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HEALTH . .
' iven the heavy political lifting -
required to 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 .
firmly held principles crashing un-
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 degrees
in their rush to set the barbells down.

Packwood, the ranking Republican on the Finance Commit-
tee, publxcy 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 thé
‘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 hedvily diluted 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 Finance Committee’s
deliberations on June 29, has assumed a prominent role’in the
campaign against a Democratic alternative that looks aimost
exactly like his own earlier policy prescription. Without batting
an eye, Packwood recently told PBS’s Robert MacNeil that “I

started out supporting” employer mandates, but “when | heard
the facts, | changed my mind.”

Kerrey, who already had a penchant for agomzmg aloud not

only announced his opposition to the health plan of Senate
Majority Leader George J. Mitchell, D-Maine. in a speech on
the Senate floor, but also took the extra step of ho ding a Wash~
ington press conference on the matter,

Both reversals court voter cynicism. After all. Packwood’s
embrace of universal coverage through employer mandates dur-
ing his reelection 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-

Trov K. Schneider provided research assistance for this repont.

Sen. Robeﬂ Ken'ey D-Neb. Sen.Bob Padmood, R-Ore.
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'I'WO SENATORS WAFFI.ING

wood supported the idea 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
2 and mandates of any sort. -
Rather than slink silently into his
. chair, Packwood felt compelled to
give a lengthy and convoluted expla-
¢ nation of his reversal. Paraphrasing a
retired colleague, Packwood said:
1% “Anything that the public really

" wants badly we will get: It may take
- gwo or three Congresses. That is not

‘a long time in the history of the

‘Republic.” Packwood first intro-

duced health care €ng lation with employer mandates in the
93rd Congress.

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

‘snickering on Capitol Hill or back home, where it’s taken for

granted that his interest had shifted from extending Americans’
health caré 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 support 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
tier and creates inefficiencies throughout.” Kerrey now: “Gov-
ernment intervention to expand coverage is risky. . .. 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 heaith care costs is to do so directly by $ctting over-all expen-
diture_limits.” Kerrey now: “We should use the forces of the
markel to control costs instead of the dictates of government.”

Kerrey, of course, is running for reelection in a heavﬂy 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 $180,000in campaign contributions from insur-
ance, pharmaceutical, hospital and other health care interests.’
Like Packwood, he seems to have calculated that a public
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. W

i
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Health Care Trust Fund Proposal
versus ' _
the Deficit Reduction Trust Fund

o The health care trust fund targets the most quickly growing element
of the federal budget, health expenditures. Approximately seventy
percent of the year-to-year increase in the federal budget is driven
by health spending. A deficit reductlon trust fund would be general -
in nature.

0 The trust fund would place these program costs on a pay as you go
basis, thus creating pressure for cost control. As projected costs
outpace sarmarked revenues, Congress would need to cut
expenditures, raise taxes, or both to balance the fund. Under the
revenue mix identified in the proposal, this effect would be felt in .
FY 1994 with a $10 billion shortfall. A deficit reduction trust fund
would not force these types of budget dacisions.

0 The trust fund creates a permanent appropriation from general
‘ revenues which will be triggered if the fund does not balance. This
permanent appropriation will impact other discretionary spending,
thereby forcing Congress to chooss, through budget reconcilliation,
whether to cut other spending, raise other taxes, or balance the fund.
Congress will not be able to avoid making a difficult policy decision
on budget priorities. Because the deficit reduction fund proposal
does not include this type of budget trigger, it would not force |
- Congress to make these choices. :

0 The trust fund provides an avenue for reconsidering how the United
States funds its health care spending. Congress can alter the mix of
revenues flowing into the fund to relieve employers from the burden
of the -current payroll tax and remove employment disincentives,
" increase the share of health care funded by “sin” taxes; or nmprove
the progressnvuty of revenues dedicated to health

0 The trust fund shou!d be an mtegral component of comprehenswe
heaith reform. It will bring much needed fiscal clarity and fiscal
discipline to federal health spending. However, it is not the sole

~solution to America's health care crisis.
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o The trust fund m:ght allow Cengress to avoxd hard decisions about
- cost-containment and expanded access to health care.

o Pooling discretionary and mandatory programs in the same ‘fund will
allow mandatory'programs to “swallow up” other programs.

0 Health programs should compete against all other budget pnontles
not just agamst each other.

0 Seniors may be concerned about merging the HI and SMI trust funds
into a larger pool

Response

The trust fund proposal neither ‘shield_s Congress from difficult budget
decisions nor sacrifices. health programs -- either diecretionary or
mandatory -- through the guise of a global budget. Rather, it creates a
mechanism which forces Congress to make deliberate choices about its

budget priorities, inside and outside the trust fund, and commit to fully
funding the most qunckly growing pomon -of the federal budget

The proposal groups all federal health expendltures into a single fund and
mandates that these expenses be covered on a pay as you go basis from
earmarked revenues., Congress can choose to expand federal health
programs, but then it must also raise taxes to cover increased
expenditures. The trust fund would include a psrmanent appropriation
from general revenues which will be. triggered if the fund does not
balance. This permanent appropriation will impact other discretionary
spending, thereby forcing Congress to choose between balancing spending
and revenues within the trust fund and cutting spending or raising taxes in
the overall budget. . The compstition between hea!th programs and other
programs willi be exp!xcnt ~ ,

‘The trust fund would ensure that health care expendstures are . debated as
they should be, in the context of the full federal budget. The year-to-year ,
increase in the federal budget is largely driven by health care spending;
by making a commitment to fully funding these expenditures, we will be .
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~ attacking the budget daﬂcit m making fu!ly-ihformed p‘olicy choices.

Health care entittement programs are expanding more rapldly than other
health care spending, or any other federal spending programs.
~Discretionary health spending on important public health priorities, such
as the National Institutes of Health, are vulnerable today to continued
escalation in entittement spending. The trust fund will also pressure
Congress to find effectiva cost-containment mechanisms to rein in the
health entitlement programs, such as expanded use of managed care and
tighter limits an provider payments while also continuing to fund
important programs like the NIH. The discretionary health programs
should be budget pri iorities, but Congress also needs to pay for them

While senior citizens may be concerned about merging Medicare funds into
a unitary health care trust fund, they will be primary beneficiaries of the
unified fund. The trust fund does not diminish the federal government's
commitment to the integrity of the Medicare program. In fact, | believe
that the elderly will be better served by being part of the overall health
care budget -- their care wul be ‘financed as an mtegrated piece of health

: snendmg

FmaHy. the hea!th care trust fund proposal is not a complete solution to
America's health care crisis. It would be an important first step to bring

- needed fiscal discipline to health spendmg, and it would pava the way for
full financing of comprehensive health reform..
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| AT acdmenT 3
. ROBERT KERREY

NEBRAGHA

Wnited States Senate
WASHINGTON, DC 20510-2704 :
| | | May 5.1993 "

Dear Colleague:

I am writing to ull your attention to legislation I will soon introduce to establish a National
Unitary Health Care Trust [Fund, which would group all federal health expenditures into one trust
fund and would mandate these cxpcndnures to be disbursed on a pay as you go basis. :

This trust fund should precede enactment of comprehenswe health carc reform lchs!dunn
The federal trust fund will become the foundation for the financing debate which will accompany
health reform. A health care trust fund, analogous to the Social Sccumy trust fund, will allow us
to account for and monitor federal hcalth expenditures. It would also help the American public
bCCOIle a larger and more informed participant in the health care debate. :

A health care trust fund will serve three important purposes:

1. It will force needed fiscal discipline on the health carc system by fully financing federal
health care spending, Currently, health care expenditures are the fastest growing area of the federal
budget. Federal Qpcndmg is pro_}cucd to jurmp by $34 billion from FY93 to 'Y94 alone.

‘ 2. 1t will allow us to prcsem an invoice to the Amcncan public of the govemment’s sharc of
health expenditures. This year the federal government will spend $284 bxlhon directly on healtl
care services and another $80 billion indirectly through the tax code.

3. It will force us to decide which taxes we want to use to pay the hills. . Americans nced
to see Lhal ncarly three hundred billion of their fedcral taxes are already being collected and spent
for health care. :

The health care trust fund would mclude all federal spendmg for health services, including
Mcdicare, Medicaid, VA, the Department of Defense health programs, and the Federal Employces
Health Bencfits Program. In addition, the trust fund would also cover the research and
infrastructure investments funded through the Narional Institutes of Health, the Centers for Disease
Control, and other Public Health Service programs. At this point I have not proposed including
the indirect expenditures made through the current tax system because uncollected taxes arce not part
of the budget process.

