











PREVENTING AN UNDESERVED WINDFALL:
IMPORTANCE OF SETTING THE INITIAL PREMIUM

o Reform must include a mechanism under which-the health industry
does not get paid twice for uncompensated care.

o Today, uncompensated care costs of the uninsured are passed on to
those with private insurance in the form of higher premiums.

o) Under health care reform, all Americans will have health insurance --
the health care industry will be compensated for all individuals.
Private insurance premiums need no longer be inflated to cover the
shortfall from the uninsured.

0 If the uncompensated care surcharge built into the current premium is
not taken out, the health industry would get a windfall by being paid
twice for the uninsured, while businesses, families and government
would have to pay billions of dollars in higher premiums.

o The HSA’s initial premium holds the health industry harmless by fully
compensating insurers for the currently uninsured, and maintaining
current treatment of Medicaid costs. CBO estimates that HSA’s
initial premium would give providers the same payments, on average,
that they get today.

o Absent a mechanism to deal with uncompensated care, there is no
guarantee that competitive forces will constrain first year premiums.

o) In fact, the Health Insurance Association of America and Hewitt &
Associates estimate that, absent constraint; insurers would set
premiums higher than the initial premium in the HSA.

o While many believe that managed competition will moderate health
costs, health care reform legislation is governed by CBO scoring.
CBO will not score significant savings from managed competition
alone. It will score full anticipated savings only if there is a back-up
in place, like premium caps.

0 CBO scoring is critical because a 60 vote point of order lies against
legislation which CBO estimates increases the deficit over ten years.
Without premium caps, CBO would substantially increase its estimate
of HSA’s costs. Absent substantial cuts to offsets these additional
costs, the bill would increase the deficit and have a 60 vote point of
order against it.
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Clinton’'s Rx for Health-Care Overhaul
Kay decisions on the Clinton health plan made over the past several months by the

president and his top advisers.
WHAT'S IN | WHAT'S 0UT
Beaefits A fee-tor-ssrvice version of the benefits A benefits package that's either
paciage with deductibles of $400 for bare Dones or as generous as the
each family and $200 for each mdiviceal.  best union plan.
There's also a 20% co-psyme on each

doctor's bill and out-0f-pocket max-
mums of $3.000 tor families and $1.500

for ndividuals. An HMO version features
no deductible and a $10 co-{xyment.
Fleencing A mangdats for every emplayer to A payroll tax. Taken off the table
contribute to empigyee health coverage.  because it would have meant
Individuals aiso will be required to some people have to pay more
contnbute. However, contnbutions wil  for the same benefits they get
be capped and federal subsidies given.  now.
Effect on Large Lame emplayers—iikety those wath Letting big employers opt
Coampanies 5.000 or more employees—wll be able  completely out of the system.
to set up their own insurance-
purchasing pools but must follow the
same rules as the regional heaith
alkiances.
Speading Caps on the growth of Medicare and A "global budget” that woutd
Caonmtrols Medicaid. Also. caps on the growth of  have timited all heaith spending.
premiums in the regional insurance
poois.
State States given extensive fiexdbility in Holding the states responsible if

ResgonsRiffities setting up insurance pools.
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the growth in premiums exceeds
the targets. Instead. the federal
govemment will enforce the caps.

25









THE NEW YORK TIMES, SUNDAY, OCTOBER 3, 1993

Viewpoints

Health Plan: Who Will Watch Costs?

By ALAlN C. ENTHOVEN and SARA J. SINGER

the surface, the Clinton health reforms

seem in tune with the global turn to free

markets. Rather than embracing ‘price

controls’’ and ‘‘the heavy hand of Government,”

the President said last month, he wants “to let
market forces enable plans to compete.”’

Below are the stories of four hypothetical actors
in the world after health reform. Their tales show
that the President’s plan relies less on market
forces than he suggests, and thus will require the
very things he wants to avoid: price controls and
Government regulation.

Joe Wilson. Mr. Wilson, who works at the Stan-
ford Scarf Company, is buying health insurance.
He can choose from different plans .offered
through the Omega Health Alliance, one of re-
form's huge insurance-purchasing groups.

The cheapest plan costs $100 a month; the most
expensive, $150. Whichever plan Mr. Wiison
chooses, reform requires his employer to pay a
minimum of $110 a month. At the extremes, Mr.
Wilson will get a taxable $10 rebate each month or
pay a nondeductibie $40.

