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MEMORANDUM TO REPUBLICAN LEADERS 

FROM: WILLIAM KRISTOL 

SUBJECT: HEALTH CARE: THE PRINCIPLES OF CONSERVATIVE REFORM 

Tomorrow in Annapolis, Senator Chafee will convene a retreat designed to bring clarity and unity to the Republican position on health care reform. We wish him well. But before his confer-ees gettoo absorbed in the details of compromise among provisions of competing larger"plans," we think they should keep in mind two overarching substantive and political truths. 

First, notwithstanding the inevitable insider's fixation on the shifting fortunes of Clinton-Cooper-Chafee-Michel-Nickles-Gramm-and-so-on, there are now -- and always have been -- only two meaningful positions on health care. One holds thatthe American health care system is funda-mentally crippled and defective, and must be replaced by something newly designed and administered in Washington. The other holds that problems in the health care system can be solved directly, without undoing American medicine's basic delivery structures, and without threatening the incalculable benefits those structures now provide. Radical overhaul on the one hand, or conservative reform (in the best and broadest sense of that phrase) on the other. The choice is that simple and thatstark. And the proper and principled Republican option is obvious. 

How the Tide is Turning. The second truth about health care is this: public opinion and the momentum of the current political situation increasingly favor conservative reform. Popular support forthe Clinton health care scheme is evaporating; everyone knows that. Last week's CBS News poll showed a 46-39 percent plurality of respondents disapproving of the president's handling of health care; a similar plurality said the Clinton plan is "not fair" to "people like me." Indeed, most strikingly, the CBS poll now ranks health care as the president's worst issue. In short, health care, a centerpiece of the Administration's political strategy, is fast becoming an albatross forthe president-- and an opportunity for Republicans. 

It's important that Republicans understand why this is so. The answer is not that the Clinton plan's legislative details have alarmed certain business and interest groups, or thatthe plan's 
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budget numbers don't add up. The answer is that the American people are not persuaded --and, indeed, are increasingly doubtful -- that any radical overhaul of the health care system is either safe or necessary. A Time/CNN/Yankelovich poll of two weeks ago asked whether the state of our health care system was a "crisis," ora "problem, but not a crisis." By a clear majority, 51 to 43 percent, their choice was "problem." (And 5 percent said there was "not a health care problem" at all!) Even universal coverage, the question that has made some Republicans partic-ularly nervous, turns out to be something less than an unambigous popular favorite. True, 49 percent of Time respondents say government should guarantee it. But a full 41 percent already say only access should be guaranteed -- which insurance reform and a low-income voucher would go far to provide -- and this result comes before Americans have been offered any clear explanation of the federal regulation, monitoring, and administration that mandated universal coverage would require. 

Radicalism in Retreat. Read carefully, the health care news out of Washington these days is a picture of radical overhaul in retreat. A long series of Democrats told the Washington Post last week that their constituents were nervous to the point of opposition about sweeping govern-ment redirection of health care. Freshman Rep. Tom Barlow of Kentucky told the Post that his voters "know we've got to do something, but they don't want to take a giant leap into a national program." Senator David Boren reported much the same thing from Oklahoma: "They're not saying it's not a problem. They're not saying: Don't do anything. But they're saying: Be cau-tious. Be real cautious." Rep. Jim Slattery of Kansas told Congress Dai/ythis week that "there isn't overwhelming political support for Clinton" -- or for Cooper. And Dan Rostenkowski, acknowledging that he is viewed by some Democrats as "the skunk at the party" for his realism, told USA Today last week that he would advise the President to sign a package of meaningful conservative reforms this year-- and declare victory. 

Clinton-Cooper Plan stalwarts hate such talk. But there is now more and more of it, and it means thatthere is an opportunity to advance a serious legislative alternative to a radical, government-planned overhaul of health care. Now is the time to lay out a set of bipartisan, consensus pro-posals to address the real problems of health insurance and financing. Republicans have noth-ing to gain from any further delay in developing the basis for a principled bipartisan compro-mise. 

If it is hope for winning with a purely "Republican" health care bill that's holding things up, it is time that hope yielded to reality. As long as Democrats control Congress, no strictly Republican bill will pass, and Republicans should not begrudge the president his signing ceremony -- so long as the legislation he signs is not pernicious. If it is fear of public reaction against conserva-tive reform that gives Hill Republicans pause, thatfearis misguided and unnecessary; the public supports such reform and opposes the radical alternative, as many (if not most) Congressional Democrats have already concluded in private. And if some Republicans (in Annapolis or else-where) are inclined to pursue bipartisan compromise along radical rather than conservative lines, they should be strongly discouraged. Health care is not an issue on which Republicans should snatch defeat from the jaws ofvictory. 

For the use of SenatorChafee'sAnnapolis conferees, we provide an outline below of bipa1iisan legislation to achieve principled conservative health care reform. 
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ESSENTIAL COMPONENTS OF SENSIBLE HEALTH REFORM 

HEALTH INSURANCE SHOULD BE RENEWABLE AND PORTABLE 
·Individual and group health plans should be made renewable without premium increases due 

to pre-existing conditions of those already covered bya policy. 
·Individuals who already have health insurance should, if they change jobs or move, be permit 

tedto enroll in similar plans without facing premium increases due to health status. 
·Individuals who work at small companies should be allowed to continuetheirinsurancecover 

agefora transitional period afterthey leave their job; existing COBRA legislation should 
be extended to cover businesses with fewer than 50 employees. 

HEALTH INSURANCE SHOULD BE MORE AFFORDABLE AND ACCESSIBLE 
·Individuals and the self-employed should be able to deduct the full cost of their health insur-

ance from their personal incometax--thesametaxadvantageenjoyed bythosewho 
now get health coverage from their employer. 

·Employers should be able to offer medical savings accounts -- essentially tax-free medical IRAs 
-- in conjunction with a catastrophic health care plan. 

·Small businesses should be allowed to pool togetherto buy group insurancefortheiremploy 
ees with outfacing cumbersome federal and state regulations and mandates. 

·Individuals should be able to obtain health insurance through nonbusiness organizations 
such as churches, unions, or fraternal organizations. 

Low-INCOME FAMILIESSHOULD RECEIVEASSISTANCETO PURCHASE HEALTH CARE INSURANCE 
·Working heads of households who do not earn enough to afford a family insurance plan 

should receive a governmentvoucherto help defray the costs. The voucher could be 
made available on a sliding scale up to afamilyoffourearning,say, $23,000 a year--
approximately 160 percent of the poverty line. Similar results could be obtained by 
designing a tax-credit forth is group of Americans. Funding forth is proposal could be 
found in currently proposed Medicare cuts and by redirecting federal payments already 
made to states for hospitals treating low-income individuals. 

THE HEALTH CARE SYSTEM SHOULD BE SIMPLER AND LESS LITIGIOUS 
·Federal and state health care programs should standardizetheirforms and set a timetable for 

reducing the amount of paperwork they generate. 
·The first steps of medical malpractice reform should be instituted: for example, effectively 

eliminating pain and suffering awards if an early offer is made to have the defendant 
assume the full economic cost of malpractice claims. The bipartisan Gephardt-Moore 
bill of the 1980s proposed a similar reform. 

STATES SHOULD BE ABLE TO REFORM THEIR MEDICAID PROGRAMS 
·The federal governmentshould create a fast-track regulation waiver process for states that 

wish to administertheirMedicaid programs in different ways. Priority should be given to 
states thatintendto use voucher systems to give Medicaid patients greater access to pri 
vote health care or create cost-saving managed care systems such as those in 
Massachusetts or Wisconsin. 
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CONSERVATIVE REFORM VS. RADICAL REORGANIZATION 
Republicans must be aware that the sensible and eminently achievable reforms described 
above are always at risk of being hijacked and transformed into intrusive government plans to 
control the nation's health care. That result must be avoided. The merit of these ideas is thatthey 
respond, in a measured way, to genuine concerns aboutthe current system. But equally impor-
tant, they attempt to make our health care system simpler, giving Americans more control over 
their insurance and greater flexibility over the treatment decisions they make about their own 
health care. 

Of course, even President Clinton has tried to disguise his plan as a set of six simple principles, 
rarely acknowledging the vast and intricate regulatory regime it wou Id establish. That's why we 
believe that any serious attempt at basic health care reform should meet two straightforward 
tests: 

First, no reform should undo our present system or force Americans to abandon the way 
they now purchase health insurance and receive medical services. 
Second, whatever changes are introduced, they should not establish any newgovern-
mentfunction or use governmentauthorityto limitthe amount of medical care available 
to individuals. 

If Republicans hew to these two principles while pursuing straightforward, targeted health care 
reform, they will quickly see how many of the most importantcurrentCongressional enthusiams 
lead in the wrong direction. 

