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A PRIMER ON PROGRAM RULES 
FOR 

FIVE MAJOR FEDERAL PROGRAMS 

AFDC 
Food Stamps 

Medicaid 
Section 8 Housing 

and 
Low-Rent Public Housing 

The recent elections 
reshaped the political landscape. 
Are current federal programs 

so hopelessly complex 
that large block grants to the states 

are the only answer? 
Or do these programs just need 

a little tinkering 
to make them work better? 

The facts are inside. 
Decide for yourself .... 

The Policy Exchange 
The Institute for Educational Leadership 
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THE IEL POLICY EXCHANGE 

I I D THE INSTITUTE FOR EDUCATIONAL LEADERSHIP, INC.

January 17, 1994 

Melanne V erveer 
Deputy Assistant 
Office of the First Lady 
The White House 
Washington, DC 20500 

Dear Ms. V erveer: 

I am writing to invite you to an IEL Policy Exchange seminar on Friday, February 10, 
1995. The topic of this seminar is The Devil Is in the Details: Differing Program Rules 
Across AFDC, Food Stamps and Medicaid. The seminar will be from 8:00 to 10:30 a.m. 
at the Washington Court Hotel on Capitol Hill. Invitations are not transferrable. 

The issues of conflicting program eligibility and procedures are especially relevant to 
the heated policy debate that has already begun in the Congress and across the 
country-proposals to "block grant" federal monies to states, to reform the welfare 
system, and to transfer current federal responsibilities to the states ("devolution"). But 
few people understand the details of the rules for AFDC, Food Stamps and Medicaid. 

The enclosed Primer on Program Rules for Five Major Federal Programs provides the 
context for the seminar discussion, which will focus on policy implications of all of 
these rules. We urge to look through the Primer before the seminar. 

The information in the Primer was developed in response to a bipartisan letter from 
nine Senators asking Secretaries, Shalala, Espy and Cisneros to issue reports outlining 
the differences in program rul,es under AFDC, Food Stamps, Medicaid, Section 8 
Housing and Low-Rent Public Housing. The idea for this letter grew out of an 
October 1993 Policy Exchange seminar. 

Featured guests at this roundtable discussion will be: 

Sarah Shuptrine (President of Sarah Shuptrine and Associates); 

Lavinia Limon (Director of the Office of Family Assistance at the 
Department of Health and Human Services); 
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a.m.

Sincerely,

There have recently been many staff changes. Please help by giving us updated 
information abut your title, address, phone and fax number on the enclosed Response 
Form. Also, if you know of any staff members who should attend this seminar, please 
let us know their names and titles.

Sally Richardson (Director of the Medicaid Bureau at the Health Care 
Financing Administration at HHS).

Participants at this seminar will be bipartisan staff of the major Congressional 
committees and subcommittees that deal with issues affecting children and families, as 
well as representatives from the Executive Branch departments that administer these 
programs.

Michael Fishman (Director of the Office of Analysis and Evaluation at 
the Department of Agriculture); and

P.S. Additional copies of Primer on Program Rules for Five Major Federal Programs are 
available for $15 prepaid, from the Institute for Educational Leadership Policy 
Exchange, Suite 310, 1001 Connecticut Avenue, NW, Washington, DC 20036.

The seminar will begin at 8:00 a.m. and end at 10:30 a.m. on Friday, February 10, 1995 
at the Washington Court Hotel on Capitol Hill, 525 New Jersey Avenue, NW. A 
continental breakfast will be available at 8:00 a.m. and the seminar will start at 8:30 

The panel will provide a brief overview of issues, and most of the seminar will 
be devoted to discussion and answering questions from participants.

Space is limited, so please mail or fax the enclosed Response Form as soon as 
possible, but no later than Friday, February 3.

I look forward to seeing you on February 10. If you have any questions, please do not 
hesitate to call me.

M
Director
IEL Policy Exchange

rgaret Dunkle
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RESPONSE FORM 

BREAKFAST SEMINAR ON 

THE DEVIL IS IN THE DETAILS 
DIFFERING PROGRAM RULES ACROSS AFDC, FOOD STAMPS & MEDICAID 

Friday, February 10, 1995 
8:00 a.m. - 10:30 a.m. 

Washington Court Hotel {525 New Jersey Avenue, NW} 

Name 
-----------------------------

Invitations are not transf errable 

Phone Number: Fax Number: 
-------- --------

_Yes, I will participate in both the breakfast and seminar on Friday, February 10. 
_Yes, I will participate in the seminar, but will not be at the breakfast (8:00-8:30 a.m.). 
_No, I will not be able to participate. 

Please help us make this seminar productive by responding to the following questions. 
We will share the responses, but not who said what, at the seminar. 

From what you know about AFDC, Food Stamps and Medicaid-and by looking at 
the enclosed Primer on Program Rules for Five Major Federal Programs-what do you 
think is the most important question or issue for this seminar to address? 

-more-
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How would combining the federal programs you know best into block grants 
affect children, families and communities? 

There have been many staff changes recently and we know our lists are not 
yet up to date. Please help by giving us updated information about your 
title, address, phone number, fax number, etc. 

_ There are no changes. 
_ Updated information is below. 

Also, please give us the names, titles, offices and (if you can) phone 
numbers of other people who should be invited to future seminars. 

Please add any other comments or suggestions, including: special dietary 
needs or food allergies; or services you require because of a disability. 

Please return this Response Form (fax = 202/872-4050) 
as soon as you can, but no later than Friday, February 3, 1995. 
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THEINTERGOVERNMENTAL/INTERAGENCY 

POLICY EXCHANGE 

The educational, health, social 
services and employment needs of 
children and families are 
intricately intertwined. The same 
child who is at risk of school failure 
is frequently also at risk of poor 
health. A child who is homeless 
has difficulty completing his or her 
homework. A child who lives 
among drugs and violence at night 
is ill-prepared to flourish 
academically during the day. A 
three-pound baby in neonatal 
intensive care today is likely to be a 
special education student 
tomorrow. 

Collaboration is Wee dancing with cm octopus. 
with each agency or organization a "tentacle." 

While policy makers are increasingly recognizing these 
relationships. the policy landscape does not reflect this recognition. At 
the same time that many communities are struggling to make services 
more comprehensive and coordinated, state and federal legislative 
committees, executive branch agencies, interest groups. and 
postsecondary preparatory programs are overwhelmingly organized 
by narrow service sectors-education, health, social services, juvenile 
justice, labor and so forth. 

The Intergovernmental/Interagency Policy Exchange is a 
nonpartisan mechanism to help reshape the policy landscape to 
reflect the current realities of children, famiHes and communities. Its 
aim is to create a forum where policy makers and practitioners can 
learn about cross-cutting and cutting-edge ideas so that they can lead 
the way to systemic change. 
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To: Distribution 

From: Chris Jennings � <:.::J" 
Jennifer Klein 

Date: March 16, 1995 

MEMORANDUM 

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

We have received copies of two initiatives that have significant implications relative to health 
policy changes. They are attached for your review. 

First, Paul Ellwood has released his next edition of health reforms produced by the Jackson 
Hole Group. He is planning on referencing it during his testimony to the Labor and Human 
Resources Committee this week. 

Second, Senator Gregg released his first edition of proposals to achieve hundreds of billions 
of dollars in deficit reduction, primarily through Medicare and Medicaid cuts. Over 5 year�, 
the Medicare program is targeted for a least $100 billion in reductions and the Medicaid 
program is targeted for at least $115 billion in reduction. 

Senator Gregg suggests that he can achieve the Medicare savings through a specific list of 
traditional Medicare cuts that amount to $50-65 billion and through the utilization of a new 
Medicare managed care program called "Choice Care." The managed care proposal does not 
clarify how it would achieve the $35-45 billion in savings. In the absence of the savings ,, 
being achieved, he suggests a fall-back of non managed care Medicare cuts. However, this 
list does not· add up to the $100 billion target. 

The Medicaid cuts would be achieved through a block grant that caps Federal aggregate 
growth at 4%. States would be given complete flexibility to achieve the $115 billion 5 year 
number. Gregg suggests that these savings can be achieved through managed care and with 
no reduction in coverage or provider reimbursements. As we indicated in our analysis of a 
5% cap, there is no evidence that suggests that cuts of this magnitude can be achieved solely 
through the use of managed care. In fact, we have received reports that the state of 
Wisconsin has called to explicitly reject Senator Gregg's assertion that Wisconsin has 
achieved its limited growth rate exclusively through the use of managed care. 

We are in the process of analyzing the specific cuts and their implications as well as 
preparing some potential talking points to use as a possible response. We will circulate these 
as soon as they become available. 
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"Responsible Choices" is a living document that will change as the market changes and 

in response to suggestions and criticisms. Comments should be directed to the 

respective chapter author(s) or to the overall editor, Ellen Wilson, at: 
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P.O. Box 350 

Teton Village, Wyoming 83025 
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INTRODUCTION 

Paul M. Ellwood, MD 

"Responsible Choices" identifies the actions that the private sector and government 

should take to improve the American health system and accelerate and expand the health 

care revolution that is already underway. It spreads the benefits of and responsibility for 

better quality, lower cost health care with a mi.nimum of prescriptive interference by 

government at no overall increase in cost. "Responsible Choices" is not based on 

untested economic and social theory. The recommendations are taken directly from 

actual clinical and operational experience gained in providing health care and health 

insurance to over 100 million Americans. These suggestions refocus the Jackson Hole 

Group's approaches outlined in "The 21st Century American Health System" (1991 ), 

which called for accelerating value-based competition in the health care marketplace and 

as�ured health care for all Americans. 

We devised "Responsible Choices" as a set of practical, bold proposals to continue 

pushing the public policy process and keep the health care revolution on track. It 

identifies where progress can be increased while warning where it can be thwarted. It 

does not promise health insurance for everyone since that is an impossible goal without 

raising taxes, creating unfunded mandates, or prolonging the deficit. · The Jackson Hole 

Group has not backed off of its commitment to adequate health protection for everyone 

but proposes that once the size of the problem is decreased and understood, we wi II be 

better able to identify and deal with those still left out of the system. 

The United States has been rapidly transforming health care by implementing a market­

driven system that works-a unique approach that has resulted in significantly reducing 

rate increases for private purchasers and consumers 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. HMO enrollment has grown by 30 percent since "The 21st Century American 
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Health System" was written. However, some consumers-such as most Medicare 

beneficiaries, individuals with preexisting illnesses, and the employees of small 

firms-are not fully benefiting from the health care revolution that is propelling us toward 

the twenty-first century. And, despite being the largest single purchaser of health care, 

the federal ·government has been particularly slow in bringing public programs into line 

with those in the private sector. 

It has ta_ken at least twenty-five years for the new American health system to become 

esta�lished. As it continues to evolve rapidly, care must be taken not to disrupt its 

progress. In the United States, the market works in health care because multiple 

purchasers, not just the government, are in 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. "Responsible Choices" 

makes· proposals to f�ster this market driven progress and innovation. 

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

unique to the health sector. When a day in 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 or with a high deductible have an incentive to avoid costly "' 

health care but are too vulnerable to shop effectively for medical care based on price 

once they become truly sick. Historically, medical car� has been a product best 

understood by doctors who were selling it and thus were in a position where they made 

both the key clinical and economic decisions for their patients and their practices. 

"Responsible Choices" intends to change this by enhancing the responsibility of 

consumers with better information and more power to make, choices about their own 

lives. 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 likely result 

is resistance to competition from these sectors. 
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"Responsible Choices" assumes that the combination of revolutionary change, health 

insurance, consumer vulnerability, inadequate information, extraordinary oversupply, and 

shared responsibility are factors unique to the health sector that cannot be ignored. It 

calls for intervention in selected facets of the marketplace to make it function better, 

while warning policy-makers that preventing or distorting further expansion of price and 

quality competition will disrupt the progress that the market is making. 

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

principles: 

• Health plans and health insurance, including Medicare, should compete on the basis

of price and quality. Health plans that both finance and deliver comprehensive

health care competing on price and quality are pacing the new health market.

Combining health insurance with health care is perhaps the most important change in

the structure of the health system. It s_hifts the emphasis from increasing earnings by

subjecting the patient to more services to reducing demand for costly extended

treatment by keeping people well. To effectively lower costs and improve quality,

health plans must carefully select those providing care and match their numbers and

skills to the needs of their consumers. This practice has been criticized for restricting

doctor opportunities and patient choices, but shepherding resources remains as

critical to health care quaHty and cost as to the management of any enterpris�.

Health insurers that offer more provider choices but greater consumer cost sharing

should be given the same equal opportunities to compete.

• 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 will

choose lower cost plans when they are convinced that health care will be readily

available and of good quality. Cost-consciousness at the time of illness is less

predictable and can cause expensive and dangerous delays in seeking care. This is

making limiting premium contributions more powerful than high deductibles in

motivating consumer choice.
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• Group purchasing of health care is essential to spreading risk and reducing costs.

Health care must be purchased by groups large enough to exert real leverage over

competing health plans. Size allows these groups to exploit their knowledge of

health plan performa'nce and, ·above all, to spread the cost of insurance over both

healthy and unhealthy individuals. "Responsible Choices" requires shared

responsibility by those who are still well for those who are sick. 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 price competition. Diminishing the clout of group purchasers or

inadvertently 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, consumers, purchasers, and providers need

understandable and comparable information on the cost and quality of care from

various health plans. The quality of care information currently available to

consumers is still incomplete and is perhaps the weakest link in the health care

revolution. Because reliable and objective information is not available, the

organizations providing the best quality of care are not necessarily attracting the most ,

consumers. This information gap jeopardizes the entire he�lth revolution. The lack

of comparative information on quality also makes the system vulnerable to

unsubstantiated criticisms about costs being down because quality is deteriorating.

Without expanding entitlements or mandates, "Responsible Choices" expands the 

revolution in health care by asking government to play by the same rules as the private 

sector, by increasing the power of consume!s, and by minimizing risk selection against 

individuals and small employers. The various pieces of "Responsible Choices" can be 

implemented as stand alone proposals. However, they will most effectively generate 

progress and improvement in the health system if implemented in the designated 

incremental manner. 
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"Responsible Choices" has five objectives: 

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

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

consumers through employers or purchasing groups. Use competition and consumer

choices to limit the per capita growth of Medicare and Medicaid expenditures to

revenue growth.

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, health plans, and Medical Savings Accounts.

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 forms of health insurance-the self-insured,

sellers of health insurance, health plans, and Medical Savings Accounts-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.

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.
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21st CENTURY MEDICARE 

Graham Rich, MD, MBA 

As the largest purchaser of health care in the U.S., the federal government is responsible 

for the continual growth in Medicare cost by maintaining 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 management 

policies so that all taxpayers, including seniors, can benefit from better quality and 

efficiency through competition among Health Plans and value based choices bf.seniors. 

Even with the present underdeveloped system for encouraging enrollment in managed 

care, the number ·of seniors choosing this option increased by 25 percent in one year to 

2.3 million at the end of 1994. To enable new seniors to stay in managed care and to 

offer more choice for current beneficiaries, we need a better Medicare payment 

methodology based on competitive bidding, better access to comparative information, 

and the option of enrolling in any participating Health Plan. Each senior should be able 

to use a sum of money (a voucher or specific contribution which will be referred to in 

this paper as a Medigrant) from the federal government to purchase health insurance 

from traditional Medicare or competing Health Plans and thus make cost-conscious 

decisions. Only then can seniors make responsible choices. This idea was originally 

proposed for Medicare in 1970 but got caught up in gridlock. Instead, the privatr sector 

successfully adopted the approach. 

Why Update the Medicare Program? 

Medicare expenditures were $160 billion, or 2.4 percent of gross domestic product 

(GDP), in 1994 and are projected to grow to $460 billion, or four percent of GDP, by 

2005 which is obviously an unacceptable prospect. When the private sector faced the 

same prospect, and hence a threat to its own competitiveness, it completely changed the 

way it bought health care and achieved a projected decline in private sector HMO 
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premiums of, on average, 1.2 percent in 1995. 1 In addition, jhe one million member 

California Public Employees Retirement System, by adopting consumer incentives and 

price competition among Health Plans, achieved reductions in HMO premiums of 0.4 

percent in 1993/4, 0.7 percent in 1994/5 and 5.2 percent for 1995/6. 