After some thought, Mr. Wilson selects the ex-
pensive policy. In his 50 percent tax bracket, the
$10rebate is worth only $5. Plus, his boss is willing
to pay/lhe extra $40 for the expensive policy and

Alain C. Enthoven is a professor of management
at Sthnford University and a member of the Jack-
son Hole Group, a health-care policy organization.
Sara J. Singer is his special assistant.

take it out of Mr. Wilson's wages. That makes the
payment tax-free for Mr. Wilson — giving him the
$50 more costly plan for only $25.

Like Mr. Wilson, millions of workers will opt for
a costly plan for tax reasons. This means that
under the Clinton reform, the nation cannot count
on them to be sensitive (o rising health costs.

Sam Mandel. Mr. Mandcl, Mr. Wilson's employ-
er, joined the Omega Health Alliance for its many
benefits, including a limit on his premium pay-
ments of 7.9 percent of payroll. Under the Clinton

To avoid price controls,
reform needs a dose of
‘cost consciousness.’

reform, the Government pays anything over that
for alllance members. So Mr. Mandel is not wor-
ried much about costs either.

Jane Thompson. Meanwhile, Ms. Thompson,
head of the Arden Health Company, is setting
prices for the policies she sglls. Under reform, she
must accept all applicants and charge everyone
the same rate for the same coverage, allowing
only for geographical cost differences.

Ms. Thompson knows one thing for sure. Be-
cause Mr. Wilson and Mr. Mandel are somewhat
indifferent to cost, she sees little reward in lower-
ing prices. An astute businesswoman, she also
knows her competitors feel the same. And she

knows her costs are rising 5 percent a year.

So she pressures the alllance to raise its 3
percent celling on annual premium increases.
(She'd never ask for less than 3 percent; these
cellings always become floors.) Her siralegy:
predict Arden’s insolvency and threaten & lawsuit.

Focused on thesc tactics, Ms. Thompson will
hardly be vigilant about rising costs.

Mary Gardiner. Ms. Gardiner runs the Omega
Health Alllance, and she must respond to Ms.
Thompson's plca. Given that most employers be-
long to Omega, It functions like a state health
agency. So Ms. Gardiner must think hard about the
political fallout if a big health plan fails. And she
must listen hard when the governor calls after
speaking to his friend and campaign contributor,
Ms. Thompson. Despite the 3 percent standard,
Omega finds a way (o salisfy Arden’s demands.

Apparently, the country cannot count on health
alllances to slow health-carc inflation.

The Clinton proposal has many sound ideas. Bul
— as these stories show — it does not unlcash
enough market forges to contain costs.

This deficiency must be corrected. For example,
President Clinton should tax health benefits he-
yond the price of the lowest-priced plan, so that
individuals like Mr. Wilson will become fully cost-
conscious. The Président should also take away
the regulatory powers of alliances, with their
political entanglements, and he should drop the 7.9
percent cap on premium payments that makes
Mr. Mandecl so indifferent to hicalth costs.

Only through such measures can the President
avoid the price controls and Government over-
regulation that he wishes to avoid. | ]
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/Mutual F unds/Carole Gould

Health Care: Loser With a Fuz‘urep

far this year, the only losing group
among domestic stock funds has been
the health-and-biotechnology category.

All the other 15 stock fund categories
tracked by Momingstar Inc., a research
campany in Chicago, have produced positive
returns since January. In the latest three
months, the average domestic stock fuad
rose 5.3 percent, yielding a gain of 10.5 per-
cent from January through September.

Gold funds were the biggest winners over
the nine months, up 45.3 percent, although
gold began losing ground in the third quarter.
Following them were the Pacific stock funds
(up 368 percent since January), foreign
stock funds (up 25.7 percent) and natural
resource funds (up 23.1 percent).

But health-and-biotechnology funds fell 5.3
percent in the last nine months. Since July,
the health-and-biotechnology group rose only
2.6 percent, as investors waited out the uncer-
tainty of the Clinton health care plan.

Health care stocks have been laggards
since January 1992, after a stunning run that
yielded average returns for health care funds
of nearly 45 percent a year from 1989 through
1991.

