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ED HOMARD: Today we're going to look at sonmething that
| " m pl easantly surprised to note seems to be getting more and
more attention these days, which is ways we m ght get all
Anmericans or almost all quality, affordable health insurance.
And the Alliance certainly has no higher priority than to help
to foster this discussion.

Last Friday yet another democratic presidential
aspirant, John Kerry announced his plan, his blueprint for
expandi ng coverage. That puts himw th several rivals in the
company of having a comprehensi ve plan showi ng how they woul d
respond to neet this pressing domestic chall enge.

We expl ored a number of approaches that have attracted
policymakers’ attention in our programtwo weeks ago on this
subj ect right here in this very room And today we're going to
|l et the analysts and experts, at | east several very prom nent
ones, have a crack at the same topic. One of those panelists on
May 5'" pointed out that nmore Anericans are worried today about
payi ng for healthcare than are worri ed about paying their rent
or mortgage or about losing nmoney on the stock market or about
terrorist acts. The question is will that concern transl ate
into policy change.

Now our panel to help us explore that question is first
rate and I'mreally | ooking forward to that dialog. And |I'd

like to start by recognizing the President and Founder of ESRI,

one of the nost respected health econom sts in the country, Dr.
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Jack Meyer. Jack.

DR. JACK MEYER: Thank you, Ed and thank you and the
Al'li ance for arranging for and hosting this fine event.

Three years ago nmy non-profit research institute got a
grant from the Robert Wbhod Johnson Foundation to | aunch a
program that we call Covering America. The purpose of this
program is to lay out conprehensive, detail ed blueprints to
reduce the number of uninsured and increase access to health
coverage, healthcare for many Anmericans and to do that across a
wi de spectrum representing the full range of philosophical and
political thinking in this area. It’'s a non-partisan exercise.

In addition to comm ssioning these proposals, which
resulted in the two books you saw as you came in and a third
one will be published in Septenmber, we’'ve also instituted a
seri es of design briefs with the different components or
bui | di ng bl ocks of any health reform plan and published a
seri es of papers on that. And some issue briefs that are timely
t hat represent our commentary and techni cal assistance in areas
that the Congress and the Adninistration are working on.

For exanmple, we were very involved in some background
bri efings and issue briefs on the trade adjustment assistance
heal thcare tax credits that were enacted last year and conti nue
to work in that area.

So we try to lay out comprehensive visions of long term

reform but al so help Menbers of Congress and their staffs and
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people around the country in the states as they work on

i ncremental reform This project is guided by a fine advisory
panel and many of you know some of these folks |ike Judy Feder
and Mar k Paul ey [m sspelled?] and Alice Rivlin and two of our
panelists, Len and Bob and several others who have sat with us
for three years and hel ped guide the work and review all the
proposal s.

The final point that | want to make is in many ways the
most i mportant. And that is we have been working with and the
Robert Wbod Johnson Foundation comm ssioned the Lewin G oup in
general , but more specifically John Shields to model all of
t hese proposals, at |east the first ten that appear in volume
one and determ ne their impact on coverage. How many people
woul d be newly insured? What would be the cost of that? Howis
that cost distributed, distinguishing between the federal
government’'s costs, costs imposed on state governments or
savi ngs, and costs in the private sector. Now this would be
probably the most heroic and ambitious example of trying to
subj ect such a wi de range of proposals to reduce the number of
uni nsured to the discipline of good nmodeling. And we anticipate
com ng out with John's volume in the next few months and maki ng
it avail able to people on the Hill and in the Executive Branch
and around the country.

So again I'’m |l ooking to the dialog. |I thank Ed and both

senators for their hosting of this and thank you for including
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us.

ED HOMARD: All right, Jack. Thanks very nmuch. | should
poi nt out there is in your materials an excerpt fromthe, |
guess it’'s fromvolume two of the papers that Jack was
referring to, the G een Reform Plan conpari son. There is a
chart that | find one of the most useful tools that | have cone
across in trying to figure out what the differences are between
different approaches. What their strengths and weaknesses are.
What you really have to come to grips with if you are going to
tal k about this in anything but vague generalities.

So let’s get to our, to our panel. | apol ogize in
advance both for the time we've allotted to themto expound on
fairly conplicated proposals and for the briefness in the
i ntroductions that they’'re going to get. There are biographical
sketches in your materials that I commend to you. And | al so
want to send along the regrets of Uwe Reinhardt who is nursing
something his wife is very relieved to report is just a very
bad cold. Many of you know of the annual conference that he and
Stewart Altman [m sspelled?] host at Princeton each spring.
This year it was | ast Thursday and Fri day and Uwe was nowhere
in sight at his own conference. And | talked to himthis
mor ning. He wanted all of you to know he was very sorry to m ss
t he di scussion. He al so wanted nme to pass along his conviction

t hat until nore people vote who are either uninsured or worried

about being uninsured, mounting sone sort of comprehensive
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solution is going to be very, very difficult. And, of course,
he said that in ways that are much more memorabl e and el oquent
than | can capture. But | thought | wanted to get that idea
across and we wi sh hima speedy recovery.

Our first speaker is Elliot Wcks who is a Senior
Fel |l ow at the Econom c and Social Research Institute and a
Seni or Consultant with Health Management Associ ates, a M chi gan
based consulting firm EIliot specializes in the analysis of
policy reforms to help bring affordable health coverage to more
Anericans, especially workers in small firms. He’'s an expert on
arrangement s of pool purchasing of health coverage. He recently
directed a project to investigate the barriers of success,
barriers to success, rather, of health purchasi ng cooperatives
He’' s got a wi de range of experience in both private and state
government al sectors. He holds a PhD in econom cs and soci al
policy from Syracuse University. And we' Il hear from him not
only about healthcare, but whether or not Syracuse ought to
join the ACC. [Laughter] Right, ElIliot?

