Talking Points

H Published by The Heritage Foundation

November 19, 1993

A Guide to the Clinton Health Plan
Robert E. Moffit, Ph.D.

Introduction

President Bill Clinton has sent health care legis-
lation to Capitol Hill that is breathtaking in its
scope. He strikes a responsive chord with most
Americans when he condemns the current system
as bureaucratic and wasteful, and when he urges a
comprehensive reform of the $1 trillion health sys-
tem-accounting for about one-seventh of the entire
U.S. economy-based on the principles of security,
simplicity, savings, choice, quality, and personal
responsibility.

But although Clinton has stressed the need for
simplicity and freedom from bureaucracy, his legis-
lation offers anything but that. The Administration
followed a 239-page draft, leaked by Members of
Congress in September 1993, with a 1,342-page
bill, the "Health Security Act." Emerging from the
complex language of this huge bill is a massive top-
down, bureaucratic command-and-control system
that would meticulously govern virtually every
aspect of the delivery and the financing of health
care services for the American people. As The Econ-
omist of London observes, "Not since Franklin
Roosevelt's War Production Board has it been sug-
gested that so large a part of the American economy
should suddenly be brought under government
control."!

Every aspect of the health care system would be
affected by the legislation. Hundreds of pages of
tightly written paragraphs detail sweeping govern-
ment control of the health insurance industry: pre-
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cise benefits that must be assured; insurance
requirements for firms; a "national quality manage-
ment program" to oversee the quality of health care
services; medical education, and the training of
physicians; the creation of model information sys-
tems; new public health initiatives; the establish-
ment of new federal loans and guaranty and
solvency funds; new assessments and taxes; rural
health programs; a new long-term care program;
malpractice reform; antitrust reform; new penalties
to combat fraud and abuse; major changes in the
Medicare program, including a prescription drug
benefit and coverage of state and local government
workers; billions of dollars in tax subsidies; new
panels, advisory boards, and commissions; coordi-
nation of worker's compensation and auto insur-
ance with the new standard benefits package; and
dozens of other fundamental changes. The Ameri-
can people can be forgiven for feeling overwhelmed
by the enormity and complexity of this reform-a
reform which officials claim will certainly work and
save money because every aspect has been thought
through by experts.

Americans are concerned about how the Clinton
Plan will affect not only their health care, but also
their pocketbooks. When Donna Shalala, the Secre-
tary of the Department of Health and Human Ser-
vices, said on October 28 that under the Clinton
Plan 40 percent of all Americans with insurance
would be paying more for their health care premi-
ums, Members of Congress and many other Ameri-
cans expressed alarm? And many ordinary
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Americans no doubt will be shocked to learn that
Members of Congress, Administration officials, and
other federal workers will not join the system, if at
all, until after the rest of the country is under the
program. As congressional hearings continue, more
details will be revealed and fully explored, enabling
Americans to get a better picture of the dramatically
different health care system that awaits them under
the Clinton Plan.

As Americans attempt to determine how this
package would affect them, they need to examine
the details. But they also need to be keenly aware
that lodged deep in the body of the draft are five key
mechanisms that would greatly broaden and
deepen government control over the financing and
delivery of medical services in the American health
care system:

A National Health Board

The Clinton Plan creates a new, presidentially
appointed agency that will have general oversight
over the American health care system, ranging from
the pricing of health insurance premiums, to the
approval of new benefits to be included in any "gov-
ernment standardized health care" plan, and to the
enforcement of public and private spending limita-
tions at the national and state level. Unless there is
congressional action to intervene, no change in ben-
efits, medical treatments, or price can occur without
the prior approval of this federal agency.

Regional Health Alliances

The Plan creates a new state-based system of
health insurance cooperatives that will control the
availability of health plans, enforce health budgets,
enroll employers and employees in the new system,
collect premiums, and generally enforce the
national insurance rules and regulations. Every
American will be required to obtain health insur-
ance through these health alliances, or through sim-
ilar corporate-sponsored plans if they work for a
large firm.

A Standard Benefits Package

The Plan outlines in meticulous detail what med-
ical services are to be included in a standardized
government health benefits package. These benefits
must be offered by all approved health insurance

plans. The mandatory benefits package includes not
only major medical services but also routine ear and
eye examinations and even elective abortion and
expensive treatments for alcohol and drug abuse.
This standardized benefit package will be free of tax
to Americans. But if a family requires or wants any
other benefits, these must be paid for with the fam-
ily's own after-tax dollars.

Employer Mandates

The Clinton Plan requires all employers to pro-
vide at least the standard package and to pay at least
80 percent of the cost of the government's standard
health benefits package. But the Plan also will sub-
sidize companies in regional alliances (but not self-
insured companies) so that their premium costs are
limited to 3.5 percent of payroll for small firms and
up to 7.9 percent of payroll for large companies.
Firms with over 5,000 employees still have to pro-
vide at least the standard package, but may opt out
of the regular health alliance system and form their
own regulated cooperatives.

Government Budgets and Spending Caps

While the President says he does not favor price
controls, his plan bristles with them. In fact, the
central cost control in the Clinton Plan is not com-
petition, nor even "managed competition," but a
rigid system of spending caps on public and private
health insurance spending, plus fee controls for
doctors in fee-for-service plans. Powerful standby
price controls also are contained in the Plan. States
are permitted, even encouraged, to run every ele-
ment of health care through state monopolies
known as "single payer" systems. Under the Plan,
the growth in health care spending is to be forcibly
racheted down, year by year, until it is in line with
the growth of inflation, as measured by the Con-
sumer Price Index (CPI), by 1999.

With these central features in place, there can be
little doubt that Americans will experience profound
changes in the way they receive medical care, and
what care they will receive. Among these changes:

1) Government controls will be expensive and
will expand.

Despite all the talk of removing red tape and
bureaucracy, personal choice and responsibility are
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tightly restricted in the Plan by boards and alli-
ances, commissions and panels. Government regu-
lation rather than market competition is the chief
instrument to contain costs and deliver medical
services. A standardized health benefit package
replaces choice of benefits and the government will
aggressively promote managed care, thereby prac-
tically limiting personal choice of doctors, and
making it even more difficult for Americans to take
advantage of new or specialized medical services.
Moreover, the regional health alliances seem des-
tined in the first instance to pave the way for giant,
geographically based health insurance cartels. Most
likely, public criticism of this will be so great that
the unpopular insurance middle-men will in the
future be swept away. The result? Health care even-
tually will be managed directly by state-run boards
or alliances.

2) There will be less freedom for doctors and
patients.

The President says that America's doctors will
have more freedom to practice medicine and
patients will have freedom to choose their doctors.
But the ability of every doctor to treat patients
according to his or her independent professional
opinion will be sharply limited. For example, the
National Health Board will set national guidelines
for determining what treatments can be provided or
upgraded in a standard government health insur-
ance package, which treatments are or are not
"medically necessary," and even how often
approved treatments or tests can be conducted.
Regional alliances and their approved networks and
plans will instruct doctors on what costs they can
incur and will enforce official practice guidelines.
And if doctors are in a fee-for-service plan, it will be
fee-for service in name only: state governments and
the alliances can tell them what fees to charge.

Theoretically, patients will have choice of doctor.
And the Clinton Administration has included a
"point of service" option in the proposed system,
enabling Americans to pick doctors outside of their
health plans. But, as managed care drives out all but
one fee-for-service alternative, something the
Administration encourages, more and more Ameri-
cans will be forced into plans that deny them an
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easy choice of doctor and control access to any spe-
cialist. Private practice will decline, and is likely to
become the last resort of the wealthy. To be sure,
anyone will have the right to consult any doctor
outside the system if they pay for the visit and treat-
ment out of their own pocket. But just as any Amer-
ican is free to send their child to Harvard University
or Sidwell Friends School, in reality this choice will
be the privilege only of the rich and powerful.

Moreover. if the Clinton Administration is seri-
ous about giving all Americans coverage at least as
good as that offered by Fortune 500 companies, and
yet also serious about driving down the rate of
growth of medical spending, then at some point the
federal government, either directly or indirectly,
must ration medical services. This means that the
government must either explicitly limit medical ser-
vices or subtly reduce the availability of such ser-
vices. Unlike the Oregon health reform initiative,
which lists and ranks 709 different medical proce-
dures, and will deny access to one that falls "below-
the-line" determined by a budget limit,” the Clinton
Plan is silent on this unpleasant prospect. But with
federal government spending caps, explicit denial
of services must occur.

3) Taxes will grow sharply or care will be cut.

Nobody really knows what the Clinton reforms
will cost-not even the Administration. After the
Clinton Administration's September 7 draft plan
reached Capitol Hill, Representative Henry Wax-
man, the California Democrat who is chairman of
the House Subcommittee on Health and the Envi-
ronment, was openly skeptical of the proposed caps
on Medicare and Medicaid. Focusing on the same
topic, Senator Daniel Patrick Moynihan, the New
York Democrat who is Chairman of the powerful
Senate Finance Committee, labelled the White
House financing proposals "a fantasy."

Congressman Waxman and Senator Moynihan
were not alone. Describing the initial financing pro-
jections of the Clinton Plan as "outrageously dis-
honest," the London Economist observed, "Mr.
Clinton would have Congress believe that his pro-
posals will provide universal coverage, subsidies for
small employers, generous new commitments to
cover prescription drugs, longterm nursing and
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mental health care plus a big chunk of deficit reduc-
tion with virtually no new taxes (bar a small rise in
cigarette duties)—and all by 1997."* Likewise, Rep-
resentative Jim Cooper, the Tennessee Democrat
who is the leading congressional champion of the
"managed competition" health care reform model,
said, "I don't know anybody who thinks it's fully
funded."

Since its first set of numbers was greeted with
widespread skepticism, the Clinton team has gone
back to the drawing board to "scrub and rescrub"
the numbers. Given the Administration's initial pre-
sentation, it is not surprising that few experts, and
just as few ordinary Americans, actually believe the
Administration's numbers.

The Administration currently projects its plan to
cost $331 billion from 1994 through 2000, includ-
ing new spending for tax subsidies to businesses
and low-income families, a new Medicare drug ben-
efit, new long-term care services, and new public
health initiatives.® The White House also claims
that it will achieve "savings" through new cost con-
trols and greater efficiency. Increased "sin" taxes, in
the form of a new levy of 75 cents on a pack of cig-
arettes, also are to be imposed. And the Administra-
tion still assumes it can cut both the rate of growth
of Medicare spending by S124 billion and the
growth of Medicaid spending by S65 billion over
the next few years (including Medicare cuts already
legislated in this year's budget package) without
reducing the quality or availability of medical ser-
vices to the poor and the elderly.

Among others, David Shulman, an economist
with Solomon Brothers, Inc. of New York, does not
expect the Clinton reform proposal to achieve its fis-
cal constraints: "Make no mistake about it. Presi-
dent Clinton is proposing an entitlement program,
and if its substance survives, it will inevitably
expand in budget and regulatory control."’ Of
course, if the Administration miscalculates on the
cost of its huge reform program, or fails to cut
"waste," or its latest financing efforts fail to achieve
the promised savings in the system, its only resort is
to cut care.® The alternative is a huge tax increase.

Instead of relying on central planning, price
controls, and top-down bureaucratic management

to reform the health care system, Congress should
adopt a comprehensive reform based on a consumer
choice approach, such as The Heritage Founda-
tion's Consumer Choice Health Plan or legislation
in Congress based on similar principles.’

Under the Heritage proposal, the health coverage
available to Americans, and the tax breaks for cov-
erage, no longer would depend on their place of
work. This would make insurance fully portable.
Consumer choice, not bureaucracy, would serve as a
mechanism for cost control the same way it does in
the rest of the economy, where consumers seek the
best value for their money. This would be done by
ending the multi-billion dollar federal tax relief now
available only for employer-based health benefits
and using that money to give all American families
refundable federal tax credits.

The tax credits would be provided directly to
families through the withholding system or through
a federal voucher for the poor. While every Ameri-
can family would get basic tax relief for health care,
the generosity of tax relief for a family would
depend upon its health care costs compared with
family income. Thus, every American family would
get a federal tax credit to purchase a basic health
insurance package, including catastrophic cover-
age, to offset the costs of out-of-pocket expenses or
to deposit funds into a tax-free "medical savings
account"—a "medical IRA"—from which families
could pay routine medical expenses. Families could
allow the account to grow year after year for later
use for retirement health care needs, for the pur-
chase of long-term care insurance, or to roll over
into an IRA or other pension plan.

By giving every American the same tax advan-
tages, irrespective of place of employment. and
empowering them with tax credits to purchase
insurance, a consumer choice approach would
enable all Americans to seek the best value for their
money when buying insurance and medical care. If
companies wanted to continue to provide health
insurance, or contribute to a medical savings
account they could still deduct the cost of doing so.
But with equal tax treatment for all consumers for
the purchase of all kinds of health insurance
options, company plans would compete with other
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types of health plans, from union plans to church
and trade association sponsored plans to various
kinds of physician group, health promotion, and
managed care programs. This would give all Amer-
icans the same kind of broad personal choice-now
enjoyed by the President, White House staff, Mem-
bers of Congress, federal workers and retirees, and
their spouses and dependents. In the Senate,
Republicans Don Nickles of Oklahoma and Orrin
Hatch of Utah, among others, are drafting legisla-
tion to include these positive tax and insurance
reforms. In the House, the chief proponent of such
health care reforms is Representative Cliff Steams,
the Florida Republican. These approaches would, in
effect, open up to the American people an improved
version of the consumer choice program now
enjoyed by Members of Congress, Clinton Admin-
istration officials, and other federal workers, the
program known as the Federal Employee Health
Benefits Program (FEHBP). Under the Clinton bill,
the FEHBP would remain for federal workers, at
least until all other Americans were under the new
Clinton program. The Nickles-Steams approach, by
contrast, would correct the weaknesses of the
American health care system by using consumer
choice to attack the soaring costs, gaps in coverage,
and absence of portability in health insurance,
while preserving the high quality of care available to
all Americans.