Now the managers say the bad news may
be over. “There’s a good chance that under-
performance has run its course — the econ-
omy is not strong and health care is resistant
to the economic cycie,” said Edward P. Ow-
ens, who runs the $540 million Vanguard
Specialized Portfolio: Health Care.

Moreover, the Clinton plan ‘‘was the event
that Wall Street was waiting tpr,” said Jo-
anne Soja, who took over the $765 million
Putnam Health Sciences Trust im August
“Now that we know what the worst case is,
we can start looking at stocks again.’’

The plan probably will net have an imme-

diate impact, the managers say, because ft
takes a broad approach and *‘the devil is in
the details,* Mr. Owens said. Also, it’s likely
that the plan will take -the same tortured
route through Congress as the Federal budg-
et, yielding to compromises along the way.
Here is what the fund managers have to
say about tuming their group around:
Given that many largecapitalization
health care stocks are near record lows, *‘'I'm
relatively sanguine* Mr. Owens said. Still,
he finds fareign companies most attractive
now. He noted that international stocks have

underperformed for the last three years, o .

their valuations are better. A favorile: Zen-
eca, a British drug company created when
Imperial Chemical Industries split into sepa-
rate drug and chemical companies in June.

Jordan Schmber, who managu the $120
million Merrill Lynch Healthcare Fund, has
also been moving outside the United States.
About 41 perceat of the fund is invested
overseas; its biggest holding is Roche Hold-
ing, the Swiss drug company. In the United
States, he said, ‘'large-capitalization \drug
companies have aiready been hit, p
more by market farces than the Admin
Uan's plan,”” and the damage is ‘'‘ongaing and"
permanenl’’ Some that e feeis might sur-
vive amp industry restrucuring are Wamen
Lamben, Merch and Carter-Wallace.

Mike Yellen, co-manager of the $4 miflion \
Frazklin Gicbal Health Care Fumd said he |
has aveided larpe-cspitalization cansumer
drug compamies beranar “‘thelt pricing flexi-
bealth maintenance organizations and gener-
ic drug compenies 10 benefit from cost-can-

tainment temds He lLikes Healthsource, a
Cancord, N.H.-based H M.O.

Chasies A. Mangum, mannger of $550
miltion Fidelity Select Health Ca
compares the health care indusiry today to
“the ail dustry of the 1980’s, ame tims

perceived as strong growth CEnpanics
About hatf the fund is @mvested in drug com-
panies; the Lhree largest holdings are Scher-
ing-Plough, Wamer-Lambert and Imcera
Lately, Mr. Mangum said he has been tarying
hintech stocks — “which I've aveided for
Quite Sume time’' — bringing that sector. up
to 10 pscemt of the funxdt He said be liked

. Chiron, whixh is preparing (0 marknl a treat-

ment for muitiple scieronis, and Geneyrech,
which has a cysuc fidxrusis drug up for ap-
proval by the Food and Drug Adxmintsisation.
Ms. Soja, of Putnam, is forusing on compa-
nies that have a .track record of dealing
succeasfully wilh interse Government inter-
vention. One favorite i Vivra, a dialysis
company that has mamaged despite declining
Government reimbwrwements. She has in-
creased the fund’s H)M.O. poxition and likes
compastes that will benefit from the trend to
managed care One favorite: Valoe Heaith, a
specialty managed care campany that helps
corporiuans reduce the drug and mental
health portions of (beir raxe casts
Louis E. Salemy, who nms the 6§90 million
Fidelity Seled Medical Delivery fund, says
H.M.O.'s and health insurers are likely to feel
the maR imsmediate impact frem the Admin-
istration’s plan. As a resuR, he is buying

market (o maintain pricing power,” he said.
Hospital compenies account for 30 percent of

* the fat. The diggest are the Haspitad Corpo-

ration of America, Health ManagementAs-
sociates and Columbia’ Health Care

The wurst performer in the health-and-
biatechmoiogy categary,  the $529 million
Invesco Strategic Health Sciences (down 15.9
percent since the begirgung of the year), was
hurt this year by a big pasitian in Synergen.
Still, fund co-manager Jahn Kaweske is mov-
ing slowly back into biotech again, with a
position in Creative Bio-Molecules., . [ ]
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“Subsidies for the Uslnsared .
President Clinton's health plan would provide

Govemmant assistance 10 low-wage workers and to
‘small.businesses that employ.such'workers to help ~*

i

]

‘themn buy health insurance. Empioyars would.be efigible
it they have fewer than 50 ermployees and i the average wage is
tess than $24,000 a year. These examples show how it might work.

