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Alan R. Weil proposes creating a Medical Security System (MSS) to provide

health insurance coverage to every legal resident under age . His plan would:

   -  access to a basic health coverage

package at no cost to them, by requiring employers either to provide cover-

age or pay a payroll tax to finance coverage purchased through insurance

exchanges.

    designed to organize the insur-

ance market. The exchanges would operate in defined geographic areas 

and contract with health plans that would offer all their products on a

guaranteed-issue, community-rated basis.

      through a health insurance

exchange or their employer. At their option, employers could opt out of the

MSS financing system by providing part- and full-time employees with a

health plan equal to or greater in value than one of the standard benefits

packages.

        ’  Insurance Program (S-CHIP)

and the low-income and adult components of Medicaid, folding those 

beneficiaries into the MSS, while waiving copayments and providing 

wraparound coverage for services not included in the basic package.

       , existing government funding sources, individual

premium payments, and additional appropriations for financing.

Weil Proposal

Key Elements
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System Overview

This paper sets forth a propo s ed Medical Sec u ri ty

Sys tem (MSS) that would provi de health insu ra n ce

coverage to all non-elderly Americans.

System Design

The Medical Sec u ri ty Sys tem com bines funds from

a payro ll tax, ex i s ting govern m ent funding source s ,

and ad d i ti onal appropri a ti ons to provi de a basic

i n su ra n ce plan to all indivi du a l s . Priva te health

i n su ra n ce exch a n ges stru ctu re the insu ra n ce mar-

ket, allowing individuals to select a basic plan at no

ch a r ge or pay an ad d i ti onal amount to obt a i n

en h a n ced covera ge . A medical savi n gs acco u n t

opti on is also ava i l a bl e . E m p l oyers can avoid the

payroll tax (their own and their employees’) if they

provide and pay for a significant portion of a com-

preh en s ive insu ra n ce opti on for their em p l oyee s

and their depen den t s . All legal re s i den t s , rega rdl e s s

of em p l oym ent statu s , who do not obtain covera ge

t h ro u gh their em p l oyer have free access to a plan

through an exchange, and can purchase higher-cost

covera ge if t h ey de s i re . Wa ivers of cost sharing are

ava i l a ble to low - i n come families thro u gh a state -

administered system.

The Medical Security System is financed prima-

rily through a payroll tax. Tax rates are set originally

to approximate current private insurance spending.

For illu s tra ti on , tax ra tes of .  percent for em p l oy-

ers and  .  percent for em p l oyees app l i ed to the

Social Sec u ri ty wage base would gen era te approx i-

m a tely the amount spent on priva te insu ra n ce pre-

m iums and would distri bute the costs bet ween

em p l oyers and em p l oyees in accord a n ce with the

n a ti onal avera ge con tri buti ons for family covera ge .

A portion of existing state and federal Medicaid and

S t a te Ch i l d ren’s Health In su ra n ce Program (S-

CHIP) funds for poverty - rel a ted el i gi ble pop u l a-

ti on s , a l ong with ad d i ti onal gen eral revenu e s , wi ll

also be required.

A set of n a ti on a lly standard i zed model ben ef i t s

p ack a ges wi ll be devel oped (for ex a m p l e , ti gh t ly

managed with limited copayments,less tightly man-

a ged with high er cop aym en t s ) . One ben efit opti on

wi ll be stru ctu red as a medical savi n gs acco u n t

( M S A ) , with a high - dedu cti ble health plan com-

bi n ed with mandatory con tri buti ons to a savi n gs

account that can be used only for medical costs. The

s t a n d a rd ben efits pack a ge with the lowest actu a ri a l

va lue (other than the MSA) is referred to as the

ben ch m a rk pack a ge . The va lue of the ben ch m a rk

p ack a ge determines the revenue nece s s a ry to pro-

vi de universal covera ge under the MSS. Th i s

a m o u n t , less other funding stre a m s , wi ll ulti m a tely

determine the actual payroll tax rate.

The MSS opera tes thro u gh health insu ra n ce

exchanges that serve to organize the insurance mar-

ket . Exch a n ges opera te in def i n ed geogra phic are a s

de s i gn ed to en compass one or more health care

m a rket s . Exch a n ges are assu m ed to be priva te , but

there are no requirements as to their form of gover-

nance or ownership. Any exchange that meets basic

requirements can obtain a license to operate,mean-

ing that mu l ti p l e , com peting exch a n ges may ex i s t

within any given market. Exchanges have no regula-

tory power.

Exch a n ges bear no insu ra n ce ri s k ; i n s te ad , t h ey

con tract with licen s ed health plans. To opera te , a n

exch a n ge must of fer all standard ben efits plans;

h owever, exch a n ges may also of fer ad d i ti onal plan

de s i gn s . All produ cts must be of fered to all parti c i-

The Medical Security System: A Proposal To Ensure
Health Insurance Coverage For All Americans

by Alan R. Weil



176

pants on a community-rated basis. At least one plan

must be of fered free - of - ch a r ge . Th ro u gh the MSS,

exch a n ges receive a fixed amount per en ro ll ee

adjusted for the age and gender composition of the

en ro ll ee s . On avera ge , the MSS provi des each

exch a n ge with su f f i c i ent funds to of fer the ben ch-

m a rk plan at no cost to the en ro ll ee . As a practi c a l

m a t ter, the specifics of the no-cost plan in any

exch a n ge wi ll be determ i n ed by the bids the

exchange receives. It is important to emphasize that

the actual de s i gn of the no-cost plan may or may

not match the ben ch m a rk plan, and it may va ry

ac ross exch a n ge s . Exch a n ges also co ll ect prem iu m

p aym ents from indivi duals who sel ect en h a n ced

plans, and they provide information to participants

about their plan options.

The noti on of a health insu ra n ce exch a n ge is

borrowed loo s ely from the stock exch a n ge . S tock

exchanges create a marketplace for highly regulated

goods (securities). To succeed,these exchanges must

a t tract buyers and sell ers (firms and shareh o l ders ) .

While exch a n ges impose significant con tractu a l

requirements on buyers and sellers,they do not have

a ny reg u l a tory aut h ori ty them s elve s . This analogy

has its limits, but it does su ggest the type of ro l e

envisioned for the exchanges.

E m p l oyers may be exem pt from the payro ll tax

s ys tem if t h ey provi de all part - time and full - ti m e

employees with a health insurance package equal to

or gre a ter than one of the standard ben efits pack-

a ges de s c ri bed above . E m p l oyers must con tri bute a

m i n i mum of  percent of the cost of i n d ivi du a l

covera ge and  percent of the cost of depen den t

coverage, and employees are required to participate

in coverage offered by exempt employers. Employer

exem pti ons are given for three - year peri ods and

cannot be revo ked du ring that ti m e . The con ti nu a-

ti on covera ge requ i rem ent under the Con s o l i d a ted

O m n i bus Bu d get Recon c i l i a ti on Act of   

(COBRA) is eliminated.

Every legal Am erican re s i den t , rega rdless of

work status or earn i n gs , m ay obtain any no-co s t

i n su ra n ce pack a ge thro u gh any exch a n ge opera ti n g

in his or her area (unless the re s i dent is covered by

an exempt employer). At the time of enrollment,the

pers on may sel ect a plan that requ i res a prem iu m

payment, in which case premium billing is handled

by the exch a n ge . Non - p aym ent re sults in the

exch a n ge moving the pers on into a no-cost plan.

E n ro ll m ent cycles are annu a l , with excepti ons for

people who move into or out of the regi on . He a l t h

c a re provi ders may arra n ge with exch a n ges and

health plans to provi de for en ro ll m ent at the poi n t

of service for anyone who has not gone through the

enrollment process. Any person may elect the med-

ical savings account option, but the election is irrev-

ocable for five years.

Families with income bel ow current mandatory

Medicaid el i gi bi l i ty income standards qualify for a

copayment waiver, allowing them to obtain medical

services without making copayments or deductibles

and to obtain certain otherwise uncovered services.

Waiver applications are processed by states based on

recent earn i n gs data. Cop aym ent waivers are va l i d

for one year and must be renewed annually.

