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Reduct;ons in Medicare Spendmg Under Alternatlve Growth Caps

{Fiscal Years; Dollars in Billions)

Alternative Growth Caps 1996 - 2002 1996 - 2005,
5% cap (Admin. / CBO)* $303/3339  $661/$ 766
7% cap (Admin./ CBO)  |$194/8229  $417/$520

Indexed cap™* = approx. 6% (Admin. / CBO) | $260/$ 285  $550/$ 664

* Adminigiration estimates based on FY 1996 President's Budget basellnc {(net of offselting recelpis); CBO

estimates bascd on CBO's January 1995 10-year basefine (net of receipts).

** Cap set at onrolimant growth « nominal GDP per capits + factor for aging of the pupulation.

> |f Social Security and dekfense were exempt from reductions, a 5% cap on Medicare
growth would be required to achieve the level of Medicare cuts needed to reach a
. balanced budget by FY 2002. It is estimated that Medicare spending reductions of
$322 billion over 1996-2002 would be required to achieve a balanced budget by 2002,
assuming that Social Securily and defense are excluded, and an across-the-board
reduction is applied to all other federal spending. .

> Sen. Packwood has publicly discussed the feasibility of imposing a 5% growth cap on
Medicare (BNA, Feb. 28), and Sen. Gregg has publicly discussed limiting Medicare
growth to 7% annually (®MA, Feb, 23).

> The indexed cap could be a reasonable aiternative to an arbitrarily selected cap. First,
the indexed cap allows for beneficiary enroliment growth. Second. the nominal GDP
per capita factor links Medicare spending to growth in economy-wide prices and
productivity. This factor may be a reasonable proxy of the economy'’s ability to support
continued growth in Medicare spending. ,

> The Administration’'s Health Security Act included a cap on the growth of federal
payments for private health insurance subsidies. The Cooper/Breaux Managed
Competition Act also included indexed caps on Federal health subsidies. After 2000,
the HSA's indexed cap was based on the CPI, U.S. population growth, real GDP per
capita, and a factor for demographic changes. The proposed Medicare index has the
same components, except thal it substitutes nominal GDP for real GDP and the CPI.
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> The use of nominal GDP would avoid many of the measurement problems associated
with a price index like the CPI: '

> a price index typically measures “list" p'rices. Paymenffor many health services
include discounts off the list price (e.g., managed care plans negotiate discounts from
. a hospital's charges.) As a result, a price index may overstate price inflation.

> a price index does not always accurately adjust for the introduction of new goods and
services, such as new medical technology and procedures.

> a price |ndex does not adjust for changes in quality (e.g., performing cataract
surgery on an outpatient basis rather than an inpatient basis). It can be difficult to
adjust price indices for changes in quality. In most cases, the CPI would overstate
or.understate price inflation for this reason. : ;

> the CPI uses a fixed basket of goods and services to measure changes'in price
levels from year to year. This assumes no substitution of lower-cost. goods and
services of similar quality, which in fact might provide consumers the same utility at a
- lower cost. Use of nominal GDP would account for changes in the composition of
" gcods and services in the economy.
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ALTERNATIVE MEDICAID CAPS

Reductionsin Federal Spendmg Under Alternatlve GI‘OWth caps

(Fiscal Years; Dollars in Billions)

* Alternative Growth Caps 1996 - 2002 1996 - 2005

Total Program Block Grant

5% cap (Admin/CBO) $134/$192 $309/$415
7% cap (Admin /CBO) | o $71/$129 ' $170/$275
Enrollment + CPI cap (Admin / CBO) $66/%136 $160/$313
Enrollment + MCPI cap (Admin / CBO) ($10** /862 ($14)*/$146

Acute Care Block Grant (Admin)

5% cap (Admin / CBO) | s95/9124 $218 / $266
7% cap (Admin / CBO) $62/$92  $145/%$195
Enrollment + CPl cap(Admin/CBO) | $59/$96 $140/$214
Enrollment + MCPI cap (Admin / CBO) | $20/ %58 | $49/%$129

* Cap at enrollment + MCP! would increase the deficit over the periods under Administration baseline.

e None of the alternative growth caps achieve the level federal payment -

reductions discussed by House Leaders.

> ‘A 5% acute care cap achieves about one-half the federal
reduction discussed by House leaders. Even though acute
care is more amendable to managed care savings, such a cap
would only permit a per capita rate of growth of just over 1%,
much lower than growth in private per capita health spending.

o A per capita growth cap (e.g., enroliment + CPI) addresses some,
.but not all, of the problems associated with a Medica_id block grant.

> A per capita cap accommodates changes in enroliment due to
recessions, but does not address many other reasons for
variations in state program growth such as differences in
regional medical costs, enroliment patterns, or service mix.

)



A per capita cap doesnot‘ recognize the different capacities of
states to achieve savings through expanded managed care.
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Reductions in Medicare Spendlng Under Alternative Growth Caps

- (Fiscal Years; Dollars In Billions)

Alternative Growth Caps 1996 - 2002 1996 - 2005

5% cap (Admin. / CBO)* | $ 303 /% 339 $661/$ 766
7% cap (Admin. / CBO) | $194/8 229 $417/$ 520

Indexed cap** = approx. 6% (Admin./ CBO) | $ 250/ % 285 | $550/% 664

Administration estimates based on FY 1996 Prasident’s Budgel baselinc (net of otfsetting recelpts); CBO

estimates based on CBO's January 1995 10-year basaline (net of receipts).

** Cap set at onrolimant growth + nominal GDP per capltas + factor for aging of the population.

> |If Social Security and defense'were exem'pt from reductions, a 5% cap on Medicare
growth would be required to achieve the level of Medicare cuts needed {o reach a
balanced budget by FY 2002. It is estimated that Medicare spending reductions of
$322 billion over 1996-2002 would be required to achieve a balanced budget by 2002,
assuming that Social Security and defense are excluded, and an across-the-board
reduction is applied to all other federal spending. . : :

> Sen. Packwood has publicly discussed the feasibility of imposing a 5% growth cap on
Medicare (BNA, Feb. 28), and Sen. Gregg has publicly discussed limiting Medicare
growth to 7% annually (RMA, Feb, 23).

> The indexed cap could be a reasonable alternative to an arbitrarily selected cap. First,
the indexed cap allows for beneficiary enroliment growth. Second, the nominal GDP
per capita factor links Medicare spending to growth in economy-wide prices and
‘productivity. This factor may be a reasonable proxy of the economy’s ability to support
contmued growth in Medlcare spending.

> The Administration's Health Security Act included a ¢ap on the growth of federal
payments for private health insurance subsidies. The Cooper/Breaux Managed
Competition Act also included indexed caps on Federal health subsidies. After 2000,
the HSA's indexed cap was based on the CPi, U.S. population growth, real GDP per
capita, and a factor for demographic changes. The proposed Medicare index has the
same components, except that it substitutes nominal GDP for real GDP and the CPI.
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> The use of nominal GDP would avmd many of the measurement probiems assomated
, wath a price index like the CPI;

> a price index typically measures hst" pnces Paymenkfor many health services
include discounts off the list price (e.g., managed care plans negotiate discounts from
a hospital's charges.) As a result, a price index may overstate price inflation.

> a price index does not always accurately ad;ust for the introduction of new goods and
services, such as new medical technology and procedures.

> a price index does not adjust for changes in quality (e.g., performing cataract
surgery on an outpatient basis rather than an inpatient basis). It can be difficult to
adjust price indices for changes in quality. In most casés, the CPl would overstate
or understate price inflation for this reason. '

~ > the CPl uses a fixed basket of goods and services to measure changes in price
levels from year to year. This assumes no substitution of lower-cost goods and
services of similar quality, which in fact might provide consumers the same utility at a
lower cost. Use of nominal GDP would account for changes in the composition of
goods and services in the economy.
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MEMORANDUM
To: Distributiori \

From: - Chris Jennings C.Cj' _.
* Jennifer K}ejn

. Date: March 16, 1995

Re: Jackson ‘Hole's Néw Proposal and Senator Gregg's Entitlement Reforms

" We have received coples of two initiatives that have SIgmflcant 1mp11cat10ns relative to health
policy changes. They are attached for your review. :

First, Paul Ellwood has released his next edition of health reforms produced by the Jackson

- Hole Group. 'He is planning on referencmg it dunng his testlmony to the Labor and Human
AResources Commlttee this week. - : :

Second Senator Gregg released his first edition of proposals to ‘achieve hundreds of billions

.of dollafs in deficit reduction, primarily through Medicare and Medicaid cuts. Over 5 years,
.the Medicare program is targeted for a least $100 billion in reductions and the Medicaid -
. program is targeted for at least $115 billion in reductron

- Senator Gregg suggests that he can achieve the Medicare savings through a specific list of

traditional Medicare cuts that amount to $50-65 billion and through the utilization of a new

Medicare managed care program called "Choice Care.” The managed care proposal does not
clarify how it would achieve the $35-45 billion in savings. 1In the absence of the savings..
being achieved, he suggests a falf-back. of non managed care Medlcare cuts. However this o

list does not-add- up to the $100 billion target

~The Medicaid cuts would be achieved through a block grant that caps Federal aggregate

.....

growth at 4%. States would be given complete flexibility to achieve the $115 billion 5 year-

number. Gregg suggests that these savings can be achieved through managed care and with
no reduction in coverage or provider reimbursements. As we indicated in our analysis of a -

5% cap, there is no evidence that suggests that cuts of this magnitude can be achieved solely -

through the us¢ of managed care. In fact, we have received reports that the State of
Wisconsin has called to explicitly reject Senator Gregg's assertion that Wisconsin has o

{achlcved 1ts limited growth rate cxclusrvely through the use of managed care.

' We are 1n the process of analyzing the spec1f1c cuts and their 1mphcat10ns as well as -
_ preparing some potential talking points to usc as‘a possible response We will c1rculate these
as soon as they become avallable :
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"Responsible Choices."'is a living document that will change as the market changes and
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INTRODUCTION
Paul M. Ellwood, MD

"Responsible Choices" |dent|f|es the actlons that the prlvate sector and government
“should take to |mprove the Amencan health system and accelerate and expand the health
care revolution that is already underway It spreads the benef:ts of and responsibility for
better quality, lower cost health care wnth a rninimum of prescriptive interference by
government at no overall increase in cost. "Responsrble Chouces is not based on
_-untested economic and social theory. The recornmendatlons are taken directly from -
“actual cltntcal and operattonal experience gained in prowdlng health care and health
insurance to over 100 mtll:on Amencans These suggesttons refocus the lackson Hole
Group s approaches outlmed in "The 21st Century Amencan Health System" « 991),
whuch called for acceleratmg value—based competition. in the health care marketplace and

. assured health care for all Americans.

We deyieed "Responsible Choices" as a set of. practical bold proposals' to continue
pushmg the publlc pollcy process and keep the health care revolutlon on track It
identifies where progress can be-increased while warmng where it can be thwarted. It

- does not promise health msurance for everyone srnce that is an lmp055|ble goal wrthout
raising taxes, creating unfunded mandates or prolongmg the def|C|t The lackson Hole

- Group has not backed off ‘of lts commltment to adequate health protectlon for everyone
but proposes that once the size of the problern is decreased and understood we will be

better able to xdentzfy and deal’ w:th those still left out of the. system

The United States has been raoidly transforming health care by implemienting a market-

"~ driven systern that works—a unique approaCh that has resulted in signifi(:antly reducing
rate increases for private purchasers a‘nd consurne_rs of _medical‘ serylces; Thia evo._luti:on,
turned revolution, which has been underWay for at l'east twenty-five years, is being

“driven by corporate purchasers and cost-conscious consumers. It has created -an _

’extraordinary array of health plans aggreséively competﬁing with one another ‘on price and

quality. HMO‘enrollment has grown by 30 percent since "The 21st Century Arnerican

JHG Responsible Choices: Drafi, March 8, 1995 : C 4 : - o
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Health System was wrrtten However some consumers—such as most Medicare
beneflcrarres individuals with preexrstrng |Ilnesses and the employees of small

“firms—are. not fully benefiting from the health. care revolutron that is propelhng us toward .

. the twenty-frrst century And desprte bemg the largest single purchaser of health care,

the federal government has been pamcularly slow in bringing publrc programs into lme
with those tn the prlvate sector. ‘ ‘
5

It has taken at Ieast twenty-frve years for the new Amencan health system to become
established. As it continues to evolve rapldly, care must be taken not to disrupt its
progress In: the United States, the market works in health care because multrple
purchasers, not just the government are.in a position to mtroduce bold new methods of
buymg health care and because provrders and insurers have substantlal freedom to
respond with' new approaches to organrzmg and payrng for care. Responsrble Chorces
makes proposals to foster this market drrven progress and mnovatron

Keeprng the market workrng in health care requtres the consrderatron of factors that are
umque to the health sector. When a day in the hospital can cost thousands of dollars
_people need health insurance. But when this i fee-for-service i tnsurance there are few |
mcentrves for' srck mdtvrduals and thelr trusted physhcrans to try to save money. Those
who are. poorly msured or wrth a hrgh deduct;ble have an mcentwe to avord costly
health care but are too vulnerable to shop effectrvely for medical care based on price
“once they’ become truly sick. Hrstoncally, medxcal care has been a product best

" understood by tdoc’tors who were selllng it and thus were in a posmon where they made N
" both the key cltntcal and economic decisions for their patrents and therr practlces |
""Responsible Chorces mtends to change this by enhancrng the responsrblluty of
consumers wrth better lnformatron and more power to make chorces about therr own
lives. As in any rndustry, genumely lowerlng costs means vast increases in producttvrty
in thrs case, change threatens the. lrvelxhood of more than 100 000 specralrst physncrans
. _one—half of the. country s hospital beds and hundreds of health- insurers. - The lrkely result

is resrstance to competrtron from these sectors

|

|

o
{

. 1\ . ) . e . v ) . - ) .
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"Responsible Choices" assumes that the combination of reveltjtionary change health |
insurance, consumer vulnerability, madequate information; extraordmary oversupply, and -
shared responstblllty are factors unique to the health sector that cannot be lgnored

calls for mterventron in selected facets of the marketplace to make it functton better

' whrle warning pollcy-makers that preventmg or d|st0rt|ng further expansson of prsce “and

quality competttton wrll dxsrupt the progress that the market is makmg

The U.S. health system has been transformed thus far‘by adherence to the following.

~principles: ’
. 'Health plans and héalth insurance, ineluding Medicare, should compete on the basis
of price and qualtty Health plans that both ftnance and deliver comprehensrve
“health care competing on price and quality aré pacmg the new health market
Comblmng health insurance with health care is perhaps the most important change in |
the structure of the health sYstem It shifts the emphasis from increasing earnings by -
subjecting the patient to more services to. reducing demand for costly extended -
treatment by keeping people yvell To effectwely lower costs and |mprove quahty,
health plans must carel‘ul_ly select those providing care and match their numbers and
skills to the needs o‘f their consumere This prat:tice"has been t:riticiZed for restricting
doctor opportumtles and patient choices, but shepherdmg resources remains as
critical to health care quality and cost as to the’ management of any enterprise.
“Health insurers that offer more provider chonces but greater consumer cost sharmg
should be given the same equal opportunmes to compete. - '
. Consumer§ can be cost-conscious when selecting health ins'ﬂrance; Censumers can
| be motivated to be cost—conscio’us. at the time*they's’elect health insurance and will. A
“choose lower cost plans when they are convinced that health care will be readlly
available and of good quallty Cost-conscrousness at. the time of tllness is less
predrctable and can cause expensive and dangerous delays in seekmg care. This is
making limiting ‘pre‘mium' contributions more powerful than high dedpctibles'in*'

motivating consumer choice.