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

between 1996 and 2004 will be $401 billion, and annual savings in 2005 will be $129 

billion.2 Medicare's traditional indemnity insurance structure and its conflicting role as 

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

market. The traditional structure cannot be sustained because: 

• Cuts in reimbursement cause cost shifting and drive up the cost of care for others.

• Hospitals suffer unpredictable changes in reimbursement rates.

• Physicians try to maintain income by increasing volume.

• Medigap policies that drive up use by covering first dollars become more attractive

when consumer deductibles are increased in an effort to reduce program utilization.

Seniors already spend, on average, $502 (18 percent of their out-of-pocket health

spending) on additional Medigap insurance. 3

• The system rewards doctor's office visits and hospital stays instead of improvements

in the health of seniors.

• Medicare cost problems will only get worse under the current system as managed

care Health Plans, using resources efficiently, force nonparticipating physicians

(perhaps as many as 165,000)'4 to depend on Medicare to earn a living.

1
Group Health Association of America (GHAA), 1994 HMO Performance Repon 

2 
Based on growth projections contained in "The Etonomic and Budget Outlook: Fiscal Years 1996-2000." Congressional 

Budget Office, January 1995. 

3 
Public Policy Institute. American Association of Reured Persons, "Coming Up Shon: Increasing Out-of-Pocket Health 

Spending by Older Americans," 1994. 

4
Weiner, Jonathan P., DrPH, "Forecasting the Effects of Health Reform on US Physician Workforce Requirement," !AMA. 

July 20, 1994, Vol 272, No. 3. 
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· Parallels with the Private Sector

When uns1.,1stainable expenditures on health benefits threatened competitiveness,

employers made the transition from traditional health insurance to offering a fixed

payment for health care and a choice of competing man�ged care plans. As a result,

they have seen a consistent increase in managed care enrollment with a corresponding

reduction in costs. The government could experience the same savings by learning from

enlightened employers and adopting the same strategy.

How Do We Get There? 

There are a number of political and programmatic difficulties inherent in making the 

transition from a legally prescribed cost reimbursed Medicare indemnity plan with 

minimal consumer cost-consciousness to a program where consumers make value based 

choices. But, the practical problems in gearing up the private health system to compete 

on price and quality to serve seniors are not as great. For example, 74 percent of seniors 

live in an area where they have access to a Medicare risk contracting plan and, in 1995, 

38 percent of HMOs are planning to develop new Medicare contracts. Early 

implementation would bring the greatest savings but would require the most support 

from seniors and a substantial managerial effort by the Health Care Financing 

Administration (HCFA) to effect the changes. 

This proposal relies on competition among Health Plans coupled with a fixed Medigrant 

contribution for each senior. It expands the scope of benefits and offers beneficiaries 

access to well managed health care. It requires competing Health Plans to offer a more 

appropriate set of benefits than the traditional Medicare program, such as the federal 

standard HMO package with a prescription drug benefit. As a result, seniors who join 

Health Plans would not need to buy Medigap insurance. A Medigrant set at the average 

premium charged by the least costly half of the participating plans will give seniors 

access to a range of Health Plans. 5 The option to stay with traditional Medicare would 

still be available. 

5
Competitive bidding to set the government contribution has been recommended by Bryan Dowd e1 al., in "Issues 

Regarding Health Plan Payments Under Medicare and Recommendations for Reform": The Milbank Ouanerly. vol. 70, no.3, 1992. 

423. 
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Moving to Competitively Driven Prices

The current formula for paying Health Plans in Medicare is based on traditional Medicare 

costs. Thus the more expensive traditional Medicare actually drives up government 

payments to Health Plans. Instead, the reverse should be true with traditional Medicare 

being required to compete with Health Plan prices. As long as this perverse linkage 

between traditional Medicare and Health Plans is built into Medicare law savings from 

competition will elude us. At some point, the program expenditure should become 

pegged to competitive Health Plan prices. There are two options for making this 

transition. The Fast Track option would require the government to set the same growth 

rate, say six percent per annum, for traditional Medicare and Health Plan Medigrants 

during a transitional period. The slower, or divided track would temporarily separate the 

payment rates and growth rates of traditional Medicare from those of Health Plans. 

Under this divided track option the growth rate for traditional Medicare using CBO 

projections would be ten percent, on average, while the Medigrant for Health Plans 

could be eight percent in the first year, seven percent in the second year, and six percent 

in the third year, at which point enrollment should be sufficient to allow competition to 

The amount of the Medigrant for each Medicare enrollee who joins a Health Plan could 

be initially limited to the amount the government currently spends on traditional

Medicare adjusted downward annually by at least a percentage point each year. It 

should ultimately be based on the average premium of the least costly, half of the 

competing Health Plans in each market area. This could be calculated using the 

previous year's enrollment to weight premiums.

Promoting Consumer Cost-Consciousness

Each senior should be able to choose between traditional Medicare or a range of Health 

Plans using a Medigrant. Seniors who choose a more expensive plan would be 

responsible for making up the cost difference be it traditional Medicare or a Health Plan. 

Those who choose a less expensive option would receive a refund. To ensure full 

choice, all participating competitive Health Plans should participate in a coordinated 

annual open enrollment.
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set prices. Under both options, there ultimately would be a common method for 

calculating the amount of money to be spent on traditional Medicare and Health Plan 

payments which would be driven by competitive Health Plan premiums.

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

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

Under this proposal, a richer set of benefits, lower out-of-pocket costs, and increased 

quality accountability should encourage the higher risk beneficiaries to make the switch 

to a Health Plan. However, beneficiaries with a higher risk will be attracted to Health 

Plans that have a reputation for providing superior care. Therefore, some method for 

identifying this uneven spread of risks and compensating for them by shifting Medigrant 

dollars from plans with better risks will be necessary.

Transitional Techniques

Traditional Medicare can no longer be considered as a well designed or adequate 

insurance policy. It tries to control demand by cost sharing and deductibles. There is a 

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

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

Medicare. The Health Plans competing for beneficiaries should be required to offer an 

improved benefit package which should preferably eliminate the need for Medigap 

policies.

The availability of Health Plans across the country is uneven and costs are variable 

between regions. Medicare is the last frontier for competitive Health Plans that are eager 

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

provide better benefits for less. In 1995, the Medicare capitation rate is $467 in San 

Francisco and $559 in Los Angeles while the premium for a non-Medicare, non-Medicaid 

Kaiser plan is the same for northern and southern California. With the current formula, 

HMO rates in some counties factor in excessive use of services and so are too high for 

Medicare to realize the potential savings from managed care. In other counties with 

lower service use. Medicare rates are too low to encourage HMO participation in the 
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Divided Track Option

With this approach, the federal government would temporarily allocate different rates of 

growth for traditional Medicare and competing Health Plans. Traditional Medicare could 

be budgeted to continue increasing at the current predicted rates, (ten percent per year) 

while the maximum Medigrant growth rates would be set at eight percent the first year 

Fast Track Option

Under this approach, the growth in expenditure for traditional Medicare and Health 

Plans could be explicitly budgeted for each year. These sums of money could be given 

to seniors in the form of a Medigrant which they could use to purchase care from 

traditional Medicare or a Health Plan. The method of calculating the federal government 

contribution, or Medigrant, and its maximum growth could be specified in legislation to 

be, say, six percent per year and adjusted for the increasing age of beneficiaries. The 

growth rate for traditional Medicare would be the same and program costs would need 

to be controlled using techniques such as high deductibles combined with Medical 

Savings Accounts (MSAs). By adopting this approach, the government would be 

defining, in advance, what it is prepared to spend per beneficiary on Medicare, as other 

purchasers are increasingly doing. This would not be the same as introducing price 

controls as set out in President Clinton's Health Security Act but would merely set the 

limit of the government contribution. In fact, it would be analogous to the current 

Medicare practice of setting provider fees or deductibles where individuals and providers 

must make up any difference.

risk contracting program. In encouraging competition between Health Plans in areas of 

the country where health care costs are lower or where the number of providers are 

limited, some have suggested that there should be no initial limit on the government 

contribution for Health Plans. "Responsible Choices" assumes that as Medicare is such a 

large buyer and the oversupply of providers so great, competition will develop even in 

those areas where traditional Medicare payments are low. If competition fails to develop 

in those areas, the federal government might consider using savings from higher cost 

areas to increase payments.
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and at one percentage point less each ensuing year until the market penetration is great 

enough to determine payments.

Ensuring Plan Competition on the Basis of Price and Quality

To enable Medicare beneficiaries to use their Medigrant wisely, the HCFA, or its 

designee, should provide information, including quality and price comparisons of 

traditional Medicare and Health Plans by market area. Health Plans should price and 

offer a standard benefits package. Seniors should be given comparative information on 

out-of-pocket costs for care of common conditions, consumer satisfaction data, etc. It 

would be particularly valuable if government pursued the same health accountability 

methods being used by the private sector (see Health Accountability System section, 

page 34). Responsible marketing should be encouraged to ensure that seniors 

understand the options.

Stage 1: Fiscal Year 1996

The Secretary of Health and Human Services should establish market areas to calculate 

the value of the Medigrant, as counties are too small for stable prices. If Congress elects 

to use the fast track option, the Medigrant value for traditional Medicare and Health 

Plans would be set at the level of payment for traditional Medicare the first year with an 

annual percentage increase of, say, six percent thereafter. If the divided track option is 

Competitive Health Plan Prices to Drive Traditional Medicare Payments

Under both options, when more than, say, 30 percent of seniors in a particular market 

are enrolled in competing Health Plans and are satisfied with the benefits they are 

receiving, then the government's Medigrant payment for traditional Medicare and Health 

Plans should be based on the average of the least expensive half of competing Health 

Plan prices. It may be necessary to grant new managerial powers to HCFA to allow 

traditional Medicare to adopt Preferred Provider arrangements and other managed care 

cost containment developments that have been employed by transitional managed care 

plans. This may include the setting of premiums for traditional Medicare or other cost 

saving or revenue producing measures.
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chosen, the growth rate for the Health Plan Medigrant would be one percentage point 

less than traditional Medicare, as described above. Under both options, legislation 

should allow Health Plans that cost less than the Medigrant to give consumers rebates. 

A Health Plan that costs more than the Medigrant value should charge seniors the 

difference. HCFA should simplify its approval and other regulatory requirements, such 

as the 50 percent commercial rule, so that it is less costly for new Health Plans to enter 

the Medicare market.

Stage 2: Fiscal Year 1997

HCFA, or its designee, should establish and coordinate an annual open enrollment 

period to ensure that each individual can choose among all participating plans. 

Medigrant 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 least the new standard benefits package.

Stage 3: Fiscal Year 1998 and beyond

Under either option, many markets will exceed the 30 percent market penetration when 

Medigrant payments to traditional Medicare and Health Plans are determined by the 

average of the least expensive half of Health Plan prices.

Stage 4: Fiscal Year 2004

If competitively derived Health Plan prices are growing more rapidly than the economy 

or if Medicare prices adjusted for health status are growing faster than private sector 

prices, the whole program should be reassessed. It may be necessary to use a different 

formula for calculating the government's contribution, such as paying 100 percent of the 

lowest cost high quality plan or using a formula which is closer to the premium of the 

lowest cost plan. If employers do not encourage retirees to make a cost-conscious 

choice of Medicare Health Plan by giving them a defined contribution, legislative reform 

of retiree benefits may be required. The federal government should consider 

relinquishing its responsibility for providing indemnity insurance by asking private 
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indemnity plans to take over this function, as long as there is no restriction on access to 

providers.

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 percent 

of GDP, on Medicaid in 1994; expenditure is projected to increase to $234 billipn, or 

two percent of GDP, in 2005. States should use the same methods as successful private 

purchasers of health care by offering a choice of managed care plans to encourage 

choice and effective price competition for the acute care portion of Medicaid. Although 

states are already ahead of Medicare in adopting price competition, they have been 

impeded by the federal waiver process and the lack of health plan availability.

The Jackson Hole Group is not certain that the concepts behind "Responsible 

Choices"—that medical care volume can be decreased and efficiency

increased—necessarily apply to long term care. In addition, the Medicare health plan 

package is likely to be comprehensive enough and offer cost sharing provisions that are 

Benefits of Medicare Reform

The phased introduction of premium competition, starting 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 Medicare price 

and utilization variations. Prices in today's populous high cost areas should come down 

first, while utilization and prices may go up in those areas (mainly rural) where seniors 

seem to be underserved. Allowing seniors to make the same responsible choices as the 

rest of the population will provide greater incentive for plans to improve their cost­

effectiveness while maintaining or improving quality. Seniors and the health system as a 

whole will benefit from an expansion of choice and an end to the cycle of cost shifting.
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low enough to allow states to cease supplementing Medicare for acute Medicaid or to 

have their contribution be minimal. We do encourage state experimentation with SSI, 

particularly if some satisfactory means of risk adjusting the premiums of this population 

could be devised. For these reasons, the following recommendations are only for the 

acute care portion of Medicare.

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 eligibility 

based on income, categorical requirements, new services, and a choice of managed care 

plans. In an effort to protect the Medicaid population from what it views as ill-conceived 

or hasty reform, HCFA developed detailed criteria for approval and set goals for 

implementation. Because criteria and goals can vary from case to case, the approval 

process is lengthy and cumbersome, causing state dollars to support inefficient and 

ineffective financing mechanisms while the application is pending. To stop such waste, 

the 104th Congress should grant states the authority to make the transition to managed 

care for Medicaid without obtaining waivers.

The Federal Contribution

The federal government should give states per capita grants for the acute Medicaid 

program (i.e., the government would provide a fixed amount per eligible beneficiary). 

To facilitate state management of the program, the federal government should specify in 

advance the rate of growth in the federal share of the capitation rate. If 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. These ground rules would need to 

be reconsidered if managed care premiums began to decline to the same extent that they 

are currently declining in the private sector or if there were a drastic change in the 

number of people eligible for Medicaid. States should face a maintenance of effort 

requirement in determining their contribution based on fiscal capacity. Additionally, 

disproportionate share payments to a state should be phased down to a level of around 

four percent over a period of five to seven years from the current level of 12.5 percent.
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The internal revenue code excludes employer paid health care and insurance from the 

taxable incomes of employees without limit. It also, through Section 125, allows 

employees to tax shelter their premium contributions, as well as contributions to medical 

spending accounts. The states generally conform. This exclusion will cost the federal 

budget $90 billion in 1995. The exclusion provides a powerful incentive for employers 

and employees to agree that part of pay will be in the form of health insurance benefits. 

This has contributed to the rapid growth and persistence of employment-based coverage.

The exclusion, however, has negative consequences—the most important of which is to 

make the additional cost of more costly coverage lower to employees, inducing them to 

choose more costly coverage than they would if they were using their own money. To 

motivate responsible, price sensitive choice of health plan and to limit the loss of 

revenue to the federal government, this provision should be changed.

Minimizing Federal Reporting

Allowing states to define their own solutions 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 accountability for quality by the health 

plans they use (see A Health Accountability System, page 34, and Health System 

Information, page 39) and adopt the benchmark benefits package for state Medicaid 

programs (see Benchmark Benefits, page 29).

Medicaid eligibility requirements should be federally determined, but scope of benefits 

should be set by the state. States could adopt the benchmark benefits package, as 

suggested in the Benchmark Benefits section, page 29.

INCREASING COST-CONSCIOUSNESS:

REFORMING THE TAX TREATMENT OF HEALTH INSURANCE

Alain Enthoven, PhD and Sara Singer, MBA
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Substantive arguments against the tax cap include that it would perpetuate "job lock." 

Job lock is a two-edged sword in that it helps perpetuate a desirable pooling of "good 

A Tax Cap

The natural solution is to cap the exclusion: set limits for individual, couple, and family 

coverage low enough that the premiums of most health plans exceed them, and legislate 

that employer contributions above the limit must be included in taxable income. At the 

same time, repeal Section 125 which allows employees to tax shelter funds spent on 

health care, so that the total tax sheltered premium—not just the employer's part­

is limited by the cap. This would correct the current government-created lack of 

cost-consciousness by motivating consumers to be responsive to the full differences in 

premiums when they make choices. To be maximally effective, employers must limit . 

their contributions to a fixed dollar amount and should offer a choice of plans. 

Employers would have to estimate the value of coverage in the case of self-insured plans, 

making such employer contributions explicit.

