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EXECUTIVE SUMMARY

INTRODUCTION

With the 2008 presidential election just weekgy, health care reform is at the top of
the nation’s domestic policy agenda. The smpcosts of healtbare, along with a

faltering economy and lackluster wage growth, are leaving many working families
without insurance or with mechl expenses that consume @éashare of their incomes.

A recent Commonwealth Fund study found tiedrly two-thirds of working-age
adults—an estimated 116 million people—eitiverre uninsured for a time during 2007,
were insured but had such high medical costspared with their incomes that they were
underinsured, reported a problem paying medighs, or did not get needed care because
of its cost. Over the past seven yearshguoblems have crept up the income scale
among people with and without health ireuce. Consequently, voters are calling for
change: eight of 10 adults said in a May suryggt the health care system is in need of a
major overhaul or fundamental reform.

Both presidential candidates, Senatamd McCain (R—Ariz.) and Senator Barack
Obama (D-Ill.), have proposed plans to refdhm health insurance system in the United
States. They also have put forth ideas tprimme the quality and efficiency of care. To
inform the public discussion about possipéhs to reform, this report describes the
candidates’ proposals, examinesy differences in their vision of a future health
insurance system, and evaluates the propa@sginst key principles outlined by the
Commonwealth Fund Commission on a High Performance Health System.

DISTINCT APPROACHES TO HEALTH CARE REFORM

The presidential candidatesdlth care reform proposaldeaffundamentally different
visions of the future of héth insurance in the United States. Both candidates propose
reforms in which the health system wouglzhtinue to be structured around private
insurance markets, with a supporting rolaygld by public insurance programs. But their
plans diverge significantly on the way a meh@d system should operate. McCain would
change the tax code to encourage petpbuy coverage through the individual
insurance market and effectively loosesistrules governing theale of insurance by
allowing people to buy policgeacross state lines. Obama would encourage the
continuing participation of employers in thealth insurance system, expand eligibility
for Medicaid and the State Children’s Hedhlurance Program (SCHIP), and create a
new insurance market “exchange’—uwithnsumer protections, choice of public and
private health plans, and income-baseshpum subsidies—that would largely replace
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the individual market. According to one @séte, discussed below, in 10 years McCain’s
proposal would reduce the number of people who are uninsured by 2 million out of a
projected 67 million. Obama’s plan woukeduce the number of uninsured people by 34
million in 10 years.

McCain’s Approach: Tax Credits for Individual Market Insurance. McCain
proposes to expand coverage through theviddal insurance market by replacing the
current tax exemption for employer-provideghlth benefits with tax credits of $2,500
for individuals and $5,000 for familie€urrently, premium contributions from
employers are not treated as taxable mmedo employees. Under McCain’s proposal,
these contributions would be subject to income taxes. People ceuldeistax credits to
offset the costs of employer coverageoverage purchased on the individual market,
and could deposit any remaining funds inltiesavings account (&As). He also would
effectively deregulate indidual insurance markets by allimg people to buy coverage
across state lines. He has proposed fedignaing to expand existing state high-risk
pools for people who cannot gaiaverage through the individuaarket because of their
health conditions, with premium assiste for those with lower incomes.

Obama’s Approach: Private and Public Group Insurance with Consumer
Protections and Income-Based Subsidies. Senator Obama has proposed a plan for
universal coverage that walbuild on the current system of mixed private and public
group insurance. Some of its features arelairto the universal coverage law now being
implemented in Massachusetts. All employetker than small businesses, would be
required to offer health insurance to theimpdogees or contribute to the cost. Eligibility
for Medicaid and SCHIP would be expanded. Small businesses, self-employed
individuals, and people who dmt have coverage throughethemployers, Medicaid, or
SCHIP would be able to purchase a glamugh a new insurance market called the
National Health Insurance Exchange. dingh this exchange, people could choose a
private plan or a new public plan similarthat offered to federal employees and
members of Congress. All ingunce carriers would be reqeif to offer plans to all
applicants and could not charge premiumseblaon health status. Small businesses would
be eligible for tax credits to offset theirgonium costs and individisawould be eligible
for income-based premium subsidies. Obamanbaget defined the size of eligible small
businesses and those not subjet¢h&requirement to offer coverage.

KEY DIFFERENCES BETWEEN THE CANDIDATES’ PROPOSALS
There are several differences between Moc@ad Obama’s proposals to reform the
health insurance system (Figure ES-1):
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Figure ES-1. Key Differences Between the
Presidential Candidates’ Health Reform Plans
McCain Obama
Aims to Cover Everyone Not a Goal Goal
Rules for Individual Insurance Market Minimum State Uniform National
Rules Rules
Employer Role in Providing
Health Benefits Reduce Expand
Medicaid/SCHIP Reduce Expand
Families’ Exposure to Health
More Less
Care Costs
Requirements to Have Coverage None Children Only
Leverage to Stimulate Improvement No change from M
- = . ore
in Quality and Efficiency current system
Uninsured Covered After 10 Years* 2 million 34 million
* Estimates of uninsured covered from L. Burman, S. Khitatrakun, G. Leiserson et al., An Updated Analysis of the 2008 Presidential
Candidates’ Tax Plans, Urban Institute—Brookings Institution Tax Policy Center, Updated September 12, 2008.

Aiming to cover everyone. While McCain proposes to expand access to health
insurance coverage, he has not said tlovering everyone is a goal. Obama
supports the goal of universal coverage.

Minimum state rules vs. uniform national rules for the individual insurance
market. Policies in the individual marketamdividually underwitten in all but

a few states, making it difficult for older @gle or those with health problems to
find coverage at affordable rates. Ceasently, only about 7 percent of the
under-65 population buys coverage in itmgividual market. This has changed
little over time, despite the growing miber of people who have lost access to
employer-based health insurance. Indiaglly underwritten policies increase
administrative costs and reduce the ptiééfior economies of scale. McCain
would change the tax code to encouragee people to enroll in the individual
market and allow people to buy policiesass state lines. This would help people
who currently buy coverage on the indivitloaarket by giving them a tax benefit.
But allowing health insurance to bddacross state lines would effectively
remove consumer protections now iag# in some states, such as community
rating and guaranteed issue. This vdoidduce access to insurance for older
people and those with health probleamsl increase access for young and healthy
people. McCain proposes to cover peopith preexisting health conditions by
using federal funds to expand high-risk pools, which now cover fewer than
200,000 people in 34 states. Obama,antast, would largely replace the
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individual market with an insuranexchange, in which small businesses and
people without access to employer or public coverage could purchase a private
health plan or a public plan with premm subsidies and tax credits. Insurers,
including those selling polies outside the exchangeould be prevented from
rejecting applicants or charging higheemiums because of preexisting conditions.

Reducing vs. expanding the role of employers in providing health benefits.

About 160 million people, more than f@rcent of the population under age 65,
have insurance coverage through an emplode stated above, McCain proposes
to treat employers’ contributions to playees’ health insurance premiums as
taxable income and provide tax credits people to apply to their employer plans
or to individual market plans. Thehange has the potential to reduce the
incentive for many employers, partiadly small employers, to continue

providing health coverage to their emptes. Obama’s proposal would require all
employers, other than small businessesffier coverage to their employees or
pay part of the costs to cover themislwould allow most people to keep the
coverage they have and maintaig thore than $400 billion in employer
contributions to health insurance cutigrin the system. He would provide tax
credits to small businesses to buy cogerthrough the insurance exchange and
would offer federal reinsurance for employé¢hat experience catastrophic claims.

Reducing vs. expanding Medicaid and SCHIP. McCain has said he would
allow states to use Medicaid funds t@ble purchase of private insurance by
eligible families. To the extent thaglthier Medicaid enrollees opted for private
coverage, this option could fragmeng gorogram’s risk pools into healthy and
less healthy groups. Obama would raise mealigibility levels for Medicaid and
SCHIP, allowing more people to joineiprograms. This would expand the large
risk pools of Medicaid and SCHIP.

More vs. less exposure to health care costs. McCain does not specify a standard
floor for benefits and cost-sharing, whimeans that people buying coverage on
the individual market with his new taxettits could face wide variations in their
premiums, benefits covered, and outpokket costs. He has said he would
provide subsidies to helpeople with preexisting hith conditions buy coverage
in high-risk pools, though he has not sfiedi the size of the subsidies or what
household income levels would gdgliObama would provide premium
subsidies, on a sliding-scale based @oine, for people to buy private or public
plans through the insurance exchangeh&®&not specifiethe size of the
subsidies or the eligible income leveBbama would require that the public and



private plans sold through the exchange have bemgfitcost-sharing similar to
that available to federal engglees and members of Congress.

I No requirement vs. requirement to have coverage. McCain would not require
that people have health insurance. Oaawould require that children have health
insurance and has said he would cons&dsimilar requirement for adults if
substantial numbers of people do not bayerage that is deemed affordable.

' The same vs. more leverage to stimulate improvement in quality and
efficiency. Both candidates have proposehceptual approaches to improving
the quality and efficiency of care. @ltandidates agree that: the U.S. should
change the way providers are paid; caspecially chronidisease care, should
be better coordinated amthnaged; and preventivergiees should be covered
and easily accessed. However, their promokalhealth insurace reform could
significantly affect their abity to achieve improvements in quality and efficiency
throughout the system. Both candidgtest to public programs such as
Medicare, Medicaid, and SCHIP as platteénplement quality and efficiency
initiatives, such as paying doctorsdamospitals on the basis of quality. But
because McCain’s reforms would entail even less oversight of private insurance
markets than we have today, he woulditmited to implementing such initiatives
in public programs. In contrast, Obampi®posed creation of a new public plan
and an insurance exchange would provide new and larger arenas in which to
experiment with quality and efficienégnovations. He has also identified the
Federal Employees Health Benefits Prog{&BHBP) as an insurance program in
which innovations in quality and effemcy might be pursued. For example,
providers and health plans participatiin public programs and the exchange
could be required to delm chronic disease management programs. The more
organized insurance markete and the more standardizéé system is, the more
leverage points there will be to makeprovements in quality and efficiency.

HOW MANY PEOPLE WOULD GAIN HEALTH COVERAGE AND

WHAT WOULD IT COST?

The lack of detail in both candidatesbposals makes it difficult to estimate how many
people would gain coverage under them ainwhat cost. Researchers at the Urban
Institute—Brookings Institution Tax Policy Centmade several assumptions about the
proposals that enabledettm to make the following prelimamy estimates of the effects of
the proposals on expanding coverage anadsés to the federal government over the
next 10 years (Figures ES-2 and ES-3).



Figure ES-2. Estimated Number of Uninsured People Under
Current Policy, McCain Health Plan, and Obama Health Plan

Millions
uninsured  —¢—Current Policy H McCain Health Plan Obama Health Plan
75 - 65.4 66.8
63.8 -
60.8 623
575 992 ’ 64.8
540 559 c0.c [J°*7
5241 58.4
sa.6 [JJ°°-°
50 { mis0.3 516 523 J°3°
33.7
32.6 30.9 30.0 20.6 303 30.9 31.6 32.3 32.9
25 4
o T T T T T T T T T T
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: L. Burman, S. Khitatrakun, G. Leiserson et al., An Updated Analysis of the 2008 Presidential Candidates’ Tax Plans,
Urban Institute—Brookings Institution Tax Policy Center, Updated September 12, 2008.

Figure ES-3. Tax Policy Center Estimates of
Coverage and Costs of Candidates’ Plans

McCain* Obama*
Ch?nge n Federal Costs Ch_ange n Federal Costs
Uninsured ($ billions) Uninsured ($ billions)
(millions) (millions)
2009 (1.3 m) $185b (18.4 m) $86 b
2013 (4.6 m) $141 b (29.6 m) $160 b
2018 (2.0 m) $64 b (33.9m) $237 b
Total Cost (2009-2018) —_ $1,311 b — $1,630 b
Total Uninsured Not
Covered, 2018
(Out of an Estimated 64.8 m - 329 m -
66.8 m)

* Estimates based on assumptions made by the Tax Policy Center about key details of the proposals that have not yet been
made clear.

Source: L. Burman, S. Khitatrakun, G. Leiserson et al., An Updated Analysis of the 2008 Presidential Candidates’ Tax Plans,
Urban Institute—Brookings Institution Tax Policy Center, Updated September 12, 2008.

If implemented in 2009, McCain’s proposalestimated to reduce the number of
people who are uninsured by 1.3 millioreatost of $185 billion, though this does
not include the effects of high-risk pis. About 20 million people would lose
employer coverage under the McCain proposal, and 21 million would gain
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coverage in the individual market. @ba’s plan is estimated to reduce the
number of uninsured people by 18.#lian in 2009 at a cost of $86 billion.

I In the first year, McCain’s plan is estimated to cost more than twice as much as
Obama’s while covering 17 million fewer people because most of McCain’s tax
credits would likely be used by people wdiceady have private health insurance.

I By 2018, McCain’s plan is estimatedreduce the number of uninsured by just
2 million out of projected®6.8 million uninsured at a cost of $64 billion. Obama’s
plan is estimated to reduce the numbenr@hsured by 33.9 million in that year at
a cost of $237 billion.

I Over the 10-year period, ther@er estimates that the tbtaderal cost of McCain’s
plan could reach $1.3 trillion and the cosDbama’s plan could reach $1.6 trillion.

I McCain’s proposal is estimated to covewés people in future years and cost less
over time because the tax credits woulovgat the rate of consumer prices,
which have historically grown moreostly than medical expenditures. This
means that, over time, the value of the tadis is expected to decline relative to
premium costs. This has two impliaats: 1) fewer people would be able to
afford to buy health insurance with th&ax credits and Z)eople with employer
coverage will pay more taxes on emplepeovided premium contributions, thus
offsetting the federal government’'sst@f the tax credits over time.