Employer mandates and price controls -- the pillars of the Clinton plan -- would establish an 
assortment of new governmental powers to control the most basic features of our health care 
system. Mandatory health alliances, central to both the Clinton and Cooper plans, would pre-
vent small employers from making their own insurance arrangements and would install a cen-
tralized, monopolistic, and bureaucratic regime to allocate health care. A standard benefits 
package, common to Clinton, Cooper, and some Republican plans, would give political 
appointees (and the interest groups that lobby them) control over what kind of health care bene-
fits Americans are entitled to receive . The individual mandate to purchase health care, found in 
both the Nickles and Chafee bills, is an expansion offederal authority over private decisionmak-
ing. The community rating system proposed in several plans, which prevents insurers from dis-
criminating among clients on the basis of their medical history, would destroy the essential char-
acter of insurance and prevent a company from offering price incentives to policy holders who 
take positive steps to maintain their health. Federal government control over the number of 
medical students trained in various specialties, central to the Clinton and Cooper visions, would 
involve an unacceptable level of government management in our health care system. 

Such proposals have no place in sensible health care legislation . 

A WORDABOUTT AX CAPS AND TAX EXCLUSIONS 
There also existotherproposals that, while appealing in principle, raise questions of politics and 
prudence. Limiting tax-exempt health benefits is the most prominent example. Proposals to end 
the tax-exempt status of employer-provided health benefits or cap the amount employers can 
deduct from theirtaxes have been around for decades. Such measures would sensitize con-
sumers to the true cost of their health care, creating more efficiency and generating cost-savings 
in the system. 
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Butthe practical consequences of such policies cannot be ignored. Both the Cooper and Chofee plans would ultimotelyforce employers to seek the lowest cost health pion in a region in on effort to ovoid the tax penalty or, in the case of SenotorChofee's pion, would impose a significant tax increase on large numbers of Americans who decided to stick with the insurance plans they now rely on. Whoteverpublicpolicyrotionolecould beofferedforsuch measures, it is beyond dispute that they would hove a tumultuous effect on the health insurance arrangements Americans hove mode for themselves. We believe that advocates of changing the tax exclusion rules gov-erning health core benefits might instead consider proposing a toxcop on onlythe most extrava-gant employer health plo ns -- perho ps those costing 1 50 percent of the notion a I overage health package. This step, though small, would nevertheless introduce a degree of price sensitivity to the system and, at one end of the spectrum, encourage some employers and their employees to make health insurance decisions based on real costs. 

THE TRUE NATIONAL CONSENSUS 
Despite all the editoriols,speechmoking, and political posturing, the current debate is not about "universal coverage," "cost containment," "managed competition," or ''the third-party payer sys-tem." Health core reform, to most Americans, means adding security, flexibility, and affordabili-ty to an insurance system that is now too often a source of anxiety. The best way to address that anxiety is through insurance portability, pre-existing conditions, tax equity, small business pool-ing, medical savings accounts, paperwork reduction, medical malpractice reform, and assis-tance for low-income families. The consensus on these issues is so broad that it defies reason that Congress has not yet agreed on a basic package of reforms. 

The greatest current obstacle to passage of such a package is the Administration's insistence on establishing a national health care entitlement, replete with government regulations, controls, and penalties. Republicans should recognize the leadership opportunity that exists for those willing to challenge the premise of the White House's proposal with on alternative vision of prin-cipled reform. Such measured steps will be criticized by more liberal Democrats as inadequate, of course. So what? The vast majority of Americans (and, we suspect, most Congressional Democrats) would enthusiastically welcome such reform. All that remains now is for Republicans to embrace and make the case for it. 

This document is from the collections at the Dole Archives, University of Kansas 
http://dolearchives.ku.edu

Page 109 of 131



• 
1U RUSSR.l SENATE Offla BUllDING 

WASHINGTON. DC 20& 10-2301 
12021 224-3244 

Dear Colleague: 

. tinittd £'tates ~mate 
DAVE DURENBERGER 

January 19, 1994 

1020 PLYMOUTH BUILDING 
12 SOUTH SIX1l4 STREET 
MINNEAl'OUS. MN 615402 

(812) 37D-3312 

Liit month you received a memorandum from William Krlatol from the Project for the 
Republican Future on the sublect of •defeating Praaldent Cllnton's Heatth Care Propoul." 

Krlstol propous an unquallflad polltlcal detaat of the Cllnton proposal - a "monumental 
1.tt>ack for the pntlident.• 

After the fall, Republican• would offer a lhort llst of "more modest" reforms of lns&nnce, 
malpractice and paperwork. A more ambitious Republican agenda (tu credits, medical IRAs, etc.) 
would be saved for the Mura. He dubl this "principled lncrementallam." 

I don't doubt the alncll'lty of hia effort. However, Krlltol on.a neither a winning polttlcal 
atrategy nor a policy poaltlon that servea the bnt lntareats of the United States • 

• 
We do have a crisis In health care In this country. The Cllnton Admlnlatration haa wrongly 

characterized the problem aa a crtals of acceas. It la NOT an access problem, It la a COST problem. 
If coata continue to eacalate at currant rates, health care expenditures will break the bank and our own 
belt efforts at acceu. 

It la enentlal that wa accomplish reform of the health care delivery system In order to control 
costs. The ONLY way to do that la to change the Incentives for the dellv.-y of care. The market· 
based reforms embodied In the Managed Competition Act (S. 1579) and the Republlcan HEART 
proposal (S. 1770) will accomplllh the nece888ry eystem reform. 

Krtltol perpetuates the unfortunate tendency to polarize the health reform debate around terms 
llke comprehensive VERSUS incremental. It la a false dichotomy. 

The Clinton propoul 11 fatally flawed, NOT because It Is so-called comprehensive. It la flawed 
because it buries markets ln a tangle of regulatlon and bureaucracy. 

What Krlltol offara la also flawed, but not because it Is Incremental. Hla modeat 
recommendatlona are neceuary and are embodied In the managed competition propoula. They are 
flawed becauae they offer no vision for the future. Managed competition doesn't do It all, but It gives 
us a sense of direction-a comprehenalve vision that Includes ALL the necenary first steps to get ua 
there. 

Krtstol cautions Republlcana not to compete with the President in a contest for radlcal reforms. 
By this, I asauma ha la warning us away from the middle ground embodied In S. 1770 and S. 1579. 
I would remind him that Senate Republicans are not neophytes on this laaue: 

o Many of the Senate authors have devoted much of their careers to health policy. 

o John Chafee haa led the Republican Task on Health through years of meetings to 
lncreaatl our knowledge of these complicated issues. 

COMMITTEE AaSIQNMEICTS: 

A NANCE 
ENVIRONMENT AND PUBLIC WORKS 
LABOR AND HUMAN RESOURCES 
SPECIAL COMMITTEE ON AGING 
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o I Introduced a market-ba•ed reform blll In ..l!Z!· So did then Senator Dick 
Schweim and then Congressman Dave Stockman. 

o Republicans labored hard dur1ng the 19809 to reform Medicare, lncludlng 
Proapecttve Payment legislation, TEFRA risk contracts, and the Catastrophic bill. 

o Republlcana Invented emall group Insurance reform. Republican• built bl-partlun 
leadership for Medicare Cataetrophlc. 

o We lad the defeat of President Clinton's Hospital Budget regulation. 

We must keep In mind that ALL our effort• at health reform In the laat decade have been 
bipartisan. Republican pr1nclples are not sacrificed by working collaboratively with Democrats. My 
cosponsors on S. 1679-Senatora Breaux and Ueberman-share our commitment to market-baaed 
refonn•. The afforta of John Chafee, Jim Cooper (D-TN) and Fred Grandy (R-IA) In the House to build 
a malnatream coalition that Is bipartisan and bicameral exemplifies ow commonalltlea. 

I urge you NOT to fall Into the trap of negativity and denial. That approach haa failed 
Republlcana polltlcally In the past and wtn fall ue again In the futu'e. As.a party, we do not need 
health care aa an unresolved t11ue In 1996. 

I am not suggesting that we must embrace the eertouely flawed Clinton blll. I am strongly 
opposed to It In Its present form. But, I belleva that If we stand firm on the market-baeed pr1nclplae 
of managed competition, and atand side-by-side with Democrats who share those prlnclples, we can 
prevall. 

Prealdent Cllnton cani do refonn with the llberal left. He can't do It with Democrats only. He 
can't do It without a significant group of Republicans. We can't do reform - Incremental or 
comprehensive - without the President. Let'• persuade him the MCA/HEART la the refonn. 

I belleve that then reforms are In the best Interests of the country. I also believe they are In 
the beat lnt.-..ta of the Republican party because they are grounded in limited government and 
aound markets. 