ELLI OT WCKS: That’'s right. Thanks Ed.

| want to describe to you a plan for universal coverage
t hat was devel oped by me and ny col |l eagues, Jack Meyer and
Sharon Silow Carroll at the Econom c and Soci al Research
Institute. In developing this proposal we had certain

objectives in mnd. First of all we wanted to assure that we

really had universal coverage and we see that as having two
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elements. First, we want to make sure that nobody is ever

wi t hout coverage. And secondly, sort of a corollary to that
that all providers get paid for all necessary services they
provide. There is no unconpensated care in this system

We also wanted to retain the best el ements of the
present system For exanple, most promnently we wanted to
build on the enpl oyer-based systemthat we already have. And we
wanted to also use private health plans and competiti on among
t hose health plans as a way of ensuring that we have some
control over cost.

And finally, we wanted to i mprove the horizontal and
vertical equity of the present system The present system gives
people different |levels of benefit, that is those who are
subsidi zed. Different | evels of benefits dependi ng on what
state they are in, what programthey are eligible for, and we
view this as being highly inequitable. And we al so wanted to
ensure that the systemwas financed in a way that was fair. And
we think that we have cone up with ways of achieving both of
t hose objectives.

The first task is how to make coverage affordabl e.
Clearly that's the key problem for most people who don’t have
coverage. And we propose to do this through tax credits. These
credits would be available to everyone, but the

[unintelligible] of the credit would be based on income.

For exanpl e, those people below the poverty level would
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have a credit sufficient to buy the equival ent of current

Medi cai d coverage. Peopl e above the median i ncome woul d al so
get a credit even though one could argue they don't necessarily
need it but we’'re proposing to do that because we're going to
take away something else that you'll see in a m nute. W would
give thema tax credit equal to the amount that they, that the
average person above the median i ncome now gets in the way of a
tax relief by not having to pay tax on a prem um contributed by
the empl oyer. That approxi mates a couple of years anyway ago;

it did when we wrote this, seven hundred dollars for an

i ndi vi dual and fifteen hundred dollars for famlies. So that
woul d be the credit for the people above the median i ncome. And
then those that are between the poverty | evel and the nmedian

i ncome would have graduated credits, gradually going from what
they get for Medicaid equi valent coverage to what the nmedian

i ncome people get.

Now because, in order to make this really truly
affordable, you, you have to make sure that people have the
money when they need to pay the prem uns and we would, that
woul d mean that we woul d make these tax credits advancable,
that is be paid not at the time you pay your tax but over the
year. And they would al so be refundable so that if the amount
of tax liability is less than the credit, people would still

get the full anpunt of the credit.

As | suggested earlier, we would also change the
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present subsi dy program that’'s avail able to everybody, that is
t he exemption of the prem um paid by the enployer from
taxati on, so we would make all prem ums paid by enmployer

t axabl e as ordinary incone to the individual.

Because this programis designed to give credits to
everyone sufficient to afford coverage, we would essentially
elimnate the nmain conponents of Medicaid and the SCHIP
programs because they’'re no longer necessary. Now obvi ously
some el enents of Medicaid would need to be retained. The | ong
termcare portion and other elements to deal with those who
have special needs but the subsidy just to hel p peopl e buy
coverage woul d be elimnated because it’'s replaced by the
credit of the, through the income tax system

The second, after assuring affordability, the second
task is to ensure availability of insurance. Therefore, to
facilitate this we would require that employers offer coverage.
Not that they pay for coverage that would be their choice just
as it is currently. We would expect many to do so. But the
requirement woul d be that everyone offer coverage. Since most
people get coverage at the workplace this would make sure that
everyone who is empl oyed could get coverage through their
wor kpl ace

We woul d al so require states to establish what others

have cal led i nsurance exchanges. W' ve adopted that | anguage

because the | anguage we used was not very, very felicitous. But

1, . . . _
kaisernetwork.org makes every effort to ensure the accuracy of written transcripts, but due to the nature of transcribing recorded
material and the deadlines involved, they may contain errors or incomplete content. We apologize for any inaccuracies.



Alliance for Health Reform and ERSI: 10
Roadmaps to Coverage — Exploring Options for the Uninsured

5/19/03

essentially these are |i ke purchasing cooperatives or health
marts or other simlar organizations that are, that contract
with health insurers and then offer coverage through this
entity, which facilitates the process of marketing and paying
premums and so forth, collecting premums and then paying the
i nsurers.

We woul d require that certain firms participate; nanely
the smallest firms, those with fewer than ten enmpl oyees. And
there are several reasons for doing this but the most, one of
the most important is that these are the firnms that are | east
likely and able to do a good job of purchasing on their own and
this process allows themto have the kind of information to
make better choices. And al so because we need to make sure that
we don’'t suffer from the problens that purchasing cooperatives
have had in the past. They' ve never been big enough to really
have critical nmass to negotiate well and to be a presence in
the market. And by having it all firms under ten we woul d
ensure that happens.

We woul d al so allow individuals to participate but they
woul dn’t have to. W would anticipate that many would chose to
do so and we woul d al so anticipate that many small firnms not
required to do so would al so partici pate through the insurance
exchange.

Large enpl oyers woul d be permtted to buy coverage

t hrough the purchasi ng exchange but they would be separately
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risk rated to ensure that the exchange doesn’t becone the
victim of adverse selection by having just the high-risk | arge
enpl oyers participate.

We woul d al so require that insurers offer a, two, at
| east two kinds of insurance packages. One that was the
equi val ent of Medicaid and the other that was the equival ent of
Medi care coverage with some additions that |'ll speak of in a
moment . And the reason for that will be clear. They would al so
be required to participate in the exchange if the state deci ded
to include them That would be the option of the state. They
coul d negotiate and coul d exclude some if they wish to.

We woul d al so require that all small group and
i ndi vi dual mar ket be subject to conmmunity rating of the purest
kind. That is the only basis for charging rates different to
fam |ies and i ndividuals would be on the size of the group
bei ng i nsured. That is whether it’s a small famly or a | arger
fam |y and the richness of the benefits. And this, the
community rating would apply inside and outside the purchasing
exchange to all, in the small group market — under one hundred
enmpl oyees — and to the individual narket.