The low-income child and adult components of

Medicaid are el i m i n a ted , as is the State Ch i l d ren’s

Health In su ra n ce Program (S-CHIP). Med i c a re

remains intact. The portion of Medicaid that serves

people with disabi l i ties is recon f i g u red as wra p-

around coverage beyond the basic benefits available

through the MSS.

System Principles

The Medical Sec u ri ty Sys tem is built on three

pri n c i p l e s .



Health insu ra n ce covera ge should be univers a l .

Put ting this principle into ef fect requ i res two

i m portant con ceptual shifts within the health care

system.First, we must acknowledge that no amount

of p u blic covera ge , wh et h er in the form of p u bl i c

programs su ch as Medicaid or financial su pport

such as tax credits,can expand from the base of our

ex i s ting vo lu n t a ry, em p l oyer- b a s ed insu ra n ce sys-

tem into a universal sys tem . E f forts to build from

the vo lu n t a ry em p l oyer- s pon s ored insu ra n ce base

h ave yi el ded many innova tive approach e s , su ch as

sliding prem ium scales, w a i ting peri ods for en ro ll-

m ent in public progra m s , and tax credits to pur-

chase coverage in the non-group market or to apply
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toward the employee’s share of the health insurance

premium. While each incremental step is important

and can benefit many people, this approach cannot

re ach univers a l i ty. Su b s t a n tively, the two sys tem s

cannot mesh to provi de true universal covera ge ,

a n d , po l i ti c a lly, s h a ring financial re s pon s i bi l i ty

bet ween the govern m ent and em p l oyers wi t h o ut

clearly defined roles for each creates a constant bat-

tle to shift costs to the other payer.

Second, we must separate financing from enroll-

ment. A variety of financing sources must be called

on to su pport the health care sys tem . In ad d i ti on ,

ef fective en ro ll m ent mechanisms must re ach all

peop l e . But the two sys tems must be sep a ra ted , s o

that income tests and app l i c a ti ons with cumber-

some verification requirements are no longer barri-

ers to program en ro ll m en t . Si m i l a rly, we should

en co u ra ge the sep a ra ti on of en ro ll m ent and health

ben efit ad m i n i s tra ti on from the work p l ace , t h ereby

f ac i l i t a ting more ef f i c i ent labor markets and el i m i-

n a ting em p l oyers’ access to pers onal health infor-

mation about their employees.

 

The MSS is built around the cri tical Am erican va lu e

of ch oi ce , wh i ch is ava i l a ble at three level s .F i rs t ,i n

con trast to the circ u m s t a n ces facing most Am eri c a n s

tod ay, i n d ivi duals are able to ch oose their health plan

and del ivery sys tem . Secon d ,i n d ivi duals are able to

ch oose their health care provi der. Th ey can ch oose a

plan based at least in part on wh et h er that plan

i n clu des the provi ders on wh om the indivi dual rel i e s .

Th ey may alw ays obtain servi ces out s i de of the MSS

i f t h ey are wi lling to pay for those servi ce s . Th i rd ,

i n d ivi duals can determine the level of financial ri s k

t h ey are wi lling to be a r. In d ivi duals can ch oose from

a ra n ge of i n su ra n ce stru ctu re s ,f rom catastrophic to

com preh en s ive . Th ey pay according to the risk they

a re wi lling to take , and they are able to join a ri s k

pool with others with similar tastes for ri s k .

  

The political process will determine the parameters

of the ben ch m a rk plan and the funds nece s s a ry to

support universal access to that plan. The definition

of the guara n tee is fundamen t a lly a social dec i s i on

that should be made in the political arena. The com-

bi n a ti on of i n d ivi dual ch oi ce and com peti ti on

a m ong health plans wi ll yi eld ef f i c i encies wi t h i n

that core sys tem . S pending dec i s i ons beyond the

core are made by individuals, without tax subsidies,

ref l ecting their de s i re to obtain more health insu r-

a n ce covera ge than the MSS provi de s . The MSS

retains the third - p a rty paym ent sys tem . Wh i l e

t h i rd - p a rty paym ent is inheren t ly inflati on a ry, i t

provides a very real value to people by reducing the

financial risks they face.

Coverage and Eligibility

The Medical Sec u ri ty Sys tem is universal for lega l

residents of the United States under age . The sys-

tem fully uncouples financing and enrollment,mak-

ing a basic health insu ra n ce pack a ge ava i l a ble to

every American, regardless of employment status or

i n com e . Some people wi ll con ti nue to receive thei r

i n su ra n ce covera ge thro u gh their em p l oyer. Ot h ers

wi ll obtain covera ge thro u gh new health insu ra n ce

exch a n ges that stru ctu re the market for health

i n su ra n ce . Everyone wi ll have an insu ra n ce opti on

available at no charge, but will also be able to use his

or her own mon ey to purchase a high er- co s t , m ore

comprehensive product.

Design

  

All Am ericans (except those covered by an exem pt

em p l oyer) wi ll have the opti on of obtaining health

i n su ra n ce thro u gh new en ti ties call ed health insu r-

a n ce exch a n ge s . A health insu ra n ce exch a n ge is a

market organizer for health insurance products. The

exch a n ge receives funds (as de s c ri bed bel ow) and

en ters into con tracts with mu l tiple insu ra n ce com-

panies. Exchanges can take any ownership or gover-

nance form (for example, private, public, corporate,

n o t - for- prof i t ) . Health insu ra n ce exch a n ges are

licensed by the federal government.

E ach exch a n ge must of fer all standard plans (as

de s c ri bed bel ow) and at least one health plan that

can be obt a i n ed free - of - ch a r ge by the en ro ll ee . Th e

exch a n ge may also of fer ad d i ti onal ben efit de s i gn s .

All plans, standard or otherwise, must be offered at
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a com mu n i ty ra te to all exch a n ge participants wi t h

no underwri ti n g. Exch a n ges may not tie parti c i p a-

tion in the exchange to purchase of any other goods

or services,and exchanges may not sell any goods or

services other than health insurance.

The federal government will define a set of geo-

gra phic regi on s , k n own as catch m ent are a s ,

de s i gn ed to approx i m a te health care market s . An

exchange that wishes to operate within a catchment

a rea must serve the en ti re are a . A single exch a n ge

can serve one or more catch m ent are a s , or even

opera te nati onwi de . Th ere is no re s tri cti on on the

nu m ber of exch a n ges that may opera te ; in fact ,

com peting exch a n ges may opera te in any given

c a tch m ent are a . An exch a n ge opera ting in a catch-

ment area must accept enrollment from any resident

in that catchment area.

Exch a n ges con tract with health plans and pay

t h em for each en ro ll ee in the exch a n ge who sel ect s

that plan. The exch a n ge bu n dles the funds it

receives thro u gh the Medical Sec u ri ty Sys tem wi t h

the prem ium con tri buti ons made by indivi du a l s

and passes them along to health plans.

An exch a n ge that performs its functi ons well —

con tracts with a va ri ety of p l a n s , i n forms en ro ll ee s

of t h eir ch oi ce s , h a n dles prem ium co ll ecti ons—

should obtain a su f f i c i ent en ro ll m ent base to be

f i n a n c i a lly sel f - su s t a i n i n g. However, s i n ce the MSS

cannot functi on wi t h o ut the exch a n ge s , s t a tes wi ll

be requ i red to cre a te an exch a n ge if n one exists in

the state.

 

A nati onal boa rd wi ll cre a te a series of s t a n d a rd

ben efits plans. These plans wi ll ref l ect a ra n ge of

opti ons with re s pect to del ivery sys tem (for ex a m-

ple, tightly managed,loosely managed,unmanaged)

and cost shari n g. As noted above , a ll health

exchanges must offer all standard plans.

Ba s ed on the funds ava i l a ble to it thro u gh the

MSS, each exchange must also offer at least one no-

cost plan.A no-cost plan is one in which any person

may enroll without being required to make any pre-

m ium paym ent from his or her own funds. A no-

cost plan may or may not corre s pond with one of

the standard plans. As a practical matter, t h e

exch a n ge , k n owing the funds it wi ll receive per

m em ber, wi ll solicit bids from parti c i p a ting health

plans at a pri ce that matches those funds (less

administrative costs absorbed by the exchange). The

ben efit de s i gn of the received bids wi ll determ i n e

what the exch a n ge can of fer at no co s t . G iven this

method, it is important to note that the specifics of

the no-cost plan may vary among exchanges.

