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THE WHITE HOUSE

WASHINGTON

MEMORANDUM

To:  Hillary Rodham Clinton

From: Chris Jennings

Date: December 6, 1994

Re:  Prescription Drug Béckground Information -

cc: Melanne Verveer

Following up on our conversation last week, I have attached a narrative timeline of
pharmaceutical cost containment initiatives. The information was compiled at my direction
by John Coster, who worked for me at Senator Pryor's office and who is now a professor at
the University of Minnesota, College of Pharmacy.

You will note that the information presented well illustrates the repeated pattern of policy
makers attempting —— usually unsuccessfully -~ to make the industry become more sensitive
to prescription drug cost and coverage concerns. As you requested, we have tried to structure
this document to show how the HSA proposal underwent changes that received little notice
from the industry, but received rejections from Senator Pryor and other hill staff. (They
indicated, as you recalled, their concern that we were going too far towards the industry).

I hope this information is helpful. If you need any additional information, please call me. As
you know, this is my most and least favorite subject. I look forward to talking to you soon.



CHRONOLCGY OF CONGRESSIONAL PRESCRIPTION DRUG PRICING INITIATIVES

prepared by John M. Coster, Ph.D., R.Ph.
" Assistant Professor, PRIME Institute
University of Minnesota College of Pharmacy
Minneapolis, MN

Introduction

Since the 1950’'s, various members of Congress have focused
on the pricing practices of the pharmaceutical industry. Taking
on the pharmaceutical industry is not an easy task. The drug
industry is powerful, has significant resources at its disposal
(including financial and personnel), and often time resorts to
distasteful lobbying tactics to achieve its objectives. In spite
of all the attention that the drug industry has received from
both the Administration and the Congress over the past forty
years, its prices remain relatively unregulated, its pricing
behavior continues to shock many individuals, and the new
political environment in Washington may well embolden the
industry to seek legislation favorable to its causes. While the
industry may attempt to "behave" during a period in which
attention is focused on it, history shows that any negative
publicity does not make a long term impact on the behavior of
drug manufacturers.

In the 1950s’, Senator Estes Kefauver (D-TN), was the first
member of Congress to hold hearings on the pricing practices of
the drug industry, focusing on the prices of antibiotics. In
spite of all the attention that he focused on the drug industry,
the industry argued that they needed their high prices for
research and development, and little resulted from the hearings
in terms of reduced prescription drug prices.

During the 1960s, the major health care focus was on
Medicare and Medicaid. The drug industry opposed the addition of
a Medicare prescription drug benefit because of their concern
that the benefit would provide government with a foothold into
their pricing practices. Therefore, most of the efforts of the
industry during and after Medicare were directed towards
defeating a Medicare benefit, which they ultimately did.

During the 1970s’ there was serious talk of national health
insurance, and the drug industry was concerned that a national
prescription drug formulary would develop as a result of these
discussions. Because of Watergate and other political factors,
national insurance was never enacted, and the drug industry had
avoided another potential challenge to its profitability. Senator
Kennedy often criticized the drug industry during the 1970s for
their pricing practices.



The drug industry enjoyed a very healthy period during the
1980s’. Profits achieved all time records, and drug prices were
increasing three times the rate of inflation. Serious questions
about the drug industry’s pricing practices were raised in 1987,
when AZT was first introduced to the market. The manufacturer,
Burroughs-Wellcome, was subject to significant criticism from
Congressman Henry Waxman, who believed that the company was
charging excessive prices, and exploiting the situation. The
company eventually lowered its price, but to add insult to
injury, it was discovered that the NIH did the most work on
developing AZT.

During the late 1980s, the Medicare Catastrophic Coverage
Act (MCCA) was being developed. Congress added an outpatient
prescription drug benefit to the MCCA, and once again, the
industry’s concerns about drug formularies and cost controls set
‘their lobbying operation into motion. They heavily lobbied the
drug benefit to assure that there were no cost controls on drug
products (only on pharmacists), and that there was no formulary.
Eventually, as described below, MCCA was repealed.

Section I - The Late 1980’'s (The Pre Clinton Years)

July 1989 - As new Chairman of the U.S. Senate Special Committee
on Aging, Senator David Pryor holds first hearing on prescription
drug price inflation in the United States. The hearing focuses on
the reasons behind the skyrocketing cost of prescription drugs in
the United States, with special focus on the sharp increases in
drug manufacturer prices for prescription drugs during the 1980s.

Summer 1989 - Congressional hearings are held on the Medicare
Catastrophic Coverage Act of 1988 (signed into law July 1, 1988},
which has become very controversial because of the financing
provisions of the legislation. Some of the hearings also focus on
the solvency of the new Medicare outpatient prescription drug
trust fund, which is projected to be underfunded because of the
anticipated continuing sharp increase in manufacturers’
prescription drug prices during the 1990s.

November 1989 - Under extreme political pressure, Congress
repeals the Medicare Catastrophic Coverage Act (MCCA) of 1988,
and with it, the Medicare outpatient prescription drug benefit.
The benefit would have provided prescription drug coverage to
about 17 percent of Medicare beneficiaries each year. The drug
industry apparently spends significant sums of money to support
the senior groups who are opposed to MCCA so that they can repeal
the drug benefit along with the rest of the bill. While the drug
benefit was ultimately crafted with all the industry’s demands
met, it was still better for the industry to have no drug benefit
at all to avoid any potential government oversight of drug
industry pricing practices.
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November 1989 - Senator Pryor holds second hearing on
prescription drug prices, focusing on the prices that federal
health care programs pay for prescription drugs, in particular
the Medicaid outpatient prescription drug program. During the
hearing, it is determined that some federal health care programs,
such as the Departments of Veterans’ Affairs and Defense, pay
extremely low prices for prescription drugs, while other federal
programs, such as Medicaid, pay the highest prices for
prescription drugs. The hearing questioned the equity and
fairness of drug manufacturers charging these various prices.

Manufacturers justify these differences by contending that,
while VA and DOD are direct purchasers and bulk buyers of
pharmaceuticals, Medicaid is a reimburser, and does not buy
pharmaceuticals in bulk and therefore is not entitled to any
price discounts.

March 1990 - Senator Pryor introduces legislation to require

drug manufacturers to negotiate lower prescription drug prices
with the state Medicaid programs. The legislation, the
Pharmaceutical Access and Prudent Purchasing Act (PAPPA) of 1990,
would provide state Medicaid programs with the same tools used by
private purchasers, such as hospitals and HMOs, to negotiate
lower prescription drug prices with drug manufacturers.
Manufacturers argue that the legislation is too bureaucratic and
would result in many prescription drugs NOT being covered for
Medicaid recipients, creating a two-tier system of medicine.

April 1990 - In response to Senator Pryor’s legislative
initiatives to contain Medicaid drug program expenditures, and to
avoid any legislative action at the federal level, Merck Sharp
and Dohme proposes an "Equal Access to Discounts" program. Under
the program, state Medicaid programs would receive the lowest
price for a Merck drug that Merck offered to any buyer in the
United States, such as hospitals and HMOs. Merck’s "break" with
the drug industry help to divide the opposition and weakened the
industry’s case against being able to give lower prescription
prices for Medicaid programs.

In response to this Merck initiative, several other
manufacturers began to negotiate with state Medicaid programs to
lower the cost of their prescription drugs to Medicaid. However,
not all manufacturers participated in these types of programs,
and these savings were not "scorable" according to CBO without
federal legislation. (The issue of "scoring" became very
important as this issue moved through the process. Note that the
Bush Administration and the Congress were in the early stages of
negotiating a §500 billion deficit reduction package, and these
Medicaid drug program savings were going to be part of the
- overall deficit reduction package.)
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Summer 1990 - Bush Administration‘s Office of Management and
Budget (OMB) supports Senator Pryor‘s initiatives to reduce
Medicaid drug program expenditures, and targets $1.6 billion in
Medicaid savings over 5 years (1991-1995) from drug
manufacturers. This gives Senator Pryor’s initiatives a strong
bipartisan boost.

Summer 1990 - Many African-American, latino, and other minority
groups adamantly oppose the Pryor/OMB initiatives under the
presumption that these Medicaid prescription drug program cost
management mechanisms would create a "second class system of
medicine" for poor people. It was argued that many state Medicaid
programs would use restrictive drug formularies, and not list
many drugs on these formularies, making them unavailable for poor
people. It is suspected that the drug industry is funding these
initiatives. These groups makes reference to those advocating the
Pryor/OMB policies as "mean spirited bigots".

September 1990 - Senator Pryor introduces second Medicaid
prescription drug pricing bill (S. 3029), based on the proposal
made by Merck. Under this approach, drug manufacturers would be
required to give discounts on their products to Medicaid as a
condition of coverage of their products under Medicaid. This
second bill helped to diffuse criticism of the first bill, and
co-opted some of the manufacturers’ own initiatives to provide
lower prices to the Medicaid programs.

October 1990 - After much political wrangling, Congress enacts
Medicaid Prudent Pharmaceutical Purchasing Provisions of Omnibus
Budget Reconciliation Act (OBRA) of 1990, and includes federal
Medicaid savings of $1.9 billion over 5 years from drug
manufacturers. ($300 million more than the original OMB target to
pay for other Medicaid expansions.) Under the legislation, drug
manufacturers are required to give Medicaid a minimum rebate OR
the same price discounts they give to their best customers,
whichever is lower. Total federal/state Medicaid savings from
drug manufacturers are expected to be $3.1 billion over 5 years.
Drug manufacturers warn that they will be unable to give Medicaid
the same price breaks that they give hospitals and HMOs, and
therefore drug prices to these buyers might increase.

January 1991 - Reports from hospitals and HMOs indicate that some
drug manufacturers are raising prices to these institutions to
circumvent the intent of the rebate legislation. Remarkably, some
of these price increases were to the VA and DOD for drugs, such
as painkillers and blood thinners, which were being stockpiled in
heavy supply by VA and DOD for potential use in the Persian Gulf
War. By attempting to eliminate these very low drug prices to
these institutions, manufacturers would not have to give the same
deep discounts to Medicaid, and indirectly, would help to build a
case for the law’s eventual repeal.
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Reports came into many Congressional offices during the
early part of 1991 from hospitals, HMOs, nursing homes, and other
. pharmaceutical buyers that many drug manufacturers were
eliminating discounts arbitrarily and cancelling long-standing
purchasing contracts.

January 1991 - Merck announces that, as a policy, it will
increase its weighted average manufacturers’ price in 1991 for
its line of pharmaceutical products by no more than the projected
increase in the Consumer Price Index (CPI-U). Several other
manufacturers also announce that they will hold prescription drug
price increases to some variable of CPI-U. While the voluntary
initiatives on the part of the industry were welcome (and good
for the industry’s battered public image), these approaches were
criticized as being ineffective because they limit "average"
price increases rather than "actual" manufacturer’s retail price
increases, the part of the marke: where relief is needed the
most. When lower manufacturers’ hospital prices are "averaged"
with higher retail prices, the result would have little affect on
manufacturers’ retail drug price inflation.

November 1991 - Senator Pryor introduces the Prescription Drug
Cost Containment Act of 1990 (S$.2000), which would reduce a drug
manufacturer’s Section 936 tax credits in Puerto Rice if the
manufacturer’s annual price increases for retail prescription
drug products exceeded the increase in the general rate of
inflation. (The Section 236 Credit, also known as the Possessions
Tax Credit, was developed in the early 1900s as an incentive for
American manufacturers to establish manufacturing operations in
the Commonwealths of the U.S. The overwhelming majority of the
credit - 97 percent - goes to companies located in Puerto Rico.)

This bill was introduced to try to lower prescription drug
price inflation in the segment of the market in which older
Americans purchased their prescription drugs. The industry
lobbied heavily against this proposal, arguing that the loss of
the credit would hurt the Puerto Rican economy, and result in a
loss of revenue necessary for new drug research and development.
Many latino and other minority groups also opposed the
legislation, contending that it would reduce R&D investment.

March 1892 - Senator Pryor offers $.2000 as an amendment to the
Tax Equity and Fiscal Responsibility Act on the floor of the
Senate. After eight hours of debate, the Senate tables the
amendment, 61-36.

May 1892 - A GAO report finds that drug manufacturers
disproportionately benefit from the Section 936 Tax Credit
program in Puerto Rico. Drug manufacturers receive 56 percent of
the credits - about $3 billion a year - but only produce 18
percent of the jobs in Puerto Rico. Senator Pryor attacks the
credit as the "mother of all tax credits".
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‘Summer-Fall, 1992 - Health Care Refom becomes a central focus of -
the 1992 Presidential canmpaign. Candidate Clinton issues
specific initiatives relating to prescription drug prices. For
example, he says that Americans shoul pay no more for
prescription drugs than citizens of other industrialized nations;
that prescription drug inflation in the United States should not
exceed the increase in the general inflation rate; and that
Medicare should provide prescription drug coverage. Clinton
visits Merck during the campaign, and commends them on their
policy to increase their prices by no more than inflation.

November 1992 - Congress enacts the Veterans Health Care Act of
1992, which extends drug manufacturer discounts to other federal
programs. Under the law, drug manufacturers are now required to
give deep discounts on their products to VA, DOD, Public Health
Service Clinics, and certain Disproportionate Share Hespitals.
This legislation was enacted in response to certain drug
manufacturers’ price increases to VA and DOD subsequent to the
enactment of the Medicaid rebate law.

Section II - The Clinton Years and Health Care Reform

February 1993 - President and Mrs. Clinton announce national
childhood immunization initiative, and criticize the pricing
policies of drug manufacturers. Industry says that these comments
help to send drug and biotechnology stocks into a tailspin.

February 1993 - Senator Pryor hold hearing on the Federal
Government’s Investment in new drug research and development. The
hearing seeks to determine whether drugs which are developed in
whole or in part by the federal government, and then licensed to
private drug manufacturers, are priced fairly.

February-May, 1993 - Pharmaceutical working group of President’s
Task Force on Health Care Reform meets to develop prescription
drug proposals for potential inclusion in Health Security Act.
Before formulating its recommendations, the working group meets
with representatives from the brand name and generic industry,
the biotech industry, pharmacy practitioner and trade
associations, and other groups. ‘

The group consists of eight individuals from a wide
ideoclogical specrrum. In order to reach consensus on certain
issues, the segment of the group advocating stronger cost
controls on drugs had to compromise to a weaker point. This
occurred in spite of the fact that it was likely that the
industry would oppose (and ultimately dilute) anything that was
proposed.
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In the long run, in order to diffuse criticism by the drug
industry that the proposals in the President’s plan would be too
draconian on the industry, the group does not recommend any price
controls on prescription drugs, opted for a "price review" for
new drugs that are breakthroughs, used "rebates" and "Secretarial
negotiations" to contain Medicare drug program costs, and
acrempted to mcderate prescription drug prices in the retail
sector by requiring drug manufacturers to offer discounts to all
purchasers on egual terms (also known as "equal access to
~discounts") .