Now because we’ve elimnated the possibility for our
insurers to rate on the basis of risk, we would need a risk
adj ust ment system to ensure that those that got higher profile,

higher risk enrollees didn't | ose out on the process. So there

woul d be a risk adjustment system to measure risk of the
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enrollees in different plans and then to compensate those pl ans
with higher risks by having noney transferred and those with

| ower risk profiles.

We woul d al so have a centralized system for
adm ni stration of this process and that would include at | east
the followi ng functions — determning eligibility and for
coordi nati on of benefits.

Now the next question is how do we ensure universality
of coverage. Well we would do this by having an individual
mandat e first. Househol ds woul d be required to buy coverage and
t hat would have to be equivalent to Medi care coverage but
augmented with at least well baby care and a prescription drug
el ement .

But we know that in spite of whatever we do to have
mandat ed benefit, some people are going to fall through the
cracks. They'l|l be between jobs or they just don't sign up. And
we want to have a fallback system to ensure that these people
actually have coverage. And we would, we suggest doing this
with Medicare. That if you don’t have any other private
coverage you' re automatically covered by Medicare. Now this
could be FEHB or any other kind of mechanism you set up but we
chose Medi care. And what would happen is, if you show up at the
doctor’s office or in the hospital emergency room or anypl ace

else for a covered benefit and you don’t have a card that shows

you belong to Aetna or Prudential or something else, then your
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provider is going to be paid by Medicare. And you, while you're
not enrolled in Medicare, you re paid for by Medicare.

Now we want people not to just fall back into Medicare.
We're not trying to get in Medicare for all on the back door.
So we would require that anyone who is not covered for private
coverage at the time they pay their income tax, have to pay a
premum that’'s equivalent to the actuarial value of this
Medi care coverage. And you pay that whether or not you use
services or not. So you can't show proof of private cover age,
you're going to pay for Medicare coverage at the actuari al
val ue.

In addition we would impose a ten percent penalty above
and beyond that actuarial value to ensure that people don’t
just choose this as their, as their source for coverage.

Well, this, these el ements ensure universal coverage.
No one ever doesn’'t get covered and all providers get paid. How
woul d we finance this? Three things — first there would be sone
savings resulting fromthe elimnati on of Medi caid and SCHI P,
both states and the federal governnent would achieve savi ngs
t hrough that. We would also have the new taxes that result from
the fact that empl oyer paid prem unms are now taxable income to
t he empl oyee. But undoubtedly this would not be sufficient to
cover the full cost. This is expensive. We need to just admnit

t hat. And we woul d propose to finance the rest of it through

general revenues.
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We think this plan has a number of virtues. It’s
relatively simple. It’s easy to understand. It provides
mai nstream care for essentially everybody. We do away with
Medi caid and SCHIP. It has elements that should appeal both to
conservatives and, and to nore |iberal people. And finally it
achi eves universal coverage.

ED HOMARD: And within your time Iimt, this is going
to be easier than | thought.

Next up is Len Nichols. Thanks very much Elliot. Len is
the Vice President at the Center for Studying Health System
Change. At the center a major part of his responsibility is to
make sure that the center’'s research actively inforns the
policy process in atimely and non-partisan way. He al so
conducts his own research centered on private health insurance
and healthcare markets. He's held posts at the Urban Institute,
at OMB. He's chaired the Econom cs Departnent at Well esl ey
Col | ege. He coordi nated cost and revenue estimation for the
Clinton Health Security Act and its congressional successors.
And |’ m pl eased to say he has also graced a number of Alliance
agendas much to our benefit. Len thanks for doing it again.

LEN NI CHOLS: Thanks Ed. And | al so want to thank Jack
for talking the foundation into making this possible.

I will start by sinply saying that you may have noticed

we are all looking for something new and the basic rule is if

you can’t think of a new idea put new in the title. [Laughter]
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So what we have here is a new approach. We actually do think we
do have a new idea and we'll try to, we'll try to convey it.
And | want to make clear it’s a joint product. This was started
as Jack said three years ago. John Hol ahan, Linda Bl unmberg and
I, colleagues at Urban at the time [unintelligible] and
basically we’'ve added Yu Chu Shin [m sspell ed?] along the way
as the program got more complicated as we went along

I want to rem nd you of the assignnment. Covering
Anmerica told us to think outside the box and dream bi g. When
you get as old as ne you can really dream And it turns out at
the end of the day this was being done at a ti me when our
nati on had large surpluses, which health policy analysts were
salivating over with great glee. And so when you see the price
tag on these things don't forget, we were |ooking at it at a
time when we t hought this actually m ght be affordable. It may
yet be, keep dream ng.

The proposal is based upon three key elements. There
are three key noral principles. It may be odd for an econom st
to use the word moral. |I'Il say two things. One — | don't have
time to tell you about |saiah but Ed's heard that |ecture so
"1l give it to you later.

And second, actually econom cs used to be called moral
phil osophy. When Adam Smith wote, he taught moral philosophy.

It may some day conme back to that in another couple of hundred

years.
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Anyway, the second concept here we have is realism
about insurance markets. We think we understand them reasonably
wel | and we’ll go through why we think our proposals will work.

And third again the point, we expect there to be
substantial new federal subsidies along with continued states
subsidi es; essentially the reflection of a collective
willingness to pay for coverage that, of course, does not exi st
this morning. But as Ed pointed out in his opening remarks,
there is increasing conversati on about that and some day, some
day, some day we may get back there. Okay.

The key noral principles on which we based our proposal
are three. No person should have to pay more than x percent of
income for their health insurance. Now we can argue about x. In
fact, it's fun to argue about x. And we can argue about x for
the rest of the day. But the point is there is some |evel at
which in fact we all agree. It's just that at the moment we
agree in kind of inconsistent and arguably stupid ways.

We agree, for example, that children shouldn’t have to
pay up to a pretty high-income level. W agree that wonmen while
they're pregnant shouldn’t have to pay up to a certain |evel.
But we don’'t agree about childless adults. W agree that
medi cal | y i ndi gent people; that is people who are really,
really sick and have spent all of their money should be allowed

to get coverage.