_InYeur I, the current fiscal year, federal expcndnurex for thcbc programs-will toml $284 3
billion. I proposc designating five current sources of revenuc to meel these expenditures:

. The 2.9% payroll tax oquany dividad hoatween meloyerx and emplow.cc (cumm]y
desl gnatcd for \fledlcqre Part A) : .

Hmm; mqunncc prcrmmm (co lcctcd {'nr Medtcare Pm B‘)

L

o

. All éxcise. mxc% for ci garcttes and ako hol;

.&x

. Individual i income taxes, the first 27% of Iaxcx callectcd or apprmmmtcly the first 6%
m‘ lﬂd!\’ldﬂd[ taxable income; and

5. Cormmte income taxes, the first 77% of taxes collected.


http:revt:nuc.to
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- During Year 2, FY 1994, dircct federal expenditures are projecied to grow by $34.2 billion
to $318.5 billion. However, designating the same revenue sources in FY94 as FY93 will produce
only $308 billion. Thus, in Ycar 2, thore will already be a shortfall of approximately $10 billion.
In order to keep the fund in balance, at that time, either spending must be cut or additional taxes
must be raised to cover the shortfall. : :

There are many possible alternatives that will cover these additional fedcral health
cxpenditures. ‘The trust fund gives us an opportunity to debate differcnt methods of paying for
federal health programs, including “sin” taxes, consumption taxcs or income taxes; or spending
reductions. o : : L . '

I would be happy to discuss this proposal with you in greater detail. If you have any
‘questions, please contact Karen Davenport of my staff at 4-6551. Thank you for your interest.

obert Kerrey
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Wnited States Denate

WASHINGTON, DC 20810-2704

May 5, 1993

Mrs. Hillary Rodham Clinton
The White Housc ,
Washangton D.C. 20500

-Dear Hmary

Enclosed please find materials on a proposal for a National Unitary

Health Care Trust Fund which we have previously discussed. The use of a

trust fund to account for federal health care expenditures has many

advantages, including providing a foundation for an honest argument about
- the need for tully-funded comprehensive health care reform

| see three benefits of this unitary trust fund:

1. Assuming the trust fund is set up on a “pay as you go" basis, it
will force needed fiscal discipline on the health care system by
fully accounting for federal health care expenditures. Currently
federal health care expenditures are the fastest growing area of the
federal budget. From FY93 to FY84 alone, federal health
expenditures will increase by $34 billion. ‘

2. It allows us to present an invoice to the American public on the

-share of health expenditures currently funded by the government.

This will refute the weak arguments of opponents of health care
reform that we do not want a health care system that includes large

federal government involvement. We already have such a system.

~ This year the federal government will expend $284 billion on direct

health care services as well as another $80 billion indirectly
through the. tax system. The government pays nearly 40% of all -
Kealth expend:tures in the Umted States. - o

3. It sets the stage for debatc on whl_ch taxes to use to pay for
health care. Opponents of health care reform are already accusing
President Clinton of supporting a tax increase for health care.
Americans need to see that taxes are already being collected and



05-26-93 01:Z1FM  FROM SENATOR RFRPEY 10 94556241 POe/012

spent on health care.

In discussing tho idca of a federal health care trust fund with
advocates for health care reform, | spoke with Henry Aaron of the
Brookings Institute. By a fortunate coincidence, it turns out that Mr.
Aaron has advocated for several years the establishment of such a trust

- - fund. He discusses the trust fund idea in his book, Serious and Unstable
Condition: Financing America’'s Heaith Care, Brookings 1991. He states
- that, “Because -health. care expenditures are large and certain to keep
growing, it would be sound budgetary procedure to...finance federal
expenditures on health care through a trust fund, like those now used for
social security pensions and medicare hospital benefits * (pp. 146-47). |
have attached a letter Mr. Aaron sent me subsequent to our meeting.

The attached charts illustrate how the trust fund would work. First,
all federal health care expenditures must be part of the fund, including
money spent on, inter alia, FEHB and NIH. At this point | have not proposed
including the indirect expenditures made through the current tax system,
which total approximately $80 billion for FY83 in the trust fund because
uncollected taxes are not part of the budget process.

In Year 1, the current fiscal year, federal health expenditures will
total $284.3 billion. | have designated five sources of revenue to pay for

these expenditures:

1. The 2.80% payroll tax equally divided between employers and
employees (currently designated for Medicare Part A);

2. Health insurance premiums (collected for Medicare Part B);
3. All excise taxes for cigarettes and alcohol;

4. Individual income taxes, the first 27% of taxes collected or
'approximately the first 8% of individual- ,taxable income- and

- 5 Corporate income taxes, the first 27% of taxes collected
Table 2 illustrates how Year 2, FY94 of the trust fund would work

" Direct federal expenditures are projected to grow. by $34.2 billion to
$318.5 billion. However, desi gnatmg the same revenue sources in FY94 as
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FYQ3 will produce only $308 billion. Therefore, in Year 2, there will
already be a shortfall of approximately $10 billion. In order to keep the
fund in balance, at that time, either spending must be cut or additional
taxes must be designated or raised to cover the shortfall.

Let me demonstrate how the trust fund would encourage a vigorous
“and honest debate about appropriate taxes to use for health care -
expenditures. For example, another alternative scenario for designating
taxes for the trust fund which | find attractive, would be to use the
following taxes in FY94: :

1. Health insurance premiums $ 14.6 billion
2. ' Progressive consumption tax - $120.0 billion
3. Tobacco Excise Taxes , - § 15,9 bhillion

, (includes $0.70 increase per pack) ;
4. Alcohol Excise Taxes - $ 7.7 billion
5. Corporate Income Taxes $ 32.4 billion
6. Individual Income Taxes $127.9 billion

TOTAL “ - $318.5 billion

This scheme could be criticized because | am supporting new taxes for

~ health care. However, my argument is that | am eliminating a 3% payroll
tax which relieves the burden on employers as well as reducing allocated

individual income tax. :

There are many possible alternatives for designating the taxes

" needed to cover federal health expenditures besides the ones [ have
discussed here. Under all these scenarios, however, the trust fund gives
us an opportunity to debate different ways to pay the federal share of |
health expenditures. It is worth noting that Henry Aaron proposes that the
federal trust fund capture amaunts currently expended by the states for
Medicaid. Serious and Unstable Condition, p.p. 146-47. Others have
advocated state and federal swaps of program responSrbllstles ie.
Medlcaid for AFDC These proposals open the door for welfare reform

A proposa! on the appropnate taxes to des:gnate for health care
'expendltures should be presented to the Ameracan public before the
introduction of a comprehensive reform proposal. The federal trust fund
concept will lay the groundwork for the financing debate we will need
with a new.reform proposal. The trust fund alone cannot prevent cost
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~shift ing as a way of lowering federal health expenditures. However,

public awareness of increases in federal health care cost will :mpose
some discipline on the entire health care system. If, like the somal
security trust fund, we account for and monitor federal health
expenditures, the American public will be a larger and more vocal
participant in the health care system. In conjunction with the
forthcoming comprehensive reform, the trust fund will begin to ‘solve our
nation’s health care crisis.