August 1993 - Congress enacts the Omnibus Budget Reconciliation
Act (OBRA) of 1993, which contains several provisions modifying
the original Medicaid rebate provisions of OBRA 90, allowing
state Medicaid programs to use formularies, and repealing the
requirement that all new drugs be covered for a period of six
months. Congress also reduces the value of the Section 936 tax
credit in Puerto Rico, which largely affects drug manufacturers.
As a result of the change, Section 936 companies will earn $3.7
billion less in tax credits in Puerto Rico over the 5 year period
of the budget deal.

September 1993 - President Clinton announces health care reform
plan, which contains several provisions relating to prescription
drugs: a Medicare outpatient prescription drug benefit, an
Advisory Council on Breakthrough Drugs, and a provision requiring
drug manufacturers to provide equal access to discounts to all
purchasers. President indicates that there will be no interim
"cost controls" on health care products or services, including
prescription drugs. In fact, in a Rose Garden appearance,
President appears to back off of criticism of drug industry by
saying that they need adequate resources for new drug R&D.

Drug manufacturers are concerned about provisions in the
plan, but express willingness to work with Administration and
Congress on providing prescription drug benefits to all
Americans. Position of the Pharmaceutical Manufacturers
Association at this point is that they support comprehensive
health care reform, the inclusion of prescription drug benefits
as part of the standard benefits package, and the use of market
forces -- rather than cost controls -- as the mechanism to lower
prescription drug prices. PMA supports movement of Medicare
beneficiaries into managed care plans as the mechanism for this
group to obtain outpatient prescription drugs, which, they are
told, is not feasible.
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Ar this point, PMA does not support a separate outpatient
prescription drug benefit as included in the President’s plan
because of the cost management provisions in the bill (rebates,
negotiations). PMA calls the Advisory Council on Breakthrough
Drugs "price controls", calls the Medicare rebates in the plan
“taxes" on the drug industry, refers to the Secretary’s authority
to negotiate and subsequently exclude certain new drugs from
Medicare prescription drug coverage as "blacklisting", and refers
to the provision reguiring manufacturers to provide equal access
to discounts to all pharmaceutical purchasers as "anti-
competitive.” PMA begins to meet with Congressional offices
about their concerns.

Senator Pryor sends letter to Mrs. Clinton, expressing
concerns that the prescription drug provisions in the Health
Security Act do not go far enough in controlling the cost of
prescription drugs. In particular, he is concerned that there are
no interim prescription drug price increase restraints, and that
the Advisory Council on. Breakthrough Drugs has no real
"authority" to control the prices of new, innovative prescription
drugs. Concerns are expressed from House and Senate staff that
too many concessions had already been made to the drug industry,
and that staff had little room to negotiate with and had little
leverage over the drug industry. :

September 1993 - In response to manufacturers’ "voluntary"

- initiatives to limit price increases to general inflation,
Senator Pryor challenges drug manufacturers to sign a
"meaningful" agreement with the Secretary of HHS to limit the
annual price increase to the CPI-U for each prescription drug
product distributed to the retail class of trade. Only one
biotech manufacturer - Genentech - indicates interest. The other
49 manufacturers do not. respond at all or decline.

Fall 1993 - Biotechnology industry lobbies heavily against the
Advisory Council on Breakthrough Drugs, and Secretarial :
"blacklisting" authority, saying that it unfairly singles out
biotech products, was the same as "price controls", and was
making it very difficult for biotech firms to raise capital to
keep their operations going. Eventually, Senator Kennedy drops
the Council from the legislation that he reports out of
Committee, and replaces it with a process to determine the cost
effectiveness of pharmaceuticals relative to other health care
services and treatments. (There are many biotech companies in
Massachusetts). Key Committee Chairmen in the House (Rep. Dingell
in particular because of Reps. Eschoo from San Diego and Rep.
Margolies-Mezvinsky from Pa, where there are several large
biotech and pharmaceutical companies) agree to remove the
Advisory Council from any legislation that might move through
their jurisdiction, and remove the Secretarial blacklisting
authority from the Medicare program.

VIII
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Spring 1994 - As it becomes evident that health care reform is
becoming less likely, PMA changes position on a Medicare drug
benefit, indicating that it supports a limited drug benefit, only
for those Medicare beneficiaries that are not poor enough for
Medicaid, but still have trouble paying their prescription drugs.

June 1994 - Senator Pryor introduces the "Pharmaceutical
Marketplace Reform Act of 1994", which would have established

" several federal initiatives to help private payers and the

federal government better manage prescription drug expenditures

and improve the quality of pharmaceutical care for all

individuals. The legislation was never considered by the Finance

Committee or the full Senate.

Summer, 1994 - Democratic leaders of the Senate and House develop
comprehensive health care bills to be considered by the full
chambers. On the Senate side, Senator Mitchell includes a
Medicare outpatient prescription drug benefit in his legislation
that would give Medicare beneficiaries a choice of methods by
which to obtain their prescription drug coverage. The Mitchell
Medicare drug benefit closely follows the benefit proposed by
Merck, under which most Medicare beneficiaries would receive
their prescription drug benefits through Pharmacy Benefit
Management Companies (PBMs), one of which Merck owns (Medco).

Congressman Gephardt includes an outpatient prescription

. drug benefit largely modelled after the proposed outpatient
prescription drug benefit in the Health Security Act. Under
pressure from the Massachusetts Congressional delegation,
Gephardt announces that he will not require biotechnology drugs
to pay rebates tc Medicare under his outpatient prescrlptlon drug
benefit.

Senator Pryor indicates his intention to offer an amendment
to the Mitchell bill that would require drug manufacturers to
offer equal access to discounts to all purchasers, a very
important issues for the community pharmacists. {(This provision
was included in the Gephardt, but not the Mitchell bill.} Drug
manufacturers mobilize to oppose the potential amendment. As it
appears that health care reform will go down in this session of
Congress, PMA changes position on Medicare prescription drug
benefit once again, and opposes the addition of any Medicare
outpatient prescription drug benefit, even one for the poorer
elderly. PMA is, however, split on this position, with companies
like Merck, Smlth Kline, and Glaxo still support;ng the addition
of a Medlcare prescription drug benefit.
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By this time, the drug and biotech industry was very
successful at lobbying the Congress and had won significant
victories: the President decided not to include any interim cost
controls on health care products and services; the Advisory
Council on Breakthrough Drugs had been dropped in both the Senate
and House bills; the blacklisting authority had been removed from
the House bill; biotech manufacturers were excluded from rebates
in the House bill; the Senate drug benefit was largely written by
Merck, to benefit those manufacturers, such as Merck, Smith
Kline, and Lilly, that had purchased Pharmacy Benefit Management
(PBM) Companies; and, the equal access to discounts provision was
included in the House, but not the Senate bill, and faced an
uphill battle as an amendment in the Senate.

Fall, 1994 - Drug industry has successfully avoided any type of
cost controls or additional federal government intervention in
their business from health care reform. One by one, the drug and
biotech industries "picked-off" issues during health care reform,
was successful for the most part in defeating them, and then
moved on to the next issue on their priority list.

The new issue for the drug industry is now "unitary pricing"
or "equal access to discounts", which will continue to be a
significant issue for the community pharmacy groups in the next
Congress and in the state legislatures. This issue was initially
a low-priority issue for the drug industry during health care
reform, and has now become an important issue for them to oppose
at the state and federal level.
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" THE WHITE HOUSE
WASHINGTON

To: Hillary Rodham Clinton
From: Chris Jennings

kDate: Scpter;lbcr 29., 19§4

Rc: Natione;l Journal ‘Article '

cc: Melanne Verveer

Attached is a copy of a National Journal article that I thought you would find particularly
interesting. It illustrates: the inconsistency of positions of members.in the Senate, focusing on
Senator Kerrey and Senator Packwood. (Apparently, Senator Kerrey was so upset about this
~ article that he called Julie Kosterlitz directly to complain--although reportedly he didn't seem
to have an especially persuasive fesponse). Although the article i is over a month old, I still
thought you and Melannc might find it germanc
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“firmly held principles crashing un-

" HEALTH

: .IIJI.IE KOSTERI.ITZ

THE SOUNDS OF 'I'WO SENA‘I’ORS WAFFLING

iven the heavy political lifting *
required 1o get’ universal
health care coverage through
Congress and the countervailing G-
forces of interest groups,. ideology
and reelection campaigns,-it’s not
surprising that some knees have ~
buckled, bringing what once were -

ceremoniously to the floor. /" -

Consider Sens, Bob Packwood, R-
Ore., and Robert Kerrey, D-Neb.,
two political moderates whose votes
for health care reform the Clinton -
Administration and Senate leaders .
had originally banked on. Once stal-
warts in the cause of universal cover-
age, the two have recently found the .
political weight so unsupportable that. they've spun 180 degrecs
in their rush to set the barbells.down.

Packwood, the ranking Republican on the Finance Commxt-
tee, publicly supported employer mandates for 20 years—up
through his hard-fought 1992 reelection campaign-—before he °
abandoned support for any kind of mandate this summer on the’ -
eve of the committee’s vote: He subsequently teamed up to co- -
author a halfway reform package with Senate Minority Leader
Robert Dole, R-Kan., who'd just abandoned his own support for
a mandate on mdwnduals to buy insurance.. :

Kerrey, who campaigned for the Democratic presidential
nomination in 1992 on a platform of taxpayer-financed national .
insurance, replete with government-set health spending limits,
abandoned it by degrees this summer before he announced in
early August that he’d oppose even the heavily dituted employer
mandate provision pitched by his party’s leadership.

Packwood, after offering a long and tortured explanation of
his reversal on the opening day of the Fmance Committee’s
deliberations on June 29, has assumed a prominent role in the
campaign against a Democratic -alternative that looks almost
exactly like his own earlier policy prescription. Without batting
an eye, Packwood recentiy told PBS’s Robert MacNeil that “1
started out supporting” employer mandates, but “when 1 heard
the facts, I changed my mind.”

Kerrey, who already had a penchant for agonizing aloud, not
only announced his opposition to the health plan of Senate
Ma;onty Leader George J. Mitchell, D-Maine! in a'speech on
the Senate floor, but also took the extra step of holdmg a Wash-
ington press conference on the matter.

_ Both reversals court voter cynicism. After all, Packwood ]
embrace of universal coverage through employer mandates dur-
ing his reclection campaign helped to undercut support for his

- Democratic challenger, former Rep. Les AuCoin, who advocat-

ed a single-payer system. Packwood also argued that he was bet-
ter placed than AuCoin—by virtue of his seniority, his ranking -
position on the Finance Committee and-his moderate posi-
tion—to be a serious player on health care reform.

. But earlier this year, as Dole began backing off his support for
universal coverage through an-individual mandate, Packwood

began softening his stance. Still, even as late as mid-June, Pack-

Troy K. Schneider provided research assistance for this feport.

‘Sen. Robert Kerrey, D-Neb. Sen;Bob‘Pud(wood, R-Ore.

_ernment intervention to expand coverage is risky. . . .

wood supported the idéa of fallback -
. individual mandates in a meeting
with President Clinton at the White
House. Then, on the opening day of
the Finance Committee’s. delibera-
tions, Packwood officially renounced,
his support for universal coverage
and mandates of any sort.

Rather than slirik silently into his
chair, Packwood felt compelled to-
give a lengthy and convoluted expla- .
nation of his reversal. Paraphrasing a
retired colleague, Packwood said:
“Anything that the public really
wants badly we will get. It may take
two or three Congresses. That is not

a long time in the history of the
Republic.” Packwood first intro-
duced health care legislation with employer mandates in the
93rd Congress. .

Packwood’s explanation doesn’t seem to have stanched the

Sesitn ML Muniak (feft) Richard Al Bloom

'smckermg on Capitol Hill or back home, where it's taken for

granted that his interest had shifted from extending Americans’
health care coverage to securing his own political cover in the
wake of the sexual harassment charges pending against him in
the Senate Ethics Committee. Faced with ebbing institutional

" clout and possible disciplinary action, Packwood couldn’t very
‘well refuse Dole’s invitation to play Follow-the-Minority-Leader.

Kerrey’s supp’ort for universal coverage may have been much
more short-lived than Packwood’s, but it was far more public.
Gearing up for his 1992 presidential bid, Kerrey beat most of his

" Democratic rivals to the punch. by plckmg universal health cov-

erage as his cause célébre and by coming up with by far the most
detailed blueprint of the group. Indeed, it was Kerrey's-contin-
ued haranguing on the topic that forced front-runner Clmton to
flesh out his promise of universal coverage:

In an article for The American Prospect in the summer of 1991
titled “Why America Will Adopt Comprehensive Health Care
Reform,” Kerrey argued against just the sort of incremental
health care reforms he’s been lobbying for since this spring, when

‘he teamed up with a bipartisan group of Senate centrists. Kerrey

then: “Only a single-payer system eliminates a multi-tier

-approach to health care that inevitably underfunds the bottom

Kerrey now: “Gov-
We should
be very cautious to presume that government can get the job
done.” Kerrey then: “The only reliable and efficient way to con- -
trol health care costs is to do so directly by Setting over-all expen-
diture limits.” Kerrey now: “We should use the forces of the
market to control costs instead of the dictates of government.”

. Kerrey, of course, is running for reelection in a heavdy small-
,busmess state that is also home to some major health insurance
companies, including Mutual of Omaha Insurance Co. And he’s
racked up at least $180,000 in campaign contributions from insur-
ance, pharmaceutical, hospital and other health care interests.

Like Packwood, he seems to have calculated that a public

tier and creates inefficiencies throughout.”

.about-face is the lesser of the political risks he faces. And like

Packwood, he appears to hope that by taking his case to the vot-
ers, he can persuade them that he has rethought the national
interest—and not merely redefined his political self-interest.

3
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THE WHITE HOUSE

WASHINGTON -

MEMORANDUM

To:  Hillary Rodham Clinton , °
From: Chris- Jennings
Date: September 27, 1994
Re:  Scnator Packwood -
A Followmg up on our conversation yesterday, Maureen and I went through some prewous
notes and some quotes from Senator Packwood in regards to health reform. . As you will note,
Senator Packwood was extremely positive even as late as the end of January th1s year,

-particularly in regard to the issue of employer mandatcs.