How the Clinton Plan
Would Affect Americans

The broad outlines and likely consequences of
the Clinton Plan might alarm a particular family or
they might seem attractive. But the real story is in
the details-those are what will determine how the
Plan, if enacted, will change the way each family
receives and pays for care.

Today approximately 86 percent of Americans
are covered by health insurance, usually through
their place of work. Polls show they are overwhelm-
ingly satisfied with the quality of medical services
they receive.

But many Americans are anxious that because of
rising costs or a job change, they may not be able to
keep their health benefits in the future. This worry
is a structural result of the way in which the tax code
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penalizes every method of obtaining benefits other
than through a company-sponsored plan. This tax
treatment also fosters the rapid escalation in health
care costs. 1! While the Clinton Plan would enable
Americans to count on a plan of some sort if they
changed Jobs, costs and benefits would still depend
on their place of work, as well as their residence.
And little is done to reform the inflation-inducing
tax treatment of health care. This huge. encrusted
edifice of longstanding federal tax policy, with all of
its inequities, is left practically untouched by the
Clinton Plan.

When considering how the Plan will affect them,
Americans also need to note that the health care sys-
tem today is heavily dominated by government.
Approximately 44 cents out of every dollar spent on
health care is spent by government, and the health
care industry itself-especially the health insurance
market-is already one of the most highly regulated
sectors of the American economy. Yet while the
authors of the Plan acknowledge that bureaucracy
"overwhelms consumers and providers," they pre-
scribe even more of it.!2

The Clinton Plan creates several more layers of
government bureaucracy. These include a powerful
National Health Board, new federal advisory bodies,
new rules governing reporting and data collections,
new mandates on the several states to comply with
federal rules, and the creation of state-based
regional health alliances.

The National Health Board
Q. What is the National Health Board?

A. Under the Clinton Plan, the National Health
Board is established as a new federal agency, part of
the executive branch of government. It is created for
the purpose of setting national standards for the new
system, including health insurance coverage, cost
containment, information gathering and evaluation,
risk adjustment for health insurance, the encourage-
ment of "reasonable pricing" of prescription drugs,
quality of health care services, grievance procedures
for enrollees in the state-based regional health alli-
ances, the development of premium classifications,
financial requirements for health plans and guaranty
funds. It is also responsible for approval of state
plans to implement the new system, and oversight
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over the administration of the new health care sys-
tem when it is up and running in the states. '3

There will be seven members of the Board, serv-
ing four-year terms. Each will be appointed by the
President and must be confirmed by the Senate. The
Chairman of the Board will be able to serve a maxi-
mum of three terms, or twelve years.

Q. HHS Secretary Donna Shalala, during her
October 5,1993, congressional testimony described
the National Health Board as "a relatively minor
oversight group." What are the functions of the
National Health Board?

A. Secretary Shalala is incorrect, The Board
would have wide rule-making standard-setting, and
oversight authority, making it, in effect, the
"Supreme Court of Health." All Board decisions on
health benefits, performance standards, and proce-
dures for accountability apply to state-based
regional alliances and to the corporate alliances (see
below) that large companies are permitted to create.
According to the Health Security Act, the Board's
powers include:'*

e Oversight of the health care system established in
each state. The Board will establish standards
and requirements for health insurance plans in
the states, approve state implementation of
health care reform, and monitor compliance.

e Control over changes in the comprehensive
health care benefit package. The Board's author-
ity includes expanding the statutory standard
benefits package all Americans receive, and issu-
ing corresponding regulations. Under Title I,
Section 1153, dealing with "high risk" popula-
tions, the Board is required to specify and define
"specific items and services as clinical preventive
services." For the general population, at any time
before January 1, 2001, the Board "may by regu-
lation" make appropriate adjustments or expand
the comprehensive benefits package, "unless the
Board estimates that the additional increase in
per capita health care expenditures resulting
from the addition or alteration for each regional
alliance for the year, will not cause any regional
alliance to exceed its per capita targ.i,et (as deter-
mined under Section 6003(2))."'> In other
words, what will or will not be in the standard

health benefits packages available to Americans
will be entirely in the hands of the members of
the National Health Board, except if it thinks a
particular medical service might be too expen-
sive. Its decisions are final, unless Congress
intervenes.

Establishing and enforcing compliance with a
global budget for national health care spending.
According to the "Health Security Act," the
Board issues regulations for implementing a
national health care budget in the form of caps
on health insurance premiums. It also deter-
mines per capita premium targets, or baseline
budgets, for every regional alliance in the
country, as well as making sure that the alloca-
tion of national spending among the various
health alliances around the country reflects
"regional variations."

In adjusting the targets for the regional alliances,
the Board also is to adjust the infla tion factor for
each alliance to reflect "variations in premiums
across states and across alliance areas with a
state," information on "variation in per capita
spending by state, as measured by the Health
Care Financing Administration Medicare and
welfare spending, and "area factors commonly
used by actuaries."'0 As noted, the Board also
"certifies" compliance of the regional alliances
with the national health budget.

Establishing and "managing" a "quality man-
agement and improvement system" for health
care delivery. Under Section 1503(d) of Title I,
the Board is to "establish and have ultimate
responsibility" for a performance-based system
of quality management and improvement.

This new federal program is to be called "The
National Quality Management Program." The
day-to-day operations of the program are to be
run by yet another new federal agency called the
National Quality Management Council, com-
posed of fifteen members appointed by the Pres-
ident who are "broadly representative of the
population of the United States." Staff for the
Council will be provided by the National Health
Board.
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The National Quality Management Council is to
develop "measures" of "quality" in order to stan-
dardize the measurement of the performance of
health plans. In other words, the Council will
attempt to quantify "quality" To develop these
"measures," under Section 5003(c), the Council
is to consult with "appropriate interested parties,"
including doctors, insurers, consumers, and state
officials, as well as "experts" in law, medicine,
economics, and public health and health
research, and certain federal officers and their
agencies, including the Director of the National
Institutes of Health, the Administrator for Health
Care Policy and Research, an agency of the
Department of Health and Human Services, and
the Administrator of the Health Care Financing
Administration (HCFA), the federal agency
which runs the huge Medicare program.

e Monitoring breakthrough drug prices. The
National Board is not authorized to set drug
prices. Under Section 1503(i) of Title I, however,
the Board is to establish a special committee of its
own membership called the "Breakthrough Drug
Committee." While the legislative draft language
is unclear on a specific set of responsibilities, it
appears that this special Board committee is to
coordinate its efforts with a new "Advisory
Council on Breakthrough Drugs," to be
appointed by the Secretary of the Department of
Health and Human Services.

The Council, in turn, is to monitor the prices of
new "breakthrough" drugs and determine
whether the initial prices are "reasonable." In the
language of Section 1572 of Title I, a "break-
through drug" is a drug considered to be a "signif-
icant advance over existing therapies." The
Council is to investigate drug prices at the request
of the Secretary of HHS if the Secretary thinks
that the price may be "unreasonable." If the
Council thinks that a price is unreasonable, after
examining such data as other countries' drug
prices, cost information supplied by the com-
pany, the projected volume of the prescriptions,
"economies of scale," "product stability," "special
manufacturing requirements and research costs,"
the Council tells the Secretary of HHS, and the
Secretary can issue an official report to that

L\
e A

effect.'® The bill language does not give either the
Council or the National Health Board explicit
powers to roll back a price, however.

Q. The Office of Management and Budget (OMB)
normally can review regulations proposed by a fed-
eral agency, and can block them if they would be too

onerous. Does OMB retain this function with the
National Health Board?

A. Apparently not. Under Section 1505(e) of
Title I: "The National Health Board is authorized to
establish such rules as may be necessary to carry out
this Act." Given the massive scope of the Clinton
Plan, this is an enormous concentration of regula-
tory authority. While OMB does have authority to
review the budget of the Board, as established in
Section 1506(b) of Title I, the language does not
include review of the Board's regulations. In any
case, this interpretation of the bill language is clearly
consistent with the spirit of the earlier September 7
Clinton Draft, which reads: "The Office of Manage-
ment and Budget does not review regulations issued
by the Board or its annual report to Congress prior
to publication."*”

Q. Can Board decisions be appealed?

A. No more than the decisions of any other fed-
eral regulatory agency, and less than most. Under
Section 5232 of Title V of the proposed legislation,
all of the decisions of the National Health Board
relating to its imposition of premium caps on health
insurance are exempt from either judicial or admin-
istrative review.

While the General Accounting Office can con-
duct routine periodic audits, and while there is no
language in the Clinton draft that forbids congres-
sional intervention, it is clearly the intention of the
Clinton Administration to insulate the National
Health Board from normal political processes. In
response to an inquiry from Congressman Philip
Sharp, the Indiana Democrat, during Hillary
Rodham Clinton's September 28, 1993, appearance
before the House Energy and Commerce Commit-
tee, Mrs. Clinton commented, "The National Board
is a feature that is found in both the Senate Repub-
licans' approach as well as the President's because
we believe there needs to be some place where a lot
of the decisions about benefits-how they're actually
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defined in individual cases, when a treatment
moves from being experimental to clinically prov-
able-those kinds of decisions need to be taken out of
this body. They need to be taken out of politics." 2°

The Role of the States

While the National Health Board will regulate at
the national level, the Clinton Plan makes it the legal
obligation of each state to make sure that every Amer-
ican is enrolled in a health plan and that all health
plans operating within the state meet the federal com-
prehensive benefit requirements. In effect, the states
become the enforcers of federal health policy.

Each state is required to submit a detailed plan to
the National Health Board—"in a form and manner
specified by the Board"—showing precisely how it
plans to comply with federal rules guaranteeing
access to health insurance, how they will set up and
staff regional alliances, how they will certify plans,
administer subsidies for low-income individuals
and small employers, collect data on health alliance
and health plan performance, and meet federal
quahty, management and fiscal solvency require-
ments.?! And by January 1, 1998, each state must
be a participant in the natlonal health care reform
plan, including the establishment of "one or more
regional alliances" for the enrollment of employers
and employees in approved health care plans.?

Q. What if a state fails to comply with these rules
or meet the deadlines?

A. The Board must first determine that the state's
failure to participate "substantially" jeopardizes the
access of state residents to the federally established
comprehensive benefits package. If so, the National
Health Board informs the Secretary of HHS, who is
authorized to withhold federal health appropria-
tions, such as payments to academic health centers,
federal research funds or federal payments to hos-
pitals in the state.> If a state still resists, the federal
government will directly assume respon51b1ht1es of
the "non-participating" state. The Board can order
the appropriate regional alliance to enroll state resi-
dents. And under Section 1522(b) of Title I, the Sec-
retary of HHS can intervene directly and establish
one or more health alliances in the state, and is
empowered to take such steps "as are necessary" to

ensure that the "comprehensive benefits package is
provided to eligible individuals in the state during
the year."

Q. How can the federal government finance a
regional alliance if a state resists or cannot meet a
deadline?

A. Effectively by taxing businesses and workers
in the state. If a state does not meet the deadline,
the Secretary of HHS, under Section 1523 of Title I,
is empowered to pay for the establishment of
regional alliances and the availability of the com-
prehensive benefit package through a special sur-
charge. The Secretary can impose a 15 percent
surcharge on all health insurance premiums to off-
set any "administrative or other expenses" incurred
by the Secretary of HHS in "establishing and oper-
ating the system."**

Q. Can states avoid the danger of a regional alli-
ance monopoly by setting up more than one alliance
in an area to foster competition?

A. No. Under the Clinton Plan, "No geographic
area may be assigned to more than one regional
alliance."?’

Q. Let's say a state legislature thinks it has a bet-
ter plan to deliver less expensive universal health
care than that devised by Washington. Maybe it
wants to introduce a more marketbased system, or
perhaps a Canadian-style single-payer system. Can
it do so?

A. The only alternative state-based reform option
allowed is a single-payer, government-run health
care system with at least the same level of benefits
mandated in the federal comprehensive benefits
package. Under a single-payer system, of course,
consumers are denied the freedom of choice of
alternative health insurance plans, because there is
no alternative. Under the proposed bill language,
veterans, active-duty military personnel, and per-
sons enrolled in the Indian Health Care system
would be exempted from mandatory enrollment in
a single-payer system. Persons enrolled in either a
corporate alliance, a special arrangement for big
businesses with over 5000 employees, or the Medi-
care program would be forced into a single-payer
system at the option of the state government.
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Significantly, states are actually encouraged to set
up government-run health care systems, because
the proposed bill language makes it easier to estab-
lish them, exempting them, for example, from the
federal rules related to the estabhshment of regional
alliances and state guaranty funds.?® After consul-
tations with congressional supporters of a Cana-
dian-style system, the White House eliminated
several major administrative hurdles for states,
making it easier for them to adopt such a system.
Moreover, under Section 1221 of Title I, the
National Health Board has limited legal discretion
in approving single-payer applications; the pro-
posed bill language says the Board "shall approve"
such applications if the specific legal conditions are
met by the state. Beyond these changes for the
states, at least one unnamed Clinton Administration
official acknowledges that the White House is pro-
moting within its own plan the framework for a
government-run health care system: ""What they
did was to take the form of managed competition
and filled it up with content that looks a whole lot
like a Canadian-style government system,' a Clinton
adviser said this week, deviating from the official
White House line."?’

