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Health Care Reform: Single-Payer Approaches

SUMMARY

Armcng the health reform bills intro-
duced in the 163rd Congress are proposals
to provide haslth insurance to most or all
Armerirans through a "single-payer” system.
Sush Bills are backed by many Democrats
and some Republicans who claim that
affordable health care for all is best
achieved hy ending the complexity and
mefﬁmencg, resulting from our current
system of multiple insurers, private and
public, each with their own eligikility re-
quiremenﬁ:, benefit packages, provider
payment rules, and admiristrative expense.
Single-payer bills are competing with other
reform approaches (managed competition,
tax approaches, etc.), each polentially pro-
ducing different distributional effects on
access and cest. One single-paver Bill, H.R.
1200, had 90 House cosponsors as of Mear.
14,1994, President Clinton’s Health Seca-
rity Act would allow a State to elect a
single-paver system.

Propesaus baaring the lzbel "single
payer” take a var:ety Df forms. Most com-
mc;nl_y? the term is used to describe a sys-
tern in whicn the government would spon-
sor and pay for health care for all; often,
such sirgle-paver plans raly on broad-based
taxes, Payments to providers are regulated
and flow through 2 single pip2line; systam-
wide limits on spending may be imposed.
Existing publicinsurance programs are sus-
sumed under ihas new progrzm; private
insurance is eliminared or cperated only to
cover services not insured u'r‘ler the gov-
ernment plan. The system wou:d be imple-
mented ar the national or St&te level, or
mrougn a Federal-State partnership. In
the parlance cf today’s debate, it is the
"Canadian approach.” Other proposals use
"single payver” t¢ describe a system in which
a framework is established for one Federzl
or Stale payer but oiner insuring entilies
distribution of program costs among con-
sumers, employers, and governments. (such
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as HMOs) are available as alternatives,
assuming they play by certain rules. Addi
ticnal single-payer variants are found as
weil

Single-payer approaches are supported
by some consumer ané physician groups
and some emplovers and uniors. Propo-
nents say that moving to a single-payer,
public insurance program covering all
Americans wouid save billions of dollars in
administrative expunses. In additior, they
gay it would end the shifting of costs from
one ing J:-ng entity to another that current-
ly 1_3pezdeb efforts to control Qpr:nchr
overnment subsidies of lower-
Lulatmns. zach a system also
would ersure vniversal access Lo adeguate
and afiordable health insuranece, without
regard to ability to pay. Opponents argue
that :mgl&p@er system would lead to
bursaucratic medicine in wnich consumer
preferences would give way to government
preferences in the determination of who
gets what health care. They zay it would
redyce the innovation and diversity that
has heiped to bring the U.S. advances in
Eealth care delivery, technology, and financ-
ing. Opponents also claim eritical medical
resources wouid end up being rationed;
miliions would see their health insurance
coverage deteriorate.

Meior issues arising with respect to
singie-payer propesaisinzlude: the potential
sysiem-wide savings in  administrative
expenses (estimates greatly vary); the ade-
quacy cf the benefit packags; methods for
containing physician, hospital, and other
provider costs (proposals ciffer in the strin-
gency of cost controls); methods of contain-
ing system-wide expenditures; and ways to
finance the system to achieve the preferred
distribution of program costs among con-
sumers, employers, and governments.
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MOST RECENT DEVELOPMENTS

Orn Mar. 3, 1893, Representative McDermott and Senator Wellstone infroduced the
Americon Health Sﬂcur‘ty ot of 1993 (H.R. 1200 and 5. 491), a revised version of
Representative Russo’s 102nd Congress single-payer proposal. The McDermott-Wellstone

proposal s seen by many as the major citernaiive fo employer-based and tox-¢ysiem
opwm for expanding financial access to coverage. I is also viewed as an allernative
fo marnaged competition for achieving coniainment of healih care costs. Single-payer
proposcls are among those being debated by the 103rd Congress as if considers weys o
achieve health care reform. President Clinton’s Health Security Act would allow a State
to esteblish o State-wide Smgu:-pm er system or to establish a single-payer system serving
part of the State if it met specific requirements. A Stafe eleching this option woulid have
to drow part of the finencing of the system from employer payrell conrribuiions,

BACKGROUND AND ANALYSIS

More discussion of health care reform is oceurring today than af any time since
the 1970s. This interest has been fueled by health care pendmg preiected to reach
almost 18% of the national economy by 2000 arnd rising numbers of Lnfnsur—ad (over
37.4 miliion in 1992). The public’s concerns about unpaid medical bills, being locked
in a job fo maintain health benefits, and cacalating insurance premivms have brou ght
renewed atcention to issues of universal covarage and cost containment. Now that
President Clinton hes sent o Corm‘ess nis preposal -- the Heaith Security Act -
Congress is beginning what is likely to be a long dsbate over the many raform

approaches. }

Cne reform apprezch favored by seme Members of Congress calis for moving away
from our existing sysvem of mu:tiple sources cf insurance to a sysiem in which one
entity szrves as the insurer of all Americans. This is offen called the single-payer
appreach. Single-payer bills in the 103rd Congress include, for examgle, HL.R. 16, HR.
1205, B.R. 2061, and 8. 491. Another 103rd Congress bill, H.R. 2610, would expand
Medicare t'\ cover everycne. a ciear variant of the single-payer approach. Some single-
paver bills encourage maneged care plerns, suck as hasﬂtb maintenance organizations
{HMOs), as an alt:ma‘cﬁ: to the single public pian. One 103rd Congress bill, 8. 1057
{Jeffords) provides for universal coverags under State programs; a State could elect a
single-payer approach. Such single-payer proposals are among the options being
considered by the 103rd Congress as it debates health care reform. Other cptions,
nhowever, including ar employer mandate combined with managed compezition, appear
as this time to have broader support both in Congress and within the Clinton
Adminiziration. {See FORADDITIONAL READING for CES products covering other

approaches.;
What is the Single-Payer Approach?