1 am still trying to track down any additional notes I may have on any other statements he
has made which are germane to your rcquest I 1 find anythmg clsc T will forward them on. .

cc: Melanne Verveer



BARLY CO&HENTS BY SENATOR PACKWOOD (R-OR)
SR : ',‘ ON KEALTH CARE REFORH . .

e L I

3

. 'ﬁff ‘ K S "
"HHEARINGS OF THE SENATE FINANCE COMHITTEE, SEPTEHBER 30, 1993
' "On the blll 1tself as you re well aware, I am somewhat

a‘pieased with the approach that you are taklng.~ "I like the
universal, coverage, .I llke -- I call it.an "individual mandate,

" ‘where the" people are g01ng to have to buy . The -employer: will

. share ‘the cost whlch 13 very 51m11ar to the German plan.

\ ”If I have any mlsg1v1ng, ... it is a mlsglv1ng based upon

,_/hlstory, and’ that's the cost estimates of what we hope we can.

'/save and what we hope the new ent%tlements wlll not cost...’f

"You very klndly - the admlnlstratlon Very klndly granted

& Oregon = Medlcald waiver -when we could not get it from the e
.prev1ous admlnlstratlon.;.” = : N : R

‘.&

"‘ALOCAL RESPONSE TO PRESIDENT’B BEPTEMBER 23, 1993 SPEECH.

e

'\ "I’'m favorably dlsposed to the concept of'what he S trylng v

ﬁgitofdo. I don't think ‘'we’re that far apart R

. B N . PN . R
S e T . R B 3 ;o n .

‘ ‘/coNGREssxonm. RECORD JmARY 26, 1994..
B N ' :..‘
"I agree w1th the Pre51dent. It was a<good 1dea by

President Nixon,. and it is a.good. .idea today. I would say to- the.‘fnvvr

'Q;Pre31dent he will find Republlcans ‘who- will work ‘with him if -
© if' there is not imposed an immense’ Government bureaucracy and if

. there. is not- Government monopoly through whlch you must purchase,ﬂ"

Gt

Vyour 1nsurance. ‘. S Qk\bpg ’ﬁ, - «,‘»va ‘

‘ “"But can we agree w1th hlm that there should be unlversal

"ﬁcoverage...You bet we can._ Can that be phased 1n overnlght’ »t“'”

‘Maybe not..a;. S ';r o -

)
. A

. (After 1lst1ng prlce controls, mandatory health alllances,
and’ ‘any prohibition- agalnst states’ experlmentlng) "there 1s room
'«for con0111at10n and compromlse.“,\ L .


http:employer:w1.ll

"'WASHINGTON TIMES FEBRUARY 11, 1994 e Ty

' P . . .

“A ‘fair- portlon of the Pre51dent’s plan 1s g01ng to be-ﬂ
stripped out,. but the basic. universal’ coverage will be

;*there...The Pre51dent then will. declare . v1ctory, and it won’tf
'matter 1f 1t bears no resemblance to hlS b111 as’ 1t went 1n

. '
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From Melanne Verveer and Chns Jenmngs L : - S

" willing to include a preface in- their book The

K 'would not be harmful and you should consrder domg 1t Mlke Lux agrees A

o Please contact erther of us 1f you wrsh to further dlscuss thlS 1ssue .

A
CA

" MEMORANDUM =~ _

A

To:" Hlllary Rodham Cl1nton

5

‘ Date: OCtober 11‘ 1994i .

Re: Famllles USA Consumer Health Book DI N " v;‘;:.«

~

V We have recently been approached by Ron Pollack of Famrhes USA to see 1f you would be

,Famllles USA has submitted the attached draft language If you demde that you would llke to

' ,contnbute to the preface of their book we would llke to suggest a few edlts B

‘;a - . . . . /-.

‘The publlcatton is- wntten as a user's gulde to the health care system Each chapter addresses

- a partrcular aspect.of the system (¢g., obtaining hospltal care,. purchasing insurance coverage,

" death with dignity, etc.), and is written by a recognized expert in the relevant field. . At the
end of each chapter is a list of orgamzattons that can provide further information and

" assistance. (Although the organizations seems -to be credible, we have no'way ‘of assuring -
E that this is the case) ‘The concludmg chapter =~ "Unreformed. Health Care," by Ron Pollack

- makes the case for reform and encourages readers to become 1nvolved in the debate

. We have not read the gulde cover to cover, but have rev1ewed it. It appears to be non-
controversral —- even a bit bland —— and is generally silent on policy issues. However, the

‘ ‘gulde has somethmg of a "bias" in that it is. wntten from the pomt of v1ew of health care

~ consumers (rather than for example, prov1ders)

E Usually, because of the nsk assoc:ated WIth any use of your name, we recommend agamst o
your being associated ‘with such publlcatrons Greg and Laurie believe we should not do this

_.or .any such print because the risks will always outweigh the benefit. However, because the -

~print seems to be innocuous and relatively low Tisk, and because Famili¢s ‘USA would like us
to 'do. this (and they have done so much for us), we think your association with this pro;ect

cr

1

TN

b
3
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Preface to Health Care Chozces for T oday s Consumer R
by Hﬂlary Rodham Clmton \
Dun.ng the past two years the Amencan people engaged in a hxstonc dxalogue about our o
b
2 aspuanons for thls nauon s health-care system I'.n town meetmgs across the country at semor L
centers in rehglous houses of worsh.xp, at our premxer medml centers in busmess board rooms . '.
and umon ha]ls and th:ough the med:a, the Amencan people engaged ina splnted analyms about e
the strengths and weaknesses of our health systcm and what we should doto make it more R ;‘_
: L responsxvetoou:fanuhesneeds A i‘ S L L -
o \ As I uaveled from one commumty to another to hear the voxcs ofhope and fear abom R L
health care m Amenca, I was moved and mpressed w:th wha:t I heard Oﬁen wnh eloquence o o S

| compassxon and thoughtﬁﬂness people spokc about health care wrth an mﬁmacy perhaps unhke

any Other lssue in pubhc hfe No pubhc issue appears to mp more eﬁ'ect:vely the concems that we

have about the well-bemg of our parerrts our childrez; our farmhes and oursehres

uR- hcw-z \(cfc {c ac)me,wg, P\mt resolmm «'-n much mcﬂed \Ma.l:m n&FDrM in 5313«

Although

helpﬁ.d book remmds us. that the compassxonate concern that I wnnessed can be channeled in | ’_ ,

I

e

constmcnve ways to hclp our fannhes As a wiser health consumer we can make better deCISIOIlS Ce
| ab‘mt the health care ﬂm We seek, and from whom we should seek it. When we conﬁ'ont chmces S R

about famxly doctors speczahsts denusts msurance compames managed care pla,ns hospxtals

H

and meotal health needs we should be empowered to make eﬁ'ecuve and aﬁordable choxces

A -
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. haoe toa assume greater responsibﬂxty about health care for thexr own weﬂ-bemg You can aud

'. »l should pamcxpate in the major decmous a.ffcctmg your famﬂy s health Your own actxons wxll
make a cnncal mﬁ‘erence in the kmd and quahty of care you recewe as well as the bxﬂs you wﬂl

‘ pay But, to act eﬁ'ecuvely, you wxll probably nwd user-ﬁxendly consmner~onented advxce
That is the purpose of thas book Healt}z Caro C?zozces for Today s Consumer is theoniy

‘ :Chcwc seen 40 help g
comprehensxve gmde to-wimt you and your famﬂy eaarde-te-ensure thaf. you receive the best and

) most aﬁordable health care availahle It comes to you ﬁ'om Famﬂzes USA, an orgamzanon that I ‘k
know as a thoughtﬁxl and eﬁ‘ectwe advocate for the Amerxcan health-care consumer For many

’ years Famﬂzes USA has gzven nanonal advocacy leadershxp for the zmprovement of our nauon s

P
[ R

R

‘ health-care system. This Famxhes USA book enables mcreasmg numbers of consumers to. become

I N

; more conﬁdent and cﬁ‘ecnve deasxon-makers mthe health~ca.re markctplace T -

Even thhout reform, the health system is gomg to go through an acceleranng xmmber of '

} .

changes - some for bctter and some for worse In thxs fast-changmg envuonmenr, the mponance RN
of comzmm' mvolvemcnt and active pamap:-mon wxll only mcrease and the need for helpﬁxl

.- advxce wﬂl also mcrease Thxs book, therefore is a welcome and valuable conmbuuon to makmg

. -

‘ | the health~care system work better for you. and your fann"hes

'In the penod before Congress acts on h&lth reform., and thereaﬁer as well, Amencans wﬂl B = i‘
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f'{BRIEFING.KOR“KENNEDY FUNDRAISER BRIEFTED
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.érﬂtfon‘nnwann M. "ED" KENNEDY (D-MA): &
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jfrbéVfHILLARY RODHAM CLINTON
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ThlS memorandum is in antlclpatlon of your trlp to Boston for the_(ri

fundraiser for' Sen.: Kennedy. His staffers have been using two:
.main talking p01nts for the past month: first, that: Kennedy has
. fought for working people and working famllles throughout his:
career; and secpnd that he is the most effective Senator the
‘state has had. They would also ‘greatly’ apprec1ate .your
empha51zlng hlS 1mportance to Massachusetts government.‘_ "

'
s

We have attached a llst from Senator Kennedy s offlce of his many L

and 31qn1f1cant leglslatlve achievements. - They are d1v1ded into”

‘the four areas -which-have been his focus. throughout his career."'b‘

]ObS and securlty, education and tralnlng, health care; and @
-'children and families. Also. 1ncluded 1s a hlstory of health e
blllS he has sponsored. R '

Yo
.

' - Election: . ‘f“4f;‘ “f”.‘fg—'; = f“,',:'~ "j 1;{~ } ‘:Q-J -

,.' As expected' on Tuesday Mltt Romney ea51ly won the Republlcan o

_ primary to challenge Senator Kennedy this: fall., It is w1de1y
accepted. that this is Kennedy’s toughest: -race 4in, his 32 year

‘career, and, prior to Tuesday, one poll showed. Kennedy one - .
percentage -point behind Romney. This follows a heavy redia blltz~
by the Republicans. = Kennedy is sufferlng from the country's
dissatisfaction with incumbents and with some of his prlvate

" ‘missteps. - Romney, a mllllonalre business. consultant with-no

polltlcal experience, is a’ Mormon., His religion is- a dellcateij‘
‘issue which Kennedy himself has not ralsed but other Democrats =~ |
“have. Desplte his pro-choice stand ‘on abortlon, Romney has been

endorsed by ‘the. Massachusetts nght to Llfe organlzatlon.;-

AP reported on Thursday that both candldates had "klcked off the
campalgn stretch run w1th textbook polltlcal sniping, each =

‘accusing the, other of g01ng negatlve ‘and losing touch with the .
_issues.® Kennedy stated: *"We don’t. need to have another vote in

the United. States\Senate that's g01ng to say no to health care,

T IALS: ﬁl m ,..M ,_~
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no. to educatlon reform " and accused Romney of . attack1ng h1s

" policies without offerlng any alternatives. Romney continues. the-
- message that is viewed as giving him the nomination -»that

‘Kennedy has worn out hlS welcome on Capltol Hlll.-

"'In.a Monday AP story ‘based on’ an 1nterv1ew w1th Kennedy about N

health _care reform, interpretations d1ffered on -how. serlously ) i
reform s failure would affect Kennedy'’s re- electlon.- Some argued‘
that he 'will not be blamed, whlle others said that it hurts any .

incumbent. They. agreed however that it would not be. a p1votal

flssue in th1s race. -

o Issues.-‘

s - — LY

. A .
2

_»One ‘cannot overstate the 1mportance of Senator Kennedy 5 role as

.an- unst1nt1ng advocate, not -only for. universal health care, but-

- for . chlldren, the poor,..and ‘the disabled. The Family and Medlcal, -

- Leave Act is a part1cular triumph for . the Senator. - While-a .
.partisan- Democrat he also works well w1th the opp051tlon.~ Even =

during the Bush’ pre51dency, he was ‘able to pass the. Child: care:
Bill of. 1990,  higher minimum wage, Americans with' Dlsabllltles

Act, Ryan Whlte Comprehens1ve AIDS Care Act, as well as the C1v1l;"

Jnghts Act of 1991. ' Between 1981 and 1992 he was the pr1nc1pal ‘

law.. . KRR L .;‘w o

3

. sponsor: of two dozen c1v1l r1ghts laws wh1ch were enacted 1nto

'
I

»-Although cons1stently car1catured as’ a blg government llberal

~Kennedy has been 1ncrea51ngly vocal in his concern about the' .

'_support

federal: def1c1t and what programs the taxpayers can afford to

"i
1

g'Kennedy's ablllty to work with Republlcans and conservatlve

Democrats was: espec1ally noted dur1ng con51deratlon of .the

'3]1mm1gratlon blll when he and Sen.: S1mpson crafted a. compromlse,

and the 1990 c1v1l r1ghts blll when he’ worked w1th ‘Sen.

Danforth 'ﬁ PO . S o

a D - e . R ’
i . s : [ B g . Y

nealth*Caréé,,jff'

,Senator Kennedy is alone among the llberals 1n supportlng the
‘"mainstream" effort. This has been based on the belief of the.
o Senator and his staff that- there is too ‘much’ good policy -
‘1ncorporated in. the draft to give up on getting it done..’ They
‘therefore wanted to - support the ‘Mitchell-Chafee negotiating- and
qlvlncrease its chances for passage.x However, it has become clear
- -even to Nick" thtlefleld that nothing that could’ be produced

ﬂ;through the Mltchell Chafee talks has any real chance of mov1ng

Jin the Senate.

”Therefore they" are now more focused on a K1ds Flrst Plus package;

"~ which may  also’'include" long-term care“and 1ncreased tax .. .o,
’ deductlons“for the\self employed Senator Dodd is releaslng

. 2
\
Bl
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leglslatlon hostage to health care.,qk

P .

