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EXECUTIVE SUMMARY

« Although the major government health care programs, Medicaid and Medicare, are riddled
with problems Florida Governor Lawton Chiles and U.S. President Bill Clinton continue to pro-
mote plans that will force more and more people into government-intermediated health care pro-
grams. In Florida, Governor Chiles "Florida Health Security" plan would dramatically expand the
scope of the state's 11 new regional purchasing alliances by having them sell government-subsi-
dized health plans to low- and middle-income residents.

« Eighty-five percent of Americans have health insurance. In order to facilitate health
coverage for the other 15 percent, the key issues facing Florida and the nation are: access and
affordability. Rather than “universal coverage’—coverage that requires large, expensive, taxpayer-
financed programs or mandates on business—Fl oridians and Americans would be best served by
reforms that facilitate universal access and universal affordability in the private marketplace for
health insurance.

» The good news is that a private-sector revolution in health care is taking place in cities
across Florida and America, where companies are developing a nearly endless variety of methods
to make health care more accessible and more affordable. These include privately-sponsored (not
government-run) purchasing aliances, the use of “Medical Savings Accounts’ (MSAS) in tandem
with low-cost catastrophic health policies, the development of databases and financial incentives
to help employees comparison shop among competing medical providers, and other mechanisms.

» The bad news is that the plans promoted by Governor Chiles and President Clinton will
needlessly channel more taxpayer dollars into flawed, government-run schemes like Florida Health
Security—schemes that contribute to rising medical costs by perpetuating the “third-party payer
problem”—rather than seek solutions in the further expansion of today’s myriad of private-sector,
no-cost-to-the-taxpayer innovations for making health care more affordable.

 Florida legidators should draw a line against the expansion of Florida s new hedlth care
bureaucracy, the Community Health Purchasing Alliances (CHPAS), and pursue measures to en-
courage the further development of private-sector reform. A seven-point plan for doing so is
presented here. It includes requiring the CHPASs to compete head-on with private insurers by
repealing the CHPAS' annualized $3.1 million in state subsidies, the enactment of tax-law changes
at the federal and state level to provide tax-treatment equity among conventional insurance plans
and programs using Medical Savings Accounts, and other measures.



ThePrivate-Sector Health
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Today, we literdly have thousands of innovative
systems evolving—where groups of companies
have gotten together and come up with new,
innovative ways to control costs. President
Clinton talks about this innovetion al the time, but
his proposal would kill it and have the govern-
ment try its hand. Instead, we should be encour-
aging innovation.

—U.S Sen. Phil Grammt

| believe that managed competition can and
should be the answer, but if it's nat, it will be the
bridge to a single-payer system.
—Doug Cook, Florida’ stop
health care official?

Eighty-five percent of Americans have health
insurance but, in order to help the remaining 15 percent
afford coverage, Florida Governor Lawton Chiles and
President Bill Clinton continue to promote plans that
would steer more and more people into government-
intermediated, managed care health plans. Governor
Chiles proposes to expand the scope of the state's 11
regiona purchasing aliances established by a 1993 law.
His “Forida Hedlth Security” (FHS) plan would pro-
vide taxpayer-subsidized health insurance to Florida
residents with incomes at or below 250 percent of the
federal poverty level. He was not able to get the state
legidature to enact FHS during 1994, when the House
passed it but the Senate did not. During the 1995 leg-
idative session, Chiles again put forward the FHS pro-
posal for consideration by state lawmakers.

Governor Chiles proposal for another taxpayer-
subsidized program—and President Clinton’s similar
approach at the federal level—ignore the lessons of
America s experience with government-sponsored
hedlth care. The nation’s mgor government health care
programs, Medicaid and Medicare, are riddled with
problems—skyrocketing costs to taxpayers, bureau-
cratic red tape, rampant fraud, and the growing refusal

of physicians to treat patients under those programs.
Among other problems, these government programs are
inherently flawed by contributing to the “third-party
payer” problem that drives up health care costs. In the
U.S. hedlth care system that has evolved in recent years,
a third party—the government through Medicaid or
Medicare, or a private insurance or managed care com-
pany—pays most doctor and hospital bills. The con-
sumer of health care, then, does not face any incentive
to control costs, as they do when shopping for other
goods and services. Economists today widely acknowl-
edge this third-party payer problem to be one of the
most significant factorsin the rising costs of health care.
Instead of channeling more taxpayer dollars into tax-
payer-subsidized hedlth care programs that will share
this inherent flaw with government programs that have
come before them, Florida's leaders should seek to fa
cilitate the growing private-sector revolution
in hedlth care that is spreading across Florida and the
nation and enact the tax law changes necessary to en-
courage these efforts.

This backgrounder: 1) examines today’s pri-
vate-sector revolution in health care, 2) outlinesthe smi-
larly flawed foundations of the hedth plans promoted
by Governor Chiles and President Clinton, and 3) puts
forward a seven-point program for how Florida law-
makers can draw the line on the expansion of Florida's
new health care bureaucracy and encourage instead the
spread of today’s growing number of no-cost-to-the-
taxpayer initiatives.

THe Privare-Sector RevoLuTion

INHeaL TH Care Services

During the 1980s and early 1990s, American
employers watched the cost of the health care benefits
they provided to employees increase by 10 to 25 per-
cent annualy. In response, many employers through-
out Florida and the nation began devising methods, alone
or in concert with other employers, to introduce mar-
ketplace discipline into their health plan equation. In
just a few short years, employers have woven a tapes-
try of creative solutions that already have proved suc-
cessful in controlling costs. The result: atrue free-mar-
ket in health care is evolving—a free market that has
not existed in recent decades because approximately
40 percent of expenditures have been accounted for by
the government Medicare and Medicaid programs.



The main types of reforms developed or initiated by
employers include:
» Privately-sponsored employer pur-
chasing alliances—as opposed to
the 11 Community Health Purchas-
ing Alliances (CHPAS) set up by
the state of Florida;

» Joint efforts between employers
and medical care providersto iden-
tify and end the systematic over-
use of some medical procedures,

* Employer provison of a “Medica
Savings Account” (MSA) in tan-
dem with a low-cost catastrophic
hedlth insurance policy, which puts
control over health care choices
(and costs) back into the hands of
Consumers;

« Employer-sponsored accessto data
bases that help employees com-
parison shop among competing
medica providersintheir area; and

» Employer-generated financia in-
centivesfor employeesto pay small
claims directly rather than clog
claims offices with paperwork.

Those examples of injecting “competition” into
America s marketplace for health care have nothing to
do with the “managed competition” promoted in recent
years by politicians nationdly and in Florida. The solu-
tions noted above are elements of a bottom-up compe-
tition—that is, by consumers of health care services (in-
dividuas and firms) looking out for their pocketbooks
(i.e., for good qudity at low cost). The employer initia-
tives generally take one of two forms. 1) programs struc-
tured around the employer as the cost-cutting agent, or
2) programs structured around the employee/patient as
the cost-cutting agent. Examples of both of these types
of initiatives follow.

THe EmpLovERASTHE CosT-CutTiN AGENT

Private sector buying coalitions. Loca bus-
nesses in over 150 American cities have formed non-

profit coalitions to negotiate with medical provider
groups for a better vaue for their heath care dollars.
The programs that these coditions' member firmsjointly
undertake typicaly include:

» volume purchasing of health plans;

» ongoing diadogues on quality im-
provement with provider groups
(groups that often include hospi-
tals, physicians, and other medica
professionals); and

» the publication of a consumer’s
guide to encourage individuas to
ask about different treatment op-
tions available before obtaining
health care services.

