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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) �\�l�r�n�l�<�~�\�L� �-�.�:�F�.�C�f�~�'�\�S�l�n�·�-�T�h�e� 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�.�< �: �t�x�~�1�n�·� 

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 �f�r�o�m�~� 

(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 �E�X�\����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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