~used as a sprlngboard for bulldlng support for. chlldren s .
~coverage. . They. con51der it a blueprlnt for comprehen51ve health
. care for' chlldren, and. they will be. empha51z1ng the fact. that

;/w1thout health care. reform, there 1s no way to 1mp1ement 1t.‘

+f

R Desplte 1ncreased focus on chlldren from the supporters of

_»‘unlversal coverage and Majorlty Leader. Mltchell it is hlghly

?unestlonable that -even this’ modest\blll could pass the Senate... .
' There may not even-: be a vote .on' this ‘initiative if ‘Senator Dole

maintains his p051t10n of holdlng GATT . and other admlnlstratlon

< - o . PR T, P RN

N

”}In the health care. debate, Kennedy s "spec1a1 1nterests" have ’
" been ‘women and’ chlldren and the uninsured. " In’ Mohday'’s. AP story
}Kennedy said, "It’s always advantageous polltlcally to, one, 4do .
, what’s . rlght and, two, be 'successful, Sometlmes you do what is'. ’
- 'right and you re not as.. successful as- you want to. be., People ,
,'understand I'm going to’ contlnue to- fight on. thlS.\ If we don’t
pass the full package ‘this’ tlme, hopefully they’ll return me so I

can contlnue to flght "{ e : ‘ T

7 . ‘ . = - L . . e B . : - . X L

i e : Cre .

gVOn Monday,‘the Senator become a grandfather for the second tlme
.~ this year. ' ‘Kara . Kennedy Allen. had -a -daughter, Grace, that day;.
and hls\son Teddy had -a - glrl Klly, ‘in August. . ''As you know,.hls

other son, Patrlck 1s runnlng for Rep. Machtley = seat 1n Rhode
Island..f LT e U D RN :

o = . P el A RN L, . . . ' ‘ P

A B AR N

today (Thursday) a’ report on: chlldren £ health care whlch may be‘tth*'Z

o »\- .

2
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| ;conc-'.'rinss'm"donv KENNEDY -(D-MA) s

”nHA s1ngle payer supporter and McDermott cosponsor, Representat1ve C
~ Kennedy has put most of his efforts into his work on. the Banklng-;r
‘committee. ' He has 'used his new: Cha1rmansh1p of ‘the Consumer - -
Credit and Insurance Subcomnittee to promote ‘his efforts to

: spotllght "redlining" ‘and racial bias in lend1ng pract1cs. 'He.

also serves on the Veterans Commlttee.? Kennedy 1s unopposed th1s ‘u"'

year. -ﬁ\ L e A L
e : : S o ,ﬁ..‘ :
,Kennedy is also an advocate for school based cllnlcs, .and

. community health centers and has a- long-stand1ng interest in‘

74f1n1t1at1ves +to reduce high infant mortality in 1nner-c1ty areas:

~In February of 1994 - he" rebuffed the biotech 1ndustry S request
‘that he support dropping the President’s - proposed adv1sory SR
committee on drugs. -Kennedy criticized the cont1nu1ng high pr1ce
of pharmaceut1cals and spoke of the need to control health care
-costs.A s R : - . .

'.Kennedy voted for the Cr1me Blll Famlly and Med1cal Leave, the
-,Budget NAFTA and Natlonal Serv1ce.
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o : ‘  THE WHITE HOUSE

WASHINGTON

MEMORANDUM

To:  Hillary Rodham Clinton

o )

From: Chris Jennings (/ A,
e

Date: February 17, 1995

Re: Jz;ckson Hole Group

As I believe you know, Secretary Shalala recently accepted an invitation:from Paul
Ellwood to attend a meeting in Jackson Hole this weekend. She is scheduled to respond to

“their most recent health care proposal, which is attached for your review.

Also enclosed you will find Sccrét'ary Shalala's written response from which she plans
to address the attendees this weekend. As you will note, behind the usual niceties, the letter
is very critical and points out the shortcomings of their most recent take on health care

-reform. AARP'S John Rother, we are told, is planning on being at least as critical of the

Jackson Hole proposal. '

Lastly, because some essential information on the state-by-state impact of Medicare
and Medicaid cuts will not be available until late'in the weck, we have decided to postpone
the Wednesday Map Group meeting. We have rescheduled the mecting for Tusday, february
28 and it is now on your calender. Jen and I look forward to secing you on Tuesday. -

cc: . Melanne Verveer



THE SECRETARY OF HEALTH AND HUMAN SERVICES
WASHINGTON, ©.C. 20201

FEB |7 8%

Paul M. Ellwood Jr., M.D.
President '
Jackson Hole Group

P.O. Box 350 '
Teton Village, WY 83025

Dear Paul:

Thank you for the opportunity to review the new draft proposal of "Responsible Choices." I
am looking forward to meeting with you and others in Jackson Hole to discuss our respecuve
ideas for improving the nation’ s ‘health care system.

I have appreciated the opportunity to work with the Jackson Hole Group in the past, in large
part because we share a common commitment to improving both efficiency and fairness in
the health care system. I think we all agree that health reform requires three elements to be .
effective — expanded coverage, lower costs and improved quality — and that a restructured
marketplace is essential to achieving these elements. Our ultimate goal must be universal
coverage in an efficiently operating marketplace. '

~You and your colleagues have made a significant contribution to the health care debate in this
country by recognizing the critical role that consumer choice and private innovation can play
in our health care system. I think that we both agree that chmce is a critical element in
improving quality and efficiency.

I was surprised, then, by the direction reflected in “Responsible Choices.” The draft proposal
- séems to abandon your previous commitment to addressing the problems of the over 40
million uninsured in this nation. 1 understand that the political environment has changed, and
that our strategies may need to change as a result. However, that does not alter the
~underlying fact that middle class people who lose their jobs, or working families stmgglmg
to get by, need some assistance to be able afford adequate health insurance.

The Jackson Hole Group has recognized this fact in the past, and has advocated substantial
subsidies to assist the uninsured in purchasing private insurance. It deeply troubles me that
the "Responsible Choices" proposal fails even to mention the need to move towards universal
coverage, let alone suggest policies (short or long-term) to do so.

In fact, the arbitrary cap on funding for the Medicaid program proposed in “Responsible
Choices" would actually decrease coverage. Qver the past few years, enrollment in
employer-based insurance has fallen by almost six percentage points (from around 66% to
around 60% of the nonelderly populanon) while the percentage of the population covered by
Medicaid has grown significantly. Between one-third and one-half of the projected annual
vrowth in Medicaid spending results from prolecred grOWth in enrollment.
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Furthermore, I am perplexed and disturbed that you would propose an arbitrary cap on the
Medicare program. Like Social Security, Medicare is an inter-generational compact.
Placing an arbitrary, pre-determined cap on Medicare spending, while at the same time
eliminating its status as an entitlement, would put services to the eldcrly at risk and would
violate that compact. ‘

A cap on Medicare puts the elderly and disabled at risk. The vast majority of Medicare
beneficiaries have modest incomes. Over 75% of beneficiaries have incomes below $25,000;
30% of beneficiaries get 80% or more of their income from Social Security. So while a
voucher program like that proposed in “Responsible Choices” may expand choice for some
beneficiaries, it would in fact diminish choice for many by effectively forcmg them into a
low-cost plan and ‘away from the provxders of their choice.

This does not mean that we oppose improving Medicare — quite the contrary. We are
pleased that, during the Clinton Administration, projections for the average annual rate of
growth for Medicare spending for the period 1996 - 2000 have decreased — by more than a

‘percentage point a year —- just in the period between the Mid-Session Review last spring and

the President’s Fiscal Year 1996 Budget. We are pressing ahead with improvements in
Medicare managemcm data processing, contractor oversight, and program iategrity
activities. .

Among the other .improvements we are making in Medicare, I believe that we share a
commitment to expanding and improving the managed care choices available to Medicare

. beneficiaries. Today, about 74 percent of Medicare beneficiaries have access to a managed

care plan, and 9% of beneficiaries have enrolled in one. Enrollment is increasing rapidly —
by over 1% per month. We also are working on ways to make our existing managed care
program work better. Examples include our work with the industry to improve quality
measures and the AAPCC methodology for the Medicare risk contracting program, and out

-collaboration with Alain Enthoven to design a competitive bidding demonstration. And, as

we have testified in recent weeks, we are in the process of developing new rnanaged care
options under Medicare, mcludmg a PPO option. :

While managed care appears now (o be reaching a critical mass in private sector health
programs, at least in some areas, it has taken many years to achieve this state. Many
employers that have embraced managed care have moved cautiously to avoid disruption, by
maintaining a fee-for-service option at affordable levels or by offering out-of-network options
through point-of-service plans or PPOs. Most Medicare beneficiaries — and particularly the
most elderly among them — have pot had the benefit of a gradual exposure to managed care.
I am strongly comumitted to expanding the managed care options available in Medicare, but
the emphasis must be on choice. We should learn from the private sector and recognize that
we peed to move prudently if we are to foster understanding and acceptance of managed care
approaches among beneficiaries. : ~ ‘



*

- Page 3 - Paul M. Ellwood Jr., M.D.

- 1 look forward to the upcoming discussions at Jackson Hole. We need to focus on how we

can improve both the private insurance market and public programs. And we must discuss
ways to expand coverage for vulperable populations. I believe that there are many points on
which we can agree: To me, making responsible choices means finding ways to improve
what we have, not making arbitrary cuts in important programs that can leave the elderly,
disabled, and poor at risk. I hope that we can work together over the coming months to
accomplish meaningful health care reform. - '

Sincerely,

5 oFles

Donna E. Shalala
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MU& JACKSON HOLE GROUP

& Paul M. Ellwood, M.D.
E:’ President :
. " February 9, 1995
% .- . Secretary Donna Shalala _
7 " Department of Health and Human Services
f 200 Independence Ave, SW, Suite 615F
; ‘Washington, DC 20201 - ‘
| Dear Donna,
This is our first version of "Responsible Choices.” We spent considerable time and drew
s on expertise in specific fields.of relevance in devising the substance of these proposals. As
] you will see, the product is a hard-hitting document that lays out the actions that the
&, . private sector and government should take to: bring public programs into line with the
_private sector; increase consumer cost-consciousness; expand group purchasing for small
5 groups and individuals; and establish a fair market with good, comparable information.
- Undoubtedly, "Responsible Choices" will produce differences of opinion within the
¥ Jackson Hole Group, particularly in the absence of political pressure for reform. However,

11 hope that we can reach consensus and offer the pubhc a comprehenswe proposal for
mcremental reform. .

1 think that the Jackson Hole Group is ahead of the curve wnth "ResponS(ble Cho:ces "
f.°_have not seenany other broad post-Clinton proposals for health reform, especially ones
that take into account what is occurring in the private sector. Additionally, "Responsibie

S ~ Choices" will distinguish itself because it is based on actual clinical and operational

L - experience gained from all participants in the Jackson Hole Group process. | cannot

I ‘imagine another comprehensive proposal for reform xhat could lnclude that level of

¢ expenence and expemse . : -

= . The section of “Responsmle Chmces that corresponds to your topic at the February

5 . -meeting is Bringing Medicare into the 1990's. If you would like to discuss it or need
. further clarification, contact Graham Rich, MD of the Jackson Hole Group staff at 307-733-
Z .. 8781, fax: 307-739-9312. 1 would be grateful if you could ask someone to calculate the
; ( ¥ approxnmate sav _gs_whlch could bemadilf‘thgéﬁ_nmw.,

i : We wnll take up all of Responsrble Chosces in detail at the February meetmg 1 would
§ (1 )value your cnmments as soon as possnb e, to funher rewse our recommendanons Your

-

ﬂmgAddr(ss PO Box 350 TetonVllage wY 83025
Fed-E:dUPS 6700 North Ellen Creek Road Jackson, WY 83001

307-7391176 Fax: 307-739-1177 .““7507/”'000'2 5

N e T sRERD
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feedback and that coming out of the February meeting will be incorporated before the
document is ready for wider circulation and critique at the end of the month.

Sincerely,

“Paul M. Ellwood, MD. - -,
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 RESPONSIBLE CHOICES
FOR ACHIEVING REFORM OF THE
AMERICAN HEALTH SYSTEM

A Draft Discussion Paper '
from the

it

V t.w'lllll\ilﬂ i” Illillllim

Jackson Hole Group

February 1995 |
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"INTRODUCTION
Paul M. Ellwood, MD

"Responsible Choices" identifies the actions that the private sector and gox'Ierhment should
take to i.mprove. the American health system. These suggestions build on the Jackson Hole
Group's approaches outlined in “Thé 21st Century American Health Systefn“ (1991),
which called for acceteratmg value-based competltion in the health care marketptace
"Responsible Choices" is not based on untested economic and social theory The
_recommendations are taken directly from the actual clinical and operational experience
gained in providing health care and health insurance to over 100 million Americans.
"Responsible Choices” sp‘réads the benefits of better quality, lower cost health care with a

minimum of prescriptive interference by government at no overall increase in cost.

The United States has been rapidly transforming healtﬁ care by implementing a market-
driven system that works—a unique approach that has resulted in significahtly reducing
rate increases for private purchasers and cohsumers of medical services. This evolution,
turned revolution, which has been underway.for at least twenty-five years, is being driven
by corporate purchasers, and cost-conscious consumers. It has created an extraordinary

- array of Health plans aggressively competing with one another on price and quality.
Managed care plan enrollment has groWn by‘ 50 pércent since "The 21st Century
American Health System" wés written. However, some consumers—such ;as most
Medicare beneficiaries, individuals with preexrstmg illnesses, and the employees of small
firms—are not fully benefiting from the health care revolunon that is propelling us toward
“the twenty-first century. And, despite being the largest smgle purchaser of health care, the
government has been slow in bringing public programs into line with those in the private

sector.

It has taken at least twenty-five years for the new American health system to become
established. As it continues to evolve, care must be taken not to disrupt its progress. The

market works in health care because multiple purchasers, not only the government, are in

JHG Résponsiblé Choices: Draft, February 9, 1995 ' ' ‘ _ 1



a position to introduce bold new methods of buying health care and because providers
and insurers have substantial freedom to respond with new approaches to organizing and

paying for care.

Keeping the market wofking in health care requires the consideration of factors that are

- unique to the health sector. When a day iﬁ the hospital can cost thousands of dollars,
people need health insurance. But when this is fee-for-service insurance, there are few
incentives for sick individuals and their trusted physicians to try to save money. Those
who are poorly insured and have a great incentive to buy on price are in nb position to
shop for medical care based on price once they become sick. Medical care is a product
that'is best understood by doctors who are selling it and thus are in a position where they
must make both the key clinical and economic decisions for their patients and their
practices. "Responsible Choices" assumes that these factors, unique to the health sector,
cannot be ignored. If they are disrupted by legislative fiat,-the whole system of high-
quahty market driven health care could come unraveled. "RESpOnSlble Choices" calls for
mterventlon in certain facets of the marketplace to make it function better, while warning
policy-makers that preventing further expansion of price and quality competition will

disrupt the progress that the market is making.