I The Center estimates that McCain’glinrisk pool proposal, if adequately
financed, could add another $1 trillion t@tbost of his plan over 10 years. This
feature is likely to be expensive fiwwvo reasons: 1) allowing people to buy
coverage across state lines would remexisting consumer protections in some
states, leading many peopil#o currently have coverage through those markets
to the high-risk pools and 2) manygpde with health problems who lose
employer-based coverage under McCaingppisal would seek coverage in high-
risk pools.

WHICH PROPOSAL HOLDS THE GREATEST PROMISE?

To evaluate the candidates’ propostis, Commonwealth Fund Commission on a High
Performance Health System identified sal&ey principles for moving the health
system toward high performance. They include:

I provision of equitable and comghensive insurance for all;

I provision of benefits that coverssntial services with appropriate
financial protection;
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I premiums, deductibles, and out-of-pockests are affordable relative to
family income;

I health risks are broadly pooled;

I the proposals should be simple to admaerisivith coverage that is automatic
and continuous;

I dislocation should be kept to a minima—people could choose to keep the
coverage they have; and

I financing should be adequate, faind shared across stakeholders.

Measured against these broad principl@sama’s proposal for mixed private—public
group insurance with a shared responsibibtyfinancing has greatgrotential to move
the health care system toward high parfance than does McCain’s proposal to
encourage individual market coverage throtlghuse of tax incentives and deregulation
(Figure ES-4). Compared with McCairdpproach, Obama’s approach could provide
more people with affordable health insurarnthat covers essential services, achieve
greater equity in access to care, realize efficies and cost savings in the provision of
coverage and delivery of cammnd redirect incentives to prove quality. In the absence
of a requirement that everyone has affordablerage, however, theqposal is likely to
fall short of achieving universal coverage.

Figure ES-4. How Well Do the Strategies
Meet Principles for Health Insurance Reform?
Tax Credits Mixed Private-Public

and Minimum State Group Insurance with
Rules for Individual | Premium Subsidies and

Principles for Reform Insurance Market Consumer Protections
Covers Everyone 0 +
Standard Benefit Floor — +

Premium/Deductible/
Out-of-Pocket Costs — +
Affordable Relative to Income

Easy, Seamless Enroliment

Choice +

Pool Health Care Risks Broadly —_

Minimize Dislocation, Ability to

Keep Current Coverage + ++
Administratively Simple -_ +
Improvt_e !-lealth Care Quality 0 +
and Efficiency

0 = Minimal or no change from current system; — = Worse than current system;

+ = Better than current system; ++ = Much better than current system
Source: S. R. Collins, C. Schoen, K. Davis et al., A Roadmap to Health Insurance for All: Principles for Reform
(New York: The Commonwealth Fund Commission on a High Performance Health System, Oct. 2007).
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McCain’s proposal to reform the health insurance system by relying on tax
incentives and voluntary purchase of coveragée individual insurance market with
few ground rules is, by itself, unlikely to acieuniversal coverag®uying coverage in
the individual market will continue to lmhallenging if tax incentives are not coupled
with benefit standards, reguions against risk selegti by carriers, and premium and
out-of-pocket spending limits as a share abme. Insurers would still write individual
policies rather than policies for a brogiup of people. Moreover, because of the
substantially higher administrative costshe individual marketcovering more people
in this market would increase spendingimsurance administration. Reliance on state
high-risk pools to cover thoskenied policies in the individual market is also likely to
be expensive.

CONCLUSION

Universal coverage is a necessary, thaugirsufficient, condition for improving the
performance of the health system. Moreowesy policymakers design health insurance
reforms will affect whether everyone can have affordable insurance that covers essential
services and whether sustained improvemengsiality and efficiency are achievable. As
presidential candidates, Senators John Ntt@ad Barack Obama propose reforms that
would place the nation’s health systemvery different paths, with profound

implications for the American people. In the wake of the 2008 election, it will be critical
for policymakers to forge consensus around gjresefor reform that have the greatest
potential for success and move forward withgmatic solutions to our worsening health
system crisis.

Xiv



THE 2008 PRESIDENTIAL CANDIDATES’
HEALTH REFORM PROPOSALS: CHOICES FOR AMERICA

INTRODUCTION

With the 2008 presidential election just weekgy, health care reform is at the top of
the nation’s domestic policy agenda. The smpcosts of healtbare, along with a

faltering economy and lackluster wage growth, are leaving many working families
without insurance or with methl expenses that consume @éashare of their incomes.

A recent Commonwealth Fund study found thedarly two-thirds of working-age
adults—an estimated 116 million people—eitiverre uninsured for a time during 2007,
were insured but had such high costs coepavith their incomes that they were
underinsured, reported a problem paying medidbs, lwr did not get needed care because
of its cost (Figure 1). Over the past seyears, such problems have crept up the income
scale among those with andthout health insurance (Figes 2—4). Consequently, voters
are calling for change: eight @0 adults said in a May survey that the health care system
is in need of a major overhaul or fundamental reform (Figure 5).

Figure 1. Estimated 116 Million Adults Were Uninsured,
Underinsured, Reported a Medical Bill Problem, and/or
Did Not Access Needed Health Care Because of Cost, 2007

Medical bill/
debt problem
17.7 million
Adequate 10%
coverage and
no bill or
access problem
61.4 million

Medical bill/debt
and cost-related
access problem
54.4 million
31%

35%

Uninsured any time
during the year or

underinsured Cost-related
17.6 million access problem
10% 25.9 million

15%
177 million adults, ages 19-64

Note: Percentages may not sum to 100 percent because of rounding.
Source: The Commonwealth Fund Biennial Health Insurance Survey (2007).




Figure 2. The Number of Underinsured Adults Under Age 65
Rose to 25 Million in 2007, Up from 16 Million in 2003

Percent of adults ages 19-64 O Underinsured*
100 - M Uninsured during year
80 -
60 -
40 -
20
0 -
2003 2007 2003 2007 2003 2007
Total Under 200% At or above
of poverty 200% of poverty

* Underinsured defined as insured all year but experienced one of the following: medical expenses equaled 10% or more of income;
medical expenses equaled 5% or more of income if low income (<200% of poverty); or deductibles equaled 5% or more of income.
Source: C. Schoen, S. R. Collins, J. L. Kriss, and M. M. Doty, “How Many Are Underinsured? Trends Among U.S. Adults, 2003 and
2007,” Health Affairs Web Exclusive, June 10, 2008. Data: Commonwealth Fund Biennial Health Insurance Surveys (2003 and 2007).

Figure 3. Problems with Medical Bills or
Accrued Medical Debt Increased, 2005-2007

Percent of adults ages 19-64 with medical bill problems
or accrued medical debt

75 - 02005 H 2007
53 56

50 - 48

41 43 19
34 32
25 - 20 25
1]
Total Low income Moderate Middle income High income
income

Note: Income refers to annual income. In 2005 and 2007, low income is <$20,000, moderate income is $20,000-$39,999,
middle income is $40,000-$59,999, and high income is $60,000 or more.
Source: The Commonwealth Fund Biennial Health Insurance Surveys (2005 and 2007).




Figure 4. Cost-Related Problems Getting Needed Care
Have Increased Across All Income Groups, 2001-2007

Percent of adults ages 19-64 who had any of four access problems*
in past year because of cost

12001 N 2007

75 -
50 - 45
29 29
25 -
14
1]
Total Low income Moderate Middle income High income

income

* Did not fill a prescription; did not see a specialist when needed; skipped recommended medical test, treatment, or follow-up;
had a medical problem but did not visit doctor or clinic.

Note: Income refers to annual income. In 2001 and 2003 low income is <$20,000, moderate income is $20,000-$34,999,
middle income is $35,000-$59,999, and high income is $60,000 or more. In 2005 and 2007, low income is <$20,000,
moderate income is $20,000-$39,999, middle income is $40,000-$59,999, and high income is $60,000 or more.

Source: The Commonwealth Fund Biennial Health Insurance Surveys (2001, 2003, 2005, and 2007).

Figure 5. Which of the Following Comes Closest to Expressing
Your Overall View of the Health Care System in this Country?

Don’t know/
Refused
(2%) Only minor
changes needed
(16%)

Rebuild
completely
(32%)

Fundamental
changes needed
(50%)

Source: Commonwealth Fund Survey of Public Views of the U.S. Health Care System, 2008.

Both presidential candidates—Senator John McCain (R—Ariz.) and Senator
Barack Obama (D-Illl.)—have proposed plansaimorm the health insurance system in
the United States. They also have put fortaglto improve the quality and efficiency of
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care. To inform the public discussion aboutgioie paths to reform, this report describes
the candidates’ proposals, examines key diffees in their visiowf a future health
insurance system, and evaluates the papa@gainst principles outlined by the
Commonwealth Fund Commission on a High Performance Health System.

KEY CONSIDERATIONS IN EVALUATING HEALTH REFORM PROPOSALS

The 2008 presidential candidates have put fortiposals to addresstaal weaknesses

in our health care system. To help the publialuate these policies, the Commonwealth
Fund Commission on a High Performance Healtt&y has identified key strategies for
moving the health care system to a higherllefieerformance. The five strategies are:

I extending affordable health insurance to all;
I aligning incentives to reward high-quality, efficient care;
I organizing the health system to amle accountable, coordinated care;

I investing in public repaing, evidence-based medie, information technology,
and infrastructure neededdeliver the best care; and

I exploring the creation of a national entity that would set goals for improving
health system performance and recommend best practices and policies.

Universal coverage isreecessary, but clearly nsfficient, condition for
improving the overall performance of the lleaystem. Moreover, the way in which
policymakers design health insurance reform will affect whether everyone can be covered
and sustained improvements in the quality effidiency of care can be achieved. The
Commission has identified the following principlafshealth care reform as essential in
moving the health systetoward high performance.

ACCESS TO CARE
To expand access to care, reform propodaisilg adhere to the following principles:

I Provide equitable and comprehensive insurance for all.
I Insure the population in a way thaadts to full and equitable participation.
I Provide a standard benefit package &sential coverage affichancial protection.

I Premiums, deductibles, and out-of-pockettsshould be affordable relative to
family income.



I Coverage should be automatic and stabith seamless transitions between plans
to maintain enrollment.

I Provide a choice of health plans or care systems.

QuALITY, EFFICIENCY, AND COST CONTROL
To improve the quality and efficiency of eaand control costs, farm proposals should
adhere to the following principles:

I Foster efficiency by reducing complgxfor patients and providers, and by
reducing transaction and administratisosts as a share of premiums.

I Work to improve health care qualiaynd efficiency through administrative
reforms, provider profiling and netwlodesign, utilization management, pay-
for-performance payment models, and structures that encourage adherence to
clinical guidelines.

I Minimize dislocation, so thgieople can maintain currecoverage if desired.
I Be simple to administer.

I Pool health risks across broad groups evet life spans, and eliminate insurance
practices designed to@d individuals withhigh health risks.

I Have the potential to lower ovdlrhealth care cost growth.

FINANCING
In terms of financing, reform proposatsosild adhere to the following principles:

I Financial commitment is necessary to achieve these principles.

I Financing should be adequate and faisdubon the ability to pay, and should be
the shared responsibility of federaldastate governments, employers, individual
households, and other stakeholders.

2008 PRESIDENTIAL CANDIDATES’ PROPOSALS

DISTINCT APPROACHES TO HEALTH CARE REFORM

The presidential candidatesdlth care reform proposaldeffundamentally different
visions of the future ofdmnlth insurance in the United States. Senator McCain would
provide tax credits for obtaining insurartbeough the individual market, while Senator
Obama would build on existing private gouablic forms of group insurance with new
consumer protections and income-based subsidies.
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McCain’s Approach: Tax Credits for Individual Market Insurance. Senator
McCain proposes to expand coverag®etigh the individual insurance market by
replacing the current tax exemption formayer-provided health benefits with tax
credits. Currently, premium contribution®ifn employers are not treated as taxable
income. Under McCain’s proposal, these cimitions would be counted as part of
employees’ taxable income, subject to incdenes. People could utieeir tax credits to
offset the costs of employer coverage avarage purchased on the individual market. He
also would allow people to buy health ingura in the individual market across state
lines. He has proposed expanding existiageshigh-risk pools for people who cannot
gain coverage through the individual marketause of their health conditions, with
federal financial support and premium atance for those with lower incomes.

Obama’s Approach: Private and Public Group Insurance with Consumer
Protections and Income-Based Subsidies. Senator Obama has proposed a plan for
universal coverage that walbuild on the current system of mixed private and public
group insurance. All employers, other tharafirausinesses, woulae required to offer
health insurance to their employees or cbute to the cost. Eligility for Medicaid and
the State Children’s Health Insurance Program (SCHIP) would be expanded. Small
businesses, self-employed individualsd geople who do not have coverage through
their employers, Medicaid, or SCHIP would be able to purchase a plan through a new
National Health Insurance Exchange. Throtlyk exchange, people could choose either
a new public plan similar to that offeredfemleral employees and members of Congress
or a private plan. Small bussses would be eligible for taxedits to offset the premium
costs of plans purchaseddbgh the exchange and indivals would be eligible for
income-based premium subsidies. All insuenarriers, includinghose selling policies
outside the exchange, would be requiredfter plans to all aggants and could not
charge premiums based on health statugdf@m would be required to have health
insurance and young adults upatge 25 would be able stay covered under their
parents’ policies. Although Obama’s propbdoes not mandate adults to obtain
coverage, it is in other ways similarttee universal coverage law now being
implemented in Massachusetts and to a framework for universal coverage outlined by
Schoen et al. itlealth Affairs in May 2008 (see text boxes below).