Numerous issues arise in connection with the "tax cap" on health benefits. Should the 

caps be adjusted for geographic variations in the cost of living, like Medicare prospective 

hospital payments, or for medical costs? If they are not adjusted, people will argue 

inequity. On the other hand, the tax code is not indexed for the regional cost of living, 

and there is legitimate concern that to do so in this case would precipitate endless 

technical arguments and open a new field for pork barrel politics. It may be better to 

keep it simple. The categories in which the exclusions are allowed (e.g., individuals, 

couples, head of household, etc.) would need to match the categories in which , 

insurance rates are quoted, both for equity and efficiency. There is no need to give 

individuals a tax break sufficient for a family. To do so would undermine their 

incentives for economical choice. So long as premiums may vary by age, the categories 

would need to include "age bands" so that older, higher cost people would not be 

disadvantaged by a tax cap set for the average. Some comparable limited tax-subsidized 

treatment of health care benefits would need to be extended to the self-employed, 

non-employed, and employed whose employers do not offer health insurance.
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The tax credit approach offers some distinct advantages over the tax cap:

risks," with low expected medical costs with "bad risks," with high expected costs. A tax 

cap would also give more incentive to become insured to higher tax bracket people who 

need it less; less incentive to lower bracket people who need it more.

A Tax Credit

These shortcomings have led people to propose replacing the exclusion with a 

refundable tax credit, available only to those who buy coverage meeting certain criteria.6 

Again, Section 125 would be repealed. Taxpayers would be allowed to reduce their tax 

bill by a fixed amount (or by an amount determined by a formula) if they met certain 

conditions. Individuals would get cash refunds if the credit exceeded the rest of their tax 

bill.

The tax credit would end job lock by providing portability of the tax subsidy. The 

credit would be available to the self-employed, non-employed, and those employed 

by an employer that does not provide health insurance. This seems particularly 

appropriate since such a credit could help to reduce the burden of adverse selection 

in the individual market by giving healthy people a strong incentive to maintain 

coverage.

Both low and high income people would receive the same credit. The tax credit 

could also be designed so that the poor could receive more.

The existence of a tax credit for the non-poor would ease the work disincentive 

associated with the reduction of benefits as subsidies for low-income people are 

phased out.

It could be characterized as giving people something in exchange for the abolished 

exclusion, as opposed to a tax cap which has been perceived as taking something 

away.
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Both proposals would require that, to qualify for the credit, the coverage purchased 

would meet federal standards of adequacy. Both would require people to pay more for 

more expensive coverage. Under appropriate conditions (see below), both could be 

recommended by the Jackson Hole Group as a means of increasing consumer 

cost-consciousness, reducing tax losses, and lowering the rate of medical inflation-.

A switch to the tax credit approach risks creating other problems. The

employment-linked tax exclusion is an important part of the "glue" that holds insurance 

purchasing groups together. Converting to a tax credit direct to individuals would 

weaken the glue and could threaten the employment-based group purchasing system 

because good risks might demand their employer contributions in cash and seek better 

rates elsewhere. Pooling of health risks within groups might be destroyed, although 

some employers might resist this, preferring to keep their risk pool together and their 

This would give everyone an incentive to buy coverage up to the $4000 amount. Above 

that amount, people would be required to use their own money, so they would be cost- 

conscious. In another version, Congress would set a fixed dollar credit amount for 

individuals, couples, etc. that would be a budget neutral replacement for the exclusion, 

say $750 per family per year.7 The whole credit would be available to anyone buying 

coverage meeting federal standards.

Tax Credit Structure

There are many variations on the tax credit theme that can result in a substantial 

improvement in the efficiency and equity of our health care system. Under one version, 

Congress would pick a dollar amount that reflects the price of an efficient comprehensive 

health plan meeting federal standards in most parts of the country, say $4000 per family. 

Next, it would pick a percentage for the credit that would make the whole program a 

budget-neutral trade for the exclusion, say 25 percent. A family buying coverage of up 

to $4000 could take a tax credit equal to 25 percent of the premium (i.e., up to $1000).

7This credit would be slightly less than in the first example because people buying coverage for less than $4000 would 

forego some of the tax credit.
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A Tax Credit Linked to Group Purchasing

The tax credit should 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 only if you buy insurance 

through your employer. 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 

employer that does not offer health care coverage, you should be able to use the credit 

independently in the individual market, or through a voluntary certified purchasing group 

that would agree to take all comers within the market in which the purchasing group 

chose to participate (e.g., groups size 5-50 or 1-100) and to abide by the rules 

established for the rest of the insurance market.

average costs per employee down by refusing to turn employer contributions into cash. 

Individuals not covered through employment groups (including those who successfully 

took their cash out of the group) would face a market beset by the pathologies that we 

observe today in the market for individual and small group coverage. To make this 

market work well, institutions need to be created for small employers and individuals 

that perform the functions now performed by large employers and purchasing groups 

(see Insurance Reforms and Group Purchasing section, page 23, for recommendations for 

reforming the small group and individual market.).

Stage 1: A Tax Credit for the Self-Employed and Individuals 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 exemption 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 pay for coverage 

to go into effect in 1995. This is attractive for the following reasons:

• A tax credit would give this group a greater tax subsidy than they received under the 

limited tax deduction. A tax credit would give these people tax-subsidized health 

benefits while making them price-sensitive. It would eliminate the tax code 
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Stage 2: A Tax Credit for Employer-Based and Group Purchased Coverage

After successfully implementing a tax credit for individuals, employer-based tax 

deductions of health benefits should be replaced by a tax credit with provisions to avoid 

unraveling employment-based health care purchasing.

The Jackson Hole Group tended to object to the approach advocated by proponents of 

the tax-favored MSA theory because it favors one form of health insurance, catastrophic 

coverage, and because it would encourage good risks to leave the risk pool. But, 

recently Mark Pauly and John Goodman (one of the architects of the MSA idea) proposed 

a new version that is much more neutral and less likely to split the risk pool. Therefore, 

the Jackson Hole Group regards this as an approach worth trying. Under the

Pauly-Goodman approach, Congress would set a fixed dollar tax credit amount 

(presumably one for individuals, couples, etc.). The whole credit would be available to 

anyone buying coverage meeting standards that would include a deductible no higher 

than, say, $3000 and a requirement that anybody choosing a plan with a deductible 

(possibly above another threshold such as $200) would have to fund the deductible 

up-front with after-tax dollars in an MSA. The purpose of the account would be to 

ensure that people would have the money to pay their bills up to the deductible. 

Individuals could select first dollar coverage, $3000 deductible coverage with an after-tax 

MSA, or anything in between. After-tax MSAs may still cause some risk selection 

CATASTROPHIC COVERAGE AND MEDICAL SAVINGS ACCOUNTS

Alain Enthoven, PhD and Sara Singer, MBA

inequities that the self-employed currently face, without expanding the cost-increasing 

incentives created by the present tax treatment of health benefits for employed 

persons.

• Anyone who does not currently receive employment-based health care benefits 

would benefit from the tax credit without threatening employment-based health care 

purchasing.
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problems because the $3000 deductible would continue to be attractive to the healthy 

and wealthy. Risk selection should be monitored and an appropriate remedy employed 

if a problem occurs.

Tax-Favored MSAs with Catastrophic Coverage Could Damage the Market

Recently, we have seen great enthusiasm for the combination of insurance coverage with 

high annual deductibles (e.g., $3000, called "catastrophic coverage") and tax-favored 

MSAs to encourage people to set aside the money needed to pay for care below the 

deductible. The idea is that if consumers were using their own money to pay their own 

bills, they would be much more cost-conscious in their use of care. If they could have 

tax-favored MSAs, they would be much more likely to accept high deductibles.

Some of the enthusiasm for catastrophic coverage comes from the segment of the 

insurance industry that would like to give indemnity insurance a better chance to survive 

in competition with managed care. But, managed care organizations would easily be 

able to develop products to compete with catastrophic insurance, taking advantage of 

their superior ability to control the costs of high cost cases.

Braverman, Paula et al., "Insurance-Related Differences in the Risk of Ruptured Appendix," New England loumal of 
Medicine, August 18, 1994.

Unfortunately, catastrophic coverage would do little to moderate cost growth in the long 

run. Health care spending is concentrated on a few people with expenses that exceed 

$3000. For them and their families the additional cost of more care is zero.

Catastrophic coverage would also increase costs due to lack of preventive services and 

early detection and treatment. For example, a recent study of acute appendicitis patients 

in California found that patients covered under indemnity insurance were 20 percent 

more likely than those in prepaid (first-dollar) plans to develop ruptured appendices.8 

The important opportunity for savings is not in deterring primary care, but in motivating 

doctors to provide high cost care only when it is appropriate and to do that efficiently. 

Catastrophic coverage has no impact on provider incentives.
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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 pressures 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 

Tax-favored MSAs raise a number of additional problems. A dollar increase in 

deductible does not translate into a dollar decrease in premium. The additional money 

to fund a MSA would increase tax losses to the federal government. Some proposals 

effectively allow people to pass funds through tax-favored MSAs without limit, as long as 

the money is spent on IRS-eligible medical expenses. Like today's limited Section 125 

accounts, this effectively cuts the cost of goods and services by 30 percent to 50 percent 

(depending on tax bracket), thus undermining cost-consciousness, and costing the 

Treasury a great deal. Consumer out-of-pocket health expenditures in 1993 were $158 

billion, much—though not all—of which would be eligible for tax shelter.

The $3000 deductible policy would be especially attractive to the healthy and wealthy. 

Those who could afford to do so could save so long as they did not need to use their 

deductible. This would reduce the costs of the healthy who take catastrophic 

coverage—an ironic result when one considers that it is the expenditures of the sick that 

need to be reduced. The bad risks would increasingly bear the burden of the additional 

costs associated with their care. In a spiral of increasing costs and higher risks, first 

dollar coverage would be driven from the market—a desired outcome in the view of the 

proponents of tax-preferred MSAs. In the end, this raises a question of social policy: Do 

we want people with costly chronic conditions (e.g., a woman in a five-year struggle 

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

have the good fortune to be healthy?

INSURANCE REFORMS AND GROUP PURCHASING

Jay Carruthers and Ellen Wilson
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9
Arthur Andersen, " Survey of Small and Mid-Sized Businesses: Trends for 1994."

,0Congressional Research Service, "Private Health Insurance: Options for Reform," September 20,1990.

effect. Small groups 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 market is characterized by:

• High premiums with steep increases or denial of coverage (especially for individuals 

or small groups with individuals who get sick): small and mid-sized businesses faced 

an average increase of 14 percent over the last twelve months. Over the last three 

years, it totaled about 57 percent.9

• High administrative costs: a carrier's administrative expense, by one estimate, 

reaches 40 percent of claims in groups of one to four, compared with less than five 

percent for groups of more than 1O,OOO.10

• Segmentation of the market by risk (i.e., health status).

• A growing number of uninsured or partially insured workers.

• A very imperfect market: no opportunity for people to examine all the alternatives 

with good information on price and quality, make and execute a choice (i.e., 

comparative shopping is costly and difficult); market segmentation and risk selection 

by health plans through non-standard benefits packages and non-standard rating 

categories.

Small employers and individuals need a purchasing infrastructure capable of putting the 

same pressure to bear on the market as large employers. The recommendations that 

follow encourage the formation of buying groups that would improve access to, and 

affordability of, coverage in the small group and individual insurance market. A stable 

insurance market, however, depends on the contributions of a broader population of 

healthy individuals to pay for the costs incurred by sick members of the risk pool. As 

long as insurance remains voluntary, you need some mechanisms or incentives to ensure 

that risk is spread sufficiently. We propose the following:

• Group purchasers should be prohibited from selecting members on the basis of health 

status or past claims experience.

• Receipt of the proposed tax credit (see page 18) should be linked to purchasing 

through a group for employees of firms of two or more.
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While both community rating and group purchasing require some form of incentive to 

keep good risks in the pool so that premiums remain affordable, we lack the cost shifting 

mechanisms, technical expertise, and standardization of benefits necessary to implement 

an effective risk adjusted community rate in a prospective reimbursement environment. 

Group purchasing offers a more feasible way of creating a competitive market with 

minimal government intervention.

There are two ways to spread risk—modified community rating (across all groups within 

a defined market area) or within purchasing groups. The Jackson Hole Group favors the 

latter for several reasons. Purchasing groups offer a proven, powerful tool for structuring 

a competitive, well functioning market, including creating a market with choices among 

competing health plans, side-by-side comparisons, comparative information about cost 

and quality, standard coverage contracts, equal rating rules, etc. Such institutions spread 

risk more broadly and decrease the ability of health plans to discriminate on the basis of 

health status. They also significantly reduce administrative and marketing costs

associated with contracting with individuals and small groups. If group purchasing is not 

extended to small groups and individuals, this market will continue to be beset by weak 

incentives for competition among plans and high costs. This favors large groups while 

being disadvantageous for small groups.

To aid in the development of group purchasing, purchasing groups should not be 

mandated to take individuals due to potential adverse selection problems. In the 

individual market, "adverse risk selection" results when healthy persons choose to forgo 

coverage, leaving a sicker population in the pool. Ideally, these additional costs would 

be spread widely. While it would be possible to require all purchasing groups in the 

small group market to offer guaranteed issue to individuals, this would shift the excess 

burden of adverse selection in the individual market to small employers. Therefore, we 

encourage purchasing groups to take individuals—the tax credit would give healthy 

individuals an incentive to purchase coverage, and administrative savings and economies 

of scale associated with group purchasing should enable the groups to offset the
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National Standards

A prerequisite to effective group purchasing is a set of uniform market rules or standards. 

Despite current efforts to give states more power in developing local policy solutions in 

areas like welfare, there are several reasons why health system standards need to be 

national. First, health care markets do not adhere to state boundaries, making it 

impossible for states to structure rules that apply consistently across markets. Second, 

the 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 extension of the state's traditional role as insurance 

regulator. Finally, and perhaps most importantly, national standards are needed—in the 

current system where there is tremendous variation in the regulation of health benefits 

from state to state and between the state regulated insurance market and federal 

regulation of self-funded plans—to uniformly shift the basis of competition from risk 

avoidance to the delivery of cost-effective high quality care.

Insurance Reforms

National standards should begin with enacting those insurance reforms at the federal 

level that have already been implemented in most states—e.g., guaranteed issue of all 

products, guaranteed renewal, portability, limitations of preexisting condition exclusions, 

and limited rating restrictions (not community rating) [see Table 1, Proposed Insurance 

Reforms, page 27]. In doing so, the most blatant forms of risk selection would be 

eliminated while providing greater uniformity to the system and the necessary

additional costs of adverse selection—but at the same time suggest that carriers serving 

the individual market be required to community rate and not be permitted to select 

the basis of risk. This may, however, lead to a situation where the premiums of 

individuals are excessive. If that becomes the case, it may be necessary to implement a 

broad based tax or make adjustments among market segments to spread the costs of 

adverse selection more fairly.



* General language for the above taken from 6-28-94 Chairman's Mark of the Health Security Act, Senate Finance Committee.
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Guaranteed Issue of All Products - Health plans would be required to accept all 
individuals and their dependents, and all groups that apply for coverage. Health plans 
could not deny coverage based on health status. This would apply to all products sold 
in the marketplace by health plans.

Limit on Preexisting Condition Exclusions - Health plans could not exclude coverage 
of treatment for a preexisting condition for more than six months from date of plan 
enrollment. A condition is preexisting if it was treated or diagnosed in the 6 months 
prior to the date of enrollment.

Limited Rating Restrictions - Health plans would be subject to limited rating 
restrictions, including age, family composition, and geography, to ensure that coverage 
is not denied through price.

Continuity of Coverage - Health plans would be prohibited from applying preexisting 
conditions restrictions to applicants with continuous coverage (defined as coverage 
with lapses no greater than three months)

preconditions for the formation of purchasing groups. These reforms are designed to 

prevent health plans from discriminating on the basis of health status and claims 

experience—a widely accepted principle—and should apply to all health plans regardless 

of risk-bearing arrangements, whether it is a traditional insurance carrier, a health plan, 

or an ERISA self-funded plan (see Table 2, ERISA reforms, page 28). Guaranteed issue, 

for example, would not mean that a self-insured plan would have to take anyone who 

wanted to join. They would, however, not be able to deny coverage to a sick employee 

or family member based on their health status. Portability and continuity of coverage 

provisions are particularly important because they not only reward those already in the 

system by improving access to coverage, but also foster a more competitive market by 

allowing people to change plans more easily—an essential component to any functioning 

Table 1
Proposed Insurance Reforms

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



ERISA plans should have to abide by marketplace rules relating to portability.
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Table 2
ERISA Reforms

marketplace. As a result, health plans are less able to predict the health status of their 

enrollee population and must therefore rely on spreading risk.