As in any industry, genuinely_loWering costs means vast increases in productivity. In this
case, change threatens the livelihood of more than 100,000 specialist physicians, one-half

of the country’s hospital beds, and hundreds of health insurers,

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

principles:

« Health plans should compete on the basis of price and quality. Health plans that both
finance and deliver comprehensive health care must compete on price and quality.
Combining 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

JHG Responsible Choices: Draft, February 9, 1995 2



subjecting the patient to more services to reducing demand for costly extended
treatment byb keeping peéple well. To effectively lower <£Qsts and improve quality,
health p‘lans must carefully select those providing care and match their numbers and
skills to the needs of their consumers. This practice has been cfiticized for restricting
doctor opportunities and patient choices, but shepherding resources rémains as critical

to health care quality and cost as the management of any enterprise.

. Consumers can be cost-conscious when selecting health insurance. Consumers can
"be motivated to be cost conscious at the time they select health insurance and choose .
lower cost plans when they are convinced that health care will ‘b.e readily available and
of good quality. Cost consciousness at the time of'iHness is less predictable and can
~cause expensive and dangerous delays in séeking care. This makes capping premium

contributions better than high deductibles in motivating consumer choice.

. Group purchasing of health care should continue. Health care must be purchased by
groups large enough to eﬁgert real leverage over competing health pléns. "Size allows
these groups to exploit their knowiedge of health plan performance and,iabov'e all, to
spread the cost of insurance over both healthy and unhéalthy individuals. As in any
market, the presence of many powerful buyers and multiple competing sellers has
been shown to be beneficial to consumers and encourages continued innovation and
vigorous priée competition. Diminishing the clout of group Vpurchasers or dividing

" consumers into good and bad risks will destroy the burgeoning health market.

» Information about the quality of care must be available to consumers. For the health
.market to function properly, consumérs, purchasers, and'providers need .
understandable and comparable information on the cost and quality of (:aire from
various health plans. The quality of care information currently available fo consumers
is still incomplete and'is perhaps the weakest link in the hAeaIth care revolution. -
Because reliable and objective information is not available, the organizations providing

the best quality of care are not necessarily attracting the most Lconsumers. _This
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information gap jeopardizes the entire health revolution. The lack of comparative
information on quality also makes the system vulnerable to unsubstantiated criticisms

about costs being down because quality is deteriorating.

N

Without expanding entitlements or manqates,‘ "Responsible Choices" expands the

revolution in health care by asking government to play by the same rulesva:s'the private
sector, by increasing the power of consumers, and by minimizing risk seledion,against
individu.als and small employers. | "Responsible Choices" spreads the benefits of better
quality, lower cost health care with a minimum of prescriptive interference by government

at no overall increase in cost.

"Responsible Choices" has five objectives:

1’ Align Medicare and Medicaid costs with revenues while expanding choices by offering

et

") public beneficiaries the same cost-conscious choices now available to private

consumers through employers or purchasing groups. Set limits on the per capita
u ugh employ P ing groups. Set limits on the per capi
growth of Medicare and Medicaid expenditure linked to revenue growth and allow

competition and consumer choices to do the rest.

2. Make the tax benefits of health insurance coverage equitable, while increasing
consumer awareness of cost and quality through a value-based tax credit for health

insurance.

3. Give individuals and the employees of small firms, regardless of their health status, the
same opportunity to purchase reasonably priced health insurance as large group '
purchasers.. Insurance reforms mean all purchasers, includ‘in'g the self-insured, and
sellers of health insurance should be subject to the same marketplace rules. ‘

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

satisfaction, access, and health outcomes.

JHC Responsible Choices: Draft, February 9, 1995



5. Set timely realistic targets and measure results as reform proceeds. Manipulating a
trillion-dollar enterprise may require a change in course if cost containment, health
outcomes, consumer satisfaction, and access to health care do not improve as

predicted.

BRINGING MEDICARE INTO THE 1990s
 Graham Rich, MD, MBA

As the largest purchaser of health care in the U.'S. the federal gévernment is responsible -
for the continual growth in Medicare cost by mamtammg a dysfunctional payment
methodology and by failing to encourage intensive price competition and cost-
consciousness. Like any other purchaser, it needs to adopt some aggressive buying
policies so that all taxpayers, mcludmg seniors, can beneﬁt from better quahty and
efficiency through competition among health plans and a cost-contained tradmonal

Medicare program.

Even with the present defective system for encouraging enrollment in managed care, the

* number of seniors choosing this option 'is predicted to increase from 2.2 million at the end
of 1994 to 2.5 million at the end of 1995. To enable new seniors to stay in'managed care
and to providé more choice for current beneficiaries, we need a better Medicare payment

methodology, better access to comparative information, and the option of participating in

any available health plan. Only then can seniors make responsible choices.

Why Update the Medicare Program?

The federal government's share of total U.S. health care co'sts was 28 percent in 1990, and
- 32 ;:Sercent in 1993. Medicare expenditures were $160 billion, or 2.4 percént of gross
domestic product (GDP), in 1994 and are projected io grow to $460 billion; or four
_percent'of GDP, by 2005. Meanwhile, private sector HMO premiums, driven down by
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employer purchasers, are projected to decline, on average, 1.2 percent in 1995." For
‘example, the California Public Emplcyees Retirement System achieved reductions in |

. prehwiums of 0.5 percent‘in 1994, 1;1 percent in 1995 and two percent‘for 1996.

MediCare's traditional:insdvrance structure has a negative impact on the rest of the health

care market because: : _ | N |

-« Cutsin reim’bursement caAuse cost shifting and drive up the cost of calre for others.

. 'Hospitals suffer unpredictable changes in DRG rates. ‘

« Physicians try to maintain income by rncreasmg volume.

'« Medigap policies that drive up use by covenng first dollars become more attractive
-when consumer deductlbles are mcreased in an effort to reduce program utilization.

+ Low re;mbursement rates make it difficult for seniors in some markets to find prxmary '
care physmans who are wi illing to accept new Medicare patients.

'« The system rewards doctor’ s office visits and hospltal} stays instead ofiimp‘rovements in

health. | | ' | 2

Medicare cost'problem:s will only get worse uhder the currem system as managed care
“health plans, using resources efficiently, force nonparticipating physicianjs (particularly |
a specialists) to depend on Medicare to earn a living. This will exacerbate regional
variations in Medicare costs that have no correspondyi‘ng‘ premium differehces in private\
sector managed care. For example, in 1995, the Medicare capitation rate.is 5467 in San
Francisco and $559 in Los Angeles while the premium for a non-Medlcare non-Med:ca:d

Kaiser plan is the same for both northern and southern Cahforma

Parallels with the Private Sector ‘

| When unsustainable expenditures on health benefits 'threatened'competigiveness,
enlightened employers made the transition from traditional health insurance to offering a
choice of managed care elans. As a result, they have seen a consistent increase in

managed care enrollment with a corresponding reduction in costs. The government could

¢
i

! Group Health Assaciation of America (GHAA ), 1994 HMO Performance Report.
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experience the same savings by making consumers more cost-conscious, ensuring that
plans compete on the basis of price and quality, and actively promoting managed care

options,

How Do We Get There? ~ ) S e
The ultiffiate ai m\shquld be to reduce the rate of growth in Medicare costs due to

mrsmanagement of the program. This proposal attempts to hold Medlcare entitlements to

\%h&c«urrent percent_age ofGDP adjusted for the increasing age and number of

. beneﬂcranes It does not reduce the scope of benefits or deprive beneflcnanes of access to

ell managed health care. It relies on price competition among health plans coupled with
a government contribution limited to the GDP target. The proposal also réquires health
plans to offer a more appropriate set of benefits than the traditional Medicare program (the
federél standard HMO package with a prescription drug benefit) so that Medigap

" insurance is unnecessary for seniors who join health plans. Seniors should be able to
choose a health plan with comprehensive benefits while reducing or eliminating the need

i for supplemental insurance, deductibles, and copayments. A voucher ultimately set at the

i price of the lowest cost plan in the market area will give. seniors access to a full range of

plans:* The option to stay with traditional indemnity Medicare would still be available.

Promotmg Consumer Cost-Consciousness T
The money for Medlcare vouchers should be appropnated each year, rather than

mandated as part of the federal budget. The voucherfor Medrcare health.plans should be
initially limited to the amount the government is prepared to spend on traditional

Medicare and should ultimately be based on the lowest priced, high quality plan within
each market area when the market price falls below the government's adjusted GDP target
payment. Seniors who choose a more expensive plan would be responsible for making up

the cost difference, be it traditional Medicare or a health plan. To ensure full choice, all

Compeunve bidding to set the government contribution has been recommended by Bryan Dowd et al., in "Issues Regarding
Mealth Plan Payments Under Medicare and Recommendations for Reform™ The Milbank Quarterly vol. 70, no. 3, 1992, 423.
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plans should participate in a coordinated annual open enroliment. In some areas,

especially rural ones, traditional Medicare may be the lowest cost or sole option.

Ensuring Plan Competition on the Basis of Price and Qdality

- To enable comparison, the Health Care Financing Administration (HCFA), or its designee,
should provide inform;tion, including quality énd price comparisons of traditional |
Medicare and health plans, by market area on all available plans. Health: plans should
prrce and offer a standard benefits package while HCFA does the same for its own
traditional Medicare product Seniors should be given comparative information on out-of
-pocket costs for care of common conditions, consumer satisfaction data, etc. Responsible

marketing should be encouraged to ensure that seniors understand the options.

Intermediate Steps ,

To facilitate the transition to managed care, incremental change in the government's
contributions to health plané. is suggested. Initially, the value of the government voucher
for health plans would be the same as that for traditional Medicare. Where more than 20
percent of seniors are enrolled in managed care, the government's contribution in the next
year.should be based on average health plan prices (excluding traditional Medicare). in
the following year, the contribution for traditional Medicare and health plans should be

set at the price of the lowest priced, high quality plan.

Stage 1: Fiscal Year 1996

The Secretary of Health and Human Services should estabhsh market areas to calculate the .

value of the Medicare voucher as counties are too small for stable prices. The value of

the voucher should be capped at the current level of payment adjusted for GDP growth

e —

and age of beneficiaries within each market area. Legislation should allow health plans

that cost less than the voucher to provide additional benefits or to give consumers rebates.
A health plan that costs more than the voucher value should charge seniors the difference.
HCFA should simplify its approval requirements so that it is less costly for new health

plans to enter the Medicare market.

JHG Responsible Choices: Drafl, February 9, 1995 ‘ : 8
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Stage 2: Fiscal Year 1997

HCFA, or designee, should establish and coordinate an annual open enrolimem period to
ensure that each individual can choose among all available plans.'_Voucher payments
should be risk adjusted to allow for the extra risks involved in enrolling individuals with
chronic diseases. All participating health plans should be required to offer at Iéastthe new

standard benefits package.

Stage 3: Fiscal Year 2002 -
If the prices of competitivé»health plans in tHe Medicare market consistently exceed the .
value of the government's voucﬁer, and if traditional Medicare cannot be éontroll‘ed, the
policy should be reexamined with a possible reduction in the scope of benefits, means
testing, new controls on volume of servigés, etc. The cap on the government's voucher -
should move progressively from the market area to the national |e\}el within five years to
smooth out price differences among areas. If employers do not encourage retirees to make
a _ccét—conscious choice éf Medicare health plan by giving them a defined coritfibution
then legislative reform of retiree benefits may be reduired. The federal government should
consider relinquishing its responsibility for providing indemnity insurance by asking
private indemnity plans to take over this function, as long as there is no restriction on
access to providers. |
- Benefits of Medicare Reform
The phased introduction of premium competition, startmg with areas of high managed
care enrollments and where Medicare costs have tended to be high, ensures competition
and early savings. Over time, there should be a reduction in regional Medi |care price and
utilization variations. Pnces in today's populous high cost areas should come down first,
while utilization and prices‘may g0 up in those areas (mainly rural) where seniors seem to
be underserved. A|Iowing~ seniors to make the same responsib‘le choices as the rest of the
population will plrovide'gvreater incentive for plans to improve their cost-effectiveness
while maintaining or improving qualnty Seniors and the health system as a whole will

benefit from an expansuon of choice and an end to the cycle of cost shifting.
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‘ENCOURAGING STATE SOLUTIONS FOR ACUTE MEDICAID:
Graham Rich, MD, MBA |

The dramatic increase in, and unpredictability of, costs in Medicaid programs is a
persistent challenge to state governments. The nation spent $82 billion, or 1.2 percertt of
GDP, on Medicaid in 1994; expendit‘ure is projected to increase to $234 LbiIIioh, or two
percent of GDP, in 2005: States should use the same methods as successful private
purchasers of health care to encourage choice and effective price competition for the
acute care portion of Medicaid. States are already ahead of Medicare in adopting price

~ competition but have been impeded by the federal waiver process and the lack of health

plan availability.

Accelerating the Use of Competitive Managed Care for Acute Medicaid.

States that received section 1115 waivers from HCFA have introduced innovations tailored

to local needs and preferences These changes brought variations in ellgnbrllty based on
income, categorical requirements, new servrces and a choice of managed care plans. in
| an effort to protect the Medicaid popu|at|on from what it views as ill-conceived or hasty
. refo_rni, HCFA developed detailed criteria for approval and set goals for implementation.
Because criteria and goals can vary from case to case, the approval process may take
several weeks, meanwhile state dollars support inefficient and ineffectivefinancing
mechanisms. To stop such waste, the 104th Congress should grant states:the authority to |
make the transition to managed care for Medicaid while the federal gevernment focuses

on restructuring the Medicare program.

The Federal Contnbutron ” _

The federal government should grve states block grants for the acute Medicaid program
based on the number of eligible residents. To facrlrtatevstate management of the program,
the federal government should specify the rate of growth in the federal capitation rate. |f
the current GDP growth rate and inflation remain the same, this could be set at 6.5

percent per year in 1996, six percent in 1997, and five percent in 1998. The only
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circumstance that would necessitate a reconsideration of these ground rules would be for

a drastic change in the ’humber of people eligible for Medicaid.

