-Durenberger managed competition bill and the President's
managed competition frame work is the tax cap. So if we sub-
stituted the tax cap which is increasing taxes on middle income
people's health benefits for the premium cap which is limiting in-
surance company's premium increases, would we get the same level
of savings?



Dr. REISCHAUER. I think it would be highly unlikely. We have
not done an estimate of that sort, but my gut feeling is that the
tax cap that is in the Cooper-Breaux bill would not produce the
same kind of savings that the premium caps in the administra-
tion's proposal would produce.

Provided that this committee and the bipartisan leadership want
us to look at this issue, I think its analysis would certainly be a
good use of resources.

The CHAir IAN. I wish you would take that as something we
would like you to do.

Senator ROCKEFELLER. One of the problems that we obviously all
have had in tryiiig to deal with and design bills that assure cov-
erage., and at the same time guarantee affordability, is that we
have to provide assistance to those who cannot afford health insur-
ance and assuring affordability means that we somehow have to
guarantee that costs will be reduced. We have to do that for them.

Anyone who has tried to draft a health care bill, we all know
that we run up against CBO scoring rules on what will actually
produce savings, having said that, obviously I want to emphasize
that I know that your scoring rules are not just dreamed up by
your staff, but rather is based on the best and latest data on health
care that is available.

Now that is a broad area statement. In the past, and I refer to
Health America and some others bills, CBO has not attributed any
significant savings in the way of cost savings to administrative
simplification measures, single forms, et cetera. Am I correct?

Dr. REISCHAUER. No. We have estimated rather large administra-
tive savings for single-payer plans, but they have been nowhere
near as big as-

Senator ROCKEFELLER. The administrative simplification meas-
ures and single forms. I did not say single payer-single forms.

Dr. REISCHAUER. I did not understand whether you had asked
me about savings with respect to a certain bill or in general. What
I am saying-

Senator ROCKEFELLER. What I am trying to do is get within what
I consider a legitimate level of cost savings, which I think CBO has
consistently declined to score, and thus this tremendous-difficulty
of CBO scoring and the difficulty that it provides us as genuine pol-
icy makers in trying to produce something useful.

Let me just read them. Malpractice reform. You in the past have
not done that. You did not on Health America. Insurance reform,
elimination of medical underwriting. You did not attribute any sav-
ings in your CBO scoring. You did not give any significant savings
to that already in work that you already have been responsible for
yourself.

Fraud and abuse measures. Prevention, an enormous concept.
Primary care taking place where it has never taken place before.
CBO has declined to score savings on something called prevention,
which is at the heart of the President's bill and outcomes research.
Or, for example, practice guidelines. You, yourself, just used the
word "health outcomes" and yet CBO has declined to score, hence
the problem for the policy people-us.

You have declined to score outcome research. You have declined
uo score practice guidelines to aay significant effect at all.



Dr. REISCHAUER. I think the important--
Senator ROCKEFELLER. I am curious why.
Dr. REISCHAUER [continuing]. Word that you used is "significant."

We have examined the elements of the various health proposals
and consider the savings that are likely to result from the legisla-
tive changes that you are suggesting as not being tremendously
large.

Senator ROCKEFELLER. Yes, and that is something-
Dr. REISCHAUER. For some of those changes, their impact in-

creases over a long, long period of time. Some of those effects are
very uncertain.

For example, we hear talk about outcomes research and maybe
practice guidelines, both of which I think would be excellent steps
forward. We know what will happen in certain circumstances,
which is that inappropriate treatments will be reduced. But prac-
tice guidelines and outcomes research could move us in the other
direction as well, toward increased levels of care. For example, peo-
ple who had not been receiving care would then be receiving appro-
priate services. It is a balance; these steps do not all reduce costs.

Prevention is another such area. On the one hand, health out-
comes will be improved, and in some areas we will catch things
using modest interventions early on that would be very expensive
to treat if left until later. In that case, savings would result.

But on the other hand, you will be providing preventive services
to many children or many individuals who for one reason or an-
other may not be receiving periodic care tle way they should but
who are very healthy. So the consequences of not receiving periodic
care are inconsequential because they were not going to have this
disease or malady anyway. In that case, costs would be higher. So
these investments work in both directions-sometimes the net ef-
fect is to lower costs, but sometimes it is to raise them.

Senator ROCKEFELLER. My time is out, Mr. Chairman, but I am
baffled by this and it makes it very, very difficult because it causes
one to have to do things for the purposes of avoiding CBO scoring
which do not necessarily lead to better results.

The CHAIRMAN. Right. I wonder if we will not find this a useful
area to discuss further by CBO. We have a number of things. If
there are matters which you have found de minimis or perhaps
unmeasurable, maybe you could tell us that.

Dr. REISCHAUER. Let me just add that it is useful to us if you
bring to our attention academic studies or analyses that shed light
on these issues. We have a staff that obviously is not filled with
medical experts. We read the literature to the extent that we can
and study these issues, but I am sure that there is evidence that
come to your attention and not to ours. We are perfectly willing to
change our estimates and our methodologies based on new informa-
tion and new findings.

The CHAIRMAN. Can we just take that as a fair exchange and an
undertaking. Work in progress.

Thank you, Senator Rockefeller.
Senator Conrad?
Senator CONRAD. Thank you, Mr. Chairman.
First of all I want to say I watched you yesterday in your testi-

mony before the House Ways and Means Committee. I thought you



conducted yourself with great integrity and great professionalism
and that all of us owe you a debt of gratitude, and whether we
agree with every specific point that you have made is beside the
point. I think you conducted yourself with real integrity. That is
important to the system, and you ought to be commended for it.

There were a su'ies of questions that Congressman Levin put to
you yesterday that I thought were very useful and that I would like
to just repeat, because I think they should be on the record here
as well.

Congressman Levin referred to the questions that he gets when
he goes home and they revolve around the question of cost. They
revolve around the questions of coverage, choice and quality. He
asked you in comparison to the current system does your study re-
veal that cost is less under the President's proposal than under the
current system. Could you give your answer?

Dr. REISCHAUER. Yes.
Senator CONRAD. The President's proposal provides universal

coverage and your study has concluded that that is the case?
Dr. REISCHAUER. Yes.
Senator CONRAD. You also said something that has not been an

issue here today, but that I found interesting. In response to the
question from Congressman Levin as to whether or not more choice
is provided under the President's plan than under the current sys-
tem your answer was?

Dr. REISCHAUER. My answer was that the vast majority of Amer-
icans would have more in the way of choice under the administra-
tion's proposal than they currently have. They would be choosing
from a menu of insurance plans offered by their regional alliance.
Most of us can only choose those plans that our employer puts in
front of us. Often, our employer puts only one plan in front of us
and says: "Either this or nothing."

In the health insurance environment that the administration's
proposal would create, I would be able to choose a plan that no one
else on the CBO staff had chosen. My choice would not be affected
by where I worked. That, I think, is an incontrovertible fact.

Senator CONRAD. So just to sum up, on the question of quality
you were silent in the study because that wa; not within the pur-
view of the analysis done?

Dr. REISCHAUER. Yes, and in addition, we have no ability to an-
swer that question.

Senator CONRAD. So in fairness, the conclusions that you came
to is, the Clinton plan compared to the current system is lower
cost, more coverage, more choice. Those are the conclusions of your
study?

Dr. REISCHAUER. Yes.
Senator CONRAD. Now that is the good news.
Dr. REISCHAUER. I was going to say, those are some of the con-

clusions.
Senator CONRAD. Yes, some of the conclusions. Let me go to a

question that disturbed me, because in your study you say that we
in 1993 in this country were at 14 percent of our National income
going to health care. The year 2004 with a failure to act will go
to 20 percent of our National income going for health care; is that
correct?



35

Dr. REISCHAUER. Yes. By 2004 and with the administration's pro-
posal in place, we believe that national health expenditures, as a
share of gross domestic product-GDP-would be a little more than
1 percentage point lower than they would be otherwise.

Senator CONRAD. So under the President's plan we would go to
19 percent of our National income going for health care from a cur-
rent 14 percent?

Dr. REISCHAUER. Yes. I do not know for certain what the com-
parisons would really be because we do not know for sure how the
world will look in the year 2004 if no reforms are adopted.

Senator CONRAD. Right. With no reform adopted, under your
analysis we go to 20 percent of national income. With the Presi-
dent's plan we go to 19 percent. I mean just to say as one member
of the committee, that bothers me. That worries me.

We are saying we are spending too much of our National income
now on health care and under the President's plan it is less than
under the current system, but it is still a substantial increase over
what we are spending now for health care.

Dr. REISCHAUER. That is correct.
The CHAIRMAN. Senator Conrad, just for clarification, when you

say national income, do you mean GDP?
Senator CONRAD. Yes. I am not sure GDP means anything to

most people. I try to-
The CHAIRMAN. National income does.
Senator CONRAD. Sir, I try to translate it in a way that maybe

people who are listening-
Dr. REISCHAUER. I do not want to get into a debate with you, but

national income and GDP are two different things.
The CHAIRMAN. Do not say a word. [Laughter.]
Senator CONRAD. But it is a pretty good proxy. Let me just ask

the next question, because the other concern I have is the alliances.
You went through yesterday in your report some of the functions
that the alliances will have to perform. It will combine the func-
tions of purchasing agents, contract negotiators, welfare agencies,
financial intermediaries, collectors of premiums, developers and
managers of information systems, coordinators of the flow of infor-
mation and money between themselves and other alliances.

And you say, and I quote, in the report: "Any one of these func-
tions could be a major undertaking for an existing agency with
some experience, let alone for a new agency that would have to per-
form them all." Is that correct?

Dr. REISCHAUER. That is correct.
Senator CONRAD. Let me just say, Mr. Chairman, I think this

point deserves attention because we just went through a bitter ex-
perience I believe with the RTC where we set up a whole new fi-
nancial structure. I am very concerned when you start talking
about setting up whole new structures to deal with these com-
plicated issues.

The CHAIRMAN. Well, thank you, Senator Conrad. And again, we
take note that was from the chapter 5, Other Considerations,
which we have all obviously found helpful indeed.

Senator Riegle?
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Senator RIEGLE. Thank you very much, Mr. Chairman. Let me
say at the outset that I share some of the concerns expressed by
Senator Rockefeller and also Senator Conrad.

I want to talk about the time period over which you have looked
at these cost effects that hit both the government and then society
as a whole. I have been arguing for some time that if we just look
at the financial impact over the traditional 5-year time period we
really put ourselves in a straight jacket so that we cannot do a
meaningful analysis.

To your credit you have stretched it out to 10 years. I think that
is a very valuable approach that you have used. I want to suggest
to you that I do not think 10 years really does this job either, al-
though it is much more meaningful than 5.

Let me tell you why I say that.
Dr. REISCHAUER. I agree with you completely.
Senator RIEGLE. All right. This is important because I want to

try to engage the Chairman on this point as well. That is, if you
look at Hawaii, which is the one State that has had universal cov-
erage now for about 20 years, it took about 10 years, the first 10
years, for the cost lines to break apart from what was actually hap-
pening in the rest of the country, in terms of health expenditures
as a percentage of their economy.

So once they got everybody enrolled in a universal health care
system, the cost relationships remained about the same for about
10 years, but then at about 10 years they began to break apart.

And over the second 10-year period of time, because Hawaii
began to get certain efficiencies and economies and health outcome
benefits by having people getting better preventive care and so
forth, the cost line split apart. We now are told that Hawaii's
health costs are running about 8 percent of their economy and the
rest of the country is at about 14 percent.

But the breaking apart of those two cost lines happened between
years 10 and 20, if you will, as the experience was mounting.

I have looked at that and the logic of it is quite strong, I think.
It means that if we take an arbitrary cutoff date of the year 2004,
which is 10 years out, we get one part of the picture. But we may
be missing a very significant part of the picture. If we are going
to have an exercise of what you call sovereign power, which indi-
cates the majesty of the decision that we make here, we must real-
ly look at what the effects will be over time in terms of good health.

So when my friend Kent Conrad says that we are out at 19 per-
cent of GDP in the year 2004 for health care, it may be a real bar-
gain. Because, if we are not alive, our money is not worth much
to us, is it? If our kids or our parents are sick and are not being
treated, what good is our money?

So I do not mind spending what we need to spend on good health
because we are all on a trip to the cemetery and if we are paying
attention to that, other things we might want lose their relevance.

So I think we do have to keep health expenditures-
The CHAIRMAN. Senator Riegle, would you like to put that an-

other way?
Senator RIEGLE. Is there another way we can say that?
The CHAIRMAN. We are all mortal. Would that be all right?

[Laughter.]



Senator RIEGLE. Having said that, when I look at your numbers
I think we need to try to size up what 2004 to 2014 might look like.
Because the Hawaii experience tells us that you really need about
a 20 year projection at how these numbers sort out.

Fortunately, our Chairman is a historian and pays attention to
important details like that and will grasp the significance of that
point. Taking your chart on page 26, I want to confirm two num-
bers. In the middle of that chart, are you saying that if we adopt
President Clinton's plan and we add up all the costs and all the
savings through the next 10 years, out to the year 2004, the Nation
as a whole will save $337 billion in health expenditures? Am I
reading that correct? That is the net saving over that 10 year time
span.

Dr. REISCHAUER. I have not added up those numbers. But if you
have added them up correctly-

Senator RIEGLE. Well, you can double check them. We have, and
I think you will find those numbers add up to a net saving of $337
billion to the country.

Dr. REISCHAUER. Yes.
Senator RIEGLE. Now if you read then across the Federal spend-

ing line, which is the part that we have to be accountable for here,
the table seems to indicate that over that 10-year period of time
the Federal Government would spend $608 billion less than if we
did not enact President Clinton's plan.

I would just like to have your own actuaries confirm those two
numbers, because those are big savings. I think the public is find-
ing it very hard to follow all of the details because this is so com-
plex. I think they are interested in knowing whether we save
money and whether we cover everybody.

The math, according to your chart, shows me that the country
would save $337 billion over the next 10 years with the Clinton
plan and the government alone would save $608 billion with the
Clinton plan. Is that iight?

Dr. REISCHAUER. This table is a confusing one.
Senator RIEGLE. I am trying to make it a little less confusing.
Dr. REISCHAUER. It has been confusing to people on my staff as

we have tried to put this analysis together. This table with its
breakdown by source of funds-private, public, and then within
public Federal, Health Alliances, and State and local-is really a
description of who is paying the health services.

So if health alliances receive money from the Federal Govern-
ment in the form of subsidies to buy insurance for lower-income
people, that money is recorded in the Health Alliances line, not in
the Federal line. Consequently, it is incorrect to sum up the Fed-
eral line or the State and local line and assume that that total rep-
resent reduced burdens for the government sector.

Similarly, the private line in the top panel on that table, titled
Baseline-

Senator RIEGLE. Right.
Dr. REISCHAUER [continuing]. Includes the current spending by

employers and employees for employment-based private health in-
surance.

Senator RIEGLE. Right.
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Dr. REISCHAUER. Under the administration's proposal, the pay-
ments that are made by employers and employees for their health
insurance plans go into the Health Alliances line. But we have to
remember that, ultimately, there is only one source of funds in the
United States, and that is the people of the United States. Busi-
nesses are owned by people, and governments really run on the
taxes that people pay to them.

Senator RIEGLE. But you are not disputing, I mean unless the
chart is wrong-

Dr. REISCHAUER. I am not disputing your total on----
Senator RIEGLE. No, no, you are not disputing the fact that the

national savings that you show here for the 10-year period of timt,
is $337 billion; is it not?

Dr. REISCHAUER. That is correct.
Senator RIEGLE. I think that is the key, Mr. Chairman.
Dr. REISCHAUER. Yes, it is.
Senator RIEGLE. Because what the Clinton plan does, you boil it

all down, it covers everybody over this time period and it saves at
least that much money according to your analysis-$337 billion.

I think Senator Rockefeller is right. I do not think we have
factored in all the savings because there are some things you (do
not feel comfortable hanging a dollar sign on that we know will
save money. And I accept that point.

But what you do feel comfortable hanging a dollar sign on let.s
you sign your name to this estimate here today; you believe we can
save $337 billion over the next 10 years and cover everybody if we
go to the Clinton plan. I am talking about now Federal expendi-
tures and national savings.

Dr. REISCHAUER. National health expenditures.
Senator RIEGLE. And national savings.
Dr. REISCHAUER. Correct.
Senator RIEGLE. That is not bad. I would say that is a big gall

over where we are now.
Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Riegle.
Senator Chafee?
Senator CHAFEE. Thank you, Mr. Chairman.
First, I want to reinforce what Dr. Reischauer said about the

President, but for the President's actions in pressing forward ;it.
vigorously with health care we would not be where we arc in thiOs
debate. So the President and Mrs. Clinton deserve a lot of credit

Second, could you help me out? I see a dichotomy her(, )r
Reischauer, in what you are saying and I might be mixed up. In
response to Senator Mitchell's question it seems to me you predict
the arrival of the millennia, it is paradise on earth.

What happens is, everyone gets health insurance, the workers re-
ceive a $90 billion pay raise, and you have just added to it with
the government saving $337 billion as Senator Riegle says.

Dr. REISCHAUER. I did not add that to it.
Senator RIEGLE. He said the country saves $337 billion. That

would be the national figure.
Dr. REISCHAUER. That was national health expenditures.
Senator CHAFEE. That is lovely, I must say.
The CHAIRMAN. Well, what did you expect.



Senator RIEGLE. Let us put you down as a co-sponsor then.
Senator CHAFEE. Now let me just move now in view of that, and

here is what I see as a dichotomy that perhaps you can help me
on, on page XII of your report it says as follows: "Estimates of the
interactive affects of so many complex changes to an industry that
encompasses one-seventh of the economy are highly uncertain."
And the head of this paragraph is "Uncertainty of Estimates."

"Assumptions used by the CBO and other analysts about people's
IlwhavioralIresponses to new incentives are frequently based on re-
search evidence from small changes in the existing market place,"
and on you go to say "there is no precedent for estimating the ef-
f'ects on health spending or the economy."

So here you write down what I sincerely believe, that this is to-
tally unchartered waters. We are dealing with one-seventh of the
economy and at the same time, with some carefulness, you predict
that everything is going to be lovely. Am I missing something?

D)r. REISCLIAUER. Well, I think that I have been fairly careful to
say that our estimates depend on the administration's proposal
being implemented as called for in the legislative language, num-
her one. Number two, I began my remarks here this morning by
stressing exactly the point that you have brought up, the uncer-
tainty of these estimates.

Now, I could come here and say: "Here are some words, but I
cannot give you any numbers because there is so much uncer-tainty." There are things over which the Congressional Budget Of-
fice does sometimes throw up its hands and say: "We just cannot
do it." Or I could come and I could say: "We have no really sci-
entific basis for estimating the range of uncertainty, but it could
tw anywhere. So in the year 2004, say, we could see anything from
$2 billion increase in costs to $350 billion worth of savings."

Then what would happen is that those of you who oppose this
)lin would run out and say: "CBO sqid costs are going to increase
)v $2 billion," and those of you who were in favor of the plan would

ruin out and say, "CBO says it is going to 3ave $350 billion."
Senator CIIAFEE. I get the point.
I)r. ItEISCIIAUER. We think the most useful thing to do is to pro-

vide you with our best estimate but then qualify that estimate with
a clear admission that there is a lot of uncertainty around those
numbers. That is what we have done.

Senator CHAFEE. Well, I could not agree with you more. In our
legislation, which I do hope you will be able to give us some esti-
mates on, and we will try and follow the procedure you outlined
with the Chairman and so forth here. But as you know, we adopt
a so-called pay-as-you-go approach.

We do not give the broad new coverage immediately. We start at
those at 90 percent of the poverty level or less and then we pause
and take a check and see-first of all we implement all the reforms
immediately. I regret that you were not able to break out some of
the savings like malpractice reform, administrative reform and so
fo rt h.

But we believe there are substantial savings there. But we are
not sure. So, therefore, we proceed to each year increase of cov-
erage for those wvho are not covered, who cannot afford the cov-
erage, up to 100 percent of poverty and so forth, eventually getting
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on a sliding scale of Federal reimbursement Federal subsidies to
those at 240 percent of the poverty. Could you comment on that so-
called pay-as-you-go approach which we believe is wise?

Dr. REISCHAUER. Well, certainly, it reduces the risk that we
might make a large mistake, because it is basically an incremental,
one-step-at-a-time approach toward the same long-run objective as
in other proposals, but an approach that allows for midcourse cor-
rections of various kinds.

Senator CHAFEE. I have great trouble with the administration's
proposal on leaping into the entitlements without this pause. For
example, I find bizarre the proposal that the Federal taxpayers
would pay for early retirees' medical health insurance, 80 percent
of it.

Now it is true that th3re is a tax cap. Is the tax cap $120,000
income for a married couple?

Dr. REISCHAUER. Yes, there is a high-income limit to the sub-
sidization of the employer share of early retirees' benefits. You are
right.

Senator CHAFEE. I find that hardly much of a means test. In
other words, if you-

Dr. REISCHAUER. Yes, you are not being mean to too many peo-
ple, if that is what you mean. [Laughter.]

Senator CHAFEE. Thank you. My time is up, Mr. Chairman.
The CHAIRMAN. Well, now if you have another question, please.
Senator CHAFEE. All right. The other question i have is as fol-

lows. It seems to me that you dismiss the efficacy of the so-called
tax cap. That is, where you arrive at-and how you arrive at it we
can debate-but you arrive at what is a reasonable cost of a pro-
gram.

Then anything that the employer provides above that in cost, the
cost to the employer is nondeductible to the employer and taxable
to the employee. It seems to me that that encourages everyone to
go for the lower costing plan. Not lower costing quality because all
of the plans involve a uniform benefit package. But you seem to
dismiss that as being very inefficient or not having much of a
downward thrust on cost.

Dr. REISCHAUER. Well, let us keep in mind that most American
taxpayers face a marginal income tax rate of 15 percent. With that
rate, it would hardly be a huge disincentive if employers' contribu-
tions to health insurance premiums were treated as taxable income
to individuals.

Right now, the employee share of premiums, the part that you
and I pay and that is taken out of our paychecks, is taxable in-
come. Taxing that share has certainly not been an effective brake
on the expenditures of our current system.

Senator CHAFEE. Thank you.
The CHAIRMAN. Thank you, Senator Chafee.
Senator Bradley?
Senator BRADLEY. Thank you very much, Mr. Chairman.
Dr. Reischauer, once again, thank you very much for your testi-

mony and your analysis. I think it is very helpful to help us focus.
It seems to me that one of the new aspects in the President's pro-

gram is the health alliance. There is money that comes into the
health alliance from a variety of sources and the assumption is



that the amount of money that comes in is sufficient to pay the
premiums for all the citizens of a particular jurisdiction-a State,
a city or whatever.

I would like to ask you about two of the streams of the money
into the health alliance. One is the money from the private sector.
Large corporations pay up to, what, 7.9 percent of payroll and
small-

Dr. REISCHAUER. They pay up to 7.9 percent. Many of them
would be paying a flat premium amount.

Senator BRADLEY. Up to. Right.
And smaller ones are, if you have 75 or fewer employees you are

capped at 3.5 percent?
Dr. REISCHAUER. No, it is a complex scale. For employers that

pay average wages, I believe, of $12,000 or less and have fewer
than 25 full-time-equivalent employees, the cap is 3.5 percent.

Senator BRADLEY. Right. So the lower your wages the lower you
get close to 3.5 percent.

Dr. REISCHAUER. And then gradually the figure goes up to 7.9
percent of payroll.

Senator BRADLEY. My question to you is, if there is this dif-
ference between 7.9 and at the low end 3.5 and it is based pri-
marily on size of firm, why would not a lot of large firms suddenly
become a lot more small firms? Why would not the big company
that is paying 7.9 percent spin off the janitorial services and sec-
retarial services or whatever the lower income into a separate en-
tity that would then only have a 3.5 percent cap?

Dr. REISCHAUER. As I mentioned before, I think that the limits
that the proposal places on small, low-wage firms are going to
gradually fade out of the system simply because the levels are not
indexed. Then every firm will face either a flat amount-

Senator BRADLEY. How long a time would you say that?
Dr. REISCHAUER. Oh, 20 or 30 years.
Senator BRADLEY. Twenty or 30 years.
Dr. REISCHAUER. Your point is quite valid, and we have dis-

cussed it at some length in the chapter on economic effects, in our
report. There will be a group of firms that face this 7.9 percent-of-
payroll cap, and, in effect, the premium payments for them are
equivalent to a payroll-dare I say the word-"tax."

The other firms basically will be aying a head tax-just a fat
premium amount. We have assume that precisely what you h,.ve
described will happen-that lower-wage employees will tend to
group together in firms that are at the low end of these caps-and
that that clustering would have a dramatic impact on the cost of
the program.

Senator BRADLEY. All right. Then that leads to my second ques-
tion, which is unrelated to health care, but related to the individual
who is receiving the benefit. If you are an individual spun out into
this new firm that now covers your health care with this cap, what
impact might that have on your pension? I mean, you have a dif-
ferent entity now that is responsible.

Dr. REISCHAUER. The way we should look at the economic
changes of this sort that are likely to occur is not that Company
A will necessarily say: "Let us take all of our low-wage employees
and spin them off to another company that we set up." Instead,



serviced firms--janitorial services, lawn care services, all low-wage
services-will grow faster, and employment in them will grow fast-
er. As more service firms are set up, more companies will buy serv-
ices of this sort on the outside.

To a certain extent, these changes are going on now. If you run
a large corporation that provides generous pension and health care
benefits under existing 1aws and you can spin off-your janitorial
group and hire a janitorial service, you gain a tremendous advan-
tage because you do not have to pay any health costs or pension
costs. The average small firm that provides those kinds of services
does not provide those kinds of benefits.

Senator BRADLEY. Just let me say that is one of my concerns,
that we do a reform that spins people off and accelerates a process
that is already underway. Part-time employment is another vari-
ation of that. It ends up with everybody getting health care, but
ending up in companies, small companies, that essentially do not
give many pensions.

So I think that we have to look at the total security framework
here, not just simply the health care framework.

Dr. REISCHAUER. I agree that that is pretty important.
Senator BRADLEY. Now the next strain of revenue that comes in

is from the Federal Government. That is for the small business,
low income, et cetera. You estimate that; that entitlement cap will
be hit in, what, 1997?

Dr. REISCHAUER. I think 1997, the second year out.
Senator BRADLEY. At which point after 2 years what are the op-

tions? I mean, it seems to me that one option is, you are either
going to have to find revenue some place and increase somebody's
payment into it, a tax or whatever. The other is, you are going to
have to cut benefits. Or the third is, you are going to have to in-
crease the deficit. Are there any other options?

Dr. REISCHAUER. I think that is the whole list.
Senator BRADLEY. So that 2 years after we do this reform we are

going to be confronted with these questions-increased taxes, in-
creased deficit or reduced benefits. The question occurs to me: Why
do we not face that up front rather than 2 years from now?

Dr. REISCHAUER. Our sets of numbers assume that what you do
is take a walk-that is, just say that we will raise the deficit. If
we had assumed that the caps were effective-which, legally, we do
not think to be the case-then the costs we estimated for the ad-
ministration's proposal would have been much lower and the im-
pact on the deficit much less than we have anticipated.

Senator BRADLEY. So that the increase in the deficit that you at-
tribute in your analysis is because the caps basically are reached
in 2 years?

Dr. REISCHAUER. We built the ineffectuality of the caps into our
estimates.

Senator BRADLEY. Thank you.
The CHAIRMAN. Thank you, Senator Bradley. Regarding that

question of unanticipated consequences on pensions, Dr.
Reischauer's report, of course, raises just that general point.

And now for the last of our first round, Senator Pryor.
Senator PRYOR. Thank you, Mr. Chairman. Mr. Chairman, I am

very proud that you have called this hearing today because f think



it give us a real opportunity to reflect on what Dr. Reischauer and
his very competent staff actually said in their report.

I am reading headlines from newspapers-The Washington Post,
The Wall Street Journal, The New York Times, et cetera-and
many of these headlines, not necessarily the stories, but the head-
lines, indicate that CBO is coming out and just pillaring the Clin-
ton plan. But the more I look into the report, the more I read of
the very fine report given to us by CBO, notwithstanding some
areas where Senator Rockefcler and Senator Riegle have pointed
out that may not have been fleshed out, I think that there is a lot
of what you are saying about this plan that is very positive.

I would like to ask this question. You stated: "Focusing on the
effects of the proposals in their early years is therefore not very
meaningful. It is the long term impact when new coverages would
be fully phased in and the system stabilized that are important."
I think that is important.

I think that you have poignantly pointed up this belief that you
have and you have given a great deal, I think, of credibility to the
so-called Clinton plan.

I think the question I would have at this point, where all of the
papers seem to be saying that there is a vast difference in cost esti-
mates that you are coming up with, I am reading in this report-
and I hope I am reading it correctly-is saying that the overall fi-
nancing of the Health Security Act is sound.

And in your opinion, if I might ask this question, could relatively
modest changes in the Health Security Act make it deficit neutral
in the next 5 years? Are there some ways to neutralize this first
five year deficit increase that you are looking at which would not
be of major consequences?

Dr. REISCHAUER. Whether the consequences would be major or
not is a decision for you to make. You could scale back the benefit
package. You could reduce the generosity of the subsidies in the
system. You could increase the Medicare and Medicaid savings.
There are a number of things that could be done.

The differences between the administration's numbers and ours
are not large relative to the menu of options that people have. But
at the same time, implementing some of those options might be ex-
tremely difficult politically. That is not my area of competence; it
is yours. We at CBO stand ready to estimate any variant of this
plan or other plans that are presented to us by the committees of
the Congress.

Senator PRYOR. A new report from yesterday says that Mr.
Reischauer went out of his way to call the differences in financial
estimates "relatively small potatoes in the great scheme of things."
That is your quote?

Dr. REISCHAUER. Yes, I was looking for honorary citizenship in
the State of Idaho. [Laughter.]

Actually, in Maine. I should correct that.
Senator PRYOR. I think you made your point. You made your

point very well.
Another point I think that the analysis states, and I quote: "The

CBO analysis is a significant acknowledgement that health reform
can do what is necessary. That is provide health coverage for all



Americans while containing skyrocketing health care costs." That
is a statement from the report, is it not?

Dr. REISCHAUER. Yes.
Senator PRYOR. I think, Mr. Chairman and Mr. Reischauer, there

are a lot more similarities that need to be identified. I look forward
to working with CBO. I definitely look forward to your reports
within the same degree of scrutiny on the other, alternative plans.

I was out of the room. Did you state when these reports might
be available for us?

Dr. REISCHAUER. I said that we were looking for guidance from
the bipartisan leadership of the Congress as well as from the chair-
men and ranking members of the relevant committees on which
items we should turn our attention to next.

There are far more proposals on our desks waiting for analysis
and for more requests for cost estimates than our office has the ca-
pacity to complete in the near future.

Senator PRYOR. Thank you, Dr. Reischauer.
Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, sir. May I just say he also said work

would go forward after those people in the front row have one
weekend off.

I have just a very brief question, sir. First of all, just to clarify
what might have been understood. You never said that health costs
as a proportion of GDP will decline under the bill. You mean they
will decline relative to the current track.

Dr. REISCHAUER. Correct. Senator Durenberger is the proponent
of 10 percent of GDP for health care, not the Congressional Budget
Office.

The CHAIRMAN. That is his plan. Right.
Dr. REISCHAUER. Well, that is his plan before we have costed it.

[Laughter.]
The CHAIRMAN. We will just leave that. And on this matter that

Senator Pryor pointed out, why do you not tell us where you think
in your judgment we would most need to apply your resources.
What plans we have are different enough that we really-

Dr. REISCHAUER. I would like to discuss this with my staff, and
then we can sit down together and set up an agenda.

The CHAIRMAN. All right. Sure. After that famous weekend off.
But one last question. On page 50 in your report you state, and

I quote: "If the Congress decided to include the income and outgo
of the alliances in the Federal Government's accounts, it could fa-
cilitate their recording and control by requiring them to flow
through the Treasury."

Would you expand on that just a bit? What are the advantages
of requiring the monies to go through the Treasury? I think that
perhaps is your most specific recommendation.

Dr. REISCHAUER. No, this is pretty far down the list. If the mon-
ies went through the Treasury, we would have some accurate esti-
mates of what the financial flows really were. As you know, the
United Mine Workers Benefit Fund is a Federal Government activ-
ity and is so viewed by both the Congressional Budget Office and
the Office of Management and Budget.

The CHAIRMAN. Recorded I believe as a "T."
Dr. REISCHAUER. Excuse me?



The CHAIRMAN. Recorded as a "T," scored as a "T."
Dr. REISCHAUER. No, scored as an "R." It is a receipt, one of the

miscellaneous receipts on the receipts side of the budget, nestled in
there beside the earnings of the Federal Reserve.

Where was I? [Laughter.]
Senator PRYOR. Somewhere between T and R. [Laughter.]
The CHAIRMAN. And in West Virginia.
Dr. REISCHAUER. Those funds, which are paid by coal companies

to a trust fund operated by private trustees, are Federal receipts
and the benefits are Federal outlays, but they do not flow through
the Treasury.

As a result, the -monthly Treasury statement, by which we keep
track of Federal flows-or at least most large Federal flows-does
not record those amounts. It records them only at the end of the
year.

Now, for an activity that involves between $200 million and $300
million, this omission may not be the most egregious one in the
world. But for governmental activity that would involve between
$500 billion and $700 billion, that is not the case.

The CHAIRMAN. A fair point. Would you want to offer-maybe
this is just too much to ask-what assumptions you would make
about the ability of alliances to enforce payment requirements on
employers and individuals. They will have a lot of that.

Dr. REISCHAUER. We raised that issue in our fifth chapter as one
of the things that you should be concerned about. I do not think
that our expertise on that topic extends much beyond the few sen-
tences we have there.

The CHAIRMAN.. Absolutely fair enough, sir. I quite thank you.
Now, Senator Packwood.
Senator PACKWOOD. I have no further questions.
The CHAIRMAN. Well, there is 10 percent Durenberger down the

line there.
Senator DURENBERGER. Mr. Chairman, thank you.
Bob, I would like to end up asking you a question or two. But

let me premise it by saying a couple of things I have taken out of
this hearing today. One of them is the President's goal is to in-
crease health spending to 19 percent of the GDP in 10 years. I can-
not tolerate that. The American people cannot tolerate that.

Dr. REISCHAUER. I do not think that is the goal of the President.
I think the goal is to slow down the freight train we are on right
now. Slow it down-but maybe not as much as you would wish.

Senator DURENBERGER. All right. Let me restate it. The effect of
all of the President's goals as articulated in his plan, as interpreted
as of 2:00 a.m. the morning before last by the Congressional Budg-
et Office, is that this country if it launches on this 800 movable
parts plan, which very few people can understand, and which may
be in trouble because of that, is going to cause radical change in
the way we buy and pay for health care in this country.

And all we get for it is approximately a 1 percent savings in the
rate of growth.

Dr. REISCHAUER. It would be 1.1 percent of GDP.
Senator DURENBERGER. Yes.
Dr. REISCHAUER. Reduction.



Senator DURENBERGER. We are going up from-an expenditure
today of under $1 billion. We are going to go up to a little over $2
billion.

The CHAIRMAN. You mean trillion.
Dr. REISCHAUER. Trillion.
Senator DURENBERGER. Trillion, yes. Even after 16 years it gets

hard with all the
Dr. REISCHAUER. A hundred billion here, a hundred billion there.
Senator DURENBERGER. I am not going to argue the point with

you because I am using your words. But I think people need to un-
derstand that that is all the President's plan for all of its complica-
tioh and all of its debate is giving us.

It is giving us 19 percent of GDP for $2 trillion in spending in
this country 10 years out and 10 years of all of this adjustment and
everything else.

And as someone who has been at this now for 15 years, let me
say that when the problem is that it costs too much today. And it
is not just the inequities in the system, which all of us can talk
about. The crisis is real. The President is right and the crisis is not
just in the uncovered. The crisis is what all of us are paying and
what all of us are getting.

You said rightfully that you cannot estimate quality. You have
not gone into the inefficiencies in the current system. But I must
say to you, Bob, you must. Somebody must.

When you said that is his plan before we costed it, I understood
you earlier today in a response to Jack Danforth's question to in
effect say, you have already costed our plan or you have-

Dr. REISCHAUER. No, no.
Senator DURENBERGER. You have costed a part of plan which is

in Clinton, which is the alliances and the basic benefit packages
and so forth.

Dr. REISCHAUER. No. We did an estimate of the Cooper plan-
I do not know if it was Breaux-Durenberger at that point.

Senator DURENBERGER. Right.
Dr. REISCILAUER. It was the Cooper plan that was introduced in

the 102d Congress. That plan has been changed. We have not esti-
mated the changed plan, but, once again, it is high on the agenda
for our discussion with the bipartisan leadership.

Senator DURENBERGER. But what I heard you say in response to
Jack's question is, that the Clinton plan without price controls, but
with alliances, with accountable health plans, with a basic benefit
package as described there and so forth, if it does not have the
price controls you in effect have discredited the other things that
are in there that are designed to bring markets to bear at the local
market level across the country.

Dr. REISCHAUER. No. I think you misinterpreted what I said com-
pletely.

Senator DURENBERGER. Well, then clarify it then.
Dr. REISCHAUER. The tax disincentive in the administration's

proposal is extremely weak compared with the one in the plan that
you are talking about, the early Cooper plan. I was referring to the
effect of keeping everything else in the administration's proposal
the same but removing the premium limits. Then we would have



very small teeth in the tax area. It is not the 34 percent excise tax
that the Cooper plan has in it.

Senator DURENBERGER. Well, then maybe I might make a sug-
gestion. I will not take the time to go into the existing markets and
ask you questions about in-patient hospital days to demonstrate
that some markets do work in this country and so forth.

But I think one of the more valuable suggestions that has come
out of this hearing today is that whether we do it around the re-
sponse to Alain Enthoven or we do it around something else, that
it would be very helpful for a group of us to help you and your staff
get some direction for the next couple of months on what it is you
ought to be estimating.

The CHAIRMAN. Yes.
Senator DURENBERGER. From my standpoint, I do not think it is

worthwhile estimating plans. I mean, you can forget about estimat-
ing our plan as an offer and forget about estimating the rest of the
plans. I think we need to agree on what it is that is beginning to
work in America today. What of behavior change did the Clinton
bill anticipate when it went into alliances, and accountable health
plans, and the function of a basic benefit and a tax cap, and things
like that. I

Dr. REISCHAUER. I think at the same time we want to avoid
viewing one-time savings that we might be able to wring out of the
system as an indicator of what we can do over the long run. Our
current system may have a lot of inefficiency, may provide a lot of
unnecessary care, that we could squeeze out of it. But there is no
evidence that administrative costs, inefficiency, or inappropriate
procedures have been a growing portion of our national health care
bill.

If you could wring out all of those unnecessary costs, what you
would do is lower the level of spending. You would not change the
rate of growth. And if the rate of growth is being determined by
other factors, you still have to confront those factors.

Senator DURENBERGER. Right.
Mr. Chairman, I do not want to belabor the point. It is really ap-

propriate, in fact it is critical, that a definition of managed competi-
tion distinguish between the one-time savings. Because all the talk
about paperwork and administration is strictly one-time saving and
it is not going to do it for you.

What we are talking about is changing behavior. The inefficien-
cies in the current system, the over utilization of hospitals and
technology and all the extra surgeries that are performed and God
knows what, we could spend forever on it. Changing the way medi-
cine is practiced in this country by changing the way we buy those
services is what we need to start measuring on the basis of what
is already going on in communities in this country that are way
below the so-called national average for health care costs.

I hope that that is the endeavor that we can get some commit-
ment of time on.

The CHAIRMAN. May I say, Senator Durenberger, that Senator
Packwood and I think it would be useful just to meet in our back
room with you, Dr. Reischauer, and sort out what your capacities
are, what you think the priorities ought to be.
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Senator Durenberger has given a very important conceptual sug-
gestion that we talk about practices and innovations in medicine as
against this statute or that statute.

And with that, sir, Senator Pryor.
Senator PRYOR. If I could have just 2 minutes, Mr. Chairman. I

appreciate this. I know that we have to leave.
But I was leaving the room awhile ago and my good friend Sen-

ator Durenberger asked the question, well, wait a minute, what are
we getting for all this if we go to 1 more percentage point or save
1 percentage point of the GDP. There is something I think we
ought to start thinking about, and I elicit this from the significant
study offered by Mr. Reischauer.

One, the Clinton plan when compared to today's system would
cost the average American less money. That is one thing we are
getting from it. Give them more health benefits and more choice of
physicians and medical care. I think those are significant, Senator
Durenberger.

Again, on page 26, once the administration's proposal was fully
implemented it would significantly reduce the projected growth of
national health expenditures. That is something else we are getting
for it.

I think going back here, once again citing the proposal, but
business's costs for health care would be significantly reduced, a re-
duction in business costs. We could go on and on. I think there are
several things as we say we might be getting for the cost of the
Clinton health plan.

I look forward to discussing those at another time with my friend
and colleague Senator Durenberger. But I could not let his assump-
tion rest without some degree of challenge that we are not getting
anything for the new plan.

But I thank you, Mr. Chairman, for allowing me to get that
straight.

The CHAIRMAN. We thank you. And so it falls on me to express
first of all the committee's great appreciation to Paul Van de
Water, to Linda Bilheimer, to Douglas Elmendorf, and to Douglas
Hamilton for their work in the chapters that we have had.

And most particularly to you, sir. You have been faultlessly
forthcoming and clarifying witness. We are much in your debt and
we will continue to be as Senator Durenberger and others have
suggested. But we do urge you to get that weekend off. All right?

With that, the first part of our agenda is concluded.
[Whereupon, at 12:48 p.m., the hearing was adjourned.]
[The prepared statement of Senator Grassley appears in the ap-

pendix.]



APPENDIX

ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF SENATOR DAVE DURENBERGER

Mr. Chairman, thank you for holding this hearing today. I am looking forward
to what Mr. Reischauer has to tell us about his analysis of the President's Health
Security Act.

Like all my colleagues on this committee, I am interested in CBO's recommenda-
tion that government-mandated health insurance premiums should be included in
the federal budget. I believer however, that a debate focused on whether the plan
is "on budget" or "off budget" misses a larger point. However the premiums are la-
beled, under the President's Health Security Act they will become public money.

The way the President's plan is structured, private insurance purchased by pri-
vate citizens or firms will be converted into public goods. This is not in the best in-
terest of most Americans and not the way this committee should approach- com-
prehensive health reform. Government should set the market rules and not make
private transactions part of the public fisc.

Mr. Chairman, the Congressional Budget Office tells us that the President's pro-
posal must rely on premium caps and Medicare cuts as the basis for it's long term
savings. This points to the more fundamental problem with the Health Security Act.
That is, although the plan is wrapped in the appearance of using the market to effi-
ciently allocate health care resources, it actually depends on regulation to control
costs.

We have abundant evidence in this country to show that premium caps or global
budgets have not worked and will not work. Caps always mean more regulations
to meet those budgets and also mean that rationing of some form develops to obtain
the regulated good. At the end of 1993, hospitals in Canada actually closed their
doors because budget limits were exceeded. More regulations and waiting lines are
not what health reform should create.

The only effective way to get costs under control is by making the currently dys-
functional health care markets work. Competitive markets will change the practice
of medicine by rewarding providers who offer high-quality care at the lowest pos-
sible price.

My belief is not based on theories or speculation. It is based on the facts of the
Minnesota health care market today. Minnesota has developed many of the essen-
tial conditions for a sound market and currently uses important elements of man-
aged competition.

As I have shown both this Committee and Mr. Reischauer, during his visit to Min-
nesota last February, managed competition is working in Minnesota. Managed com-
petition saves money by improving people's ability to choose cost-effective health
care providers. The federal government says to providers, we will give you a fair
playing field to compete, but you have to win the game yourselves.