Employer’s
-ghare

Employes’s -
share TOTAL

B INDIVIDUAL POLICY
§ ANNUAL PREMIUM © $1,440 $360 $1,800
to

+

= -

Can a huge
program’s
growth be slowed
to avert taxes?

jected growth in health-care costs in
line with growth in gross domestic
product by 1997.” Kevin Anderson, a
White House spokesman, said ‘‘cost
controls will be applied equally” to
private health spending and public pro-
grams.. .

Initially, under the Clinton plan, pre-
miums could increase no more than the
average of the increase in gross do-
mestic product for the three previous
years, White House documents say.

Mr. Clinton would impose stricter
limits on medical spending after the
first two years of the new health
system. ‘‘Thereafter,” the documents
say, ‘“the inflation factor equals the
‘| three-year average of .the increase in
the per capita G.D.P."” The increase in
the per capita figure is smaller be-
cause it takes no account of economic
growth attributable to the increase in
population.

Over the last four years, health care
spending grew an average of 11 per-
cent a year. The gross domestic prod-

55000 . ./$2860

@8 FAMILY POUCY
B ANNUAL PREMBUM $3.360 $840 '$4,200

“TWorker's ‘mlﬂd. _Subsidy paid

Total

1o worker subsidy
'$720 $3.600
600 3,000
480 2,400
360 1,800
240 1,400
120 120

-0 0

-

The New York Times

‘|uct grew 5 percent a year, while per

| capita G.D.P. rose 4 percent a year.

The Administration 1s shying from
explicit price controls on doctors and
hospitals. But some Administration of-
ficials say the !imitson health spending
may be so stric: that the effect is
almost the same.

*“Ira would like the caps to be very
tight,” one Cabinet officer said. *“When
you go to tight caps, you are going to
something like price controls."’

The Cabinet officer, a lifelong Demo-
crat, complained: ‘‘This plan is heavily
regulatory. .It smells like big govern-
ment.”’

The National Health Board, to be
composed of seven Presidential ap-
|pointees, would compute the cost of the
package of health benefits to be guar-
anteed to all Americans and would
calculate the ‘‘national per capita pre-
mium’' needed to cover the cost. Using
this number as a reference pownt and
adjusting it for regional variations in
health spending. the board would calcu-
late a ‘‘per capita premium target’’ for
each of the health insurance purchas-
ing groups set up across the country
through which most Americans would
get their insurance coverage. In this
way, the board would set a yearly
budget for each such group.

Here are other details of the Clinton
plan, as described in documents from
the White House and the National Eco-
inomic Council:

BIG CORPORATIONS. By Jan. 1,
1996, each state must establish one or
more of the large purchasing groups,
known as regional health alliances, for
its residents. All Federal, state- and
local government employees must ob-
tain coverage through the purchasing
group in the area where they live.
People who are self-employed or unem-
pioyed will also get coverage through
regional alhances unless they qualify
for Medicare.

But big corporations with more than
5,000 employees may run their own
health plans, serving as their own in-
surers or buying coverage from a pri-
vate insurance company. These corpo-
rate health plans, to be known as corpo-
rate alliances, would have to meet Fed-
eral standards regulating the scope of
benefits, financial reserves and .the
prudent use of money held in trust for
workers. *Employees in corporate alli-
ances are not eligible for public subsi-
dies,’’ the document said.

Employers operating their own
heaith plans would have to pay *“a
premium surcharge of 1 percent of
payroll” to help cover the cost of the
new health-care system. Corporate
health plans would have to comply with
‘‘cost-containment goals’ set by the
National Health Board.  These limits
would be slightly stricter than those for
the regional health alliances. Large
employers that exceed these spending
limits would lose the privilege of run-
ning their own health plans and would
be ‘‘required to purchase coverage
through regional alliances.”

FEE SCHEDULES. Most consumers
would get care from health mainte-
nance organizations and other net-
works of doctors and hospitals. But
each insurance purchasing group
would also have to offer a traditional
health plan, under which consumers
could consult any doctor and doctors
could charge a fee for each service.

Each state would establish a fee
schedule for doctors serving these pa-
tients. A doctor ‘‘may not charge or
coliect from a patient a fee in excess of
the rate schedule. Under current law,
the Govermment generally does not
regulate doctors’ charges to their pri-
vately insured patients.