The point is, what we're searching for here is clarity.
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As you get as old as nme you start thinking about sinplicity.
You start thinking about clarity. And fundamentally if we agree
in principle that poor people shouldn’'t pay for healthcare,
then I think we can agree in principle, there is some x percent
of income bel ow which peopl e should pay nothing and sone
sliding scale should take that into account.

The second principle, and here is what | think is kind
of a new thing but again | will submt it’s an articul ation of
an old idea, no person should have to pay more than y times the
standard rate. Now the standard rate in insurance parlance is
not average. The standard is a rate that would be charged to
your proverbial very healthy person. So the point is we think
you can nmake the case that no human shoul d have to pay more
than certain multiples of that.

Again, we have that in place nowin very inefficient
and ki nd of patchwork ways. W have high-risk pools in twenty
nine states, which is a principle that says basically if you
get uninsurable we’'ll take care of you to sone degree. We have

again the medically needy program inside Mdicaid which is

again is a recognition of this notion. All we're saying is

let’s make it clear, let’'s make it simple, let’'s make it across
the board, let’'s agree as a society what y is and for whomy
should apply.

And the third noral principle is no one should be

forced into any kind of health insurance arrangenent agai nst
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their will. And | didn’t put here, but | should, by the federal
government. Okay. W thought, we were actually asked to think
about politics for a couple of hours in the developnent of this
proposal . And a couple of us had lived through the Cinton
experi ence, as Ed told you and there's a little bit of scar
tissue remaining and so we basically thought, maybe it would be
a good idea if we didn't propose federal nandates if we |et
Elliot propose that and let himtake all that flak. Okay.

The operational principles are fairly straightforward.
If you're going to try to do sonmething like this, that is to
say, full subsidies up to a hundred and fifty percent of
poverty with a sliding scale to two fifty and the basic idea,
if you go back to ny principle of x percent, no one should pay
mor e t han x percent, what that gets you to is that no person
should, would pay nore than twenty percent of their income. I|f
you take two hundred and fifty percent of the federal poverty
|l evel, that's about forty six thousand dollars, today a fanly
health i nsurance policy costs about ninety two hundred dollars.
That means if they had to buy it without subsidy, as they would
under our proposal, which by all accounts would be considered a
generous proposal, they would be paying nineteen point eight
percent of their income for that

So what we’re doing here may sound radical. In fact, by
today’ s standards, it’'s quite generous. But it still | eaves

people at two hundred and fifty percent of poverty paying
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twenty percent of income.

The second operational principle is to create a pool.
We think of it as an insurance home, a place in which all
people may buy an insurance policy at the comunity rate. The
trick here, and here’s our new idea, don’t inpose the community
rate on the whole society. Just guarantee access to coverage at
the community rate by using essentially general revenue funds
to subsidi ze that what we call excess risk, that amount above
whi ch you woul d be charged by an insurer, but we don't want to
force other people to have to subsidize that. So we don't
i npose community rate el sewhere in the society.

The third operational principle is federal share of
subsidi es woul d be enhanced. The basic notion here is to not
force any state to go along but to offer them a deal we think
t hey probably wouldn’'t refuse. And the deal is if you
partici pate, we'll give you the SCH P nmatch. So fifteen percent
bump up in your matching rate for all of Medicaid, which puts
all that |l ong-termcare noney, a |lot of money into the system
And then you get the federal match for all coverage expansions
t hat occur as well. So fundanentally one match rate, a whole
bunch of federal money com ng in, strong incentives for the
states to play, and the states can then set up approval and run
it according to their | ocal preferences, which they would. We

think the most natural mechani sm would be to all ow people to

buy through the state enmpl oyee plan, which exists in every
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county, which already has a nmechanism for coll ecting money, for
accepting bids frominsurance plans, etc. etc. etc. And is
easily adaptable to small busi ness and individuals who would
want to buy.

The fourth operational principle, and |I want to
enphasize it, is in our view equity trumps target efficiency.
The notion here is that if you deserve a subsidy, that is you
make i ncome below say a hundred and fifty percent of poverty,
if you happen to be buying it now we think you should be
subsidi zed. And this proposal would do that. It turns out,
hello; this is a big surprise that costs noney. It costs real
money and we'll talk about that in a mnute.

Okay let’'s tal k about realism

First point, of course, no mandates, no federal
mandat es. Again, we allow states to i mpose a mandate if they
chose to. In fact, we would encourage themto do obviously
t hrough this kind of subsidy mechani sm but no federal dictate
will exist for the purpose of dodging all those bullets. W
all ow those who woul d prefer to do so to buy insurance outside
our created pool. So again we give freedom W give choice. If
you can do better on your own, go do it. The trick though, if
you want a subsidy for either income or excess risk, you're
going to have to come inside the pool. W only give subsi dies

i nside the pool. We only give subsidies where we can control

t he benefit package at a standard rate and only give subsidies
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where we can nonitor all that stuff. W do not add regul ations
outside the pool so outside the pool you're on your own and we
| eave existing tax subsidi es al one. Okay.

And the [unintelligible] that cones out as Jack pointed
out; the Lewin Group is going to be releasing estimtes of all
of these plans relatively soon. But of course we and ny
col | eagues at Urban are fairly impatient and so we couldn’t
wait for that. And we have a nmodel after all designed to do
this sort of thing. And so we played around a little bit and
here’s what we basically found.

About half of the uninsured would get coverage. About
hal f of the people with coverage woul d enter, would choose to
enter our pool that means half would stay out. About a third of
t he population that would be covered would end up getting this
excess risk subsidy. That is to say they would be getting a
subsidy for their risk above the average in the society. Most
of the subsidy dollars would go to the already insured. And
per haps a point that’s inmportant to emphasize that | didn't get
on here is the remai ning uni nsured would by and | arge be
extremely healthy people. They would be people who voluntarily
choose not to buy. They would be plenty well access to
subsidies if they want them choose not to take them therefore
we must assume their willingness to pay is very low so we think

the uninsured in our world would be very healthy, which has got

to be the best group to |leave uni nsured
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You woul d have a society with moral principles in
place. You could realize that and feel good about yourself. And
federal taxes would have to be raised, there’'s no question
about that. [Laughter]

ED HOWARD: Excel l ent. Thanks very much, Len.