Americans receive health insuranes today from a wide variety of sources, including
over 1200 commercial insurers, about 550 health maintenance organizations (HMOs),
69 Blue Cross/Blue Shield plans, self-insured plans operatec by private employers, local
and State governments, the Faderal-State program for the poor and disabled {Medicaid)
and the Federal Government {including Medicare, and the Veterans' Administration and
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Defense Departmert programs). Eeach insuring -entity” Has™ s own eligibility
requirements, errollment precedures, claims processing, and utilization and quality
review programs, all of which add to administrative expense. For this reason, many
people deseribe our system as multipayer or pluralistic.

Opponents of the current multipayer system zay thav the hundreds of different
public and private insuring entities nﬂédiess‘v complicate the system and drive up the
cost of health care. In their view, reform requires that we streamline the system. that
we move towards a few entities, or a single payer, thrcugh which health insurance
would be firanced and medical services reimbursed. Such a system, they argue, would
effectively contain costs because the single payer would exert monopsony power over
provider payments. If a provider di¢ not like what it was getting, it culd not turn to
another payer in the hopes of veiting nore, as it can in a multipayer systere. It would
also eliminate duplicate administrative costs.

Proposals bearing the label "single payer” take a variety of forms, and a3 such, the
term can be more confusing than helpful 2s a tool of ¢lassif catiom. Most eommony, the
term "single payer” is used to describe an epproach in which the goverament sponsors
and pays for healr.b. care for ail persons. Evm}fone gats their basif; health insurance
from the one governmen? sponsored (i, publici plan. Ty ;.mai v, sueh single-payer
plans are financed with revenues generated from incowe, payrcll, and other taxes., All
payments o hospitals, phvs:mam, and other providers ars :‘a—guiat a'm criginate with
the governmen? plan. ‘i}ste -wide controls on spending may alsc be in place. Existing
public insurance programe, including Mndvcar; Medicaid, and 1 Da;::tment of De:enqe
and Veierans® Affairs f*rzg;:* ms ars subsurzed under the new, government program.
Private insurance is either elimirated or maintained only 1o cover services not insured _
under the governmert piaa. Such a single-paver approach can be 1mpiemf:*11:ed at the
rational or State level, or through a Federal-Stare partnership. In the parlance of
today’s debate. it is the “Cenadian approazh.” It is most clearly reflected i such 103rd
Congress bills as H.R. 1200 OMeDermort), HR. 2610 (Stark), and S. 491 (Wellstone).

ﬂ}

Some proposals use the term “single paver” even though more than one entity may
be authorized to play tha- role. These propesals set up a framework for one Federal
or Slate payer but permit other insuring entizies, such as HMOs or large employers,
aizo to act as insurers. 8o long as they can meet specific requirements. While providers
may recelve payme nt from several sources, the rates of pavment are typically set by the
pgbl?c insurer. At some point, such "single-payer” proposals begin to lock more ke the

all Duyer appre ach” “eﬂacz“d b} the German health care system, and some State "all
payer” rate regulaticn systems in which insurance companies and empiov rhealth plans
are reguired to pay providers using predetermined uniform rates and fees, usually set
through negotiation with pmvzders. {Examples in the 102né Congress include H.R.
3205 (Rostenxowski}l, H.R. 5502 {Stark), and H.R. 4889 (Cardin)). There are also
proposals that :ra"mel the revenues for heal th insurares through a single entity, such
as the Federal or a Suate government, but previde insurance through muimple public
and public entities, The Dingell-Waxmen bill in the 102nd Congress (H.R. 5514) took
tals approach, as does the plan proposed by California’s insurance commissioner, John
Garamendi.

This issue brief fccuses on single-payer proposals that provide insuranee coverage
for all under one public program, which in turn is the main source of payment to
physicians, hospitals, and other providers. If includes pians that are organized at the
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nationzal as well as State level. It also includes plans That establish the structure for
2 single-payer system but permit qualificd health insurance arrangements, such as
HMOs. te provice health insurance as well. While single-payer proposzals could provide
for public ownership of health care facilities and making ell phvsicians and other
providers emplovees of the pukblic plan, this iz not a requirement. Indeed, all bur one
bill in the 103ré Congress {H.R. 2061}, would maintair a privaie delivery system.