Every exch a n ge must of fer an MSA opti on .

Under this option,a high-deductible plan is provid-

ed , with the balance of the funds placed into a sav-

i n gs acco u n t . Funds in the account ro ll forw a rd

indefinitely and are available only for medical costs.

The MSA option is available to all MSS participants,

but a participant who el ects that opti on mu s t

remain in the MSA for five years.

No reb a tes are perm i t ted for bel ow - cost plans;

that is, exch a n ges may not of fer plans that cost less

than the funds they have available, and then refund

those excess funds to the en ro ll ee . The on ly excep-

tion to this is the MSA. In the MSA option,all funds

o t h er than those used to purchase the high -

dedu cti ble insu ra n ce are depo s i ted into the MSA,

wh i ch is ava i l a ble to the en ro ll ee on ly for health-

related purposes.

 

E m p l oyers may con ti nue to provi de health insu r-

ance to their employees. An employer that provides

a ll part - time and full - time em p l oyees with a health

i n su ra n ce pack a ge equal to or gre a ter in va lue than

one of the standard ben efits pack a ge s , and con-

All Americans will have the option of obtaining health insurance 

through new entities called health insurance exchanges. Each 

exchange must offer at least one health plan that can be obtained 

free-of-charge by the enrollee.
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tri butes a minimum of  percent of the cost of

i n d ivi dual covera ge and  percent of the cost of

family coverage, can become exempt from the MSS.

This exem pti on means that the em p l oyer does not

pay the payroll tax into the MSS. Exempt employers

must make employee participation in the company’s

health plan autom a tic and mandatory. E m p l oyer

exem pti ons are gra n ted for ren ew a ble three - ye a r

peri od s , and the em p l oyer must abi de by the term s

of the exemption for the entire period.

Rationale

The MSS relies heavi ly on health insu ra n ce

exch a n ges because of the dem on s tra ted va lue of

poo l ed purchasing arra n gem en t s . These arra n ge-

ments pool risk, offer a choice of plans, and organ-

ize the insurance market in a manner that increases

com peti ti on . The limited su ccess of p u rch a s i n g

pools in the current health insu ra n ce sys tem is pri-

m a ri ly a ref l ecti on of the envi ron m ent in wh i ch

these pools must opera te . The MSS of fers these

pools a large number of members and a set of mar-

ket rules under which they do not face any competi-

tive disadva n t a ge s . Un der these con d i ti on s , h e a l t h

insurance exchanges can provide value and choice.

In the MSS,health insurance exchanges can take

a ny or ga n i z a ti onal form , and any nu m ber of

exch a n ges can exist side - by - s i de with iden tical or

overl a pping catch m ent are a s . Th ere is no re a s on to

re s tri ct or ga n i z a ti onal form or cre a te mon op s ony

p u rch a s ers as long as all exch a n ges are requ i red to

fo ll ow appropri a te market ru l e s . Com peti ti on

a m ong exch a n ges wi ll occur on the basis of i n for-

mation provided to enrollees,the range of insurance

opti ons of fered to en ro ll ee s , and the overa ll qu a l i ty

of service provided. In the short run, exchanges will

be created and some will fail, imposing a cost on the

health care sys tem . Over ti m e , a limited nu m ber of

exch a n ges are likely to su rvive . The process of

exch a n ge com peti ti on , and the po s s i bi l i ty of n ew

entrants if existing exchanges do not meet the needs

of t h eir custom ers , should yi eld good - qu a l i ty serv-

ice. A natural corollary of having multiple, compet-

ing exch a n ges is that those exch a n ges have no

government or regulatory power.

The series of s t a n d a rd ben efits pack a ges is

de s i gn ed to en h a n ce the ef f i c i ency of the market .

The goal is to cre a te su f f i c i ent standard i z a ti on that

consumers can evaluate the relative value of various

options. One alternative would have been to permit

only standard benefits plans to be sold. This option

was rej ected because the process that defines these

plans wi ll inevi t a bly be po l i tical and po ten ti a lly

s l ow - m oving and could prevent the adopti on of

i n n ova ti ons (su ch as the em er gen ce of poi n t - of -

service plans).

To ensure the viability of the standard plans,the

MSS requ i res that all ben efit de s i gns of fered by the

exchange, standard or not, be offered on a commu-

nity-rated basis without underwriting. One alterna-

tive would have been to permit risk ra ting for

n on - s t a n d a rd produ ct s . This opti on was rej ected

because of the concern that a health plan could offer

a minor va ri a ti on on a standard plan, u n derwri te

the plan, and offer it at a low cost while higher-risk

populations are placed in the almost identical stan-

dard plan. This would yield the sort of risk segmen-

tation the MSS must avoid to be successful.A more

a ppealing opti on would be to permit underwri ti n g

for any plan with a prem ium of , for ex a m p l e , m ore

than  percent above the ben ch m a rk plan, as lon g

as the plan is guara n teed ren ew a bl e . This opti on

would all ow people who want to bear less financial

risk to enroll in a more comprehensive plan without

f acing the risk that prem iums for this plan wi ll be

artificially high because of people switching into the

plan at the last minute when they anticipate needing

health care services. If stable, such a structure could

s egm ent people with a low to l era n ce for financial

risk wi t h o ut fully segm en ting health care ri s k . Th i s

opti on was rej ected for its com p l ex i ty, but is wort h

m ore ex p l ora ti on as a veh i cle for of fering more

i n su ra n ce opti on s . Nothing in the MSS ex p l i c i t ly

b a rs the con ti nu ed ex i s ten ce of the non - gro u p

insurance market. If state regulations permit it, that

m a rket could of fer Med i ga p - s tyle covera ge wi t h o ut

conforming to the precise requirements of the MSS.

In the MSS, n ei t h er exch a n ges nor health plans

are permitted to refund to the individual any funds

that may be available because the enrollee selected a

low-cost plan. This provision is designed to create a

true floor for insu ra n ce covera ge . This provi s i on
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does limit the extent of health plan competition in a

very low - cost market . That is, s i n ce reb a tes are not

available, all an efficient plan can do is add benefits,

wh i ch may have an inflati on a ry ef fect on overa ll

health care spending. Despite this risk,the provision

was adopted to en su re that com peti tive pre s su re

does not re sult in poorer peop l e , who may prefer

cash in hand to bet ter insu ra n ce covera ge , f rom

becoming concentrated in a very low-cost, very low-

quality plan that refunds a large portion of the pre-

m ium to the en ro ll ee , but of fers little in the way of

health insurance protection.

The MSA opti on of fers a re a l i s tic insu ra n ce

option for people who are willing to take significant

personal financial risk, while limiting the likelihood

of risk segm en t a ti on . S trong oppon ents of M S As

argue that people wi lling to accept financial ri s k

have disproportionately high incomes, and, because

i n come is correl a ted with health statu s , t h ey are

l i kely to have lower- t h a n - avera ge co s t s . Rem ovi n g

this pop u l a ti on from the larger risk pool yi el d s

h i gh er prem iums for everyone el s e . S trong propo-

nents of MSAs argue that they are the only realistic

m echanism for cre a ting pri ce sen s i tivi ty and full

choice of provider among individual users of health

c a re servi ce s . While MSA propon ents claim that

M S As have not shown great su ccess in the market

because of the reg u l a tory bu rdens assoc i a ted wi t h

the existing MSA demonstration, evidence from the

rest of the health insurance market suggests that the

more likely reason is that only a relatively small por-

tion of the population is willing to bear the amount

of financial risk inherent in the MSA structure. The

MSS inclu des an MSA opti on because it is bel i eved

that the cost to the rest of the pop u l a ti on is small

com p a red with the gain that wi ll acc rue to MSA

p a rti c i p a n t s . The five - year lock-in requ i rem ent for

MSAs is designed to reduce their risk segmentation

aspects,although the requirement will not eliminate

such aspects entirely.

E m p l oyers may con ti nue to of fer health insu r-

ance benefits to their employees even after establish-

m ent of the MSS for the same re a s ons that they

choose to do so today: to gain a competitive advan-

tage when recruiting employees, or to pursue partic-

ular wellness goals among their work force .