Minimizing Federal Reporting

Allowing states to define their own so!utioné puts at risk the comparison of quality, cost,
and coverage information essential to enhance consumer choice and aid policy-making at-
the state and national.levels. The problem can be overcome if states follow the example
of other purchasers by requiring standardized reporting by health plans (see A Health
Accountability System, page 27, and Health System lnforhation; page 32). |

INCREASING COST-CONSCIOUSNESS:
REFORMING THE TAX TREATMENT OF HEALTH INSURANCE
Alain Enthoven, PhD and Sara Singer, MBA -

The fact that employer-paid health benefits are tax-free without limit has been a significant
factor in the continuous escalation of health care costs. The tax break is expected to cost
the government $90 billion in 1995. This bbreak disproportionately favors people with
above average incomes over lower income people who need a more powerful incentive to

buy coverage.

 The need to motivate responsible, pricé—sensitive choice of health plan and limit revenue

loss to the federal government underlines the advantages of abolishing the tax break and

i e s e

replacmg |t w;th a refundable tax credit for individuals purchasmg health coverage. This

would Correct the government-created lack of cost-consciousness by encouraging
employer contribution policies that force consumers to be more responsive to the full
premium price, thereby promoting competition among health plans. To derive maximum
benefit from a tax credit, a choice of plans »is necessary. Additionally, it m:}iy‘be

appropriate to encourage employers to make their contributions in fixed dollar amounts
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that do not vary with choice of plan to ensure that all employees make cost-conscious

decisions.

;‘A limit on employer contributions that are tax-free to the employee (a tax cap) is another

“alternative and would require the application of rules similar to those for the tax credit.

However, a fixed tax credit has distinct advantages over a tax cap, including;

. It means portability for individuals, breaking the link between employment and health
coverage. | o , | |

. Both high and low income people would receive the same credit, though the credit

| could be structured to give low-income more. |

« It can be readily characterized as giving something to people, as oppoéed to a tax cap,

which is perceived as taking scmething away.

Tax Credit Structure

A tax credit could be structured asA follows®: In 1994, the average family feceived $4346
in employer-paid health insurance, which allowed them to avoid $1130 in income taxes
(i.e., they received a 26 >percent premium vsu.bsidy).‘ With a tax credit, the average family
could still receive up to $1130 in credit on their income tax; whic‘h would allow them to
purchase' or receive up to $4346 in coverage without paying any more in taxes than they
do now. If a family purchased or received coverage exceeding $4346, the difference
would be treated as taxable income. The tax credit could be adjusted in future years for.
inflation or other factors. Individuals would claim the tax credit when filing a tax return.
Low-income individuals, who do not file a tax return, would claim the :tax‘credit for health

benefits when applying for other assistance programs.

3 For a discussion of tax cap design, see "Managed Competition 1, March 1994 or Alain C. Enthoven, A New Proposal to
Reform the Tax Treatment of Health insurance.”

4~The Tax Treatment of Employment-Based Health insurance,” Congressional Budget Office. March 1994,
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Variation of Tax Credit

“In a more complex version, the percentage of premium that a family could claim as a tax

credit could be varied ‘with income. The lower the income level, the higher the
percéntage of the health insurance premium that could be claimed as a tax credit. This
solution has problems of complexity; financing, and work disincentives for those at the
poverty level, as well as political problems associated with a tax increase. Additionallly,
the tax credit amoﬁnt could be adjusted for regional factor price differences, although the

added complexity would nét be desirable or economically feasible.?

It would also be necessary to define rating classes (e.g., individual, couple, single parent

with ch:ld(ren) and couple with child(ren)) and age categories to calculate the credit.

‘Otherw:se a single credit would be 100 hi gh for some (healthy young mdtvrdua!s) and 100

low for others (the elderly and families). Alternatively, by not adjusting the tax credit for
age, the generous tax treatment would encourage more healthy young individuals and

families to purchase insurance.

A Tax Credit Linked to Group Purchasing

The employment-linked tax exclusson is an nmportant part of the glue that holds insurance

,_..v"purchasmg groups together as risk pools. Converting to a tax credrt direct to individuals

would weaken the glue and threaten the employment-based group purchasing system
because good risks will seek better rates elsewhere and pooling will be destroyed. A
market based on underwriting at the individual level would perpetuate ‘many} or all of
today's pathologies for small employers and individuals. The unraveling of the successful

employment-based market could lead to a political backlash and a single-payer system. -

3 Adjusting the tax credit for factor price differences would fairly compensate individuals and families residing in high cost

_ areas. While it would be possible to adjust the tax credit for medical cost variations, this would not be prudent as it would reward areas

with inefficient utilization of health care resources and costly excess capacity. It would also be possible not to adjust the tax credit. This
waould be the simplest approach and would resemble the construction of the recently proposed education deducnon ‘However, a flat tax
credit may be too generous in some areas and nol generous enough in others.
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The tax credit can be structured so as not to dismantle the group purchasing based system.

Standards governing the use of a credit would be necessary. For example:

« If your employer offers coverage, the credit should be available oniy if you buy
insurance through your efnployer. Employers might be mandated to offer, but not
necessarily pay for, several coverage options and could do this by contracting with a
voluntary, certified purchasing group. | ‘

+ If you are self-employed, non-employed, or employed by an employef that does not
offer heé!th care coverage, you 'shouqld be able to use the credit only through a
voluntary, certified purchasing group that would agree to take all comers and abide by'
the rules established for the rest of the insurance market.

» If an employer drops coverage, it should be required to offer, but not necessarily pay
fqr, coverage through a purchasing group to provide for its employees. This approach
would encourage the formation of voluntary, certified groups for thoéelleft out of the
employment-based s%ystem and ensure the formation of alternative purchasing groups
before allowing the dismantling of employment-based purchasing.

Stage 1: A Tax Credit for the Individual Market in 1995

Since there is mounting urgency to reinstate the 25 percent tax deduction for the self-

employed, this opportunity should be used to shift from tax exémption to a tax credit for

this group. Tax policy changes should start with a tax credit program for the
self-employed, non-employed, and employed whose employers do not offer coverageto
go into effect in 1995. After three years, the tax credit should be restricted to coverage
purchased ‘through a purchasing group. This is attractive for the following reasons:

. A tax credit would give this groub a greater tax .subsidy than they received under the
limited tax deduction. A tax credit would give these people tax-free health bénefits
while making them price-sensitive. It would eliminate the tax code inéquities that the

“ self-employed currently face, without expanding the cost-increasing in;:ehtives created

by the present tax treatment of health benefits for employed persons.
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+ Anyone who does not curren.tly receive employment-based heglth care benefits would
benefit from the tax credit without threatening employment-based health care
purchasing. . ‘ ) B ,

+ By tyihg the tax credit to group purchasing three years after enactment of the tax credit,
the formation of purchasing groups would be encouraged without pe'na!izing people

who do not have access to group purchasing-in the interim.

Stage 2: A Tax Credit for Efnployer-Based and Group Purchased Coverage in 1998

- After successfully implélmenting a tax credit for indivviduals, employer-based tax
deductions of health benéfits should be replaced by a tax credit in 1998 with provisions to
avoid unraveling employment-based health care purchasing. This should be done at the
same time the tax credit becomes linked to group purchasing—three years after enactment
of the tax credit for the individ\ual market—to ensure adequate access to group purchasing

arrangements.

Target Goals:

 Tax credit in place for the individual and employér—purchasing markets by 1998.

« At least 75 percent of people claiming the tax credit by the year 2000. If not 75
- percent, the policy regarding tax credit eligibility should be reviewed:

MEDICAL SAVINGS ACCOUNTS
Alain Enthoven, PhD and Sara Singer, MBA .

The Jackson Hole Group is concerned that Medical SaVings Account (MSA) theories, in the
forms currently advocated, Would undermine the market forces already under way in the.
health system and would increase tax revenue losses. MSA proposals’ wou!d allow
employers and individuals to contnbute to savings accounts (tax sheltered or not) in
con)unctlon with a health insurance pohcy that has a high annual deductible, such as

'$3000, referred to as a "catastrophic” policy. Since consumers would have to pay the full
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cost of their health care ub to the amount of the deductible, this would make them hea!t.h
énd cost conscious. In theory, MSAs seem to encourage saving for retirement or other
purposes rather than spending money oh costly medical care; however, in practiée, they

| would destroy the ability of insurance to spread risks and would jeopardize health plans'
abilityrtro' compete on cost and quality. It is difficult tb make a proper assessment of the
im‘pact of different MSA prqposalé' because of their variability. For example, if MSAs were
tax deductible, this would create an enormous incentive to purchase a particular type of
health insurance and could increase the federal deficit. Asa consequence; the Jackson
Hole Group is eager to analyze each specific MSA proposal to assess its impact. All of the
proposals assume that thé health care cost problem is fully attributable to factors that the
individuai.can control and fail to acknowlédge that the chronically ill would lose out as

5

the healthy opted to leave risk pools.

MSAs Combined With (fatastrophic Coverage Could Damage the Market

With catastrophicv policies, people are cost-conscious only until theix know their
deductible will be reached, after which the cost of more care to them is zero. Since about
70 percent of national health care expenditures afe spent on only 10 percent of the
population, MSAs with'catastrophic policies do not promote cost-consciousness where the

majority of expenditures occur.

High deductibles only marginally provi'de financial incentives to encouvrage; healthy
lifestyles and to decrease expenditure on inappropriate medical care. If increasing
deductibles had achieved this goal with an indemnity system, then the development of
managed care would have been unnecessary. High deductibles discourage people from
seeking preventive and pArima_ry care since they must pay for these services but of pocket.
Delays in seeking care for serious illness increase costs for everyone. MSAs will disrupt

the market by favoring catastrophic policies over other forms of health coverage.

According to an example used by the American Academy of Actuaries, if a family pays

$5000 for a typical indemnity plan, it could purchase tﬁé same policy with a $3000
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deductible for about $3,200. The $1800 savings is not enough to cover the $3000 MSA
that would need to be paid by someone, either the employer, employee, or the
government. If the MSA is tax excludable, it would increase tax losses by $1200 per

. family.

Anyone who is healthy and wealthy enough to afford the deductible will prefer the MSA,
especially ifjthere is favorable tax treatment.® This discriminates against the sick, the high
risk, and the poor, who will be left i‘n low deduétib!e plans and héalth plan;s whose costs
will increase as the healthiest people opt out. Experience in the FEHBP program showed
that people with the worst risks chose the BJQe Cross/Blue Shield low deductible option, -
while gobd risks selected the high deductible option. Even if MSAs could be redesigned
to encourage healthy lifestyles and preventive care while limiting revenue loss to the
federal government, people with cancer, diabetes, heart disease, and. other chronic
ilinesses would face increasingly higher premiums, as the healthy, good risks opt for tax-
favored MSAs with catastrophic coverage. Even a sophisticated risk adjustment
mechanism would not be able compensate health plans for this degree of a'dverse
selection. However, it is hard to predict the impact of any MSA proposal, as they are all

based on theory.

'INSURANCE REFORMS AND GROUP PURCHASINC

Jay Carruthers and Ellen Wilson

The rising costs of health care over the last decade have affected the large and small group
markets in two very different but instructive ways. Cost pressurés on large groups have
inspired major innovation, including greater use of managed care, incentives for cost-
conscious purchasing, and better information for making choices. The same cost pressures

when applied to the small group and individual market have had a deleterious effect.

6 Section 125 plans create the same problem, although mitigated by the fact that users lose unused funds at the end of each
year. This has led many to call for the elimination of Section 125 plans. : . '
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Small groupé are unable to spread risks, to achieve economies of scale, to benefit from
competition, and usually to offer multiple plans. As a result, the small group and
individual ﬁarket is characterized by:

« High premiums or unavailability of coverage to high-risk individuals.

¢ Steep premium increases (especially for individuals or small groups with individuals
who get sick): small and rﬁid-sizéd businesses faced an éverage increase of 14 percent
over the last twelve months. Over the last three years, it totaled about 57 percent.”

+ High administrative costs: a carrier's administrativé expense, by one estimate, reac'h_esl
40 percent of claims in groUps of one to four, compared with less than five percent for
groups of more than 10,000.° | |

+ Segmentation of the market by rlisk (i.e., health status). . A

+ Antinability to influence the development of the market to better meet the needs of

small groups and individuals.

If access to, and affordability of, coverage in the small group and individual market is to be
‘improved, the state and federal government must act in concert to xmplement core uniform

standards that foster the development of effective group purchasing. ’

Group purchasing offers a'powerful tool for structuring a competitive, well-functioning
market. o .
« Members are offered a choice of health plans.
. Cbmpetition is driven by side-by-side comparisons of health plans based on value
(quality and cost). | , | ‘
o Riskis spfead more broadly; the ability of health pl‘ans tofdiscriminate on the basis of
* health status decreases. - -
. Administrativé costs are significantly reduced. In addition, health plans avoid the high

costs associated with marketing to a multiplicity of small groups.’

7 Arthur Andersen, " Survey of Smalil and Mid-Sized Businesses: Trends for 1994."

8Ct:mgres«.ssicwnl Research S-ewice, "Private Health Insurance: Options for Reform,” September 20,1990,
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However, before group purchasers are effectively able to drive the small group and
individual market, certain uniform standards need to be applied across the entire health
care market. Standards should be set by the federal government, implemented by

purchasing groups through privaie contracts with health plans, and enforced by the states.

Despite current efforts to give states more pbwer in developing local policy solutions in
areas like welfare, there are several reasons why reforming the health system requires:
federal standards. First, health care markets do not adhere to state boundaries, making it
impossible for states to stru‘cture rules that apply consistently across markets. Second, t‘he
preponderance of large multi-state employers reinforces the need for a federal framework.
Moreover, with the rapid change in the delivery of medical services and the proliferation
of varying levels of risk- bearing arrangements state regulations designed to monitor
traditional insurance carriers are outdated. Enforcing uniform federal standards, however,
would be a logical extensron of the state's traditional roIe as insurance regulator It is
important to note that federal standards could be spelled out wrthout creatrng anew

federal bureaucracy

State Efforts ‘ ,

Forty-five states have recently adopted some form of insurance reforms as a first important
.step toward improving access to coverage in the small group and individual market.
Results, thus far, have been rrrixed. Some states have had success eliminat'ing the most
blatant forms of risk selection using basic reforms like guaranteed issue of all products,
guaranteed renewal, portability, and limits on preexisting condition clauses. .Nearly
.twenty states have‘gone even further by implementing some form of community rating and
eXperimenting with purchasing groups across the small group and individual market.
Private sector initiatives, such as the Cleveland Council of Smaller Enterprises (COSE) and
Chamber of Commerce purchasing groups, have expanded access to affordable coverage
for their small business members, but criticism has been directed at some of these ' |
arrangements for leaving the individual market largely untouched, rarely‘pooling risk, and

in some instances, using medical underwriting to exclude the worst risks.
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Despite some progress, states that have carefully crafted insurance reforms are finding their
efforts undermined by the grthh of self-insured plans. As states increase régulation in the
small group and individual market to spread risk more broadly and expand coverage to the
poor (e.g., premium taxes), the best health tisks opt out of the pool and choose to self-
insure (or drop coverage entirely, as was the case in New York). These plans, protected
under ERISA, do not have to comply with state laws regulating health. insufance. If self-
insured plans continue to siphon off the best risks from the small group and individual
market, a risk spiral within the state-regulated market is inevitable. The problems |
surrounding ERISA underscore ;he difficulty in reforming a voILmtary health system with
the current division of state and federal regulations. In making limited ERISA reforms,
policy-makers should avoid engendering 50 different sets of laws regulating health
benefits, nor should they permit states to finance expanded access programs’ by taxing self-
insured plans. Doing so ivou!d:. penalize employers already providing Covérage to their

employees.