Interest Group Views

Among interest groups, universal, single-payer publie insurancs Is supported by
some consumer organizations (Citizen Action, Consumers Union, Public Citizen), some
elderly advocates (Gray Panthers and the National Couneil of Senior Citizens), some
provider organizations (Physicians for a Nationa! Heaith Program, American Pubiic
Heaith Association. National Association of Social Workers), and some unions, including
the American Federaticn of State, County and Municipal Emrplovees, the
Communications Workers of America, the United Mine Workers of America, the Oil,
Chemical, and Azcmic Workers Union, and some affiliztes of the AFL-CIO. While some
representatives of large corporations have expressed pri ivate support for the single-payer
approach, crganized corporate and small business interests (Chamber of Comimerce,
ERISA Indusitry Committee, Naziona! Asscciation of Manufaecturers, and Naiicnal
Federation of Independent Busingsses) are opposed. Alsc opposed are most provider
groups, including the American Hospital Association. the Federation of American
Health Care Systems, the Pharmaceutizal Manufacturers Association, the American
Medical Associztion, as well as organizatiors representing the insurance industry,
including Bluc Cross and Blue Shield and the Health Insurancs Association of America

Arguments For and Against the Single-Payer Approach

Proponents of a single-payer approach use one or more of the following arguments

to support their position:

Curb cost-shifting. Current cost containment efforts have not been effective
because health cars is financed and delivered through a nonsystem of multiple entitics,
each acting on itz own behalfl to shift the burdens of controlling costs and ensuring
access 1o someone eise. If cost constrzints are placed on any one entity, such as
Medicare, providers seek higher reimbursement from other payers, such as private
insurers and er:pioyer:e. Under a pure single-payer svstem, one entity would be vestad
with the suthority ro determine how much money would flow to providers and to set
rates and fees pald to providers within that overail limit. Providers eould not seek
additional payments elsewhere because there would be nowhere eise to go. (Scme
proposals might allow providers to bill patients directly, but many prohibit such balance
billing to protect enrollees from potential cost shifts.)

Sireamline administration. Under our current system, bitlions of dollars are spent
on administration, that is, on fransactions between payers, providers, and consumers
that have nothing to do with the actual delivery of medical services. Duplication and
overlap result from the information requirements of multiple organizations; excessive
red tape results from different eligibility and coverage rules. Suchk costs would be
stbstantially reduced under a single-payer svstem. One entity would be enrolling
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beneficiaries and paying clairas. The administrative costs aszsociated with privat
insurance, such as marketing, risk selection (underwriting} and the pavment of agent
comrissions, would be eliminated. Other costly administrative transactions, such as
data collection for quaiiny assurance and utilization review, ¢ rLEd be streamlined and
improved. With only one payer instead of hundreds, ::shj,sm ans, and cther providers
would pe subject i more uniform standards of medical review, reduc.z‘g the intrusien
on their clinical decizions. In short, the single-payer approach provides for simplicity
of structure and organizetion that no other epproach under Glscussion can mateh.
Employer-based options, for example, require complex arrangements to ensure that
everyone retains insurance, regardless of work status. (The issue of administrative
cozts is discussed in more detail below.}

Ensure universal access and continuiiy of caverage Today, rellance on émﬁiayer-
based insurance for the majority of Americans leads io gaps in coverage for millions of
workers and their families. In addition to the millions of uninsured whose employers
do not offer insurance are millions more who experience tu-:;purary lozses of coverags
as they move in and out of jobs or on and off medicaid. A single-payer system would
eliminate the reliance on employment as the principal path sﬁu seoming msured. All
Americans would be coverad under asingle irsurance pregram, withous regard fo health
gtatus, medical history, linkage to employment, or -- at i2ast in most bills -- ability to
pay. This would alsc ensure continuity of insurance coverage because changes in job
or family status would not cause Interruptions in pavment {or engoing services.

Provide uniform benefite, Under the current multipayer system, benefit coverage
varies widely. For example. persons covered under large erployer groun plans vypically
receive comprehensive pensfits, and pay iow deductibles and coinsurance. Persons
coversd under nongroup ‘le., individual) policies typically reccive less gencrous
coverage, and pey high deductibles and coinsurance. A single-payer system would
ensure that everyone wouid be eligible for the same set of basic benefits, provided under
the same set of cost-sharing and reimbursement rules. The source of insurance would
no longer be a cause of inequality in access to care.

End rafisning on the basis of avility fo pay. Opponents of the single-payer
gpproach argusz thay ii will lead to rationing of medical resources. mciudmg high
echnology equipment, thereby reducing access and guality of care. Single-payer
proponents respend that health care is already rationed in the U.S. by ability to pay;
those who are urinsured get less cars and poorer guality services than those who have
insuranece. Under a single-pever program, rationing would be explicit, subject to public
debate, and inéepa*&d“m of a persor’s financial status. Also, the U.S. currently has
substantial excess czapacity of hospital beds, phvs*cz ans (particularly specialists),
techrnology, and unnecessary services. 3y managing provider paymerts and the
distribuzion of technology, the single-payer system could achieve universal access and
cost containment without having to ration services.

Opponents differ in their arguments against a single-payer approach depending
on their perspective. Some believe that a single-payer plan is desirable but not
politically feasibie; others prefer an alternative approach that builds on our existing
system of public and private payers, such as mandaced employer-provided insurance.
Still others prefer to leave the broad sweep of decisions relating to insurance entirely
to the private market. In any case, opponents often suggest single-payer plans would:
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Burecucratize health care. Market competition encourages insurers to ke
responsive to consumer needs and to provide services as efficiently as possible.
Consumers can elect a health plan that best meets their individuel needs. A single-
payer approach, such as one fashioned after the Canadian system, calls for one large
public program controlled and administered by government, be it Federal or State.
Decisions traditionally left to the market would become ceniraiized and bursaucratic.
Consumer preferences would give way to government prefersnces. Key decisions about
benefits and the use of scarce resources would be determined by politicians. Such an
gpproach stands in striking corntrast with Americans’ traditioral distrust of
goverrment. The public would not accept one government enity making ail coverage
znd payment decisicns for 250 million eprallees in a fair, officient, and accountable
manrer. Moreover, the administrative costs associated with the current multipayer
system could be substantially reduced without adopting the drastic change required by
& single-paver model. Reducing unnecessary paperwork and red tape, streamlining
review and billing procedures, and reforming health insurance reting and underwritin
practices couid significantly reduce administrative costs withcut abandoning our

multipayer system.