Q. What federal rules apply to the geographic
boundaries of state regional alliances?

A. States will be legally obligated to make sure
that they do not establish boundaries or rules for an
alliance that could lead to discrimination based on
race, gender, income, or even health risk. According
to the proposed bill language, "The entire portion of
a metropolitan statistical area located in a state shall
be included in the same alliance area."?®

Q. If the states draw the boundaries for the
regional health alliances, isn't there a danger of
"gerrymandering"-like the creative drawing of con-
gressional district boundary lines-in order to assure
cheaper premiums for favored constituencies?

A. Yes. Elizabeth McCaughey, who is a fellow at
the Manhattan Institute of New York, notes that,
"The system promises to pit black a%amst white,

9
poor against rich, city against suburb."“” There will
be strong political pressure on state officials by
groups wanting to be included or excluded from cer-
tain alliances. Voters will want areas with a higher-
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than-average incidence of older citizens or retirees,
teen pregnancy, violent crime, or HIV infection
excluded from their alliance, and areas with low
potential health costs included. As McCaughey
observes, "Everyone will figure out that you get more
health care for your dollar or pay lower premiums in
an alliance without inner city problems. The plan
will be an mcentlve for employers to abandon cities
and relocate.">" Real estate prices also are likely to be
affected, just as they are today by the geogra]i)hlc
boundary of the public school catchment area.

Q. But won't the Clinton Plan's anti-discrimina-
tion provisions stop gerrymandering?

A. Probably not. Because state boundary-setting,
decisions will mean huge costs or savings for fami-
lies and businesses, there is likely to be intense
political in-fighting and an avalanche of law suits.
As Richard Grenier of the Washington Times
remarks, "...the plan has enough districting rules
and gerrymandering possibilities to keep the courts
busy for generations ."

Q. The Plan requires "community rating" for
insurance plans. What does that mean?

A. Under community rating, an insurance com-
pany must offer insurance at the same premium for
any individual or group, regardless of health risk.

Q. What are the consequences of community
rating?33

A. If insurance companies are legally forbidden
to take health risk into account, it means that
younger and healthier individuals are overcharged
for their health insurance premiums-since these are
not permitted to reflect their better health condi-
tion-while older and less healthy individuals are
undercharged for their insurance premiums.

Community rating also tends to lead to higher
average costs. For example, New York state passed
a health insurance reform law in 1992 which
requires all insurance companies to set insurance
rates without regard to age, sex, or medical condi-
tion. The result, according to the New York State
Insurance Department,. is that the average price for
commercial insurance for individuals was driven
up by 18 percent, for small groups by 19 percent,
and for some New Yorkers by as much as 100
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percent.>* Not surprisingly, state legislators have
been deluged with complaints about the new law
from angry consumers, but New York officials
defend themselves by saying that is only a one-time
jump or that the rates of the higher risk people are
going down. "Pointing out that rates for many older
people have actually decreased," reports The New
York Times, "the officials say that New York's expe-
rience is likely to be mirrored nationally, when con-
sumers find that health care reform mlght well
mean higher costs for many people."> Of course,
the solution to higher insurance premiums under
the Clinton Plan is simply to make them illegal
above a nationally ordained level.

Q. Doesn't this mean that if a plan happens to
attract higher-risk individuals and groups, its pre-
miums can't be raised, but it may face huge payouts
and be in danger of financial collapse?

A. Exactly. In order to compensate for this
"adverse selection"—a problem inherent in commu-
nity rating-the states must use a federal model for
risk adjustment that factors in differences in patient
populations related to demographic variables such
as age and gender, the number of people on public
assistance, geography, socio-economic status, and
health status.” The National Health Board is to
develop such a model for a national risk adjustment
system, with extra help from yet another yet federal
agency. The Board is to create a special fifteen-mem-
ber Advisor\ Committee to provide technical assis-
tance for the development and modification of the
methodology to establish a national risk adjustment
mechanism.

Q. What if a state thinks it has a better way of
adjusting for risks than that set down by the federal
government?

A. Tt must apply to the National Health Board for
the privilege of introducing it.>’

Q. If premiums must not reflect risk or health
condition under community rating, what incentive
would employers or employees have to try to keep
their health costs down?

A. Little or none, since keeping their own costs
down would not lower their premiums. In particu-
lar, companies and individuals would no longer

have a financial incentive to reduce insurance costs
through "wellness programs" or change personal
behavior by cutting down on smoking or other hab-
its that tend to increase health costs.

Q. Under the Clinton Plan, what is the role of the
states in approving health plans?

A. The states are legally required to approve all
health plans, subject to all applicable new federal
rules and regulations. In approving health insur-
ance plans, states are specifically required by federal
law to assess the "quality" of health plans, their sol-
vency or financial condition and their "capacity" to
deliver the federally determined comprehensive
benefits package. Only health plans that are "quali-
fied" by the state, according to these criteria, can
offer a health insurance package through the
regional alliances.>®

Q.Will the National Health Board preempt all
state regulation of health insurance rates?

A. No. The states may regulate premium rates in
order to meet federal spending targets or ensure a
plan's solvency.>”

Q. What solvency requirements does the Clinton
Plan place on states?

A. States must establish "capital standards" that
meet federal standards for health plans. The mini-
mum capital requirement for a health plan is
$500,000. States are required also to establish a
"guaranty fund," or trust fund to pay doctors and
other health care providers if a health plan becomes
insolvent or fails. If a health plan fails, states are
authorized to assess up to two percent of premiums
of all other health plans in an alliance to cover the
costs of the failed plan.*

Q. The Clinton Plan specifies a comprehensive
federal health benefits package for health insurance
companies. Does this mean an end to state mandates
on insurance companies widely blamed for a large
increase in costs in some states?

A. No. States can still mandate additional bene-
fits above and beyond those contained in the com-
prehensive benefit package. The only limitation
spelled out in the Clinton draft is that states cannot
pay for such extra beneflts by using the funds to
finance the Clinton Plan.*
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The Role of the Regional Health Alliances

If the National Health Board is the brain center of
the Clinton Plan, the regional health alliances, the
state-sponsored health insurance cooperatives, con-
stitute the bone and muscle of the new system.
These extremely powerful state-based cooperatives
are to accept bids from approved health plans; col-
lect all of the health insurance premiums; provide
consumer information; represent the interests of the
employers and employees who purchase insurance
within a given geographical area; oversee "the mar-
ket" to assure the delivery of "high quality" and
"cost effective" care; and assure that every citizen,
armed with "the health security card" provided to
them by the regional alliance, is enrolled in a gov-
ernment-approved health insurance plan.*?

States must establish the regional health alliances
by January 1, 1998.

While Clinton Administration officials downplay
the role of the regional alliances as regulatory agen-
cies, they have impressive powers. Not only do they
have the authority to impose "prospective budget-
ing" and fee schedules on doctors, but also, under
Section 1352 of Title I, regional alliances enjoy the
power to assess businesses and workers up to 2.5
percent of their premiums to provide for their own
"administrative allowance," plus levy another 1.5
percent to give to HHS for federal funding of aca-
demic health centers and graduate medical educa-
tion programs.43

Q. Is the regional health alliance a public or a
private entity?

A. According to the proposed bill language, it
could be a non-profit private corporation. But it also
could be an independent state agency, or an agency
of the executive branch of state government. The
choice is up to state officials.

Whatever choice the state makes, however, there
are federal rules on how the Board is to be set up. It
is to be composed of equal numbers of employers
and consumer representatives, but may not include
doctors, representatives of health care industry, or
any individuals who "derive substantial income"
from pharmaceutical companies and supLPliers of
medical equipment, devices, and services.*" States
may also establish a "Provider Advisory Board,"
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composed of doctors and other health care profes-
sionals who live and work in the region controlled
by the health alliance.

Q. So the alliances may be nothing more than a
new state agency?

A. Yes.

Q. How many more bureaucrats will staff these
new regional alliances?

A. According to Laura Tyson, Chairman of the
President's Council of Economic Advisers, approxi-
mately 50,000 new positions will be created in staff-
ing the regional alliances, a substantial portion of
the 400,000 jobs the Clinton Administration
expects its legislation to produce.®

Q. How is the regional alliance supposed to
"manage" the geographically defined "market"?

A. Each regional alliance negotiates and con-
tracts with the health insurance plans it approves.
The alliance decides which plans are permitted to
operate in its geographic area and it exercises firm
control over the marketing policies of health plans:
"Each regional alliance shall review and approve or
disapprove the distribution of any materials used to
market health plans through the alliance."*°

Q. Can a regional alliance prevent a plan being
offered to consumers?

A. Yes. The regional health alliance must nor-
mally offer contracts to health plans meeting the
federal conditions, but it still has reserve powers to
exclude a plan. For example, a regional alliance
may exclude a plan if its proposed premium
exceeds the average premium within the alliance by
more than 20 percent; if the plan fails to offer cov-
erage for "all services" as outlined in the federal
government's comprehensive benefits package; if
the alliance finds that the plan discriminates
against any group of the basis of race, ethnicity,
gender, income, or health status. *” The 20 percent
standard may in practice prevent many fee-for-ser-
vice plans with full choice of doctors from being
offered in most states. With the "approval of the
applicable regulatory authority," the alliances can
also allow a plan to limit its enrollment because of
the plan's limited "capacity to deliver services or to
maintain financial stability."*8
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Q. If regional alliances run short of funds, can
they borrow money?

A. Yes. Under Title IX, Subtitle C, Section 9201,
the Secretary of the Department of Health and
Human Services can make loans available to "cover
any period of temporary cash-flow shortfall"
because of an administrative error, an erroneous
estimate of insurance risks (such as a miscalculation
of the proportion of welfare recipients in the region
or average family premium payments), or cash-flow
shortfalls relating to the "timing of the year"
between payments and disbursements to the alli-
ances. In making these loans the Secretary of HHS is
to consult with the Secretary of the Treasury on the
rules governing the terms and conditions of these
loans and is also to make an annual report to Con-
gress.* Naturally, the creation of a new federal loan
program is another invitation for future federal bail-
outs at the expense of the taxpayer.

Q. Are there any major exceptions to enrollment
in a regional health alliance?

A. Yes. Companies with over 5,000 employees
nationwide may act as their own alliance if they do
not want to join a state-established regional health
alliance. These large emploger—based systems are
called "corporate alliances."" In general, they must
follow the same federal and state rules that will
apply to the state-sponsored regional alliances. But
oversight over corporate alliances rests with the U.S.
Department of Labor, and corporate alliances are
temporarily permitted to use a different kind of
insurance rating system.’ ! They are not initially
required to use community rating.

Q. Inasmuch as federal workers and retirees are
exempted from the legal requirement to entoll in the
new regional alliances until after the new system is
up and running in the states, won't this affect the
premiums paid by many private sector workers?

A. Yes. Federal workers, retirees, and depen-
dents account for almost ten million people, one
out of 25 Americans who have health insurance. In
states or metropolitan areas with a large number of
federal workers and retirees, plus a high proportion
of lower paid workers or a relatively large number of
people being folded into the system who are now on
Medicaid, the big government health program serv-

ing the poor and the indigent, overall premium
costs will go up. Without federal workers participat-
ing, and thus helping to spread risk and the cost of
coverage in these areas, premiums for everybody
else will be higher.

Q. What happens to a worker who moves from a
corporate alliance to a firm in a regional alliance?

A. If the corporate alliance plan has an even more
generous plan than that required by the govern-
ment—and those more generous benefits are tax-
free at least until January 1, 2003—chances are that
any move to a smaller firm enrolled in a regional
alliance is likely to result in the worker paying more
for a lower level of benefits.”?

Limitations on Comsumer Choice

Q. The President emphasizes "choice" as one of
the six principles of his reform plan. Do families
have the freedom to choose a health care benefits
package outside of the regional health alliance?

A. No. The choice available to families is limited
by the government, with very few exceptions. As
the Manhattan Institute's Elizabeth McCaughey
remarks, "Unless you now receive health care
through Medicare, military or veterans benefits, or
unless your spouse works for a large company, the
law will require you to buy basic health coverage
from the limited choices offered by [ your alliance. It
will be illegal to buy it elsewhere."

Q. What if an individual doesn't envoll in a plan
within the regional alliance?

A. Then, under Section 1323(h)(1) of Title I, the
officials of the regional alliance can enroll him in a
plan of their choice, and the individual will be
required to pay twice the premium he would have
otherwise paid.

Q. Since the Clinton Administrations description
of the employee's "contributions" is not designated a
"tax," what if a person chooses not to "contribute"?