IHG Responsible Choices: Draft, March 8, 1995 - o o 3



“ «1

»  Group purchasmg of health care is essentral to spreading risk and reducmg costs.
t_Health care must be purchased by groups large enough to exert real leverage over
'competmg health plans Slze allows these groups to explort their knowledge of

o .health plan performance and, above all, to spread-the cost of insurance over both

" healthy’ and unhealthy mdrvnduals "Responsrble Chorces requrres shared '
'responSIblllty by those who are still well for- those who are sick. As in any market
the presence of many powerful buyers and multaple competlng sellers has been

~shown to be benefrcral to consumers and encourages’ continued innovation and

' vrgorous price competition. Drmrnrshmg the clout of group purchasers or

_ mad_vertently dividing consumers into good and bad risks will destroy the burgeoning |

health market. . “ o o ‘

... Informatlon about the quality of care must be avatlable to consumers. For the

health market to, functlon properly, consumers, purchasers, and provrders need
understandable and comparable mformatnon on the cost and qualrty of care from
various health plans The qualrty of care mformatron currently available to

:consumers is still mcomplete and is perhaps the weakest link in the health care
revolutron Because reliable and objectrve mformatron is not available, the

’ orgamzatrons prowdmg the best quallty of care are not necessarrly attractmg the most
consumers- This information gap ;eopardlzes the entrre health revolutron The lack
of comparatlve mformatron on qualrty also makes the system vulnerable to

unsubstantxated crmcrsms about costs bemg down because qualrty is deteriorating.

-+ Without expandmg entrtlements or mandates "Responslble Choices" expands the
revolution in health care by askmg government to play by the same rules as the private
sector, by mcreasmg the: power of consumers and by minimizing risk selectlon against
rndrvnduals and small employers The various pleces of "Responsnble Chorces can be
rmplemented as stand alone proposals However they will most effectrvely generate . ‘

: progress and rmprovement in the health system if rmplemented in the designated -
incremental manner. . '

. ‘—
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"Responsible Choices" has five objec'tives.:

1. Align Medicare and Medicaid costs with revénués'lWhjl‘e évxbanding choices by ‘
offering public benéfi_ciaries the same cost-conscious choices now available to private
consumers throggh emplovyers or purchasivn‘g groups. Use coﬁipetit‘io_n and'A consumer
choices to limit the per capita‘grth'q‘f Medicare and Medic'aid expenditures to )

revenue growth,

2." Make the tax benefits of health insurance coverage equitable, while in’creasing |
consumer awareness of cost and quality through a value-based tax credlt for health
insurance, heaith plans, and Medxcal Savmgs Accounts. | o

3. Give individuals and the employees of smal‘l fifms, regardless of their health ‘statu’)s,
the same opportunity to purchase reasonably priéed'héalfh insurance as large group |

Vpurchasers.' Insurance reforms mean all forms ofhealth"insuranée—'-‘the self-insured,
sellers of health insurance, health p‘Ians,-and Medical Savings Accounts+sh6uid be

subject to the same marketplace.rules.

4. Ensure that consumers know what the various health plans offer in terms of beneflts,

“satisfaction, access and health outcomes

5. Set timely realistic targets and measure results ‘as reform proceeds. Manipulating a
tnlhan-dollar enterprise may reqmre a change in course if cost contamment heaith
outcomes, consumer satisfaction, and access to health care do not |mprove as

pre_d:cted
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- 21st CENTURY MEDICARE
* Graham Rich, MD, MBA

VAs the largest purchaser of health care m ) the U. S, the federal. government: is responsrble
for the contmual growth in Medicare cost by marntammg a dysfuncttonal payment
- methodology and by failing to encourage intensive price competttton and cost-

conscrousness Like any other purchaser it needs to adopt some aggressive management

| ‘po||C|es 50 that all taxpayers including seniors, can benefit from better qualrty and
efficiency through competrtton among Health Plans and value based ch0|ces by seniors.

.',Even with the‘ present underdeveloped system for encouraging enrollment in managed
care, the number ‘of seniors choosing this opnon increased by 25 percent in one year to
2.3 million at the end of 1994. To enable new seniors to stay in ‘managed care and to -
offer more chorce for current benefrcuarles ‘we need a better Medtcare payment

methodology based on competmve brddmg, better access to comparattve mformatron

and the optton of enrolltng in any participating Health Plan Each senior should be able

to use a sum of money (a voucher or speCIftc contribution which will be referred to in
this paper as a Medtgrant) from the federal government to purchase health msurance
from tradmonal Medrcare or competing Health Plans and thus make cost-conscxous

' decrstons Only then can seniors make respons ible chmces Thts idea was originally
proposed for Medrcare in 1970 but got caught up in gndlock Instead, the private sector

¥

‘successfully adopted the approach.

Why Update the Medrcare Program? | . e
Medicare expendttures were $1 60 brllron -or 2 4 percent of gross domestrc product ,
(GDP), in 1994 and are pro;ected to grow .to $460 billion, or four percent of GDP, by

2005 which lSlObVIOUSlY an unacceptable prospect When the private sector faced the
same prospect rand hence a threat to. its own competrtweness it completely changed-the o

way it bought health care and achieved a projected decline in private sector HMO

JHG Respons&ble'Choices: Draft, March 8, 1995 : ' , - : . S 6
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premiums of on average, 1 2 percent in 1995 "n addltton the one mrlhon member :
‘ Caltforma Public Employees Retrrement System by adoptmg consumer rncenttves and |
pnce competition among Health Plans, achieved reductrons in HMO premiums of 0. 4
percent.in 1993/4, 0.7 percent in 1 994/5 and 5.2 percent for 1995/6.

If Medicare growth can be slowed to six percent per year the cumulative savings

_ 'jbetween 1996 and 2004 will. be $401 b:llton and annual savings in 2005 will be $129

billion.2 Medrcare s tradrtlonal indemnity insurance s tructure and its conflrctmg role as

purchaser and insurer have a negative impact on Medtcare and the rest of the health care

‘market. The traditional structure cannot be sustained because: '

e Cutsin retmbursement cause cost shtftmg and drive up the cost of care for others

* Hospitals suffer unpredictable changes in rermbursement rates.

. Physmans try to mamtarn income by mcreasmg volume.

S Medrgap polrcres that drive up use by covermg first dollars become more attractive
when consumer deductibles are increased in an effort to reduce program utilization. |
Seniors already spend on average, $502 (18 percent of thelr out—of-pocket health
spendlng) on additional Medigap msurance

* The system rewards doctor’s office visits and hospital stays lnstead of i‘mprovements |
in the health of seniors. o ) - ’

. Medlcare cost problems will only get worse under the current system as managed
~ care Health Plans, using resources effl(:tently, force nonparticipating physicians

(perhaps as many as 165,000)* to dépend on Medicare to earn a living.

lGroup Health Association of America (GHAA), 1994 HMO Perforrnance Repont

Based on growth pro;ecnons contamed in "The Economic and Budget Outlook Fnscal Years 199&2000 Congressaonal
Budget Office, January 1995,

Pub ic-Policy Institute, American Assocnatlon of Retired Persons, "Commg Up Shon Increasung Out-of- Pocket Health
Spenr:lmg by Older Americans,” 1994 . C . g

Wemer lonathan P DePH, "Forecastmg the Effects of Health Ret’orm on US Physzcran Workforce Requnrement AMA
July 20, 1994, Vol 272, No. 3. .
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Parallels wrth the Prtvate Sector

When unsustamable expendltures on health beneflts threatened competitiveness,
'employers made the transmon from tradlttonal health insurance to offering a, ftxed

'payment for ‘health care. and a choice of competing managed care plans As a result
they have seen a cons:stent increase in managed care enrollment with a correspondlng
reductnoh in, costs The government could experlence the same savmgs by learning from

,enllghtened employers and adoptmg the same strategy.

How Do We Get There? } o . ‘ )

There are a number of polmcal and programmatlc difficulties inherent in makmg the -
trans:tlon from a legally prescrlbed cost: renmbursed Medtcare indemnity plan with

' mlmmal consumer cost—conscrousness to a program where consumers make value based
cholces But= the practical problems m gearmg up the private health system to compete
on pnce and! qualtty to serve semors are not as great For example 74 percent of seniors
||ve in an area where they have. access toa Medtcare nsk contracting plan and, in 1995,
38 percent of HMOs are planmng to develop new Medicare contracts Early
tmplementatron would bnng the greatest. savmgs but would require the most support
from semors and a substanttal managenal effort by the Health Care Fmancmg

Admmtstratlon (HCFA) to effect the changes.

This proposal relles on competmon among Health Plans coupled wuth a flxed Medlgrant
contnbutlon for each senior. it expands the scope of benefits and offers beneficiaries
access to well managed health care. It requures competlng Health Plans to offer a more
appropriate set of benefrts than the tradzttonal Medrcare program, such as the federal
standard HMO package wrth a prescription drug beneflt As a result, seniors who join
Health Plans would not need to buy Medlgap insurance. A Med:grant set at the average
’, premtum charged by the least costly, half of the pamcnpatmg plans wtll gtve seniors

“’ access toa range of Health Plans The optnon to stay with tradmonal Medlcare would

st|ll be avatlable

Compet!tNe bidding to set the gcvernment contribution has been recommended by Bryan Dowd et al., in “Issues
Regarding Heaith Plan Payments Under Medacare and Recommendations for Relorm The Mulbank Quarterly vol. 70, no. 3 1992,
423,
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Promoting Consuher Cost-Consciousness

Each senior should be able to choose between traditional Medicare or a range of Health
| Plans using a Medigrant Seniors who choose a more eipensive plan would be
‘respon5|ble for makmg up the cost d!fference be it traditional Medncare or a Health Plan.
Those who choose a less expenswe option would receive a refund. To ensure full
choice, all participating cqmpetltlve Health Plans should participate in a coordinated

annual open enrollment.

The_ afnbunt of the Medigrant for each Medicare”enrollee who joins a Health Plan-could
" be initially limited to the amount the government currently spends on traditional |
Medicare adjusted downward ahnuaillyby at least a percentage pbint‘ each year. It
should ultimately bé based on the a’\;'érage premium of the least costly half of the
competmg Health Plans in each market area. Th:s could be calculated using the

previous year's enrollment to welght premlums

Moving to Competitively Driven Pnces
The current formula for paying Health Plans i in Medncare is based on trad:t:onal Medncare .
costs. Thus the more expensive traditional ‘Medicare actually drives up government |
payments to Health Plans.. Instead, the reverse should be true wuth traditional Medicare
being required to compete with Health Plan prices. As long as this perverse linkage |
_ between traditional Medicare and Health Plans is bbu_ilt into Medicare law sei\)ings‘ f_rom:
competition will elude us. At some point, .the prégrarﬁ expenditure should become '
’pegged to competitive Health Plan prices. There are two options for mia'ki'ng this
transition. The Fast Track option would require the governmeht to set the same growth
rate, say six percent per annum, for traditional Medicare and Health Plan Medigrants-
during-a transitional period. The slower, or divided track would temquarily separate the
» »paymeht rates and growth raies of traditional Medicare frohjzthose of Health Plans.
Under this divided track option the growth rate for traditional Medicare using CBO
projections would be ten ‘percent, on average, while the Medigrant for Health Plans
could be eight percent in the first year, seven percent: in the second year and six percent

in the third year, at which point enronent should be suffncuent to allow competmon to
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set prtces Under both options, there ulttmately would be a common method for

i

-calculatlng the amount of money to be’ ‘spent on traditional Medlcare and Health Plan

- payments whlch would be driven by competitive Health Plan premuums."

~

. Transmonal Techmques - |
~ Traditional Medlcare can no longer bé considered as a well desrgned or adequate

;msu‘ranceupohcy. It tries to control demand,by cost sharing and deducttbles. There is a

need for a more. comprehensive and appropriate set of benefits which should convince -

Medicare beneficiaries that they are not‘losing out in the transition to 21st century

" Medicare. The Health Plans competing“for beneflciaries should be. required to offer an

* improved beneftt package whnch should preferably eltmmate the need for Medlgap

policies.

Beneficiaries with preexisting illnesses are reluctant to leave the traditional Medicare fee-

for-service program which drives up the costs for this option during the transition.

‘Under this plrloposal a richer set of benefits lower- out—of—pocket costs,. a‘nd*in'cr'eased '

l, quallty accountablllty should ‘encourage | the higher risk- beneflaanes to make the swntch

toa Health Plan However, benefrc:arles with a. hlgher risk will be attracted to Health &

Plans that have a reputation for provrdmg superior care. Therefore, some method for ' V'

ldenttfytng thts uneven spread of nsks and compensating for them by shifting Medlgrant -

‘dollars from plans Wlth better I'ISl(S wtll be necessary

The avallablllty of Health Plans across the country is ‘uneven and costs are varlable

between regzons Medlcare is the last frontler for competltwe Health Plans that are eager

to provide a servrce to this large sector of the population and are confident they can

provide better benefits for less.. in 1995 the Medicare capltatlon rate is $467 in San

Francisco and $559 in Los Angeles whule the premium for a non- -Medicare, non- Medlcald

_ Kaiser plan |s,the same for northern and southern California. With the current formula,

HMO rates, |n some counnes factor.in. excessrve use of services. and 50 are t00 hlgh for

Medlcare to realtze the potenttal sav:ngs from managed care. In other counties with

‘ lower servnce use Medicare rates are too: low to encourage. HMO pamClpatron in the

5#
h
n
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risk contractlng program. “In encouragmg competmon between Health Plans in areas of
- the country where health care costs are lower or where the number of provrders are .
limited, some have suggested that there should be no initial lrrmt on the government
contribution for Health Plans. "Responsible Choices" assumes that as Medicare is such a
large buyer and the oversupply of providers so great, competition will develop even in
those areas where traditional Medicare payments are low. If competition fails to develop
in those areas, the federal government might consrder using savmgs from’ higher cost

- dreas tO mcrease payments.

' Fast Track Optien' e o L ,
| Under this approach, the growth in expenditure for traditional Medicare and Health
Plans co.uld be explicitly budgeted for each year; These sum"s of money could be "gi've.n‘
to seniors in the form of a Medigrant which they couild use to purchase care from
‘traditional Medlcare or a Health Plan. The method of calculatrng the federal government
contnbutron or Medigrant, and its maximum growth could be specrfled in legislation to .
be, say, six percent per year and adjusted for the mcreasrng age of beneficiaries. The
growth rate for traditional Medlcare would be the same and program costs would need
to be controlled using techniques such as high deductibles combined wrth Medrcai
Savings Accounts (MSAs). By adopting this approach, the government would be
defmrng, in advance what it is prepared to spend per benefrcrary on Medrcare as other
purchasers are increasingly doing. This would not be the same as mtroducmg price
controls as set out in President Cimton s Health Security Act but would merely set the )
limit of the government contribution. In fact, it would be‘analogous to the current
Medicare'practice of setting provider‘fees or dgducﬁbles where individuals and pro‘viders'

“must make up any difference.

Divided Track Option .