To Mr. Krtstol, I almply say that Republlcans already have a winning strategy and that strategy 
Is managed competition. To my Republican colleagues who have signed onto the HEART bill, I say 
lets stick to our prtnctples. There Is too much to lose If we do not. 
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15• RUSSELL SENATE OFFICE BUILDING 
WASHINGTON. DC 20510-2301 

(202) 224-32H 

Dear Republican colleague: 

tinitrd ~tatrs ~rnatr 
DAVE DURENBERGER 

February 28, 1994 

1020 PLYMOUTH BUILDING 
1 2 SOUTH SIXTH STREET 
MINNEAPOLIS. MN 55•02 

(612) 370-3382 

I look forward to our retreat this week to discuss the Republican role in health reform. 

After 3 1/2 years of Thursday breakfast meetings, a substantial majority (19) of our Senate 
Republican task force has agreed on a direction for health reform which is also setting an example 
for others. 

This letter expresses concern about those Republican political strategists who call our work 
"the kind of thing the Republican Party should exist to oppose." 

By linking managed competition to the Clinton plan, William Kristo! implies that the 26 
Republicans supporting the Cooper-Grandy bill in the House and the 19 Republican Senate 
cosponsors of the Chafee bill bring "shame" to the Republican party. 

We Republicans are not novices on these issues. Many of us have been working together on 
health reform since we defeated Carter's hospital cost containment bill in 1979. Senators Chafee, 
Dole, Packwood, Danforth, and Roth among others have a long track record of health legislation. 

Conservatives like Kristo! are correct on several points. 

They are right in observing that we need catastrophic coverage and better risk pooling 
mechanisms. Like everyone else, they recognize that we need basic insurance reform so that policies 
can be more equitably priced and available to working people. 

They are also right to say that in a number of local markets, experiments in voluntary pooling 
and greater efficiency in delivery systems have ameliorated price increases. 

However, in the Senate Republican task force we concluded that we can't wait for episodic and 
fragmentary reform at the state level while ignoring more comprehensive reform at the national level. 

Over 3 1/2 years, the task force has addressed the problems in the system and, most of all, 
the issues involved in change. For pragmatic, strategic, and policy reasons, we've chosen the 
principles embodied in HEART (Chafee-Dole). 

To Mr. Kristal's chagrin, that puts us in league with Cooper (Breaux-Durenberger) and with the 
system reform elements buried in the Clintons' 1300 page bill. 

Pragmatic Reasons for Reform Now: 

State-by-state reform is occurring and Democrats in every state are rising to the regulatory bait 
in their health care markets. From Lawton Chiles in Florida, to a host of candidates from Oregon to 
Minnesota to Vermont, state governments are plowing forward with government controls over health 
care systems. 

COMMITTEE ASSIGNMENTS: 

FINANCE 
ENVIRONMENT AND PUBLIC WORKS 
LABOR AND HUMAN RESOURCES 
SPECIAL COMMITTEE ON AGING 
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Bob Dole's comments at the Finance Committee hearing last week illustrated the perverse effect of state-by-state regulation over local medical markets. 

If we do nothing at the national level, we risk a patchwork of conflicting and highly regulatory health systems with significant adverse effects on multlstate businesses, interstate health care networks, and local markets such as Utah and Minnesota that are impeded by profligate spenders In other states. ERISA preemption WILL NOT survive state pressures in the absence of federal reform. 

Strategic Reasons for Reform Now: 

President Clinton will compromise anything to get universal coverage. Why not take advantage of his singleminded goal? 

Republicans know that our federal entitlement programs and our tax policy are the real sources of medical inflatic :-: Pete Domenici's leadership on the Budget Committee has brought this issue to the forefront of : i:: debate. We also know employer mandates won't achieve universal coverage. 

We have a rare opportunity to change the federal reimbursement systems that are threatening to break the federal treasury and penalize every effort at efficiency in local markets. Republicans believe. in making markets work-not replacing markets with government control. We must not bow to Clinton's call for universal coverage without ensuring coverage policy reform. 

Policy Reasons for Reform Now: 

From a policy perspective, we have an opportunity to reset the rules to make the medical markets work. That is where real long-lasting cost containment can be accomplished. 

For 40 years, national policy paid for anything and everything and sheltered private citizens from the economic consequences of their medical spending. We have created a monster of consumption. We need to change the signals for both the public programs and the private market to pay for results not services. 

When we do, it is imperative that the savings accrue to the consumers who are buying more wisely and to the efficient providers of care. Savings should not absorbed through taxes and transferred to less efficient markets. Good behavior must be rewarded not taxed. 

The problem for conservatives is that they can't seem to see the dysfunction in medical markets. Its true that we have the best health care services and technology in the world. But we don't have the best health care system. 

The problems extend beyond the small group market, although we agree these reforms will alleviate some of the inequities for small business buyers. 

A closer look at Kristel's analysis in his most recent memo, "Defeating the Coming Clinton-Cooper Compromise" illustrates my point. 
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Purchasing Groups 

By attacking alliances (also known as purchasing groups or cooperatives) as a "web of state 
administered health care machinery," he misses a central tenet of functioning markets. Buyers must 
have information on which to make informed choices and sufficient market power to exercise those 
choices. Group buying can also result in administrative efficiency. 

EFFICIENCY, CHOICE, INFORMATION, and POWER conferred by member-controlled buying 
groups will make the medical market work better. That's the goal of purchasing cooperatives. Those 
goals will not be achieved by the Clinton alliances, but will be under the structures proposed in the 
Chafee and Cooper bills. 

Accountable Health Plans 

An accountable health plan fully integrates financial, managerial, and clinical aspects of health 
care. They must be accountable to their members for their cost and eriectiveness as well as patient 
satisfaction. 

Insurance reform changes the way that insurance plans are priced and sold. An accountable 
health plan changes the insurance "product." 

Conservatives have used scare tactics to imply that our intention is to drive out fee-for-service 
medicine. That decision will be made by consumers in the marketplace-not by politicians. 

Once people are able to select a health plan on the basis of price and quality, they MAY 
choose a fee-for-service plan or they may not. If fee-for-service cannot compete, it will be because 
people believe they get more value for their health care dollar in other systems of care. That is the 
essence of CHOICE not the elimination of it. 

Tax Policy 

Kristel also implies that choice will be limited by the imposition of a cap on the tax exclusion 
for health care expenditures. Such a limit, he argues, is a "remarkably coercive use of the tax code." 
After 16 years of service on the Finance Committee, I find that characterization laughable. 

ALL tax policy is designed to create incentives for certain kinds of behavior BY taxpayers. As 
we all know, the mortgage interest deduction is designed to encourage and reward home ownership. 
This is one of thousands of such examples in the code. 

Our present tax policy fuels consumption by insulating people from the economic 
consequences of their medical spending. It rewards overspending and penalizes constraint. 

All the proposed tax caps do is limit the amount of spending consumers can do with tax free 
dollars. Nothing in this approach inhibits an individual from buying more health care than the tax cap 
shelters. You just can't do it with pretax dollars. 

Kristel calls the tax cap an arbitrary restriction. Its no more arbitrary than the limits on the 
deductibility of business lunches. Businessmen can still eat (and presumably eat well). They just 
can't do it at our expense! 
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Information 

Finally a word about the role of information in a functioning health care system. Markets don't 
always produce information, yet they cannot function without it. That is basic economics. 

Information is the tool of accountability. We cannot hold doctors, hospitals, health plans, or 
government accountable without information. When we have better information on medical outcomes, 
we will get better health care and make better choices. 

Government's role in reporting requirements and uniform data systems is not new nor does 
it presage government control. Air travelers can rely on safety and on-time data to use their personal 
dollars to choose an airline. This assists the private market rather than replaces it. 

Kristel counts up the institutional arrangements in Cooper and Chafee, then bemoans them 
as too bureaucratic. If he looked more closely at our present HHS infrastructure, he would see that 
thf' :~ hills streamline what we already have and facilitate the orderly analysis of information necessary 

' for quality improvement. We can't support a 1990s health care system on a 1960s infrastructure. 

Choice: 

, We all use the same vocabulary, but speak different languages. Nowhere is that more 
apparent than in the use of the word "choice." Thematically, the conservatives have hammered home 
the point that managed competition deprives consumers of choice. Choice implies that we know what 
we're doing, getting and paying for. That simply is NOT the case in our present system. 

The purpose of system reform is to guarantee consumers that they can choose a health plan 
based on accurate information about its price and its quality - that is real choice. 

And, that is why it is not accurate to say that Americans have the best health care system in 

the world. Because it's only potentially the best. 

Republican Reform 

A recent New York nmes poll found that people trust Democrats not Republicans to improve 
health care by a margin of 59 to 20. Clinton has squandered his political advantage because his plan 
is a complex tangle that the American people cannot understand. 

As Republicans we can take advantage of the desire for reform among Americans to reshape 
the debate and to work with like-minded colleagues on both sides of the aisle. 