Employer coalition brings down hospital costs
in Orlando. The average cost of treating patients at
Orlando’s two largest hospitals actually declined in
1992, after steep annual increases over the previousfive
years. This resulted from those hospitals' adoption of a
program of analyzing how patients are treated, and shar-
ing data on treatments vs. outcomes with al of their
physicians. In this manner, a doctor can look at the
data associated with his’her colleagues. If he sees that
his patients are averaging hospital stays a day longer
for the same ailment as another doctor, he can study
that physician’s method of treatment and consider adopt-
ing it. For example, one Orlando cardiologist was
shown data that revealed that every time he treated a
patient with acute chest pain, he prescribed a“ clot-bust-
ing” drug, TPA. Another cardiologist, with equally
successful results, used a drug that cost $2,000 less per
application. On his own initiative, the first physician
switched to the cheaper drug.

The Orlando hospitals instituted that program of
producing and analyzing patient “outcomes data’ at the
insistence of the Central Florida Health Care Coadlition,
a group of Central Florida employers founded in 1984.
The Coadlition convinced most of the Orlando-area hos-
pitas to institute a software-based monitoring program
licensed by MediQua Systems, Inc., of Westborough,
Massachusetts.3 The employers in that private coali-
tion, in turn, use the outcomes data to negotiate hedth
plans among competing provider groups not only on
the basis of price, but also on the quality of medical



outcomes that patients are getting for their (that is, the
employers’) medical dollar. The data collection pro-
gram has helped the Orlando-area hospitals to cut costs
markedly.

Orlando Regiona Medical Center, part of Cen-
tral Florida's second largest hospital group, reduced
costs per patient by 2 percent in 1992, after increases
of 12 percent in 1988, 20 percent in 1989, and 9 per-
cent in 1990. Even more dramatic was the decline in
the hospital group’s use of ancillary services, such as
electrocardiograms and physical therapy. In severd
such areas, utilization declined between 2 and 40 per-
cent. Over a four-year period, the rate of Caesarean
section deliveries at Orlando Regiona fell from 32 per-
cent to 23 percent. As a result of changes instituted
after reviewing the outcomes data, Orlando Regional
went from losing $12 million annualy on its trestment
of Medicare patients to actually earning $500,000—
with a consequent reduction in cost-shifting to other
purchasers.# Similaly, Florida Hospitd, owned by the
region’s largest hospital group, saw its per-patient costs
drop 4.2 percent in 1992, after a 5.4 percent increase
the year before. Over a four-year period, Florida
Hospital’s Caesarean rate fell from 25 percent to 21
percent. Drug costs at the hospital declined 1.7 per-
cent in 1992, after rising 43 percent in 1990 and 29
percent in 1991.5

The Centrd Forida Hedlth Care Codlition now
has over 100 member employers that account for ap-
proximately 175,000 employees and 400,000 covered
lives. These employers include Walt Disney World,
Lockheed Martin, Harris Corporation, McDonnell Dou-
glas, Rockwell International, Johnson Controls, United
Telephone, General Mills Restaurants, the Orange
County School System, and the City of Longwood. In
1993, the per-employee health care benefit expense for
General Mills Restaurants' 4,000 employees in Cen-
tral Florida was down 27 percent over 1986.6 The Or-
ange County School System saved $1 million in em-
ployee hospital costs in 1992 (an 11 percent savings),
while observing improved medica outcomes of its em-
ployees receiving care under its health plans.”

Coalitions across Florida unite. In 1990, the
Orlando-based Central Florida Health Care Coalition
and a Tampa-based employer group formed an umbrella
association in order to jointly pursue “vaue-based pur-
chasing,” which they define as “volume purchasing le-
veraged for quality and price.” From 1986 to 1990, the

Orlando codition had focused on qudity—through an
extended dialogue with area hospitals to convince them
to install the outcomes tracking system outlined above.
Over that same period, the Tampa-based employers had
been concentrating on group-purchasing based prima
rily on price. With the creation of the Employer’s Pur-
chasing Alliance (EPA), the two groups linked their
quality- and price-oriented initiatives and began tailor-
making and negotiating managed care products with
provider groups that agreed to institute the computer-
ized system of tracking patient outcomes and share the
results with employers. The EPA aso recruited em-
ployer codlitions from elsawhere in Florida and beyond.
This allows EPA to negotiate contracts that are national
in scope, and thereby serve member-firms that have
employees (and covered retirees) located both in Florida
and elsewhere.

The EPA comprises employer groups in Tampa,
Orlando, Miami and cities in severd other states. In
al, the EPA covers over 430 businesses with 850,000
employees and a potential covered population (once de-
pendents are included) of 2.5 million. EPA member
companies enjoy the same product prices no matter what
their size. In order to pursue volume purchasing on
behdf of both small, fully-insured employers as well as
large sdlf-insured firms, the dliance’s solution is to “un-
bundle’ the products and negotiate them on a whole-
sadebasis. “Thisputsour smal employersinthedriver's
seat,” explains EPA president Frank Brocato. “They
can swap third-party administrators and insurance car-
riers—without changing provider networks—as often
as they want. This prevents the ‘lowbaling’ by insur-
ers that underprice their rates and then jack them up in
year two or three, knowing employers will not want to
move their workers to a new provider network.” The
EPA reports that as a result of its volume-purchasing,
its members save between 10 and 40 percent on their
health care costs.8

Privately-run group purchasing successes
elsewherein the U.S. As noted above, over 150 pri-
vately-run business coalitions have been formed
throughout the nation to jointly negotiate and purchase
health care services. In Memphis, a codition of lead-
ing employers, including Federal Express, collected
comparative cost information among local hospitals in
1986. The employers found variances as wide as 80
percent for some services and began putting their busi-
ness out for competitive bid. The codlition estimates it



has since saved its employers tens of millions of dol-
lars, and it recently established comparative measures
of quality to enable purchasers to select providers based
upon qudity, not just price. In Denver, the Colorado
Health Care Purchasing Alliance has over 170 member
businesses. Coors Brewing Co., with 8,000 employ-
ees, isthe largest member, but about half of the group’s
members have 100 employees or less. The aliance has
negotiated discounts of up to 15 percent on members
health plans. It uses the system licensed by MediQual
Systems, Inc., to make quality comparisons among pro-
viders. In Madison, Wisconsin, the Employers Hedlth
Care Alliance Cooperative has 50 large employers (with
50,000 insured lives) and 9 provider organizations that
represent about 12 percent of the loca private health
care market. In 1993, the Madison aliance’s large
employers acknowledged the potentia for locad hedth
care companies to cost-shift to the small employer mar-
ket and so the dliance began a smal employer initia
tive. Their smal business product—a fully-insured fee-
for-service plan—carries premiums 12 to 15 percent
lower than the normal rates in the small employer mar-
ket.