Certifying Voluntary Purchasing Groups and Enforcing Standards

To ensure compliance with national standards or market rules, the states should have the 

responsibility of enforcing those standards through the accreditation of voluntary,

Certified Purchasing Groups (CPGs). Many existing purchasing groups already comply 

with similar standards and could easily receive state accreditation as a voluntary CPG. If 

multi-employer arrangements are afforded ERISA protection, as some have proposed, the 

federal government should enforce compliance of uniform standards. The one

Clearly, insurance reforms are limited in what they can achieve. Applied uniformly, 

however, insurance reforms serve as a critical step in shifting competition among health 

plans from risk avoidance to risk management. In addition to insurance reforms, all 

health plans, including ERISA plans, should adhere to uniform quality reporting standards 

adopted by the health industry (see Health Accountability Foundation section page 36).

States should be prohibited from taxing ERISA plans to finance efforts to expand 
coverage. Doing so would penalize those employers already providing coverage 
for their employees.

ERISA plans should be subject to solvency standards that ensure an appropriate 
level of capital reserves.

ERISA health plans should be subject to the uniform quality reporting standards 
developed by the health care industry to allow employees to assess the coverage 
they receive.

ERISA plans should have to allow employee family members the option of 
purchasing coverage through the plan. However, employers should in no way be 
required to pay for such coverage.
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overarching condition imposed on ail purchasing groups would be accepting all who 

eligible and wish to purchase from the group. Eligibility criteria would be left to the 

purchasing group as long as they precluded any discrimination on the basis of health 

status.

The Need for Fair Disclosure and Comparability

Health plans, consumers, pharmaceutical manufacturers, physicians, legislators, the 

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

• Consumers have been unclear about the criteria for inclusion of specific benefits in 

their health plans. This has led to suspicion that managed care plans are motivated 

to skimp on needed care.

THE FIRST INITIATIVE-BENCHMARK BENEFITS

Nancy Ashbach, MD, MBA

"Responsible Choices" assigns two important initiatives to the private sector. The first 

initiative is the introduction and maintenance of a benchmark benefits package which 

will serve as a reference benefits standard for comparative purposes. The second 

initiative is the establishment of a new health accountability system which will focus on 

the provision of understandable quality information to consumers, based upon plan 

performance and health outcomes. Each function is described in some detail in the two 

sections which follow. The two proposed private sector groups, the Benchmark Benefits 

Group and the Health Accountability Foundation, could function under a single umbrella 

organization, funded primarily by user fees. Specific proposals for implementation are 

addressed on page 37.
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It is for these reasons that a benchmark benefits package is needed. This product should 

be a voluntary, real, and valid offering of all health plans, but need not and should 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 experience 

with the federal HMO benefits package, and we recommend that until the process for 

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

specific benefits package with a high level of detail will be developed as quickly as 

possible to deal with the ambiguity and lack of specificity inherent in the use of the 

federal HMO benefits package.

The process of defining and maintaining the benchmark benefits package should be 

open, fair, understandable, and for information purposes only. The criteria for additions 

and deletions should be available and the process should be clear so that coverage 

decisions by the health plan would be protected from unreasonable challenge.

Physicians, drug manufacturers, consumers, purchasers, health plans, and others who 

might wish to influence the process of coverage inclusion and exclusion would therefore 

be able to do so. In addition, the public would be assured of appropriate care being 

provided and of coverage for expensive therapies not being denied solely because of 

cost. There should be no opportunity for collusion between health plans for the 

Consumers have had difficulty comparing health plan offerings with differing benefits. 

Physicians and others have been unclear as to the benefit and technology 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 specific 

interventions clearly and concisely and to support such decisions with cogent 

reasons.

Pharmaceutical and technology manufacturers have suspected that such decisions are 

based upon cost alone and that their products are not receiving a fair and open 

hearing by health plan policy-makers.

The courts and legislators have received conflicting advice from interest groups.
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inclusion or exclusion of benefits. For the purposes of avoiding antitrust law suits, health 

plans may need to be excluded from the process.

Maintenance of the Benchmark Benefits Package

The benchmark benefits package should be that collection of benefits that is most likely 

to produce health in the population. While the federal HMO benefits package is an 

excellent starting point, producing health in the population will require ongoing 

evaluation, revision, and updating of benefits. Also, a high level of specificity and detail 

will be required in the definition of the benchmark benefits package. Technology 

assessment and cost-effectiveness analysis will be needed to achieve this objective in a 

rational way.

In addition to disclosing criteria for coverage, a standard product must be available for 

price and quality comparison. In the absence of a voluntary benchmark, plans will vary 

benefits to satisfy the demands of various customers and comparability to the consumer 

will remain elusive. By using a benchmark benefits package as a standard product 

against which the differing needs and requirements of purchasers can be measured, 

comparability of benefits and price offerings can be determined.

Technology assessment and evaluation are necessary because:

• Technology in medicine is in a constant state of flux, with new technology entering 

the market at a staggering rate. The cost of such technology creates a strong 

economic requirement for a valid process to determine coverage under a typical 

benefits package.

• Much existing technology has 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 technology evaluation in the past 

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

demands.
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An Independent Approach

A new, independent organization, the Benchmark Benefits Group (BBC), should be 

formed to address these needs in the health system. The BBC's proposed functions are 

outlined in Table 3. It would be private and not-for-profit, although government 
■■ 

collaboration would be possible in key areas, such as clinical trials, Medicare, and 

Medicaid. Representatives could come from purchasers, consumers, managed care 

organizations, self-funded employers, academic medical centers, physicians, and the 

government. Funding for the organization would come primarily from user fees—that is, 

per capita assessments of the participants and users of the organization's efforts. Special 

projects funding could come from foundation grants.

Additionally, individual coverage decisions on the part of health plans often require an 

independent evaluation and recommendation, which plans could implement on a 

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

appropriate field of medicine and would be free of vested interests to deny coverage 

based on cost considerations. 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 open, clear, fair, and scientific process to include or exclude specific technologies in 

the benchmark benefits package will benefit all parties. Since technology assessment is 

currently done in several different organizations, expertise would be available from the 

private market. This would mean purchasing technology assessment expertise from 

organizations such as ECRI (Emergency Care Research Institute) or the Blue Cross/Blue 

Shield Technology Evaluation Committee or networking current expertise. A principle of 

the new organization would be to utilize expertise currently available in the private 

market in the most effective way.
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Table 3
Functions of the Benchmark Benefits Group

Target Goals:

• 90 percent of health plans offering the benchmark benefits package by 1998.

• Reconsideration of decisions made in individual cases by the Benchmark Benefits 

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

A critical element to the success of the BBC will be its independence 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 the individual 

case. The autonomy of this organization will reassure doctors that an appropriate 

process exists with adequate clinical input. It will reassure patients that their interests 

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

device manufacturers—that a fair process exists, facilitating level playing field 

competition for all. Thus, the processes and criteria of the BBC should be open,, 

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

• 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 recognized groups.

• Recommendations regarding continuation, limitation, or exclusion of existing 
technology.

• Cost-effectiveness information and recommendations based upon information from 
competent entities.

• 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.



THE SECOND INITIATIVE-A HEALTH ACCOUNTABILITY SYSTEM

Sarah Purdy, MD
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consumers.

A move toward outcome based accountability data is feasible.

Purchasers, consumers, and providers may have different information needs. Quality 

improvement activities should result from internal use of quality data.

A clear distinction should be made between defining measurement and disclosure 

requirements and verifying that requirements are observed. Organizations that define 

data disclosure requirements, and those that audit data, should be independent of 

each other, with neither being subject to undue influence by the provider or 

insurance communities.

A New Quality Accountability System for a New Health Care System

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 realized. This 

failure is partly due to information about the quality of health care not being as easily 

available, understood, or compared, as information about costs. Consumers have been 

inhibited from assuming responsibility for their own health care choices by inadequate 

information that does not facilitate side-by-side comparison of health plans or encourage 

participation in decisions about health care and treatment. To evaluate the impact of 

health care on the population, it is necessary to measure the result, or outcome, of the 

interaction between individuals and health plans—to hold health plans accountable. At 

present, there is a health care quality measurement industry that uses different definitions 

of quality and differing methodologies to measure quality. While these initiatives are 

admirable and more extensive than any previously undertaken, there is pressure from the 

purchasing community to move forward at a more rapid pace. Therefore, we propose a 

new health accountability system which would not rely solely on the traditional systems 

of quality assurance that fail to disclose health outcomes or assure consumers of 

receiving excellent care by choosing a specific plan. The principles and assumptions 

upon which the new health accountability system is based are: T

Comparable, reliable, valid quality accountability data must be available to
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What Would a Health Accountability System Look Like?

Table 4 outlines the proposed system, which suggests collaborative efforts to address two 

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

selection and endorsement of uniform data disclosure requirements.

The health accountability system would also require group purchasers, whether public or 

private, to provide valid, comparable information to consumers. To achieve this, and 

avoid further increase in the number of data sets requested by purchasers, collaboration 

is needed within the health industry.

These principles raise several potentially controversial issues. First, the intention of the 

system is to compare health plans, not individual providers. Second, there is 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 comparable. The 

issues of severity adjustment, or case mix, and demographic variation require continuing 

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 potentially be putting themselves in a position of 

being unfavorably compared with competitors. Finally, the degree to which consumers 

want and understand information about quality of health care is still uncertain. 

However, those whose lives are impacted by health care—patients and those who 

represent their interests—must have the dominant input into the quality accountability 

system.

• Providers, health plans, and researchers create the capability for choices to be made 

on cost and quality, but group purchasers and individual consumers should have 

input on the requirements 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 regional and 

national data bases, which would inform providers, purchasers, and policy-makers.
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4. Selection of Health Plans by Group Purchasers and Consumers 
On the basis of uniform, comparable data disclosed by plans.

Table 4
Elements of a Health Accountability System

3. Auditing of Health Plan Data Disclosure
Verification that data has been collected, analyzed, and interpreted in a reliable 
and valid manner.

Health Accountability Foundation

A Health Accountability Foundation (HAF) should be established as an independent 

collaborative body between the private and public sectors. Its responsibilities would 

include setting quality accountability goals and selecting and endorsing uniform 

measures of health plan accountability. These measures and the agreed methodology by 

which they are collected would then form the core of all health plan reporting activity. 

Care must be taken io ensure that standardization does not quash innovation, and that 

evolution 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 feedback mechanisms for quality improvement activities to result from the 

internal use of quality data. Standard setting should not be isolated from the 

implementation of quality improvement activities. The experience of the health plans 

and the accrediting bodies will be vital to ensuring a link between the foundation and 

clinical practice.

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
Select and endorse uniform data disclosure requirements. Purchaser and consumer 
dominated board, permanent executive staff, input from other players.

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



37JHG Responsible Choices: Draft, March 8, 1995

Implementation of Private Sector Initiatives

The two private sector initiatives proposed in "Responsible Choices" are benchmark 

benefits and the health accountability system. These two functions could work 

synergistically under a private umbrella organization sponsored by a broad range of 

participants and involved parties, and funded by user fees. The organization would be a 

not-for-profit entity. We propose to convene a representative set of purchasers and 
«

consumers in June 1995 to determine if there is agreement on the idea of the Health 

Accountability Foundation and the Benchmark Benefits Group and to get their thoughts 

on how funding for these initiatives would be accomplished. Initial estimates of cost 

suggest that funding in the range of $0.10 per member per month would be sufficient to 

accomplish the task with a broad membership. It is intended that participants at the June 

Funding of the HAF should preserve its independent status. Funding should be assured, 

but not dominated by health plans. A possible mechanism would be an annual 

subscription, and an assessment on the health plan premiums of those plans that choose 

to participate.

It is envisaged that the HAF would have a permanent staff of scientists, who would 

systematically 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 which 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 Accounting Standards Board (FASB). The recommendations endorsed by 

the HAF should be scientifically justified and subject to scrutiny at public hearings. It is 

important to link health plans into the system, in order to ensure that the data 

requirements specified by the board inform quality improvement and the furthering of 

medical knowledge, and are fair and feasible. Data that is valuable to providers is more 

likely to be included in medical records and incorporated in computerized medical 

information systems.



The other elements of the proposed health accountability system are as follows:
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meeting will define and adopt a set of initial health plan benefit and accountability 

requirements.

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

partnership, perhaps set up to collaborate with an existing organization, such as the 

Agency for Health Care Policy and Research (AHCPR) or a consortium of government 

and private research institutions. Funding would come from foundation grants and 

government agencies.

Once sufficient support is generated for the new organization, a board of directors 

should be chosen and an executive director selected. The new organization should 

move quickly to begin work on its primary goals. The proposed benchmark benefits 

should be available by July 1996. The goals of the Health Accountability Foundation 

will be more difficult to accomplish due to the lack of uniformity of quality data in the 

health system today but even if a single meaningful measure is chosen, the expansion of 

goals can proceed from that starting point.

Accountability Measures Clearinghouse

Many groups and individuals have developed considerable expertise in devising and 

implementing health plan performance measures. Currently, no organization documents 

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

implementation. A collaborative approach would achieve economies of scale, resulting 

in more funding for such projects, greater availability of information, and a reduction in 

the duplication of effort. It is proposed that a scientific assembly be formed that serves

two main functions:
«

• To act as a clearinghouse for the collation and exchange of information about quality 

accountability measures and methodology.

• To call attention to the need for research, development, and continual evaluation and 

improvement of performance measures.



HEALTH SYSTEM INFORMATION

Robyn Lunsford, MSE, Nancy Ashbach, MD, MBA and Sarah Purdy, MD
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Completing the Health Accountability System

The other criteria for the proposed system can be satisfied by well-established 

mechanisms already in place. Because organizations like the National Committee for 

Quality Assurance and the Joint Commission on Accreditation of Healthcare

Organizations have considerable experience in accrediting plans and providers, they 

could play a major role in auditing the process and facilitating quality improvement 

activities. The organizations that focus on internal quality improvement, such as the 

Institute for Healthcare Improvement, would be an obvious medium for the quality 

improvement role. Continuing education of physicians and other health plan staff 

members is important to each stage of the process. There will be considerable overlap 

between the components, and continuous feedback to the clearinghouse and HAF 

functions will be necessary.

Why Is Coordinated Health 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 changes, 

data must be collected faster and from different sources: per capita expenditures by 

health plans, for example, are becoming more valuable than the numbers of physician 

visits and hospital days. Attempts at federal health care reform last year showed that the 

data available was not sufficiently timely or accurate. In fact, inadequate data on 

consumers' responses to price competition tilted some proposals toward price controls. 

Congressional Budget Office estimates of the cost of various bills were hampered by their 

Target Goals:

• Comparable information about the quality of care provided by health plans should be 

available to 100 percent of consumers purchasing through groups by 1998.

• Preliminary health plan data on condition specific outcomes by 1998.



11 Physician Payment Review Commission, Annual Report, 1994.
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The problems associated with the existing data sets and with setting up an alternative 

system are acknowledged by federal agencies” and at the state level. We have set out 

some basic principles for the development of a coordinated system in the following 

sections.

inability to evaluate the effects of undocumented improvements that were under way and 

differences in inflation rates from community to community. While in some areas

premiums are reported as declining, these figures do not show if there is a corresponding 

increase in copayments. In order for policy-makers to address the problems of attaining 

broader coverage while containing the cost of health care, they must have data about the 

numbers and characteristics of the insured and uninsured and the cost of different 

delivery systems. Though multiple sources of health care data are available, one of the 

major obstacles is how to access, analyze, and compare this disparate information.

Why Are the Current Data Inadequate?

• Multiple data sets are not comparable or accessible from one source: For example, 

information about coverage and utilization of services is collected in the annual 

National Health Interview Survey (NHIS), but it does not provide information about 

household income or costs.

• Data regarding costs and coverage is not timely: e.g., the information from the NHIS 

takes twelve months to process. The National Medical Expenditures Survey is 

completed only once every ten years.

• The validity and accuracy of some sources of health data has been questioned; e.g., 

the medical care component of the consumer price index (CPI) does not measure 

costs borne by third-party payers, hence it reflects price to the consumer, not true 

overall cost. In fact, the CPI is a poor measure of medical cost to the consumer.