Legislative Counsel is redrafting the bill; it should be done soon. |

look forward to dlscussmg this proposal with you and appreciate your

mterest

Ingerely,

J. Robert Kerrey ‘
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Table 1, Proposed Health Care Fa'nd, FY93

- DRAFT
" Fiscal Year 1993
Expenditures (in billions) o Revenues (in billions)
Current Earmarked
‘ —_— _ . Revenues
Medicare: $149.2 - ' ‘Medicare:
Medicaid go3 . - Payroll Tax 91.8
Veterans 149 Premiums 14.6
Dept. of Defense  15.0 ' S :
Other ** 24 8 | ~ Additional Revenues
S Excise:
Tobacco . 5.7
“Alcohol 7.8
Income:*
Corporate  29.7
Individual 135.3
Total $284.3 o Total $284.9

* 27% of Corpurate and .Individual Income Taxes Collected (or.
approx1mate|y the first 6% of md:vndual taxable mcome)

v Other mcludes Pubhc Health Serwce Other HHS and FEHB

~Source: CBO Proyectmns February 1993
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Table 2, P}oposed Health Care Trust Fund, FY94
Fiscal Year 1994
'Expenditures (in billions) " Revenues (in billions)
: ’ - Current Earmarked
Revenues
Medicare - $168.7 Medicare:
Medicaid 91.9 ~ Payroll Tax 102.3
Veterans . 15.7 ' Premiums 16.8
Dept. of Detense 15.0 - :
Other*® 26.2° ' Additional Revenues
- ' : : Excise: =
Tobacco 589
Alcohql 7.7
Income:***
Corporate 32.4
Individual 143.4
Total  $3185 Total  $308.5

* Dept of Defenbe pm;ect:on unavai able, 1993 estimate used
- Other mckudss Pubhc Health Servme Other HHS and FEHB

e 27% of Corporate and lnd wdual Income, Taxes Coﬂected (dr‘
approx imately 6% if individual taxable mcome)

Source: CBO Projections, February 1992
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THE BROOKINGS INSTITUTION

} 4 a\ ]
1775 MASSACHUSETTS AVENUE, NW. WASIINGTON, D ¢ 00762188 I, 05
TELEPHONE: 200/797-6000 Fax: 202(797-6181

Economic Studies f’rogmm

30 March 1993

Senator Bob Kerrey
United States Senate
Washmgton, DC 20510 -

Dear Senator Kerrey:

- Thank you for the opportumty to discuss federal spending on social security and
medical programs last week.

I was particularly intrigued with your proposal to establish a trust fund that
would be used to pay for essentially all federal health care programs and which would
receive earmarked taxes designated to pay for those programs. Tf spending grew faster
than taxes, Congress would be required under your proposal to allocate additional
revenues to the trust fund

Thxs proposal is quite similar to one that I advar\ced in a book on health care
fmancmg, Serious and Unstable Condition: Fmanung Americas’ Health Cure, Brookings, 1991,
on pages 137 to 151 and suggested again by Charles Schultze in our co-edited book

. Setting Domestic Priorities: What Can Government Do?, Brookings, 1992, pp. 310 to 314,
Our framework is identical to the one you sketch, with one exception that may be
51gmf1cant . : ,

. We propose earmarking a specially dedicated tax to the trust fund (together with
the payl oll tax for medicare, SMI premiums, and revenues from the "sin" taxes). Should
spending grow faster than revenues, tax rates on the earmarked taxes would have to be
increased. Charles Schultze and I are persuaded that the need to raise taxes if spending
on health care grows rapidly will put the question of how much the nation is prepared
to spend on health care squarely before the American people and its elected representa-
tives. The need to raise taxes wxll limit any posmble Congressional tendency to want to

sweeten bencflts

‘ Earmarkmg a part of the personal income tax would serve this function quite well
provided that Congress treated any increase in the proportion of the tax allocated to the - -
- trust fund as forcing an increase in personal income tax rates. Howevér, we know of -
no procedurai device that could bind future Congresses to link changes in the share of
income taxes designated to the trust fund to changes in income tax rates. For this
- reason, I think that use of a special tax, all of the revenue from which was allocated to
the health care u ust fund is prefemble A value-added tax is the only revenue
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| Senator Bob Kerrey

March 29, 1993 -
Page 2

instrument capable of generatmg sufficient revenues to pay for the bulk of federal health
care programs

Both Democrats and chubhcans should be able to find in your proposal a way
to help pay for current health care obligations and for financing reform. It can help
discipline government spending. It can help réduce the overall deficit. [ wish you the
best of fortune in persuading your colleague in the Senate and members of the House

of Representatwes to support your mltxatlve
Sinceyely yours

AAron

“Henry ]
Directorr



PO10/01Z

[}

»

ﬁ&rr’aca MenT

IESTE I TN

Page 08

R'“" L CALL First 100 Days Policy Briefing Monday, April 19,1993 .

“Health Care Reform: It's a Necessity
For Both E'thlcal and Economic Reasons

By Sen. Buls Kerrey
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" care sysitem
_bers that derermine ous fimancial risk and

A University of North '
Carclina study concluded
that we lost two million

- jobs nationally in the last

four years because of
rising health care costs.
R ——
percemage of oar Gross Domestic Product.
f.ast year, a University of North Carolina
study concluded that we lost 1wo million
jobs nationally m the last four years be-
cause of nsing health care costs
Without comprehensive health care re-
form. we will continue to providea perverse
tncentive to quit wark and 20 on wellae.

. The growih of Medicaid rolls s actually

surpnsingly slow given the financiad risk of
non-nsured or undennsired workers.

In addition 10 economic problems, owr
curren: heaMh care system has created a
number of ethical problems. Qur bealth
educes us 10 computer num-

decideour fate. Hoer numberrevenlsahizh

_ ability o pay, we are given the finest he,ahh

care in the world. If our number results in
doubt, we may gct care, but we may also
wander if it was worth the cffon. V

TncCreasingly. Americans are rm!-.mg ca-
reer decisions based upon health cire cov-

- erage. Mittions of Amedcans are forced to

obtain the security of bealth insurance from
welfare and are I they will wse their
bercfits if they find work. Gthers are afraid
1o change jobs even at a higher salary,
because they fear losing theis health cover-
age. Or the system creates sivations where
government employment is more iactive
than privaic sec1or jobs.

Americans who have paidall their work- | -
“ing bives for health coverage discover theic
insurcr will not cover the care they need.

Evep warse, after 20 years on the job,
Americansreceive pink slipsand must face

a new health case phenomenon doring their

jot hunt pre-cxisting medical condilions.
Smiall businesses — our graatesthaps for
uew jobs - are particularly volecrable in
today’s health care inarkeiplace. They ap-
proach a shrinking number of insurees who
otler coverage at mpidhy Biag niey, To-
day, te imbedded cost of heafth cire is 4

. .ugcr barrier W cuonomic expansicn thue

zes. Unlike taxes bealih sare cosis con-
thiue to rise independent of incame

Dutragesdon'tond with ohtaing hewlth
unurance. Waste s cndemice “L spend
teus of bithons of cotlars un paperuuek in
an effort © find third-pany payers and’
collect payments. Govemment-financed
PIORrAms enCourage unnecessary aroce-

dures. Bills for services rendered are

thkm-'lvmztnf"mpvfunu'c-llu alue of

20N reeb it

sritingd docor-fatien rclanumhupx Phy-

sicaans practice in fear of casily malprac

Bee suity, whily patients e contidence is;

‘hetr doctors” jnilgioent. Boi parties Jose,

while cosis ane driven up DY UBRNCCUSSAry
pr(x.cd ures

Healin cire reforn shonld m marg i
an ctlor, @y sobve these proplems, 1 shoald
e past of an offort 0 construct a new
Auncrican safely netthat mects the changes
nceds 1 workees e mleemaimnn im;

[n the indusiial age, o job very oliea
lasted 2 fifetime. The mest urgent sncial
conuem was e guabty of hie wlier e
ment. Thus, the safety nepros ided protee:
tion tor the two lrgest fears of the clderly,
non-werking. populativr:
nance and health care

[ the infermation g2, jon we WS 1
fading memory. Employers. shaggiing o
manta o J cnneitive sdgo sn e
tional mackewplace, wre either dyny mos

WMonK puante-

owork whthe s agmbe of anplases.

or arc anaployug Wwmporry, conswt help
Employees. who.do.creaie new jobs oliea
can nelonger afford to cffer bencfits. Only
38 percentol alinew jobs in Amenca cone
with health cure henefis; 13 |,c't.-'m pro-
vide pension benelis,

I the mtonmaien agu workes i (-
quire health e engitlity i a cutseque it

- 0f beang American, HoEs 3 cansequence sl
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emplorment satus. However, while [ have
broken the liak berween eligibility and en-

~loverent, I sull believs emplovers should

plav arale in health care. Heallh care <an
conlirie 10 be employment-based, and, in
addiuon 10 making a firancial contnbution,
enpiosers can sill make unponant deci-
sions aboul heaith care.