With this approach, the federal government would temporarily allocate different rates of
growth for traditional Medicare and competi‘ng‘ Health Plans. Traditional Medicare could
be budgeted to continue rncreasrng at the current predrcted rates, (ten percent per year),

while’ the maximum Medrgrant growth rates would be set at erght percent the first year
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and at one percentage pornt less each ensurng year untll the market penetratron is great
enough to determme payments. - ' ‘

Competitive Health Plan'Prices to Drive Traditional Medicare Payments

Under both- opttons when more than, say, 30 percent of seniors in a particular market -
are enrolled in compettng Health, Plans and are satisfied with the benefits they are -
recelvrng, then the government s Medigrant payment for tradtttonal ‘Medicare and Health
Plans’ should be based on the average of the |east expensive half of competrng Health
Plan pr.tces. i it may be necessary to grant new managerial powers to HCFA to allow
traditional Nledicare to adopt Preferred Provider arrangements , and other managed care
“cost contarnment developments that have been employed by transitional managed care’
plans This may include the setting of | premlums for traditional Medrcare or other cost

".saving or revenue producing measures,

. Ensurmg Plan Competrtlon on the Basns of Prrce and Qualrty
‘To enable Medrcare beneflcrarres to use their Medrgrant wisely, the HCFA, or |ts
designee, shou d provrde mformatron, mcludmg quality and price comparrsons of
traditional Medlcare and Health Plans by market area. Health Plans should price and
. offer a standard beneftts package Semors should be given comparative information on
. Aout—of-pocket costs for care of common condmons consumer satrsfactron data etc It
would be partrcularly valuable if- government pursued the same. health accountabrlrty
methods bemg used by the private sector (see Health Accountabtlrty System sectron
page 34). Responsrble marketing should be encouraged to ensure that seniors
understand the optlons
Stage 1: Flscal Year 1996 _ ‘
" The Secretary of Health and Human Servrces should establlsh market areas to calculate
_ the value of the Medrgrant as countres are too small for stable prices. If Congress elects
to use the fast’ track optlon the Medrgrant value for tradmonal Medicare and Health
Plans would be set at the level of payment for tradttronal Medicare the first year with an '
' annual‘percentage increase of, say, six percent thereafter. If the divided track.optron is

t
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chosen,' the growth rate for the He’alth Plan Medlgrant \.Alould'be one percentage point
less than traditional Medicare, as described above. Under both options “legislation - |

- should allow Health Plans that cost less than the Medrgrant to give consumers rebates.
A Health Plan that costs more than the Medrgrant value should charge senlors the
difference. HCFA should SImplrfy its approval and other regulatory requrrements such
as the 50 percent commercial rule so that it is less costly for new Health Plans to enter

» the. Medlcare market

| ' Stage 2: Frscal Year 1997

HCFA, or its desrgnee should establish and coordlnate an annual open enrollment
period to ensure that each individual can choose among. all partlcrpatmg plans
Medrgrant payments should be risk adjusted to allow for the extra risks rnvolved in.
enrollmg mdrvrduals wrth chronic diseases. All partlcrpatmg Health Plans should be |
required to offer at least the new standard benefits package. ’

| Stage 3: Fiscal Year 1998 and beyond

Under.either optlon many markets will exceed the 30 percent market penetration when
Medigrant payments to tradmonal Medicare and Health Plans are determined by the
average of the least expensive half of Health Plan prices. S '
Stage 4: Fiscal Year 2004 , 7 |

If competitively derrved Health Plan prices are growing more rapidly than the economy
or if Medlcare prtces adjusted for health status are growmg faster than pnvate sector
prices, the whole program should be reassessed. It may be 1 necessary to use a dlfferent
formula for calculating the government’s contnbutron, such as paying 100 percent of the
lowest cost high quality plan or"‘using a formula which "is'(cljoser to the premium of the
lowest cost plan. If employers do not. encourage retirees 'to make a cost-conscious |
choice of Medrcare Health Plan by giving them a defined contnbutron legrslatuve reform
of retiree benefits may be requtred The federal government’ should conssder

relinquishing its responsibility for provrdmg indemnity insurance by askmg private |
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indemnity plans to take over this- functton as long as there is no restrrctron on access to

iR
A

prowders

Beneflts of Medrcare Reform k , , : _ .

| The phased introduction of premrum competrtlon startmg with areas of high managed
care enrollments and where Medlcare costs have tended to be high, ensures competmon
 and early savmgs Over time, there should.be a “reduction in regeonal Medlcare prrce
‘and uttlnzatron variations. Prrces in today 3 populous high cost areas should come down
ftrst while utllrzatron and prices may go up in those areas (mamly rural) where seniors -
'seem to be underserved Allowmg seniors to make the same responStble choices asthe
rest of the populairon will provrde greater incentive for plans to improve their cost-
effectweness whlle mamtammg or rmprovmg qualtty Semors and’ the health system as a

whole wull beneflt from an expans:on of chonce and an end to the cycle of cost shrfttng

. it P
i
?_=

ENCOURAGING STATE SOLUTIONS FOR ACUTE MEDICAID

3

L Graham thh MD MBA S

The dramattcs increase in, and unpredrctabtltty of, costs in Medlcard programs is a
persistent challenge to state governments The nation spent $82 billion, or 1.2 percent
of GDP, on Medtcard in 1994; expendtture is pro;ected to increase to $234 billion, or
two percent of GDP, m 2005. States should use the same methods as successful private -
purchasers of}health care by nefferrngla choice of managed care plans to encourage
choice and e’ffiective' price corn\;:)et:ltion'lfor the acute care portion of Medicaid. Although
states are already ahead of Medicare in.a'dopting price_competition} th_ey ha\re‘ been
impeded lay‘thefederal \_«éaiver prOCeae and the lacl< of health plan availability.

The lackson Hole Group is not certam that the concepts behmd "Responsrble

Choices' -—-that medrcal care volume can be decreased and effrcnency

tncreased—necessarrly apply to long term care. In addmon the Medicare health plan

‘package is likely to be comprehensive enough and offer cost shanng provisions that are
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low enough to allow: states to cease supplementing Mediéare for acute Medicaid or:to - :
have their contribution be minimal.- We do encoufage ‘state 'éxperimentaﬁon’ with SSi,
partiéulérly if some satisfactory means of risk adjuStinglthe premiums of this population

. Vcould be devised. For these reasons the followmg recommendauons are only for the -

acute care portion of Medncare

Acceleratlng the Use of Competitive Managed Care for Acute Med;cald |

States that recelved section 1115 waivers from HCFA have introduced innovations |
tailored to local needs and preferences. These changes brought variations in ehg;btlity? o
based on income, categorical requirements; new services, and a qhbice of 'man'ag.e'd care
plans. in an effort to protect the Médicaid "pbbulation from what it views as ill-conceived -
- or hasty reform, HCFA developed detailed criteria‘f_of approval and set goals for

~ implementation. Because criteria and ’goal's can Vary from case to case, the approval

" process is lengthy and cumbersom'e, causing sta_ite dollars to sdpport inefficient and
Aineffecti,\'fe financing mechanisms while ‘the application is pghc‘ii,ngh. To stop such Wasté,
‘the 104th Cohgre_sé should grant states the authority to make the transition to managed

care for Medicaid without obtaining waivers.

The Federal Contribution - o e

The federal goVérnnient should give states pef.cép,ité grants for the acute Mediégid ,
program (i.e., the govefnment would provide a fixed amount per eligible beneficiary).
To facilitate state management of the program, the fede,r.al' governmenflshomd specify in
advanc‘e the rate of growth in the féderal shaké of the capitation rate. If the current GDP
| growth rate and mﬂatlon remain the sarne this could be set at 6. 5 percent.per year in’
1996, six percent in 1997, and five percent in 1998. These ground rules would need to
be reconsidered if manz{ged care premiums began to deCline to the same extént- that they
" are currently declining in the private séc'tor or if there were a drastic f:hange in the
number of people ehgnble for Medicaid. States should face a mamtenance of effort
requxrement m determmmg their contnbutlon based on flscal capacnty Addmonally,
disproportionate share payments to a state_shquld be phased down to a level of around

four percent over a period of five to séven-years from the current level of 12.5 percent.
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Medicaid ‘eli"‘gibility requirements jshodlcl be federally determined but scope of benefits
‘should be set by the state. States could :adopt the benchmark benefits package as
suggested |n the Benchmark Benefits. sect|on page 29
Mlnlmmng Federal Reportmg
Allowrng states to define their own solutlons puts at rrsk the comparison. of qual:ty, cost
- and coverage mformatron essential to enhance consumer choice and aid pohcy—maklng at
the state and natlonal levels.. The problem can be overcome if states follow the example
“of other purchasers by requiring standardlzed accountablllty for quality by the health
plans they use (see A Health Accountablllty System page 34, and Health System
: lnformatlon page 39) and adopt the benchmark beneflts package for state Mednca d

programs (see Benchmark Beneflts page 29)

AN

lNCREASlNG COST-CONSCIOUSNESS
REFORMING THE TAX TREATMENT OF HEALTH INSURANCE
Alaln Enthoven, PhD and Sara Smger, MBA

 The internal revenue code excludes employer paid health care and insurance from the

‘ taxable mcomes of employees without lirhit. It also; through Section 125, allows 1
"employees, to tax shelter thelr premaum contributions, as ‘well as contributions to medical
spending accounts The states generally conform ThtS exclusion will cost the federal

~ budget $90 bllllon in 1995. The exclusron prowdes a powerful incentive for employers.
and employees to agree that part of pay will be in the form of health insurance benefits.

This has contnbuted to.the raprd growth and persustence of employment—based coverage o

\lr
.l'he exclus:on however has negatlve consequences-—-the most important of whnch is to
make the addrt jonal cost of more costly coverage lower to employees mducmg them to
choose more costly coverage than they would if they were usmg their own money. To
.motrvate responsrble pnce sensitive chorce of health plan and to limit the loss of

revenue to the federal government, this provrsron should be changed
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A Tax Cap ‘
The natural solutlon is to cap the exclusnon set limits for mdwrdual couple and famtly ’
coverage low enough that the premlums ‘of most health plans exceed them and leglslate
that employer contributions above:the limit must be included in taxable income. At the’
~same time, repeal Section 125 which allows el‘nployees to tax shelter funds spent on ‘
health care, so that the total tax sheltered prel‘nlum——hot just the‘vemployer’s?oert—f

is limited hy ‘the cap. . This would correct-the currenl government-created lack of
cost-consciousness by motwatmg consumers to. be responsive to the full differences in
premlums when they make ch0|ces To be maximally effective, employers must limit
their contributions to a fixed dollar amount and should offer a choice of plans.

Employers would have to estimate the value of coverage in the case of self-insured plans :
making such employer contrlbutsons exphcnt '
‘Numerous issues arise in connection with the "tax cap” on health benefits. Should the
caps be adjusted for geographic variations in the cost of living, like Medicare prospective
“hospital ‘payments, or for medical costs? If they are not adjusted, people will argue
mequxty On the other hand, the tax code is not indexed: for the reg:onal cost of living,
and there is |eg|t|mate concern that to do so in this case would precipitate endless
technical arguments and open a new field for oork‘barrel politlcs.~ It may be better to
keep it simple. The categories in which'the exclusions are allowed (e.g.',‘ individuals, -

- couples, head of household etc.) would need to match the‘categories in which |
insurance rates are quoted both for equny and- effncnency There is no need to glve
iindividuals a tax break sufficient for a famuly To do so would undermme their

incentives for economical choice. So long as premiums may vary by age, the categories;
:would need-to include "age bands" so that older, higher cost people would not be

’ 'dlsadvantaged by a tax cap set for the average. Some comparable limited tax-subsudlzed
treatment of health care benefits would need to be extended to the self-employed,
nonempl‘oyed, and employed whose employers do not offer health insurance.
Substantive arguments against the tax cao include that it would perpetuate “job lock."

Job lock is a two-edged sword in that it helps perpetuate a desirable pooling of "good
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nsks, w;th low expected medlcal costs. thh “bad rlsks with high expected. costs. A tax
cap-would also give more mcentwe to become insured to hlgher tax bracket people who
“need it less r,less incentive to lower bracket people who need it more.
A Tax Credlt | 4 o

These shortcommgs have led people to propose replacmg the exclusron with a : »
~ refundable tax credit, available only to those who buy coverage meeting certain cnterra
Agam Sectron 125 would be repealed Taxpayers would be allowed to reduce their tax .
a4._~b|ll by a ftxed amount (or by an amount determined. by a formula) if they met certain
conditions. lndtwduals would get cash refunds if the cred:texceeded ftherestiof,.therr tax
bill.

The. tax credlt approach offers some distinct advantages over the tax cap _
. The tax credit would end job lock by provrdmg portability of the tax subsndy The
: credlt would be avanlable to the self—employed non-employed and those employed
by an employer that does not provrde health insurance. This seems particularly
: appropnate since such.a credit could help to 'reduce the burden of adverse selectlon
in the mdwrdual market. by glwng healthy people a strong’ mcentlve to maintain . |
coverage R o
e Both low and hagh income people would receive the same cred:t The tax credit
 could also be des:gned so that the poor could receive more. ‘ |
e The exrstence of a tax credit for the nNon-poor. would ease the work disincentive
assocrated wrth the reduction of benefrts as subsidies for low-income people'ar_e .
phased out | _ ' | . | |
e |t could bet characternzed as giving people somethmg in exchange for the abollshed
exclusion, fas opposed to a tax cap which has been perceived as taking something

{
1

L}

6Alain Enthoven, PhD. "A New PropoSal to Reform the Tax Treatment of Health Insurance.” Health Affairs. Sprin’g 1984,
t . . .
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Tax Credit Structure B

There are many variations on the tax credit theme that can. result in a substantral
improvement in the et‘hcrency and equrty of our health care system. Under one version, -
Congress would pick a dollar amount that reflects the prrce of an efflcrent comprehensrvevl
health plan meeting federal standards in most parts of the country, say $4000 per family.
Next, it would pick a percentage for the credtt that would make the whole program a

: budget-neutral trade for the exclusion, say 25 perc:ent A family buymg coverage of up,

to $4000 could take a tax credtt equal to 25 percent of the premrum (r e., up to 51000

This would give everyone an incentive to buy coverage up to the $4000 amount. Above' ,
that amount,-people would be requrred to use their own money, O they would be cost- -
conscious. In another version, Congress would set a fixed dollar credlt amount for
mdtvrduals couples, etc. that would be a budget neutral replacement for the exclusron
-say $750 per famlly per year.” The whole credrt would be available to anyone buying

coverage meeting federal standards.

Both proposals would requrre that to qualrfy for the credlt the coverage purchased -
would meet federal standards of adequacy Both would requrre people to pay more for
more expensive coverage Under approprrate conditions (see below) both could be
recommended by the Jackson Hole Group as a means of i mcreasrng consumer .

cost-conscrousness, reducing tax losses, and lowermg the rate’ of medical inflation.

A switch to the tax credit approach rrsks creattng other problems The
employment-lrnked tax exclusion is an lmportant part of the "glue" that holds-i nsurance
purchasing groups together Converting to a tax credtt direct to - rndtvrduals would
weaken the glue and could threaten the employment-based group purchasmg system
because good risks might demand therr employer contnbutrons in cash-and. seek better
‘rates elsewhere. Poolrng of health rrsks wrthm groups might be destroyed although l

some employers mtght resist thrs prefernng to keep thelr rlsk pool together and therr )

Thrs credrt would be slightly less than in the first example because people buylng coverage for less than S4000 would
forego some of the tax credit.
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: 'average costs per employee down by refusmg to turn employer contributions into cash.
lndmduals not covered through employment groups (mcludmg those who successfully
took their cash out of the group) would face a market beset by the pathologies that we
observe today in the market for mdtvudual and small group coverage. To make this |
market \A{Ofl( well, institutions need to be created for small employers and individuals |
that perform the functtons now performed by large employers and purchasmg groups
(see Insurance Reforms and Group Purchasmg sectton page 23, for recommendatrons for

reformmg the small group and mdwrdual market)

A Tax Credtt Linked to Group Purchasmg . .

The tax credtt should be structured s0-as not to dlsmantle the group purchasrng based
“system. Standards governmg the use of a credtt would be necessary. For example if
your employer offers coverage the credit should be avatlable only if you buy insurance
-through your employer. Employers mrght be mandated to offer, but not necessar:ly pay
for, several coverage optrons and could do thtS by contractmg with a voluntary, certtfred
purchasing group. I you are selfemployed _non-employed, or employed by an
employer that does not offer health care coverage “you should be able to use the credit
mdependently in the tndrwdual market or through a voluntary certified purchasrng group‘
that would agree to take all comers wrthtn the market in whtch the purchasing group
chose to partrcrpate (e.g., groups s:ze 5-50 or 1 100) and to abide by the rules

"established for the rest of the insurance market

Stage 1: A Tax Credtt for the Self-Employed and Indtvrduals in 1995
Since there is mountmg urgency to remstate the 25 percent tax deduction for the’
' .self—employed this opportumty should be used to shtft from tax exemptton to a tax credit
for this. group Tax poltcy changes should start wrth a tax credtt program for the
» self—employed non-employed and employed whose employers do not pay for coverage
| to go mto effect in 1995 Thrs is attractrve for the followmg reasons: _
* A tax credrt would gwe this group a greater tax subsrdy than they recetved under the B
limited tax 'deduction. A tax credit would give. these people tax-subsrdrzed health ‘
beneftts whrle makmg them prtce—sensrtrve It would elrmmate the tax code
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inequities that the self—employed currently face without expandlng the - cost-tncreasmg'
incentives created by the present tax treatment of health beneflts for employed |
- -persons. . ' |
- * Anyone who does not currently receive employment-based health care benefits
- would benefit from the tax credit without threatening employment-based health care

purchasing.

