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CBO ANALYSIS OF THE MANAGED
COMPETITION ACT

WEDNESDAY, MAY 4, 1994

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:04 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, Chafee, Duren-
berger, Grassley, and Hatch.

[The press release announcing the hearing follows:]
(Press Release No. H-31, April 29, IP94M

FINANCE COMMITTEE SETS HEARING ON CBO ANALYSIS OF COOPER-BREAUX

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 a hearing on the Congressional Budget
Office (CBO) analysis of The Managed Competition Act, a health care reform pro-
posal sponsored by Senator John B. Breaux (D-LA) and Representative Jim Cooper
(D-TN). CBO Director Robert Reischauer will testify before the Committee.

The hearing will begin at 10:00 A.M. on Wednesday, May 4, 1994 in Room SD-
215 of the Dirksen Senate Office Building.

"The Congressional Budget Office's reputation for impartial and thorough analysis
is well-deserved," Senator Moynihan said in announcing the hearing. "The Commit-
tee looks forward to hearing Drector Reischauer's testimony."

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, the irrepressible and omnipresent Director of the Congres-
sional Budget Office, Dr. Reischauer. We meet this morning for the
purpose of receiving the report from the Congressional Budget Of-
fice on the analysis of the budgetary implications of S. 1579, as I
believe to be the case, the Cooper-Breaux Managed Competition
Act of 1993. It is a bill sponsored in the Senate by our distin-
guished colleagues, Senators Breaux and Durenberger on the Fi-
nance Committee, and Senator Lieberman and Senator Nunn. It is
also associated with Mr. Cooper of Tennessee on the House side.

For reasons which Dr. Reischauer declines to explain, the CBO
stud of the administration bill had a simple black band of no tech-
nical features whatever. Whereas, the Managed Competition Act
shows you in a wholly modern and advanced hospital operating
room, which may indicate it will be more expensive. [Laughter.]



Senator BREAUX. Better quality.
The CHAIRMAN. Better quality. And on that note, I turn to my

colleague, Senator Packwood.

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

Senator PACKWOOD. Mr. Chairman, I note that you referred to
Dr. Reiscbauer as irrepressible, omnipresent, but you did not say
omniscient. You do not often forget to add things. I will go on from
here.

I hope Dr. Reischauer can comment on how soon we can have es-
timates on at least the other two major bills, Senator Chafee's and
Senator Nickle's, both of which have significant numbers of co-
sponsors. It is very clear that the bill we pass is going to be an
amalgam of all of those. I think we are going to have to have some
estimates. I am not being critical. I do not know how you can in
any speedy passage of time analyze these bills. But I think it is
going to be difficult to move forward until we do have those analy-
ses.

The CHAIRMAN. Well, I think that is literally, specifically the
case. Then the CBO has the House as a client as well, and they
will be making demands. We will hear about that from Dr.
Reischauer.

Senator Breaux, this is your day. We welcome you to it.
Senator BREAUX. Where is Senator Durenberger when I need

him?

OPENING STATEMENT OF HON. JOHN BREAUX, A U.S.
SENATOR FROM LOUISIANA

Senator BREAUX. Thank you very much, Mr. Chairman. I thank
Dr. Reischauer for being with us and for their major effort on try-
ing to predict the unpredictable.

We have before us a detailed estimate as to what costs and liabil-
ities the managed competition bill will produce if enacted as it has
been introduced by myself and our colleague, Dave Durenberger, on
the Finance Committee.

There are some things in it that I think are good news for those
of us who advocate managed competition. I think it is important to
note that for the first time CBO has scored a piece of legislation
that relies on the marketplace as working to reduce costs. The re-
port will clearly show that 18 million more people can be added to
the insurance roles without employer mandates, without premium
controls or price caps, and that this can be accomplished in the
first year.

That would produce, according to the report, 91 percent of Ameri-
cans having insurance under a marketplace, oriented, non-bureau-
cratic proposal by the year 1997. Our plan, of course, then says, let
us take a look at how many people are uninsured at that time to
see what else needs to be done and take action after we have had
a chance to reform the health care system in this country.

I notice one of the preliminary reports in the Washington Post
said this morning that Reischauer will say that the question of
whether costs can be reduced under a managed competition bill
will be highly speculative. That is not what the report says.



It clearly shows that under a managed competition market-ori- -
ented proposal, which we have, you can see cost increases being re-
duced by 1 percent, and they are projecting a 4-percent increase.
That is a 25-percent reduction in the rate of cost increases with a
system of managed competition. I think that is one of the most sig-
nificant things that I have read in the report in that it recognizes
that managed competition can produce cost savings without pre-
mium caps, without price controls that have not worked in the
past.

The report also points out shortfalls in the funding mechanism.
I would point out that we adjusted our bill from the last Congress,
based on CBO's recommendation to make sure that we cover the
cost that they said last Congress had not been met.

They have, and they will explain it, I am sure, re-estimated the
cost of the program and, therefore, it predicts additional shortfalls.
It also points out, like in every bill, the administration's as well as
ours, that those shortfalls can be corrected in relatively simple leg-
islative fixes and they discuss different fixes in that area.

So there are things that I think are very good news. There are
things that are problem areas that they point out. And I think that
they have provided a very valuable service to the committee. I
thank them for the hard work that they have done, particularly in
a very tight time frame.

But as we consider this, let me just share with everybody a quote
that I think is appropriate-it was from the New York Times-as
we consider all of these reports, on the Chafee bill, on the adminis-
tration's bill, on Breaux-Durenberger, and what have you, it says
that "it serves no purpose to work reform so that it fits rules that
the CBO concocts to predict what cannot be predicted."

That is going to be true for whatever bill that we are going to
be considering. I think that we have to be guided not just by re-
strictive rules, but rather by what we think is doable and what we
think is realistic.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Breaux.
I might make the point, just a general all-hands alert here, that

we are facing this situation with respect to the implementing legis-
lation for the Uruguay Round where the rules which you did not
make, sir, require us to assume-to make up a loss of revenue from
an increase in economic activity, but without any compensating in-
crease in revenue that that -Activity generates. We have a real prob-
lem there, but we will get to that next.

The Majority Leader is present. We welcome you, sir.

OPENING STATEMENT OF HON. GEORGE J. MITCHELL, A U.S.
SENATOR FROM MAINE

Senator MITCHELL. Mr. Chairman, thank you very much for this
hearing. Thank you for recognizing me. I would begin by thanking
Dr. Reischauer for being with us today and for the effort his staif
has put in to this analysis of the Cooper-Breaux bill.

I commend Senator Breaux and Representative Cooper for the
leadership they have shown on this issue. As we all know, there
are disagreements among us on how best to reach a decision. But



I think we all agree that we are trying our hardest to develop legis-
lation that will effectively reform the health care system.

In reviewing Dr. Reischauer's analysis of the Cooper-Breaux bill,
I believe a number of important conclusions can be drawn. First,
those who believe that we can achieve universal coverage-that is
to say that every American will be insured-without requiring such
coverage are mistaken. Incremental reform, voluntary efforts will
not solve the problem of the uninsured.

According to the Congressional Budget Office, if adopted, the
Cooper-Breaux bill would cost $300 billion in subsidies in excess of
the savings in the bill and still leave 25 million Americans without
insurance.

Second, the CBO clearly points out that the basic structure of the
bill is unworkable. The $300 billion cost of the bill cannot be ab-
sorbed by the health insurance plans as contemplated in the bill.
Either taxes will have to be raised, spending cut or the deficit in-
creased. If subsidies are lowered, the numbers of persons without
insurance will be higher.

Third, CBO has not scored significant reductions in health insur-
ance costs for managed competition. Although many of us believe
that a restructured health insurance market that introduces better
market incentives through managed competition will result in sub-
stantial reductions in health care spending, CBO will not give cred-
it to such plans.

Something more is required, like the premium caps in the Presi-
dent's plan, the CBO to score substantial reductions in national
health expenditures. Everyone should understand that comprehen-
sive health care reform will not be easy. It is a very difficult issue.
It is a very complex issue.

Almost 40 million Americans do not have health insurance.
Health insurance costs are much higher in this Nation than in any
other advanced industrialized nation and those costs continue to
rise rapidly. There are no easy solutions. Tinkering around the
edges with the current system will not work. Difficult decisions
must be made. I hope we will make those decisions this year in a
comprehensive and bipartisan manner.

I conclude by saying, Mr. Chairman, again, that I commend Sen-
ator Breaux and Representative Cooper and Senator Durenberger
for their leadership in this area. We do have some disagreements
on how best to achieve our goal, but we are united in identifying
that goal.

Thank you.
The CHAIRMAN. Thank you, Mr. Leader. I am sure the committee

will not object if I suggest that, Mr. Durenberger, this is your bill,
too, and you might want to make some comments.

OPENING STATEMENT OF HON. DAVE DURENBERGER, A U.S.
SENATOR FROM MINNESOTA

Senator DURENBERGER. Mr. Chairman, I appreciate that. I was
thinking on the way over how best to use a couple minutes, be-
cause it is impossible to characterize this in any way that makes
any sense to anybody. I think Bob recognized that when he was
here testifying on the impact of the Clinton plan.



One of the things that I will never forget that he said to us is,
he cautioned us against trying to make health policy on the basis
of CBO estimates and everybody in this place has now had 10
years of experience of doing that. In fact, some of us have had
more.

If we had relied on CBO estimates back in 1983 when we were
doing DRGs and obviously they did not take into account the con-
sequences of tightening up on hospital payments, putting prices on
hospitals what exactly the dollar impact that was going to have
over on the Part B side when doctors and outpatient services went
bonkers. So it is really a difficult task that we have and a difficult
task that Dr. Reischauer has.

The way I have characterized where we are today in the health
care reform debate is that it is like a builder who arrives appro-
priately on Monday morning when he is told to arrive on the scene
of a building site and the concrete is over here, and the cement
truck is over there, and the electrical stuff is piled up over there,
and the lumber is piled up over here, and the subcontractors are
lined up over there but there is no blueprint.

What we have in this variety of estimates are an estimate of the
amount and quality of the lumber, an estimate of the amount and
quality of the electrical, all of this. We are going through the parts
of this sort of thing. And on the basis of our understanding of what
these particular kinds of materials can do we are putting estimates
on them.

But we have not decided yet exactly what it is we are trying to
build. And until we do that, it is going to be a very, very difficult
task. I will suggest to my colleagues that we have to make some
decisions about what we are building.

We are either going to build on models that are being built in
America today where health care costs are substantially lower than
in other parts because medicine is practice differently; or, we are
going to continue in the way we are now and just try to trim some
costs as this report shows managed competition, managed care can
take some costs out, but it does not give us any credit for actually
changing the way medicine is practiced because it cannot. I do not
know that it is capable of doing that.

So I think the real challenge is to get by this part of the process
in comparing the estimate of one plan against the estimate of an-
other plan and get on with making some decisions about whether
or not we are going to set new rules for new behavior in the health
care system in this country; and then just make the tough deci-
sions and make them bipartisan and make them in this committee,
and let us get on with it as quickly as possible.

The CHAIRMAN. The decision is modeled, as I believe you said, on
health care practices that have emerged in different parts of the
country that are now in place to a considerable degree.

Senator DURENBERGER. Yes. And it is a difficult thing, as I am
sure it will be pointed out to us here today, it is difficult for a na-
tional estimating process to make assumptions that the behavior
that we see in Deluth, MN today can be replicated somewhere else.

But we have talked about a report on behavior in Florida the
way the doctors use MRIs compared with the way the same kinds
of doctors working with the same kinds of people do it in Oregon.



It is a bio-factor of two or three different-a different way of prac-
ticing medicine means you get better care for less money in Oregon
than you do in Florida. That is demonstrated time and time again
all over this country.

The CHAIRMAN. We keep running into that.
Senator DURENBERGER. We have to find a way to encourage that

kind of behavior.
The CHAIRMAN. Thank you, Senator Durenberger.
Senator Rockefeller?

OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER IV, A
U.S. SENATOR FROM WV

Senator ROCKEFELLER. Mr. Chairman, just a couple of comments.
One is that it becomes what we all do around here. If CBO does
not agree with what we want, we say, well, if they had been
around in 1963 or 1983 they would not have been able to do this
or that. I mean, the fact is, this is not then, this is now. Everything
is a lot more sophisticated in the way of measurement.

I just think we had better take what they say very, very seri-
ously. We certainly did on the Health Security Act-recognized
that there were some mistakes in it that we had to correct, which
we are prepared to do.

There is a lot of talk about, you know, about bipartisanship. I
want to believe that and I do believe that. But at some point we
are going to have to decide, are we really serious about setting in
legislation 100 percent coverage and then it may be that we fall a
couple of percent short of that because of problems we discussed
before. Even Social Security does not arrive at 100 percent.

But are we really going to do health care? I mean, are we really
going to do what the American people are saying they want us to
do or are we going to advance a series of plans and then come up
with a series of compromises that reflect the plans but not the
original intent, either of the American people or-

I think of ourselves as a Congress. So this is something I guess
I just worry about as I head into this testimony and I take what
Bob Reischauer has to say very seriously. W en he said some
things about the Health Security Act I noted in my own personal
behavior a kind of defensiveness.

But after a few days' reflection, that is the way he saw things
and we figured that it was better to just try and adjust to that and
make our plan better, which the Majority Leader has indicated a
number of ways to do.

The CHAIRMAN. Which he has done.
Senator ROCKEFELLER. Yes.
The CHAIRMAN. Thank you, Senator Rockefeller.
Senator Daschle?

OPENING STATEMENT OF HON. THOMAS A. DASCHLE, A U.S.
SENATOR FROM SOUTH DAKOTA

Senator DASCHLE. Mr. Chairman, thank you. I will be very brief.
I also would like to commend CBO and thank them for their latest
contribution to our understanding of the ramifications of each of
the options before us.



Let me also commend our colleagues. Senator Breaux and Sen-
ator Durenberger have done this committee and the Senate a real
service in bringing forth a proposal that has a good deal of merit.
Fortunately, because we now understand the budgetary ramifica-
tions of this proposal, we are much more prepared to approach the
tough decisions that the Majority Leader has indicated we must
make.

My biggest concern as a result of the information provided is that
Breaux-fDurenberger would not attain the ultimate goal of univer-
sal coverage.

This lends support to my original conclusion that unless we have
some combination of mandates and taxes, we will not reach univer-
sal coverage. We must acknowledge this conclusion however frus-
trating it may be, if, indeed, we are going to accomplish what the
President said must be the bottom line with regard to successful
health reform.

We have to achieve universal coverage. Cooper-Breaux-Duren-
berger does take a significant step forward, but 25 million Ameri-
cans would still remain uninsured were we to adopt this plan as
it has been presented. We can do better than that; and I am con-
vinced we will.

The CHAIRMAN. Thank you, Senator Daschle.
Senator Chafee?
Senator CHAFEE. N9 comments. Thank you, Mr. Chairman.
The CHAIRMAN. Senator Hatch?

OPENING STATEMENT OF HON. ORRIN G. HATCH, A U.S.
SENATOR FROM UTAH

Senator HATCH. Well, thank you, Mr. Chairman. I appreciate
Kour having this hearing and I appreciate Mr. Reischauer being

ere and the analysis that has been made. I do have some dif-
ficulty with any health care approach that moves toward one model
rather than the wide variety of models that we might properly
avail ourselves of, and especially as much as I think managed com-
petition has to be part of any health care plan. I question whether
it should be the only part, because I think it is largely untested
and untried,which is a conclusion I think the CBO arrives at as
well.

But having said that I want to compliment Congressman Cooper,
Senator Breaux and Senator Durenberger for trying to do their
best to come up with an approach that may make some sense here.
But my personal belief is that we have to go beyond this and we
have to do it in a way that does not put all the eggs in one basket,
which may not be a very good basket. It may be one of the good
aspects of health care, but it cannot be the only one.

Those are just some of the thoughts that I have been worrying
about. I look forward to the testimony here today. Thank you, Mr.
Chairman.

The CHAIRMAN. Thank you, Senator Hatch.
And now Senator Bradley.
Senator BRADLEY. Mr. Chairman, I do not have any opening

statement.
The CHAIRMAN. Fine.
Senator Conrad?



Senator CONRAD. I will wait.
The CHAIRMAN. Good. Very well.
Then at long last, at length and in good time, Dr. Reischauer.

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

Dr. REISCHAUER. Mr. Chairman, Majority Leader Mitchell, and
members of the committee, I appreciate the opportunity to appear
before you again to share with you CBO's analysis of the Managed
Competition Act of 1993. With your permission, I will submit my
prepared statement and a copy of the report that we are releasing
today for the record of this hearing.

The CHAIRMAN. That will be done and you proceed exactly as you
wish.

[The prepared statement appears in the appendix. The report
was made a part of the official files of the committee and is also
available from the Congressional Budget Office.]

Dr. REISCHAUER. My summary remarks will focus on four topics.
First, I will review the features of the Managed Competition Act
that are important to our analysis. Second, I will explain CBO's as-
sumptions about the effect that the competitive environment cre-
ated by this proposal might have on the growth of health care
costs. Third, I will report CBO's estimates of the proposal's impact
on the number of uninsured people in America, national health ex-
penditures, and the Federal budget. Finally, I will discuss some of
the problems that might arise in trying to implement the Managed
Competition Act as it is currently written.

Before I start, however, I want to reiterate the caution that I
raised when I appeared before this committee in February to dis-
cuss the administration's health reform proposal.

As I warned then, a great deal of uncertainty surrounds esti-
mates of any fundamental health reform proposal. This uncertainty
is particularly great for the Managed Competition Act because key
elements of the new system, such as the standard benefit package,
are left unspecified and because managed competition is an ap-
proach that is largely untried at this point.

The full consequences of this proposal, as was the case with the
administration's initiative, may not be felt for over a decade. Dur-
ing that time, markets will evolve and behaviors will change gradu-
ally in response to the new incentives that are created by this sys-
tem. It is very difficult to say what the ultimate outcome might be.

Let me begin by providing you with a thumbnail sketch of the
Managed Competition Act. The proposal would make health insur-
ance available to all but would not establish universal coverage. In
other words, there would be no individual or employer mandate. All
employers would, however, have to offer but not pay for coverage
for their workers.

Insurance markets would be restructured. Employees of firms
witf 100 or fewer workers and individuals with no attachment to
the labor force would purchase coverage through regional health
plan purchasing cooperatives. These health plan purchasing co-
operatives would offer consumers a choice of accountable health
plans with modified community-rated premiums.