But, Republicans can't do it by "assaulting" Clinton, Cooper, and, by implication, Chafee-Dole. 
Republicans cannot do it by blocking comprehensive reform, riding a limited insurance reform horse, 
and expecting the President and the people to embrace it. Without the support of the public and the 
support of the President, Republicans cannot win anything. 

The goal of our retreat is unity. Accusing some of us of bringing shame and dishonor on the 
party because we propose solutions based on a long tradition of Republican health reform activity is 
counterproductive. 

This document is from the collections at the Dole Archives, University of Kansas 
http://dolearchives.ku.edu

Page 115 of 131



5 

I prefer that we invest in the debate on reform, arm ourselves with a good understanding of the present system and a vision of where we want the system to go in the future. 
Republicans must assure Americans that they understand the problem and are committed to genuine and meaningful reform. 

So far, we're losing 59-20. 

Chafee-Dole tries to get us back in the game. 

I look forward to getting the job done in this session of Congress. 

Dave Durenberger 
United States Senator 
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No EXIT 
By Elizabeth McCaughey 

I fyou're not worried about the Clinton health bill, keep reading. If the bill passes, you will have to set-tle for one of the low-budget health plans selected by the government. The law will prevent you from going outside the system to buy basic health coverage you think is better, even after you pay the mandatory premillm (see the bill, page 244). The bill guarantees you a package of medical services, but you can't have them unless they are deemed "necessary" and "appro-priate" (pages 90-91). That decision will be made by the government, not by you and your doctor. Escaping the system and paying out-of-pocket to see a specialist for the tests and treatment you think you need will be almost impossible. If you walk into a doctor's office and ask for treatment for an illness, you must show proof that you are enrolled in one of the health plans offered by the government (pages 139, 143). The doctor can be paid only by the plan, not by you (page 236). To keep controls tight, the bill requires the doctor to report your visit to a national data bank containing the medical histories of all Americans (page 236). 
If these facts surprise you, it's because you haven't been given a straight story about the Clinton health bill. Take two examples: on November 4, Leon Panetta, the director of the Office of Management and Budget, testi-fied to senators that the bill does not "set prices" and "draw up rules for allocating care"; a month later Hillary Rodham Clinton assured a Boston audience that the gov-ernment will not limit what you can pay your doctor. The text of the bill proves these statements are untrue. 
The administration also says that the bill will not lower the quality of your medical care or take away personal choices you now make. This statement goes right to the issues that matter most. How true is it? To help you decide, here is a guide to the 1,364-page Health Security Act. 
No effort is made here to compare the Clinton bill with the many alternatives offered by Republicans and other Democrats or to assess the nature and extent of the health care "crisis." The purpose is to answer one question: Under the Clinton bill, if you become ill, will you be able to get the treatment you need and 

ELIZABETH MCCAUGHEY is John M., Olin Fellow at the Manhattan Institute. 

What the Clinton plan will do for you. . . i : 1 , • 1 ! 1 .» .' · ~' , SJ , ; i _,,. :. 

l t I• : (: l ·. '. '.~ ' ) . • i . • 

make choices about your own health care? 
The Law Will Make You Get Health Care Through Your "Alliance." Under the bill, unless you get Medicare, military benefits or veteran's benefits, or you or your spouse work for a company with more than 5,000 em-ployees, you must enroll in one of the limited num-ber of health plans offered by the "regional alliance" where you live (page 15). Regional alliances are government-run monopolies that select health plans, collect premiums from residents and their employers and pay most of the money to HMOs and insurers. If you fail to enroll, or the ·plan you choose is oversub-scribed, alliance officials will assign you to one (pages 144, 146). The goal is to curb health care spending by limiting what every American is allowed to pay for health insurance. Restricting how much people can pay for insurance limits how much money is in the pot to take care of them when they're sick. 

The Health Care You Can Get Will Be Limited. Un-der the bill, a National Health Board-seven peo-ple appointed by the president-will decide how much the nation can spend on health care beginning in 1996 (the baseline year). Based on that national bud-get, the board will set a budget for each region and a ceiling on what the average health plan in the region can cost. The bill outlaws plans that would cause a region to exceed its budget or that cost over 20 per-cent more than the average plan. After 1996, increases in health plan premiums will be strictly limited by an "inflation factor" based on the consumer price index (pages 256, 984-987, 990, 995). 
Putting price controls on premiums to limit the amount of money in the health care system might wring out waste during the first year or two, but there is no doubt it will cause hardship later on. Seventy-seven million baby booriJ.ers will be reaching the age when they need more medical care. Increasing num-bers of teen pregnancies and low-birth-weight babies also will require more health care dollars-$158,000 on average for each severely underweight newborn. Even the bill's authors anticipate that restricting the dollars available for health care in the teeth of these trends will produce grave shortages: the bill pro-vides that when medical needs outpace the budget and premium money runs low, state governments 
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and ... fo.surers ·~. must ..... riiiike:" ''«automatic~anaaror1, . .. .,, , HMOS Do.the Job of Rationing. Under the Clinton bi 
nondiscretionary reductions in payments" to.doctor.r, · federal government uses price controls on premiu 

• ·' .· . · ;:,..--·-' - - ~-... rl -. · \11 .;u~ . ·-. • 
nurses and hospitals to "assure that expenditures will curb dollars paid into the health care system. Lin 
not exceed budget" (pages 113, 137). how those dollars are spent is a job shared by all 

Above a threshold level of quality, alliance 'officials officials, who budget payments to doctors in the 1 

will approve health plans based on lowest cost, not dling fee-for-service sector, and HMO administrators. 
highest quality, to stay under the premium ceiling set are expected to do the lion's share of health 
by the National Health Board, explains Cara Walinsky rationing. Is "rationing" too strong a word? Not ac< 
of the Health Care Advisory Board and Governance ing to Ludden, whose HMO serves 570,000 people 
Committee, which advises 800 hospitals worldwide. predicts that "price controls on premiums will dri' 
That is why Anthony L. Watson, chief executive of the straight to rationing at bedside." Princeton Proft 
Health Insurance Plan (HIP) of Greater New York, is Paul Starr, a key designer of the Clinton plan, prefe 
optimistic. If the Clinton bill passes, "New York is say that premium caps will induce "a different fram 
mine," he told The New York Times. "I'm going to be mind" in both doctors and health care administrat 
the lowest-cost plan." HIP, with a physician staff that is "They will have to manage under constraint." 
57 percent foreign-trained, already has what that newspaper calls "the image of being the least desirable health care option for city workers and others who cannot afford anything more." .. 

S taying With the Doctors You Use Now Will Be Hard. Deciding for yourself when to see a specialist or get a second opinion and selecting the hospital you think is best will be even harder. The bill is designed to push people into HMOs, which restrict your choice of physicians and hospitals, and use gate-keepers to curb the use of specialists, expensive tests and costly high-tech treatments. What most of us call fee-for-service (choose-your-own-doctor) insurance will be difficult to buy. The ceiling on premiums and the 20 percent rule will eliminate most fee-for-service plans, which tend to be more expensive than their pre-paid counterparts. Although the Clinton admini-stration insists that Americans always will be able to choose fee-for-service insurance, experts such as Dr. John Ludden, medical director of the Harvard Com-munity Health Plan, say that option will "vanish quickly." 
Even where it is possible to buy fee-for-service insur-ance, it will be hard to find doctors practicing on that basis. According to Walinsky, the Clinton proposal contains "very strong incentives" against fee-for-service "on the consumer side but also on the provider side." Price controls on doctors' fees and other regulations will push doctors to give up independent practice and sign on with HMOs. We've been told that the govern-ment won't be putting price controls on doctors, but the bill limits what health plans can pay physicians and prohibits patients from paying their doctors directly. Alliance officials post a schedule of fees, and it is ille-gal for doctors to take more (pages 134, 236). In addition, alliance officials set yearly limits on pay-ments to fee-for-service doctors in each field of medicine, like cardiology or pulmonology. What if a flu epidemic causes pulmonologists to see more patients with breathing problems than the region's budget allows? The bill compels insurance plans to slash doc-tors' fees or cut off their payments entirely until the next year "to assure that expenditures will not exceed the budget" (page 137). 