Approaches to Health Reform: Massachusetts

In April 2006, Massachusetts passed legislatiorctonprehensive health reform. The legislation
was intended to move the state toward universaerage through a comniation of changes to
the system: public insurance expansions, subsidizedte insurance, individual and employer
requirements, and reforms to the insurance mafestate residents are required to have health
insurance that meets certain benefit requirements.

The Massachusetts health reform law requiresehgiloyers either provide health insurance for
their employees or pay into a pool to cover the uninsured. Employers with more than 10 full-time
workers that do not contribute at least 33 percent of premium costs for full-time employees or do
not cover at least 25 percent of eligible eoyeles are required to make an annual per worker
“fair-share contribution” of $295 to the state.

MassHealth, Massachusetts’ SCHIP program, was expanded to cover children in families with
incomes up to 300 percent of the federal poverty level.

The law also created the Commonwealth Health Insurance Connedtfuoriyy an insurance
exchange that offers small businesses and ithgils a selection among private health insurance
plans. The Commonwealth Caredith Insurance Program providasbsidized health insurance
through the Connector to uninsured adults under 300 percent of poverty, with premiums and cost-
sharing on a sliding scale based on income. Adlulk®useholds with incomes under 150 percent

of poverty pay no premiums, no deductibles, and modest copayments. Those with incomes
between 150 and 300 percent of poverty pay premsian a sliding scale ranging from up to 2 to

5 percent of income, with no deductibles and gopents that differ, depending on the level of

the premiunt The plans cover inpatient care, outpatiearte, preventive health care, behavioral
health services, and prescription drugs; plansafiults with incomes below 100 percent of
poverty also cover dental care. For the purposeseddttite requirement to have health insurance,
Massachusetts defined affordable plans as those with premiums of no more than 5 to 9 percent of
income for those earning between 300 and 500epérmaf poverty. Beginning in January 2009,
individuals must have insurance that covermpehensive benefits defined by the Connector
authority, including prescription drugs, no annoalper-sickness benefit maximums, limits on
deductibles of no more than $2,000 for individuahd $4,000 for families, limits on prescription

drug deductibles to no more than $250 for individuals and $500 for families, and an in-network
out-of-pocket maximum of $5,000 fordividuals and $10,000 for families.

The number of people enrolled in private subsidized health insurance programs in
Massachusetts increased by more than 439,000ebatthe start of health reform in June 2006
and March 31, 2008 The uninsured rate for adults ages 18 to 64 dropped by half in the first year
of implementation, with only 7 percent of nonelgieadults in the state uninsured by the fall of
20072 Massachusetts’ health reform also hastteimproved benefits and lower premiums. An
uninsured 37-year-old male faced a monthly poemof $335 with a $5,000 deductible prior to
health reform, compared with a $184 moypthtemium and a $2,000 deductible post-ref6rm.




Approaches to Health Reform: Building Blocks

In the May 2008 issue dfealth Affairs, Cathy Schoen and colleagues at The Commonwealth
Fund outlined a framework for universal healtisurance coverage in the article, “Building
Blocks for Reform: Achieving Universal Caage with Private and Public Group Health
Insurance.® The framework uses the “building blocks’private markets and publicly sponsored
insurance with broad risk pooling. This apgech introduces a national insurance “connector” that
would offer small businesses and individualghaut access to employer coverage or public
insurance a choice between a Medicare-like publtirance plan and private plans. All U.S.
residents would be required to have healtuiance and would have to provide evidence of
coverage during annual tax filing. Everyone with health insurance would be eligible for
advanceable, refundable tax credits for standard plan premium costs over 10 percent of adjusted
gross income or 5 percent for those in lower-income households.

The framework would require that employers eitprovide health insurance for their employees

or pay into a pool to cover the uninsured. Employers that choose to offer coverage would be
required to contribute at least 75 percent of the premium, and to offer plans that meet minimum
standards and cover at least 80 percent eir ttamployees. Employers not offering coverage
would pay a payroll tax of 7 percent of earnings up to a $1.25 per hour.

Medicaid and SCHIP would be expanded to con®re low-income people. All legal U.S.
residents with incomes below 150 percent of pgverbuld be eligible for an SCHIP-type plan
covering acute care services. Medicaid provider payment rates would be increased to Medicare
levels and federal matching rates would be increaseCHIP levels to help states finance the
expansion. The new Medicare option offeredtigh the connector also would be available for
Medicare beneficiaries. Adults ages 60 to 64 \wdw able to buy in to Medicare and the two-
year waiting period for Medicare for the disabled would be eliminated.

The new national insurance connector would adfehoice of private health insurance plans and
the new Medicare public plan option to bwesises with fewer than 100 employees, the self-
employed, and anyone without employer insurance, Medicare, Medicaid, or SCHIP.

Using its Health Benefits Simulation Model, the Lewin Group estimates that, under the Building
Blocks framework, the number of uninsured peopbuld fall from an estimated 48.3 million in
2008 to 3.6 million in the first year of implemation. The federal costs of the program are
estimated at $81.7 billion in 2008. Howeverthé coverage frameworkere implemented along

with quality and efficiency improvements—incladi increasing the use of health information
technology, creation of a center on medical ¢ffecess, provider payment reforms, an increase
in the tobacco tax, lowering payments to Mede Advantage plans to the level of traditional
Medicare coverage, and allowing Medicare megotiate prescription drug prices with
pharmaceutical companies—Lewin estimates thdgrfd costs could be lowered to $31 billion in
the first yeal®




THE PLANS

Following are summaries of the candidates’ psgls and ideas about health care reform
drawn from documents posted on their caigp&Veb sites as well as from public
comments reported in the press and idprh the campaigns. For more detailed
descriptions of the health reform proposiat&s to the candidates’ Web sites are provided.

Senator John McCain
(www.johnmccain.com)

Overall approach: Tax incentives for individual market insurance.

Tax credits/subsidies: Individuals and families with private health insurance would
receive refundable tax credits: $2,500 for individuals and $5,000 for families. Tax
credits would be sent directly to insurance companies. Individuals who spend less than
the tax credit could deposit the balance in health savings accounts (HSAs), which
would be expanded.

Change in tax code: Reform the tax code to eliminate the bias toward employer-
sponsored health insurance. Would replace the personal income tax exemption for
employer-provided health benefits with the new tax credits. Employers’ premium
contributions to employees would become taxable income, but workers could apply the
new tax credits to their premium costs.

Insurance markets: Individuals and families could purchase health insurance in the
individual market from any willing insurer in any state. Professional and other
organizations would be encouraged to sponsor health insurance for their members.
Health insurance policies should be available to small businesses and the self-
employed, should be portable across all jobs, and should bridge the gap between
retirement and Medicare eligibility.

Guaranteed Access Plans or High-Risk Pools: People with preexisting health
conditions who are not able to find coverage in the individual insurance market would
gain coverage through high-risk pools, or Guaranteed Access Plans. States could join
with other states to enlarge existing high-risk pools (34 states currently have them).
There would be federal financial support and premium assistance for applicants below
a certain income level.

States: States would be allowed to use Medicaid funds to enable purchase of private
insurance by eligible families. States could offer tax credits for families to purchase
private coverage; a financial risk-adjustment bonus would be provided to high-cost,
low-income families. Doctors would be allowed to practice across state lines. States
also could experiment with alternative insurance policies, alternative forms of health
care access, and different licensing schemes for providers.

Prevention and chronic disease management: Coverage of preventive services
would be promoted, as would smoking cessation programs. Patients would have a
larger role in both prevention and care and take on more decisions and responsibility
for their care. Public health initiatives would encourage individuals to prevent chronic
disease, receive appropriate tests for early detection, and follow treatment guidelines
after disease develops. Parents would be responsible for ensuring children are taught
about health, nutrition, and exercise. Children should be provided healthy dietary
choices in schools. Public health leaders, including the next president, must promote
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lower rates of obesity. Care management for the disabled and elderly covered by
Medicaid and Medicare would be promoted.

Comparative effectiveness/quality improvement: More federal research funding
would be dedicated to the care and cure of chronic disease and the treatment of
patients with multiple chronic conditions. The development of national standards for
measuring and recording treatments and outcomes would be facilitated. Government
programs such as Medicare and Medicaid should lead the way in health care reforms
that improve quality and lower costs.

Health information technology: Rapid deployment of modern information systems and
technology that allow doctors to practice across state lines would be promoted.
Telemedicine should be used to connect patients to community health clinics in areas
where services and providers are limited.

Transparency: More information on treatment options and physician records would be
made public. Transparency on medical outcomes, quality of care, costs, and prices
would be required.

Provider payment reform: Pay only for quality care that is the right care: care intended
to improve a patient’s health. Medicare and Medicaid should be leaders in changing
the way providers are paid to focus attention on chronic disease and managing
treatment. Reform the payment systems in Medicare and Medicaid to compensate
providers for diagnosis, prevention, and care coordination: a single bill should be paid
for high-quality disease care to make providers accountable and responsible to patient
needs. Medicare and Medicaid should not pay for preventable medical errors or
mismanagement. Government should promote greater use of walk-in clinics in retail
outlets.

Prescription drugs: Allow safe reimportation of drugs, faster introduction of generic
drugs, and publication of drug prices.

Malpractice: Medical liability reform would eliminate lawsuits for doctors who follow
clinical guidelines and adhere to patient safety protocols. While patients should have
access to legal remedies in the case of bad medical practice, frivolous lawsuits and
excessive damage awards would be eliminated.

Long-Term Care: Would develop strategies for home care, based on state-based
experiments that give seniors a monthly stipend to hire workers and purchase care-
related services and goods and that provide counseling and bookkeeping services.

Financing: None specified.

Senator Barack Obama
Plan for a Healthy America
(www.barackobama.com)

Overall approach: Mixed private—public group insurance with a shared responsibility for
financing.

Requirements to have coverage: All children would be required to have health
insurance. Obama would consider an individual requirement for adults if substantial
numbers of people do not buy coverage that is deemed affordable.

Employer contribution: Employers would be required to provide “meaningful” coverage
with a “meaningful contribution” to workers or contribute a percentage of payroll toward
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the costs of a new national plan. Small businesses would be exempt, instead receiving
refundable tax credits to purchase coverage. Young adults up to age 25 would be
allowed to continue coverage through their parents’ health plans.

Public program expansions: Expand eligibility for Medicaid and SCHIP and ensure
these programs continue to serve their safety net function.

New national health plan: A new public health insurance plan, with benefits similar to
those available to federal employees and members of Congress in the Federal
Employees Health Benefits Program (FEHBP), would be open to individuals who do
not have access to group coverage through their jobs or public insurance programs. It
also would be open to people who are self-employed and small businesses. The plan
would cover essential medical services including preventive, maternity, and mental
health care as well as disease management, care coordination, and self-management
of care. Participants would be charged fair premiums and low copayments for
preventive services.

New national insurance exchange: A new National Health Insurance Exchange would
allow individuals, small businesses, and those who are self-employed to purchase an
approved private plan or the new public plan, with income-based premium subsidies
and small business tax credits. The exchange would reform the private insurance
market by creating rules and standards for participating insurance plans: insurers
would have to issue everyone a policy with premiums that do not depend on health
status. The exchange would require that all plans offered are at least as generous as
the new public plan and meet the same standards for quality and efficiency. Insurers
would have to justify above-average premium increases to the exchange. The
exchange would evaluate plans and publicize the differences among them, including
the costs of services.

Tax credits/subsidies: Individuals and families who do not qualify for Medicaid or
SCHIP but still need assistance to purchase a health plan would receive income-
related federal subsidies aimed at keeping health insurance premiums affordable.
Subsidies can be used to buy into the new public plan or purchase a private plan.
Small businesses would receive a Small Business Health Tax Credit, a refundable tax
credit of up to 50 percent of premiums, with which to buy coverage for their
employees.

Insurance market regulation: All insurers, including those not selling products through
the exchange, would have to issue all applicants a policy and charge premiums that do
not depend on health status. Insurers would be required to pay out a reasonable share
of their premiums for patient care, relative to profits and administrative costs.

Reinsurance: Federal reinsurance for employer health plans would be established to
reimburse employers for a portion of the catastrophic costs they incur above a certain
threshold, if they guarantee savings are used to reduce worker premiums.

States: Would not replace existing state health care reform efforts, provided they meet
the minimum standards of care of the national plan.

Prevention and chronic disease management: Participating plans in the new public
plan, Medicare, and FEHPB would be required to utilize proven disease management
programs. Support would be given to providers to put in place disease management
programs and encourage team care through implementation of medical home models
to improve coordination of care for people with chronic conditions. Would expand and
reward employer programs such as onsite preventive services (e.g., flu vaccinations),
provision of nutritious cafeteria and vending machine food, and exercise facilities.
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Would work with schools to create healthier environments, including by providing
contract assistance with vendors, grant support for school-based health screening
programs and clinical services, and increased financial support for physical education.
Would increase the number of primary care providers and public health practitioners
through loan repayment, reimbursement grants for training curricula, and infrastructure
support. Would require coverage of clinical preventive services such as cancer
screenings and smoking cessation programs in all federally supported health plans,
including the new public plan, Medicare, Medicaid, and SCHIP, and would increase
funding for community-based prevention interventions. Federal, state, and local
governments should work together to develop a national and regional strategy for
public health and align funding mechanisms to support its implementation. The
government must invest in public health workforce recruitment and the modernization
of public health infrastructure, such as public health laboratories.

Comparative effectiveness/quality improvement: An independent institute would be
established to guide reviews and research on the comparative effectiveness of various
treatments. Hospitals and other providers participating in the new public plan would be
required to collect and report data to ensure that standards for quality, health
information technology, and administration are being met. Funding for biomedical
research and research on the causes and treatments of autism would be
strengthened.