The Twin Cities in my state have a competitive health marketplace. Health plans
compete for patients, and businesses-the primary payers of health care-negotiate
with health care providers to obtain low-cost care for their employees.

Competition is so successful in the Twin Cities that health costs are only 82 per-
cent of the national average. The Twin Cities' small employers pay 15 percent less
for the most comprehensive indemnity plan. And, these costs are lower in a state
where 92 percent of its residents have health insurance coverage. I say this evidence
proves managed competition works to expand access to care and to reduce health
care costs.

In CBO's recent work, it determined that managed competition--or competitive
markets-do not reduce health costs. If markets do not reduce health costs, I must
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ask how can Minnesota's experience be explained? Costs are not controlled in a vac-
uum. Businesses and providers in Minnesota have attempted to address many of the
problems with the dysfunctional health care market. Unfortunately, however, with-
out national rules.

Mr. Chairman, another recurring issue-which you and I have discussed-is the
inability of CBO or OMB to estimate the effect a reformed marketplace will have
on individual behavior. Yet, comprehensive health reform is all about behavior
changes at the provider, consumer and government levels.

I'm especially concerned about CBO's analysis last November in a report entitled,
"Behavioral Assumptions for Estimating the Effects of Health Care Proposals."
Their analysis indicated that people do not seek out cost-effective care from low-cost
health plans.-

This is problematic because CBO's conclusion contradicts what is happening in
practice in my state and the results of the study, completed by University of Min-
nesota researchers, upon which the CBO conclusion was based. The University of
Minnesota researchers and Stanford University's Dr. Alain Enthoven wrote to Mr.
Reischauer to describe the mistake in CBO's analysis. I request to include these two
letters in the hearing record. I hope Mr. Reischauer will explain how his organiza-
tion came to its seemingly contradictory conclusion.

Mr. Chairman, I am looking forward to hearing CBO's conclusions about the
Health Security Act. I believe that Mr. Reischauer's report will be an important part
of the debate this Committee and the Congress will be undertaking over the next
several months.

Attachments.
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Sandra Christensen, Ph.D.
Congressional Budget Office
Second Avenue and D Streets, S.W.
Washington, D.C. 20515

Dear Dr. Christensen:

Your recent study "Behavioral Assumptions for Estimating the Effects of Health Care
Proposals" (November, 1993), summarizes the results of several studies, including ours,
which estimate the premium-price elasticity of health plan choice. In the introduction to the
section containing our results, you state the "...the results may be interpreted as responses
to price changes among competing plans ... 'page 9). Clearly, your intent is to estimate the
impact of a health plan's decision to raise or lower its premium. Yet, when you calculate
the elasticities shown in Table 3, page 10 you do not use the health plan's choice variable,
its full premium, as the base for calculating the elasticity. Instead you use a variable over
which the health plan may have little or no control, the employee's out-of-pocket premium,
as the base. The results in Table 3 thus not only reflect a logical inconsistency, but alio
mask a crucial factor which determines the size of premium elasticities: the way in which
the employer (or government's) contribution to premiums is set.

The numerical effect of this inconsistency
that are off, minimally, by a factor of ten.
"same-type switch" for a health plan that
rather than -0.523.

is enormous, resulting in calculated elasticities
For example, the elasticity that you refer to as

has fifty percent of its "nest" should be -8.693,

We have attached a brief explanation of this point. Please note also that your "HMO/FFS"
switch elasticities based on our study are incorrect, even using your approach. We hope you
find this information helpful and will contact us if ynu have any questions.

Sincerely,

gar lyt

Roge;Feldman, Ph.D.
Professor

Bryan Dowd, Ph.D.
Associate Professor
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Roger Feldman and Bryan Dowd
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January 10, 1994

ao PThe general expression for any elasticity is T'- or the percentage change in Q

aPQ
associated with a percentage change in P. In the case of health plan choice, Q is some
measure of the quantity of enrollment (number of enrollees, or equivalently, market share,
assuming the number of total enrollees to be divided among health plans is held constant)
and P is the health plan's premium.

In the conditional logit model which was used to derive our estimates ', the probability of
choosing the j'health plan is a furction of characteristics of health plans, including the
health plan's premium. The probability of choosing one health plan versus another is a
function of the employee's out-of-pocket premium differential between the two plans. To
estimate the effect of an increase in the health plan's premium on the health plan's
enrollment, one must first know how a $1.00 increase in the health plan's total premium
(ProT) affects the out-of-pocket premium differential (APoop) between that plan and other
plans in the employee's "choice set". In other words, in order to capture the potentially
important difference between the health plan's total premium and the consumer's out-of-
pocket premium differential (which determines choices of health plan), the formula for the
elasticity must be rewritten as:

aQ X I roop appor,

The derivative aAPooP / 0PTOTAL depends on the way in which the employer's (or
government's) contribution to premiums is set. There are two examples of primary interest:
a "defined" or "fixed"contribution to premiums set equal to, or less than, the lowest health
plan's total premium and a fixed percentage contribution. In the case of a defined
contribution, any health plan that raises its premium $1.00, ceterisparibus, will reduce the
out-of-pocket premium differential (AP 0 4 between itself and higher cost plans by $1.00 and
increase the premium differential between itself and lower cost plans by $1.00. The effect
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of both types of changes will be to decrease the higher cost plan's market share.

In the case of the level dollar contribution, set at or below the lowest total premium,
APOopl/ I OTLo-w 1.0. This is true of the employer contribution in Clinton's proposal.

Thus, the correct expression for the total elasticity is simply aQ X 1.0.

But notice that the correct "index"value of P is PT0TAL not Pop

Alternatively, suppose that the employer pays 80 percent of the premium of all plans. In

that case, APoo, is [PA- [PA x . 8]] - [P, P.x .8]] and the derivative of this

expression with respect to PA is .20 and the correct formula for the elasticity is

Q0¢ x .201 '- but again, the correct "index"value of P is PToTAnor Poop.

Before noting the effect of using the correct index value of P, it is necessary to clarify some
terminology. In our results, we found two types or "nests" of health plans in the nested
multinomial logit model: plans which allowed relatively unrestricted access to a large
number of participating physicians, and those that didn't. The term "same type switch" in
the CBO report must refer to "within-nest" switch when used in reference to our study.
Similarly, the "HMO/FFS" elasticity must refer to a "cross-nest" switch. We understand the
difficulties associated with combining the results of several studies into one report, and we
assume that CBO understands and would agree with this clarification.

For "same-type" or "within-nest" switches, the correct prices elasticities would be given by
the following formula, taken directly from the discussion above: (oXQjIi+/ MPoop) x (dPoop
/d 'r'A0 .) X (PTOTAL/Q jil)- Note that aQjli/ IPoois just 0 x QJl 1 x (1-Qjl i) where 0lis
.00278 from our JIR paper and Q i represents the quantity or market share of enrollees
in the jh health plan in the i' nest. We use the sample mean value of PTOTAL which was
S62.09 or 6,209 cents (not reported in the JHR paper). The numbers and calculated values
for aAP(,OP/ 3PTOTAL = 1 (level dollar contribution) are shown in the table below:

' In the Clinton administration's proposal, the employer's contribution is set at 80

percent of the weighted average premium, where the weights, presumably, are the plans'
market shares in the prior year. Consider the case of two health plans with total premiums
denoted PAand P3 - The difference in out-of-pocket premiums (APop) is:

[.PA- .8 [PAQA + PQg] ] -[P9-. 8 [PAQA + PQp] ] whereQAandQmrepresenttheprior

year market shares. The derivative of this expression with respect to PA = 1.0.
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Table1;"Same-Type'or wVithin-nest"elastldtles

"Same-type"

QJ11 a~j11/3AP PTOTA.L/QjI I Elasticity

(Our estimate) (CBO estimate)

0.5 -.00070 12,418.0 -8.631 -0.523
0.6 -.00067 10,348.3 -6.904 -0.418
0.7 -.00058 8,870.0 -5.178 -0.314
0.8 -.00044 7,761.3 -3.452 -0.209
0.9 -.00025 6,898.9 -1.726 -0.160
1.0 ...

The table shows that the corrected elasticities are dramatically larger in absolute value than
CBO's original estimates. To calculate the corrected estimates for a level percentage
contribution system, the numbers in the fourth column should be multiplied by one minus
the employer's level percentage contribution. For example, the correct elasticity in a system
in which the employer contributes 80 percent of a health plan's premium, calculated at QjlI
= .5 would be (1-.8C)x -8.631 = -1.726.

The second type of elasticity is the "cross-nest" elasticity, which can be written as:

ao~t 8A Pop, 1, 1 x TO2rAZ
aPC,.J. i U 0

where k represents the k ' "nest" or type of health plan and Poopj.j is the out-of-pocket
premium of the j"plan in the i'nest. Since there are only two nests, Qk = I-Qand thus

OQk/ ooPJ.1= -oQ I/Poopj and is shown in the JHR paper to equal -0,\Q I21-Q ) where 03
= -.00278, as before, and X - .304, the coefficient on the "inclusive value" from our HR
paper. Interestingly, the cross-nest elasticity, calculated at Q j = 0.50, turns out to be a
constant for aU values of Qranging from .5to 1.0and the correct value is 2.62. Notice that
this elasticity is positive, as it should be, since raising the price of a plan in one nest will
increase the market share of the other nest.
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PREPARED STATEMENT OF SENATOR CHARLES E. GRASSLEY

Thank you, Mr. Chairman.
Dr. Reischauer, I would like to thank you for a very helpful report. I particularly

would like to thank you for a very useful discussion of the appropriate budgetary
treatment of the President's plan, were we to enact it.

It seems to me that you struck just the right note in clarifying the nature of Presi-
dent's plan from a budgeting perspective, and in recommending that the financial
transactions of the health alliances be included in the Federal Government's ac-
counts, and the premium payments shown as governmental receipts rather than as
offsets to spending. I also agree that it is really the responsibility of the President
and the Congress to determine more specifically how we will treat the program-
for instance, how it should be treated for purposes of the pay-go rules.

Beyond that, it seems to me that your discussion in chapter three is particularly
enlightening as to what kind of plan we are talking about.

I won't belabor the point here, but will just observe that, if anybody was tinder
the illusion that this is not a completely public, and completely federal, take over
of the health care system, they could not have been after reading that chapter.

Second, I would like to say that I am grateful that you have been candid about
the limitations inherent in the kind of analysis you and your staff have provided
us. As you noted, any such analysis of a proposal calling for such massive and com-
prehensive changes in a major institutional sector, regardless of who does it, is vul-
nerable to wide variations in estimates, depending on the assumptions on which the
estimates are based.

I would remind members of the committee and those who are watching that the
$500 billion 1990 deficit reduction package has had about $190 billion of upward
technical revisions since it was passed. And this is not quite 4 years later.

The Lewin-VHI analysis of the Clinton plan conducted a kind of sensitivity analy-
sis which used three different assumptions about six different features of the bill.

Just by way of example, they estimated that, if the premium growth limit were
increase 4 by 1.5 percent, the net change from their best estimate of the cumulative
budget depict for the period 1995 to 2000 would be $42 billion dollars. With respect
to the treatment of health benefits under cafeteria plans, they found a swing of
around $34 billion over that period when they used different assumptions.

None of this is news to the people who make a living by making such estimates.
And I dare say none of it is news to members of this committee.

My point here is that, for a proposal as complex and comprehensive as that pro-
posed by the administration, we can estimate until we are blue in the face, but will
still be making a leap into the dark as far as really knowing what the financial con-
sequences are going to be. The actual performance of the Clinton plan, if enacted,
could be much better than even the President's estimators believe. Or, It could be
much worse than CBO and other estimators believe.

I don't mean to suggest by this point that we should not do our best to improve
the way our health care system works. I do mean to imply that the more com-
prehensive and complex the plan we adopt, the more risky will be the endeavor, for
a number of reasons, including the possibility that estimating errors will be so much
larger.

PREPARED STATEMENT OF ROBERT D. REISCHAUER

The Health Security Act is a comprehensive proposal to provide a universal enti-
tlement to health insurance for a broad range of services and to slow the growth
of spending for health care. To achieve these goals, it would fundamentally restruc-
ture the current health care system, changing requirements and incentives for em-
ployers consumers, insurers, and providers of care. Because of the magnitude of
these changes, the full-impact on the health care system is extremely difficult to
predict.

The Administration's proposal would redesign the current system of financing for
health care, while building on its existing employer base. All employers would be
required to pay premiums on behalf of their employees, and all individuals and fam-
ilies-except Medicaid beneficiaries and others with very low income-would be re-
quired to pay at least part of their premiums. Subsidies would be available to help
employers and low-income families meet these obligations and would also be avail-
able for retired people ages 55 to 64.

To strengthen the demand side of the health care marketplace, the proposal would
establish regional purchasing alliances through which most people who worked for
firms with 5,000 or fewer full-time employees would obtain health coverage, as



would most other people under age 65 who had no connection to the labor force.
Larger firms, firms participating in multiemployer group plans, rural electric co-
operatives and telephone cooperative associations, as well as the U.S. Postal Service,
would be entitled to establish their own corporate alliances. Medicare beneficiaries
,would generally remain outside the alliance system. States could choose to opt out
of the regional alliance system entirely and establish a "single-payer" system of
health care financing, in which the state would pay all providers directly.

Consumers would normally have access to a choice of health plans of different
types-including at least one fee-for-service plan-that would be offered through the
alliance in the area in which they lived. All plans would offer a standard package
of benefits, which would be slightly more generous than the average plan currently
offered by employers. To ensure that consumers could make informed choices about
those plans, alliances would provide much more information about the plans they
offered than is typically available today.

The primary objective of the proposal is to ensure that health coverage would be
available at a reasonable price to everyone and that people could not be denied cov-
erage because of their health status. Accordingly, strict requirements would be
placed on the enrollment procedures that health plans could employ, requiring plans
(within the limits imposed by their capacity and financial constraints) to accept all
applicants, and prohibiting plans from excluding people because of preexisting medi-
cal conditions. A plan's premiums could not vary for any reason other than the type
of family being insured, a requirement known as community rating. (Premiums for
plans offered by corporate alliances could, in addition, vary among geographic
areas.)

People entitled to Medicaid benefits because they also receive cash welfare pay-
ments would continue to obtain coverage from Medicaid but, like almost everyone
else, would be enrolled in health plans offered through the regional alliances. Others
who currently receive Medicaid benefits would lose that coverage, but most of them
would be eligible for subsidies for their premiums.

The proposal would also expand several federal programs and institute new ones.
Important among these provisions are coverage of prescription drugs for Medicare
beneficiaries, the provision of "wraparound" health care benefitbJ for low-income chil-
dren, and a new program to provide home- and community-based services for se-
verely disabled people.

Financing for these initiatives and the subsidies that the federal government
would pay to alliances would come from a variety of source s. They would include
several new revenue measures, increases in income and payroll tax receipts gen-
erated by the change in the mix of employee compensation that would occur under
the proposal, reductions in the Medicare and Medicaid programs, and assessments
on premiums. States would also make maintenance-of-effort payments to alliances,
reflecting their reduced obligations for Medicaid under the proposal.

To lower the rate of growth of health care spending, the proposal would establish
a complex mechanism for limiting the growth of premiums for the standard benefit
package-an approach that, if carried out as intended, would almost certainly be ef-
fective on that score. The proposal would also attempt to limit the obligations of the
federal government for subsidy payments, but that endeavor would be less likely to
succeed.

UNCERTAINTY OF THE ESTIMATES

Estimates of the interactive effects of so many complex changes to an industry
that encompasses one-seventh of the economy are highly uncertain. Assumptions,
used by the Congressional Budget Office (CBO) and other analysts, about people's
behavioral responses to new incentives are frequently based on research evidence
from small changes in the existing marketplace. In the case of the Administration's
proposal, however, the entire marketplace and the configurations of the actors with-
in it would be changing, and there is no precedent for estimating the effects on
health spending or the economy.

Estimating the effects of any proposal to restructure the health care system is
particularly difficult because, inevitably, the transition from the old to the new sys-
tem would take several years. Focusing on the effects of proposals in their early
years is, therefore, not very meaningful; it is the long-term impacts, when new cov-
erages would be fully phased in and the system stabilized, that are important. Un-
fortunately, the uncertainty surrounding cost estimates increases significantly in
the out-years. Thus, although CBO believes that the most important estimates pre-
sented in this paper are those for 2004, they are also the most uncertain.
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FINANCIAL IMPACT OF THE PROPOSAL

National health expenditures would rise in the initial years of the Administra-
tion's proposal-an inevitable consequence of expanding health insurance coverage
to the uninsured, increasing the generosity of the benefits that many insured people
currently receive, and expanding home- and community-based services for the is-

abled. Over time, however, the combined effects of lowering the rate of growth of
health insurance premiums and the cuts in the Medicare program would dominate.
Thus, CBO projects that national health expenditures would fall $30 billion below
the current CBO baseline by calendar year 2000, and would be $150 billion (7 per-

-cent) below that baseline in 2004.
The effects on the federal budget deficit show a similar pattern. The increase in

the deficit is estimated to reach slightly more than $30 billion in 1998, the first year
in which all states would be participating in the system, and then begin to fall. It
would rise again in 2001 and 2002 because of two additional factors in those years:
increases in the generosity of the smndard benefit package that would occur in
2001, and the subsidies, beginning in 2002, of state and local governments in their
role as employers. By 2004, however, the estimated effects on the deficit are neg-
ligible, and CBO believes that the proposal holds the promise of reducing the deficit
in the long term.

CBO's estimates of the effects of the proposal on the deficit differ only modestly
from those of the Administration. Because the Administration developed estimates
for the 1995-2000 period, comparisons for the out-years, which are more important,
cannot be drawn. For the six-year period from 1995 through 2000, though, the Ad-
ministration's estimates indicate that the proposal would reduce the deficit by about
$60 billion. In contrast, CBO estimates that the deficit would increase by more than
$70 billion over that period. The difference between these estimates is small, how-
ever, compared with the uncertainty surrounding the budget projections.

The primary difference between the two estimates stems from the amount of sub-
sidies For employers, with CBO's estimate being considerably higher than the Ad-
ministration's-by $25 billion in 2000, for example, or about half of the difference
in the estimates of the effects on the deficit in that year. The estimates of subsidies
for employers differ for three major reasons. CBO's estimates of pre miums for the
standard benefit package are higher than the Administration's, and estimates of
these subsidies are extremely sensitive to the estimates of premiums. CBO also as-
sumes that low-wage workers would cluster in firms that received subsidies, a factor
not explicitly taken into account in the Administration's estimates of subsidies. Fi-
nally, CBO has used a different methodology than the Administration, one that cap-
tures more of the variation in average wages among firms.

EFFECTS ON THE ECONOMY

Although the Administration's proposal would make fundamental changes in the
current health care system, the overall economic impact of those changes might not
be large. Because the proposal would involve substantial redistributions within the
economy, however, the impact on business costs and employment might be signifi-
cant for individual firms and people. Similarly, though the proposal would have lit-
tle predictable effect on national saving and investment, or on the balance of trade,
some businesses could see their ability to compete with foreign firms either improv-
ing or worsening.

The proposal would retain much of the current central role of employers in the
health insurance system, requiring that a large part of health insurance premiums
be paid in the first instance by employers. But businesses' costs for health care
would be significantly reduced overall, both because the proposal would provide sub-
stantial subsidies to firms and because it would limit the growth of premiums. For
example, the total premiums employers pay for active workers would drop by about
$20 billion in the year 2000.

Although overall costs would go down, for some employers-particularly those
that do not currently offer health insurance-costs would increase. Changes in costs
could also be pronounced among firms that currently offer insurance. They would
rise for some businesses-especially those with young and relatively healthy work
forces-as a result of the provisions for community rating. Conversely, businesses
that now face high health care costs-because they are small and have little clout
in the insurance market, have older or sicker work forces, or hold substantial re-
sponsibilities for retirees--would see lower costs.

Those employers facing an increase in their premiums would probably shift most
of the added cost to their workers by reducing cash wages, much as occurs now in
firms that offer health insurance. Similarly, employees of firms that would pay less
would receive higher wages.



For several reasons, the proposal would also affect people's decisions about wheth-
er they wanted to seek work or to stay home. For instance, the proposal would guar-
antee insurance for early retirees and directly subsidize the cost of that insurance.
In other words, older people would no longer have to work simply because they
needed access to affordable health insurance. A substantial number would probably
prefer the pursuits of early retirement to work, if their health costs were not a con-
cern.

The proposal might also tempt some other workers to leave the labor force. With
universal coverage, health insurance would be available even to non-workers-in
some cases at no additional cost. And the requirement that employers pay insurance
premiums for all workers, whether or not they had coverage through a spouse,
would encourage some people to stay out of the labor force, especially when there
is already a full-time worker in the household.

In contrast to these voluntary withdrawals from the labor force, fewer minimum-
wage workers might be employed, since their employers' costs of compensation
would often be much higher. The incentive to hire fewer minimum-wage workers
would be mitigated for small, low-wage firms, however, because the proposal would
cap their payments for premiums at levels ranging from 3.5 percent to 7.9 percent
of their payroll. Moreover, the number of people involved would be small, and the
proposed expansion of home- and community-based care would increase low-wage
employment.

Other provisions of the proposal would encourage some people to enter the labor
force or improve the operation of the labor market. Some Medicaid beneficiaries are
currently deterred from seeking work for fear of losing their health coverage. For
the same reason, some workers feel locked into their current jobs when they might
prefer a different one. The proposal's universal coverage would encourage Medicaid
beneficiaries to enter the work force and would end job lock.

Taking together all the provisions that might increase or reduce participation in
the labor force, CBO estimates that eventually between one-quarter of a percent and
1 percent of the labor force might prefer to stay home if the proposal was enacted.
Correspondingly, gross domestic product (GDP) would also be reduced, though by
somewhat smaller percentages. These changes are not large, falling well within the
uncertainty of projections of the labor force and GDP over the next decade.

The proposal would have one further effect on the labor market, as the subsidies
for small, low-wage firms would encourage firms and workers to reshuffle so that
low-wage workers would be largely together in small firms. The incentives for this
reshuffling, or "sorting," would be strong. But sorting would also impose two types
of economic costs: the cost of disruption as firms reorganized production, and the
costs of inefficiency that would occur because the way firms were organized would
not be driven solely by production considerations.

Businesses are often concerned that a change of such magnitude as the Adminis-
tration's health proposal would affect their ability to compete in international mar-
kets. There is little reason to expect any change in the overall balance of trade be-
cause the proposal would not have any predictable effect on the main factors deter-
mining it-the level of saving and investment in the United States. Some firms
would gain, however, and some would lose, depending on what happened to their
overall labor costs.

BUDGETARY TREATMENT OF THE PROPOSAL

Ever since the outlines of the Administration's proposal have become known,pol-
icymakers and the media have expressed considerable interest in how it would be
treated in the federal budget. This issue of budgetary treatment is not unique to
proposals to restructure the health care system. Every time the Congress considers
or enacts a bill that establishes a new program, the Congressional Budget Office
and the Office of Management and Budget must consider whether and how it should
be treated in the federal budget. For most pieces of legislation, the call is a rel-
atively easy one. But for some bills, such as major health care reform proposals,
some ambiguity and considerable complexity accompany that assessment. In this
case, CBO strongly believes that the President and the Congress should address the
budgetary treatment of the proposal explicitly through legislation. CBO's role in the
decision is strictly advisory.

Certain elements of the Administration's proposal are unambiguously federal ac-
tivities that all agree should be included in the budget-for example, the increase
in the tax on tobacco, the subsidies for individuals and employers, the expansion of
certain discretionary programs, and the changes in Medicare and Medicaid. But
what about the premiums that individuals and employers pay to the health alli-
ances and the payments by alliances to health plans? Are the alliances private or



state entities that belong outside the federal budget? Or are they, for most practical
urposes, creatures of the federal government, whose income and outgo should all
e included in the federal government's accounts?
In answering such questions, budget analysts normally consult two sources for

guidance. One is the 1967 Report of the President's Commission on Budget Concepts.
The other is budgetary precedent. Because of the unique features of the Administra-
tion's health proposal however, neither source provides a definitive answer.

Considering the Administration's proposal in its entirety, CBO concludes that it
would establish both a federal entitlement to health benefits and a system of man-
datory payments to finance those benefits that represents an exercise of sovereign
power. In administering the proposed program, regional alliances, corporate alli-
ances, and state single-payer plans (if any) would operate primarily as agents of the
federal government. Therefore, CBO believes that the financial transactions of the
health alliances should be included in the federal government's accounts and the
premium payments should be shown as governmental receipts rather than as offsets
to spending. Nonetheless, because of the uniqueness and the vast size of thepro-
gram, the budget document should distinguish the transactions of the alliances from
other federal operations and show them separately, as is the practice for Social Se-
curity.

CONCLUSION

The Health Security Act is unique among proposals to restructure the health care
system, both because of its scope and its attention to detail. Some critics of the pro-
posal maintain that it is too complex. A major reason for its complexity however,
is that the proposal outlines in legislation the steps that would actually have to be
taken to accomplish its goals. No other proposal has come close to attempting this.
Other health care proposals might appear equally complex if they providedthe same
level of detail as the Administration on the implementation requirements.

Questions also arise about the capabilities of new and existing institutions to per-
form their assigned tasks under the proposal, the ambitious schedule for the devel-
opment of the necessary infrastructure for the system, and the acceptability and
sustainability of the proposed cost control mechanisms. These are very legitimate
concerns but, again, they are not peculiar to the Health Security Act. Any proposal
attempting to restructure the current health care system would face similar issues.

The ramifications of systemic changes to the health care system are quite uncer-
tain; even the outcomes of incremental changes are difficult to predict. As the Con-
gress considers the Administration's proposal and alternatives, both comprehensive
and increm ontal, the inherent uncertainties of change must be weighed against the
detrimental consequences of the current system-increasing numbers of people who
lack the security of insurance coverage for health care and the rapidly rising costs
of that care.

RESPONSES OF DR. REISCHAUER TO QUESTIONS SUBMITTED BY SENATOR ROTH

Question No. 1. Corporate Alliances: I have spent a lot of time talking to my
people back home in Delaware about health care, and one of the things that the
large employers tell me is that they will not opt into the corporate alliances-it just
is not a realistic option for them. In addition, they would have to pay a 117b payroll
tax for the privilege of using corporate alliances rather than regional alliances. I
want to highlight the fact that the Joint Committee on Taxation (JCT) and CBO
seem to agree with this analysis and strongly disagree with the Administration (see
page 37 of CBO report), since JCT and CIBO estimate a much smaller amount of
revenue from the 1% payroll tax.

But, also, I want to say that this fact will cause these employees to have less care
and pay more money than the plan they are under now. You see, the employees do
not yet understand that because large employers back in Delaware can not opt to
keep their generally "richer" current health plan, they will have to use the regional
alliance, so the employees will generally get a benefit cut. Chances are also pretty
good that these employees will have an increase in after tax cost. Aj I understand
it, the companies tell me that they will use the federal dictated regional alliances,
and pay out any savings from lower premiums in the form of higher cash wages.
But this will mean more taxes for them to pay. In fact, your analysis seems to say
that they will pay about $123 billion in higher taxes. This is in addition to the cut
in benefits since they will lose their current, generally richer, health plan.

Please explain the difference between CBO and the Administration's analysis of
this "corporate alliance" option for me. In addition, please explain how you arrived
at your estimate of a revenue increase of $123 billion from increased payroll tax ef-
fects.



Answer. Corporate Alliances. In preparing its estimates, the Administration
assumed that most eligible large firms would choose to establish corporate alliances.
In contrast, CBO has projected that relatively few large firms would select this op-
tion. Based on data from the Bureau of the Census's Current Population Survey of
March 1993, CBO estimates that the average firm would have to expect savings in
premiums of about $800 per employee in 1996 to make it advantageous to establish
a corporate alliance rather than enroll in a regional alliance. The firms meeting this
condition employ an estimated 23 percent of the eligible employees in large firms.
That percentage would decline in later years as corporate managers had a greater
opportunity to observe regional alliances in operation and became more willing to
make what would be an irrevocable decision to join a regional alliance. CBO esti-
mates that after 2001, corporate alliances would cover 11 percent of the eligible em-
ployees in large firms.

Question No. 2. Small Employers Will Pay Lower Wages: When I speak to
small employers in my state, they indicate that the new mandated premiums in the
President s health plan will mean that they will not be able to pay as much in cash
wages. In fact, some economists like Dr. Feldstein, have told me that if there is a
health care mandate like the President's, then small employers that do not offer
health care insurance will re-coup those costs by slowing any growth in wages. Since
these new benefits will not be subject to tax, but cash wages are, it seems clear to
me that this dynamic will result in lower tax collections for the federal government.
Yet, your analysis shows an increase in taxes because of payroll effects of $123 bil-
lion. Tt seems to me that this large figure is both very speculative and optimistic.
Some have said it looks like "smoke and mirrors." In fact, in the past when Repub-
lican President's proposed such "behavioral effects" in the budget, your office often
disagreed and did not count any revenue increase as a result. In short, it appears
that there is a double standard in your estimating process.

Please provide for me detailed analysis as to how you arrived at the $123 billion
figure in your estimates as a result of "payroll tax effects." More specifically, I would
like to know how much of a decrease in cash wages, if any, you built into your anal-
ysis as a result of small businesses transferring health insurance costs to their em-
ployees. How does that compare to any increase in wages paid by large employers
who are saving on health premiums? Did you assume that all savings realized by
businesses from health premiums are passed on to the employees in the form of
higher wages, and if not, then how much is? Assuming, in general, that "small em-
ployers" are those that do not currently cover employees, then how many employees
work for small employers; how many work for large employers; and can any analysis
be offered as to how many will receive higher wages, and how many might be ex-
pected to receive lower wages because of the health mandate in the President's
health plan?

What, if any, is the average reduction in wages to small business employees as
a result of the President's proposed health care mandate? If there is not a reduction,
then how do you explain Dr. Feldstein's statement to me that small employers will
reduce wages in future years to pay for health care benefits'? For large employers,
what is the average increase in employee's wages as a result of premium savings?
What is the average tax increase on employees of large companies as a result of the
increase in cash wages that are substituting for premium costs? What is the average
reduction, if any, in the net compensation package for employees of large businesses
based on after-tax wages and benefits, and please provide an example as to the im-
p act on employees of large businesses in Delaware earning $30,000; $40,000;

50,000; $60,000; $75,000 and $100,000 annually.
Answer. Lower Wages. The figure of $123 billion that you refer to is the total,

over the 1996-2004 period, of the increase in revenues from both income and payroll
taxes that we estimate the proposal would generate. In 2004, for example, CBO esti-
mates that collections from personal income, payroll, and corporate taxes would rise
by $34 billion. (CBO prepared these estimates in conjunction with the staff of the
Joint Committee on Taxation.)

Corporate taxes would rise because under the proposal the government would as-
sume some of the cost of providing health care for early retirees, thus removing that
responsibility from employers and allowing profits to increase. But as you suggest,
most of the increase in revenues would come from personal income and payroll
taxes. CBO analysts calculated those figures by estimating the total bill for national
health care and the proportion of it that would be covered by employers' contribu-
tions to premiums; they then compared the result with what they estimated all em-
ployers together would spend if the current health care system were to continue un-
changed. Employers' lower spending for health care for both employees and retirees
would amount to about $105 billion in 2004. Some of the reduced spending would
be channeled into other nontaxable benefits, such as employers' contributions to



pensions, and some would go to increase profits. But the majority would be used
to increase the cash income of workers. Applying the appropriate tax rates for cor-
porate profits and personal income and payroll taxes, CBO computed an increase
in federal revenues of about $34 billion in 1994.

The calculation required only one estimating convention and one behavioral as-
sumption. The estimating convention-applied uniformly by long-established prac-
tice to all estimates of the effects on revenues of proposed legislation-is that nomi-
nal gross domestic product (GDP) and aggregate compensation to current employees
would not change. The behavioral assumption describes how reducing employers'
health care costs would affect other kinds of nontaxable benefits. (Similar behavioral
assumptions are used, where appropriate, in all estimates of revenues.) In this case,
CBO assumed that 15 percent of the reduction in health costs for current employees
would be used to increase other benefits that escape taxation, and the remaining
85 percent would go into taxable wages. This assumption is based on results from
recent empirical studies described in CBO's Economic Implications of Rising Health
Care Costs (October 1992).

This calculation is an aggregate one and does not distinguish the extent of the
possible rise in cash wages in many corporations that now offer health insurance
or the extent of the drop that might occur in those that do not. CBO's analysis of
the Administration's proposal recognizes and emphasizes that individual firms
would face very different changes in their costs. However, we do not have enough
information to track in detail what would happen to firms of different sizes. In gen-
eral, most firms, even small ones, that currently offer insurance would eventually
see reductions in their costs under the Administration's proposal because the pro-
posal would cap the growth of premiums. If this aspect of the proposal were carried
out as described, it would reduce costs even for firms that now offer significantly
less generous benefits than the Administration's proposal would mandate. Moreover,
the proposal offers subsidies to small, low-wage firms.

Similarly, CBO does not have sufficient information to estimate specific effects of
the Administration's proposal on groups of employees, as you requested. Broadly
speaking, most workers in firms that experienced a reduction in their costs for
health insurance under the proposal would probably benefit: for those workers,
after-tax cash wages would increase, and in addition some workers would receive
better health benefits. Beyond that general result, outcomes for particular workers
would depend on a wide variety of factors, including their current health care bene-
fits and expenses, their family situation, whether or not they worked in firms that
would gain from the cap on the percentage of payroll paid for insurance, and the
competitive conditions that their employer faced in both hiring workers and selling
products. CBO has no basis for estimating how these factors would play out among
the states, among different-size firms, or among workers earning different wages.

82-541 0 - 94 - 3
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Summary

be Health Security Act is a compme ive
proW %t o provide a universal entitlement
oo healthiuac for a broad range of

v and to slow the gowth of sp dinS for
health care. To achieve these ps, it would funds-
mentally restuctur the cunat health care system.
cming requLments and incentives for employers,
conmrs, insrman d providers of car. Because
of the macrtunde of these chages, the Mi impact
on the health care system is exacely difficult to
pf"dct.

The Administration's proposal would redesign
the cuwint system of financing for health care,
while building oan its existing employer base. All
employers would be required to pay premiums on
behalf of their employees, and all individuals and

famlie-exeptMedicaid beneficiaries and others
with very low income-would be required to pay at
la pan of their premium. Subsidies would be
available to help employm and low-income fami-
ies meet t hm oblgaions and would also be avail.
abl for retired people ags 55 to 64.

To wagte the demand ide of the health
cam marketplace. the proposal would establish m.- pw rhasng allane through wiich most
people who worked for firs with 5,000 or fewer
Mi-time employees would obtain health coverage,
as would most other people under age 65 who had
no conatio o the labor force. LArger fin,
fims participating in multiemployer group plans.
riral electric cooperatives and telephone cooperative
associations, as well as the U.S. Postal Service,
would be entitled to establish their own corporate

allins. Medicare beneficiaries would generally
remain outside the alliance system. States could
choose to opt out of the regional alliance system
entirely sad establish a "single-payer" system of
health care financing, in which the state would pay
all providers directly.

Consumers would normally have access to a
choice of health plans of different types--including
at least one fee-for-serice plan-that would be
offered through the alliance in the area in which
they lived. All plans would offer a standard pack.
age of benefits, which would be slightly more gen-
erous than the average plan currently offered by
employers. To ensure that consumers could make
informed choices about those plans, alliances would
provide much more information about the plans they
offered than is 4ypica/ly available today.

The primary objective of the proposal is to
ensue that health coverage would be available at a
reasonable price to everyone and that people could
not be denied coverage because of thei health sta.
tus. Accordingly, strict requirements would be
placeJ on the enrollment predures that health
plan could employ, requiring plans (within the
limits imposed by their capacity and financial con-
mints) to accept all applicants, and prohibiting
plans from excluding people because of preexisting
medical conditions. A plan's p-riums could not
vary for any reason other than the type of family
being insured, a requirement known as comrnmuruty
rating. (Premiums for plans offered by corporate
alliances could, in addition, vary amung geographic
areas.)

Best Available Copy
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People entitled to Medicaid benefits because
they also receive cash welfare payments would
continue to obtain coverage from Medicaid but. like
almost everyone else, would be enmoUed in health
plans offered through the regional alliances Others
who currently receive Medicaid benefits would lose
that coverage, but most of them would be eligible
for subsidies for their premiums.

The proposal would also expand several federal
pwgronms and institute new ones. Important among
these provisions are coverage of prescription drugs
for Medicare beneficiaries, the provision of "wrap-
around" health care benefits for low-income chil-
dren, and a new program to provide home- and
community-based services for severely disabled
people.

Financing for these initiatives and the subsidies
that the federal govemuz-zt would pay to alliances
would come from a variety of sources. They would
include several new revenue measures, increases in
income and payroll tax receipts generated by the
change in the mix of employee compensation that
would occur under the proposal, reductions in the
Medicare and Medicaid programs, and assessments
on premiums. States would also make maintenance.
of-effort payments to allianoes, reflecting their re-
duced obligations for Medicaid tader the proposal.

To lower the rate of growth of health care
spending, the proposal would establish a complex
mechanism for limiting the growth of premiums for
the standard benefit packge-an approach tha if
carried out as intended, would almost certainly be
effective on that score. The proposal would also
attempt to limit the obligations of the federal gov-
eminent for subsidy payments, but that endeavor
would be less likely to suited.

Uncertainty of the Estimates

Estimates of the interactive effects of so many com-
plex changes to an industry that encompasses one-
seventh of the economy are highly uncertain. As-
sumptions, used by the Congressional Budget Office
(CBO) and other analysts, about people's behaviornd
responses to new incentives are frequently based on

reserh evidence from small changes in the exist-
ing marketplace. In the case of the A( nistrntiOn's
proposal, however, the entir marketplace and the
configurantions of the actors within it would be
changing, and them is no precedent for estimating
the effects on health spending or the economy.

FAtimnating the effects of any proposal to
esuuctum the health cm system i psrocularly
difficult because, inevitably, the transition from the
old to the new system would take several years
Focusing on the effects of proposals in their earl%
years is. therefore, not very meaningful; it is the
long.term impacts, when new coverages would be
fully phased in and the system stabilized, that am
important. Unfortunately, the uncertainry surround-
ing cost estimates increases significantly in the out
year. Thus, although CBO believes that the mo't
important estimates presented in this paper are those
for 2004, they are also the most uncertain.

Financial Impact of
the Proposal .
National health expenditures would nise in the in.,..,'
years of the Administration's proposal--an sne aa'ir
cousequence of expanding health insurance co erjer
to the uninsured, increasing the generosilo f u
benefits that many insured people cUrrtnQ. rrci ,
sad expanding home- and comnunity-based ser t.r,
for the disabled. Over time, however, the com!'inn
effects of lowering the rate of growth of h,-:
nsurance pmrniumsu and the cuts in the NMerj,,.r

program would dominate. Thus, CBO proect% t.
naiocal health expenditures would fall $30 bilh,,r
below the curet CBO basline by calendar %ex
2000, and would be $150 billion (7 percent) toi,,.
tha basele in 2004.

The effects on the federal budget deficit sho, a
similar pattern. The income in the deficit ,s csu
mated to rach slightly more than $30 billion in
1998, the first year in which alJ states would be
participating in the system, and then begin to fal
It would rise again in 2001 and 2002 because o,
two additional factors in those years: increases in
the generosity of the standard benefit package that
would occur in 2001, and the subsidies, beginning

Fobmkry1994 o
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in 2002, of state and loalgovernments in their role
as employers. By 2004, however, the estimated
effects on the deficit are negligible, and CBO be.
lives that the proposal holds the promise of reduce.
ing the deficit in the long tem.

CDO's esimaes of the effects of the proposal
on the deficit differ only modestly from those of the
Adminisration. Because the Administration devel-
oped estimates for the 1995-2000 period, compare.
sons for the out-years, which are more important,
cannot be drawn. For the six-year period from
199 through 2000. though, the Administration's
estiman indicate that the proposal would reduce
the deficit by about $60 billion. In contrast, CBO
estimates that the deficit would increase by more
than $70 billion over that period. The difference
between these estimates is small, however, com.
pared with the uncertainty surrounding the budget
projections.

The primary difference between the two esti-
mates sterns from the amount of subsidies for em-
ployers, with CBO's estimate being considerably
higher than the Administration's-by $25 billion in
2000. for example, or about half of the difference in
the estimates of the effects on the deficit in that
year. The estimates of subsidies for employers
differ for three major reasons. CBO's estinat of
premiums for the st-ndard benefit package ae
higher than the Administration's, and estimates of
these subsidies are extremely sensitive to the ets-
mates of premiums. CBO also assumes that low.
wage workers would cluster in firms that received
subsidies, a factor not explicitly taken into account
in the Administration's estimates of subsidies.
Finally, CBO has used a different methodology than
the Adinismdon, one that c ptres mo re of the
variation in averge wages among firms.

Effects on the Economy
Although the Administration's proposal would make
funlamental changes in the current health care
system. the overall economic impact of those
changes might not be large. Because the proposal
would involve substantial ri'Astributions within the

economy, however, the impact on business costs
Nd employment might be significant for individual
rms and people. Similarly, though the proposal

would have little predictable effect on national
saving and investment, or on the balance of trade,
some businesses could see their abWty to compete
with foreign firms either improving or worsening

The proposal would retain much of the current
central role of employers in the health insurance

system, requiring that a large part of health insur.
ancC premiums be paid in the first instance by em-
ployers. But businesses' costs for health care would
be significantly reduced overall, both because the
proposal would provide substantial subsidies to
firms and because it would limit the growth of
premiums. For exanple, the total premiums em-
ployers Pay for activ, workers would drop by about
$20 billion in the year 2000.

Although overall costs would go down. for
some employers-particularly those that do not cur-
rntly offer health insurance-costs would increase
Changes in costs could also be pronounced among
firms that currently offer insurance. They v- ould
rise for some business"---especIally those ,-th
young and relatively healthy work forces--as a result
of the provisions for community rating. ConverselN.
businesses that now face high health care costs.-be-
cause they are small and have little clout in the
insurance market, have older or sicker work forces.
or bold substantial responsibilities for reurs-
would we lower costs.

Those employers facing an increase tn thev
premiums would probably shift most of the added
cost to their workers by reducing cash wages. much
a Occurs now in finxs that offer health insurance
Similarly, employees of funms that would pa- less
would receive higher wages.

For several reasons, the proposal would also
affect people's decisions about whether they -Aantmd
to seek work or to stay home. For instance, the
proposal would guarantee insurance for early re.
times and directly subsidize the cost of that insur-
ance. In other words, older people would no longer
have to work simply because they needed access to
affordable health insurance, A substanual number
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would probably prefe the r wwults of early e,-
met to Work. If eir balt MCOM were no a on-

W ppo lmitalso tmp ome other
workmto leave the labor fooe. With wtiversal
C IOV g health iawoance wouki be avail,,le even
to nonworkers-in aome cam at o additiaal cost.
And the requiremetthat= employ pay insurance
premiums for all workms, wb e or now they had
OvMa through a spouse, wold eno/rage some
people to stay out of the labor force , especially
wh there is idready a full-time worker in the
bousehoK

In com to these voluntary widrawals from
the labor force, fewer miwmum-wage workers
might be employed, since their employers' costs of
compensation would often be mucua higher. The
incentive to hire fewer minimumr-wAge workers
wmld be mitigated for small, low-"age firms, how-
ever, because the proposal would cap their payments
for premiums at levels ranging from 3.5 percent to
7.9 Percent of their payroll. Mom.over, the number
of people involved would be emall, and the pro-
posed expansion of home- anJ ommunity-bm.d
care would increase low-wage rMploymeMt.