• Data are not available in useful formats: e.g., it would be very helpful to have data 

sorted by state to deal with issues such as Medicaid reform.
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Quality of services (health status, outcomes, and consumer satisfaction was covered in: 

A Health Accountability System, page 34). This section focuses on the data needs of 

cost, coverage, and vital statistics.

The process of collection should be guided by some basic principles:

Cost: Information is needed on per capita costs for all individuals in the health care 

system. The purpose of information at this level is to determine the per member costs of 

health care—those borne by a health plan and those borne by the individual. It will be 

necessary during a period of transition to reconcile the methodology of data collection 

Confidentiality of records and privacy rights of individuals must be preserved. Use a 

unique, encrypted identifier.

Data must be exchanged electronically, either directly or indirectly.

Data must represent the minimum required to serve the basic needs of the health 

system.

The information needs of the health system will change as the payment system 

changes.

Data collection must be timely.

The aim of the uniform data system should be to reduce administrative costs in the 

health care system.

Determination of which data elements are collected should be driven by a clear 

mission—to improve the health of the population.

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

What Should Be Collected?

Data will be required in four basic areas in the health system:

1. Cost—What is the per capita cost of health care, to third-party payers and to the 

individual?

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

3. Vital Health Statistics—Morbidity, mortality, reportable diseases.

4. Quality—What are the measures of quality of services provided?



There are two possible methods for conducting surveys:
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between capitated systems and fee-for-service systems. It will be the responsibility of a 

federal entity (see page 43> to define appropriate standards to integrate information from 

the two payment systems.

• The ideal means to collect this information would utilize a national sample size of 

50,000 to 80,000 households and result in national average data. Difficulties 

associated with this method are the expense and inability to analyze data with respect 

to localized market areas. In order to eliminate the possibility of duplication, unique

Coverage: Information will be required from health plans and self-insured groups with 

respect to numbers of enrollees (including dependents) and member demographics. 

Timely information on enrollment and disenrollment will be needed. Information will be 

required both on the insured population and on the uninsured population. The basic 

questions to be answered in this context are: "Who is covered?" "Is their coverage 

adequate?" and "Who is not covered and why?" Surveys, using demographically 

representative subsamples, should be conducted at least annually with the resulting data 

forwarded to the responsible federal agency. These surveys should incorporate questions 

regarding coverage status—including an accurate assessment of why an individual or 

family does not have coverage; the cost of coverage—including premium amount and 

health plan provider, deductible and copayment amounts, and out-of-pocket expenses for 

the most recent one-week period; type of coverage—i.e., fee-for-service, managed care, 

Medicare, and Medicaid; and the family's source of coverage (employer, purchasing 

group, individual, other group plan, etc.). Data on the characteristics of both groups, 

such as employment or lack thereof, income, and demographics, should be collected. 

Information should also include an employer's size and industry classification. Data on x 

the various health plans offered to an individual would also be helpful. Care should be 

taken to ensure that data on the Medicaid eligible population is incorporated in any 

survey.
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identifiers should be used for each survey respondent and all family members 

included in the survey with appropriate safeguards for confidentiality of the data.

• Alternatively, surveys of discrete market areas, at differing stages of market reform; 

should be conducted. Collecting longitudinal data in these areas would allow 

analysis of the changing market. The effect of reforms in other areas could then be 

more accurately estimated. Particular attention should be focused on states 

undergoing policy changes.

How Can the Goal Be Accomplished?

We believe that the ability to collect uniform, timely, accurate health system cost and 

coverage data is a goal that justifies a federal presence. Private industry collaboration 

alone will be neither comprehensive nor sufficiently rapid. However, it is in the interest 

of the health care industry to encourage federal financing of this endeavor. This function 

could be performed by an existing agency, such as HCFA's Office of National Health 

Statistics or the AHCPR, or by inter-agency collaboration. It should be separate from all 

purchasers, including Medicare. The agency should be advised by a broad group of 

experts from the private and public sectors, to include those with expertise in 

information systems, health care financing, health economics, and other scientific and 

technical fields. We propose that the delegated agency take responsibility for reporting 

on cost, coverage, and vital statistics. Information on quality reporting will fall within 

the purview of the Health Accountability Foundation. Federal legislation will be 

required to ensure reporting of the chosen data elements by all parts of the health 

delivery system as well as by states.

Vital Statistics: The new health data system should continue to collect information on 

morbidity, mortality, reportable diseases, births, and other issues, possibly including 

immunizations. Such information should be collected in a standardized way and 

integrated with information collected by providers and health plans for purposes of 

comparability and to reduce administrative costs in the health care system.
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For its part, the private sector must be willing to be more accountable. Benchmark 

benefits and quality reporting are the first steps that the private sector should take to 

This demonstrates that market mechanisms alone are not solving all of the problems. 

"Responsible Choices" depends on the willingness of government and the private 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 

cost-consciousness, establish a fair market, promote group purchasing that offers the 

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, bringing order to the 

health care market will be much more complicated and require considerable regulation.

"Responsible Choices" recognizes that the health care market is moving rapidly toward 

reform and offers proposals to foster this restructuring. Private purchasers are driving the 

market and causing health plans to compete on price and quality. However, not all 

purchasers are exerting this force on the market. As the largest purchaser of health care 

in the U.S., the federal government has tremendous potential to drive improvement in 

the market which it has not yet exercised. Small groups and individuals have limited 

access to group purchasing arrangements that pool risk, provide choice, and achieve 

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

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 annually, and within the first three months of 

the following year.



voluntarily hold itself accountable. Implementing these policies would bring 

comparability to the market and provide information enabling consumers to make 

informed decisions and drive competition. If the private sector cannot follow through, it 

may be necessary to link these proposals to the tax credit by requiring health plans to 

price and offer the benchmark benefits package and report on quality in order to receive 

tax credit eligibility for their plan. 

"Responsible Choices" does not address the issue of achieving universal coverage but 

recognizes that other primary problems must be solved first, such as building a better 

marketplace so consumers and purchasers can make informed decisions. Other 

important issues, such as malpractice and antitrust, are not taken up directly since they 

are being actively addressed by others and dealt with in the market. These proposals are 

the necessary incremental steps forward in containing costs and fostering effective public 

and private purchasing. With these reforms in place, there will be more data and the 

capability to effectively and efficiently deal with those left out of the system. The 

elements of this proposal can be put in ·place rapidly and will accelerate the reforms 

already taking place in the market. 
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A. Medicare --

I. Health Care

• ·1 he Medicare system must be refurmeu anti its service delivery improved. Our nation's seniors deserve to have this important
program placed upon sound fin;111cial rooting, :mu they deserve better health care than the current syslern provides. ·r he
Medicare Trustees project that the Medic.ire Trust r=und will go bankrupt in 200 I. Our parent's anti gra11dparc111's M< -Jit;1rc
benefits should not continue to be subject to such a fiscal crisis. Me<licare's financial troubles are worsened by the fa�t that the
program operates under a terribly outdateu structure. Designed for medicine as it was practiced in the I 960's, Medicare has not
adapted well to thirty years of meuicnl advancements. While private sector health care costs fell last year, Medicare costs rose
by I 0.5 percent. Accordingly. appropriate Meuicare reform can both contain the rate of Medicare spending to sustainable
levels, and improve the delivery of health care services to our nation's seniors.

• These options propose that Medicare savings accrue from two levels of improvements and restructuring refonns, providing
nearly$ I 00 billion in 5-year savings. This would result in Medicare growth of roughly 7.5 percent, as opposed lo the currenl
10.5 percent growth rate. A 7.5 percent growth rate corresponds to an additional $990 billion in Medicare spending over the
next five years, rather than lhe $ 1.1 trillion that would be spent if no changes were made.

• Level One: Prevent Insolvency: r=irst, because the current fee-for-service Medicare system would be fully preserved
for seniors who choose lo remain in that system, it would be improved where needed to increase fairness and rnaint.iin
solvency. These policy improvements would be balanced between physicians, hospitals and benefit recipients . .ind
would achieve $50-65 billion in savings. Such adjustments could include:

-- Establish l lome l leallh Coinsurance at 20% --$19.7 billion (over 5 years) 
-- Establish Lab Coinsurance at 20% --$6. I billion 
-- Income-relate Part O premium --$ I 0.0 billion 
-- Extend HI tax to all slate nnJ local workers --$7.6 billion 
-- lmplemenl Physician Payment Review Commission Recommendations --$ I 0.0 
-- Reduce Hospital In Oat ion Update by 1.5% -- $ I 0.2 billion 

Total 5-Ycar Saving� from Options List: SG4 billion [LIST TENTATIVE] 

f'1 <!por<!d hi• the Office u/ Scnotr1r J11,ld Gn•f.!J! 



■ Level Two: Choice Cnrc: ScconJ. seniors would be provided a "Choice Care" option. This new Medicare approach
would result in $35-45 billion in 5-year savings. Choice Care would expand insurance choices and options. take
.id vantage of private market fun:cs . .ind provide a non-coercive and completely voluntary incentive for seniors to nlU\ e out
of the antiquated fee-for-service culture. A brief description of Choice Care follows.

Choice Care -- Brief Description 

• The "Choice Care" plan offers a way to redesign amJ improve the Medicare system for our nation's seniors, by increasing llicir
medical insurance choices and health care opportunities.

• Choice Care will make available 10 all seniors a new and completely voluntary system that delivers medical care in a
modem fashion, instead of under the antiquated fee-for-service system. It will be provided in addition to the present
options available to seniors. n.Q1 in lieu of those options.

• Within Medicare, Choice Care will establish monetary incentives for seniors lo move away from the costly fee-for-service
system which is filled with inefficiencies and considerable fraud and abuse. IL will allow for such change to ocrnr slo,..,ly
and naturally, as seniors re.ilize the benefits and choices of the new, more open, system.

• Choice Care will establish within the Medicare system the same types of private sector incentives that prompleu privale
sector medical costs to decrease last year. This private sector drop occurred even while Medicare costs grew by I 0.5

percent.

• Choice Care will further responc.J to the Medicare Trustees' warning of the impending insolvency of Mcc.licarc, and their
call for Congressional action to preserve Medicare for our nation's seniors.

• Under Choice Care, seniors each year would receive a "Choice Check," which would be equal to a regional capitatcd a:1101i111.
With their Choice Checks, during an annual open season, seniors could choose from a wide range of health care insurance options.
under a system much like that available to federal employees. The seniors would be ofTcrcd a broad array of insur;111ce choices.
including the' provision of oddi1io11.1l hcncfils (e.g., vision care or prescription drug coverage) or the payment of the l'nrt 13
premium.

f'rcpnred b)' 1/Je Office of Sc1101m J11dd 0reix 



• If the plan a senior chooses costs less than the Choice Check, the senior coulu keep 7 5 percent of the difference. If the
selected plan costs more. the senior could use his or her own money lo pay the extra amount. Current Medicare benefits

would be offered, and the present Medicare system would remain intact for those seniors who choose lo remain in fee for
service care.

• The Clinton health care reform plan projected $207 billion in savings under Medicare from forcing all seniors i,110 a
managed care sysie111 with per capita spending limits. Choice C;ire tloes 1101 sh;ire the Clinton plan·s coercive a<,pccls, ;rnd
only budgets $35-45 billion in s;ivings over 5 years. II is likely that Choice (;ire will be positively received by sc11wrs.
and thal even more savings will ;11.:crue.

• In addition, a "Look Oack" rnechanis111 would enforce the budgeted Choice Care savings. by imposing an nutomat,c scl,cdule of
Medicare adjustments if necessary.

• These Look Back adjustments would parallel those used in the past budget packages, but would be analogous to a
sequester and held in abeyance pending the operation of the Choice Care system.

• Under the Looi-. Back mechanism. each year HCF A would review the operation of the Choice Care system ancr the open
season, and determine how much savings the system will achieve for that year. If that amount falls below the savings
planned for upon enactment. then I ICf-A will implement the schedule of adjustments, on a pro rata basis. to the extent
necessary to make up the difference in planned savings.

• The Look Back adjustments would be imposed only as a last resort, but their potential imposition would give providers an
incentive to make the Choice Care system work. Savings of $35-45 billion would be budgeted, based upon the expected
7.5 percent rate of Medicare growth. Such Look Back adjustments could include:

-- f-reezing Prospective Payment System 
rates -- $6.6 billion 

·· Reduce Hospital inpatient capital I 0% -- $4.4 billion
·· Reduce Hospital indirect medicnl education

adjustment, etc. -- $5.0 billion
-- Reduce Outpatient capital -- $1.0 hillion 

-- Impose moratorium on new Long Term Care 
hospitals -- $0.J billion 

-- Extend Medicare Secondary Payor policy• $3.0 billion 
Total 5-Ycar Savings from Options Lisi: $20.J hillio11 
[LIST TENTATIVE -- due to sequester they should be: 
percentage reductions, etc. so levels cnn be ncJjustcd I 
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• Choice Care will essentially expantl upon. and make available to all seniors, the current Medicare HMO option. ·1 his li111i1e<l
HMO oplion has offered consitlernhlc aJ<lilional bene:lits to seniors, and over 3 million seniors have already chosen to c.:1110II 

within HMO plans. Over I SO Mctlic;ire I IMO risk plans currently exist. Under the present HMO option, if the carriers can
deliver Medicare services for less 1ha11 the capilated amounl, additional benefits must he ofTere<l. Under this syslcrn·

-- I J l plans offer routine physi1.:al bcnclils 
-- J4 plans offer health eoucation benefits 
-- 4 7 plans offer fool care benclils 
-- 7 plans offer lens benefits 
•· 5 plnns offer hearing aid bcnclils

- • I I 6 plans offer immunization benefits
-- 65 plans offer prescription drug hencfils
•·- 121 plans offer eye care benelits
•·· I 00 plans offer car exam benefits
•·· 48 plnns offer Jental benefits

• l'lainly, the results under the curicnt l JMU option pr,ove that a Choice Care system is viable. l'rovitling seniors with 1!1c cliuicc of
receiving additional benefits as unJcr current law. or a cash back award, or a combinalion of both, woul<l greatly expand their
hcallh care options nml provide a strong incentive for millions more to move out of the antiquated and costly fee-for-scrvic:e
system.

!'1 <!f1U' etl by the Of!in• of Sn1a1, r Jud,/ c;, <">!R 
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0. Medicaid --

• 1 hese options recommend that Congress \\Ork with the Governors lo implement a new Metlicaid system, under which the funding
woul<l be provided on a block granl basis ;:ind al capilated amounts necessary lo achieve a 4 percent rate of growth. ·1 his growth
rale would achieve S 115 billion in sa, ings from 1996-2000. Even with these savings. S505 billion in additional Medicaid
spending would occur over the next five years, in contrast lo the S620 billion in new spending that would occur if no refonns ,\en:
rn::ide. In return for receiving a slo"c.:r-lhan-projcclcd growth in federal Medicaitl tlollars, stales woultl be given great ncxibilit) to
<lesign Medicaid systems free or fcueral 111amfatc.:s.

• l\s with Me<licare, Medicaid was designe<l in the I 9G0's and has become increasingly inefficient. The Medicaid system can be
restructured to simultaneously contain costs an<l improve service. The current Me<licaid system is so riddled with fcdernl
mandates and complex requirements. that slates in the past have actively sought to take financial advantage of syste111 "loopholes"
for non-medical purposes. Further. a majority of states are alreatly seeking Medicaid waivers to get out of the crushing mnndnlcs
imposed by the current structure. I lowever well-intended, the old system no longer works. For the dollars being spcnl. lhc
recipients and the nation deserve much belier results. It's time that the federal government allowed the stales true ncxilnlil) lo
design modem systems to deliver belier Medicaid services.

• Even belier results can be achieved than are budgeted under this recommendation. for example, Wisconsin moved its Medicaitl
program into a capitated managed care system, and the state's Medicaid costs fell dramatically. for several years now,
Wisconsin's Medicaid growth was 1/J lo 1/2 below the national rate. Wisconsin's Medicaid costs now grow al only two percent
per year and continue lo decline. This c.lra111ntic drop in Wisconsin's Medicaid costs occurred without any reduction in coverage or
provider reimbursements. Tennessee's Medicaid managed care program has also reduced program cost growth drnmatic:illy (less
than 0.2 percent lasl year). Other successful managed care initiatives have been established in Massachusells and Micl1ign11.
Given the flexibility, several stales have already proven that spending growth can be slowed ivhile better services arc rrovidcd.