Chambers of Commerce facilitate affordable
plans for small employers. Severd of Forida's larg-
est chambers of commerce also have stepped into the
private-sector hedth care reform game, with the inter-
ests of their smallest member firms particularly in mind.
In August 1992, PCA Family Health Plan, Inc., began
offering plansto the Miami Chamber of Commerce’s
small-employer members. Today, PCA is covering
gpproximately 20,000 individuas (employees and their
dependents) through the 13 different benefit design
options it offers in association with the Miami cham-
ber. The plans are sold to firms with 1 to 50 employ-
ees, aso, individual insurance is offered for part-time
workersin firmswith more than 50 employees. Rhodele
Holzberg, executive vice president of the Miami Cham-
ber of Commerce explains: “These plans offer more
coverage, with cheaper rates, than the standard and basic
plans offered through the CHPA. We know our activity
in this area is helping to bring rates down because we
have companies tell us that merely by noting that the
[Miami] chamber is offering a given plan cheaper, they
can negotiate lower rates with the insurance compa-
nies.”9

In 1992, the Greater Orlando Chamber of
Commer ce began offering agroup-purchasing arrange-

ment to assst its member companies with 3 to 25 em-
ployees in abtaining affordable hedth insurance. 1t con-
tracted with the Prudential Health Care System of Or-
lando to offer two types of plans to these members.
The Orlando chamber’'s Walter Nason explains:

Despite a good response from Orlando
employers, we quit seling those plans in
December 1993, in anticipation of the
spring 1994 start-up of the CHPAs—
which would be marketing similar plans
to small employers in Central Florida
But continued demand from member
companies that preferred not to contract
for hedth care through the CHPA led the
chamber to re-launch the offering of small
employer health plans in June of 1994.10

Today, the Greater Orlando Chamber of
Commerce offers its smal- and medium-size mem-
bers three hedlth plans written by two insurers, Pru-
dential Hedth Plans (for firms with up to 50 employ-
ees) and PCA Family Hedlth Plan, Inc. (for firms with
up to 75 employees). The plans are quite affordable;
one of them typicaly carries a premium of $97/month
for individuds and $341/month for a family of four—
less than the Florida Health Security’s projected total
rates of $116/month (individuals) and $348/month
(families). PCA Family Hedth Plan’s Orlando office
reports that it has signed up 150 firms (1,200 covered
lives) since it began sdlling in association with the Or-
lando chamber in October of 1994. PCA offers a smi-
lar health plan through the Orlando-area (Region 7)
CHPA, but has signed up only one employer account
through that channel since the CHPA’s May 1994 dart-
up. “We would certainly like to have more business
come to us through the (Region 7) CHPA,” PCA Com-
mercia Marketing Manager Tim Fredand explains, “but
the one account written in May of 1994 is al we have
received.” 11

Orlando chamber members have also been so-
licited by Prudential Hedlth Plans which has signed up
54 small businesses (626 covered lives) since June,
1994.

It is particularly notable that the Orlando cham-
ber is marketing these plans to the same small employer
market that the Central Florida-area CHPA is target-
ing. This demonstrates that the Central Florida (Re-



gion 7) CHPA is not fulfilling a need that is not being
addressed by private insurersin the area. That the Or-
lando chamber is providing these affordable plans to
smal employers is promising for the prospect of pri-
vate-sector health care initiatives in Central Florida,
particularly given the unfortunate development that the
Central Florida Health Care Coalition stopped selling
small group plans (50 employees and under) after the
Orlando-area CHPA began operation. (Thisis a clas-
sc example of how government’s entry into the provi-
sion of a service provided by the private sector often
results in government displacing and supplanting pri-
vate initiative.)

In 1993, AvMed Headth Plan was approached
by both the Jacksonville Chamber of Commer ce and
the Northeast Florida Builders Association about those
associations desire to offer affordable hedth plans to
the smdler employers among their membership. Since
AvMed started marketing two plans for the two asso-
ciations in June of 1993, it has signed up over 875 com-
panies (accounting for about 3,000 covered lives).12

In-house doctors—dusting off an old-time,
cost-effective approach. 1n 1991, Orlando hotdlier Har-
ris Rosen, the owner of the Tamar Inns discount hotel
chain (five hotels, 1,500 employees) got fed up with
his company’ s rising health care costs. He had tried to
control costs by adding an optional managed care plan
to his indemnity plan, only to find that his rates kept
going up despite that his company’s wellness programs
were keeping his workers well.  Through repeated in-
quiries to his carrier, Rosen findly discovered that his
insurer was making a $250,000 annua profit on Tamar
Inns' $400,000 in premiums, while continuing to as-
sign Tamar double-digit annua rate hikes because of
the sickness record of other members of the insurance
pool. In effect, Rosen was paying to cover the high
claims rate of companies that had not ingtituted the cre-
aive wellness programs he had developed.

Rosen canceled hisold plan, designed anew plan
around an in-house doctor and an emphasis on preven-
tive care, and dashed his company’s health care costs
66 percent. The doctor is paid $50,000 to see patients
20 hours/week at an on-site clinic. Rosen’s salf-insur-
ance plan aso involves 1) direct purchasing of acute-
care hospital services from Orlando-based Florida Hos-
pital Corp. on a capitated basis, and 2) a contract with
Walgreen Drug Stores for the provision of prescription
drugs at adiscount. The company’s employees get free

doctor visits with no deductibles or copayments, an-
nua physica examinations and preventive, prenatal and
well-baby care, including immunizations, preventive
dental care at 100 percent coverage, specialist refer-
rals, generic drug prescriptions at 100 percent cover-
age, brand name drugs not available in generic form
for a $3 co-payment, and other services. Through the
new program, Tamar Inns health care costs declined
from $2,223 per year per covered employee in 1991 to
$745 in 1992 (with arise to gpproximately $850 in 1993
due primarily to an increased use of medical specialists
and prescription drugs and a $125,000 liver transplant).

Sandra Johnson, vice president for Florida Hos-
pital, explains. “Tamar saves money because it con-
trols its demand for medical services [through] promot-
ing a lot of prevention and a lot of hedth as well as
treatment of disease.” 13 As Rosen reported to Florida
Trend, his hedth plan cogt his company approximately
$960,000 in 1993—fully $398,000 less than the
$1,358,000 that he caculated the Clinton Plan would
cost him.14

Bradenton hospital devel ops affordable health
plans for the indigent. Manatee Memorial Hospital in
Bradenton, Forida, used to be known as “the hospita
of choice for Manatee County’s uninsured.” After it
performed $12.8 million in uncompensated care in 1992,
the hospital’s director of financial services sought to
address the problem of the county’s uninsured by de-
veloping an affordable hedlth plan for low-income resi-
dents. The Access to Hedlthcare Plan that resulted is
available to individuals and small businesses that have
been without health insurance for a minimum of six
months. It offers comprehensive coverage at a price 40
percent below the retail market. How is this possible?
The hospita convinced its physicians that providing the
uninsured access to heath care meant they would be
paying something, instead of nothing. The hospital
and its physicians agreed to accept reimbursement at
rates tied to Medicaid rate formulas, and agents agreed
to cut commissions by 50 percent. Because the plan
insures people who typicaly have little understanding
of how insurance works, customer support includes
“welcome’ calls to each new insured’s home. Over
31,000 individuas have been insured through the Ac-
cessto Healthcare Plan since its launch in June of 1993.
Mogt palicies are being sold as individual plans, rather
than through employers. The Access Plan clearly is
not an initiative that ams to harness the incentives of



the free market to moderate health care costs, and its
successislinked to providers acceptance of reimburse-
ment rates established within the flawed Medicaid sys-
tem; however, the Access to Hedlthcare Plan is men-
tioned here because it demonstrates one hospital’s ear-
nest effort to design a discounted health plan for the
indigent that would be administered with no govern-
ment subsidies.1>

Tre EmpLovee asTHE Cost-CutTING AGENT

Corporations bring down health care costs by
changing employee behavior. With employees aver-
age annual deductible under the nation’ s corporate health
plans a $205 (for an individua plan), the 139 million
employees covered by corporate plansin America have
not generally been motivated to engage in comparison
shopping for health care services. But with company
hedlth bills jJumping by double-digits annualy during
the 1980s and early 1990s, many U.S. corporations
began to give their employees the tools and financia
incentives to become discriminating purchasers of hedlth
services.