A. He or she will be forced to "contribute." Under
Section 1345(b)(1)(A) of Title I, the person's
employer will deduct from his paycheck what he
owes. Section 1344(b) makes it clear that if the
amount a person owes is not paid by the applicable
deadline, then he will be subject to interest and pen-
alty charges; Section 1345(d)(2) says that for
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"repeated failure" to pay a person can be assessed
civil and monetary penalties up to $5,000 or three
times what that person owes, "whichever is greater."
Regional alliances, under Section 1345(a) of Title I,
are authorized to use credit and collection proce-
dures to collect the money with assistance from state
governments. And the states are authorized, under
Section 1202(d) of Title I, to help the regional alli-
ances collect monies owed, and "shall assure that the
amounts owed are paid." And for good measure,
Section 1345(d)(2) says that the Secretary of Labor
can also help the regional alliances with collections.

Q. Can families buy a plan with more generous
delivery of the standard benefits?

A. Not if alliance officials exclude it because the
premium exceeds the average premium in the
regional alliance by 20 percent. As Elizabeth
McCaughey notes, "Plans with added benefits (such
as Pap smears every year instead of every third year)
and many fee-for-service plans will be excluded by
the 20 percent rule."”* Ultimately, alliance officials,
not the consumer, determine what plans can be
bought and sold.

Q. What if individuals want to purchase medical
services directly, paying cash for those medical ser-
vices outside of the regional alliance system?

A. They can. According to Section 1003 of Title
[, "Nothing this Act shall be construed as prohibit-
ing...an individual from purchasing any health care
services." So, it is not illegal to pay for medical ser-
vices directly in cash, without any tax relief.

Q. Will a family be able to choose its own doctor?

A. Theoretically, a family's choice of doctor would
not be compromised. The language of the proposed
bill in this respect retreats from the more restrictive
provisions of the September 7 Clinton Draft. First,
the Clinton Plan requires every regional alliance to
have a "point of service option," whereby families
can see a doctor of their choice outside of their
health plan, though it is likely that families will have
to pay more in doing so. Second, under Section
1322(b) of Title 1, each regional alliance is to include
among its health plans "at least one" fee-for-service
plan, a health insurance plan where families can
choose any doctor they want and the health insur-
ance company reimburses the doctor for his ser-
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vices. But given the regulatory pressures imposed on
fee-for-service-medicine in the Clinton Plan-includ-
ing state and regional alliance fee schedules, restric-
tions on balanced billing and prospective budgeting-
the legal prescription of one such plan is likely to be
the fact of life for many, if not most, Americans. As
Newsweek reporters Tom Morganthau and Mary
Hager observe, "The Clintonites say fee-for-service
medicine would continue to exist, but this is some-
what disingenuous: under the president' s plan, fee-
for-service doctors would operate under price
schedules established by the alliances."”

Q. Then what kind of relationship are Americans
likely to have with physicians in the Clinton Plan?

A. The dominant health insurance model envi-
sioned under the Clinton Plan is a health mainte-
nance organization (HMO), in which patients are in
practice denied a choice of doctor and the services
of specialists are more limited. The Plan clearly
encourages this type of health care delivery, and dis-
courages fee-for-service medicine.’®

Q. But won't families be able to maintain a long-
established relationship with their personal physi-
cian, even if the choice of specialist is limited?

A. Probably not. While the regional alliances will
be required to provide Americans with a "point of
service option," so that they can see their physician
even if he's not participating in the plan in which
they are enrolled, the bigger question is whether that
doctor will be available in such a heavily regulated
environment. Moreover, the legal requirement of at
least one fee-for-service option is offset by the regu-
latory hassles that will accompany physicians
enrolled in such a plan. The constant pressures of
remaining within the federal and the regional alli-
ance budgets with the threat of fines, plus the likely
imposition of fee schedules, and limitations on bal-
anced billing, makes fee-for-service less attractive to
physicians. In any case, the ideal of the traditional,
independent, private medical practice is unlikely to
survive in such an environment. As Newsweek
recently reported, "Despite the president's attempts
to be reassuring about the changes that will ensue,
there is a very good chance that our relationship
with our current doctor will be disrupted—the phy-
sician may leave medicine altogether or join a health
plan we do not choose to join."’
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Q. What if a family still wants the services of a
particular physician who is not a member of an
approved health plan?

A. If the doctor is in private practice outside the
system, they will have to go outside their plan and
they pay for all that physician's services themselves,
in after-tax dollars. There is no tax relief for such
out-of-pocket expenses. This may be no problem
for the rich, but it will be for everyone else.”

Q. The President says that his plan does not
include price controls on doctors. Is that true?

A. No. The Clinton Plan establishes a framework
for tough price controls on doctors' services in fee-
for-service plans. Each regional alliance, following
negotiations with doctors, can establish a set "fee
schedule" for physicians' services. Furthermore,
states can establish their own fee schedules on all
doctors in fee-for-service plans statewide.”® More-
over, a doctor may not charge or collect from a
patient a fee in excess of the fee schedule adopted by
a state government or an alliance ®° This is clearly a
price control. Finally, according to the Clinton draft,
states are authorized to adopt a statewide fee sched-
ule and are empowered to impose "prospective
budgeting" on fee-for-service Plans offered through
the regional health alliances.°

Beyond the specific powers of state officials and
regional health alliances to control the geographic
markets, the Clinton Plan establishes a system of
"assessments," or fines, to be levied on those doctors
and health insurance plans who stray from the
regionally allotted and adjusted budget targets set
by the National Health Board in Washington.

A Government-Standardized Health
Benefit Package

The Clinton Plan requires every health plan to offer
a standardized package of health care benefits. This
should not be confused with a basic benefits package
or a "minimum" or catastrophic benefits package. It is
a comprehensive benefits package, covering a broad
range of medical services, and it is the package-no
more and no less-that most Americans must have.

The benefit package is very detailed. It will pro-
vide major medical coverage, including an impres-
sive array of hospital and physician services,

diagnostic services, preventive care. mental health
and substance abuse benefits, family planning and
"pregnancy related" services. inpatient and outpa-
tient prescription drugs and biologics, hospice,
home health and rehabilitative services, durable
medical equipment, prosthetic and orthotic ser-
vices, vision and hearing care. and preventive den-
tal care for children. Health plans are also
"permitted" to include "health education classes" in
their packages.®?

In outlining the comprehensive array of benefits
and treatments, the proposed bill language covers
56 pages, with many unspecified details simply left
up to the National Health Board. In other cases, the
coverage is very specific (See table, next page). For
example, under Section 1114 of Title I, dealing with
clinical preventive services, Congress is to enact
which regular shots and tests Americans get and
when. Among the items specifically excluded from
the benefit package: in vitro fertilization, sex change
operations, and dental implants.

According to the Clinton Plan, market forces can
have no role in setting copayments, coinsurance,
and deductibles. Rather, the draft details the cost-
sharing and coinsurance requirements for the com-
prehensive health plans. Health plans are limited to
three cost-sharing options. Low costsharing plans
would have to require a $10 copayment for outpa-
tient services and no copayments for inpatient ser-
vices. They may offer a "point of service option,"
with higher coinsurance. High cost-sharing plans
can require a $200 deductible for individuals and
$400 deductible for family coverage, 20 percent
coinsurance, and a maximum out-of-pocket
spending limit of between $1,500 and $3,000. A
third option allows plans to offer a "combination" if
subscribers use preferred providers (PPO physi-
cians) and higher-cost sharing, or a 20 percent
coinsurance if subscribers use doctors outside of a
PPO network.%>

Q. Does the comprehensive health package con-
tain abortion coverage?

A. Yes. Thus, all American employers and em-
ployees will be required to finance elective abortion.
Abortion coverage is subsumed under the euphe-
mistic phrase "pregnancy related services."o*
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Q. How can new medical treatments, procedures,
or benefits be added to the comprehensive benefits
package?

A. Slowly, and with great difficulty. New benefits,
including new treatments, medical procedures, or
devices for the treatment, prevention, or cure of dis-
ease must be approved by Congress or the National
Health Board before they can be covered in an alli-
ance plan. Moreover, under Section 1141 of Title I
of the proposed legislation, the Board, by regula-
tion, can exclude any item or service that it may
determine not "medically necessary."

Q. Do we have any experience with federal
agency approval of new benefits or medical services
or devices in this way?

A. Yes. The Medicare program, the huge federal
insurance system that provides medical services to
over 35 million elderly and disabled Americans,
establishes a set of health care benefits and excludes
certain medical services from coverage. If the Health
Care Financing Administration (HCFA), the federal
agency that runs the Medicare program, is informed
of positive developments in medical practice and
wants to expand coverage for what might appear to
be a promising medical technology, it requests an
evaluation from the Office of Health Technology
Assessment (OHTA), a branch of the Agency for
Health Care Policy and Research (AHCPR), one of
the many agencies of the huge U.S. Department of
Health and Human Services.

Americans should be alarmed at the prospect of a
system like this for the general health care system.
Consider the crucial area of medical technology.
According to a study of Medicare by Senator David
Durenberger, the Minnesota Republican, and Susan
Bartlett Foote, a congressional health policy analyst,
Medicare technology evaluation has been under-
funded because of competing budgetary priorities,
such as payment for a growing volume of medical
services. Moreover, say Durenberger and Foote, the
evaluation has been hobbled by ineffective assess-
ments of the cost-effectiveness of technology, dis-
torted by the politicization of HCFA's decision-
making process, and burdened by an inability to
respond in a timely fashion.®®> As Durenberger and
Foote note, "A bureaucratic approach to technology
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policy that would affect all Americans, not just the
Medicare population, raises serious concerns. OHTA
performed only about 10 assessments in 1991 and
eight in 1992. Some assessments have been buried
in the bowels of OHTA for over three years."®®

What is true of medical technology assessment is
true of Medicare's benefit changes. However, orga-
nized political action is used to win approval of cer-
tain benefits. Wrote Jeremy Rosner, then a scholar at
the Washington-based Progressive Policy Institute,
and now a Clinton Administration official, "The his-
tory of Medicare is replete with cases of organized
groups acting through Congress to add coverage for
specific illnesses or g)rocedures, or to affect changes
in specific prices."®/ When considering the proce-
dure for adding new benetits; to the package, Amer-
icans might also be alarmed when they consider the
long delays in drug approval by the Food and Drug
Administration (FDA).°® Because of the bureau-
cratic delays in approval of lifesaving drugs, for
example, the Bush Administration found it neces-
sary to launch an overhaul of the FDA regulatory
process and expedite approval of new drugs to treat
deadly diseases such as AIDS, cancer, and cystic
fibrosis.

Q. Do we have any experience with government
agencies setting benefits?

A. Yes. The Medicare program provides a vivid
example of how benefits are determined in the
political process. Virtually any benefit change in the
Medicare program becomes a major political event,
involving Congress and the Health Care Financing
Administration. Witness the debate. passage, and
then the repeal of the Medicare Catastrophic Cover-
age Act of 1988. Moreover, at the state level, there
are approximately 1,000 state laws that mandate
insurance coverage of all kinds of benefits, ranging
from mandatory chiropractic care to the provision
of in vitro fertilization. For medical specialty
groups, or groups alflicted with particular medical
conditions, the National Health Board, and inevita-
bly Congress, will become the central focus of
intense lobbying over the addition or substraction
of medical benefits. This will compound the politi-
cization of the health care system, already estab-
lished through state government management of
the regional alliances.
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Benefit

Section

Lower Cost
Sharing Schedule

Higher Cost
Sharing Schedule

Inpalien! hosmtal senices

Canpatient hospital services

i Hospilal emergency room senvices

OO —
| Heaith professionals’ senvices i
| Emergency senvices other than

i hosplial emergency rocm Senices

No copayment
510 per visil

$25 per visit {unless patient has
an emergency medical cendition

{ a5 defined in section 1867(e){1)
i of the Social Security Act)

20% of applicable payment rate
20% of applicable payment rate
2(0Fe of applicable paymeni rale

1112

1113

$10 per visit

$25 per visit {unless patient has
an emeargency med:cal condition
as defined in section 18G7(a)}(1)
of the Social Security Act)

20% of applicable payment rate
20¢% of applicabie payment rate

Ambulalory, medical, and 1113 | 310 per visit 20% of applicable payment rate
surgical services i

Clinical preventive services | 1114 | No copayment Mo coinsurance

Inpatient and residential mental health 1115 | No copaymeant 20%: of applicable payment rate
and subsiance abuse treatment |

Intensive nonrasidential mental health] 1115 | No copaymant 20% of applicable payment rata
and substance abuse trealment

Quitpatient mantal health and 1815 | $10 per visit ED".-fuiar“applicabla payment rale
subsiance abuse trealment

{excep! psychotherapy, collateral

senvices, and case management)

Cutpatient psychatherapy 1115 | $25 per visit untif January 1, 2001, |  50% of applicable payment rate un-

and collateral services

and $10 per visit theraafier

bl January 1, 2001; 20% thereafter

Case management 1115 [ No copaymant Mo colnsurance
Family planning and services for preg- 1116 | 510 per visit 20% of applicable
nant women {except clinician vigits payment rate
and associated services ralated to
prenatal care and 1 postpartum visit)
Chmician visits and associated 19116 | No copayment No coinsurance
gefvices rafaled to prenatal
care and 1 post-panum visit
_Hospice care 1117 | No copayment 20% of applicable payment rate
Home health care | 1818 | No copayment 20r% of applicable payment rate
Extanded care services 1 1119 | Mo copayment 20% of applicable payment rate
Ambulance sanvices 1120 | No copayment 20% of applicable payment rate
Cutpatient laboratory, radiclogy, | 1121 | No copayment 20% of applicable payment rate
and diagnostic services l
Outpatient prascription drugs 11121 | $5 per prescription 20% of applicable payment rate
and biclogicals |
Cutpatient rehabilitation | 1123 | $10 per prescription 20% of applicable payment rate
senvices
Durable medical equipment and i 1124 | No copayment 20f% of applicable payment rate
prosthetic and orthotic devices
Vision care {1125 | 510 per visit {No additional charge | 20% of applicable payment rate

Dental care (excep! space and
mainignance procedures and inter-
ceptive orthodoniic reatment)

1126

for 1 set of necessary eyeglasses
for an indvidual tess than 18)

$10 per visit

20% of applicable payment rate

“S.::'la'n:e maintenance procedures and |
interceptive orthodontic treatment

Health education classes

Imvestigaticnal treatment for
life-threatening condition |

(1126
1127

| 1128

$20 per visit

All cost sharing rules determined
by plans

Al cost sharing rules determined
by plans

40% of applicable payment rate

All cost sharing rules determined
by plans

All cost sharing rules determined
by plans

Source: Health Securily Act, pp. 82-84,
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The Cost to Employers and Employment

Every employer is mandated to participate in the
financing of health care reform. For full-time
employees, the employer must pay at least 80 per-
cent of the average premium for the individual or
family coverage of the employee. But employers
may pay up to 100 percent. The employee pays no
more than 20 percent of the average cost plus any
extra premium for selecting a higher cost plan.