Other pmvisions of the proposal would encour.
age some people to enter the labor force or improve
the operation of the labor market. Some Medicaid
beneficiaries ar currntly deterred from seeking
work for fear of losing tr health Mcoverage. For
the sam reason, some wors feel locked into their
current jobs when they might prefer a different one.
The proposal's universal coverage would encourage
Medicaid beneficiaries enterfth work force and
would and job WLo

Taking together 'll the provisions that might
increase or reduce pticipaion in the labor force,
CDO esdmates that eventuallyy between one-que
of a percent and 1 rpermest of the labor force might
prefer to stay bome if the proposal was enacted.
Ccrrepcodingly. pos domestic product (GDP)
would also be reduced, though by somewhat smaller
percenuqes. Thse changes are not large, falling
well within the uncertainty of projections of the
labor force ad JDP over the next decade.

The proposal would have 'one further effect on
the labor market, as the subjdies for small. low-
wage finms would encourage firms and workers to
resuffle so that low-wage workers would be largely
together in small firms. The incentives for this
resbuffling, or "sortzg," would be strong. But
sadrng would also impose: two types of economic
cos: the cost of disrup/ion as fews reorganized
production, and the costs of inefficiency that would
occur because the way firms were organized would
no be driven solely by production considerations.

Businesses are ofv.-n concerned that a change of
such mantude as the Administration's health pro.
posal would affect their ability to compete in inter-
national markets. There is little reason to expect
any change in the overall balance of tade because
the proposal would not have any predictable effect
on the main facon determining it-the level of
saving and investment in the United States Some
firms would gain, however, and some would lose.
depending on what happened to their overall labor
cost.

Budgetary Treatment of
the Proposal

Ever sirce the outlines of the Administratjon's
proposal, have become known, policymnakers and the
media have expressed considerable interest in ho%4 it
would be t rated in the federal budgeL Ths issue
of bwuJgetay treatment is not unique to proposals to
resicture the health care system. Every ume the
Cong considers or enacts a bill that establishes a

vi program, the Congressional Budget Office and
the. Office of Management and Budget must con.
sider whether and how it should be tated in the
federal budget. For most pieces of legislauon, the
call is a relatively easy one. P~u for some bills.
such as major health care reform proposals, some
ambiguity and considerable complexity accompan%
that ssessmentL In this case, CBO strongly be.
lieves that the Presidknt and the Congress should
address the budgetary treatment of the pwposaJ
explicitly through legislation. CBO's role.' the
decision is strctly advisory.

fthyIm19
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Certain elements of the Administraton's pro-
posal am unambiguously federal activities that all
asge should be included in the budget-for ex-
ample, the increase in the tax on tobacco, the subsi-
din for individuals and employers, the expansion of
certain discretionary progrms, and the changes in
Medicate and Medicaid. But what about the pre-
miwnu that individuals and employers pay to the
health alliances and dhe payments by allaces to
health plans? Ar the aianUceps private or stae
entities that belong outside the federal budget? Or
arm they, for most practical purposes, creatures of
the federal government, whose income and outgo
should all be included in the federal government's
accounts?

In answering such questions, budget adalysts
normally consult two sources for guidance. One is
the 1967 Repor of the President's Commission on
Budget Concepts. The other is budgetary precedent.
Because of the unique features of the Admzi.nstru-
,on's health proposal, however, neither source
provides a definitive answer.

Considering the Administration's proposal in its
entirety. CBO concludes that it would establish both
a federal enticement to health benefits and a system
of mandatory payments to finance those, benefits
that represents an exercise of sovereign power. In
administering the proposed program, regional alli-
ances, corporate alliances, and state single-payer
plans (if any) would operate primarily as agents of
the federal government. Therefore. CBO believes
that the financial transactions of the health alances
should be included in the federal government's
accounts and the premium payments should be
shown as government rIceipu rather than as off-
sets to spending. Nonetheless. because of the
uniqueness and the vast size of the program, the
budget document should distinguish the transactions
of the alliances from other federal operations and
show them separately. as is the practice for Social
Security.

Conclusion

The Health Security Act is unique among proposals
to remaucu the health can system, both because
of its scope and its attention to detail. Some cnucs
of the proposal maintain that it is too complex. A
major raso for its complexity, however, is that the
proposal outlines in legislation the steps that would
actnuay have to be taken to accomplish its goals
No other apposal has come close to anempung
this. Other health cam proposals nght appear
equally complex if they provided the same level of
detail as the Administration on the irnplementAton
requbremeots.

Questions also arise about the capabiLutes of
new and existing institutions to perform theLr as.
signed Usks under the proposal. the ambiuous
schedule for the development of the necessary, infra-
stucture for the system, and the arccptabilir and
sustainability of the proposed cost control mecha.
rosms. These are very legirimate concerns but.
agaii, they ar not Wp.uliar to the Heacth SecunrN
Act Any proposal attempting to restructur the
current health care system would face surrulai issues

The r-mifications of systemic changes to the
health care system ae quite uncertain. e'en the
outcames of incremental changes are difficult to
predict. As the Congress considers the Admirustra.
tiOb's proposal and alternatives, both comprehensive
and incremental, the inherent uncerta.nues of change
must be weighed against the detnmen conse-
quences of the current system--increasing numbc."
of people who lack the security of insuranc-c co.er.
age for health care and the rapidly nsing costs of
tht care.
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obligations. Tiat package would cover the follow.
ing:

o Hospital Services;
o Services of belt profMessioals;
o Emergency and ambulatory medical ad surgical

servim;
o Clini prevetive Services;
o Mental illness and substance abuse services;
o Family planning services and services for prig-

nant women;
o Hospioe can;
o Homebealth care;
o Extended can;
o Ambulance services;
o Outpatient laboratory, radiology, and diagpostic

swinm;
o Outpatient prescription drugs and biological

products;
o Outpatient rehabilitation services;
o Durable medical equipment and prosthetic and

othoudc devices;
o Vision can;
o Denial care;
o Health education classes; and
o Certain treatments under clinical investigation .in

approved researh trials.

Coverage of some services would be phased in over
time. Dental benefits, for example, would be very
limited before 2001, and the coverage of mental
illness and substance abuse services would also
become more extensive in that year.

Although the proposed coverage of most set-
vices is comparable with that provided by relatively
generous employment-based policies today, there an
some differences. The coverage of preventive
health services, for example, would be mom exten-
sive from the beginning than in most arrent health
plans, as would the mental health ad substance
abuse benefits when they were fully passed i By
contrast. the prescription drug and hospital benefits
in plans with higher cost sharing and (before 2001)
the dental health benefits would be less generous
than those that many employers currently provide.

Health Alliances

The Administration's proposal would expand the
central role employers now play in purchasing
health insuranz and mrtctumn the market for that
insunce. All employers would have to pay part of
the prmWiums for their employees' insurance.
Moreover, the deanand side of the health insurance
market would be reorganized in order to engender
greater market power for individuals and small
frums, enable people to have a choice of health
plans at a reasonable cost. and provide incenuves
for health plans to compete on the bases of both
cost and quality.

To accomplish these goals, the proposal would
establish a nationwide system of regional purchasing
balances. Most people who worked for firms with
5,000 or fewer ful-time employees, as well as most
people who were not in the labor force (incluchng
Medicaid beneficiaries), would be required to obtan
health insurance coverage through those alliances
Medicare beneficiaries, however, would generaJl.
continue their coverage through that program.

Firns with more than 5,000 full-time em.
ploys, firms participating in large multiemployer
group plans, rural electric couperaives and tele-
phone cooperative associations, and the U.S. Postal
Service would be entitled to establish separate cor-
porate purchasing allia es. Full-time employee,, of
firms that did so would have to purchase their cov.
rage through their finm's corporate alliance unless
they had a spouse who worked for an employer that
partcipated in a regional alliance. Such two-worker
families could choose to obtain their insurance
through either the corporate or the regional alliance

Federal civilian employees would obtain their
coverage through regionalliauces starting in 1998.
and the Office of Personnel Management (OPM)
would make available to them one or mom supple-
mentary plans. OPM would also develop one or
moe plans that would supplement Medicare's bene.
fits for retired federal workers and their dependents

Fgh-wy 1"4
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People who ame now eligible for health coverage o ndian Health Service and veterans through the
through certain federal agencies wotdd still be able Department of Veteas Affairs system. Box 1-1
to receive their standard benefits through those descrbes tbese aspects of the proposal.
agencies. Active-duty members of the armed forces
would continue to receive their health benefits from RiA oal AlUances. These entities would be estab-
the Depaunt of Defew (DoD). Their depea- lisbed by the states as either nonprofit organizations
denS and military retirees could also obtain cover- or state agencies. They would have nonovcrlapping
age through the DoD system if its resources permit- jurisdictions tha could be a porbon of a state or an

Indiaxs could obtain coverage through the entre state but could not cross state boundaries or

Box 1-1.
Health Ptan Offered Through the beparminent of Defena.,

the Department of Veterans Affairs,
aid the Indian Heal t Service

In general. individuals who are mcrently eligible for
health services frm goverment agencies could
receive their suaduard benefi though health plans
offered by those agencies. Unlike the current sitira-
tioa, however, people selecting a government plan
coud n simultaneously participate in another plan
covering the standard benefit package.

The Sec tary of Defense would cablish one or
more Uniformed Services Health Pan that would
cove at least all the items and services in the stan-
dard benefit pack ge. Active-duy perso l would
be required to enroU in thoee plans, for which they
would pay minimal amounts. Other people eligible
for military health cam would have the choice of
enrolling in a military plan if one was available, a
plan offered by a regional or corporate alliance (for
those under ae 65). or Medica (for those ag 65
and over). Prnum paymenu and other cost-shar.
ing requirements for people who elected to emll in
military plans could mnot exceed the family share of
prmuma nd cost-sharing amounts health plans
offered th Sh re;ionalalliane.

Military health pleas wmd receive prnnium
peyrentu from Medcras behalf c people en-
rolled in the Suppn mnay Medical In ace pro-
gram who selected a military pla Conversely, the
Department of Defense eight make prwum pay.
ments on beh of people who were eligible for
Military plans but elected to parucipate in other
plans.

In a similar manner, veterans could elect to
enll in health plans established by the Department

of Veterans Affain (VA). Those plans would be
required to offer all the items nd services in the
standard benefit package. and they would also pro-
vide certain Additional services specifically related to
service-connected conditics. These addiuonal ser-
vices would be available to all veterans now eligible
for them regardless of whether they enrolled in a
VA plan.

Low-income veterans a d veterans wiLh service-
connecteud diabilities who einolled in VA plans
wouldno have to pay premiums or costi-hanng
amounts. but most other veterans would pay amounts
based on rls established by the regional Ilia= in
the area in which the VA plan operated. VA health
plans would be authrized, but not required, to enroll
family member of VA enmUees subject tO their
payin t required premiums and cosi-shanng
amounts. Veterans who chose to enroll in other
beah plans woWd have no preauums paid on hieu
behalf by t e VA. VA plans would be eligible fo
reimbursement from Medicare, but only or, behalf of
portpLats who were eligible for Medicae. ,who
also had no seroice-conisecWe disabilites. a&M who
w ot defied by the VA as having low income

The Indian Health Service (IS) would also
sposo plans covering the standard benefit pack e
for eligible IUndi. who would not have to pay
pnmiums or cou-sharing amounts. Family nmbers
who wee not otherwise eligible could enrU in IN5
plans but would be required to pay prenus and
cost-shaing amounts. The l S would make no
paymenu for premium or cost-shmng amounts for
Indians who chose to enroll in non-GIS plans.
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subdivide a metropolitan e within a state. Each
regional alliance is supposed to eure tha its resi-
dents would have a choice of th. health plans that
contracted with the alliance, at least one of which
would be a fee-for-service plan. The alliance would
also be responsible for ensuring that residents had
the necessary information with which to make in-
formed choices and that they enrolled in a health
plan.

In general, alliances would be required to con-
tact with all health plans that met the state's stan-
dards and wished to offer insurance coverage in
their area. Regional alliances could, however, re-
fuse to contract with plans whose proposed prerni-
urns exceeded 120 percent of the target for the
allance's per capita premium or that had violated
previous contracts with the alliance. The balances
would also collect funds from employers, house-
holds, and governments and make payments to the
plans chosen by participants. Finally, they would
have to meet federal requirements to keep their
average premiums at or below specified targets.

Corporate Alliances. Corporate alliances would
also have to offer participants a choice of plans.
although that choice could be moremuaicted than
in regional alliances. Specifically, corporate alli-
ances would have to offer at least one traditional
fee-for-service plan and at least two others of a
different type. such as health maintenance organizA-
tions (lMOs). Like regional alliance, ir rapo-
sibiuities would include collecting and disseminating
information about health plans and their outcomes,
as well as meeting federally determined targets for
cost contain ent.

Medicare ad tht ia Stm-UM The Medicare
program wuld generally cmdnaue to fimbo out-
tide the system of regional and corporutallianmcs.
Earollment in plans offered through thealiances
would be mtiandatory, however, for people eligible
for Medicare if they or their spouse weeemployed
at least 40 hw's a month, In addition, some people
could elect to stay in certain eligible plans when
they became entitled to receive Medicare benefits.
Finally, provided that they met certain requirements,
states would also have the option to integrate all
their Medicare beneficiaries into regional alliances.

Medkmid and the Alliae System. Medicaid
beaeficiaries who receive cash welfare payments
would coatinuc to be covered by Medicaid but
would receive services in the standard benefit pack-
age through health plus offered by the regional
alliance. These beneficiaries could choose any
health plan that charged an average or below-aver-
age premium, would be absolved of other payments
for premiums, and would have special imu on
their cost-sharing liabilities. (hey could choose a
more expensive plan by paying the difference in
premiunu themselves.) For this group, the federal
and state governments would also conunue to make
payments for benefits that Medcaid now covers but
that would not be included in the standard benefit
package.

In general, Medicaid beneficiarnes who do not
receive c4ashpayments would no longer obtan co ,-
erage from Medicaid, except fot long-term care and
cot sharing required by Medicare. Instead. they
would benefit both from the same subsidies aail-
able to other low-income people obtaining coverage
through the alliance and from payments made by
their employers if they were working. Almost all
children eligible for Mediftid under current la%%
would, however, continue to be covered for those
services provided by Medicaid that would not be in
the standard benefit package.

The Skng1e-Pyer Option for State The Admin.
istraton's proposal would alow states to opt out of
the regional alliance system and establish a *single-
payer* system of health car financing in which the
sate would pay al health cae providers directl>
States electing that option would assume response.
bility for all people who would otherwise have been
in regional alliances. They could also choose to
enroll in their single-payer system all Medicare
beneficiaries and people who would other ise hae
been in corporate alliances.

Health Plans

The proposal envisions that people who obtaned
ther health insura nce through allances would select
from a variety of plans that contracted with theu
alliance, including fee-forseivice plans, HMOs, and
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point-of-service plans. Some people, however,
might m be able to eu-oil in the plan of their
choice-for example, if it was operating at capaIty.
Plans would have to comply with one of the three
cost-sharing scedules that are specified in detail in
the proposal-lower, higher, or combination coit
sharing-u well as other equiements.

Requirements for Cost Sharing., Higher-cost-
sharing plans would impose both specified deduct-
ible amountsand coinsurance (calculated as percent-
ages of the providers' fees) according to a national
schedule that is specified in the proposal. The use
of flat copayments would be prohibited in those
plans. Lower-cost-sharing plans would have no
deductible amounts and no coinsurance (except for
services obtained from providers outside the plan's
network of providers). Such plans would charge
flat copayaent amounts for particular services ac-
cording to a fixed national Whedule also included in
the proposal. Cost sharing in combination plans
would basically follow the lower-cost-sharing model
for in-network services and the higher-cost-sharing
model for out-of-network services. In aU three
types of plans, maximum annual out-of-pocket
payments would be the same: $1,500 for an individ-
ual and S3,000 for a family.

Requirements for Supplementary Coverage. The
proposal would place strict requirements on supple-
mentary health insumne. Insurus could not offer
supplementary policies that would duplicate cover-
age offered in the standard benefit package. Any
pohces to cover services not included in the sam-
dard package would have to be available to al
applicants. regardless of their state of residence,
subject to capacity and financial constraints.'

All plans available through regional aliaznces
would have to offer their enrollees supplementary
coverage for cost-_shing amontsU. Lower- and
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combianaton-cot-haring plans, however, would
offer supplementary covenge only for deductible
amounts and coinsurance required for services i-
ceived from providers who did not have contracts
with the plan. Only enrollees in a plan could pur-
chase the supplementary coverage associated with
thi plan. mmiums for such coverage would have
to be the same for allt enrollees in a plan, ad they
would have to reflect the expected increase in use
of services that would result from the reduced cost
sharing. (Coverage of flat copayments. as opposed
to coinsurane, would not be perttined.)

Certification Requirements for Health Plans. In
order to contract with A regional aliance, health
plans would have to be certified by the state in
which the alliance was located, The criteria for
certification would encompass standards for quality.
financial stability, and capacity to deliver the stan-
dard benefit package, as well as requirements relat-
ing to community rating, enrollment, and coverage.
Those for community rating would prohibit plans
from varying premiums among residents of the
Alliance arta (except for variations attribuable to
different types of families-individuhals. couples.
single-parent families, and two-parent fanuLies).
The other requirements would prohibit nedcal
underwntwg and limitations on coverage so that no
one would have coverage denied or retricted be-
cause of a preexisting condition. Those require-
mens would be stringent; a plan could wo terni-
nate or restric coverage for any reaso even if
enrollees did not pay their premiums.)

Corporate aiances could either contract with
state-certified plans or offer self-insured plans that
met the requirements of Tide I of the Employee
Retirement Income Security Act of 1974. Those
plans would have to meet requirements for commu-
nity rating, enrollment. and coverage ju';t as plans
offered by regional alliance would.

Requirements Relating to Esential Community
Providers. All health plans would initialy be P'-
quured to enter into agreements to pay essential
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community provide who wished to have such
agreements. Essential community providers could
either participate in the pLw or receive payments
from the plan without having a participating provid-
er agreement. Certification s An essential commu-
nity provider would be automatic for a wide range
of private nonprofit and public providers tha re-
ceive fudin under the Public Health Service or
Social Security Ac Certified providers would also
include Indian health programs and providers of
school health services that would receive funding
under the proposal, as well as other providers and
organizations certified by the Secretary of Health
and Huwan Services (II'S).

The requirement for health plans to contract
with essential community providers would end five
years after an alliance first offered a health plan.
No later than March 2001. however, the Secretary
of IRHS would recommend to the Congress whether
to continue, modify, or terminate the requirement.

Requirements Relating to Workers' Compensa-
tion and Automobile Insurance.. All health plans
that provided services to enrollees through partici-
pating providers would be require to provide or
arrange for workers' compensation services for their
enrollees. Workers' compensation carriers would
reimburse health plans for those services. Workers'
compensation services could, however, be provided
through alternative means if the carrier and the
injured worker agreed.

Similarly, enrollees would generally receive
from their health plans any medical benefits to
which they were entitled through their automobile
insurance. Health plans would be required to ar-
range for referral services, as necessary, to ensure
the appropriate treazrnent for injured individuals.
Automobile insurance carriers would reimburse
health plans for those services. As with workers'
compensation insurance, injured individuals and
carriers could agree to alternative arrangements.
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Federal Program Initiatives
and Expansions
In addition to the new program to provide universal
health in stne coverage, the Administration's
proposal would create several federal programs and
would expand others. Changes in tax policy (dis-
cussed in a later section) would also benefit some
people, such u those with large expenses for long-
tem =care.

Medicare's Coverage of
Prescription Drugs

Stuting in January 1996. Medicare's Supplementury
Medical Insurance (S{I) benefit package would
cover prescription drugs for outpatients. This ne-A
benefit would have a $2.50 deductible amount. 20
percent coinsurance, and an out-of.pocket hrmt of
$1,000. The deductible and out-of-pocket hrrut
would be adjusted each year to ensure that neither
the percentage of individuals satisfying the deduct-
ible nor the average percen(Age of enrollees r.cc,. -
ing benefits would change.

Several new program requiremenu would at.
tempt to restrain potential expenditunres for prewcnp-
don drugs. Medicare would limit reimbu.sement to
pharmacists, generally paying them the lesser of the
90th percentile of pharmacies' charges for a parucu-
lar drug or their acquisition cost plus a dispensing
fee. In addition, drug manufacturrs would hue to
provide rebates to Medicare for all nongenenc drug%
sold to enrollees.

Home- and Community-Based Senices
for Severely Disabled People

The Administration's proposal would establish a
new grant program for the states to provide home.
and community-based services for people with se.
vere disabilities. Although all people who met the
disability criteria would be eligible to rec ve ser.
vices from this program, it would not be an entie.
ment for disabled individuals; the number acoaly
rc giving services would depend on the t"nount of
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funding appropriated. Fedeal coombunons to the
pntram. which would be phased in over seven
years, would be capped. and states would be re-
quired to provide some funding.

The total federal budget for the program would
be $4.5 billion in fiscal year 1996, fixing to $38.3
billion in 2003. Increase. in subsequent years
would reflect changes in the consumer pr'ce index
(CPI) and the size of the disabled population. As in
Medicaid, a state's sham of the funding would vary
according to its per capita income, but the share
would be much lower than in the Medicaid pro-
gram, ranging from 5 percent to 22 percent of ex-
penditures for services. 1f states trasferred severely
disabled people from the Medicaid program to the
new program, thereby reducing federal expenditures
for home- and community-based services under
Medicaid. the federal budget caps for the new pro-
graim would increase accordingly.

States would have to impose cost-sharing rn-
quirements on all program participants on a sliding
scale accordingto income. Participants with family
income below 150 percent of the poverty level
would pay nothing; those with family income at or
above 250 percent of the poverty level would pay
the m.imum cost-sharing rate of 25 percent.

Expansions in Medicaid's Coverage
of Long-Term Care

Thre features of Medicaid's coverage of long-term
care would change under the Adminitaon's pro-
posal. two of which would expand eligibility for
nursing home services. At their opon. state. could
raise the amount of assets that may be excluded
when determining the eligibility of single individu-
ils for nursing home services (the asset disregard)
from the current limit of $2.000 to as high as
$12,000. In addition, all states would be require to
grant eligibility for nursing home services to people
who would meet the income and asset requirents
for eligibility if their nursing home expenses were
deducted from their income. (States currently have
the option to grant eligibility to this group of
people, but about one-thitd of the states do not do
so.)

A third provision would require all states to
allow nursing home residents who am Medicaid
beneficiares to keep at least $50 a month for their
personal needs. Because almost half the states now
set this allowance at the minimum allowed ($30).
some beneficiaries would contibute less to the cost
of their care. The federal government would pay
for the resulting incres in Medicaid spending.

"Wraparound" Benefits for
Low-Income Children

Because the current Medicaid program provides a
wider range of services than those included in the
standard benefit package, so-called wraparound
benefits (apart from long-term care) would be pro-
vided to children now eligible for Medicaid. Al-
though these benefits would be financed entirely by
the federal government, states' maintenance-of-effort
payments would, in effect, pay for roughly their
traditional share of costs for these additional sea-
vices for children in families receiving cash welfare
benefits. Thus, the federal government would. i
effect, take over the financ ing of these ad&tional
service, only for clldren in families who did not
receive cash benefits.

Expenditures for these benefits would be
limited, however, based on the combined fiscal year
1993 federal and state spending for them. Tus
limit would be updated to account for changes in
the number of eligible children and adjusted by
Medicaid-specific inflation factors through 1998 and
by the *general health cam inflation factor' com-
bined with the rate of grwth in the populaton
under age 65 therafter.'
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Funding for Graduate Medical
Education and Payments to
Academic Health Centers

The Administration's proposal would restuctre the
current system of federal subsidies for graduate
medical education ad academic health cenmrs (and
teaching hospitals) to account for the special costs
they incur. It would emphasize the training of pri-
mary care physician; both the alli s and Medi
care would help to pay for the training of physi-
cians. The proposal would also authorize $200 mil-
lion a year for graduate nursing education and $400
million a year for Public Health Service programs
for the training of minorities and of health profes-
sionals specializing in Primary care.

A new National Council on Graduate Medical
Education would authorize the number of residency
positions, by specialty, in graduate medical educa-
tion programs that received federal funding. At
least 55 percent of residents who completed eligible
residency programs would have to be in primary
care-that is. in family medicine, general internal
medicine, general pediatrics, or obstemcs and gyne-
cology. That requirement would first hold for resi-
dents entering training in the 1998-1999 academic
year.

Funding for the direct costs of approved training
programs for physicians would be $3.2 billion in
calendar year 1996, rising to $5.8 billion in both
1999 and 2000. In subsequent years, the amount
would be the previous year's level increased by the
general health car inflation factor. Under the Ad-
ministrtion's proposal. Medicare would contribute
$1.5 billiou in fiscal year 1996, $1.6 billion in 1997
and 1998, and the 1993 level increased by the CPI
in subsequent years. Thus, Medicare's relative con-
tribution would probably decline after 2000 since
total payments would almost certainly be rising fast-
er than Medicare's contribution.

Medicare's relative contribution to payments to
academic health centers (and teaching hospitals) for
the indirect costs of graduate medical education
would also probably decline over time. Such pay-
ments would total $3.1 billion in calendar year
1996, rise to $3.8 billion in 2000, And then increase

in subsequent years by the general health care infla-
tion factor. Of these amousau Medicare would pay
$2.1 billion in fiscal year 1996, $2.0 billion in 1997
and 1998, and that amount inflated by the CPI in
subsequent yeas. The remaining funding for both
the direct andindirec costs of graduate medical
education would come as needed from a 1.5 percent
auessment total premiums paid to regional and
multiemployer corporate alliances and from pan of
the I percent tax on the total payrolls of all other
employees who established corporate alliances.

Expansion of the WIC Program

The proposal would establish a special Treasury
fund subject to discretionary appropriations that, in
addition to the regular appropriations for the Special
Supplemental Food Program for Women. Infants,
and Children (WIC), would help bring the program
up to full funding by the end of fiscal year 1996
and then maintain full funding levels. To that end.
the Secretary of the Treasury would credit annual
amounts to the f&nd totaling $1.85 billion over the
1996-2000 period. These annual amounts would be
available for spending, however, only if the regular
appropriation for the year provided new budgetary
authority for WIC at levels specified in the pro-
pow.

Public Health Service Initiatives

Actvities of the Public Health Service would ex.
pand significantly in a number of areas ranging
from biomedical and behavioral resech to health
services for medically underserved populations. To
accomplish that expansion, funding for a Public
Health Sezvice Initiative would be authorized.

Financing Provisions

Premiums paid by employers and households and
payments by the federal and state governments
would finance the insurance coverage obtained
through the alliances. Employers would pay prcnu.
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ums for all employees who worked at least 40 hours
a mont' Except for Medicaid bee~fiaries who
mvive cub assistac, nonelderly individuals and
families would, in general, be responsible for paying
the pan of the premium that was not contributed by
employes. Families with no workers, or with self-
employed work only, would be responsible for
the entire premium for the plans they selected&

Govenment subsidies would be available, how-
ever, for low-income people and for people between
the ages of 55 and 64 who had retired from the la-
bor force. Employers, except for thoee that formed
corporate alliancs. would be entitled to subsidies
that ensured that their payments for health insurance
premiums did not exceed certain fractions of their
payroll.

The costs of financing the subsidies, expanding
the Medicae program, and augmenting various
mandatory a:d discretionary federal he :j4 progrLms
would be covered by states' maintenance-of-effort
payments, higher SM premiums, an increase in the
excise tax on tobacco, .n assessment on the payroll
of rwrts that established corporate alliances, and
other assessments and tax changes, as well as by
various reductions in the Medicare and Medicaid
programs.

Premiums Paid to Alliances

The premiums charged by any health plan offered
through a regional allia for the standard benefit
package could vary only by the type of family (indi-
vidual, couple, one-paret family, ad two-parent
family); they could not vary by age, ex. or health
sants. Premiums for plans offered by a corporate
alliance, however, could also vary by geographic
area. Moreover, the rlationship a)tng premiums
for different types of families would be fixed and
uniform across all regionalllances. For example,
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the premium for a couple would have to be twice
that for an individual in the same plan.'

The distribution of premium payments among
families and employers would be based on the
premise that employers should pay about 80 percent
of the premium for fu-tune workers, and fanles
the remaining 20 pCntL The acual prportons
would vary, however, for several reasons.

Every family who enrolled in a plan offered by
a regional a lianc would be assigned an "alliance
credit amount" that would equal 80 percent of the
weighted average premium in the alliance for that
type of family. The weighted average prerirum for
a specific family type would be calculated by a,.er.
aging premiums for that family type for all the
plans in the alliance, weighting the premiums by the
number of families of that tPe in each plan The
family's portion of the premium would be the dif.
ference between the premium for the plan selected
by the family and the alliance credit amount. subject
to various other adjustments, including subsidies

In contrast.oan employer's payment %ould not
equal the alliance credit aount because f.amimal
contain, on avenge, more than one Aofkct for
whom some employer would be paying preruums
An employer s payments would also not be dcttr
mined by the premiums of the particular plans w
elected by its employees. Rather, for fullun ,%,.,,
en in a specific family type, each emplomct pj,
meant would take into acout the number of urt
en of that family type in the alliance-for ,f clmr
the moe two-parent families there were m i ru,
fulN-me workers, the smaller the proporton of the
60 percent employer sham any particular cmp,,rr
would have to pay.'

More specifically, setting aside the possibilir o!
other adjustments (such as the subsidies for irm,
that are described below), an employer's pa',mn
would be calculated as follows:
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o For individuals, the amount paid by each em-
ployer would be £0 percent of the weighted
average premium for single individuals in the
alliance.

o For couples, the amount would be 80 percent of
the total premium payments for couples (that is,
the number of couples in the alliance multiplied
by the a iance's weighted avenge premium for
couples) divided by the number of couples plus
the number of "extra worked." Extra workers
are the full-time-equivalent workers in couples
with more than one working member. This
complicated formulation means that the amount
an employer would pay per worker would be
reduced as the number of workers in the all-
ance who were part of a couple rose relative to
the number of couples. The reductions in an
employer's payments from this adjustment.
which derives primarily from the presence of
two-worker couples, would be spread among
couples without a worker or with only one pan-
time or fl-time worker.

o For both single- and two-parent families, an
employer's payments would equal 80 percent of
the combined total premium payments for both
family types divided by the sum of the number
of single-parent families, the number of two-
parent families, and the number of extra work-
ers in two-parent families. The aggrertion of
single- and two-parent fanlies would ensure
that an employer paid the same amount for
employees in families with children, regardless
of the number of parents in the family.

Unlike employers in regional alliance, those
that formed corporate alliances would pay an
amount similar to the alliance credit amount-
namely, 80 percent of the weighted average pre-
mium in the corporate alliance for employees in
each type of family. (Because the corporate allied
would receive payments for spouses eligible to
enroll in other alliances, however, the cost per
worker would be reduced in much the same way as
for an employer in a regional alliance ) An excep-
tion would apply to ful-time workers with average
annual earnings of less than S15,000 (indexed by
the CPI after 1994). For these workers, the em-
ployer would have to pay the greater of 80 percent

of the weighted average premium or 95 prcot of
the premium of the lowest-cost plan offered by t
corporatealliance that had either lower or coebma
tion cost shaking.

Employers in either regional or corpoate al-
&am c ould pay more than the requui. rdnunuum
amounU o behalf of their employees, but their
additional payments for the standard benefit package
could not exceed the amount of the family shame for
the highest-cost plan in the alliance. If an employer
chose to pay more, the amounts its employees owed
would be reduced correspondingly. Such voltuin
payments would have to be equal for all eniplo)ecs
in the same type of family, however. resg ole f f
the plans that were selected. Moreover, ifthe er,
ployer's payments totaled more than the prernuum uf
the plan selected by the employee, the dfernice
would be returned to the employee (and nclt;dcd in
taxable income).

Individuals and families would be responsible
for the family share of the preraum.-that is, the
difference between the premium charged by the plan
they selected and the ol'iance credit amnount--inls,
their employers paid more 'than the r,-quired rn:m
mum. For most individuals and families, thei
obligation would average about 20 percent of the
total premitm costs, but it could be esore of less
depending on whe'J,'r they selected a plan with an
above- or below-t erage cOSL

Individuals and families with no worker or of)
a pait-time worker would be responstble for some
or all of the employer portion, as well as the tam I)
portion, of their premiums.' The seLf-emploed
would pay 7.9 percent of their self-employment
income or the employe portion. whichever was
lower, even if their family had another ful.-twie
worker. (The required percentage would be lower if
they were eligible for the subsidies provided to lo.
wage firms that are discussed below.)

If some employers and families did rt pay the
premiums they owed to regional allIes, othet

9. A (smy wou d *" be meosble (ro .O *6 V , 4tw
co( i bin wiqpat tws oyd tJ uos f or # rt J ,
min wa&W w=r pnwW L teU'.c! 011'b~g w, 0dst
RAtIN &OL&diW & 20 20 "Ibm otl
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amPoy An (vd fkail in those alliances would
bor dw sqs . Earch year, an allan
would etma the au of p miums that it
would be unlikely to collect, adjusted for over. or
udm6on au in the pmvious year. It would then
adjust th prcmums for each type of family by the

m p tio in onrdr to colet the dainrd toa
frm those expected to pay the amounts they owed.

Subsidies

The obligation to pay premiums that the Admiais-
trauon's proposal would place on employers and
families would be reduced by a variety of subsidies
designed to usist low-income families an4 em-
ployers. These subsidies would be available only
for families that obtained, and employers that paid
for. coverage through regional balances. In other
words, employers tha established corporate alli-
antes would not be eligible for subsidies and would
have to keep the amounts paid by their low-income
employees below certain Limits,

Subsies for Famaleks Families receiving benefits
fom Aid to Families with Dependent Children
(,WDC) or Supplemental Secuity Income (SSI) and
people whose income was below a very low thresh-
old ($1.000 in 1994, inflated by the CPI thereafter)
would not have to pay the family portion of the
prriuumn for plans with premiums at or below the
weighted average for that type of family. The fam-
tly's maximum obligation would rise with income
so that at 150 percent of the poverty level a family
would pay the lesser of 20 percent of the weighted
average prermium or 3.9 percent of income. Pay.
menu for the family portion would be limited to 3.9
percent of income for all families with income
below $40.000 (in 1994, inflated by the CPI there-
afer). If no plan with a premiumnat ot below the
weighted average was available (for example, be-
cause all such plans were at capacity), the family's
obligation would stay the same and the amount of
the goverTurnent subsidy would increase.

Subsidies would also be available for individ-
uals sid farlie.s who were responsible for paying
part o all of the employer share of their premiums
and for the self-employed who worked part-time

and whose remaining obligation for the employer
share was not met by the work of other family
members. Tlh subsidies would be set on a sliding
cale and would be phased out when nonwage in-

come-which includes items such as ren. intetst.
and dividends-reached 250 percent of the poverty
level.

Families in regional alliance plans who had
income below 150 percent of the poverty level
would also be eligible for reductions in cost sharing
if they lived in areas in which no lower- or combi-
utoo-cost-sharing plan was available at a cost that
did not exceed the weighted average premium for
their type of family. Families meeting those cntena
would be obligated only for the cost-shainng
amounts they would have paid if they were enrolled
in lower-cost-sharing plans. Regional alliances
would pay the remainder to the pans. Special
subsidies for cost sharing would also apply to Med.
icaid beneficiaries, who would pay only 20 percent
of the copayment amounts required by lower- or
combiation-cost-sharing plans. The plans them-
selves would generally finance the cost-shanng
subsidies for Medicaid beneficiaries.

Early retirees who would be eligible for Medi-
care's Hospital Insurance (HI) benefits when they
turned 65 would receive special subsidies for their
premiums. (Early retirees would be people between
the ages of 55 and 64 who were not employed full
tine.) Spouses under age 65 who were not em-
ployed amd other dependents of early retirees would
also be subsidized. Retirees in these families would
be entitled to 2overriment subsidies covenng the
employer shame, leaving them to pay only the differ.
ence between the premium for the plans they chose
and the alliance credit amount. The subsidies would
be reduced by employers' payments for rew-e.es or
their spouses who worked part time. If the spouse
of a ret worked full time, no government sub-
sidy would be necessary.

Subsidies for Flrms. The Administration's pro-
posal would also place Limits on the premiums paid
by employers in regional alliances. With the excep-
non of the federal, state, and local governments,
which would not be entitled to caps on their pre-
rmum payments for employees until 2002, an em-
ployer's premium payments to regional alhance

CkArTv3t ota OVERVIEW OF THE PROPOSAL I1I
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plans would generally not exceed 7.9 percent of
pavroU.10

Small, low-wage employers would have lower
caps, which would vary ccodng to both the size
of the firm and its wage level. The lowest propor-
tion of payroll (3.5 percet) would be paid by firms
with fewer than 25 full.time-equivalent employees
andaverage annual wages per full-time-eqwvalent
employee of not more than $12-000. The em-
ployers' obligation would increase to reach 7.9 per-
cent for firms with 75 or more employees or aver-
age wages of more thanS 24,000. he p port on of
small employers that would be eligible for these
additional subsidies would fall over time because
the wage thresholds on which the subsidies. ar
based would not be indexed.

Changes In the Internal Revenue Code

Receipts from a variety of soun-es would finance
the Adminisraticn's proposal.although some new
tax incentives would reduce revenues. Detailed in-
formation on the amendments to the Internal Reve-
nue Code contained in the Administration's proposal
is available in a recent publication from the Joint
Committee on Taxation." Therefore, only a sum-
mary of those provisions is provided here.

One provision would increase the excise tax on
cigarettes by 75 cents per pack and the taxes on
other tobacco products by approximately the same
amount per pound of tobacco content. In addition.
employers that no longer had to pay for their re-
tiees' health coverage would have to pay a tempo-
rary assessment. Employers that emablished corpo-
rate alliances would be required to pay a I percent
payroll tax, in part to help pay for the federal grants
for graduate medical education, nursing education,
and academic health centers. Muldemployer corpo-

t0. Employm e gibWembbAapo 6o w p AM OW cbm 00is,
pe"ups a s rvgeWsJ tl eAmd . be ekpk for
suhbm" for iow Ami low Yon. ThU S%*$A**wW~b& bopww.
be P~tM is A&W 4~Ito ain m n.

11I. )O Coemojuw Tauamcm. nn.&-wd AA'Y f, f7WOl
VII of H.R 3600. $ 1737. w S S. 1773 u('tAek hSc Ac).
,X3.20-93 (wr~eaber W0, 1993)

rue alliances and regional alliances would bave to
pay a 1.5 percent assessment 00 prewums for the
sae pwp .

Othbe provisions would broadn the definition
of the tax ban for self-mployed people. Frst.
mo buswinss imoue of shareholders in S corpora-
tios would be uted as "wages for the purpose of
calculating the corporsuona eligibility for subsidies
of iu premiums Specifically. individuals who
owned more tba 2 pe rent of the stock in an S cot-
pOntion and who particpa d materially in the bust-
os would have their distributive share of the
corporation's income from the service-related busi-
ness nre.te as wages for this purpose. Likewise.
more business income of limited partners in partner-
ships would be treated as wages for the same pur-
pose. The added income of S corporation share-
holders and limited patners would also become
subject to employment taxes. These changes would
not only reduce subiidies for employers but would
also increase payroll tax -eceipts (as well as future
benefits from Social Security and unemployment
insurajice).

The proposal would alio require all state and
local employees to pay Medicare's HI payroll tax.
Currently, workers hired before April 1. 1986, in
states that do not have a voluntary participation
agreement with the federal government do not pay
this tax, although many are eligible for Medicare's
benefits through their spouse or nongovernmental
employment. The increase in Medicare's revenue
from this proposal would be partially offset by tugh-
er future spending because more people would par.
ticipate in the program.

Two other provisions would reduce subsidies
received by high-income retirees. Medicare en-
roees with modified adjusted gross income above a
specified threshold amount ($90.000 for single tax-
payers and SI15,000 for married taxpayers filing a
joint return) would, in effect, have to pay higher
prehiums for Supplementary Medkal insurance.
The maximum SM] premium for hilh-inofne Medi-
care beneficiaries would cover about 75 percent of
the average benefits per enrole, up from the cur-
rent level of about 25 percent. In addition, high.
income early retires who would otherwise be eli-
gible to receive subsidies for the employer share of

Fvfwy1994
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their health insurance premiums would be requiwd
to pay th Share themslves.

The Admnistraion's proposal would leave the
tax rUtmIen, of employers' payments for health
benefits largely untouched until 2004. As under
curren law. te Proposal would alow the exclusion
from employees' Incomesof employers' payments
for the standard tveefit package and for cost-sharMg
amounts under the standard package, including
premiums for cost-sharing supplements. But the
proposal would expand the exclusion for employers'
payments for quaMed long-term cae insurance.

Beginning in 2004, employer-paid premiums for
supplementary coverage of additional services
would no longer be exludable from employees'
income for income tax and payroll tax purposes. In
keeping with that provision, beginning in 1997,
coverage provided through flexible spending ac-
counts would be tax-exempt only for benefits re-
lated to the standard package. Also beginning in
that year. employers generally could not include
health benefits in "cafeteria" plans.

If employers chose to pay more of their employ-
ees' premiums than the minimum required, thty
would have to make equal voluntary payments for
all employees in the sam type of family. Thus, the
employer's total payment could exceed the total
premium of the plan selected by an employee. In
such a case, the employee would be entitled to a
cash rebate that would be subject to both income
and payroll taxes.

The proposal also would expand the income lax
subsidy for health insurance purchased by the self-
employed; it would do so by making permanent and
later increasing a tax deduction for health insurance
premiums. The proposal would reinstate the 25
percent deduction that expired at the end of 1993
and increase it to 100 percent of premiums for the
standard benefit package beginning in 1997 (or
1996 if the state had.begun participating in the new

system).

By contrast, the proposal would put tighter
irruts on deductions for taxpayers who prepaid their
health insuw"ce premiums. If taxpayers made those

premium payments or other payments for medical
care, the benefits from which would extend for
more than a year a1r the payment, that amount
would be treated as having been paid on a pro rat
basis over the period in which the benefits were
received. That provision would preclude tuxpayers
from claiming a large tax deduction for a lump-sum
payment for future health benefits.

Three tax provisions related to long-term care
would lower revenue. One such provision would
provide tax relief for individuals with high expenses
for long-term care, and another would offer a tax
subsidy to encourage people to purchase private
insurance for long-term care. Taxpayers could
claim an itemized deduction for spending on qua-
fled long-term care services provided to themselves,
their spouses, or dependents for which they had not
been reimbursed, if those expenses plus their other
qtaliad medical expenses exceeded 7.5 percent of
their adjusted gross income. Premiums for qualified
long-term care policies would also count as quali-
fied medical expenses for purposes of itemized
deductions. And as mentioned above, the exclusion
of an employer's payment of premiums for qualified
long-term care policies from' an employee's income
would be expanded; benefits received from such
policies would also be excluded from income.

Other tax provisions in the Administration's
proposal include changing the tax tieatrnent of ac-
celerated death benefits unier life insurance con-
trs, providing tax incentives to encourage primary
care physicians to practice in areas designated as
having a shortage of health professionals, and giv-
ing tax credits for personal assistance services for
disabled workers.

Reductions In the Medicare Program

A major pan of the funding for the proposal would
come from reductions in the Medicare program.
Some of them would affect the Hospital Insurance
program, some would affect the Supplementary
Medical Insurance program, and some would affect
both. (Increases in SM] premiums for high-incomc
enrollees were discussed above because they would
be collected through the income tax system.)