Employers should be encouraged to play this role if

t h ey can of fer their em p l oyees ben efits that go

beyond those available from health exchanges. Some

of these ben efits could inclu de improved health

plan sel ecti on , overs i gh t , and inform a ti on , or

reduced employee cost sharing.

E m p l oyees working for exem pt em p l oyers are

b a rred from the health insu ra n ce exch a n ge sys tem .

This provi s i on exists to prevent em p l oyers from

en co u ra ging their high e s t - cost em p l oyees to shift

t h eir costs to the publ i cly financed progra m , ei t h er

through the structure of their employee subsidies or

through more direct pressure on the employee. This

restriction on employee choice is unfortunate, but it

is nece s s a ry to pro tect the integri ty of the sys tem .

The ex i s ten ce of this re s tri cti on provi des a stron g

justification for enforcing the standards imposed on

em p l oyers that wish to be exem pt . It also cre a tes a

n eed for indivi dual prem ium su b s i d i e s , d i s c u s s ed

below.

Financing

The Medical Security System relies on three sources

for financing. The pri m a ry source of funding is a

p ayro ll tax. Ad d i ti onal govern m ent revenues su p-

p l em ent the payro ll tax, and indivi dual prem iu m

contributions by some participants also finance the

system.

Design

 

The payroll tax forms the core of MSS financing. It

is designed to emulate the current system by having

em p l oyers co ll ect the porti on paid by em p l oyee s

and combine that amount with the employer’s con-

tri buti on . However, as a tax, the sys tem opera tes in

an equ i t a ble manner by requ i ring the parti c i p a ti on

of a ll firm s , in con trast to the current vo lu n t a ry

structure.

The precise stru ctu re of the payro ll tax is not

c ri tical to the de s i gn . To illu s tra te , a financing sys-

tem is pre s en ted with the split bet ween em p l oyer

and em p l oyee con tri buti ons divi ded   percen t / 

percent, approximately the same division that exists

today for family coverage at the t ypical firm. Again,
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for illu s tra ti on , the proposal applies the tax to the

c u rrent Social Sec u ri ty wage base. A com bi n ed

employer/employee tax rate of  percent applied to

the Social Sec u ri ty wage base in     would yi el d

a pprox i m a tely the    bi ll i on spent on priva te

health insurance premiums that year. While partici-

p a ti on in part of the Social Sec u ri ty sys tem is cur-

ren t ly opti onal for state and local govern m en t

em p l oyee s , that would not be the case for the MSS,

thereby providing a larger tax base. Consistent with

h ow Social Sec u ri ty taxes curren t ly opera te , s el f -

em p l oyed pers ons would pay the com bi n ed

employer and employee rate.

 

Public financing beyond the payroll tax will be nec-

essary to generate sufficient funds to provide cover-

a ge to all Am eri c a n s . If the payro ll tax gen era te s

approximately the resources currently spent on pri-

vate coverage, additional resources will be needed to

cover those curren t ly wi t h o ut health insu ra n ce and

those covered through public programs.

One source of p u blic financing is a porti on of

c u rrent ex pen d i tu res on Medicaid and the State

Ch i l d ren’s Health In su ra n ce Program (S-CHIP).

Since coverage for these populations comes through

the MSS, a ppropri a ti ons to these programs can be

red i rected to the MSS. Some current public ex pen-

d i tu res wi ll be needed for special su b s i d i e s , d i s-

c u s s ed bel ow. Thu s , c u rrent spending on Med i c a i d

and S-CHIP, less the amount needed to provi de

other subsidies, will be available to fund the MSS.

 

The MSS provides every individual with the oppor-

tu n i ty to parti c i p a te in any health plan of fered by

any health exchange. However, only some insurance

options available through the exchange will be avail-

a ble at no co s t . For high er- cost plans, i n d ivi du a l

contributions will be necessary. These funds will be

paid to the exchange and passed on to the appropri-

ate health plan.

Rationale

The MSS fully uncouples financing from enrollment

in health insu ra n ce . Thu s , the MSS could functi on

using any funding source, ranging from a portion of

general tax revenues to a per capita assessment. The

decision to rely primarily on a payroll tax is an effort

to balance va rious implicati ons of these differen t

funding mechanisms.

The payro ll tax has the adva n t a ge of emu l a ti n g

the current sys tem of financing health insu ra n ce re a-

sonably closely. Most non-elderly Americans receive

covera ge thro u gh work , meaning that we alre ady rely

on an em p l oym en t - b a s ed financing sys tem . De s p i te

the view of most economists that employees pay the

f u ll cost of i n su ra n ce provi ded thro u gh the work-

p l ace , as a practical matter em p l oyees perceive that

t h ey share costs with their em p l oyer. To minimize

disruption,the MSS emulates this division.

The MSS inclu des a major shift by imposing a

flat tax ra te on a capped porti on of e a rn i n gs . Th i s

stands in contrast to how health plans charge firms,

wh i ch va ries by em p l oyee age and family stru ctu re ,

but not by income. It also stands in contrast to how

employees observe their payments, which are gener-

a lly based on ly on family stru ctu re , with no va ri a-

ti on in em p l oyee (or em p l oyer) con tri buti on based

on the em p l oyee’s salary. How the underlying co s t s

of health insurance are actually borne by employees

within a firm depends at least on labor market con-

d i ti on s , the com p l ex tax tre a tm ent of health ben e-

f i t s , a n d , prob a bly, on the market for the firm’s

good s . It is impo s s i ble (and not nece s s a ri ly de s i r-

a ble) to determine the precise inciden ce of h e a l t h

c a re costs tod ay and cre a te a tax sys tem that emu-

l a tes it. In the MSS, the goal is to approx i m a te the

current structure while achieving the added goals of

equity and universality.

Set ting aside the probl em of d i s ru pti on , a n d ,

therefore, of likely political opposition, some would

argue that all funding for the MSS should com e

from general revenues, generated from the relatively

progressive federal income tax. This funding option

has the advantage of greater vertical equity (higher-

i n come people pay a mu ch larger share of to t a l

i n come taxes co ll ected than they do of total Soc i a l

Security taxes collected). It also presumably has less

of a negative effect on job creation than a significant

p ayro ll tax. Yet , it is difficult to imagine this large a

shift in the financial bu rden assoc i a ted with health
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insurance. The salary base of the MSS payroll tax is

c a pped for the same re a s on : con cern that a new

financing sys tem with dra m a ti c a lly incre a s ed co s t s

for high earners is not politically viable.

All payments into the MSS are based on earnings

and decisions about the type of coverage an individ-

ual de s i re s ; n one is based on the en ro ll ee’s health

s t a tu s . Some people bel i eve this is an inef f i c i en t

design, because it reduces the financial incentive for

people to adopt healthful beh avi ors . The MSS

rej ects incorpora ting health status into the financ-

ing mech a n i s m , b a s ed on the noti on that other

financial con s equ en ces assoc i a ted with unhealthful

behavior remain,and that individuals should not be

penalized for incurring health care costs that are not

attributable to individual behavior.

Total funding for the MSS is determ i n ed by the

cost of providing the benchmark plan to all eligible

people. The amount of revenue the payroll tax gen-

erates will vary with the cycles of the economy. Since

general tax revenues must make up the balance, the

MSS de s i gn cre a tes some uncert a i n ty in proj ecti n g

future federal budget demands.Given the size of the

MSS, even a modest degree of error could have sig-

nificant implications for the overall federal budget.

The MSS retains a significant role for individual

ex pen d i tu res for health insu ra n ce . This de s i gn fe a-

ture is important for two reasons.First, while health

i n su ra n ce exch a n ges can exert some barga i n i n g

pre s su re on health plans and provi ders to hold

down co s t s , real pre s su re for ef f i c i ency wi ll com e

f rom indivi duals sel ecting from among their plan

opti ons to obtain their preferred com bi n a ti on of

price and quality. Second, to be affordable,a univer-

sal covera ge sys tem must guara n tee to everyone a

l evel of covera ge that is less gen erous than som e

people will desire. The individual purchasing option

a ll ows those who wish to spend more than avera ge

on health care to do so.