Employers have two options. First, they may
place all their employees in a regional alliance. For
any employer choosing to join a regional alliance,
there is a cap on the total contribution made by the
employer. The federal government makes up the
difference between this cap and 80 percent of the
average premium. With this subsidy, the employer
contribution for firms with 75 or fewer workers, as
a percentage of payroll, ranges from 3.5 percent for
low-wage employers to 7.9 percent of payroll for
high-wage employers. No employer in a regional
alliance will be legally obligated to pay more than
7.9 percent of payroll for health insurance.®® Low-
wage workers in regional alliances will also receive
government subsidies to help them pay their share
of premiums.’® Under the Clinton Plan, no family
with an adjusted income of less than $40,000 per
year will pay more than 3.9 percent of income.

The other option for a company, if it has 5,000 or
more employees, is to set up a corporate alliance.
This means that the com-
pany's managers can organize

responsibility of the Secretary of Labor. The Secre-
tary of Labor has the power to dissolve any corpo-
rate alliances if they do not meet their federal
budget targets in a timely fashion. And if a corporate
alliance should become insolvent, the Secretary of
Labor can take it over and manage it directly as a
trustee. In this instance, the Secretary is authorized
to make payments for the government's guaranteed
health benefits package from another, newly created
federal institution: the Corporate Alliance Health
Plan Insolvency Fund.’*

Q. Do corporate alliances receive the same
subsidies?

A. No. Firms choosing to get up a corporate alli-
ance face a double whammy, making such alliances
very unattractive. First, it is the employer, not the
government, who subsidizes the employee's share
of the premium for low-wage workers. And second,
subsidies are not available to corporate alliance
employers. In other words, the pagroll caps on pre-
mium costs do not apply to them.’?

Q. If a company in a regional alliance must pay
at least a fixed amount of money to the alliance (80
percent of the average premium), no matter what
benefits the employee receives, isn't this really a tax?

A. Yes, and some officials at the Congressional
Budget Office want it to be called a tax.

Q. Are part-time employees covered under the
employer mandate?

A. Yes. While part-time

their employees into their
own corporate purchasing
cooperative ~ where  their

Clinton Estimates for 1994
Costs of Health Care Reform Plan

workers are covered by the
regional alliances, employers
will still be compelled to con-

workers may purchase health

insurance, choosing from at Policy Type

tribute to a pro-rated share of

least three plans: a fee-for ser-

. . Two-Parent Family
vice option and two plans that

with Children

are not fee-for-service plans,

The same rules that apply to Single-Parent

Family

regional alliances also gener-

ally apply to corporate alli- \Couple

ances, except that big |Single Person

p:d;rﬂ?ﬁ:jt 80 percent of their health
insurance premiums accord-

$4,360 ing to the number of hours
worked per week.

"3 408 Q. What is the likely eco-

$3,865 nomic impact of an employer
mandate?

$1,932

employers get no federal sub-
sidies and the oversight over
the corporate alliances is the

*Preliminary estimates for 1994,
Source: Health Security. The President's Report
to the American People, pg. 112,

A. Any mandate on
employers to provide health
insurance necessarily adds to
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the labor costs of firms that do not now offer health
insurance, or that offer a package less generous than
the mandatory plan. Increased labor costs necessar-
ily translate into higher prices for consumers for
goods and services in the general economy or
reduced compensation for employees in the form of
wages or other benefits. Depending on the size and
the resources of the firm, the increased labor costs
will translate directly into lower wages or job loss.

Special Rules for Big Companies

1. No 7.9 percent payroll cap on insurance
premiums; no subsidies for these compa-
nies outside of the regional alliances, even
if they have low wage workers who would
otherwise qualify for federal subsidies
(Section 6131 (b)(2)).

2. Every "corporate alliance employer" will
pay an additional 1 percent payroll tax
(Section 7121).

3. For low wage workers in large companies,
the employer contributes the additional
amount to cover -the cost of the employ-
ees, health insurance (Section 1385).

4. The allowable growth in insurance premi-
ums for corporate alliances is the same as
the allowable growth for firms enrolled in
the state-based regional alliances (Section
1389).

5. If a corporate alliance exceeds Its budgeted
target for health care spending in two out
of any three years, the Secretary of Labor
can dissolve the corporate alliance and
enroll the managers and the workers in a
state-based regional alliance or another
corporate alliance (Section 6022).

6. The Secretary of Labor is authorized, as he
deems necessary, to impose an "assess-
ment" of up to 2 percent on the insurance
premiums of the corporate alliances to
finance the Corporate Alliance Health Plan
Insolvency Fund (Section 1397(c)).

Q. How many jobs will be lost?

A. Tt is difficult to tell and the response varies. Ira
Magaziner, the President's chief advisor on health
care reform, has argued that the Clinton Plan will
create jobs. But most liberal and conservative econ-
omists and journalists disagree and expect higher
unemployment to accompany a universal employer
mandate. Time magazine recently reported an esti-
mate of the loss of 1 million jobs.”> An even more
recent study conducted by Professors June and
David O'Neill of Baruch College for the Washington-
based Employment Policies Institute estimates the
job loss of an employer mandate at 3.1 million,
with 75 percent of that loss concentrated in such
low-wage service industries as restaurants and
agriculture.74 Likewise, the Washington-based
Employee Benefit Research Institute, reports that
between 200,000 and 1.2 million workers could
lose their jobs as a result of an employer mandate,
depending on the extent to which companies will
decrease wages to compensate for the increased
costs of health benefits.”® Even the Clinton Admin-
istration's own economic advisers concede there
may be substantial job losses. Council of Economic
Advisers Chairman Laura Tyson said that the job
loss from an employer mandate would be about one
half of one percent of the workforce in the general
economy—roughly 600,000 jobs—but Ms. Tyson
considers this impact to be "very small."’©

Q. Will mandates affect each business differently?

A. Yes. In general, small businesses will have
trouble coping with mandates. The Clinton Plan
hopes to alleviate that problem, in the short term at
least, with its employer and employee subsidies. For
large corporations with generous health compensa-
tion packages, an employer mandate can have a
much different effect. Large employer-based health
insurance plans currently are taxfree without limit,
and are often well in excess of the 7.9 percent pay-
roll limit that the Clinton Plan would impose for
small firms in the state regional alliances. Given the
Clinton Plan's provision that such a firm is legally
obligated to spend only 7.9 percent of payroll on
insurance, it is a direct incentive for self-insured big
companies with large and generous benefits pack-
ages to join a regional alliance, scale back their cov-
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erage to the standard benefits package mandated by
the federal government, and pick up the subsidies
after a few years. Unless employees are successful in
securing the difference in wage increases, a difficult
proposition if they are not covered by collective bar-
gaining agreements, they could lose generous tax-
free compensation.

Q. In other words, the Clinton Plan provides sub-
sidies that would make it difficult for employers and
employees enrolled in corporate alliances to remain
outside of the regular state-based regional alliances?

A. Yes. Under the Clinton Plan, the only employ-
ers eligible for government subsidies and the 7.9
percent limit on the payroll contribution to
employee health insurance are firms enrolled in the
regional alliances. Large employers, with more than
5,000 employees, especially if those employers have
a benefits package less generous than that of the
comprehensive government package or who have a
low-wage workforce, could have much higher
health care costs as a percentage of payroll.

Q. What kind of subsidies does the Clinton Plan
provide for large companies that give up their corpo-
rate alliances and enroll in the regional alliances?

A. In the transition from a corporate alliance to a
regional alliance, the large companies would get no
subsidies for the first four years. In the fifth year,
they would get 25 percent of the subsidies given to
other firms on a progressive scale until the eighth
year, when they would get the full subsidy (100 per-
cent), the same level of subsidy that is provided to
every other company in the state-based regional
alliance.

Q. What other special government benefits do
large companies receive in the plan?

A. One very large one is that the Administra-
tion intends to force the taxpayers to pick up 80
percent of the cost of corporate health benefits for
early retirees, those who retire between the age of
55 and 65.) While the number of companies pro-
viding health insurance coverage for their retired
workers is steadily shrinking, the practice is still
prevalent among very large industrial corpora-
tions, such as the firms of the auto industry. In
1994, providing coverage for early retirees would
cost taxpayers about $13.6 billion.”® The Clinton

L\
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New Taxpayer Subsidies Limiting Employers'
Health Care Tax By Size of Employer
Average Less than 25 25-50 50-75
Wage: Employees™ Employees Employees
Less than
$12,000 3.5% 4.4% 5.3%
$12-
15,000 4.4% 5.3% 6.2%
%$15-
18,000 5.3% 6.2% 7.1%
%$18-
21,000 6.2% 7.1% 7.9%
$21-
24,000 7.1% 7.9% 7.9%
More than
$24,000 7.9% 7.9% 7.9%
*Average number of full-time equivalent employees,
Source: Health Security Act, Section 6123.

Administration is proposing to offset these new
federal obligations with a special "one-time" tax
on the affected companies based on a calculation
of their financial gains from the government
assumption of the bulk of their retiree health
costs. A natural side effect of the Clinton prescrip-
tion for federal coverage of 80 percent of early
retiree costs is, of course, a new incentive on the
part of firms that have such retiree health insur-
ance programs to "downsize," cut the size of the
older workforce, knowing that the taxpayers will
also pick up this new health insurance bill.

How Other Government Programs are Affected

Under the Clinton Plan, Medicare will be re-
tained, but states can open up the health alliances to
Medicare beneficiaries if they have the same or bet-
ter coverage and if the federal financial liability is
not increased. After the alliances are established,
Medicare beneficiaries will have the right to elect to
join them or remain in Medicare. At the same time,
the Medicare program will have, by July 1, 1996, a
new prescription drug benefit. Medicare will cover
outpatient prescription drugs, with a $250 deduct-
ible, a 20 percent copayment, and a cap on out-of-
pocket expenses at $1,000.
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While the Clinton Plan establishes a new pre-
scription drug benefit, all Medicare beneficiaries
earning more than $100,000 a year will pay 75 per-
cent of the cost of their benefits, not 25 percent, as
they do today. Moreover, the Medicare program is
expanded by extending both the coverage and the
Medicare hospitalization tax on all state and local
government employees.’”

On the other hand, Medicaid beneficiaries
receiving acute care services, the poor and the indi-
gent, will be fully integrated into the state-based

regional health alliances. Medicaid beneficiaries will
be subsidized.

The Department of Defense will establish its own
health system in accordance with the national stan-
dards set forth for national health reform, including
the establishment of the national standard benefits
package. The same general rule applies to the Veter-
ans Administration Health system. It can organize
its hospitals and clinics into health plans, as long as
these plans provide the standard benefit package.
The Indian Health Service, however, will remain
outside of the regional alliance system, and the rules
governing the standard benefits package, at least for
the next five years.

The Federal Employee Health Benefits Program
(FEHBP) is to be abolished, effective December 31,
1997—only after all ordinary working families
already are under the Clinton program. Based
largely on the market principles of consumer choice
and competition, the 33-year-old federal health
program is unusual m the sense that it is a con-
sumer-driven system.®° The timing of the abolition
of the FEHBP represents another change in White
House policy on the sensitive topic. In the original
September 7 Clinton Draft, the program covering
the President, the White House Staff, Members of
Congress, congressional staff, and over nine million
federal workers, retirees and decendents was to be
phased out and all federal personnel were com-
pelled to join the regional alliances to be progres-
sively established in thelr states and in the District
of Columbia by 1997 8

Q. Next year, according to OPM, average pre-
mium increases in the FEHBP will be only 3 percent,
and 40 percent of employees and retirees will actu-

ally see a decrease in their premiums. If the FEHBP
has been working well for over three decades, why
does the Clinton Administration intend, eventually,
to abolish it?