At American Telephone and Telegraph
Company’s NCR Corp. unit, a fee schedule outlines
what the company will pay for 11,000 separate proce-
dures, so that employees can verify—and if need be,
negotiate—prices with doctors before treatment be-
gins16 At International Paper, after hedth care hills
increased 20 percent annually throughout the 1980s,
the company developed a data bank and a set of finan-
cid incentives to get its employees to comparison shop.
Firg, it raised the annual out-of-pocket maximum (paid
under the deductible and copayment rules) for sdaried
employees making between $25,000 and $50,000/year
with family coverage to $4,600, from $2,000; and to
$6,500 for those making over $50,000. Secondly, the
company began encouraging employeesto check itsfiles
to compare the company reimbursement rate for agiven
procedure with rates charged by loca physicians. For
example, an International Paper employee who livesin
Greenville, SC., and is facing a gallbladder operation
can learn that the company will pay a maximum of
$1,219 to the surgeon, $257/day for a semi-private hos-
pital room, and $178/day for nursing care. The com-
pany files then inform the employee of the rates charged
by 19 surgeons in the area—which range from $958 to
$1,900—and list each physician’s name, office address,
age, sex, office hours, where they went to medical

school, where they did their residency, whether they
are board certified, which hospitals they work in, and
whether they will discussfees. The company also makes
available to employees a video with tips on how to ne-
gotiate a fee with a doctor. The objective, of course, is
to keep employees from exhausting their out-of-pocket
maximums.17
Medirisk helps patients “shop around.”
Medirisk, a hedth care consulting firm founded in At-
lanta in 1983, has developed a cost comparison data-
base that is, effectively, a medica version of Consumer
Reports. The service, Mediguard™, alows consum-
ers across the country to comparison shop for the cost
of medica procedures and use that information to ne-
gotiate doctor’s fees. (The database was developed by
culling information from more than 450 million clams)
Subscribers pay a fee of $69/year for a nearly unlim-
ited number of cals to a toll-free 800 number. Repre-
sentatives who handle subscribers’ calls provide the
following types of information:
» Pricing information for premium, typi-

cal, and discounted locdl costs, and the

Medicare costs (in the caler’s local

areq) for 7,500 specific medical pro-

cedures,

» Counsdling on how to negotiate with
physicians to obtain the best pricing;

¢ An explanation of the possible hedth
care services the subscriber may ex-
pect their physician to recommend;
and

* Advice that helps the consumer deter-
mine if recommended testing is nec-
essary and avoid unnecessary dupli-
cation of services.

Medirisk also markets this service to self-insured
employers through “Mediguard for Employers.” Com-
panies subscribing to that service can have their em-
ployees call the toll-free 800 number prior to avisit to a
doctor. The incentive for employees to use the service
is provided by Medirisk-designed plans through which
employers share with employees the savings obtained
when workers successfully negotiate or shop around
for afee lower than the highest applicable fee for a spe-



cific procedure.

Dun & Bradstreet’s “Consumer Hospital
Guides’ help Floridians shop for care. During 1994,
Dun & Bradstreet and EDS, self-described as the
world's two largest providers of information to busi-
nesses, formed a partnership to provide comprehensive,
comparative information to the health care sector on
the treatment effectiveness and cost of providers. One
D&BJ/EDS product, developed for Florida consumers,
is a set of easy-to-read pamphlets resembling hospital
“report cards’—one for each of the state’s five main
hedlth care markets of Jacksonville, Orlando, Tampa/
St. Petersburg, Fort Myers/Sarasota, and Miami/Ft.
Lauderdale. Firgt released in June, 1994, each regiona
guide presents a table with comparative information for
each of five common hospital trestments: baby deliv-
ery, heart (coronary bypass) surgery, heart attack, stroke,
and hip/knee replacement. The table for each treat-
ment lists acute care hospitals in that region and alows
the reader to compare hospitals by four measures. num-
ber of patients on which that trestment is performed,
mortality rate, medical complication rate, and cost.
(Consumers can obtain one of the guides by phoning 1-
800-888-8628.)

Forbes rewards employees for paying routine
medical expensesthemselves. InJanuary 1992, Forbes
magazine launched a program to reward its employees
who stayed hedlthy and avoided filing claims for rou-
tine medica expenses by paying such expenses them-
selves (directly to the provider). Under Forbes' pro-
gram, if an employee's claims for a caendar year are
under $500, the company pays that employee double
the difference between that total and $500 (on an after-
tax basis). As editor Macolm S. Forbes, Jr., explains:
“People here quickly recognized that each dollar of
claims costs them $2 and that they win if total submis-
sions are under $1,000 (if your expenses are $800 and
you don't submit them to the insurer, you will receive
that $1,000 and come out ahead by $200).”"18 Forbes'
innovative program has been quite successful. As a
result of the diminished number of claims submitted to
the company’ sinsurer, when Forbes' insurance was up
for renewal in 1993, its rate declined by almost 10 per-
cent—enough to cover the low-claims bonuses it paid
to employees in 1992,

Richmond utility company also pays employ-
ees to stay healthy. In 1989 Dominion Resources, an
electric utility holding company in Richmond, Virginia,

ingtituted a cash incentive program to encourage em-
ployees to adopt and maintain hedthy lifestyles. Since
that time, the company has seen rises in its hedth care
costs of only 1 percent annualy. As benefits manager
Ken Davis explained in the Wall Street Journal:
In a typical working-age population,
about one-third of medical costs arise
from five risk factors that can be largely
controlled by persona behavior—weight,
blood pressure, cholesterol, smoking, and
seat-belt use. The company offers em-
ployees wellness incentives of up to $600/
year if their five risk factors can be rated
as “low” using traditiona insurance in-
dustry rating tables. More than 60 per-
cent of the company’s employees partici-
pate in the voluntary program, under
which an outside contractor keeps strictly
confidential the medical data used to as-
sess risk.19

The other half of Dominion Resource’ s cost-con-
tainment strategy is its decision to treat its hedlth insur-
ance program like true insurance (as opposed to pre-
paid managed care). The company offers employees a
medical insurance plan with an annual deductible of
$1,500 for individual coverage and $3,000 for family
coverage (at about one-third the cost of a standard fam-
ily plan with a $500 deductible). For each employee
who opts for that plan, the company establishes a pay-
roll deduction savings account at a local bank to accu-
mulate money that would otherwise be spent on medi-
ca premiums for a higher-cost plan. Seventy-five per-
cent of employees selected the high-deductible, low-
premium plan that costs about $110/month for family
coverage.