Reduce inncuation and diversity. The advantage of the existing system of many

. payers is that competitive pressures stimulate payers to seek new solutions to access,

cost, and quality problems. Employers and employees demand from insurers that
coverage be comprehensive and allow access to high gualizy of cere. Under a single-
payer systemn, much of this innovation would be lost. In addition, a single-payer system
assumes that "one size fite alls,” when instead, one size or, in *his case, payer, may stifle
innovaticn, concentrate too much power in one place, and become administratively
rigid. it

as the Caradian syster have had to resort to blunt and potentially harsh constraints
on medical rescurce susply, including constraints on overall expenditures, limits on txe
availability of kigh technology equipment and services. and limits on physician supp.y-
Such steps are likely to lead to shortages of tecknology and personnel, and delays in the
replacement of out-dated hospitals and other facilities. This could mean a sacrifice in
acoess o necessary services, long waits for nonemergency services, and reductions in

guality of care.

Encournge rciioning of medical care. To contaln costs, single-payer systems such

Redure benefit coverage and jobs. Movement o a single-payer system would result
in enormous &sloeations of people. First, millions of Americans who are currently
satisfied with their health insurance plans would be moved to the new program. For
some. the move would result in the loss of benefits they consider important (extended
mental health cars or comprehensive dental coverage, for example). Second, while some
of the thousands of employees of private insurers might be absorbed by the new single-
payer plan, many could face unemployment. Many insurance companies would go out

ot

of business; independent insurance agents would lose a major source of their income.
Administrative Cost Debate

As noted above, a principal and controversial argument in favor of moving the U.S.
0 a single-payer system is that the amount of money spens on administration would
be reduced. Data from other countries, especially Canada, are often used to support
this claim.

Cws.=
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Administrarive costs are generally defincd to Thelude: 11) public and privarte
insurance overhead (processing claims, advertising, underwriting, billing, general
operating overhead, agent commissions, premium taxes paid to States, profit, and any
amounts held in reserve to cover unanticipated losses); (2) provider overhead. including
that of hospitals, nursing homes and physicians (accounting, billing and coliection,
admi*ting, public relations, personnel department, data processing, ete); and (3) all
other, including the administrative cosis associzted with running small government
programs, manuasturer/supplier compliance costs, the administrative ¢costs of research,
consirurtion, and other public health activities; the costs to employers of administering
heaith plans; and the administrative costs of nonhealth insursnce, such as auto
insurance, which pays for medical care.

A true accounting of these costs is problematic given the limifs of current
reperting svstems. For instance, reliable nationai level data on hospital or physician

" administrative costs are unavailable. Also, it is difficult to sort out those provider costs

which are associated with dealing with health insurers from those that are purely
necessary for patient care. The orly routinely published national administrative data
are those associated with the administration of private health insurance, $47 billion in
1992 (5.8% of the Natior's spending on health carel, and the Federal costs of
administering Medicare and Medicaid, 36 billion in 1992 (less than 1% of total health
spending). (‘I'hese are Congressional Budget Office -- CBO -- estirnates, based cn Health
Care Financing Administration datz) The expenses incurred by doctors and other
providers as a resuit of multizle claims and billing forms and the personnel to take care
of them are not reflected in these estimates.

In comparing adinistrative costs across health systems, such as the United Scates
with Canada, the task is more complicated. Data comparability is one problem. For
example, physician overhead expenses may be reported differently in different countries.
Also, analysts differ on how much to assume can be saved by transferring one nation’s
sysiem to another. If the United Stztes adopts the Canadian model, should it be
assumed that it is alsc adopting its expenditure contrcls, such as hoaspital global
budgets? And, what costs should be included in she estimare? Danzon (Health Affairs,
Spring 18%2) has argued “hat comparing administrative costs of alternative systems by
acding up bidling ccsts, insurance overhead, and the like is misleading because it fails
to inciude the hidden costz and benefits associated with financing and operating
different svstems. In her view, a system based on multiple private insurance plans may
cost more because such plans facilitate varying consumer preferences with respect to
nroviders and delivery systems, benefit packages, and cost-sharing. On the other hand,
she says, a Canadian-like system wastes valuabls patient and provider resources (such
&s time) by requiring people to wait for nonemergency services. Also, the Canadian

)
inrvestmert zs individuals seek to avcid taxed activities. Others dispute Danzon, saying
she ignores the actual experience of Canada and other single-payer systems in favor of
an ideological preference for a private insurance market.