Stage 2 A Tax Credit for lEmployer-Baéed and Group Purchased Coverage
After successfully implementing a tax credit for individuals employer-based tax
deductions of health benefits should be replaced by a tax credlt wzth provnsrons to avord

unraveling employment based health care purchasing. IR ‘ . ]

CATASTROPHIC COVERAGE AND MEDICAL SAVINGS ACCOUNTS
B Alain: Enthoyenf PhD and Sara Singer, MBA |

The Jackson Hole Group 'te‘nded to object to the approaeh edvocated by proponents of
the tax—favored MSA theoryybecause it;'favors one form of health insurance 'catastrophio
coverage, and because it would encourage good risks to leave the risk pool But |
recently Mark Pauly and john Goodman- (one of the architects of the MSA idea) proposed
a new version that is much more neutral and less lrkely_to splrt the risk pool. ) Therefore,
the j)ackson'Hole Group regards this as an approach worth trying. Under the

: Pauly-Goodman approach, Congress would set a fixed dollar tax credit-amount
,(presumably one for mdrvnduals, couples etc.). The whole credit would be avai lable to
anyone buymg coverage meeting standards that would include a deductlble no higher R '
‘than, say, $3000 and a requirement that anybody choosing a plan with a deductlble o
(possibly above another threshold such as $200) would have to fund the deductlble |

" up-front with after—tax dollars in an MSA The purpose of the account would be to
~ensure that people would have the money to pay their bills up.to the deductible. »
Individuals could select first dollar (_:oyerage, $3000' deductible coverage with an after-tax

MSA, or.anything in between; After-tax MSAs may still cause some risk selection
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probIems because the $3000 deductible wouId continue to be attractive to the healthy
and wealthy Risk seIectlon should be momtored and an approprlate remedy employed
if a problem" ,occurs.

Tax-Favored MSAs wuth Catastrophlc Coverage Could Damage the Market

. Recently, we have seen great enthusiasm for the combination of insurance coverage wnth
high annual deductlbles (e. g $3000, called "catastrophic coverage ') and tax-favored
MSAs to. encourage peopIe to set aside the money needed to pay for care beIow the
deductuble The |dea is that if consumers were using their own money to pay their. own
bills, they would be much more cost-consaous in their use of care. If they.could have. B
tax-favored MSAS, they would be much more likely to accept-high deductibles. o
Unfortu'.natelyj‘, ‘catastrophic coverage Wou’ld'do little to moderate cost growth in the long
run. Health care spendmg is, concentrated on a few peopIe with expenses that exceed
$3000. For them and the|r families the add|t|onal cost of more care is zero. ‘
Catastrophic coverage wouId aIso mcrease costs due to Iack of preventlve servnces and
early detectnon and treatment For exampIe a recent study of acute appendlcms patlents
Sin CaI|forn|a found that pat|ents covered under |ndemn|ty insurance were 20 percent
more likely than those in prepa|d (f|rst-doI|ar) pIans to deveIop ruptured appendnces
The |mportant opportumty for savnngs is not in deterrlng prlmary care, but i in motlvatlng :
doctors to provnde high cost care onIy when it is approprlate and to do that efflclently

' Catastrophlc coverage has no |mpact on provnder incentives.

Some of the enthusuasm for catastrophlc coverage comes from the segment of the
_insurance mdustry that wouId like to glve mdemnuty msurance a better chance to survuve\ |
in competmon wnth managed care But managed care organlzatlons would easily be
able to’ deveIop products to compete with catastrophuc insurance, taklng advantage of

the|r supenor ab|||ty to control the costs of hlgh cost cases.

{
K

BBravennan;;Paula et al., “Insurance-Related Differences-in the Risk of Ruptured Appendix,” New England Journal of
- Medicine, August 18,:1994. : : :
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‘The $3000 deductible poltcy would be especrally attractive. to the healthy and wealthy
Those who could afford to do so could save so long as they drd not need to use thetr
deductible. This would reduce the costs of the healthy who take catastrophrc
kcoverage—an lromc result when one considers that-it isthe expend:tures of the srck that
need to be reduced The bad risks would tncreasmgly bear the burden of the addlttonal
costs associated with their care. In a sprral of tncreasmg costs and hrgher risks, flrst
dollar coverage would be driven from the market—a desured outcome in the view of the
proponents of tax-preferred MSAs. In the end, this raises a question of social poltcy. Do
we want people with costly chronic conditions (e.g., a woman in a five-year struggle

" with breast cancer) to have to pay $3000 per year out-of-pocket more than those who -

have the good fortune to be healthy?

Tax-favored MSAs raise a nukml‘aer of additional problems A dollar increase in

deductrble does not translate into a dollar decrease in premfum The addttronal money
to fund a MSA would increase tax losses to the federal government Some proposals '
effectively allow people to pass funds through tax-favored MSAs without limit, as long as
the money is spent on IRS-eligible medlcal expenses. Like 'today’s limited Section 125
accounts, this effectively cuts the cost of goods and servrces by 30 percent to 50 percent *
~ (depending on tax bracket) thus undermlmng cost—conscrousness and costmg the
Treasury a great deal. Consumer out—of-pocket health expendrtures in 1993 were $1 58

billion, much—though not all—-of which would be ellgrble for tax shelter

INSURANCE REFORMS AND GROUP PURCHASlNG

lay Carruthers and Ellen thson

- The rising costs of health care over the last decade have affected the large and’ small

- group markets in two very drfferent but instructive ways. Cost pressures on large groups
have inspired major mnovatlon including greater use of managed care, mcentwes for
_cost-conscious purchasing, and better information for making chorces. The same cost

pressures when applied to the small group ahd individual market have had a deleterious
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effect. Small groups are unable to spread rrsks to achreve econom;es of scale, to beneﬁt '
from competttron and usually to offer multrple plans As a result the small group and
individual market is characternzed by _ ‘
* High premtums with steep rncreases or denlal of coverage (especnally for rndrvrduals
. or small groups wrth mdrvrduals who get srck) small and mrd-srzed businesses faced
an average rncrease of 14 percent. over the last twelve months Over the last three
years, it totaled about 57 percent.’ ‘ . | |
. Hrgh admmrstratlve costs: a carrier’ s admrmstratlve expense by one estlmate ‘
R reaches 40 percent of clarms in groups of one to four compared with less than frve
percent for groups of more ‘than 10, 000." | ‘
. Segmentatron of the market by risk (i.e.; health status)
e A growmg number of unrnsured or partlally nnsured workers
s A very rmperfec:t market: no opportunrty for people to examme all the alternatwes
with good mformatron on price and qualrty, make and execute a choice (i.e
| comparat:ve shopprng is costly and dlffrcult) market segmentatron and risk selectnon
by health plans through non-standard benefrts packages and non-standard ratlng
categorles | ] | ‘ , ’
Small employers and mdrvrduals need a purchasmg mfrastructure capable of puttrng the
same pressure to bear on the market as large employers The recommendatrons that
follow encourage the formatlon of buymg groups that would |mprove access to and
‘ affordabrlrty of coverage in the small group and mdlvrdual xnsurance market A stable
lnsurance market however depends onthe contributions of a broader populatlon of
healthy mdmduals to pay for the costs incurred by srck members of the rrsk pool.
long as msurance remains voluntary, you need some mechanisms or mcentrves to ensure
that risk as spread sufficiently. We propose the followmg ' '
o Group purchasers should be prohrblted from selectmg members on the basis of health -
status or past clalms expenence
e Receipt of the proposed tax credit (see page 18) should be linked to purchasrng

through a group for. employees of. frrms of two or more.

Arthur Andersen, " Survey of Small and Mid-Sized Businesses: Trends for 1994

Congressional Research Service; “Private Health Insurance: Options for Reform,” September 20,1990

i
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. There are two ways to spread rlSk--mOdlfled commumty ratlng (across all groups within -
‘a defmed market area) or within’ purchasmg groups The Jackson Hole Group favors the
A iatter for several reasons. Purchasmg groups offer a proven, powerful tool for structuring
a competitive, well functioning market including creating a market.w'ith choices among
competing health plans, s:de-by-sude compansons comparatlve information about cost |
and quality, standard coverage contracts, equal ratmg rules, etc. Such msmutsons spread
- risk more broadly and decrease the ability of health. plans to discriminate on the basis of
health status. They also significantly‘reduce ad‘minis.trative and- marketing costs
associated with contractmg with mdnvnduals and small groups. If group purchasing is not‘
__extended to small groups and individuals, thns market.will continue to be beset by weak
 incentives for competition among pEans and hlgh costs. Thls favors iarge groups while

being dlsadvantageous for small groups

While both community rating and ‘group purch‘asing. reqd"ir‘e- some form of incentive to
keep good risks in the pool so that premiums remain affordable; we lack the cost shifting.
mechanisms, technical expertise, and standardization of'benefifs necessary to implement
an effective risk adjusted community' rate in a prosdpective reim_bursement environment.
Group purchasing offers a more feasibleway of orea'ting a competitive market with -

minimal government intervention.

To aid in the development of group purchasmg, purchasmg groups should not be
mandated to take individuals due to potentla! adverse selection problems. In the
individual market, "adverse risk selection" results when healthy persons choose to forgo

‘ coverage, leaving:a sicker population in the pool. ijdeailyﬁ,.these additional costs would
be spread widely. While. ,idt would be possible t,o- requvi're a” purchasing groups in the - '
small group.market.to offer guafanteed issue to individdals, this would shift the excess. - -
burden of adverse selection in the individual market to small emoloyefs. Therefore, we
encourage purchasing groups to take individoais—fhe tax credit would ‘give healthy -
individuals an incentive to purchase coverage, and. admi:nistrative savings and economies 'l

of scale associated with group purchasing should enable’ the groups to offset the
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addrt:onal costs of adverse selectron-—-but at the same time suggest that carriers serving
“the mdrvrdual ‘market be’ requrred to communrty rate and not be permitted to select on
the basis of risk. This may, however lead to a, srtuatron where the premiums of .
individuals : are excessive: -If that becomes the case, it may be necessary to rmplement a
broad based tax’or make adjustments. among market segments to spread the costs of

' adverse selectnon more farrly

National Standards 7

A prereqursrte to effective group purchasrng is a set of unrform market rules or standards.
Despite current efforts to give states:more- power in developrng Iocal policy solutions in
areas like welfare, there are several. reasons why health system standards need to be
national. - Frrst health ‘care markets do not.adhere to state boundaries, makrng
rmpossrble for states to structure rules that apply consustently across markets Second,
the preponderance of large multr-state employers reinforces the need for a federal
frameWork. i{\ftereover, with‘the rapid change i’n the deliveryof medical services and the
proliferation tof Varying Ievelsot riék-béarin‘g'"arrangem‘ents, state regulations designed to.

monitor tradrtronal insurance -carriers are outdated. ; Enforcrng uniform federal standards,

however, would be a Iogrcal extensron of the state’s traditional role as insurance
regulator. Frna!ly, and' perhaps most rmportantly, national standards are needed—in the
current system where there is tremendous vanatron in the regulatron of health benefits
from state to state and between the state reguEated insurance market and federal
regulation of self-funded plans—-—to unrformly shift the basis of competition from risk

avoidance to the dehvery of cost—effectrve hrgh qualrty care.

v
'

Insurance Reforms

Natronal standards should begin wrth enactrng those insurance reforms at the federal
level that have already been rmplemented in most states—e.g., guaranteed issue of all
products, guaranteed renewal portabll;ty, lrmrtatrons of. preexrstrng condition exclusions,
and limited ratrng restrrctrons (not communrty ratmg [see Table 1, Proposed Insurance
Reforms,: page 127]. In dorng so, the most blatant forms of risk selectron would be
eliminated whrle provrdrng greater unrformrty to the system and the necessary

¥
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: " Table 1 o
Proposed Insurance Reforms

Guaranteed Issue of All Products - Health plans would be required to accept all. .
individuals and their dependents, and all groups that apply for coverage. Health plans
‘could not deny coverage based on health status. Thrs would apply to all products sold
in the marketplace by health plans '

_ Guaranteed Renewal - Health plans would be prohrbrted from terminating or
-otherwise failing to renew coverage for groups or lndlvrduals except under certain
conditions - e.g. nonpayment, fraud, etc. : ‘

'

Limit.on Preexrstlng Condrtion Exclusrons - Health plans could not exclude coverage
of treatment for a preexisting condition for more than six months from date of plan
enrollment. A condition is preexisting if it was treated or dlagnosed in the 6 months
prior to the date of enrollment S »

Continuity of Coverage Health plans would be prohibited from applying preexisting
conditions restrictions to applicants with continuous coverage (defmed as coverage.

with lapses no greater than three months) . * 0

Limited Rating Restrictions -'Health plans would be subject to limited rating.
restrictions, including age, family composrtron and geography, to ensure that coverage :
|s not denied through prlce :

*General language for the above taken from 6-28-94 Chairman’s Mark of the Health Security Act, Senate Finance Committee..
preconditions for the fprrnatlon of purchasing groups. These :relorms are.designed to
~prevent health plans'frern discr.im'inatfing.on'the ‘ba’sis‘oﬁf health status-and claims
experience—a widely accepted principle—‘—and should apply lo all health plans regardless

of risk-bearing arrangements, whether it is a tradmonal lnsurance carrier, a health plan,
or an ERISA self- funded plan (see Table 2, ERlSA reforms page 28). Guaranteed issue,

A for example wculd not mean that a self-insured plan would have to take anyone’ who
‘wanted to join. They would, however, not be able to deny coverage to a sick employee
or famlly member based on their health status. Portabrl:ty and contrnurty of coverage
provrsrons are particularly important because they not only reward those already in"the .
system by improving access to coverage, bt also foster a' more competitive market. by »

allowing people to change plans more easily—an essential component to any functioning
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marketplacet As a result health plans are less able to predrct the health status of their

enrollee populatron and must therefore rely on spreadmg risk. .

: Clearly, msurance reforms are llmrted in; what they can achieve. Applled umformly,
however, msurance reforms serve asa cntrcal step in shrftmg competition among health
.plans from nsk avondance to rrsk management In addition to insurance- reforms all
health plans,. mcludlng ERISA plans, should adhere to uniform quality.reporting standards ‘
adopted by the health mdustry (see Health Accountabrlrty Foundatton section page 36)

- . .aet 7 - Table 2 o

3

o ERISA Reforms

e ERISA plans should have to allow employee family members the option of
purchasing coverage through the plan. However employers should in no way be
requrred to pay for such coverage o :

. ERlSA plans should have to ablde by marketplace rules’ relatmg to portability.

. ERISA health plans should be subject to the uniform qual!ty reporting standards‘
-developed by the health care- rndustry to allow employees to assess the coverage

they receive. o
l L el ,

. ERISA plans should be subject to solvency standards that ensure an appropnate
) level of caprtal reserves. : :

P

s States should be prohrbrted from taxnng ERlSA plans to fmance efforts to expand
coverage. , Doing so would penalrze those employers already providing coverage
for their employees LT

14
K

. A . - A ™ . .

Certlfymg Voluntary Purchasmg Groups and Enforcmg Standards o
- To ensure compltance wrth natronal standards or market rules the states should have the
responsrbrlrty of enforcrng those standards through the: accredrtatron of voluntary, \
- Certified Purchasmg Groups (CPGs) Many exrstmg purchasrng groups already comply '
~ with similar standards and could easrly recerve state accreditation as a voluntary CPG. If
multr-employer arrangements are afforded ERISA protection, as some have proposed the :

federal government should enf_orce compllance of uniform standards. The one
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voveraréhing condition imposed on all pufchésing groups would be,acc'eptin'g- all who are
eligible and wish to purchase from the group. Eligibility criteria ’would be left to'the B
-purchasing group as long as they precluded any discrimination on the basis of health

status.

PRIVATE SECTOR INITIATIVES

" "Responsible Choices" assigns two i‘mport‘ant" initiatives to the private sector. ‘The first
initiative is the introduction and maintenance of a benchmark beneflts package WhICh
will serve asa reference beneflts standard for comparatwe purposes. The second
initiative is the establlshment of a new health accountability system which will focus on
the prqvtsmn of understandable quality information to consumers, based upon plan
performance and health outcomes. Each _fuhciion is described in some detail in the two
sections which foilow The'tWO proposed prii/ate sector groupé the Benchmark Benefits
Group and the Health Accountabmty Foundatlon could function under a smgle umbreHa
'-orgamzatlon, funded prlmarlly by user fees. Spemflc proposals for xmplementatron are.

addressed on page 37.