• [Recent Johns Hopkins Study= significant cost savings in Medicaid not inconsistent with better quality health care]

l'repared by the 0/Jice a/ Se11arw J11J,I Gregg
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c. lJnseline Savings --

• 

• 

• 

The President's budget contained Office or Management and Oudget (OMU) Medicare and Medicaid assumptions that difTcr 
rnther dramatically from those used hy lhe Congressional Budget omcc (COO). While the reasons behind lhese differenl 
assumptions were not co1�1plctcly explained. the result was an 0MB baseline that contained more than $70 billion less in five year 
Medicare and Medicaid spending (sec T.1ble below). Uecausc accepting the OMU's assumptions could be viewed :-is a "hasclirn: 
game," these options do not count on these savings to achieve its overall $385 billion target. 

(Dollars in Billions) 1996 1997 1998 1999 2000 S-YcarTot:il

Medicare/Medicaid Spending -- 0MB Assumptions 270.8 296.5 323.1 352.6 385.7 

Medicare/Medicaid Spending -- COO Assumptions 275.9 305.2 335.8 370.9 407.7 

Difference Between 0MB a11d CBO 5./ 8.7 12. 7 18.J 22.0 70.2 

These options propose that the Republic.in budget consider utilizing the President's health care assumptions. 111 tht.: health care 
arena, where responsible proposals must be put forth and debated, reform efforts should not be disadvantaged simply by insisting 
on a set or assumptions that make long-term spending projections $70 billion higher, and that therefore make necessary reductions 
nppear deeper. Medicare and Medicaid reform efforts should not have lo sustnin political allacks based upon innated numbers 

The President's health care assumptions result in a lower Medicare and Medicaid baseline, and therefore would lesse11 the amount 
or savings that would be achieved by the previously discussed Medicare and Medicaid proposals. Because the baseline path is 
lower, however, not as much would need to be saved to obtain a balanced budget. Thus, al least S20 billion in .iddi1iu11al 
"savings" should accrue from using the President's assumptions. 

f'repared h.1· !he O/Jict! of Se,wtm .l11tftf CrcgK 
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2. Welfare Reforrn

A. Ulock Grnnts --

• I lie problems with our current "el fare sy�tcrn. amJ the nee<l for signillcant rcfor111. arc well-known and will not be rcr,catcd here
rl1ese options recommend continuing tu work with the Governors and the I louse un the block granting of federal welfare

programs. During these discussions. the Congress should insist upon reform that slows the rate of growth of these en1itle111ent
arcounts by at least $40 billion over the next live years. Proposals already made by the Governors would achieve these resulls
While pursing a block grant approach will inevitably be labelled as mean-spirited ur lncking in compassion, there is ccr1.ii11ly m>
co111passion in allowing the present �ysten1 lo continue without significant reform. A block grant approach, which allows l(lt:al
tailoring and state experimentation c111 only result in beller results for those the welr:,re progr.ims are meant to serve

U. S I Reform --

• Welfare reform cannot be pursued without also reforming the Supplemental Security Income (SSI) system. The growt11 in this
entitlement program, which provides .issist;ince to the elderly, blind and disabled poor, has exploded over the last sevrnd yc;irs
SSI is the largest, and fastest-growing. cash benefit welfare program in the nation, and it is being administered hy the Sorial
Security Administration (SSA). Its growth will continue to skyrocket over the nexl five years, and into the next century, unkss
cost containment action is tak�n soon. In 1985 SSI cost $7 billion; today it costs $19 billion; and it will cost S40 billion in 2000
without reform.

• Deep structural problems cause SSl's fiscal woes and, like other welfare programs, SSI must be fundamentally reformrd I he
disability portion of SSI has undergone considerable regulatory and court-ordered expansions, and it now provides be11cfi1s so
liberally that it operates at cross-purposes with the basic work ethic and the Americans with Disabilities Act (many SSI recipient�
could sue employers that refused to hire them). furthermore, SSI status means aulomatic eligibility for other federal programs,
including Medicaid, food Stamps, anti housing assistance. Welfare recipients therefore oflen prefer to receive SSI, and find ways
to make themselves eligible, oflen using SSI as an "escape hatch" when they lose eligibility under other programs. In ntltlition,
many states aggressively place their welfare recipients onto SSl, to remove them from stale rolls and put them on the redernl dole.
These practices should not be allowed lo continue. particularly when other welfore accounts arc consolidated and fumlcd 011 n
block grant basis.

l'rt'pared hy the Office o/Se11atat" .J11dd Cr<'>!>! 



• SSI eligibility has exploded in recent years due lo liberal expansion of its disability coverage well beyond what was origirwlly
intended. II is now far too easy lo be tlcemetl "tlisabled." which subjects SSI to considerable abuse. Currently, three-quarters of
SSI recipients arc those deeme<l disahletl. Drug addicts, alcoholics, and those wilh mental "impairments" (such as those who have
trouble performing in a "competitive work environment" and children who do not act in an "age appropriate manner") can now
quulify for SSI disability. This allows those who engage in socially dysfunctional behavior, or who simply have a bntl work ethic,
to receive large monthly cash p:iy1ne11ls.

• Other SSI problems derive frun1 SSA utl111inistrntion. SSA's monitoring of program requirements has become virtual I) mll1-

exisle11l. SSA presently devotes its resources to quicker enrollment, and ignores legal mandates to conducl discnroll111cnl reviews
Thus. while SSA reviewed 436.000 cases i11 1983 nnd terminated 182,000 of them, the agency reviewed less than 50,000 111 1993
am.I lerminale<l less than 5.000. SSA 110½ annually adds I 00 times more people to SSI rolls than those it tcr111i11ates. I -inhcrrnorc.
although SSA initially delcrmincs that sixty-eight percent of mental impainnenl cases have expected or possible i111prove111en1
within three years, the average be11efici:1ry remains on the rolls for 15 years. Less than I percent of drug addicts and alcoholics.
"ho are given cash benefits, return to work. Disability allomeys say thal an SSA denial of disability eligibility ltas become
practically impossible for the agency lo defend on nrreal.

• These oplions recommend significant restructuring of SSI, lo at least limit SSl's growth to a rale of 7 percent. This growth rate
\,ould still be well above innation. anti would result in about $22 billion in five year savings. Achieving this result co11ltl occur
simply by returning eligibilily rules 10 their original construction. SSI should slop providing cash benefits to drug a<lJicls,
alcoholics and !hose with behavioral or emotional "disabilities" lhat are easy subjects of fraud anti abuse. These improvements
will result in $17 billion in five-year savings. Also, an additional $5 billion in savings coultl result from requiring those receiving
SSI disability benefits lo ream rm I heir disability slat us aOer an appropriate period of time, particularly for those whose tlisabilitics
were classified as subject to improvement when initially declared SSI eligible. The indefinite continuation of SSI benefits runs
counter to recent progressive advancements within the disability area, and should not be allowed lo continue.

f'repuretl b1• the OJlic<! of Senator Judd Crt'J<X 
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C. EITC Reform --

• The Earned Income Tax Credit ([ITC) program possesses many characteristics of the SSI program. It is a worthwhile progra111
that has unfortunately grown out of conlrul. Like the SSI program, lhe EITC will result in significant long-lenn fiscnl
hemorrhaging unless action is taken lo contain it soon. The program contains rampanl fraud and abuse, which the I llS has
awkwardly tried lo restra!n this yc.ir. Congress can no longer afford to let the glowing rhetoric surrounding this progra111
immunize it from needed refum1. hut rather musl admil thal the EJTC has serious problems. We must also act tu i111p11,,·c tlic
program. better target its benefits. anti thus rcstrnin its unsustainable rate of growth.

• These options propose accepting the President's plan to count inleresl and dividend income while computing EITC eligibil11y.
There is no reason that the definition of lhe "working poor" should include those who are inveslrnenl rich. These options f'urthcr
propose lo end the indexation of the EITC eligibility formula. The basic credit amount is still scheduled to undergo a signi ficanl
expansion under provisions in the 1993 budget acl, and a further expansion through eligibility indexation is unaffordable and
unwarranted. Finally. lhe options propose that the EITC should no longer be available for undocumented workers. These changes
lo the EITC program would result in $27 billion in savings during the 1996-2000 period.

Pri•11wc•cl hy the 0/JicC' of Se11111,1r J11dd CrCJ?I! 
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3. Retirement Accounts

A. COLA Equity --

• I he retirement progrnn1s of the fcucral govcrn111e11t arc different than other entitlement progrnms because they renect the
obligations of the federal government .JS an employer. not merely as a benefit provider. Still, the civil service and 111ilita1 y
retirement accounts represent n significant portion of entitlement spending, and aspects of the programs can be rcf'o11111:d

• When the federal retirement system was established, 110 cost of living adjustments (COLAs) were contemplated. Ins111u1cd in
the 1970s, COLAs have become a large entitlement cost driver. The COO has estimated that over the next five years.
entitlement spending will grow hy $221 billion due to COLAs alone. We can no longer afford to provide unlimited COl./\s

• First, Co11gressio11nl pensions slto11/rl be limited to equal the pe11sio11s provided lo all other federal employees. Sccom1. the
options recommend that COLAs continue to be provided to all federal retirees, but only up to a maximum dollar amount ·1 he
maximum COLA amount that any pension beneficiary could receive would equal the maximum COLA amount that a Social
Security beneficiary could receive in any given year. In other words, a retireu Congressman or senior executive branch oflicial
with a $100,000 pension would not receive a COLA on the full pension amount, but only up to the amount received 1,y the
maximum Social Security beneficiary. This change would result in savings of $9 billion over the next five years.

U. COLA Conlribulions -- (TENTATIVE)

• The federal pension system consists of two sectors -- current employees, who are contributing toward their retirement pensions
while working. and retirees, who are receiving the pensions. Under current law, CSRS workers contribute 28 percent lo their
eventual pensions, while the federal govemmenl contributes 72 percent. Under fERS, the ratio is 26 percent lo 74 percent
1 he employees' contribution used to he much larger, until COLAs were enacted. Since their inception, the federal govemmcnt
has borne the full cost of COLAs.

• These options propose that, if the federal government is to provide COLAs to its r�tirees, then federal workers should
contribute toward at least a portion uf their cost while employed. This proposal would have both CSRS and FERS e111ployces
contribute an additional 2 percent of their salaries to the pension program to help partially defray the federal govcn1111e11t's cost
of providing COLAs. This v.ould result in $8 billion of savings during 1996 - 2000.

rrepnred hy the Ufficc of Se11u1,,, .h,drl Cr('gg 
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4. Other Entitlement Programs
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4. Other/Miscellaneous Entitlement Accounts

• A recent GAO report i<lenlific<l over 435 11w11<latory spending .iccounts in existence during fiscal Year 199). Only 18 nf these
programs cost more than SI 0 bi II ion. an<l only 4 l cost more than SI bi II ion.

• The programs labelled "1niscella11cous" here consist of all those not encompassed under previously <liscussc<l c111itlc1m:11t
categories. They include some populnr programs, such ns the agriculture, veterans, and unernploymenl cornpens:11ion prugra,ns.
as well as many programs that arc \'irtually unknown except to those who benefit from them

• Without refonn. these miscellaneous e111i1lemcn1 accounts will spend $)50 billion over the nexl five years. These oplio11s
recommend reducing that total by $55 billion. resulting in $295 billion of new miscellaneous spending from 1996-2000 ·1 lie
savings can be achieved as follows:

A. Agriculture Programs -- Significant savings can and should be achieved from the agriculture programs. Absent reform.
the federal government will spen<l $42 billion on farm price supports over the next five years. These options rcrommend
accepting the proposals made by Senator Lugar in testimony before the Senate Oudget Commillec, in which he proposed
reducing deficiency payments by lowering target prices by J percent, and eliminating the export enhancement rrogram.
These changes would result in $15 billion in five-year savings.

D. Veterans Programs -- The federal government will spend S 110 billion on veterans programs in 1996-2000. While care
must be laken when reforming the accounts that serve those who have served our country, extending several OOR,\-9)
provisions. and halting compe11s:1tion for future non-service-connected disabilities, will save nenrly $4 billion.

C. Unemployment Compensation -- Unrefonned 1996-2000 unemployment compensation spending will tolal S 128 billion.
Imposing a uniform lwo-wcck waiti'ng period on unemployment benefits will result in $7 billio11 in savings.

0. Other Programs -- For the remaining JOO-plus miscellaneous entitlement accounts, these options propose that 1hcsc
programs be subject lo a strict review in light of current budget realities. Programs I hat hnve achieved their pu, pose or arc
no longer affordable should be repealed; programs that arc still worthwhile, but can be improved, should be rcformeJ; and
only those programs that work well and justify their costs should be maintained. An options lisl that achieves Ilic
recommended $30 billion in savings from these miscellaneous accounts directly follows.

Prepared by the Uffice a/Senator Judd Gren: 



Reform Options -- Miscellaneous Entitlement Accounts 

Pro,:r11m R,rorm S-Ynr S11Ylngs 

• 6cricullurc
· Reduce Jdiciency 1uymen1 hy lowing ur11c1 111 Iles t>y J pcrLcnl SI 1.45 billion 
• Ehminale Ellport Enhancemenl Program SJ.40 Toe.al: SIS billion 

• Vc1cram
· N11 comp. ror fu1ure non-service rcla1r,I di<ah1h11c< Sl.09 
· N11 dnuhle comp. for fulure disahil11i�s SO IS 
· falcnJ OBRA-93 provi�ions Sl.92 
• R(�lorc GI hill cduca1ion funding ra1io IU 9: I SU.JS Tu1al: S4 bill111n 

•..Qtliw 
. llncmplo�mcnl Compcnsalion •· impo�c 11n1f111111 2 '"·�� "·"''"[! pc1111.I n 2s 
• Sell Power Marke1ing Associa1ions S 1.96 
• lni1ia1e llydropower leasing SO.OS 
• Lca�c Nauonal Pelroleum Reserve� so 62 
. Lc.a�e ANWR for oil drilling S2 60 
• Na1innal Park Service u�er/en1rance fees S0.32 
· CORP: Re1?ula1ory program re• mil fee SO.OS 
• Mining royally SO.OS 
• Tcrmioa1e unneeded RTC employees so 78 

• lmplemen1 pay cap al banking agencies S0.54 

· IIUD: Loosen res1ric1ions of mul1ifamily properly d1�p11�111un S0.43 

• Rdinance Sec. 235 mortgages SO.OS 
• SOA: 4 proposed fees S0.13 
• NOAA: Sancluary and Arco chart SO.OJ 
• Tonnage duly incrusc so.so 
• Railroad i11�pcc1ion fees S0.17 
• Ehm111a1e in-school in1eres1 subsidies for grad.lpmf. s1udcu1< SI .70 
• Eliminale 6-monch grace period for grad.lprof . sludenls Sl.60 
• Raise s1uden1 loan originacion fee 10 5 pcrcenl SI.SO 

• Include ra,m and home equicy in decermining linancial need S0.40 
• O1he1 eJucacion. craining and social service suo 

• Termmale cash bcnefil portion of Trade AdJus1men1 Ass,�uncc $0.96 
• Penally for early redcmplion of �avings bonds S0.24 
• Auel ion landing/1akcoff slols al 4 major airports suo 

· lnc,use FCC use, fees 10 cover full cost of licensing S ( U8 
• Tcrminacc nood insurance subsidy on preform slruciures SZ.65 
• Ehmirule markec promo1ion prognm S 1.37 
• End judicial aulo fund S0.46 
• Tnminalc public 1elecommunica1ions & hc,11110 program S0.09 
· r:1,mina1e public funding of p1esiden1i�I convcn11u11< S0.08 

. End inh,rmatinn lnrraslruclure inncs S0.06 ·ro1al; SJO h,ll11111

f', C'flll' eel h_,, rhc Office• o/Se11urur J11clcl (.;rcJ!�
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5. Prospective Reforms
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5. Prospective Reforms

• 111 1963, entitlement spentling plus interest payments totalletl JO percent of federal spending. Today, entitlements nntl i11lcrcsl
account for 62 percent of all fetleral spcntling. Len unreformed. entitlement antl interest payments wi 11 comprise 72 per ccnt or a 11
federal spending ten yen rs frorn 110". and c111itleme111 spentling alone will exccetl totnl federal revenues in 2030

• Jusl as the growth of entitlement spcntling drives the continued growth of the fctleral butlgct Jeficit, unavoiJablc tlc1 11ogr.1ph1L
trends will eventually drive an explosion in entitlement spending. The baby boom generation continues to advnnce townrtl
retirement age. and Americans continue to live longer and longer. As a consequence:
• the life expectancy of those born in 1935 is 61 years, while it is 76 years for those bom today;
• the share of Americans over 65 will grow from 14 percent today, lo 20 percent by 2025;

• the number of /\mericans over 65 will grow from 24 million today, to 48 million in 2030; anti
• the number of working Americans availahlc to support each retiree's benefits will fall from 5: I today to J: I in 2025.

