
Overview

The priva te / p u blic partn ership approach to health

reform propo s ed in this paper builds on the pop u-

larity of a voluntary, private insurance system, while

rationalizing public “wrap-around” support for this

s ys tem . The plan’s cen tral fe a tu res are discussed

below.

Pu rchasing Pool s . The cen tral el em ent of the pro-

posal is a set of  vo lu n t a ry purchasing pools estab-

l i s h ed thro u gh o ut the Un i ted State s , one in each state

and the Di s tri ct of Co lu m bi a . The federal govern-

m ent establishes each pool and doc u m ents its catch-

m ent are a . Th en it establishes a set of ground rules for

a ny health insu ra n ce plan that wishes to be part of t h e

l ocal poo l . Any insu ra n ce plan that meets those

ground rules is el i gi ble to be inclu ded in the poo l ,a n d

plans in the pool of fer insu ra n ce to po ten tial en ro ll ee s

at a com mu n i ty - ra ted pri ce (by family type ) .

In d ivi duals and Em pl oyers . In d ivi duals or

em p l oyers are el i gi ble to purchase insu ra n ce from

a ny plan in their local poo l . This purchase is su b s i-

dized for lower-income families. All persons in fam-

ilies with incomes bel ow   percent of the federa l

poverty line are en ro ll ed autom a ti c a lly and free of

ch a r ge in a plan near the poo l ’s med i a n - cost plan.

All pers ons in families with incomes bet ween  

percent and  percent of the poverty line (roughly

  ,    to   ,    for a family of four) receive a

subsidy to help pay to purchase insurance from this

poo l . The su b s i dy caps the proporti on of i n com e

that must be spent to purchase insu ra n ce from the

median-cost plan in the pool;this cap rises from  at

 percent of poverty-level income to  percent of

i n come at    percent of poverty. These su b s i d i e s

can apply to direct individual or employer purchase

of insurance from the pool. Persons above  per-

cent of federal poverty-level income receive no sub-

sidy, but their insurance may cost them less because

they can purchase it through this pool.

E m p l oyers are all owed to purchase insu ra n ce

f rom the poo l ; t h ey receive no direct su b s i dy if

i n su ra n ce is purch a s ed thro u gh the poo l , but low -

i n come families can use their subsidies to help pay

for em p l oyer- provi ded insu ra n ce from the poo l .

Employers and their employees are eligible for these

subsidies on ly if t h ey re s tri ct the em p l oyee s’ i n su r-

a n ce ch oi ces to plans of fered thro u gh the poo l .

Con ti nu a ti on of covera ge mandates (thro u gh the

Con s o l i d a ted Omnibus Bu d get Recon c i l i a ti on Act

[COBRA] and state regulation) also are removed for

em p l oyers buying all their insu ra n ce thro u gh the

pool, providing even greater incentive for employers

to join the pool.

Plan Rei m bu rsem en t . A key con s i dera ti on wi t h

a ny pooling approach is adverse sel ecti on . P l a n s

com pete to attract the lowe s t - risk en ro ll ee s , wh i ch

can raise pri ces sign i f i c a n t ly at the more gen ero u s

plans that some tru ly sick en ro ll ees may dem a n d .

Adverse sel ecti on in these pools is minimized

t h ro u gh ri s k - ad ju s ted red i s tri buti on ac ross the plans

in the poo l . This risk ad ju s tm ent is a mix of pro s pec-

tive (for ex a m p l e , b a s ed on dem ogra phic ch a racter-

i s tics and lon g - term com orbi d i ties) and retro s pec-

tive (for example, actual cost outliers) factors.

Fi n a n ci n g . This approach invo lves a sign i f i c a n t

federal expenditure, primarily through subsidies for

the low - i n come insu red . These costs are part ly

financed from two sources. The first is a cap on the

exclu s i on from taxati on of em p l oyer- provi ded

health insu ra n ce prem iu m s . Any curren t ly tax-pre-

ferred spending by em p l oyers and em p l oyees on
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insurance above the cost of the median plan in that

state becomes taxable income to the employee.

Af ter a tra n s i ti on peri od , the second financing

s o u rce is the ph a s e - o ut of c u rrent public progra m s

that provide insurance to low-income families sole-

ly on the basis of i n com e . Medicaid ulti m a tely

becomes a program on ly for the el derly and dis-

a bl ed , and the remaining Medicaid and State

Ch i l d ren’s Health In su ra n ce Program (S-CHIP)

pop u l a ti ons move into this new su b s i dy progra m .

The federal govern m ent then saves its share of

s pending on these programs and rec a ptu res from

states their spending on these programs.

Im pl i c a ti o n s . This priva te / p u blic partn ers h i p

re sults in a very different situ a ti on for indivi du a l s ,

i n su rers , and em p l oyers . In su ra n ce covera ge ri s e s

s i gn i f i c a n t ly, as afford a bi l i ty, i n form a ti on , and sti g-

ma barriers to insurance for the lowest-income fam-

ilies are rem oved . Covera ge is not univers a l , but

almost all families in the Un i ted States should be

a ble to buy insu ra n ce covera ge for   percent of

their income or less. Insurers offer their products in

a com peti tive envi ron m ent that provi des stron g

i n cen tives for cost con tro l . In d ivi duals pay the full

costs for ch oosing more ex pen s ive insu ra n ce prod-

u ct s , because the tax su b s i dy to purchase insu ra n ce

is capped . This leads con su m ers to ch oose co s t -

ef fective plans, a ll owing for incre a s ed med i c a l - s ec-

tor cost con trol wi t h o ut public spending caps or

other awkward interventions.

Background

The proposal devel oped in this report is de s i gn ed to

m eet two key po l i tical con s traints and to ad d ress the

t wo key failings of our current sys tem . The po l i ti c a l

con s traints are that the U. S . Con gress is unwi lling to

expand public insu ra n ce programs massively, or to

l egi s l a te wi de s pre ad new indivi dual or em p l oyer

m a n d a te s . The first failing is that em p l oyer- provi ded

i n su ra n ce re sults in incom p l ete access to poo l i n g

m echanisms for su ch groups as the unem p l oyed ,s el f -

em p l oyed , and those in small bu s i n e s s e s . The secon d

failing is that public safety net programs cannot pro-

vi de health care to everyone who is uninsu red . Th e s e

f a i l i n gs are discussed in more detail bel ow.

Private Health Insurance

Several fe a tu res of the current insu ra n ce envi ron-

m ent call for the priva te / p u blic partn ers h i p

a pproach . The first is that the pri m a ry source of

health insurance is employers. More than  percent

of the priva tely insu red , repre s en ting  percent of

the total non - el derly pop u l a ti on , a re covered by

em p l oyer- provi ded insu ra n ce . E m p l oyer provi s i on

has much to recommend it. Workplaces of sufficient

s i ze repre s ent pooling mechanisms that are largely

i n depen dent of u n derlying health statu s , provi d i n g

the kind of pred i ct a ble distri buti on of costs po ten-

tial insu rers want. Th ey also provi de a means of

spreading the fixed costs of an insurance plan across

a nu m ber of i n su red pers on s . In ad d i ti on , hu m a n

re s o u rce dep a rtm ents provi de profe s s i onals gen er-

a lly ded i c a ted to ef fective provi s i on of ben ef i t s ,

l e ading to both high sati s f acti on and innova ti on in

health insurance options.