THE FIRST IN!TIATIVE—-BENCHMARK BENEFITS
Nancy Ashbach, MD MBA

The Need for Fair Disclosure a‘nd Cornparebility _

Health p‘Ians consumers, ‘pharrnaceutical 'rnanufactvurers.: nhysicians‘ legislators‘- dﬁen
courts, and others have struggled in the past wnth benefit plan offermgs In. pamcular
. Consumers have been unclear about the criteria for inclusion of SpeCIflC benef:ts m

thexr health plans. This has ied to suspicion that managed care plans are motnvated

to skimp on needed care.
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. Consumers have had drffrculty companng health plan offerrngs with- differing benefits.
. Physrcrans and others have been unclear-as to the: benefit and technology review .
, processes |n health plans leadrng thern to view the process as secretive and
| unscrentlfrc ‘ , " ' |
o Health plans have been hampered in therr abrlrty to deny coverage for specrfrc
. ‘mterve'ntsrons clearly and concnsely »and to support such decrsrons with cogenty :
_reasons. ‘\ o »
. »Pharmaceutlcal and technology manufacturers have suspected that such decisions are " -
: based upon cost alone and that their products are not recewmg a fair and open
hearrng by health plan polrcy makers.
. The courts and legrslators have recerved confllctmg advrce from interest groups
P . | o
“Udtis for these reasons that a benchmark beneftts package is needed This product should
be a voluntary, real and valid offerlng of all health plans but need not and should not
. . be the only offermg Plans can and should be able to’ offer packages both richer and
4 leaner to respond to the needs of purchasers Many plans have had lengthy experrence
with the federal HMO,beneftts pac_kage,—_and we recommend that until the process for
revising and llrnproving' upon it is in place,‘ it serve’ as the initial benchmark package. A
specific benéfits package with a highlevel of detail will be developed as quickly as
‘possible to deal with the ambtgurty and lack of specuflc:ty inherent in the use of the

federal HMO benefrts package

The process of defmmg and marntamrng the benchmark benefrts package should be -
~ open, farr understandable and for. mformatlon purposes only. The cnterla for additions
and deletlons should be available and the Pprocess should be clear 50. that coverage
decrsrons by the health plan would be protected from unreasonable challenge. -
Physicians, drug manufacturers consumers, purchasers health plans and others who
might wish to mfluence the process ‘of. coverage mclusron and exclusron would therefore _<
be able to do 0. ln addition, the public. would be assured of appropnate care being .
provuded and of coverage for’ expenswe therapres not bemg denied solely because of

cost.. There should be no opportumty for collusion between health plans for the '
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inclusion or exclusion of benefits For the purposes of avoadmg ant|trust law suits, health

plans may need to be excluded from the process

In addition to dlsclosing criterla for coverage, ‘a standard »produ‘c't must l)e,a\?all'able 'for .
price and quality comparrson In.the absence of a voluntary 'benchmark plans will 'vary
‘benefits to satisfy the demands of various customers and comparability to the consumer
will remain elusive, By using a benchmark benefits package as a standard ‘product
against which the differing needs and re’quirementso{ purchasers can be rneasured,

comparability of benefits and price offerings can be determined.

* Maintenance of the Benchmark Benefits Package ,

The benchmark’ benefits package should be-that collectlon of beneflts that is most lrkely
to produce health in the populatlon While the federal HMO benefits package is an -

' excellent starting pomt producmg health in the population will require ongoing
evaluanon revision, and updatmg of beneflts Also, a’high level of specificity and detarl ‘
.Wlll be requtred in the definition of the benchmark benefits package. Technology.
'assesement and cost-effectiveness analysis wnll be needed to achieve this objective in a |

. rational way.

Technology assessment and evaluation are necessary' because* ' _

* - Technology in medlcme is in-a constant state of flux, wnth new technology entermg
the market at a staggermg rate. The cost of such technology creates astrong
economic requirement for a valid process to determme coverage under a typical

. benefits package. ' - ’ ' |

e Much exrstmg technology has not been evaluated for effecttveness To date, we have
‘had no mechanism for doing so, and many mterventtons in medicine are covered

" under existing benefits packages as a result’ of hrstorlcal precedent

. Cost—effectweness has not been a major element of technology evaluation in the past

 but will surely become so.in the future as group benefits are valued against individual

demands.
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An open clear fair, and screnttﬂc process to rndude or exclude specific technologres in
:'the benchmark beneftts package wnll benefit all pames . Since technology assessment is
3 currently done in several dlfferent organizations, expertise would be available from the
" private market This would mean purchasrng technology assessment expertise from
'organization;:s such as ECRI: (Emergency Care Research Institute) or the Blue Cross/Blue o
Shield Technolog;/ Evaluation Committee o’r"net\vorking current expertise A principle of
A the new organlzatron would be to utthze expertise currently available in the private '
'market in the most effectxve way. '
Addi’tiOnaHy; individual co’t/erage decisions on the part of health, plans' often reqoire an
rndependent ‘evaluation and- recommendatlon which plans could implement on a
voluntary basrs Such- mdrvrdual evaluatlons would be carried out by experts in the
appropnate freld of medicine and would be free of vested lnterests to deny coverage
based on cost consrderatrons tndependent expert reviews would support removal of
coverage decrswons from the. legal systern where judges- and jurors often rule in favor of

coverage if there is uncertarnty or urgency

An Independent Approach | , »

A new, mdependent organlzatron the Benchmark Beneﬁts Group (BBG), should be
formed to address these needs in the health system. The BBG’s proposed functions are
outltned in Table 3. It would be- prwate and ‘not-for-profit, although government
collaboratron would be possrble rn key areas such as chmcal trrals Medicare, and
Medicaid. Representatrves cou|d come from purchasers consumers, managed care.
organlzatlons self-funded employers academrc medlcal centers, physicians, and the
government Fundnng for the organlzatton would come primarily from user. fees-—that !S
per capita assessments of the partrcrpants and users of the orgamzatton s efforts Speczal

‘pro;ects fundrng could come from foundatron grants
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A Table3 '
Functions of the Benchmark Benefits Group

. Defmmon updatmg, and maintenance of the benchmark benefits package using the .
criterion of production or maintenance of health. :
e Recommendation of inclusion or exclusion of new technology into the benchmark.
- - benefits package based upon technology evaluation done by recognized groups. -
- ®. Recommendations . regardxng continuation, hmltatlon or exclusnon of existing
~ technology.-
» Cost-effectiveness mformat:on and recommendatlons based upon mformatlon from
- competent entities.
* Individual disputed coverage. decnsxons in defined sutuatnons For examp|e an -
- autologous bone marrow transplantation case for breast, ovarian,. or cervical cancer
denied as experimental by a health plan would be referred to a group of experts
entirely outside the plan for scientific review.

A critical element to the success of the BBG will be its independencé and autonorﬁy. -
Mar.n‘z elements of the health care’.sy'fstem are characterized by suspicion and doubt as to
the methoddbgy regarding coverage decisions in the policy-making and in the individual

case. -The autOnomy of this okrgan’ization will reassure doctors that an ‘appropriéte
process exists with adequate’ clinical input.- It will -reassure patients that t—heir’interests |

are bemg dealt with fairly, and it-will reassure new technology providers—e.g., drug and

device manufacturers—that a fair proce,ss' exists, facilitating level playing field A

- -competition for aH’.V Thus, fhe ;ﬁrocesses and criteria of the BBG Sﬁou!d be open,

- published, and available for revision as the health care industry develops and matures.

Target Goals: _ : :
. 90 percent of health plans offering the benchmark benefits package by 1998.
. Recons&deratnon of decisions made in individual cases by the Benchmark Beneﬁts

Group upheld by courts in 60 percent of cases by 1998.
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THE SECOND INlTIATlVE—A HEALTH ACCOUNTABILITY SYSTEM
Sarah Purdy, MD

A New’ Quality Aceountability‘ Sys’tem‘for a New Health Care System

The expectatron that consumers would be able to choose among competing health plans
' 'on the basrs ‘of comparable quallty and cost information, has not been realtzed .This
' fatlure is partlw,,r due to mformatlon about the quality of health care not bemg as easily
available, understood or compared as information about costs. Consumers have been
inhibited from assummg responsrbthty for their own health care choices by madequate _
mformatlon that does not facrlrtate srde—by—snde comparison of health. plans or encourage
" part|C|patlon in decisions about health care and treatment. To evaluate the rmpact of
.health care on the populatton it is necessary to measure the result or outcome, of the

- tnteractron between mdrvrduals and health plans—to hold health plans accountable. At

'present, there is a health. care qualrty measurement lndustry that. uses different defmmons :

of quality and dtffertng methodologtes to measure quality. Whrle these initiatives are
admlrable and more extensive than any previously undertaken, there is pressure from the

purchasmg commumty to move forward at a more- rapld pace. fherefore we propose a

‘new health accountabullty system whrch would not rely solely on the traditional systems .

of qualnty assurance that fail to dlsclose health outcomes or assure consumers of .

: 'recemng excellent care by choosrng a specxftc plan The prmcrples and assumpttons ‘

upon which the new health accountabtlrty system is:based are: '

. Comparable rellable, valid quallty accountablltty data must be avarlable to
consumers. ‘ A T

e A move toward outcome based accountablhty data is feasrble

. Purchasers consumers, and- provrders may. have drfferent mformatron needs Quallty
rmprovement activities should result from internal use of quality data.

* A clear drstmctlon should be made between defmmg measurement, and drsclosure

requrrements and verifying that requtrements are observed Orgamzatlons that defme ,

‘data dtsclosure requnrements and those that audit data, should be independent of
each other with nelther bemg subject to undue influence by the provrder or

insurance communltles.

4 ) ’ ‘ i
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'z Prowders health plans, and researchers create the capabaltty for chouces to be made
on cost and quality, but group purchasers and mdmdual consumers should have |
input on the requrrements of the system.

‘¢ The same data on quality should be demanded by, and be available to, both prrvate
and public sector purchasers. ‘ ‘ '

e Uniform data disclosure requirements could lead to the formation‘ of regional and

national data bases, which would inform providers, purchasers, and policy-makers.

These principles raise several potentially controversial issues. “Firs‘.t, ‘the intention'of_‘the
system is to’compare health plans, not individual providers. Second there. ls'debate on
how to compare the results of care provuded by drfferent health plans when the health
and demographlc characteristics of the populatlons they serve are not comparable The
issues of severity adjustment, or case mix, and demographic variation requrre conttnumg )
refinement. Third, the system would require health plans to collect additional
information ‘about quality and use some form of standardtzed record keeping.. By
cooperating with thrs, plans would potentrally be puttmg themselves in a position of
being unfavorably compared with competitors. Frnally, the degree to which consumers
want and understand information about quallty of:health care is still uncertain.
~ However, those whose lives are impacted by health care—patients and those who -
represent their mterests——must have the dommant mput into the qualtty accountabrlrty
system. ‘ ‘

The health accountability system would also req‘uir’e ‘group purchagers, whether public or.
private, to provide valid, comparable informatlon to co‘nsumers.' To achieve this, and
avoid further inérease in'the number of data sets requested by purchasers, collaboration

‘is needed within the health industry. : ,

What Would a Health Accountability'System Look Like?
Table 4 outlmes the proposed system which suggests collaboratrve efforts to address two _
areas: the research design, and evaluation of health accountability measures ‘and- the

selection and endorsement of uniform data disclosure requirements.
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o ‘ ' - Table 4 .
- Elements of a Health Accountabnltty System

1. Accountablltty Measures Clearinghouse
‘Clearinghouse function, to collate and disseminate mformatlon about measures,
methodology, and previous experience. Identlfy areas that need further research

2. HealthAccountability Foundation - : . |
Select and endorse unjform data disclosure requirements. Purchaser and consumer
dommated board permanent executive staff, mput from- other players

3. Audutmg of Health Plan Data Dusclosure = a .
Verlfucatlon that data has been collected analyzed and lnterpreted in a relrable
mand valrd manner. " :

4. Select:on of Health Plans by Group Purchasers and Consumers

. .On the basrs of uniform, comparable data dtsclosed by plans.
‘l

- 5. Quality’ lmprovement . :
’ Assist health-plans to 'be proactive in“the amprovement of qualxty and to respond to
 the results of the measurement process.. : - ‘

—
’ i . - , . . ’ ,

Health Accountabnhty Foundation . , . ,

" A'Health Accountablhty Foundatton (HAF) should be establlshed as an rndependent
collaboratlve body between the private and publlc sectors. lts responsnbrlrtles would
include settlng quallty accountablllty goals and selectlng and endorsing. umform
measures of health plan accountability. These measures and the agreed methodology by
whlch they are collected would then form the core of all health plan reporting actmty
Care must be taken to ensure that standardlzatxon does not quash tnnovatton and that
evolution of the core measures is assured as’ lnformatron capabllmes rmprove It is
|mportant to consider the clinical |mpI|catrons for.plans and providers, and to bunld ‘
incentives and feedback mechamsms for qualuty 1mprovement activities to result from the -
internal use of qualtty data. Standard settrng should not be isolated from the ‘
rmplementatron of quahty tmprovement actmttes The experrence of the health plans ‘
and the accredltmg_ bodies.will be vital to ensuring a link betvyeen the foundation and
 clinical practice. L |

b : U 5

;
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It is envisaged that the HAF would have a.permanent staff of seientists, wno‘would
systemetit:ally con'sult with outside experts. They woold present recommendations to the
foundation’s board, whose majo‘rity would be represented oy purchasers and consumers
‘ ‘from the private and publ.ic sectors. | A mechanism needs to ’be devised by which health
plans, prowders researchers, the pharmaceutlcal and’ technology mdustry, and the health’
_care quality organnzatlons would have input. ' The closest eXlstlng model for the HAF is

: the Financial Accounting Standards Board- (FASB). The recommendatlons endorsed by

, 'the HAF should be smentlfxcally justified and subject to scrutiny at pubhc heanngs It is
important to link health plans into- the system in order toensure that the data- - ‘
requirements specxfled by the board mf‘orm‘quahty xmprovement and the furthering of .
medical knowledge, and are fair and feasible.“. Data that is valuable to providers is more
likely to be inciuded in medical records and incorporated in computerized medical -

information systems.

Funding of the HAF should preserve its ind‘ependent status. 'Funding‘ should be assured,
but not dominated by health plans. A possible mechanism would be an annual ’
subscription, and an assessmentcon.the health plan premiums of those plans that choose

to participate. ..

Implementation of Private Sector Initiatives

_ The two private sector initiatives proposed in "Responsuble Cho:ces are benchmark ™"
'beneflts and the health accountability system. These two funcnons could work
synergistically under a private umbrella orgamzatlon sponsored by a-broad range of
participants and mvolved parties; and funded by user fees. The organization would be a
. not-for~prof|t entity. We propose to convene a representative set of purchasers and
consumers in June 1995 to determme if there is agreement on the idea of the Health -
Accountablllty Foundation. and the Benchmark Benefits Group and- to get their. thoughts
on how funding for these initiatives would be accomﬁphshed.‘ Initial ‘estimates of cost
suggest that funding in the range-of $0.10- pe"r member per monthfwould_}b’e sufficient to

accomplish the task with a broad-membership. It is intended that pa’rtiféipants at the june

JHG Responsible Choices: Draft, March 8, 1995 S L . ’ 37



' rneetmg wrll define and adopt a set of mrtral health plan beneflt and accountabllrty

requtrements

Once sufﬁcrent support is generated for the new organlzatron a board of dlrectors

~should be chosen and an executrve dlrector selected. The new organlzatron should

" move quickly to begin work on its prrmary goals.- The proposed benchmark benefits
.should be avallable by July 1996 The goals of the Health. Accountability Foundatron

~ will be’ more dlfftcult to accompllsh due to the lack of umformlty of qualzty data in the .

health system today but even-if.a smgle meamngful measure is chosen, the.expansion of

,'goals can proceed from that starting pornt

.The other elements.of the proposed ‘h'éalth accountability system are as~follows:l

‘ Accountabrlrty Measures Clearmghouse

- Many, groups: and mdlvrduals have developed consrderable expertlse in devising and

lmplementtng health plan performance measures. Currently, no orgamzatlon documents

ol of these efforts and evaluates them, or assrsts others with questrons of methodology or -
, rmplementatron A collaboratuve approach would achieve'economies of scale, resultrng
in more fundmg for such projects, greater ‘availability of lnformatron and a reduction in
the duphcatron of effort. It is propcsed that a screntlflc-assembly be formed that serves
two main functlons . L | |

* Toactasa clearmghouse for the collatlon and exchange of mformatlon about quality
“ accountablllty measures and methodology '

‘o To-call attentlon to the need for research development and contrnual evaluation and
B lmprovement of performance measures. '

The Vclearinghd’use is not meant to engage in research. It should be a private/public

E part‘nershi‘p, perhaps set up to collaborate with an-existing organization, suchvas the |

Agency for Health Care Pdlicy and.Research ('AHCPR)‘or a consortium of government.

and pnvate research mstrtutlons Fundmg would come from foundatlon grants and-

government agencres
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Completmg the Health Accountability System ,

The other criteria for the proposed system can be satnsfled by wel!—establrshed
mechanisms already in place. Because orgamzatrons like the National Committee for
Quahty Assurance and the Joint Commission on Accred:tatron of Healthcare
Orgamzatrons have consrderable experience in accredltlng plans and provrders they
could play a major role in audmng the process and facrlrtatrng quality nmprovement
activities.” The organizations that focus on- mternal quallty improvement, such as th‘e
Institute for. Healthcare Improvement, would be an obvrous medium for the qualrty
improvement role. Continuing education of physrcrans and other health plan staff
members is important to each stage of the process There will be conssderable overlap
"between the components, and contrnuous feedback to the clearrnghouse and HAF

functions will be necessary

Target Goals: A _
Comparable rnformatlon about the quality of care provided by health pIans should be .
available to 100 percent of consumers purchasrng through groups by 1998.