Health information technology: Would invest $10 billion per year over five years for
nationwide adoption of standards-based health information technology systems,
including electronic health records. Requirements for full implementation of health
information technology would be phased in with the necessary federal resources.
Would ensure that information technology systems are developed in coordination with
providers and frontline workers, including those in rural and underserved areas.
Patient privacy would be protected.

Transparency: Would require hospitals and other providers to collect and publicly report
measures of health care costs and quality, including data on preventable medical
errors, nurse staffing ratios, hospital-acquired infections, disparities in care, and costs.
Health plans would be required to disclose the percentage of premiums that goes to
patient care versus administration.

Patient safety: Would support hospitals and physician practices in their efforts to
prevent medical errors.

Provider payment reform: Would accelerate efforts to develop and disseminate best
practices and align provider reimbursement with provision of high-quality care.
Providers who see patients enrolled in the new public plan, plans in the National
Health Insurance Exchange, Medicare, and FEHBP would be rewarded for achieving
performance thresholds on physician-validated outcome measures.

Prescription drugs: Would allow the federal government to negotiate directly with
pharmaceutical companies under the Medicare prescription drug benefit. Would allow
U.S. residents to purchase medication from Canada and other developed countries, if
the drugs are safe and prices are lower. Would increase use of generic drugs in the
new public plan, Medicare, Medicaid, and FEHBP and prohibit large drug companies
from preventing generic drugs from entering markets.

Medicare private plans: Would eliminate extra subsidies to private Medicare
Advantage plans and pay them the same amount that it costs to treat the same
patients under regular Medicare.
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Disparities: Would require hospitals and health plans to collect, analyze, and report
health care quality disparities and hold them accountable for differences. Would diversify
the workforce, implement and fund evidence-based programs such as patient navigator
programs to reduce disparities, and expand the capacity of safety net institutions.

Malpractice: Strengthen antitrust laws to prevent insurers from overcharging physicians
for malpractice insurance. Would also promote new models for addressing physician
errors to improve patient safety, strengthen the doctor—patient relationship, and reduce
the need for malpractice suits.

Financing: Would finance by allowing the tax cuts for households with incomes of
$250,000 and above to expire and with revenue from the employer contribution.

HOW WELL DO THE CANDIDATES’ PROPOSALS MEET PRINCIPLES FOR
HEALTH INSURANCE REFORM?

Assessing the presidential candidateslthaasurance reform proposals against the
principles for reform described above helpdltstrate their differences as well as their
strengths and weaknesses. The proposals use different mechanisms to address the
problems of inadequate accésxare, variable qualitynad high costs (Figure 6). The
inclusion or omission of certain featureslsignificant implicatins for the number of
people who will ultimatelypoecome covered, tloost to stakeholders and the overall health
system, equity in access and financing, angravements in the quality and efficiency of
care. Raising the right questions and weighing the evidence will help shape consensus.

Figure 6. Features of Candidates’ Approaches to Health Care Reform

McCain Obama
Aims to Cover Everyone No Yes
Individual Requirement to Have No Children only
Health Insurance
Offer or contribute %
Employer Contribution No of payroll, small
businesses exempt
Health Insurance Exchange No Yes
Medicaid/SCHIP Expansion No Yes

Tax credit $2,500 for
individuals, $5,000
for families

Sliding-scale
premium subsidies
based on income

Premium Subsidies and Tax Credits

Standard Benefits Package No Yes

Consumer Protections Against Guaranteed Issue,

Underwriting on Basis of Health

High-Risk Pools

Community Rating

Tax Credits for Small Businesses

Yes

Federal Reinsurance for Businesses
for High Health Care Costs

Yes

Source: Authors’ analysis, September 2008.
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ACCESS TO CARE

Do the Proposals Have the Potential to Cover Everyone?

The candidates differ markedly on the goabaviding coverage to everyone. Senator
Obama supports the goal of universal cage. While Senator McCain discusses
expanding access to health insurance covehagkas not said that covering everyone is
a goal.

Both candidates propose reforms in whio# fiealth system would continue to be
structured around private insurance markett) a supporting role played by public
insurance programs. Yet, thaleas on how a reformedstgm should operate diverge
significantly. Obama’s reformed health insuca system would be based primarily on
broad private and public grougski pools, with regulationthat prevent insurers from
rejecting applicants or charging highemiums because of preexisting conditions.
McCain’s reformed system, instead of paglirisks, would rely on individual insurance
markets without consumer protections and separate high-risk pools for people with health
problems. The two candidates also differ datically on requirements for employers and
households to participate in the health system.

Senator Obama: group insurance markets. The largest gap in the health
insurance system occurs when people ddawe access to employer coverage but have
incomes that are too high to qualify for Meaid or SCHIP. The individual insurance
market—in which about 7 percent of thweder-65 population buys coverage—has proven
largely inadequate to stem the rising tideininsured people (Figure 7). While the
number of people who have lost coveragetlgh their employers has risen steadily over
the past few years, the share of the patah that buys coverage in the individual
insurance market has stayed relatively constant over’tigama proposes to fill this
gap in three ways: 1) shoring up employasdd health insurance by requiring all
employers, other than small businesses, to offeerage or contribut® the cost of their
employees’ health insurance; 2) expandifigibility for Medicaid and SCHIP; and
3) creating a new insurance “market,” caleeblational Health Insurance Exchange, with
ground rules designed to protect consumarg;hich small businesses and people
without access to employer coverage, Madi, or SCHIP could purchase a private
health plan or a new public plan, with premium subsidies and tax credits for eligible
families and small businesses. Thistpronged approach builds on existing large
group risk pools (large emmpjer groups and public insurance programs), which have
lower administrative costs than in the indival insurance market. In addition, it attempts
to repair the inefficiencies and inequitsthe individual markethrough broader risk
pooling, ground rules, and benefit standard® dpproach is similar to health reform
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legislation implemented in Masgausetts, with the key difference being that Massachusetts
requires everyone to have coage while Obama would onfgquire children to have
coverage (see text box, Approaches &alth Reform: Massachusetts, on page 7).

Obama’s proposal also differs from Massaeltiss approach in that individuals and
businesses would be able twoose between private and puliigalth plans in the health
insurance exchange, while Massachusetts’ insurance exchange offers only private plans.

Figure 7. Sources of Health Insurance Coverage
in the United States, 2007

Numbers in millions, 2007

Uninsured Uninsured
45.6

45.0
Military (15%) Emlpéiyler (17%)

(55%)

Employer
161.5
(62%)

Military

Individual
16.1
(5%)

Individual
15.9
(6%)

Medicaid
29.2

(10%) Medicaid

29.1

(11%)

Medicare Medicare
40.1
(13%)

Total population = Under-65 population =
299.0 million 262.2 million

Source: Analysis of the March 2008 Current Population Survey by B. Mahato for The Commonwealth Fund.

Obama proposes to regulate the behavi@illgfrivate insurace carriers, even
those that do not offer plans through Negtional Health Insurance Exchange, with
ground rules designed to protecinsumers. Currently, onlyreandful of states regulate
their individual insurance markets to enstivat older people dhose with health
problems can gain access to a health plan. Becearriers selling policies in this market
individually underwrite eachpplicant, people in poor héalor those with a greater
likelihood of needing expensiveealth services—such as men of childbearing age or
older adults—may be charged a high prem have a health condition (such as
pregnancy) excluded from covegey or not be offered a pojiat all. Massachusetts, New
Jersey, and New York impose particularly sggegulations on their markets, including
“pure” or “modified” community rating (i.e people with health problems cannot be
charged substantially higher premiums thaalthier applicants) and guaranteed issue
(i.e., anyone who applies siLbe offered a policy).
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Obama would provide income-based subsidioe households to offset the cost of
insurance, but has not yet offered details o would be eligible or what the magnitude
of the subsidies would be. He also wibplrovide refundable xacredits to small
employers, worth up to 50 percent of theempium costs, but has not specified which
small businesses would be eligible.

Senator McCain: individual insurance markets. In contrast to Obama’s plan,
McCain’s proposal would make the individuasurance market central to the health
insurance system. McCain would encourpgeple to buy individuanarket insurance
through the provision of new taxedits and a fundamental change in the tax code that
could shift the system away from employased coverage. His proposal could have the
effect of reducing existing consumer protens that states have put in place for their
individual insurance markebs/ allowing people to buy health insurance in any state. For
people with preexisting conditions who are eardown for coverage in the individual
market, he would provide federal financitagexpand high-risk surance pools that now
exist in 34 states.

Under Obama’s proposal, employer-prowddealth insurance would remain a
central feature of the insurance systemcBwgtrast, McCain’s proposed changes to the
tax code could significantly reduce the employe in the system. Under current federal
law, employers’ contributions to employpeemiums are excluded from income taxes.
McCain proposes to eliminate this special ttatment and repladewith refundable tax
credits of $2,500 for an individual and $5,000 for families for any private health
insurance, whether received from an emplaygourchased in the individual market.

As Buchmueller and colleagues point out in their regairh Affairs article, the
tax benefits of employer-praded coverage are a major reason why so many employers
offer coverage todalf In addition, they argue théite tax exemption provides an
incentive for healthy employees to sign updarployer coverage, thus helping to offset
the higher costs of older and sicker workers.

McCain'’s tax credits would not changeedical underwriting practices in the
individual market that maki difficult for older people or thse with health conditions to
find affordable coverage. In the absenceegfulations against risk selection and the
imposition of benefit standards, the valof McCain’s tax credits would vary
significantly based on age, heatitatus, gender, and geograptiiferences in the cost of
health care. Individual marketans often do not cover mahhealth services, certain
preventive services, and other types of ckaw;,even offer maternity coverage. This
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means that people who are currently uniaduwr who lose employer-based coverage
might not be able to find affordable plahsit offer the coverage they need in the
individual market, even with the hetp the tax credit. The Commonwealth Fund
Biennial Health Insurance Survey of 20@®ifd that 48 percent aflults with health
problems who had individual coverage, or hamutiht about or tried to buy a plan in the
individual market in the k&t three years, found it very difficult or impossible to find
coverage they needed; 71 @amt found it very difficult or impossible to find a plan they
could afford; and 33 percent said they were turned down or charged a higher price
because of a preexisting condititiNinety-two percent saithey never bought a plan.

Covering more people through the indival market, which has considerably
higher administrative costs than group insueamould fuel growth in the nation’s health
administration costs. The costshealth insurance adminiation are one of the fastest-
growing components of nationlaéalth expenditures—risifgy more than 10 percent per
year since 2000, compared with overall healtpenditure growtbf 7.7 percent (Figure
8).'2 Administrative costs in thiadividual market run from 2percent to 40 percent of
premium dollars, compared wiftD percent in thiarge employer group insurance market
and 2 percent in Medicaré These costs include expendés spent on underwriting each
policy sold plus those relatéd marketing and profits. There are also economies of scale
inherent in writing policies flogroups of individuals, congwed with writing policies for
individuals. Buchmueller and colleaguesireaite that a family that moved from
employer coverage to the individual metrkvould pay on average $2,000 more for a
comparable policy, with far less of theemium going to cover actual medical
expenditures as opposed to administrative cdsts.
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Figure 8. Health Expenditure Growth 2000-2006
for Selected Categories of Expenditures

Average annual percent growth in health expenditures, 2000-2006
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Source: A. Catlin et al., “National Health Spending in 2006: A Year of Change for
Prescription Drugs,” Health Affairs, Jan./Feb. 2008 27(1):14-29.

Obama proposes to broaden insurance etatkes by requiring all insurers to
issue policies to applicanésmd banning medical underwriginwhile McCain proposes to
loosen rules. McCain would allow peopleltoy health insurance across state lines. As
Buchmueller and colleagues point out, tlmsans that insurance carriers would no longer
need a state license to sell leansurance and thus could ddtsh charters in states with
few regulations, as creditrd companies can do ndwPeople who currently have
individual insurance markebverage and enjoy certairat-specific protections would
eventually lose those protections. These inchegdilations againstgk selection such as
guaranteed issue and commum#ying, benefit requirements such as mental health parity
and cervical cancer screenings, and procedecgiirements such as external review of
disputed decisions by managed care planthdrend, it could be very difficult for people
with health problems or healtlsks to gain access to ligsinsurance in the individual
market anywhere in the United States.

For people denied coverage in thdiimdual market, McCain has proposed
expanding state high-risk pools and providamgmium subsidies tthose who need
them. In 2006, 34 states were operating fuais, which are insurance programs created
by state law for people with hih conditions who are eithenable to gain adequate
coverage through the individual market cg aharged exorbitant premiums. At the end
of 2006, about 190,000 people were covereduthindhigh-risk pools nationwide, with
enrollment ranging from about 350 people in Florida and West Virginia to 29,000 people
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in Minnesotat® Following voluntary guidelines estatied by the National Association
of Insurance Commissioners, sistates impose premium cdpstheir high-risk pools,
ranging from 125 percent of average individorarket rates in Minnesota and Oregon to
as high as 250 percent in Florida. Thergamendous variation what the plans cover

as well as in the deductibles and maximannual and lifetime benefit limits. For
example, the Idaho plan with the mestollees has a $5,000dietible, the highest
among the states, compared with a $500 dézlador the most popular plan in South
Carolina. Five states have annual maxim benefits ranging from $75,000 to $300,000.
Thirty-one states have maximum lifegnfimits, ranging from $500,000 in Louisiana and
Oklahoma to $5 million in Florida and Minnesota, though most have limits of $1 million.
Several states provide discosiior premium support for lower-income enrollees, but the
generosity of the support varies widély.