Employees make withdrawals from their “Medi-
cal Savings Accounts’ (MSAS) in order to directly pay
small medical bills—that is, those incurred prior to
reaching their catastrophic plan’s annua deductible of
$1,500 (individua) or $3,000 (family). The MSAs earn
interest, and funds not spent in a given year remain in
the account and are carried forward to be available for
medica expenses in future years. Findly, to impress
upon its employees that medical benefits are merely
one form of compensation and not an entitlement, Do-
minion Resources provides “total compensation state-
ments’ to employees each year which show how much



they were paid in cash and how much in company ex-
penditures for their benefits.20

Why MSAsW,LL Prove Even More
Errective INRepucing Costs THaNPrRIATE
EmvpLover CoaLiTions. ADDRESINGTHE

THirD-PaRTY PavER PROBLEM

One essentia feature that the Medical Savings
Accounts (MSAs) have over joint purchasing and medi-
cal outcomes-measurement programs of private em-
ployer coditions is MSAS ahility to reinsert consumer
diligence and discretion into the purchase of health care
services by removing the third-party administrator. As
noted above, one of the central causes of rising health
care costsin recent yearsis the nation’ s third-party pay-
ment system. Ninety-five percent of the money Ameri-
cans now spend in hospitals is someone else’'s money
a the time they spend it; and four-fifths of al physi-
cians' payments are now made with other people’s
money.21 This encourages patients to ignore the costs
and appropriateness of the services they receive. In
short, the patient lacks the market incentives to control
costs and, because consumers lack market incentives
to control costs, doctors and hospitals do not compete
to reduce costs. Since someone else is paying the bills,
patients simply seek to maximize quality without re-
gard to cost.22 |n recent years, studies by the Cato In-
stitute, RAND Corporation, and others have clearly
showed that third-party payment is the main factor be-
hind rapidly rising health care costs.23

Medical Savings Accounts address the third-
party payment problem head on. They dlow individu-
als to save money in tax-exempt accounts each year—
smilar to the way in which people can now contribute
to individual retirement accounts (IRAS). People use
the funds in their MSA to cover routine medica ex-
penses. Instead of expensive, “first-dollar” insurance
policies, they buy a far cheaper catastrophic policy to
cover them against major medical expenses. For ex-
ample, as attorney and health care analyst Peter Ferrara
writes:

Today it costs an employer more than

$4,800 to provide hedth insurance for a

typical American worker, a spouse, and

two children. Would it not be better if,

instead, the employer bought a cata-

strophic policy (with, say, a $3,000 de-

ductible) for approximately $1,800 and
pay the worker the $3,000 difference?
The worker could then put that money in
an MSA. Any unspent money would roll
over to the next year. Since 90 percent of
Americans spend less than $3,000 annu-
aly on hedth care, in a very short time a
worker would have a tidy pool of money
available to use in the future. When the
balance reached a certain level, the
worker could transfer the fundsto an IRA
or other retirement fund. With MSAs,
workers effectively would be spending
their own funds for noncatastrophic health
care. As a result, they would have full
market incentives to control the costs of
such care.24

Golden Rule Insurance offers a catastrophic
policy combined with a Medical Savings Account—
designed especially for small employers. Indianapo-
lis-based Golden Rule Insurance Company is, in 19
states, marketing aprogram that combines a catastrophic
coverage policy with a Medical Savings Account
(MSA). While the joint coverage program can be insti-
tuted by a company of any size, Golden Rul€'s pro-
gram is particularly designed for the small employer
market of 1 to 30 employees. It is based on a fee-for-
service insurance structure, and the employer can ei-
ther adminigter the plan directly or enlist a third-party
adminigtrator.  The insurance plan carries a $2,000 de-
ductible for individuals and a $3,000 deductible for
families. Golden Rule reports that employers that
switched to its catastrophic coverage plans have, on
average, seen a premium savings that is more than
enough to fund deposits to employees Medical Sav-
ings Accounts that equa the higher annua deductibles
of $2,000 (individuas) and $3,000 (families).2>

Jersey City government moves to catastrophic
coverage and MSAs. The Jersey City administration
of Mayor Bret Schundler recently responded to the ris-
ing cost of its employee hedlth plan by switching to a
catastrophic insurance policy combined with a Medical
Savings Account. The city’s premiums under the State
Health Benefits Plan—the plan used by most of the
state’s municipalities, including Jersey City—had
reached $6,800/year for family coverage, despite a $200
deductible and a 20 percent co-payment requirement.



The new policy the city is negotiating with Golden Rule
Insurance Company is highly innovative. From Mayor
Schundler’s description of it in the Wall Street Journal:
Family coverage for our 2,500 municipal
employees will cost approximately
$4,700 for a catastrophic policy that cov-
ers 100 percent of costs above a $2,000
deductible. The city will then place an
additional $2,000 into a Medicd Savings
Account in the employee's name. The
employee's first $2,000 of family medi-
cal expenses will be paid out of the MSA.
Above $2,000 in medical expenses, the
insurance policy will kick in and cover
100 percent of costs. Added together, this
means that employees will no longer have
any health care deductibles or out-of-
pocket expenses for covered procedures.
...If theemployee stotal health care costs
for one year fal below $2,000, and there
is money left in the savings account, that
money will be returned to the employee
a year'send. . .. There will be no incen-
tives for fraud and cost-shifting. Employ-
ees don't make fraudulent claims when
they know that MSA dollars not spent will
be returned to them in cash, and doctors
are less likely to shift costs onto patients
when they know those patients will be
personaly affected by a padded hill.26

A study released by the Cato Ingtitute in March
1995, “More than a Theory: Medica Savings Accounts
a Work,” outlines the experiences of numerous com-
panies with using MSAs as part of an employee hedth
care package, and is highly recommended.2” For ex-
ample, the Washington, D.C.-based Rubber Manufac-
turers Association pays about 25 percent of its health
funds (for its 30 employees and 20 retirees) to an in-
surer for a catastrophic policy, and the remainder into
an M SA-type hedlth fund reserve. Thereserveis build-
ing so fast that last year employees were able to with-
draw $12,000 from it as a result of lower costs.
Windham Hospital, in Williamantic, Connecticut, with
1,000 employees, switched its employees from a pure
first-dollar coverage plan in 1993 to a plan with a $500
deductible and company contributions to each
employee’'s MSA. Projected hedlth care costs for the

hospital’s employees have been reduced by about 50
percent.

CHiLes M 1scuiDEDAGENDA To ExmND THE

CHPAsanp GovernvienT-SussipizepHeaLTH Care
Governor Chiles Florida Health Security Program

On April 3, 1993, the Forida legidature passed
the Hedlth Care and Insurance Reform Act of 1993,
which authorized the state to set up 11 Community
Health Purchasing Alliances (CHPAS) as state-char-
tered, non-profit organizations that would pool small
employers together to purchase hedlth plans. The act
included a one-time appropriation of $3.1 million
($275,000 per CHPA) to provide start-up costs, and it
specified that the CHPA swere designed to become self-
supporting after that initial year of subsidized opera-
tions.

In January 1994, Governor Chiles sent the
Florida legidature a set of proposas to expand the 11
CHPAs. His 300-plus page Final Florida
Health Plan contained three essential elements:
1) the addition of new constituencies to CHPA mem-
bership; 2) the blending of the hedlth plan markets for
publicly-insured and privately-insured individuals by
having the CHPAs offer low- and middle-income people
a government-subsidized plan called Florida Hedlth Se-
curity; and 3) the transformation of CHPAs from the
“information gatherers and disseminators’ envisioned
in the April 1993 law to entities with broad powers to
shape and administer health plans, such as through “re-
bidding” the quotes that insurers submit to the CHPAS.

Various elements of Chiles plan were incorpo-
rated in more than a dozen hills that were debated in
the Florida House and Senate during the 1994 regular
and specid legidative sessions. Although the House
passed Chiles' Florida Hedlth Security (FHS) program,
the Senate deadlocked over it and the program did not
become law. In January, 1995, Chiles submitted to leg-
idators a substantially streamlined version of the pro-
posals he had submitted a year earlier—a 35-page draft
bill as opposed to a 300-plus page plan. In turn, Rep.
Elaine Bloom (D-Miami Beach) formally introduced
Chiles' draft FHS bill—which, once formatted as HB
1459, numbers 61 pagesin contrast to the 500-plus page
FHS bill passed by the House in 1994. Chiles intent
in 1995 appears to be the passage of a streamlined FHS
bill that will enact into law all the essential fea-



tures of his origina FHS program. However, the other
proposals for expanding the scope and power of the
CHPAs that Governor Chiles has floated over the past
two years are important for Floridians to keep in mind.
They attest to the full scope of the governor’s agenda
for hedlth care legidation, and they can resurface at any
time. The essentia features of the Florida Hedlth Se-
curity bill introduced in the House are reviewed below,
followed by a recap of other key proposals for expand-
ing the scope of the CHPASs the governor has floated
within the last two years.