On the other hand, em p l oyer- provi ded insu r-

a n ce as the pri m a ry mechanism of i n su ra n ce has

some failings.First,small employers provide neither

the econ omies of scale nor the needed pred i ct a bl e

d i s tri buti on of ex pen d i tu res that make them attrac-

tive sources of i n su ra n ce . As a re su l t , while insu ra n ce

offering is nearly universal among medium-size and

l a r ge em p l oyers , it is mu ch less com m on among the

s m a llest em p l oyers ; even in our booming econ omy,

on ly two - t h i rds of em p l oyers with fewer than   

employees offer health insurance.

Second,the fact that insurance is linked to work,

and is not available at all jobs,can lead to insurance-

i n du ced immobi l i ty ac ross job s , or “ j ob lock .”

Workers who va lue insu ra n ce covera ge may not

l e ave their current po s i ti ons for po ten ti a lly more

produ ctive on e s , for fear of losing their insu ra n ce

coverage.Estimates suggest that job lock may reduce

mobility by as much as  percent among those with

em p l oyer- provi ded insu ra n ce . Job lock is miti ga ted

by the ava i l a bi l i ty of con ti nu a ti on covera ge under

state and federal mandates that allow individuals to

continue to purchase insurance from their employer

after leaving their jobs,at  percent of the employ-

er’s full cost of insurance. While research has shown

these con ti nu a ti on mandates to be an ef fective

means of i n c reasing insu ra n ce covera ge among job



ch a n gers , t h ey are unpopular with em p l oyers

because of their administrative costs and the (below

average) health of employees who choose to contin-

ue their covera ge (so that em p l oyers lose mon ey,

even though workers pay average insurance costs).

F i n a lly, the re s i dual natu re of the non - gro u p

market has made it an inhospitable environment for

those who leave the employer pool. The non-group

market features high prices, typically at least  per-

cent high er than group insu ra n ce costs for healthy

em p l oyee s , and mu ch more for older and less

healthy persons. Those with expensive medical con-

d i ti ons may be unable to obtain any covera ge , a n d

the coverage available in the non-group market gen-

erally is much worse than group coverage, with high

deductibles and limited benefits.

A final issue related to employer-provided insur-

a n ce is that its pop u l a ri ty can be traced , at least in

p a rt , to exclu s i on of em p l oyer- provi ded insu ra n ce

p aym ents (and ro u gh ly half of em p l oyee paym en t s

for su ch insu ra n ce , as well) from taxati on . This tax

su b s i dy has been cri ti c i zed as regre s s ive : Because it

is equ iva l ent to a tax dedu cti on , those who pay the

highest income taxes benefit the most. It is also cited

as a source of medical cost inflation, because it sub-

s i d i zes the pri ce of health insu ra n ce and can lead

i n d ivi duals to purchase exce s s ively gen erous insu r-

a n ce plans. F i n a lly, this is a major ex pen d i tu re for

the government, more than  billion per year.

Public Health Insurance

In pri n c i p l e , p u blic health insu ra n ce in the Un i ted

S t a tes is de s i gn ed to insu re those unable to get cover-

a ge from the priva te insu ra n ce market . For the el der-

ly, who are covered by Med i c a re , this is largely tru e

( with some notable excepti on s , su ch as the lack of

covera ge for pre s c ri pti on dru gs ) . But some of t h e

n on - el derly sti ll have difficulty get ting covera ge ,

wh i ch re sults in our high and rising level of u n i n su r-

a n ce . In    ,  .  percent of n on - el derly Am eri c a n s

h ad no health insu ra n ce . Over the next dec ade , t h e

n on - el derly pop u l a ti on wi t h o ut insu ra n ce covera ge

grew by nearly a qu a rter, to   .  percen t , so that in

     m i ll i on Am ericans were uninsu red . Th i s

number declined to . million in . Particularly

tro u bling is the significant increase in the nu m ber of

ch i l d ren in the Un i ted States who are uninsu red ;

de s p i te dra m a tic ex p a n s i on of p u blic health insu r-

ance since the mid-s,the share of children with-

o ut health insu ra n ce has grown by more than   per-

cent since .

Medicaid is the pri m a ry source of p u blic insu r-

a n ce . Most Medicaid spending is for insu ra n ce for the

el derly and disabl ed , but most of the indivi duals cov-

ered are wom en and ch i l d ren . Trad i ti on a lly, on ly

those on cash wel f a re were el i gi ble for public insu r-

a n ce , but this covera ge has now been ex ten ded dra-

m a ti c a lly for two gro u p s : pregnant wom en (for preg-

n a n c y - rel a ted ex penses on ly) and ch i l d ren .

Cu rren t ly, pregnant wom en are autom a ti c a lly cov-

ered up to   percent of poverty - l evel income by fed-

eral mandate , and most states have ex ten ded this cov-

era ge to   percent of the poverty level or above .

Ch i l d ren under age  a re covered up to   percent of

poverty level , as well , and most states cover all ch i l-

d ren to the poverty level or high er under their Med-

icaid progra m s . Moreover, the    S-CHIP ex ten ded

child covera ge furt h er by providing bl ock grants to

s t a te s , wh i ch many states have used to ex tend ch i l d

covera ge to    percent of the poverty level or even

h i gh er.

Despite these recent expansions, however, enor-

mous holes in the public safety net rem a i n . F i rs t ,

and most obvi o u s , t h ere is no source of p u bl i c

i n su ra n ce (other than sel ected small state pro-

grams) for adu l t s , a s i de from pregnant wom en .

Second, even among eligible populations, the num-

ber of people taking advantage of this public insur-

a n ce en ti t l em ent is low. Recent esti m a tes su gge s t

that as many as  million uninsured children may be

el i gi ble for Medicaid or S-CHIP, but are not taking

advantage of this eligibility. This is likely due in part

to the fact that entire families are not eligible, limit-

ing the incen tives for parti c i p a ti on , and amon g

m i d dl e - class families there is some sti gma attach ed

to using public progra m s . De s p i te the fact that

Medicaid remains an en ti t l em ent for low - i n com e

families leaving wel f a re , recent declines in publ i c

coverage resulting from welfare reform highlight the

difficulties facing the safety net.



Details of Implementation

An enormous number of details must be addressed

wh en implem en ting a plan su ch as a priva te / p u bl i c

partnership. Important questions about such a plan

and at least partial answers to them follow.