The Role of the Federal Government ‘

A Tax Credit Linked to Group Purchasing: If tax credit eligibility were dependent on
purchasing coverage through an appropriate group, as recommended in Increasing Cost-
Consciduspess: Reforming the Tax Treatment of Health Insurance; page 11, efficient
group pufc;hasing efforts on the part of employers would be maintained while providing
~incentive to create other voluntary certified burchasing groups (defined be!‘ow). A
Employées whose employers offered coverage would have to purchése it through them to
receive the tax credit, The self-employed, non-employed and employees whose
employers do not offer coverage would be required to purchase coverage through a
centified purchasing group té receive the tax credit. The individual market would be
replaced by purchasing groups that would be able to pool risk sufficiently as people take

advantage of the tax credit.

Insurance Reforms: The federal tax credit should be part of an incremental reform

package that includes basic insurance reforms. By enacting those insurance reforms at the
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federal level that have already been implemented in most states—e.g., [imited guaranteed
issue of all products, guaranteed rénewat, portahiliry, limitations of preexis‘ting condition
exclusions, and limited rating restrictions (not community rating); the most blatant forms
of risk selection would be eliminated while providing greater uniformity to the system.
These reforms are designed to prevent health plansfrom discriminating on the basis of
health status—a widely accepted prmcrple—and should apply to all health plans regard ess
of risk-bearing arrangements, whether it is a traditional insurance carrier, a health plan, or
an ERISA self-funded plan. The cost of overseeingreforms should be borne equally among
all parties in the form of a federal premium tax remitted to the statés and other entities

created to apply standards.

The Role of the States: Certifying Voluntary Purchasmg Groups and Enforcrng Standards

The primary responsibility of the states would be to accredit those voluntary purchasing

~ groups that meet the criteria to become Certified Purchasmg Groups (CPGs), as well as to

enforce comp! iance with i insurance reforms. To receive accredrtatron and hence enable

members to claim a tax credrt a purchasmg group would need to adopt certain standards
such as: | )
 Accepting all who are eligible and wish to purchase coverage through the group.

« Offering a chdice of health plans.

» Conducting an annual open enroliment period.

+ Experience rate the‘grbup as a whole, with adjustrhents for age, fani'rly status, etc .

« Risk adjustment within the purchasing group (developing/adopting an actuariatly
sound methodo!ogy'would‘ be left to the purchasing grot‘rp and participating health
plans). |

« Surveying members about their Aexperie‘nce with their health plans and provide quality

'r‘elated information. B

+ Assure insurance reform compliance in contracting with health plans.
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Many purchasing groups already perform several of these. funcﬂons and could easily

receive state accreditation as a voluntary CPG.° )

With such‘federal and state provisions, employers, employees, and individuéls should
react to existing incentives and market forces to maintain and participate |n the
appropnate purchasmg group. Employers who have been efficiently purchasmg heai h
care—primarily large employers who have been major forces of progress and} innovation in
health care purchasing—will find it in their interest to continue doing so. Enépfoyers who
are inefficient purchasers, or who have not prewously offered coverage, er hkely want to
offer coverage through a voluntary CPG. Extending access to purchasing groups for all
small groups and individuals, in conjunction with the implementation of a standard set of
market rules, is a critical étep toward structuring an efficient market in which ';coverage is

more accessible and affordable.

|
Target Goals: - ‘ . -

f
i

K All fifty states should have at least one voluntary cemfled purchasnng group by
1998—when the tax credit w:ll be given to only those purchasmg through the
appropriate group.. States wrthout a CPG may need to consider offenng mcennves for

their establishment. ‘ [
» Everyone in the individual and small g?oup market should have access to group
purchasing by the year 2000. |

5
!
i
[

? When you have individudls choosing among health plans that sell dlfferent sets of medical services, there is the threat of risk
selection. While insurance reforms and the extension of group purchasing to the small group and individual market attempts to minimizé
risk selection, in such a complicated and dynamic system the extent to which risk selection will occur is unclear and is something that
should be closely monitored. For example, an upper size limit for employer groups has not been placed on CPC ehgnb:luty But if 1{ ums
~ out that predominantly bad risk large groups purchase through CPGs, it may be necessary to impose such a limit. 1‘
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BENCHMARK BENEFITS'
Nancy Ashbach, MD, MBA

The Need for Fair Disclo_suré and Comparability ‘ - , i
Health plans, consumers, pharmaceutical manufacturers; physicians, legisfaté)r, the couns,

| and others have struggled in the past with benefit plan offerings. In particular: .

-+ Consumers have been unclear about the criteria for inclusion of specific faenefits in
their health p'lans'. This has led to suspicion that managed care plans are :motivated to
skimp on-needed care. ‘ ‘ x

. Consumers have had difficulty comparing health plan offerings with 'diffelnng benefits.

+ Physicians and others have been unclear as to the beneflt and technologyI review
processes in health plans, leading them to view the process as secretive and
unscientific. ,

+ Health plans have been hampered in their ability to deny coverage for spécific

~interventions clearly and concisely and to support such decisions with c.oigent reasons.

» Pharmaceutical and téchnology manufacturers have suspected that such décisions are
based upon cost alone and that their products are not receiving a fair and open hearmg_
by health plan policy-makers. ‘

« The courts and. legislators have received conflicting advice from interest grioups. |

It is for these reasons that a benchmark benefits package is needed. This prod}uct should

be a voluntary, real, and valid offering of all heaith plans, but need not'and'sh;ould not be
the only offering. Plans can: -and should be able to offer packages both richer and leaner to
respond to the needs of purchasers. Many plans have had lengthy expenence with the
federal HMO benefits package, and we recommend that until the process for rievnsmg and

improving upon it is in place, it serve as the initial benchmark package. .

The process of defining and maintaining the benchmark benefits package should be open,
“fair, understandable, and for information purposes only. The criteria for addmons and

deletions should be available and the process should be clear so that coverage decisions
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by the health p’fan would be protected from unreasonéble challenge. Phys:c:ans drug
manufacturers consumers, purchasers, health plans, and others who might WISh 1o
influence the process of coverage inclusion and exclusion would-therefore be able to do
50, and the public would be assured of appropriate care being provided anél of coverage
for expensive therapies not being denied solely because of cost. There shou!d be no
“opportunity for collusion between health plans for the inclusion or exdusaon of benefits,
For the purposes of avmdmg antitrust law suits, health plans may need to be excluded
from the process. h N
| o
In addition to disclosing criteria for coverage; a standard product must be available for
price and quality comparison. In the absencé_.of a voluntary benchmark, pléns will vary
benefits to satisfyAthe demands of various customers, and comparability to tf{e consumer
will remain elusive. By using a benchmark beﬁe’fits package as a standard piroduct against
which the differing needs and requlremenis of purchasers can be measured .comparability

l

.of benefits and price offerings can be determined.

Assessing Technology ;
The benchmark benefit package should be that collection of benefits that i is most likely to
produce health in the population. While the federal HMO benefits package_:s an
excellent staning point, producing health in the population will requirepn‘gé)ing
evaluation, revision, and updating of benefits. Technology assessment and c?ost-
effectiveness analysis will be necessary to achieve ti}is objective in a rational way.
Currently, such assessments are performed by government, private organizations and
individual health plans. Such efforts are inefficient and duphcatwe and funhermore do
not provnde health plans with sufficient Justtfncatxon to offer or deny coverage In the
present environment, such decisions are suspected of being made for cost reasons As a
consequence, benefit decisions are being challenged and made by the couns and
legislatures rather than on the basis of sound scientific evidence and effacacy; The absence

} ¥ " ) - a 4 . v
of an open, clear, fair, and scientific evaluation process is detrimental to all parties.

|
i
|
g
|
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Technology assessment and evaluation are necessary because: : '

»  Technology in medicine is in a constant state of flux, with new,technolo?gy entering the
market at a staggering rate. The cost of such technology creates a strong%ecoﬁomic
requirement for a valid assessment prtx:ess to detefmine coverage undéréa typical_
benefits package. ‘ |

. Much existing technologyhas not been evaluated for effectiveness. To date we have
had no mechanism for doing so, and many interventions in medicine are covered
under existing benefits packages as a result of historical precedent. |

» Cost-effectiveness has not been a major element of t’echnology evaluatibrﬁn in the past
but will surely become so in the future as group benefits are valued agair;iwst individual
demands. | '

Additionally, individual coverage decisions on the paft of health plans oftenf'require an

‘independent evaluation and recommendation, which plans could implemeni ona

voluntary basis. Such individual evaluations would be carried out by expeﬂé in the

appropriate field of medicine and would be free of vesfed interests to deny c!overage based .

on cost considéfations Independent expert reviews would support removal ‘of coverage

decisions from the legal system where judges and | Jurors often rule in favor of coverage if

there is uncertainty or urgency . . -

An Independent Approach
A new, mdependent organization, the Benchmark Benefits Group (BBG) should be
formed to address these needs in the health system. The BBG's proposed fuqct:ons are
outlined in Table 1. It would be private and not for préfit, although govemnﬁent .
collaboration would be possible in key areas, such as technology assessmenti clinical
‘trials, Medicare, and Medicaid. Représentatives could come from purchasérs’l, consumers, °
maéaged care organizations, self-funded employers, academic medical centefrs, physicians,
~and the government. Funding for the organization would come primarily fro'm user *
fees—that is, per capita assessments of the participants and users of the orgamzanon 5
efforts Special proj ects fundmg could come from foundation grants. ‘

i
1
1
i
o
|
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. Table1 ‘
Functions of the Benchmark Benefits Group i

« Definition, updating, and maintenance of the benchmark benefits package using the
criterion of production or maintenance of health.

« Recommendation of inclusion or exclusion of new technology into the benchmark
benefits package based upon technology evaluation done by recogmzed groups.

« Recommendations regarding continuation, limitation, orexclusaon of EXtSImg
technology. ’

» Cost-effectiveness information and recommendatlons based upon mformatton from
competent entities. » : T

. Individual disputed coverage decisions in defined situations. For example, 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. ]

i
. : '

Since technology assessrﬁent is currently done in several different crganizatiionsf‘including
many managed care organizations, careful consideration would be given totusing existing
expertise in the private market. This might mean purchasing technology assfessment
expertise from organizations such as the Emergenéy Care Research Institute br the Blue
Cross/Blue Shield Technology Evaluation Committee or networking current iexpertise; A
principle of the new organization would be to u.tilize expertise currently a’v;f;ilable in the
private market in the most effective way‘without in any way regulating or diécouraging the
innovation of the private market. A : . ‘
|

A crtttcal element to the success of the BBG will be its mdependence and autonomy
Many elements of the health care system are characterized by suspicion and doubt as to
the methodology regarding coverage decisions in the policy-making and in ghe individual
case. The autonomy of this organization will reassure doctors that an appr_oipriate process
exists, with adequate clinical input. It will reassure patients that their intereéts are being
dealt with fairly, and it will reassure new technology providers —e.g., drug :.:md device
manufacturers—that a fair process exists, facmtatmg level playing field competltlon for all.

. |

Y ‘ 1
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- Thus, the processes and criteria of the BBG should be open, published, anci'l ayailable for

revision as the health care industry develops and matures.
Target Goals: B , o ' l
» 90 percent of health plans offering the benchmark benefits package by 1998

» 75 percent of health plans utilizing the technology assessment capabll;tles of the

Benchmark Benefits Group by 1998. f
.+ Reconsideration of decisions made in individual cases by the Benchmark Benefits

Group upheld by courts in 60 percent of cases by 1998 l

i

A HEALTH ACCOUNTABILITY SYSTEM
Sarah Purdy, MD

|
f
!
i
|
i
|
£
i

A New Quality Accountability System for a New Health Cal'e System' g
The expectation that consumers would be able to choose among competing:;health plans,
on the basis of comparable quality and cost information, has not been realizied. This
failure is partly due to information about the quality of health care being notl as easily
available, understood or compared, as mformatlon about costs. Consumers have been

~ inhibited from assuming responsibility for their own health care choices by madequate
information that does not facilitate snde'by-srde comparison of health plans. or encourage
participation in decisions about health care and treatment. To evaluate the lmpact of
health care on the population it is necessary to measure the_r»esult,pr outcome, of the
interaction between indi\}'idLlals and health plans—to hold health plans accelilntable. At
present there is a health care quality measurement industry that uses differenf defihltions
of quality and differing methodologies to measure quality. We propose a nel]fv health
accountability system which would not rely solely on these traditional systernis of quality
- assurance which fail to disclose health outcomes or assure consumers of reee}ivihg

!
i

[
~4
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excellent care by choosing a specific plan. The principles and assumptions Zupon which

the new heelth accountability system is based are: : | '

. Comparable, reliable, valid quality accountability data must be available to consumers.

+ A move toward outcome based accountability data |s feasible. ‘ j )

+ Purchasers, consumers, and providers may have di fferent xnformatnon needs Quality
improvement activities should result from internal use of quality data. ;

e Aclear dlstmctlon should be made between def:nmg measurement and d:sc!osure
requirements and verifying that requirements are observed. Orgamzanons that define
data disclosure requwements and those that audit data, should -be sndependent of each
other, with neither being subject to undue influence by the provider or insurance |

i
:

Commun|t|es » i

« Providers, health plans, end researchers create the capabi lity for choiceﬁs to be made on
cost and quality, but group purchasers and md;v:dual consumers should have mput on
the requ;remems of the system.