Relationship between Financing 
and Benefits

From among the standard ben efits plans, the on e

with the lowest actuarial value is termed the bench-

mark plan. The total resources necessary to pay pre-

m iums for all Am ericans en ro ll ed in the MSS are

determ i n ed by mu l ti p lying the cost of the ben ch-

mark plan (including health care and administrative

costs) by the nu m ber of Am ericans under age ,

less those covered by exempt employers. The premi-

um do ll a rs are all oc a ted to each health exch a n ge

b a s ed on the nu m ber of en ro ll ees in that exch a n ge ,

with allocations weighted to reflect the age and gen-

der mix of each exchange’s enrollees.

Kn owing the per capita prem ium do ll a rs ava i l-

a bl e , e ach exch a n ge con tracts with parti c i p a ti n g

health plans. The exch a n ge must of fer at least on e

n o - cost plan, so the exch a n ge must solicit bids that

ex act ly equal the per capita prem ium do ll a rs ava i l-

a bl e . By de s i gn , the no-cost bids on avera ge should

prec i s ely match the ben ch m a rk plan. However,

depending on health care costs in that market and

the efficiency of the plans that operate there,the no-

cost bids could be for a plan som ewhat ri ch er or

s om ewhat leaner than the ben ch m a rk plan. P l a n s

wi ll also bid to of fer high er- cost ben efit de s i gn s ,

with the individual enrollee required to pay the cost

differential between the benchmark and the higher-

cost plan.

It must be em ph a s i zed that the MSS opera te s

with a def i n ed con tri buti on de s i gn . That is, wh i l e

various benefit packages are defined,and the level of

funding is de s i gn ed to be su f f i c i ent to cover the

ben ch m a rk pack a ge for everyon e , the actual cover-

a ge ava i l a ble to any pers on wi ll be wh a tever health

plans can of fer, given the prem ium paym ents they

receive on behalf of their enrollees.

Other Subsidies

Two groups wi ll find that a standard pack a ge of

insurance benefits does not meet their needs. One is

made up of people with very low incomes for whom

the modest copayment and deductible provisions of

a standard pack a ge cre a te barri ers to access to care .

The second group inclu des people with disabi l i ti e s

who need services that go beyond those provided by

trad i ti onal health insu ra n ce ben ef i t s . The MSS

i n clu des sep a ra te su b s i dy sys tems to ad d ress the

n eeds of these two gro u p s . In ad d i ti on , the tax sys-

tem su b s i d i zes low - i n come em p l oyees of exem pt
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em p l oyers whose prem ium bu rden may be more

than they can afford to bear.

Design

Since at least one plan in every exchange is offered at

no cost,there are no premium subsidies to individu-

als based on incom e . However, in the MSS, s t a te s

will administer a system that permits individuals in

l ow - i n come families to obtain a cop aym ent waiver,

a ll owing them to obtain medical servi ces wi t h o ut

making cop aym ents or meeting dedu cti bl e s .

E l i gi bi l i ty for waivers is guara n teed for everyon e

with income bel ow poverty and all other curren t

mandatory Medicaid eligible populations, but states

may adopt broader eligibility standards.Eligibility is

for one year and must be renewed annually.

While individuals who qualify for the waiver will

l i kely be con cen tra ted in no-cost plans, s ome may

ch oose to en ro ll in plans that ch a r ge prem iu m s .

These plans could have larger co s t - s h a ring requ i re-

m ents than the no-cost plan. Com p l ete for given e s s

f rom co s t - s h a ring requ i rem ents could cre a te a

wi n d f a ll to the en ro ll ee and add incen tives for plan

de s i gn and sel ecti on . Th erefore , the waiver wi ll be

designed based on its application to the benchmark

p l a n . For qu a l i f ying indivi duals in other plans, t h e

waiver will be a credit against cost sharing designed

to have the same actu a rial va lue as the com p l ete

w a iver for the ben ch m a rk plan. All ad m i n i s tra ti on

of the co s t - s h a ring waiver wi ll be the re s pon s i bi l i ty

of the health plans and the state , with no financial

risk to or invo lvem ent of the provi der or the

exchange.

Un der Med i c a i d , l ow - i n come ch i l d ren are cur-

ren t ly el i gi ble for a broader ra n ge of health care

s ervi ces than are found in a typical priva te insu r-

ance plan. As a part of the MSS,all children in fami-

lies that receive the co s t - s h a ring waiver wi ll also

receive state - ad m i n i s tered fee - for- s ervi ce covera ge

for that additional set of services.

People who qualify for Medicaid on the basis of

disability currently receive a set of medical and sup-

portive services that are not found in private insur-

a n ce plans. This porti on of the Medicaid progra m

wi ll con ti nue to ex i s t . However, s i n ce everyone wi ll

be el i gi ble to parti c i p a te in the MSS, the disabi l i ty

com pon ent of Medicaid wi ll functi on as a wra p-

around to the core set of benefits.

Financing for all of these su b s i dy programs wi ll

retain the ex i s ting Medicaid matching stru ctu re

bet ween the federal govern m ent and the state s .

Ma tching funds are ava i l a ble to states that ex ten d

cop aym ent subsidies beyond the mandatory pop u-

l a ti on s . Ma tching funds (for prem ium costs on ly )

are also available if a state chooses to offer premium

subsidies to low - i n come indivi du a l s , even though

the MSS has no provi s i on for su ch su b s i d i e s .

Beyond these requ i rem en t s , s t a tes may use thei r

own funds to of fer wh a tever subsidies they wish to

l ow- and modera te - i n come indivi duals or peop l e

with special health care needs.

Low - i n come em p l oyees of exem pt em p l oyers

are required to participate in their employer’s health

p l a n . While an exem pti on is ava i l a ble on ly if t h e

em p l oyer pays a large porti on of the prem iu m , t h e

em p l oyee may sti ll face a significant financial bu r-

den to pay for coverage—a burden that low-income

employees whose firms are not exempt do not face.

Therefore, the MSS includes a refundable tax credit

for these employees. The credit would cover  per-

cent of the actual cost to the em p l oyee of en ro ll i n g

in the em p l oyer ’s plan for people with ad ju s ted

gross incomes bel ow the poverty line, with the

amount of the credit phasing out to zero wh en

income reaches  percent of the poverty line.

Rationale

The goal of these provi s i ons is to en su re that low -

i n come pop u l a ti ons can parti c i p a te in the main-

s tream health care del ivery sys tem . Un derlying the

MSS design is the notion that all Americans should

have access to a good health insurance plan,and that

empirical evidence shows that all Americans are suf-

f i c i en t ly pri ce sen s i tive that a rel a tively heteroge-

n eous group of people wi ll sel ect a no-cost plan.

Co s t - s h a ring exem pti ons and wra p a round ben ef i t s

permit low-income populations to participate in the

same health plans as the rest of the pop u l a ti on .

These provi s i ons cre a te some ad m i n i s tra tive com-

p l ex i ty and raise con cerns abo ut coord i n a ti on of

ben efits and servi ce del ivery sys tem s . However,

those risks are vi ewed as less su b s t a n tial than the
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risk of an inadequ a te or su b s t a n d a rd health care

s ys tem for low - i n come people and/or for peop l e

with disabilities if these groups are segregated from

the general system.

The dec i s i on to fold Medicaid and S-CHIP into

the MSS is sure to be controversial. There has always

been a ten s i on within the Medicaid program based

on wh et h er it should seek to provi de mainstre a m

health care to its enrollees or cultivate relationships

with a limited set of providers that have the experi-

en ce and cultu ral com peten ce to serve a financially

d i s adva n t a ged pop u l a ti on . A case can be made for

either approach; however, in the context of true uni-

versal covera ge , the form er approach is more su s-

t a i n a ble and defen s i bl e . In a universal sys tem , a

s pecial set of rules for a needy group wi ll alw ays be

u n der attack . The MSS seeks to el i m i n a te these

bo u n d a ries and keep the en ti re pop u l a ti on in on e

s ys tem . It is likely that within the MSS, groups of

what we now think of as safety net provi ders wi ll

form health plans, as they have done in the

Medicaid progra m , to com pete for the pop u l a ti on

accustomed to obtaining services from them. This is

con s i s tent with the ben efits of keeping the en ti re

population in a single financing system.