Eligibility and Subsidy Structure

Ba s ed on the income reporting de s c ri bed bel ow,

individuals are eligible for one of two kinds of sub-

s i d i e s . If i n come is bel ow   percent of the federa l

poverty line for that pers on’s family size (“poor ”

f a m i l i e s ) , t h en the indivi dual and his or her family

m em bers are autom a ti c a lly en ro ll ed free of ch a r ge

in an insurance plan. The plan is selected randomly

from among the plans near the median-priced plan

in the pool. The use of a default plan is critical to the

su ccess of this approach , because it wi ll incre a s e

take-up of insurance by this low-income group sig-

n i f i c a n t ly. But placing the whole group in one plan

that happens to be at the median is po ten ti a lly

i n equ i t a ble and probl em a tic if the particular plan

cannot handle this many en ro ll ee s . Th erefore , t h i s

l ow - i n come group is assign ed ra n dom ly to a small

number of plans near the median;the exact number

of plans depends on the size of the pool and the

range of prices around that median.Of course,these

i n d ivi duals are free to ch oose a different plan from

a m ong those close to the med i a n , and to swi tch

among these plans once they are assigned. The pool

ad m i n i s tra tor notifies plans of a ny en ro ll ees in this

gro u p, and the plan bi lls the govern m ent direct ly,

rather than the individuals, for the premiums.

A second su b s i dy for indivi duals in this incom e

ra n ge is a cap on the cop aym ents and dedu cti bl e s

for which they are responsible. Individuals enrolled

in these plans are subject to maximum copayments

of    for any visit or drug purch a s e . In ad d i ti on ,

these copayments,and any deductible,are capped at

 percent of i n com e . Provi ders notify the plan,

wh i ch , in tu rn , n o tifies the pool ad m i n i s tra tor,

whenever a copayment is charged to someone in the

poor group (who is iden ti f i ed by having a sep a ra te

i n su ra n ce card ) . Wh en pers ons re ach the  percen t

of income limit, they are sent a new card indicating

that they are no longer to be charged copayments.

Individuals in this income range are also free to

choose plans that cost more or less than the median.

If t h ey ch oose plans at above - m edian co s t , t h ey are

bi ll ed by the plan for the differen ce bet ween that

p l a n’s prem iums and the prem iums of the med i a n

p l a n . If t h ey ch oose lower- cost plans, t h ey do not

receive the differen ce . If these cost savi n gs were

available,there would be significant opportunity for

f ra u d ; l ow - cost plans might be set up that do not

actu a lly provi de insu ra n ce , but that just all ow low -

income individuals to turn their subsidies into cash.

Because copayments and deductibles are capped for

the low-income population, establishing such “cash

cows” would be very easy.

The second su b s i dy gro u p, those families

bet ween   percent and    percent of the poverty

line (the “near poor ” ) , receives a su b s i dy that is

s tru ctu red so that, i f t h ey sign up for the med i a n -

cost plan, t h ey wi ll never pay more than   percent of

t h eir family income on insu ra n ce prem iu m s . Th e

su b s i dy is ph a s ed in, so that there are no large redu c-

ti ons in su b s i dy as income grows (that is, to avoi d

large “implicit taxes” on income generation for fam-

ilies in this income ra n ge ) . In parti c u l a r, at   per-

cent of the poverty line, the cap is zero, with full su b-

s i d i e s ; at   percent of the poverty line, the cap is

 .   percent of i n com e ; at    percent of poverty,

the cap is  .  percent of i n com e ; and by  percen t

of poverty, the cap is a full  percent of income.

For ex a m p l e , su ppose that a family has fo u r

m em bers and an income of   ,    ( ro u gh ly   

percent of the poverty line), and that family cover-

age in the median-cost plan costs ,. That fami-

ly receives a su b s i dy for   ,  , the differen ce

between the cost of the median plan and . percent

of the family ’s incom e . In d ivi duals are then free to

en ro ll in high er- or lower- cost plans as they wi s h ,

but the subsidy amount remains at ,, regardless

of the plan chosen.

For this near- poor gro u p, i f i n d ivi duals do en ro ll

in a plan that costs less than the subsidy amount,the

govern m ent wi ll pay them  percent of the differ-

en ce bet ween the su b s i dy level (wh i ch is ti ed to the

m edian plan) and the prem iums in the plan they

choose. This provides some incentive to choose low-

cost plans, while po ten ti a lly of fs et ting some costs of



this subsidy program to the government.

For this near-poor population (and for any poor

i n d ivi duals who ch oose above - m ed i a n - cost plans),

the pool administrator would notify the plan of the

en ro ll ee s’ i n form a ti on and how mu ch of a su b s i dy

they are entitled to receive. The plan is then respon-

s i ble for co ll ecting the differen ce from the indivi d-

u a l , and the su b s i dy is paid direct ly by the

govern m ent to the plan. So, using the ex a m p l e

a bove , the insu ra n ce plan bi lls the indivi dual   ,   

per year, and the government, ,. If the individ-

ual ch ooses a ch e a per plan—with a prem ium of

, per year, for example—then the plan bills the

i n d ivi dual on ly     per year and con ti nues to bi ll

the government ,. If the individual enrolls in a

plan with prem iums of   ,   per ye a r, t h en the

plan bi lls the govern m ent   ,  , and the govern-

ment pays the individual a subsidy of ..

Income for these purposes is a modified version

of ad ju s ted gross income (AGI) that inclu des all

income elements, but does not exclude from income

dedu cti ons from AGI that are inclu ded in the cur-

rent tax code (for ex a m p l e , the abi l i ty to dedu ct

con tri buti ons to reti rem ent savi n gs acco u n t s ) . So

this corresponds to a gross income concept.

-  

A tech n i c a l , but absolutely cri ti c a l , i s sue of su b s i dy

de s i gn is how el i gi bi l i ty is determ i n ed . Th ere are

two models to choose from. The first is a refundable

tax cred i t / vo u ch er sys tem , with recon c i l i a ti on .

Un der this sys tem , i n d ivi duals app ly for su b s i d i e s

before the plan ye a r, using ei t h er their previ o u s

year’s income or a projection of their income for the

coming ye a r. Th ey then receive those subsidies for

that year. The following spring, there is a reconcilia-

ti on process bet ween the income they actu a lly

received during that year and the income they antic-

i p a ted   m onths earl i er for su b s i dy determ i n a ti on .

As a ref u n d a ble tax cred i t , this approach faces the

additional problem of advancing money to individ-

uals   m onths earl i er so they can purchase the

i n su ra n ce . As a vo u ch er sch em e , h owever, the pay-

ments are advanceable by definition.

The second approach is more like wel f a re .

Individuals apply for subsidies more frequently, and

report their income when they apply. If they qualify,

they become eligible for that period. There is no rec-

on c i l i a ti on , a l t h o u gh some mechanism must be in

p l ace to catch significant dishon e s ty in reporti n g

income.