These plans would provide a standard benefit package that
would be specified by a national commission, but supplementary in-
surance could be purchased separately. Firms with more than 100
employees would have to offer their employees the opportunity to
purchase coverage either by setting up their own accountable
health plans-by that I mean self-insuring-or by purchasing cov-
erage from a plan offered in a non-health plan purchasing Coopera-
tive marketplace.

The proposal would provide people with strong incentives to pur-
chase health insurance prudently by limiting the tax deductibility
of premiums to the amount charged by the lowest cost plan offered
through the health plan purchasing cooperative that enrolled a sig-
nificant percentage of the eligible population.

The proposal would encourage insurance coverage by extending
tax subsidies to the self-employed and people purchasing individual
policies, and by creating a broad system of Federal subsidies that
would replace the Medicaid system. Full subsidies for premiums
would be available for those with incomes below the poverty level.
Partial premium subsidies would be available for those with in-
comes between the poverty level and twice the poverty level. People
with incomes below 200 percent of the poverty level would be eligi-
ble for cost-sharing subsidies that would ensure that their out-of-
pocket costs were nominal. Those with incomes below 100 percent
of poverty would also be eligible to receive a package of wrap-
around benefits-that is, additional benefits that would not be part
of the standard benefit package.

Spending on these subsidies would be limited to the amounts
generated by the proposed reductions in the current health care
programs-primarily by eliminating the Medicaid program-by the
revenue changes, and by other savings measures. If insufficient
funds were available to fund the subsidies fully, low-income partici-
pants would not be required to pay more. Rather, the health plans
would have to absorb the shortfalls. They would receive only par-
tial subsidies, in other words, and would somehow have to cope
with the unpaid balance.

With this description in mind, let me now turn to the assumption
that CBO made about the proposal's potential to curb the growth
of health care costs. The Managed Competition Act has no pre-
mium caps, price controls, or global budgets. Nevertheless, the pro-
posal calls for a restructuring of insurance markets and changes in
the tax code, which are likely to dampen the growth of health ex-
penditures somewhat. Yet because the managed competition ap-
proach has never been tested anywhere before, there is no empiri-
cal or analytical basis on which to estimate the size of this effect.

In a recent study, CBO identified the features of the managed
competition approach that together could act to slow the growth of
health expenditures. The Managed Competition Act incorporates in
part or in full seven of the eight features that we identified. As a
result, CBO has assumed for the purposes of its cost estimates that
competitive forces would dampen the growth rate of health plan
costs by gradually increasing amounts that would reach 1 percent-
age point after the year 2004.

In addition, we assume that increasing enrollment in effectively
managed health plans would slow the growth in costs of account-
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able health plans by 0.6 percentage point each year for the first 5
years. I want to emphasize that these assumptions remain largely
matters of speculation.

Let me turn now to the third topic-that is, the fiscal impact of
the managed competition proposal.

The CHAIRMAN. Dr. Reischauer, did you want to use the term
speculation or did you want to try a more precise mathematical as-
sertion, given that you had to make certain arbitrary assumptions
and out of those assumptions came these estimates?

Speculation seems a more fanciful activity than we associate
with the Congressional Budget Office. [Laughter.]

Dr. REISCHAUER. Well, the Congressional Budget Office usually
bases its judgments on empirical evidence and the analysis of
scholars and our own researchers. What I was trying to point out
is that there is no available evidence of that sort on whih to base
an assumption like this.

The CHAIRMAN. You just had to choose.
Dr. REISCHAUER. We had to choose what we thought was a rea-

sonable assumption. There is a lot of disagreement in the academic
community about this issue.

The CHAIRMAN. Sure.
Dr. REISCHAUER. I think it is fair to say that the incentives and

restructured markets created by this proposal would have some ef-
fect-clearly greater than zero. How much of an effect, though, is
a very uncertain matter, one that will, in large measure, be deter-
mined by the changed expectations that the American public might
develop over time-the changed patterns of behavior that might af-
fect the provision of care, as Senator Durenberger said.

We really do not know how far these changes will go. They could
go almost no distance at all, or they could be considerable.

The CHAIRMAN. Fine. Thank you.
Dr. REISCHAUER. Let me turn now to the third topic-that is, the

fiscal impact of the managed competition proposal. This impact is
highly uncertain because key elements of the proposed system,
most notably the standard benefit package, are unspecified.

Faced with this situation, CBO has estimated the financial ef-
fects of the proposal under two illustrative alternatives. The first
is a comprehensive benefit package similar to that proposed in the
administration's Health Security Act. The second is a spartan bene-
fit package costing 20 percent less than the first. As I will discuss
later, we believe that neither alternative would be viable without
further adjustments to the proposal.

Under the more comprehensive alternative, the number of unin-
sured people would drop by almost 40 percent in 1996-from 39
million to about 24 million. The uninsured would then constitutes
less than 10 percent of the population for the balance of our projec-
tion period.

National health expenditures would rise above CBO's baseline
initially, reflecting the increase in the number of people with insur-
ance. But they would fall below the baseline once the effects of
managed competition, more enrollment in managed care, and the
cuts in the Medicare program began to be felt. By the year 2004,
national health expenditures would be $30 billion, or about 1.5 per-
cent, below CBO's baseline level.



Senator PACKWOOD. Could I ask just a question there? With the
President's plan, that was, what, 1 percent below baseline?

Dr. REISCIIAUER. By the year 2004, it would be 7 percent below
the baseline--$150 billion.

Senator PACKWOOD. Thank you.
Dr. REISCHAUER. Under the comprehensive alternative, the cost

of the various subsidies would far exceed the funds designated for
them. Between 1996 and the year 2000, the average annual short-
fall would be over 30 percent of the subsidies for premiums for non-
Medicare enrollees.

The proposal would require health plans to absorb these short-
falls in subsidies. If one assumes that this mechanism works in
dealing with subsidy shortfalls, it follows that the Managed Com-
petition Act would have little appreciable impact on the Federal
deficit. But that assumption, as I will explain later, is probably not
a very reasonable one.

Under the less comprehensive benefit package, the number of un-
insured people would be about the same as under the first alter-
native. As before, national health expenditures would rise in the
early years but by less than under the comprehensive alternative.
They would then fall about $50 billion, or 2.25 percent, below
CBO's baseline level in the year 2004.

Under CBO's assumptions, which included a reduction in the
generosity of the subsidy scheme called for in the proposal, the cost
of the subsidies under the spartan benefit package would roughly
equal the available resources. In other words, there would be no
significant shortfall in subsidies.

Let me conclude my summary remarks by discussing two prob-
lematic aspects of the Managed Competition Act. The first of these
is the considerable administrative challenge that would be faced by
the national Health Care Standards Commission. This commission
would be responsible for determining eligibility for premium, cost-
sharing, and wraparound subsidies as well as ensuring that the
health plan purchasing cooperatives and accountable health plans
were paid their proper subsidy amounts.

The commission could receive well over 40 million applications
and renewals each year and an equally large number of reconcili-
ation or year-end income verification forms. The administrative
tasks involved in determining the proper subsidy for each applicant
would be monumental.

This can best be understood by realizing that the subsidy amount
would depend on the applicant's state of residence, income, family
status, and age as well as on the reference premium for the rel-
evant health plan purchasing cooperative and the contribution, if
any, that any employer might make on behalf of that applicant.
Gathering together this information and calculating the amount of
the subsidy would be a complex undertaking.

The commission would have additional daunting day-to-day func-
tions involving registering and overseeing thousands of accountable
health plans, including those established by self-insured firms. It
would also have to design and implement a system to ensure an
equitable distribution of premium and cost-sharing subsidy short-
falls to the plans and to the health plan purchasing cooperatives.
Whether such a system is feasible is an open question.



A second particularly problematic feature of the managed com-
petition proposal is its mechanism for ensuring that its subsidy
costs do not add to the deficit. As I noted earlier, if the Health Care
Standards Commission specified a comprehensive benefit package,
the subsidy -cost would far exceed the available resources, and the
premium subsidies would have to be scaled back.

Health plans would be forced to cope with this shortfall as best
they could. CBO believes that shortfalls of the magnitude that I
mentioned earlier-that is, about 30 percent-could seriously un-
dermine the orderly functioning of the health plan purchasing coop-
erative marketplace, possibly rendering the cooperatives inoper-
able. And even with full funding of the premium subsidies, health
plans in health plan purchasing cooperatives could face shortfalls
and uncertainties because of certain design features of the pre-
mium and cost-sharing subsidies.

One might assume that the disruption caused by shortfalls in the
premium subsidies could be avoided if the commission adopted a
more limited package of benefits, such as the one we specified for
our second alternative. But this approach would create equally vex-
ing problems under the provisions of the Managed Competition Act.
If cost sharing was increased in an effort to reduce premiums, Fed-
eral expenditures for cost-sharing subsidies would rise. If coverage
of services was scaled back, the costs of the wraparound benefits
would rise. In other words, as you cut back premiums to reduce the
size of the premium subsidies, the costs of other subsidies in the
plan begin to rise.

As a result, to eliminate the possibility of subsidy shortfalls
under the provisions of the bill as it is written now, the commission
would have to adopt a benefit package that most Americans would
regard as inadequate. For example, CBO's less comprehensive al-
ternative had only limited hospital coverage and did not cover pre-
scription drugs, dental care, mental health, or preventive services.
Yet even these cutbacks, which run contrary to the proposal's re-
quirements that preventive care and medically necessary services
be covered, would not be sufficient to avoid significant shortfalls in
the subsidies.

Consequently, CBO also had to eliminate the cost-sharing sub-
sidies for those with income between 100 percent and 200 percent
of the poverty level to make the proposal roughly deficit neutral
without hitting the plans with an across-the-board reduction in
their expected premium subsidies.

Let me conclude by noting that some of the difficult issues that
must be resolved by this committee and the Congress are illus-
trated by the differences between the Managed Competition Act
and the administration's Health Security Act.

One is the degree to which health reform legislation that you
pass should specify th6 details of the new system. The administra-
tion's proposal provides answers to virtually every question. The
Managed Competition Act leaves key features to be decided by
commissions, boards, or the Congress after the reform is enacted.

A second issue is the extent to which market forces as opposed
to explicit budget constraints, should be used to slow the growth
of health expenditures. The administration's proposal relies largely
on premium caps for which there is some international experience,



whereas, the Managed Competition Act depends on market forces
largely motivated by tax caps and reflects an approach that really
has not been tried anywhere before. So a good deal of uncertainty
surrounds the effectiveness of that approach.

A third issue is whether participation should be voluntary or
mandatory. The administration's plan requires all to participate
and thereby achieves universal coverage. Participation under the
Managed Competition Act is voluntary. It provides universal access
to affordable insurance but does not provide universal coverage.

On each of these issues, as well as others, solid arguments can
be made on both sides. There are no right or wrong answers. But
as you continue to deliberate and debate these issues, we at the
Congressional Budget Office will do our best to provide you with
whatever information and analyses that we have available. We look
forward to working with you on this major problem.

The CHAIRMAN. Dr. Reischauer, we thank you very much for that
offer and for that statement. It was very clear, very lusive. I won-
der if we could begin by saying that I have a feeling that about the
last third of your statement was finished around midnight and we
do not have it. We would be very much appreciative, if we could
get the text. We would be grateful to you for that. I am sure we
shall.

Once again, as is the courtesy of the committee, the Majority
Leader.

Senator MITCHELL. Mr. Chairman, thank you very much.
Dr. Reischauer, thank you very much for your testimony. I would

like to ask you a few questions about your analysis of the bill
which is known as the Managed Competition Act.

In your analysis you estimate that if the benefits package under
that Act is comparable to that contained in the President's plan it
would increase the deficit by $300 billion over thle next 10 years,
absent offsetting provisions. The subsidies in the bill would exceed
the savings by $ 300 billion. Is that correct?

Dr. REISCHAUER. If the subsidies are fully funded, that is correct.
Senator MITCHELL. Now despite those large subsidies and that

huge increase in the deficit, by the end of this decade under your
analysis 25 million Americans would still be without health insur-
ance. Is that correct?

Dr. REISCHAUER. That is correct.
Senator MITCHELL. And if in order to reduce the costs of the bill

the subsidies to lower income families were reduced, that would
leave even more than 25 million Americans without insurance. Is
that correct?

Dr. REISCHAUER. That is a difficult question to answer. If the
generosity of the subsidy system was reduced, that would be cor-
rect.

Senator MITCHELL. But as I understand the bill, low income fam-
ilies would still receive the bill for the cost of the health insurance,
but the health plans would have to absorb the cost of those sub-
sidies in the form of higher premiums on everyone else or reduce
reimbursements to providers, or alternatively Congress could go
back and cut spending or raise taxes. Is that correct?

Dr. REISCHAUER. Yes; those are the options.
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Senator MITCHELL. Now with respect to other options you re-
ferred to a less comprehensive or I believe you called it a spartan
plan of benefits. Am I correct that the benefits under this plan
would be less generous than thosc enjoyed by 90 percent of those
persons who now have health insurance in this country; is that cor-
rect?

Dr. REISCHAUER. Of people with privately provided health insur-
ance; that is correct, sir.

Senator MITCHELL. Privately provided health insurance. That is
correct.

And am I correct that such a plan would not cover mental health
services, it would not cover prescription drugs, it would not cover
preventive health services; is that correct?

Dr. REISCHAUER. That is correct.
Senator MITCHELL. And am I correct that under such a plan hos-

pital coverage would be severely limited?
Dr. REISCHAUER. Yes; I believe that the package we put together

would not provide coverage beyond the 15th day in the hospital.
Senator MITCHELL. Am I correct in my understanding that under

this spartan plan, therefore, that if a person were in the hospital
for more than 15 days that person would be responsible for paying
the cost of that hospital bill for any stay in the hospital in excess
of 15 days?

Dr. REISCHAUER. That is correct. But we would assume that if
the spartan benefit package, the more limited benefit package, was
the one provided, many Americans would purchase supplementary
insurance.

Senator MITCHELL. But the coverage under this plan would be
limited to 15 days?

Dr. REISCHAUER. Yes.
Senator MITCHELL. So, therefore, am I correct that under such a

plan most Americans who have health insurance would have less
coverage than they have today?

Dr. REISCHAUER. Less coverage from the basic plan, yes.
Senator MITCHELL. Yes, the basic plan.
Now, Dr. Reischauer, I had one more question I wanted to ask

and it deals with a statement in your analysis. I quote, and I am
going to read you the quotation and ask you to elaborate on that
if you might explain it in more detail.

You state, and I quote, "The estimates of health insurance cov-
erage and national health expenditures assume that the premium
assistance specified in the proposal is fully funded either through
additional spending cuts, tax increases or borrowing. Failure to
fund the subsidies could result in an upward spiral of health insur-
ance premiums, declines in health insurance coverage,and, poten-
tially, the collapse of the HPPC system."

Can you elaborate on that statement, please?
Dr. REISCHAUER. If the subsidies expected by the plans were not

forthcoming in full, the plans would be left with a shortage. Their
response to that shortage woUld probably be a combination of re-
duced payments to providers and increased premiums for
nonsubsidized people.

This response would cause premiums for others in the system to
rise. Some of those individuals would drop out of the system. As



a result, the risk pool that the insurance company had expected
when it set its premium would change because in large measure
the more healthy folks would choose not to participate. Con-
sequently, a good deal of instability could develop within this insur-
ance marketplace that could unravel the entire system.

But as I said, the statement in our report is based on a generous
,benefit package that is not fully funded. There are ways of over-
coming that problem so that shortfalls do not occur, either by cut-
ting back the basic benefit package or by raising revenue some
other way.

Senator MITCHELL. I have one concluding question if I might
have time.

The CHAIRMAN. Well, go right ahead.
Senator MITCHELL. Dr. Reischauer, I just want to make sure I

understand this. The Managed Competition Act as introduced does
not specify the benefits package for the health insurance to be pro-
vided. Under the Act it is to be determined at a later time; is that
correct?

Dr. REISCHAUER. Yes. A national Health Care Standards Com-
mission would be established and would decide on a benefit pack-
age that would then be placed before the Congress. The package
could be rejected by a joint resolution but not amended by the Con-
gress.

Senator MITCHELL. Right. So in order for you to estimate the cost
of the subsidies proposed under the plan you had to assume a cer-
tain level of benefit; is that correct?

Dr. REISCHAUER. That is correct.
Senator MITCHELL. And you made two different sets of assump-

tions. On the one hand, you assumed a level of benefits comparable
to that contained in the Health Security Act at the request of the
President; is that correct?

Dr. REISCHAUER. Yes.
Senator MITCHELL. And on the other, you would see a lower level

of benefits. You referred to it in various terms, but an alternative
level of benefits, less comprehensive. And if the benefits package
comparable to the President's plan were included under this Act,
then the deficit would be increased by $300 billion over the next
10 years absent other offsetting provisions. Am I correct in that un-
derstanding?

Dr. REISCHAUER. It would increase if the automatic reductions in
subsidies were not implemented.

Senator MITCHELL. That's right. And under the alternative bene-
fits package, if adopted, it would limit hospital stays to 15 days
coverage, would not cover prescription drugs, would not cover men-
tal health, would not cover preventive health, and would be less
generous in terms of benefits than that enjoyed by 90 percent of
Americans who now have private health insurance. Is that correct?

Dr. REISCHAUER. Correct.
Senator MITCHELL. Thank you, Mr. Chairman. I have no further

questions.
The CHAIRMAN. Thank you, Mr. Leader.
Senator Packwood, the ranking member.-
Senator PACKWOOD. Dr. Reischauer, in February you indicated

we could not get to universal coverage without mandates of some



kind. I am quoting from your February statement. I say, "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, but you are not going to get
there."

You have us getting to 90 percent of coverage under Breaux-
Durenberger. I will confess, I have been a supporter of mandates.
I have heard Dave Durenberger say that given a good voluntary
program and a good invitation we will get close. But you are esti-
mating we are going to get to 90 percent under Breaux-Duren-
berger of covering of all the people.

Dr. REISCHAUER. Yes.
Senator PACKWOOD. I know that leaves 25 million uncovered. Ha-

waii apparently has some place, depending whose estimate you
take, between 4 and 7 percent uncovered with an employer man-
date and a SHIP plan in the State and Medicaid.

So even without a mandate we are not far off of the Hawaii total
which is a mandate. You are talking about a difference maybe, if
you are talking about 91 percent versus 94 percent, a difference
maybe of 4 to 5 million people. I do not want to minimize that. But
in a population of 260-70 million you are not far off. Am I correct?