Given these controversies, it is not surprising that a wide range of sstimates have
been prodi:ced on how much the U.S. could save by moving to a single-payer system like
that of Canada. Woolhandler and Himmelstein bave concluded that the U.S. would
have saved as much as $33 biilicn had its health care administration been as efficient
as that in Canada in 1987, Adiusted for 1991, the amount would have been $95 billion.
The General Accounting Office (GAO) has estimated that a Canadian-style system
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would have saved the U.S. $87 billion ir 1991. A loWer set of estimates include that
of Lewin-ICF {47 hillicn}, a mirority staff report of the Joint Economic Ccmmittee
{843 billion); a C30 staff study (841 billion); and an Office of Management and Budge

staff estimate of 831 to 549 billion. (Some of these studies are summarized in Gauhzer

et al., fnguiry, Fall 1992)

In April 1993, CBO issued revised estimates bassd on somewhat different
assumptions that show the UL, saving about $27 billion in administrative costs by
going io a single-payer system with no enrcliee copayme =it and $24 billion if enrcllce

copayments were required. Assuming the use of Medicars raies to pay providers, CBO
estirmates that movement to a singls- pa}mr svstem witheut enrcilee copayments wouid
have raised national health expenditures by 5%, or 338 5i ﬁi n 1991 If copafmen%

typical of these used in empleyment-based plaps were regaired, then a single-payer
system would have produced a net savings of abcut 2%, or ::1«» billion i 1891, While
CBO says that movement to a single-payer system might produce additiornzal savings by
slowing year-to-year increases in health care costs, thess potential savings are not
estimated in this document. (See CBO, Single-Pover and All-Paver Health Insurance
Systerms Using Medicare’s Payment Rates, Staff Memorancum, April 1993. See also

below under "Cost Estimates.”)

Whatever the magnitude of the savings, most analysts agree that movement to a
universal, single-payer system would not eliminate all administrative costs. It would
reduce the direct and indirect costs associated with insuranee, such as those associated
with eligibility determinations, marketing, and processing the large assoriment of
claims and billing forms. It would not eliminate the need for maintaining patient
records, complying with government regu!a‘;.@n;, and cther administrative tasiks that

play a role in and add o the costs of health care delivery.

Major Issues Relating to Single-Payer Proposals

The debate with respect to single-payer approaches to hezlth system reform raises
questions about ascess, henefit coverage, and guality; cost containment; and financing,
The wide variaticn in treatment of these issues in the various propesals reflects
different objectives and philoscphies and would produce substantiaily different

digtributional effecrs.
Access, Benefit Coverage, and Quality

Single-payer proposals generally provide access to insurance coverage to all legal
residents. Scme bills phase in access, typically starting with children and sometimes
early (pre-Msdicare) retirees, Others provide for a cne-time move to universal access.
Effective dates for coverage of specific populations are generally linked to financing.
As the pool of available revenues grows (either through taxation or savings from cost
confainment measurss), new populations are made eligible for coverage under the

program.
Single-paver proposals usually provide for coverage of comprehensive acute care
services, including inpatient and outpatient hospital care, physician, laboratory and =-
ray services, and post hospital care. To this exient, single-payer and "Medicare-for-ail”
bills are similar. They tend to diverge with the increasing generosity of the benefit

CRS-T
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package and declining reliznce on enrollee cost shariitg. Some single-payer biils also
include prescription drugs, and/or long-term care services. Some provide all covered
services free to the natient at the time of service, while others require enrollees to share
irz the cost of the insurance (see Financing, below).

Another berefit design issue Is whether a proposal allows consumers to buy private
insurance duplicating the benefits of the publiz insurance program. Some belisve that
such a provision would encourage two-tier nezlth care because those with an ability to
pay would opt for private insurance. Accordingly, some proposals explicitly prohibit
private insurers from selling coverage duplicating ;}ubiw program benefits, A related
issue is whesner physicians and other providers can receive payment for services from
nther than the single-payer entity. Under the Canadian system, for e:rsh..“:.p“j physicians

ust decide whether or net they want to participate in the provincial health pian
Tbey cannot accept payment from privaie insurcrs if they receive provineial plan
reimbursement. Those few that do not participate in the provineial plans tend to be
in specialties providing services not covered by the plans (e.g., cosmetic plastic surgery).
In England, specialists that are szlaried under the “\atmn:.l Heglm Servies (NHS) are
permitted also to take patients on a fee-fer-service basis. As a result, patients with the
ability to pay icr who are privaitely insured} sometimes pay privately for elective
procedures ratber than wait for them under the NHS. Crities clmm that this leads to
ineguitable access to nonemergency care.

Most propesals do allow privf*te insurars to sell policies thati supplement the
benefits provided Lnder the public program. This would enable consumers to purchase
policies, for instancs, that cover so-called amenities, such as private hospital rooms, as
well as services :’mt exceed public program limits {e.g. extended treatment fer m&nta;,l .
iliness} or are not coverad bv the mec T g*"am The effects of supplemental coverage
on total system spending and eguity than s to be considered.

Quality assurance under the single-payer proposals is inherently linked o the

b

method of paying sroviders (see Cost Containment, below), But most proposals also
include mechanisms aimed at regulating the qualiy of services provided to program
enrcllees. Severzl 102nd Congress bills incorporated Medicare quality assurarce
standards and ;tl ceedures,  Some bills wouid have increased Federal funding for
outcomes research and the development of clinical practice guidelines to make medical
services more appropriate ard effestive. Some charged the States with implementing

quality assurance mesasures.
Cost Containment

Ir. acdition to savings on administration achieved by eliminating multiple payers,
single-payer propcsals generally include other measures aimed at contrciling costs.
These include: constraints on medical rescurce supply (e.g., planning and regulation of
the distribution of high cost technology, expanded Federal technology assessment,
and/or increased Federal funds for outccmes research and clinical practice guideline
developmert); and incentives to encourage more primary care. Patentially most
imporzant to cost containment, however, is the manner in which the proposals sesk to
regulate payments to providers and/cr control system-wide health expenditures.