The fundamental differen ce bet ween these

a pproaches is the recon c i l i a ti on proce s s . Recon c i l i a-

ti on does provi de a more natu ral means of correct-

ing over- or underp aym ents than a back s top fra u d

m echanism doe s , but it may sign i f i c a n t ly deter par-

ti c i p a ti on by po ten tial en ro ll ee s . For ex a m p l e , t a x-

p ayers can take adva n ce paym ent of t h eir Earn ed

In come Tax Credit amounts, but on ly abo ut  per-

cent of po ten tial rec i p i ents do so, p a rt ly out of fe a r

that they wi ll undere s ti m a te income and owe taxe s

the next April  . As a re su l t , a ref u n d a ble cred i t /

vo u ch er approach could deter take-up sign i f i c a n t ly,

for fear of recon c i l i a ti on costs down the road .

For this re a s on , the priva te / p u blic partn ers h i p

a pproach adopts a more wel f a re - l i ke approach .

Every six mon t h s , at open en ro ll m ent in Novem ber

and May, i n d ivi duals are asked to verify thei r

i n com e . Su pporting doc u m ents are requ i red , su ch as

pay stubs or W forms. If individuals qualify for one

of the two su b s i dy progra m s , t h ey are guara n teed

those subsidies, subject to penalties for fraud, but no

recon c i l i a ti on . A significant en forcem ent progra m

wi ll be in place to en su re that indivi duals do not

a buse this pre su m ptive el i gi bi l i ty by sys tem a ti c a lly

u n ders t a ting their incom e s . But pro s pective

en ro ll ees can rest assu red that honest mistake s

a n d / or ch a n ges in income wi ll not re sult in pen a l ti e s .

Those families between 150 percent and 300 percent of the 

poverty line (the “near poor”) receive a subsidy that is structured 

so that, if they sign up for the median-cost plan, they will never pay 

more than 10 percent of their family income on insurance premiums.



Subsidies are also ava i l a ble on a shorter- ru n

basis for those ex peri encing income flu ctu a ti on s

within a six-month peri od . If i n d ivi duals can of fer

proof of income loss (such as unemployment), they

can en ter the su b s i dy pool at any poi n t , and from

then on, are on the regular six-month schedule.

   

All em p l oyers are also all owed , but not requ i red , to

p u rchase their insu ra n ce thro u gh the local poo l .

E m p l oyers may provi de their em p l oyees a menu of

insurance options that includes some plans from the

l ocal poo l , and some from out s i de the poo l . Th ere

are two significant incentives for employers to limit

t h eir em p l oyee s’ ch oi ces to plans in the poo l , h ow-

ever. F i rs t , on ly those em p l oyers that re s tri ct

em p l oyee s’ ch oi ces to plans ava i l a ble thro u gh the

pool can access subsidies for their low - i n com e

em p l oyee s . Secon d , em p l oyers that purchase all of

t h eir insu ra n ce thro u gh the pool are no lon ger

requ i red to provi de con ti nu a ti on covera ge , bec a u s e

i n d ivi duals can now purchase insu ra n ce thro u gh

the pool on their own. These incentives for employ-

ers to en ro ll all their em p l oyees in the pool are

de s i gn ed to minimize adverse sel ecti on into the

pools (discussed further below).

E m p l oyers purchasing insu ra n ce thro u gh the

pool ef fectively act as interm ed i a ries for indivi du a l

p u rch a s e . That is, em p l oyees en ro ll thro u gh thei r

em p l oyers , perhaps using ad d i ti onal materials pro-

vided by employers to help them choose.Employers

t h en withhold the prem iums for the ch o s en plan

f rom the worker ’s paych eck and remit that amount

d i rect ly to the poo l , wh i ch , in tu rn , rei m bu rses the

p l a n s . Using the pool as a middl eman bet ween

i n su rers and em p l oyers makes it easier for em p l oy-

ers to take advantage of the pool, providing another

i n cen tive for em p l oyers to use it as their source of

insurance.

Low - i n come em p l oyees who obtain their insu r-

a n ce thro u gh the work p l ace app ly for su b s i d i e s

t h ro u gh their em p l oyer. For the poor (incom e s

below  percent of the poverty line), the employer

p ays no prem iums if the em p l oyee en ro lls in the

m ed i a n - cost plan. If the em p l oyee en ro lls in an

a bove - m ed i a n - cost plan, the em p l oyer has to pay

the ad d i ti onal costs (of co u rs e , those costs may be

passed on to employees, either directly, through pre-

mium sharing, or indirectly). For the near-poor (

percent to    percent of poverty ) , the em p l oyer is

bi ll ed for the cost (minus the su b s i dy) of the plan

chosen by the employee.

Financing: The Employer Tax Subsidy and the 

Role of Public Insurance

This plan is financed from three sources. The first is

general revenue financing, one hopes,from the pro-

j ected federal bu d get su rp lu s . But this progra m’s

cost to the gen eral bu d get ulti m a tely wi ll be of fs et

by the following two sources of savings.

     

 

Pa rt of the financing for this plan wi ll come from

the limitati on of the tax exclu s i on for em p l oyer-

provi ded health insu ra n ce paym en t s . This limita-

tion will take two forms.First, for those low-income

em p l oyees receiving su b s i d i e s , n et em p l oyer pay-

m ents for health insu ra n ce wi ll be lower. Both eco-

n omic theory and evi den ce su ggest that the lower

net employer payments will be passed on to workers

in the form of h i gh er wage s , a n d , t h erefore , h i gh er

t a xe s . Thu s , in essen ce , we wi ll end the tax su b s i dy

for employer-provided insurance payments to poor

employees, and limit this subsidy for the near-poor.

Second, the government will limit the tax exclu-

s i on for em p l oyer- provi ded health insu ra n ce pay-

ments explicitly to the cost of the median-cost plan

in the local poo l . All em p l oyers wi ll track the to t a l

p aym ents they make and any pre-tax paym en t s

m ade by their em p l oyees for health insu ra n ce . Th e

govern m ent tells each em p l oyer before the begi n-

ning of each year the cost of the local pool’s median-

cost plan. The em p l oyer is then re s pon s i ble for

reporting as part of an em p l oyee’s wages and

s a l a ries the differen ce bet ween the total pre - t a x

em p l oyer / em p l oyee ex pen d i tu re on health insu r-

a n ce and the prem iums for the med i a n - cost plan.

This difference becomes taxable income for the pur-

poses of both the income tax and payroll tax system.

This is true regardless of whether the employer pur-

chases insurance through the pool.



    

 - 

This program obvi a tes the need for mu ch of t h e

ex i s ting Medicaid program by providing insu ra n ce

for low-income populations, so the program can be

reorganized. The portion of Medicaid that provides

health insu ra n ce covera ge for non - d i s a bl ed and

non-elderly families—acute-care Medicaid—can be

a bo l i s h ed , because those families can be autom a ti-

cally enrolled in their local pool, or offered a signifi-

cant su b s i dy tow a rd en ro ll m en t . The rem a i n der of

Medicaid that provi des health insu ra n ce covera ge

for the disabl ed and the el derly (the bulk of

Medicaid costs) remains unch a n ged . The S-CHIP

program also can end under this propo s a l , bec a u s e

i n su ra n ce for low - i n come families is ava i l a bl e

through the subsidy mechanism described above.