Dr. REISCHAUER. That is right. And you could add to this Man-
aged Competition Act aggressive outreach and enrollment of low in-
come people and make some adjustments in the nature of the ap-
plication process for subsidies and probably increase these percent-
ages a percentage point or two quite easily.

Senator PACKWOOD. We could get close to Hawaii.
Dr. REISCHAUER. Yes.
Senator PACKWOOD. In that case, why go for a mandate?
Dr. REISCHAUER. That is a judgment for you to make, not for me

to make.
Senator PACKWOOD. I understand that. And as I indicated, I have

supported mandates. But no one likes mandates in and of them-
selves for the fun of it. If you can get what we pretty much all
agree is universal coverage, none of us are thinking we are going
to get to 100 percent-Hawaii does not get to 100 percent-if you
can get close to it without the compulsion, why have the compul-
sion. What is the advantage of mandates for the sake of mandates?

Dr. REISCHAUER. Well, for the sake of mandates, there is no rea-
son to have them. As you say, nobody would say, "Hey, let us have
a mandate; they are fun." You are trying to achieve something.
What you are trying to achieve is an equitable distribution of the
costs and the benefits of health insurance. To the extent that you
allow some folks to escape participation in the system, by and large
those folks will be relatively healthy. Nevertheless, they will sud-
denly become players in the system when their health begins to de-
teriorate. It is like saying, "Why buy fire insurance until the year
that your house is going to burn down?" That is not a practical way
of allowing people to buy health insurance.

Then also, you know that if somebody who is not covered is
struck by a car or becomes deathly ill, that individual will be
brought into a hospital or a health facility of some kind, and we
as a compassionate, rich society will not en hat individual the
benefits that the rest of society has.
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The way you avoid these two problems is by providing some kind
of universal coverage. Whether the benefit you get from such cov-
erage is worth the cost is really a judgment that is above my pay
grade. [Laughter.]

Senator PACKWOOD. Let me ask you this. Is the kind of person
that is uncovered qualitatively different then in Hawaii from what
you would have under Breaux-Durenberger? Under Breaux-Duren-

erger are you going to have the healthiest or the best and the
brightest or for whatever reason choose not to be covered and
therefore you are going to skew the system? Whereas, in Hawaii
those that are uncovered are more a random cross section that are
left out by law, but not by exclusion themselves.

Dr. REISCHAUER. I do not know. I do not know who is uncovered
in Hawaii.

Senator PACKWOOD. I do not either. I know the percentage or the
estimate. I do not know who is uncovered.

All right, next question. Dr. Ellwood thinks we ought to have
competing Health Plan Purchasing Cooperatives, Breaux-Duren-
berger does not. Do you have a personal opinion of what the cost
estimates would be if you had competing Health Plan Purchasing
Cooperatives?

Dr. REISCHAUER. No, we do not. But I just might say that the
President's plan was complex. Breaux-Durenberger, in the sense
that it allows for more flexibility and it leaves more aspects unde-
cided in the legislation, is more complex. Senator Chafee's proposal
is even less specific and leaves more options open, and preparing
cost estimates for it will be even more complex. Nobody wants com-
plexity for complexity's sake.

Senator PACKWOOD. Well, then let us be realistic. You have esti-
mated it will take you probably another month to do Senator
Chafee. That does not include Senator Nickles.

Dr. REISCHAUER. That does not include the House Ways and
Means Committee or the Energy and Commerce committees either.

Senator PACKWOOD. Then let me just ask you a realistic ques-
tion. How do we write a bill this year if in honesty we are going
to wait for the estimates and you cannot do any better-I do not
mean this critically-but you cannot do it any faster than what you
are doing it?

Dr. REISCHAUER. I do not know. We are working as hard as we
can. But this kind of estimating is very complex, and it takes a lot
of time.

Senator PACKWOOD. I think your work is good and I do not mean
the question critically. Either we or the House, Ways and Means
Committee goes ahead in the dark or we wait.

Thank you, Mr. Chairman.
Dr. REISCHAUER. I might say that the issue before the Con-

gress-writing a fundamental health care reform bill-is unlike
anything that the Congress or the nation has ever done before. The
expectations that many people have, based on how we change the
Medicare program or make changes in the tax system, really do not
apply to this undertaking. If you want the same types of cost esti-
mates and impact estimates that you are used to having for normal
legislative proposals, the pace at which the activity can proceed has
to be much, much slower.



The CHAIRMAN. That is perfectly understandable and perfectly
straightforward. I think I would like to just repeat now Senator
Packwood's statement and your response, that this committee will
want to have the estimate of Senator Chafee's bill and of Senator
Nick]es' bill, and then you have to do the Ways and Means legisla-
tion on the House side and Energy and Commerce; would that also
be the case?

Dr. REISCHAUER. We are trying to provide support to House com-
mittees as they try and fashion the chairman's mark and alter-
natives to the chairman's mark at the same time that we are trying
to do these comprehensive reports on specific bills.

The CHAIRMAN. On specific bills.
Dr. REISCHAUER. And it is very hard to keep all of these balls in

the air at once. When you are taken off to do work on a proposal
by the chairman of the Ways and Means Committee, you cannot
also at the same time be analyzing the Chafee proposal.

The CHAIRMAN. Well, they have a certain constitutional priority,
as we know. Would you want to estimate when we might get Mr.
Chafee's proposal?

Dr. REISCHAUER. No. The last time I appeared before this com-
mittee, I said that we would have Cooper-Breaux done in 3 to 4
weeks. It is now 12 weeks later. I blew that estimate sufficiently
that I should have no credibility on this question at all.

The CHAIRMAN. A factor of 3 or 4 to 12 is 4.
Senator DURENBERGER. Thanksgiving. [Laughter.]
Senator CHAFEE. Mr. Chairman, could I just ask Dr. Reischauer

one question?
The CHAIRMAN. Please.
Senator CHAFEE. At the end of your last statement to Senator

Packwood you said the pace will have to be more measured or slow-
er or something. I am not sure what the word "pace" was referring
to. You were previously describing how this was the biggest thing
that we have ever undertaken in the Congress. Was the pace the
integration of the system, bringing it in?

Dr. REISCHAUER. No. What I was talking about was the process
of the Congress' putting together its proposals and deliberating
them. You have before you a number of pure forms of health care
reform-for example, your approach, the managed competition ap-
proach, the Nickles voucher-type approach. And before some com-
mittees act, they want to have a feel for the costs and the other
ramifications of these proposals. Once they have all of that infor-
mation before them, they would then like to sit down and fashion
a compromise proposal or a proposal that rested on the best ele-
ments of the various approaches.

I am saying that it takes time for us to write all of these reports.
Once you have all of them, you may want to say, "Let us do some
modifications to this approach or that approach." When we analyze
modifications for you on Medicare or Medicaid or food stamps or
whatever, we are able to turn those estimates around in hours, pos-
sibly overnight. But a lot of the changes-amendments, modifica-
tions, and so forth-that are being proposed to these health reform
approaches are the types of things that would send us back to the
drawing boards and might require a week for an estimate. So the
normal pace-the way the Congress and the committees usually de-



velop their proposals-just cannot be maintained if you want to
rely on our numbers.

The alternative, of course, is that you could go ahead without the
benefit of our numbers and see what happened when the bill hit
the floor and we did our official cost estimate.

The CHAIRMAN. Sure. Having fully accepted the complexity and
the difficulties, can I just make a cheerful note? Is that possible?
No one would mind.

Senator ROCKEFELLER. It would be very helpful. [Laughter.]
Dr. REISCHAUER. I will cover up my ears so I will not hear it.
The CHAIRMAN. You suggested that under Mr. Breaux and Mr.

Durenberger's bill the number of uninsured persons would drop by
almost 40 percent in a year-and-a-halfs time.

Dr. REISCHAUER. Yes.
The CHAIRMAN. And that would give us an insured population of

somewhat over 90 percent of the population. That's pretty impres-
sive.

Of the numbers who would remain uninsured in that 9.5 percent,
or 24 million persons, 10 million would have incomes above 200
percent of poverty. Some would have incomes over 500 percent of
poverty. The poverty numbers are-

Dr. REISCHAUER. This is on page 29 of our report, for anybody
who wants to follow the chairman.

The CHAIRMAN. That is exactly right. We estimate that, you
know, 200 percent of poverty under your table can go to $51,000
a year for a large family. There are not that many such families,
but there are some. Otherwise, you would not bother to put it down
here.

Well, we could do the hypothetical extreme and say if there was
a family of eight at 500 percent of poverty, it would have an income
of about $125,000 a year. Families with income of 500 percent of
poverty and above it account for 1 million uninsured persons under
the Breaux-Durenberger proposal. Well, that speaks of some choice
in that matter; does it not?

Dr. REISCHAUER. Certainly, when we get up above 400 percent
of poverty, remaining uninsured is a voluntary decision, and there
is a real question about how much sleep society should lose over
the choice of an individual not to sign up. But I would suggest that
a family of eight with a $250,000 income who is uninsured right
now is going to be difficult to find.

The CHAIRMAN. Or to persuade.
Dr. REISCHAUER. I mean, do not assign me the task to go out and

find that family.
The CHAIRMAN. It is your table. But we would find ourselves in

1996 with only 4 million persons below the poverty level who are
not insured and that would be a considerable achievement.

Dr. REISCHAUER. And in fact those individuals could have had
their insurance paid for in its entirety under this system but for
one reason or another did not sign up, did not fill out the forms,
fell through the cracks somehow.

The CHAIRMAN. And that is just the one other point we would
like to make. We have not quite settled it in our heads here, but
when we speak of universal it is just not in the nature of things
for that to mean 100 percent. There is just some friction. There is



always somebody who lives in a cabin in the Rockies and does not
want to know anybody is there. There is always someone moving
about.
-Dr. REISCHAUER. But there are systems in the world-you know,
in the United Kingdom, in Canada-where you can live in a cabin
somewhere and engage in no act of your own and still be covered
if you need care. By virtue of citizenship in the country, you are
a participant in the system, and the system does not depend on in-
dividual premiums or employer-paid premiums. That dependence is
what is getting us into this trouble.

The CHAIRMAN. I think you are speaking about a payer sys-
tem-

Dr. REISCHAUER. Universal coverage is not hard to provide if you
are willing to step away from the employment-based nature of our
current system.

The CHAIRMAN. A single-payer system does that by definition.
But we just also want to make the point, and we have to keep it
in mind, that this is still something of a frontier society and there
are an awful lot of unregistered folk and the' get sick, too, and
they get to hospitals, too. We have to provide for that reality. It is
not the most disagreeable reality.

Now, Senator Breaux.
Senator BREAUX. Thank you, Mr. Chairman.
Thank you, Mr. Reischauer. The Majority Leader described a

plan and asked you to comment on it. My question is, who put to-
gether the completely and totally unrealistic plan that we are refer-
ring to as the spartan-man plan?

Dr. REISCHAUER. CBO did.
Senator BREAUX. Is it anywhere in the bill that Mr. Durenberger

and I asked you to take a look at?
Dr. REISCHAUER. No. As I said, there is no plan specified in the

bill.
Senator BREAUX. And how is that plan in our bill to be written?
Dr. REISCHAUER. A national Health Care Standards Commission

would develop a plan and present it to the Congress.
Senator BREAUX. And under our plan, who appoints the National

Health Board to do that?
Dr. REISCHAUER. The President of the United States.
Senator BREAUX. Do you think it is realistic to assume that the

President would appoint people to that Commission that would
write the spartan type of plan that you wrote?

Dr. REISCHAUER. Well, I think the commission would be in a very
difficult situation. It would have to decide whether to try and de-
sign a plan the subsidies for which would be fully funded, given the
available resources, and which therefore would be a rather limited
plan.

Senator BREAUX. Assuming the resources were made available.
Dr. REISCHAUER. If there were more resources available, I have

no question at all that the plan would be closer to the average
health insurance plan that most Americans enjoy now.

Senator BREAUX. But the spartan plan that we talked about, the
spartan man plan, is really a hypothetical; is it not?

Dr. REISCHAUER. It is an alternative.
Senator BREAUX. A hypothetical alternative.



Dr. REISCHAUER. But so is the
Senator BREAUX. But it does not exist anywhere; does it?
Dr. REISCHAUER. Oh, no. There are plans that are even chintzier

than that. [Laughter.]
Ten percent of the covered population has something that is less

generous.
Senator BREAUX. Sure. But as far as the Breaux-Durenberger

bill, the spartan man plan, it is not in that bill; is it?
Dr. REISCHAUER. No, it is not; but neither is the comprehensive

plan.
Senator BREAUX. That is right.
Now, trying to get a hold on some of the estimates from month-

to-month is like grabbing jello. Let me tell you the two major exam-
ples I need you to comment on because we relied on CBO estimates
a couple of months ago, last year, when we went back and we
drafted our bill to take care of some of the problems that the last
estimate pointed out to us.

When relying on those estimates a few months later with this re-
port, we see that those estimates have changed dramatically. For
instance, last year our employer tax cap was scored at raising $79
billion over 5 years. A few months later in this report this morning
you say that that raises $25 billion over 5 years.

A second example, in July of last year, CBO released a paper
talking about behavior with regard to managed competition. In
that paper you stated that group and staff model HMOs reduced
personal health expenditures by 15 percent from levels under tradi-
tional private health insurance plans. And assumed that enrolling
additional people under these HMOs would reduce their health
care on average by 7.5 percent.

This report, issued after the July report, reduces your estimate
of these most effective HMOs to a 9 percent reduction in costs with
an average reduction of 4 percent. So in one case we go from $75
billion over 5 years to $25 billion. And then here we go from a re-
duction in health care costs from 7.5 percent reduction down to 4
percent.

Now the problem Senator Durenberger, Congressman Cooper and
I have is that we were relying on the last report, which was just
in July, to craft the program that we have today. Can you give me
some thought process on what happened in a matter of months?

Dr. REISCHAUER. All right. Let me start by saying that I think,
as I said to you yesterday, some of the criticism of your approach
is unfair in the sense that you and Congressman Cooper and other
of the sponsors have indicated that once the cost parameters were
known you would make other changes in this proposal.

The administration, of course, when it was crafting its plan, has
a tremendous advantage in that the people putting together the
plan have inside analytical and estimating capacity. So when the
architects of that proposal had an idea that turned out to cost too
much or to have untoward consequences, they were able to change
their proposal without the glare of lights and television cameras on
that process.

Members of Congress do not have that advantage. They have to
put together a package without knowing what the costs and con-
sequences are. We then estimate the package's costs and impact,



with the result appearing in public rather than being revealed in
private.

As we have gone along in this process, our estimating tools,
methodologies, and capabilities have improved. New information
has come in. We will continue to change so as to provide you with
the best estimates that we can provide.

On the second issue, the effectiveness of managed care, we have
not changed our treatment at all since last year. It is described in
slightly different ways, however, which may make it confusing.

With respect to the $79 billion in tax revenues that you referred
to, that estimate was made by the Joint Committee on Taxation.
As I said, we are not quite sure what has caused them to change
their number to $25 billion, but my guess is that, like us, they are
becoming increasingly sophisticated in their methods and the qual-
ity of their estimates is improving. We will investigate that further
and get back to you, Senator.

Senator BREAUX. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you. That would be helpful, just to ask

Joint Tax. That is a big change from $79 billion to $25 billion. It
comes as a bit of a disappointment to the sponsors. There is a rea-
son and we would like to hear it.

Dr. REISCHAUER. Let me publicly thank the Joint Committee and
its staff, for which you have supervisory responsibility. They have
worked very hard and very well with us on this estimate.

The CHAIRMAN. Why do we not take this moment to have you in-
troduce those good folk behind you here from CBO.

Dr. REISCHAUER. They are Jeff -Lemieux, Scott Harrison, Len
Burman, Nancy Gordon, Paul Van de Water, Linda Bilheimer, and
Mark Desautels from the Congressional Budget Office.

The CHAIRMAN. Let us just give you a collective thanks from the
committee.

[Applause.]
Dr. REISCHAUER. I think what they would like is a collective day

off. [Laughter.]
The CHAIRMAN. I was going to say, that applause takes one week

off the time it will take to get the Chafee bill done, right? [Laugh-
ter.]

Senator BREAUX. Mr. Chairman?
Dr. REISCHAUER. We've got it down to late October then. [Laugh-

ter.]
Senator BREAUX. I will conclude on this note. The point of why

the estimate is so important on the tax cap, the difference in that
estimate, is because the tax cap obviously is one of the ways that
the Managed Competition Act would pay for new low-income sub-
sidies. Last year it was $75 billion and this year it is $25 billion.

The CHAIRMAN. We will ask Joint Tax over.
Senator Rockefeller?
Senator ROCKEFELLER. Thank you, Mr. Chairman, very much.
I just want to reiterate that I think I have some idea of how this

$79 billion came down to $25 billion. I think it is a very significant
change. I think it is a change based upon meritorious consider-
ation. And if it is correct, it throws substantial doubt upon those
who look upon the tax cap as a way of paying for reform. That is
my statement.
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I would like very much, Mr. Reischauer, if you could just-I want
to read to you some quotes from your own report and ask that you
expand very briefly on each. On page 17 you say, "Under this alter-
native, health insurance coverage would probably be more limited
for middle income people than for rich or poor."

Dr. REISCHAUER. That is a description of the situation that prob-
ably would develop under a very basic package of standard bene-
fits. What would happen is that low-income people in America, par-
ticularly those below the poverty level, would have the standard
benefit package plus cost-sharing subsidies plus wraparound bene-
fits, leaving them with an adequate-if not more than adequate-
level of benefits.

Upper income and some middle-income people would buy supple-
mentary insurance to supplement the basic benefit package. Tey
would be left with insurance coverage from the basic package plus
the supplementary plan that probably would be comparable to
what they have now.

Folks a bit above the poverty level-up to maybe two or three
times poverty-would find that they were covered by the basic ben-
efit package, but they would also find that the supplementary cov-
erage was expensive. Some of those people, particularly those who
were relatively healthy, would opt not to have supplementary cov-
erage and would therefore be worse off than they are now with re-
spect to insurance coverage.

So you would have an interesting pattern of insurance coverage:
it would be adequate at low-income levels, and at high-income lev-
els, and there would be a dip in the middle.

Senator ROCKEFELLER. Mr. Reischauer, on page 18 you indicate
that "10 percent of workers who now have health insurance pro-
vided by employers for whom they would lose their health insur-
ance."