CIAFMUONS
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Spending for the HI program would be reduced
primarily because payment rates to providers would
be lower than under curnt law. Specific provi-
sios of the proposal would:

o Reduce the updates to the per-case rates used by
Medicare's prospective payment system pipsS).
which pays for inpatient hospital services, for
fiscal years 1997 through 2000;

o Eliminate the adjustment to PPS payments for
the indirect costs of patient care that are related
to hospitals' medical education programs-al-
though a portion of the amount that would have
been paid under this adjustment would be trns-
ferred to the fund for academic health center;

o Reduce the base payment rates for capital-
related costs of inpatient hospital services and
reduce the updates applied to those payment
rates for fiscal years 1996 through 2003;

o In states that were participa tingintheproposed
new health care system, revise and, on average.
reduce the PPS payment adjustment for bospi-
tas that butt a disproportionately large share of
low-income patients; and

o Reduce the updates to some payment rates for
skilled nursing facities in fiscal year 1996.

The largest reductions in spending for the SM!
program compared with current law would result
from lower payments for physicians. The specific
provisions would:

o Establish goals for cumulative expenditures for
physicians' services. Currently, the target rate
of growth for each year is based on the prior
year's ac.al rate of growth in outlays for physi-
cians' services, without relad to the prior
year's target rate of growth. Under this pro-
posA, the growth target for outlays for physi-
cians' services would be built on a designated
base-year target (fiscal year 1994) &ad updated
annually for changes in enrollment and inflaton
but not for actual growth in outlays above or
below the targets for prior years.

o iwtitute a new system for seeing the target rate
of growth for payments to physicians. The new

,stem would both substitute the average rate of
grwth in real gross domestic product (GDP)
per capital (plus 1.5 percentage points for pn-
mary cane services only) for a measure of the
change in the volume and intensity of services
provided by physician during the previous five
years,. eliminate the annual percentage n-
duction known as the perforrme standard
factor.

o Eliminate the floor on the reduction permned in
the default update for physicians' payment ratei
Currenty, there is no upper limit on increases in
physicians' fees under the default update form.
ua but fees cannot decrease by more than 5
percentage points.

o Reduce the conversion factor for the fee sched.
ule for services (except for primary cu) pro-
vided by physicians by 3 percent in 1995 The
conversion factor is a dollar amount that con.
verts the fee schedule's relative value units into
payment amounts.

o Limit payments for physicians' ser'cet p-
vided by medical staffs at high-cost hospiuk.
effective January 1, 1998. Ttus propoAul ',IJ
establish limits on Medicare's paymenu for
physicians' services per inpatuent hoipiWl&J
mission, similar to UmJits on payments fox h,,p
Wa services.

o Limit total mymenu for certain ourpauen t ,
pital s evices to Medicare's approved amounti
effective July 1, 1994. Medcae emsvllce,
coinsurace Liabilities for hospitals' outraueni
services an now based on the hospitals' rua
charges rather than on Medicare's (typicallJ.
lower) approved amount for the ser-icts Be.
cause Medicare usually pays 80 percent of the
approved amount, hospitals often receive more
than the otal approved amount. This provision
would reduce Medicare's payments for hospi
tals' outpatient services by the amount of
patients' extra payments for comsurance.
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0 Rquie Medicar nbeeftim t o pay 20 per.
centCoinsurance for all laboratory evic,
effective January 1. 1995. Medicare currently
does not equir copsyments for clinicalaboa-
tory serviosslthough aost other SMI services
ar subject to a 20 percent coinsurance require-
meat.

S Esablish a competitive acquisition process for
magnetic resoanc imaging tests, computerized
aX.al tmography aADs, oxygen ad oxygen
equipmet, laboratory service and other items
at the discretion of the Secretary of HHiS, effec-
tive January 1, 1995. If competitive bidding did
not reduce average prices for those services by
at least 10 percent. the Secretary would reduce
Medicare's approved fees for those services'to
accomplish the same goal.

The provisions that would affect both Hospital
Insurance and Supplementary Medical Insurance are
quite diverse. They would:

0 Retain Medicare's role as a secondary payer for
disabled employees and employees with end'
stage renal disease (who would be insured
through their firms). Under current law, Medi.
car would become the primary payer for those
enrollees as of 1999.

o Establish new standards for Medicare's pay-
ment to -{MOs and competitive medical plas
with risk-sharing contracts. Currently, Medicare
pays 95 percent of the average adjusted per
capita cost (AAPCC for Medicare enrollees in
each county. The program would establish a
range around the HI and SM] components of
the AAPCC. varying from 90 percent of the
national average value up to 150 peOCent for
SMI services and 170 pernat for HI services.
The intent would be to encorage more liMOs
to participate in Medicare while establishing
reasonable limits on reimbursement in counties
whose AAPCC is high.

o Reduce the limits on payments for routine costs
for home health services. In past years,
Medicare's payments fox home health services
were limited to no more than 112 percent of

average bone boalth costs aoowie. This
provision would reduce the limit to 100 percent
of median costs nationwide.

o Require beneficiaries to make a copayment of
10 percent of the avenge costs for borne health
visits, excluding visits that occunui within 30
days of discharge from a hospital. Currently.
Medicare r quires no copayment for borne
health visits.

o Require the Secretary of H-IS to contract with
centers of excelenc* for the provision of

cataract and coronary by-pu.s surgery and other
services to Medicare beneficiaries, thereby ex-
panding current demonstration projects to all
urban areas. Medicare would contract with in-
dividual centers using a flat payment rate for all
services associated with the affected surgical
procedures. Patients would be encouraged to
use the centers through rebates equal to 10 per-
cent of the govemmen's savings from the cen-
ten,

Reductions In the Medicaid Program

The cost of the Medicaid prograrn would be sub.
stanti&Uy less thaw under current law. The proposal
would terminate coverage for adult beneficiaries
who did not also receive cash welfare benefits and
would limit the rate of growth of the per capital
payments to regional alliances for beneficiaries ,ho
did receive cash benefiL, as discussed above. In
addition, the proposal would end Medicaid's pay.

rinnts to disproportionate share hospitals-those that
treat a relatively high proportion of low-income and
uninsured patients-when the state began partci.
patting in the new system.

Issues of Governance

The Administration's proposal would place new
responsibilities on the federal and state govern.
ment,. create a variety of new institutions, and
specify a complex flow of resource a among those
insututions.

CHFMONE OVItVl~nW Of THZ FRMMAL 15
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The Role of the Federal Government

The federal goverame wold play te major role
in deiging ad f silcing proposed hath Care
ystem. Macy of its hunctio would be the respon-

sibiit a awly asked National Health Board;
oe Iponm s rponssbilUd s would fall to the
Depareat of Health ad Human Servcs ad the
Deparunea( fLabor.

Functi f w the Natioal Health leerd. The
Natimal Health Board would have the mandate to:

o Interpret the standard benefit package:

o Ovesee m t cost constant provisions *for
regionWl alliales ad certify that those require-
ments were met;

o Develop and implement eligibility rules relating
to the coverage of certain individuals and fami-
lies;

o Develop and implement standards for a national
health information system for mesurng the
quality of health care;

o Establish and assume responsibility for a system
to manme and improve the quality of car;

o Develop the multiplcative factors for converting
premium amounts for individuals into premiums
for couples, single-parent families, and two-
parent families;

o Develop methods for adjusting premium pay-
ments to health plans so that the premiums
reflected the health risks of their erollees;

o Facilitate the development of a system of re-
insurance so that plans could protect themselves
against the financial consequences of enrolling a
disproportionately large number of people with
expensive medical condidons;

o Develop capital standards for health plans that
contract with regional alliances;

o Develop standards for state gitary funds,
which would be used to pay providers in the

evet twt a health phn offered by a regional

o Estak~ish criteria ta states must meet to begin
psrocipawg in the system and motor there
ample a Mg.and

o Review documents submitted by the states de-
scribing their proposed health cam systems and
approve or disapprve them.

Federal Initiatives to Easuw- CompLlance by
States. The federal government would not only
establish most of the criteria that states and alliances
would have to meet but would also have to ensure
that states met those standards. To that end. federal
planning grants would be available to assist states in
setting up their health care systems. The National
Health Board, moreover, would have considerable
authority to impose sanctions if necessary to enforce
the standards. If it determined that a state's non-
complisace resulted from the actions of a particular
regional alliance, the boardcould order that alliance
to comply and take additional measures to assure
thai it did so. The board could also rqwrc the
Secretary of Health and Huhm Services to reduce
federal payments to states for items such As aca.
denic health centers and health services research as
a station for noncompliance. If, however, the
board determined that a state was sufficiently far
out of compliance that people's access to health ser-
vices would be seriously jeopardized, the Depar.-
mert of Health nd Human Services would tke
over the operation of that state's system. (The fed.
eral government would impose a IS percent str.
charge on total premiums W those srcumstances)

Oversight o teglonl md Corporate AlUances.
The Departewz of Health and Human Services
would oversee the financial management of the
regional alliances. Accordingly, the department
would develop standards and conduct periodic au.
dits relating to the alliance' enrollment of eligible
individuals, their management of subsidies for pre.
mnuums ad cost-sharing amounts, and their ovcraill
fmnial management.

The Department of Labor would sste m a')jor
responsibility for oversight of corporate alliances
ad employers in regional AMiIances. i particular, t
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would cumth cmpoyn regional aiaces
paid thei sharm of premuiss witW*sld ad paid
their employes' faWy sb of remum, .and
submind timely ieo . The depaumm would
also temporarily take over any insolvint self-in,ed
corporataUliane: for that pwpow it would utab-
l so a insolvency fund to which self-insured wopo-
rut 'ianes would be required to coautibue when
funds were meded.

Federal Payments. The U.S. Trewury would make
payments for several purpose Ii particular, the
govaorect would be the main sovne of Subsidies
for low-income families, employer and retirees. It
would also finance a package of wraparound bene-
flu for low-income children who werepreviously
eligible for Medicaid as well as pay the federal
share of the s ed Medicaid program. In
addition, funding would be required for program
expansions such as Medicare's coverage of ptescrip-
.ion drugs and initiaves such asbome- and com-
mun.ity-besed services for severely disabled people.

The Role of State Governments
and Alliances

Although the structure and standards for the pn>-
posed health cam system would come largely from
the federal govenment. the states nd alliances
would have the major responsibility for the day-to-
day operation of the system. States would also have
to help r'nan= the new system.

Responslbltles of State Governments Each par-
ticipatin state would be required to:

o Submit a document to the National Health
Board describing the alth care system th
state proposed to establish:

o Establish one or mor regional alliances. desig-
eatin u the eogra hic am that each alliance
would cover.

o Ensure that families in eacO, regional balance
had a choice of plans in which to enroll;

o Ensre tha families were cited with any
subsidies for their premiums to which they were

o Establish capital sUadards for health plans that
met the fednl rqirements;

o Estasstandards for financial eportin . audit-
ing. and eerve of helth plans;

o Estalshthe standards for eorifying the health
plans that regional alliance world offer, includ.
WSgcriteria for quality, financial stability. and
capacty to deliver the standard benefit package.
and cetify the plans to be offered:

o Establish a guaranty fund to pay claims and
other debts in the event that a plan failed and.
after a failure, collect an assessment of up to 2
percent on premiums to repay the obbgauons of
the plan,

o Ensure continuity of coverage for enrollees in
health plans tha failed;

o Ensure tha the amounts owed to regional. alh.
aCe were collected and paid; and

o Assist regional aiae in establishing ehrbil.
ity for subsidies of premums and cosi-shw-n
mowut a assume financial responsibility) for

arors that exceeded cenarn lumiu.

A desitaed stawe agency or official iould tr
responsible for coordinating these aciitues a th
tat level.

States would also have substantial financial ob-
ligatons. They would pay the regional alhaance for
their share of premiums for individuals and ftumlies
who rmaine eligible for Medicaid. and they would d
be repnsibk for their share of Medicaid's spend.
ing on services o o included in the stadard benefit
pckae for ta group.

in addtion, states would make maintenance-of.
effort payments related to the restructured Medicaid
prognrm. Two components of these payments

OHAYMONE
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would be on bebal of people who would loe their
Madaid coverage under the proposal. (Tnose
pop would no Iogr~ obtain covrae fromthe
Medicad pmm, but most of them would reive
subsides for their prtmiums for the standard benefit
package.) One component would reflect 1993 ex-
pndiwue for service Wnthe standard package, and
the other would reflect the pan of states' payments
to disproportonte share hospitals aributable to
this group of people in that year. A third compo-
neat would be based on fiscal year 1993 expewdi-
tures for children who remained eligible for Medic-
aid, excluding spending for devices that would be
in the standard package ad for ioag.term care. The
1993 amounts would be updated by Medicaid-spe-
cific factors until the first year of a state's participa-
tion, and by the general health camn inflation factor
combined with the projected rate of growth in the
population under age 65 thereafter.

Responsib~ltes of Regional AIlans. The re-
gional alliances, by contrast, would not finance the
health care system. Rather, they would seve as
conduits of funds from the federal and state govern-
inents, employers, and families to health plans.

They would be the frotine agencies that contacted
with health plans. enroled individuals and families
in plans, and obtained and disseminated informaton
on the performance of those plans. Regional si.
ances would also calculate the amounts that families
and employers would have to pay, determine
wheLher families and employers were eligible for
subsidies, and collect payments from them. In
adidtion, regional alliancs would have to imple-
ment the cost control provisions required by the
federal government. That would include establish-
ing fee schedules for fee-for.service plans, unless
the state elected to have a single, statewide fee
schedule.

Regional alliances would also play an important
role in collecting and analyzing data. They would,
for example, have to esumate the number of work-
ers in the different types of families; those numbers
would be used in determine how much employers
would have to pay. In addition, in order to deter-
mine the weighted average premium for each family
type, each alliance would have to provide infona-
ton to the National Health Board about the market
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sharu 6the differat plans wth which it had con.
tracts.

All activites of the region) al aces would be
paid for by an assessment on Inemiums. Each s&i-
ac would detmi b tatl level anuaIly, but it
could not exceed 2.5 percent of total premiums.

The Role of Employers and
the Decision to Form a
Corporate Alance

Employers would have many of the same responsi-
bilities whether they pamcipated in a regional alb-
ance or established a corporate alliance. In either
case, employers would have to pay a portion of the
premiums for their employees' policies They
would also have to deduct their employees' share of
the premiums from their paychecks and transfer the
funds to the appropriate alliance. a addition. all
employers would have to provide specified inforrna-
tion to their employees and to the regional albances

Most firms with 5,000 or fewer full-une em
ployets would have to par~cipate in reponal alh
ances. (Some smaller firms might ptmcipate m
multiemployer corporate alliancts or ones esub-
lished by rural electric and telephone cooperatives )
Larger firms, however, would have to decide
whether to join a regional alliance or set up a cor-
pornue allance water weighing the relative advan-
tages and disadvantages of the two options. Farms
would generally have to decide by January 1, 1996
A decision to participate in a regional alliance
would be irrevocable; however, the decision to
establish a corporate allince could be reversM at a
lmer date.

Advantage of Corporate Allance. LArge firms
might choose to form a corporate alliance for sev-
oral re"ons. Firm that ha already established
effective programs for containing health car costs
might think that they could control health spending
better than the alliance system. Firm would also
continue to have direct input into the quality of care,
their full-time employees received, la tdditon, they
would not be responsible for the assessments that

employers participatng in regional lances would
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have to pay if there was a shortfall in premium pay.
menu. Finally, they would ot have to pay the 1.5
percent usesmet on premiums for graduate medi-
cal education and academy c health centrs that firs
in regional alliances would pay. (Firms in multi.
employer alliance would have to pay the 1.5 per-
cent assessment. however.)

Dtsaivumttes of Corporate AMce. Despite
the advantages of esutblishing a corp6re alliance,
siificant disadvantages would predominate for
many large fim. The mos important one would
generally be that fi s that formed corporate All.
ances would have to pay a tax of I percent on their
total payroU and tht the tax would begin before the
regional alliances were set up. (Firms participating
in multiemployer alliances would not be subject to
that tax.) Moreover, the effective rate of the tax on
the payroll of full-tine employees enrolled in plans
offered by the corporate alliance would be higher
than that, because the wages of part-time employees
would be in the tax base but the employees would
not be eligible to participate. (They would have to
enroll in plans offered by the regional alliance, and
the fins would have to make the appropriate pay-
menu to regional alliances on their behalf.)

Furthennore. a firm that established a corporate
alliance would no be eligible for the cap on its
prerrium payments that would be phased in if it
joined a regional"aliance. Moreover. its low-
income employees who worked full time would not
be eligible for govemmental subsidies of their pre-
uums, and the corporate llianc itself would gen-

erally have to subsidize premiums for full-tune
employees making less than $15,000 a year." A
firm that established a corporte alliance and chose
to self-insure might also have to make periodic
contribudons (of up to 2 percent of anuaJ premi-
urns) to the insolvency fund established by the
Secretary of Labor for self-insured health plan
offered by corporate allancs.

Large fains that hd self-insured in the past
would probably experience considerably mom reg-
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lane undr the proposal. In addition to the federal
rqure=ets for bcalth plans offered by corporate
alliances t have already been discussed, the Sec-
retay of Labor wotld specify financial reserve
requirements that those allWanes would have to
meet. Their fee-for-service plans would have to use
the same fee schedules as plans in their correspond-
lug mrgional alliances. The growth rates of their
premiums would be subject to essentially the same
limits as those of the regional alliances. Finally. in
additoe to greater regulation, such fius might find
themselves with relatively little power in markets
dominated by large regional allisaces.

Employers' ObUlldonas for Retires' Health
]Beefits. Regardless of whether they parimcipated in
corporal or regional alliances, all firms that were
paying more than a specified trshold for retires'
health benefits on October 1, 1993, would conunue
to have obligations to those retirees and most of
their dependents. When the subsidies for aly re-
tirees commenced in 1998, those employers %ould
be required to pay 20 percent of the weighted aver.
age premium for the appropriate type of asruI
That obligaiion would continue only as long as
members of that cohort remained eligible for the
benefits of early retirees.

Because of the large fumcial w indfall tiut
figmus with extensive obligations to rtu,.'s %ould
gain under the proposal., all employers %,,th hc., -
care costs for remumees aged 55 through 64 in i99 1.
1992, or 1993 would also be subject to a trmpori-,
annua assessmentL Tha assessment. whch uoulj
be paid each year from 1998 to 2000. would equ.a
oce-hal! of either the average annual health cLr
costs for mnes in the 1991-1993 penod (ncreaws
by the medical can component of the CPI from
1992 on) or the estimated reduction in rewu"t
health care cosu for the year-whichever A as
greatr.

The Flow of Funds Through Regional
Alliances and Health Plans

Regional balances would receive funds from mult.
pie sources, which they would then allocate to
health plans and to other uses. The proposal speci.
fies who would bear the financial responsibility in

CWA"TU ONE OVn VIrw OF THE F'OPOSA£, it
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p lar crmms if ovtlw fom alUiaes
-4-4WWW intlows.

s. . of .Fv for Reqleu AilUkae Re.
gInaMl aian would receive paymeu from the
foUowinswxes:

o Pynu (Mfectng ppWrpae reductions
because of subsidies) from employm;

o Payments (Mflectin as ductiocs
because of subsidies) from famibes for the
family share ad, in some cases, for pat orally
of the equivalent of the employer sha e;

o Risk-adjustment payments from firms that wr
eligible to form corporate alfiances but decided
to join resional aWllans:"

S Paym ts from corpomte alliances for pan-ime
employees and for employees inwo-.work-r
families who chose to participate in plans ,.
feared by regional alliances;

0 States' payments for AFDC ad SSI beneficia-
ties. who would make up the continuing Medic.
aid population;

o States' mAintg.we-of-effort ayments, includ-
in1 those made on behilfof I ,.income people
who would no longer be eligible for the resauvc-
rured MedJcaid pmgram; and

o Federal payments for subsidies and for Medicare
beneficiaries who were enrolled in plans offered
by the regional alliances, " well as the federal
sham of Medicaid payments for AFDC and SSI
beneficiaries.

Although Medicaid beneficiaries would be en-
rolhng in plans offered by the alLiances, Medicaid's
payments to alliarce on thei behal would m be
relay td to the actual prmiums of those plans.
Ratwr. the payments would generally be 95 percent

I) If 1  *wbe ovi, aw n b ,m s byp g es twdbyd
OM tme" "em pew nk atOb m n es oo a by ft
Itjmpt NWeeWO Pk , lea WWAd "Y nak-d mtd p s.
- IV for tlow T u dadjnaw * p b gieeaW

d wI D l ow tI

o( wha Medcaid would hav pid in 1993 for the
Mvicm in the add benefit package, updaed by
M iaWspi c IfliMON fa-torsntl the fist
yw of the state's pticipatioand by tbe general
bulth can Inlatiom factor theater. (Tbose
amommt would be esimatd se pVately for the
AFDC ad SSIpopulation.)

Federal payments for subsidies would, in effect.
be roid payments band on the difference be-
twenan allitce's payment obligations and
amounts reeivable from all other sounds. As dis-
cused below, however, the proposal specifies cer.
Win sbortls between inflows and oudlows that
would nt be considered federal responsibilities and
would nt be included in the calculation of those
reidual amounts.

Us of the Reglonal Allices' Funds, The funds
of the regional alliances would be used pnrmanly to
Make payments to health plans and to pay the all-
ances admiistraive costs. Regional alliances
would also pay the federal goverment 1.5 percent
of total premiums in order to help the government
fine academic health cents and graduate mne..
cal education. In addiioo these alliances would
make payments to corx te alliances for two-
worker families who elected to enroll in a plan
offer d by the corporate alliance rather tha in one
offered by the mgioaM alnce.

Heath plas would not, however, receive their
cwl pre is amounts. Iwntad. they would rt.

ceive a pr ca ait amount for each enrollee. that
amount would be bsed on a weighted averalt of
the a per capta pmemium the plans had negou.
arod with the alliance and the amounts tat Medic.
aid would pay for the AFDC and SSI populauons
The weights would reflect the relative siuz of those
populadons in the aloac as a whole.

Rsgional alliance would also adjust the per
capital mounts o reflect he itSk status of each
pla's euroles. The risk adjustments would be de.
siped to proe plans that enrolled people whose
expoled use of services was higher than that in the
allianc. as a whole. Risk adjustments could also be
mae for plans that enrolled dispropo donate nurn-
ben of AFDC or SSI beneficiaries. Plans would.
however, have to absorb part of the cost..shLnng

- - - IF*Wwy Im
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they would generally sequin, of participants. because
MO&ai bemeZimie would pay only a small
porion of IL.

A lOCetiof of Risk for Adml ttve ad Esil.
Md Errors. TU payment obUigaton of region-
aW alliance would ecaed tikreips for a variety
of reas . Sbo-seem problems with bcahflow
could result 1o administative problems, dispari.
t"inI the timing of recepts and payments. and
estimating error,

The federal ovemmeas would not accept ftan.
ci rpnqwsibility for cash flow problems arising
from administrative errors that exceeded certain
limits; such enrors would occur prmarily in da:.
mining eligibility for subsidies. Allances could
borrow from H]HS for shbtfalks resulting from such
errors, but the states-not ainces-vould have to
repay the loans through increases in their maine-
carce-of-effort payments.

Regional alliance could also borrow bum 10
for shortfalls arising from disparities in the timing
of payments and receipts or from lors an estimates
of the factors usedt o determine their inflows and
outflows. These factors would include the number
of extra workers in couples and two-prent families,
the proportion of AFDC and SSI beneficiaries a the
alliance, the distribution of families in different risk
categories, the amount of premiums that would not
be collected. and, nder certain* im , the
distrbution of enrollment in plans with different
levels of premiums. The loans would be repd
through reductions in future federal payment to the
Alliance.

In the first yaar of operation, boweve, no alli-
ance could borrowmai than 25 percent of its esi-
mated toual pumiums frm HHS. a mb eqwt
yearsan alliances OWaloutstanding loan sa
could not exceed 25 patm of its premiums in bhe
previous yw. The Secrwy of the Treasnry wt uld
be authorized to advance fuN to ds IS to cover
loans o regional all-mom but de tool balwe of
advanced funds could not exceed $3.5 bilon r any
time. Regioval alne would ao be ale to
borrow in the private credit market, but they would
be prohibited from using tax-exempt financial.

Controlling Health Care
Costs and Limiting the
Financial Exposure of the
Federal Government

Besides ensuring univenal coverage, the other major
VW of dw Admanisrazon's proposal is to coatrol
tew rate of rOwth of health spending and. as a
comulay, to limit the finance ia exposure of the
federal gOVermenL The proposal employs a two-
pnnged apprioch to controlling costs: reliance on
market forces and, as a backstop mechanism. federal
control, of the level and rate of growth of perniuJm
It alas attempts to limit federal payments to sib-
anch, for subsidies.

Market Forces and Cost Containment

Competon among health plans in a regional all-
ince is one mecbanism through which the proposWaI
intends to control costs. Unda the propose. how.-
ever. health plans would compete on a difft:rnt
basis than they do today. Those in a regional alh-
ance would vot be able to compete on the basis of
the benefits they offered, as do current plans. be.
cause they would all be required to offer the sme
standardpackage of benefits, including standardized
cot slrng, to all their enrolms. Moreover, sup-
plesentary policies to cover additional serves
would generally have o be available to any appb-
,ant, subject to capaity and financial constanu
Phas would therefore compete on the basis of the
quality and convenience of their services and on the
lvel of their premiums.

FPa lnes puchasing health coverage through a
mgk allian would have incenuves to select
less expensive plans because the payments that
employee would have to make would be indepen-
dent of the plans their employees selected In prin.
ciple, families with workers who selected plans with
premiums above the weighted average in the AUl.
ance would have to pay more than 20 percent of the
premium, and thoseselecting plans with premiums
below the weighted average would pay less thr-n 20

CHA~qlm ONE_ OVIRVIEW OP'" 1M PROPOSAL 21
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pme (Ta m& not always be sthe cae be-
cause of ohr aduMmMM u a =Wie for
lo-w-nome familis.,or becauose h mployer ped
mor tn the minimum qujbv) FAMWle for
whom no employer was ayimg prm i u. incldg

nometisefamles with no workers, would also
have smtng ieatives to choose plas with lower
premiums. They would have to make a de-off,
however, if the lowest-cost plans had hih er cost
sman.

Cto~gthe mG toBox 1-2.CoutomqtheLevel and Growth o1 Prem~ums

The M atb o premiums would be Implemntd
diffoemny in regional and corporate alliance Th
Nsonal Health Dowd would eftablis the initial
M&Ximum per capital pnmium ta would be peit-

ted in each regional allimce: it would aso set limits
on its gowth. In con'a rs corporateaiances would
expeance controls only on the rate of growdr of
their prtmiums.

Setting Initial Premiums
for Plans in Regional Alliances

The foUowing s es describe the proce for awbs-
Uishing and forcing the initial level of premiums
for regional "im in stau chose to cnter the
system in 1996.1

The Natnl Healith Boed would wt a baselne
target for th national per capital premium baud on
expeadirtwe for the stmda benefit pwae in
1993. These expenditues woK, however, exclude

spending for mp s such a bneficiaits of Aid to
Families with Depmndent CM i, Supplem al
Secwury Income, ad Medice.

The t t would also reflect expecwd iura
in use of mvices by people who wm uninsured or
had covered that was ls compneesiv than the
standard benefit pacar, declines in ucompeased
care. antmcpated redaoms in au se htling from
higher cast sharing, and cost-sharing Wamounsha
would be requi for serve covered by d ma-
dard package. It would also include a allowance of
up to 15 Fercent to cove the administrative cou of

I. A semU pP- eah a tfot d fr 0fl *am beSu
is I97 W IM.

healhplans and alliaces and testing state taxes onmiums for health insurance. The board wold
ifte theM 1993 nadonal le target to 1995 us-
ing an iaon factor based on the rate of incre
of heath spending by the private sctor but not more
than 15 permt over the two-year period.

By the beginning of 1995, the board would
adjust she 1995 nonal baseline taget to establish a
target for each mgional alliance that would be oper-
atial in 1996. The adjustments would account for
variations among a inces in health spending. Lur-
sac coverage, and spending by academic health
centrs. To obt-i the 1996 targets, the baseline
amount would be increased by each alliance's infla-
tion factor. Ta factor would be the general health
ca inflation factor adjusted to reflect changes be.
tween 1995 ad 1996 in the health staums and demo-
gphic caracteristics of each alliance relauve to
changes in the aton as a whole.

Health pla in state that was planning to stan
parriipatng in 1996 would then submit their bids
for the per capita premium to each reponal alliance
in which tbey wished to operate. Each pLa's bid
would reflect its eamat of the average per capital
prIum for the standard benefit package in a par.
dcular alliance. Plans submiting bids would do so
with the understanding that the board could, under
circumtanceis described below, subsequently lower
thur bids, nd they would I6ve to accept any such

Folwing a negotiation period duing which
helhplans might volttajy lowertheir '.id. each
neiocal alli would subAit its final bids for the
per ceta prmium om their be,,wtAh - to t
Nadonal Health Board for review. Ibeboad would
use iformaton from the Al-.Ait to simwate its
weighted average bid; each plan's bid would be
weighed by the expected enolment in that plan
The result for eah alliance would then be compared

F~hW"1IM
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-o- - IsoIm shopping by consumers would be
easierbecase thereioalaffian would provide

kndma tion about factors sc as the quality of ca
provided by eh plan ad conumr would no

with the trget for dat alUan's per capita premi.

U the weighted average bid exced d the wget
for thealliace, the board would notify the &iac
that it wu so in compam. It would also notify
all plans who bids were above tw uaget tht they
would face compulsory reductions in their per capts
premiums it tbey did not lower them voluntary.
Tb reductions would be pa e cPtae of the amount
da ther bids exceeded target and would be
desi d to lower th weighted average bid to the
trgeLt. as with bids under the tget would not
be affected.

Any plan that chose not to lower its bid volun.
taily would have its per capital premium-that is, the
amount that would determine its funding from the
aslla -rsducd by the board. As a consequence,
the plan would be required to lowe its payments to
providers. Tbose cuts in payments would reflect the
proportooalreducuoan the pla's premium . .ad
justed for the anticipaed increm in the volume of
services that would result from the lowe payments.

Limiting the Growth
of Premiums

After its f&Mt yr of pamcipaiM, a region al l-
ance's targt for the per capital pre ium would be
the ta t for the pmvios yem r upda by that alli-
ances inflati fcto. This infladoo factor could
differ in two ways from the definition used in the
initial year. Frst, it would reflect my canes in
t demogpic chartiss of the e s ali-

ance that occurred because a corporte alliachad
termed and its members b enrole in the re-
giotWalallanc. A second adjustment would oceur if
the actual per capital premium for the alae ex-
ceeded its Utrg in say yeur s result of mome
people erolling in high-cost plans than expected. in

oWebe coacamed about diffcrences in benefit
p a that were artd to detect. Anual open-
enollmn peods would lsof tae movngout
of plans that consumer found unsatisfactory.

this cam, the aia 's inlation factor would be
reduced for the wext two years so that health spend-
WS is dh aia would be reduced during the two-
year pao by enough to offset the higher expendi-
tU made in tth previous yenr.

Water the initial yer, changes would also be
made to the prcc,..v for determming the amounts
by which bids for dhper capita pretmum would be
reduced for a regional alliance that did not comply
with its tart Todetermine the extent to which a
plan's bid was too high, the board would compare
the current bid with the folowing amount: the
previous yea's bid plus the premium target for the
curnt year. less either the premium Uaget or the
weighted average bid, if that was lower, for the
previous year.2 Bids submitted by new plans would
be cotmpred with the tauret for the alce's per
capital preum. The emainder of t procteure
would be the same as in the *W tayear.

For corpoate alliance, the cap on the rate of
growth of premiums would be based on a compan-
wm of the rate of growth of the thme-year moving
average of per capita ipending with the re of
growth of the thme-year moving average of the gen.
eil health car inflaiou factor. In 2001, corporate
allianceswould have to start reotimg their avegle
per capital expenditume for the preiou three ye
to the Secretary of Labor. If the rate of growth of
the spending meure exceedt re of growth of
the inolaion measure n two years out of three, the
alliacwoWd be termiated and its members would
eoU in plans offered by theirregionWl alliances.

Th boardlso would estimate targets for per
capital premiums for single-payer states. If per capi.
ta spending for the standard beDefit package in those
state exc the targets, the saes would be re.
quind to reduce payments to providers accordingly.

2. ta on *n do pay's bd for ". jevY yakw d

be" 4srdwW aovet, in ow- a so( tg w xk~im
b@WeWd sUO bt ,eb&WW&d
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Pbermoe, imit the eachIsion of em-
picyi-paldInsuance pet ws fro m ployees'inme would heighten consumers' awwmea of
costs oce the new system was tully phased in.
Enployerpad premiums would be excluded until
2004, however, ad then only employer-paid pmi-
Urns for policies cVeIg addital menTkW would
be included mployees' taxable Iniome. Mom.-
over, the pmrpoal would subsan aly expand the
incme tax subsidy for rsmiums paid by the self-
employed, further limiting the effectiveness of mr-
ket forces in comaining costs.

Controls on the Level and Rate
of Growth of Premiums

To supplement the effects of market forces in con.
training health camre costs the proposal includes
provisions for federal control of premiums for the
standard benefit package. The principle underlying
the proposed controls is that the national per capita
premium fo, the standard benefit package should
increase each year by no more than the general
health care inflation factor. For the period from
1996 through 2000, the values of that factor would
be the increase in the C?! plus specified amounts-
1.5 percentage points in 1996, 1.0 peete point

in 1997, 0.5 percentage point in 1998. and zero in
1999 and 2000. After 2000, if the Congress did not
specify new inflation factors, the default factor
would be the percentage increase in the CPI com-
bined with the percentage growth in real GDP per
capita. (Adjustments would also be made in 2001
to account for at least a portion of the increase in
the actuaial value of the benefit package that would
occur in that year.)

How the controls would be implemented would
differ somewhat in regional and corporate alliances.
The National Health Board would establish both the
initial maximum per capita premium tht would be
permined in each regional alliance ad the limits on

Is gemw. CO oWale tanes howevarowold
aPinie o IS oy on the raen of growth ot

initial lvel, o) the pmiums.NR R (on
ege 22 d 23) de bhe 6prOeMsMSel that would

be used o se the targets for repoa sad co rute
alliancs, asWell Ias the Mcnuuecs of breaching
the tergm.

Limits on Federal Payments
to AUlances

1na furlhe a emPt to limit the federal gov ¢nt
meat's fianal exposure, the proposal bsu rn,.X,
mum total federal payments to allia es of the ful
lowing amounts: $10.3 bilion in fiscal yeas lo,
$28.3 billion in 1997, 575.6 bilon in 1998. S78 9
billion in 1999. ad 581.0 billion n 2000 Aflte
2000, the Limit would be the previous yas l,11,
inflated by the increase in the CPI combined -A it

the avege annual percentage change in the popuia
tion for the previous three years and the aerar
anual increase inM real GDP per capital for the pr r
ous three yeas.

The ropos also includes the procedures to tw
followed if federal payments to whancts ^crr t
pected to exceed the liits. In ptiucular, the pre,
dent would have to recommend to the Convrr,,
policies to resolve the convict. The propo ii a,,

States that these rCcommendaUton wuuld be con,-i
wid in an expedited manner and wouid r,,-
subjeted to the routine procu&raJ hurdles t ta arrAj

to slow Congressional consideration of lq,%aut,
Because the Coness su the constitutiora nl; i,,
make and cnuge its own nrjes, however. proc ejufj
mechanisms cannot guaiaite thatan traiso ,11 i

comsideredL If the Conopss took no c-O'h Lr

cowls might be asked to decide wuch pow, o
the legislation took precedence-paynnts to uhf
allianesto ensure coverage of the spec ified benref,(
or the limits on federal pAyments.
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Financial Impact of the Proposal

T w o of the major objectives of the Adminis-
amcon's heaJth propoWa mt o slow the

growhLa overall national health expindi.
wtas a d to reduce the rentless pressum that

"prnanml for major health programs places on the
faden budget Betwee 1965 and 1993. national
NALath expc dtue s ewftiro 6 pecent to 14 per-

ncn of grms domestic product The Cogressional
Budett Office's (COs) projections suggest that
Ns fig w W nse to 20 percent by 2004 if the

,OI syIsm is no Changed. Over the 1965.1993
perd. federal spending for health incvrsed from 3
permer ntto 17 percent of budget outlays. Medicare
ad MedAcAud sre the only major fedea programs
sUi am expected to Vow faster taw the economy.
and thtr growth will begin to drive the budget
deficit upward again in the second half of this
dec Ade

lally. 't expansion of health ksuance cov-
trage La the Adrnnisttion's proposal would in-
cmaseuona lMaltb expcditues, but the limits on
te growth ofhealthnsunce miums Uad the
proposed cuts in Maducae would teduc spending
for beathL oelown rue. By 2004, the proposal
wdd hod naoa health expendturs about SISO
NIbon below the bauscl level. CDO and the Joi
Commrne on Tamamm esimate th the Adminis.

OO's heath propose would M ra hM e federal
defii by a md& amount as the proposal was

hased ix But in the longer nn-after 2004-it
hods out the promise of reducing the deficit

CBO has published estimates of the cost of two
s4inls.ipycr plans (H.X 1200 and S. 491) am four
balls from the previous Congress and will soon be

providing estimates for other pending proposals.'
Several of those, including the Administration's.
would make massive alterations in the current sys-
sem for financing and delivering health care. Esti-
maes of the effects of such sweeping changes on
overU health spending and its components will nec-
essarily be much less precise than estimates of in-
cremental modifications to existing federal pro-
grams. Nonetheless, estimates of the effects of dif-
fernt approaches to health reform provide useful
comparative information on the relative costs or
savings of alternative proposals.

CBO's estimates of the effect of the Administra-
tion's health proposal on national health expendi.
am & the federal budget use CBO's baseline
projecdons a eiwr starting point. The Economic
and Budlet Outlook.- Fiscal ears 1995.1999 (Janu-
ary 1994) describes CBO's current economic as-
sumptio uand baseline budget projections. A CBO
memadum "Projections of National Health Ex.
peuditures: 1993 Update- (October 1993), sets out
CDO's baseline projecdons of national health ex-
pemditue. For comparability with the Admirus -
tion's flprwes, CO's estimates aume that the pro-
posal is en&ct during 1994 and takes effect on
shue CEO assumes, as does the Administr-

on, that 15 percet of the relevant population
would participate in health alliances in 1996, 40
percent would participate in 1997. and 100 percent
would participate in 1998. Finally, the estimates

. Cson 10 dg Offim, " mnB o( Hah Canw Piopxhe ,k 10'led CoSUU" CDIO Iw' (iJy I99).

Best Available Copy
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usume tat the proposed methods for ooailnng
die rate of grwth of pumlums for the standard
benefit package •'uld be completely effective.

How the Proposal Affects
National Health Expenditures

Ooce the Adminisratioo's propoal was fuly inple-
mented, it would significantly reduce the projected
growth of national health expenditurea.I provi.

siam for coveing the uninsunr, providing better
coverage for many people who already have insur.-
ance and establishing a new federal prormu= of
bome- uad ca uAtybased care for the severely
disabled would incrtuse the. demand for health can
sevics. But the limits o the growth of health
insurance prmiums and the reductions in the Medi-
can program would hold down health spending.
For the first few years after the proposal was in
place, the inras in spending would exceed the
decrases, and the proposal would raise national
health expenditurs above the levels in the baseline.
From 2000 on, however, national health expendi-

Table 21.
Projections of National Health Expenditurs Under the Admlnletration's Halth Proposal,
by Source of Funds (By calendar year, In billions of dollars)

Sourceof Funs 1096 1997 I998 1999 2000 2001 2002 2003 2004

Baseline

Private 614 681 712 768 624 68 952 1,022 1.095
Pu ,c

Fe l 379 418 460 506 55 610 670 735 607
Heatanoss 0 0 0 0 0 0 0 0 0
State and loal f 14 J 1 ,,l J 4 1

TOa 1,163 163 1.372 1,468 1,613 1,748 1,094 2.0S2 2.220

Change.from Iasellne

Ptiv l-4 .187 .387 4 .,40 ,410 54 401 450

Federal 5 4 .49 46 .79 44 -93 .106 .127
Health alkcle 74 2 542 563 56 35 6 703 740
Sateaand kxi .LZ :0l iff :2 Z1 M :L? M 1142

Total 13 22 40 1 -30 .48 .75 -110 -150

Admlnlstration' Poposal

Prite 555 w 6 325 344 363 376 396 422 46
Puc

Fedel 364 412 411 437 478 526 577 62? 681
mmAlaliances 74 206 $42 583 55 s 635 68 703 740
state an local 12 _ I 3 15__.34 ._.L4 5 7. . .17 7n

ToWa 1,176 1,285 1,411 1.489 1W583 1.700 1,620 , 1.942 2.070

SOURCE: Cwamww B OlO".

F*Wwy Im
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ams would fall below tde baseline by increasing
amounts. By 2004, CDO projects ta total spend.
iag for health would be $150 billion-or 7 pecnt-
below wbere it would be if cwrent policies and
trends continued (see Table 2-1). National health
expenditures in 2004 would represent 19 percent of
GDP-more than a pentage point below the base-

The Adminstration's proposal would also sig-
nificantly change the composition of national health
expenditures. A substantial amount of spending that
is now being financed by private payments and ex-
isting government programs would be channeled
through new public entities-the health alliances. In
2004. the alliances would collect almost $750 bil-
lion in premiums from employers and households,
subsidies from the U.S. Treaury, and other reve-
nues and would disburse the same amount in pay-
menu to health plans and in other expenses. Under
the proposal, private health insurance and out-of-
pocket payments would pay for $650 billion less in
health spending than in the baseline. And other
federal, state, and local government programs would
fund almost $250 billion less.

The projections of national health expenditures
by source of funds are not intended to portray the
effects of the proposal on the budgets of families,
employers, or governments. The national health
accounts allocate national health expenditures ac-
cording to who directly pays for the health insur-
ance or services-not according to who ultimately
bears the burden. Thus, the Medicare programis
counted as a federalactivity, although the progm
is financed by payroll taxes, general revenues, and
premiums paid by households and employers. Simi-
larly, spending by the health alliances is shown as a
separate category, even though it is financed by pre-
miums from households and employers and pay-
menu by federal and state governments.

would pmovide federal subsidis for low-income
families and Certain employers, alter Medicae And
Medicaid, establish new benefit pro*grms for long-
term came and supplementalservices for children,

anictur the system of subsidies for graduate
medical educaton and academic health centers, and
make changes in numerous other federal programs.
In addition, it would raise Social Security outlays
by providing subsidies for early retirees and encour-
aging more people to start collecting benefits before
the age of 65.

Higher levels of receipts by the federal govern-
ment would offset most of the additional spending
The Administration's proposal would increase ex-
cise taxes on tobacco products, levy a payroll tax on
employers that established corporate alhances. ex-
tend the Medicar Hospital Insurance tax and cover-
age to all employees of state and local governments.
exclude health insurance from cafeteria plans, estab-
lish a temporary annual assessment on employers
that now provide health benefits for early retu s.
and make permanent the tax deduction for health
insurance premiums of the self-employed. By irrut-
ing the rate of growth of health insurance pre-
miums, the proposal would 'also reduce spending by
employers for health insurance, raise earnings or
other taxable income by a corresponding amount,
and increase collections of income and payroll
taxes.

On average, the Administration's health pro-
posal would incrm.s the projected deficit by less
than SI5 billion a year between 1995 and 2004 (see
Table 2-2). In the last few years of that penod.
however, the proposal's effect on the deficit gradu.
ally dissipates. After 2004, the proposal could
potentially reduce the deficit.