This reorganization ultimately will result in con-

s i dera ble cost savi n gs that can help to finance the

n ew progra m . In ad d i ti on to the federal govern-

m en t’s savi n gs from reducing its Medicaid and S-

CHIP obl i ga ti on , s t a tes can save con s i dera bl e

m on ey by no lon ger paying the Medicaid and S-

CHIP costs for their ac ute - c a re pop u l a ti on , wh i l e

the insurance coverage for this low-income popula-

tion actually increases. To compensate for the loss of

these paym en t s , the federal govern m ent receives a

tra n s fer from each state equal to the amount the

state was paying for the Medicaid and S-CHIP pro-

grams for the ac ute - c a re pop u l a ti on in the ye a r

before the program was enacted. This payment rises

over time with the cost of the median plan in each

s t a te . O n ce aga i n , the majori ty of the program that

a pplies to the disabl ed or el derly does not ch a n ge ,

and no recapture applies to those funds.

Th ere are two important con cerns with rem ov-

ing the public insurance entitlement,however. First,

the net insu ra n ce en ti t l em ent of s ome families

could fall , s i n ce ch i l d ren now receive free covera ge

u n der Medicaid up to or above    percent of

poverty in many state s . But this should be more

than of fs et by the su b s i d i zed or free covera ge of

adults in most families.

Secon d , and more import a n t , t h ere could be

major disruption of insurance during the transition

f rom the current public sys tem to this new priva te

s ys tem . Low - i n come indivi duals who are taking

adva n t a ge of the public sys tem may be con f u s ed or

o t h erwise unable or unwi lling to use this new pri-

va te approach . An unfortu n a te byprodu ct of t h i s

a t tem pt to increase insu ra n ce covera ge might lead

to displacem ent of the neediest who are curren t ly

publicly insured. Therefore, a transition period will

be nece s s a ry du ring wh i ch both the ex i s ti n g

Medicaid/S-CHIP programs and the subsidies for

the publ i c / priva te partn ership are ava i l a bl e . Th e

length of this transition period can be based on evi-

dence of understanding and willingness among low-

est-income families to move to the new system. The

ph a s e - o ut of p u blic programs wi ll occur in a “top -

down” f a s h i on , with el i gi bi l i ty for the high e s t -

income groups currently in the program phased out

first (starting with S-CHIP).

A concerted outreach and public relations effort

to establish an ef fective understanding of the new

su b s i dy sys tem wi ll help this tra n s i ti on . This ef fort

includes working through existing Medicaid offices,

schools, day care centers, and other access points to

reach low-income populations.

Administration and Regulation—Benefits and 

Risk Adjustment

Of key importance is how these pools that form the

core of the priva te / p u blic parti c i p a ti on approach

a re establ i s h ed , ad m i n i s tered , and reg u l a ted . In

ad d i ti on , a cen tral fe a tu re of this proposal is ri s k

ad ju s tm ent among plans in the poo l . This secti on

ad d resses implem en t a ti on issues in pool ad m i n i s-

tration and regulation.

    

The federal government notifies all potential insur-

ers of the option to offer insurance through the pool

one year before the local pool is open for en ro ll-

ment. The government bears the full cost of this ini-

tial solicitati on , s c reening po ten tial insu rers in line

with the con d i ti ons out l i n ed above , and initi a lly

a s s i gning applicants to plans within the poo l .

Con ti nuing ad m i n i s tra tive costs of the pool are

f i n a n ced by the small fee assessed on prem iu m s

earned by plans in the pool.

The government administers the program out of



a new agency, the Private/Public Partnership Health

Insurance Agency (PPPHIA), that is responsible for

e s t a blishing pools and overs eeing ex i s ting poo l

ad m i n i s tra ti on , coord i n a ting su b s i dy paym en t s ,

and coordinating income reconciliation.

    

Th ere is a key trade - of f in set ting minimum stan-

d a rds for plans parti c i p a ting in local poo l s . On the

one hand, the federal govern m ent is obl i ga ted to

m a ke su re that these are real insu ra n ce produ ct s . O n

the other, the govern m ent should en co u ra ge indivi d-

uals to ch oo s e , or at least should of fer the opti on to

ch oo s e , ef f i c i ent and low - cost health insu ra n ce plans.

These joint impera tives dict a te a fairly minimal

s et of reg u l a ti ons that should guara n tee that all the

i n su ra n ce produ cts of fered are real insu ra n ce , but

t h en all ows free ch oi ce . In parti c u l a r, reg u l a ti on s

should require only that each plan feature:

• guaranteed issue and guaranteed renewability;

• covera ge of physician servi ce s , i n p a ti ent and

o utp a ti ent hospital servi ces (including em er gen c y

rooms), and prescription drugs; and

• no or nominal cop aym ents for one well ch i l d

visit per year, prenatal care, and immunizations.

These minimum standards should gen era te

ro u gh com p a ra bi l i ty ac ross the ben efit pack a ge s

of fered to plan en ro ll ee s . But va ri a ti on in ben ef i t s ,

or in the value of insurance plans, will remain along

four dimen s i on s . The first is cop aym ents and

deductibles;there is no minimum standard for these

p a ti ent ch a r ge s , a l t h o u gh , as noted above , t h ey are

su b s i d i zed for the poor. The second is va ri a ti on in

ben efits around these minimum standard s . For

ex a m p l e , plans may or may not use a formu l a ry to

d i s pense pre s c ri pti on dru gs ; m ay va ry and limit

t h eir outp a ti ent and inpati ent mental health cover-

age; may or may not cover home health care servic-

e s , etc . These are not trivial differen ce s , but , on ce

a ga i n , it is cri tical to ref l ect divers i ty of con su m er

preferen ces ac ross plans. The third is va ri a ti on in

provi der net works of fered among managed care

p l a n s , and the fo u rth is va ri a ti on in the degree of

management of managed care plans,in terms of uti-

l i z a ti on revi ew and physician financial incen tive s ,

a m ong others . As noted bel ow, i n form a ti on abo ut

all of these variations is readily available to families

during open enrollment periods.

In ad d i ti on , the govern m ent must devel op

financial soundness criteria to ensure that the plans

can provide their promised services. Subject to these

c ri teri a , a ny plan that wishes to of fer its servi ce s

through the pool may do so.

E ach plan ch a r ges com mu n i ty - ra ted prem iu m s

for each of four disti n ct pop u l a ti on s : s i n gl e ; s i n gl e

with ch i l d ren ; m a rri ed wi t h o ut ch i l d ren ; and mar-

ri ed with ch i l d ren . The use of com mu n i ty - ra ted

prem iums immed i a tely raises con cerns abo ut

adverse selection, which are addressed below.