Dr. REISCHAUER. There are incentives created under the subsidy
system of the -Managed Competition Act that would lead some em-
ployers to drop their employer-provided care so that their workers
could take full advantage of the subsidies. Some of those individ-
uals would choose to purchase coverage; others might decide to
drop their coverage.

Senator ROCKEFELLER. You said "although the proposal would re-
quire health plans to absorb shortfalls and subsidies, shortfalls of
that magnitude would cause turmoil."

Dr. REISCHAUER. The report suggests that if one had a com-
prehensive benefit package, the amount available for subsidies
would be from 30 percent to 35 percent short of the total cost of
those subsidies. Under the plan as it is now written, insurance car-
riers or plans would receive ratably reduced subsidy pa ments but
would still have to offer low-income people a full benefit package.
They would have to cope with the shortfall somehow, and we think
their attempts to comply and react to it would-or could-lead to
an unraveling of the insurance system, particularly within the
health plan purchasing cooperative marketplace.

Much would depend on the ability of the national Health Care
Standards Commission to design a system for sharing subsidy
shortfalls equitably across all of the plans in the country. This
would be a very difficult task because it would involve taking re-



24

sources away from self-insured companies and plans with more
than 100 employees and distributing them to other plans within
the health plan purchasing cooperatives. That redistribution would
be a tough problem.

Senator ROCKEFELLER. In your executive summary you say,
"Very large shortfalls in premiums could cause the Health Plan
Purchasing Cooperatives system to collapse entirely because the
amount that accountable health plans would have to pass on in
higher premiums would be unacceptable."

Dr. REISCHAUER. If the distribution mechanism for subsidy short-
falls was ineffectual in distributing resources from the non-health
plan purchasing cooperative plans to the plans in the health plan
purchasing cooperatives, you could have premium shortfalls that
would require plans in the health plan purchasing cooperatives to
raise their premiums by as much as 30 percent. And, of course, the
amount of the premium would affect the number of people who
were interested in participating in the plans. It would also affect
the dynamic of the marketplace in very uncertain ways, and we do
not think that that it a viable alternative.

Senator ROCKEFELLER. Thank you, sir.
Mr. Chairman, on this issue of $79 to $25 billion on the tax pro-

jections, I am somewhat acquainted with how that came about. I
have a written question that I want to submit to Mr. Reischauer.

The CHAIRMAN. Please do.
[The question appears in the appendix.]
The CHAIRMAN. If need be, we will ask the Joint Committee on

Taxation to walk us through it.
Dr. REISCHAUER. We are already discussing this issue with them,

and so we will get back to you on it.
The CHAIRMAN. There are no secrets here. There are some mys-

teries, but no secrets.
Senator Daschle?
Senator DASCHLE. Thank you, Mr. Chairman.
Dr. Reischauer, I would like to go back to the questions raised

by Senator Packwood, because I think he has put his finger on one
of the key issues that we have to face with regard to attaining uni-
versal coverage.

Could you, for the committee,- reiterate the percentage of people
who are insured today?

Dr. REISCHAUER. It is roughly 85 percent.
Senator DASCHLE. That is my understanding.
And, again, the percentage of people you estimate would have

been insured were we to pass the Clinton Administration bill?
Dr. REISCHAUER. That would be 100 percent.
Senator DASCHLE. Well, I guess we go back to the question that

Senator Packwood was raising.
Dr. REISCHAUER. There might be some small gap in coverage-

as you said, the non-compliant individual living on a mountain in
Idaho.

The CHAIRMAN. Or an editorial writer for the Christian Science
Monitor. [Laughter.]

Dr. REISCHAUER. I think the figure would still round to 100 per-
cent, unless they had a very big editorial staff.
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Senator DASCHLE. But, Mr. Chairman, this is a point that I think
we need to explore. Senator Moynihan has indicated that Social Se-
curity participation is only 95 percent, even though it is legally
mandated.

Dr. REISCHAUER. I do not think that is really-let me choose my
words carefully.

The CHAIRMAN. Some employees are not covered.
Dr. REISCHAUER. Of the folks who were supposed to be covered

by Social Security, I would guess that the coverage is 100 percent.
To be sure, there is a little illegal activity that goes on, illegal em-
ployment, under which people are not covered. And then there are
also groups of individuals, such as those who work for State gov-
ernments, who have opted out of the Social Security system and
who are not covered. Under the law, they are not supposed to be
covered.

Senator DASCHLE. But my point is a serious one that addresses
the legal and practical applicability of the definition of universal
coverage. What some of our colleagues have been saying is that, al-
though the legal applicability of universal coverage is 100 percent,
the practical applicability may be only 95 percent. This means that
if Cooper-Breaux reaches a 91 percent level of participation, we
only fall 4 percentage short of what would be the practical applica-
bility of universal coverage. This 4 percent shortfall is substantially
different from a situation where the practical applicability of uni-
versal coverage is 100 percent, because then the Cooper-Breaux
shortfall wo'dd be 100 percent. I would like, if you could, to elabo-
rate on that definitional question.

Dr. REISCHAUER. My best judgment is that under a system like
the President's proposal or a single-payer system, the practical
number would be very close to 100 percent. It might be 99.7 per-
cent, or something like that, but it is not going to be 3 percentage
points less or anything large. Remember, though, that in the Presi-
dent's system you have both an employer mandate and an individ-
ual mandate.

Senator DASCHLE. Exactly.
Dr. REISCHAUER. And there are penalties for people who show up

and want or need medical care but who have not been participants
in the system. One would expect that, after a few years, one way
or another, people would by and large all be included in the sys-
tem. But then there are other costs, as everybody has noted, when
you impose mandates.

Senator DASCHLE. Well, I would have characterized your answers
to Senator Packwood as a minimization of the importance of uni-
versal coverage. I thought you said in one of your answers to Sen-
ator Packwood that under Cooper-Breaux we may actually get up
to 92 or 93 percent, in which case we would be "almost there."

Dr. REISCHAUER. I do not think I said we are almost there. The
question is, where do you want to go? He was saying you were al-
most there because he wanted to go to Hawaii. [Laughter.]

Dr. REISCHAUER. That is 95 or 96 percent.
Senator DASCHLE. Well, that is my reason in asking. You cer-

tainly would disagree that we are almost there with Cooper-
Breaux. Is that a correct statement of your position?
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Dr. REISCHAUER. Let me quote what is in our report. We have
39 million people who are uninsured. Forty percent of them would
obtain insurance under Cooper-Breaux, and 60 percent would re-
main uninsured. That is not almost there.

Senator DASCHLE. Correct.
Dr. REISCHAUER. It is less than half of the way there.
Senator DASCHLE. Let me just in the 30 seconds I have left-
Dr. REISCHAUER. You would be in the middle of the Pacific.
Senator DASCHLE. It is more than just a percentage question, is

it not?
The CHAIRMAN. No. No. Hawaii is in the middle of the Pacific.

[Laughter.]
Dr. REISCHAUER. Actually, I do not even think it is in the middle.
Senator DASCHLE. For the record, I think the committee ought to

explore other questions raised by our falling short of universal cov-
erage. What happens to cost shifting? What happens to administra-
tive complexity. What happens to the tendency of healthy people
to opt out of the system?

Dr. REISCHAUER. That was in my answer--
Senator DASCHLE. I would hope that your answers reflect not

only the number of Americans not being insured, but also the ad-
ministrative and cost ramifications of this number.

Dr. REISCHAUER. I think in my answer to Senator Packwood I did
raise those issues. There are individuals who are outside the sys-
tem who then get sick and want coverage or care, and somehow the
rest of the system has to bear that burden if those individuals are
incapable of paying for it themselves. If they are one of those fami-
lies of eight with a $250,000 income, we do not have to worry. But
most of them are not. They are going to be moderate to low-income
individuals who have no ability to pay for complex care themselves.
The rest of the cost of that care, then, is going to be shifted onto
other private payers in the form of premium increases or onto the
public sector in the form of tax increases or deficit increases.

Senator DASCHLE. Thank you.
The CHAIRMAN. Thank you, Senator Daschle.
Senator Chafee?
Senator CHAFEE. Thank you, Mr. Chairman.
Dr. Reischauer, one point you made about the Breaux-Duren-

berger plan. You talk about the complexities of processing these ap-
plications for subsidies.

You indicate that that has a lot of difficulties to it. But have you
not got the same problem in connection with the administration's
plan? I am referring back to the booklet you presented us at the
time you talked about subsidies for employers. But then, not only
do you have the difficulty of working out the subsidies for the em-
ployers, but then you have the subsidy to the employee trying to
make up the 20 percent.

So while I am not going to get into-
Dr. REISCHAUER. I do not think anything in our report on the ad-

ministration's plan would suggest that we thought that it was sim-
ple.

Senator CHAFEE. No, I am not suggesting that. But you did in
your testimony, it seemed to me on the Breaux plan, stress the
complexities of the subsidy part. I just think you are probably



right. But the point is, you have the same difficulties in any of
these plans, including the administration's plan.

Dr. REISCHAUER. And yours.
Senator CHAFEE. And ours. I admit that.
Dr. REISCHAUER. No, no, that is true. But remember that when

the administration's plan came out, there was a lot of criticism
about it being big government and intrusive.

Some of the other plans are being put forward as nongovern-
mental, nonregulatory, simpler alternatives. If they are being por-
trayed that way, it is the responsibility of the Congressional Budg-
et Office to ask whether that is a correct characterization. That is
why I mentioned it in this testimony.

Senator CHAFEE. Yes.
Dr. REISCHAUER. But I agree with you. Once you start providing

individual subsidies, no matter how, you inevitably get into an ex-
tremely complex administrative system. Because what you are ba-
sically doing is calculating the equivalent of a welfare benefit but
for a much larger fraction of the population.

Senator CHAFEE. But the purpose of my question really is to
bring out the point that in the administration's plan you have a
double difficulty. You have the difficulty of subsidizing the busi-
ness. That has extreme complexities to it-how to do it and, in-
deed, how to prevent a gaming of the system because with the larg-
er businesses you perhaps recall once they go over the threshold of
I think it is 7.8 percent then there is no incentive at all for the
business to-

The CHAIRMAN. 7.9 percent.
Senator CHAFEE. What is it?
Dr. REISCHAUER. It is 7.9 percent.
Senator CHAFEE. 7.9 percent. There is no incentive at all for the

business to exercise any kind of restraints because after all the
Federal Government is going to come up and pick it all up. That
is just one part of it.

But the part that I confess that I had not thought about that
much, but as I listen to you talk about the complexities of the indi-
vidual subsidy under the Breaux plan, the same problems arise to
some degree in the administration's plan where the individual is
responsible for 20 percent.

A low income individual has to be subsidized for that also. Would
you articulate your-

Dr. REISCHAUER. That is correct. The administration's subsidy
scheme would be extremely complex and quite costly to administer.
I am not suggesting for a minute that the Breaux-Durenberger sys-
tem is more complex or more costly to administer than the admin-
istration's. We have not looked at that issue.

I think they are both quite complex relative to anything that the
Federal Government is undertaking at this point.

Senator CHAFEE. Well, the purpose of my questions, Mr. Chair-
man, is to illustrate that each of these plans, is complex. And Dr.
Reischauer in the Breaux plan went to some degree to point out
those difficulties, less degree in the administration's plan for what-
ever reason.

But when you get to the subsidy, you have a double problem in
the administration's plan. I think it is probably complexity built on



complexity when you are doing the business and the individual
both, which some of us forget, and I must say I had overlooked
that.

Dr. REISCHAUER. Let me just read a few sentences from our anal-
ysis of the President's plan that are often read to me. They are
from a discussion of the regional alliances: "They would combine
the functions of purchasing agents, contract negotiators, welfare
agencies, financial intermediaries, collectors of premiums, devel-
opers and managers of information systems, and coordinators of
the flow of information and money between themselves and other
alliances. They would also have to implement the controls on pre-
miums under the direction of the National Health Board. 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.

Senator CHAFEE. That is a splendid sentence. [Laughter.]
What page are you on? I might underline it.
Dr. REISCHAUER. It is on page 70.
Senator CHAFEE. Page 70. Why did you put it way back there?

[Laughter.]
Everybody is exhausted when they get to page-[Laughter.]
Well, thank you very much. If you have any other gems like that,

let me know. [Laughter.]
Dr. REISCHAUER. Well, actually, we are saving them for the re-

port on your bill. [Laughter.]
Senator CHAFEE. Well, I am not sure they will be applicable.

[Laughter.]
Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Chafee.
Just on this point, it is something government wants to be open

about. Senator Daschle said, the Census undercount is a good esti-
mate of what you can do. In 1940 with 150 years of experience, we
reached the point where we covered 94.6 percent of the population.

Now in the last 50 years we have done much better and we are
now down to where we cover more than 98 percent. But you never
are perfect. That is all right.

Dr. REISCHAUER. But I would argue that there is no particular
advantage for an individual in America to want to be counted in
the census. I do not receive any particular benefit--except being a
statistician, being somebody who loves the numbers, I like to par-
ticipate in the census.

But health care is very different. What we are saying is that if
you participate, you are going to get adequate health care coverage
in America, and people should come forward.

The CHAIRMAN. Both points are true.
Senator Durenberger?
Senator DURENBERGER. Mr. Chairman, let begin by saying, I

share not only your optimism but your enthusiasm. If you watch
this process from the outside, it is hard to believe we are going to
get a consensus in the next few weeks. When you are on the inside,
I think you have a right to be optimistic. I want everyone to know
that I share that optimism with you.

Second, I want to say apropos of this exchange we just had that
I read a column in Rhode Island newspaper, I think, yesterday in



Senator BRADLEY. Well, but this is just a basic question. Because
it seems to me that, you know, before we head down the path of
actually writing a piece of legislation that there ought to be num-
bers available that would accommodate any set of variations here.
Not infinite, but a set of variations.

It in my mind, Mr. Chairman, just simply raises a question that
I do not frankly know how we resolve. Maybe the administration
can provide us with all the information, maybe-they cannot, maybe
we will have to wait for you. But at least it is a question.

Now, my second point. In the various exchanges here today, bothbetween Senator Daschle, Senator Packwood and you, and Senator
Moynihan was the issue of, well, how much will this get you in the
way of coverage.

Will it be 91 percent or 95 percent or whatever? Whatever it will
be, in your view it is less than the Clinton plan. Why?

Dr. REISCHAUER. Because there is neither an employer or an in-
dividual mandate.

Senator BRADLEY. All right.
Dr. REISCHAUER. Or a universal entitlement of the sort that the

single payer plans would provide.
Senator BRADLEY. You also said that there was a shortfall that

could be made up, and you said about 4 percent could be made up
by you said an outreach to-

Dr. REISCHAUER. No, what I said is there are a number of-
Senator BRADLEY [continuing]. Adjustment of the subsidy. Now,

what do you mean by that?
Dr. REISCHAUER. There are a number of individuals in our esti-

mate who have incomes below the poverty level. Therefore, they
would have available to them free insurance--basically, a complete
subsidy. But they would not participate.

We made this assumption because we looked at the Food Stamp
program, the Medicaid program and other programs, and we found
that there were individuals who chose for one reason or another
not to participate. We assumed that the same principle would hold
true in the case of health care coverage. One reason that this is a
program that, because of its voluntary nature, has to have specific
periods during which you can apply to receive benefits.

Senator BRADLEY. Right.
Dr. REISCHAUER. You cannot just show up when you feel sick and

say, "I want to buy insurance now." Applying is a complex process.
Some people cannot get their act together and submit applications
at the right time.

Senator BRADLEY. You need outreach and you need the adjust-
ment subsidy?

Dr. REISCHAUER. Right.
Senator BRADLEY. Do you have any idea how much that would

cost to get that additional 4 percent?
Dr. REISCHAUER. It is 4 million people, not 4 percent.
Senator BRADLEY. Four million additional people.
Dr. REISCHAUER. No, I do not. There is $10 million in the pro-

posal as it stands now for those types of activities. But I think that
is quite insufficient.

Senator BRADLEY. It is conceivable that States will not want to
find these people on their uncompensated care budgets and will de-
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vote sizable resources to try to enroll them. It seems to me that
this is a number that would be important to have if you were going
to propose a Breaux-Durenberger approach but were dissatisfied
with 91 percent coverage: how much would it cost to add 4 million
or 5 million more people?

Dr. REISCHAUER. Right.
Senator BRADLEY. Wo is that on your agenda to provide us with

that number?
Dr. REISCHAUER. We have not been asked to until this moment.
Senator BRADLEY. All right.
The CHAIRMAN. Well, consider yourself invited.
Senator BRADLEY. Thank you, Mr. Chairman.
Dr. REISCHAUER. Where on the list of things we are doing should

that go?
Senator BRADLEY. It is up to the Chairman.
Dr. REISCHAUER. Upto the top?
Senator BRADLEY. Now, in the exchange you had with Senator

Durenberger he was making the point that you have not calculated
the way medicine is practiced. You said indeed you had calculated
the way medicine is practiced.

Dr. REISCHAU.R. No. I would not claim that we had done that.
Senator BRADLEY. You nave not?
Dr. REISCIIAUER. What we have included in our assumption

about savings resulting from the competitive environment that is
created are obviously some changes in the way care will be pro-
vided. In part, that is what is going to bring down the costs.

Senator BRADLEY. But you also said that there was a difference
in the welfare population and in early retirees, that under this
plan-

Dr. REISCHAUER. That is, within the health plan purchasing co-
operative pool of participants. That pool would look quite different
from the Minnesota State employee pool.

Senator BRADLEY. And, therefore, they would be less susceptible
to the voluntary nature of this. Is that the assumption?

Dr. REISCHAUER. No, they would be more expensive to cover.
Senator BRADLEY. More expensive to cover.
Dr. REISCHAUER. Because on average their health status would

not be as good and their risks would be higher.
Senator BRADLEY. Now in the area of the premiums to cover the

benefits.
Dr. REISCHAUER. Yes.
Senator BRADLEY. You estimate the premiums under the Breaux

plan are higher than the premiums under the Clinton plan for ba-
sically identical benefits. Why are they higher under the Breaux-
Durenberger than the Clinton plan when they are for identical ben-
efits?

Dr. REISCHAUER. The administration's plan laid out a particular
way of estimating initial premiums that excluded Medicaid recipi-
ents of cash benefits and included Medicaid recipients who did not
receive cash assistance at the cost of providing their care. As you
know, Medicaid provides reimbursements that are very, very low.

In this estimate, we included those Medicaid cash assistance re-
cipients in our pool, which pushed the estimate up. For the Medic-
aid noncash recipients, we assumed that providers would be paid



at market rates rather than at the lower rates that are provided
by Medicaid.