. Prehmmary health plan’data on condition specific outcomes by 1998.

HEALTH SYSTEM INFORMAT!ON
Robyn Lunsford, MSE, Nancy Ashbach MD, MBA and Sarah Purdy, MD

Why‘ Is Courdinated Health Data Ne.eded?‘
- Making responsible choices will require that better information be available on who is '
~insured, what it costs, and whether better health is the result As the system changes
data must be collected faster and from different sources per capita expendltures by
health plans, for example are becommg more valuable than the numbers of physrcran
~visits and hospital days. Attempts at federal health care reform last year showed that the
data available was not sufficiently timely or accurate In fact, inadequate data orr
_consumers’ responses to price competition tilted some proposals toward prrce controls.

Congressronal Budget Office estrmates of the cost of wvarious bills were hampered by thelr
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mabolrty to evaluate the effects of undocumented mprovements that were under way and.
differences m mflat;on rates from commumty to commumty While in some areas
: premtums are reported as declining, these figures do not. show 1f there is a corresponcllng
' mcrease in copayments In order for: pohcy-makers to address the problems of attaining -
broader coverage wh:le containing the cost of. health care, they must have data about the-‘
numbers and characteristics of the msured and uninsured ‘and the cost of drfferent |
Q,dehvery systems. Though multlple sources of health care data are available, one of the
major obstac;les rs how to access, analyze; and cOmpla're thls disparate informa,tion.“
1 : .
V‘Why Are the Current Data Inadequate’ | fs' | o -
- ®  Multiple data sets are ‘not comparable or. accessrble from one source: For example |
'mformatron about coverage and utilization of services is collected in the annual
- National Health lntervuew Survey (NHIS) but rt does not provide-information about.
‘ household mcome or costs. ‘ L
* Data regardmg costs and coverage is, not trmely e.g., the mformatron from the NHlS,
takes twelve months to process. The Natronal Medrcal Expendrtures Survey is
completed only once every ten years ’ |
* The valrdrty and accuracy of some sources of health data has been questroned e. g Y
. the medtcal care component of the consumer prrce mdex (CP1) does not measure
costs borne by thrrd-party payers hence it reflects price to the consumer, not true-
overall cost In fact, the CPl is a poor measure of medtcal cost to the consumer.
o VData are not avallable in useful formats e.g., lt would be very helpful to have data
- sorted by state to deal with issues. such as Medrcald reform.

:
l

The problems assocrated wrth the exxstmg data sets and wrth settlng up an alternatlve

system are acknowledged by federal agencres and at the state level We have set out
some baslc prmcrples for the development of a coordmated system in the followmg

SeCllOHS

]

'\
&
N

1 Physician Payment Review Commission, Annual Report, 1994,
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What Should Be Collected?

Data v\rlll be required in four basic areas in the health sys;tem;

1. Cost—What is the per caplta cost of health care, to thrrd-party payers and to the
individual?

2. Coverage—-—Who is and is not covered by the health msurance system?

3. Vatal Health Statrstrcs—Morbrdrty, mortallty, reportable drseases

4 Qualrty—-What are the measures of quality of servrces-pravrded?

Quality ‘of services (health status, outcomes, and consumer satrsfactron was covered in:
A Health Acceuntabrllty‘System, page 34). Thrs sectlon focuses on the data needs of

cost, coverage, and vital statistics.

The process- of collection should be guided by some basic prmcrples

. Confrdentlalrty of records and privacy nghts of individuals must be preserved Usea

unique, encrypted identifier. ' '

Data must be exchanged electronucally, either drrectly or mdrrectly

e Data must represent the mrmmum requrred to serve the basrc needs of the health
system. A | o ‘

: ~* The information needs of the health system will change’as the payrnent system -

| changes. - SR o

* Data collection must be trmely |

* The aim. of the uniform data system should be to reduce admrmstratrve costs in the
health care system. '

. Determmatlon of Wthh data elements are collected should be drrven by a clear

. mission—to improve the health of the population. | '

* Data should be collected at the state level and then aggregated natronally

Cost: Information is.needed on per capita costs for all individuals in the health care =
system. The purpose of information at th is level is to determme the per member costs of
. health- care—those borne by a health plan and those borne by the individual. It will be

necessary during a period of transition to reconcile the methoddlogy of data collection -
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between capitated systems and-fee-for-service systems. : It will be the 'responsihility of'a
federal entti‘t:y (see page 43) to define apprOpriate standards to integrate information from
the two payment systems. | ‘ / | ‘ o

V 'Coverage: llnforntation_\will beirequired from health plans and self-insured groups'vvith
respect to numbers of enrollees (includlng dependents) and member demographics.

~ Timely mformatton on enrollment and drsenrollment will be needed. _ Information will be
| required both on' the insured populatlon and on the unmsured population. The basic
questions to be answered in this context are: "Who- |s covered?" "ls their coverage

. adequate?" and "Who is 'not covered and why?" ‘ Surveys using demographlcally |
representatlve subsamples should be conducted at least annually with the resultlng data
forwarded to the responsrble federal agency. These surveys should mcorporate questrons
regarding coverage status——mcludmg an accurate assessment of why an individual. or

family does not have coverage, the cost of coverage-—mcludmg premium amount and

.,health plan provrder deductible and copayment amouints, and out—of-pocket expenses for.

the most recent one-week period; type of coverage—l e, fee-for—servtce managed care
Medtcare and Medtcald and the famlly s source of coverage (employer, purchasing.
.group, mdlvrdual other group plan, etc.). Data on the characteristics of both' groups,
“such-as employment or lack thereof, mcome and demographics, 'shOuld be collected -

Information should also ‘include an employer s size and industry classrftcatlon Data on

the various health plans offered to an tndnvndual would also be helpful Care should be :

~ taken to ensure that data on the Medicaid eltgtble populatron is mcorporated in any

su rvey

‘There are two possible methods for conducting surveys:

g
i

_— The |deal means to collect thts :nformatlon would uttllze a natronal sample size of

‘ 50 000 to 80, 000 households and result in nattonal average data thfrcultles B

assocrated with this method are the expense and inability to analyze _data with' respect

to localized market areas. in order to eliminate the possibility of duplication, uniqule '

JHG Responsible Choices: Draft, March 8, 1995~ -~ o : S : ' 42‘




tdenttfters should be used for each survey respcndent and all family members o

“included in the survey wuth approprlate safeguards for conftdentlaltty of the data

. Altemattvely, surveys of discrete market areas, at dlffermg stages of market reform
should be conducted Collecting longltudmal data in these areas would allow
analys;s of the changlng market. The effect of reforms in pther areas could then be
more accurately estimated. Particular attention should be focused on states

‘undergoing policy changes.

Vital Statistics: The new health data system shduld‘continue to cdllect information on
morbldlty, mortality; reportable diseases, blrths ‘and-other issues, possubly mcludmg
tmmuntzataons Such mformatton should be collected in a standardtzed way and
mtegrated with information collected by provnders and health plans for purposes of

' comparablltty and to reduce admmlstrattve costs in the health care system.

How Can the Goal Be Accomplished? -

We believe‘ thatthe ability to collect uniform, ;timely,'aecurate health systemv cost and
coverage data is a goal that jUStlfleS a federal presence. Private industry collaboratlon
alone will be neither comprehensive nor sufﬁcnently rapid. However, it is in the mterest
of the health care mdustry to encourage federal ftnancmg of this endeavor. This functton
“could be performed by an. exnstmg agency, such as HCFA's Office of Natlonal Health =~
Statistics or the AHCPR, or by tnter-agency collaboratlon It should be separate from all
purchasers, including Medlcare ‘The agency. should be advrsed by a broad group of
experts from the prtvate and publlc sectors, to tnclude those with expertlse in
information systems, health care fmancmg, health economics, and other scaentlflc and
techmcal fields. ‘We propose that the delegated agency take responsibility for reportmg
“on cost, coverage, and vutal statistics. Informatton on quahty reporting will fall wnthm
the purview of the Health Accountabtltty Foundation. Federal legislation will be
k requ:red to ensure reporting of the chosen data elements by all parts of the health care

dellvery system as well as by states.
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Target Goals ,
¢ - Health data system should be functlonlng by the end of 1996.
e Dataon costs of health services should be avarlable quarterly .
o Data on- coverage should be avanlable annually, and wrthrn the frrst three months of

the followmg year.

. CONCLUSION:

"Responsrble Chorces recognlzes that the heaIth care market is moving raprdly toward
| reform and offers proposals to foster thrs restructurrng Prlvate purchasers are driving the .
| market. and causrng health plans to compete on prlce and quallty However not all ‘
‘purchasers are exerting this force. on the market. As the largest purchaser of health care .
in the U. S., the federal government has tremendous potential to dr|ve |mprovement in
the market whuch it has not yet exercrsed SmaII groups and mdrvrduals have limited
access to group purchasmg arrangements that pool risk, provrde chorce and achreve
admlnrstratlve savings that would enable them to be actrve value purchasers of health

‘care.

- This demonstrates that market mechanrsms alone are not solvmg all of the problems ‘
"Responsrble Ch0|ces depends on the wrlllngness of government and the prrvate sector
to work together to |mprove the American health system Federal mvolvement |s )
necessary to . br|ng publlc programs lnto line wrth the prlvate sector, increase consumer
cost-conscrousness establrsh a fair market promote group purchasmg that offers the

. small group and mdrvrdual market access to reasonably pnced health coverage, and

provrde |nformat|on "Responslble Chorces recommends a tax credlt as the means for ‘

br|ng|ng structure to the market Wrthout the tax credit deV|ce brlngrng order to the

health .care market will be.much more complicated and requrre considerable .regulatron.

it
~

: For its part the prrvate sector must be erIrng to be more accountable Benchmark

beneflts and qualrty reportrng are the f|rst steps that the prrvate sector. should take to
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voluntari(y hold itself accountable. lmplemenfting these po]icies would bring
comparability to the market and prévide information enabling consumers to make
,;iriformed decisions and drive competition. If the private sector cannot follow throUgh, it
may be necessary to link these proposals to the tax credit by requiring health plans‘ to. |
_price and offer the benchmark benefits package and report on qﬁality»-in~~0rder to receive

tax credit elig\ibility for their plan.

""Respongble Choices" does not address the issue of achlevmg universal coverage but .
recognlzes that other primary problems must be solved first, such as bucldmg a better
marketplace so consumers and purchasers can make informed decisions. Other
important issues, such as malpractice and ant‘itrList _are ﬁot- taken up directly since they -
are being actuvely addressed by others and dealt with .in the market. These proposals are
- the necessary incremental steps forward in containing costs and fostermg effectwe public
~and prlvate purchasing. With these reforms in place, there will be more data and the
capability to effectively and efﬁc;ently deal with those left out of the system. The
elements of this proposal can be put in place rapidly and wuH accelerqte the reforms -

already taking place in the market. -
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1. Health Care

Medicare --

The Medicare system must be reformed and its service delivery improved. Our nation's seniors deserve to have this important.-
program placed upon sound financial footing, and they deserve better health care than the current system provides. The
Medicare Trustees project that the Medicare Trust Fund will go bankrupt in 2001. Our parent's and-grandparent's Me Jicare
benefits should not continue to be subject to such a fiscal crisis. - Medicare's financial troubles are worsencd by the fact that the
program operates under a terribly outdated structure. Designed for medicine as it was practiced in the 1960's, Medicare has not
adapted well to thirty years of medical advancements. While private sector health care costs fell last year, Medicare costs rose -
by 10.5 percent. Accordingly. appropriate Medicare reform can both contain the rate of Medicare spending to sustainable
levels, and improve the dclivcry of hcahh care services to our nation's seniors.. _ '

These options propose that Medicare savings accrue from two levels of improvements and restrucluring reforms, provndmg
nearly $100 billion in S-year savings. This would result.in Medicare growth of roughly 7:5 percent, as opposed to the current
10.5 percent growth rate. A 7.5 percent growth rate corresponds to an additional $990 billion in Medicare spending over (he
next ﬁve years, rather than the $1.1 trillion that would be spent if no. changes were made :

L LWMM.ML First, because lhe current fee-for-service Medicare system would be fully prcscrvcd
for seniors who choose to remain in that system, it would be improved where needed to increase fairness and maintain -
solvency. These policy improvements would be balanced between physicians, hospitals and benefit recipients, and
would achieve $50-65 billion in savings. Such adjustments could include: -

-- Establish Home Health Coinsurance at 20% -- $19.7 billion (over 5. years)
- -- Establish Lab Coinsurance at 20% -- $6.1 billion
-- Income-relate Part B premium -- $10.0 billion -
-- Extend Hi tax to all state and local workers -- $7.6 billion ‘
-- Implement Physician Payment Review Cominission Rccommcndauons --$10.0
-- Reduce Hospital Inflation Update by 1.5% -- $10.2 billion
Total 5-Year Savings from Options List: $64 billion [LIST TENTATIVE]
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]‘g el Two; Choice Care; Second. seniofs would be provided a "Choice Care“ option. This new Medlcarc appro'xch ’
would result in $35-45 billion in S-year-savings. Choice Care would expand insurance choices and options, take
advantage of private market forces. and provide a non-coercive and completely voluntary incentive for seniors to move out
of the antiquated fec-for-service culture. A brief description of Choice Care follows.

Choice Carc -- Brief Description

The "Choxce Care" plan offers a way lo rcdc51gn and improve the Medtcarc systcm for our nation's seniors, by i mcrf:asmg their
mcdscal insurance chonces and health care opportunmes : :

Choicc Care will make avai!able to all seniors a new and com;ﬂetely voluntary system that delivers medical care in'a
modem fashion, instead of under the antiquated fee-for-scrvice system. It will be prov:dcd in addition to the prcs.cm
: optxons available to seniors. pot in licu of those opuons :

Within Medicare, Choice Care will establish, monclary incentives for seniors to move away from the.costly fee-for-service
system which is filled with incfficicncies and considerable fraud and abuse. It will allow for such change to occur slowly
and naturally, as scniors reahzc the benefits and choices of the new, more open, systcm

Choice Care will esléblish within'thc Medicare syslem the same types of private sector incentives that prompted private .
sector medical costs to decreasc last year. This pnvale sector drop occurred even while Medicare costs grew by 10.5
percent. . : .

Choxcc Care will further respond to the Medicare Trustecs warning of the lmpendmg msolvency of Med:care and their
“call for Congressional aclion \o preserve Medicare for our nahon S seniors. \ ~

ox
t3
H

Under Choice Care, scniors each ycar would receive a "Choice Check,“ which would be equal to a regional capitated amount.
With their Choice Checks, during an annual open season, seniors could choose from a wide range of health care insurance options,
under a system much like that available to federal cmployces The seniors would be offered a broad array of insurance choices,
mcludmg the provus:on ofaddmona! bcncms (c.g., vision carc or prescnpuon drug coverage) or the payment of the Part B
premium. : -

Prepared by the Office of Senator Judd.Gregg



.//

-If the plan a senior chooses costs lcss than the Choice Check, the senior could Keep 75 percent of the difference. If the
_ selected plan costs more. the scnior could use his or her own money to. pay the-cxtra amount. Current Mcdicare bcncf’ls

would be-offered, and thc present Medicare system would remain miact for'those seniors who choose to remain in fcc for ‘
service care, : ~ - AU . o

-Thc Clmton health care reform pian projected $207 billion in savmgs undcr Medicare from forcmg all seniors mto a -

managed care system with per capita spending limits. Choice Care does not share the Clinton plan's coercive, aspccts and

“only budgets $35-45 billion in savings over 5 years. It is llkcly thal Cfxolcc C']rc will be posmvcly received by seni iors, .

and that even more savmg,s will -accrue. . o

In addition, a "Look Back" mcchamsm would enforcc the budgelcd Chonce Care savmgs byi nmposmg an aulomauc schedulc of

Medicare adjustmems il nccessary.