Our final presenter today is Tom MIller. Tomdirects a
research program at the Cato Institute that enphasizes
expandi ng heal thcare financi ng and purchasi ng opti ons for
consumers and for purchasers. He's written for such vari ed
publications as the Wall Street Journal and USA Today, the
Reader’' s Di gest, and Health Affairs. And before joining Cato
Tom spent fourteen years at the Conpetitive Enterprise
Institute as Director of Economic Policy Studies and Seni or
Pol i cy Anal yst. Before his incarnation as a policy wonk, Tom
was that | owest of low things, a trial attorney. Those of us
with | aw degrees...

TOM M LLER: Plaintiff’s attorney as well as defence |
m ght add, nmml practice cases.

ED HOMARD: We may have you back on anot her panel. He
was al so a radio broadcaster, dear to ny heart, and a
journalist. He holds a Bachelor’'s degree in political science
from NYU and a | aw degree from Duke. Tom pl ease.

TOM M LLER: Thank you, Ed. | would mention that Duke

originally voted against including Syracuse in the ACC.

[ Laughter]. Now since we don't compete in football anyway |
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suppose we could bring the football program over to the Big
East and then match up accordingly.

Once again I'’min the position of offering my common
sense consensus proposals after these two radicals next to me.
[ Laughter] But I'’mtalking primarily about inproving access to
heal thcare, not necessarily health insurance, by improving the
val ue of the healthcare that we purchase. So |'Il just provide
some of the low lights and the details are in the chapter.

The core focus is on consumer driven heal thcare, to
rely more on that and to allow consumers to actually go in
small terrain vehicles, which will be allowed to go off the
regulatory road. This is based upon reducing third party
payments, |ess early dollar coverage, and the core policy
princi ples are tax parity, early savings targets, and nore
deregul ati on rather than greater regulation.

How do we get there? Incentives rather than mandat es,
mar ket driven affordability, if we're going to have subsi dies,
let’s have them out in broad daylight and be nmore transparent
and | think we should target them because we don’'t have, we can
only do so nmuch harm and we ought to limt it.

There are some clear tradeoffs between relying upon
greater safety net care, which has some reduction in demand for
health i nsurance as opposed to some of the offsetting costs of

subsidi zed coverage in ternms of net welfare losses. So both of

t hose have tradeoffs on either end, as well as positive

1, . . . _
kaisernetwork.org makes every effort to ensure the accuracy of written transcripts, but due to the nature of transcribing recorded
material and the deadlines involved, they may contain errors or incomplete content. We apologize for any inaccuracies.



Alliance for Health Reform and ERSI: 24
Roadmaps to Coverage — Exploring Options for the Uninsured

5/19/03

upsi des. But the basic idea is to nove toward sone evolutionary
principles rather than revolution in order to fit in with our
broader political culture

So that’s the basic roadmap which woul d steer consuners
toward mar ket driven healthcare, as opposed to going around in
the circles of traditional tax and regul atory subsi dies
because, as my healthcare policy guru would al ways say,
Laurence Peter Berra, otherw se known as Yogi, if you don't
know where you’'re going you m ght not get there.

Financi ng always starts with tax policy. And the core
reforms here are to move toward tax parity. You never get exact
parity but you can get a lot closer to it. I'"mtalking about
mor e horizontal equity. Not vertical equity because the
heal thcare el evator will always stop at different floors.

There, however, is a need for a binary option, not to bl ow up

t he empl oyer-based system So you basically have a choice. If
enmpl oyer provided coverage is available to you, you continue to
take the tax exclusion under the tax code. But as an
alternative either for folks who have access to that coverage
or those who don’t have that coverage, a thirty percent

i ndi vi dual tax credit could be applied agai nst the cost of your
purchasing health insurance. It would be a proportional tax
credit without a fixed dollar cap on it. That tax credit can be

used to leverage other reforms with a bit of a bias toward

cat astrophi c coverage and al so some other tax refornms would be
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i nvolving boosting sonme individual savings vehicles to fill in
t he hol es around the insurance coverage, whether they' re MSA’s,
FSA’s, HRA's, VC s — name your letter in the al phabet. The idea
is to put themon a common platform and treat them the same to
incentivize savings for your long-term heal thcare

Why not refundable fixed dollars tax credits? Well |
have some concerns about the implications of that for overall
tax policy and welfare policy. And besides at the time | was
writing this Mark Paul ey [ni sspell ed?] and some others had

already ploughed that field about as well as it could be done.

So as Yogi would say, if you can't imtate them don't copy

t hem

The insurance reformtie ins, | operate in a bit of a
parall el universe in this regard so that | would not bend the
prime directive of libertarianism which is don’t just do

somet hi ng stand there while the market and civil society works
their wonders. So instead you can kind of tie this additi onal
tax credit, without disturbing anybody’s prior choices, to
i nsurance, which would have the option of preempted state
mandat es, out of state regulatory reciprocity treatment. 111
have nmore on that at the next slide, and al so some greater
flexibility for the right kind of voluntary purchasing pools.
Those voluntary purchasi ng pools are needed to give
people somewhere to go if they are not going to an enployer

sponsored health plan in a market which may not be pure
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i ndi vi dual insurance but will be another way to kind of group
people together. The key elenment in there is to get away from

t he bias of always comunity rating these type of pools upfront
but instead to allow some front end risk rating for the first
couple of years until the durational effect wears off, and then
provide a longer termrisk redefinition protection for those
who stay within that pool.

You can go at this a couple of ways in terms of either
| ong-termcontracts with exit disincentives to keep people in
the pool. Or the alternative is to; if you' re willing to stay
with the same insurer, go in the direction of kind of what is
called incentive conpati ble guaranteed renewability protection.
It’s kind of a two-tiered i nsurance prem um which does a |ot
of that protection against risk redefinition.

But there's a clear tradeoff here. If you want to have
a broad shopping market you can go from one insurer to another
every year. It's going to be harder to provide that type of
| ong-term protection against risk redefinition without a | ot of
complexity and side payments.