 

To miti ga te adverse sel ecti on , i n d ivi duals are

allowed to choose a plan at only one time during the

year. Open enrollment takes place during November

for the next ye a r, a ll owing pool ad m i n i s tra tors the

month of December to process enrollment applica-

ti ons and assign en ro ll ees to plans. Every family in

e ach plan’s local catch m ent area receives a mailing

on Novem ber  detailing that family ’s insu ra n ce

ch oi ces for the coming ye a r. The mailing has two

com pon en t s . The first doc u m ents each plan’s co s t s ,

reported after su b s i dy by income level , cop aym en t s

and dedu cti bl e s , and servi ces covered . The secon d

component provides more detail on the plans them-

s elve s . It inclu des inform a ti on on provi s i on of pre-

ven tive care servi ces and con su m er sati s f acti on . In

addition, it gives some details on provider financial

i n cen tive s . Th ere are also links to a web site wh ere

T h e re is a key trade-off in setting minimum standards for plans participating in 

local pools. On the one hand, the federal government is obligated to make sure 

that these are real insurance products. On the other, the government should 

encourage individuals to choose efficient and low-cost health insurance plans.



i n d ivi duals can learn more abo ut each insu ri n g

entity and the plans themselves.

Assessing what information should be disclosed

in the mailing, on the web site , or not at all is the

su bj ect of mu ch deb a te , p a rti c u l a rly su rro u n d i n g

financial incentives to providers. While detailed dis-

cl o su re of provi der incen tives can improve the

i n form a ti on ava i l a ble to very edu c a ted con su m ers

s i gn i f i c a n t ly, these details may be more than most

con su m ers need or want to know. Moreover, t h ere

a re com peti tive con cerns in mandating too mu ch

detail on su ch provi der com pen s a ti on arra n ge-

m en t s , because part of h ow plans com pete is over

their provider incentive structures. As part of estab-

lishing these local pools, therefore, a commission of

ex perts should meet to dec i de on the appropri a te

amount of disclosure.

Plan swi tching is all owed du ring the ye a r.

In d ivi duals may swi tch du ring open en ro ll m en t

peri od , but if t h ey do not retu rn their form s

expressing their desire to change,they are automati-

c a lly en ro ll ed in the same plan for the fo ll owi n g

ye a r. In d ivi duals who join the pool du ring the ye a r

can choose their plan at that point. But to minimize

churning, any individual who leaves the pool at any

point du ring the year cannot reen ter the pool unti l

the next open enrollment period.

   

The pool ad m i n i s tra tor co ll ects the open en ro ll-

m ent forms and informs each plan of the pool of

en ro ll ees for the coming ye a r. Plans are re s pon s i bl e

for bi lling en ro ll ees and are en ti t l ed to term i n a te

covera ge of a ny en ro ll ee who does not pay after

three months (for example,if a bill is sent at the end

of Ja nu a ry, and is not paid by the end of Apri l , t h e

f a m i ly can be disen ro ll ed ) . Di s en ro ll ed families are

b a rred from reen tering the pool for three mon t h s .

Plans also are en ti t l ed to ch a r ge interest on all pre-

mium payments not remitted within one month, at

a ra te set by the govern m ent to repre s ent the bor-

rowing costs of insurers.

Af ter forms are co ll ected , the ad m i n i s tra tor is

responsible for notifying the government of all sub-

s i dy paym en t s . The ad m i n i s tra tor also maintains a

database of information on all enrollees,plan choic-

es, and reported incomes, which is also shared with

the government.

-  

As noted earl i er, risk ad ju s tm ent is red i s tri buted

ac ross the plans in the pool to minimize advers e

s el ecti on . This risk ad ju s tm ent repre s ents a mix of

pro s pective (for ex a m p l e , b a s ed on dem ogra ph i c

ch a racteri s tics and lon g - term com orbi d i ties) and ret-

ro s pective (for ex a m p l e , actual cost out l i ers) factors .

More spec i f i c a lly, wh en indivi duals en ro ll each

Novem ber, t h ey provi de inform a ti on abo ut thei r

a ge , s ex , and inciden ce of a set of ch ronic or past

major illnesses (for example,diabetes, hypertension,

heart disease or stroke, etc.). This information is not

given to plans, but is maintained by the govern-

m en t . Even if i n d ivi duals en ro ll thro u gh thei r

employer, they send this information directly to the

govern m ent to maintain con f i den ti a l i ty. In ad d i-

ti on , at the end of e ach ye a r, e ach plan reports the

costs for each enrollee to the government.

Based on these two sets of data, the government

applies a formula to determine a set of cross-subsidy

payments that flows across plans. This formula uses

demographic and comorbidity information to form

a predicted average health expenditure. It then takes

a weighted average of that predicted health expendi-

tu re and the actual health ex pen d i tu re per capita

(the “cost index ” ) . For each plan, the govern m en t

tabulates its cost index and redistributes funds from

the low - cost- to high - co s t - i n dex plans. Plans that

l e ave the pool are sti ll el i gi ble to receive paym en t s

and are responsible for making payments for servic-

es incurred the previous year. The magnitude of the

red i s tri buti on is determ i n ed by technical govern-

ment analysis.

This technical analysis trades off two considera-

tions: more redistribution means less adverse selec-

ti on , but also lower incen tives for cost con tro l . Th e

optimal redistribution scheme does not compensate

plans fully for differen ces in ex pen d i tu re pattern s ,

but does com pen s a te them en o u gh to limit incen-

tives for adverse selection. For example,the optimal

plan could state that any expenditures that are more

than one standard devi a ti on from the mean for an

age/gender category will be reimbursed through this



red i s tri buti on sys tem . This sort of a pproach sti ll

of fers incen tives to keep costs down wh en close to

the mean, while “ i n su ri n g” f i rms that en ro ll cases

with very high costs.

This risk adjustment does not address a different

type of adverse selection risk: adverse selection into

the pools themselves (“inside/outside adverse selec-

ti on” ) . Si n ce insu ra n ce is com mu n i ty ra ted , a n d

plans that are less com preh en s ive are taxed by the

ri s k - ad ju s tm ent mechanism (high er prem iu m s ) ,

there is a strong incentive for healthy individuals to

remain out s i de this pool and in groups of h e a l t hy

pers ons with very low insu ra n ce prem iu m s . By the

same logi c , t h ere is strong incen tive for the sicke s t

i n d ivi duals to get into the poo l , wh ere insu ra n ce is

su b s i d i zed for them more than it would be in the

ex peri en ce - ra ted and non - ri s k - ad ju s ted priva te

market. Enough adverse selection of this type could

de s troy this pooling mech a n i s m ; i f on ly the sicke s t

persons in society end up in the pools,the insurance

in these pools wi ll be so ex pen s ive that they wi ll be

u n a t tractive to all but the most high ly su b s i d i zed

poor.