T hcsc Look Back adjuslmcms would parallei thosc used in lhe past budget packages but would be. analogous to a

- sequester and held in abcyrmce pcndmg thc operatlon ofthe Cho;ce Care system.
“Under'tbc Look Back mechan‘:sn}.‘each.year HCFA wquld review the operation of the C"hoice,Care system afler the dbcn o
. season, and determine how much savings the system will achieve for that year. 1f that amount falls below the swi'ngs o
* planned for upon enactment, then IHCFA will nnplemem the schedule ofadjuslmems on a pro rata basns to the extent
necessary to make up lhc difference in planncd savmgs ) : :
The Look Back adjustments would be lmposed only as a Iasl resort but their potential 1mposmon would gwe provaders an
~ inceritive to make the Choice Care system work.. Savings of $35-45 billion would be budgeted based upon the expected -
75 pcrccnt rate of Medxcare growth. Such Look Back adjustments could mcludc : »
oo Freezmg Prospecuve Paymem Syslem S o -- lmpose moratonum on new Long Tcrm Carc B
~ rates--$6.6 billion . ¢ “ - - hospitals -- $0.3 billion ' “
- -- Reduce Hospital inpatient capital 10% -- $4.4 bllhon : ' " -- Extend Medicare Secondary Payor policy - $3.0 bllhon o
- Reduce Hospllal indirect medical education - - “° . Total 5-Year Savmgs from Options List: $20.3 billion L
adjustment, etc. -- $5.0 billion - : - - [LIST TLNTA'HVE -- due to sequester they should be

" --'Reduce Qutpatient capital ~$1.0 billion . - . -percentage reductions, elc. so levels can be adjusted] - .
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Choice Care will essentially expand upon, and make available 1o all seniors, the current Medicare HMO option. This limited

HMO option has offercd considerable additional benefits to seniors, and over 3 million seniors have already chosen to enroll

within HMO plans. Over 150 Medicare 1IMO risk plans currently exist. Under the present HMO option, if the carriers can
-deliver Medicare services for less than the capitated amount, additional benefits must be offered. Under this systen:

-- 131 plans’offer routine physical benefits -- 116 plans offer immunization benefits
--'34 plans-offer healtl equcation benefits -~ == 65 plans offer prescription drug bencefits
-- 47 plans offer foot care benefits - -- 121 plans offer eye care benelils

-- 7 plans offer lens benefits . -- 100 plans ofTer car exam benefits

-- 5 plans offer hearing aid benefits ' -- 48 plans ofTer dental benefits

! 'lainly, the results under the current IHIMO option prove that a Choice Care system is viable. Prov:dmg seniors with the choice of
receiving additional benefits as under current law, or a cash back award, or a combination of both, would greatly expand their
health care options and provzdc a strong incentive for mllhons more to move out of the anl;qua!ed and costly fee- l"or -serviee
systen.

Prepared by the Office of Senator Judd Gregg



Dollars in Billions

50

300
250 -7
200 
150 -

100 |~

1996

i
|

Medlcare Spendmg
- 1996- 2000

. T
1997 1998
Fiscal Year

| Projected 5~Year Sav!ngs- $100 Bi!llon

‘ Current Policy -- 10.5% Growth
[ Balanced Budget Plan
. Spendmg Freeze ( 1995 Level —

0% Growth)

Prepared by the Office O}Sendwr' Judd Gregg



Medicaid -

These options rccommend that Congress work with the Gpvcrnors to implement a new Medicaid system, under which the funding
would be provided on a block grant basis and at capitated amounts necessary to achicve a4 percent rate of growth. This growth

_rate would achieve $115 billion in sav m;:s from 1996-2000. Even with these savings, $505 billion in additional Medicaid
- spending would occur over the next five ¥ cars, in contrast to the $620 billion in new. spending that would oceur if no reforms were
- made. ‘In return for receiving a slower-than-projected growtly in federal Medicaid dollars, states would be gzvcn grcat ﬂcvh:hty to -

design Medicaid systems frec of [cderal inandates.

As with Medlcare, Medicaid was designed in the 1960's and has become increasingly inefficient. The Medicaid system can be
restructured to simultaneously contain costs and improve service. The current Medicaid system is so riddled with federal
mandates and complex requirements, that states in the past have actively sought to take financial advantage of system "loopholes”
for non‘-medital purposes. Further. a majority of states are alrcady seeking Medicaid waivers to get out of the crushing mandates
imposed by the current structure. However well-intended, the old system no longer works. For the dollars being spent, the
recipients and the nation deserve much better results. It's time that tlie federal government allowed lhe states true flexibility to
design modern systems to dclwcr better Mcdscald services.

Even better results can be achieved than are budgeled under this recommendation. For example, Wisconsin moved its Mcdicaid

program into a capxtatcd managed care system, and the state's Medicaid costs fell dramatically. For scveral years now,
Wisconsin's Medicaid growth was 1/3 to 1/2 below the national rate. Wisconsin's Medicaid costs now grow &t only lwo pcrcen!
per year and continue to decline. This dramatic drop in Wisconsin's Medicaid costs occurred without any reduction in coverage or

* provider reimbursements. Tennessec's Medicaid managed care program has alsQ reduced program cost growth dramatically (less

than 0.2 percent last year). Other successful managed care initiatives have been established in Massachusetts and Michigan.
Given the flexibility, several states have already proven that spending growth can be slowed while better services are provided.

[Recent Johns Hopkins Study = significant cost savings in Medicaid not inconsistent wilh'be(te'rqtjality health care]

s
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C. - Baseline Savings --

The Presadent s budget contamed thcz. of Man'lgcmcm and Budget (OMB) Medicare and Medxca:d assumpuons that' differ
rather dramatlcally from those used by the Congressional Budget Office (CBO). While the reasons:behind these different
assumplions were not completely explained, the result was an OMB baseline that contained more than $70 billion less in five year
Mcdlcare and Medicaid spending (scc Table below) Because accepting the OMI3's assumptions could be viewed as a "baseline
game,” these options do not count on thcqc savings to achievé its overall 5385 billion target. : :

1996

5-Year Total

(Dollars in Billions) 1997 - [1998 | 1999 2000
Mcdita;e/Mcdicaid Spending --'OMB'/\ssuxﬁptions 270.8 296.5 323.1 352.6 1857
Medicare/Medicaid Spending -- CBO Assumptions | 275.9 ~ '[305.2  [33s8  |3709 . |407.7
Difference Between OMB and CBOI 5.1 8.7 ' 1 8f3 22.0 ‘70.2’ :

12.7

These options propose that the chubliéan budget consider utilizing the President’s health care assumptions. In the health care”

~ arena, where responsible proposals must be put forth and debated, reform efTorts should not be disadvantaged simply by insisting
on a sel of assumptions that make long-term spending projections $70 billion higher, and that therefore make necessary reductions
‘appear déeper. Medicare and Medicaid reform efTorts should not have to sustain'po!itical attacks based upon inflated numbers.

The President's health care assumpuons result in a lower Medicare and Medicaid baseline, and therefore would lessen the amount”

of savings that would be achieved by the prev:ously discussed Medicare and Medicaid proposals. Because the baseline path is

lower, however, not as much would need to be saved to obtain a balanced budget Thus, at least $20 bu!hon in additional
"savings" should accrue from using the President's assumptions. '

" Prepared by the Office of Senator Judd Gregg




 BBauny ppup 200uay fo"a01f() ays Ay paivdasy



2. Welfare Reform

A. Block Grants --

. » 3 -
. The problcms wnh our curren! welfare system. and the need for significant reform, are-well- known and will not bc rcpcalcd here.
' These options recommend continuing to work with the Governors and the Housce on the block granting of federal welfare ' '
programs. During these discussions. the Congress should insist upon refornt that slows the rate of growth of these entitlement .
accounts-by at least $40 billion over thé next five ycars. Proposals.already made by the Governors would achieve these results.
While pursing a block grant approach will incvitably be labelled as mean-spirited or lacking in compassion, there is certainly no
compassion in allowing the present system to continue without significant reform. A block grant approach, which allows local
tailoring and state experimentation can only result in better results for those the welfare programs are meant to serve.

SSl Reform --

. ' Wclfarc reform cannot be pursued without also rcformmg the Suppfemcntal Security Income (SS1) system. The growth in this .
_entitlement program, which provides assistance to the elderly, blind and disabled poor, has exploded over the last several years.
SSl is the largest, and fastest-growing, cash benefit welfare program in the nation, and it is being administered by the Social
Security Administration (SSA). Its growth will con'tinue to skyrocket over the next five years, and into the next.century, unless"
cost containment action is 1akcn soon. In 1985 SSI cost $7 bllllon today it costs $19 billion; and it will cost $40 bl”lOIl in 2000

without reform.

e Dcep structural problems cause SSI's fiscal woes and, like other welfare programs, SSI must be fundamentally reformed. The:
disability portion of SSI has undergone considerable regulatory and court-ordered expansions; and it now provides bencfits 5o
liberally that it operates at cross-purposes with the basic work ethic and the Americans with Disabilities Act (many SSI rec:psents

_.could sue employers that refused to hire them). Furthermore, SSI status means automatic eligibility for other [ederal programs,

. including Medicaid, Food Stamps, and housing assistance. Welfare recipients therefore often prefer to receive SSI, and find ways
to make themselves eligible, often using SSI as.an "escape hatch” when they lose eligibility under other programs, In addition,
many states aggressively place their welfare recipients onto SSI, to remove them from state rolls and put them on the f{ederal dofe.
These practices should not be‘allowed to continue, pamcularly when other welfare accounts are consolidated and.funded on a

block grant basis. V .
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SSi eligibiiily has exploded in recent years due to liberal expansion of its disability covérage well beyond what was originally
intended. It is now far too casy to be decred "disabled," which subjects SSI to considerable abuse. Currently, three-quarters of

- SSI recipients are those decemed disabled. Drug addicts, alcoholics, and those with mental "impairments" (such as those who have
trouble performing in a “competitive work ¢nvironment” and children who do not act in an "age appropriate manner”) can now -
quahfy for SSI disability. This allows those who engage in socially dysfuncuoml bchawor, or who s:mp!y have a bad work ethic,

o rcccwe large monlhly cash pavmcnts

Other SSI problcms derive from SSA adllrialistration. SSA's monitoring of progrant requirements has become virtually non-
existenl. SSA presently devoles ils resources to quicker enrollinent, and ignores legal mandates to conduct-disenrollinent reviews. .
Thus. while SSA reviewved 436.000 cascs in 1983 and terminated 182,000 of them, the agency reviewed less than 50,000 in 1993
and terminated less than 5.000. ‘SSA now annually adds 100 times miore people to SSI rolls than those it terminates. Furthermore,
although SSA initially detérmines that sixty-eight percent of mental impainhent cases have expected or possible improvement
within three ycars, the average beneficiary remains on the rolls for 15 years. Less than | percent of drug addicts and alcoholics.
who are given cash benefils, return to work. Disability altorneys say that an SSA denial Ofdlsablhly ehglb! ity has become
practically impossible for the agcncy to dcfcnd on appeal.

These options recommend sugmhcam restructuring of SSI, to at least limit SSI's growth to a rate of 7 percent. This growth rate
would still be well above inflation. and would result in about $22 billion in five year savings. Achieving this result could occur
snmply by returning eligibility rules to their original construction. SSI should stop providing cash benefits to drug addicts,
alcoholics and those with behavioral or emotional "disabilities" that are easy subjects of fraud and abuse. These :mprovcmcnts
will result in $17 billion in five-ycar savings. Also, an additional $5 billion in savings could result from requiring those receiving
SS1 disability benefits to reaffirm their disability status afler an appropriate period of time, particularly for those whose disabilitics -
- were classified as subject to improvement when initially declared SSI eligible. The indefinite continuation of SSI benefits runs
© counter to recent progressive advancements within the disability area, and should not be allowed.to continue.
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C EITC Reform - .

e The Earned lncome Tax Credit (LITC) pro;_.ram possesses many characterrstlcs ofthe SSl program !t isa wonhwhxlc pro;bram
- that has unfortunately grown out of control. Like the SSI program, the EITC will rcsult in significant long-term fiscal
) hcmorrhagmg unless action is taken to contain it soon. The | program. contains rampant fraud and abuse, which the [ RS has
awkwardly tried to restrain this year. Congress can no longer afford to let the g glowing rhetoric surroundmg this program
immunize it from needed reform. but rathier must admit that the EITC has serious problems. We. musl also act lo rmprm«c the ~
Apr:ogram bclter targel its beneﬁts and thus restrain rts unsuslamable rate’ of grow(h :
4 _"-These optrons propose acccp(mg the President's plan to count mtercst and drvrdend income whrle computmg LITC elrgzbl ly.
o Therei is no reason lha! the definition, ofthc workmg poor” should mcludc lhose who are. mves(ment rich, These: optrons furthcr
cxpansron under provrstons in the 1993 ‘budget act, and a further expansron through eligibility indexation is unaffordable and
" unwarranted. Finally, the options propose that the EITC should no longer be available for. undocumented workers These changes .
" to the EITC program would result in $27 billion‘in savmgs durmg lhe 1996- 2000 penod ' ”
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3. Retirémeht-’Accounts

COLA Eqsuity --

The retirement programs of the l"cdcml ;_‘ovcmmem are diffcrent than other entitlement programs becausc they reflect the
obligations of the federal government as an employer, not merely as a benefit provider. Still, the civil service and military

- relirement accounts rcprcscnt a significant poztlon of cnullcmcnt spending, and aspccts of the programs can be reformed.

When the fedcral re(nremen( system was cstablished, no cost of living adjustments (COLAs) were contempiatcd Instituted in
the 1970s, COLAs have become a large enutlcment cost driver. The CBO has estimated that over-the next five years,
entitlement spending will grow by $221 billion duc to COLAs alone. We can no longer afTord to provide unlimited COI.As

First, Congressional pensions should be limited to equal the pensions provided to all other federal employees. Second, the
options recommend that COLAs continue to be provided to all federal retirees, but only up to a maximum dollar amount. The
maximum COLA amount that any peusion beneficiary could receive would equal the maximum COLA amount that a Social
Securily beneficiary could receive in any given year. In other words, a retired Congressman or senior exccutive branch official
with a $100,000 pension would not receive a COLA on the full pension amount, but only up to the amount received by the

- maximum Social Security bencficiary. This change would result in savings of $9 billion over the next five ycars.

COLA Contributions -- [TENTATIVE]

The federal pension system consists of two sectors - currcnl‘cmpioyecs who are contributing toward their retirement pensions

- while working, and retirees, who are receiving the pensions. Under current law, CSRS workers conlnbutc 28 percent to their

cventual pensions, while the federal government contributes 72 percent. Under FERS, the ratio is 26 percent to 74 percent.