ENFORCEMENT. The Treasury
Secretary could impose a monetary
penalty on anyone who failed to enrol}
1n a health plan by a specified date. The
documents do not say how severe such
a penalty would be.

The Federal Government would en-
force health-care budgets for three
years, from 1996 to 1998. Regional
health alliances must submit proposed
premiums to the National Health
Board for approval. States would be
responsible for enforcement after 1998.

R/
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Business and Finance

»

ATIONAL MEDICAL'S policies

and directives are being exam-
ined by federal agents, who are seek-
ing evidence linking suspected crimi-
nal misconduct by many of the firm's
hospitals with its top executives.
Meanwhile, the company acted to try
to restore confidence following Thurs-
day's raid by U.S. agents of more than
20 of its facilities. On Friday, its stock
plunged $3.375. or 30%, to S7.75.

(Article on Page A3)
* * *

GPA Group is expected to sign fi-
nancial-rescue packages with GE's fi-
nancial subsidiary and a bank syndi-
cate this week, 14 months after a failed
stock offering plunged the giant Irish
aircraft-leasing firm into crisis.

(Articie on Page A3)
* * *

McDonnell Douglas’s planned sale
to the U.S. of 120 C-17 transports could
be reduced to half that amount, with
the military still able to deploy forces
effectively, a Pentagon study says.

(Article on Page A3)
* %* *

Banks’ lending terms seem to be
easing, according to a Fed survey.
Equally important, the lenders found
businesses and households increas-
ingly willing to borrow money.

Mortgage lending to minorities im-
! proved last year at many of the na-
tion's biggest banks. However, the dis-
parity between minority and white ap-
plicants is still significant.

(Articles on Page A2)
* * *

Stocks fell amid declining bond
prices. The Dow Jones industrials lost
1.55 points to 3640.63 as the benchmark
30-year Treasury bond's price slid %
point and its yield rose to 6.14%.

(Articles on Page C1)
»* * *

Novell’s Roel Pieper is leaving the
software maker, only two months after
its purchase of Unix Systems, of which
Pieper had been chairman and CEO.

(Article on Page BS)
* * *

Alyeska Pipeline’s safety and envi-
ronmental practices along the Trans-
Alaska pipeline will be audited by a
team of independent engineers dis-
patched by the Interior Department.

(Article on Page B3)
* * *

Machine-tool orders fell 20% in
July from June as seasonal plant clos-
ings slowed activity, but orders stayed
well above the year-earlier level.

(Article on Page A2)
* * *

Chrysler asked for health-care con-
cessions and lower starting wages for
new hires in its opening offer to the
‘UAW, which criticized the proposal.

(Article on Page Ad)

a - -

N eWSs—

World-Wide m |

ISRAEL'S CABINET PLANNED to re-
view an accord on Palestinian autonomy.

The proposal. which would give Palestin-
ians authority over the Gaza Strip and the
West Bank city of Jericho, was to be dis-
cussed at a cabinet meeting today. The
self-rule plan also will head the agenda when
Mideast talks resume in Washington tomor-
row. Israeli radio said Israel and the PLO
were considering mutual recognition as part
of the package. Gaps remain between the
fsraeli and Palestinian positions on the
accord, which reportedly was reached dur-
ing talks between Foreign Minister Peres
and a PLO official. (Article on Page A6)

The Israeli right wing is gearing up to
oppose any agreement; the opposition
Likud party is spomsoring a no-confi-
dence motion in parliament today.

* * *

BOSNIA'S FACTIONS PREPARED to set
conditions for accepting a peace plan.

The rival groups were expected to return
to Geneva to present their official responses
to a proposal for partitioning Bosnia into
three ethnic states. Mediators have set
today as the deadline for approving the
proposal. The parliament of the self-pro-
claimed Bosnian Serb republic approved the
plan Saturday but will press for the lifting of
U.N. sanctions against Belgrade. Mean-
while, Bosnia's Muslim-led government and
the Croat assembly called for amendments
to the proposed territorial borders.

In southwestern Bosnia, U.N. offi-
cials were negotiating to arrange an
exit for 33 U.N. peacekeepers trapped in
Mostar by Muslim civilians.