Even though premiums in high-risk poale high, they have not been sufficient
to finance the expensive claims made in¢hgsols. On average,gmiums provide just
61 percent of the funding for high-risk poolspgang from 30 percent in Florida to 90
percent in West Virginid® Minnesota—which has the highestroliment of all states, at
more than 29,000 in 2006—faced claims expepsgsvalent to nearly 200 percent of
premiums collected. New Mexicotatio was nearly 400 perce8tates have struggled to
make up the difference using a combioatof approaches, éuding assessments on
insurance carriers (28 statesfate revenue funds such as general revenues and tobacco
taxes (nine states), and provider assessn(inisstates). Mangtates also receive
federal grants directed toward specific initiatives, such as premium subsidies. But states
also have tried to reduce their costs by: limiting enrollment; closing the pools to new
enrollment (Florida’s pool Isjust 382 members and has been closed to new enrollment
since 1991); limiting the amount of time somecaa be in the pool (California enrollees
are limited to 36 months of continuousverage, after which they are eligible for
guaranteed issue coverage in the individoaiket); negotiating more favorable provider
payment rates; and increasing premiumsdpudébles, and copayments. Most states
impose waiting periods for preexistingrditions, ranging from two to 12 months.

Relying on high-risk pools askey part of our health snrance system is likely to
be very expensive, given the financing brgtof the pools and thact that premiums
have proven unaffordable for people witkv and moderate incomes. In addition,
allowing people to purchasewerage across state lineswld mean that even fewer
people with health problems would be abldty coverage on the individual market,
thus increasing pressuion high-risk pool$? The Tax Policy Center points out that, if
the removal of the employer benefit tax exemption caused many employers to drop
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coverage, many employees with higsks could end up in high-risk podf$The Center
estimates that, if the pools were financedqately and coverage made affordable as
McCain has proposed, this feature alooeld cost up to $1 trillion over 10 years.

How Many People Might Ultimately Gain Coverage Under the Two Proposals?

The lack of details in the ndidates’ proposals makes it difficult to estimate how many
people might ultimately gain coverage under each approach. But researchers have made
assumptions about aspects of the proposals that provide rough estimates.

Senator Obama’s proposal. Prior analyses havéiswn that an individual
requirement to have health insurance couplgd an automatic enrollment mechanism,
such as through the tax system, is necessargme close to covering everyone through
a mixed private—public approaéhCathy Schoen and colleagues at the Commonwealth
Fund outlined an approach that is similaQisama’s proposal, but includes an individual
mandate and automatic enrollment throughtaixesystem (see text box, Approaches to
Health Reform: Building Blocks, on page 3)ln microsimulation modeling by the
Lewin Group, researchers found that sugmaposal would cover 99 percent of the
population in 2008, leaving about 3.6 millianinsured. Fewer people would likely be
covered under Obama’s proposal than urnlderSchoen et al. proposal, since Obama’s
proposal only requires children to hawsaltth insurance. But the number of people
covered under his plan will also depend on details he has not yet specified, including:
new eligibility guidelines for Medicaid ar8CHIP; the amount of premium subsidies for
coverage through the Insurance Exchangeedlsas what hous®ld incomes would be
eligible for the subsidies; the amount of the tax credits for small businesses and which
small businesses would be eligible; how easy it is for people to become enrolled; and
how requirements for children tovecoverage would be enforc&t.

To provide preliminary estimates oftimumber of people who could eventually
be covered under Obama’s proposal, the Halicy Center made several assumptions,
including:

I Medicaid and SCHIP. Adults and families with incomes up to 100 percent of the
federal poverty level would be elidgébfor Medicaid. Children under 18 in
households with incomes up3060 percent of poverty walibe eligible for SCHIP.

I Premium subsidies. The Tax Policy Center assumes a premium subsidy schedule
that is less generous than that modele&tiyoen et al. and what is in currently in
place under the Massachusetts universal coverage law (see text boxes, Approaches
to Health Reform, on pages 7-8). The @eiissumes that people with incomes
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between 100 and 150 percent of poverbuid pay no more than 3 percent of

their income on premiums; those at 18@00 percent of poverty would pay no

more than 6 percent of their income; those at 200 to 250 percent of poverty would
pay no more than 9 percent of their income; those at 250 to 300 percent of poverty
would pay no more than 12 percent of thecome; those €800 to 350 percent of
poverty would pay no more than 16 percehtheir income; those at 350 to 400
percent of poverty would pay no more than 20 percent of their income; and those
with incomes over 400 percentpdverty would receive no subsidy.

I Employer requirement. The Tax Policy Center assumes that employers with
10 or more employees who do not offeverage would pay 6 percent of wages,
up to 80 percent of the average premium paid by firms of the same size for
single coverage.

I Small business tax credits. The Center assumes that tax credits are equivalent to
50 percent of premiums for businesses with fewer than 10 employees and 10
percent for firms of 10 to 24 employees.

Under these assumptions, the Tax Pollenter estimates that Obama’s proposal
would reduce the number of uninsul®d18.4 million in 2009 and by 33.9 million by
2018 (Figure 9). Because of the requirementalathildren have health insurance, most
children would be covered, but about 32.9 million adults would lack health insurance in
2018 (out of an estimated 66.8 maohi uninsured people that year).

Figure 9. Estimated Number of Uninsured People Under
Current Policy, McCain Health Plan, and Obama Health Plan
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Source: L. Burman, S. Khitatrakun, G. Leiserson et al., An Updated Analysis of the 2008 Presidential Candidates’ Tax Plans,
Urban Institute—Brookings Institution Tax Policy Center, Updated September 12, 2008.
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Senator McCain’s proposal. McCain’s proposal is expected to fall far short of
universal coverage; indeed, he has not namackrgal coverage as a goal. The effect his
approach would have on the number of people covered would depend on employers’
decisions to drop or continuwdfering coverage, whethénre new tax incentives would
retain their value over time, and the numbiepeople who woulthuy coverage in the
individual market.

Buchmueller and colleagues estiméitat removing the tax exemption for
employer-provided health benefits would saumany employers to drop coverage, such
that 20 million people would lose access to employer health benefits. The Tax Policy
Center arrives at a similar estimafeBuchmueller et al. note that the number losing
insurance could be even higher, since thaimege does not includie effect of healthy
workers opting out of employer coverage, legva sicker risk pocand increasing the
likelihood that employers would ertually discontinue coverage.

The Tax Policy Center and Buchmuelleaétestimate that, under the McCain
proposal, 21 million people would buy covgean the individual market. This would
include those who lose coverage through their employetshedse who were uninsured.
This means that McCain’s proposal would tesua net gain ol million people covered
during the first year it ismplemented (Figure 9).

Another important difference between thenefit tax exclusion and McCain’s tax
credits is the fact that the employer beni@it exclusion automatically adjusts to medical
price inflation. The McCain campaign has stdt his proposetax credits would be
pegged to growth in consumer prices, whichehhistorically climbd more slowly than
medical expenditures. This means thatvhieie of the tax crets would decline over
time relative to premiums, such that feyeople would be able to afford to purchase
health insurance in future years. Thex Palicy Center finds that, by 2013, McCain’s
proposal would reduce the number of uninsure® million. After that as the value of
the tax credit declines relative to premiyriee number of uninsured people would climb
again. By 2018, the plan would reduce the hanof uninsured people by just 2 million,
leaving an estimated 65 million people uninsured.

The Tax Policy Center did not estimate #ifect of McCain’s proposal to expand
high-risk pools on the uninsured. Buchmuellealeestimate that an annual infusion of
$7 billion to $10 billion in extra funding fahe pools, which the McCain campaign has
proposed, would cover 3 million additional peofle.
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Do the Proposals Provide a Standard Benefit Plan for Essential Coverage with

Financial Protection?

Proposals that define a stardl&ealth benefit package, including cost-sharing, would
improve coverage for the millions of Ameains whose current health insurance provides
inadequate protection. Such proposals alsald provide comprehensive access to care
for people who become newly insured. Staddzenefit packages could ensure that
people have access to essential preventmecss like vaccines and to programs to
manage chronic health conditions.

By expanding access to Medicaid andHB&, Obama’s proposal would improve
benefits and lower premiums and out-of-pdda@sts for many currently underinsured
children and adults in families with low toderate incomes. Obama would require that,
in satisfying the employer requirement feo or contribute to the cost of coverage,
employers must offer “meaningful” covgmawith a “meaningful” contribution to
workers. Obama’s new National Health Iresace Exchange would require that all
approved private plans are aakt as generous at the nawblic plan, which would have
benefits similar to a standaptan offered through FEHBP.

In contrast, McCain does not proposeamndtrd set of covered benefits. People
could continue to get coveragaough their employers, iif is offered to them, or buy
coverage on the individual insurance marKRétose using the tax credits to purchase
coverage on the individual market coultbose between more comprehensive plans with
higher premiums and less comprehensive\aith lower premiums. People with lower
incomes, however, would have less discretiagetect among plan&s Buchmueller et al.
suggest, insurance carriers might create bare$ policies with premiums set at levels
close to the amount ofdhax credit. As the cragdoses value over timelative to premium
growth, these plans would likely become skimpier. Many people with health problems
would have little control over their benefiigkages. In a deregulated insurance market,
benefit packages and premiums could bemained by preexisig conditions, gender,
and age. People with health problems wdaddat risk of being charged a much higher
premium for coverage, having their healtbldem excluded, or being denied coverage
altogether. McCain has saicatrhe would make premiumfardable in his Guaranteed
Access Plans or high-risk poolsyt he has not said what thkans would have to cover.

Are Premiums, Deductibles, and Out-of-Pocket Costs Affordable Relative to

Family Income?

The design and size of new premium subsidied tax credits will have a significant
impact on the share of income that families spend on health care. Obama has said he
would make premiums affordable by providisliding-scale subsidies based on income,
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though he has not said what the size ofsthigsidies would be @pecified the income
levels of households that would be eligible. McCain woulda@pthe employer benefit
tax exemption with refundable tax crsdof $2,500 for individuals and $5,000 for
families. Compared with a standard income tax deduction proposed by other candidates
in the primaries and the Bush Administoattias a replacement for the employer benefit
tax exemption, refundable tax credits are be#teyeted to lower-income families who do
not pay taxes (a person who does not paynmectaxes cannot take a tax deduction) and
do not favor those in higher-income tax brask&till, McCain’s proposed tax credits fall
well short of the average premium in epy®r-based health plans, which in 2008 was
about $12,680 for a family policand $4,704 for a single poli¢y.Buchmueller et al.
estimate that an equivalengplin the individual marketould cost at least another
$2,000 due to underwriting and other administrative cdsdtaking up the difference
between the tax credit and the premiuould pose a greater burden for low- and
moderate-income households. And purchasec®wérage in the individual insurance
market would find that the value of the cresduld vary by state,dalth status, gender,
and age, among other factors.

But premium costs are only part of the health care expenses faced by families.
Deductibles, copayments, out-of-pocket spegdimits, covered services, and annual or
lifetime limits on coverage affect what peopley for health care dimg the year. Indeed,
there has been a significant increase oveptst few years in the number of insured
adults who have such high out-of-pocket sasiative to their incomes that they are
effectively “underinsured.” Cathy Schoendacolleagues found that 25 million adults
under age 65 were underinsured in 2007, up from 16 million in 2003 (Figtfte 2).
Drawing on the 2003 and 2007 Commonwealth Fund Biennial Health Insurance Surveys,
the researchers defined peopleiaderinsured if they: speh® percent or more of their
taxable income on out-of-pocket costs, exalgdbremiums; spent 5 percent or more on
out-of-pocket costs, excluding premiumsthiéy had incomes under 200 percent of
poverty; or if their deductibles amounted tpdycent of more their income. According to
this definition, about a quarter of adults in lower-income families were underinsured in
2007, up from 19 percent in 2003. During this period, exposure to high health costs
moved dramatically up the income scale. Share of adults witincomes at 200 percent
of poverty or higher who were underinsurezhrly tripled over the four-year period,
climbing from 4 percent in 2003 to 11rpent in 2007. People who were underinsured
reported high rates of problems in gettirggeded care due to costs, such as filling
prescriptions, as well as problems paying roadbills. In fact, rates of such problems
among the underinsured wereanly as high as the rate=ported by people who were
uninsured for a time during the year.
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Obama indirectly addresses the issuaraferinsurance by proposing that the new
public plan have benefits similar to thosaitable to federal employees and members of
Congress and that private plans offered through his health insurance exchange meet the
same standard. Currently, the FEHBP plan whithhighest enroliment is the Blue Cross
Blue Shield Standard Plan option. The anmealuctible for that plan is $300 per person
and copayments are $15 per phigsicvisit for in-network poviders. There are separate
$100 deductibles for hosal admissions anadom and board. Presdign drug copayments
range from $10 for mail order generic drug2%opercent coinsurance for brand name
drugs at local pharmacies to 45 percetinsarance for out-of-network pharmacfés.

McCain does not address the growing problem of underinsurance. By
encouraging a shift away from the emplogearket toward the individual market,
without specifying a standard set of bfise his proposal might leave many people
facing higher deductibles, higher out-of-pockests, and higher premiums. Average
deductibles in the individual market are dalnsially higher thamhose in Blue Cross
Blue Shield’s Standard Plan and average employer group plans. According to the
Association of Healtlnsurance Plans, the &léh insurance industrassociation, average
weighted deductibles for preferred provideganization (PPO) and point-of-service
plans sold in the individual market meeabout $2,750 in 2006—07 and average weighted
copayments for primary care physician apecialist visits naged between $29 and
$373° These costs are considerably higher than in employer-based PPO plans, which in
2007 had an average per-person deductible of $461 and average copayments of $19 to
$24 for in-network primary and specialist physician vidits.

Blumberg and colleagues argue that stassléor health insurance affordability
should take into account both piiems and out-of-pocket spendiffgNotably, individual
insurance market plans often have low prensibbut high deductibles or other cost-sharing
that can lead to high out-of-pocket spardiln implementing legislation to provide
universal coverage, Massachusetts sotghtake both premiums and out-of-pocket
costs affordable (see text box, Approacheddalth Reform: Massachusetts, on page 7).