A. Good question!

Q. If the FEHBP is eventually abolished, what
would this mean for federal workers and their
families?

A. It means that they will lose their broad range
of choice of benefits and plans they have now,
including health plans they have personally chosen
and may have subscribed to for many years. While
the Administration spokesmen have been trying to
sell federal workers on the proposition that reduced
range of choice and a standard benefits package is
really better for them, throughout the summer of
1993 federal union leaders have been saying that
being included in the Clinton health care reform
programs means that the ley will be paying more and
getting less in benefits.®> In a remarkable Septem-
ber 13, 1993 letter to Ira Magaziner, the senior
health advisor to President Clinton, John Sturdi-
vant, the President of the American Federation of
Government Employees (AFL-CIO) writes, "It would
be disingenuous for AFGE to try to convince the
majority of our members that this plan offers any-
thing other than a decrease in their level of cover-
age.... We have said all along that AFGE would be
fully supportive of the plan and its goals of universal
coverage and security as long as our members did
not end up paying more for less. But this plan does
just that."

Q. Are all federal workers and enrollees in the
FEHBP being treated the same?

A. No. Postal workers, who are represented by
the powerful federal postal unions, would be
allowed to enroll in their own corporate alliance
through the United States Postal Service.

Q. Why are Members of Congress and federal
workers and retirees being folded into the new
health care system after everybody else, and thus
being treated differently than everybody else?

A. Because in Washington they are more politi-
cally influential than ordinary Americans. James King,
the Director of the Office of Personnel Management
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(OPM), the federal agency, that runs the FEHBP, and
Congressman William Clay, the Missouri Democrat
who chairs the House Post Office and Civil Service
Committee, persuaded Administration officials that
including federal workers and retirees into the new
system from the beginning would be unduly "dis-
ruptive," an official Washington concern that appar-
ently does not apply with equal force to private
sector workers. In another remarkable letter to Hil-
lary Rodham Clinton, dated September 17, 1993,
which highlights the various benefits of a delay,
OPM's Director King writes, "I think that it is
important that the FEHBP population be given the
opportunity to see that national health reform is
working before they are transitioned to it."

Q. In other words, Members of Congress and fed-
eral workers and retirees are the last group sched-
uled to be in the Clinton health plan?

A. Right. They are not to come into the new sys-
tem until January 1998, after the regional alliances
are up and running in the states. And, if the
national test results on private sector businesses
and workers are not satisfactory, they might not
even come in at all.%*

Financing the Plan

The President says he can finance his health care
reform proposal without broad-based new taxes.
Few agree.

When the President first presented his financing
projections, Senator Daniel Patrick Moynihan, the
New York Democrat who is chairman of the

rescrubbed" them to make sure that they are cor-
rect.87 At the same time, the Clinton Administration
has agreed to cap new federal subsidies to small
businesses and low-income persons, instead of
financing health care services for these groups with
open-ended subsidies. This means that, in any
given year, if the pre-ordained cap on these federal
subsidies were exceeded, the Congress would have
to vote to have the taxpayers pick up the bill. If
Congress would not vote to cover the difference
between the cap and the excess amount, then the
subsidies would be reduced, the benefits cut or
health insurance premiums would have to be
raised 88

The Clinton health plan will be funded by a com-
bination of shifts of funding from federal programs
like Medicare and Medicaid ($189 billion) and
other government health programs ($40 billion) to
the new health care system. In addition there are to
be new taxes, including a one percent corporate tax
and new sin taxes ($89 billion), together with pro-
jected revenue gains in the form of increased taxes
from expected wage and profit increases ($71 bil-
lion). Total: $389 billion.

New spending over the same period includes a
new long-term care program ($65 billion), a new
Medicare drug benefit ($66 billion), new funding
for setting up the regional health alliances and pub-
lic health administration initiatives ($29 billion),
new subsidies for low-income workers and busi-
nesses ($116 billion), and deficit reduction ($58

Senate Finance Committee, dismissed them
as "fantasy" Barry Bosworth, a former eco-
nomic advisor to President Jimmy Carter and
a scholar at the Brookings Institution, said,
"This is a proposal that is not funded."®’
Likewise, Rudolph Penner, former director of
the Congressional Budget Office, remarked,
"It is financed by assumption-that you can
cut Medicare and Medicaid by very, very
large amounts, much larger than we've ever
cut them before. That does not sound very
plausible."8°

In response to both liberal and conserva-
tive skeptics, the President's team has revised
and refined the numbers, "scrubbed and

lew Tax Revenues

Tobacco TauNew
Corporate Tax

Federal Program Savings  |$40 billion

icai 65 billion |
Medicaid Caps $ ? : 5116 hiiliong e ————
fon| "Cushion"
: $124 billion, -
e : $45 billion. ,
: i lic HealthAdmin:
PORYNIPNRY  Public HealtvAdministration

Source: Congressional Testimany of Donna Shalala, Oct. 28. 1993,

Financing the Clinton Health Care Plan:
$389 Billion for 1894-2000
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billion). The Clinton team expects a revenue
loss of $10 billion from the tax deduction for
the self-employed; and the Administration is
also adding a $45 billion "cushion" to deal
with "behavioural effects that cannot be
modeled."®”

In addition, Medicaid and certain Medi-
care beneficiaries will be folded into the
new system, shifting costs from the current
federal programs into the coverage for these
populations in the regional alliances.

Q. Is the Clinton Administration's pro-
jected cost estimate of the comprehensive
health benefits package realistic?

A. A miscalculation of that cost will be
very expensive for Americans. The average
annual premium suggested by Clinton of
$1,932 for an individual and $4,360 for a

$12

Projected Costs vs. Actual Costs of
Medicare Hospital Insurance (Part A)

Bithons of Dollars

Lo i 1965 Projections §

| mwme Actual Costs

t

1966 1967 1968 1969 1970 1971 1972 1973 1974 1975

Heritage DataChart

family (revised slightly upward from Clin-
ton's September 7 draft estimates of $1,800
for an individual, $4,200 for a family) is supposed
to cover the generous benefit plan. In a comparative
analysis of the cost of various health care plans,
KMPG Peat Marwick, one of the nation's leading
financial consulting firms, noted that the initial cost
of the Clinton health benefits package for individu-
als and families ($1800 and $4200) comes closest to
the cost of standard health maintenance organiza-
tions (HMOs) in a small firm with fewer than 50
employees, $1866 for individual and $4,652 for
family coverage. Or for a firm with fewer than 200
employees, $1,718 for individual and $4,638 for
family coverage. It is less, however, than conven-
tional fee-for-service plans or most preferred pro-
vider organizations (PPOs) normally found in
private industry, regardless of the size of the firms.”
Because the new estimates differ only slightly, Peat
Marwick's initial analysis is still valid. If the Admin-
istration is too low in pricing of the standard plans,
the overall cost of the program will obviously be
much larger.

Q. Why are the Medicare and Medicaid spending
caps to finance the plan being greeted with so much
skepticism?

A. During the budget debate this year, Congress
already cut Medicare by $56 billion over the next

five years. It is hard to see how the Administration
could reduce another $124 billion in Medicare, as
well as $65 billion over the next few years from
Medicaid, without unacceptable reductions in the
quality and availability of medical benefits to the
poor and the elderly. Even liberals favorable to the
plan have grave doubts.

Q. Looking at previous health program projec-
tions, should taxpayers be confident about the accu-
racy of Clinton's estimates?

A. Far from it. The government constantly
underestimates health costs, usually by a large mar-
gin. When Medicaid was enacted in 1965, no one
predicted the fiscally ruinous cost explosions in that
public program. Likewise, when the federal govern-
ment in 1966, projected the cost of the new Medi-
care hospital program over the next five years, the
actual cost turned out to be double the projection.
More recently, when the Medicare Catastrophic
Coverage Act was repealed in 1989, one contribut-
ing factor was that the federal government's actuar-
ies had mis-estimated the true cost of the new
Medicare program, including the cost of the new
prescription drug benefit.

The Clinton Administration plans to include
such a benefit in its plan, and assures the public the
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cost will be no more than S65 billion, revised
downward from Clinton's September 7 estimate of
$72 billion.

Q. But isn't ending waste the real key to Clinton's
targets?

A. So the Administration says. Recall that the
Clinton Plan calls for a rate of increase in health
spending equal to the CPI by 1999. But it is hard to
imagine how the necessary savings can be realized.
Henry Aaron, a Brookings Institution scholar,
argues that under the proposed Clinton spending
limitations, "most savings would have to come from
changes in medical practice. Physicians would have
to administer fewer tests, hospitalize less often, do
less surgery and prescribe fewer medications.""

There is also little reason to think that arbitrary
spending limitations will eliminate "waste" in the
system. Research by Robert Brook and others at the
Rand Corporation suggests otherwise. If cutting
budgets squeezed out only waste, the proportion of
unnecessary or questionable procedures in coun-
tries with tight budgets, such as Britain and Canada,
would be much lower than in the United States. But
Brook's surveys indicate surprisingly little variabil-
ity between countries.”> Cutting budgets, in other
words, seems to eliminate fat and lean in roughly
equal proportions.

Setting and Enforcing a National Budget
for Health

Q. By how much does the Administration esti-
mate it will reduce health spending?

A. The Clinton Plan envisions the rate of increase
in health care spending being brought down to the
general rate of inflation by 1999.

To help achieve this, the Plan would constrain
the price of health insurance. For 1996, the rate of
increase for health insurance premiums is the con-
sumer price index-plus 1.5 percent; for 1997, it is
CPI plus 1; for 1998 CPI, plus 0.5; for 1999 and
thereafter, CPLY

The National Health Board calculates for each
regional alliance in the country, a "per capita pre-
mium target using the national baseline as a refer-
ence point.”” Dr. Stuart H. Altman, Chairman of the
Prospective Payment Assessment Commission, the

@ B

federal panel that reports to Congress on Medicare
hospital reimbursement, observes that using a CPI
target "would create a tighter spending control sys-
tem than that of any other nation.

Q. President Clinton seems to be making a fine
distinction between his proposed caps on health
insurance premiums, as a "back up" device, and
price controls on doctors and hospitals, pharmaceu-
ticals; and medical equipment -suppliers. Is the
President correct in making this distinction?

A. No. It is a distinction without a difference. He
is setting up a price control regime for the American
health care system, and the negative economic
effects are the same. In writing about the potential
impact of even a limited insurance cap, as a tempo-
rary device to get to a more competitive system,
Robert Shapiro, the Vice President of the Progres-
sive Policy Institute, a Washington think tank asso-
ciated with the moderate Democratic Leadership
Council, observes, "Government experts cannot
know in advance what markets can determine only
in practicenamely, the cost over the coming year for
the most efficient insurers and providers to deliver
their basic services. Health care reform itself will
make such determinations truly impossible, since it
will quickly bring about countless changes in med-
ical practices and treatment protocols, and upheav-
als in the insurance and provider markets
themselves. When the government's health care
accountants guess wrong and the rates they allow
cannot cover basic costs, the resulting pent-up price
pressures will reignite medical inflation once the
temporary cap is lifted. If the cap mechanisms were
to become permanent, it would amount to govern-
ment price controls for basic insurance, limiting the
power of economic competition to drive down
Insurance prices."97

Q. How will the National Board enforce the glo-
bal budget?

A. 1f a regional alliance in any state of the union
exceeds its official budget target, an "assessment"—
in other words a fine—is imposed on each plan
whose premium increase exceeds the inflation fac-
tor for the alliance. In addition, an assessment is
also imposed on the doctors and other health care
providers in the offending plans.”
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Q. How does this "assessment" work?

A. Fines on the offending health plans within the
regional alliance are to be a reduction in the pre-
mium charges of the plan proportionate to their
excessive spending. Fines on doctors and other
health care providers are to be levied in the form of
a proportional reduction in their reimbursement.””
Of course, it is possible that, in any given alliance,
increased spending could result from a nasty flu epi-
demic, a change in demography or the health status
of the covered population. Nevertheless, such
spending might be considered excessive under a
pre-ordained system of spending caps. And, the
federal government's enforcement mechanism is in
reality a system of fines controlling the prices of
physicians, hospitals, and other providers.

Q. It sounds as though the insurance companies
will be the organizations with the strongest incen-
tives to hold down costs.

A. Yes. Desperate to avoid the fines, insurance
companies will do everything they can to restrain
what they consider "unnecessary" medical prac-
tices, procedures, and diagnostic tests, and are
likely to curtail some necessary ones in the process.

Q. But won't the insurers therefore be even more
likely to deny claims than they are today?

A. Yes. Instead of reducing bureaucratic wran-
gling between doctors and hospitals and insurers,
the spending caps and threats of fines are likely to
make the companies more likely to question and
dispute insurance claims, whether or not they are
confined to a single form.

Q. What other powers do the state-based regional
alliances have to enforce their allotted portion of the
national health care budget?

A. They have serious powers to control budgets
and prices. These powers include negotiating and
regulating insurance premiums; preventing "high
cost" health plans (whose premiums exceed 20 per-
cent of the average premium) from even entering
and competing in "the market"; and setting fee
schedules, replete with balanced billing limitations,
on doctors and other health care providers.'%

Q. What if the corporate alliances outside the
regional alliances exceed their budget targets?

A. Corporate allowance face the same rate of
allowable health care spending growth as regional
alliances. After the third year of health care reform,
the corporate alliance must report its performance in
meeting its spending targets to the Department of
Labor. If a corporate alliance is unsuccessful in meet-
ing its spending targets in any two out of the previ-
ous three years, the corporate alliance will be
dissolved and the Secretary of Labor will require the
company's employees to purchase their health insur-
ance from another corporate alliance or from among
the approved health plans in a regional alliance.'*!