Health Insurance Premiums

How the Proposal Affects
On-Budget Programs and
Social Security

The Administration's health proposal would affect
on-budget federal spending in several ways. It

Determiing the average premium to be paid to
health insurance plans is one of the most c'nucal
elements in estimating the cost of federal subsidies.
The higher the estimated premium, the higher will
be the estimate of subsidy payments by the federal
government.
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CBos eimco of "h avo~w pmmkV= fol- crew ia the use of heath servicts by UNUiv~uii
lows OW metbodo ogy secflin uSectain6002 of who an cunttly umU~d or wbo have cOYvmlc
die Ac iustrwo's proposal. TMW e&wuafs Po- bM Lais ucomprhunsv* thea du w adard benefit
ceeds in thre steps: acam , th iniial aMMWXoI of peckAg; awd divide the resiu by ft. number Of
hsaitb psadii; in thu boas ~w would be Poid psopIs coveed by uliawie ptn~ums. Tb. cakWa&
for by premiums co~leced by the hallanc; iunme doe of bthe qne prmium excludes speadial 0n
that ban, amount in prvpwctioc to the expected in- beWi of Medicaid cash miapients. for whom the

Table 2-2.
Estmatd Or~udgWr and SocialSecurity Effocts of the Admnstatitons Heath Proposal
(BY flacal year, In billions of dollars)

11196 1"? 19W 1999 2000 2W01 2002 2003 200

Oulays

Subeody ParW
SutbId*&for emp~oyors
Sub$Kb..efor fanIT.U4
State mintoanci-

oflfl psyrnnts
subtotal,

Mdcar
Dug bonoflt
Program M""lQ
Oft,.t for ernpoyd

bonofcaarlos
OterChang"

s~vtotmi
Med'ca'd

DscwinfuWdcoverage
PmmuWri~ nts P-4OSH afts
OtherChng

Sub"
Long-Term Car Swwfit
Supperntwor Svso

lforChikkn
Md"caEdUCatOM
Public Hathi SaVft
Departmment Of Defena
operfrnt of Veteras MAfaki
Fedtrai Efolos

HIeath 1Snefltu
VAC Program
OherAdnwwatrt~v aWW

SW4Jp COel
Sod& Secunty
Assewlom tto( Mod"ca

Education

Total, Outlays

5 17 44 5 5M 87 81 92 102
* 20 54 67 70 77 63 89 95

_I _& :M _M _In -21 -22 *23 .24
9 30 82 102 108 T2-3 -1-42 158 173

6 15 16 17 19 21 23 25 28
.7 -12 .10 .28 37 -45 .54 45 .7

.1 .2 4 4 -. 4 .9 .9 .10
I 1 a.- J .. 1 2 2
a 2 -4 -16 -24 -30 -38 -47 -57

.2 .7 .19 .27 -31 -N4 .38 -4.3 -

.1 -6 .14 -20 .24 -28 .33 .39 .45

* a .3 .-3 -4 5 4 . 4

* a 1 2 2 2 2 2 2

A~ A A.~ A ;i ~2 ~L9
5 36 54 50 43 51 al 60 53
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Alkac. o Wuhdbe wpwy uimbm. ad C0. eaaiuo( tl* bw a.Lubtof sprodlASi
19"W64 for peple *t o uld tobe pp eozg taWckWN&U all m epnyaw bibo a watw pt~.
in bealtb eUme, ocutswMWdicsiu suefcwwns ms, nwbsdi m viae sadlocal ovaurmots
wbo wasse mecupoye ad memben o( Ude enued for pub I bpitassmad chonic.MVt of mw anad
fOMNesan tewve duty. localsubidies (cc mecaiW mtubuna&UllMedicaid

Tab*e 2-L

1996 1997 199 1999 2000 2001 2002 2003 2004

Inborn. and PayroN Tams
on Aod~oonW W*" a. 1 4 8 12 15 22 28 34

IncrAme in V" Et*" ax
an Tobsco 1 1 1 1 10 10 10 10 10

Assoa winlan C4Mmorto
Afte oEmpoywi 1 2 2 2 1 1 1 1 1

Ekiwna'oof ModicsHIlTax 2 2 2 2 1 1 1 1
Exck~ iof oW" eJ~trsAirsoI

ffon CN"teGPwa 0 1 2 3 4 5 6 7 7
Aaawn~enl on Emptyms

ft r46e Ue$sidaes 0 0 3 5 5 2 0 0 0
Doducbon of 946.h flnursw

fm ft W-amErpivya .1 .1 .2 .2 .2 -3 -3 .3 .3
OwChang -9 1 .1. 1. 1 1 1 -21 -2

TowJ.Ayew 14 17 22 29 33 35 40 46 53

Deft

TotalEffec 1 20 32 21 10 16 22 14 a

SOURCES: CiWy3SU"r SVuIOffi; JOa W flfftW n wa &S8m

NOTS: 081a4.WPPEWOEftb Onhoufb WIC m SpoamiSuppiwmnwaFoo Pmogrum O Www*. hva .wid Chorqn. 141 a pospul

Tmre w uIn tble * a ien eIn s~ avroa mof IW!o"eI Mor rIn Socles.J umjly rViavw fbe ymw ftlo v.

myou-P emu ~ We mS4JgeIEnbeasnienActof 1190

4. La 3s wUI aiwi
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speadin for m oecsh beufliarin aWd federal
Medicaid paymou for dispo oame shre hospi-
talc. For ur iaud people, CRO um , an estimate
of induced demand employing the aumptions de-
scribed in its memoaadw "Behavioa Assump-
tions for Esnaing the Effects of Huth Ca Pro-
poWsa" (November 1993). The esum ate also as-
sums that the Administrution's standard benefit
package would initialy be 5 percent more expensive
than the average benefit of privately insuwd people
in the baseLine.

The esti mated total premiums and employer
shares per full-time-equivalent worker in 1994 for
the four types of policies specified in the Adminis-
trauon's proposal are as follows:

Toua Employer
iEMM fl Sh-"

Single Person
Manied Couple
One-Paent Famly
Two-Patnt Famfuly

$2.100
$4.200
$4,095
$5.565

$1.680
$2.315
$3,033
$3,033

These estimated base prermums are assumed to in-
crease annually according to the fomiula specified
in the proposal, including an additional increase of
5 percent in 2001 to cover the expansion of dental
and mental health benefits scheduled in that year.

Employers would collectively be liable for up to
80 percent of aggregate premiums (before any sub-
sidies) under the Administration's pwposal. Their
actual liability would be less, however, because
families without qualfied workers would themselves
be liable for the employer share. In addition, the
percentage of premiums paid by employers collec.
lively would not be the LOae as the petrentale paid
by a particular employer. Individual employers
would actually pay 80 percent of the average total
premium only for single worker without children.
Because the calculation of the employer share for
each worker takes into account the number of extra
workers (working spouses) in couples and families,

2. CIO bUmw dO Admaisnnooe's pe of am IPmMWn for
19 to iu'wa thea ffem of t hprpoml Se Domew Potcy
C&AaiL N Nth JA Srw'uy..- T Peuw we a.e., moOe A eww
POOV4 ((kOlW61993 L PP. I I I. I M

the employers of wmaried people and single parents
(whow employer share is calculated in combination
with that of two-parent families) would ge Mly
pay less than 80 percent of each worker's toa pre-
mium. For married couples, the employer share
would be 90 percent of the total premiums for all
couples divided by the number of couples plus extra
workers. For one-parent and two-parent families.
the employer share would equal go percent of the
combined total premiums for all families divided by
the combined number of families plus the number
of qualified extra workers in two-parent families.

For example, employers would pay $2,315 for
each member of a maied couple who worked full
time. If only one spouse worked full i-e, that per-
son's employer would pay about 55 percent of the
total premium ($4.200) for the couple. If both
spouses worked full time, each spouse's employer
would pay $2.315 to the alliance, and both em-
ployers together would pay 110 percent of the tol
premium.

On average, families would pay 20 percent of
the premium, less any subsidies from the federal
government, but specific families would pay more
or less depending on their choice of plan. In addi-
tion, families with no workers would generally be
liable for the employer sham of the premium for
their type of family. CBO's estimate assumes that
the payments of employers and families are based
on the avenge premium for each type.

Corporate Alliances

Fiums that formed corporate alliances and their full-
tine, low-income employees would not be eligible
for federal subsidies. Terefore, the estimated num-
ber of firms with more tan 5,000 employees that
would elect to form a corporate health aiance is
another important factor in estimating the budgetary
effects of the Administration's proposal.

The decision to establish a corpot balance
would depend largely on how much a firm thought
it could save by staying outside the system of re-
gional alliances. A firm would tend to rind it ad.
vantageous to establish a corporate alliance if its
average employee had a much lower level of-health

1*Wvy I



PINANA1A T*A'"T F THE PROPOSALI I

spedng than the aVera participant in a regional
alliace. But a firm that eutablih d a corpoate
alacwould also bear veal additional costs: a
1 pect tax on its payroll (including the earnings
of part-time worker , who must enroll in the re.
gional alliance in any event), subsidies for pr-

.uums of full-time workers earning less than
$15,000 per year, and the loss of the 7.9 percent-of-
payroll limit on premium costs, which would other-
wise be phased in over eight years if the firm joined
the regional alliance. In addidion. because the pay-
roll tax would start in 1996-whereas most regional
alliances rae not expected to be in plae until 1998-
many firms that elected to form a corporate alliance
would have to pay tha tax for two years before
receiving any benefit from their decision.

Based on data from the Bureau of the Census's
Current Population Survey of March 1993, CBO
estimates that the avenge firm would have to ex.
pect savings in premiums of about $800 per em-
ployee in 1996 to make it advantageous to establish
a corporate alliance rather than enroll in a regional
alliance. The firms meeting this condition employ
an estimated 23 percent of the eligible employees in
large fius. That percentage would decline in laser
years as corporate managers had a greater opportu-
rty to observe regional alliances in operation and

became more willing to make what would be an
irrevocable decision to join a regional alliance.
CBO estimates that after 2001, corporate allianmces
would cover II percent of the eligible employees in
large fihms. CBO ao etimates that about three-
quarters of the employee anow covered by multi-
employer plans, nual electric and tlephooe cooper-
atives, and the U.S. Postal Service, none of which
would be subject to the 1 percent payroll tax, would
ultimately be in corporate alliances.

Subsidies for Employers

Employers that participated in regional alliances
would generally be eligible for federal subsidies that
would limit their required pmiums to 7.9 pacent
of their payroll. Small firms with low average
annual wages would benefit from limits as low as
3.5 percent of their payroll. The wage brackets for
determining eligibility for these larger subsidies
would not be indexed for growth in prices or wages.

CBO based its estimate of the amount of sub-
tidy paymnu to employers on County Business
Pattems data for 1990 collected by the Census
Bureau. These data cover employment and payroll
for 5.1 million firms. CBO has adjusted the dau to
mach tota payroU in the national income and prod-
ut accounts for 1990 an to reflect growth in em-
ployment and wages after that year.

An employer's required premiums wouId de-
pend on the number of its workers who were en-
rolled in regional alliances and on their family type
Employers would not have to pay premums for
employees who were dependent children under 18
or dependent fulJ-time students under 24, or for
employees who worked less than 10 hours a week.
employers would pay only pan of the employer
thare for employees working between 10 and 30
ours a week. They would pay the most for
workers in one- and two-paent families and the
les for single workers. The estimate assumes $hat
the relevant characteristics of each firm's work force
match the average for its size and industry, as cacu-
lated from the March 1993 Current Populauon
Survey.

These dat allow CBO to esumate each fir's
liability for premiums as a percentage of ,u qualh-
fled payroll. They also provide esumates of full.
time-equivalent employment and average wages per
full.-time-equivalent employee, which determine the
maximum percentage of its payroll that the firm
must pay. The stmted federal subsidy is U e
excu of the fim's percentage liability for prr.
miums over its limit. multiplied by its qualfyinS
paymuU.

The fina estmate incorporates three ad)ust-
mots to the figures derived from the County Bus.
nets Pater data It adds subsidies for employers
not included in the data-employers of agrnculruraJ.
milroad, and domestic workers; employers in Pueno
Rico; and (after 2001) state and local government
It removes estimated subsidies for firs choosing to
operate a corporate beth balance. And it takes
into account incentives for low-wage workers to
minimize their premium liability by clustenng in
firms. As described in Chapter 4, CBO esumates
that such clustering, or sorting-incluchng Ahat
already appears to be taking place without the in-
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centives in the AdministraIon's proposal-would
increase the amount of subsidies to employers by 9
percent in 2000 and 14 percent Lt 2004.

In total, federal subsidies for employers ar
projected to rise from $5 billion in 1996 to $58
billion in 2000 and $102 billion in 2004. Em-
ployers with up to 24 fu.ime-equivalent em.
ployees-which includes over 90 percent of em-
ployers but only one-fifth of workers-would receive
44 percent of total federal subsidy payments to
employers. This percentage would decline over
time, however, as rising wages pushed some small
employers out of the t'grer subsidy brackets. Pr-
ium payments would be capped for about three-

quarters of all employers, representing over one-half
of qualified employment.

The rapid increase in subsidies for employers
between 1996 and 2000 primarily reflects the grow-
ing number of workers enrolled in regional alliances
during this period. Subsidies continue to grow
thereafter because employment levels rise, health
insurnce premiums increase more rapidly than
wages, and state and local governments and addi-
tional employers electing not to form corporate
alliances become eligible for subsidies.

Subsidies for Families

Under the Administration's proposal, families (in-
cluding single people) who pamrcipated in regional
alliances would be eligible for a variety of federal
subsidies. Families with low toal income could
receive subsidies for the family portion of the pre-
muum. Families with low nmewage income could
also receive subsidies for the employer share of the
premium. for which the family would be liable if it
did not have a full-time wage and alary worker or
the equivalent. In 1998 ad teafter, retirees aes
55 to 64 could have the ful amount of the employer
share of their family's prnium subsidized if they
would be eligible for Medicare at age 65. Further
subsidies wold help low-income families pay cost-
sharing amounts.

CBO based its estimate of premium subsidies
for families on the March 1993 Currnt Population
Survey (CPS). Using the data from the CPS and

the rules specified in the proposal, CEO grouped
iadividuals into health insurance uniu, excluded
ineligible uniu (for example, Medcare beneficiaries
who were not employed and people in corporate
afiances), identified units that would be subject to
special provisions (for example, recipients of Aid to
Famniles with Dependent Children or Supplemental
Security Income, early retirees, workers eligible for
Medicare. and the self-employed), computed the
relevant measures of income and labor force status,
and determined the premium liabity and subsidy
amount for each health insurance unit. The esumate
was then adjusted to take account of people missed
by the CPS (the so-called undercount) and people
not included in the CPS uliverse, such as instiui.
tion&zed persons and residents of Puerto Rico

Subsidies for families would toW an esurmated
$54 billion in 1998. $70 billion in 2000. and S95
billion in 2004. The number of families receiving a
subsidy for the family share of the prermium would

rise from 4O million in 1998 to more than 50 mil.
lion in 2004. F milies receiving a subsidy for the
employer share of the premium (such as those %ah
early reodres, self-employed people, or pan.tme
workers) would approach 30 million in 2004 B)
2004, half of all farmiles would receive some
subsidy.

Total Federal Subsidies

Employers and families would pay regional alh.
anc the premiums they owed, less the amount of
any subsidy; the federal government would, in ef.
fec. pay regional ai.ances for the subsidies, re-
duced by the states' maintenance-of-effor payments
to the aliace.s. Those maintenance-of-effon pa -
ments would be based on 1993 spending by the
stas for sundaid benefits for Medicaid benefica.
ties who did not receive cash welfare payments.
payments to disproportionate share hospitals arnb.
table to such beneficiaries, and supplemental
(wraparound) benefits for children receiving AFDC
or SSI. This amount would 'be updated by the
projected rate of growth of Medicaid spending
through the fist year of a state's parucipation in the
new program ad thereafter by, the general health
cm inflation factor combined with growth .of the
population.

Fewwy 1"4
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CDO atiaes dt federal payments to regional
all'soces for subsidim would totalS $82 billion in
1991, $106 billion in 2000, and $173 bilUion in
2004. Those figure exceed thecappd federal ali-
ance payments upeihied in the Admmaisradon's
proposal; CEO believes, however, tha the cap on
payments to the allinc would not be kally bind-
ing. Section 9102 of the proposal attempu to limit
federal liability for the subsidy costs of the pro-
grIam, but the limitation does not dimmish the fed-
eal government's responsibilities under the pro-
posl. The proposal would oblige the government

both to make subsidy payments on bebalfof em-
ployers and families and to ensure beth coverage
for all eligible people. The proposalcotains no
provisions for Uimting thou entitlements in the face
of a funding gap, other than providing for expediWd
Congressional cosideration of the muter,

Changes in Medicare

The Administration's proposal would cover outpa-
tient prescription drugs under Medii.ar stargin

Table 2-3.
Estimates of Medicare Program Savings Undbr the Administration's Heath Proposal
(By fiscal year, In billions of dollars)

199 1 47 1998 1949 2000 2001 2302 2003 2004

Redu e Update for Inpatient
Hospul Ser%* 0 .1 2 -4 -6 -7 -8 9 i0

Reduce Acusin nt for
Indirec1MdieW J'4ucabon .2 -3 -3 -4 -4 -5 , .5 4 7

Reduce Paymenti for
Inpatient Ca -ta *1 .-1 .1 -2 -2 .2 .2 .3 .3

Reduce Adustmet for
Dirpon te ShnareHow4als a -1 .4 -4 -4 - . .S -6

Sate Rbrburniert Raee o
Phy,.caaaon Real GOP per Cft 0 a .1 .2 .2 -3 -4 -5 .7

Estabosh Cumutae Exendturv Goals
#woP sansSbOMM 0 .2 .3 .4 4 48 .10 .13 .16

Ekmnals gFovM4Onv
OverpaymenT ot Or ti'bent Servoss .1 -1 -2 .2 -3 -4 -5 .7 -9

Impose Coinsunee loe
Laoratory Sernces -1 .1 -1 .2 -2 .2 .2 -3 -3

RateSMPremwuMe (Net sOVVI) 1 1 2 2 a . -3 . .7
Lw Payment" f Pto iyws

$t Hig-Costt OSPISAW 0 0 -1 -1 .1 .1 -1 .1 -1
Chan ge Seoondary Paye Pvwion 0 0 a -1 -2 -2 -2 -3 -3
Impoe Copsyitoet

Hoe"e Health Car* -1 -1 .2 .2 -2 -2 -2 .2 -3
Otnr Reduco" . 1 .1 :1 :2 2 1 -4 2 -4

Total .7 -12 -19 -28 .37 -45 .4 45 .77

SOURCE: Con;lraaaonai sBud O" O

NOTE GODP a grow dome € pr dPu. SMI Supiserway MedGal Inwurlo

a, Losetan 00 milMn
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1996. CBO based its estinat of the cost of the
peswriptioc drug benefit on the metbhool de-
tailed in its sdy Updaeud & smams of Medicart's
Catasrmphki Dr t imroco Prograw (October
1989). The distribuioc of spending for pcrwiftion
drugs by Medicare beneficiares under Crent poli-
cia was estimated using the 1987 National Medical
Expenditure Survey, adjusted for underrorting and
for subsequent increases in drug prices and use.
Total spending for prescription drugs by Medicare
beneficiaries under the proposal was increased to
reflect additional demand for drugs stemming from
the extended insurance coverage and reduced to tke
into account the limits hat the proposal would ir-
pose on drug prices. Medicare would pay for the
portion of this spending that exceeded the specified
deductible and coinsurance amounts. Of the in-
crease in Medicare spending, 25 percent would be
covered by an increase in premiums paid by benefi-
ciaries. and the remaining 75 percent would be cov-
ered by general revenues. All things considereA, the
net cost to Medicare of the prescription drug benefit
would reach $19 billion in 2000 and $28 billion in
2004.

As noted in Chapter 1, reductions in Medicare
spending would provide a major pan of the funding
for the Adminisation's proposal. The proposed
savings would grow from $19 billion in 1998 to
$37 billion in 2000 and $77 billion in 2004 (se
Table 2-3 on page 33). Most of the cuts would be
made in reinbursements to hospitals, physician,
and other providers of health care vices. Benefi.
ciaries would also be required to pay higher premi.
urns for Supplementary Medical Insuranc and part
of the cost of laborato sevices and home health
care. CBO estimated the savings from these provi.
sions by applying the propousd changes in the reim-
bunrment formulas and cost-sharing requirements
to its baseline projections for the types of spending
that would be affected.

Under the Administration's proposal, people
eligible for Medicare who were employed or who
were married to a worker would receive their pri.
mary coverage through an tliance rather than
through Medicare. Medicare would continue to
provide secondary coverage for benefits that it cov.
ered but that were not in the standard benefit pack-
ale, including coverage of certain copayments and

deductibles. Medicare would also be responsible for
paying a pOon of the Alliance premium for Medi-
cre-eligible individuals who worked pan time or
rired in the middle of a year. Based on data from
the Current Population Survey. CBO estimma that
in 1998 this provision would reduce the number of
people receivicSpmary coverage through Medi-
care by 2.5 million, of whom about 0.7 million
would be the disabled spouses of workers. C O
assumes that most of this group would remain en-
rolled in Medicare's Supplementary Medical Insur-
ano program to receive the secondaryc overage that
it would provide. On balance, these changes would
save Medicare an estisnared $6 billion in 1998. $8
billion in 2000, and S0 billion in 2004.

Other elements of the Administration's proposal
would increase Medicare spending by about $2
billion a year. Most of that increase would repre-
sent payments to the Department of Defense for
care provided to Medicare-eLigible individuals who
enrolled in a health plan operated by the Defense
Department.

Changes In Medlcaid

Under the Administration's proposal, some people
who currently receive certain health benefits from
Medicaid would receive them from the alliances or
from other pmgra ir.stead. Medicaid would no
longer cover standard benefits for beneficianes %ho
did no receive cash welfare payments. supplemental
services for poor children with special needs, or
pharm euticls covered by the new Medicare drug
betirfi. LCO' estimates of the Savings from this
disontinued Medicaid coverage reflect the baseline
projections of spending for these items. T esiu.
mated savings would grw from $31 billion in 2000
to $48 biWlon in 2004.

Medicaid would continue to cover recipients of
cash welfare payments, who would reccive services
through the regiona alliances, but federal payments
would be cut. Initially, the federal government
would pay only 95 percent of what it would have,
paid under current law. Thereafter, pmrmiums for
Medicaid beneficiaries would grow at the same rate'
as other premiums in the regional alliarces. In
addition, Medicaid would no longer make payments
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for dispropordonte share hospitals (OSH). Limit-
ing the owth of premiums and curing DSH pay-
Vmis would save Medicaid $24 bUon in 2000 and
$45 billion in 2004.

The Adminisumion's proposal would libertlize
eligibility for lonS-trm cas beneflu, speed up
payments for services, reduce adminstrive ex-
panse, and make other small changes to the Medic-
aid program. Those changes would, on balance, in-
crease Medicaid spending slightly.

Long-Term Care Benefit

The Administrtion's proposal would establish a
new entitlement program to help ss finace home-
and community-based care for the severely Wis-

abled. The proposal would 4iit spending for this
Dew program to specified amounts, plus the amount
of federal savings for home- and community-based
services under Medicaid. CBO assumes that the
states would spend about one-quarer of their sav-
ings on optional Medicaid services. Net of the
savings to Medicaid, this program would cost the
federal government an estimated $20 bilion in 2000
and $40 billion in 2004.

Changes in Other Federal Programs

The Administration's proposal would also affect
several otber federal programs. It would establish a
new program for poor children to provide supple-
mentary benefits not included in the sundard benefit
package, resmicture the system of subsidies for
graduate medical education and academic health
centers, expand the activides of the Public Health
Service. and fully fund the Special Supplemeal
Food Program for Women, Iants, and hlQdren.
The Depannnou of Defense an Vetera Affairs
would receive payments from regional allice for
health services provided to some members of their
health plans. The Federal Employees Health Bene-
flu program would save m ny from the limits on
premiums. which would slow the growth of its
spending, and from being relieved of part of its
responsibLity for subsidizing the health benefits of
retirees.

The availability of universal health insurance
and the subsidization of health insurance for retirees

ages 55 to 64 would encourages tom older worker
to retire earaler. C3BO estmaathat these changes
would add 215,000 moe retired workers ae 62to
64 to Social Security's benfit roils in 2000 and
would raise Social Security outlays by $2 billion.
Over the long term Social Security "ud incur no
additonal costs, because benefits am acutarially
reduced for arly reriremeOL

Changes in Revenues

The Joint Coiitee on Tuation has estimated the
impact of the provisions of the proposal that would
affect oo-badget federal revenues and Social Socu-
riy payroll taxes. By 2004. more than hal of the
new revenues would stem from increases in income
and payroU taxes on the additional taxable income
generated by the proposal. The Limits on premiums
and other elerz.ats of the Administrton's proposal
would sharply reduce the growth of employer
spending for health insurance. By 2004. employers
would save about $90 billion for active workers and
more than $15 billion for early retres. The esb-
mate assumes that the lion's share of those savings
would be returned to workers in the form of higher
cash wages and that most of the rest of the savings
would be reflected in higher corporate profits.
(These assumptions. which reflect long-established
conventions of revenue estimation. are examined in
Chapter 4.) Fder.al revenues would rise because
the additional wages and profits would be subject to
income and payroll taxation. The additional reve.
nues would total $34 billion in 2004. Other provi.
sons that *old sigpificantly increase oa-budget
and Social Security revenues include an increase in
the excise tax on tobacco ($10 billion in 2004) and
the exclusion of health insurance from cafeteria
plans ($7 billion).

How CBO's Estimates
Compare with Those of
the Administration
In its budget for fiscal year 1995. the Administra.
tion estimates that its health proposal would reduce
the deficit by $38 billion in 2000 and by a curnula.
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tie total of $59 billio over the 199"5.2000 period.
(Te Admimns basio M p not ovided estimates for
later year.) In const, COO an tat ha the
proposal would increase te deficit by S0 Dbillion in
2000 and by a total of $74 billion ova the ix-ya
period. The two es-Amates am virwally the same in
1995 but differ by, powi * mousa after d year.
CO's estimate exceeds the Adminisad on's by
about S50 bi o in 2000 (see Table 2-4).

Subsidies for Employers

Differences in the estimated cost of fWda subsi-
dies for employers account for about half the total
difference between the two sets of estrates. In
2000, CBO estimates that such subsidies would cost
$58 bRion-S25 blon mo ta the Adminim-
don's figure of $33 billion. Three maj factors
explain the higher CEO estimate: a higher estimate

of the avenge health insurance premium, the as.
surned cluswt;ing of low-wage workers to take ad.
vantage of federal subsidies, and a methodology that
bowe accounts for the dispersion of average wage
rMs &aMOg employers.

CEO's estimate of the average health insurance
prmium under the AdminisaMion's proposal is
about 15 pace t hi her than te Administrion's
estimate. CEO's average premium, owtvr. is
viwuaUy Idetical to that used by L .win-VH, inc..
in its recent ftnncial analysis of the Adminis"n.
tioo's proposal and about 13 pernt lower thaz ue
acwazial estimate by Hewitt Associates.. CBO's

3 La.VM. be.. T"W F vWA Ir.*n OfWNMuhu £WVY An
(Y ,f. VL: LAW-VHL DsMOIAWM i 93}.,25.; USWWY Of

Dak XN Yaumme&WedFrek I. M'cA^U Mmt~e Aeuaw~
Wff d,, AIeN COmm, ee" l-U emS CnmmC 5 M,
Nom e" me d fltuw eemm. N.eeb 2 3 13 9
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estate of pmiums is higher than the A m -inim-
tic's because it ummes that the alliance health
plans would be responsble for a la proportion
of national health expeadium . For example, com-
p-W with the Adminismtioe's estimate, CEO as-
sume that more ric for the uainsured, whicb
an, mow anded by m and local subsidies to pub-
lc hospitals would be paid for through alliance
plaus. CEiO also assumes, based on consultations
with tuaries, that the stadard benefit package
would be about 5 per:ent more expensive than the
current average benefit package for insured people.
CEO's higher estimate of premiums explains about
$15 billion of the difference between the estimates
in 2000.

As noted above and explained in Chapter 4.
CBO concludes that providing subsidies to em-
ployers based on the employer's avenge wage
would crate an incentive for low-wage workers to
cluster in certain frms. The Administration, in
contrast, makes no explicit assumption about the
sorting of workers into fins. This difference in
auumptions explains another $4 billion of the dif.
ference between the estimates in 2000.

The remaining $6 bilLion difference between the
estimates of subsidies for employers stems from
differences in estimating methodologies. CEO
based its estimt on County Business Patterms data
for specific rm. In contest, the Administration
based its estimate on data for people in the Current
Population Survey and imputed an average wage per
firm to each worker in the CPS sample based on the
worker's industry, state of residence, and establish.
meant size. CBO believes that the Administration's
method of imputation understates the variation in
average wages among fnnr and therfore substan-
tially underestimates the number of workers in firms
that would be eligible for subsidies.

Other Differences

Other differences between CEO's and the Adminis.
trition's estimates ar much smaller. The two esti-
mates of the cost of subsidies for families are quite
simiJar, in 2000, the Administration's allowance for
behavioral changes almost exactly offsets CBO's
higher premiums.

C3O's esiates of maUnteaceof-effort pay-
menu by the stae an slightly lower than those of
the Adminjitrtion, with the differences ming $3
billion by 200D. Msiteaanc eof-effon payments
would be bed on spending by statsiv 1993 on
behalf of Medicd reipients who were not benefi-
aies.of AFDC or SSI or eligible for Medicare.
CBO's estimate of the proportion of Medicaid
spending that falls in this category is derived from
data reported by the states to the Health Csm Fi-
nancing Administration; it is smaller than the figure
assumed by the Adminisration.

CEO ad the Administration differ slightly in
their estimates of the costs of the proposed Meclj-
care drug benefit and the long-term cam benefit.
CBO's estimate of the coit of the drug benefit ,
$2 billion higher than the Administratuon s in 2000
CBO assurmes a higher level of spcndung for drugs
in the baseline, but the Administration assumes a
larger increase in demand from the new benefit.
CEO's estimate of the long-term care benefit et.
coeds the Administration's esumate because of
CEO's assumption that the states will spend about
one-quarter of their savings on optional Medicaid
services. Another different in the two seu of
estimates is that the Adminisrtion's estinutt n.
clues no additional Social Security bentfas for
early r-ties,

The Joint Commnittee on Taxation OCT, ha%
estimad tht the income from the I percent ac,
meat on the payrl of corporate alliance empln~er
would yield only $1 billion in revenues in 2CXi.-1
billion less than the Adminstration's esumte of 1'
billion. In preparing its estimate, the Adnurustrita,,
assumed that most eligible large firms would chA,
to estabish corpote aliances. In contrast. CBO
and JCT have projected that firms employing onh%
about 15 percent of eligible employees would be in
corporate alances in 2000. JCT has also esumated
that excluding health benefits from cafeteria plans
would gain $5 bilion less in revenues in 2000 than
the Administration has calculated. The difference
arises from JCTs assumption that a smaller fraction
of the health benefits that could no longer be pro.
vided through cafeteria plans would end up as
wages.

CKATUTWO
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Sensldvity of the Estimates proposal u two additional seu of premiums: that
to Premium LAeLs of ft Administration. which is roughly 15 percent

below CBO's, ad a set that is 10 percent higher
Tu unpeci of the Adminir on's proposal on the than CBO's.
dt-it s highly nsitive to the aSmed level of
b.&Wt swnce p un m in the alliance. The Using the Administration's premiums, CBO
higher the average premium, the greae will be the estimates that the Administration's proposal would
fotrwo ubdy paymou, the smaller the incyca."e in reduce the deficit in 1999 and later yean. The
wAiabk %xioxm aid the biger the increase in the reduction would amount to $17 billion in 2000 and
dfiCI CO has Wum ed this sensitivity by esti- $40 billion in 2004. The reduction in the deficit in
rratwg the financial Impaci of the Adiini rxatiot's 2000 would still be about $20 billion less than the

Tob. 24.
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Administlon's own estimate, but ,removing the
diff rnce in assume premiums would eliminate
mom than Ias of the total difference between
CBO's and the Admixsnimaon's estimates. If pm-
miums were 10 permt higher than CBO has as-
sumd, the proposal would add substantiaUy to the
deficit each yea-$52 billion in 1998, $36 billion in
2000. and $38 billion in 2004.

Sources and Uses of Funds
of the Health Alliances

Although the Administration's proposal would have
only a modest effect on the federal deficit, the flows

of hunds into and out of the regional and corporate
health allances would be substantal (see Table
2-5). Payments to health insurance plans would
constitute by far the largest of the alliance' outlays.
Allaces would receive payments of premiums
from employers and households and maintenance-
of-effort payments an payments on behalf of Med-
icaid beneficiaries from the states. The U.S. Tres-
sury would also make payments to the alliance for
subsidies for employers and households, the feder
shame of Medicaid. and premiums for federal civilian
employees and certain people eligible for Medicae.
Alan!ces would make payments to other allances
in cases in which a household could choose its
source of coverage, but these interalliance payments
would have no net effect.
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Budgetary Treatment
of the Proposal

T e Budet of the United Swaes Government
serves many purposes. Not only is the bud.
get a fmancial accounting of the receipts

and expenditures of the federal government; it also
sets forth a pla for allocating resources-between
the public and private msec and within the public
sector-to meet maional objectives.

Ever since the outlie of the Administration's
health proposal became known. policymakers and
the media have expressed considerable interest in
how it would be uuW in the federal budget.
Some observers contend that the program would not
receive an appropriate degree of scrutiny if the
budget did not include all of its financial transa.
tons. If the financial acivities mandate by the
new program we not part of the budget, they
argue, fiscal discipline might suffer. activities that
ae now in the budget might be transferred to non-
budget entities that were not subject to the oversight
and rstraints charwaestica1ly imposed on budget
accounts. Others fear that labeling all of the pro-
graS's financial flows as budgetary might preclude
a reasoned consideration of the proposal's merits by
raising concerns about the size of the public sector.
The choice of budgetary reamunent could also affect
which Congressional committees are given primary
jurisdiction over the proposal. '

The issue of budgewy tar atmet is no peculiar
to the health reform ainitive. Every time the Con-
giess considers or enacts a bill that establishes a
new program, the Congressional Budget Office and
the Office of Management and Budget must con.
sider whether and how it should be shown in the
federal budget. For most pieces of legislation, this

is a relativy easy tI. But for some bills, such as
major health reform proposals, that assessment is
marked by some ambiguity and considerable com-
plexy.

This chapter discusses the appropriate budgetary
treatment of the Administation's health proposal.
paicularly the auument of the payments to and
from theregional And corpote balances. It fist
examines the two main sources of guidance on bud-
getary lmification-the Repon of the President s
Commusion o" Budget Concepu and the current
budgetary tiatment of programs analogous to the
President's plan. It finds that these sources can
inform the decision on how to treat the Administra-
tion's proposal but by themselves cannot resolve the
issue.

The cond ad hird sections of this chapter ex-
plain CBO's view: the financial 'ansactions of the
health alliaces should be included in the account
of the federal govemratnt, but they should be dis-

nguished from other federal operations anid shown
separly, as is the prcce for the Social Secunry
program. CBO bases this view phrmauily on iu
judgm nt that the Admiistration's proposal would
etablish a federal entidement to health benefits and
that the mandatory premiums used to finance the
new ntitdemout would consttute an exercise of
ioverip power. CBO's view on these matters is
oly advisory; ultimately, the Conpss nd the
President should explicitly address the issue through
legislation to ensure the appropriate public control
of and accountability for the transactions of the
alliances.
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Guidelines for Budgetary
Classification

Certain elements of the Admirnoion's propol
are unambiguously federal civities that all apee
should be included in the budget-for example, the
icesin the tax on tobacco, the subsidies for
individuals and employers, the expansion of certsi
discretionary progarm, and the changes in Medicare
and Medicaid. But what about the premiums that
individuals and employers pay to the health All-
ances and the payments by the allitaces to the vari-
ous health plans? Arthe alliances private or state
entities that belong outside the federal budget? Or
an they, for most practical purposes, creatum of
the federal government, whose income and outgo
should all be included in the federal government's
accounts?

In answering such questions, budget analysts
normally consult two sources for gudsnc. One is
the 1967 Report of the President's Commission on
Budget Concepts. The other is budgetary prece-
dents. Because of the unique feature of the Ad-
ministrtion's health proposal, neither source pro-
vides an unambiguous anwer.

The President's Commission
on Budget Concepts

In March 1967, Prsident Lyndon B. Johnson ap-
pointed a 15-member commission to advise him on
budgetary concepts and presentation. 1he commis-
sion issued its report in October of that year, ad
the budget tha the Prsident submitted in January
1968 reflected most of its reco aos-nota-
bly, the institution of a unified federal budget. The
commission's proposal to record federal credit tans-
actions in the budget on a subsidy-cost basis was
not adopted until 1990, wit the passage of the
Federal Credit Reform Act. A few rcommenda-
tions-for example, the use of accrual accounting
instead of cash accounting-have never been fully
implemented.

Although the Report of the President's Commis-
sion on Budget Concepts has no legal status. it

remains to this day the only authoritative statement
on federal budgetary accounting. The commission's
most important recommendation was for a compre-
hensive budget with few exclusions. 'To work
well,' the commission stated, "the governmental
budget process should encompass the full scope of
the programs ad actions that re within the
Federal sector and not subject to the econouc
disciplines of the marketplace.* The commission
recommended that "the budget should, as a general
rule, be comprehensive of the full range of Federal
activities. Borderline agencies and transacuons
should be included in the budget unless there are
exceptionally persuasive reasons for exclusion "

The commission recognized that its recommen.
datio posed 'practical questions as to prcciwsl.
what outlays and receipts should be in the budget of
the federal government. The answer to this quesuon
is not always as obvious as it may seem: the bound.
aries of the federal establishment are someumes df.
ficult to draw.' The commission proposed a senes
of questions to help make this deterrruntuon 'Who
owns the agency? Who supplies its capita' Who
select its managers? Do the Congress and the
President have control ove, the agency's pmrarn
and budget, or am the agency's pohcies the r~rpn
sibility of the Congress or the President onl in
some broad ultimate sense? The answer to nto orw
of these questions is conclusive, and at the rna'f ,
where boundary questions arise, decisions h,e beer

made on the basis of a net weighing of as m.,,
relevant considerations as possible."

The report cited some exceptions. though to
recommendation of a comprehensive budget F,,
example, even though the Federal Resere S.% %tem
clearly a fedend operation. the comrrussion rccom&'
mended that its receipts and expenditures be ca
eluded from the budget, in pan to protm the irm
pendece of the nation's monetary authonues The
commission recommended that the local receipt'
and expenditures of the District of Columbia be ca.
eluded as well, even though the District is a federal

brI 9p7). p, 2-25.
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enclave. The commission further recommended that
government-sponsored entaprses be omitted from
the budget when swch enterises were "completely
privately owned. Because the Adminisuanon's
proposal share some of the characteristics of these
exceptions but lacks others, no one can be sure bow
the commission would have treated the health alli.
ances, had they been on the horizon in 1967.

The commission also considered the issue of
when to offset receipts ainst expenditures in pre.
sending the government's fiscal totals. For fiscal
year 1993, the Deparmnent of the Treasury reported
federal outlays of $1.408 billion, federal govern-
mental receipts of $1.153 billion, and a deficit of
$255 bilon. The figure for governmental receipts
ricludes most of the funds that the government

.oUecu (for example, income and payroU taxes).
But the budget treats some of the government's
incrme, such as proceeds from the sale of stamps
by ute Postal Service. as an offset to its outlays.

"For purposes of summary budget totals," the
commission recommended, "receipts from activites
which are essentially governmental in charter, in-
volving regulation or compulsion, should be re-
garded as receipts. But receipts associated with
acuvities which are operated as business-type enter-
pnses, or which are market-oriented in character,
should be included as offsets to the expenditures to
wuch they relate." Among the various items that
should be treated as budget receipts the commission
listed both employment taxes and social insurance
premiums.'

Budgetary Precedents

Another way to inform judgment is by examining
relevant precedents. Yet this approach is also in-
complete. because the Administration's health pro-
posal differs significandy from existing programs
and because existing accounting practices are mincon.
sistent.

In one major instance-the unemployment insur.
ance (UT) program-the federal budget includes in

3. ibL..p 65

its enrtty a joint activity of the federal and state
governments. The Social Security Act of 1935 cre-
ated the UI program and established a federal tax
liability. Under the program, states are free to set
tax rates, benefit levels, and eligibility requirements
within certain limits. States that establish a feder-
Ally approved UT system and impose their own pay-
roll tax receive a partial credit against the federal UT
tax. The federal tax pays for federal and state ad-
ministration of unemployment insurance, 97 percent
of the cost of employment services, and 50 percent
of the cost of extended benefits during periods of
high unemployment in a state. The state and federal
taxes alike are deposited in trust funds held by the
U.S. Treasury, and the federal budget records all of
the funds' revenues and spending.

In other instances, the federal budget includes
only part of the cost of a joint federal/state program.
For example, if a state establishes a program of
Medicaid or Aid to Families with Dependent Chil-
dren that meets the terms of the Social Security Act.
the federal government pays a prescribed share of
the costs, and the budget includes only that federal
payment. Unl e the case of unemployment mnsur-
&ace, however, the federal government imposes no
tax or other penalty if a state fails to establish a
Medicaid or AFDC program.

The Coal Industry Retiree Health Benefit Pro-
gram is pat of the federal budget, although its
funds do not pass through the Treasury. Established
by the Energy Policy Act of 1992, this program
guarantees lifetime health benefits for certain miners
a the dependents and requires coal companies to
pay health insurance premiums to two privately
managed trust funds on behalf of those miners,
including some who never worked for the compa.
nies in question. Even though the benefit pla are
nominally private and the federal government plays
no role in selecting their trustees, the plans' receipts
and spending art included in the federal budget
because federal law both requires payment and de-
temines the use of the money.

The budgetary trtment of the promotional
boards for agncultural commodities is at odds with
that of the Coal Industry Retiree Health Benefit
Program. Federal law has established 17 of these
boards since 1955. The boards collect assessments
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from domestic p"Xucers (awdsometimes importers
ad meters) and use hose fuxds to promote con-
sumptioa of a potcular commodity, such as dairy
products or cut flowers. The Secretary of Agricul-
tun appoints most of the boards, and federal law
estalishes and enforces payment of the assess-
meats. Yet despite this substantial federal role, the
budget does not include the transactions of the
boards.

Still other comparisons e possible between the
Administration's proposal and various federal regu-
latory activities. For example, the federal govern-
ment requires employers to meet conditions govern-
ing the wages and hours of workers (under the Fair
Labor Standards Act of 1938). occupational safety
and health (under the Occupational Safety and
Health Act of 1970), and the tuatment of persons
with disabilities (under the Americans with Disabili-
ties Act of 1990). All of these laws impose sub-
stntial costs on employers and may affect the
amount and type of compensation that employees
receive, but the budget includes none of their costs.

Looking at these budgetary precedents does not
resolve the issue of how to rat the Admizisoa-
tion's health proposal. The proposal bears a resem-
blance to all of the prograu cited, but it also shows
significant differences. Which is the most appropn.
ate comparison? Is the proposal most like the un-
employment insurance program AFDC or Medicaid,
the Coal Industry Retiree Health Benefit Program.
the promotional boads for agricultural commodities.
the mandates of the Americans with Disabilities
Act, or some other program? The answer is, again.
a matter of judgment But even if the answer were
clear, a practice followed for a program costing
S200 million might not be appropriate for one cost-
ing $500 billion.