* * *

Elite U.S. troops raided a building in
Mogadishu, Somalia’s capital, before dawn
Monday, in an apparent operation against
fugitive warlord Mohamed Farrah Aidid.
Witnesses said about 40 American attack
helicopters participated in the assault and
fired at several targets in southern Mogadi-
shu. Aidid is wanted by the U.N. in the
killings of peacekeepers in Somalia.

Defense Secretary Aspin said U.S. forces
won’t pull out of Somalia anytime soon.
Before there is an American withdrawal, he
said Friday, heavy weapons must be taken
out of the hands of Somali clan leaders,
credible police forces must begin patrolling
the major cities, and security problems in
southern Mogadishu must be settled.

* * *

The Security Council suspended a crip-
pling 2%-month-old oil embargo and other
economic sanctions against Haiti on Friday
as a democratic government prepared to
take office there by Oct. 30. The unanimous
decision to suspend the sanctions was effec-
tive immediately. Oil shipments are ex-
pected to begin arriving this week.

* »* *

Senate Republican leader Dole sald his
party is ready to work with Clinton on a
compromise health-care reform package,
but he predicted that the legislation won't be
approved this year. The Kansas lawmaker
said several GOP health proposals are ex-
pected to be introduced as alternatives to
the president's plan.

-~ -~ -

Unita rebels attacked a U.N. food convoy
in central Angola over the weekend, killing
two relief workers and destroying two vehi-
cles, according to news reports. There was
no official confirmation of the guerrilla
assault on the World Food Program trucks
in coastal Benguela province.

* »* *

Nigeria's interim government ordered
the release of three pro-democracy leaders
detained since July. Meanwhile, unions
staged a strike over the military’s installa-
tion of interim leader Ernest Shonekan. The
release of the activists was Shonekan'’s first
major action since he succeeded former
military leader Babangida last week.

¥* * *

Mexican lawmakers approved constitu-
tional reforms over the weekend that are
designed to reduce election fraud. The ad-
ministration of President Salinas also issued
rules requiring that government officials be
audited to determine their net worth and
income. (Article on Page A6)

¥* * »*

A dam burst in China's remote western
Qinghai province, flooding numerous vil-
lages and killing at least 223 people. officials
said. Thousands of people were injured and

many were still missing after Friday’s acci-

dent at the Gouhou reservoir.
* * *

Ong Teng Cheong won Singapore's first
presidential election on Saturday, as ex-
pected. Ong, a former deputy prime minister
and labor leader, took 59% of the votes
cast in the two-way race. His opponent, a
former bank executive, won $1%, though
he didn't wage a formal campaign and had
said Ong was the superior candidate.

Public Service to acquire El Paso.
(Article on Page A4)
* *

(Article on Page BS)
E i et

fices and top managers’ homes.
(Article on Page Aé)

* * *
Markets—
tation 1655.06, up 3.64: utilities 254.09,
0.66.
5557.64, off 15.04.

cents. Dow Jones futures index 127.78,
1.24; spot index 123.12, up 0.57.

Central & South West’s proposal to
purchase El Paso Electric was ac-
cepted by a bankruptcy judge, mov-
ing the Dallas utility closer to victory
in its bitter fight with Southwestern

*

Hormel's Richard Knowlton plans
to step down as chief executive of the
food processor but will remain chair-
man. He intends to recommend that
President Joel Johnson succeed him.

VW demanded an explanation from
German prosecutors for what it says
were unusual actions surrounding last
week’s police search of company of-

Stocks: Volume 194,790,720 shares. Dow
Jones industrials 3640.63, off 7.55; transpor-

off

Bonds: Lehman Brothers Treasury index
Commodities: Oil $19.75 a barrel, up 28

up

Dollar: 103.75 yen, off 0.60; 1.6644 marks
off 0.0031.
——————————————————————— e ——

41






. OCT-07-2 THI 15:60  THE URBAN INSTITUTE FAX Ko, 2072231148 b 02

Clinton’s Hedldh Plan
Zuckerman and Haullkcy
DRAFT

or increase presiums selectvely tor people who tum out to be bad dsks. Finally, apce every
year, peoplr. wAll have the option to switkch plans during an open seawn.