This approach is de s i gn ed to minimize this type

of i n s i de / o ut s i de sel ecti on , h owever, because the

n a tu re of subsidies (and discon ti nu a ti on of t h e

covera ge mandate) provi des a strong incen tive to

be in the poo l . In the long ru n , a ll of the poor and

most of the near- poor should be in the poo l .

Moreover, a ny em p l oyer that has a sizable share of

its work force in the income ra n ge to wh i ch su b s i-

dies app ly (wh i ch should be most em p l oyers) wi ll

for go a significant financial su b s i dy to its em p l oy-

ees by not joining the poo l . Rem em ber, em p l oyers

h ave to be en ti rely in the pool for their workers to

receive su b s i d i e s , so they cannot “du m p” t h eir sick-

est workers into the pool while keeping healthy

workers out s i de it. Low - i n come em p l oyees ulti-

m a tely should ch oose to leave em p l oyers that are

u nwi lling to join the poo l , t h ereby put ting pre s su re

on firms to en ro ll . And the rem oval of the deep ly

u n popular COBRA mandate provi des an ad d i-

ti onal incen tive to poo l .

It is difficult to assess wh et h er this impetus is

powerful en o u gh to get a cri tical mass of h e a l t hy

pers ons into these poo l s . But it seems qu i te likely

that it is, given the sheer size of the pop u l a ti on to

wh i ch subsidies app ly. In short , the goal here is to

use these subsidies to boost pool size to the mini-

mum level nece s s a ry to lower costs and miti ga te

inside/outside selection significantly.



The tra n s i ti on to the priva te / p u blic partn ership is

fairly straightforward, since the pools are voluntary.

For ex a m p l e , su ppose implem en ting legi s l a ti on is

p a s s ed in October    that establishes the PPH I A ,

which immediately begins drawing up local bound-

a ries for the pools and ga t h ering data from plans

that want to parti c i p a te for calendar year   .

Then, in November  the first enrollment period

can open.

Beginning Ja nu a ry ,   , the govern m en t

begins to phase out Medicaid covera ge for the non -

disabled and non-elderly. Also on that date, employ-

ers begin to inclu de the “exce s s” ( a bove - a re a -

median) costs of their spending on health insurance

as part of taxable wages.

Advertising to individuals about this new insur-

ance system begins immediately with passage of the

legislation in late . Medicaid administrators are

re s pon s i ble for en su ring that all non - el derly / n on -

d i s a bl ed en ro ll ees are aw a re that their Med i c a i d

entitlement is terminating, and for introducing this

new alternative.

Implications of the Private/Public
Partnership Approach

This approach repre s ents a fairly radical dep a rtu re

from the current private and public systems of pro-

viding health insu ra n ce . While the impact of t h i s

n ew sys tem on the scope and shape of the health

c a re del ivery sys tem is difficult to pred i ct , this sec-

ti on discusses some likely implicati ons of this type

of reform.

Politics

The pri m a ry implicati on is the po l i tical dy n a m i c

surrounding the type of major reform envisioned by

this approach . Obvi o u s ly, a ny interven ti on of t h i s

m a gn i tu de faces a daunting legi s l a tive proce s s .



Th ere are likely to be con cerns from at least five

s t a keh o l ders abo ut this approach . F i rs t , f i rms and

u n i ons wi ll be upset abo ut the redu cti on in the tax

su b s i dy to em p l oyer- provi ded health insu ra n ce .

Th ere wi ll be a “c a m el ’s nose under the ten t” con-

cern about capping this deduction, even if the cap is

rel a tively modest at firs t . Secon d , fiscal con s erva-

tives will object to the net price tag of this interven-

ti on , p a rti c u l a rly given the tenuous natu re of

current surplus projections. Conservatives may also

be upset abo ut the attendant increase in govern-

ment bureaucracy. Third, insurers that focus on the

n on - group market , but do not feel that they can

com pete ef fectively in this new poo l ed group mar-

ket , wi ll pro test their loss of m a rket share . Fo u rt h ,

advoc a tes of the trad i ti onal Medicaid progra m ,

ra t h er than priva te market soluti ons to the unin-

sured, will raise concerns about the loss of Medicaid

entitlement. Finally, tax administrators may oppose

the ex p a n ded use of the tax sys tem under this plan

a n d , in parti c u l a r, the introdu cti on of a re a - s pec i f i c

ad ju s tm ents to the tax su b s i dy to health insu ra n ce

( wh i ch is capped at the med i a n - cost plan in the

area).

But important stakeh o l ders wi ll su pport this

p l a n . Foremost wi ll be reform ers who see this as a

means of reducing the number of uninsured signifi-

c a n t ly. In ad d i ti on , this approach wi ll be va l i d a ted

by market - m i n ded advoc a tes of com peti ti on as the

best source of health care cost con tro l . And advo-

c a tes for the poor wi ll recogn i ze the import a n t

income redistribution of this approach. While upset

about the limitation of the tax subsidy as a means of

financing, employers (particularly small employers)

ultimately may approve of this approach, because it

a ll ows them to shed their insu ra n ce provi s i on obl i-

gations or buy into a more effective mechanism for

purchasing insurance,and to discontinue an obliga-

ti on they con s i der a significant bu rden . Gro u p

i n su rers should also approve of a sys tem that

expands the re ach of t h eir produ ct s , both loc a lly

and nationwide.

More relevant is that this approach has more

po l i ti c a lly attractive fe a tu res than many other

alternatives. The significant expansion in public

spending programs necessary to cover an enormous

share of the existing uninsured is not feasible in

today’s pro-private solution climate. And alterna-

tive private-sector solutions, such as expanded tax

credits, face very high costs because of the limita-

tions of the non-group market in which they would

be spent.

Implications for Health Care Costs

The lu ll in health care cost inflati on in the Un i ted

States over the past few years has dictated a focus on

u n i n su ra n ce and a backlash against the stri n gen c y

of managed care. But significant increases in health

c a re costs over the past year on ce again have ra i s ed

concerns about cost containment. At the same time,

there is little taste among the public or policy mak-

ers for a public co s t - con t a i n m ent stra tegy for the

privately insured.

A key adva n t a ge of the publ i c / priva te partn er-

ship is that it uses a competitive mechanism to assist

in cost con t a i n m en t , while balancing the sel ecti on

incentives inherent in competition through a mixed

prospective/retrospective risk-selection adjustment.

Un l i ke tod ay ’s insu ra n ce marketp l ace , i n d ivi du a l s

wi ll face the full marginal cost of m oving from less

to more generous insurance plans. This makes these

individuals more cost-conscious shoppers, which,in

turn,puts pressure on insurance plans to lower their

costs to attract new enrollees.