CBO's Assessment

Determining Ute appropriate budgetary treatment of
a program like health reform involves answering not
one but a series of questions. Is the program funda-
mentally governmental in nature, or does the legis-
lation seek to facilitate, regulate, or guide an acnv-

iy or transaction that remains essentially private?
If the activity is pnmarily governmentAl. is it a
fed"rl activity, a suit activity, a shared federal/
state activity, or some new hybrid? If the answers
to these two questions indicate that the program
belongs in the accounts of the federal government, a
third question arime: How should the pmoambe
displayed in. and controlled through, the budget?

Considering the Administration's proposal in its
entirety, the Congmssional Budget Office concludes
that it establishes both a federal entitlement to
health benefits and a system of mandatory payments
to finance those benefits. In administering the pro-
posed progrun, regionalalliances, corporate alli-
ance.s, and state single-payer plans (if any) would
operate prmwy as agents of the federal govern.
ment. Therefore. CBO believes that the financial
tranactions of the health alliances should be in-
cluded in the federal government's accounts and
tlh the premium payments should be shown as
governmental receipts rather than as offsets to
spending. Nonetheless, because of the uniqueness
and vast size of the program the budget document
should distinguish the transactions of the alliances
from other federal operations and show them sepa-
rately, as is the practice for Social Security. CBO's
view, as noted earlier, is solely advisory. The Prsi.
dent and the Congress should ultimately resolve the
debate over the proposal's budgetary auarent
through legislation.

Why Should the Health
Alliances Be Included in
the Accounts of the
Federal Government?

Two factors shape CBO's view that the proposed
health alliawes should be included in the federal
government's accounts-a review of budgetary con-
cepts and precedents and the need to ensure fiscal
accountability and coniol. In addition, the public's
perception of the nature of the new program de-
serves some consideration.

1 4 77Ittlbnwv lI
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Budgetary Concepts and Precedents

More than government regulation, the Administra-
don's proposal specifies outcomes, dictates the
means by which the outcomes must be achieved.
prescribes the fencing mechanism that mutt be
used, and enforces the prescid transactions. The
first section of Title 1 crates a tuivea entitlement
to a set of benefits that am defined in considerable
detail. The benefits would amo be restricted to those
who already receive similar benefits, nor would
nonpayment of premiums be gnonds for a health
plan or health alliance to deny benefits. Thus, the
program does more than redefine the tems or con-
ditons of preexisting private mnactions, which is
how one mht characterize the minimum wage. for
example.

The Admistrtidon's proposal establishes an ex-
plicit financing mechanism for the standard benefit
package. It requires employers (except those large
firms that choose to form corporate alliances), em-
ployees, rt nonworkers to pay premiums to the
regional alliances. A fea entity-the National
Health Board-and a set of subsidies specified in
federal law would largely determine the levels of
those payments. The preniuis would be manda-
tory, although many participants would undoubtedJy
pay them gladly in return for the program's health
benefits, just as many would voluntarily contribute
to Social Security in return for that progrun's rmtre-
ment, survivors, and disability befits. The pro.
postal would also require state to make specified
payments (for example, Medicaid maintenace-of-
effort payments) to their regional alliances.

The National Health Board ad the Deparments
of Health and Human Servic and LAbor would
play important roles in the ceation and day.today
operation of the new health system The board
would approve the sttes' health care systems, im-
pose sanctions on those system that failed to meet
federal requirements, develop a methodology for
risk adjustment and minsurce, set capital ta-
dards for health plans in the regional alliances,
develop standards for states' guaranty funds, and
oversee and monitor the system. The Secretary of
Health and Human Services would develop stan-
dards for the financial management of the health
alliances, audit the regional alliances, and certify

essential community providers with whom plans
would have to afiliate. The Secrury of Labor
would be responsible for the proper funtnionrin of
the corporate alliances and could impose civil mon-
etary penalties for noncompliance.

Although the federal government would play a
very large role. the proposal would assign substan-
tial responibilities-and leave some discretion-to
the states, the regional alliances, corporations, and
individuals. States would establish and define the
geographic boundaries of the regional alliances, en-
sur that the amounts owed to the alliances were
collected and paid, assist alliances in verifying eligi-
bility for subsidies, certify health plans and assure
their fiscal solvency, ensure that all residents had
access to an adequate choice cf health plans, estab-
Lish a reinsurance program for bealth plans, and pro-
vide a guarnty fund. If they chose, states could
assign the responsibilities of the alliances to a state
agency. They comd also establish a single.payer
plan, which would affect the amount of choice
offered to the state's residents, the governance of
the system, and (within specified liruts) the sys-
tem's financing.

The regional alliances would be charged with
making agreements with qualified health plans and
offering those plans to the residents of theu ares
Tice alliance would ensure that people enrolled in
health plans, collect premiums, determine elilibiliry
for subsidies, evaluate the performance of health
plans, ensure that the plans stayed within !udget.
adjust payments to plans for different levels of nisk.
establish fee schedules for services, and coordinate
activities with those of other alliances. In adton.
health plans in the regional alliances would offer
paitcipants the option of purchasing supplementary
inmsutrcet o cover certain cost-sharing requLmments
of the standard benefit package and cmld offer
supplementary insurance for items not in,:luded in
the standard package. As proposed, the alliances'
income from premiums and their payments to the
health plans would not pass through the Treasury's
accounts.

Large corporations would be able to establish
corporate axlianes that would perform the basic
functions of regional alliances. Large corportauons
would also have some discretion in shaping the
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options that their corponte alliances offered to
employs. The Adminisradion's proposal would
impose no limits o the amount a corporation could
initially pay for the insurance it provided to its
workers, but it does specify the minimum fraction
of the cs that the firm would have to pay and the
rue by which premiums could grow. The prmeni-
urns and payments would ot flow though the re-
gional alliances. and the subsidies to individuals
would be largely the responsibility of the corpora.
tion, which would be required to pay at least 95
percent of the costs of insuring its low-wage
workers. The proposal would require corporate
alliances to offer at least three health plans (includ-
ing one fee-for-service plan and two others, such as
health maintenance organizations), employ conmu-
nry rating, use the same medical fee schedules as
the regional alliances, and satisfy much the same re-
quirments for information as the regional alliances.

Individuals in both regional and corporate
alliances would have a choice of health plans, and
their premiums would vary according to the plan
they chose and their income. People would also
have the option of purchasing supplementary health
insurance.

Are these discretionary aspects of the proposal
sufficient to classify the new program as a regula-
tory activity or a shared federal/state program? The
answer to this question is a matter of judgment. No
sharp line separates regulatory ativities that are
outside the budget from government activities that
am within it. In this case, when the federal govern-
ment specifies not only an outcome but also how
the outcome is to be achieved, limits the ways in
which the activity canhe financed. makes A substan-
tial financial contribution, and calls for the creation
of new institutions to carry out the activity, CBO
concludes that the boundaries of regulation have
been crossed.

In particular, this appears to be the cas with
respect to the regional alliances. Federal statute
would establish and derme these new institutions.
The terms and financing of the insurance they of.
feted would he specified by federal law, and their
activities would be regulated and monitored by the
Deparments of Labor and Health and Human Ser-
vices. This situation differs from cases in which the

federal government requies exi.'ting institutions--
states or businesses-to take on added responsibili-
ties ,rd leaves open the choice of bow they would
finance them.

The corporate alliances, which have many of the
characteristics of private entities, would for all prac-
tical purposes be sumding in for a governmental or
quasi-governmental agency-the regional alliance. If
Large corporation chose not to establish its owin

alUianc, it would have to participate in the regional
alliances. If a corporate alliance did not comply
with federal regulations or became financially insol-
vent, it could be terminated by the Secretary of
Labor. If a state chose to establish a single-payer
system, it could deny the large corporations operat-
ing within its borders the option of establishing a
corporate balance.

The important role and flexibility afforded to
states and regonal alliances do not appear to be
sufficient to classify the proposal as a shared fed-
erl/state program like AFDC or Medicaid. Indeed.
the level of federal involvement would far exceed
that of existing entitlement grant programs. Re-
giosa all&iances would be Able to borrow from the
federal government and would receive stan-up
grants from Washington. In addition, they would be
granted powers that could only flow from federal
authority. For example, they would have the power
to extu-ct premium payments from businesses in

other states that employed their residents, even
when those businesses engaged in no activity in the
alaw ce's state. Federal law would establish a com-
plex set of fimncial flows among alliances. Those
flows would cover people who moved either tempo-
raiy or permanently, full-time students who at-
tendedschools located in other balance areas, and
multiworker families in which one or more workers
could be covered by a corporate alliance.

As described in Chapter 1, federal agencies
would play an important role in ensuring that states
and alliances ful'rhed the requirements specified in

the proposal. If a state did not establisbaSystemof
balances according to the law, or if the National
Health Board tennminated its approval of a state's
system, the Secretay of Health and Human Services
would establish and operate a system of alliances
and would impose a surcharge. of 15 perwt on

IForwy 1"94
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premiums to cover additional adminisnuzive and
other expenses. This backstop is even snonmge than
the one in the unemployment insurance program,
which establishes a federal payroll tax liability that
can be largely offset by swe unemployment payroll
tues.

The univemlity of the entitlement distinguishes
the Administaiton's health proposal from props
such as AFDC and Medicaid. In those two pro-
grmun states have the option of not paricipadng.
(Until 1982. Arizona did not partcipate in Med-
i"ad.) The Admiristration's proposal would require
everyone to participate; it would also require states
to make specific payments to their region] alliances
for noncash beneficiaries of Medicaid and for addi-
tional benefit for certain children receiving APDC
or Supplemental Security Income.

The significant financial role that payments
from the U.S. Treasury would play in the new pro-
gram reinforces the impres.on that it would be
predormunantly a federal. not a state, activity. By
2004, about 30 percent of the payments to the
health Wlliances; would be federal subsidies to low-
income families and employers, payments for Med-
icaid beneficiaries, and the like. And the financial
role of the Treasury in the regional aliacsx could
grow even bigger if many Medicare recipients and
military dependents currently receiving federal
health services chose to participate in the alliances
instead. In contrast, the states would have a much
smaller fmancial role.

Even the voluntary aspects of the new program
do not by themselves resolve the issue of budgetary
treatrenL Tbe f at tht" individuals could cbooe
the plan they wanted, ad thus the premium they
would pay. is balanced by the consaintz that fed.
eral law and regulation would place on the benefits
and the charges. Te benefits and cost sharing
would be set by leislatio, and ultimately the Na-
tional Health Board would limit the avere pre-
mium in each ara. The voluntary nature of supple.
mentary cost-shaing insurance-people can decide
whether or not to purchase it-must be weighed
against the fact that federal law would define its
scope, coverage, and availability. Moreover, the
proposal would require that the premiums for cost-
sharing supplements take account of the increased

use of standard benefits by those people who bad
pumhasdthe supplementary coverap. Further-
more, it is worth noting that the federal budget
includes many voluntary transactions, nt the least
of which is physician insurance under Medicare.

On balsn, the Dew program seems to represent
in activity of the federal government that relies on
the exercise of sovereign power. The universty
of the entitlement, the mandatory nature of the
premiums, and the major financial participaoon of
the U.S. Treasury outweigh other considerations
Although the states and the alliances would have
impormat roles and responsibilities, they would be
acting largely as& entu of the federal government

Fiscal Accountability and Control

The second reason for including the heath aliaces
in the federal government's accounts is the need for
accountability and control. Since the alliances
would be &ents of the federal govemmenL their
financial flows should be subject to a level of oc er
sight and control similar to that accorded proCram'
th ane included in the fedelal budget

It is particularly important that the acu'iue of
the health aLliances be subject to some riwal rr
mints and limits as long asu ght controls rcircm
other federal activities. DiscUonary appmpniun'
ar currently limited by caps on budget authonr%
and outlays. Receipts and dirct spending pmrram-
am constrained by pay-as-you-go rules Sc ia
Security, which is classified as off-budget. is sut'rc,
to its own set of rules, which are designed to Me
ven the depletion of the program's serves

TheAdministration's health proposW AoiJ
establish many fiancial flows between the Trexsun
&nd the health alliances. Payments would floA from
th Tmrury to t& altianes for subsidies to indi.
vidu"ias nd employers, for recipients of cash tel.
fam benefits, and for Medicare beneficiaes tho
chose to stay in an alliance plan. The Tmur)
would receive payments from the alliances for grad.
uaze medical education and for participants Aho
chose to get their health care through plans esub.
wished by the Department of Defense, Dcpartment of
Veterans Affairs, or Indian Health Service. If the

SThRqE
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ativities of the health aliaswm were not subject to
fiscal control, the restraints m federal spend dg d
receipts could ewily be circumvented by altering
tee financial flows or cmatingn ew oaes.

For example, the Congress could lower the
mandatory payments that the fedexuJ and state gov-
emments would make to the alliances to pay for the
health benefits of Medicaid cash beneficiaries from
95 percent of their previous payments to, say, 75
peicenL If the alliances were exempted from the
budgetary discipline imposed on most other federal
activities, cutting those payments would appe4r to
reduce federal spending and would add room on the
pay-as-you.go scorecard, even if individuals and
employers were requini to pay higher health insur-
ance premiums to cover the receipts lost to the
alliances.

Similarly, the Congress could require health
plans to cover needs andl activities that are currently
provided through discretionary appropriations, such
as nutritional assistance : for infants and pregnant
women. This move would free up resources under
the discretionLry spending "lits of the budget and
make the health alliancet bar added burdens if they
were not subject to appropriate budgetary controls.

Increasing the limits on the percentage of their
payrolls that employers contributed to the regional
alliances would appear to have very different effects
on the federal government's fmanrim depending on
how the budget heated the Alliances. If the alli-
ances were included in the government's accounts,
higher employer payments would be recorded as an
increase in governn'ntal receipts. If the alliances
were excluded, any rise in employers' payments
would be shown as a spending cut. because it would
reduce federal subsidies to the alliances.

Preventing budgetary gemsmaship requires
that corporate alliances d state single-payer
plans-not just regional alli nces-be included in the
federal government's accounts. Otherwise, legisla-
tion could create the semblance of budgetary sav-
ings by expanding the corporate alliances or by
creating additional incentives for states to operate
single-payer systems. Including the corporate alli-
ances and the state plans would also avoid meaning.
less changes in the fiscal totals that could arise if

several large firms terminated their corporate alli-
ances or iI the Secretary of Heath and Human
Serticcs wes forced to take over a state's system of
alliances.

Th Congress has several options available for
controlling the financial activities of the health
alliances. It could subject the. balances to the same
fiucal controls that govern the rest of the federal
government's activities, or set up a separate set of
controls for them, or both. Without a full account-
ing and some sort of control, however, the income
and outgo of the health alliances would escape the
scrutiny that is essential when the federal govern-
ment takes resources from individuals and busi.
nesses and uses them to m et a national objective

Public Perception

Sore policymakers and citiens may wonder
wh-.ther including the health alliances in the federal
government's accounts defies common sense and
the public's perception of the nature of the new pro-
gnrn. Why should the government's accounts show
trnsactions that, for most workers, are like those
that already ccur in the private sector? The answer
is that the budgetary status of a federal activity is
not determined by whether the private sector pro-
vides the same service. Very few federal prognms
wu ld be included in the budget if the critenon for
iUxlusion were that there be no comparable pnvate
spending. Many federal programs that appear in the
budget are largely an extension of prior practices in

the private sector. For example, loans to businesses
and individuals, medical research, and public safety
programs xt a few of the large number of federal
progi ns that have displaced private spending to
some degree.

Many of those people who now have employ-
men-bued health insurance might be surprised at
first to be told that they had just become paici-
pants in a major new federal program since under
the new system they might be able to keep the same
health plans that they now have and might enjoy
much the same benefits. Currently, employers (or
unions) mtke payments to insurance c=ames that
reflect' both the employers' contributions and the
employees' prermums (if any), which anm deduced
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fom the workers' paycheck . In the new system.
mployeus would uke the same sorts of payments,
but they would make them o an alliance, which
would then transfer funds to the health plans that
the workers h chosen.

What would differ is that federal law athertha
the employer would determine the benefits and
premiums. Moreover, te mmaction would no
lowebe volumtary. The employer could not drop
a change the terms of the health insurance benit
Similarly, employees could not opt out of their
employment-based pl. as some do now because
they do not want to pay teir share of the prernium
or because they am covered under a spouse's policy.

Those people who west receiving employrient-
ba sed heath inniran for the frust time would
inially be momaceptin of the oioe that they
had become pairicipau in a government program.
Their employers, who would suddenly find them-
selves required to make payments for their employ-
wes' health insurAnce, would undoubtedly feel the
same way. Many nomworking and self-employed
i.dividuals with adequaw incomes who currently
choose to remain uninsured would probably con-
clude that they were pan of a government program
ss well.

Why Should the Health
Alliances Be Shown
Separately?
Although CO's analysis has mcocluded that te
health alances would be mome like federWaencies
ta like state or privaw entities, it has also fowid
"ha the Admisunio's proposal would be unique
in its form, i Wope, and complexity. In addi.
don, the funds ea marked fo e h elth al&incM s a
om intended to be used for any other federal pro-
Wram. These faurs of the ppoa m for
sbowing its transactions uparately in the federal
goverment's account rather than mixing them with
other federal activities.

The institutions and resposibilities that the
Administration's proposal would crease would be

unlike those of any existing federal program. The
flows of premiums and spend ing into and out of the
allia ncswould 4warf the income and outgo of
Social Security, which is currently the largest fe-
enrlP am (see Table 2-5). The complexity of
tbe sctr would be unpr cdentd, with rmgonal
balances, corporate1alhoaes, and possibly state
siie-payar plans inter ting with each other and
with numerous private health plans, Medicare. Med-
icaid. the Veteras Affais and Indian bealth sys-
tems, the Defense Department's health plans for
military dependents, and the federal subsidy system
A separate budgetary counting would make clear
the size of the program and its effect on federal
receipts and outlays.

Like Social Security, which is tated aLs off-
budget but iwcuded in the federal government's
consolidated accounts, the Administration's heaJlth
proposal would be financed from marked reve.
nues. estcept for the subsidies and other eapcat pa%.-
ments from the U.S. Treasury and the states. Seg-
regaling the finacs of the alliances from other
federal programs would reflect the earmtarked narure
of the pmmiums and highlight the addiuona) subsi-
dies ruired.

Several practical considerations consnrute fur-
ther grunds for segegating the rmcacs of the
health alances. Unlike the funds of almost al
other federal prolgrms, those of the alliances %ould
not flow through the U.S. Treasury. At least" .
ially, then, their financial data-pamcularly the
reports from the corporate alliances-ae likely to be
of poor quality than those of p grams current'
in the budget. The Coal industry Reurte HeAth
Benefit Program Wustrates this point: despite u
being in the budget. its funds do not pass thmough
the Treasury, and problems with data collecuon
have thus far prevented its inclusion in the Mornhl
Treasury Sorewvn of Receipts nd Outlays of Meu,
United $Sates Gowemment.

Table 3-1 Wusntes the budgetary display that
CBO suggests for the Admiisrtion's proposal
Federal outlays for pre tum and cost-shanng sub-
sidies. Medicare. and Medicaid, ad federal receipts
from income and excise taxes (see Table 2-2) would
be shown on-budget. Changes in Social Secunr)
benefits and payroll Utaxes would be shown off-
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budget. T. oea or lays and ofednaJ meipu of
thebh alhim (we Tabl 2-5) would be sbowii
in. anw off-buae o try h way Sonil Secu.
rity is dw today, ad included i, t ftdeal gov-
. t's coasolidatad totals. Because the eal h
alliances ar expected to balance their income and
01t14, including them in fthtotals would have nQ

Tabls 3-1.
Sugg~od Eudgetaty Dsplay of VWe
Adimlnlatston's Hestth P Iopoea,
Flscal Year 2004 (In billion of dollar)
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heafth allarosa' AW .0
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T 4"UnsWm no ep "
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sipificant effect on the deficit But the alliances'
pymOts to health plas would sweU fkral out.
lays. and mandatory payments of belth iuurance
premiums by fi and individuals would add to
federal receipts.

Maintaining a separate accounting for the health
alliancs would not stand in the way of obtuing a
complex picture of the impact of the federal sector
on the economy. The consolid d totals would
reveal "th full cope of the programs and transac.
tons.ta are within the federal sector and not sub
Iect to ft economic disciplines of the markerplace.'
as the President's Commission on Budget Concepts
recommended. and would allow pobcyma.kcrs and
the public to evaluate the Adminisraioon's proposal
in a comprehensive fashion. But keeping the health
alliances separate would make clever the man%
complex interwaovs among the proposal's compo .

aents d would cognize and accommodate the
proposal's unique upects. which prevent it from
fitting neatly into any existing budgetauy pigeon.
hole.

Conclusion

Two aspect of the Admiu istrauon's health proposa!
have made its budgetary treatment pwruicularl%
contetious. Firt, the proposal is innoaUse &n4

complex, an existing budgctary concepu and pre.
cedeauts alre ss helpful than usual Second. the
proposal does n wpeU o ut the requuvrmcnu for Fr.
mial rporting by the federal government or the

fscal rulescoaUoling the system of regional id
corport health alliances.

For the reasons, the Congress will %ant to
csercar-fully the budleury presentauon and
control of f health alliance in is dcliberauons on
t Adminim on's propoa. I tthe Congress de.
ckd to include the ncomeW d outgo of the alli.
ame in the federal government's accounts.it could
fecilitae their reo l and control' by rrquinnF
thm to flow through the Tra.sury. In any event,
the Congress should require the federal governments
10 provide regular " uwaial ort on the health
allia s and should bring th alliances under some
form of fisal discipline to ensure that ¢usung
budget rules are not circumvented.

FewAry 1"A
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Chapter Few

Economic Effects of the Proposal

ta : w'ental ram of the eath
qv= could have profound effects on the
ucnof the U.S. momy, ad the

Administrtion's proposal is no exception.

Supporters of the Administration's approach
agwethat It would improve the efficiency of labor
markets by reducing insumarelat job lock and
the work disncetives Medid beneficiaries face.
They claim that It would also improve the allocation
of resourcs in the economy by increasing the effi-
cdeny of th health sector and r t the cam.
peitive position of U.S. producers, particularly
those with large health burdens for mnend workers.
Criticsof shqprpOsalhave aued that it would
raise business costs, devastate smallnt rprise, put
some low.wage workers out of their jobs, emowam e
many workers to leave the labor force, and ad.
versely affect the competitive position of U.S. in.
duslry.

This chapter euamins the pebble of
the Admntm's proposal on Important aspects
of the economy-busines costs, employmet, labor
marketsand itermado competitiveness. The
complexity o( the propmsal and of th mciut U.S.
health im n e syste makes anlyzin tese
topic pcially difcult. sad few oclusions can
beach d with pVW prion

Several conclusionscan, owever, be drawn
with relatve co . iut, th p would
hntase the cash waps of U.S. workers (smhap
wr 2). Second .the propose would without doubt
involve a substantial rodimsubution of cost within
the economy, and thus would have important come-
qunces for individual workers and firms. Third,
some low-wage workers would lose their jobs be-

cause their employers would have to pay for insur.-
ance, but this lroup is likely to be quite small;
some others may gair jobs in community-based care
for the disabled. Finally. more workers would
voluntarily leave employment in response to new
incentives created by the proposal, and some
workers would enter employment for this rason.

Although the complexity of the proposal makes
quantitative inferences imprecise, the Congressional
Budget Office estimates that the plan might reduce
the amber of people in the labor force by one-
quarter of a percent to I percent. though it would
alter the unemployment rate little. Perhaps mor
important than its effect on the overall laebr supply.
the proposal is likely to affect the current pattern of
where people work.

The Administrtion's proposal would affect
labor markets both by eliminating or reducing exist-
ing distortions in these markets and by introducing
oew ones. Among the distortions that would be
reduced &a the tendency of the cunent system to
lock people into certain jobs or into welfare because
they fear the loss of insurance. It would also end
4e advantages big fizs have in purchasing health
musc. These ameimportt gains. But the

proposal would also introduce some distortions of
its ow It would encouae early retirement; it
would in some cas reduce the O a tion of having
moe than one adult In each family work; it would
icease the cost of hiring most minimum-wage
workers; nd it would encourage the grouping of
workers in firms on incon lines that may not be
efficient.

On balance, the Dew distortions in the labor
markets could outweigh the ones eliminated; should
that happen, the productive potential of the econ-
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0wy would go down. and fewer people would be
Sqed in market vies 'it produce m .

But the potential oss ot mark.. ncome would over.
nuS y loss to the economy. People who leave
work would be doing so bo choice and would be
abe to do things they could sot do while working.
Aithoh the value of this leisure is ocrtasiy not
Zuro, it is not counted in VOSS domestic product.

A full accounting of the popos's effect on the
wonorny would have to include its possible impact
on the efficiency of the heath car system. Few
nasJysts doubt that the cuent health care system
wast s rsouces (se Box 4-I). The proposal hopes
to reduce many of these inefficiencies. The Admin.

ution aims to cut Ad fistrtive costs, foster the
growh of health maintzance organizations and
other types of plans that might be able to reduce
costs below those of fee.for.service providers, and
make it easier for consumers to pick more cost-
effective health plans. For the most part. this report
does not address these questions of the efficiency of
the health sector.

Finally, any proposal to reform the carters
health car system would introduce its own dstor.
tons while eliminating others, Evaluation of the
Adminirm tion's pr*o should, therefore. be
based on bow its costs and benefits compare w.ith
those of the alternmaves-including current pohc,

n box 4-1.lae~den¢a to tht Current HeL~tb Carn System

For many economits an poLicymakrs, the lare
proporiUon of national income going to the health
sao-some 14 percent of gross domestic product in
1993-is cause for cosiderable cancer. Beh this
concem isa belief ta health care mrkt as cur.

entdy strucued an not efficient and are prove to
excsive sa usnacessary spendinS.' A successful.
retructuing of the heath care system would correct
some of these inefficiencies,.

Several factor now hinder the efficient opera.
tion of the health sector. Fui, consumersacnk key
infortuoti about the qu&ty and price of medical
services. Tratment costs aredifficult to obtain in
advance, and comparison shopping can be costly ad
imprctical for tick people. Patients delegate a
considerable amount of . sismal)dn so their
doctors, who are ined to provide the beat possible
can thr t the most ,4stffcinve care.

Second. the widespread prevalence of heath
inurnuce (ad .e thi-aM payers)insulates
ceawnes from the ful cost of mdical cam when
they a sic Moreoer, health insurance Uax
deductible when employers offer it u a frSie bene.
it. which dues the inantive for workers to select

hs expensive policies. Because employers pick up

flA,08 uuL, A C.'C~a (cwb I M9).

most of the bill, most employees have brte ide.a ho%,
touch their insurw.c tuly costs.

because of theseshortcomings, health care rAI
kints amam truly competitive. Providers generi!k
do o compete as augresively over pnce as in
oh sectors of the ecooomy' sIntead their comfrt.
titinfocuse on the nonprice aspect of medca:
care. For examIe, bospils try to artact p.ucn:.
by offeria the bes and latest medical techriohp-,
or the mst comfortable surroundings-not the lo.ei
price. At the same time, consumers lack suffiir.:
bargaining clout to offset the tendncy of the %%%:rr-
to spend too much. The payment system Ist e..
tively fragmented. and providers are able to tt.,:
csts from lar organize paye (like govemnrwn,
to private payers with little countervhailiIgpou

Purapmost importnt, technologcal change
my rapid in the health care sctor, but market cn-

msathat might e nw that new technologies ar
used in cot.ffkient ways may not op ratt le..
lively. As lon as health insurance pays for ne%

Cologie. the private eco is encouraged io

develop any innovation, regrdlu of cost. that
lily to improve the quality of care. Owr coun.
tri strictly coatrl the supply of new tech,'oog. to
the health sacw. But there is no effecnve mech.
siam in the current U.S. system-neither a mute,
nor a government reltwatory plan,-to ensmu that the
coasts of new technologies will be kept n lane with
their benefits.

I
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Key Aspects of the Proposal
That Would Affect the
Economy
Te .aistr--' p;opoal COMainas litmy
bM, of rop b thi" woul make N -ae.
Wl 4rmg in M 4bivwy aA fInoani ofd t
mai ealutb cwt. NNtvadmhIe fte moat impor-
a ObC dfeu Can be tna to jun a few

Universal Coverage

The Ammausmotms proposal would e*tit all cid-
sw m d aum people rdL is hW e United

Suams wt* a sandad package o( health inmsurnc
bemtfts Unlike the current system, benefis would
w Ionr depend om whether or wcher a pern
lWartald

Community Rating

IassW peWWm s Could so vauth AgV or
thstmna. The w system would therefore in-

aorporm the ow and spread the burm fo people
w present the gruatst health risks.

Control on Health
Insurance Premiums

Tn A&di f c'sa proposal would llmit the
grwth of heAlth pmeing by fosteaing oamsention
ad cW i 8 WWum coM .

Employers' Responsibilites

Employee would be requlkd to pay a slgint
awt of the health inme premiums for vinually
all of thLr employees. Health benefits would so
kong be a flsbk e componet of employee com-

ntuon t ratthe would become an iAflexible
levy on employing workers.

Subsidies to Employers

A Am in a nigioa alliance would not have to pay
more a 7.9 psen of its waged salar payroll
for its aas of health insurnce .instead the govern.
mat would pay for premiums for the standard in-

moru packa e above t a amount Lower limu
would apply to firms with 75 or fewer employees
and low aveme wages.

Subsidies to1Early Retirees

Te govaumnt would subsidize the average pre-
mium for early rtres. This would reduce the
uioCetive to continue to work. thus changing the
size of the work force.

The Effects on Health
Spending by Business
The Aominisraioc's proposal would mainuan the
mural role of employers in financing hea th ca in

the United Stes.s but would significanty alter the
distribution of cot among businesses and workers
Afte 1996, the proposal would most Likely reduce
the toal speding of buinss on health care. Of
course, businesses would be asked to pay darei.tl
for hnue for ths workers who am currently,
ainsu e and the Admiimion's proposed insur-

we package is more geneom than many irmu
cwwndy offer. Employers who formed corporate
alin es would pay an additional I percent payml
tma. But although thee factors would tend to in.
as busiwsm' costs, tey would be more than

offset after 1996 by the limits on premium grv%,i
ad the subdes from the govemment.

Big Cost Reductions
Overall for Business

When All these factor ae taken into account, the
tota cost tht all businesses together would pay for
health insunce for active workers wouhd be about
$20 billion less in the year 2000 if the proposaJ
were implemented than if the current system were

CKA7TU RK"
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10 COaiMI unIhSgd. The esWimted ducon in
the cost for wtive work from the proposal would
be evm lar in subsequent years, reaching slightly
above 90 b ionin 2004.

Bus es would also bmdt from alrg
led on in costs for workers taking ady smm-
i rlnThis frducti would amount t oe than
$15 bIllion in the year 2004, and mcme tedanafter.

Diverse Effects Among
Individual Firms

Even though the plan would quite dramatically re-
duce the ovell cost of health finuaze for busi-
nss, it would have widely differinS effects on indi-
vidual firms iandidustries, in some cases causing
out to rise and in otbenrreducing them. Three

factor account for most of the diversity.

Requiring All Employers te Pay. The requirmt
on a employee to contribute would is spending

by firms tha do not cwmetly offer Insurace--or
that offf a less geeMus Immno paCka-to
thw workers. Thse fis am di o ly
small-In 1989, over 94 percent of firfs with 25 or
mor employees offered health insurance, but only
39 percent of firm with fewer thm 25 mpioyees
did so.'

Communty Rating. Currey, the cost of health
insuae varis tremendously among firms, depend-
ing on the size of fth firm and the &aad health
stus of its workers. Under t ,Adminisim on's
proposal, Iu nce pemiums would be commuty
raed. which would neatly redu this variation in
health spe"ng. For xmple. community ring
would cease the costs of firms tha employ
younger and healthier work and those in kw.risk
jobsr a ae the costs of fu= employing

7 W Afwia s, M N *m At pm M to ,=m.
aSm ipue* giuMd .I -lw b, by *M"do U
ly a. -L w moyb. by 6a ammg &m LawwYH2
Oumad dbW On - MW OM bum .. mm d"n by

Va 6b6 1me n2OD. so Lewtll..VM.75, W.I AWO
4f At IM S mey Ana (P% aa. a.tWL WmYI Mbl19t3).

2. Cinpum eft" OMm. Ri* MeHsa Cam Cm: CWi0.
hVdaem wd .Smlt'w (ApU 1992).

older and sicker workers ad those in risky jobs.
Prther, community rating would benefit smaller
fimsat t ay y much higbl do r ums tan
lari. This leveling of coau could benefit al
smal business-not just those thm provide insu-
ance today. With acess to more affordable insur-
anc. small businesses would be better able to at-
Oat workers who now detma health insurance as
a condition of employment.

Estifig the effect of these two factors--corn.
munity rang and requiring all firms to pay--on
various industnes is beyond the scope of this stud%.
but estimates prepared by Henry Aaron and Banm
Bosworth at the Brookings Institution provide a
rough guide (see Table 4-1).) These calculauons do
not captum some key aspect of the Adrrust'a-
don's proposal. For example, they do not include
the effects of subsidies to f1Ms, nor do they sIlo.
for variations in the premiums among regional alli-
awcs that would Occur under the proposal. Most
important., they do not include the cost savings that
controls on premiums would bring about.

Nevertheless, Am'on and Bosworth's esumaes
Suggest ta commuty rating and rqung flr~rs
to pay would cause an enormous redistrbuuon of
resourmsamong workers in different industries The
distribution would be even greater among subsec.
mrs of industries and individual firms not sho 'i n
the table. For example, Aaron and Boswoni's de-
Wiled estimates suggest that these two factors %ould
decreased te annual cost of health insurance b)
almost S6,000 per worker in the coal riurung indus.
try-but iw it by $1,3W in the rtl sector.

These redistributions are not unique to the Ad.
indision's Proposal. Most proposals to reform

ie nation's health care system involve some com-
munity rating, anl some also require al employers
to pay. Those proposals would also redsnbute
l rge amounts of resources among firms and
workerss.

ubsim to Firms. The subsidies to employers in
the Administration's proposal would also affect hovk

3. T1 e prmaw e me u muaisiry rum Ts 4- we@ m ot.
iW m # daam.Ab*&MtaSW y 0 MN

00"M f m S

F*WAW) Im
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Tabl 4-1.
WiesWto ofCommmniy f"Ra tigadRqulsing Fims topay
an VU Hlth"kwAwenCstW of Privole £mployets, by k"dUs"', I

Dober. Peroontage1(1ollars Docu Pomentg.
PIertry pt Woer CA W e pr wuo*r petWotger of wages

Ar: e, F. e and FRol" 34 2.5 2.041 1,647 10.3
MN"4,776 11.4 3,048 -1,728 -4 1
ceaucon 1,57 5.4 2.3?3 a00 27

3 U 3,4 10.7 2.416 -1,050 -3.2
Duabie oode 3,601 11.2 2.42 -1,34.9 -40
N aeble goode 3,017 10.0 2,367 449 .2.2

Tranponeto 2,221 7.1 2,412 191 06
Comurmm or, 6,572 15.6 3,070 -3,502 -83
EISCtC, Gas, and Santary Serv 4,871 11.3 2,804 -2.067 -48
Wholesl e Trd e 2,426 7.1 2,17 -249 -07
PAemTrafe 766 4.5 2,000 1,303 7.5
FV k, Ismnc,aendReaEstate 2,123 59 2,190 67 02
SeMtos 1,480 5.5 2,177 697 26
PAW oHaushoWS 0 0 2.041 ,2,041 16 5

AN Widuuem 2.017 7.2 2.U3 236 08

60V I;C OVCwrMW*" l SDgstOMbased aml WyMN nSoy AWSoutr W*WM. lE=ronWft uee bnIMWP49W OMf Hee?0 Cak'V
Plrft* 0 tg'11119 ..P.. on Um*M, -A-y ...h.w )

I. ese eon OW4-1 e ler-i tAW.

b. VWud@4 a 13 a~! ~kw*W ein rveoaww mw taw e mtwn e~dw~oeua d &AewW U wl casw t nreoeee om,#-tf
,g). O ee noen .Owfefoleds ofeOWe e r oe w insftA ~if*e n'pop"em , Neehe elM a=%,oowml I ow #u bep

Slinog el",.

insuk ce costs an distibuted amoog companies.
Other things being equal, ftr with low wages
would be mon likely to be subsidized. Many smau
firm would also face lower caps (and receive larger
subsidies per perso) than large firms, Fnally.
fims located n resions of the ouatry with hilb
medial costs might receive ighe subsidies be-
cause their premiums would be highe. Yet som
regions with high medical costs alo pay higher
wAS, so it is difficult to infer the region impact
of the Adminstntion's proposal without mor infor-
mation about how the boundaries of the alli es
would be drnwn.

Who Bears the Burden of
Health Spending by Business?

AJthogh busia.sse initialDly pay a large poruon of
the bill for health isuMUce, people ultimately bear
tbese osu. Workers may pay them in the form of
lower wages, consumers in the form of higher
prices, sad shareholder through lower returns on
thir invest nts. But for the most part, the
nation's works shoulder th e cost of employers'
premiums for health insuran". Thus, the sigrufi.
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cat Savins tha the Administtion's proposal
would produce compared with c..,zt policy would
be largely passed on to workers in the form of
higher wages.

Why Workers Pay for Health Costs

The primary res that workers as a group bear the
cost of employers' health premiums-and would re-
alize the savings under the Adminisuaion's pro-
posal-is that the supply of labor is relatively insen-
sitive to changes in take-home wages. Recent em-
pirical studies suggest that the total hours supplied
by U.S. workers would decline only 0.1 percent to
02 percent for each I percent reduction in their
take-bone wage.' Becaus most workers continue
to work even if their take-home pay declines, busi-
nesses have little trouble shifting most of the cost of
health insurance to workers' real wages. Similarly,
workers gain the lion's share of any reductions in
employers' health costs.

Two recent studies of mandated benefits mirror
this view.$ In one study, firms shifted 5 percent of
the cost of mandated workers' compensaion" acci-
dent insurance to worker in the form of lower real
wages; another study found that vimally all of the
cost of feden and state mandaw, for childbirth
coverage was passed into lower real wages.'

Of course, because labor supply is not com-
pletely insensitive to changes in wage races, &har-

4. CoaguaaaJ l .d w OW, "Ta mwai Labr Supy.* C3O
1 b n m(Nnbsammg 54Mar LLnpow~. La $PPJ>y

UC*.b ok Cs a Ci dee l wyhow .IM~); md
Jam Mockuae, wbM 4 a. 5 *iad Aboma Labr 5wpoy a
SoPost Twent Ym?AsmnmsLommiame gnww. 'v. I),
go. 2 (May I5 P). 116-121.

S. Ssenb On A a 3. rw. ida. Tm bs a( Ma.-
did -aphq-f I&d IAvem. Lmms um W .a,' Cor
PuwADGNNIOm 1 . TOm Peul7 d AtLCMINM y(3M9).;ad
lmba O'rbor.'b. "bws ei asadah d mad ui y mfi"

. Lawm NH. Ssmma . 'Sw 5iq Eaoamia o( Mauowd
bmhW uAwnc, £cwmamew . vd. a479, no.2 (Maey IM).
pp. 177.183. l Adwaom's p1" w9ul ImPaly have
a sma sf a am sal soM W em- w a s ,teasplmooy.
m,-Ms, ied by6Mg s maim. Llik a ra w mpkyw

fteadame. ioaAdiaar"'IaaPPRAl "abd mnk - y
wwa wstb. Sty .wted orma#ad Saud fam owpro,
P" ftwsab ma CMA)Y psYMin

bolders would bear some of the changes in health
isumance costs in the short run. But they would
probably bear virually noe of these costs in the
long run. The United States operates in a world
economy and. if businesses attempted to shift such
cost to capital, shareholders would move their in-
Vestments to other countries that offered them
higher returns.

Shartholders, however, would benefit from
reductions in the cost of redrees' health insurance
The Adminisatioa's proposal would reduce costs
for companies that currently have large reuree
health obligations. The government would take
over a significant portion of companies' responsibil-
ity for health instance for early retirees and drugs
for older retirees. The companies' workers and
their unions would probably fight for a porvon of
that windfa]., and the gain would therefore be split
among sharholders, workers, and retirees.

How Savings Might Be Distributed

Although the wages of workers (as a group) would
increase to reflect reductions in the cost of heaJth
insurance for current employees under the Admini.
suaonrt's proposal, the benefits would not be spread
evenly among individual workers for at least sto
resoM.' First, by evening out the costs of insure
ance, community rting would raise the costs of
employing some individuals relative to current
policy, but reduce them for others. Second. ndjid.
ual firns could respond differently to these changes
in costs. Some might change the nominaJ wages of
their workers; others might adjust their pnccs

For the economy as a whole, lower pnces for
some products would largely be offset by higher
prices for others.' But because individuals purchwc

7. HwyAu m Mid 11" osvwb. E am~€o Iss i-k Av *
k0m - m euLCan imacut oolabcs PwrP i mp w

1. s. St A i"smuM ; Ip WrOP OW asaC" tft l aa oe
ad sam"g(On s uom, 1 0fal m hgoy t eseftu pta ,.,I
*PAld iAn wmm a St oaSam .mwd "ith cvmm spouc%
ra effen a satiwad pno erAW audbtsaw Ma:l i Li aV
86W s a afm a WSat VU woatar t sts ac fu grii W
be b o m~edua mth miosi wig. ml Sawaten O'rr am
OW RIM usuul ha bt O sa 0 "aMGM" *If"pabac l iNe b%
mmply m aC onpaaaa tar *am" fo r pse L wOIoO
traUy, Ssiu dswwanoo clues mAy P M ascm y Vi e Ftd.
Wal RIt
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different bundles of pods and saierxs. individual
worked and oommeis could exper ce sniWi-
-any different effecU.

In somerespects, the Adminisunan's proposal
would reduce the likeliod that firms with cost
increases would raise prices. Community rating
virtually assumes than competing firms would face
very different changes in tbeir insurance costs. Un-
less most competitors in an industry faced similar
changes in their costs, it would be difficult for any
single firm to raise Its prices much without losing
market share.

What Would Happen to
the Labor Force and
Unemployment?

The Administraton's health proposal would sharply
change the terms of the employment bargain for
many workers, reducing some distortoos implicit in
the current system and imposing others. Overall.
the proposal would probably impose greater em.
ployment-related distortions tha it removed. The
supply of labor would probably fall slightly, some.
what reducing the producuve capacity of the econ.
omy, but unemployment would be little changed.

In summary, the proposal would:

o Encourage workers nearing retirement age to
retire early, by subsidizing their health insurance
in early rtirement;

o Reduce the value of working for people who
roeive insurance rough hir spouses and
currently work at films without insurance;

o Reduce the current i centive for recipient of
Aid to Families with Dependent Children to
reman on the welfare roUs and out of work in
order to maintain their Medicaid benefit; and

o Raise the cost of hiring some adult workers who
earnclose to the minimum wage, thus slightly
reducing their employment.

Thesedirect ffect: nf the plan-which would
mult o bala in a reduction in labor supply-
would in turn produce a partialy offsettng change.
Competition among employers for the reduced labor
supply would slightly raise real wage rates. But the
effect of a rise in wages would not completely
offset the dirc effects of the proposal.

Increase Early Retirement

Three fears of the Administ ion's proposal
would create significant incentives for workers
between 55 an 64 years old to take early retire-
mtCOL Fmrst because the proposal would guarnte
universal covera-e and premiums would not varn
with health or employment status, early rurees
need not fear becoming uninsured. Thus, older
people would no longer have to work simply be.
cause they need access to affordable health insur-
ance. Most analysts would regard this as a clear
improvement over the current situation, even though
it would reduce the supply of labor.