We also took account of the fact that the Breaux-Durenberger
plan has quite generous subsidies for those below 200 percent of
the poverty level, which would increase their utilization of services
over and above what it is now. And that would push costs up.

We have to remember that this pool is a less healthy pool than
the one formed under the administration's plan because this pool
excludes all of the people who work for firms with over 100 employ-
ees. On page 18 of our report, we describe the various adjustments
that we made and why the premium is higher under the Breaux-
Durenberger plan than it would be under the administration's
plan.

Senator BRADLEY. And then you estimated also the catastrophic
package; is that true? So-called streamlined spartan package.

Dr. REISCHAUER. Are you asking, what are the premiums for
that?

Senator BRADLEY. No, you estimated that. My question there is,
how does the catastrophic package compare to. what people cur-
rently receive in the market?

Dr. REISCHAUER. We believe that 90 percent of Americans with
private insurance have a more generous plan now than that lower
benefit package, which we estimated as having premiums 20 per-
cent below the more comprehensive package.

The CHAIRMAN. Could I note that a vote has been called.
Senator BRADLEY. So 90 percent?
Dr. REISCHAUER. Ninety percent of those with private insurance

have more generous coverage than that package would provide.
Senator BRADLEY. Thank you.
The CHAIRMAN. Thank you, Senator.
Senator Conrad, you are next and then Senator Riegle.
Senator CONRAD. Catch-22.
Dr. REISCHAUER. Are you walking away from this issue?
Senator CONRAD. I was going to exercise my right to vote.
Mr. Reischauer, some of us asserted that the Cooper plan would

represent a middle class income tax increase. How would you react
to that characterization after your review?

Dr. REISCHAUER. I would characterize it as a plan that makes
Americans more sensitive to the full cost of the health insurance
that they demand.

Senator CONRAD. And maybe you could go further and describe
what you mean by that. I know your father was an Ambassador.
That was very diplomatic.

Dr. REISCHAUER. Right now we provide substantial tax subsidies
to all Americans who have employment-based health insurance.
That subsidy has dulled their sensitivity to the full cost of the serv-
ice that they are demanding, probably leading us to over-consume
that service.

The Managed Competition Act, as well as a number of other pro-
posals, attempts to redress that imbalance. These proposals say
that for basic insurance, or insurance up to a society-determined
level, people will receive tax-favored treatment and the tax subsidy
will continue.



But those who want to purchase insurance or obtain insurance
coverage that is more generous than what society regards as an
adequate level should pay the full cost of that insurance and not
receive a tax advantage for it. Therefore, for those individuals,
there would be an increase in their taxes.

Senator CONRAD. This is the structure that makes them more
sensitive to the full cost of their health care.

Dr. REISCHAUER. Yes.
Senator CONRAD. What is the result?
Dr. REISCHAUER. The result depends very much on which par-

ticular benefit package you select.
Senator CONRAD. Let us say it is comprehensive.
Dr. REISCHAUER. If you select the comprehensive one, there is, in

fact, very little in the way of additional tax burden placed on Amer-
icans because that package is similar in costs or, indeed, a little
more generous than what they receive right now.

In fact, for many Americans, this plan would do just the opposite
of what your question implied because for the first time it would
allow self-employed individuals and those who do not have employ-
ment-based insurance to fully deduct their premium payments up
to the basic premium level. And for those who work for an em-
ployer who puts in, perhaps, only 50 percent of the cost of the basic
package, the 50 percent that was paid for by the individual, up to
that reference premium amount, would also be deductible.

So, in fact, under the comprehensive package in our estimate,
there is a loss of tax revenue. In other words, on average, it is a
tax break. And it is only when you ratchet back the generosity of
the plan substantially that that situation turns around.

Senator CONRAD. The offset to that is, or the other side of the
coin, I presume, is that it increases the subsidy amount.

Dr. REISCHAUER. Yes, the plan does, very much.
Senator CONRAD. Yes. Could you characterize that?
Dr. REISCHAUER. You mean the subsidies for low-income indi-

viduals?
Senator CONRAD. What happens to this total subsidy amount for

low-income individuals?
Dr. REISCHAUER. I am not sure of the context in which that ques-

tion is being asked. When the benefit package is ratcheted back?
Senator CONRAD. When the benefit package is ratcheted back?
Dr. REISCHAUER. The premium subsidies for individuals decline,

but they decline in conjunction with the reduction in the premium.
So if you were a person at the poverty level under a basic benefit
package, you would still receive a full subsidy for your health care.

Senator CONRAD. What is the total amount of this subsidy if you
take the comprehensive benefits package versus the slimmed-down
spartan benefits package in your analysis?

Dr. REISCHAUER. Well, those figures are given on pages 22 and
23 of our report. I would have to add up a whole column of num-
bers here to get them. The comprehensive benefit package in the
year 2004 would have subsidies of $277 billion. The less com-
prehensive package would have subsidies of $240 billion.

Senator CONRAD. Can you tell us what the Clinton plan subsidy
costs would be in the same year?
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Dr. REISCHAUER. I could provide that for the record, but I do not
have that information with me.

Senator CONRAD. All right. I would be interested in what that
comparison would be.

[The following was subsequently received for the record:]

SUBSIDY COSTS IN THE ADMINISTRATION'S PROPOSAL

Under the Administration's health proposal, federal subsidies for employers and
for families would total an estimated $197 billion in 2004. -

The CHAIRMAN. Thank you very much, Senator Conrad. The com-
mittee is going to have to stand in recess for about 10 minutes.

Senator Riegle, would you like to take over here?
Senator RIEGLE. Please, and I will take my chances on the vote.
The CHAIRMAN. You recess the committee when you can and we

will be back and it will come to a conclusicn. You have been won-
derful.

Senator RIEGLE. Thank you, Mr. Chairman.
Let me just say that a small business benefit study that was re-

cently completed at the University of Michigan School on Public
Health shows that many small businesses, even with subsidies and
access to purchasing cooperatives still may not offer benefits to
their employees under a voluntary system. That is one of the prob-
lems we face.

The study found that 61 percent of small businesses without
health insurance were simply not interested in offering health ben-
efits to employees. And reasons for this varied. In some cases em-
ployers thought employees could get coverage from other sources,
perhaps through their spouse with another job.

These findings seem consistent with your analysis which shows
that between 24 to 26 million people would be uninsured even after
10 years under the Managed Competition Act. Am I correct?

Dr. REISCHAUER. Yes, you are. Under the incentives that are es-
tablished by the Managed Competition Act, I think that if you were
a small business with a low-wage work force-a hot dog stand or
something like that-it would be irrational for you and your em-
ployees to contribute to health insurance coverage.

Senator RIEGLE. That is the problem.
Dr. REISCHAUER. Because all you would be doing is reducing the

subsidy amount that the government paid and the take-home
wages of the individual workers.

Senator RIEGLE. So the only way to really get around that is by
assuring universal coverage, some kind of a mandate. Somebody
has to be mandated to do this or you are not going to fill in that
gap; is that not correct?

Dr. REISCHAUER. Yes, or some kind of universal provision as in
a single-payer plan. But I do not want to sound as though I am
an advocate of a single-payer plan.

Senator RIEGLE. That in a sense is the same thing in a different
form.

Well, I am going to give you some additional questions for the
record on this.

[The questions and responses appear in the appendix.]
Senator RIEGLE. I am struck by the fact that you end up with

a big gap in coverage and still result in a 10-year deficit shortfall
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of about $300 billion. That is a pretty heavy finding that you have
reached here and I think you have done it objectively.

If you will answer my additional questions for the record, I will
be most appreciative.

Dr. REISCHAUER. I would be glad to.
Senator RIEGLE. The committee will stand in recess now for 10

minutes until the Chairman returns.
[Whereupon, at 12:17 p.m., the hearing recessed and resumed at

12:31 p.m.]
The CHAIRMAN. Our alert Secretary is recording there as ever.

We almost had a seventh inning stretch, but I do not think it is
the seventh inning. It is more like the last of the ninth, to give you
some hope there.

Dr. REISCHAUER. Well, I will behave in such a way that we will
not have to go into extra innings.

The CHAIRMAN. Let us see, I think, Senator Baucus, you are
next.

Senator BAUCUS. Thank you, Mr. Chairman.
The CHAIRMAN. All right, sir.
Senator BAUCUS. Dr. Reischauer, I would like to turn to page 22

of your report. If I understand your report correctly, it concludes
that under this bill, the analysis of this bill concludes that there
will be a 40 percent reduction in uninsured, but that subsidies
would be short by about $301 billion.

Dr. REISCHAUER. That shortfall occurs only under the com-
prehensive benefit package. Under the less comprehensive package,
there would be no shortfall for all practical purposes, and we would
expect roughly the same number of people to be added to the rolls
of the insured. In other words, there would be a 40-percent reduc-
tion of the uninsured population under a plan for which there
would be relatively--

Senator BAUCUS. A 40-percent reduction under both?
Dr. REISCHAUER. Yes.
Senator BAUCUS. All right. But this analysis on page 22 basically

assumes the Clinton benefits package; is that correct?
Dr. REISCHAUER. That is correct.
Senator BAUCUS. And so if we have a benefits package which is

by in large similar to the benefits package in the President's plan
which is essentially the benefits package I think mcst people are
generally talking about, you are concluding that the total deficit
with full subsidies result in about $300 billion by the year 2004.
So it would be a shortfall of about $300 billion?

Dr. REISCHAUER. Over the course of that 9-year period. The defi-
cit in a single year would be smaller.

Senator BAUCUS. Right. I think that is an important point for
people to realize. I think some place early in your report you men-
tion-I do not have it in front of me right now-that you feel that
the limitation on subsidies probably will not be politically viable
and Congress is probably going to have to come up With a subsidy
somewhere. Here it is. It is on page 39.

Basically on page 39 you said, "Although a Federal liability for
a subsidy will be effectively capped, CBO believes that if the short-
fall of subsidies were substantial, the mechanism for limiting the
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Federal subsidies would seriously disrupt the insurance market-
place and would render it unworkable."

So it is sort of a Hobson's choice as CBO sees it. Either the caps
work which renders the insurance marketplace unworkable or we
have to come up with a little creativity.

Dr. REISCHAUER. I think all of this is a little unfair because the
architects of this bill did not realize how the numbers were going
to turn out. They have said quite publicly in the last couple of days
that their response to this situation would be to look for additional
savings or revenue increases or to scale back these subsidies in
such a way as to avoid creating that kind of a disruption.

Senator BAUCUS. That is right. So the alternatives, therefore, are
to try to cut back benefits substantially or raise revenue substan-
tially or cut expenditures some place else substantially. But still
the framework concludes a $300 billion shortfall unless you raise
taxes, or you cut benefits substantially, or we cut the whole pro-
gram substantially some place else.

Thank you.
Dr. REISCHAUER. Correct.
The CHAIRMAN. Thank you, Senator Baucus.
And now a final exchange with Senator Breaux and Dr.

Reischauer.
Senator BREAUX. Well, I just want to make a point. The point

that Max is making is absolutely correct. I mean, you can either
do one of those and make up the difference or you can do a com-
bination of a little fall of those suggested avenues in making up the
difference and get back to the point where we thought we were
after we got the last estimate in CBO in 1993.

I think Dr. Reischauer has correctly pointed out the fact that we
are operating at a little bit of a disadvantage in trying to put it
together.

The point I want to make now though is, and I am just concerned
that we are going to end up being prisoners of ourselves or -pris-
oners of ourselv2s and CBO. In the sense that we get plans scored
last year, we respond to those scoring by making changes, which
are then resubmitted and rescored with different results.

Therefore, we now have to go back and redraft a bill in order to
have it once again rescored. But we are still yet waiting for the
scoring on major plans that are pending before this committee like
the Chafee bill and like others that are pending before the Con-
gress and the United States.

I am concerned that we are not going to be able to do it all this
year. I think that what we are looking at is trying to do it one step
at a time, which I have always felt was the best way to do it. I
am coming to the conclusion that it may be the only way that we
can do it because of what we are facing with regard to these pack-
ages being scored aud presented as we are sitting here in May. But
still some of the major plans, with no fault of theirs, just has not
been scored so that we could act.

Then if we do a committee draft, Mr. Chairman, does it not also
have to be submitted for scoring purposes before we can go to the
floor? Which is another step in this process that has to be com-
pleted if we try and do it all.
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Therefore, I think that the argument for doing it one step at a
time and maybe not doing everything is becoming not only more
and more feasible, but more and more likely as well. So I thank
CBO for their work. I mean, you are under a tremendous amount
of pressure to get these things done very quickly, not to mention
you are doing other things as well.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Breaux.
May I just say that that was a perfectly reasonable assessment

of our situation. But there are members of the committee, of which
I am one, who mean to get a bill done this year. There are some
Senators who are leaving the committee and very much want the
bill this year, including your co-sponsor.

Senator BREAUX. I would just say, Mr. Chairman, I think we
should do a bill this year. It is just a question of the size of the
bill and do we have to do it all in this year or can we do it by steps.

The CHAIRMAN. Sir?
Senator BREAUX. Mr. Chairman, I wonder half facetiously if we

can use the services of the Joint Tax staff to help score this. I know
that many times the committee to get out tax bills have to go back
and rescore and get estimates and I know the CBO is doing a very
good job.

Dr. REISCHAUER. The Joint Committee on Taxation participates
in these analyses with us. They do all of the revenue estimates.
They are finding this work as complicated and as difficult as we
are.

The CHAIRMAN. And properly and professionally. You do it very
well. This is to thank you once again, not, I fear, for the last time.

Everybody in that first row can take a 45-minute lunch break.
That is how our grateful government treats its most loyal employ-
ees. Thank you all again very much.

Dr. REISCHAUER. Thank you.
[Whereupon, at 12:40 p.m., the hearing was concluded.]
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ADDITIONAL MATERIAL SUBMITED

PREPARED STATEMENT OF ROBERT D. REISCHAUER

Mr. Chairman, at the request of your Committee and others, the Congressional
Budget Office (CBO) has prepared an analysis of the Managed Competition Act of
1993. We are releasing our study today, in conjunction with this hearing, and my
testimony will summarize the study's findings.

My statement provides an overview of the proposal, identifies the key features of
the managed competition approach to health reform, and considers the effects of the
proposal on national health expenditures, the federal budget, and the economy. The
statement concludes with an examination of the problems that would arise if the
funding designated in the proposal for subsidies for low-income people were insuffi-
cient to pay the subsidies in full.

OVERVIEW OF THE PROPOSAL

The Managed Competition Act of 1993 endeavors to slow the growth of health
care costs and expand access to health insurance by strengthening competitive
forces in health care markets and providing people with better access to affordable
coverage. It would restructure health insurance markets, provide people with strong
incentives to purchase health insurance prudently, and subsidize health insurance
for low-income people.

The proposal would make-health insurance available to all but would not estab-
lish universal coverage. Individuals would not have to obtain coverage if they did
not choose to do so and employers would only have to offer-not pay for-coverage
for their workers. Even without individual or employer mandates, the number of un-
insured people would drop significantly under the proposal.

The major vehicle for reorganizing the health care marketplace would be regional
health plan purchasing cooperatives (HPPCs). Through them, employees of small
firms (generally those with 100 or fewer employees) and individuals with no attach-
ment to the labor force would purchase coverage. (Medicare's coverage would, how-
ever, be essentially unchanged.) The HPPC would offer those people a choice of ac-
countable health plans (AHPs), which would provide a standard benefit package.
AHPs would have to meet strict requirements regarding open enrollment, limits on
exclusions for preexisting conditions, and modified community rating-allowing each
AHP'spremiums to vary only by age and the type of enrollment (individual, individ-
ual and spouse, individual and one child, and individual and family).

Firms with more than 100 employees would also have to offer their employees the
opportunity to purchase coverage from an AHP. They could accomplish this either
by self-insuring-that is, setting up their own AHPs--or by purchasing coverage
from an AHP offered in the non-HPPC marketplace. They could not participate in
a HPPC, however, unless they were located in states that took advantage of the op-
tion to raise the maximum size of firms that must participate in a HPPC.

The proposal would make changes in the tax code, some of which would promote
more widespread insurance coverage while others would discourage the purchase of
generous policies. Premiums paid to AHPs would be tax deductible up to the "ref-
erence premium"-that is, the premium for the lowest-cost plan offered through the
HPPC that covered at least a specified proportion of eligible enrollees. The deduc.
tion would encourage people to purchase health insurance: under current law, the
self-employed and people purchasing individual policies generally do not qualify for
tax subsidies. Because premiums in excess of the reference premium would not be
deductible, employers would be encouraged to limit their contributions for health in-
surance premiums, and consumers motivated to select lower-cost health plans.

(41)
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Under the proposal, the Medicaid program would end, and a broad system of fed-
eral subsidies would enable low-income people to purchase acute care coverage from
AHPs. States would assume responsibility for the long-term care component of Med-
icaid, with most of them benefiting from the new division of responsibilities with
the federal government.

Subsidies for premiums and cost sharing would be available for everyone with in-
come below 200 percent of the poverty level. (The only exceptions would be Medicare
beneficiaries for whom subsidies would mirror current Medicaid benefits for dually
eligible enrollees and qualifiedd Medicare beneficiaries.") Those at or below 100 per-
cent of the poverty level would be fully subsidized for the reference premium. The
premium subsidies would be phased out between 100 percent and 200 percent of the
poverty level. By contrast, the oubsidies for cost sharing would be the same through-
out the entire income range up to 200 percent of the poverty level; no one in this
group would have to pay more than nominal cost-sharing amounts. Individuals with
income below 100 percent of the poverty level would also be eligible to receive a
package of wraparound benefits-additional benefits that would not be part of the
standard benefit package.

Spending on the subsidies would be limited to the amounts generated by proposed
reductions in current health care programs, revenue changes, and prefunding of re-
tiree health benefits for the Postal Service. Low-income participants would not be
required to pay more if insufficient funds were available to fund the subsidies fully;
rather, AHPs would have to absorb the shortfalls.

A new federal agency, the Health Care Standards Commission, would oversee the
health care system and design the uniform benefit package. It would establish broad
principles and standards for the system and would also undertake such day-to-day
activities as determining eligibility for subsidies and registering AHPs. The commis-
sion's responsibilities would be far-reaching and would generally transcend those of
state and local governments in the health care arena.