Florida Health Security: Outline of the pro-
posed program. Under Chiles' proposed FloridaHealth
Security program, an estimated 1.1 Horidians with in-
comes at or below 250 percent of the federal poverty
level ($18,000 for individuas and $37,000 for a family
of four) will be digible for taxpayer-subsidized hedlth
plans. The CHPAs will recelve exclusive authority to
offer the new, subsidized FHS plans. Eligible persons
must 1) be a Florida resident and a U.S. citizen or resi-
dent dien, 2) have a gross family income equa to or
less than 250 percent of the federal poverty level, and
3) have at least one member of their family that has
been uninsured for at least 12 months. (Exempt from
this last requirement are individuas receiving Medic-
ad, veterans benefits, or other publicly-funded hedlth
care benefits for low-income persons, as well as em-
ployers and employees who were uninsured for 12
months prior to purchasing coverage through a CHPA.)
Application for an FHS plan may be made by an indi-
vidua, a family, or an employer on behdf of his em-
ployees, and employers or individuals purchase cover-
age through the CHPAs.

FHS enrollees will be guaranteed a benefit pack-
age that includes broad inpatient care, outpatient ser-
vices, primary and preventive care, prescribed drugs,
mental health services, and some long-term care and
community-based services. FHS benefits will be pro-
vided by private provider groups approved by the
CHPAs (termed accountable health partnerships), as
well as agencies of a county government or local tax
district approved by the CHPASs (termed community
hedlth partnerships). Every 12 months, FHS enrollees
can select the plan of their choice from avariety of health
plans offered through the CHPAS.

The FHS benchmark premium is set at $116 per
individual and $348 per family per month, regardless
of family size. An estimated 55 percent of the pre-
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mium is to be paid with federal tax dollars, 30 percent
with date tax dollars, and the remaining 15 percent paid
by the individuals and/or their employers. The precise
share of the premium that the enrollee and/or his em-
ployer is required to pay will vary according to which
of five income categories the individud fdls in. Indi-
viduals employers are not required to contribute, but
may if they so choose.

The federa and state portions of the premiums
areto be paid for with existing state and federal funds—
Medicaid savings accrued from mandating managed
care for al Medicaid recipients ($547 million in sav-
ings projected by FY97/98), tightening Medicaid re-
imbursement policies ($457 million in projected sav-
ings by FY97/98), redlocating funds from a program
that compensates hospitals that treat a “disproportion-
ate share” of indigent patients ($162 million in projected
savings by FY97/98), and eiminating most of the Medi-
caly Needy program ($433 million in projected sav-
ings by FY97/98).28 That reassignment of federa health
care dollars requires that a waiver of severa provisons
of the Social Security Act be granted by the federal
Health and Human Services Department (HHS) for a
five-year period in which to try out a Medicaid “dem-
ongtration” reform. This waiver was granted by HHS
in September 1994.

Budgetary impact of Florida Health Security
uncertain. Since the December 1993 release of his
Florida Hedth Security proposa, Governor Chiles re-
peatedly has promoted it as a budget-neutral program
requiring no new state or federal tax dollars. For ex-
ample, a September 1994 FHS document released by
his office notes:

FHS will not require any new federal or

state funds or taxes. Premium discounts

will be funded with federal and state sav-

ings aready building up as traditional

Medicaid recipients enroll in more €ffi-

cient hedlth plans.2®

However, Governor Chiles proposed FY 1995
96 budget, released in January 1995, includes a $427.9
million line item for FHS “premium.” The Governor’'s
Office of Planning and Budgeting reportsthat after back-
ing out Medicaid managed care “savings,” the FHS
budget line item drops to $334.6 million. The budget
aso contains a $34.2 million line item for the 7.5 per-
cent FHS reserve some lawmakers proposed during the



1994 debate on FHS. Chiles' references to budget neu-
trality aside then, it appears that his Florida Hedlth Se-
curity program would cost $368.8 million in new state
funds during its first year aone.30

FHS: Medicaid with a “private” label. Sev-
eral reasons have been offered by Gov. Chiles for set-
ting the eigibility level for FHS a 250 percent of the
federa poverty level, but one particularly clear expla-
nation comes from Chiles' top hedlth care official, Doug
Cook, director of the Agency for Hedth Care Adminis-
tration. In aletter of May 1994 to then State Senator
Ander Crenshaw, Cook explained that the 250 percent
ceiling would “lower the premium level by blending a
lower-risk population with low-income participants who
are perceived as high risk and utilizing more services.”
Cook’s explanation belied the central feature of FHS—
it is designed to effect the socidization of private hedth
plans. “Blending” people who otherwise would face
differing hedth premiums into an arrangement where
their premiums will be equalized is sociaized medi-
cine—complete with al the accompanying rewards for
individuals who do little or nothing to maintain good
hedlth, and al the accompanying penalties for those who
maintain ahealthy diet, do not smoke, or undertake other
preventive health measures. As Sen. Crenshaw wrote
in the newdetter, Healthtrac, after receiving Cook’s
letter: “This means that the higher income, or middie
class, people will be subsidizing the lower income par-
ticipants, at least to the extent of the premium differen-
tia. The question then becomes: is the premium sub-
sidy from the state to the middle class greater than
the direct subsidy by the middle class (in terms of pay-
ing higher premiums) to the lower income participants?
If not, then the middle class working person will actu-
aly be paying more for insurance than he or she oth-
erwisecouldif left dlone.”31 Inthelatter case, of course,
individuas would not opt to buy an FHS plan, but would
choose a cheaper plan offered outside the program.

The Forida Health Security program is smply
an expanded version of Medicaid with a“private,” man-
aged-care face. Under the name Florida Health Secu-
rity, Medicaid would be reborn as a government-subsi-
dized health plan administered by the CHPAs—the
same agencies Chiles described to FHoridians in 1993
asdesigned to act as afacilitator of private hedth plans.
The CHPA-administered FHS plans will serve to blur
the distinction between government-run health insur-
ance and private health insurance, and the full extent of

taxpayer-provided hedth benefits will no longer be eas-
ily identified, quantified, and scrutinized by analysts,
auditors, and interested citizens dike.

Under Chiles FHS Plan, the premiums paid by
private individuals and firms for the “private’ health
plans now sold through the CHPAS (the government
does not subsidize the premiums of those plans directly,
athough it substantialy subsidizes the operations of the
CHPASs) would be channeled into the same CHPAS
adminigtering this reborn Medicaid program to an esti-
mated 1.1 million Floridians. Although the FHS hill
pending in the House provides that CHPASs must main-
tain separate risk pools for FHS and the non-FHS plans
they sdll, the potentia for cross-subsidization remains—
e.g., through the per-member fees the CHPASs add on
top of the private insurers rate quotes. Forida's citi-
zens and employers paying premiums on the non-FHS
plans purchased through the CHPAS likely would be to
some degree cross-subsidizing those citizens covered
by the FHS plans. In addition, it is important to recall
that the first publicly-disseminated version of Gover-
nor Chiles' FHS plan, released in December 1993, rec-
ommended that Florida legidators “revise current law
to permit employers participating in Florida Hedth Se-
curity to be in the same risk pools as other employers
purchasing coverage through the CHPASs.” 32 Given that
the governor’s original intent was to have the CHPAS
mingle the FHS plans with the non-FHS plans in the
same risk pools, the possibility remains that the gover-
nor could push for that legidative change later, once a
less controversial version of FHS is enacted.