I favor reform that declares every Amer-
wcan — now ree of the fear and doubt of not
being covered — mwust have a stake in

making payments and conuolling costs,

The good old days (for the fortunate few) of
0oL having 10 worry about payving the bills
because “someone elsz” 15 picking up e
b mostend. [{avor having Americans pay
ps mmms tnle a state-based plan or pur-
chasing cooperative, If economic incen-
tives are not distorted by the tar code, well-
wiended polilicians, or corperate execu-
uves, the market can help conwrol costs.

I favor reform which emphasizes health

rescarch priorities, developing payment
formulas, promulgating practice guide-
lines, assisiing professional Taining, dis-
seminating information on bealty care
quality, and doveloping incentives
throughow the.tax system, government can
ensure thal public heaith becomes e pri-
mary focus of our health cere system,

[ favor creating aHeatth Care Prevention

Account to be used for community-based

* efforts to improve the health of the Ameri-

can people.

1 favor the creation of a national boardto

determing a standand set of benefits. The
benefit package witl be uniform across the
ccuntry-and will cover all Americans, in-
clading Members of Congress. Subsidies
will be paid directly 10 the state purchasing
cooperatives. Fee schedules and paymens

to providers will be determined by self-

regulaing negotiaton between state-based
payment corporations and providers,

payers, and entrepreneurs who deliver

and manage bigh-quality, Jow-cost care:

I faver natonal standards. bevefits, and
simgpdified reporing forms, but1denot favor
federalizing the systemn. Medicaid would
disappzar. Mecncare must be inchuded in the
system, ano eligible veterans could choose
between Veterng Administration hospitals
0r private bospitals for Lieir care,

1 favor a financing system which is direct
and disciplined. As a fust step and a foux-
datdon lor any legisiation, | propese that we

" establish- a Fedesral Uritary Health Carc

Trust Fund, similar 10 the Social Security
Trust Fund. ‘ i
This Health Care Teust Fund wouki cov-
er ath federal spending for healh services,
including Medicare, Medicaid, YA, thc
Depanment of Defensz health programs,

andthe Federal Employees Health Benelits

Program. in addition. the trust fund would
also cover the research and inkastructure
investments funded through the National
Institutes of Health, the Centersfor Disease

rather than health care. By :stablishing

Comrel. 'md Olhu’ sublic health scrvice
programs. Congress would bz requiress i
dedicare safficient tes (© pay for alf au-
thornized or appropnated experditures,
The Trua Fund provides three mayor
benelits 1o the govemunent. FirsL Ascal
clarity isestablished. What the government
is paying for and whare the funds arg com-
ing frotn are made ¢lzar. Second, it forces a
vigarous, opon, and honcst dehate on ap-
propringe fncing sowrces. Third, it guar-
antees {iscal discipline because delic fi-

- mancing woald not be aliowed for ournos
~ rapidly growing fedzcal expenditure.

“oillustraie how e sysiem would work,
I propose thal the following currean sources
of existing revenue be dedicated to pay for
-the $283 billion of health care Spcn(l!nL in
the Curreny ﬁxcul bL

in Bithons

- of Dollans
Payroll Tax® 5018
{Medicare Part Ay .
“Insurance Premiums 146

' {Medicare Part B) .
Exasting Sxcise Tax: Tobawen 87

Existing Excise Tax: Alcchol 7.8,
Individoal Income Tax*¥ 1353
Corporaie Income Tax** 297
Total . .. 82849

“#20% .
% 2T ¢ of wotal pvenues sollecey
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Wt viui el bealth cine spuniing s

eetannted o oue h SYER bliog whide the s -

dedheined sourees ol revenue would grow

10 $308 hithon, Thos, Conaress would ¢i-

ther hive o et SH billion apending or
raise ST0 brtion through new faxes. '

To shew how e Health Trust Fund
would encuurage a vigotous and Bongsi de-
bate, | will fustrate an alternative financing
scenano that | iind attracuve. | would enact
1 progieastve CONSBI PUOR AX and increase
taxes on tobacco by 70 cents per cipareti:

pack, These (axes would gencrate S120bd.

fron wud 310 bitton, respecdvely.

I would allocate the entire amount o
the Health Trust Fund, which would ¢n-
able me to lower IhC cxisting nealin caec
payroll taxes (Mcdicare Part A) 10 zero,

‘thereby relicving employers of a signifi-

! favor national
standards, benefits, and

simplified reporting

forms, but | do not favor '
federalizing the system.

cant wx burden, T would also reduce-allo.
cated individual incomé taxes hy 820
billion and cut the deficit by approxi-
mately $20 billion. :
Economic and ethical. concems an: driv.
ing the engine of health care reforn We
have an opportunily (o design anew financ -
ing system that conimi] costs while we

-continue 10 have the highest quality heaith

care in the world, Wi have an opportunity

to redesign this financing sysiem o that’

Amenicans become healthier,

Todoitright, wemustinsist thatallaceept

their fair share or responsibility. Subsidics
will sometimes be unavoidable. They
should be te exception and nef the rule.

- Todeuright weshould not ty 1o fashion
a coalition of interest groups who want 1o
satisfy their imponant but parrow heeds.
To do s eght, we must think about all
Amencans, now and in the tutere, Todo i
fight wiil require vision and thoughtiut,
vacetul considennion of whinn wewg doing.

Most ol all it will require Use courage Lo

enactlegislation which is goodf. tough cco.

pomic nedicine and imore comnpiatble with
our moral panciples. :
San, Bob Xerrey (D-Ncb), a member of the

Approprations Committee, made health cace
reform a key plank in his platform during his

run for the presidentiad nonvnation fast year.
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SENATOR BOB KERREY (D-NE)

Senator Kerrey has displayed a keen 1ntcrcst in the area of health care reform since first
* coming to the Senate and made health reform one of the centerpieces of his presidential bid.

In the last Congress, he introduccd a comprehensive health reform bill which is actually quite
similar to the framework being developed by the Task Force. In the Kerrey bill, however, all
businesses would be required to join state-run purchasing groups rather than privately-run
groups. At his March 18th meeting with the First Lady, he was very complimentary about
Ira's March 4 briefing for the Democratic Senators. In a note to Senator Rockefeller, Kerrcy
wrote that he "likes what he is hearing out of the White House."

He has made ﬁnancmg a pnrnary focus and advocates creating a health care trust fund run on
a pay as you go basis. Sources of financing for his bill include: a payroll tax on employers
and employees; current federal health spending except for Veterans (for whom he believes a
separate system must be maintained); new taxes on cigarettes and liquor; taxes on Social
Security benefits; and increasing income subject to tax as well as increasing the top rate. At
his last meeting with the First Lady he expressed interest m providing language to help sell
the plan. : .

Recent Developments: - Senator Kerrey has recently circulated a proposal in the Senate to
create a trust fund which would account for all health expenditures including the Federal
Employee Health Benefit Package and NIH. He suggests proposing appropriate taxes
designated for health care reform before the introduction of a comprehensive plan.
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February 24, 1993

Mrs. Hillary Rodham Clinton
President’s Task Foree on
Nations! Health Care Reform
The White House

0Old Executive QFffice Building
Washington, D.C. 20300 .

Degr Mrs. Clinton:.

As you know, the health care crisis has become a top

_ priority in our domestic agendn. With nearly 37 million Americans

lacking health insurance and health car¢ costs contributing
significantly to our national deficit, it is obvious that the need lor
re¢form Is urgent. In constructing a new bealth care program we
must consider three often conflicting aspccts of health care:
affordability, accessibility, and quality.

QOur citizens must b¢ informed about all of our health
reform options so that thcy may make solid dccisions about which
proposal they support. With this in mind. I, along with Governor
E. Benjamin Nelson, have decided to convene and c¢hair a forum on
Friday, April 16 and Saturday, April 17, 1993 entitled "Health
Care in the 213t Century: National Challenges, Nebraska
Solutions.” The conference will be held at the University of
Nebraska in Lincoln, We feel this forum will provide our
constitucnts an unsurpassed opportunity 1o learn more about gur
national hcalth care options. I would like to exrend to you an
invitation to participate as the keynote speaker at this econference.

Your ingight would prove invaluable to the over 350 business
leaders, policy makers, educators, health ¢are professionals, and
consumers who will be artending the forum. We believe that your -
eapericnee and expertise will provide the gudience the information
it nceds to make informed decisions.