Plans will be allowed [0 ofter addtiona! benefits and to &ficr in the range of provider
choices and the amount of cost sharing. Plans ther offer unlimited chaice of provider ard little
cost sharing will charge. higher-than-average premianms, sonx of which may pot be tax dedictible.
Plans that limit chaicxs, like closed-pancl HMOs, ar regoire extensive patient cost sharing will
undoubtedly charge lower preminas. The Clinvon proposal will not lead to a “one size fits all”
bealth care sysicm. Many people will have ore choises than thoy do aow, and nw one will be
locked into their current coverage.

Accurding to the thenry of managed competition, with the product standardized and
insurance companies nnable & compete by rejecting or avnidiug high risks, corupetition will have
(0 mke the form of price compelition. Insurancc plans will anract customers and prasper by
providing value for moncy.

In spits of the promise of managed competitiva, it 1argely remsins a theary. To put teeth
inwo iy, che Clnin plan will impose & financial peaalty on auy inmmance plan thal mies 10
increase its premiom moic than the cap allows There is Limle doubt that if faced with
cunstrained Tevenoes instsance plans will limit their expeuscs. Each plan will decide the best
vy 1o do this, includiny vonxiratning the overuse nf sarvices and limjting whet they pay doctors,
hospitals, and other health carc providers. However, they will bave every incentive 0 do it in

a way that duesn't drive away Subscribery. One critic charesterized this approach s “gerting the






Clinton's Bealth Plan
Zuckermoan and Badley
DRAFT

growth will, for exumple, farce more ecceptable triaglng that reduces the estimated 15-30 percent
cf diagnostic tests and sargerics that may be unnecessary., Private insurers will no longer be
willing to pay providers prices thar are 20-30 pcreemt above Medicare. nor should they.
Providers will be ahble  survive with Inwer prices for peivate pstieats, becanse upivessal
coverage will moean an end 0 vncoOmMpensaicd care.

Studies af the present system have shown thar haspital costs are 10-15 percent higher than
they would Ue if all facilities produced services more etticienty, and this excludes savings that
woeld accrue from not producing unnecessary services. Impasme financial pressure throogh caps
on premjums means some hospitals will scale back thair investments in buildings and equipment-
-that are often under uvtilized--and maryenize their staffs. In the looges-run, some services now
provided by hospitals may bc provided in less cosly scitingy, while others will provided less
often becanse their curtent rates of ose are not cost-effcetive.

Our own cument sesearch suppesss that bospitals respond to financial pressure by
controlling costs without adverse consequences for patients The 25% of hospitals with the
lowest profits in 1987 expedenced cost increases af 13.3% between 1987 and 1989 compared to
an average of 27.6% far hospitals with the highest profits. Total revenues grew at virtually the
same rate in both sets of bospitals, abont 21% over the three years.

Podents will also peed to change They may need to accept some increases in waiting
times for non-cimergency care. They may also aeed o consider whether their cument bealth plan,

if it is high cost, is warth the exoa money. If it is not, consumers will be put in the position of
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prospect of financial gain, 3.2% compared 10 10.2%. Hospitals in California that faced strong
competitive pressures &3 well as prospective losses from PPS actually cut their costs by 4.3
percent between 1983 and 1885, The amnual incrcasc in the volume of so-callzd "overpriced
procedores” provided to Medicare beneficiaries by physicians fell fror 9.3% in 1986~87 10 24%
in 1988-89 in response to a 2.4% cut in average fees. Sarung in 1996, the Clinton plan assumes
spendiuy growth approximately in line with GDP until the year 2000. If this is an achicvable
tarpet--as most regnlatory- and markencmientcd reformers believe—and Congress acts within the
next year, the system will have epough time to adjust

The Clinton proposal aims o alter incentives by 2 combination of regulatory and market
farces  Some critics would rather sce much grraler scliance an chaages in the tax treatment of
health insurance preminms as the way to change incentives. Despie fts intelleral appeal to
some, there is litde evidence 1o show that this approech would suxeed Og th cother hand, even
though strict systems of regulated spending end price controls have good track rarords of
controlling costs, they do not have widespread political soppart. Many paople view guch systams

as adminisratively burdessome, inflexible, and likely to lead to explicit aationing. The Clinton

proposal relies on competition among plans, but limits the amount of tax-subsidized dollars than

can flowv into the System and requies the development af 2 potenially regulatary framework for
Limifing total spending. This is a compramise. Bug, its ascepmbility and likely success may be

greater than either pure altcrmadive.