Of particular importance is the decision to have

no direct special subsidies of prem iums for low -

i n come indivi du a l s . Is o l a ting su ch subsidies from

the rest of the health care sys tem cre a tes seri o u s

risks that the su b s i dy wi ll decline over time or in

times of budget pressure, leaving this group in a de

f acto segrega ted sys tem . It cre a tes arbi tra ry disti n c-

ti ons among people with different incomes wh o

must be deem ed de s erving of the su b s i dy, of ten on

the basis of very limited inform a ti on abo ut thei r

real health care needs or the real costs they face pur-

chasing health care. If they are large, such subsidies

can also create the risk of significant work disincen-

tives as income increases and the su b s i dy is ph a s ed

out. Such subsidies also create tremendous adminis-

trative burdens.

The dec i s i on to inclu de a ref u n d a ble tax cred i t

for low-wage workers in exempt firms is an effort to

m a ke the best out of a difficult ch a ll en ge . For ri s k -

selection reasons,employees in exempt firms are not

perm i t ted to parti c i p a te in the health exch a n ge .

However, t h ey wi ll then face prem ium costs that

may be prohibitive. Subsidizing employees based on

their salary is inefficient, because it adds an admin-

i s tra tive bu rden for the em p l oyer, and an indivi d-

u a l ’s salary may not ref l ect his or her family

resources. Therefore,the tax system is used to trans-

fer funds to truly needy families who are required to

purchase coverage through their employers.

The System as Viewed by Various Actors

Individual Enrollees

In d ivi duals may ch oose to obtain their covera ge

t h ro u gh any exch a n ge opera ting in their are a , a n d

t h ey may ch oose from among any of the plans

offered by the exchange. There will always be at least

one no-cost opti on , but other plans wi ll requ i re a

premium payment on the part of the consumer.

Most people wi ll pre su m a bly take active steps to

s el ect an exch a n ge and a source of i n su ra n ce cover-

age from among the various options available. How-

ever, s ome people wi ll fail to fo ll ow this proce s s .

Health care provi ders wi ll have the opti on (and the

s trong financial incen tive) to en ter into an arra n ge-

m ent with one or more exch a n ges and health plans

to permit people who pre s ent for servi ces and are

not yet en ro ll ed in a plan to be en ro ll ed at the time of

s ervi ce . Un l i ke ex i s ting public progra m s , the MSS

has no recerti f i c a ti on or re a pp l i c a ti on proce s s e s .

E n ro ll m ent in an exch a n ge and a health plan are

con ti nuous until an active step is taken to en ro ll el s e-

wh ere . Th erefore , over ti m e , en ro ll m ent in the sys-

tem will be essentially universal.

While this paper uses the term,“individuals,” to

refer to enrollees,most people will enroll as families.

A series of issues arises when a family has one mem-

ber who works for an exempt employer, and anoth-

er member who either does not work or works for a

firm without an exemption. I have not attempted to

work out the details of the family ch oi ces and cash

f l ows in su ch a circ u m s t a n ce ; h owever, this is an

important area for further work.

Employers

Employers must choose whether to seek an exemp-

ti on . The sys tem is de s i gn ed to make exem pti on a



185

reasonably attractive option, as large employers can

s erve as innova tors in the health care sys tem .

E m p l oyers may also wish to of fer a high er level of

benefits than the MSS does, and there should be no

barriers to a firm that wishes to do so.

Non-exempt employers must collect and pay the

p ayro ll tax. This functi on wi ll be similar to the

activi ties curren t ly perform ed in the Federal In-

su ra n ce Con tri buti ons Act (FICA) sys tem , and wi ll

add ad m i n i s tra tive and financial bu rdens to firm s .

Exem pt em p l oyers may con tract with health plans

or self-insure, as they may do today.

Health Plans

In su ra n ce plans face a very different envi ron m en t

under the MSS than they do today. The MSS brings

i n to the insu ra n ce sys tem the tens of m i ll i ons of

Am ericans who are curren t ly uninsu red and wh o s e

demand for health care servi ces is not fully known .

Gu a ra n teed issue and com mu n i ty ra ting for all

produ cts is an envi ron m ent unfamiliar to most

p l a n s . Con tracting with many po ten tial health

i n su ra n ce exch a n ges cre a tes new re s pon s i bi l i ti e s .

The possibility of large swings in plan enrollment in

the early ye a rs cre a tes significant ri s k s . At the same

time,plans operating in a universal-coverage system

h ave a large new pool of po ten tial custom ers .

Di s ru pti on could be significant in the short ru n .

The va ri ety of n ew risks taken on by health plans

comes at a co s t , su gge s ting the need for rel a tively

gen erous assu m pti ons abo ut program financing in

early years.

Af ter a tra n s i ti on peri od , it is re a s on a ble to

ex pect that the MSS actu a lly would redu ce the ri s k

health plans face . Chu rning of en ro ll ees should

decline su b s t a n ti a lly as insu ra n ce provi s i on is

u n co u p l ed from the work p l ace . Con ti nuous insu r-

a n ce covera ge should redu ce the cost health plans

f ace because the build-up of demand for servi ce s

du ring spells wi t h o ut insu ra n ce should disappe a r,

and incre a s ed disease severi ty due to del ayed med-

ical tre a tm ent should decl i n e . Movem ent tow a rd

community rating should force plans that rely heav-

i ly on underwri ting out of the market , l e aving a

m ore heterogen eous risk pool for the rem a i n i n g

plans.

In the early ye a rs , plans can ex pect their con-

tracts and nego ti a ti ons with health insu ra n ce

exch a n ges to be similar to current practi ces amon g

p u rchasing poo l s . For ex a m p l e , p aym ents to the

exchanges through the MSS will be adjusted for age

and gen der, so plans wi ll su bmit bids to health

i n su ra n ce exch a n ges that emu l a te the age and gen-

der categories used by the MSS. If plan bids are

higher than the amount available through the MSS,

the balance wi ll be ch a r ged to the indivi du a l

enrollee as a premium.

Over time these relationships may change. For

example, one could imagine exchanges developing a

cost-neutral risk-adjustment payment system for

health plans. If effective, such systems would benefit

the plans, since premium payments received would

reflect expected costs more accurately. The value of

this benefit would be reflected in lower bids for cov-

erage through the innovative exchange, attracting

m ore en ro ll ees and ulti m a tely ben ef i ting the

consumer.

Federal and State Governments

The federal govern m ent has five re s pon s i bi l i ties in

the MSS. F i rs t , it must co ll ect payro ll taxe s . With a

structure parallel to that used in FICA,it seems nat-

u ral to give this task to the Social Sec u ri ty

Ad m i n i s tra ti on , or a partn er agency opera ting in

conjunction with the SSA. Tax receipts would func-

ti on in essen ti a lly the same manner as Soc i a l

Security receipts.

Second, the government must define distinct

geographic areas that serve as the catchment areas

for health insurance exchanges. This is an extremely

In a universal system, a special set of rules for a needy group 

will always be under attack. The MSS seeks to eliminate 

these boundaries and keep the entire population in one system.
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complex and important task. The goal is to balance

two competing interests: On the one hand, all

i n su ra n ce produ cts are com mu n i ty ra ted wi t h i n

the area, and, as discussed below, payments to

exchanges may be adjusted by region. Therefore,the

areas must correspond somewhat with existing

health care market boundaries. On the other hand,

exchanges benefit from scale and a minimum num-

ber of borders with other areas. This argues for

relatively large regions.

Th i rd , the govern m ent must license health

i n su ra n ce exch a n ge s . While the formal requ i re-

m ents for exch a n ges are limited , t h ey can cre a te

trem en dous probl ems if t h ey fail, m i s a ppropri a te

funds, or use risk-segmenting behaviors. Therefore,

oversight of the exchanges will be required.A feder-

al license will be necessary to receive any funds from

the MSS.

Fourth, the government must define the process

for making payments to licensed exchanges. Among

o t h er item s , the govern m ent must determine the

rel a tive paym ents to be made for en ro ll ees in each

a ge and gen der grouping used to define paym en t s .

F i f t h , the govern m ent must grant exem pti ons to

qualifying firms.

S t a te govern m ents have ro l e s , as de s c ri bed

above, in operating subsidy systems for low-income

en ro ll ees and people with disabi l i ti e s . S t a te govern-

m ents are re s pon s i ble for establishing one or more

health insu ra n ce exch a n ges if the priva te market

does not do so. In addition, states retain their exist-

ing authority to license health plans that operate in

t h eir states and en force market con du ct , s o lven c y,

and network adequacy rules.