Regulating provider payments. Most single-payer proposals include controls
on the rates (prices) charged by providers. These take a variety of forms. Some
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propesals call for the use of Medicare’s prospective pavment systam for hospitals and
its resnurce-based relative vaiuc sca.e (RBEVS) method of setting fees for physicians.
Others call for the use of negotiation processes to sot hospital and physician payment
rates. Still others would leave decisions on rate setting to an independent kcard or to
the States, If the bill allows HMOs to cperate as an alternative to the public program,
capitation payments are permitted. (Capitaticn is a methed of paying for an
individual's medical care through a per capita payment that is Tncependem of the
number of services *ecewed or the rosts incurred by providers in furnishing those

w-@

services. Capitation rates are typically set in advance of paymert.)

While rate regulaticn may help control prices paid to providers, it couid sneccurage
providers to offsst prlC:’ lvm’t_ by p“f}ﬂdmc an inersaszsd qu van®ty and intsnsity of

oy

services. If a physician, for instence, cannot charge more than $100 for 2 procedurs,
then he or she may be encouraged to provide more of that procedure or substinzte
procedures for which the unit fee is higher in order to muairtain his/her expected
income. In respecnse, some propesals would establish an expenditure target for all
physicians in a State (or other geographical area). If pkysicians in the aggregate were
to exceed the ceiling, then ali physicians would be penalized by receiving a lower than

schaduled annual zpdate in their fees.

Some analysts believe that expenditure limits cesigned in this Jashion would rmt
be very effecsive in convmihmb the growth in volume a“;'j nrensivy of servicss bena
individual ghysicians wou:id not see t“mr' 1nd:vidual actions directly influencing fumr:
fee schecule adjustments. They believe potentially more effeciive alternative would be
to place an expenditurs farget or limit on »‘nulxef subsets of physicians, such as all
physicians in an area, speciaity, or group practice. More effective stiil might be limies -
on the fees of individuel physicians. In This cas e, once 2 pmfcman rcac}“e{i his or her
preset exp‘,“ci iture limit, reimbursement Zor addifionel services provided during the
remainder of the payment per-orm would be substantiaily reduced. One concern with
this appreack is that it could redure pasion: access if physicians responded to reaching

their expenditure cap by going o vacation or refusing to accest patients requiring a
ot of time and/or rescurces.

A related cost coat&wment measure is cften referred to as global budgeting, and
is usually applied ic¢ hospitais or other large providers of services. Global budgets
define the total resources available for treating all patients and place the responsibility
for cos® containment on the actual previders of care. Accordingly, each hospital,
nursing home. clinie, gte. is placed in a position of operating within predetermined
limitz which affeets its decisions regarding treatment and resource allocations.

f!

System-wide (global) expenditure limits. The most expansive cost controls
are those vhat establish targets or imits on folal system-wide health care spending.
Under this system-wide target or limit, spending is then limited within each health care
secter {usuaily within each State or geographic region) to an annual amount. Spending
in exscess of the limit is penalized by offsetting adjustments in subsequent pericds.
Important issues then arise with respect to determining how to define and aliocate
spending within each sector and determining allowable rates of growth. Should, for
example, all physician services be bundled together or separated in some way? Should
the expenditure lirzit take into account general inflation, demographic changes, end
changes in medical practice and technology, or should it be linked to overall economie
measures, such as the growth in wages or the growth in the economy?
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Proponents of systam-wide expenditure lmits sa§that limits would help discipline
spending and facilitate predictability and planning in public and private budgeting for
health care. Resource allocation decisions would necessarily become explicit political
questions, which would enccurage the Nation to debate priorities and assess tradecffs.
Opponents say that expenciture Himits couid lock in existing inefficiencies in the
system. Besides, they say, we do not have the data to determine how 1o aliscate
spending limits. They also argue that it is unrealistic to expsct the limitz to be
enforzed, especially if such decisicns lead to rationing of services. Some opponents also
cppose expenditure limits because they would, in their view, replace marketplace
decizions with government controls.

Financing

Sources of Financing. Under the current mixture of public and private
financing, individuals, governments, ard empleyers share in the burden. Individuals
directly finance health care ccsts threugh premium contributions and ocut-of-pocket
payments. The insured generally contribute all or a share ¢f the premiums and pay
out-cf-pocket for deductibles, coinsurance, and uneovered services. The uninsured may
bear signifizant out-of-pocket cests for received services.

Faderal, State and local governments today contribute a wajor share of the total
dollars spert on health care. The burden of govermment financing is distributed among
taxpayers through a mixture of tex levies, including individual and corporate income
taxes, the Medicare pavrell fax, excise taxes, and at the State level, property, income,
sales and excise taxes. Government also indirectly helps to finance (and thus
encourage) employer-provided health insurarnce through wvarious tax expenditure
provisions of the Internal Revenus Code.

ey AD

Businessges acrount for the remaining shars of total health eare expenditures.
Much of that cost is incurred providing health benefits for employess and their families,
and paying the employer share of the Madicars payroll tex and other payroll taxes that
support the medical pertion of State-mandared workers’ compensarion and temporary
disability insurance programs. Scme economists assert that emplover coniributions are
reallv costs to employses since they are likely te reflect foregone wages. From this
perspective, it could be said that individuals ultimmately finance all of health cars in the

crm of taxes, reductions in wages, increases in prices, and sut-of-pocket payments.