MANAGED COMPETITION

The managed competition approach, which provides the basis for this proposal, re-
mains largely untried. Advocates of the approach believe it has the potential to slow
the rate of growth of health spending, but estimates of the magnitude of such effects
are highly speculative. When CBO examined this issue in a 1993 study, it concluded
that the capacity of any particular managed competition proposal to control costs
would depend on the degree to which it included the following eight features:

" Regional purchasing cooperatives that would oversee a restructured health in-
surance market;

* Universal access to health insurance with community rating of premiums and
limited restrictions on coverage;

• Universal health insurance coverage;
" A standard package of benefits for all health plans;
• Comparative information on the price and the quality of all health plans;
* Health plans with almost no overlap in their networks of providers;
* Effective mechanisms to adjust the premiums paid to health plans for the

health risks of their enrollees; and
* Limits on the amount of health insurance premiums that people could shelter

from taxes set at the cost of the least expensive plan.
The Managed Competition Act includes all or part of seven of these features. It

would not, however, require universal coverage, even though the number of unin-
sured people would certainly fall. Whether an effective risk-adjustment mechanism
could be developed is uncertain, but that problem besets many health care propos-
als-not this one alone. The proposal would also be in closer accord with the eight
conditions if all of the population had to purchase health insurance through HPPCs
and if HPPCs were given more power to negotiate with health plans.

CBO believes that the proposal incorporates the key attributes of managed com-
petition sufficiently well that--over time-significant savings would result from boththe more competitive market environment and the enrollment of more people in ef-
fectively managed plans. The magnitude of these savings, however, remains largely
a matter of speculation. Presumably, the effect on the growth rate of national health
expenditures (N HE) would depend on the benefits included in the standard pack-
age. The more comprehensive the package, the larger the proportion of NHE that
would be under the managed competition system and, hence, subject to its cost-re-
ducing incentives. For the purpose of its cost estimates, CBO assumed that increas-
ing enrollment in effectively managed plans would slow the growth in costs of AHPs
by 0.6 percentage point per year for the first five years. In addition, competitive
forces would dampen the rate of growth of costs of AHPs by increasing amounts
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Federal subsidies would seriously disrupt the insurance market-
place and would render it unworkable."

So it is sort of a Hobson's choice is CBO sees it. Either the caps
work which renders the insurance marketplace unworkable or we
have to come up with a little creativity.

Dr. REISCHAUER. I think all of this is a little unfair because the
architects of this bill did not realize how the numbers were going
to turn out. They have said quite publicly in the last couple of days
that their response to this situation would be to look for additional
savings or revenue increases or to scale back these subsidies in
such a way as to avoid creating that kind of a disruption.

Senator BAUCUS. That is right. So the alternatives, therefore, are
to try to cut back benefits substantially or raise revenue substan-
tially or cut expenditures some place else substantially. But still
the framework concludes a $300 billion shortfall unless you raise
taxes, or you cut benefits substantially, or we cut the whole pro-
gram substantially some place else.

Thank you.
Dr. REISCHAUER. Correct.
The CHAIRMAN. Thank you, Senator Baucus.
And now a final exchange with Senator Breaux and Dr.

Reischauer.
Senator BREAUX. Well, I just want to make a point. The point

that Max is making is absolutely correct. I mean, you can either
do one of those and make up the difference or you can do a com-
bination of a little fall of those suggested avenues in making up the
difference and get back to the point where we thought we were
after we got the last estimate in CBO in 1993.

I think Dr. Reischauer has correctly pointed out the fact that we
are operating at a little bit of a disadvantage in trying to put it
together.

The point I want to make now though is, and I am just concerned
that we are going to end up being prisoners of ourselves or pris-
oners of ourselves and CBO. In the sense that we get plans scored
last year, we respond to those scoring by making changes, which
are then resubmitted and rescored with different results.

Therefore, we now have to go back and redraft a bill in order to
have it once again rescored. But we are still yet waiting for the
scoring on major plans that are pending before this committee like
the Chafee bill and like others that are pending before the Con-
gress and the United States.

I am concerned that we are not going to be able to do it all this
year. I think that what we are looking at is trying to do it one step
at a time, which I have always felt was the best way to do it. I
am coming to the conclusion that it may be the only way that we
can do it because of what we are facing with regard to these pack-
ages being scored and presented as we are sitting here in May. But
still some of the major plans, with no fault of theirs, just has not
been scored so that we could act.

Then if we do a committee draft, Mr. Chairman, does it not also
have to be submitted for scoring purposes before we can go to the
floor? Which is another step in thi;i process that has to be com-
pleted if we try and do it all.
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Therefore, I think that the argument for doing it one step at a
time and maybe not doing everything is becoming not only more
and more feasible, but more and more likely as well. So I thank
CBO for their work. I mean, you are under a tremendous amount
of pressure to get these things done very quickly, not to mention
you are doing other things as well.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Breaux.
May I just say that that was a perfectly reasonable assessment

of our situation. But there are members of the committee, of which
I am one, who mean to get a bill done this year. There are some
Senators who are leaving the committee and very much want the
bill this year, including your co-sponsor.

Senator BREAUX. I would just say, Mr. Chairman, I think we
should do a bill this year. It is just a question of the size of the
bill and do we have to do it all in this year or can we do it by steps.

The CHAIRMAN. Sir?
Senator BREAUX. Mr. Chairman, I wonder half facetiously if we

can use the services of the Joint Tax staff to help score this. I know
that many times the committee to get out tax bills have to go back
and rescore and get estimates and I know the CBO is doing a very
good job.

Dr. REISCHAUER. The Joint Committee on Taxation participates
in these analyses with us. They do all of the revenue estimates.
They are finding this work as complicated and as difficult as we
are.

The CHAIRMAN. And properly and professionally. You do it very
well. This is to thank you once again, not, I fear, for the last time.

Everybody in that first row can take a 45-minute lunch break.
That is how our grateful government treats its most loyal employ-
ees. Thank you all again very much.

Dr. REISCHAUER. Thank you.
[Whereupon, at 12:40 p.m., the hearing was concluded.]
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ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF ROBERT D. REISCHAUER

Mr. Chairman, at the request of your Committee and others, the Congressional
Budget Office (CBO) has prepared an analysis of the Managed Competition Act of
1993. We are releasing our study today, -incojJunction with this hearing, and my
testimony will summarize the study's'findings.

My statement provides an overview of the proposal, identifies the key features of
the managed competition approach to health reform, and considers the effects of the
proposal on national health expenditures, the federal budget, and the economy. The
statement concludes with an examination of the problems that would arise if the
funding designated in the proposal for subsidies for low-income people were insuffi-
cient to pay the subsidies in full.

OVERVIEW OF THE PROPOSAL

The Managed Competition Act of 1993 endeavors to slow the growth of health
care costs and expand access to health insurance by strengthening com etitive
forces in health care markets and providing people with better access to afordable
coverage. It would restructure health insurance markets, provide people with strong
incentives to purchase health insurance prudently, and subsidize health insurance
for low-income people.

The proposal would make health insurance available to all but would not estab-
lish universal coverage. Individuals would not have to obtain coverage if they did
not choose to do so and employers would only have to offer-not pay for-coverage
for their workers. Even without individual or employer mandates, the number of un-
insured people would drop significantly under the proposal.

The major vehicle for reorganizing the health care marketplace would be regional
health plan purchasing coo operatives (HPPCs). Through them, employees of small
firms (generally those with 100 or fewer employees) and individuals with no attach-
ment to the labor force would purchase coverage. (Medicare's coverage would, how-
ever, be essentially unchanged.) The HPPC would offer those people a choice of ac-
countable health plans (AHPs), which would provide a stan a r benefit package.
AHPs would have to meet strict requirements regarding open enrollment, limits on
exclusions for preexisting conditions, and modified community rating-allowing each
AHP'spremiums to vary only by age and the type of enrollment (individual, individ-
ual and spouse, individual and one child, and individual and family).

Firms with more than 100 employees would also have to offer their employees the
opportunity to purchase coverage from an AHP. They could accomplish this either.
by self-insuring-that is, setting up their own AHPs-or by purchasing coverage
from an AHP offered in the non-HPPC marketplace. They could not participate in
a HPPC, however, unless they were located in states that took advantage of the op-
tion to raise the maximum size of firms that must participate in a HPPC.

The proposal would make changes in the tax code, some of which would promote
more widespread insurance coverage while others would discourage the purchase of
generous policies. Premiums paid to AHPs would be tax deductible up to the "ref-
erence premium"-that is, the premium for the lowest-cost plan offered through the
HPPC that covered at least a specified proportion of eligible enrollees. The deduc-
tion would encourage people to purchase health insurance: under current law, the
self-employed and people purchasing individual policies generally do not qualify for
tax subsidies. Because premiums in excess of the reference premium would not be
deductible, employers would be encouraged to limit their contributions for health in-
surance premiums, and consumers motivated to select lower-cost health plans.

(41)
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Under the proposal, the Medicaid program would end, and a broad system of fed-
eral subsidies would enable low-income people to purchase acute care coverage from
AHPs. States would assume responsibility or the long-term care component of Med-
icaid, with most of them benefiting from the new division of responsibilities with
the federal government.

Subsidies for premiums and cost sharing would be available for everyone with in-
come below 200 percent of the poverty level. (The only exceptions would be Medicare
beneficiaries for whom subsidies would mirror current Medicaid benefits for dually
eligible enrollees and "qualified-Medicare beneficiaries.") Those at or below 100 j1r-
cent of the poverty level would be fully subsidized for the reference premium. The
premium subsidies would be phased out between 100 percent and 200 percent of the
poverty level. By contrast, the subsidies for cost sharing would be the same through-
out the entire income range up to 200 percent of the poverty level- no one in this
group would have to pay more than nominal cost-sharing amounts. individuals with
income below 100 percent of the poverty level would also be eligible to receive a
package of wraparound benefits-additional benefits that would not be part of the
standard benefit package.

Spending on the subsidies would be limited to the amounts generated by proposed
reductions in current health care programs, revenue changes, and prefunding of re-
tiree health benefits for the Postal Service. Low-income participants would not be
required to pay more if insufficient funds were available to fund the subsidies fully;
rather, AHPs would have to absorb the shortfalls.

A new federal agency, the Health Care Standards Commission, would oversee the
health care system and design the uniform benefit package. It would establish broad
principles and standards for the system and would also undertake such day-to-day
activities as determining eligibility for subsidies and registering AHPs. The commis-
sion's responsibilities would be far-reaching and would generally transcend those of
state and local governments in the health care arena.

MANAGED COMPETITION

The managed competition approach, which provides the basis for this proposal, re-
mains largely untried. Advocates of the approach believe it has the potential to slow
the rate of growth of health spending, but estimates of the magnitude of such effects
are highly speculative. When CBO examined this issue in a 1993 study, it concluded
that the capacity of any particular managed competition proposal to control costs
would depend on the degree to which it included the following eight features:

" Regional purchasing cooperatives that would oversee a restructured health in-
surance market;

" Universal access to health insurance with community rating of premiums and
limited restrictions on coverage;

" Universal health insurance coverage;
" A standard package of benefits for all health plans;
" Comparative information on the price and the quality of all health plans;
" Health plans with almost no overlap in their networks of providers;
* Effective mechanisms to adjust the premiums paid to health plans for the

health risks of their enrollees; and
* Limits on the amount of health insurance premiums that people could shelter

from taxes set at the cost of the least expensive plan.
The Managed Competition Act includes all or part of seven of these features. It

would not, however, require universal coverage, even though the number of unin-
sured people would certainly fall. Whether an effective risk-adjustment mechanism
could be developed is uncertain, but that problem besets many health care propos-
als-not this one alone. The proposal would also be in closer accord with the eight
conditions if all of the population had to purchase health insurance through HPPCs
and if HPPCs were given more power to negotiate with health plans.
CBO believes that the proposal incorporates the key attributes of managed com-

petition sufficiently well that,--over time-significant savings would result from both
the more competitive market environment and the enrollment of more people in ef-
fectively managed plans. The magnitude of these savings, however, remains largely
a matter of speculation. Presumably, the effect on the growth rate of national health
expenditures (N HE) would depend on the benefits included in the standard pack-
age. The more comprehensive the package, the larger the proportion of NHE that
would be under the managed competition system and, hence, subject to its cost-re-
ducing incentives. For the purpose of its cost estimates, CBO assumed that increas-
ing enrollment in effectively managed plans would slow the growth in costs of AHPs
by 0.6 percentage point per year for the first five years. In addition, competit6.,
forces would dampen the rate of growth of costs of AHPs by increasing amount



over the projection period, thereby reducing the annual rate of growth by 1 percent-
age point after 2004.

FINANCIAL IMPACT OF THE PROPOSAL

As with other proposals to restructure the health care system fundamentally, esti-
mates of the effects of this proposal on national health expenditures and' on the fed-
eral budget are highly uncertain. In addition to the lack of evidence about the ef-
fects of managed competition per se, the proposal leaves many important details-
such as the standard benefit package-unspecified.

In Preparing its cost estimates, therefore, CBO had to make a number of assump-
tions about the effectiveness of managed competition and the unspecified dimen-
sions of the proposal. The estimates are extremely sensitive to these assumptions,
the most important of which relate to the standard benefit package. In general, a
more comprehensive benefit package would result in a higher premium, which
would-in turn-translate into higher budgetary costs and nationalhealth expendi-
tures. Although a more limited benefit package would have a lower premium, it
would probably have little effect on the number of people with insurance. More lim-
ited standard benefits would, however, raise the after-tax costs of insurance for peo-
ple who currently have more comprehensive policies, many of whom would probably
purchase supplementary coverage out of after-tax income. As a result, they would
probably become more prudent purchasers of health insurance.

Because of the uncertainty regarding the benefit package, CBO estimated the fi-
nancial effects of the proposal under two illustrative alternatives. The first is the
comprehensive benefit package proposed in the Administration's Health Security
Act. The second is a benefit package costing 20 percent less than the first; it would
have limited hospital coverage and would not cover prescription drugs, dental care,
mental health, and preventive services. CBO concluded that, for differing reasons,
neither alternative would be feasible without further adjustments to the proposal.

Under the more comprehensive alternative, the number of uninsured people
would drop by almost 40 percent in 1996 (from 39 million to 24 million), with less
than 10 percent of the population remaining uninsured thereafter. National health
expenditures would rise above CBO's baseline initially-reflecting the increase in
the number of people with insurance-but would fall below the baseline once the
effects of managed competition, more enrollment in managed care, and cuts in the
Medicare program began to be felt. By 2004, NHE would be $30 billion (or about
12 percent) below the baseline.

Under this alternative, spending on subsidies would far exceed the funds des-
ignated for them; between 1996 and 2000, the average annual shortfall would be
over 30 percent of the subsidies for premiums for non-Medicare enrollees. Although
the proposal would require health plans to absorb shortfalls in silbsidies, shortfalls
of that magnitude could cause turmoil in HPPC markets. To avoid that possibility,
the subsidies would have to be close to or fully funded. Consequently, some other
features of the proposal would have to change if one wished to maintain a com-
prehensive benefit package. Possible options include reducing the generosity of the
subsidies or augmenting the pool of resources available to fund the subsidies by cut-
ting other programs, raising taxes or allowing the budget deficit to increase.

under the less comprehensive benefit package, the number of uninsured people
would be about the same as under the first alternative. As before, national health
expenditures would rise in the early years-but by less than under the comprehen-
sive alternative-and then fall below CBO's baseline.

Even though the premium would be 20 percent lower under the second alter-
native, the resources available under the proposal would be insufficient to fund the
premium subsidies fully. Rather than cut back the already Spartan benefit package
further, CBO chose to modify the proposal's subsidy scheme to permit full funding
of the subsidies without exceeding the funds available in the subsidy pool. For the
purposes of this illustration, CBO assumed that the cost-sharing subsidies for people
with income between 100 percent and 200 percent of the poverty level would be
dropped. With that additional assumption, the subsidies would be funded in full or
nearly so after 1997.

EFFECTS OF THE PROPOSAL ON THE ECONOMY

By ensuring that people could purchase health insurance at community rates re-
gardless of their health status, the proposed restructuring of the health insurance
market would improve certain aspects of labor markets. For example, it would as-
sure workers who have health insurance through their jobs that they could continue
to obtain coverage if they changed jobs or left the labor force. Insofar as some work-
ers hesitate to change jobs because of the possibility of losing their health insurance,
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the problem of "job lock" would be reduced. Moreover, some workers might choose
to retire early if they knew they could still obtain health insurance.

The subsidies for premiums and cost sharing would greatly reduce the number
of people without coverage and would be very beneficial for low-income workers. But
such workers would receive the full benefit of the proposed subsidy system only if
their employers did not pay for insurance and, consequently, low-income workers
would have incentives to work for employers that did not pay for insurance. If the
employer of a low-wage worker contributed some amount toward insurance cov-
erage, the subsidy would be reduced dollar for dollar under the proposal. In addi-
tion, the worker's wage would be lower than it would be if the employer did not con-
tribute because employers shift the costs of such contributions back onto workers
through reduced cash wages.

These effects would be particularly pronounced for workers with employment-
based insurance and income close to the poverty level; they could earn considerably
more if their employers no longer paid for coverage and subsidies would pay for
most of their health insurance. By contrast, higher-income workers, who would not
be eligible for subsidies, would probably prefer that their employers pay for insur-
ance rather than pay them higher cash wages in order to avoid the payroll taxes
they would pay on higher wages.

A less desirable consequence of the proposed system of subsidies is that it could
discourage some people with incomes between 100 percent and 200 percent of the
poverty level from working more. People with income in the range in which the sub-
sidies were phased out would have to pay more for health insurance as their income
rose. Some workers in this income range already face high effective marginal tax
rates because of the phaseout of the earned income tax credit and the payment of
income and payroll taxes. The phaseout of the subsidies for premiums would impose
an additional marginal levy on workers of 15 percentage points to 30 percentage
points, depending on their family type and the comprehensiveness of the benefit
package.

Low-income families would also lose- valuable benefits abruptly if their income
rose to the point at which they lost eligibility for cost-sharing subsidies. (That in-
come level would be 200 percent of poverty under the proposal as written, or 100
percent of poverty under CBO's second alternative with limited benefits.) Since
there would be no graduated phaseout of those subsidies, a large "cliff' effect would
result: below the income cutoff, people would have full cost-sharing benefits-worth
an average of approximately $1,400 for a family of four in 1995-and above that
income level they would not have any. A similar "cliff" would occur when people's
income reached 1 percent of the poverty level and they lost their eligibility for wrap-
around benefits. The amount they would lose would depend on the benefits covered
by the standard benefit package-the more generous the coverage the less would be
included in the wraparound benefits. Thus, under the comprehensive benefit pack-
age, the wraparound benefits would be worth an average of $600 for a family of four
in 1995; under the less generous alternative, they would be worth $2,900.