NOT BRINTED AT GOVERNMENT FRPENSER '

0
i
384
L
i
[t
(i)
fast
Y
()
[N
b
-
24
B
o
[}
Py

202 547 1893 0


http:participll.te

C oy 02724783 17:21 202 547 1893 COLUMBIA INST. doo3

¥

The day’s agenda will cover a range of topics including the
futurc of gur health care system, policy options facing Congress,
and the challenges facing Nebraska including some difficult value
decisions. We hope during the conference not only to promote a
better understanding of these issues, but also to solicit responscs
from the audisnce on the variety of reform initiatives which have
been proposed. The recommondations of my constituents will
surely prove beneficial to me as the Congress faces increasingly
controversial health reform proposals in the coming months.

Your participation will help to ¢nsurc the success of this
project, and [ sincerely hope that you will be able to join us.
Randi Footlick of the Columbia Institutc will be in touch with you
within the next few duys to disenss the logistics involved in your
participation. As nlways, ] encourage you to call my office at
(202) 224-6551 or Randi at (202) 547-2470 should you have any
questions or comments.

I look forward to seeing you soon.

Sincerely,

J. ROBERT KERREY
United States Senate

PM POO3 #2!
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Health Care in the 21st Century:
Natiounal Challenges, Nebraska Seolutions

April 16-17, 1993
University of Nebraska - Lincoln, Nebraska

Senator Bob Kerrey, Chairman
Governor Benjamin Nelson, Co-Chair

DRAFT AGENDA
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9:00 a.m.

9:40 a.m.

10:10 a.m.

10:40 a.m.

10:50 a.m.

BRI SR AL MmN

WELCOME AND INTRODUCTORY REMARKS

Senator Bob Kerrey, Chairman
Governor Benjnmin Nelson, Co-Chair

SESSION It NATIONAL PERSPECTIVE

SOCIAL VALUES VS. ECONOMIC NECESSITY

OPTIONS FOR REFORM
THE MARKET AND HEALTH REFORM

This prcsentation will examine how the market structure and
existing competition may be used (0 control cousts and deliver
services to 8 greater number of individuals.

MANAGED COMPETITION

The principles of a “managed competition” model will be
explored and an putline of how the system would work will be
discussed,

COFFEE BREAK
ELEMENTS OF COST CONTROL

A speaker will discuss global budgeting, cxpenditure caps,

and savings in the context of a market system. In addition, the
need for portable coverage will be discussed as well as cost
control measvres and improved quality for vulnerable
populations.
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12:00 p.m.

12:45 p.m.

1:30 p.m.

A:15 p.m.

3115 p.m.

3:30 p.m.

4.00 p.m.

5:00 pun.
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- QUESTIONS AND DISCUSSION

Moderator: Senator Bob Kerrey, Chairman

At this point, the program will open up and provide an
opportunity for those in the audience 1o ask qucestions of all of
the morning speakers and promotce a thorough discussion of the
issues.

LUNCHEON

LUNCHEQON ADDRESS: A View From Washington

A representative of the Clinton Administration will discuss the
president’s praposal for health care reform.

Hillary Rodham Clinton (Invited)

President’s Task Force on National Health Care Reform
SESSION [I: STATE PERSPECTIVE

KEYNOTE PRESENTATION: A View From the State House

STATES TAKING ACTION IN HEALTH CARE REFORM

The viewpoints and experience of an legislator, administrator and

policy maker will be examined in order to understand the
feasibility of state reform, '

BREAK

PANEL DISCUSSION

The asbove speakers will have a chance to interact with one another

and comment futher on their individusl proposals.
QUESTIONS AND DISCUSSION

ADJOURNMENT

@oes
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Saturday, April 17, 1993

£:00 a.m.

£:30 a.m.

9:00 a.m.

©6:45 a.m.

10:00 a.m.

10:30 a.m.

10:45 a.m.

12:00 p.m,

COFFEE AND DANISH

WELCOME ANQ INTRODUCTORY REMARKS
Governor Ben Nelson, Co-Chair

KEYNOTE PRESENTATION

State Scnator Linda Berglin, Minncsota State Scnate
Chair, Health & Human Services Committee

BREAK

THE BLUE RIBBON COALITION

Frank Barrctt, Chair

GOVERNOR'S INTERAGENCY COMMITTEE

Mark Horton, M.D., Chair

RESPONSE FROM LOCAL STAKEHOQOLDERS

A pancl representing health care experts, business teaders,

consuiners and others will respond to all of the preceding
presentations aad provide their owo comments on each reform

initiative.

Moderator; Mary Dean Harvey, Dircctor, Ncbraska Department
of Social Services

“Physician Responsce
*Provider Response
*Business Response
¥Consumer Response
*Insurance Response
*T.egislative Response

CONCLUDING REMARKS AND ADJOURNMENT

Scnator Bob Kerrey, Chairman
Governor Ben Nelson, Co-Chair
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Health Care for the 21st Century:
National Challenges, Nebraska Solutions

'fSenator J. Robert Rerrey, Chairman
-Governor E. Benjamin Nelson, co~Chair

Invited-speakeréfinclﬁde:

'Hillary Rodham 011ntan

Charles Bowsher, U.S8. General’ Acccuntxng Office
Robert Coles, Harvard University

"E. Richard Brown, U.C.L.A. School of Public Health
Alain Enthoven, Stanford University

Paul Ellwood, Jackson Hole

Alice Rivliin, OMB

Charles Dougherty, Crelghtan UnlverSLty

“Lynn Etheredge

. Governor Howard Dean, Vermont .

Governor Booth Gardner '
Leonard Kirschner, Arizona Health Care Cast Containment System
State Senator Linda Bcrglin, Mlnnescta Senate
Henry Aaron, Brookings Institute :
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. Health Care in the 2]st Century:
National Challenges, Nebraska Solutions

April 16-17, 1993
University of Nebrasks - Lincotn, Nebraska -

Senator Bob Kerrey, Chairman
Governor Benjamin Nelson, Co-Chair

DRAFT AGENDA
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WELCOME AND INTRODUCTORY REMARKS

Governor Benjamin Nelson, Co-Chair
SESSION Tt NATIONAL_ PERSPECTIVE

SOCIAL VALUES VS. ECONOMIC NECESSITY

OFTIONS FOR REFORM
THE MARKET AND HEALTH REFORM
This presentation w;ill ¢xamine how the market structure and

existing competition may be used (0 contro] costs and deliver
services to a greater number of individuals,

The principles of a "managed competition" model will be
cxplored and an outling of -how the system would work will be

i 03 L7y o028
8:30 a.m
Senator Bob Kerrey, Chairmean
3:00 a.m.
9:40 a.m.
~10:10 a.m. . MANAGED COMPETITION
discussed.
10:40 a.m. ‘COFFEE BREAK
10:50 a.m.

ELEMENTS OF COST CONTROL

A speaker will discuss global budgeting, cxpenditurc caps,

and savings in the context of a market system. In addition, the
need for portable coverage will be discussed as well as cost
confrol measures and improved quality for vulnerable
populations. o
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QUESTIONS AND DISCUSSION

Moderator: Senator Bab Kerrey, Cﬁairman

At this point, the program will épcn up and provide an
opportunity {or those in the audicnce to ask questions of all of
the morning speakers and promote a thorough discussion of the
issues.

LUNCHEON

LUNCHEON ADDRESS: A View From Washington

A representative of the Clinton Administration will discuss the
president’s proposal for health care reform.

Hillary Rodham Clinton (Invited)

President’s Task Force on MNational Health Care Reform
SESSION [I: STATE FERSPECTIVE

KEYNQOTE PRESENTATION: A View From the State House

STATES TAKING ACTION IN HEALTH CARE REFORM

The viewpoints and experience of an legislator, administrator and

policy maker will be ¢xamined in order to understand the
feasibility of siate reform, )

BREAK

PANEL DISCUSSION

The above speakers will have a chance to interact with one another

and comment futher on their individugl proposals.
QUESTIONS AND DISCUSSION

ADJOURNMENT

Baos
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Saturday, April 17, 1993

8:00 a.m. COFFEE AND DANISH

§:30 a.m. WELCOME AND INTRODUCTORY REMARKLS
Governor Ben Nelson, Co-Chair

8:00 a.m. ’ KEYNOTE PRESENTATION

State Scnator Linda Berglin, Minncsota State Scnate
Chair, Health & Human Scrviccs Committee

9:45 a.m. BREAK

10:00 a.m. THE BLUE RIBBON COALITION
Frank Barrctt, Chair

10:30 a.m. GOVERNOR'S INTERAGENCY COMMITTETL
Mark Horton, M.D., Chalr

10:45 a.m. * RESPONSE FROM LOCAL STAKEHOLDERS
A panel representing health care cxperts, business leaders,
consumers and others will respond (0 all of the preceding
“presentations and provide their owa comments on each relorm
mitiative.