Proponents of single-payer plans generally believe that we need to move away from
what they say is a comples, sometimes hidden, and often regressive way of financing
health care to a system that is largely financed on broad-based and progressive taxation
that is decided in ths cpen political arena. Opponents tend to argue that such a system
would lzad o higaly politicized decision making about how much money to raise and
how the money should be spent. They say that politicians would be urnwilling to risk
voter anger to fully finance the systern and scarcity of health care resources would
resuit.

Financing the Single-Payer Program. Any single-payer initiative will draw
on revenues from individuals, government, and/or business, and in so doing, is lizely
to alter the currsnt distribution of the financing responsibility. Most single-paver
propesals are explicitly designed to spread the responsibility of providing universal

coverage broadly among taxpavers by providing for government financing. Such
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propesas generaily rely on broad-based taxss, such aspersdnal dnd corporate inzome
taxes, as wzll as payrcll taxes, with some financing responsibility left to enrollees
through prewmiums and coinsurance. A consumption tax, such as a value added tax
{VATS, iz also sometimes aceorded a role in such proposals. Some proposals raise part
of the revenuss through excise taxes on aleoho! and tobacco products. Still another
source of revenues may be State contributions, often set at an amount appreximating

the State's Medicaid nayments for acute care servi-::es.

Theircome tax is generally viswed as the most pmrrrews-ve revente source because
it is éesimed on the basis of sbility to pay. Finanecing health care through a
progressively structured income tax is assumed by many to be the most egquitable way
to spread the cost of health care across the entire population; most single-payer bills
thersfere rely to some extent on increases in Federal income taxes (usuelly by rzising
ates on higher-income zaxpayers). Others believe that higher users of me:ﬂt}: oure
should have to pay more, especially those with high risk behaviors, such as emokers and
drinkers. Opponents of an income tax-supperted system argue it wousd lose out in
competition with cther government programs for needed Furfiing especially if the
ravenues were not dedicared to a health insurance trust fund. In another vein, soms
say that financing kealth imsurance through increases in Federal income taxes is
politically unfeasibls because of general voter ﬂ:apo"i*:énm ko tax increases. Prcpo*lems
regpond that voters would accept tax ir’*r“asos to finance a universal health insurance
program if they were persuaded that other financing options weore less desirable,

-3

Payroll taxes aiso are used {5 firance many of the single-payer proposals. Such
taxes are typl*_aﬂv levied at a flat rate on wage inccme, usually up to sume dollar
ceiling, and are thought to be more regressive for workers because wage income is a _
smaller fraction of zotal income at higher income ;evels. Payroll taxes may also penalize
isbor intensive incastries in favor of capital intensive ones. A variety of measurss can
be used tc reduce the regrassivity of payroll taxes, such as basing a portion of the
emplover contribution on profits instead of p-a;;rmil. Consumpticn taxes are usually
considered to be neutral with respect to laber or capital intsnsity of firms. Because
thev are levied at a flat rate and because lower-income peopis use more of their incoms
for congumption than savings, they are regarded by many as regressive. They can be
made l2s8 rmg“psai"ﬂ depending on which items are sxemptad from the tax and whether
other tax mechanisms are used to offser their effects on income.

Dirser consumer financing in the form of enrollee premiums and/or cost sharing
alse is used in most of the single-payer proposals. Premiums tend to be scaied to
income to limit their potential regressivity. Some bills use premiums to finance specific
bensfits, such as long-term care. Cost-sharing is included in some bills but is generally
waived for cerzain services, such as prenatal and well-baby care. Proponents of
censumer cost-sharing say that it is important to sensitize consumers to the cost of
services and to discourage unnecessary utilization. Ogpponents say that it mostly
discourages low-income enrollees from seeking services but has litzle effect an those of
greater means, that it may deter necessary as well as unnecessary care, and that it does
tittle to alter the courss of care onece treatment has begun because the decision-making

has zhifted to the physician.

CRS-I1



{4\4&‘

TBS3006 03-16-94

Cost Estimates

In Dezerrber 1883, CBO issued prel'minary estimates of the effects on government
cutiays and rational health evpenditures of 8. 491 and H.R. 1200 (108rd Corgrass).
t cid not zontain an estimate of revenues, because mary of the revenue raising
provisions of these bills were included in the Omnibus Budget Reconciliation Act of
1993 (P.L. 203-66). According to CBO, the bilis would increase total national heglth
expenditures by less than 1% in the first year (1887) but would reduce spending by
about 5%-0% in 2003. Federal spending would increase substantially since most of the
financing of coversd services would be channeled through the Fedsz-al Government.
However, spencing by the private sector (individuals and emsloyvers) would fall
dramatically.

The House sponscrs have since introduced a new financing package, which has
been included in a revised version of the bill {H.R. 3960} introduced by Representatives
Miller and MeDermott (see LEGISLATION). New CBO estimates have not yet bee
issued.