The problem of high effective marginal tax rates for people affected by the phase-
out of subsidies is not unique to this proposal. Unfortunately, alternative solutions-
such as reducing subsidies or phasing them out over a wider income range-would
generate other problems. Smaller subsidies would require low-income people to pay
a higher percentage of their health care costs; a slower phaseout would increase fed-
eral subsidy payments and cause workers at higher income levels to face disincen-
tives for additional work.

HOW SHORTFALLS IN PAYMENTS WOULD AFFECT AHPS AND INSURANCE MARKETS

Certain features of the proposal might produce unintended consequences, length-
en the time needed for implementation, or limit the effectiveness of the proposal.
Some of those features could be modified quite easily. Modifying others might prove
more difficult.

One particularly problematic feature of the proposal is the large shortfalls that
could face AHPs. If the funding designated for subsidies was insufficient to pay
them in full, the federal government would reduce the proportion of the premium
subsidies it paid and the AHPs would have to absorb the difference. They could not
require low-income enrollees to pay more.

Shortfalls in premiums paid to health plans could also occur with full funding of
the federal subsidies because the maximum federal subsidy could not exceed the ref-
erence premium for the HPPC. Low-income enrollees who chose AHPs with pre-
miums higher than that amount would have to pay only a portion of the difference;
the plans would have to absorb the shortfall. Some plans might also experience
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shortfalls in subsidies for cost sharing because those payments would not be related
to the actual use of services by a plan's low-income enrollees.

To ensure that shortfalls in payments would not disproportionately affect AHPs
enrolling large numbers of low-income people, the proposal would establish an
interplan reconciliation process for low-income assistance. The scheme would re-
quire all AHPs, including self-insured plans, to participate in a nationwide system
to distribute shortfalls in premiums and cost sharing equitably among health plans.
This process would be extremely complicated; its feasibility is doubtful. Yet, without
an effective mechanism, premiums in the HPPC could be highly unstable.

Instability of premiums would be a consequence of both the uncertainty plans
would face in setting premiums and their probable responses to shortfalls. Although
health plans could adapt to some uncertainties, as they do today, the proposed ap-
proach for shifting shortfalls in payments to plans would require them to deal con-
currently with many unknown, interdependent variables in determining their pre-
miums. As a result, the process would be exceptionally difficult. Moreover, there
would be no Uuarantee that the uncertainties would lessen over time.

AHPs could respond to shortfalls in payments in various ways. But the responses
and their impacts would generally be greater within HPPCs than outside them be-
cause low-income people would constitute a much higher proportion of the HPPC
population. In the short term, AHPs might lower payments to providers or reduce
the quantity or quality of the services they provided. In the longer term-when
AHPs had the opportunity to do so-they would almost certainly raise their pre-
miums. Plans facing strong competitive pressures might withdraw from the market
altogether.

Because enrollment in AHPs would be voluntary, some people whose premiums
were not heavily subsidized might drop their insurance coverage if premiums rose
significantly. Healthy people who felt the least need for coverage would be the most
likely to withdraw in those circumstances. The loss of healthier people would cause
the average risk level of enrollees in the HPPC to rise, placing further upward pres-
sure on premiums. An upward spiral of premiums in the HPPC might result.

In the absence of an effective distribution process, extremely high shortfalls in
payments could rapidly undermine insurance markets. For example, under the com-
prehensive benefit package assumed in CBO's first alternative, the shortfalls in pre-
mium subsidies would be so large that the HPPC system might collapse if AHPs
had to absorb them.

CONCLUSION
The Managed Competition Act would significantly reduce the number of people

lacking health insurance, but-because key elements of the proposal are unspec-
ified-its effects on the budget, the economy, and health insurance markets are un-
certain. Although several features of the proposal as written might impair its effec-
tiveness or prove difficult to implement, the majority of them could probably be ad-
dressed quite easily through minor modifications.

More controversial are those elements of the proposal that both reflect its under-
lying philosophy and might also limit its feasibility. For example, allowing enroll-
ment in AHPs to be voluntary and restricting the size of firms that could participate
in the HPPC would have the potential to produce unstable p,-.miums-especially if
the federal subsidies were not fully funded. Moreover, without additional revenues
or spending cuts, deficit neutrality would be difficult to reconcile with a comprehen-
sive benefit package and full funding of the subsidies.

Such problems present difficult choices and trade-offs. The most immediate ques-
tion, however, concerns the issues that should be resolved now as part of the pro-
posal versus those that should be left to the Health Care Standards Commission,
other government agencies, or the Congress to decide in the future.

RESPONSES OF MR. REISCHAUER TO QUESTIONS FROM SENATOR ROCKEFELLER

ESTIMATES OF TAX CAP

The Joint Committee on Taxation (JCT) has provided the following response.
Question. The structure of the Breaux bill (and the Chafee bill which also has a

tax cap) establishes the cap on a region by region basis. I understand that most esti-
mates of the revenue yield of a tax cap have been done on national distributions
of health care costs. Yet there is much in three of the bills before us that will reduce
this variation in the future. Breaux, Chafee, and Clinton all require a standardized
benefit package and some form of community rating. In addition, Breaux and
Chafee, which both have tax caps, set the cap community-rating area by community-
rating area. Thus there may be as many ap 200 area caps. Setting caps area by area
is likely to reduce health care cost variation that results from differences in input



prices and from differences in medical practice styles as well as from standardiza-
tion of benefits and community-rating. Finally, the statistical variance in health
care costs in 200 local areas will be significantly lower than the statistical variance
in a national distribution. This occurs whenever a single distribution is broken into
several sub-distributions with different means and standard deviations. My staff tell
me that the reduction in variance from this factor alone might reduce the estimated
revenue yield from a national tax cap by over 50 percent.

Has the JCT used the national distribution of health care costs in developing its
estimates of the revenue yield from a tax cap?

Answer. Yes, the distributions of health care expenditures that JCT and others
use are based on national samples which provide estimates of national distributions
of expenditures.

Question. Has the JCT made any adjustment for the fact that in the Breaux bill
(and later the Chafee bill) tax caps will be set community-rating area by commu-
nity-rating area? Based on statistical theory alone, how large a reduction in the na-
tional variance would JCT attribute to this premium setting structure?

Answer. No, we did not make such an adjustment. Statistical theory is ambiguous
about the size of the variance of a part relative to the variance of a sum. The vari-
ation of premiums within a region could very easily be larger than the variation of
premiums in the nation as a whole. Only in the case where expenditures on health
care in one region are independent of expenditures (premiums) on health care in
any other region can it be maintained unequivocally that regional variation in ex-
penditures would be less than the national variation in expenditures. In general,
however, there are significant components of health care costs that are common
across regions, making this assumption untenable.

Question. If the JCT has not made such an adjustment, would JCT believe that
such an adjustment is warranted?

Answer. The JCT does not believe that such an adjustment is necessary. We ana-
lyzed the potential effects of variation in the tax caps among HPPCs and deter-
mined that such variation would have a minimal effect on the revenue estimates
for the Cooper and Breaux bills.

Question. If so, how large an adjustment would JCT make?
Answer. At the most we would adjust our estimate of the income and FICA tax

effect of changes in taxable wages of workers who currently have employer-spon-
sored health insurance downward by 3 percent to account for the effect of regional
variation.

Question. Are there any additional adjustments that JCT believes might be war- -
ranted based on the reduction in premium variance from standardizing benefit pack-
ages and from community-rating itself?

Answer. Because it is not at all! clear that the variation in premiums will be re-
duced at the regional level, we have not considered any further adjustments.

Question. Has the JCT taken into account that there will be only one plan in
many areas of the country that can't sustain multiple plans and that in others there
may be only two plans, but with little price competition? What difference would this
make to the estimates?

Answer. Given our revenue estimating approach, the relevant distribution of em-
ployer contributions to health insurance premiums was the present-law distribution.

RESPONSES OF MR. REISCHAUER TO QUESTIONS FROM SENATOR RIEGLE

LIMITING EMPLOYER TAX DEDUCTIBILITY OF BENEFITS

Question. In previous testimony before this Committee it was stated that the im-
pact of limiting employer deductibility will be felt by employees in the form of re-
duced benefits or added costs. Specifically, employers may respond to a tax cap by
lowering benefits and passing the savings to the employee. However, this savings
will not make up for lost benefits. Or employers may be absorbing the cost of non-
taxable benefits and passing the added cost on to the employee.

What percentage of Americans who are insured have benefits better than the lim-
ited benefits model you described?

Answer. The limited benefit package would be less generous than that enjoyed by
90 percent of people with private health insurance coverage.

Question. What impact would limiting employer tax deductibility to this low level
benefits package have on the average worker in an average priced plan today?

Answer. Average workers would pay more taxes because their current health in-
surance premiums would exceed the cap. Taxes would go up directly as well if the
employer cut its health insurance contribution and increased cash compensation. In
that case, however, workers would be at least partially compensated for the reduc-
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tion in coverage by an increase in wages. If, instead, the employer continued to con-
tribute the same amount toward employees' health insurance, the employer would
be liable for the excise tax, which would be passed on to workers in the form of
lower wages.

Question. Is it possible that he could be faced with less coverage, higher costs or
both?

Answer. Yes.

COVERAGE AND COST SHIFTING

Question. Your analysis of the Managed Competition Act states that between 24
and 26 million people will remain without health insurance. Therefore, cost shifting,
where the cost of uncompensated care is shifted to private payers, will continue.
What effect will this have on the health carb system?

For example, certain hospitals and providers will have to provide a disproportion-
ate share of uncompensated care, making them less competitive. With increased
competition, those that remain uninsured will find it even harder to find care. They
may become sicker before seeking care. How can you have competition when uncom-
pensated care is spread unevenly among providers and health plans?

Answer. The Managed Competition Act would probably reduce the amount of un-
compensated care that hospitals now provide, since more low-income people would
have insurance coverage. Nonetheless, uncompensated care would continue to be a
problem in some health care markets and could make it difficult for "safety net" pro-
viders to compete in those markets.

Several provisions of the proposal would provide additional support for providers
who serve low-income people. For example, health plan purchasing cooperatives
could require accountable health plans to serve urban and rural underserved areas,
and funding would be available to promote the development of AHPs in such areas.
Additional funds would be authorized for community and migrant health centers,
transitional assistance for safety net hospitals, and the National Health Service
Corps. The proposal would also increase authorizations for several Public Health
Service programs.

SMALL BUSINESSES

Question. What percentage of small businesses who do not currently offer insur-
ance will do so under the Managed Competition Act?

Answer. Under the Managed Competition Act, all firms-regardless of their size-
would have to offer health insurance to their employees. They would not, however,
be required to contribute to that coverage.

NATIONAL HEALTH EXPENDITURES

Question. I want to make sure I understand the differences between the Clinton
plan and this plan in terms of National Health Expenditures over a 10 year period
(1995-2004).

The Breaux-Durenberger plan estimates are based on a limited benefit package
and a more comprehensive benefit plan. Under these two benefit models (according
to page 21 of CBO's analysis), the Managed Competition Act

* costs $31 billion over 10 years for comprehensive benefit plan, but 26 million
are uninsured;

* saves $139 billion over 10 years with limited benefit plan. But many people may
go without needed services.

In February, CBO estimated the Clinton plan. According to page 26 of that analy-
sis, Clinton's plan saves $337 billion over 10 years for a comprehensive benefit plan
and everyone is covered.

Is this an accurate assessment?
Answer. The figures that you cite reflect cumulative changes in national health

expenditures over the 1996-2004 period. Over that period, the limits on the growth
of health insurance premiums contained in the Clinton Administration's proposal
could substantially reduce the rate of growth of health spending.

Our analysis of the Administration's proposal, however, observed that the full ef-
fects of limiting the rate of growth of premiums would be highly uncertain. Some
experts believe that the Administration's targets for premiums could be largely met
by increasing the efficiency of the health care system. Others maintain that tight
constraints could have. undesirable effects on the health care system and might
prove to be politically untenable.
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INTRODUCTION

This document,' prepared by the staff of the Joint
Committee on Taxation, provides an overview and estimated revenue
effects of H.R. 3222 and S. 1579, the "Managed Competition Act of
1993". H.R. 3222 was introduced by Mr. Cooper and others on
October 6, 1993; and S. 1579 was introduced by Sen. Breaux and
others on October 21, 1993.

Part I of the document is a brief overview of the bill; and
Part II shows the estimated revenue effects of the tax provisions
of the bill under two possible benefit packages.

This document may be cited as follows: Joint Committee on
Taxation: Overview and Estimated Revenue Effects of the Managzed
Competition Act of 1993 (H.R. 3222 and S. 1579) (JCX-7-94), May 6,
1994.
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I. OVERVIEW OF THE MANAGED COMPETITION ACT OF 1993
(H.R. 3222 AND S. 1579)

A. In General

The Managed Competition Act of 1993 (H.R. 3222/S. 1579,
"the bill") has as its stated goal "[t]o contain health care
costs and improve access to health care through accountable
health plans and managed competition." The bill would not
require individuals to purchase health insurance nor employers to
pay any portion of their employees' health care costs. It would
require employers to provide employees the opportunity to acquire
health insurance--in the case of small employers by participating
in state-sponsored health plan purchasing cooperatives (HPPCs).
The sponsors of the legislation contend that the availability of
HPPCs together with a number of tax incentives and disincentives
contained in the bill will increase price competition among
health plans and providers, thereby reducing prices and making
health care coverage available to more individuals. The bill
would provide health-care subsidies to low- income individuals
through premium and cost sharing assistance.

The bill would establish a Health Care Standards Commission
(the "Commission") to implement various requirements under the
bill.'

B. Health Plan Purchasing Cooperatives (HPPCs)

The bill would provide opportunities and incentives for
eligible individuals and small businesses to purchase health care
coverage through HPPCs. HPPCs would negotiate with accountable
health plans (AHPs); enroll individuals in AHPs, charge, receive,
and forward premiums; reconcile low-income assistance; coordinate
with other HPPCs; and establish a complaint process. Each State
would be required to establish HPPCs by July 1, 1994.

In general, all individuals other than full-time employees
of large employers could purchase coverage through a HPPC.3
Members of the same family would not be required to enroll in the
same AHP. Thus, members of the same family could enroll on an
individual basis in different AHPs offered by a HPPC.

C. Employer Obligations

Small employers would be required to enter into agreements

S. 1579 calls the entity that would perform these duties the
National Health Care Board rather than the Commission.

1 A large employer generally would be one with more than 100
employees.
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with HPPCs to facilitate the purchase of health coverage by
employees through the HPPC. Smal. employers would be required to
provide certain information to the HPPC with respect to those -
employees who purchase insurance through the HPPC, to deduct from
employees' compensation the premium due, and to forward such
amount to the HPPC. Small employers could, but would not be
required to, pay for a portion of the cost of health care
cover4_g efor their employees. Failure on the part of a small
employer to have a HPPC agreement in effect or to comply with the
agreement would result in a civil penalty not to exceed $500 for
each day in which the violation continues.

Large employers would be required to make health care
coverage available to employees through one or more AHPs but
would not be permitted to do this through a HPPC. Large
employers could, but would not be required to, pay for a portion
of the cost of coverage for its employees. Large employers would
be required, at the request of an employee, to deduct the cost of
health care coverage under an AHP from employees' compensation
and forward the premiums to the AHP. Failure on the part of a
large employer to offer coverage under an AHP or provide for
payroll deduction of premiums at the employee's request would
result in a civil penalty not to exceed $500 for each day in
which the violation continues.

D. Accountable Health Plans (AHPs)

The bill would not require health plans or providers to
meet any specific requirements. However, the bill would
encourage providers and insurers to provide coverage through AHPs
by conditioning certain tax incentives on the purchase of health
care through an AHP. AHPs could be either "open" or "closed".
In general, a closed AHP would be an AHP that is limited by
structure or law to one or more large employers. An open plan
would be a plan that is not closed.

To qualify as an AHP, a plan would be required to meet
quality standards to be established by the Commission, to offer a
uniform set of benefits to be established under the bill, to
establish standard premiums for the uniform set of benefits, and
to make adjustments in cost-sharing in the case of low-income
individuals. An AHP could offer benefits in addition to the
uniform set of benefits, but only if the additional benefits were
offered and priced separately from the uniform benefits.

In offering the uniform set of benefits, an AHP could not
discriminate with respect to enrollment or benefits based on an
individual's health status, claims experience, receipt of health
care, medical history, receipt of public subsidy, or any
characteristic that may relate to the need for health care
services. An AHP would be allowed to exclude coverage with
respect to a pre-existing condition for no more than six months
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beginning on the first date of coverage under the plan.

AHPs would be required oq2harge a standard premium for the
uniform set of benefits within e.:ch. HPPC in which the plan is
offered. The premium could vary'only by premium class. The
Commission would establish premium classes ba"d on four types of
enrollment (i.e., individual, individual and spouse, individual
and one child, individual and more than one family member) and
the age of the principal enrollee. Closed AHPs would be
permitted to set premiums based on type of enrollment only (i.e.,
closed AHPs could disregard the age adjustment).-

As discussed below, premiums would be reduced for low-
income individuals.

E. Tax Incentives Relating to the Purchase of Health Plans

1. Excise tax on employers with excess health plan expenses

The bill would impose a deductible excise tax on employers
equal to 34 percent of their excess health plan expenses. For
this purpose, excess health plan expenses would include all
expenses for group health insurance except certain expenses
attributable to coverage under an AHP. Expenses attributable to
coverage under an AHP would also be excess health plan expenses
(1) if the employer's contribution is not uniform for a premium
class regardless of which plan is selected by the individual, (2)
if, in the case of a small employer, the payment is not made
through a HPPC, and (3) to the extent the expense attributable to
any particular individual exceeds the reference premium rate
pertaining to that individual. The reference premium rate would
be the lowest premium offered by an open plan in the HPPC area to
individuals in the relevant premium class.

The excise tax would not apply to employer-provided health
care for Medicare-eligible retirees or to expenses for direct
services that are determined by the Commission to be primarily
aimed at workplace health care and health promotion or related
population-based preventive health activities.

The excise tax generally would be effective for expenses
incurred after December 31, 1994, with a delayed effective date
for expenses incurred pursuant to a collective bargaining
agreement.