Conclusion

Despite all the rhetoric about the need for
reform to control rapidly rising health costs, the
Clinton Plan fails to even address the root cause of
the American health system's problems. That root
cause is the perverse incentives and other conse-
quences of the tax-supported, employer-based
third-party payment system.'%? Because some third
party-insurance companies, or the government
through Medicare and Medicaid—generally pays
most medical bills. Consumers have little incentive
to keep costs down. They do not seek to avoid
unnecessary or overly costly benefits, or to avoid
care when the costs exceed the benefits. Even more
important, because consumers lack concern over
costs, health care providers do not compete to
reduce costs, but rather primarily only to increase
quality, unlike a normal market where providers
compete on the basis of both cost and quality. For
the same reasons, innovators and developers of
new technology focus as well on increasing quality
rather than reducing costs.

The President is right to address the public con-
cerns about security and his plan attempts to make
health insurance portable. One of the anomalies of
the American health insurance market is its utter
lack of portability in plans and benefits. If Ameri-
cans change jobs or lose jobs, or move from one
region of the county to another, they do not lose life,
homeowners, automobile, or any other kind of
insurance-they only lose their health insurance. In
an age when more women are entering the work-
force, when young professionals are changing
careers, and there is much higher mobility in both

L\
oy \

“Heritage “Foundation,

page 24

LEADERSHIP FOR AMERICA



Talking Points

November 19, 1993

the job market and the country at large than ever
before, this is absurd social policy. But there is a spe-
cific reason for it: Americans get tax relief for the
purchase of insurance only if they get their insur-
ance through the place of work.

Congress could correct this problem by changing
the tax code and making the tax treatment neutral
with regard to health insurance. This means giving
Americans tax relief, in the form of tax credits or
vouchers for low-income workers, for any health
plan irrespective of where they work. In other
words, the tax benefits for obtaining health insur-
ance would apply to plans other than those
obtained through an employer. This would permit
families to keep the same plan, without tax penalty,
from place of work to place of work. This would
assure true portability and security in the American
health care system.

Congress could enhance this tax change by
allowing workers and their families to have the
same tax relief for out-of-pocket spending, or for
contributions to a medical savings account (or
"medical IRA,") for the routine payment of medical
services. This would encourage families to purchase
higher deductible policies and save substantially on
annual premiums. Legislation to effect these tax and
insurance changes is being sponsored in the Senate
by Republicans Don Nickles of Oklahoma, Orrin
Hatch of Utah, and Connie Mack of Florida, and in
the House by Congressman Cliff Steams, the Florida
Republican.

While the Clinton Administration claims it is
promoting choice, it is comparing its range of
choice with that provided by private businesses and
corporations, which in reality is either little or none.
Likewise, the choices offered to Americans in the
Clinton Plan are limited choices. While employees
are guaranteed a choice of at least three plans, they
are three plans all offering the same standard bene-
fits, with the limited variations in copayments and
deductibles set, not by the market, responding to
consumer choice, but by bureaucracy. In some
areas, three choices are likely to be all some Ameri-
cans get. And if they happen to live in states which
adopt a singlepayer system, as they are explicitly
encouraged to do in the Clinton Plan, they will end
up having no choice of health plan at all.

L\
e A

The Clinton health plan does not guarantee
Americans full portability in their health insurance.
If an employee moves to another region of the coun-
try for more than six months, he must sign up with
another regional alliance and select another plan;
otherwise he will be enrolled by regional alliance
officials, and his health plan will be governed by the
same set of rules and regulations, plus government
spending targets and government "quality" stan-
dards, all of which are insulated from the dynamism
of a real market. He will not likely be insulated from
the machinations of state politicians, running or
regulating his alliance.

In effect, the Clinton Administration is imposing
a top-down, command-and-control system of glo-
bal budgets and premium caps, a superintending
National Health Board and a vast system of govern-
ment sponsored regional alliances, along with a
panoply of advisory boards, panels, and councils,
interlaced with the expanded operations of the
agencies of Department of Health and Human Ser-
vices and the Department of Labor, issuing innu-
merable rules, regulations, guidelines, and
standards. But virtually all of the perverse incentives
of the current system are to be left in place, while
the Administration is expanding coverage for the
millions who are uninsured. This amounts to a
stimulation of demand, combined with a constric-
tion of supply. This is akin to turning up the heat on
a pressure cooker, while clamping down on the lid.
At some point, the lid will blow and the costs of the
system will skyrocket in bigger deficits and even
higher taxes.

There is a better way. By introducing real con-
sumer choice into the system, and forcing insurance
carriers to compete for their dollars in a genuine
market, Americans can reform their system in a dra-
matic and positive fashion. By changing tax policy
and reversing the perverse incentives that drive
costs up, Americans not only can extend coverage
to their uninsured fellow citizens, they can also
maintain and improve the high quality characteris-
tic of America's private health care delivery system.

—Robert E. Moffit, Ph.D., is Deputy Director
Domestic and Economic Policy Studies at The Heritage
Foundation.

“Heritage “Foundation,

LEADERSHIP FOR AMERICA

page 25



Talklng POlntS November 19, 1993

10.

11.

12.

Endnotes

"Kill or Cure?" The Economist, September 25, 1993, p. 31. The Washington Post observed, "To a large extent, what you find
this New Democrat doing is federalizing the health care system by another name." "The President's Health Care Plan,"
editorial, The Washington Post, October 28, 1993.

See Testimony of Donna E. Shalala, Secretary of Health and Human Services, before the Senate Committee on Finance,
October 28, 1993. Since Secretary Shalala's testimony, Administrations officials have been trying to clarify the nature of the
premium increases. Ken Thorpe, Deputy Assistant Secretary for Planning and Evaluation at the Department of Health and
Human Services, explains that 60 percent of those with insurance would be getting more in benefits, but paying less; 20
percent would pay more and get more benefits; and the remaining 20 percent, mostly younger and healthier people,
would pay more and get fewer benefits. Leon Panetta, Director of the Office of Management and Budget, has since revised
the estimate downward, saying that 30 percent, not 40 percent, would pay more for health care.

See Michael Tanner, "As Washington Dithers, States Reform Health Care," Heritage Foundation Backgrounder, No. 868,
November 27, 1991, pp. 11-12.

"A Cure For Health Care," The Economist, September 25, 1993, p. 17.
Robert Pear, "Clinton Scrambles to Find Financing for Health Plan," The New York Times, September 12, 1993.

For the Clinton Administration's account of the financing of the health reform, see: Testimony of Donna E. Shalala,
Secretary of the Department of Health and Human Services, before the Senate Committee on Finance, October 28, 1993.
For the Clinton Administration's account of its original cost estimates, the source of so much controversy in September
and October of 1993, see: The Clinton Administration Description of President's Health Care Reform Plan, "American
Health Security Act of 1993," dated September 7, 1993, obtained by the Bureau of National Affairs (BNA), September 10,
1993; hereafter cited as Clinton Draft.

Quoted by Clay Chandler, "Health Care Costs a Long Term Headache," The Washington Post, October 17, 1993, p. Al.

When Clinton's original savings and cost estimates surfaced in September 1993, this concern was expressed by Henry
Aaron, a Brookings Institution scholar and a friendly critic of the Clinton Administration's plan. Aaron argued that even if.
physicians' salaries were to be cut by 20 percent; all pharmaceutical industry profits were to be eliminated; all "defensive
medicine" were to be eliminated; all plausible paperwork savings were to be achieved; and double the numbers of
Americans were to be shifted into salaried staff Health Maintenance Organizations (HMOs), the Administration would
have achieved only half its projected savings. Thus, Aaron concluded that for the Clinton team to reach their budget
targets, they would have to cut care. See Henry Aaron, "At Last, a Solid Plan. Now, to Make it Work," The New York Times,
September 22, 1993,

For the details of the Heritage Foundation's Consumer Choice Health Plan, including an econometric analysis of its tax
and insurance changes, see Stuart M. Butler, "A Policy Maker's Guide to the Health Care Crisis, Part 11: The Heritage
Consumer Choice Health Plan," Heritage Foundation Talking Points, March 5, 1992. See also Stuart M. Butler and Edmund
E Haislmaier, eds., A National Health System For America (Washington D.C.: The Heritage Foundation, 1989).

According to survey research on the subject of the quality of their health care, Americans generally tend to give the system
high marks. Some 84 percent of Americans are either "very satistied" or "somewhat satistied" with the quality of care they
have received from doctors and other health care providers. This high level of satisfaction has remained steady over many
years. For a detailed summary of several reputable surveys on this and other key aspects of the current health care reform
debate, see Scott Daniels and Melinda Prosser, The Pollster: Public Opinions About Health Care Reform (Washington, D.C.:
The Family Research Council, 1993).

For an extended discussion of the relationship between federal tax policy and the health insurance market see Stuart M.
Butler, "A Policy Maker's Guide to the Health Care Crisis, Part I: The Debate Over Reform," Heritage Foundation Talking
Points, February 12, 1992; Stuart M. Butler, "A Policy Maker's Guide to the Health Care Crisis, Part II: The Heritage
Consumer Choice Plan," Heritage Foundation Talking Points, March 5, 1992; Edmund E Haislmaier, "A Policy Maker's
Guide to the Health Care Crisis, Part IV: The Right Road to Health Insurance Reform," Heritage Foundation Talking Points,
November 5, 1992; and Stuart M. Butler, "Why Employer Provided Health Insurance is Bad For Your Health," Audacity,
Fall 1993, pp. 6-15.

See Clinton Draft, p. 3. "The Clintons intend slim, efficient agencies—but the National Health Board will have the power
to issue guidelines to doctors that would make Al Gore's ashtray specs seem simple. Their health alliances will control
more money than most states, with less accountability. Their 'employer mandates' will be much harder on small business
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than a plan that moves toward individual responsibility through tax credits." Joe Klein, "Scenes From A Marriage,"
Newsweek, October 4, 1992, p. 52.

For a full account of the specific statutory powers of the National Health Board, see, Health Security Act, Title I, Subtitle F
Section 1503. "General Duties and Responsibilities." See also Section 1505, "Powers"; these powers include the authority
to appoint such staff "as are necessary" to carry out its functions, to contract with other persons or agencies, to establish
advisory committees, to acquire information from any federal department or agency. Its power also includes a broad
delegation of authority and a broad rule-making authority. In the original September 7th draft of the Clinton Plan, the
National Health Board was to be established as an independent agency, much like the Federal Reserve Board. See Clinton
Draft, p. 42.

See, in particular, Health Security Act, Title I, Subtitle E Sections 1151, 1152, 1153, 1503, 1505, 1511, 1512.

Health Security Act, Title I, Subtitle B, Section 1152(b).

Health Security Act, Title VI, Subtitle A, Section 6003(c)(3). According to the original Clinton Draft of September 7th, the
authors of the Plan charge the National Health Board as follows: "The National Health Board develops a methodology for
making such adjustments, using commonly accepted actuarial principles. Demographic changes considered include, at a
minimum, age and gender." Clinton Draft, p. 94.

Health Security Act, Title V, Subtitle A, Section 5003(c)(1). It is ironic that HCFA is still in the tedious process of
implementing an enormously complex fee control system for Medicare called the Resource Based Relative Value Scale
(RBRVS), which explicitly excludes the role of "quality" of medical services as a factor in the reimbursement rate for
physicians. Indeed, while the architects of the RBRVS maintain that a "quality index" would be desirable, they
acknowledge the inherent difficulty of creating such a measure. See Robert E. Moffit, "Comparable Worth for Doctors:

A Severe Case of Government Malpractice," Heritage Foundation Backgrounder No. 855, September 23, 199 1; Robert E.
Moftit, "Back To The Future: Medicare's Resurrection of the Labor Theory of Value," Regulation, Vol. 15, No. 4 (Fall 1992),
pp. 54-63.

Health Security Act, Title I, Subtitle E Section 1572(b)(2). In the original September 7th Draft, the National Health Board
itself exercised the investigatory and publishing responsibilities concerning "unreasonable" prescription druge prices. See
Clinton Draft, p. 43.

Clinton Draft, p. 46.

"Statement of Hillary Rodham Clinton," Hearings on the Clinton Health Care Proposal before the House Energy and
Commerce Committee, September 28, 1993, Transcript 1.D.: 992998.

Health Security Act, Title I, Subtitle C, Section 1201. "General State Responsibilities."

Health Security Act, Title I, Subtitle C, Section 1200(b)(2).

Health Security Act, Title I, Subtitle E Section 1513(b).

Health Security Act, Title L Subtitle F, Section 1523(a) and (b). It is worth noting that in the September 7th Clinton draft,
any recalcitrance or inability on the part of a state was to be handled by the Secretary of the Treasury. In the earlier draft,
the National Health Board was to notify the Secretary of the Treasury, as well as the Secretary of HHS, of a state's reluctance
or inability to comply with the timetable or the rules governing the establishment of the new health system, and the
Secretary of the Treasury was empowered under those circumstances to levy a payroll tax sufficient to allow the federal
government to provide the comprehensive health care coverage to all individuals in the state and to reimburse the federal
government for the cost of the intervention. In other words, any failure by state officials was to lead to a tax on business.
See Clinton Draft, p. 47.

Health Security Act, Title I, Subtitle C, Section 1202(b)(3). This proposed bill language is fully consistent with the anti-
competitive spirit of the September 7th draft: "States may establish one, and only one, regional alliance in each area."
Clinton Draft, p. 50.

See Health Security Act, Title I, Subtitle C, Section 1223, "Special Rules for States Operating State Wide Single Payer
System."