. The same data on quality should be demanded by, and be available to both private

 and public sector purchasers. |

» Uniform data disclosure requirements could lead to the formation of regié‘mal and

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

|

These pnncxpies raise several potentially controversxai issues. First, the mtenltron of the
'system is to compare health plans, not individual prowders Second, there xs debate on
how to compare the results of care provided by different health plans when the health and
demographic characteristics of the populations they serve are not comnarable This issue
of severity adjustment, or case mix, requires contmumg refinement. Third, the system
would require health plans to collect additional information about quality and use some
form of standardized record keeping. By cooperating with this, plans would _potennally be
putting themselves in a position of being unfavorably compared with competfitors. Finally,
the degree to which consumers want and understand information about qual?ty of health

care is still uncertain. However, those whose lives are impacted by health care—patients

s
i
Lo

.
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and those who represent their interests—must have the dominant input intc the quality:

accountability system. |
|
]

The health accountability system would also require group purchasers, whether public or
private, to provide valid, comparable information to consumers. To achiev:e this, and

avoid further increase in the number of data sets requested by purchasers, c'iiollaboration is

needed within the health industry. " . ll
|
What Would a Health Accountability System Look Like? . [
Table 2 outlrnes the proposed system, which suggests collaborative efforts to address two

areas: the research, design, and evaluation of health accountability measures and the
P

.

|

i

' Accountability Measures Clearinghouse L |

selection and endorsement of uniform data disclosure requirements.

Many groups and individuals have developed considerable expertise in devi smg and

implementing health plan performance measures. Currently, no organrzatron documents

all of these efforts and evaluates them, or assists others with questions of merhodology or

implementation. A collaborative approach would achieve economies of scal‘e resulting in -

more funding for such projects, greater availability of information, and a reductron in'the -

duplication of effort. It is proposed that an orgamzatron be formed that serves two main

functions: ‘

« Toactasa clearinghouse for the collatron and exchange of mformatron about qualrrv
"accountability measures and methodology. i

« Tocall attention to the need for research, development, and continual ev}aluatron and

improvement of performance measures. , i

|
|

The clearinghouse is not meant to engage in research. - It should be a prwate/pubhc

partnership, perhaps set up to collaborate w:th an exnstrng orgamzatron such as the

Agency for Health Care Policy and Research (AHCPR) or a research msmutron such as a
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university. Funding would come from foundation grants, government agencies, and per

capita contributions from the industry.

- :
Table 2 o
Elements of a Health Accountability System

1. Accountability Measures Clearinghouse
Clearinghouse function, to collate and disseminate information about’ measures
methodology, and previous experience. Identify areas that need further research.

2. Health Accountability Foundation : | o
Select and endorse uniform data disclosure requ irements. Purchaser and consumer
dommated board, permanent executive staff, input from other players. |

3. Auditing of Health Plan Data Dlsclosure , : i
Verification that data has been collected analyzed, and mterpreted in a reliable and
valid manner. :

4. Selection of Health Plans by Group Purchasers and Consumers
On the.basis of uniform, comparable data disclosed by plans. ’ z

5. Quality Improvement ;
Assist health plans to be proactive in the improvement of quality, and to respond to
the results of the measurement process.
|

i
i

Health Accountability Foundation - , " |
A Health Accountability Foundation (HAF) should be established as an mdependent
collaborative body between the private and public sectors. ts responssblhtses would
include setting quality accountability goals and selecting and endorsing umf_ogm measures
of health plan accountability. These measures and the agreed methodology b.y which they
are collected would then form the core of all health plan reporting activity. ¢are must be
taken to eﬁsure that standardization does not quash innovation, and that evolt;\tion of the
core measures is assured as information capabilities improve. It is important to consider
the clinical implications for plans and providers, and to build incentives and ffeedback
mechanisms for quality improvement activities to result from the internal use 6f quality

data. Standard setting should not be isolated from implementation. The experience of the

|
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health plans aed the accrediting bodies will be vital to ensuring a link betwd;en the
~foundation and clinical practice. ' : ' ' ‘
It is envisaged that the HAF would have a permanent staff of scientists, who {/vou\d
systematrcally consult with outside experts. They would present recommendations to the
foundation's board whose majority would be represented by purchasers and consumers
~ from the private and public sectors A mechanism needs to be devised, by wh:ch health
plans, providers, researchers, the pharmaceutical and technology industry, and the health
care quality organizations would have input. The closest existing model for the HAF is the
Financial Accountmg Standards Board (FASB). The recommendations endorsed by the
HAF should be scientifically justified and subject to scrutiny at public heanngs It is
rmportant to link health plans into the system, in order to ensure that the data
- requirements specified by the board inform quality-improvement and the furtherrng of
medical knowledge, and are fair and feasible. Data that is valuable to provrders is more
likely to be included in medrcal records and incorporated in computerized medrr:a

information systems. - : ’ .

. |

Fundmg of the HAF should preserve its independent status Fundmg should be assured
but not dominated by health plans. A p0551b|e mechanism would be an annual
subscription, and an assessment on the health plan premiums of those plans d}lat choose to
participate. ' " !
S
The two private sector initiatives proposed in "Responsible Choices" are the Benchmark
Benefits Group and the Health Accountability System. | These two functions cduld work
synergistically under a private umbrella organization sponsored by a broad range of

participants and mvolved partres and funded by user fees ?

. Completing the System _ |
The other criteria for the proposed system can be satrsfred by well-established mechamsms
already in place. Because orgamzatrons like the Natrona! Committee for Qualrty

I
. \
r
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Assurance and the Joint.Commission on Accreditation of Healthcare Organii‘zations have
consrderab!e experience in accrediting plans and providers, they could play a major role
in audmng the process and facilitating quality improvement activities. The organrzatrons
~that focus on-internal quahvty improvement, such as the Institute for Healthcére
~ Improvement, would be an obvious medium for the quality improvement rdle
Continuing education of physicians and other health plan staff members is :mponant to
Aeach stage of the process. There will be considerable overlap between the componems

“and continuous feedback to the clearmghouse and HAF functions will be nelcessary.
. |
Target Goals: B b o 1
. Comparabre information about the quality of care provided by health p‘ldns should be
available to 100 percent of consumers purchasing through groups by 195?8.

. Preliminary health plan data on condition specific outcomes by 1998. | -

[

HEALTH SYSTEM INFORMATION
Robyn Lunsford, MSE Nancy Ashbach, MD MBA and Sarah Purdy, MD

Why Is Coordinated Hoalth Data Needed? ,

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 céhanges, data
must be collected faster and from different sources: per ‘cépita exoenditures by health
plans, for example, are becoming more valuable than the numbers of physicién visits and
hospital days. Attempts at federal health care reform last year showed that thé data -
available was not sufficiently timely or accurate. In fact, inadequate data on consumers
responses to price competrtron tilted some proposals toward prrce controls.
Congressional Budget Office estimates of the cost of various bills were hampered by therr
inability to ‘evaluate the effects of undocumented improvements that were under way and
differences in inflation rates from community to community. In order for pohr:y-makers to

address the problems of attaining universal coverage while containing the cost of health
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care, they must have data about the numbers and characteristics of the insur{sd and

uninsured and the cost of different delivery systems. Though multiple sou‘rcés of health

care data are available, one of the major obstacles is how to access, analyze,iand compare

this disparate information. | ' S |

Why Are the Current Data lhadequaté? | ‘ ,

« Multiple data sets are not comparable or accessible from one source: Fériexample,
information about coverage and utilization of services is collected in the %nnual
National Health Interview Survey (NHIS), but it does not provide inform‘at‘ion about

i

household income or costs. ' ' ‘ Lo
. Data regarding costs and coverage is not timely: e.g., the information from the NHIS
4
takes twelve months to process. The National Medical Expenditures Survey is

comp eted only once every ten years. V 1
+ The Vahdlty and accuracy of some sources of health data has been questtoned e. g the
medical care component of the consumer price index (CPl) does not measure costs
borne by third-party payers, hence it reflects price to the consumer, not trqe overall

cost. . | | l
« Data are not available in useful formats: e.g.‘, it would be very helpful to hiave data
sorted by state to deal with issues such as Medicaid reform. ‘ ‘
i
d with the existing data sets and with setting upk an alternative
dged by federal agencies'® and at the state level. We Havé set out
.for the development of a coordinated system in the foIIO}wing

sections. ‘ E

What Should Be Collected?
Data will be required in four basic areas in the health system: |
. Cost—What is the per caputa cost of health care, to thud-party pavers and to the

individual? ‘ : - o

10 Physician Payment Review Commission, Annual Report. 1994,
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2. Coverage—Who is and is not covered by the health insurance system? :
3. Vital Health Statlst,ics—-Morbidity, mortality, reportable diseases. !
4. Quality—What are the measures of quality of services provided? l
l
Quality of services (health status, outcomes, and consumer satisfaction) was covered in: A
Health Accountability System; page 27). This section focuses on the data needs of cost,-
A ‘ .

coverage, and-vital statistics.

The precess of collection should be guided by some basic principles: l

« Confidentiality of records and privacy rights of individuals must be presel[ved. Use a
unique, encrypted identifier. | B

« Data must be exchanged electronically, either directly or mduectly \!

+ Data must represent the minimum requnred to serve the basic needs of the health
system ‘

» The information needs of the health system will change as the payment;s?stem

changes :

+ . Data collection must be ti imely. : ,

» The aim of the uniform data system should be to reduce administrative co'st in the
health care system. | | ' ;7

» Determination of which data elements are collected should be drwen by a clear
mission—to improve the health of the population.

» Data should be collected at the state level, and then aggregated nationally;.

Cost: Information. is needed on per caplta costs for all covered individuals mlthe health
care system. The purpose of information at this level is to determine the per member costs
of health care—those borne by the health plan and those borne by the mdlyldual. It will
be necessary during a period of transition to reconeile the methodology'of data collection

: ‘betwéen capitated systems and fee-for-service systems, It will be the responsilailltl/'of a
federal entity (see page 35) to define appropriate standards to integrate infer’rrlation from
the two payment systems. | ‘
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Coverage: Information will be required from health plans and self-inéured éroups with
resbect to numbers of enrofllees (including dependents) and member demogfaphics.
Timely information on enronent and disenrollment will be needed. Statewide
information will be required both on the insured population, which should t‘)e~ available
through health plans, and on the uninsured population. Data on the characteristics of
both groups, such as employment or lack thereof, income, and demographicg, should be
collected. The basic qiuestioras to~ be answered in this context are: "Who is covered?" "Is
their coverage adequate?” and "Who is not covered and why?" ,

Vital Statistics: The new health‘data system should cbntinue to collect inforr‘natién on.
mérbidity, mortality, reportable diseéses, births, and other issues, possibly incf_:luding
immunizations. Such information should be collected in a standardized way;and
integrated with informatidn collected by hroviders and health plans for purposes of

1

comparability and to reduce administrative costs in the health care system.
How Can the Goal Be Accomplished? .

We propose the creation of a federal entity to'collect uniform, timely, accurate health
system cost and coverage data. Although some may oppose either a new fedéra! entity or
a uniform approach, we believe that the availability of such data is a goal that jUStlf!ES a
federal presence. Private industry coHaboranon alone will be nelther comprehenswe nor
rapid enough. An apolitical Bureau of Health Statistics, analogous to the Bureau of Labor

Stattstlcs,\should be estabhshed by Congress and report to Congress on progress toward

the goal. It should be separate from all purchasers, including Medicare. The Bureau
would be advised by a Health Data Commission, to be composed of a broad‘gtroAup of
members with expertise in information systems, health care financing, health’ economacs
and other scientific and technical fields.. We propose that the Bureau of Health Statistics
take responsibility for reporting on cost, coverage, and vital statistics. lnformqtion on
quality reporting will fall within the purview of the Health Accountability Fouriwdation.

The creation of the Bureau of Health Statistics and the Health Data Commissio’p will

) . .
A . . i
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require federal legislation and reporting of the chosen data elements by all Qarts of the

health care delivery system as well as by states.

Target 'Goals‘:

. Health data system should be functioning by the end of 1996.
« Data on costs of health services should be available quarterly.

« Data on coverage should be available ahnually, anq within the first three;months of the

following year.

CONCLUSION
| |

"Responsible Choices" recognizes that the health care market is _movingrap%dﬁly toward
- reform and offers proposals to foster this restructuring. Private purchasers are: driving the
market and causing health plans to co_mpeté on price and quality. However, not all
purchasers are exerting this force on the market. As the largest purchaser of‘P;fealth care in
‘the U.S., the federal government has tremendous potential to drive improverrienf in the
market which it has not yét' exercised. Small groups and individuals have limiited access to
grouppﬁrchasing'arrangements that pool risk, provide thoice, and achieve administrative

savings that would enable them to be active, value purchasers of health care.

This demonstrates that market mechanisms alone are not solving all of the pro‘:blems.
"Responsible Choices" depends on the willingness of government and the pfi\(ate sector to
work together to improve the American health system. Federal involvement is necessary

to bring public programs into line with the private sector, increase consumer :c:ost—
cohsciousness, establish a fair market;' promote group purchasing that offers thfe small
group and individual market access to reasonably priced health coverage, and provide
information. "Responsible Choices” recommends a tax credit as the means for{ bringing
structure to the market. Without the tax credit device, bri'nging order to the health care

market will be much more complicated and require considerable regulation.

<4
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For its part, the private sector must be willing to be more accountable. Benjch’mark
‘benefits and quality }eporting are the.first steps that the private sector sho‘ul’d take to
voiuntarlly hold itself accountable. - Implementing these policies would brmg
comparability to the market and provsde information enabling consumers to make
informed decrsnons and drive competrtnon If the private sector cannot f(}llow 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 quality in order to receive
tax credit ehgsb:lsty for their plan. ‘

"Responsible Choices" does not address the issue of achieving universal covérage but
recognizes that other primary problems must be solved first, such as; buildingia better
marketplace so consumers and purchasers can make informed decisions.. Otf}er importa’nkt
issues, such as malpractice anq antitrust, are not taken up directly since 'they ére being
actively addressed by othe‘rs and déalt with in the market. These proposals are the
necessary incremental steps forward in containing costs and fostering effectivé public and
private purchasing. With these reforms in place, there will be more daté and the
capability to effectively and efficiently deal wﬁh those left out of the systerﬁ. 'The £glements

of this proposal can be put in place rapidly and will accelerate the reforms al':re§ady taking

[
to

|

place in the market.

f . : .\
We welcome, and encourage any comments you have on this draft document. ' If you have

comments, questions or need any further information please call, fax or write:

Jackson Hole Group
P.O. Box 350 '
Teton Village, Wyoming 83025
Phone: 307-733-8781
Fax: 307-739-9312
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