Modérator; Mary Dean Harvey, Dircctor, Nebraska Deparcment
of Social Services

*Physician Response
*Provider Response
*Busginess Response
¥*Consumer Response
*Insurance Response
¥l.egislative Response

12:00 p.m, CONCLUDING REMARKS AND ADIOURNMENT

Scenator Bob Kerrey, Chairman
Governor Ben Nelson, Co-Chair
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Health Care for the 21st Century:
National Challenges, Nebraska Solutions

Senator J. Robert Kerrey, Chairman
Governor E. Benjamin Nelson, Co~Chair

Invited speakers include:

Hillary Rodham Clintcn :

Charles Bowsher, U.S. General Accounting 0ff1ce
Robert Coles, Harxrvard University

E. Richard Brown, U.C.L.A. School of Public Health -
adlain Enthoven, Stanford University

Paul Ellwood, Jackson Hole

Alice Rivlin, OMB

Charles Dougherty, Creighton University

Lynn Etheredge

Governor Howard Dean, Vermont

Governoer Booth Gardner

Leonard Kirschner, Arizona Health Care Cost Containment System
State Senator Linda Berglin, Minnesota Senate

Henry Aaron, Brookings Institute
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- BHnited States Demate. .

WASHINGTON, DC 20510-2704
~ May 5, 1993

Mrs. Hmary Rodham Clmton
The White ‘Housc
Washmgtor;, D.C. 20500

Dear Hillary:

Enclosed please find materials on a proposal for a National Unitary
Health Care Trust Fund which we have previously discussed. The use of a
trust fund to account for federal health care expenditures has many
*advantages including provadmg a foundation for an honest argument about
the need for fully-funded comprehensive health care reform. |

| see three benefits of this unitary trust fund:

- Assuming the trust fund is set up on a “pay as you go” basis, it
wrll force needed fiscal discipline on the health care system by
fully accounting for federal health care expenditures. Currently
federal health care expenditures are the fastest growing area of the
federal budget. From FY93 to FY94 alone, federal health
expemditures will mcrease by $34 bllllon .

2. It allows us to present an invoice to the American pubhc on the
'share! of health expenditures currently funded by the government.
This will refute the weak arguments of opponents of health care
reform that we do not want a health care system that includes large
‘federal government involvement.. We already have such a system. .

- This year the federal government will expend $284 billion on direct
health care services as well as another $80 billion indirectly
through the tax system. The government pays nearly 40% of an

' health expendttures in the Umted States. :

3. It sets the stage for debatc on which taxes to use to pay for
health care. Opponents of health care reform are already accusing
President Clinton of supporting a tax increase for health care.
Americans need to see that taxes are already being collected and
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spent on health care.

In discussing tho idca of a federal health care trust fund with
advocates for health care reform, | spoke with Henry Aaron of the
Brookings Institute. By a fortunate coincidence, it turns out that Mr.
Aaron has advocated for several years the establishment of such a trust
fund. He discusses the trust fund idea in his book, Serious and Unstable
Condition:  Financing America’s Heaith Care, Brookings 1991. He states
that, “Because health care expenditures are large and certain to keep
growing, it would be sound budgetary procedure to....finance federal
expenditures on health care through a trust fund, like those now used for

“social security pensions and medicare hospital benefits " (pp. 146-47). |
have attached a letter Mr. Aaron sent me subsequent to our meeting.

The attached charts illustrate how the trust fund would work. First,
al! tederal health care expenditures must be part of the fund, mcludmg
money spent on, inter alia, FEHB and NiH. At this point | have not proposed .
including the indirect expenditures made through the current tax system,
which total approximately $80 billion for FY93 in the trust fund because
uncollected taxes: are not part of the ‘budget process.

In Year 1, the current ‘fl_scal year, ‘federal health expenditures will
total $284.3 billion. | have designated five sources of revenue to pay for
these expenditures:: '

1. The 2.90% payroll tax equally divided between employefs and
employees (currently designated for Medicare Part A);

2. Health insurance premiums (collected for Medicare Part B);
3. A}il excise- taxes for cigarettes and alcohol;

4 lndmdual income taxes the first 27% of taxes collected or
vapproximately the flrst 5% of mdmdual taxable lncome and

. 5.. Corpora_te income: taxes, the first 27% of' taxes collected.’
Table 2 illustrates how Year 2, FY94, of the trust fund would work.

Direct federal expenditures are projected to grow-by $34.2 billion to
-$318.5 billion. However, designating the same revenue sources in FY94 as
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FYa3 will produce only $308 billion. Therefore, in Year 2, there will
already be a shorttall of approximately $10 billion. In order to keep the
fund in balance, at that time, either spending must be cut or additional
‘taxes must be designated or raised to cover the shortfall.

Let me demonstrate how the trust fund would encourage a vigorous
and honest debate about appropriate taxes to use for health care
expenditures. For example, another alternative scenario for dessgnatmg
taxes for the trust fund which | find attractive, would be to use the
following taxes in FY94:

1. .Héaith insurance premiumé '$ 14.6 billion

2. Progressive consumption tax $120.0 billion -
- 3. Tobacco Excise Taxes » % 15.9 billion
* {includes $0.70 increase per pack) o
- 4. Alcohol Excise Taxes - $ 7.7 billion
-5. Corporate Income Taxes $ 32.4 -billion
6. Individual Income Taxes $127.9 billion
TOTAL ' $318.5 billion

This scheme muid be criticized because | am supporting new taxes for
health care. However, my argument is that | am eliminating a 3% payroll
tax which relieves the burden on employers as well as reducing allocated
individual income tax : , :

There jare many possible alternatives for designating the taxes
needed to cover federal health expenditures besides the ones | have
discussed here. Under all these scenarios, however, the trust fund gives
Us an opportunity to debate different ways to pay the federal share of
health expenditures. It is worth noting that Henry Aaron proposes that the
-federal trust fund capture amounts currently expended by the states for
Medicaid. Senous and Unstable Condition, p.p. 146-47.  Others have

~ advocated state and federal swaps of program responsibilities, i.e.
. Medncmd for AFDC These: proposals open the door for: welfare reform

A proposat on the apprcpnate taxes to demgnate for health care
'expendnzures should be prasented to the American public before the
~ introduction of a comprehensive reform proposal. The federal trust fund
concept will lay the groundwork for the financing debate. we will need
with a new reform proposal. The trust fund alone cannot prevent cost
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shifting as a way of lowering federal health expenditures. However, .
- public awareness of increases in federal health care cost will impose
some discipline on the entire health care system. If, like the social
security trust fund, we account for and monitor federal health
expenditures, the American public will be a larger and more vocal
participant in the health care system. In conjunction with the
forthcoming comprehensive reform, the trust fund will begin to solve our
nation’s health care crisis. '

. Legislative Counsel is redréfting the bill; it should be done soon. |
look forward to discussing this proposal with you and appreciate your
interest. ‘ : : , ,

ingerely,

J. Robert K»er‘rey :
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Table 1, Proposed Health Care Fund, FY93

DRAFT
Fiscal Year 1993
~t.-‘.xpemditt,lres (in billions) : - Revenues (in_ billions)
Current Earmarked
: _ ~ : Revenues '
Medicare $149.2 o ‘ ‘Medicare:
Medicaid - 803 | Payroll Tax 91.8
Veterans . 149 o - Premiums 14,6
Dept. of Defense 150 o ~
Other ** 24.9 Additional Revenues
C o Excise: _
Tobacco - 57
Alcohol 7.8
~ Income:”
Corporate  29.7
Individual 1353
Total  $2843 . . - Total  $284.9

v 27% ovaorporAate and Individual Income Taxes COHeCted (or -
approximately the first 6% of individual taxable income)