Second, the proposal) goes further and would
subsidize health insurance for rmtied people be-
tween the ages of 55 and 64. However, people in
this age group who worked fuU-time (or whose
spouses worked full time) would not receive this
benefit. The subsidies would sharply reduce costs
for those furns t currently offer health insurance
to early retirees, and might induce them to sweeten
the other components of their retirement package.'
Aside from any consideration of fairness, ti's provi-
sion would clearly reduce the incentive to work.

Finally, community rating among age groups
means tha early retirees would face pmrruums that.
even before considering subsidies, would be no
higher than those paid by younger people. Because
older people currently pay much higher preruums
than young people, community rating would signifi-
cantly reduce the savings that workers would need
to accumulate for retirement, and some nught find
they could ,mtire earlier.

9 Ram*Wof we uvu5fr tstfirm ia 1I99thmg. 2000
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The AdmAim otion e simae that the health
proposal could inrase the number of retied
workers ages 55to 64 by 350,000 to 600,000.
CBO's analysis also suggests effect in about this
rnge, although probably closer to the upper end or
slightly above. These esimames are roughly consis.
ent with the mults of a rant study by Brigine

Madria of Harvard University.'

Impose a n plldt Levy on Work

The Admistrafion's proposal would bring about a
major change in the natur of health care costs: for
many workers, the cost would operate like a new
levy on work. However, most people's decisions
about whether to work or not am nat particularly
sensitive to changes in their take-home wages or
salaries. Consequently, the effect of the proposal on
the total labor force would be relatively small and
limited largely to second workers in households in
which one person already works.

The proposal would create an implicit levy on
work because it would make health coverage uni.
vesal without charging many workers for the
full cost of their insurance. In other words. cover-
age under the proposal would not depend on
whether one worked and paid the premium or
stayed at home and often, paid much less. The pme-
miun would simply reduce take-home pay without.
from the point of view of the individual worker,
buying anything.

By contrast, under the current system, em-
ployers provide health insurance to many of their

10. "ltpm M LaMetA M O0I kqeM. r 3tad
mm Imuam"' C( D a ,m m mmam immuma of

Tweb v. C*A sd W^ 199U. C ZAw 2. Oe asww m ma
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btaJth Iasm Aad 1 abwwom -- e n Riiu L"

w.a PV 4W (7'4aemui WI". ii5oO aca.
CamdWW. Mas Sq1993) a sd MobW Med ad
K."Ien cMOwy, -b .tu wAhq Swm ).b Owwuoa
ad PAwumme,' wki. Nlp. 455 MOWeml 3mof.13-
wnwuc OM6 CaAmbp ,w.. IaMm r I993). AMw.)
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PM .q 4307 (Ne1mal it.m d EOIJC P a mbnde.
M"$.. MUA M 29).

workers a part of an implicit or explicit bargain.
which ensures that the cost of health insuruace does
ntmy too far from what most workers feel it is
worth." Thus, health insurance is a component of
compemsa ion that substitutes for cash wages and.
therefore, has little effect on an individual's deci-
sions about whether mn how much to work.

Th bargain is not perfect for several reasons
Most important some married people who work in
firms that offer health insurance are or could be
covered under a spouse's policy.' For these peo-
ple, the availability of health insurance at work is
worth little. But many of these workers are not
compensated in other ways for the insurance they
do not use."3 This situaon distorts decisions about
whether and where to work; it also partly explains
why some married women work in firms that do not
offer insunmce."

The Administration's proposal would extend ths
distorting effect on decisions about work to ever.-
one. However. the proposal would also reduce pre-
miums for curently insured workers because all
workers would have to pay for insurance and be-
cause administrative costs are apt to be less--paruc-
uarly for smdl firms. On balance, the proposal
would probably impose a somewhat larger distorton
on decisions about work than exists under the cur-
rent system,
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Would everyone recogni that the proposal i.
posed a distortion? Pehaps nx. Soee workers
may nocoie the implicit tuk-off in the cur-
Mont systm between employer-paid health insurance
benefits andcash wages.U For tee workers, the
Administmatioa's proposal would not appear to rep-
'wsh a fundamental' change in the employ-
mat bwlain.

Although the proposal would reduce the incen-
tive to work for many workers, the vast majority
would nevertheless remain in the labor market be.
cause they need wage and salary income to support
themselves or their families. But some people-

specially those whose spouse is employed-have
mor flexibiity in their decision to work. These so-
called "secondary" workers am more responsive to
changes in work incevts because they can rely on
their spouse's income. The Administraton's pro-
posal would thus reduce the participation of sec-
ondary workers in the labor force.

Encourage Medicaid Beneficiaries
to Enter the Labor Force

T7e Administraon's proposal would reduce the
curret incentive for AFDC beneficiaries to remain
on welfare. Under cuent rules, when a welfare
beneficiary goes to work and eartts income above
certainhsholds, the beneficiary may lose both
eligibility for cash assistance and Medicaid cover.
age.1 Because such workers may not find employ.
met at a firm that offer ins urance, they may lose
scces to affordable health bezefits if they work.

The Admisuition's proposal. by contrast.
would make covege universal. Thus, welfare
beneficiaries would not risk losing coverage if they
worked. Note. however, that e workers would
not rweive free insun e when they went to work.
Like all other workers, they would ultimately pay

IS. A=s md l *, 5imk Ias W i Lors o H 14b
Cm Fie.'
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for the employers' share of insurance throuh lower
cash wages. Thus, the net incentive for welfare re-
cipients to work would be less than it may at first
appear.

Still, the proposal would subsidize health irusur-
ance at many firms, and workers at such firms
would have to pay, at most. 7.9 percent of their
wags for iunun (and less if the firm is snall
and has a predominandy low-wage work force).
Preiums at unsubsidized firms could, however.
absorb a substantial fraction of these workers'
wages; few welfare recipients would probably seek
jobs in the unsubsidized sector.

These workers could also receive some subsi-
dies for the family share. If the worker continued
to receive AFDC assistance, he or she would ;'a%
nothing. Workers who were no longer enrolled in
AFDC would also receive subsidies, although they
would be required to pay a portion of the farml.
&hare." These subsidies would phase out gaduall.
as the worker's family income rose, reaching zero
when income was 150 percent of the poverTy level
The phaseout of the subsidy would impose an im-
plicit levy on additional hours of work.

Empirical studies show that Medicaid has re
duced paicipation in the labor force." But esu-
mating the effects of the Admirisratlon's proposal]
is difficult because the available srudies canno:
easily be sdapwd to it. Nevertheless. the lerarure
sU sts u that the proposal would noticeably ncra.se
participation of AFDC recipients in the labor force
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Redirect Employment of
Low-Wage W6rkers

The Admiisaoon's health proposal would affect
employment of low-wage workers in a variety of
wys. It would mic labor costs a uinsurd firms

owd would reduce the employment of some of their
low-wagt, adult woer. But it would also reduce
lbor cost at insured firm, wbich could tempt
some of them to employ more workers. At the
ame de, the proposal would ncae employment

of worked who provide services for the disabled
and could induce a shift toward teen and student
employMenL On balance, the Adminisusion's pro-
posal would probably have only a small effect on
low-wage employment

Workers at Frm Wltbout Isurance. The
Administration's proposal would reduce the employ-
merit of adult workers who am curntly uninsured
ad whose wages am close to the federally regu-

Laed minimum wage. The requirement that firms
pay for insurme would raise the cost of employing
thes workers, but because of the minimum wage
rules, employers would not be able to pas the in-
creased cost fuly back to the workers by reducing
their cash wages. Thus, firms that could not absorb
these costs in profits or could not raise their prices
might resort o layoffs.

The amount of the cost increase for minimum-
wage worked would vary significantly from firm to
frm," Firms subject to the premium caps, and thus

subsidized, would experience increase amounting to
between 15 cents and 34 cents per hour-probably
not enough to have a seous impact on employ-
MieL Te increases at usubsidized frms would be
substantially lar , amounting to about SI per hour
(or close to 25 percent) for full-M worked choos.
ing individual policies in 1998 and almost $2 per
hour (nearly 45 percent) for worked choosing fan-
Uly policies.'

It. For m i oas 0 00"04 .0low-war watfm for.
Capamall bau" OfwI's hnPi# a(0 ~bw Ww ad
1.qlo am-based HfalS iamwasosCNR0 MewAMim (Tob-
07 199)).

ID, Us* CRO', p ammon ( a1991 ad masi a 37-4te
Oak for 52 ws-in.

Some firms would respond to this cost increase
by rising their prices; others migrt pass the i-
ct" 00 to other workers or sharebolders. Some
firms would reduce employment, but the effect
would probably be relatively small. Past empirncal
trudies suggest that changes in the mnimurn wage
affect employment only nodestly.' Moreover, the
numbers of workers eating the minium wage will
decline over mn as market wages rise wfth genera]
iaflaon.

Workers at Insured FIrms. Not all low.-"alc
workers would face increases in health costs Al-
though most firms that employ mirnimrnum-ae
workers do not offer insurance to those workers.
some firms do, and these firms would most like I'
see their costs go down. A firm that is subject to
the payroll cap would have to pay no more than
$700 to cover the insurance cost of a full-sic
minimum-wage worker--considerably less if the finn
is small and employs mostly low-wage workers--and
this amount would be well below the cost of most
current health plans. Because small, unsubsidized
frums would benefit from communiry rating and
from a reduction in administrauve costs. man,- of
them would also see their'costs go don In firms
where cost could fall, employment of lov.A-age
workers could rise, though again not by much

Teeaers and Students. The Adrrunistauon's
proposaldoes not require employers to pa% for
employees who ar dependents and who an either
under age 18 or full-time students under age .4
Thus, the proposal would reduce the cost of runn
thes workers relative to adult rfurumum.-age
workers. This provision could induce a shift to% aid
employment of teens and students and a&,a. from
adult nomstudent workers, although it is difficult to
estimate the magnitude of this effect.
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1%m1 Can Woeken. The Admini oo's
propoal would also direct t nrase employment in
Oft low-wage am-pnaval care and other n-home
wOeken. Although mot aspct of it aim to rvduce
pnngo health care, the proposal would sub-
tatia y ncrea funds for home- and community-

basdcae, which would expand the employment of
both higher-paid ad lower-paid workers in this
Sector.

The proposal also could bring into the labor
force nstic-and into the gross domestic product
accounts-an uninown number of family members
who curenty provide uncompleted cam for the
disabledL Currnt rules do not permt these =pe le
to be paid with government money, and thus .they
am no counted in the labor force or in GDP. The
proposal would allow the¢ people to be paid and
thus bring them into both sets of s aistics. The
recognitioe of the work effort of these fwaiy mem-
Ners would be important to the disabled and their
.i lies. From the national point of view, however.
this would be largely a statistical change and would
not &Ite the true amount of economic activity.

What Would Happen to
the Structure of the
Labor Market?

The Adminisutaon's health proposal would create
incentives for reorganizing the swuue of produc-
tion. To start, these incentives would alte the num-
her of hours that people work. and particularly the
decisions of funn to him fuiw-6e or part.6me
workers. The proposal would also allow worked to
switch jobs without losing imunu , but it might
induce some Imallocation of workers amogs fims in
an effort to receive gvater overnent subsidies.

Hours of Work

The Admiastatio,'s proposal would affect not only
the number of workers in the economy but also the
number of hours that they work. Specifically, the
proposal would ewcourael a reduction in hour for
full-time workers in subsidized f nrs but an increase

in bous for ful-time workers a ome unsubsid=.d
firms. The pmposal would also encourage a rduc-
tiou in te hours of most pan-time worked.

Subhlsi d Frms. Under the proposal, subsided
fims would pay La implicit levy on the wages
earned by teir employees from each additionaJ
bout of work. At many subsidized frms. this levY
would equal 7.9 perat: at small firns with lo
ave-ge waMe, it could be as low as 3.5 percent.
The levy would apply toM fulme and pant-une
workers in the same way, and would be passed back
to workers in the form of lower wages. This pro .-
sion would create an incentive for both full-time
and pan-tire workers at subsidized firms to reduce
their hours of work.

UnsubsIdized Firms. At unsubsidized firms, the
proposal would impose to added cost on the wages
earned from additional hou of work by people
aray working more than 30 hours per wek
Thus. at unsubsidized firms that offer insurance
today, th proposal would have no apprmciable
effect on hours worked by full-time employees. At
unsubsidized fu=s that dq not offer insurance to-
day. however, there would be a new fixed cost of
hiring additional full-tim workers, which %ould
cause frm to use more overtime by their exisung
workers.

Part-tiue employees at unsubsidized frms
would face an implicit levy on hours because the
proposal prorates premiums for these workers For
an additional bout of work by employees working
between 10 and 30 hours per week. unsubsidized
firms would generally have to pay one-tUrticth of
the basic employer premium. This amount could be
large relative to te wales of some lov,-vage
workers .=

Workers with Very Short Hours. The proposal
might cause some firms to increase their use of em.
ployees who work fewer than 40 hours per month
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became either sv zed m r unsubsidized fums
wo d be equ o pay prmmiuma for these work.
m. The number of mch worken would probably
be s=ll however, ad they would priaxy be
worked with low tra.ng and transportation costs.

Effect on "Job lAvk"

Some of the proposal's provisions would reduce
problems coated by the current employment-based
syent of beith insurance. Under the current sys-
Mm. people may be reluctant to leve the safety of a
lagecorporaoo to work Wn a small company or
UtaM small business because they fear losing their

health insuranue. Because the proposal would es-
tablish universal coverage &n prohibit resuicuons
based on prexiWSin health codidons, this fear
would be lifted. Worker could choose jobs that
pve them the most sasfactiona .d at which they
bad the highest productivity, thus improving eco-
mosaic efficiency.

TIh quantive imporance of job lock is un-
clear, however. Public opinion surveys suggest that
10 percent to 30 percent of people feel locked into

their cumt jobs because of their fear of losing
health insurance.0 But statbcal studies of the ex-
tent to which this fer actually reduces job mobility
have rched mixed cooclusions.' Overal, the
weight of evidence suggests that job lock probably
hindersthe operation of the labor market to some
degree. but the mqupde of the effect cannot be
reliably es6imed.

Reallocation of Workers
Among Firms

The current system of employment-based helth in.-
urtance influeoces the allocation of worked among

23. VQ Scbop" 11 I Smu P 0 Dw 5.," 0m
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firmu. People who receive insurance coverage
through their spouses-or low-wage workers who
place a low value on health insumW relative to
their other needs-have an incentive to work t fims
that do no offer health insurance but pay higher
wage instead. At the same ame. higher-wage
workers wbo do not have alternative access to insur-
ance typically work at firms that provide insuunnce
coverage.

The Administration's proposal would eLumnate
the allocation of labor based on workers' demand
for insurance. But the proposal would substitute an
incentive for reallocating labor (so-called "sorting')
based on wages: to take advantage of the subsidies
to firu available under the proposal. low-wage
workers would migrate to fruns with low average
wages. and high-wage workers would eventual
move to fums with high average wages. As %ith
many other issues discussed in this chapter. the pre-
cise effects of the proposal would vary among
workers and firms (see Box 4-2).

This sorting would occur because the subsidies
are based on the charactepstics of furms, subsidies
based purely on individual or family chanctensuts
would not have this effect, nor would a payroll .ax
leved at uniform rates on all rums. Therefore.
theO e incentives for sorting am somewhat puucul&r
to the fnancing mechanism in the Adirrunistauon's
proposal, Of course, alternative schemes for financ.
ing universal coverage could also introduce ne,
distoruons. though the prcise effect would depend
on the details of any alternative.Y

The incentive for Sorting A simple example il.
lustrates how workers could benefit by moving be-
tween fim that were subsidUed a fums that
were unsubsidized. If an unsubsidized firm h=r an
additional single, childless worker at n anLnum sal.
ary of $10,000, its payments to the regional alliance
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PeroalCare Werkn. The A saco's
p oaal would also dim* ne eploymet in
ooe low-wage ars-pe scau cm and o e i-wae
worker. Although moat ecu of it aim to rh=:c
spndinS onhealth ca, th proposal would sub-
atnally nacrase funds for bome- and community-
baed ca, which would expend the eupl oy nt of
both higher-paid and Iower-paid worker in this

Iheproposal aso could bring into the labor
force statistc-and into the gross domestic product
accounts-an uakmown number of family members
who currently provide uncompensated came for the
disabled. Curtr nle$ do pmit these people
to be paid with government money, and thus A.y
am not counted in the labor force or in GDP. The
proposal would allow thee people to be paid and
thus bring them into both sets of stincs. The
r1oguition of the work effort of these family mern.
has would be important to the disabled and their
..milies. From the national point of view, however.
this would be largely a stadstical change and would
not alter the tU e amount of economic acvity.

What Would Happen to
the Structure of the
Labor Market?

The Adminisriaoo's health proposal would crate
incentives for reorganizi g the s-uccnre of produce.
tion. To su%. these incentives would alter the num-
er of hours th people work. and p rtcularly the

decisions of fums to hir ell-time or pan-time
workers. The proposal would also alow workers to
switch jobs without losing insurance, but it might
induce some reaocation of worked among finms Ln
an effon to receive greae govenmeat subsidies.

Hours of Work

The Administraion's proposal would affect not ory
the number of workers in the economy but also the
number of hours that they work. Specifically, the
proposal would encourage a reduction in hours for
full-time workers in subsidized fums but an increase

in bours for full.time workers at e subsidized
fim. The proposal would &Wemowq* a rduc-
non in the houn of most pr-time wostn,

Subddixed Frms. Und the ppos~a, subsidized
frms would pay an implicit levy o tihe wages
eared by tbeir employees trmWa sh ddaiontl
bour of work. At many subsidiwztd rft . tisi le Y
would equa 7.9 percent, at s flirwJ witt lo%
averqe wags. it could be as low as 3.5 percent
The levy would apply to tulal.-me aztd u.wne
workers in the so way, and would be passed back
to workers in the form of lower wales. T is pros',I
sion would create an incentive for th fUll.wurne
and pa-ftne workers at subsidized 4ts to reduce
theiz hours of work.

Unsubaidized Firms. At unsubsidiZd furns, the
proposalwould impose no added cost on the wages
eaned from additional hors of work by people
alma dy working more than 30 houn er wee k
Thus, as unsubsidz ed f'm.s hAt offer insurance
today, the proposal would hv no apprtciable
effect oc hours worked by fl-tWme ernployecs, At
unsubsidized firms that dq not offer ins ura.nce to-
day, however. tre would be a ew fixed cost of
hiring additional full-time workers, which would
cause f to usem ore overtime by U e i exisung
workers.

Pan-time employees at unsubsidzed flirrns
would face an implicit levy on hours because the
proposal prow premiums for thes w orkers For
an ditionaJ bour of work by employees workinr
between 10 and 30 boun per wee. tn subsidjzed
firms would generally have to pay one.ciurueh of
the basic employer prem-ium. This hununt could be
ale relative to the wages of tore low.A.ate

workers."

Workers with Very Short Flou. The proposaJ
migbt cause some fu= t o incras their ause of en-
ployces who work fewer than 40 hours per month
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wmudrim by $2,031 (CDO's eginm of the em-
p tom Aham of the pM uM in 1998). By cmaut.
a subdizd A m would have t pay oly $790 to
the balance if It WM te worker. since subsidizd
fis would pay only 7.9 percemt of payroU forti.
sPaune. If the wker bad the same value to both
Onus, the subsidized firm could pay a substaally
hih er annual Wary-u much as $1,241 more-d
the unsubada fi n o Ti is a rather larg differ-
m; it would increase the worker's saary by more

than 12 peCnt.O

Theincentive would work in the opposite direc.
tiot for higher-wage workers, though it might take a
long tameo affect where people work. A tingle,
chidess worker eaun g an annual salay of
$40,000 would bave to give up S3,160 of his or her
saJary for insurance in the subsidized firm (7.9 per.
cent of $40,000), and thus could save up to $1.129
each year by moving to an unsubsidized firm, where
the premium would not be based on salary.

The size of the sorting incentive would vary
among both' workers and fin. In the example
above, the incentive would obviously be amplified
for workers with annual salaries above $40,000 or
below $10,000. In addoo, small firms with vry
low average wages would have capped rates as low
as 3.5 percent, which would further boost the inrcn.
tive for low.wage workers to work at these firms.
Last, the size of the incentve would dtped on the
family status of the worker-workers with chid,-n
would face higher premiums at absidied firms
than workers without chidre. At subsidized firms,
the employer share of the premiums would simply
be 7.9 percent of the worker's wages or scary
whether the worker was a single adult. or pan of a
couple or a family with children.

Fornu of Sorting. Sortng could take u ererl
forms, some involving actions of workers, some
involving actions of firms, and some involving ac.
tions of both parties. For example, new workers in
the labor force could choose jobs with certain firms
rather than others. Or exustng worker could quit
and move to diffenmt fums.

Fums could "outsourvc-thst is, Lay off em.
ployees and concoct with other companies for the

Seta Worker,

k the Adm nlA doo'e PrOpO

Tbe omdv for wtng unde the AdmWAmL -
tmo's prpoe would vary among worked, but
mo workmen can be sifed into one of thre
group for this pwupoe.

Fint, the Adminisamon's propoWsl would
pwovidt a asbumnal Dew ietive for sronS
aMng workers who plac a tipicant value on

xsw and wbos wage are f m ibk in the
long rn. aUsethe worM' wages adjust
Wt rlWd heon of theiz employment-b"d
elhinsurace., the worke face no incetivc

tider he curemt system to leave their jobs. Bu
uder the pruposd system, oe who ha- low
wages would sk jobs at subsidaWr fms, whi€
those with high wagts would sek out unsub-
sidtied fam. This group is rashr large-it iL-
cludes all beads of households except iowwith
very low wmis.

The somid group of worked ram those who
place a high value on iuance but wbose wages
an amt flesiblea ov in the log run. becausee
Oh producviy of he workers may otbe
igh enough to cover the minimum wage plus the

castof heath iWmcte tend to fuid work
at firms hatdo n offer inurance. U th Cur-
rmt sytem is maintaimd more of teseworters
would be fored into Uisrod firms as the cost
(health insm rw boy. y cott. the subs,-

dies in the Adzini m onI'propos would re.
duceths iantve for soNMg This gM up Iot
lr cad onsists pr ry of mau -wage
aMd e amu .MUM-wAgC s ers

Te las goup omist of workr wbo place
a low va ue on insurance. The n system
ea mcas thOe wentkr to work t fins wi h-
ow onuance, and ag i ncet L
as health msurz= c osts ruse. Thbe Adnimissr.
ON'$ PrOPOa would eliminate $ this native for
mog because every firm would have to offer
isa Bat the propose would ssttute an
inetve for hgh-wage workers n ti grop to
move o = with high average wages $ad ow.
wag workers to nove to fi ith low average
wages. s group is family sia ble because it
bids most weodary workers &ad sorsmyou.
geo and poomerPrimAry workers as well.
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sameServices. Por example, a firm with high aver-
age wages, which would be a-subsdi d rderthe
PWOpa, could giv pits company's cleaning help

nd hire an outside Cleaing mvi inmsad. Alter.
ively, firms could divide them vu into subsidy.

awie with low and high avw wages. For ex.
aSle, a manufcauring - could sin off its
rem W and development lab.

Ahou g the proposal coamins legal res itos
an me of this sorting. deywould not be totally
SUCommYie 3 The proposal would Inc se he Inter.
ad Revenue Service's mthority over the classified.

tion of employees and independnt coowtcors but
ressfcation of these workers is just one A yv-
.1 ways in which firms cold spo d to the pro-
poa. Moreover, ay simplereglaion is uIkely
10 prevent the reaton of new firms that could use
the subsidies to their comnpetive advent tV ainst
existinS, reguaed firms.

Sorting Would Rai the Cost o F deral Subsi.
dies to Flrms. When sorting ons, woer
would be rallocstd among firms in a way that re-
duced the private con of their health iniwance. But
this reduction in private co t would be exactly offset
by an inmrase in govneint spending.

Of coure, it is ddfct to dermine exactly
how much sot S would owcur uder the Admini-
suion's proposal. Some rwcen along salary
Un may be occuning anyway." Then am no
empirical etimats indicating the snsitivity of the
allocation of workers to incenives of this I. But
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the 'amtve for sorting under the proposal would
be faily large for many people. CBO estimates tat
in 199 almost 8 miloc low-wap workers could
rive "IyIncmia of 10 pFact or more by
moving from unsubsidized to subsidized firms. And
the average increase in salary for workenearning
less than $20.000 who migrated from unsubsidze
to subsidized firms would be over 15 percent.

CDO assumes that 20 percent of the workers
would eventually respond to a potential 10 percent
incresein their after-tax salaries; workers facing
larror smaller incentives would have proporion-
ally larger or smaller responses. This sorting would
not occur immediately, however. CBO a.usumcs that
it would take 10 years after full implementauon of
the proposal for sorting to reach its full extent and
estimates that sorting could increase the cost of
subsidies to firms by some $12 billion (or 14 per-
cent) in 2004, an amount incorporated in the cost
estimate in Chapter 2.

Scoring Would Alter the Effects of the Proposal
en Employment. As discussed in an ewlhi sec-
tio, th frequent that Cums pay for heaJth insur.
a would reduce the employment of low-age

worker. TIe sorting of these workers among firms
would mute this effect, however. Lou-u'age
works who am currenly uninsured would be
indu to leave unsubsidized firms where the%
would face le implicit increases in the reunmmum
wage an move to subsidized frns where the im.
plicit minum wage increase would be relauvel%
moduL Tis migration would limit the number of-plcWworker.

At the same time, sorting could produce some
temporarylss of employment, If workers lost ther
jobs a& W forced to look for new ones. Ironi.
ally, the harder the government tried to prevent

sorting in the form of simple legal reorganizatuons.
the more it would encourage firms to so workers
by laying them off. Of course, employers would be
tying to couteaa with other companies to provide
the sae services, so overall demand in the econ.
omy for these workers' skills nmicht be unaffected
But this possibility does nt mean that the same
worker would find jobs immediately. ndthose that
could not would experience tome short-run unem-
ployment.
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swun~g C"uldRe a* Os mdc of1 nheLA.
her ?arksL A com speri e m nawkeaoomy slo-
cams worka l o jobs w ut&*productivity is
highest UTe Cw u m b h alt isaui systmdis-
onr t aocatio In at lena two ways. Fust, it

provides incentive for workon wbo place a low
ne a health Issuanoe received though their

jkbs to work fo firmha do t offer imuAe.
Second. ft rasthe oatmof labor at Aims for wbih
heahinswac is more expensive. These distor-
dons lower the efficency of the labor mmrkt and

Mae Administration'sp -opoal would elimine
thsedistrions, but would rme a distort o of a
different type, in Wch works at different wag
lvlswould have an mtive to work for differnt
firms. By cou*A cue n syse creates no
incentive to separate high. and low-sklworke
Inso differentfim. And most fin s cnly in-
c.e both low-wa and high-wagemployees.
suesting that beISromuswae (and shil)
82fucnre at fimsmay be omore efficient than the
o geoossuc m a en=crMd by the proposal.

This efciency may dpnd party on t e mn of
pdicsio proomses which often involve people of
differem types and levels of sill. It may also de-
pod an the difficulty o condtving ansactions
thrgh explicit conc with independent firms
rahrthan informal armgment within a single
firm.

If grouping work amo frms by income or
skill level is very inefficient tbe th- allocation of
workereno uraged by the proposal mIgh be less
efficient than fthecum= allocatima Also, the po-
ems of swrtng-of reallocating workers-would
entail adminitumtive and oraiainlcost that
Would r"duoc ksficecy. But if tefciency cOw
of sorting wr high. then the speed &Wd utimate
amount of sorting would relatively low.

What Would Happen to the
International Competitive
Position of the United States?

Whe thegovermentmakes policy changes as far
heactin as the Admnitration now propom.e, one

Of the bigget cMMs of many busDess is bow
the c snM might affet their inuenatonal cor-
petitivens. CBO's alysis ioncludes that because
th proposal would affect diffemet firms in different
ways, some firms would become more competitive
and some firms less so. But no solid conclusions
can be dmwn about whether the ovraU trade baJ-
an= would increase or decrease.

Overall Competiveness:
The Balance of Trade

The notion of the "internaionJ come tveness" of
the whole economy is hard to define, but what most
pope mean by it, in practical terms, is a concern
that the United Stats may lose exports or absort
mor imports. Working by analogy with an mdi.
vidUl f it iS Commonly beUeved that a n%%hnF
that i0ceases costs would make the balance of trade
worsAndanything that decreases costs wouli
improve it. Almost all economist s disapee-A
this riw, however, because it neglects some impot.
tat conecdons that exist in an entire economy' h6.
do no apply to an individual frm.

At a fundametal level, the trade balance of an.
county is costraine because a country . unlike a
firm, can sell b only that pan of iu prr iu.w
that it dos consume or invest itself. Hene. t ,e

t amount of sales abroad-the balance of tr.,J
depends most directly, not on costs of produtr.
but on saving and investment m  The trade r e
improves only if national saving rises. mne'trrw-
falls, or both.

The Administion's health proposal '.

have indeterminate effects on both nauonawi
and investment. Thus, it is difficult to predict h,,-A
the prpos would affect the balance of trade

National Saviag According to CBO's esunults in
Captar2, the Adminisuatio's proposal uoulj
marginally raise the federal budget deficit for moI
of %te next decade, though ultimately it would de.
crase iL A decrean in the federal deficit core.
spoods to an increan i ational saving.

25. C (AI...J m Of16M PeA6119) W R eW&Ag A, C,,
AtC.wv DotCU(AWuA 19"9)
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T proposal could also affect private saving
through svedal cmaels. Fint mive al health
imstrw ould eMduce = so of the nWed of mdi.
,diAs 0save for Prcaudoary reasons. Prec.au-
tocary saing aries when individuals uncertain
about, for example, Eir futre income prospects,
d-,i life span or ft no ut of money they may
need to sped om omual s ces. In the case of
edr-al need , the ammout of precautionary saving

iould ped on fteprobabibty of incuring out-
lays, the amount of altunys likely to be incurrd
#and the cost of iwamce. It would also depend on
income, wealth, a attides toward uncertainty.
15acause the propose l W eluinate the risk of
Iosig snswu ce and facing large. unexpected reedi-
,ai expense. it would probably reduce prmaiqon-
vy saVI'" Of course, the reduction in risk would

tadelf improve people's well-being. Second, some
people between the &1es of 55 an 64 might save
Itst it the proposal eacouraged them to retire ear-
her Th.s group, if they contnue:d working. would
normally have relatively high saving rates.

At the sarne time, two factors would work to
ic-reCe pnvate saviAS. Frt. some workers might
want to save more during their working years if the
proposal encouraged them to retire early. Second,
the plan nught rw uce some people's incentve to
spend down thev useu if they expected to need
Medicaid where they wen older. The proposal
would Jlow states to raise the maximum level of
assis that single people on Medicaid could keep,
thus shhty increasing the incentive to save. Over-
&)I thr propoWa mght reduce tional saving some-
, hat

Investment It is even isort difficult to predict the
cff.ct of th propol on inveSrrML Because r-
&.1 saung the butter of halth cae costs would af-
feci industries very dMf"me tly, some would increase
mvesuwsnt a some decrese iL On et, because it
ts hard to shift plant and equipment from one firm
(x industry t anohr as one contracts nd the other

79 I w 3. e O a h.K.5 " )mo Snow. W Slbt dao ."TUh
iiww~awmof(P WVbA kM.*,h4sW 0 I"tais LduI sad
AA~jmtgw 4t14t'Wotag Phu 4316 (NecICO DI"aO
UPc*~ an.cRAt .CsAWkGsM aw. Navmhea 199)). M&AbtA
1wMc4~Clj. XHaWii azwhav ad 4 rwvoowr~y Sarnos (pm
~pr wouimOw 1"A 9a&Ww.euq nnOf d@m A&sm co-

momw A~vW& aokft ,a4w.. sanwy 1994),

epads. such shft could icrease national spend-
in$ on invesmet while adjustment ocurred. But
the effect would be very smUl: indusies are
always growing and declinig, and the additional
shifu as a result of reallocation of bealth cae costs
would be difficult to &scern. Othe r fators-espe-
ciAlly changes in the health can industry if--
could also affect investment, but it is impossible to
predict whether they would cause investment to go
up or dow. On bAae, the effect of the Admirus-
Vuaon's proposal on inve-sacat is u lcertal.

The Competitiveness
of Different Firms

Under the Administration's proposal , the health care
costs of firms that compete direcdy with foreipn
firms (the utsdable goods sector*) would probably
decline. Those fins art much more Likely nai
firms outside that sector to offer health b,;nefits
now, and they offer rlatively generous ben-fits.'
Nevertheless, this reduction in costs would notb ave
much effect on the trade balance.

Although prices might fall, the dollar would nse
enough to prevent the change in prices from sigruf.
candy altering the trade balance. Much of the re-
duction in health spending would be passed on to
workers in the form of higher cash wages. Some
firms might pass a portion of their health cost say.
ings through to their prices, depending on the mar-
ket conditions they face. Thus. the prices of mad.
able goods could fall on average. But these pnce
declines would probably lead to a strengthening of
the value of the dollar relative to foreign curencies
A higher dollar would offset the lower costs in in.
dustries dealing with tradable goods, keeping the
average price of U.S. goods to foreigners about the
same."3 One result would be to share the lower cost
of producing tradable goods with the whole U.S,
economy by reducing the cost of imported goods

30 $a Lewwa-V" Nt Lmpwof du e&A mi~Saitity An 0 F=
Caows N WOi ImAmaJ htc, (pow nM Ia10 ot
CosMnIs'= LoKY CorneJ. ,WU =. DC.. Dwmt.MW 10.
M99)

31 HwarA Awzi ,d asy SosvwtQ. "H.alh C, Iro am
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imw P*W7 C~ewcJ. Wuartftw. D C. DomininW 10. 193 1
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As discused earlier, the Admimtration's pro-
p-W would nsissbue i smance costs among dif-
feent fimu and indtutries, which could alter the
ricsof their goods and rmvices. These price

change, in ax. (x od affect the inteaional =or-
petitiveness of some companies, although finms
whom co.s decilac by the average fOitrdable-

oods soct would se no change. For thes firms,
the rduction of their health costs would be eacwdy
offset by the appreciation of the dollar.

But the international competiveness of compa-
nies with larg.r-than-averae cost reductions would
improve. Although the dollar would appreciate, the
insurance costs at these companies would fall even
more. Fans that have smaller ha average reduc-
tious-or cost in.teas-would become less compet-
itive, however.

Conclusion

CBO estimates that the Adminstrtion's proposal
could cause the number of people working to de-
cLine by about one-qutner of a percent to I percent.
though most of these people would retim or turn to
other activities outside the labor market. Unem-
ployment wouldincreae only slightly among mini-

mum-wage workers, A decline in the labor force of
that ma&gnde would reduce the potential market
output of the economy by somewhat less, perhaps
from 0.2 pent to 0.7 percent. In addition, the
proposal would probably cause low-wage workers to
move from firms where they would qualify for litte
or no subsidy to firms where they would Attract
guter subsidies. Such churning could impose
noticeable, though unquantifiable, cosu on the
economy.

The proposal might also bring into the measured
labor force, and meaured GDP, some people v ho
are now giving care to their disabled relatives. T'us
would largely be a statistical change and would not
significantly alter levels of economic activirN

Thesepredictable changes in the labor force.
though important are 'in any case small relauve to
the normal growth and variation in the econom.
CBO projects, for exanple. that the labor force will
increase by some 13 percent in the next 10 year.
and the predictable effect of the Adnrruisauor's
proposal are well within the range of uncerintN of
that estimate. Further, the lower market output of
the economy somewhat overstates the economic
losses the proposal would cause. Those uho left
the labor force would engage in other acuviues-
looking after children or enjoying leisure--that hax'c
value but are not captured in GDP.
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Other Considerations

T b Adminim has developed a M-
bisive proposal thak i implanted s
evisioned by its rchitect, would

th problem it seeks to address: lack of insuac
crage, lack of accss to health cm, and rapidly
rising health came emu. Te proposal's scope is
broad, and its snoe to dtaU is exaordinary. It
provides a blueprint for mauctuing the entry
bulth came systm, complete in almost every pnc-
ulst of the design. bn this respect it s uuique.

As described in Chapter 1. th underlying prin-
ciples of the proposal would be to establish a uni-
vesal entitlement to a standard pacap of health
benefits with a firnacing strctur that would build
on the existing employment-bsed system The
proposed system howee, would require all em-
ployrs to nuk specified conibutions to premiums
on behalf of their employees, tweby endin the
sifttion in which some employers in effect pay for
the coverage of employees in other fums. AU indi-
viduals and families, except Medicaid beneficiares
and other with very low Income, would also be
required to pay at least pan of tdr premums.
Subsidies would be available to help employers and
low-income families meet their premium obbila-
tiocs. The Medicaid progam as it exist today
would end, and Medicaid beeficiarie would enrou
in "masunarn" belth plans, which would receive
the same premium paymem for Medicaid benficia.
rigs as for any other enrollee

People who had experienced difficulties obtain.
inS health insurance overage at a rusocable price,
an those who feared losing coverage if they lost or
changed their jobs, would find that those problems
no longer existed. Families with no employed
members and employees of small firs would ot
have to pay higher premiums than others in their

community for the same coverage. Employed peo-
pie would not lose their coverage when they left the
labor farce. High-risk people in particular would
benefit since health sams would no longer be a
factor in determining the availability of insure
coverageor its price. Most people would have a
choice of health plans available to them, which
many do not today, and would be provided with
information to help them to make informed choices.

To constain the growth of health care costs. the
proposl would establish mechanisms fo': linunS
t rate of growth of pmmiums for the standard
benefit package, aid for setting the initial level of
premiums in regional alliancs. If they were imple.
minted as intended those mechanisms would be
completely effective. The proposal *vul also
anempt to limit federal obligations for subsidies.
As discussed in Chapter 2, those limit might not be
as effective.

In i.esing the likelihood that the Administra-
tion's proposl would be able to achieve its goals
an establish a atsble system for financing health
care. two .mponant .ues aise: whether it would
be possible to implement the propnl fuUy in the
time frame envisioned, and whether there might be
unintended cosuences tLst could affect the
system's viability.

Policymakes and atysu ca only speculate
bosut such questions because of t magiuade of

the instituonl changes being proposed. The com-
plexity and interrelated nasue of the proposals
many components make it difficult to grasp aU their
possible intectons or to determine the extent of
institutional change and development that would be
necessary. Moreover, under the proposal an enurely
new enviroment would evolve; the behavior and
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eof conumer and provider would
chane in ways that one cannot MY anticipax
today. Thus, t pottial for umforesee cos...
queces-both favorable and unfavomrble-would be
Si~iiant

The Coneaonal Budget O c'. cost esti-
maz. tscussed in Chaptar 2. assumes dth e ,.d-
,mnistration's resnucwig of the health cm s"tem
-would be implement according to the schedule
laid out in the proposal. Thaiassumptionz my be
questionable, however, especially as it raws toi the
capacity of the agencies th would cary ow, the
progm and to the data requmm ts of the d syem.

The cost estim also assumes that thj pro-
posed methods for constraining the rae of 1powth
of premums for the stand health pwkage would
be completely effective. Such ujxding limits could,
however, have unintmmded cowsequences for the
heath cam system that would affect its, overall
acceptability and hnce, the sustaimbiliiy of the
limits,

This chapter explore these, isu , in mor
depth. The dis son is jermne,oweve, no
only to the Administration's proposal but also to
amy proposalO th would involve a major esnuc.
wrinS of the health ce s ysm.

Institutional Capabilities
and Resources

The organizati o al c e of the proposed syste
raises a basic qu io about its implementatioa:
Would all the a ies involved have the capabili-
-des, experience, and mmrmes mded to undertake
their assigned sks in the time frame envisioned?
Many of the riticail tasks of s|ng up the system
would be peromed by the newly aaed Natiotl
Health Board ad by Ohe reio&al allaeswhich
would be mw and unmed eaties. Sua and fed-
ea agenies would also have major new Mie.s.

The National Health Bo ad would have osid-
erable power and brod respccsibilities for the fAun-
dioning of the entire systera. and a large, skilled

professio staff would be essential. It would have
many difficult ! %to perform-such as establishing
a national prop.a fcr managing the qualityof can,
developing a natioul information system for heaJth
care, establishing te initial target for the per capital
premium for each regioal alliance, determining the
inftoo factor for each regional alliance, estimaung
the market shams for each health plan in each re-
gio alliance, developing risk-adjustment factors,
&n reommending modifications to the benefit
packae.

Moreover, tho tasks frequency would have to
be performed extremly tight schedules dicwted
both by the effective start-up dates and the conunu-
iS meds of the proposed system. For example. th

board would be required to estblish a nauon£
propa for quality management within one %€ea of
enactment and the information system wathin t'o
yeM of e nacM L On an ongoing basis. the bowd

Might have no mor than a month in which to deter
mine whether each regiofw Allanoe was in comrl
ame with its target for the following ye.'s prml
Mls. After 1996. the board would also hame to
determine the annual inflation factor and the t.xe.
for the per capita premium for each regional a:;
aoe by March I of the preceding year.

TIe regional alliances-as the frondine en. ,e,
responsible for Orchestrating the flo-* of fut.n-
Wough the health cae system-would have an ren
broader, a d possibly moe demanding. set ofrr
pombilitis. They would combine the funct ,n'.

piahasinage nts, contract negouators., llA.-r
ageciesfinancial intermediaries, collecton .!
preiums, developers and managers of tnformai,.,,
ysms, ad coordWin rs of the flow of iriformat,.,r

ad money between themselves and other ljha,&,,
They would aso have to implement the control or
premiums under the direction of the Nauonaj ile.:L
Board. Any One Of these functions could N a
major underlain for an existing agency 'A h some
experience, let lone for a new agency that uouiJ
have to pe dor them all. Some regional alliance,
might succmed very well; others might be o.cr.
wbelned by these tasks, especially Us their a
years of opevon.

tes would also vary in their capabihth to
assume their new responsibilities. .Amr g, other

Best Available Copy
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igs, they would be asked to develop standards
for ad certify health plans, establh guaranty
funds, and ensiunm ctinued coverage for enroUees
who had been in health plans that f"d. Cont-
qumdy, the responsibilities of nate insune reg-
lator would probably expand considerably. But the
stas ary widely in the l autxxity of their
inumnce deparmnts and in the nsore th they
mow devoe to the ulatioe of health insurnce.
Whete all sta would be prepared to undrak
al thes activities on schedule is therefore uncer-
taMin.' The three-year phase-in period, however,
would give sates the opporunity to increase the
capacity of their insurance departments before 1998,
if they med to do so.

States would also play important roles in help-
ing the regional alliance to perform their functions.
In particular, they would be required to ensure that
alliances received the pruurns they wer owed
and help them to determine eligibility for subsidies
for premiums and wot-sharing amounts. Since
sates would be fumcially liable for error rates
above certain limits when determining eligibility for
subsidies, they would have stong incentives to as-
sist alliances with that task. Again. however, it is
not clear that they would have the needed resources.
The proposal would allow states access to inform-
tion on tax return from the Internal Revenue Ser.
vice to assist them in determining eligibility, but

many of the people likely to be eligible for sub-
sidies would not be tax filers.

interstate coopeation would be essential in
order for states to meet their responsibilities effect.
uvely. Cooperation would be especially important
for handling the complications that could wise in
metropoitan areas that crossed state boundaries.
The proposal recognizes this issue and includes
provisions that would permit states to coordinate the
activities of two or more regional afilaces-includ-
ing alliances in different states-in such areas as
operating rules, enforcement procedures, fee sched.
Wies, and contacing with health plans. Setting up

1. SCaCwW Aawr w s Offot.c HMaM IMrnrmv. Now Hea4h
C.' ft.'.' May AIMn 5i~aa Aqu~wmei. aauy of Les1W G
Ajcox1a t wft te $bosmuag mc Hoe k House Comamu
so WAYS Sa Mac, Ho, 54n0 3. 1993. GAOT.R.D-9,-53

ths types of arrangements could be difficult but
would be important for the effective functioning of
some health cam markets.