Would the Proposals Make It Easy to Find Health Coverage and Stay Enrolled?

Obama’s new regulated group insurancekeia the National Health Insurance

Exchange, would fill a major gap in therent system. People who lose coverage

through an employer would be able to turthte exchange as an affordable place to
purchase health insurance coverage thatrégulations against risk selection and

standard benefits. This couldduce the length of time tha¢ople are uninsured as they

move from one form of coverage to anatHgeveloping a way for people to easily sign

up for coverage, such as when they file taxes, would help make such transitions seamless.
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McCain’s tax credits would make healtisurance more affordable for people
who need to purchase covgeaon the individual markeln theory, by separating
coverage from employers, his proposal alemul make coverage pable, with people
able to take their health plafrom job to job. But because McCain would allow interstate
purchase of health coveragealting the individual market even less regulated than it is
today, it would be harder for people witkalth problems and who are older to find
affordable coverage that meéheir health needs. Shify the insurance system away
from the relative security of employer groupvemage could exacerbate the complexity of
the system, making access to insurance more uncertain and increasing the potential for
“churning” when people ga and lose coverage.

Do People Have a Choice of Health Plans or Care Systems?

Although many Americans currenthave little choice of healtplan or provider, surveys
show they highly value having such choiced are more satisfied when they have more
choices. In a 2005 analysis of the Commeaith Fund Biennial Health Insurance
Survey, nearly three of five adults un@ge 65 with employer-based coverage said it
was very important that their employer offer a choice of health pfadaving a choice

of provider was even more imgant to adults’ overall sata€tion with their health care
than having a choice of health pl&h.

Reflecting this strain of public opiom, both candidates’ proposals emphasize a
choice of health plans. The new insuraegehange proposed by Obama would include a
range of private health plans in additiona public health plan option, similar to
Medicare, all of which would have a standiget of covered benefits. His proposal
emphasizes that people would not be forcechtmge plans. They could choose to stay in
their employer-based coverage iéithemployer continues to offer it.

McCain’s proposal, which would providax incentives for people to buy
coverage in the individual market, alsould allow for choice of plans and benefit
combinations. Equalizing the tax treatmehemployer-based and individual market
insurance would mean that people woulgeéheore options for coverage and could
choose between more comprehensive platisless cost-sharing and higher premiums
and less comprehensive plans with greatst-sharing and lower premiums, or some
combination thereof. In addition, allowimgople to buy coverage any state, as
McCain has proposed, would provide a greedage of choices. However, older people,
those in poor health, and those with lm@omes would have fewer choices in the
individual market than those wlare younger, in good healtr,who have higher incomes.
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QuALITY, EFFICIENCY, AND COST CONTROL

Do the Proposals Pool Health Care Risks Broadly?

The purpose of insurance is to pool riskshsd people in gooddalth subsidize those
who become sick, the young support the olde-dlodied individuals support accident
victims, and so forth across the life sphifie is uncertain and insurance coverage,
whether for material belongings health, protects against fimaal ruin inthe event of a
catastrophe, accident, or illness. The broadermore diverse the risk pool, the less
likely it is that one event will cause finankcrain for an individual, a group, or an
insurance carrier. In additiowjth a broad and diverse riglool, individual premiums
will be lower.

Insurance carriers sell podis in three different markets—large employer group,
small employer group (firms with fewer th&8 employees), and inddual—in each of
the 50 states and the District of ColumBi&ecause of the voluntary nature of health
insurance in the U.S., people who are raered through the broaisk pools of large
companies must buy coverage either adidmginesses or indiduals. To avoid the
expense of health insurance, small businesses and individuals might wait until they are
more likely to need insurance, such as when an employee or family member develops a
health problem or plans on becoming pregnéahis is known as adverse selection and is
a serious threat to the vidity of carriers s#ling in the smallgroup and individual
markets. The drive to protect against ithe overriding dynamic in those markets. Given
the challenge of selling policies in the small group and individual insurance markets,
many carriers simply choose to avoid them-ipalarly the indvidual market—unless
state regulations require carsehat sell in the large grouparket to also sell in the
small and individual markets. Swartz refgahat, in 1997, merely 700 carriers sold
individual policies in the U&., compared with 2,450 caers in the small and large
group marketg®

From the perspective of both efficienagd equity, the advantages of group
insurance such as employer-based cagyer®ledicare, Medicaid, and SCHIP are
considerable. There are economies of scale inhéreselling plans tgroups rather than
individuals®” Employer coverage forms natural risols: people of all ages and health
status enroll when they take a job rathantlwhen they are sick, reducing the potential
for adverse selection. The lack of underwgtin the large employgroup market also
ensures that workers are not excluded fomwverage, or chargedifferent premiums, on
the basis of health statusage. Premiums in the employer group market are more in line
with actual medical expenditures than those in the individual market. Administrative
costs consume from 25 percent to 40 paroéeach premium dollar in the individual
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market and 15 percent to 25 percent oflsgraup premiums, compared with 5 percent
to 15 percent for large group coverdf@he costs of marketingsaorance in the individual
and small group markets are particuldrigh. A 2003 study found that the costs of
commissions alone in the small group market from 4 percent to 11 percent of
premiums>® Proposals that increaseverage through the individual market have the
potential to devote laeg shares of premiums to admirasive costs and the up total costs
overall. In contrast, those that providegp coverage—especially through the Medicare
program—have the potential to signifitgriower overall administrative costs.

Obama’s proposal would build on the strengtharge risk pod by requiring that
employers either offer coverage or help fina it. It also woul@éxpand the large risk
pools of public insurance by expanding elitifyp for Medicaid and SCHIP, both of
which operate with lower overhead than indual or small group insurance markets.

Obama proposes to replace the inefficienaied inequities inherg in the current
individual market with a Natinal Health Insurance Exchange. Paul Ginsburg has defined
an insurance exchange as “a marketplace managed by government (or by a private entity
operating under rules established by goresnt) in which individuals choose among
health insurance products offered by competing carrférstiere are several examples
of such exchanges, with varying charactarss Massachusetts eBlished an exchange,
which it refers to as a Connector, as paitotiniversal coverage law. The Connector
merges non-group and small group markets ami@ risk pool, which is subject to
modified community rating and guaranteed isSue same rules also apply to individual
policies sold outside thedDnector, to prevent adverselection by people with poor
health risks into the Connector. Peopleoweceive premium suioses are required to
buy their health plans through the Connectod, @am individual mandate to buy insurance
helps ensures a diverse risk pool. FEHB&nisther example of an exchange, in which
federal employees across the country nugsttheir employer-provided contributions to
buy plans selected through the federalgpam. As Ginsburg points out, such a
requirement is critical to creating a diversknpool. It is also important that the rules
that apply to carriers selling plans in theleange also apply to those selling in the
individual and small group markets, as is tase in Massachusefthis ensures that
people in good health who are not eligifde premium subsidies would not seek better
rates outside the exchange, leaving a lesdtly pool in the exchange. Obama has said
that new rules would apply &l health plans operating in the United States, not just to
those selling products through the exchange.
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Another key element of insurance exapas is a mechanism to equalize risk
across insurance plans competing in the pdeéither FEBHP nor the Massachusetts
Connector has such a mechanism. Ginspoigts to the example of the Medicare
Advantage program, in which the federal goweent’s payments to health plans reflect
the health risks of those elfiag in the plans, though the gmiums paid by beneficiaries
are the same. There are similar examples infguod risk equalizabin strategies, such as
the Netherlands’ Risk Equalization FutfdSuch strategies might be enhanced to
encourage carriers to providervices, such as chronic disease management programs,
that would attract peopleith higher lealth risks.

Other issues to consider creating insurance exahmges include: What type of
public entity would be set up to govern the exchamgkvehat powers would it have?
Would the entity operate at a national or regidenel, or some combination thereof (i.e.,
national with regional arms)? How walybeople become enrolled, and how would
contributions to their premiums from emplog€in the case of an employer mandate) or
from government tax credits or subsidiexcbected and distributed? Assuming that
market rules governing the exchange (e.g.rguaed issue and community rating) also
would govern individual and small group insaca markets to preveadverse selection,
how would the federal government accomplish this?

McCain proposes to increamsurance coverage ttugh the individual insurance
market through new tax incentives andedgilation of state markets. But buying
coverage in the individual market will continteebe challenging if tax incentives are not
coupled with benefit standards, regulatiagsinst risk selection, and premium and out-
of-pocket spending limits as a share of meo Providing incentives for coverage in the
individual market without an individual mdate or regulations amst risk selection
would not pool risks. Insurexgould still write indvidual policies rathethan policies for
a broad group of people.

Because the individual insurance markas comparatively higher costs than
group insurance markets, covering moregde through this market would increase
annual spending on insurance administrat®upporters of McCain’s proposal argue
that, if consumers spent mavétheir own money on healthsurance and health care,
they would be more cost-conscious, seek@uer-cost providers, and avoid marginal or
unnecessary care. Still, itlikely that a considerable share of their premiums would
continue to cover non-medical expenses.
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Do the Proposals Minimize Dislocation? Could People Maintain Their

Current Coverage?

A contributing factor to the defeat of t#inton Administration’shealth care reform

plan in 1993 was the exploitation of the publitgar of moving from familiar coverage—
mostly employment-based—to a new approach. Recent surveys by the Employee Benefit
Research Institute show that Americans cw to place a high value on employer-based
coverage. More than three-quarters of eyeés enrolled in employer-based insurance

said they would prefer to receive employevaage rather than an increase in taxable
income equivalent to the cost of their premitin.

From a pragmatic perspective, it would be simpler to allow people to remain with
their current coverage, as long as it metimum benefit and affordability standards,
than to move them to new forms of covggaGinsburg points out that this would allow
relatively untested strategiesich as insurance exchanges, to be implemented and fine-
tuned among a segment of the populatiat tficks coverage, rather than among
everyone with private insurané&Moreover, by maintaining employer coverage, the
system would continue to reap the effidgienefits of large-employer risk pools.
Finally, allowing people to remain coverbg employers would retain a substantial
source of financing.

Obama’s proposal would allow people wémployer-based health insurance to
retain their coverage, if their employersse to continue offering it. They would not
have to move to a new type of coverage or change providers.

McCain, by contrast, proposes a radicarmde in the tax treatment of employer-
based health benefits that could signifitareduce the number of Americans with
employer-based insurance. Indeed, shiflieglth insurance away from the employer-
based system is one of the stated goalssofiealth proposal. By replacing the employer
benefit tax exemption with new tax credits, the proposal would eliminate one of the main
reasons U.S. employers choose to offer hdsdtiefits. Buchmueller et al. and the Tax
Policy Center estimate that 20 million peoplemployer-based plans would lose their
coverage under the McCain proposal, as employers discontinued #idir enefits as a
result of the change in the tax exclusion.

Would the Proposals Be Simple to Administer?

The U.S. insurance system is highly fragmeel and complex, with people receiving
coverage through multiple, competing carriers.d8ylding on the current structure of the
health insurance system, Obama’s propasalld retain much of its complexity.
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However, his proposal would expand group cage, such as large employer insurance,
Medicaid, and SCHIP, and retain the Mmde program, all of which have lower
administrative costs than inditial and small group insuranteThe proposal also

would replace the individuasurance markets with a new group insurance exchange,
which would reduce the comparatively higiesurance administrative costs associated
with the non-group market. In addition, Obawauld include a choice of a public plan in
the exchange. In an analysis of a simeoposal, Cathy Schoen and colleagues estimate
that two-thirds of new enraks in an insurance excharmyeconnector would select a
Medicare public plan option because its pransiare likely to be more affordable than
the private plan options (see text box, Approaches to Health Reform: Building Blocks, on
page 8)* Partly as a result, administrative csterall would decline by an estimated
$15.4 billion in the first year of implementation.

McCain’s proposal to expand insuraramerage in the individual insurance
market has the potential torther fragment risk pooland exacerbate administrative
complexity. In addition, with people mang from employer group coverage to the
individual market, there couloke an overall increase ingftosts of administration. In a
prior analysis of the Bush Administratiorpsoposal to replace the employer benefit tax
exemption with a new standard income di@duction, the researchers estimated that the
number of people in the individual markeduld increase by 20 million and the costs of
insurance administration would clinby $5.5 billion in the first yedY. Prior research
also suggests that there cobklhigh costs associated watministering tax credits for
use in the individual market. Do examined the costs ofradhistering Health Coverage
Tax Credits, which are refundable tax dtedreated under the Trade Act of 2002. The
tax credits subsidize 65 perteri the costs of private snrance premiums for certain
workers who lose their joltsrough international trad®.He found that federal
administrative costs and private health @aministrative costs comprised 34 percent of
total spending on the program.

Do the Proposals Have the Potential to Improve Health Care Quality and Efficiency?
The fact that a substanti@aimber of people lack healtioverage and are therefore
largely outside of the health system pasesgnificant barrier to improving the quality
and efficiency of care. Proposals that ainmigure everyone with benefit packages that
cover essential services would help enslieeentire population has access to preventive
care and timely, essential medical care setbeir life span. But other significant
changes are needed to improve quality dfidiency in a systematic, sustainable way.
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Both of the presidential candidatesvbgroposed conceptual approaches to
improving quality and efficiency. There gseater agreemebetween McCain and
Obama on these issues, at least on basicepis, than on expamdj health insurance
coverage (Figure 10). However, the candidatealth insuranceeform proposals would
significantly affect their abity to achieve improvements in quality and efficiency
throughout the health system. Both cantBdacould use public programs such as
Medicare, Medicaid, and SCHIP to implemantiatives such as paying doctors and
hospitals on the basis of quality. But becaM&€ain emphasizes even less oversight of
private insurance markets than we have yotia is limited to public programs to spur
new initiatives; indeed, he has said that puptograms should take the lead on provider
payment innovation. In contrast, Obama wdoddable to mandate performance-related
payment systems and other innovationsladicare, Medicaid, SCHIP, and the new
insurance exchange. He hasaaidentified the FEHBP as an insurance program in which
innovations might be pursued. For exampletip@ating providers and health plans in
each of the public programs and in the exgfgacould be required to develop chronic
disease management programs. The morenag@ markets are, and the more universal,
standardized, and coordinate@ gystem is, the more levgepoints there will be for
system-wide improvements in quality and efficiency.