“* Other includes Public Health Service, Other HHS and FEHB

~ Source: CBO Projections, February 1993
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" DRAFT
Table 2, Proposed Health Care Trust Fund, FY94
Fiscal Year 1994
Expenditures (in billions) o Revenues (in billions)
‘ Current Earmarked
. : _ o Revenues
Medicare $169.7 ‘ _ Medicare:
Medicaid 91.9 , : Payroll Tax 102.3
Veterans . = 157 . | P'remiums 16.8
Dept. of Detense 150 ‘ L ~
Other** ‘ 26.2 | | Addzt:onal Ravenues
' ‘ : : E : Exc;se
Tobacco 5.9
Alcohol 7.7
Income:*** 4
Corporate = 324
Individual 143.4
Total . $318.5 - - Total $308.5

“ Dept. of Defem-se projection unava’ilable, 1993 estimate us‘e-d
- Other mcludes Pubhc Heaith Service, Other HHS and FEHB

ees 27% of Corporate and Indi wdual Income Taxes Co ected (or
'approx:mately 6% if mdmduai taxablo mcome)

Source: CBO.Projectioné, February 1993
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THE BROOKINGS INSTITUTION

2
1775 MASSACHUSETTS AVENUE, NW. WASHINGTON, D( t‘b{)‘?ﬁ 2088115 ; \J
TELERHONE: 202/797-6000 FaX: 202/797-6181 '

Economic Studies Program

30 March 1993

Senator Bob Ker_rey

United States Senate

Washington, DC 20510 -
Dear SenatoriKerrey:

" Thank you for the opportunity to discuss federal spending on social security and
medical programs last week. ‘

- 1 was particularly mtngued with your proposal to eslablish a trust fund that
wculd be used to pay for essentially all federal health care programs and which would
receive earmarked taxes designated to pay for those programs. If spending grew faster
than taxes, Congress would be requxred -under your prcposal to allocate addmonal
revenues to the trust fund.

This proposal is quite similar to one that I advanced in a book on health care
financing, Serious and Unstable Condition: Fmancmg Americas’ Health Cure, Brookings, 1991,
on pages 137 to 151 and suggested again by Charles Schultze in our co-edited book
Setting Domestic Priorities: What Can Government Do?, Braokings, 1992, pp. 310 to 314.
Our framework is identical to the one you sketch, with one exception that may be

51gn1f1cant

We propose earmarkmg a specially dedicated tax to the trust fund (together with
the payroll 1ax for medicare, SMI premiums, and revenues from the “sin” taxes). Should
spending grow faster than revenues, tax rates on the earmarked taxes would have to be
increased. Charles Schultze and I are persuaded that the need to raise taxes if spending
on health care grows rapidly will put the question of how much the nation is prepared
to spend on health care squarely before the American people and its elected representa-
tives. The need to raise taxes will hrmt any pcssxble Congressmna] tendency to want to

sweeten benefits.

Earmarkmg a parf of the personal income tax would serve this function quite well |

‘provided that Congress treated any increase in the proportion of the tax allocated to the - .
“trust fund as forcing an iricrease in personal income tax rates. However, we know of

ne procedural device that could bind future Congresses to link changes in the share of
income taxes designated to the trust fund to. changes in income tax rates. For this
reason, I think that use of a special tax, all of the revenue from which was allocated to

“the health care trust fund, is preferable. A value-added tdx is the only revenue
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.'Scnatur Bob Kerrey
- March 29, 1993
Page 2 ‘

instrument capable of génerating sufficient revenues to pay for the bulk of federal health
care programs. ' ' » :

Both Democrats and chubhcans should be ablc to find in your proposal a way
to help pay for current health care obligations and for financing reform. It can help
discipline government spending. It can hélp reduce the overall deficit. | wish you the
best of fortune in persuading your colleague in the Senate and members of the House

of Representahves to support your xmtxatwe
| Sinceyely yours .
A;ron -~

enry ]
Director
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2L CALL First 200 Days Policy Briefing Monday, April 19, 1993

‘Health Care Reform: It's a Necessity
For Both Ethical and Economic Reasons

By Sen. Bulb Kerrey
. Cnacting compreaensive ealth cane re-

M "! ISR an 0"01‘0 ll!Sn‘ld.Cb:;ll\’ Rmm:
whafenetherr g ts oF svnid-
SUrol Cul we st We o
Loseenenms ad ethigcs
3y el g fur long,

Wi, carmprehensive sealth reforon,
<l redcien will emainadream. Pres-

"-‘n' Chaian’s 1irs: budget is 3.2 percent

ager Uar President Bush's last ons. All

::j.,r d bt care spending will increase
Tom SZES biikon in fiscal year 1993 wo
3313 bikion wn Nscal 1994 — and tiese
22zls €0 ratinclude approximatels SO
bithon of tax expenditre for ax-deduct-
3¢ 2mployee bereltt payments.

Thus. kealih carz spending increases
e approximately 71 percemt of all (he
LAY INCICASCS.

Sanew cemprehensive reailh refonn,
sning 1or federdd Feabth programs will
e ian deu i 19 50X vears. Accord: ngto
i, Conyressionat Budgel Ofiice. Meds-
are znd Medicaid done will grow from a

<~ AR O

seirbizd el of $200 butlien in 1992 1

S beibor oy 199K

VB comprenensie deaid relarm,
vty sl conisnue 1o add jobs
=~ Now-neahth care wins an botir the
cand pebhic CI0Ts must shrtok as
T CAFC Consumes @ tararr and farger

A University of North
Carolina study concluded
that we lost two milfion
jobs nationally in the last
four years because of
rising health care costs.
b
percerage of oar Gross Domestic Product.
Last year, a University of North Carolina
study concluded that we tost wo million
jobs nationalty in the last four years be-
cause of nsing health care cosis '

" Without comprehensive health care re-
form. we will continue @ grovidea perverse
incemmive (o quit work and 20 on welfae.
The growth of Medicaid rolls 15 actually
surpnsingly slow given the financiad risk of
non-nsured or ynderinsured workers.

In addivon 10 ecogumic problems, onr

_ curren; health care sysiem Tas ceated a

number of ethical problems. Qur health
care system roduces us to compuker num-
bees thai deernmine cus financiyl risk and
decideour fae. Hour number revenls ahizh
ability to pay, we are given the finest health
care in the world, If gur number resulis in

"~ doubt, we may eet care, but we may also

waonder if it was worth the offort.

Tncreasingly. Americans are making ca-
reer decisions based upon health cire cov-
erage. Millions of Americans e foreed 10
obtain the security of bealth insurance from
welfare and are Wi 1hey will fose their
berefits if they find work. Oters areafraid
to change jobs even at n higher salary,
because they fear losing theis health cover-
age. Ov the system qreates siwations shere

government employment ismre stractive

than privaig scetor jubs,

Americans who Jiave paidall their work-

ing bives for health coverage discover theic

‘insurer will nol cover the care Uiey aced.

Even worse, after 20 vears on the job,

Americansreceive pink slipsand must face -

a new healtn care phenomenon during their
ot hunt: pre-cxisiing medical conditions.

-Smalt businesses —our gezatest hope for
new jobs -~ are paticulacly volocrable in

tday’s health care marketplace. They ap-

proach a shrinking aumber of insurces who
etler coverage al rapidly rising cues. Jo-
day. the tmbcdded cost of heafth cire is a
larger barrier (0 coonomic expansicn than
ases. Unlike taxes bealib care costs con-
Hiue to-eise indepemdent of income
Outrages don't ond with obi; umng healih
unsurance. Waste is endemic, \M, spend
tweas ol hitkions of collars un papersek in
an effort © find Ihird-pany payers and
collect payments. Govermment-financed
Programs encowrage unnecessary Iroce-

- dures. Bills for services rendered are

shockingly out of soportinnio the valor of

B TR SRR |

seraingd docor-padent relationships, Phy -
sCaany practice i fear of costly malprac
Gee suits, while putients bne contiduncy 3n
herr docnrs” }m?g.,mcm Doty puenies lose.

while cosis ane'driven up DY UBIICCUSSAry
procedures

Fealt care reionn \u(illl\' be: mearrs hon
an ¢tlor. w0 sobve these problems. 1 should
be past of an effont © construct a new
Auncrican safety net that mects the changed
recds o workee i e imformann age.