«

Readers interested in cost estimates by other crgzanizations as well as recent
studies of the economic impact of single-paver (and cther) health reform propesals may
wish to consult a recent compilation produced by the Office of Technology Assessment
(OTA). (Ses: OTA, An Inconsisient Piciure. A compilation of analyses of competing
approaches lo health care reform by experts and stakeholders. OTA-T 454‘3 June 1993.;

LEGISLATION i

H.R. 16 (Dingell)

National Fieaith Insurance Act. Provides hea’th insurance coverage for most 1.5,
residents; repizess all insurance excent Medicare, States and localities would administer
plans with Iederal assistance. Introduced Jan. B, 1993; referred to Committees on
Energy and Commerce and Ways and Maans

H.R. 1200 "M{:Demutt}

American Hsaalth Security Act, Establishes a universal comprehensive heelth
ipsurance program ! t0 rep;af;e ail other private and public coverage {with the exception
of Veterans' Adminisvration services). State administered, single-payer system, Global
budgets would be established {or hespitals; physicians would be paid nagotiated fees;
other services alsc weuld be subject to cost comtrols. Nationally, the growth in
expendifures would be limited to the growth in the gross domestis product. A naticnal
baard would allocate funds in the national budget to the States, based on average

sional per capita costs adjusted for differences in costs and health status. Providers
couid not balance bill; private insurers could not sell insurance covering those services
insured under the public program. Financing would come from funds currently received
by Medicare (other than premiums), Medicaid, and other specified Federal health
programs; increases in corporate and individual income tax rates; a new Health Security
premium; a surtax on individuals with incomes over 31 million; payroll taxes; and from
funds generated from a variety of other tax changes. Introduced Mar. 3, 1993; referred
to Committees on Ways and Means, Energy and Commerce, Armed Services, Post Office

‘and Civil Service, and Veterans® Affairs.
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H.R. 2081 (Dellmms)

U.5. Health Service Act. Istablishes a raticnal heslth service to provide fres
calth care directly to all individuals in the U8, through regicnal and commu: 2
alth ssrvies facilities and employees and to cenduet medical education and research.
uced May 11, 1993, referred to Committees on Energy and Commerce; Banking,
ce, and Urbhan Affairs; the District of Columbia; Education and Labhor; Judiciary;
Hice and Civil Service; Vererans” Affairs; and Ways and Means,
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H.R. 2610 (Stark)
MediPlan Act of 1883, Establishes umversal ins:ur nee under an expanded
‘x&feiiﬁare program called MediPlan. Finances Mediplan threugh an employer payroll
tax and an income tax-based premiumn, with lower-income individuaic, children and

-t

“Jedicare beneficiaries generzally exempt from the pr,,.h.-u*‘. Providers would be pal

b 5.5

using Medicare reimbursement methodologies. & MsdiPlan budgst would be set
anrual I by sratute. States could obtain a wai'y*er to opt cut of MediPlzn for non-
Medicare beneficiariss if they provide universal coverage and meet other budget and

admiristrative reguirements. Coverage to suoplement MediPlan would be Federally
egulated. Introduced July 1, 1993; referred to Committess on Ways and Means and
Energy and Commeree.

B

H.R. 2624 (C. Peterson}

Comprebensive Health Care and Cost Contalnment Act of 19393, Establishes
Miiy Lund—m State and loeaily “ém_nls.mre:z public plan; retains private insurance
—';rz sician and other practifioner services, Finances public nlan by,nc essing taxes

on cigarettss and distille :'1 spirits, Introduced IL!}; 13, 1992; reforrad to Committess on
oo BTEY AN 1 Commerce, Wavs and Means, Eiua:t:cn and Labor, Judiciary, Armed.

NP

Services, and Post Office and Civil Sarvice.
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H.R. 3860 (Miller)

American Hezlth Security Azt of 1984, Similar to H.R. 1200, but with new
financing package and other revisicns. Fipancing would come from funds currently
received by Medicare (other then premiums), Medieaid, and other spec ifiad Federal
health programs; a new payroll tax on employers; a 2.1% health care income tax; and
ingresssd ftames on fobaceo, firearms, and emmunition. Introduced Mar. 3, 18984
referred o Commiitees on Energy and Commerce, Ways and Means, Armed Services,

Post Office and Civil Service, Natural Resources, and Education and Labor,

S. 491 (Wellstone)
Arcerican Heaith Security Act. See H.R. 1200. Introduced Mar. 3, 1992; referred

to Committee on Finance.

S. 1057 (Jeiffords)

MediCORE Heszlth Aci of 1993, Provides for universal coverage of all legal
residents for CORE services undsr a State program, overseen by an indspendent
Federal MediCORE board. The Board would be responsible for developing the package
of CORE services as well, Federal guidelines for State programs, a model State
administration manual, and a national MediCORE budget. Each State program would
be run by a single agency, but the State could include two or more plans under its
program. (Self-insurance for large firms would also be allowed.) Sale of private
insurance duplicating CORE services would be prokhibited. To be an approved program,
a State would have to show that it has a process for establishing a budget and
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o*zt*‘ini*zg costs. MediCORE would be financed using dollars now goltiz to Federsal
heaith programs, a new "MediCORE" payroll premium tax paid by employers ard
emp:oyees, reneal of the exclusion for em;}owr contributions for health insurance, and
additiona! measurss. Introduced May 27, 1895; referred to Committee on Finance
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