Now | mentioned before the deregul atory competition,
which is sonetimes called conpetitive federalism Ernest
Fl etcher, the Congressman from Kentucky has a bill from about a
year ago on cooperative governance, which isn't quite as

Darwi nian as | would like, but it’'s pretty close. The idea is

to have Reagan product regulation allowed to be done by anot her
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state for consumers in a different state. You woul d keep
consumer in the honme state of the person buying the insurance.
This is to have in effect market driven conpetition in state
regulation and as |I like to think of it, a race to the market
top rather than a dive to the rent seeking, regulatory bottom
There are a couple of ways to do this, whether it’s
t hrough a straight | egislative provision, which has sone
political side effects or to have some contractual fixes,
primarily relying on choice of law and choice of forum cl auses
Now what about everyone el se who hasn’t bought their
heal th i nsurance? Well, this is a time to in effect defend and
bol ster the heal thcare safety net. Again, there’'s a tradeoff.
There's a slight reduction in the demand for health insurance
if you have access to safety net care. But it’'s not that
tremendous. It tends to affect nore of the offer rates by
i nsurers and the take up rates by the uninsured. And again
you' re bal ancing this off against some of the welfare loss
effects of over subsidized insurance coverage in terms of
rai sing the costs of health insurance for the people who don’t
have as many resources
The other thing is, when you |l ook at the market for
free care and some work on this. There's a | ot of parallels
bet ween charity care and what in effect is a means tested, high

deducti ble insurance policy. Since |l like that in general it

seems |ike let’s have more of the same through the safety net
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if we can't get through it another way. So that’s kind of
maki ng a virtue out of necessity.

Now we need to bolster the safety net and | say put it
both on steroids and also do a little surgery to prune the
excesses around it.

Len mentioned the high-risk pools and they certainly
can be strengthened. That's primarily a matter of money. Since
I wrote the original proposal the feds have dived in with a
little bit of nobney, about a hundred mllion through the Trade
Adj ust ment Assistance Act. There’'s a danger of attaching too
many conditions to it but in general we need to get sone
revenue into play on this. Wat, by having those high-risk
pools, you allow the rest of the private health insurance
mar ket to operate nore efficiently and do what it does best
while in effect carving out the subsidies for those who are the
uni nsur abl e.

The other way to cut and bol ster the safety net with a
wild card is to adopt what | call citizen appropriations. These
are in effect redirecting your tax paynments through tax credits
so that you can send themto, in effect, providers of
charitable healthcare for the uninsured. It would have to
operate through third party non-profit broker so you can
desi gnat e your own desi gnated beneficiary. But this is somewhat

of a bolstered, a bigger model of what’'s been done in Arizona

in educati on through tuition tax credits that can be done in
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effect through charitable individual contributions.

And in effect |I"m saying it’s a put up or shut up. If
we cared that nuch about the uninsured and it’s not going to
cost us that much as taxpayers to redirect the federal
spending, let’s go ahead and | et people vote with their own tax
payments to do it. If it turns out they don’t want to do it
then | suggest the political denmand for this type of subsidy
may not be as great as it’s assumed.

We also need to kind of in the safety net rethink a bit
about MTALA. | don’'t have a lot of time to go through that so
"Il skip on. But it allows nme to at | east get in my tw blind
from Yogi on the next slide, which is about emergency room
care. Nobody goes there anymore, it’s too crowded. [Laughter]

Now Medicaid reforns, the idea is to get into more
patient directed Medicaid. It will be a slow process. |’'ve
tal ked about some opt out waivers or vouchers as a way to get
in that direction. We've seen some early signs of this being a
positive way to go in the more limted area for disability with
the cash and counselling waiver experience. And it needs to be
expanded to other areas of Medicaid. We want in effect a
private crowm in of the market for healthcare out of Medicaid
into the private sector as opposed to the exact opposite way it
tended to occur in a lot of the 1990's. And it mght allowthe

flexibility for sone types of incentives that are not all owed

under the traditional Medicaid coverage to in effect allow the
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| ow income uni nsured who get the alternative to Medicaid to
optim ze their coverage and save some noney for the long term

The real issue | want to get with is why to do this.
What are the politics of access to care and the uninsured? You
have to recognize that even if there’'s a nomentary surplus a
couple of years ago, it will be a deficit in the future and it
is now. There are resource constraints, and not only that but
that's a bunch of dollars that are flying el sewhere. The money
for the uninsured is long since gone away. | had an original
version of this with a dancing deutschmark, which |I took out
for, since Ume wasn’'t here but my one attenpt at conmpetitive
Power Poi nt but | couldn’'t get it to spin around.

Public subsidies are the other part of this, no matter
how much money you throwin, in terms of public subsidies they
don’t catch up with the rising cost of healthcare and in fact
some of those public subsidies boost that cost even higher.
There are old studies of price and wel fare effects and
subsidi es for healthcare merely to a | ower base but you're
tal king about twenty to thirty percent in effect being put into
t he cost of the care rather than its inproved value or the
guantity available. And in addition, it’s important to remenber
t hat as those costs go up the fol ks who get hurt the most on
the margins are the |l ow incone people who can’'t afford to pay

t he hi ghest priced care that you may set in notion by throw ng

mor e dollars at the same i ssue.
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In addition, those m ddle class m nimuns, which were
done on the regul atory side, price out the marginal | ower
income buyers. It makes us feel good in the mddle class. W
don’t have to sort through inferior and better healthcare,
health i nsurance but it’s a lot tougher for fol ks who don’t
have many dollars to spend.

The rest of the politics — you know, we are still
seeking some cost contai nment alternatives in the post-managed
care world. Since we’'ve run out of remedies on the supply side
for the noment | am suggesting let’s take a look at the
consumer demand si de.

We also have to kind of in setting those priorities for
what we’'re going to do with out limted healthcare dollar; it’'s
time for a bit of a triage. W need to first deal with the most
urgent medi cal needs and that ends up being the fol ks who have
a serious condition and need care right away.