In s indusiial ape, 2 Job very ofien
lasted a bfetine. The most urgent social
concem wa. Uae quabity ot by aber revre-

‘ment. Thus, te safety e prosnkd pootee:

uon For the two largest fears of thz ckierly,
non- werking populitior: mcome miunt-
nance mnd heald cane

In the infommdtion ag2. job sweourss s
fading memory. Empluwm seweiing o
DRUNLEA D 3 Cnentive gdue s am ke
uonal marketplace, aee cither dymyg mow
work with the sime siember of an pl\. JUR
or are onpleying lenpomry . consacthdlp
Employees who do create new jobs olien
can nefonger afford to cifer benefius. Only
38 percentol alluew jobs in America cone
with heatih cure henefits: 1S percent pre-
vide poission benefis.

[ nthe l(if(‘ﬂn.i'\lk"l\ fi"L workes sl N O
quire health cse chigibilily i acemsegee
“of being American, 1oL i cameguence o -
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Monday, April 19, 1993 First 100 Days Policy Briefing ROLL CALL Page 29

emplorment status. However, while [ have
broken the link bepween eligibility and ene.
~lovment, 1 sull believe employers should
play arole in bealth care. Healih care can
canliriie 10 be employment-based, and, in
addivon 10 making a ficancial contribution,
empioyers can still make imponant deci-

" sions aboul hegith care.

I favor reform that declares every Amer-

1can — now [ree of the iear and doubt of not

being covered — must have 2 suke in
mzaxing paymeats and controlling costs,
The good old days(for he fortunate fewiof
Dot iaving 1O worry about paying the bills
because “someone elsz” 35 picking up e
wbmostend. [{avor having Americans pay
prermiums into a state-based plan or pur-
chasing cooperatve. If economic incen-
tves are not distoried by the tax code, well-
miended polilicians, ar corperate execu-
tves, the market can help conirol costs,

~ T'favor reform which emphasizes health.
razher than health care. By cstablishing

research prorities, developing payment
formulas, promulgating practice guide-
lings, assisting professional Taining, dis-
seminating information on bealts care
guality, and aovelgping incentives

‘throughout the tax system, governmerni can

ensure thal public health becomes Die pri-
mary focus of our health czre system,

[ favor creating aHealth Care Prevention
Account to be vsed for community-based

efforts to improve the headth of the Ameri-

can people.
{ favor the creation of a national board to

determine a standard set of benefits. The

benefit package wiil be uniform across the
ccuntry and will cover all Americans, in-
cluding Members of Congress. Subsidies
will be paid directly 1o the state purchasing
cooperatives. Fee scheduks and payment
to providers will be detecmined by self-
regulating negotiation between siate-based
payment corporations and providers,
payers, and entrepeencurs who deliver

and manage high-quality, low-cost care.
[ favor national stangards. beoefits, and -

simplified reporing forms, but do not favor
federalizing the system. Medicaid would

disappear. Medrcare must be included in the

system. ana eligible veterans could chocse
between Veternz Administration hospitals
or private Lospitals for Gieir care,

Efavor a inancing system whichis direct
and disciplined. As a first step and a four-
dation Jor any tegisiation, I propose that we
establish a Federal Uritary Health Care
Trust Fund, similar to $e Social Security
Trust Fund. ‘

This Health Care Teust Fund would cov-
‘er all federal spending for heatth services,
including Medicare, Medicaid, VA, the
Departiment of Defense health programs,
.andthe Fedesal Emnployees Health Benebits
Program. In addition, the trust fund would
also cover the research and infrasuruciure
invesiments funded through the National

Instituies of Health. the Ceniersfor Disease -

Convol, and other Sublic health service
programs. Congress wouold bz required
dedicate sufficient wxes (o pay for all an- |
thorized or appropriaied experdiiures.
The Trust Fund provides three major
bencfiis to the govermument. Ficst Siscal
clarity isestablished. What the government
is paying for and whzee the funds are com-

.ing frotn are made ¢lzzr. Second, it forces a

vigarous, open, and honest dehaie on ap- -
propriale-fimancing sowrces. Third, it zuir-
anees fiscal discipline becanse deticy ti-
naricing woald 0ot be altowed for ourmost
rapidiy growing fedaral expenditore.

o ilustrate how e system would work,
1 propose that the following caorent soarces
of existing revenue he dedicaled 10 pay for
the 5285 billion of kealth care spending in
the currenl Gscid yoar: '

“in Bithons
of Dollan

Pa)'r‘t)l.l Thx*. , SO18
Medicare Part A) - | ‘
Insurance Premiums. ’ 146

{Medicare Part B}
Existiug Sxeise Tax: Tobacen 87
Existing Excise Tax: Akechol 7.8
Individual Income Tax** - 1333

- Corporate Incomz Tax** 297
Total . - . S2849
¥29% -

“* 27% of 1ol rzvenues sollecws
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Nextvear ledend healthgare s spwtidi 1"

estuntisted o el S YR billion whide the w

dedicmed sources ol revenue would grow
1w $3I08 mthion, Thos, Congress wnul:! ¢
ther hauve o ent S10 bitlion wospending ot
ruse STO Wllion theough new waxes,

To shew how the Health Trust Funid

. would eacourage a vinorous and honest e
_bate, [will idusuate an allernative financing

scenario Ut | find aitractive. | would enact
it PIOBIENYEVE CORBUIIPUON LAX And inCrease
taxes on tobacco by 70 cents per cigarctic
pack, These taxes would generae $120 il
tion and 310 billion, respecuvely.

| would ailocate the entire amount o

the Health Trust Fund, which would ¢n-

able me 10 lower the cx:stmw hieglth care
payroll taxes (Medicnre Parl A) 10 zero,

thereby relicving employers of a signifi-

! favor national
standards, benefits, and
simplified reporting
forms, but | do not favor
federalizing the system.
cant tax burden, I would also reduce allo.
cated individual incOmc taxes hy S20
bithon and cut the deficit by '1f>proxt-
mately S20 bitliou.

Economic and ethical cancems an: driv-
ing the engine of health care reform We
have an opportunily o design anew financ-
ing system that confrols costs while we
conunue 10 have the highest quality heaith
care in the world, We have an opportunity

10 redesign this financing svstem so thal

Americans become healthier.
Todoitrght, we must insist thatallaceept
their fair share or responsibility. Subsidics

will sometimes be unavoidable. They

should be the exception and not the rule.
Todouright, we should ont try (o fashion

a conlition of inferest Qroups who want (o

sansfy their imponant but narrow needs.

To do it right, we must think about adl’

Amencans, now and in the tuture, Todo it
nght wiil require vision and thoughtfut,
vacelul u'xx.ﬁidumim' of whin we e doin 1.

Most of all it will require the courage’ Y.
enact legisiation which is goods tough cco-

poanc edicin gad iy L(m!p;aiibhr wiith

* our woral-principles.

Sen. Bob Kerrey (O-Neb), a member of the
Approprations Committee, made health cars
reform s koy plaak in his platform during his
runy for (he presidential nomination 1ast yoar

iy
<D
—
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SENATOR BOB KERREY (D-NE)

Senator Kerrey has displayed a keen interest in the area of health care reform since first
coming to the Senate and made health reform one of the centerpieces of his presidential bid.

In the last Congress, he introduced a comprehensive health reform bill which is actually quite
similar to the framework being developed by the Task Force. In the Kerrey bill, however, all
businesses would be required to join state-run purchasing groups rather than privately~run
groups. At his March 18th meeting with the First Lady, he was very complimentary about
Ira's March 4 briefing for the Democratic Senators. In a note to Senator Rockefeller, Kerrey
wrote that he "likes what he is hearing out of the White House."

He has made financing a primary focus and advocates creating a health care trust fund run on

a pay as you go basis. Sources of financing for his bill include: a payroll tax on employers
- and employees; current federal health spending except for Veterans (for whom he believes a

separate system must be maintained); new taxes on cigarettes and liquor; taxes on Social

Security benefits; and increasing income subject to tax as well as increasing the top rate. At

his last meeting with the First Lady he expressed interest in providing language to help sell
.~ the plan. o . o .

" Recent Developments: — Senator Kerrey has recently circulated a proposal in the Senate to
~ create a trust fund which would account for all health expenditures including the Federal
Employee Health Benefit Package and NIH. He suggests proposing appropriate taxes

* designated for health care reform before the introduction of a comprehensive plan.