Health Care Providers

As a modification of the financing system, the MSS

has no direct ef fect on health care provi ders , but

many implications flow from the system. Under the

M S S , l evels of u n com pen s a ted care should fall sig-

n i f i c a n t ly, a f fecting the financial strength of m a ny

health care insti tuti on s . By uncoupling financing

from enrollment, changes in health insurance cover-

a ge should be less frequ en t , t h ereby cre a ting more

s t a ble medical and financial rel a ti onships bet ween

patients and providers. The MSS raises the possibil-

i ty of i n c re a s ed con s o l i d a ti on in the health plan

m a rket with its attendant ben efits of redu ced com-

p l ex i ty, but perhaps lower rei m bu rs em ent ra te s

because of the reduced relative negotiating power of

providers.

System Calibration

While the paper thus far has set forth the gen era l

s tru ctu re of the Medical Sec u ri ty Sys tem , cert a i n

details are crucial to the program’s success. In addi-

ti on , in a dynamic econ omy and health care envi-

ronment, the MSS must have built into it balancing

ten s i ons that wi ll en su re the sys tem’s proper func-

ti on i n g. This secti on examines in more detail three

a s pects of the MSS: the ben ch m a rk ben efits pack-

age,the balance between payroll tax and other fund-

ing sources, and regional variation.

The Benchmark Benefits Package

The various standard benefits packages exist to cre-

a te a series of com p a ra ble opti ons that fac i l i t a te an

ef fective market for health insu ra n ce . These pack-

a ges wi ll be most hel pful in this role if t h ey repre-

sent typical plans that people obtain today through

their place of employment or in the individual mar-

ket . Beyond that, the details of e ach pack a ge are

u n i m port a n t , because plans are free to of fer any

benefit design. Failure to specify these plans well will

have limited effect on the overall MSS.

The one standard pack a ge that serves as the

ben ch m a rk plan plays a very su b s t a n tial ro l e . Th e

cost of this plan for an avera ge - risk pers on mu l ti-

p l i ed by the nu m ber of people in the MSS deter-

mines the total funding nece s s a ry to su pport the

s ys tem . On avera ge , the ben ch m a rk plan is wh a t

participants in the MSS will receive at no cost.

Proper definition of the benchmark plan is criti-

cal for political reasons. It is not credible to propose

a universal health insurance plan where the guaran-

teed coverage is far below what most people experi-

en ce tod ay. Even if, in the en d , the payro ll tax were

set lower than the current contribution toward cov-

era ge thro u gh em p l oyer- s pon s ored insu ra n ce , a n d

i n d ivi duals had su f f i c i ent re s o u rces left over to buy

their way into a plan comparable to what they have
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today, the politics of a scaled-back standard package

would be unacceptable.

An adequ a te ben ch m a rk plan is also cri tical for

su b s t a n tive re a s on s . If the ben ch m a rk plan is too

lean, most Americans will want to purchase a richer

p l a n , l e aving the lowe s t - i n come group that cannot

afford to pay for premiums out of their own pockets

s egrega ted in inadequ a te , n o - cost plans. An inade-

qu a te ben ch m a rk plan also cre a tes con cerns abo ut

risk selection, discussed below.

Similar probl ems arise if the ben ch m a rk plan is

too ri ch . The po l i tical probl em is that the tax level s

n ece s s a ry to su pport the MSS wi ll be high — m ore

for many people than they are paying for premiums

tod ay. Su b s t a n tively, an exce s s ively ri ch ben ef i t s

p ack a ge wi ll stifle com peti ti on among plans and

allocate society’s resources toward health care above

the value those resources provide.

Between these two bounds, the appropriate level

of ben efits in the ben ch m a rk plan is a matter of

s ocial ch oi ce : How mu ch of the cost of health care

should be spre ad ac ross all Am eri c a n s , and how

much should be borne by the individual? At the out-

set,the benchmark plan and its actuarial value must

be determ i n ed thro u gh an ad m i n i s tra tive proce s s .

But the political process must be relied on to main-

tain the appropri a te balance bet ween the ex trem e s .

The ben ch m a rk pack a ge is very vi s i bl e . Fa i lu re of

the MSS to provide most Americans with benefits at

least as good as the ben ch m a rk pack a ge wi ll cre a te

po l i tical pre s su re to expand the re s o u rces ava i l a bl e

to purchase the package. Health plans will compete

to of fer the most de s i ra ble no-cost plan, h elping to

maintain the strength of the pack a ge ava i l a ble to

en ro ll ees at no ch a r ge . Yet , as the pack a ge becom e s

ri ch er, t h ere wi ll be strong pre s su res to redu ce the

payroll tax. The universality of the system, in terms

of ben efits received and taxes paid, h elps preven t

significant erosion or expansion of the benefits.

Balance Across Funding Sources

Most firms that ch oose to be exem pt are likely to

make this decision based on negotiated benefits in a

l a bor con tract or a de s i re for gre a ter con trol over

ben efit co s t s . However, t wo groups of em p l oyers

could sel ect exem pt status for simple financial re a-

sons: firms with a healthier-than-average workforce

and firms with higher-than-average salaries. For the

f i rst gro u p, i n su ra n ce purch a s ed on the open mar-

ket wi ll cost less than avera ge . Si n ce the payro ll tax

assessment is based on broad averages,there is a cost

adva n t a ge to having an exem pti on . For the secon d

gro u p, the payro ll tax assessment wi ll impose a

h i gh er- t h a n - avera ge bu rden that can be avoi ded if

the firm purchases its own coverage.

For both groups,the problem is the gap between

the cost of participating in the payroll tax-based sys-

tem and the benefits the firm’s employees gain from

the insu ra n ce provi ded in that sys tem . O f co u rs e , a

firm takes on substantial administrative costs when

it administers its own health insurance benefits, and

the three - year lock-in for the exem pti on means the

firm must be confident that its status is fairly stable.

Still, if a significant number of firms are in either of

these positions,they could start a death spiral in the

MSS in which lower-risk and higher-revenue popu-

lations withdraw, leaving high-cost and low-revenue

people in the system.

The best mechanism to prevent this dynamic is

to set the payroll tax to collect only a portion of the

progra m’s costs and rely on gen eral revenues to fill

in the balance. Under this design,a firm that choos-

es to be exempt avoids the cost of the payroll tax, but

gives up a benefit that is greater than the cost to the

avera ge firm . The proper mixtu re of revenu e

sources is difficult to determine in advance. If a large

nu m ber of em p l oyers seek to ch a n ge their exem p-

tion status, that may be a sign that the system is out

of b a l a n ce , and the funding mixtu re needs to be

adjusted.

Regional Variation

As de s c ri bed thus far, the funding provi ded to

health insu ra n ce exch a n ges for the avera ge - ri s k

en ro ll ee is the same around the co u n try. While the

s ys tem could work this way, the re sult would be a

n o - cost plan that is mu ch ri ch er than the ben ch-

m a rk plan in low - cost regi on s , and a very lean no-

cost plan in high - cost are a s . This outcome has

po l i tical and practical probl em s . One soluti on is to

ad just paym ents to exch a n ges by regi on based on

va ri a ti on in health care co s t s . This would lead to
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m ore com p a ra ble ben efits around the co u n try. An

a l tern a tive is to ad just paym ent to exch a n ges based

on general salary levels. This provides regional equi-

ty, s i n ce each regi on in essen ce keeps the funds it

raises through the payroll tax.

While either solution assures some comparabili-

ty of benefits around the country, neither addresses

a more complex issue: the possibility that people in

d i f ferent regi ons place a different va lue on health

c a re spen d i n g. These different va lues could ref l ect

the wealth of the regi on — people in we a l t h i er

regi ons may feel they can devo te more of t h ei r

re s o u rces to health than to other pri ori ti e s .

Alternatively, these values could reflect the efficiency

of the health care sys tem , with people in som e

regi ons feeling that an inef f i c i ent health care del iv-

ery system does not yield solid value for the money.