Similar questions of capacity and resou es arise
with aspect to the Departmuent of Health and Hu-
MaD Servicts (IS) and the Depantent of Labor
(DOL)--he two federal agencies that would have
major mespoesibilities under the proposed system.
Give the reduction in federal employment that is
under way, would HHS have the necssary
MSourUs to oversee the financial management of
reionaJ alliances and t take over the operation of
states' systems if they were seriously out of compb-
ance? Would DOL have the capabilities to oversee
corporate aliaces and to ensure that employers
fuW~ed their responsibilities in paying premiums
and withholding employees' shares? Presumably.
the funding necessary to carry out those functions
ad develop those capacities would be provided
through the normal appropriation process. But in a
world of limits on discretionary spending, increased
resources for those purposes would mean r.ducuons
elsewhere.

Information Requirements

The Administration's proposal would depend crsi-
carly on timely information, much of which has
never been collected. Its data requirements fall into
three broad categories: those related to the estabhsh.
meat of the parameten of the system that would
determine the payments to health plans, those re-
Lated to managing the quality of care, and those es.
sential for the day-to-day administration and opera-
tion of the aiances and health plans. Norwith-
standing the ongoing and rapid development of
information technology in the health cAre industry.
it is uncertain whether the data essential for deci-
ionmaking would be available in a timely fashion

If they were n or if important information was of
poor quality, the functionng of the system could be
compromised.

The proposal recog&zes the magnitude of these
requirements. The NationaJ Health Board would be
charged with developing and implemenung a
national health ca r information system, wuch

CHAFlM FIVE
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would function through an eleocroic data network
bEsd in relimal nters. The information system
would provide dati to mt multiple requinments in
mcho mis as quality Pursaace, information for
omommrS and providers, o cootaineut. and
plani and policy development. Establihing
S the fremewoek for such an information system
within the two-year wt period envisioned by the
proposal would be a challenge.

Requirements for Establishing
Payment Parameters

The National Health Board would Deed extensive
PAW and local data to develop the adjusmett and
inlation factors that it would use to determine the
target for the per capita premium of each regional
alliance. The data required to establish an effective
mechanism for adjusting premiums for risk would
also be oiderable.

The adjustment factors that would be used to
establish the initial target for the per capita premium
for each regional &li€ance are supposed to account
for the variations in the health spending and insur-
ance coverage of alliances "s well as variations in
the proportion of spending by academic health cen-
ters. Although data on per capita health expendi-
tnes would probably be available for states.
whether that information would be available for
regional alliances is untertain. Moreovtr, reliable
information on some of the proposed adjustment
factors-such as the proportion of people whose
insurance coverage was less generous than the stan-
dard benefit package-might not be available even
for stats.

Initially, calculating the inflation factors would
require data on the rlative changes in the demo-
grphic characteristics (age, sex, socioeconomic
status, and health stus) of the population of each
regional alliance compared with those of the popula-
tion as a whole. The sample sizes of existing na-
tional surveys (such as the Current Population Sur-
vey) an too small to produce reliable data of these
types for all the regional alliances. Either the
sample sizes of existing national surveys would
have to be increased, or new regional and locAl
surveys would have to be undertaken. Once the

Alliances were functioning, however, they would
probably collect at least som of the demographic
data s pan of the enrollmt process.

Under the proposed health care system. alliances
would have to adjust the per capita payments to
health plans o oeflt the risk staus of their en-
ollees. ,f that was Dot done or was not done well,

plans that eni oled higher proportions of sicker or
risber individuals would be at a serious disadvarn-
ta competing in the new marketplace, and incen.
tives would be strong for plans to engage in subtle
forms of risk selecdon.

The proposal gives the National He.&lth Board
the responsibility for developing a methodology that
alliances would use to adjust their per capita pa. -
ments to health plans for risk. The feasibility of
developing an effecuve risk-adjustment mechamsm.
however, is highly uncertn and depends on the
answers to three questions.2

o Would it be possible to develop measures that
could distinguish the high use of medicaJ ser-
vices that resulted because some enrollees were
poor risks from the higher use that resulted
because heath plans were poorly managed'

o How precise would such measures have to be in
order o keep risk-selection activities by health
plans at minimal levels?

o Lf effective risk-adjustment mauues could be
developed, would the information needed to
implement them be available to alliances and
beth plans?

The Administion's proposal recognizes the dff'.
culties that could be encouwiered. For example, the
board would be required to establish by April 1995
a method for adjusting payments to health plans
prospectively to reflect the risk status of their en.
roUees, but the proposal contains an alternative
should that tass prove to be impossible. Specifi.

2.L hm. em Jple, JOKO~ P Nwbou. ?MMU of LUkIi
Momm md Lik Ad Rut Hu AaAH, j. Ya13. aoi
(ceribwm~and Tnumooy o HaiId S. Luk L uA Dvww
Lan mi fo rH4&JL Pbey Swd ia. Uwv"ty of Culdamm ii San
Fraco. bsfwt the SbcmM.' a.N ia m W H93 e.Comma"
asW aw ~ M Mc. Hormeba 9. iI
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emly, the bod could develop a mandatory runur.
- system for health plans that would rm in n

effect until a prospective risk-adjusment system
was in place.

Requirements for Managing
the Quality of Care

The Nadona Health Doed would be required to
develop Pgr for maai the quality of care
under he dimctioo of a newly creased National
Quality Management Counci. The counfl would
develop national measure of performance rating
to the provion of and acss to healh car set-
vices, the crteria for which the propoa specifies in
considerable detil, The council would sho conduct
surveys on c es so healt ce use of health ser-
vices, health outcome and pants' Satisfaction. It
would be responsible for providing an annual rpcjl
to the Congress on the performance of each alliance
and health plan and on trends in the quality of
health care.

A fmdamental prcpt of the Administration's
proposal-oe that is shared broadly by health policy
expert-is that information on the performance of
health plans and providens hould be publicly avail.
able and in a sandardized form that helps con-
sumers to make infomed choices. Accordingly,
regional and corporate allnm would be requimd
to provide annual repts on each health plan's
perfomance usins the snadized Measwut, in-
cludng inform"o about idivida provider on
some of the measums. Those repoi would also
include results of swveys of coums Mon access.
outomes, and uAtdaM

The specifications in the popoal clearly iAdi-
cate that raking quality and performance would be
a major undertaking for provider, health plans. a, -
ances and the board. and would greatly expand cur-
en reportig requirements. In addition, an inherent

tension would exist between the consumers' need
for information on which to base their choices and
the demans that would be placed on plans and pro-
viders to report the required data.

Requirements for Administration
and Operations

In order to carry out their basic tnctious, health
aia would need extensive management ior-

mation systems and access to aional information
nw ks. Tey Would also nOed the capabilities to
ooudc srvey, and data anlyse, or be able to
conact for these services. Out has only to review
th funcions that allices would have to perform
to realize tha they would require collecting, main-
taiAing, ad updating larg amounts of information
on individuals, employers, and health plans. Exam-
pes include:

o Tracking erollment and disearollment in differ-
ent health plans according to the risk character-
istics of enrollees and whether they were recei -
ins Aid to Families with Dependent Children or
Supplemenul Security Income;

o Determining the eligibility of employers and
families for premium subsidies;

o Determining eligibility for reductions in cost.
shaing anmuts

o Tracking the amounts of cost-shanng payments
for low-income people enrolled in high-cost.
sharing plans;

o Monitoring the premium amount o'ed b%
families, taking into Account their hours of
qualified employment and any changes in their
type of family that occuned dunng the year.

o Monitoring the premium amounts owied b)
employers; and

o Tracking individuals who were eligible to enroll
in the regional alliance-such as students or
members of two-worker families-but who cn-
rolled in another alliance, and making appropn.
ate payments to those other alliances oa their
behalf.

The complexity of tracking the flow of people
and dollars across alliams' boundaries highlights

CAP= FM

142



143
74 AN ANALYSIS OF MTHE ADMM NATION'S HEALTH PROPOSAL

the need for some type of national information
system. 'Demining bos -ouch families would
owe for their health insurance If they moved be-
nwen allianc"s during the year would be pamcu-
lay diffIcult According to the proposal the re-
giosu balance in which a family was enrolled in
De.Cmber (tcrned the "fln" alliance) would be
responsible for collection any amounts owed by the
family, regardleu of whether the family had lived in
the alliance area for the entire year. All the other
all-ace in which the family had lived would be re-
quired to provide the finalliance with the infor-
maton necessary to determine the family's total
liability. Once the finAalliance had collected the
amount owed, it would have to disuibutze it equi-
tably to all the balances involved. Without an-auto-
mated tracking system, that would be a monumental
undertaking.

In addition to collecting and monitoring finan-
cial information o individuals and families, re-
gional allies would have to estmate the demo-
graphic charcterisocs of their eligible populations,
including the number of families of each type, the
number of extra wodres in couples and two-parent
families, the proportion of people earolled in AFDC
and SSI. and the number of people in different risk
categories. They would also be ruponsible for
estimating the distribution of enrollment across
health plans, as well as the total amount of premi.
urns that employers and families should pay and the
expected shortfall in premium payments. Those
estimates would be of critical importAc to the
alliance because they would affect the amounts
owed by employers ad families, the payments
made to heaJth plans, ad the amount paid by the
federal government for subsidies.

The Effects and Sustainability
of Controls on the Rate of
Growth of Premiums

Under the proposal, the rate of growth of premiums
for the sumdard benefit package would be severely
constrained for the 1996-2000 period, after which
the rae of increase would be determined by the
Congress or, if it failed to act, by a default proce-

dure tied to real per capit4 economic growth and
inflation in consumerprices.

Limiting the rate of growt of premiums would
undoubtedly slow the growth of health spending
Thus, even though the proposal would provide
univera health insurance coverage and include
several new federal program initiatives, CBO esu-
maks that national health expenditures would in-
creas by 94 percent between 1995 and 2004, com-
pared with a projected increase of 108 percent under
the CBO baseline. That represents a reduction of
$150 billion in 2004. The projected slower growth
of spending would occur because of the restraints
on premiums, reductions in the Medicare program.
and other features of the proposal.

In preparing its cost analysis, the Congressional
Budget Office has assumed that the cont-ols on
premiums in the Adnistration's proposal would be
implemented as intended and that the mechanisms
used to enforce those limits would effectively re-
twnm spending on the services included in the stan-
dard benefit package. But what would be the con-
sequences of that resa'ait, and could it be sus-
tained?

Some experts believe that the targets for prerru-
ums could be largely met by increasing the effi-
ciency of the health care system. According to this
view, the system has plenty of "fat'-in the form of
excess administrative costs and unnecessary use of
services-that would be squeezed out by constran-
ing the growth of premiums. Reductions in adnrruns-
rative costs migt be achieved by such measures as
stadardizing claim forms and developing elect-oruc
information systems. The unnecessary use of ser.
vices mibt be reduced by increasing enrollment in
m aged care plans and promoting clinicaly effec.
tive methods of n-eao'enL

By contact, others maintain that even if effi-
ciency improved gretly, achieving the prerruum
target exclusively by those means would be ex-
rtmely difficult and that tight constrainu could
have undesirable effect on the health care system
and right prove to be politically untenable. Pos-
sible consequences might include reductions in pay.
ments to providers and less access to appropriate
services for some consumers. The latter might take
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the form of longer waiting times for namergecy
M rV . --nldn visits lo physicians, diagnostic
am, and elective euies-mnd reduced access to
new high-cost medical technologies if health plans
beame more selective about the technologies they
adopted. As a corollary, research and development
in medical technology might slow, and its focus
might shift

At a genau level. both views have meniu and
lmitations. Opportnities udoubdly exist for
lowering administrative costs and reducing inappro-
pr use of services in the health can system, but
dimming unnecessary spading might be difficult
without incresing spending elsewhere. For ex-
ample, although the proposal would stmapiline
many aspects of the administration of health ser-
vices, it also coontai provisions that would entail
new administrative costs, such as dtional report-
ing mequirments for health plans. Increasing enroLl-
ment in tightly managed health care plans-such as
group- or staff-model health maintenance orlaniza.
tions-might i reduce health spending initially
but might have little effect on the rate of growth of
spending in the longer run. In tdditon, some of the
methods for reducing the unnecessary use of ser-
vics-such as promotag effective treaments
though the use of guidelines for clinical practice-
could also result in in=casig the appropriate use of
services. Although the effects of the use of guide.
lines on health speeding ar uncertain. shifting
health care resources from less appropriate to more
appropriate uses would almost certainly improve the
overall quality of health care.

Whether adverse comequences would result
under a constrained system is also uncertain. Lower
payments to providers and longer waiting tmes for
some services would not ye.ssri Y have negative
effects on health outcomes, although pnMders and
some consumers woud probably be less satisfied.
Furthermore, shift the focus of research on meci-
,al technology could yield positive benefits if manu-
fiactrers concentrated more on developing lower-
cost substitutes for existing technologies and took
the likely effects on costs into account when plan-
ning new research initiatives.

Ultimately, however, the effects of constraining
the rate of growth of premiums would probably play

out more at the aUiance than the national kvel. The
Dew system could encompass perhaps 100 to 200
different regional alliances or markets, each facing a
target for its per capita premium. The rarictions
00 premiums might be more cons ig in some
markets than in others, because the existing degree
of competition in those markets and the extent to
which health plans and providers have lady
achieved grat efficiencies vary widely. The
limits, therefore, might be much harder to meet in
some areas than in others. Furthermore, the effects
of the constraints on spending in any partcular
market would depend on the interrelated behavioraJ
responses of health plans, employers, providers, and
consumers in that market to the new incenuves ir
t health care system.

In short, the full effects of limiting the rate of
growth of premiums would be highly uncertain. In
part, that uncertainty would arise because the re-
smtint on premium growth would occur in a restruc-
tured health care system. operating under ne% in-
centives and with insurers and health plans facing
new forms of restrctions as well as new opporTuni-
ties. Uncertinty would also stem from the hetro-"
geneity of the regionalaliance markets and the
probable variation in the ways their health care
systems would adapt to restraints on spending

The fact that limits on the rate of growth of
premiums might begin to bite at different umes and
in different ways in each of the various alliances
raises the issue of the political sustanabilhry of
those limits: Would the public and policymakes
view them as an acceptable way to restrain health
care spending? The situation would be pa'ticularlk
difficult because of the wide variation that curmoiln
exists in health speeding across the country-at least
some of which reflects differences in panerns of
medical practce and competitive pressures in the
marketplace.

On the one hand, to the extent that historical

pending is used as the basis for deteurrung the
initial level of premiums in regional alances, liitus
on the rate of growth of premiums will build in the
inequalities in current spendig. Some analysts
argue that such an approach would be unfair to
regions in which the health care system has already
become "leaner" and more efficient. since those
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r would have a harder time meting the
owthb tmt (bem ty have I f o to trm).

On the otber haAdignoing hisumvcaJ spending
levels sad instead establshing initial premium or
spending levels rdinS to some objective c iteria
Wkm Dmad and diffena in inpa prices could
emue major dumipous within dh health cam sys-
km in some regions that curtely have high raes
of use.

The Adminisrsoo's popos Whas recognized
both aspects of the problem. The Natota Health
Bard would auempt to adjust the regional ai-

ces' targets for premiums to refl current differ.
encms in health spending and insurance coverage.
Although this approach would build on historical
spending patterns, it would be modified by includ-
ing the adjusnent for isumance coverage. In other
words, current spending patterns would be adjusted
to account for low spending in an am&a that may
reflect the population's lack of insurance coverage,

The per capital amounts for Medica.d, as well as
states' maznenance-of-effort payments for current
Medicaid beneficiaries who would Do longer be
eligible for the program, would also be based on
historical spending. In the case of Medicaid, histor.
ica differences in per capita spend among re-
gions may reflect differences in covered benefits
and in reimbursement races for providers, as weU as
valions in aces to and use of services.

Under he proposal. the board would be re.
quired, by July 199"5. w make recommendations to
the Congress on:

o E.iminating, by 2002, the vaiation in regional
alliance ' targets for per capital premriums that
multed from variations in practice panerns; and

o Reducing, by 2002. the vriaton in the pay.
menu that states would make for beneficiaries

"" receiving cash distance Md for mantenamc of
effor th resulted bom difference in cntce
pcus. histrical differos in the rats of
reimbursement to pmvider, and the amount.
duation, and scope of benefits covered by Med-
iaid.

UCongress would be required to conduct an
-xpndited review of the board's recommendations.
Whih would go into effect unless a joint resolution
of diapproval was passed within 60 days. The
board's recommendations would be of extreme
interest to policymakers because they might have
the effect of raising the allowed premium levels i
some aras and lowering them in others. The board
might also rommed that some sues pay more
than in the past for Medicaid beneficiaries and
maiten of effort and that others pay less.

CBO's anJysis has assumed that the Limits on
the rate of growth of premiums would be susuuned
even though they are likely to crate immense pres-
sure and considerable tension. Such sms. ho%-
ever. would no be peculiar to the Admirsoaon's
approach. Other methods of restraining the rapid
growth of health care spending would be likely to
generate similar suesses.

Conclusion

Fund mntal reform of the nation's health care
system will inevitably involve many unceriinues
New institutions will be requized, and new responsi-
bilities wi be imposed on existng instimuons
Their abilities to perform will be in doubt. The
behavior of providers and consumers wi change as
incentives a re altered. The magnitude and even the
durction of these changes are difcult to foresee

The ramifications and consequences of even
incremental approaches to reform are no easy to
predict. The complexity of the existing system and
the intense interest Al Americans have in health
cam issues make it difficult to anticipate the out.
come of even modest changes in exists programs
For example, most policy kers badly misjudged
the poliUca response to the Medcare Catas optuc
Care Act, and analyst seriously underestiated the
fiscal consequences of recent changes in the Medic.
aid program.
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Summaries of Recent Health Care
Analyses by the Congressional Budget Office

he Congremiocal Ddget Office (CBO)
pubUcadons isted below are available to
Cogremonal saf ad the gn al public.

To ob pies, a CEO's Publcati Offix at
(202) 226-2809.

EvWuin the Cos of Epndimg taW CHAMPUS
Refonr Inid&+.vime m Wakingon and Oregon
(CBO Paper. November 1993.46 pp.)

oIn 198. the Depemnent of Defense (DoD) began
the CHA IS Rform Inithive (CR1) as a tet of
mwMgd ca in the mildly. In Aup 1993, DoD
pvp d tendin a rs ed veim of C1 to
Washington ad Oreg o e g c to the Congss
that CR1 would be the most effimnt med of
providing eSlt t the two ra. As required
by law. this paper riews DoD's nylysis. CO's
frins suggest dd terimsed benefit is
likely to cot moe t iha DoD has setmwsed.

IeaorW lAsuwwk AwE A sr wqthe Fjecu
of Health carm Prvpesai(Clio mo- nuI
NovemberIM., 37 pp.)

To estima the effsc of pmpos to chageL the
hm cm sysem CRO mut mak sumputs
about the behvio responses Ut might occ as a
Mult of mew policies. Ts mmondum draws on

the best available esab to develop set of guide-
lines on which to ben CEO's estimates. Ths
gideieswill be revijd as new evidence ppean.

Projecthonw of Nahonl Health £Extndimres: 1993
Upat (CBO Memomadurm. October 1993.22 pp.)

ThiM memoranedum provides projections of national
breath expedituas though 2003. It updates the
tables and figures in CBO's study Projections of
NationalHeAt £q Eadinires (October 1992) based
on the methods described0in that study and consts-
teat with CBO's September 1993 coomuc assump-
tons &ad baseline buwlge projections.

Coevroing Ohe Rate of Growth of Private Health
Isuruwce Premww (CEO Meorandum. Sepwm-
be 1993, 27pp.)

This weoradum analyz two Wusrtive policy
options tat a in ended to highlight some of the
key issues srounding the reguladon of health
iWswao prmiums. ?beb firs option is a uand-
aloe" measure to iUit the rte of increase m pn.
yam th insurance pmiums. The second opuon
i r a addtiota policy measure thatcould
mitigate nm of the potential advm effects of a
stand-aloe pocy. (Mre two options am not based
cc any specific lislative proposal.)

Estmates of Health Care Proposalsfomh the 1024nd
Congress (CBO Paper. uly 1993, 57 pp.)

The 103rd Congess will be considering a wide
rage of proposals to expand ac css to h elh ce
and con"ol costs while maintaining quaiy, ad
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C:O iWJ have to estmate the effects of the e pro-
PO s a the fed al budgC This pae Wusmes
C30*'s aPpach to preaing such eanmases by
eainin four, health reform bills lnriduced during
the 102&d Cou s: .. ,1300, sponsored by Con.
gresan Russo, stabli,"ia single-payer sytm;
Hi.. 552sowred by CoopeuKD Stat aod
oCe nh e epanding Medicaid and Medianand
setting orall limits on national hahepeadi-
mss: H . 5919, inn'oducd by the House Rqbl-
can ladmip, embodyinS much of Pmidnt
Bush's health reform proplm; and H.R. 5936,. trduced by Congressman Cooper an other mern-
ben of the Conservatvc Deocradc Fom. estab-
lishing regional purchasing cooperative for healLh
insurance and a federal prorarm to subsidies the
purchase of private insurunc by low-incore people.

Trends in Health Spendin:: An Update (CBO
Study. June 1993, 91 pp.)

Since the early 1960s, national health expenditures
have risen rapidly despite many aeinmpts o control
their ,"owth. This study examines trends in the
mattet for health servis sinc 1960 to provide
backgroun Izaorma ion and a context for assessing
proposals to change the U.S. helhcar system
The report focuses increases in the costs of hos-
pital services, physician sevics, and drupand
other medical nondurable items. It also compares
Oends in health spending by the nation with trends
in Medicare spending.

Managed Competitio and liu Poteall wo Reduce
Health Spending (CEO Study, May 1993,58 pp.)

This sdy looks at whether managed coma petion
could constain spending on health car by motivat-
ing consul,. isunms. and provide to be more
CWs-Consious. Thc e rpon entiule sght features
hat ar crical for aievia the full savinp th
na gd competition could poentially deliver,
including health insurance purchasing cooperatives,
caps on contributions by employers, and standard-
ized benefits.

Responses to Uncompensed Care and Pblic.
Priran m Co ,.r 0'.Spending: Do Hospial "Cov
SAIJ'? (CBO Pape., May 1993,45 pp.)

Duringthe 1980s, the revenues thai bospitals re-
cwivtd for treating Medicare and Medicaid patents
decline, on average, relative so what it cost bospi-
tls to treat tho Patients. CEO looks at the extent
to whicb hospitals were able to cover their coS of
smompentsed care and their unreimbursed costs of
rating Medicare and Medicaid patients dunng the
1980s with subsidies from sute and local govern.
meats; inces other than patient care, such as reve.
nues from hospitals' parking facilities and dona-
dions; and revenues from private patient

Sinlle.Payer and All.Payer Health Insurance $S -
len Using Medicare's Payment Rates (CBO Mem.
orandu n. April 1993,60 pp.)

The United States is ale ader in medical rCvch
and bas the ability to delver health catm of Che
highest quality, but critics find fault with "mo a,.-
pat of the system: a substantial number of reorie

lack health insurawc coverage, an health ca ,i
at high Compared with countries where co,,¢rai i,
umveMsl. CRO examiM two Approaches b,. h. h
both uiverl health insurarc coverale aroi rrort
conol Over health care costs might beu ahir eJ
The first approach is a single-payer system in % t.. I.
All covered health care sovic are insured ar J
for by a single insurer, and the second, i an a:.
payer system in which Servicts are covered av .-
for by multiple insurers but all payers a ,l ' iw
same payment methods and rates.

Projctiors of NationalHealth Exp ,ii.d.,z eClV,
Stldy. October 1992, 70 pp.)

Te rapid growth of spending on health care,
ot decrease in the 1990%Wrlest the present hc,,lUh

carfe I ancuigand delivery system is changed Th,
CEO dyreviews the growth in national hcah
spenin since 1965, describes CEO's meguxoior
for projecting national health expenditures. ard an&.
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lynxstrends in spendiS by type of speadig and
tource of funds.

EconmkcImplicanois of Rising Health Care Cons
(CR0 Say, ctobtr 1992, 70 pp.)

Thsudy, a company o the oe above analyzes
how ring beath cam cost significantly affect the
moomy by squeezing household and government
budgets, dtmorun the labor market and divers
-Ne10 S frm other prioities. Because the cwmnt
health delivery system lacks a mechanism to match
befits with costs, spending on health may not
reflect the preferences of either consumers or oci-
ey. Instead, many facors-detailed in this study-
awn to encourage excessive health s nding. CRO
finds that workers have borne most of the costs of
employerprovided insurance in the form of lower
real wages and reduced nonmedical benefits. Over
the 1973-1989 period, these health costs have gob-
bled up more thanab of the real gais in workers'
compensaton:.

The Potential Impact of Certain Forms of Managed
Care on Health Car Exenditres (CBO Memorn.
dust,. Auust 1992,31 pp.)

This memorandum looks at what might happen to
waonal bealth expenditures and to spending under
Medicare. Medicaid. and private health insiunce if
all acute cane services Dow funded though ismur.
ance arrangemeu were provided thmrgh delivery
systms incorporating two specific forms of man.
aged cAM. ONe is saff-model and roup-model
health maintenance oranizatio M. The other is
"effective" forms of utilization review, which CRO
intwpe to mun utilization review tamincopo-
rates prcertification and concmnat review of inp,.
tieat care.

The Potential of Direct Ependirure lmiu so Con.
rrol Health Care Spending (CBO Memorandum.
July 1992, 17 pp.)

This memorandum describes vanous approaches to
using expenditure limits to control health spending

and identifies some of the operational issues that
would be involved.

h Effects of Managed Care on Use and Costs of
Health Services (CBO Memorandum, June 1992 32
PP.)

This memorandum usesses the evidence about the
affect of man-ged care organizations and interven-
dais on the use and costs of health services-both
for the affecld populations and for the entire health
carssystenm-focusing on managed care for acute
care services.

Selected Optons for Expanding Health /nWurance
Covrale (CBO Study, July 1991. 100 pp.)

About one in seven Americans lacks health insur-
&ace. Tlis study explores three options to expand
health insurance coverage for the urunsured man.
dating job-baed coverage, expanding the Medi-:aid
program, and combining the two. Each of these
options could substantiaUy reduce the rarks of the
uniswund and keep most existing insurance arr'wn e-
ments intact, the study finds, but spending on health
cam could rise considerably.

Rising Health Care Costs: Causes. Implhcatiruu.
&ad Sttegies (0O Study, April 1991. Il10 pp

This study describes the economic factors that ci.
tribute to the grwth in health spending and ctam.
ines what is bkiown about the effectiveness of d.ffer.
eat striasegies for achieving greater control oter
costs. The five strategies examined by the stu% a r
cost sharing by consumers; managed car that lirw.
the freedom of health c4r providers and conumer,.
price controls; effo rs to incru compeuuon srwin"
imum and providers; ad regulation of the na c
for health services, including controls on capituadnd
uniform payment systems tha encompass ail pa~.rs

Updated Esrmaes of Medicare's Catastrophic Dru;
Irurane Program (CBO Study, October 1989. 73
pp.)

This study estimates the cost to Medicare of co ¢r-
ing outpatient prescripton drugs as required b) the
Medicare Ctsutrophic Coverage Act of 1988 The
methodology described i this report remains appli-
cable to estimates of proposals to provide a pre-
scription drug benefit under Medicare.
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STANFOD UNIVERSrrY. STANFORD, CALIFORNIA 94305

ALAIN ENTHOVEN
MARRINER S. ECCLES PROFESSOR
OF PUBLIC AND PRIVATE MANAOEMENT

January 18, 1994

Robert Reischauer, Ph.D
Director, The Congressional Budget Office
Congress of the United States
Washington, DC 20515

Dear Bob:

This letter responds to the recent CBO document "Behavioral Assumptions
for Estimating the Effects of Health Care Proposals" (November 1993), and to
CBO estimates that managed competition would not appreciably reduce health
care costs. It makes four main points:

I. CBO has made an important error in interpreting the research it cites on
the premium price elasticity of demand of health plan choice, an error that
makes all the difference between whether markets can or cannot discipline
prices. The error may have led CBO to the wrong conclusion.

Consider an illustrative example. HMO A charges a premium of $100 per
month. Employers in its area contribute $90. HMO A decides to cut price by
$1.00. The result in the next open season is a 6 percent increase in the HMO's
membership. What does that imply about the price elasticity of HMO A's
demand curve?

The CBO answer is that a 10 percent price cut (as seen by the consumer)
produces a 6 percent increase in membership. Therefore, HMO A's demand
curve elasticity at this point is an inelastic -0.6. In that case, of course, HMO A
would have no incentive to reduce price. The contrary would be the case. The
market would not drive it to reduce cost and price.

On the other hand, the answers of Bryan Dowd, Roger Feldman and W.
Pete Welch [11, [2] - the authors whose work is cited in the CBO document in
Table 3, page 10 - and my answer, would be that a 1 percent price reduction (as
seen by the HMO, i.e., the price-maker)produced a 6 percent increase in
membership. Therefore, HMO A's demand curve - the one relevant to its price-
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making decision - is an elastic -6.0, ten times greater. In that case, depending on
its marginal cost, HMO A's reward for cutting price is likely to be a whole lot
stronger. If HMO A started with 100 members, the $1 price cut would increase
membership to 106 and total revenue from $10,000 to $10,494.

Bryan, Roger and Pete explained this point in their articles. The
econometrics were done using the consumer out-of-pocket price only. But the
correct inference regarding the relevant demand elasticity for price determination
must be based on the HMO's total price. In a letter to Sandra Christensen (copy
enclosed), Bryan and Roger conclude CBO understated the elasticities they found
by a factor of 16.5. Pete's article explained the same point, and he estimated
employer contributions averaged about 90 percent of premium. Thus, CBO
underestimated the elasticity implied by his findings by a factor of 10.

Though these much greater elasticities may not make intuitive sense to
people who observe today's marketplace, the discrepancy can be explained by
the fact that, because of common employer practices and the tax code, most
people do not face a situation in which they must pay a full dollar more out of
pocket if they choose a health plan that costs a dollar more. Of course, under
managed competition they would.

The significance of this difference in price elasticity is not merely the
numbers of people who would switch to HMOs. Experience in competitive
situations suggests that very high percentages of people would switch in order to
save money, if they get to keep the savings. CalPERS benefificiaries are now 80
percent in HMOs; most of the rest are in geographic areas not yet served by
HMOs. We think that with adequate incentives, HMOs will expand into these
areas. At Stanford this year, we became 100 percent iMO (one with a point-of-
service option) for all employees living in the local area.

The main significance of the high elasticity of demand is that a price
competitive environment would motivate Accountable Health Plans to reduce
cost over the long rux..

There is much such organizations can do to cut cost while maintaining or
improving quality: study variations in practice patterns from the point of view of
cost and outcomes and adopt the least costly way of producing the best outcome;
match numbers and types of doctors and other resources to the needs of the
population served; concentrate costly complex procedures like open heart
surgery in high-volume regional centers; substitute less costly personnel for
routine tasks within their competence; and practice continuous quality
improvement along the lines practiced by Xerox and Hewlett Packard.
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Studies of the savings that have been generated by HMOs, such as the 28
percent reduction in resource use by Group Health Cooperative of Puget Sound,
compared to fee-for-service in the RAND study, are not an adequate indicator of
what could be done over time in a price-competitive environment because, to
date, HMOs have not had to operate in such an environment. But experience in
other high-tech industries shows that competition over quality and price can
motivate large cost reductions.

CBO's error could explain why CBO reached the conclusion that the
Managed Competition Act of 1992 would not reduce health care costs
appreciably. Since the issue was the efficacy of market forces, which turn
decisively on demand and supply ejasticities, I assume these understated
demand elasticities were factored into the CBO model.

II. CBO's use of studies based on 1982 and 1984 data impart a substantial
downward bias in the estimated price elasticity of demand, and gives us, at
best,, a lower bound estimate of what price elasticity would likely be today.

The Welch study - a pathbreaker for its time - used 1982 BLS data, when
there were 10.8 million HMO members as opposed to today's 45 million. That
makes a large difference because the presence of competing HMOs, i.e., close
substitutes, increases the price elasticity of each HMO's demand curve.
Furthermore, greater familiarity with and market acceptance of HMOs that has
occurred since 1982 would raise price elasticity. Moreover, because of data
limitations, Welch was limited to examining the elasticities between conventional
plans and the largest prepaid group practice in each market, and not the multiple
HMO situations that characterize most metropolitan areas. Yet, again, the
presence of multiple HMOs increases each HMO's price elasticity of demand.

III. Managed competition as proposed by the Jackson Hole Group,(4] and
largely adopted by Cooper-Grandy, and by Clinton, proposes to generalize a
set of elasticity-enhancing measures, that have been applied successfully in
local situations, to the whole health care economy. Somehow you should take
account of that in your estimates.

Here are the proposed general principles and procedures:

1. Everybody participates in an annual "open season" enrollment in
which, at a single time and place, they have all alternatives presented
to them for choice, with accurate and binding information on price.
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2. Virtually everyone is in -an Accountable Health Plan, so choice of
managed care plan becomes the norm, and plans become closer
substitutes.

3. Full subscriber responsibility for premium price differences, as applied
at Stanford, recently adopted by the University of California, in place
since 1986 for Minnesota State employees, etc. Employers required to
make level dollar defined contributions, as in the Clinton plan.

4. Limit on tax-free employer contributions set at the price of the low-
priced qualified plan in the region, so subscribers pay premium
differences with after-tax dollars.

5. Standardize the benefits package to facilitate value comparison,
prevent product differentiation and market segmentation, and to
prevent fear of "air pockets" or hidden gaps in coverage from deterring
decisions to change plans.

6. Risk adjust premiums, at least by demographic variables.

7. Individual choice (vs. group choice) of plan so those who are willing to
change doctors and plans to save money can do so even if co-workers
are not.

8. Systematic production of information on consumer experience and
quality of care in all plans.

I described all this in some detail, inter alia, in two articles in Health Affairs in
1993. [5],[6]

All of these measures have been demonstrated in pieces around the country.
The proposed policy is to put it all together in a coherent program. The
combined effect of all these measures is very likely to be a large increase in price
elasticity of demand compared to the 1982 and 1984 results.

IV. The combined effect of more and larger HMOs and similar managed care
plans, greater market acceptance, and managed competition is difficult to
estimate. We are talking about new terrain. There is uncertainty, just as there
is uncertainty about the true efficacy of President Clinton's proposed premium
price controls. The best way for CBO to handle this is honestly to admit that
there are large uncertainties in both cases, and perhaps to handle the elasticity
issue parametrically, giving us a range of estimates following from a range of
assumptions.
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I suggest you begin with a 16.5-fold increase in the Dowd and Feldman
results, a 10-fold increase in the Welch estimates as recommended by the authors.
Then test the effect of some substantially greater elasticities to reflect changed
market conditions and the measures of managed competition. Re-rum your
models with these modified assumptions. If your models are robust, new runs
should show the significant cost-reducing effects of competition.

Best wishes.

Sincerely..

Alain Enthoven
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U.S. Cngrs
Washingtn. DC 20515

Robert D. Recuhatwr

February 9, 1994

Professor Alain Eantvm
Graduate School of Business
Stanford University
Stanford, CA 94305

Dear Main:

Thank you for your letter of Januay 18, in which you discussed a recent CBO document
"Behavioral Assumptions for Estimating the Effects of Health Car Proposals" (November 1993). We
have many aram of apeemenL In fkct, a number of your points have ben made in vaoms CBO
documents in recent yeL

There is one racial point-concening the price elasticity of demand for insurance-on which
.we disage however. You apparently believe that the lager value of the elasticity concept you
propose (defined with respect to total premium, instead of with respect to the eaollee's share of the
premium) would traulate into greater enrollment implications frm any given change in the premium.
This is not so. The implications for the change in planmnollment using your total-prmium elasticity
are identical to he using our employee-share elasticity, when ach concept is used correctly. Hence,
estimates would be identical whether we used our elasticity concept or yours. The attached numerical
example should make this clear.

In any cae, we use this employee-share elasticity only to estimate the effects of policy changes
that would result in relatively small changes in the price of insurance with no odier signiftant changes
in the environment in which decisions to purchase am made. When estimating HMO enrollment growth
under managed competition proposals, we do not ue the elasticities shown in Table 3 of the CBO
document because thie proposals envision a substantial restructuring of the healt ins ce market
that might alter behavior so significantly that estimates bued on the curent structure would be
inappropriate. Instead, as mentioned on page 12 of CBO's November paper and on page 10 of our July
document ("Estimates of Health Care Proposals from the 102nd Congress) we rely on eriec
under the insurance plans for public employees in California and Wisc min-which w similar to
managed competition proposals-to estimate the amounts by which HMO nrollment would grow. Our
use of the California and Wisconsin exeiene, and our reasons for it, seem to be in acod with the
views expressed in your letter.

I hope this clears up your confusion over CBO's estimating -sumptiom.

(D. ReschUC(

C. Roger Feldman
Bryan Dowd
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EXAMPLE

Consider the following situation, using data from a study by Feldmn and odba that usows thm
estimated change in market sham for a given "nes" r type of plan when its pmium s increase :

INITIAL VALUES

1. Total monthly premium $62.09
2. Employee share of premium $3.74
3. Market shar of plan 50.00%

CHANGE IN VALUES

4. Total monthly premium $5.00
S. Employee share of premium $5.00
6. Market share of plan -10,60%

PERCENTAGE CHANGES

7. Total monthly premium 8.05%
8. Employee share of premium 133.69%
9. 'Market share of plan -21.20%

CALCULATED ELASTICITIES

A. wit total premium (9/T) -2.6335
B. wrt employee share of premium (#9/01) -.1586

Elasticity A is 16.6 times as large as elasticity B, but the implicatics for the change in the plan's
market share are identical. If you choose to use the larger elasticity concept A, then the appnpat
price change to use is conespondingly smaller (8.05%). If you use te smaller elasticity cocep B,
then the relevant price change is larger (133.69%). Thus, the calulated effect on market share is the
same whether you use elasticity A or B.

Using elasticity A: Pereentage change in market share - -(2.633S)*(.0805) - -21.2%.

Using elasticity B: Percentage change in market share - -(.156)'(1.3369) - -21.2%.

It. Feldman and om. The Demand for Employmm-Based Heskh lk aac Plmw," Joa, eJ of Hwmo ,mnww.
vol. 24 (Winer 1989), Tabk 4.



COMMUNICATIONS

STATEMENT OF THE ExEcuTIVE INTELLIGENCE REVIEW

"Launch the Emergency Economic Measures Necessary to Meet the Goal of Uni-
versal Health Care at the 'Hill-Burton standard' for All"

The most laudable part of the Administration's health care reform package is, astaken from President Clinton's statements, the goal of providing universal health
care. However, the 3000+ page Health Security Act, and the commentary to date,
fall far short of initiating the physical and related means to meet that goal. At
worst, measures are proposed to merely aid private financial interests-through fed-
eral budget-cutting and insurance maneuvers, that will only make the general econ-
omy, andhealth care delivery, even worse than at present.

We therefore offer these three points for consideration in analyzing the existing
proposal, and taking action for what is required:

(1) The country is right now in a state of crisis in terms of public health care,
essential infrastructure and the general economy.

(2) The post-war "Hill-Burton Act" type of health care system, involving public
and private collaboration, insurance arrangements, etc. is the model that should be
used again.

(3) To provide adequate health care, the physical means for delivery can only
come from a rejuvenated economy, which, in turn requires national economic emer-
gency measures.

PUBLIC HEALTH CARE CRISIS

The state of crisis in the general health condition of the nation can be seen in
the resurgence of once-controlled infectious diseases, and the spread of AIDS. This
has come about as general poverty increased, at the same time as the adequacy of
vital services-safe water, sewage treatment, inoculation programs, good nutrition,
adequate housing, has declined drastically. In the more or less contiguous parts of
the Eastern Seaboard megalopolis, there are whole areas of poverty where people
have been turned into host zones for the spread of diseases, and incubation of new
mutations. An example of this is the spread of drug-resistant tuberculosis.

On top of this, the availability of medical essentials for specialized treatment has
also drastically declined, in terms of beds per thousand persons, equipment per
thousand persons, trained personell, etc.

Therefore, if tomorrow all funding problems were suddenly solved, and people
were informed to go out and get what services or treatment they required, they
couldn't get it, because it physically doesn't exist.

The physical health care delivery system in the nation has been "downsized"
along with the general economy.

PROVIDE "HILL-BURTON" STANDARDS OF UNIVERSAL CARE

Following World War II, the standards of medical care and public health em-
bodied in the Hill-Burton Act were imp lemented in many parts of the country, with
good results. Those standards are applicable today.

Basically, the guideline is, "If you need doctoring, you get it." This is for your
good, and for the protection of the general population. Besides being disease-free,
we want to prolong life, so that wherever skills, wisdom and inspiration may be
had-in particular from the elderly, they are passed on for the good of society.

For example, the according to the recommended number of beds-per-thousand per-
sons, by the late 1970s, the U.S. stood at 97 ercent of that goal.

However by the late 1980s, the U.S. had Fallen short, by meeting only 83 percent
of that goal. By January, 1994, we have fallen farther still.

(156)
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Over the 1980s, 761 hospitals were shut down. The import of these declining num-
bers of beds per thousand people is not that out-patient care and healthier people
have made beds redundant. People just aren't getting care. Look at Germany in
comparison. Today, Germany has more than 7.4 beds per 1,000 people, which is
nearly DOUBLE that of the United States.

The same type of physical standard should be used for all other essentials of pro-
viding medical care.

WHERE DO THE BEDS COME FROM?

The only way to support the medical system necessary for universal health care
is to mobilize the general economy, creating the physical means, the tax base and
supporting the skilled manpower to succeed. Although overall economic policy is not
the topic in the Committee's series of hearings on Administration's health reform
proposal, nevertheless, the condition of the economy is the relevant issue.

Briefly, the steps required are (1) Declare a national economic emergency for rea-
sons of the manifest unemployment, disease rate, infrastructure and related crises.
(2) Nationalize the Federal Reserve Bank system which for decades has backed
speculative financial practices, at the expense of the real, physical economy. (3) Ini-
tiate a national infrastructure-building program, including inputs for an adequate
medical care delivery system and public health system. These and related measures
(such as imposing a tax-penalty on derivatives trading and other speculation now
destroying the economy), will in turn result in a demand for employment on the
scale of 6-8 million jobs in productive activity, and set up a chain reaction of orders
for bills-of-materials inputs that can resuscitate industrial life.

For example, look at the impact on the construction industry of carrying out the
right health care "reform" program. Millions of new square feet of floor space need
to be built. At p resent, the annual rate of construction of new hospital floor space,
on a per capita basis, is 20 percent below where it was in the 1960s.

(A detailed analysis of the scope and rate of decline in the U.S. physical economy
over the past 30 years, using the extensive EIR economic database, is available in
a series in the January/February/March, 1994 issues of the weekly EIR, which will
supply on request).

WHO WILL PAY?

When you "needed doctoring" in the period of the Hill-Burton Act hospitals, you
got what was required. Then it was figured out how to pay the bill. To start with,
the number of weeks' of wages needed to pay the bill of the average hospital stay
in the 1950s was 1.2 weeks. Today, it is over 12 weeks and rising.

If you didn't have the means, the relevant people would figure something out in
the course of meeting the community's needs. Private and public officials met peri-
odically on such bills, on planning for future facilities, etc. Blue Cross/Blue Shield
and some other plans did not cost an arm-and-a-leg, and played a role.

With a functioning economy and tax base, this is the model that can and should
work again.