• Because the federal government's retirement programs operate on a cash basis, with current workers supporting current rt.:lirccs,

we cannot sustain the present programs in the face of such demographic trends. The refonns proposed in this package thus for
will not solve the long-term problems that result from the aging of the baby boom generation. These options therefore
recommend that those programs benefilling the nation's retirees should undergo additional change. While these additio11al
changes will result in no S-year budget savings, they are extremely important as a mailer of.fiscal responsibility

• It would be unfair to make significant structural changes to the federal government's retirement programs and have those changes
lake effect immediately. First, we should not significantly alter the retirement system of those who arc presently retired, or close
to retirement, because they mat.le long-lenn plans on the basis of the current structure. Second, we should allow present
employees enough time to plan sufficiently for their own retirements. For both reasons, these options recommend tlrnt we
undertake a series of Sl'11ctural reforms on a prospective basis -- to allow as much time as possible for people to ndjust. :ind to nol
treat unfairly those who no longer have the time to adjust.

• The prospective nature of these rccomme11Jations docs not mean that they can be postponetl. Rather, they should be errncle<l as
soon as possible, both lo allow the fccJcral government time to plan for inevitable demographic trcmls, and to allow the public:
time to plan around the changes that rnusl be made. Changes like these will have to be made. We should not wait until ii
becomes impossible to ensure that they occur in a foir manner. /\ listing of the recommendetl prospective chnngcs irn111cdiatc:ly

follows.

/',cflt1rcJ h_1• the Uflice ,ifS,·1111111, .ludd lil(!J!.f.!. 



Recommended Options for Prospective Reform 

I .  End accrual of Congressional rcnsions afh:r 12 years of service la pension term limit I 

2. Increase Mctlicare's retirement age requirements tu match the increases occurring umJcr Social Security.

J. Raise federal Civil ServiL ... full benefit retirement age to GO. effective 1/1/2005.

4 Provide no fctlcral pension (Civil Service or Milit::iry) COLAs to those untlcr 62, dTective 1/1/2005.

5. Atljust CSRS ::ind FERS benefit for11111IJ f"n>111 "high three" to ''high five" pay. effective 1/1/2005.

6. Eliminate government match on TSP conlrihutions for 14th and] 5th percentile.

7 Others??

8. 

9. 

10 

l'repared hy lhe U.Oict! o/Sl'"alur J11dcl (irrg/! 



6. Co11s11111er Price Index Accuracy

• Over the years. Congress has establishcJ automntic increases within mnny programs to rrevcnt the erosion of a progrnm's
rurposcs due to the efTccls of i11ll:11io11 Social Security nnd fcdcrnl recipients receive such cosl of living ac.ljustmcnts (COi.As).
for cxnmple, amJ the break poinls of the fcJcral income tax rntc brackets arc intlexcd ns well. The Congrcssion:11 13uJgcl Orlicc
cstinwtctl in January 1995 1h.1t COi.As ;ilonc will result in over $220 billion in fcdernl spending over the next five yenrs

• rl1e automatic indexation of most programs occurs with reference to increases in the Consumer Price Index (Cl'I). which is

calculated by the Bureau of Labor Stntistics (OLS). Most economists agree that the CPI overstates in Oat ion, due to the \,ay the
measure is calculated and adjusted hy BLS. The result is that COLA beneficiaries receive more than the true increase in cos( of

living would warrant. Their benefits are nut only hcing protected against the corrosive effects of in0ation, but they arc also being
O\'er-paid.

• The amount of CPl's overstatement is qui1e significant. The Congressional Oudget Omce has estimated that CPI. which was 2.6
percent in 1994, was overstated by 0.2 to 0.8 points. COO further estimates that a 0.5 point reduction in CPI would result in $64
billion of budget savings over 5 yeurs. as COL/\ overpayments are hnlted. Federal Reserve Ooard Chainna11 /\Ian C.irct:11sp;i11
estimates that CPI is ovcrstntec.l by 0.5 to l .S points. Chairman Greenspan estimates that up to S 150 billion would be saveJ o, er 5
)Cars if BLS calculated C:->I accurately.

• The OLS is well-aware of CPl's overslnlement of in nation, but basically refuses to correct it. BLS states that it will undertake ony
corrections in 1998, when a ten-year periodic revision is scheduled to occur. The BLS provides several reasons lo support its

four-year delay, but we cannot afford the ngency's continued intransigence. While the BLS is principally worried about the
measure's credibility, and legitimately so. nt this point the measure completely lacks credibility lo begin with. Any 11LS

corrective action would restore CPI credibility, not undermine it.

• These options recommend that the DLS act immediately to correct the overstatement of CPI, and calls upon the President to make
sure this correction occurs swifily. Congress should be extremely wary of enacting a legislative change to the CPI. 1 lowcvcr,
knowledge of a significant CPI ovcrstatcmcnl, coupled with OLS non-action, will soon make continued Congressional silence a
breach of its fiduciary responsibility to the nation.

l'"'l'"rctl h1· //,<' 0/lice n/Se1101nr l11rld t,'rc'Rg 
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6. Consumer Price Index Accuracy
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Options for Entitle1nent Ref or1n 
5-Year Savings Target: $385 llillion; 5-Year Savings Rccoq1111cnded: $475-495 Uillio11

Entitlement Category 1996-2000 5-Year Summary of Proposals• 

ISS in Dillio11s) Spending Savings

I. Health Cure 1,820 255-275
t\ Me<l,c;ire 1.200 

- /111pro1·e111e11ts/Adjust111ents 65-75 Li11e-ite111 i111prove111e11ts and adjustments to prevent insolvency. 
• Choice Care 35.45 Give seniors op1ion of purchasing insur.111ce (e g .. managed care plan) w11h capi1atcd 

p:iynien1s. lncen1ive lo join through receipt or cash-back or additional benefit� ir choice cos1s 
less than capilatcd amount. "Look Back" provision 10 enforce savings. 

8. Medicaid 620 115 Block grant, declining to 4 % growth (work with Gove mo rs· recommendations). 

C. Baseline Differences 20 Accept part or Administration's heallh care baseline assump1ions (S70 billion less than COO). 

2. Welfare 600 89 

A Block Grants 320 40 Block grants (work with Governors' recommendations). 
0 SSI reforms 160 22 Deny benefits to drug abusers. alcoholics, and recenlly expanded categories of "disablc<l" 

{i.e., re-devote program to truly disabled); require periodic reaffinna1ion of disabled s1aius. 

C £/TC refomu /20 27 Accept Administration's investment income inclusion, eliminate indexing of benefit thresholds, 

and end b'enefit for undocumented workers. 

3. Retirement 415 17 

-- Congressional Pensions -- Li.mil Congressional pensions to equal those given lo all olbcr federal ernployres, plus: 
A. COLA Equity 9 Limit all COL.As to ma.xin111m Social Security COLA amount. 
8. COLA Contributions 8 Reform employee contributions to begin panial offset of COLA com 

4. Others/Miscellaneous 350 50 

A Agn·culture /5 Reduce deficiency payments &: repeal Export Enlumcement Program. 
8. Ve1era11s 5 Extend OBRA-93 provisions; plus other small adjustments. 
C. Orlier 30 srn·ct review and refonnlrepeal of 350+ other entitlement programs. 

5. Prospect i vc Refonns --- 0 Policy adjustmenls to improve 20-30 year window, where en1i1lemen1 grow1h rruly e�plodcs 

6. CPI Accuracy 64 The Federal Reserve Board es1ima1es CPI is overslated by 0.5 10 1.5 percc111:igc puinrs, cno

pegs the ovcrslalemenl at 0.2 - 0.8. Calculating accurately saves $64 billion. 

Totals $3,200 $475-495 Range depends upon Health Care numbers. 

• r:.\pt111<led details of thc�e proposals appear in the a11ached appendices Prepared by the Office of Senator Judd Gregg · JI I I 195 
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Options Goal: 

5-Year Savings of $385 Billion
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Options Goal 

• The Working Group on En1i1leme11l llcfurm was asked by Senate Majority Lender Oob Dole and Senate Budget Commrllcc
Chairman Pete Domenici to develop reform proposals in non-Social Security entitlement accounts that would achieve $385 billion
in savings over the next five years ( 1996--2000). These savings would place the rcdcral budget on a glide-path 1oward bal;111ce in
the year 2002.

• Under these recommcndatio11s, which .ichicve the requested savings, non-Social Security entitlement accounts woultl still result i11
$2.82 trillion in spending from 1996 lo 2000. Without refom1, over $3.2 trillion would be spent. Annual spending on these
programs would increase from $511 billion in 1995 to $600 billion in 2000.

• While overall entitlement spending continues to grow under this balanced budget plan, a dramatic reduction docs occur in one
mandatory spending acco•ml -- interest on the public debt. Due to lower annual deficits under these recommendations. over .$172
billion in interest payments woukl be saved between now and 2002. The savings on this dead-weight account woultl accrue even
more swiOly once balance is .ichieved.

• Further, former Congressional Oudgct Office director Robert Reischaucr testified before the Senate Budget Commillct this year
that if Congress acted to balance the budget by the year 2002, an additional $140 billion in 7-year interest payments would be
saved due to the I percent drop in interest rates that could be expected to result. The savings lo be achieved under these optio11s
do not include this additional .$140 billion.

f're{Jared bJ· the Office nf Se1101,.-� J11dd GrexR 
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Total Government Spending: 1996 - 2000 

(Dollars in Trillions) 

i.��n-Defense - $1.:�:R{���f
-·:-: :.:;. ... • �-==-·:::-:·: ' 

� Social :':'.';�t� I
I 

-:.===-:---•-

, Interest- $1.41 I 
· - . -

Total 5-Year Spending = $9.36 Trill/on 

r ·· 1 R = Recommended Savings ($385 BIiiion) 

(', epared by the Office of Senulur Jude/ Gregg 
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Deficit Reduction Required for Balanced Budget by 2002 
(Dollars in Dillions) 

1996 1997 1998 1999 2000 S Year 2001 

Tola I 

Curren! Baseline Deficit• 195 215 214 228 242 233 

Defense Discretionary --- ... --- ... --- --- ---

No11-Defc11se Discretionary -12 -24 -36 -46 -46 -164 -46

Social Security ... ... --- --- --- --- ---

No11-Soc. Sec. Entitlements 
1 

-2.f -51 .ao -Ill -JJ9 ��I -117

Total Policy Changes -36 -75 -116 -I 57 -I GS -549 -173

Interest on Debt - I - s -11 -21 -32 -70 -44

Toral Deficit Reduction -37 -80 -127 -178 -I 97 -619 -217

Resulling Deficits 158 135 87 so 45 16 

• = Assumes Clinton's 1995 defense request am.I a continued freeze on discretionary spending afler 1998

Source: COO & Sl3C Majority Staff
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Medicare's 30th Anniversary

J

DPC Special Report—Medicare's 30th Anniversary p. 1

President Franklin D. Roosevelt envisioned an America with financial security 
for Americans who retire after years of hard work and a health care safety net 
for all Americans. He was able to achieve part of that dream, when he signed 
Social Security into law in 1935. But the struggle for health care protections 
would last for decades. The historical record is clear: If it had been up to the 
Republican Party, Medicare never would have been enacted.

Medicare is an efficient program. Administrative costs are only two percent of 
its budget—a fraction of the administrative costs of private health care plans. 
It is a responsible program: Beneficiaries contribute to the medical expenses 
through premiums, co-payments, and deductibles.

On July 30, 1965, President Lyndon B. Johnson traveled to Independence 
Missouri, and, in the presence of former President Harry Truman, signed 
Medicare into law. That simple ceremony marked the end of a long struggle 
for Democrats trying to enact the measure, and the beginning of a new era of 
health and economic security for America's seniors.

President Harry Truman offered several proposals to Congress. President 
John F. Kennedy made health care for seniors an issue in his 1960 campaign 
and saw his plan defeated in the Congress. Only after Democrats called the 
1964 election a “mandate” for Medicare, and Democrats triumphed at the 
polls, did the Democratic vision of Medicare become a reality. Even then 
the majority of Congressional Republicans voted against it.

Today, Medicare provides health care security for more than 36 million 
Americans. It is the only way most seniors could ever acquire adequate health 
care in today's health care market. Medicare helps seniors both obtain the 
health care they need and remain financially secure and independent.

□ A Democratic Vision
□ An American Success



DPC Special Report—Medicare's 30th Anniversary p.2

Public support for Medicare is extremely high. Eighty-nine percent of Americans 
support Medicare, and that support is strong among all age groups.1 Medicare 
can be improved; but it must be protected. It should not be assaulted under 
the guise of deficit reduction or to provide tax breaks for the wealthy—as 
Republicans now propose.

Thirty years ago, Medicare was part of the Democratic vision for a better 
America. Today, it still is. This report chronicles the struggle to enact 
Medicare, and shows how, three decades later, Medicare truly is an American 
success story.



A Democratic Vision from the Start

p.3

Senator Robert Taft (OH), the leading Republican spokesperson in Congress 
at the time, called it:

Congressional Republicans opposed this effort by raising the specter of 
government controlled medicine—in a word, socialism.

In Congress, Democratic Senators Robert Wagner (NY) and James Murray 
(MT) and Representative John Dingell (Ml) introduced several national health 
care proposals. No action was taken on any of them.

“the security of the men, women, and children of the Nation 
against certain hazards and vicissitudes of life. ”

An important part of that security, President Roosevelt explained, was health 
care. Social Security would become law and provide what President Roosevelt 
called “some measure of protection...against poverty-ridden old age.”2

But a national health care plan in any form was repeatedly met with intense, 
well-financed opposition.

With the administration of President Harry Truman, the idea of national health 
care gained strength and momentum. Shortly after taking office, President 
Truman proposed a comprehensive, prepaid medical insurance plan for 
persons of all ages. In his Special Message to Congress Recommending a 
Comprehensive Health Program (November 19, 1945), Truman declared:

In his message to Congress on January 17, 1935, urging passage of Social 
Security, President Franklin Roosevelt explained that the goal of the program 
was to provide for:

“Millions of our citizens do not now have a full measure of 
opportunity to achieve and enjoy good health. Millions do not 
now have protection or security against the economic effects of 
sickness. The time has arrived for action to help them attain that 
opportunity and that protection. ’’

“the most socialistic measure that this Congress has ever had 
before it.”3

DPC Special Report—Medicare's 30th Anniversary
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Republican Representative Charles A. Plumley (VT) charged:

« 4

Hearings were held, but no further action was taken.5

President Truman’s Second Effort

President Truman Persisted

DPC Special Report—Medicare's 30th Anniversary p. 4

“The best hospitals, the finest research laboratories, and the 
most skillful physicians are of no value to those who cannot 
obtain their services. ”

“A great and free Nation should bring good health care within 
the reach of all its people....Healthy citizens constitute our 
greatest national resource. ”

Two years later, President Truman was back with another proposal for 
national health insurance. In his “Special Message to the Congress on Health 
and Disability” (May 19, 1947), he declared:

“With Republicans in control of both chambers of Congress in 1947-48,” as 
CQ Almanac later noted, “there was no chance for enactment.”6 Again, 
hearings were held, but no further action was taken.7

“Behind this alleged humanitarian program is to be found the 
basis and genesis for a planned and socialized America. ...It is 
a proposal to establish a form of socialism, a socialistic 
government as unadulterated as if it came from the sanctified 
pen of Karl Marx himself.

In a Special Message to the Congress on the Nation’s Health Needs (April 22, 
1949), President Truman, for the third time, called for national health 
insurance:



»

Again, no action was taken.9

Democrats Focus on Seniors

P-5

Congressional efforts. In 1957, Democratic Representative Amie Forand 
(Rl) proposed a Social Security approach to health care forthe elderly, the first 
“Medicare”-type proposal. Several versions of this proposal were offered in 
Congress, but all of them met similar fates—committee hearings were held, 
but no action taken.