Further, the FHS plan itself contains no vision
or program for eventudly transitioning its enrollees off
of this taxpayer-subsidized hedth care plan. In short,
FHS looks set to become another big-government, ad-
dict-creating welfare program, like Medicaid before it.
And what’'s worse, because employers can apply for
FHS plans to cover their employees—and employers
contribution toward the cost of the premium is entirely
optional—FHS provides to low-wage employers a
strong financial incentive to drop their private health
plans in order to qualify workers for FHS after the 12-
month period.

Fattening up the CHPAs with new member
groups. In addition to the FHS hill’s provison that the
CHPASs will have exclusive authority to offer the FHS
plans, over the last two years Governor Chiles has iden-
tified severa other groups that he proposed be directed



by law to obtain their health insurance through the
CHPAs. state employees, county and municipal employ-
ees, school board employees, and Medicaid recipients.33
In addition, during 1994 the governor recommended
that CHPA digibility be expanded to include employ-
ers with up to 150 employees (up from employers with
1 to 50 employees under the 1993 law)34; and Chiles
also directed the Department of Elder Affairs to exam-
ine whether the CHPASs should be assigned a role as
intermediary for long-term care plans for the elderly.35
It isimportant to recall these other groups that the gov-
ernor has sought to steer into the CHPAS, because it is
indicative of his full agenda for expanding the role of
the government purchasing aliances through the addi-
tion of more and more member groups.

Expanding the power of the CHPAs with new
legidative authority. Findly, aso over the past two
years Governor Chiles has proposed several new pow-
ers for the CHPAs. His 1994 Final Florida
Health Plan contained several provisions that
would dilute the “facilitator” role assigned to the CHPASs
by the 1993 law, such as granting the CHPAs the power
to negotiate premiums through re-bidding. Current law
requires that CHPAs advertise all plans submitted by
the associated health partnerships (AHPs) that meet the
requirements of the CHPAS RFPs, regardless of the
plans rates. However, Chiles has proposed that the
CHPASs be empowered to weed out the higher-priced
plans by granting them the power to negotiate premi-
ums through re-bidding. This would end the CHPAS
role as a clearinghouse for small employers that want
to compare the prices of small group hedlth plans of-
fered by private insurers, and transform the CHPAs into
an information booth for only those plans that meet the
state government’s definition of “acceptable” with re-
gard to price and/or design.

Another proposa Governor Chiles floated in his
1994 Final Florida Health Plan is man-
dating physicians use of government-set practice pa
rameters. Chiles would reguire physicians in the AHPs
to abide by state-approved practice parameters, or face
the possibility of having the state Agency for Health
Care Administration deny them membership in AHPs.
Additiondly, the state could deny AHP certification to
insurers or HMOs that do not adhere to state practice
parameters.36  The establishment of state-determined
and coercively-enforced medical practice parameters
would be most detrimenta to the progress of private-
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sector innovation in the hedth care sector in Florida. It
is one matter for private provider groups to use medi-
cal outcomes data to cooperate on the identification and
promotion of “best practices’ or “most cost-effective
practices’ so that medical providers and provider groups
may voluntarily choose to adopt practice param-
eters identified by some as efficacious.

It is quite another thing to have government bu-
reaucrats and lawmakers determine one set of practice
parameters for a whole variety of medica conditions
and to legidate that these must be followed—either by
al medical providers in the state, or by those insurers
and provider groups desiring to bid on plans offered
through the government-run purchasing dliances. Gov-
ernment-mandated medical practice parameters would
substantialy politicize the process by which private
providers, insurers and consumer groups are trying to
identify cost-effective treatment practices. They would
result in a substantial loss of autonomy for physicians
to follow their own best judgments, and to an eventua
decline in the quality of care in response to one-size-
fits-al treatment parameters.

Continued state funding of the CHPAs. Fi-
naly, it must dso be mentioned that during 1994 Horida
legidators did not adhere to the provision of the Hedlth
Care and Insurance Reform Act of 1993 that specifies
that each CHPA should receive a one-time only sub-
sidy of $275,000 for start-up costs ($3.1 million totd),
after which they were to be self-supporting through
premium revenues. The 1993 act specified that “each
contract for start-up funds is limited to $275,000
(Florida Statutes, sec. 408.704(2) (emphasis added).
The 1993 act further specified that “each aliance shall
set reasonabl e fees for membership in the aliance which
will finance all reasonable and necessary costs incurred
in_ administering the alianceg’ (Florida Statutes, sec.
408.702(7) (emphasis added).

During 1994, legidators quietly annualized the
$3.1 million appropriation in the state’'s 1994-95 bud-
get. This means that the subsidy will carry over into
each future budget unless specificaly eliminated by
law.37 At a recent Senate subcommittee hearing, the
Agency for Health Care Adminigtration’s Chief of Man-
aged Competition, Sharon Jacobs, testified that further
funding was needed because the CHPAS till have not
become sdlf-supporting.38 Infact, the Orlando-area (Re-
gion 7) CHPA, which has signed up more enrollees than
any other CHPA, reportsthat it does not expect to break




even until February 1997.39 As of February, 1995, the
date’'s 11 CHPAS have enrolled approximately 26,000
Floridians. At this point in time, then, the annua $3.1
million state subsidy to the CHPAs amounts to $119
per enrollee. It should be kept in mind, too, that figures
kept by the state’ s Agency for Health Care Administra-
tion show that dightly over 50 percent of CHPA enroll-
ees previoudy had hedlth insurance. 40

Florida legidators should remove the continued
annud appropriation of $3.1 million in operating subsi-
diesto the CHPAsand once again direct them to achieve
sef-sufficiency in a year, as the origina law intended.
If the CHPASs cannot achieve self-sufficiency in a year,
this costly experiment in taxpayer-subsidized purchas-
ing aliances should be closed down.

How GovernmvenT Procrams UNDERCUT

Privare SoLutions aNDAccessto QuaLiTy Care

Despite the cogt-cutting innovations of employ-
ersin Floridaand throughout the nation that have proven
quite effective, Governor Chiles continues to promote
“reforms’ that would undercut such initiatives and in-
stead steer ever larger groups of citizens into govern-
ment-run aliances or other taxpayer-subsidized pro-
grams. There, employers and individua consumers will
not have any direct financial incentive to hold down their
use of hedth care services. The officias running gov-
ernment purchasing aliances, in turn, will have no in-
centive to look for creative waysto cut costs. They will
only be required to identify those plans that meet the
benefit packages outlined in government-announced
RFPs (and possibly aso government-set ranges of “ac-
ceptable’” premiums); and insurance companies, in turn,
will dictate to participating groups of medica provid-
ers the resulting fee schedules afforded by the govern-
ment premium rates.

Top-down vs. bottom-up reform. Gov. Chiles
agenda for “managed competition,” as represented by
the state’'s 11 CHPAS (and his proposed Florida Hedlth
Security plan) and President Clinton’s federa-level pro-
posals share the same essentia difference with the pri-
vate-sector innovations outlined in this paper: a top-
down approach versus abottom-up approach to reform.
With the Chiles and Clinton top-down approach, one
level or another of government controls the hedlth care
products (coverage plans) offered for sale. With the
private-sector hedlth care revolution’s bottom-up ap-
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proach, employers and consumers control the monies
spent and the products purchased. Cost control is
achieved by employers and consumers looking out for
their bottom line—their hedlth care bills. We see this
happening in the workplace more and more today, wher-
ever employers ingtitute programs to make employees
and health care providers more accountable for a pru-
dent use of their employer’s health care dollars.