' 
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H Mos already have a track record of tightly c trolling a patient's access to physicians. Kaiser Permanente, the first person a ~ patient sees is the "advice nurse," who ma the decision whether a doctor is needed. In HMOs, 1 ratio of physicians to members averages 1 to 800, ab< half the ratio of physicians to the general populati< Specialists are particularly hard to see. Current HMO cost-cutting methods already are drc. ing criticism from Congress, government investigate. and worried doctors. The Clinton bill's premium ca will compel HMOs to use even more stringent metho• of limiting care, but the bill omits any safeguards · protect patients from abusive practices. For example, missing from the bill is any effort 1 put a stop to "the withhold," the pervasive HMO pra. tice of punishing doctors financially for providing car they believe their patients need. Almost all large, fo1 profit HMOs, including those operated by Aetna Metlife, Oxford and Prudential (but not Cigna) with hold between 10 percent and 25 percent of a do.ctor· compensation until year's end, and return it only i, the doctor has met HMO targets for limiting pa ti en 1 tests, referrals to specialists and hospitalizations. Doc-tors report that targets are so stringent that HMO~ almost always keep part of the withhold, which means that what a doctor orders for a patient comes out of the doctor's own pocket at the end of the year. The withhold has caused a surge in dangerous "hall-way consultations," according to Dr. Alan Jasper, a pul-monologist and critical care specialist at St. Vincent's Medical Center in Los Angeles. Other doctors stop Jasper in the hospital corridors, describe their patient's breathing problem and seek a diagnosis, in order to avoid referring the patient for a specialty consultation and incurring points against the with-hold. The danger, says Jasper, is that the other doctor might fail to mention a critically important aspect of the patient's condition. 
The withhold motivates primary care doctors to take a "we'll see how you feel next week" or "let's try this ·first" approach, even if it means additional worry and needless suffering for the patient. At a I:umana-owned HMO in San Antonio, for example, a 40-year-0ld woman 
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with back pain was told by the orthopedist that she needed an MRI. But her primary care doctor rejected the specialist's request for the test, saying the patient would have to try something less expensive, and sent her for acupuncture, followed by months of hot packs and physiotherapy. When nothing worked, the gate-keeper authorized the MRI, which revealed that the woman needed a lumbar dischetomy (disc removal), as the orthopedist had suspected. The story was related by the woman's surgeon, Dr. William V. Healey, a clinical professor at the University of Texas, who said the lesson was that HMO cost-cutting incentives, such as the withhold, fail to · · · account for the grav-
er cost-the months 
a patient is home 
from work, worried 
and in pain. 

Another HMO cost-
cutting strategy that 
makes doctors and 
patients worry is the 
utilization review-a 
sick patient must wait · 
while the doctor tele-
phones a utilization 
review company, de-
scribes the symptoms 
and medical history 
to a nurse or clerk 
seated at a computer 
terminal and hopes 
for an O.K. to pro-
ceed with tests and 
treatment. 

Three hundred 

nies refuse to' give reasons for their decisions, even to doctors, because it is presumed· doctors would figure out ways to get around the .review guidelines once they were known. ~::!, .. , 
Even when doctors' recommendations are ulti-mately approved, it can take weeks longer to diagnose and begin treating an HMO patient than a patient with fee-for-service insurance, Jasper explains, because of . the successive delays in getting each test ap-proved. One HMO patient with coughing trouble was given antibiotics by his primary care doctor, who thought the problem was pneumonia. The patient lost · · thirty-five pounds 

while waiting from 
October 27 to De-

. cember 24 for an o.K. 
to see Dr. Jasper, then 

. to have a CAT scan 
and lung biopsy, and 
finally to learn that 

. the correct diagnosis 
:was a lung fungal 
disease. Jasper said 
he could have had a 
fee-for-service patient 
on anti-fungal med-
icine within fourteen 
days, instead of nine 
weeks. 

The Attorneys Gen-
eral report urges 

, , state lawmakers to 

and fifty utilization 
review companies 
that claim to slash 
health care costs sell 
their services to 
HMOs, hospitals and 
others at a rate of $1 
to $3 per patient 
reviewed. It's a $7 bil-
lion industry. Such DRAWING BY VINT LAWRENCE FOR THE NEW REPUBLIC 

· look into curbing uti-
. lization review in 
HMOs. In contrast, the 
Clinton bill calls uti-
lization review a "rea-
sonable restriction" 
on patient care and 
expressly includes it 
as a requirement for 
doctors treating pa-
tients with fee-for-
service insurance as 
well (page 134). 

The Government "cookbook medicine" ignores the non-average, abnor-mally sick patient who may need more intense treat-ment than the computer program recommends. It also discounts the value of examining a patient, and ignores the physician's judgment and expertise. Dr. Jerome Groopman, head of oncology and hematology at the New England Deaconess Hospital in Boston, says, "It's an 800 number. They don't know me from Adam!" 
"Horror stories abound" about utilization review, according to a 1993 report for the National Associa-tion of Attorneys General. Doctors' treatment plans are "rejected by inadequately trained personnel," according to the report, and utilization review compa-

Won't Protect You From HMO Abuses. If most Americans are moved into HMOs, who will ensure that they get good health care? The Clinton bill establishes two national boards to develop quality standards and depends on alliance officials in each state to enforce them (pages 843-844). But history shows that federal and state officials have failed to protect patients from HMO abuses, even in small pilot programs. In 1990 Florida newspapers printed lurid accounts of abuses by Humana Medical Plan, an HMO paid to care for ·the elderly under a small, experimental pro-gram to reduce Medicare costs. Congress ordered an investigation of Humana's performance, and Janet Shikles, in charge of the probe for the General 
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Accounting Office testified about the company's "failure to order appropriate diagnostic tests and:fail-ure to follow up on abnormal test results." Consumer Reports (August 1992) also investigated the shortcom-ings of the pilot Medicare-HMO program in Florida, and concluded that government oversight was "lack-adaisical." 

(kidney) specialist. -According to the NIH -panel, 

A nationwide investigation for Congress drew the same conclusion. Pointing out that only twenty-one of fifty-seven HMOs investigated received a pass-ing grade, the late Senator John Heinz warned that the priority "has been to promote enrollment in HMOs and we have not given equal priority- to monitor- : ing what happens" to people "after they _ have - -enrolled." - · · ·, -

__ inary care doctors frequently are overlooking the e signs of kidney failure and are hanging on to patit too long. Patients should be referred to speciai for dialysis sooner, said the NIH, before it is too latt save their lives. Twenty-five percent of kidney patit who don't receive dialysis until it is an emergency c Dr. C. Craig Tisher, chairman of the NIH pa1 warned that patients with high blood pressure, c betes, weight problems and metabolism abnormalit - should be regularly cared for by a renal specialist, 1 only a primary care doctor . 
. ,Jn the short run, the Clinton bill depends on m to limit access to specialists and high-tech care. A 

Far from protecting patients in HMOs, the Clinton bill ties the hands of state lawmakers who want to pass protective legislation. Some states recently -have enacted laws to safeguard choices patients want to make for themselves, such as which hospital or phar-macy to use. HMOs protest that these laws hobble cost containment, and the Clinton administration appar-ently agrees. The Clinton bill pre-empts state laws pro-tecting patient choice (page 238). 

Y ou 'll Get More Primary Care Than High-Tech Medicine, and That's Not Good News. Will patients get the care they need when gatekeepers limit their access to specialists and high-tech medicine, as the Clinton bill intends? The evidence strongly suggests that low-tech care will not be good enough. People with heart disease, for example, will suffer. HMOs already ration high-tech care to heart attack patients, according to a study in The New Eng-land journal of Medicine (December 1993). HMO patients hospitalized with coronary disease (myocardial infarc-tion, unstable angina, angina pectoris or ischemic heart disease) are 30 percent less likely to be given bypass surgery or a coronary angioplasty ( declogging of the arteries) than similarly sick patients with fee-for-service insurance. Another recent study by Duke Uni-versity points to the consequences of such low-tech care. In the study, American heart attack patients who tended to be treated with three costly, high-tech proce-dures--catheterization (inserting a thin tube into the heart for diagnosis), angioplasty and bypass surgery-
1 ecovered far better than Canadian heart attack patients, who had less access to the procedures. Amer-ican patients, who were twice as likely to undergo the procedures, tended to have a better quality of life after a heart attack. Canadians suffered more recurring pain, felt more depressed and were less able to go back to work and pick up their old activities. Dr. Robert Califf says the Duke study may help people understand "the implications of reducing services in a health care system." 