Figure 10. Where Candidates Stand on Health Care Reform Features

McCain Obama
Candidates Agree
Expand coverage Yes Yes
Health IT Yes Yes
Transparency Yes Yes
Malpractice reform Yes Yes
Prevention Yes Yes
Pay-for-performance Yes Yes

Comparative effectiveness/
quality measurement Yes Yes

Candidates Differ

Universal coverage No Yes
Requirements to have coverage No Children only
Employer contribution No Yes
Changes to employer benefit

tax exemption Yes No
Regulation of insurance markets No Yes
Financing source No Yes

Source: Authors’ analysis, September 2008.

As noted above, the CommonwealtmB Commission on a High Performance
Health System recommends four key t&igges—in addition teroviding universal
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coverage—for the next president and Congtessiprove the quality and efficiency of
care and move the health care systemttiglaer level of performance. The following
summarizes what the candidates@n@posing in three of these aréas.

Aligned incentives and effective cost control

Payment reform. McCain proposes to reform the payment systems in Medicare
and Medicaid to compensate providersd@mgnosis, preventiomnd care coordination.
He has said that the programs should psiygle bill for high-quality disease care to
make providers accountable and responsibfmtients’ needs. In addition, he believes
that Medicare and Medicaid programs shaudtl pay providers for preventable medical
errors or mismanagement. Obama would accelerate efforts to develop and disseminate
best practices and align provideimbursement with the prision of high-quality care.
He has said that providers who see patientslled in the new public plan and private
plans in the National Health Insurarteechange, Medicare, and FEHBP would be
rewarded for achieving performance thredban physician-validated outcome measures.

Chronic disease management. McCain would promote care management in
Medicaid and Medicare for disabled andegly people. He also has said he would
dedicate more federal research funding todare and cure of chronic disease and the
treatment of patients witmultiple chronic conditions. He would use public health
initiatives to encourage indduals to prevent chronic diseaseceive appropriate tests
for early detection, and follow treatment guides after disease delops. Obama would
require participating insurance carrierdia new public plan, Medicare, and FEHBP to
use proven disease management programaldgéevould provide support to providers to
develop disease management programs.

Increased prevention. McCain would promote coveragé preventive services in
health plans. He says that government sthpubmote greater use whlk-in clinics in
retail outlets, to better sex\people’s needs for care. Olmamould require coverage and
low copayments for preventive services sasttancer screenings and smoking cessation
programs in all federally supported health plans. He would expand and reward employer
prevention programs such as onsite prevergargices (e.g., fluaccinations), provision
of nutritious cafeteria andending machine food, and exese facilities. He would
provide grant support for school-based hestiteening programs and clinical services.
Obama would increase the number of priynzare providers through loan repayment,
reimbursement grants fomining curricula, and infrasicture support to improve
working conditions.
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Prescription drugs. McCain would allow safe reiportation of prescription drugs,
faster introduction of generidrugs, and publication ofuly prices. Obama would also
allow safe reimportation of pscription drugs. He would ineaise use of generic drugs in
the new public plan, Medicare, MedicaithdadFEHBP and prohibit large drug companies
from preventing generic drugs from entgrimarkets. Obama would allow the federal
government to negotiate directly wipharmaceutical companies under the Medicare
prescription drug benefit.

Administrative efficiency. Obama would require healfthans to disclose the
percentage of premiums that goes to pateare versus administration and require
insurers to pay out a reasonable share of gremiums for patient care. He also would
eliminate the extra subsidies now providegtivate Medicare Advantage plans and pay
them the same amount that it costs ¢éatithe same patieniader regular Medicare.

Accountable, coordinated care

Chronic care coordination. McCain has said that, the Medicare program, he
would place patients at the center of care, vatte coordinated by collaborating providers.
He believes that all patients should be gigdarger role in both prevention and care,
putting more decisions and responsibilitythieir hands. As stated above, McCain says
that government should promote greater useaik-in clinics inretail outlets. Obama
would provide support for providers itmplement medical home models of care
management and team caréiprove care coordination for gae with chrorg conditions.

Reducing disparities. Obama would require hospitalad health plans to collect,
analyze, and report health care quatiisparities and hold them accountable for
differences. He would diversify the wddkce, implement and fund evidence-based
programs such as patient navigator progréamreduce disparities, and expand the
capacity of safety net institutions.

Health information technology (HIT). McCain would promote rapid deployment
of modern information systems and technologt itmable doctors faractice across state
lines, and would promote the use of telemewidco connect patients to community health
clinics in areas where services and provigeeslimited. Obama would invest $10 billion
per year over five years for nationwidgoption of standards-based HIT systems,
including electronic health records. He Isagl that requirements for full implementation
of health information technology would pbased in with the necessary federal
resources. Obama would ensure that HIT systems are developed in coordination with
providers and frontline workers, includitigose in rural and underserved areas, and
would protect patient privacy.
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Investment in public reporting, evidence-based medicine

Comparative effectiveness and evidence-based medicine. McCain would facilitate
the development of national standardsn@asuring and recording treatments and
outcomes. He also has said that governmesgrams such as Medicare and Medicaid
should lead the way in health care refothet improve quality and lower costs. Obama
would establish an independémgtitute to guide reews and researan the comparative
effectiveness of alternative treatment options. Hospitals and other providers participating
in the new public plan would be requiredcollect and report data to ensure that
standards for quality, health informati@cthnology, and administration were being met.

Transparency of health care information. McCain believes that more information
on treatment options and physician records must be made public. He would require
transparency on medical outcomes, qualitgare, costs, and prices. Obama would
require hospitals and other providers to@dliland publicly reporneasures of health
care costs and quality, includidgta on preventable medicatas, nurse staffing ratios,
hospital-acquired infections,gparities in care, and costs.

Health promotion and public health. McCain would promote smoking cessation
programs and seek to lower obesity ratesbeleeves that parenshould be responsible
for ensuring children are taugdibout health, nutrition, and excise and children should
be provided healthy dietary choices in scso@bama would require coverage and low
copayments for smoking cessation programs in all federally supported health plans.
Obama would work with schools to creatmlthier environments, including by providing
contract assistance with vend@nd increased financialgport for physical education.
Obama would increase the number of publicthgadactitioners through loan repayment,
reimbursement grants folaining curricula, and infrasicture support to improve
working conditions. Federal, state, anddbgovernments would work together to
develop a national and regiorsaitategy for public healthnd align funding mechanisms
to support its implementation. Obama belietressgovernment must invest in public
health workforce recruitment and modernizatad public health infistructure, such as
public health laboratories.

What Will the Proposals Cost and Do They Have the Potential to Achieve Overall

System Savings?

Both McCain and Obama have provided broad outlines of a reformed health insurance
system and their approaches to improveqiinadity and efficiency of care. However, the
details of their proposals, which have not yet been made clear, will determine the costs
borne by employers, individuals, the governmantl other stakeholders as well as the
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overall health system expenditur@4ey features that will have significant implications
for stakeholder and health system costs include:

I the extent of participation of employemscluding the presence of an employer
requirement to offer covega or pay a contribution;

I the extent of participation by indikials, including requirements to have
health insurance;

I the generosity of benefit packages;
I the contributions by employers, indiuals, and other stakeholders;
I the degree to which risks are pooled,;

I the choice of a public plan opti@milar to Medicare in new group
insurance exchanges;

I the extent to which private insurers aggulated, includingestrictions against
risk selection and rules that set the minim percent of premiums that must be
spent on patient care;

I the size of subsidies to offset premiuamsl out-of-pocket costs and standards for
who receives them; and

I the new income eligibility limits in Medicaid and SCHIP, spending requirements
on these programs for states, andnges in participating providers’
reimbursement rates.

Federal Costs of the Proposals

As noted above, Burman and colleaguehatTax Policy Center made several
assumptions about the candidates’ proposalsalfowed them to estimate the number of
people that would potdéially be covered and what it would cost the federal government
over the next 10 years. The Center estimiuas if the plans were implemented in 2009,
McCain’s proposal would reduce the numbeuninsured by 1.3 million at a cost of
$185 billion, though this does niiclude the coverage opst implications of his
expanded high-risk pools (Figures 9 and. lhama’s proposal would reduce the number
of uninsured people by 18.4 million at a cos$86 billion. McCain’s plan would cost
more than twice as much as Obama’hmfirst year while covering 17 million fewer
people because most of McCain’s tax credibuld be used by people who already had
private health insurance. By 2013, the Certtimates that McCain’s proposal would
cover about 4.6 million people at a federast of $141 billion, while Obama’s proposal
would cover 29.6 million people at a ca$t$160 billion. After 10 years, in 2018,

36



McCain’s plan would reduce the number of uninsured by just 2 million out of projected
66.8 million uninsured at a cost of $64 lmti. Obama’s plan would reduce the number of
uninsured by 33.9 million in that yeat a federal cost of $237 billion.

Figure 11. Tax Policy Center Estimates of
Coverage and Costs of Candidates’ Plans

McCain* Obama*
Ch?nge n Federal Costs Ch_ange n Federal Costs
Uninsured ($ billions) Uninsured ($ billions)
(millions) (millions)
2009 (1.3 m) $185b (18.4 m) $86 b
2013 (4.6 m) $141 b (29.6 m) $160 b
2018 (2.0 m) $64 b (33.9m) $237 b
Total Cost (2009-2018) —_ $1,311 b — $1,630 b
Total Uninsured Not
Covered, 2018
(Out of an Estimated 64.8 m - 329 m -
66.8 m)

* Estimates based on assumptions made by the Tax Policy Center about key details of the proposals that have not yet been
made clear.

Source: L. Burman, S. Khitatrakun, G. Leiserson et al., An Updated Analysis of the 2008 Presidential Candidates’ Tax Plans,
Urban Institute—Brookings Institution Tax Policy Center, Updated September 12, 2008.

McCain’s proposal would cover fewer peeph future years and cost less over
time because the annual growth in the tadits would be pegged to consumer prices,
which grow more slowly than medical costis means that the value of the tax credits
is expected to decline relative to premium costs. This has two implications: 1) fewer
people would be able to afford to buy heaftsurance with their tacredits and 2) people
with employer coverage would pay mdexes on employer-provided premium
contributions, offsetting the costs to the fedgovernment of the tax credits over time.

Over the 10-year period, the Center estimates that the total federal cost of
McCain’s plan could reach $1.3 trillion and tio¢al federal cost of Obama’s plan could
reach $1.6 trillion. But the estimates for the@&in proposal do not include the cost of
his proposed high-risk pools, which wowlaver people who cannot find coverage on the
individual market. This feature of the McCairoposal could be very expensive for two
reasons: 1) allowing people to buy coverageoss state lines would remove existing
consumer protections in the states thgtine guaranteed issue and community rating,
leaving many people who currently have aagge through those markets to go to the
high-risk pools and 2) both the Tax Policyr@® and Buchmueller et al. estimate that 20
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million people would lose employer coverage as a result of the elimination of the
employer benefit tax exemption, leading many viagalth problems to seek coverage in
high-risk pools’* The Center estimates that McCain’s high-risk pools, if financed
adequately and coverage made affordablée proposes, could add an additional $1
trillion to the cost ohis plan over 10 years.

Potential for Savings

The candidates’ strategies for improving thulity and efficiency of care would affect
costs and health system savings oveltldhg term. A report by the Commonwealth Fund
Commission on a High Performance Health Sys®mding the Curve, examined the
impact on health care costs of several stratetyi improve quality and efficiency, some
of which have been proposed by fitesidential candidates (Figure £2)These include:
increasing the use of health infornaatitechnology and comparative effectiveness
evidence in insurance benefit design; prangbetter health andisease prevention, for
example through efforts to reduce tobacco use and obesity; aligning incentives to
improve quality and efficiency, such ag/pay hospitals for improved outcomes; and
correcting price signals in health care nedsk for example by allowing Medicare to
negotiate drug prices with pharmaceutical companies.

Figure 12. Policy Options and Distribution of 10-Year Impact
on Spending Across Payer Groups (in billions)

Total Federal State/Local Private

NHE* Government Government Payer Househqlds
1. Promoting Health Information Technology —$88 -$41 -$19 -$27
2. Center for Medical Effectivenesstealth Care Decision-Making —$368 —$114 -$49 -$98 —$107

3. Patient Shared Decision-Making

Promoting Health and Disease Prevention

4. Public Health: Reducing Tobacco Use -$191 -$68 -$35 -$39 -$49
5. Public Health: Reducing Obesity -$283 -$101 —$52 -$57 —$7:
6. Positive Incentives for Health -$19 $2 -$12 -$4

7. Hospital Pay-for-Performance -$34 -$27 -$1

8. Episode-of-Care Payment -$229 -$377 $18 $90 $40
9. Strengthening Primary Care and Care Coordination -$194 -$157 -$4 -$9 -$23
10. Limit Federal Tax ExemptifanPremium Contributions -$131 -$186 -$19 —$55 $130
Correcting Price Signals in the Health Market

11. Reset Benchmark Rates faliddee Advantage Plans —$50 -$124 $0 $0 $74

12. Competitive Bidding -$104 -$283 $0 $0 $178
13. Negotiated Prescription Drug Prices —$43 -$72 $4 $17 $8
14. All-Payer Provider Payment Methods and Rates -$122 $0 $0 -$105 -$18
15. Limit Payment Updates in High-Cost Areas -$158 -$260 $13 $62 $27

Note: A negative number indicates spending decreases compared with projected expenditures (i.e., savings); a positive indicates
spending increases.