Second down the road are the chronically uninsured, but
wel | below that in effect the folks who would just |ike sone
dollars in order to buy some healthcare — a limted benefits
policy you may have seen profiled in the Wall Street Journal
| ast week. That was my alternative proposal for universal
coverage, which is five dollars a year for everybody; they're
at a thousand right now. But those don’'t really do nuch

although if you ask the fol ks who are low i ncome, they’'d

probably prefer to have the bird in the hands in the more
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cat astrophi c coverage wi thout assets to protect.

But in all of these types of proposals you have to keep
in mnd that there are limts on trying to do a lot of good
which is if you coerce that compassion too much in a voluntary
mar ket it short circuits and in effect people drop out of the
i nsurance mar ket .

So will any of these proposals go anywhere? Well, we’l
at least try them out with two parting observations from Yogi.
The first is we don't know whet her they' Il take it but they
should at | east take a chance to ook at it. And then also by
aimng | ower we m ght hit more of the target.

Now in summary on ternms of what |’ m proposing, key is
to separate income redistribution goals from goals of improved
i nsurance mar ket efficiency and better value, to | everage
mar ket based reforns to make linited coverage more affordabl e,
and new conpetition out there in the field for both empl oyer
sponsors so that the enmployees who may not want what they’ re
offering can go sonewhere el se wi thout having, paying a tax
penalty, and competition for state regul ators, no |onger a
geographical monopoly in bad state insurance regul ati on. But
the political rule most of all is you strike the cost, you join
t he poor but feed the m ddle class first.

So in parting, when will we achieve this magnificent

goal of wuniversal coverage? My prediction would be [Laughter].

Thank you.
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ED HOMRD: Okay. Tom, you' ve given us a lot to think
about. And...

LEN NI CHOLS: Can you make a pig up there? | think
that’'s good. Make a big pig.

ED HOMARD: I f | can, Bob will bear with nme, | wonder
if I could actually ask Tom to, to circle back. W made you go
at about, you know, mach two to get through that presentation.
There are at | east a couple of things that | think some of us
woul d not mind having a little clarification about. So if you
could do it briefly.

One of themis risk redefinition protection.

TOM M LLER: Basically when you're young and healt hy
you say | don’'t need that much of a policy. It doesn't cost me
very much. That's what | want to buy right now. However,
there’'s the uncertainty that at some point in the future, it
could be near, it could be far in the future, your health wll
change. That’'s why you would like to have it. Well, sonetines
it’s done through guaranteed renewability. The other way is to
in effect have a second el ement to your premum, which says you
are buying true insurance protection against the unexpect ed,
the uncertain case that your healthcare cost would suddenly be
much greater than you envision today.

ED HOMARD: Very good and secondly, MIALA

TOM M LLER: That's the emergence. No, | was going to

say ...
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ED HOMARD: You don't need to come up with the words
but what does it mean?

TOM M LLER: Emer gency Medi cal Treatment and Acti ve
Labor Act. It’s the act of | abor that always made me wonder
what the passive version was. It was passed in the m d-1990’s,
| guess that must be a think tank person would be passive
| abor. It's in effect a mandate that if you present yourself at
a hospital, just about every hospital, it’s largely through
Medi care doll ars, that they required to screen, stabilize, and
treat if it’s extreme. It’s gone a little bit far on the
regulatory mandate and, from what the origi nal goals were.

ED HOMARD: Okay, thank you. Thanks for that
clarification. If you have other questions we are going to have
some, a vigorous and generous Q and A session tine reserved so
we' Il get back to that

Let me turn now to our comment ator for today. Bob Hel ms
is a resident scholar and Director of Health Policy Studies at
the American Enterprise Institute. He's written and | ectured
extensively on health policy and health econom cs and
phar maceuti cal economc policies. From’ 81 to '89 he was
Assi st ant Secretary For Planning And Eval uation and Deputy
Assi stant Secretary For Health Policy at the Departnment of
Heal th and Human Services. He holds PhD in economics from UCLA

and in Uwe Rei nhardt’s absence; he’'s volunteered to offer

comments on the uninsured from both his and Uwe Rei nhardt’s
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poi nt of view. [Laughter] Right?

BOB HELMS: I did?

ED HOMARD: All right, Bob thanks for being with us.

BOB HELMS: And thank you, Ed. | amthe econom st that
on the original schedule was scheduled to follow Tom M|l er and
precede Uwe. You know, that’s not sonething anybody woul d wish
to happen. But anyway |let me just start out, as you all know,
I’"m no Uwe Rei nhardt when it cones to public speaking. But
will tell one story about Uwe. It was back in about twenty
years ago in the 1970's. He came to an AEl conference. It
wasn’'t one of ny conferences. It had to do something with
econom c policy. And | don’'t think he particularly wanted to be
there. And so he said he wanted to quote that great Ameri can,
Benj ami n Franklin who said, “A conference m ssed is a day
earned”. [Laughter] So all of us that attend all these
conferences, | thought would appreci ate that.

Let me also say that |’ve enjoyed serving on the
advi sory comm ttee for the Covering America project these, has
it been three years Jack? | guess it has now. And |’'ve | earned
a lot froma lot of smart people. A lot about the details of
this and it was even nmore conplicated than | thought. Al of
t hese proposal s, what you ve seen today is three out of
thirteen that have been developed in the Covering Anerica

project. And all of these are intended in one way or another to

expand coverage to a larger proportion of Americans that are
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now wi t hout health insurance. And to illustrate a range, not
just a range of philosophy, but a range of tools and so on that
can be used to increase this coverage.

But they also illustrate a range of objectives. In
other words, different people want to get to different places
with this.

And so | want to raise some issues about, | hope it’'s
directly related to the three presentati ons you've heard, but |
want to raise some i ssues about objectives and sort of where we
are headed with this.

The word roadmap is as you know in the news this week.
It seems to be both domestic and foreign policy. And | am a
person that |oves maps. | think they give you a perspective
about where you are and where you are going and so on and they
can be a lot of fun to work with. But all of us have the
experi ence you know when you have a good nmap and you know where
you're trying to go that you have these tradeoffs. | mean you
can take the most direct route, the fastest route, the npst
scenic route or in a certain sense the most efficient one. And
we’'re used to making these tradeoffs. And | think in a sense we
have a kind of simlar problem with health insurance.