Is it true that we need less care by specialists? Not according to the National Institutes of Health, which recently issued a warning that patients with many com-mon conditions should be treated routinely by a renal 
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longer-term strategy to limit such care, the Clinton l seizes control of medical education and requires tl by 1998, no more than 45 percent of young doctc be permitted to go on to advanced training in a Sf cialty. Specialty programs at leading medical sch0< will be downsized. Doctors in training will be assignt to the coveted specialty programs based partially c race and ethnicity, depending on how "underrepr sented" each racial or ethnic group is "in the field . medicine in general and in the various medical sp cialities" (pages 509, 514-515) . 
. _ Restricting medical education by government fr undoubtedly will reduce the consumption of expe1 sive, cutting-edge care. Doctors who are not trained i sophisticated technology cannot use it. But preventin doctors from learning about the most advanced med cal procedures is a lethal way to curb health care co1 sumption. Keeping doctors uninformed could nc possibly be an improvement. , 

U nwritten Rationing Rules. Under the Clinto1 bill, you are entitled to a package of basic ben efits, but you can have them only when the are "medically necessary" and "appropriate. -That decision will be made by the National Qualin Management Council, not by you and your doctor. The council (fifteen presidential appointees) will establish "practice guidelines" to control "utilization" of health services (pages 91, 836, 848). These guidelines will compel doctors to uniformly practice low-budget medicine. "There needs to be some point of reference for [health] plans to determine what is appropriate care,-, Starr said. "There is an enormous amount of excessive, inappropriate care." In Starr's view, the bill provides "high quality care." People who want access to more are asking for a "neurotic" lever of care. What is most troubling about the practice guidelines is that they are not spelled out in the bill. Congress and the public are asked to approve the concept without know-ing· the content. 
How rigorous will the standard of "medically neces-sary" and "appropriate" be? In other words, how much rationing based on cost-effectiveness will we have to · endure? When a kidney transplant is needed, will the patient's age matter, as it does in Great Britain, where older patients are routinely denied high-tech treat-
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ments? Will patients with advanced AIDS be entitled to 
intensive care? Oregon·s standard of appropriate care 
for needy residents excludes high-tech, life-sustaining 
procedures for advanced AIDS cases, as well as for 
extremely premature babies and advanced cases of 
certain cancers. Groopman, who treats cancer and 
AIDS patients, worries that decisions now made by the 
patient, doctor and family will be made by a council of 
"omniscient bureaucrats" who "are looking at two 
things: dollars and ideology." 

Many organizations, including the American Medi-
cal Association, specialty medical societies and insurers 
already devise what they call "practice guidelines" to 
help physicians keep abreast of the most effective 
treatments. Ludden explained that "doctors appreci-
ate guidelines" when they are recommendations, "but 
not when they become matters of law." 

Many physicians who treat the HIV-positive popula-
tion are troubled that the Clinton plan's practice 
guidelines will prevent them from trying new strate-
gies. to help desperate patients. Jasper recalls that he 
learned quickly "through the grapevine" that other 
doctors were achieving some success with treating 
pneumocystis pneumonia, an AIDS-related illness, with 
adjunctive corticosteroids. Mandatory practice guide-
lines would have stifled such innovation and pre-
vented Jasper from keeping his patient alive. Similarly, 
Ludden recalls that at Harvard "we were using aerosol 
pentamidine" to treat an AIDS-related condition "eigh-
teen months before any practice guideline would have 
regarded it as appropriate." The Clinton bill would 
hold changes in medical treatmeqts to a slow-moving 
government timetable, putting many patients' lives at 
risk while the National Quality Management Council 
deliberates. 

I f You 're Over 65, Good luck. Another cost-cutting 
measure in the Clinton bill deprives people over 
65 of access to new cures. The secretary of health 
and human services has the power to set a con-

trolled price for every new drug, and to require the 
drug manufacturer to pay a rebate to the federal gov-
ernment on each unit sold to Medicare patients at mar-
ket price instead of the controlled price. If a producer 
balks at paying the rebate, the secretary can "blacklist" 
the drug, striking it from the list of medications eligible 
for Medicare reimbursement (pages 365-379). The pro-
posed regulation threatens to keep a new drug such as 
Tacrine (a treatment for Alzheimer's) from older 
patients. 

Under the bill, the secretary weighs the develop-
ment costs and profit margin for the single drug, 
rather than the overall profitability of investing in new 
cures (page 373). Biotech investors point out that for 
every drug that reaches market, more than 1,000 oth-
ers dead-end, with a 100 percent loss for investors. 
Limiting the price and profitability of the one drug in 
a thousand that succeeds will halt research into new 
cures, including drugs for ovarfan and breast cancers 
now in the pipeline. 

Before Signing 0n~>;~}ii~J4'f(now.~:·~:.·the C)into~ · 
bill will prevent people from 'btjying the medical care 
they need. Price control~ on 'premiums _will push most 
Americans into HMQS and pressure HMOS into sharply 
cutting access to specialists and effective, high-tech 
cures. Price controls on doctors' fees and regulations 
tying doctors' hands will curb the care physicians can 
give patients. Price controls on new drugs will keep 
people over 65 from getting the medications that can 
help them. Most important, government controls on 
medical education will limit what future doctors know, 
costing lives and suffering no one can calculate. 

The administration often cites two statistics-Amer-
ica's relatively high infant mortality rate and its lower 
life expectancy-to support the need for the Clinton 
health bill. But these have almost nothing to do with 
the quality of American medical care. Both statistics 
reflect the epidemic of low-birth-weight babies born to 
teenage and drug-addicted mothers, as well as the 
large number of homicides in American cities and 
drug-related death .. . 

I n fact, if you are seriously ill, the best place to be 
is in the United States. Among all industrial-
ized nations, the United States has the highest 
cure rates for stomach, cervical and uterine can-

cers, the second highest cure rate for breast cancer 
and is second to none in treating heart disease. In 
other countries that spend less, people who are sick 
get less care, are less likely to survive and have a 
poorer quality of life after major illness. Consider 
what happens in Canada, whose health care system 
often is held up as a model for the United States. In 
Canada medical technology is rationed to danger-
ously low levels. The United States has 3.26 open-
heart surgery units per million people; Canada has 
only 1.23 units per million. Cardiovascular disease is 
Canada's number one health problem, yet open-heart 
surgery units and catheterization equipment are kept 
in such short supply that the average wait for ur-
gent (not elective) surgery is eight weeks. The shock-
ing result is that in Canada, a cardiac patient is ten 
times as likely to die waiting in line for surgery as on 
the operating table. In the United States, there is no 
wait. 

The choic~ is not between the Clinton bill and the 
status quo. Members of Congress should read this bill, 
instead of relying on what they hear, and then turn 
their attention to alternatives sponsored by Dem?crats 
and Republicans. These alternatives provide urgently 
needed reform of the health insurance industry, out-
lawing its worst abuses, without taking important deci-
sions away from patients and their doctors and with-
out depriving Americans of effective, high-tech 
medical care when they are seriously ill. Congress also 
should consider ways to provide insurance for those 
who cannot afford it, and level with the public about 
what universal coverage will cost. Whatever the price, 
ultimately, it wi:I be less expensive than the conse-
quences of the Clinton bill. • 
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.Clinton's plan on the ropes. 
I" . ' ' 

By Elizabeth McCaughey 

0 n January 31 the White House press office 
released a statement questioning the accuracy 
of my recent article in TNR ("No Exit," Febru-
ary 7, 1993). I welcome this opportunity to 

engage in a dialogue with the White House about the 
content of its health bill. As I did in my original article, 
I will be documenting my description of the bill-and 
my point-by-point rebuttal of their arguments-with 
page numbers from the November 20, 1993, version. If 
White House representatives challenge the accuracy of 
my description again, I hope they will provide page 
numbers, too, so that TNR readers can compare the evi-
dence and decide for themselves. 

Most of the White House challenge focused on this 
paragraph from my article: · 

If the bill passes, you will have to settle for one of the low-
budget health plans selected by the government. The law 
will prevent you from going outside the system to buy basic 
health coverage you think is better, even after you pay the 
mandatorv premium (see the bill, page 244). The bill guar-
antees you a package of medical services, but you can't have 
them unless they are deemed "necessary" and "appropriate" 
(pages 90-91). That decision will be made by the govern-
ment. not by you and your doctor. Escaping the system and 
paving out-of-pocket to see a specialist for the tests and treat-
ment \'OU thinK you need will be almost impossible. If you 
walk into a doctor's office and ask for treatment for an ill-
ness. you must show proof that you are enrolled in one of 
the health plans offered by the government (pages 139, 
143). The doctor can be paid only by the plan, not by you 
(page 236). To keep controls tight, the bill requires the doc-
tor to report your visit to a national data bank containing the 
medical histories of all Americans (page 236). 

The \Vhite House responded: 
"There is nothing in this Act to prohibit any individ-

ual from going to. any doctor and paying, with their own 
funds. for any service." "Under the Act, you can pay 'out-
of-pocket[sic]' for anything you want at any time, to any 
physician or hospital willing to treat you." Price controls 
on doctors' fees? "That is wrong," according to the 
White House. "There are no price controls .... " 

How accurate are these statements from the White 
House? The text of the bill proves they are untrue. 