- The cmployees' contribution used to be much larger, until COLAS were enacled. Since their incepiion, the federal government

has borne the full cost ofCOLAs

‘ These'oplions propose that\, if the federal government is to provide COLAS to its retirees, then fedéral workers should

contribute toward at least a portion of their cost while employed. This proposal would have both CSRS and FERS employees
contribute an additional 2 percent of their salaries to the pension program to help partially defray the fcdcra! govcmmcnt s cost
ofprov:dmg COLAs. This would result in $8 billion of savings durmg 1996 - 2000. :
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4, Other/Miscellaneous Entitlem’ent'Ac'cdunts
A rccent GAO report ldcnuﬁcd over 435 mandatory spcndmg accounts in cxustcncc durmg Fascal Ycar 1993 Only 18 oﬁhcse _
“programs cost more than $10 billion. zmd only 41 cost more than $1 szhon . _ : . :
“The programs label!ed ‘miscellaneous” here consist of all those not encompassed under prevnously discussed cnmlcmcm
categories. They include some popular programs; such as the agriculture, veterans, and unemploymcn( compcnsauon pmg,mms
‘as weil as many programs that are v muaHy unknown cxcept !o those who bencﬁt from them : . *
Wuhoul reform these miscellancous cnmlcment accounts will spend $350 bxlhon over the ncxt five years. These op!uons
rccommcnd reducing that total by $55 bxlhon rcsu!tmg in 3295 blllmn of new mlsceilaneous spending from 1996 2000. The’
. savmgs can be achleved as follows , : : - :

A Agnculture Programs -- Significant savmgs can and should be achleved from the agnculture programs Absent reform ‘
_the federal government will spend $42 billion on farm price supports over the next five years. These options recommend |
_accepting the proposals made by Senator Lugar in testimony before the Scnatc Budget Committee, in which he proposed

~ - _reducing deficiency payments by lowering target prices by 3 percent, and ehmmatmg the export enhancemem p*ogram
fhese changes would result in 515 billion in five-year savmgs S

B.  Veterans Programs - The federal government wnl! spend $110 billion on veterans programs in 1996- 2000 ‘While care
" must be taken when reforming the accounts that serve those who have served: ourcountry, extending several OBRA-93-
‘pmwsxons and halting compemahon for future non- service- connectcd disablhltes will save nearly $4 bllhon ‘

C. - Unemp[oyment Compcnsatmn -- Unrcformed 1996-2000 unemp!oyment compensann spendmg will total 3128 bzll:on ’
lmpcsmg a uniform two-weck wamng penod on unemployment beneﬂts w:l! result in $7 billion in savmgs

D. Other Progra'ms -- Foi‘ the rc’maining 300- plus miscellaneous cntitlément ‘accounts these optionis propdse that these -
~-programs be subject to a strict review in light of currént budget realities. Programs that have achieved their purpose or are
no longer affordable should be repealed; programs that are still worthwhile, but can be improved, should be reformed; and
only those programs that work well and justify their costs should be mamtamcd An opnons list that achicves thc '
'recommended $£30 bllhen in savmgs from thcse mxscellaneous accounts dircctly follows o »

t
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Reform Options -- Miscellaneous Entitl_emen( Accounts

’
/

Program Reform

5-Yesr Savings

L J
- Reduce deficiency paymcnl by lowing target prices by 3 pcrtcnt
- Eliminate: Expon Enhanccmenl ‘Program :
® Velgrans '
- Nu comp, for future non-service rclalrti dnahllmu
- Nu double comp. for luture disabilities
- Extend OBRA-93 provisions_
- Restore G- hill education funding ratio to 9:
® Othets
- Unemployment Lompcnsauon - imposc umfurm 0 uk Wi ntmg period
- Sell Power Marketing Associations :
- Initiate 1ydropower leasing
- Lease National Petroleum Reserves
- Lease ANWR for oil drilling
- Natinnal Park Service userfentrance fees
- CORP: Regulatory progfam petmit fee
- Mining royalty
- Terminate unneeded RTC employees
s Implement pay cap at banking agencies
- HUD: Loosen restrictions of multifamily property dup(muon
- Refinance Sec. 235 mortgages -
- SHA: 4 proposed fees '
. - NUAA: Sanctuary and Arco chan
- Tonnage duty increase
- Railroad inspection fecs.
- Climinate in-school interest subsidies for grad./prof. students -
- Eliminate 6-month grace period for grad./prof. studénts
- Raise student foan origination fee to 5 percent -
- Include farm and home equity in Jetermining financial need
.- Other education, training and social service :
- Terminate cash benefit portion of Trade Adjustment Assmlancc
- Penalty for carly redemption of f\avmgs bonds
- Auction landing/takeof{ slots at 4 major airports
- Increase FCC user fees to cover full cost of licensing
- Tesrminaie flood insurance subsidy on_preform structures
- Eliminate market promotion program
~ End judicial auto fund
- Terminate public telecommunications & lacilities pmgram
- Eliminate public funding of presidential cunvcmmm '
- Lind information infrastructure grams

' $11.45 billion

$1.09

-30.09

$3.40 Total: $15 billion

$0.18

$1.92 ) ‘ '
$0.35 Total: 34 billion-
$7.25 R
$1.96

$0.05

$0.62

$2.60

$0.32°

$0.05

$0.05

$0.78

$0.54

$0.43

$0,05 T
$0.03 - : : .
$0.50 : : : L
$0.17 o B
$1.70

$1.60 -

$1.50

$0.40 A

$1.50 ‘ ) . L{

$0.96
30.24
$1.50
$0.58
$2.65 -
$1.37
$0.46

$0.08 _ :
$0.06 : Total: - $30 billion
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5. Prospective Reforms

In 1963, entitlement spending plus interest payments totalled 30 percent of lederal s'pcnding.~‘Today; entitlements and interest
~account for 62 percent of all federal spending. Lefl unreformed, entitlement and interest paynients will comprise 72 percent of all
federal spending ten years from now. and entitlement spending alone will exceed total federal revenugs in 2030:

Just as the growth of entitlement spending drives the continued growth of the federal budget deficit, unavoidable denographic
trends will eventually drive an explosion in entitlement spending. The baby boom gcncrauon contmues to advancc toward
retirement age. and Americans continue to live longer and longer. As a consequence!
» the life expectancy of those born in 1935 is 61 ycars, while it is 76 years for those born today;

~ w the share of Americans over 65 will grow from 14 percent today, to 20 percent by 2025; . 4
= the number of Americans over 65 will grow from 24 million today, (o 48 million in 2030;and S x

~  the number of working Americans available-to support each reliree's benefts will fall from 5:1 today to 3:1 in 2025,

Because the federal govemmcm's retircmem programs opcrate on a cash basis, with current workers supporting current retirees,
we cannot sustain the present programs in the face of such demographic trends. The reforms proposed in this package thus far
will not solve the long-term problemis that result from the aging of the baby boom generation. These options therefore -
recommend that those programs benefitting the nation's retirees should undergo additional change. While these additional
changes will result in no S-year budget savings, they. are extremely important as a matter of fiscal responsibility.

"1t would be unfair to make significant structural changes to the federal government's retirement programs and have those changes
 take effect immediately. First, we should not significantly alter the retirement system of those who are presently retired, or close
(o retirement, because they made long-term plans on the basis of the current structure.. Second, we should allow present
employees enough time to plan sufficiently for their own retirements. For both reasons, these opilons recommend that we
undertake a series. of structural reforms on a prospective basis -- to allow as much time as possible for people to ad;ust and (o not
treat unfairly those who no longer have the time to adjust.

The prospective nature of these rccommendations does not mean that they can be postponed. Rather, they should be enacted as
soon as possible, both 1o allow the federal government time to plan for inevitable demographic trends, and to allow the public
time to plan around the changes that must be made. Changes like these will have to be made. ‘We should not wait until it
becomes impossible to ensure that they occurin a ﬁ:r manner. A listing of the recommcnded prospective changes immediately
follows. : -

Prepared by the Office of Senator Judd Gregg


http:present.ly

9.

iRccomm:c’ndcd Options for ProSpec_tiV;: Reform

End accrual of Congressional pensions after 12 years of service [a pension term limit] -

Increase Medicare's retirement age requirements to match the increases occurring - under Social Security.

Raise federal Civil Servic. Tull bc})cﬁ( fetirement.age to 60, effective 1/1/2005.

Provide no federal pension (Civil Scrvice or Military) COLAs to thuse under 62, efective 1/1/2005. -

'Adjusl CSRS and FERS benefit formula I“mn; "lhigl_i three” to "high five"” pay. effective 1/1/2005.

Climinate government match on TSP contributions for [4th and] 5th percentile.

Others??.
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6. Consumer Price Index Accuracy

Over lhe years, Congrcss has eqtcrbirshcd aufomatic increases within many programs to, prevent the erosron 1ofa progmm 's
purposes due to theefTects of intlation. Social Security and federal recipients receive such cost of living adjustments (COLASs),
for example, and the break points of the fcdcral income tax rate brackets are indexed as well. The Congressional Budget Office
‘ estrrmted in'January*1995 that, C()I As rrlunc wrl! result i over $220 bxllron in fedcm! spcndmg over the next five years

The aulomauc rndexauon ofmost prog,rams occurs with reference to increases in lhe (,onsumer Price Index (CPI) whrch is
» calcu!ated by the Bureau of Labor Statistics (BLS). Most economists agree thal (he CPl ovérstates inflation, duge to the way the
“measure is c*rlculalcd and adjusted by BLS. The result is that COLA bcncf'cranes reccive more than the true increase in cosl of
: lwmg would warrant. Therr bencﬁts are not only bcmg prolectcd agamst lhe corrosrve eITects ofrnﬂa(ron but they are also bemg .
over- pard ‘ : :

“The amount of CPI's overstatement is quite significant. The Congressional Budget OfTice has estimated that CPl, which was 2.6
~ percent in 1994, was overstated by 0.2 to 0.8 points. CBO further estimates that a 0.5.point reduction in CPl would result in $64
- billion of budget savings over 5 years. as COLA overpayments are halted. Federal Reserve Board Chairman Alan Greenspan

“estimates that CPlis: overstated by 0.5 to 1.5 points. Charrman Greenspan estlma(es that up to $150 billion would be saved over 5
years if-BLS calculated ol accuralely R -

T he BLS is well -aware of CPI's s overslatement ofmﬂanon but basrcally rcl'uses to correct it. BLS states that it will.undertake any
corrections in 1998, when a ten-year penodlc revision is scheduled to occur. The BLS prowdes several reasons to support-its
four-year delay, but we cannot afford the agency's continued intransigence. While the BLS is prmcrpa!ly worried about the
measure’s credrbrhty, and legitimatcly so, at this point the measure completely facks credrburty to begin wrlh Any BLS ’

. correct!ve actron would restore CPI credrbrlrty, not undermme rt o

T hese opuons recommend that the BLS act rmmedralely to correct the oversla!emem ofCPI and calls upon the Presrdent 1o make '

sure this correction occurs swiftlly. Congress should be extremely wary of enacting a legislative change to the CPI. However;

o know!edge ofa srgmfcant CPl overstatement, coup[ed wuh BLS non-action, wrl! soon make commued Congressrona[ sr!encc a
breach ofits ﬁducrary responsrbllrty to the natron : -
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o Opt:ons for Entltlement Reform |
5-Year Savings Target: $385 Brlhon 5- Year Savings Recommended $475—495 Bl"lOll

| Entitlement Category- , - 1996-2000 S-Ycar Summary of Proposals‘
($$ in Billions) ‘ ' Spending | Savings-
. Ilealth Care. - .| 820 255-275 .
- A, Medicare E 1.200 . - : ) ) (
- lmprov emeurs/AaDqumenfs cre -] 65-75 1 Line-iten improvements and adjustments (o prevent insolvency.: '
Chonce Care L . 13545 | Give seniors option of purchasing insurance (e.g., managed care plan) with capitated

| payments. - Incentive to join through receipt of cash-back or additional benefits if choice costs
- | less than capitated amount. "Look Back" provision to enforce savings, .

B. Medicaid A - 620 ' 115 . Block grant, declmmg to 4% growth (work with Governors' recommendations).
- C. Baseline Diffcrc'nccs' , 20 | Accept part of Administration's health care baseline assumptions ($70 billion less than CBO)
2. Wellare a .| 600 89 ' - -
A. Block Grants’ 320 -y 40 Block grants (work with Govemors _recommendations).
B. SS1 reforms : 160 22 Deny benefits to drug abusers, alcoholics, and recently expanded categories of "disabled"”
o ' ‘ - - | (i.e., re-devote program to-truly disabled), require periodic reaffirmation of disabled status.
C. EITC reforms . 120 27 Accept Adninistration's investment income inclusion, ehmma!e mdexmg of benef 1 thresholds,

and end beneﬁt for undocumented workers

3. Retirement : 415 17
-~ Congressional Pensnons , ‘ - Limit Congressional pensions to equal those given to all other federa! cmployces, plus:
A. COLA Equity . : 9 : Limit all COLAs to maximum Social Security COLA amount,
B. COLA Contributions - 1 8- Reform employee contributions to begin partial offset of COLA costs.
4, ‘O(hérs/Miscellaneous 350 : 50 . : . ) : .
A. Agriculture ' 15 Reduce deficiency payments & repeal Export Enhancement Program.
B. Veterans - _ , S 5. Extend OBRA-93 provisions; plus other small adjustments.
C. Other _ - 30 Strict review and reform/repeal of 350+ other entitlement programs.
5. Prospective Reforms --- 0 Policy adjustn{ent's to im’provc 20-30 year window, where'cntitlérnent growth truly explodes.
6. CPl Accuracy - | ) ' 64 The Federal Reserve Board estimates CPI is overstated by 0.5 to 1.5 percentage points; CBO
o ' pegs the overstatement at 0.2 - 0.8. Calcu!aﬂng accurately saves $64 billion. :
Totals -] $3,200 $475;49~5 Range depends upon Health Care npmbers.

s
e

* fixpanded details of these proposals appear in the attached appendices : U Prepared by the Ojﬁcé of Senator Judd Gregg - 3/11/95



a0

Current Trends Are _NvoI‘Susi_ai‘_na-ble

[ Federal OU" sasa
Percentage of Gross:

35 | Domestic Product

!duallen

‘ A gl«;ﬁloﬂrw
’ D D’:: ng ..g.,
: !nfrcshvc‘vrc) '

30

Nt !uunsi

20

15
, Intitloment
‘ Spen lng

- : I ‘lohl Revenves

10

- 0%

1970 1980 1990 2000 2010 2020 2030



Adaun E,\rik:::mv.\a anfjp sy Aq pondasy -

w0 G858 fo sSuang wag-¢



Optidns Goal

~ The Working Group on Entitlement Reform was asked by Senate Majority Leader Bob Dole and Senate Budget Committee
Chairman Pete Domenict to dcvclop reform proposals{,m non-Social Securily entitlement accounts that.-would achieve $385 billion '
in savings over the next five years (1996- 2000) These savings would place the fedcral budget on a glide- path loward balance in
‘the year 2002. :

Under these recommendations, which achieve the requested sa?mgs non-Social Sccurity entillérﬁent accounts would still result in
$2.82 trillion in spending from 1996 to 2000. Without reform, over. $3.2 trillion would be spent. ‘Annual spending on these A
programs would increase f'rom $511 btlhon in 1995 to $600 billion in 2000. : ‘

Wlmc overall entl!lemcnt spcndmg continucs to grow under this balanced budgel plan, a dramatic reduction does occur in one
mandatory spending acconunt -- interest on the public debt. Due to lower annual deficits under these recommendations, over $172
“billion in interest payments would be saved betwccn now and 2002 The savmgt; on this dead wclght account would accrue even
“morc swiflly once balance is aclnevcd : :

IFurther, former Congressional Budgel Office director Robert Relschauer testifiéd before the Senate Budget Commitlee this. year
that if Congress acted to balance the budgcl by the year 2002, an additional $140 billion in 7-year interest paymcnts would be
saved due to the | percent drop in interest rates that could bc expccted to result. The savings to be aChICVCd undr:r these options -
do not include thts additional $140 billion. -

I’répared by the Office t;f.Ye)ra!r,-r Judd Gregg -



‘_Total Government Spendmg 1996 2000
(Dollars in Tnlhons)

Ty

_ Total 5-Year Spend!ng $9.36 Trillfon
] R=Recommended Savings ($385 Bmlon)

Prepared by the Office of Senator Judd Gregg
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Deﬁcnt Reductlon Reqmred for Balanced Budget by 2002

(Do!!ars in Bllhons)

Resuiting Deficits -

16

1996 1997 1998 1999 | 2000 |5 Year {2001 2002 | Grand
o 1 B ' | Total | Total
| Current Baseline Deficit* - | 195. | 215 214 228 - | 242 233 239 |

- | Defense Discretionary -e- - - - --- - - == -
Non-Defense Discretionary | <12 24 36 -46 46 ||-164 | -46. .46 256

| ‘ | !

- | Social Security |- e
Non-Soc. Sec. Entitlements | -24 -51 -80 -111 -119 Wm -127 -136. | -648
Total Policy Changes 36 .75 a6 |-157 0 |:a6s H-s49 173 -182 -904

O | .
Interest on Debt -1 5 -0 21 32 .70 -44 -58 172
| Total Deficit Reduction -37 -80 127 0 |-178 0 |-197 -619 217 -240 -1,076
158 135 87 50 145 -1

* = Assumes Clinton’s 1995 defense requcst and a continued frceze on discrctxonary spendmg after 1998

Source: CBO & SBC Majority Stall

Prepared by the Office of Senatr Judd Gregg
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Interest on the Debt |
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