* In some cases, because of rounding, the sum of the payer group impact does not add up to the national health expenditures total.
Source: C. Schoen, S. Guterman, A. Shih et al., Bending the Curve: Options for Achieving Savings and Improving Value

in U.S. Health Spending (New York: The Commonwealth Fund, December 2007).

The Lewin Group estimated what impact these strategies would have on national
health expenditures and spending by majakeftolders over a 10-year period. Many of
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the options include initial investments swahexpanding the use of health information
technology that would result neturns in later years. Paotigal health system savings

from these strategies ranged fromi#ifion to $368 billion over 10 years.For example,

by promoting the diffusion of healthformation technology through a 1 percent
assessment on insurance premiums and Medaalays, net health system savings

could reach $88 billion over 10 years. Esitgtiihg a center on medical effectiveness,

along with the creation of payment andgiesharing incentives for providers and
consumers to draw on the results of mediffalciveness research,dd yield savings of

up to $368 billion over 10 years, shared across all payers. Implementing a medical home
model within the Medicare program in igh primary care providers are paid for

improved care coordination, care managensamd,improving access to appropriate care
could result in savings of up to $194 loii over 10 years. The potential savings
associated with resetting the benchnzagment rates for Medicare Advantage plans
closer to the per-capita cestf people enrolled in theaditional Medicare program

would be an estimated $50 billion overyéars. Allowing the federal government to
directly negotiate prescription drug pricasilable through the Medicare program with
pharmaceutical companies could result in savings of $43 billion over 10 years (although
without provisions to prevent cost-shift, payers other thahe federal government

could experience a ngtcrease in spending).

These cost-saving strategies could potentially offset some of the costs of
expanding health coverage. Foaexle, in the Schoen et &wilding Blocks proposal to
expand health coverage in ways simitathose proposed by Obama (though with an
individual requirement to have insurance), the estimated federal costs in 2008 would be
just over $82 billior™* The Lewin Group modeled howrse of the savings options
outlined inBending the Curve would affect the costs of thuilding Blocks coverage
proposal. Specifically, they moléel the effects on costs aficreasing the use of health
information technology; creating a center ordinal effectivenesseforming provider
payment; increasing the tobacco tax; andvaiig Medicare to negotiate prescription
drug prices with pharmaceutical comparie®Vith these cost-sawi strategies in place,
Lewin finds that net federal spending on thelding Blocks proposal would fall to $31
billion in the first year (Figwr 13). Savings from the initiativéscrease over time, so that
spending offsets are estimated to be everetargfuture years. By 2017, the federal costs
of expanding coverage according to thelding Blocks proposal—without the savings
strategies in place—would climb to $205ibill. The savings stragies would reduce
that cost to just $10 billiorincluding savings to statgovernments, businesses, and
households, the nation could actualye $1.6 trillion over 10 yearn$ health expansions
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were coupled with efforts to reform how theitéd States pays for health care, invest in
better information systems, and adoptiatives to impove public health.

Figure 13. Savings Can Offset Federal Costs of Insurance for All:
Federal Spending Under Two Scenarios

Dollars in billions O Federal spending under Building Blocks alone
H Net federal with Building Blocks plus savings options*
$250 -
$205
$200 -
$150 $122
$100 - $82
$50 - $31
$13 $10
$0 —
2008 2012 2017

* Selected options include improved information, payment reform, and public health.

Data: Lewin Group estimates of combination options compared with projected federal spending under current policy.
Source: Schoen et al., Bending the Curve: Options for Achieving Savings and Improving Value in U.S. Health Spending
(New York: The Commonwealth Fund, December 2007).

FINANCING

Is Financing Adequate, Shared Across Stakeholders, and Fair Based on Ability

to Pay?

Achieving universal coverage will requiresarious financial inv&@ment by federal and
state governments, employers, householdd,ather stakeholders. Such a shared
responsibility among stakeholdeshould be fair and basen the ability to pay.

Obama has proposed financing his proposakir through repear expiration of
the tax cuts implemented over the past jears for households with incomes of
$250,000 or higher. Another key source of finagdn Obama’s plais the requirement
that employers offer coverage to their eaygles or contribute to the cost of their
coverage through a payroll tax. In 2005, emptgyemium contributions for coverage of
active employees and their dependentdedtapproximately $420 billion, over one-fifth
of total U.S. health expenditures that y&ar.

McCain has not offered details on howveuld finance the cost of his proposal.
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KEY DIFFERENCES BETWEEN THE CANDIDATES’ PROPOSALS
In summary, the key differences in theywenators McCain and Obama would reform
the health insurance system are the following (Figure 14):

Figure 14. Key Differences Between the
Presidential Candidates’ Health Reform Plans
McCain Obama
Aims to Cover Everyone Not a Goal Goal
Rules for Individual Insurance Market Minimum State Uniform National
Rules Rules
Employer Role in Providing
Health Benefits Reduce Expand
Medicaid/SCHIP Reduce Expand
Families’ Exposure to Health
More Less
Care Costs
Requirements to Have Coverage None Children Only
Leverage to Stimulate Improvement No change from
- s - - More
in Quality and Efficiency current system
Uninsured Covered After 10 Years* 2 million 34 million
* Estimates of uninsured covered from L. Burman, S. Khitatrakun, G. Leiserson et al., An Updated Analysis of the 2008 Presidential
Candidates’ Tax Plans, Urban Institute—Brookings Institution Tax Policy Center, Updated September 12, 2008.

I Aiming to cover everyone. While McCain proposes to expand access to health
insurance coverage, he has not said tlovering everyone is a goal. Obama
supports the goal of universabverage. The Tax Policy Gr estimates that, in
10 years, McCain’s plan would cover about 2 million people out of an estimated
66.8 million uninsured. Obama’s proposa¢gtimated to cover about 33.9 million
people, or half the unsured in that year.

I Minimum state rules vs. uniform national rules for the individual insurance
market. Policies in the individual marketamdividually underwitten in all but
a few states, making it difficult for older @gle or those with health problems to
gain coverage at affordable ratesn€equently, only about 7 percent of the
under-65 population buys coverage in itmgividual market. This has changed
little over time, despite the growing miber of people who have lost access to
employer-based health insurance. Individuanderwritten policies also increase
administrative costs and reduce the ptigéfior economies of scale. McCain
would change the tax code to encouragee people to enroll in the individual
market and allow people to buy policies across state lines. This change helps
people who currently buy coverage on the individual market and do not receive a
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tax benefit. But allowing purchase asscstate lines would effectively remove
consumer protections, such as commuratyng and guaranteed issue, now in
place in some states. This would reduce access for older people and those with
health problems and increase access for young and healthy people. McCain
proposes to cover people with preexigthealth conditions by using federal funds
to expand high-risk pools, which now cover fewer than 200,000 people in 34
states. Obama, in contrast, would largelglace the individual market with an
insurance exchange in which small businesses and people without access to
employer or public coverage could purchagber a private health plan or a
public plan with premium subsidies atak credits. Insurersncluding those

selling policies outside the exchangmuld be prevented from rejecting
applicants or charging higher premiubecause of preexisting conditions.

Reducing vs. expanding employer health benefits. McCain proposes to treat
employers’ premium contributions to erapées as taxable income and provide
tax credits for people to appto their employer plans andividual market plans.
This change has the potential tduee the incentive of many employers,
particularly small employers, to continpeoviding healtlcoverage to their
employees. Obama’s proposal would reguill employers, other than small
businesses, to offer coverage to tleenployees or pay part of the costs of
covering their employees. This wouldadxhe the nearly 160 million people with
employer benefits to keep the coverdigey have and maintain the more than
$400 billion in employer contributions todléh insurance currently in the system.
Obama also would provide tax credits to small businesses to buy coverage
through the insurance exchange amild offer federal reinsurance for
employers that experience catastrophic claims.

Reducing vs. expanding Medicaid and SCHIP. McCain has said he would
allow states to use Medicaid funds t@ble purchase of private insurance by
eligible families. To the extent thagalthier Medicaid enrollees opted for private
coverage, this option could fragmeng gorogram’s risk pools into healthy and
less healthy groups. Obama would raise imealigibility standards for Medicaid
and SCHIP, allowing more people to become eligible. This would expand the
large risk pools of Medicaid and SCHIP.

More vs. less exposure to health care costs. McCain does not specify a standard
floor for benefits and cost-sharing, whimeans that people buying coverage on
the individual market with his new taxedits could face wide variations in
premiums, benefits covered, and outpofeket costs. He has said he would
provide subsidies to helpeople with preexisting hita conditions buy coverage
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in high-risk pools, though he has not saitat the size of theubsidies would be
or what household income levels wawjualify. Obama would provide sliding-
scale premium subsidies based on incéongeople to buy private or public
plans through the insurance exchange, thdweghas not said what the size of the
subsidies would be or specified the inmlevels of households that would be
eligible. Obama would requitiat the public and prate plans sold through the
exchange have benefits and cost-shasinglar to that available to federal
employees and members of Congress.

I No requirements vs. requirements to have coverage. McCain would not require
people to have health insurance. Obawoald require that children have health
insurance and has said he would consédsimilar requirement for adults if
substantial numbers of people do not bayerage that is deemed affordable.

' The same vs. more leverage to stimulate improvement in quality and
efficiency. Both candidates have propos@sceptual approaches to improving
the quality and efficiency of care, incling changing the way providers are paid,
better coordinating health care, particlyldor people with chronic conditions
care, and improving coverage of and actegseventive services. However, their
health insurance reform proposals casighificantly affecttheir ability to
achieve such improvements throughouthibalth system. Both candidates point
to public programs such as Medicawedicaid, and SCHIP as places to
implement initiatives such gmying doctors and hospitals on the basis of quality.
But because McCain emphasizes less ovetrsifyprivate insurance markets than
we have today, he would be limiteditoplementing new initiatives in public
programs. In contrast, Obama’s proposezhtion of a new public plan and an
insurance exchange would provide neereas in which to experiment with
quality and efficiency innovations. He alsas identified FEHBP as an insurance
program in which innovations in qualignd efficiency might be pursued. For
example, providers and health plansipgrating in each of the public programs
or the exchange could be requiredievelop chronic disease management
programs. The more organized markets are and the more universal, standardized,
and coordinated the system is, the more leverage points there will be to make
improvements in quality and efficiency.

WHICH PROPOSALS HOLD THE GREATEST PROMISE?
Measured against the broad principlascatated by the Commission, Obama’s proposal
for private—public group insunae with a sharedesponsibility for financing has greater
potential to move the health systerwéwd high performance than does McCain’s
proposal to encourage individual marketverage through the use of tax incentives
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(Figure 15). Obama’s approach could pdevmore people with affordable health
insurance that covers essehsi@rvices, achieve greater etyun access to care, realize
efficiencies and cost savings in the psien of coverage and delivery of care, and
redirect incentives to improve quality. Inetabsence of a requirement that everyone has
coverage, however, the proposal is likiyfall short ofuniversal coverage.

Figure 15. How Well Do the Strategies
Meet Principles for Health Insurance Reform?
Tax Credits Mixed Private-Public

and Minimum State Group Insurance with
Rules for Individual | Premium Subsidies and

Principles for Reform Insurance Market Consumer Protections
Covers Everyone 0 +
Standard Benefit Floor — +

Premium/Deductible/
Out-of-Pocket Costs — +
Affordable Relative to Income

Easy, Seamless Enroliment 0

Choice +

Pool Health Care Risks Broadly —_

Minimize Dislocation, Ability to

Keep Current Coverage + ++
Administratively Simple -_ +
Improvt_e !-lealth Care Quality 0 +
and Efficiency

0 = Minimal or no change from current system; — = Worse than current system;

+ = Better than current system; ++ = Much better than current system
Source: S. R. Collins, C. Schoen, K. Davis et al., A Roadmap to Health Insurance for All: Principles for Reform
(New York: The Commonwealth Fund Commission on a High Performance Health System, Oct. 2007).

McCain’s proposal to reform the health insurance system by relying on tax
incentives and voluntary purchase of coveragée individual insurance market with
few ground rules is, by itself, unlikely to acieuniversal coverag®uying coverage in
the individual market will continue to lmhallenging if tax incentives are not coupled
with an individual mandate, benefit standgriegulations agaihgsk selection by
carriers, and premium and out-of-pocket spegdimits as a sharaf income. Providing
incentives for coverage in the individuaarket without an individual mandate or
regulations against risk seteon would not pool riskansurers woud still write
individual policies rather than policies farbroad group of people. Moreover, because of
the substantially higher administrative st the individual market, covering more
people this way would increase annual spegdin insurance administration. Reliance on
state high-risk pools to cover those denied jpediin the individual m&et is also likely
to be expensive.
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CONCLUSION

Universal coverage is a necessary, thaugfrsufficient, condition for improving the
overall performance of the health systédoreover, the way in which policymakers
design health insurance refo will affect whether everyone can have affordable
insurance that covers essential servicebswahether sustained improvements in quality
and efficiency can be achieved. As presi@dgmrandidates, Senators John McCain and
Barack Obama propose reforms that wqulltte the nation’s health system on very
different paths, with profound implicationsrfthe American peoplén the wake of the
2008 election, it will be critical for policymaketo forge consensus around strategies for
reform that have the greatest potentialdoccess and move forward with pragmatic
solutions to our worsening health system crisis.
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