Can you pay any doctor any price for any service you want? 
Although it is possible to buy cosmetic surgery, psy-
chotherapy or .other uncovered services out-of-pocket, 
the bill prohibits doctors from accepting payments 
directly from you for the basic kinds of medical care 
listed in the Clinton benefit package. Below are the reg-
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ulations barring doctors from taking your money. If you 
go to a doctor for treatment, the doctor will be paid by 
your health plan. That is true no matter what kind of 
health plan you are enrolled in. The doctor is prohibited 
from accepting payment from you (except fixed co-
paymen ts) for any basic medical services listed in the 
Clinton benefit package. That applies to doctors treating 
patients in HMOs and doctors outside HMO networks. Doc-
tors outside HMOs must submit charges for your care to 
your health plan, accept reimbursement based on the 
government's schedule of price-controlled fees and 
report your visit according to the requirement of title v 
of the bill, which establishes the national electronic data 
bank: 

Sec. 1406(d) (2) DIRECT BILU:>iG--A provider may not 
charge or collect from an enrollee amounts that are payable 
by the health plan ... and shall submit charges to such plan 
in accordance with any applicable requirements of part 1 of 
subtitle B of title\' (relating to health information systems). 

Are you allowed to pay a surgeon more, in hopes of 
getting the most expert, experienced care? No: 

Sec. 1406(d)(l) PROHIBITI0"1 ON BAIANCE BILLING-A 
provider mav not charge or collect from an enrollee a fee in 
excess of the applicable pavment amount under the applica-
ble fee schedule [page 236) .... 

(3) .·\l;Rt:Dtt::"TS \ITIH PLl...,.s-The agreements ... between 
a health plan and the health care providers providing the 
comprehensive benefit package to individuals enrolled with 
the plan shall prohibit a provider from engaging in balance 
billing described in paragraph (I) [page 237). 

The White House attacks the use of the phrase "price 
controls on doctors' fees" in my article. "Wrong," says 
the \.\'hite House. "There are no price controls in the 
president's plan. Price controls-calling for government 
micromanagement of every health care service, doctor's 
fee, drug technology and product-were considered 
and specifically rejected." 

But the text of the bill proves there are price controls 
on health plan premiums, new drugs and doctors' fees. 
Here are the price controls on doctors' fees: 

Sec. 1322 ( r) E~'T.lJlLISH'.\1[:0-.'T OF FEE-FOR-SERVICE SCHEDULE 
(I) IS l.E:"t:RAI.--.::-ach regional alliance shall establish a 

fee schedule setting forth the payment rates applicable to ser-
vices furnished during a year to individuals enrolled in fee-
for-service plans (or senices furnished under the fee-for-
service component of any regional alliance health plan) 
[page 134).... , 
( 4) . .\. ... :"LU. R£\1SIO:"-A regional alliance ... shall annually 

update the payment rates provided under the fee schedule 
[page 135). 

The \.\'hite House says wit is not clear why a patient 
would want to pay a doctor 'directly' for services that 
their [sic] insurance company is obligated to buy." One 
reason is privacy. Evading government regulations and 
pa~ing the doctor directly would allow you to keep your 
personal medical problems out of the national data bank. 

Will your personal medical history be stored in a national 
data bank? The Whit~ House says "not true" and 
wpatently untrue" to my statement that "the bill requires 
the doctor to report your visit to a national data bank 
containing the medical histories of all Americans. The 
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administration argues that although "physicians may be 
required to submit data ... for the purpose of improving 
quality and assessing treatments and outcomes," the bill 
"prevents against tying this data to specific individuals." 

The text of the bill proves that the administration is 
mistaken. Information about your physical and mental 
health and any treatments or tests you have will be 
entered in a national data network and linked to you 
through your health security number. Here is what the 
bill says: the National Health Board will establish an 
"electronic data network" with regional centers to col-
lect, compile and transmit information. The informa-
tion expressly includes "clinical encounters," that is, 
when a physician treats a patient (page 861). A doctor 
who treats you (except for an uncovered service such as 
dental work or cosmetic surgery) and does not record 
your "clinical encounter" on the standardized form and 
submit it to your health plan will be fined up to "$10,000 
for each such violation" (pages 236, 885-886). As the 
data about you travel from your doctor's office to the 
health plan, and then to the national electronic data 
network, this information continues to be tagged with 
your "unique identifier number." 

T he bill leaves no doubt that the network con-
tains "individually identifiable health informa-
tion," which is defined in the bill to include 
your "past, present or future physical or mental 

health" and health care provided to you (page 877). To 
protect your privacy, the bill offers this vagueness: 

All disclosures of individually identifiable health informa-
tion shall be restricted to the minimum amount necessary to 
accomplish the purpose for which the information is being 
disclosed [page 873). 

and this: 
[You] have the right to receive a written statement concern-

ing ... the.purposes for which individually identifiable infor-
mation provided to a health care provider, a health plan, a 
regional alliance, a corporate alliance or the National 
Health Board may be used or disclosed by, or disclosed to, 
any individual or entity [page 874). 

It would be unfair to suggest that the bill's authors are 
unconcerned about privacy. The bill mandates that the 
National Health Board will "promulgate standards 
respecting the privacy of individually identifiable health 
information that is in the health information system" 
within two years and propose privacy legislation within 
three years (pages 871, 876). But contrary to the White 
H3'ise statement,. doctors must report their patients' 
personal medical information to a national data bank or 
risk harsh penalties, and the information in the bank 
remains individually identifiable. 

Price controls on premiums will mean too litt/,e money to care 
for the sick. Limiting how much money people can 
choose to pay for basic health coverage limits how much 
money is in the pot to take care of them when they are 
sick. That was the point of the ad on television that the 
First Lady criticized. A couple are discussing what price 
controls on premiums will mean, and the woman asks, 
"But what if there's not enough money?" 
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The bill's authors anticipate that restricting dollars 
available for health care will produce shortages: when 
medical needs outpace the budget and premium 
money runs low, state governments and insurers must 
make "automatic, mandatory, nondiscretionary reduc-
tions in payments" to doctors, nurses and hospitals to 
"assure that expenditures will not exceed budget" 
(pages 113, 137). 

In a charge echoed by Michael Weinstein of The New 
York Times, the White House accused me of misleading 
readers by "impl}ing that such a mechanism exists in the 
main proposal." The White House stated emphatically 
that "it does not." The White House and Weinstein 
argue that only under a single-payer system would pay-
ments to doctors and others be cut off if needs out-
pace the budget and premium money runs low. They 
expressly charge me with quoting the single-payer regu-
lations and misrepresenting them to be rules for the 
"main" Clinton health proposal. 

The text of the bill proves that the White House and 
Weinstein are wrong. Cutting or delaying payments to 
doctors, other health care workers and hospitals to stay 
in budget is an integral mechanism in the administra-
tion's bill, and one of the two passages I quoted (page 
13i) is from the "main proposal." It provides that if 
needs exceed budget and premium money runs low: 

Sec. 1322( c) (2) l'ROSPECTl\"E BL"DGF.TING DESCRIBED ... the 
plan shall reduce the amount of payments otherwise made 
w providers (through a withhold or delay in payments or 
adjustments) in such a manner and by such amounts as nec-
essarv to assure that expenditures will not exceed budget. 

The government will decide what is "necessary" and "appro-
priate" care. The White House attacks as "wrong" and 
''very misleading" my statement that "the bill guarantees 
you a package of medical services, but you can't have 
them unless they are deemed 'necessary' and 'appropri-
ate.·" The administration also says it is "untrue" that 
that decision will be made by the government, not by 
you and rnur doctor. 

Let's look at the actual bill: 
Sec. I 141. EXC:l.L"SIO-.:s 
(a) \lrnl<~\L -.:F.Cf~'\Sln·-The comprehensive benefit pack-

age does not include 
( 1) an item or senice that is not medically necessary or 

appropriate; or, 
('.!) an item or senice that the National Health Board may 

determine is not medicallv necessary or appropriate in a reg-
ulation promulgated under section 1154 [pages 90-91] .• 

Sec. 1154. ESTABLISH\tl-.:T OF STA-.:D.\RDS REGARDING MEDICAL 
-.:F.< :tx~1n· 

The :'l:ational Health Board may promulgate such regula-
tions as may be necessary to carry out section 1141 (a) (2) 
(relating to the exclusion of certain services that ar:e not 
medicallv necessary or appropriate). 
The bill uses the word "regulations," not "recommen-

dations," to describe the National Health Board's deci-
sions. The bill also grants the National Health Board 
power to change the pre\'entive treatments guaranteed 
in the benefit package and decide at what age and how 
often you are entitled to tests and screenings, immu-
nizations and check-ups (page 94) . Regarding practice 
guidelines, the bill makes it clear that the National Qual-
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ity Management Council will develop measures of 
"appropriateness of health care services" (page 839) 
and "shall establish standards and procedures for evalu-
ating the clinical appropriateness of protocols used to 
manage health service utilization" (page 848). 

Racial quotas in medical training. The White House calls 
such a suggestion "ridiculous," but the bill shows it is 
true. Government will allocate graduate training posi-
tions at the nation's teaching hospitals based on race 
and ethnicity. In determining how many training posi-
tions teaching hospitals will have, the National Council 
on Graduate Medical Training will calculate the per-
centage of trainees at each teaching hospital "who are 
members ofracial or ethnic minority groups" and which 
minority trainees are from groups "under-represented 
in the field of medicine generally and in the various 
medical specialties" (page 515). 