2. Increase in deduction for health plan premium expenses of
self-employed individuals

On and after January 1, 1995, the bill would provide a
100-percent deduction for amounts paid by a self-employed
individual to a HPPC for health care coverage for the individual
and his or her spouse or dependents under an AHP, to the extent



53

the amount paid does not exceed the reference premium rate for
the self-employed individual's premium class. Under the bill as
drafted, no deduction would be allowed for the health insurance
expenses of self-employed individuals during 1994.

3. Deduction for health plan premium expenses of individuals

Individuals would be able to deduct from gross income the
cost of health insurance under an AHP up to the reference premium
rate for the individual's premium class. Premiums that do not
qualify for this deduction would continue to be deductible as
under present law, i.e., subject to the 7.5-percent floor on
itemized medical deductions.

The provision would be effective for amounts paid after

December 31, 1994.

4. Exclusion of health care expenses from gross income

The bill would not change the present-law rule that
employer contributions to an accident or health plan are
excludable from an employee's gross income. The bill would
extend this exclusion to partners and more than 2-percent
shareholders of S corporations by providing that such individuals
can exclude from gross income amounts paid by the partnership or
S corporation for health care coverage of the partner or
shareholder. Under present law, S corporation shareholders that
own 2 percent or less of the corporation are permitted to exclude
employer-provided health care from gross income.

The provision would apply to taxable years beginning after
December 31, 1994.

5. Other provisions

H.R. 3222 (but not S. 1579) would provide for a
liberalization of the rules governing when a health plan can
qualify for tax exemption as a voluntary employees' beneficiary
association (VEBA). The liberalized rules would apply only to
health plans which are AHPs. H.R. 3222 would also provide for a
simplified annual reporting system for certain fully-insured
multiple employer welfare arrangements devoted solely to health
care. The b4ll also would repeal the health care continuation
rules for employers ("the COBRA rules"), generally effective on
January 1, 1995.

F. Treatment of Underserved Areas

The bill would provide special treatment to areas
designated by the Governor of the relevant State (with the
concurrL.ice of the Commission) as underserved. Under the bill, a
HPPC serving an underserved area could require AHPs offered by
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the HPPC to include the underserved area as part of their service
area. Special risk-adjustment factors could be used to increase
the compensation available to AHPs serving individuals in an
underserved area. The bill would authorize $5 million in
technical assistance funding for entities seeking to establish a
network plan in an underserved area for each fiscal year 1995
through 1999. The bill would authorize $75 million for each
fiscal year 1995 through 1999 for financial assistance with
respect to the development and implementation of AHPs in
underserved rural areas. The bill would authorize $11.5 million
for each fiscal year 1995 though 1999 for migrant health centers
and $88.5 million for each such fiscal year for community health
centers.

The bill would expand Medicare Part B coverage to include
certain services provided by rural emergency access care
hospitals. The bill would authorize $50 million for each fiscal
year 1995 through 1999 for transitional assistance to government-
owned or private nonprofit safety net hospitals. The bill would
establish a procedure whereby a State could identify an area as a
chronically underserved area and arrange for it to be served by a
single AHP.

G. Low-Income Assistance for Health Coverage

Low-income individuals could be eligible for some or all of
the following subsidies under the bill: (1) premium assistance;
(2) cost-sharing assistance; and (3) special assistance with
respect to certain items and services (including prescription
drugs, eyeglasses, and hearing aids). The types of subsidies
available for any particular low-income individual would depend
upon whether the individual is Medicare-eligible and whether the
individual has very low income (family income below the poverty
level) or moderately low income (family income below 200 percent
of the poverty level).

Premium assistance would be available to all low-income
individuals, whether Medicare-eligible or not. Cost-sharing
assistance would be available to all low-income individuals who
are not Medicare-eligible, and to very low-income individuals who
are Medicare-eligible. Special assistance with respect to
certain items and services would be available to all very low--
income individuals, whether Medicare-eligible or not.

The total amount available for low-income premium
assistance would be determined by the Commission for each year.

H. Medicare and Other Savings

The bill would make a number of changes relating to
Medicare, including reducing certain provider payments under
Medicare, requiring high-income individuals to pay an additional
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premium for Part B of Medicare, and requiring certain agencies to
prefund government health benefits. The bill would also repeal
Medicaid.

I. Training and Education of Health Care Professionals

The bill would establish a National Medical Educational
Fund to be used by the Commission to provide financing for
certain medical residency training programs and physician
retraining programs. Each AHP would be required to make a
payment into the Fund of one percent of the gross premium
receipts of the AHP. The bill would authorize appropriations for
scholarship and loan repayment programs currently administered by
the National Health Service Corps and funding for other grants.

J. Paperwork Reduction and Administrative Simplification

The bill would require the Commission to address certain
issues relating o the use of health care information. Among
other things, the Commissicn would be required to set goals and
deadlines for the health care industry to take certain action
regarding paperwork reduction and availability of information. A
nondeductible penalty tax would be imposed on administrators of
health plans for any failure to comply with the Commission's
requirements.

K. Miscellaneous

The bill also contains provisions relating to the
application of the antitrust laws to AHPs, preventive health and
individual responsibility under public health plans, and
malpractice reform.

9'.- - -
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II. ESTIMATED REVENUE EFFECTS OF TAX PROVISIONS IN
THE MANAGED COMPETITION ACT (H.R. 3222 AND S. 1579)

The following tables show the estimated revenue effects of
the various tax provisions in the Managed Competition Act for
fiscal years 1995 through 2004. These revenue estimates were
prepared by the staff of the Joint Committee on Taxation (Joint
Committee staff) in cooperation with the Congressional Budget
Office (CBO) as it prepared estimates of the outlay effects of
the bill.

The major provisions of H.R. 3222 and S. 1579 would
generally become effective on January 1, 1995. However, for
purposes of estimation of the revenue and outlay effects of the
bill, CBO and the Joint Committee staff have assumed that all
effective dates would be postponed one year. Thus, the major
provisions are not assumed to become effective until January 1,
1996.

The Joint ommittee staff normally does not provide revenue
estimates for fiscal years outside the standard five-year budget
window (fiscal years 1995 through 1999), but an exception has
been made for major health reform bills, for two reasons. First,
the full impact of some of the provisions in the bills may not be
apparent until the year 2000 or later. Second, the Congressional
Budget Office has prepared baseline macroeconomic forecasts and
baseline health expenditure forecasts through calendar year 2004
for the purpose of estimating the outlay effects of these bills.
These macroeconomic forecasts are a necessary input for revenue
estimation, and are not otherwise available for years outside the
five-year budget window.

The Managed Competition Act would create a Health Care
Standards Commission that would be responsible for determining
the standard package of health insurance benefits that would be
provided through accountable health plans (AHPs). Revenue and
outlay estimates for some of the major provisions in the bill are
very sensitive to the level of benefits provided through AHPs.
For estimation purposes, CBO and the Joint Committee staff have
made two alternative assumptions concerning AHP benefits. The
revenue estimates for Alternative 1 were prepared under the
assumption that AHPs would contain the same benefits as the
standard benefit plan in the Health Security Act (H.R. 3600,
S. 1757, S. 1775). The revenue estimates for Alternative 2 were
prepared under the assumption that AHPs would contain a reduced
benefits package that is 20 percent less expensive than the
Health Security Act's standard benefit plan.

The Managed Competition Act would limit the favorable tax
treatment of employer-paid health insurance by imposing an excise
tax on excess health plan expenses of employers. Excess health
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plan expenses would be defined as employer contributions that
exceed the premium for the lowest-cost accountable health plan in
the employer's Health Plan Purchasing Cooperative area. Since
all AHPs would provide the same package of benefits, the
variation in premiums for AHPs would likely be small. Thus, it
is assumed that employers could pay a large portion of the
premium for AHPs for their employees without incurring any excise
tax liability. However, employer contributions toward
supplemental health insurance (beyond the basic AHP) would
generally be subject to the excise tax on excess health plan
expenses. If AHPs contained a generous package of benefits
comparablee to the standard benefit plan in the Health Security
Act), then it is unlikely that many employers would provide
supplemental health insurance, and excise tax revenues would be
small (about $0.7 billion over the fiscal years 1996-2004), as
shown in Alternative 1.

With a less generous benefits package (Alternative 2), it
is likely that many employers would provide supplemental health
insurance. Premiums for supplemental insurance could be paid by
employees (through wage withholding) or by employers. If
employers paid the premiums, there would most likely be a
corresponding adjustment in the cash wages of the employees
receiving the insurance. (Economists generally believe that all
of the costs of employer-paid fringe benefits, including taxes
imposed on employers, are borne by employees in the form of
reduced cash wages.) Employer-paid premiums would be subject to
the excise tax on excess health plan expenses, but employee-paid
premiums would be paid out of cash wages that had been subjected
to income and payroll taxation. In general, the excise tax would
be less of a burden than the income and payroll taxes on cash
wages, and it would be to the advantage of employees to have
premiums for supplemental insurance paid by employers. Thus,
with a less generous benefits package (Alternative 2), there
would be larger excess health plan expenses by employers, and
excise tax revenues would be much larger ($65.5 billion over
fiscal years 1996-20n4).

Some employers who are now making generous contributions
toward health insurance for employees would reduce their
contributions by amounts sufficient to avoid the excise tax on
excess health plan expenses. These reductions would most likely
be accompanied by increases in cash wages and other fringe
benefits to maintain the same level of total employee
compensation. The increases in cash wages would generate
additional income and payroll tax revenues. These additional
revenues are included in the last lines of the two tables ("Other
tax effects..."), along with other tax effects of the bill. (The
other tax effects would include changes in tax-sheltered health
spending through cafeteria plans and changes in itemized medical
deductions.)
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If the excise tax were deleted from the bill, the revenue
losses would be significantly greater than the $0.7 billion shown
in Alternative 1 or the $65.5 billion shown in Alternative 2
because there would no longer be a disincentive for employers to
pay for supplemental insurance for employees. A larger share of
employer-sponsored health insurance would be paid by employers,
with corresponding adjustments in the cash wages of employees,
which would lead to reductions in income and payroll tax
revenues.

The Managed Competition Act would provide individual
taxpayers with a deduction from gross income for their
expenditures on accountable health plan premiums. The deduction
would be limited to the premium for the lowest-cost accountable
health plan in the individual's Health Plan Purchasing
Cooperative area, less any amounts paid by the taxpayer's
employer. In general, a more generous benefits package for AHPs
would result in larger individual tax deductions for AHP premiums
and a larger revenue loss from the deduction. If AHPs contained
the Health Security Act's standard benefit package, the revenue
loss from the deduction would total about $165 billion over the
fiscal years 1996-2004 (Alternative 1). With a less generous
benefits package (Alternative 2), the estimated revenue loss from
the deduction would fall to about $86 billion.

If the deduction were deleted from the bill, the revenue
gain would be somewhat less than $165 billion (Alternative 1) or
$86 billion (Alternative 2), for two reasons. First, some
individuals would claim an itemized medical expense deduction for
their insurance premiums (as allowed under present law, subject
to a floor equal to 7.5 percent of adjusted gross income).
Second, in the absence of the deduction, a larger number of
employers would be willing to contribute toward health insurance
for employees. These employers would make corresponding
adjustments in the cash wages of their employees, which would
lead to reductions in income and payroll tax revenues.



ALTERNATIVE 1:

ESTIMATED REVENUE EFFECTS OF TAX PROVISIONS IN THE
MANAGED COMPETITION ACT (H.R. 3222, S. 1579) (1)

[HEALTH SECURITY ACT BENEFITS PACKAGE]

Fiscal Years 1995-2004

Si!!acns o Dollars]

9 .ocuen Provision Effective 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 1995-04L 202 203 204 195-04

1001 Excise tax on excess health plan
expenses of employers (2) ........................

1002.-- Deduction for health plan premium
1003. expenses of individuals (4) ................

1004. Exclusion from gross income for
contributions by partnership or S corpo-
ration to health plans for partners and
shareholders .............................................

1006. Modify VEBA requirements to encourage
group purchasing for large employers (5)..

1601. Repeal of COBRA continuation
requirem ents ............................................

2204. Increase in Medicare part B premium for
individuals with high income ......................

6007. Excise tax penalty for failure to satisfy
certain health plan requirements ..........

eia 12/31/95

1/1/96

tyba 12/31/95

1/1/95

(3) (3) 0.4 0.2 (3) (3) (3) (3) (3) 0 7

-5.9 -15.2 -16.1 -17.2 -18.3 -20.2 -22.6 -23.9 -25 3 -164 7

-- -0.4 -0.5 -0.5 -0.6 -0.6 -0.7 0.8 0.0 -09 59

(6) (7) (7) (7) -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -06

1/1/96 ........................ Negligible revenue effect ......................

ma/tyea 12/31/95 0.6 1.2 1.5 1.9 2.4 31 40 51 65 26?

tbdHCSC (8) (8) (8) (8) (8) (8) (8) (8) (8) (8) !M1
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Bill Section Provision Effective 1995 1996 1997 1998 1999 2000 2001 2002 2003 2 04 199-4

Other income and payroll tax effects relating
to excise tax on excess health plan
expenses of employers, deduction for
health plan premium expenses of
individuals, and other changes in private
health insurance ..................................... 1/1/96 2.8 5.1 5.2 5.7 6.1 5.6 5.5 5.5 5.7 47.3

GRAND TOTALS .............................................................................. (6) -2-9 -9.4 -9.5 -10.1 A10.5 -12.3 -14.0 -14.2 -14.1 -97.

Joint Committee on Taxation
.....................................

NOTE: Details may not add to totals due to rounding.
Legend for "Effective' column: eia - expenses incurred after

matyea = months after in taxable years ending after
tyba . taxable years beginning after
tbdHCSC - to be determined by Health Care Standards Comrrission

(1) Revenue estimates in this table were prepared under the assumption that accountable health plans contain the same benefits as the standard benefit plan in the
Health Security Act (H.R. 3600, S. 1757, and S. 1775).

(2) If this provision were deleted from the bill, the revenue loss would be significantly greater than $0.7 billion because a larger share of employer-sponsored health
insurance would be paid by employers and thereby excluded from income and payroll taxation.

(3) Gain of less than $50 million.
(4) Section 1002 would allow the self-employed to claim a deduction for their health insurance expenses. subject to the limits described in the text. Section 1003 would provide the

same deduction to all Individuals, Including the self-employed. This line shows the revenue loss attributable to deductions that would be claimed by all individuals, including theself-employed. The omission of Section 1002 from the bill would have no revenue effect, because the self-employed would remain eligible for the deduction under Section 1003If Sections 1002 and 1003 were deleted from the bill, the revenue gain would be somewhat less than $164.7 billion because households would claim larger Itemized deductionsfor health insurance premiums and a larger share of premiums would be paid by employers (which would result in the exclusion of a larger portion of employee
compensation from income and payroll taxation).

(5) This provision is not included in S. 1579.
(6) Loss of less than $10 million.
(7) Loss of less than $50 million.
(8) Gain of less than $1 million.

I



ALTERNATIVE 2:

ESTIMATED REVENUE EFFECTS OF TAX PROVISIONS IN THE

MANAGED COMPETITION ACT (H.R. 3222, S. 1579) (1)

[REDUCED BENEFITS PACKAGE]

Fiscal Years 1995-2004

[Bilhons of Dollars]

3B Section Provision Effective 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 1995-04

1001 Excise tax on excess health plan
expenses of employers (2)

1002.-- Deduction for health plan premium
1003. expenses of individuals (3) ........................

1004. Exclusion from gross income for
contributions by partnership or S corpo-
ration to health plans for partners and

shareholders ............................................

1006. Modify VEBA requirements to encourage
group purchasing for large employers (4)..

1601. Repeal of COBRA continuation
requirem ents ........ ................ ..........

2204. Increase in Medicare part B premium for
individuals with high income ....... ......

6007 Excise tax penalty for failure to satisfy
certain health plan requirements

eia 12/31/95

1/1/96

tyba 12/31/95

1/1/95

3.2 4.9 6.5 7.3 7.9 8.1 8-5 9.2 101 655

-- -2.7 -6.9 -7.8 -8.9 -9.4 -10.7 -12.5 -13.1 -139

-0.4 -0.4 -0.4 -0.5 -0.6 -0-6 -0.7 -0.8 -09

(5) (6) (6) (6) -01 -0.1 -0.1 -01 -01 -01

1/1/96 ------------------------ Negligible revenue effect .....................

ma'lyea 12/31/95 0.6 1.2 15 19 2.4 31 40 51 65 2f,2

tbdHCSC (7) . (7) (7) 17) (7) (7) (7)

-85 9

(7) (7) 1, 1



SBill ScinPoionEffective 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 1995-04

Other income and payroll tax effects relating
to excise tax on excess health plan
expenses of employers, deduction for
health plan premium expenses of
individuals, and other changes in private
health insurance ...................................... 1/1/96 -- 4.6 6.8 7.1 7.8 8 4 8.1 8 2 8.4 8 8 68 2

GRAND TOTALS .............................................................................. (5) 5.3 5.6 6.9 7.5 8.6 7.9 7.4 8.7 10.5 68.2

Joint Committee on Taxation

NOTE: Details may not add to totals due to rounding.

Legend for 'Effective column: eia a expenses incurred after
ma/lyea = months after in taxable years ending after
tyba = taxable years beginning after
IbdHCSC = to be determined by Health Care Standards Comrission

(1) Revenue estimates in this table were prepared under the assumption that accountable health plans contain a benefits package that is 20 percent less expensive than
the standard benefit plan in the Health Security Act (H.R. 3600. S 1757. and S. 1775).

(2) It this provision were deleted from the bill, the revenue loss would be greater than $65.5 billion because a larger share of employer-sponsored health
insurance would be paid by employers and thereby excluded from income and payroll taxation.

(3) Section 1002 would allow the sell-employed to claim a deduction for their health insurance expenses. subject to the limits described in the text. Section 1003 would provide Ithe
same deduction to all individuals, including the self-employed. This line shows the revenue loss attributable to deductions that would be claimed by all individuals. including the
self-employed. The omission of Section 1002 from the bill would have no revenue effect, because the self-employed would remain eligible for the deduction under Section 1003
If Sections 1002 and 1003 were deleted from the bill. the revenue gain would be somewhat less than $85.9 billion because households would claim larger itemized deductions
for health insurance premiums and a larger share of premiums would be paid by employers (which would result in the exclusion of a larger portion of employee
compensation from income and payroll taxation).

(4) This provision is not included in S. 1579.
(5) Loss of less than $10 million.
(6) Loss of less than $50 million.
(7) Gain of less than $1 million
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