Con cern abo ut com peti ti on as a source of co s t

con trol in the health care sector is twofo l d . F i rs t ,

there is some fear that competition will lead to inap-

propriate reductions in the quality of care. The best

s a feg u a rd against this is providing com p l ete infor-

m a ti on on plan ch a racteri s ti c s , financial incen tive s ,

and con su m er sati s f acti on , wh i ch wi ll be don e

through the open enrollment mailing. Second,plans

may compete, not to provide the most efficient care,

but to select the best risks. This concern will be mit-

i ga ted thro u gh the ri s k - ad ju s tm ent mech a n i s m

described above.

The net impact of i m proved com peti ti on on

health care cost growth is unknown . But com peti-

ti on , with full inform a ti on , risk ad ju s tm en t , and a

l evel playing field ac ross plans and con su m ers ,

remains the best po l i ti c a lly fe a s i ble opti on for con-

trolling costs.



Equity

This approach has significant implications for both

“ verti c a l ” equ i ty (red i s tri buti on) and “h ori zon t a l ”

equ i ty (fairn e s s ) . In terms of vertical equ i ty, a s

de s c ri bed above , this program invo lves sign i f i c a n t

red i s tri buti on from avera ge - i n come taxpayers to

those bel ow median income (and pri m a ri ly bel ow

  percent of the poverty line). In terms of h ori-

zontal equ i ty, this program rem oves many of t h e

inequities that now haunt our private insurance sys-

tem.Large employers,small employers,and individ-

uals will be able to purchase insurance on the same

b a s i s , rem oving the ex i s ting en ormous differen ce s

across these groups because of administrative loads

and adverse sel ecti on prem iu m s . L i kewi s e , h e a l t hy

and sick indivi duals have equal opportu n i ties to

p u rchase insu ra n ce from the same pool of

providers. Sicker individuals may end up buying the

more expensive plans in the pool, but this is by their

own ch oi ce , not by the active sel ecti on ef forts of

insurers.

Implications for Income Generation

A concern with any program that includes income-

related subsidies is the distortions toward income

generation. The proposed system includes two such

distortions. First, there is an additional implicit tax

on income earned above the poverty line as the full

subsidy available to those below poverty is phased

out. The magnitude of this implicit tax is modest,

however, amounting to only a . percent addi-

tional tax on income generation. For example,

consider a family of four with an income at  per-

cent of the poverty line (roughly ,) that faces

group premiums of ,. That family’s subsidy is

the full group premium, or ,. If the family’s

income rose by  percent of the poverty line, to

,, their subsidy would fall by ., or .

percent of the income rise. This is a very modest

additional tax and is likely to cause little distortion

to income generation.

The second distortion is where the subsidy ends,

at    percent of the poverty line. If , at this poi n t ,

a ny families have prem iums that exceed   percen t

of t h eir incom e , t h en raising incomes above   

percent of the poverty line could lower net resources

s i gn i f i c a n t ly. If , for ex a m p l e , group prem iums for

the family of four were   ,   , t h en at    percen t

of poverty (,), they would pay only , for

t h eir covera ge , and receive a su b s i dy of    . But ,

wh en the family earns the next do llar of i n com e ,

that en ti re     su b s i dy disappe a rs , wh i ch co u l d

pre s ent a significant disincen tive to moving out of

the subsidized range.

This concern raises a t rade-off between limiting

the subsidies and ex tending them furt h er up the

income range, which would mitigate this distortion

but also would raise co s t s . I propose erring on the

s i de of s aving costs and limiting the subsidies for

two reasons.First,at higher income levels,income is

more dynamic (and less easily tracked, since higher

shares are from non-wage sources),so that adminis-

tering these subsidies is more difficult. Secon d , t h e

magnitude of this distortion is likely to be relatively

small. But the implementing legislation for this pol-

icy should include a mandate to study this issue and,

in parti c u l a r, keep track of the rise of health care

costs rel a tive to incomes and how this affects the

magnitude of the “notch” at  percent of poverty.

Regional Variation

Another concern about income subsidies is that the

federal poverty line is not tied to regional variations

in cost of l ivi n g. It seems high ly unlikely that there

would ever be regi on a lly ra ted su b s i d i e s , given the

en ormous difficulties of assessing the correct

regi onal ad ju s ter. But the stru ctu re of the su b s i d i e s

in this proposal provi des implicit ad ju s tm ent for

regi onal cost va ri a ti on , because the amount of t h e

su b s i dy is ti ed to the cost of the med i a n - cost plan,

wh i ch ref l ects regi onal va ri a ti ons in the cost of l iv-

i n g. That is, a mu ch larger share of the pop u l a ti on

wi ll be su b s i d i zed in Mi s s i s s i ppi than in

Ma s s achu s et t s , but the subsidies for wh i ch they are

eligible will be much smaller.

Conclusions

Radical ch a n ge of the U. S . health care sys tem

i nvo lves a set of difficult trade - of fs from both an

econ omic and po l i tical pers pective . The priva te /

public partnership approach laid out in this propos-



al is de s i gn ed to re s pect the demand for vo lu n t a ry,

private solutions to the problem of the uninsured in

the United States in a way that could provide insur-

ance to the vast majority of needy uninsured in this

country.

But it is important to recognize that this pro-

posal will not lead to universal health insurance

coverage in the United States. Even with significant

subsidies to the poor and near-poor, some still will

choose to remain uninsured. In addition, a not

inconsequential number of well-off people who can

afford health insurance will continue to choose not

to buy it. This raises a critical question of how far

we are wi lling to go with health policy in the

United States. This proposal guarantees that cover-

age is universally affordable, but not universally

adopted. Is the role of the government to go beyond

this to ensure universal coverage, or is universal

access sufficient? 

The reform has a nu m ber of ad d i ti onal vi rtu e s .

It invo lves significant income red i s tri buti on and a

l eveling of the playing field on wh i ch indivi du a l s

purchase insurance. And it uses the powers of com-

petition effectively to address rising health care pre-

miums. There are additional complications, as well,

and these need to be ad d re s s ed if the program is

implemented. But the key political economy advan-

tages of a voluntary system suggest that this type of

approach has promise as a means of addressing the

failings of the current health care system.
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Jonathan Gruber has outlined a proposal to substantially reduce the nation’s

uninsured rate and allow nearly all households to obtain affordable health 

coverage under a voluntary initiative relying heavily on the private insurance

market. The program includes the following elements:

       -      that would offer a menu of

health plan choices to all individuals and employers.

      on a sliding-scale basis to

individuals with incomes up to  percent of the federal poverty level

buying insurance in the pool; most families with higher incomes could

obtain coverage for  percent or less of their income.

         by limiting the tax exclusion for

employer-provided health insurance to the cost of a median-cost health

plan and by phasing out the Medicaid program—and accompanying 

federal subsidies—for those families that qualify on the basis of income

alone (while the program remains in place for the elderly and disabled).

          on both a prospective and

retrospective, risk-adjusted basis that would spread health risk across 

entire purchasing pools so that higher-risk individuals could obtain 

affordable coverage.

Gruber Proposal

Key Elements
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