Steven Pearlstein and Dana Priest, "In Scope and Vision, Health Plan Defines Clinton Presidency," The Washington Post,
October 28, 1993.

Health Security Act, Title I, Subtitle C, Section 1202(b)(5).

Elizabeth McCaughey, "Health Plan's Devilish Details," The Wall Street Journal, September 30, 1993.
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Richard Grenier, "HRC And the Ecstasy of Coercion," The Washington Times, October 6, 1993.

For an analysis of community rating, see Edmund E Haislmaier, "A Policy Maker's Guide to the Health Care Crisis, Part IV:
The Right Road to Health Insurance Reform," Heritage Foundation Talking Points, November 5, 1992, pp. 7-8.

Sarah Lyall, "Some Health Insurance Bills Are Rising Under New Law," The New York Times, March 31, 1993.
Ibid.
Health Security Act, Title T Subtitle F, Section 1541(b)(2).

In the September 7th Clinton draft, the authors of the Health Security Act envisioned the National Health Board granting
a waiver to the several states or the regional alliances if they were to demonstrate that their "proposed system is at least as
effective and accurate as the model system." See, Clinton Draft, p. 84. Wisdom is top down, not bottom up.

Health Security Act, Title I, Subtitle C, Section 1203(a)(2).
Health Security Act, Title I, Subtitle C, Section 1203(d)(2).
Health Security Act, Title I, Subtitle C, Section 1204(c)(2).

Health Security Act, Title I, Subtitle C, Section 1205. Note the difference between the proposed bill language and the
language of the September 7th Clinton Draft, which specifically forbids a state payroll tax on employers to finance extra
benefits. See Clinton Draft, p. 54.

See Health Security Act, Title I, Subtitle D, Sections 1321-1329. Weeks before the details of the Clinton Draft were leaked,
the Washington Post editors perhaps best described the emerging character of the regional health alliances: "In theory it
sounds like a private sector solution. But in practice, the health alliances would likely be as much public as private
agencies-the government's regulated surrogates. The supposedly private health care competition across the country would
be publicly contrived." "The Health Care Debate," editorial, The Washington Post, August 16, 1993.

See Health Security Act, Title I, Subtitle D, Section 1351(d) and Section 1352(b).

These proposed statutory limitations are designed to prevent "conflict of interest." See Health Security Act, Title I, Subtitle
D, Section 1302(c).

"White House Expects 50,000 New Jobs in Health Alliances," Inside the White House, October 28, 1993, p. 3.

Health Security Act, Title I, Subtitle D, Section 1325(b). Critics of the alliance concept are concerned that the chief effect of
Clinton's "managed competition" will be an artificial constraint on the supply of health plans,restricting the entry into the
market, thus creating, in the view of Dr. Walter McClure, President of the Minnesota-based Center for Policy Studies, an
"unsound" market. The likely result of such a system is the restriction of the market to a few giant insurance companies in
each geographic region of the country. Transforming the insurance market into a system of cartels, dominated by huge
insurance magnates, is not likely to be what ordinary Americans have in mind when they think about health care reform.
As columnist Charles Krauthammer writes, "These state run cartels will determine the priority and necessity of every
conceivable service of every conceivable medical provider." Charles Krauthammer, "Costly, Confusing Deception," The
Washington Post, September 24, 1993.

Clinton Draft, p. 60; Health Security Act, Title I, Subtitle E, Section 1402(c).

Health Security Act, Title I, Subtitle E, Section 1402(a)(2).

See Health Security Act, Title IX, Subtitle C, Section 9201. "Borrowing Authority to Cover Cash Flow Shortfalls."

Other institutions that may form their own special alliances are the employee-run Taft Hartley Plans, rural electric and
telephone cooperatives, and the United States Postal Service. New rules governing Taft-Hartley plans are not to penalize
collective bargaining agreements. For the powerful postal unions, whose members are now enrolled in the Federal
Employee Health Benefits Program (FEHBP), this is an attractive offer from the Clinton Administration; for it separates
them out for special treatment from the rest of federal workers whose unique consumer-driven health care program will be
dissolved on December 31,1997, after the Clinton Plan's regional alliances are up and running in every section of the
country.

See Health Security Act, Title I, Subtitle F, Section 1591.

If an employer changes enrollment from a "corporate alliance" to a regional alliance, and his employees have above average
risks, according to official calculations, then the employer pays an extra monthly "assessment" to the regional alliance in an
amount equal to one-twelfth the "excess amount" for the year. Health Security Act, Title VI, Subtitle B, Section 6124(b)(1).
McCaughey, op. cit.

Ibid. Note also that under Title I, Subtitle E, Section 1422, no insurance company can offer individuals a supplemental
health benefits policy that "duplicates" any coverage provided in the "comprehensive benefits package."
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Tom Morganthau and Mary Hager, "The Clinton Cure," Newsweek, October 4,1993, p. 39.

The concern about the future of the traditional doctor-patient relationship bridges the philosophical spectrum. Professor
Melvin Konner of Emory University, a forceful advocate of a Canadian-style national health insurance system, writes of the
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Konner, "If Insurers Win, We Lose," The New York Times, October 4, 1993. Drs. David Himmelstein and Steffie
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modest income individuals who have a history of illness, where a physician's specialized knowledge of a person's
condition from long attendance is crucial to good care. As Morganthau and Hager observe, "restricting or eliminating
choice of doctor can be very threatening for those with serious medical conditions, and it can undermine the quality of
care." Morganthau and Hager, op. cit., p. 43.

Health Security Act, Title I, Subtitle D, Section 1322(c)(3).
Health Security Act, Title I Subtitle E, Section 1406(d)(1).

Health Security Act, Title I, Subtitle D, Section 1322(d)(1). While the Clinton Plan is erecting the framework prospective
budgets, fee schedules and price caps in the regional alliance system, it is also extending the price control system for
doctors in the federal Medicare program. The proposed legislation imposes "mandatory assignment" for all Medicare Part B
services; this means that all doctors treating Medicare patients must henceforth accept the Medicare approved payment for
all such medical services. See Health Security Act, Title IV, Subtitle A, Section 4032.

Health Security Act, Title I, Subtitle B, Section 1127. Under Title VII, Subtitle B, Section 7201, the tax exclusion for any
employer provided coverage beyond the government's comprehensive benefit package is abolished, effective January 1, 2003.

See Health Security Preliminary Plan Summary (Washington D.C.: United States Government Printing Office, 1993). p. 10.

See Section 1116. Though this language is deliberately vague, angering "abortion rights" supporters in Congress, Hillary
Rodham Clinton has made it clear that abortion is to be included in the Administration's comprehensive health benefits
package. The Clinton Plan includes a "conscience clause" (Section 1162) for doctors and hospital personnel who would be
morally opposed to participation in abortion, though such a clause does not extend to employers and employees'
compulsory financing of abortion through federally regulated health insurance. For an excellent description of the politics
of mandatory abortion coverage, see Rochelle Sharpe, "Abortion Coverage Looks Like the Most Bitter Pill for Some in
Prescription for Health Care Reform," The Wall Street Journal, May 11, 1993.

David Durenberger and Susan Bartlett Foote, "Medical Technology Meets Managed Competition," The Journal of American
Health Policy, May/June 1993, pp. 24-25.

Ibid.

Jeremy Rosner, "A Progressive Plan for Affordable, Universal Health Care" in Will Marshall and Martin Schram, eds.,
Mandate for Change (Washington, D.C.: The Progressive Policy Institute, 1993), p. 122.

See Paul Rubin, "Regulatory Relief Or Power Grab: Should Congress Expand FDA's Enforcement Authority?" Heritage
Foundation Backgrounder No. 900, June 11, 1992.

Health Security Act, Title VI, Subtitle B, Section 6123.

Health Security Act, Title VI, Subtitle B. Section 6104. Families with incomes below 150 percent of the poverty level, or
$21,525 for a family of four, are eligible for federal subsidies to help them pay for their share of out-of-pocket costs and
insurance premiums. According to the September 7 Clinton Draft, the subsidies for low-income people who file tax
returns are to be handled through the tax code. Individuals and families declare their estimated income for the purpose of

getting the subsidy. At the end of the year, they reconcile any difference with the filing of their tax returns. See Clinton
Draft, p. 227.

The new federal government fund is established under the Health Security Act, Title I, Subtitle D, Section 1396(c). In effect,
the proposed legislation creates the equivalent of a Federal Deposit Insurance Corporation (FDIC) for the corporate alliances.

Health Security Act, Title VI, Subtitle B, Section 6131.
Dick Thompson, "Prognosis: Fewer Jobs," Time, September 6, 1993, p. 32.

See June and David O'Neill, The Impact of a Health Insurance Mandate on Labor Costs and Employment: Evidence
(Washington, D.C.: Employment Policies Institute, 1993).
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"EBRI Report Projects Job Losses Likely Under Health Care Reform," Daily Report For Executives, The Bureau of National

Affairs, October 26, 1993. The EBRI researchers also note that the health care sector of the economy has contributed to a
significant increase in new jobs in the general economy. The report is entitled "The Role of the Health Care Sector in The
U.S. Economy (EBRI Issue Brief No. 142).

"Jobs Impact of Clinton Reform Plan Expected to Be Small, Officials Say," Daily Labor Report, Bureau of National Affairs,
October 2, 1993.

Health Security Act, Title VI, Subtitle B, Section 6124. As Alain Enthoven, professor of management at Stanford University
and an academic champion of the "managed competition" school argues, the Clinton plan "virtually forces" large
employers into the state-based regional alliances: "At this level, the whole U.S. population would purchase care through
the regional health alliances, making them virtually the only customer in the market." Alain Enthoven, "A Good Health
Care Idea Gone Bad," The Wall Street Journal, October 7, 1993.

Nevertheless, workers and businesses could still pick up an estimated $12.4 billion in extra costs, because the true cost of
health care for these older workers is higher than that of the working population; and these costs would be blended into
the community-rated insurance system. Estimates are based on a November 10, 1993, telephone communication with Mr.
Roland McDevitt of the Wyatt Company, a leading benefits consulting firm based in Washington, D.C.

Health Security Act, Title VII, Subtitle A, Section 7142.

For a detailed discussion of the FEHBP, see Robert E. Moffit, "Consumer Choice in Health: Learning from the Federal
Employee Health Benefits Program," Heritage Foundation Backgrounder No. 878, February 6, 1992.

Health Security Act, Title VIII Subtitle C, Section 8202. "FEHBP Termination." It is perhaps noteworthy that Mohammad
Akhter, the Washington D.C. Public Health Commissioner, thinks that the best health care delivery alternative for the
residents of the District of Columbia would be a single-payer, Canadian-style system. The District government, just like
states, would be able to set up its own alliance system, a single alliance, or a single-payer system. Congressman Fortney
"Pete" Stark, the California Democrat and a leading advocate of a single-payer system in Congress, discussed the matter
with Akhter and agrees that such a model would be "far more efficient for the District." See Amy Goldstein, "Canada Style
Health Plan Proposed for District," The Washington Post, October 8, 1993.

"Originally, White House sources said FEHBP would be dismantled because the administration did not want the public to
think that civil servants, members of Congress and congressional staff were receiving special treatment or that the Clinton
health plan was not good enough for them." Stephen Barr, "Administration Drops Plans to Phase Out Health Benefits,"
The Washington Post, November 2, 1993.

For an extended discussion of this sensitive question, see Robert E. Moffit, "Why Federal Unions Want to Escape the
Clinton Health Plan," Heritage Foundation Backgrounder No. 953, August 4, 1993.

See Stuart M. Butler, "Why The Clinton Administration Will Be Exempt From The Clinton Health Plan," Heritage
Foundation Executive Memorandum No. 369, November 9, 1993. The temporary exemption of federal workforce is
comprehensive. Under Section 8201 of Title VIII, Subtitle C of the Health Security Act, the definition of employees and
annuitants is the same as that given in current law, namely Section 8901 of Title 5, United States Code. Section 8901 of
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employee of the District of Columbia employed before October 1, 1989, employees of Gallaudet College, and even staff
members of former Presidents and Vice Presidents. It does not include employees of the United States Postal Service.

Robert Rankin, "Whether We Can Pay For It Depends on Whom You Believe," The Orlando Sentinel, September 23, 1993.
Ibid.

See Testimony of Donna E. Shalala, Secretary of Health and Human Services, before the Senate Committee on Finance,
October 28, 1993, p. 12. In the meantime, the President has insisted that reputable outside actuaries and private sector
specialists have reviewed his numbers. This means less than meets the eye, however. Richard Helms, an executive of the
Principal Financial Group of Des Moines, Iowa, was one of the seven actuaries President Clinton referred to in his
September 22, 1993 address to Congress. Helms has not been so sanguine about the thoroughness of their verification of
the numbers. "If it gave someone the impression that we looked at all of the numbers in fine detail and signed off on
them," said Helms, "it was potentially misleading." See David Wessel and Rick Wartzman, "To Find Out Whether Clinton
Numbers Add Up in Health Plan, Ask People Who Crunched Them," The Wall Street Journal, October 1, 1993.

Dana Priest and Spencer Rich, "Clinton Plans Strict Limits On Subsidies in Health Plan," The Washington Post, October
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Shalala, op. cit.
"The American Health Security Act: Summary and Analysis," KPMG Peat Marwick, September, 1993, pp. 40-41.
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Henry Aaron, op. cit.
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