In addition, the Chiles and Clinton plans would
move Florida and America toward a legal environment
in which insurance companies would be able to offer
nothing less than a government-defined policy with mini-
mum benefits. Over time, the government-designed
benefit plans, which would be subsidized for many en-
rollee groups, likely will become the choice of a grow-
ing number of employers seeking the cheapest, legd
path to providing insurance to their workers. As are-
sult, employers would be relegated to merely identify-
ing the lowest-priced government-set benefits package
and covering their employees with it. They would no
longer have any incentive to pursue a proactive role with
insurers or providers about the quality of care they ob-
tain for their health care dollar.

These Plans Would Prepare the Way For a
Single-payer System. Under a single-payer system,
such as Canada's national health program, the govern-
ment makes al payments to health care providers di-
rectly—with no insurance firms or other entities assum-
ing any risk. Although it was little noticed, the Sep-
tember 1993 Clinton Plan would have given individud
states, from the very outset, the authority to establish a
single-payer system. Any system of state-wide gov-
ernment-sponsored purchasing aliances later could
serve as the infrastructure through which a state intro-
duces a single-payer system. A June 1993 comment
by Doug Cook, Gov. Chiles top hedth care officid, is
ingructive: “| believe that managed competition can and
should be the answer, but if it's nat, it will be the bridge
to asingle-payer system.41 (Other nations' experiences
with single-payer systems are fraught with problems.
Under Canada s single-payer system, waiting lists grow
longer—resulting in increasing reports of unnecessary
deaths and growing numbers of Canadians crossing the
border to obtain medica carein the U.S.42) Indeed, the
Hedlth Care Reform Act of 1992, which the Florida
legidature passed in March of that year, provides that
“by December 31, 1994, employees and their depen-
dents have, at alevel acceptable to the Legidature, cov-



erage of the basic health care benefit package or em-
ployers shall be mandated to provide such coverage.”
(Florida Statutes, sec. 408.0061 (1)(b) 2). Some, in-
cluding Governor Chiles, have interpreted that provi-
sion as giving the state authority to implement either a
single-payer system or a “play-or-pay” system of man-
dates on business.

If Governor Chiles continues to get his health
care agenda legislated incrementally, at some point
Florida s 11 state-run CHPAs will be serving as a hedlth
plan intermediary for a substantial portion of Florid-
ians, and very possibly acting as the sole receiver of
premiums and the sole payer of premium monies for
those plans. It would then be a rdatively small further
step for government to smply take insurers out of the
loop atogether and pay providers directly—i.e., asingle-
payer system. As noted above, under a single-payer
system, the quality of hedlth care is certain to deterio-
rate, and Floridians can expect eventudly to face wait-
inglistsfor care (i.e,, rationing) as hasresulted in Canada
and elsewhere.

How 1o Draw THE LiNE oN THE ExPansioN oF
FLoriDA'sNew HeaLTH Care Bureaucracy
(THE CHPAs) anp LET THEM ComMPETE WITH
THE STATE'S PRIVATELY-SPONSOREDA LLIANCES

ANDOTHER| NNOVATIONS

The steps necessary to halt the expansion of
Florida's CHPA system and ensure that it continues to
have to compete head on with the state’ s privately-spon-
sored, no-cost-to-the-taxpayer aliances and other pri-
vate innovations are quite few. A smple, seven-point
plan for Florida includes:

1) Revise Florida law to end the state's

ability to mandate employer participation

in CHPASs or ingtitute a single-payer sys-

tem.

2) Maintain thecurrent legal provision
that membership in CHPAs bevoluntary.

3) Don’t institute the Florida Health

state should continue to implement any
government-subsidized health program
(Medicaid and others) separately from
alliances or other channels that adminis-
ter private hedth plans, so as not to un-
dermine the private health care market-
place by blending (however indirectly)
fully private plans with government-sub-
sidized “private’ plans through CHPAS.

4) Do not expand the member ship,
scope, or power of CHPAS by adopting
any of the various proposals recently put
forward such as, for example, authoriz-
ing CHPASs to negotiate health plans
through “re-bidding.”

5) End the authority of CHPAsto col-
lect and distribute premiums; limit
them to being “information gatherers and
disseminators.”

6) Discontinue taxpayer subsidies of
thestate’'s11 CHPAs. TheCHPAswere
designed to be a facilitator for private
hedlth plans, and the viahility of the CHPA
experiment must be allowed to be tested
through the provision of no more taxpayer
subsidies.

7) Promote tax law changes at the fed-
eral and state level, that would: @) pro-
vide tax-treatment equity so that self-em-
ployed and individua purchasers of hedlth
plans are put on an equal footing with citi-
zens who receive coverage through their
employer, and b) provide tax-treatment
equity among conventiona insurance pro-
grams and programs that include the use
of Medica Savings Accounts (MSAS) by
allowing contributions to MSAs to be
made with pre-tax, rather than after-tax,
dollars.

Security program which would repre-
sent a new, taxpayer-financed, Medicaid-
type entitlement for the middle-class ad-
ministered through CHPAs. Similarly, the

Conclusion. Governor Chiles, Florida's state
legidators, Presdent Clinton, and the Congress should
approach health care reform proposals keeping in mind
that most Americans have health insurance and are



happy with the quality of health care they are receiving.
The public's interest would be poorly served if improv-
ing the health care coverage of the 15 percent of Ameri-
cans without insurance came at the expense of lower-
ing the quality of health carefor most Americans. Hedth
care reform should facilitate (not restrict) employers
ability to experiment with the design of the health plans
they offer to their employees. New government initia-
tives are not needed in order to encourage the spread of
private coalitions, where large employers invite
small employers to join their group-purchasing and
quality assurance efforts. Not only are government-
run purchasing alliances not necessary, if left unchecked
they will undermine the continued success and expan-
sion of the private coditions. Let the public arrange-
ments compete with the private arrangements, and let
employers and covered employees reap the benefits of
competition between the two for the provision of a su-
perior level of service.

The “managed competition” health reform that
has been introduced in Florida, with the CHPAs at the
core, may well prove unable to stand on its own, with-
out continued taxpayer subsidies. It is therefore im-
portant that membership in Florida’s CHPAs continues
to be voluntary, and that Florida's private businesses
continue to pursue and expand their alliances and other
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initiatives. Elected officids in Talahassee and Wash-
ington should not pursue any health policy reform that
diminishes private employers and insurers incentive
to be part of the solution in their own way—at no cost
to taxpayers. A free market in health care services has
not failed America or Florida, because a true free mar-
ket in hedth care has not been allowed to operate in
Americain recent years—where large government pro-
grams have accounted for over 40 percent of health care
spending. Today, however, a freemarket revolution in
hedlth care is taking place in cities across Florida and
America, as companies develop a nearly endless vari-
ety of innovative hedth plans--including privately-spon-
sored purchasing alliances, the use of Medicad Savings
Accounts, and many other mechanisms. These private-
sector innovations are making health care more acces-
sible and more affordable to more people every day.
Rather than gtifling private solutions through the intro-
duction of new government programs, lawvmakers in-
stead should encourage them through tax-law revisions
and other enabling reforms.
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