According to the Truman Health Commission, the elderly were poorer and 
less insured than the general population. For one thing, health insurance firms 
would not insure such high-risk groups without exorbitantly high premium 
payments.11 With their low income levels, America’s aged often could not 
afford health insurance. As proponents of Medicare pointed out, “the cost of 
medical care is beyond the reach of many older citizens.”12 Sometimes the 
elderly found themselves uninsurable regardless of cost—largely because of 
their age or medical condition.

In the face of staunch and well-financed Republican opposition to providing 
health care security for all Americans, Democrats decided to focus their 
efforts on America’s elderly.10

“This is not insurance. It is a plan for government administration 
of all medical services.... Regardless of form, first a socialization 
of medicine, and second, a transfer of all control over health 
activities from the States and local government to a Washington 
Bureau."8

In 1960, the “medicare” concept gained an important supporter. Democratic 
Senator John F. Kennedy (MA) sponsored a version of the Forand bill, 
pointing out:

Republican opposition again appeared in full force. This time, Senate 
Republican Leader Senator Robert Taft (OH) exclaimed:

“Unfortunately, voluntary health insurance has not and cannot 
do the job.... The very competition between insurance companies 
tends to either exclude older people or limit their protection. If 
benefits are restricted, the very purpose of the insurance is 

______defeated. ”13__________________________________________

DPC Special Report—Medicare's 30th Anniversary



Senator Kennedy then quoted a letter from a constituent that read:

" 14

" 18

President Kennedy’s Priorities

DPC Special Report—Medicare's 30th Anniversary p.6

“It is impossible for a wage earner to put away enough in a 
lifetime to pay for six months in a hospital.

“social welfarism, in its most advance form, has always been an 
inseparable part of totalitarian systems, ancient and modern, 
Fascist and Communist, openly brutalitarian orhea vily disguised 
as benevolent despotisms.

The Eisenhower Administration, which considered such national health care 
programs as “socialistic,” opposed the Democratic proposal.16

“Twenty-six years ago this Nation adopted the principle that 
every member of the labor force and his family should be 
insured against the haunting fear of loss of income caused by 

In a Special Message to the Congress on Health and Hospital Care on 
February 9,1961, President Kennedy proposed a health care program forthe 
aged to be financed by an increase in the Social Security tax. President 
Kennedy declared:

Presidential candidate John F. Kennedy made health insurance for the 
elderly a campaign issue in the 1960 presidential election. As president, he 
was determined to see Medicare enacted.

As a result of this Republican opposition, on August 23, 1960, the Senate 
defeated Kennedy’s first attempt to provide health insurance for the Nation’s 
elderly. Ninety-seven percent of Republican Senators voted no.

Congressional Republicans also assailed the plan.17 It was wrong, Senator 
Barry Goldwater (AZ) explained, because:

Later that year, JFK became the Democratic presidential nominee and 
announced that enactment of “medicare” legislation was one of his chief 
legislative goals for the August session.15
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Hearings were held, but there was no further action.

President Kennedy Persists

J
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Republicans again raised the specter of socialized medicine. Republican 
Senator Carl Curtis (NE) exclaimed:

A few days later, President Kennedy’s Medicare plan was introduced in both 
Houses of the Congress. The Hospital Insurance Benefits Act of 1961 
(King-Anderson bill), was introduced in the Senate by Democratic Senator 
Clinton Anderson (NM) and in the House by Democratic Representative Cecil 
King (CA).19

retirement, death, or unemployment....But there remains a 
significant gap that denies to all but those with the highest 
incomes a full measure of security—the high cost of ill health in 
old age. ”

In the second year of his Administration, President Kennedy renewed his 
push for Medicare. The Kennedy administration promised a “great fight 
across this land” to secure the enactment of Medicare.20

On May 20, 1962, at a Sunday afternoon rally in Madison Square Garden in 
New York City sponsored by the National Council of Senior Citizens 
President Kennedy launched a new campaign for what became his “Medicare” 
health care program. The speech was carried via closed circuit television to 
similar rallies in 32 major cities at which cabinet members and other public 
officials spoke to mass gatherings in support of the needed health benefits.21

This time Medicare came to a vote in the Senate when Democratic Senator 
Clinton Anderson tried to add it to a Social Security measure. In a dramatic, 
down-to-the-wire roll call vote on July 17,1962, however, the measure lost by 
two votes. Once again, Republicans were united in their opposition— 
86 percent of Republican Senators voted against it.

“The enactment of the Kennedy proposal means government 
medicine. ”22



f.

JFK’s Third Effort

Again, Republicans quickly rose to denounce it.24

In the 88th Congress, there were hearings but no further action.25

President Johnson Takes Up the Cause

Senator Gore proclaimed:
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With the opening of the 88th Congress, President Kennedy, for the third time, 
requested passage of Medicare in his “Special Message on Aiding our Senior 
Citizens” (February 21,1963). Democratic Representative King and Senator 
Anderson again introduced the Medicare bill.23

Opponents of Medicare were as determined to defeat the needed health care 
measure as President Johnson and Congressional Democrats were to 
enact it.

During the Senate debate on a bill to increase Social Security benefits in July 
of 1964, (H.R. 11865), Senator Albert Gore, Sr. (TN) offered a medicare bill 
as an amendment.

After President Kennedy’s assassination, President Johnson took over JFK's 
efforts on behalf of Medicare. When second session of the 88th Congress 
opened, President Johnson urged enactment of a “medicare bill.”26

“We are dealing with the most pressing, unmet problem of our 
society.... What happens when a serious illness strikes ? Current 
income which is needed for groceries and rent must go for 
medical care. Savings must be depleted. The home may have 
to be sold. Then, hat-in-hand, this formerly self-sufficient, self- 
reliant, respected member of the community must go to the 
welfare people and beg for a handout. This is a disgrace in a 
country such as ours. ”27



They called it socialism.

They said it would destroy the best health care system in the world.

J

They said it would not work.

”30

They said it was too bureaucratic.

”32

They said it would wreck the Social Security System.

”33
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□ Republican Senator Carl Curtis: “This amendment would be a 
great disappointment to older people.

Congressional Republicans seemed to come up with every possible excuse 
to oppose and vote against health care for America’s elderly.

□ Republican Senator Gordon Allott (CO) called it a“*foot in the 
door” for socialized medicine.28

□ Republican Senator Roman Hruska charged: “With Federal 
funds come Federal control. In the area of medical care 
Federal interference presents frightening prospects.

□ Republican Senator Jack Miller (IA): “I believe that most 
people do not wish to have the social security program 
threatened by any unsound financial tinkering such as this 
amendment represents:
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□ Republican SenatorJames B. Pearson: “[l]t would achieve little 
for those who need it, while subjecting the very fabric of 
American life to the strain of severe and unnecessary 
sacrifices.”31

□ Republican Senator James Pearson (KS): “American 
medicine has achieved an unprecedented level of 
development through its own efforts....It would appearfoolish 
to endanger this high level of initiative and performance by 
imposing the heavy blanket of government supervision. A 
Federal health program, financed under Social Security, 
would represent such a danger.”29



4

The National Referendum

it

”38

”40
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□ Republican presidential nominee, Senator Barry Goldwater 
(AR) characterized Medicare as the “most significant step” in 
making Social Security a relief and charity organization.34

"This means that the President will go to the people and ask for 
a mandate on this issue.’’37

The news media also began to consider the 1964 election a “mandate on 
Medicare.”

President Johnson took up the challenge. Throughout the 1964 political 
campaign, he promised, if elected, to seek the passage of Medicare. 
During a press conference, President Johnson explained:

New Republic: “The current Medicare strategy is based on a 
major Johnson mandate on election day.

This time, the Senate approved the Medicare amendment by a vote of 60-28 
on September 3, 1964. Again, a majority of Republican Senators acted 
against Medicare. Eighty-five percent voted to kill it. The measure did not 
survive the joint House-Senate conference on H.R. 11865, the Social 
Security bill.35

‘‘I think Senator Gore very properly presented the situation 
when he said that it is now a matter that the people of this 
country can pass judgment on. I hope that we can get a 
mandate in November. ”39

In an important, dramatic move, the sponsor of the 1964 Medicare 
amendment,36 Democratic Senator Albert Gore (TN) called for the 1964 
election to be a “mandate” on Medicare. Senator Gore proclaimed:

Business Week: “Tuesday’s election will be a key to whether 
the [Medicare] issue will be resolved quickly in Congress next 
year....Medicare proponents say a Johnson landslide, bringing
20 additional Democrats into the House, would insure passage 
of the legislation.”41
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□ in the Senate, Democrats outnumbered Republicans 68-32.

The Democratic Victory

President Johnson went before Congress to proclaim:

In introducing the measure, Democratic Rep. Cecil King (CA) said:
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“the specter of catastrophic hospital bills can [now] be lifted 
from the lives of our older citizens. ”43

In the 1964 election, Democrats picked up 37 seats in the House along with 
two in the Senate. As a result:

□ in the House of Representatives, Democrats outnumbered 
Republicans 295-140; and,

“We will be able to take great pride in having had a hand in 
bringing financial security and peace of mind to millions of older 
Americans.”^

The “sweeping Democratic victories,” according to CQ Almanac, “made 
passage [of Medicare] almost a foregone conclusion.”42

“The results of the November election should leave no doubt in 
anyone’s mind over how the American voters feel about these 
measures....We can no longer permit hospital costs—or the 
fear of hospital costs—to deprive our elderly citizens of the 
security and peace of mind that should be their due after a 
lifetime of work.

The first bill introduced in each House of the 89th Congress was the King- 
Anderson bill to establish “Medicare” as a permanent part of the social 
security program.44



Democratic Senator Anderson explained:

Once again, they said it was socialism.

”48

Once again, they said it was too bureaucratic.
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□ Republican Representative Delbert Latta (OH): “Believing as I 
do that Medicare is the first step towards socialized medicine in 
America, I intend to vote ‘no’ on final passage.

Once again, they came up with every possible excuse to vote against the 
needed measure and to try to defeat it.

Despite the Democratic victories and Democratic determination, Congressional 
Republicans were not ready to give up their fight against health care for 
America’s elderly.

□ Republican Representative James Utt (CA):“I do not happen to 
be one of those who is dazzled by the great majority President 
Johnson obtained last November....Let me tell you here and 
now it is socialized medicine.”47

“I feel certain that historians will mark this year as the turning 
point in our long struggle to solve the major part of what has 
become one of the most urgent issues of public policy—the 
problem of financing the costs of hospital care for the aged, 
costs which now represent the major remaining cause of 
personal financial disaster among our aged citizens.

□ Republican House Leader and future President Gerald Ford 
(Ml): “[W]e are going to find our aged bewildered by a multi­
headed bureaucratic maze of confusion over what program 
covers what and who is on first base.”49

“Every month that we delay in providing the needed protection 
means that more and more elderly persons will be forced to look 
to public welfare programs for help in getting he health care they 
need.”45



J

And they said it was a threat to Social Security.
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Congress finally passed (Senate, 70-24; House, 307-116) the Medicare bill 
which President Johnson promptly signed into law on July 30,1965. President 
Johnson traveled to Independence, Missouri, to sign Medicare into law, so 
that former President Harry Truman could participate in this ceremony, and 
to underscore Democrats' long-standing commitment to our Nation's seniors.

Representative Dole and a majority of Congressional Republicans again 
voted against Medicare.

Once again, they said it would destroy the best health care system in the 
world.

□ Republican Representative Utt: “Let us not go on the assumption 
here that we are not destroying the quality and the quantity of 
medicine and that we are not socializing medicine, because 
that is exactly what we are doing.”50

□ Republican Representative Bob Dole f/<S/-“[T]he real opposition 
to the bill stems from the fact hospitalization benefits are to be 
financed by a compulsory payroll tax....[A]dequate medical 
protection should be made available to the aged but it should be 
voluntary and should reflect the ability to pay...This one provision 
poses an enormous threat to the cash benefit programs under 
the social security programs.”51

In a last-ditch attempt to defeat Medicare, Republicans came up with 
an “alternative” plan—a voluntary system in which the elderly would pay their 
own premiums. The majority of Congressional Republicans supported this 
plan—but Democrats prevailed and brought Medicare to a vote.
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1/4

1/4

1/7

4/8 House approved Medicare.

7/9 Senate approved Medicare.

7/14 Conference on Medicare began.

7/21 Conference committee reached agreement upon a compromise.

7/27 House ratified the conference agreement.

7/28 Senate ratified the conference agreement.

7/30
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President Johnson's State of the Union Address listed health care for 
the elderly as a high priority.

President Johnson's message on "Advancing the Nation's Health" 
assigned top priority to the Presidents recommendations for a 
health insurance program for the elderly.

Representative King and Senator Anderson introduced identical 
Medicare bills in each House of Congress.

Chronology of Passage 

of Medicare, 1965 a

President Johnson signed the bill in Independence, making it 
Public Law 89-97.



Medicare—An American Success

Medicare has improved the quality of life among the America’s elderly.

Medicare is an efficient health program.

Medicare benefits all Americans regardless of income status.
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“From the beginning,” reports the Urban Institute, “[Medicare has] proved 
remarkably successful” as it has contributed to the well-being of America’s 
oldest and most disabled citizens.

□ Eighty-three percent of Medicare outlays go to beneficiaries 
with incomes of $25,000 or less.54

Medicare has achieved its goal of providing increased access to health care 
among the Nation’s elderly.

□ By 1970, nearly all the Nation’s elderly were enrolled in the 
Medicare program.

□ Medicare’s administrative costs average two percent of program 
outlays, compared with 25 percent in small group market plans 
and 5.5 in large group plans.53

□ Only three percent goes to elderly individuals or couples with 
incomes in excess of $50,000.55

□ Medicare has dropped the poverty rate among America’s 
elderly by 13.4 percent.52

□ Today, more than 36 million Americans are protected by 
Medicare.



Medicare is a popular health care program.

□ Eighty-nine percent of Americans want Medicare to continue.56
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□ A Kaiser-Commonwealth Fund 1993 health insurance survey 
found that 52 percent of Medicare beneficiaries are very satisfied 
with their Medicare insurance compared to 44 percent of 
families covered by employer-provided private coverage, and 
30 percent of those whose purchase private health insurance 
individually.58

□ Seventy-five percent of Americans oppose cutting Medicare in 
order to balance the budget.59

□ Ninety-two percent of Americans say Medicare is the only way 
many older Americans can possibly obtain adequate health 
care.57

□ When asked what should be the most important goal for the 
budget, the number one answer was “protecting Medicare and 
Social Security.”60
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But today, Medicare is once again under Republican attack. House 
Majority Leader Richard Armey says he “deeply resents the fact that 
when I am 65,1 must enroll in Medicare.” He calls it part of government 
that “teaches dependence,” and says it is a program I would have no part 
of in a free world.”62

Once again, Republicans are proposing voluntary systems, such as 
medical savings accounts, or plans which would require seniors to shop 
for their own coverage or pay much higher premiums.63 Republicans 
would use the savings to pay for tax breaks for the wealthy.

Medicare has become so successful that Senator Dole, who voted 
against enactment of Medicare, now praises it:

“Much of our significant gains and life expectancy, 
improvement in the quality of life, and decreases in infant 
mortality can be directly attributed to the passage of the 
Social Security Amendments of 1965. The Medicare and 
Medicaid programs have played a central role in improving 
both access to and quality of health care services for the 
country's elderly, poor, and disabled. Equally significant, 
it may be argued that Medicare and Medicaid have provided 
a foundation for the phenomenal growth and the 
dissemination of new medical technologies that now 
contribute to the well-being of all the people of al I nations. ’61

These proposals always have been and still are unacceptable to 
Democrats. Senate Democratic Leader Tom Daschle has declared:

■

■

L

"In three decades, Medicare has come to symbolize this 
Nation's commitment to the health and financial security of 
our elderly citizens and their families. It is the fulfillment of 
the dreams as well as the efforts of Presidents Truman, 
Kennedy and Johnson and hundreds of Congressional 
Democrats. On this, the 30th anniversary of Medicare, it 
is important to recall the long and difficult struggle to enact 
this much-needed program and applaud its success and 
recommit ourselves to keeping the program strong and 
viable."64
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