But ny concern here is that the politics of healthcare
I think is going to prevent us from achi eving the kind of

health reform that | think would be best for patients and for

the country. And |I'm glad that Tom M ller rem nded us that the
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obj ective is not just health insurance, it’s the health well -
bei ng of patients that we' re, and the popul ation that we're
concerned about.

Now let’s | ook at the objectives of health reform Wen
you |l ook at the political activity around health reformit, you
can classify it in several different ways. | see a |ot of
advocacy for coverage with the emphasis on the poor, the sick,
and those without health insurance. Our good friend, Karen
Davi s al ways rem nds us of this every programshe s on. W see
a |l ot of concerns about equity and fairness. And even Uwe has
rai sed these issues in the past among others. And you w ||
also, especially in the Congress, see a | ot of concerns about
the cost and the federal governnent in fairness to taxpayers
and ot her people who are getting benefits fromthe federal
budget .

Now al |l of these are, | think are legitimate i ssues. My
assessment is that the Covering America project has provided
Congress with the tools for designing new health policy
What ever we want to do there is a lot of good information there
about how to do it. And so the politics of this is primarily
now | think an issue of commtment. As Len said, we started
this thing when there was a | ot of surpluses and that’s not the
case now. But | did hear a Republican pollster a couple of

weeks ago comment that in all of his polling and focus group

wor k and so on, he saw that instead of this being a dying
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i ssue, just the fact that all of the Democrats are going to run
on trying to expand coverage is going to nean it’'s going to be
an issue in the presidential election. Now |I’m not a political

expert. |I'"mjust telling you what other people are saying.

But I am an econom st and what | want to really say is
I think that something s getting lost in this debate. In other
words, | want to rem nd people it helps to know where we’'re
going if we're going to use this roadmap. And that concept is
what | would call economc efficiency. Now all the econom sts
in the roomare groaning because they know where |’ m going with
this. And it’'s understandable that that’'s sort of getting |lost
in the debate because it’s hard to define it and not even
econom sts can agree on just what it is. But | do think most
econom sts are trained to have a basic understandi ng of what's
meant by the concept of economi c efficiency.

And | m ght add | was expecting Uwe to be here. He's
written a quite thoughtful article about this, raising some
i ssues about why econom c theory is not decisive about sort of
defining econonic efficiency.

But again | would argue that | think we know enough
about how to get the econom c efficiency to keep it in m nd as
a concept that we should achieve here.

So basically | would define it in a very crude way is

sayi ng what we are trying to do is create the right incentives

for all the players in the market or if you don’'t want to call

1, . . . _
kaisernetwork.org makes every effort to ensure the accuracy of written transcripts, but due to the nature of transcribing recorded
material and the deadlines involved, they may contain errors or incomplete content. We apologize for any inaccuracies.



Alliance for Health Reform and ERSI: 39
Roadmaps to Coverage — Exploring Options for the Uninsured

5/19/03

it healthcare, a market. All the players that participate in
this activity in any way you want to define it.

And | would break those down to consumers. We are
trying to create incentives for consumers to seek val ue when
they are purchasing healthcare. Now this does not mean they' re
just out there | ooking for the Iowest cost. They're | ooking
like they do in every market, cars, TV sets, whatever or
per sonal services, you re | ooking for value. The things, the
people, the commodities and so on, the services that you want
and those that provide you with value. So that’s a combination
of both quality and price. And it gives consumers strong
incentives to seek good informati on about choices and the
ability to make these choices in the marketplace.

Now the providers, and here we're tal king about
physicians, hospitals, all the companies who supply materials
to this market and so on including the specialized fornms of
| abor, nurses and so on. Here the incentives to should be |
think to first of all strong incentives for those providers to
respond to consumers like we have in most other non-health
mar kets. I ncentives to compete on the basis of val ue, neaning
the quality of medical care and the quality and convenience of
the service provided, and also the incentives to do research,
don’t mean pure research but market research in some cases

about what’s medically effective and what’'s cost effective. And

of course let’s don’'t | eave out insurance conpanies, these big
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third party payers and so on that they have incentives to
design efficient types of insurance and efficient risk pools
and so on.

So if we get the incentives right we're going to create
mar kets nmore |like those that we see in the non-health markets
so that consumers have | ots of good choices and the suppliers
are focusing on produci ng what consumers want and t he
competition protects the consumers from monopoly pricing and
you have strong incentives for suppliers to use the inputs
efficiently and strong incentives for those people to do
research.

But I"'mthe first to admt that healthcare markets are
different fromother mrkets. There is, | like Len's term the
collective willingness of people to provide healthcare for
others. | do think there's a strong desire on the part of many
voters to protect the poor and the sick. This was a historical
role of the church long before the governments got involved in
this and | think it illustrates its collective willingness.
There's a large role for insurance and third party payers that,
as Tom M|l er was tal king about and this of course is a | arge
government role which introduces a | ot of political incentives
for politicians that run counter to econom c efficiency. And
then you have a nunber of different types of provider cartels

and mar ket power that raise prices and prevent the protection

of market, for market entering competition.
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Now there's little chance that we’'re going to elimnate
the politics from health policy. But keeping the objective of
econom c efficiency in mnd | think could help achieve those
other objectives of coverage, equity, and fairness. And to do
that | think we have to adopt plans that increase choi ces of
consumers that elimnate some of the distorting influences of
tax policy. In other wrds, the way we have the tax exclusion.
| could talk more about that but there’s not time. That
i ncrease real econom c competition in the provider markets, and
t hat take the reward away from politicians who want to use
heal thcare, quite frankly, as a way to buy votes. And, in other
wor ds, return these decisions to the competing private entities
rat her than governnent agencies. I n ny view government
regulation is inherently arbitrary and subject to political
i nfluence. And it will never really, it’s almost impossible to
promote true econonic efficiency just through gover nment
regul ati on.

So there’s no superhighway to econom c efficiency but
having a better idea about where we think we should be going I
think will make the roadmap a | ot nore useful. Thanks.

ED HOMARD: All right. Thank you Bob. Let’'s, let’s get

to a discussion.

[ END TRANSCRI PT]
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