P rotecting consumers or HMOs? The White House 
calls it "deliberately inaccurate" to say that the 
bill pre-empts important state laws protecting 
the ability of patients to choose the hospital they 

think is best and make other choices about their health 
care. Here is what the bill provides: 

Sec. 1407. PRE-EMPTION OF CERTAIN STATE LAWS RELATING TO 
HEALTH PLANS 

(a) . .. no state law shall apply . .. if such law has the effect 
of prohibiting or otherwise restricting plans from~ 

(1) ... limiting the number and type of health care 
providers who participate in the plan; 

(2) requiring enrollees to obtain health services (other 
than emergency services) from participating providers or 
from providers authorized by the plan; 

(3) requiring enrollees to obtain a referral for treatment 
by a specialized physician or health institution .. .. 

(6) requiring the use of single-source suppliers for phar-
macy, medical equipment and other health products and 
services. 

Fee-for-service will be almost impossib/,e to buy. The White 
House labels it wrong to predict that fee-for-service 
insurance will be extremely hard to buy. They point to 
the provision that "in general, each regional alliance 
shall include among its health plan offerings at least one 
fee-for-service plan." But many doctors, hospital admin-
istrators and health insurance experts say confidently 
that in practice, because of the broader provisions of the 
bill, fee-for-service will seldom be available. I cited these 
experts in my article. Here are their reasons: 

( 1) Regional alliances cannot permit the average pre-
mium paid in the region to exceed the ceiling imposed 
by the National Health Board (pages 1,000-1,005). Fee-
for-service insurance, which allows patients to get a sec-
ond opinion when they have doubts and see a specialist 
when they feel they need one, generally costs more than 
prepaid health plans that control patient access to med-
ical care. 

(2) Regional alliance officials are empowered to 
exclude any plan that costs 20 percent more than the 
average plan (page 132). They will have to apply the 
20 percent rule virtually all the time, in order to keep 
total spending on health plans below the ceiling 
imposed by the National Health Board. In order to offer 
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1 a plan that costs more than 20 percent above the aver- that will effectively close the door to better basic medical age plan and still stay under the ceiling, there would care: supplemental insurance cannot duplicate any of have to be other plans offered at well below the average- the coverage in the comprehensive benefit package, and priced plan. That is unlikely. The bill limits the annual it must be offered to "every individual who seeks" to buy increase in premium prices to the Consumer Price it, regardless of health history or disability (page 244). 
Index, which is significantly below current annual Those two restrictions mean that the seriously ill will line increases in medical spending. Insurers will have a diffi- up to buy it; insurers will not line up to sell it. 
cult time staying under the premium ceiling, and cer- Finally, it is important to note one of the points the tainly will not offer plans well below it. White House did not challenge: the Clinton bill is (3) Regional alliance officials are empowered to set designed to push people into HMOs, which aim to limit the fees for doctors treating patients on a fee-for-service patient access to specialized medicine and high-tech basis, and it is illegal for doctors to take more. In addi- care. The premium price controls will pressure HMOs to 
tion, prospective budgeting limits what fee-for-service use even more stringent methods ofrestricting care, yet doctors can earn yearly, even if they see more patients the bill omits any safeguards to protect patients from and work longer hours to make up for reduced fees. As abusive cost-cutting practices such as the withhold. Cara Walinsky of the Health Care Advisory Board and These facts, straight from the text of the bill, demon-Governance Committee, which advises 800 hospitals, strate the accuracy of my article "No Exit," and the explains, the Clinton bill contains "very strong incen- appropriateness of its title. The White House would rives" against doctors practicing on a fee-for-service have you believe that its bill can stop rising health care basis. For all these reasons, Dr. John Ludden, medical spending and extend coverage to millions of uninsured director of the Harvard Community Health Plan, pre- Americans, without changing the quality and choice of diets that fee-for-sen ice will "vanish quickly." the medical care you have now. Common sense suggests 

Does supplemental insurance provide an "exit"? The bill otherwise. A close reading of the bill proves it is untrue. requires you to buy one of the low-budget health plans Several alternatives by other Democrats and Republi-offered by your regional alliance. You can't go outside cans offer promising health insurance reform without the system to buy basic coverage you prefer, even after limiting what you can buy and how much you can pay you pay the mandatory premium. Is supplemental insur- for it. It's time to give those bills a close look .. ance the way out? The White House states "there are no 
restrictions on the purchase of supplemental insurance." 
The fact is the bill contains two important restrictions 

ELIZABETH MCCAUGHEY is John M. Olin Fellow at the 
Manhattan Institute. 
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March 1, 1994 

TOMMY G. THOl\1PSON 

Governor 
State of Wisconsin 

The Honorable John H. Chafee 
United States Senate 
567 Dirksen Senate Office Building 
Washington, D.C. 20510 

Dear John: 

Thank you for inviting me to attend the Senate Republicans' 
retreat on the issue of health care reform. Unfortunately, my 
schedule makes it impossible for me to attend. I would like 
to take this opportunity however, to point out a number of my 
major concerns with the President's proposal. 

*The employer mandates included in the bill will cost jobs. 

*Mandatory alliances will restrict choice and impose an 
unnecessary layer of centralized bureaucracy. 

*Global budgets with unrealistic targets will lead to 
rationing and to a complex bureaucracy to administer them. 

*The maintenance of effort provisions in the bill penalize 
states that efficiently manage their health care costs. 
States like Wisconsin, whose costs are increasing at less 
than the national average, despite the broadest possible 
coverage, would have to pay an additional amount to subsidize 
those states who have been less efficient and less generous. 

While your bill provides states with significant flexibility 
in some areas, I remain very concerned with the provision 
that caps federal Medicaid payments without a corresponding 
cap at the state level. This provision is a cost shift to 
states. 
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limiting health benefits; however, policies that afford benefits above the limit should be subject to 
taxation. The Governors do support tax changes that would correct the inequities now suffered by 
self-employed individuals. These individuals would be eligible to purchase fully deductible health 
insurance within the federal limit 

7.3.5 Low-Income SubsldJes. Low-income families and individuals will require sub~idies in order for them 
to afford health care. Governors support a streamlined eligibility process for these subsidies, and 
believe that the subsidies must be sufficient to make this goal a reality. Governors also look forward 
to a system of subsidies that provides low-income families and individuals with a core benefits 
package that Governors believe will be a more effective method for providing care than the current 
Medicaid program. This program could be financed partially through revenues resulting from limits 
on tax deductibility. 

7.3.6 Changes to the Current Medicaid System. Governors strongly believe that some critical changes to 
the Medicaid program must be made now to improve the cost efficiency of the program. Specifically: 

7.3.7 

7.3.8 

7.3.9 

7.3.10 

7.3.ll 

• States should have the ability to move their Medicaid populations into managed care settings 
through a plan amendment rather than through a waiver. 

• During the phase-in of the new low-income subsidy program, states must have the flexibility 
to establish new programs that expand eligibility to a larger indigent population. This 
flexibility would require additional waiver authority under Medicaid. 

• In addition, states have been unable to control the costs of reimbursement rates to institu-
tional health care providers as a result ofjudicial interpretation of the Boren Amendment. 
States must be given legislative and regulatory relief from these interpretations in order to get 
better control of these costs. 

Medical Malpractice and Uablllty Rerorm. Another important step in developing a rational health 
care system is the modification of current medical malpractice and liability statutes. We believe that 
minimum standards should be set by the federal government Alternative dispute resolution is among 
the strategies that should be explored to reduce the amount of litigation in this area. 

Relierrrom Antitrust Statutes. More and more Americans are receiving their care through health 
delivery networks. Establishing these networks requires new approaches to cooperation among 
providers and businesses that heretofore have been competitors. The current antitrust statutes must 
be revised to accommodate this new health care environment 
Rellerrrom the Employee Retirement Income Security Act. ERISA must be modified to give states 
the flexibility they need to move ahead on state reform. At a minimum, Congress should enact ERISA 
waiver authority for states that meet certain criteria for health care reform. 

Federally Organized Outcome and Quality Standards. If meaningful choices are ever to be made in 
health care, research must be supported to develop outcomes and quality standards for use by 
providers and consumers alike. Also, information systems must be developed that include price and 
quality information for all providers and consumers of health care services in a given geographic area. 

Administrative Slmputlcations. The administrative complexity of the current system must be 
reduced. At a minimum, we must adopt a single national claims form and electronic billing. 

We believe that these provisions should be included in any reform strategy. As Governors, we do 
not vary in our support of these changes, and we urge Congress and the President to act as quickly as 
possible. 

Tll71e limiltd (effective February l<J94-February l<J96). 
Adopted January l<J94. 
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