If there were an effective political process that could

c a ptu re these regi onal va ri a ti on s , it would make

s ense for the payro ll tax ra te to va ry by regi on to

ref l ect these differen ce s . As a practical matter, t h i s

process could be undert a ken by state s , but state

boundaries generally do not correspond with health

i n su ra n ce market bo u n d a ri e s . Th erefore , wh i l e

desirable in theory, it may not be possible in practice

to de s i gn a sys tem that va ries taxing and spen d i n g

levels around the country.

Thu s , the MSS as propo s ed provi des are a -

ad ju s ted paym ents to health insu ra n ce exch a n ge s .

This is not a perfect soluti on to the dilemmas dis-

c u s s ed above , but it does assu re a re a s on a bl e

amount of equity until a better design emerges.

Other Issues

Risk Selection

One purpose of a universal health care sys tem is to

spread the risk of health costs across a broad popu-

lation. If the system leads to a concentration of rela-

tively high- or low-risk groups into one health plan,

the benefits of that risk sharing are lost.

One opportu n i ty for risk sel ecti on is thro u gh

s el ective marketing of i n su ra n ce produ cts and/or

ben efit pack a ges de s i gn ed to appeal parti c u l a rly to

certain low - risk pop u l a ti on s . Th ro u gh these tech-

niques, a health plan, or a plan in conjunction with

an exch a n ge , could direct low - risk pop u l a ti ons to

s pecific plans wh ere they would have low prem i-

u m s , forcing high er prem iums on participants in

other plans.

Three features of the MSS are designed to reduce

this ri s k . F i rs t , a ll produ cts of fered by all exch a n ge s

must be community rated and must be offered on a

g u a ra n teed - i s sue basis. At the out s et , this fe a tu re

prevents explicit underwri ting that would guide

only certain populations into certain plans. In addi-

tion, it creates instability for any successful risk seg-

mentation endeavors. If an effort to select favorable

risk succeeds,the benefits of that selection are avail-

a ble to anyone who wishes to en ro ll . This redu ce s

the incentive for plans to select, because their bene-

fits are transitory, and it reduces the likelihood that

su ch ef forts would su cceed even if t h ey were to be

undertaken.

Second, a plan is limited in how much financial

reward it can provide its enrollees as a result of suc-

cessful risk selection. That is,no rebates are available

to program parti c i p a n t s , so a plan with very low

costs can rew a rd its low - risk en ro ll ees with lower

prem iums on ly to a certain poi n t . But that point is

not likely to be particularly low, because the bench-

m a rk plan wi ll repre s ent a decent ben efits pack a ge

for a mixed - risk pop u l a ti on . Beyond that poi n t , a ll

the plan has to offer its enrollees is richer benefits—

precisely the sort of behavior that runs counter to its

ri s k - s el ecting obj ective s . O f co u rs e , the plan can

benefit from selection, by making profits on the gap

bet ween the prem iums it receives and the health

c a re costs it incurs . But it is not clear why even

healthy people would choose a lean benefits package

over a ri ch er on e . Thu s , even though plans have an

incentive to obtain low-risk enrollees,plans will find

it difficult to target this population.

Third, size requirements argue against extensive

ri s k - s el ecti on activi ti e s . It is re a s on a ble to proj ect

that a modest nu m ber of f a i rly large health plans

wi ll dom i n a te each health care market under the

M S S . These plans requ i re su ch a large nu m ber of

en ro ll ees to su cceed that it is difficult to imagi n e

t h em having sign i f i c a n t , ef fective ri s k - s el ecti on

efforts. Smaller plans, to succeed, will need to differ-

en ti a te them s elve s . While marketing based on net-
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work qu a l i ty or servi ce might be su ccessful for a

small plan,it is difficult to imagine a successful risk-

segmentation campaign on behalf of a small plan.

A rel a ted con cern is that a health insu ra n ce

exch a n ge could become a front for an aggre s s ive

ri s k - s el ecting health plan. While com p lying wi t h

exch a n ge requ i rem ents by of fering a full ra n ge of

p l a n s , the exch a n ge could market very sel ectively,

perform some informal underwriting activities, and

ch a n n el low - risk people to a preferred health plan.

As with the plans themselves, exchanges would find

that the potential rewards of this behavior are quite

s m a ll , yi elding very little incen tive to seek out low -

risk enrollees.

As i de from inten ti onal ef forts by plans or

exch a n ges to find low - risk en ro ll ee s , s el ecti on can

occur as a natu ral event wh en en ro ll ees are of fered

d i f ferent health plans. People with gre a ter health

c a re needs have good re a s on to sel ect plans wi t h

m ore com preh en s ive ben ef i t s . Evi den ce from the

Federal Employees Health Ben efits Progra m

(FEHBP) and other large em p l oyers con f i rms that

health plans of fering more com preh en s ive ben ef i t s

experience adverse risk selection.

The best bu f fer against these ri s k - s el ecti on

probl ems is to devel op and maintain a stron g

ben ch m a rk plan. The ben ch m a rk plan must repre-

s ent good en o u gh covera ge that a heterogen eo u s

profile of i n d ivi duals wi ll en ro ll in it. While it is

unavoidable that some share of higher-risk individ-

uals wi ll seek more com preh en s ive covera ge , t h e

i n cen tives to do so must not be so great that they

result in total risk segmentation in the market.

An nual open en ro ll m ent cre a tes some barri er to

people moving to ri ch er plans wh en they anti c i p a te

h aving high er health care co s t s . However, beyon d

a n nual en ro ll m ent and a good ben ch m a rk , the MSS

has no formal mechanism to prevent risk sel ecti on

or to com pen s a te plans or en ro ll ees for risk sel ecti on

taking place . De s p i te the likel i h ood that this wi ll

occ u r, no obvious altern a tive pre s ents itsel f . G iven

the state of the art in ri s k - ad ju s tm ent tech n i qu e s ,t h e

ad m i n i s tra tive com p l ex i ty of opera ting su ch sys tem s

for a large pop u l a ti on , and their su s cepti bi l i ty to

political manipulation,I conclude that no mandato-

ry ri s k - ad ju s tm ent sys tem should be impo s ed as part

of the MSS. (The incen tive for health insu ra n ce

exch a n ges to devel op risk ad ju s tm ent sys tems vo lu n-

t a ri ly is discussed above.) If the MSS su cceeds in

providing universal coverage at a cost to the individ-

ual that is primarily, but not entirely, separated from

his or her pers onal risk of i n c u rring health care

costs, it will represent a significant step forward that

can be improved on over time.

Transition

The MSS is a com preh en s ive insu ra n ce sys tem that

d i f fers fundamen t a lly from the current health care

s ys tem in the Un i ted State s . As su ch , m ovem ent to

the MSS would require a substantial transition. The

MSS was designed to illustrate a model, not to offer

a stra i gh tforw a rd path from the current sys tem to

one like it. Th ere are two increm ental steps that

could be taken , h owever, that would repre s ent sig-

nificant movem ent tow a rd the MSS, t h ereby

smoothing the prospects for the transition.

F i rs t , i n c rem ental steps could be taken to

en co u ra ge the cre a ti on of en ti ties like health care

exch a n ge s . S pec i f i c a lly, n ew requ i rem ents could be

p l aced on em p l oyer- s pon s ored health insu ra n ce

payments for them to retain their tax-exempt status.

Modest steps would inclu de requ i rem ents that

em p l oyers of fer standard i zed ben efits pack a ges or a

ch oi ce of p l a n s . A more su b s t a n tial step would be

perm i t ting the tax exem pti on on ly if f i rms pur-

ch a s ed insu ra n ce thro u gh some sort of a poo l ed

p u rchasing arra n gem en t . Al tern a tively, i f a new sys-

tem of i n d ivi dual tax credits for health insu ra n ce

were devel oped , those credits could be made larger

for people who purchase insu ra n ce thro u gh a poo l ed

arrangement.Of course, obtaining support for these

m e a su res would be difficult, but they would begin to

re s tru ctu re the market in a manner con s i s tent wi t h

how it would function under the MSS.

Second,incremental steps could be taken to cre-

ate a more equitable financing system for employer-

s pon s ored health insu ra n ce . E m p l oyers could be

rewarded for offering a larger subsidy to their lower-

w a ge em p l oyees than they do to their high er- w a ge

em p l oyee s . E m p l oyers could be requ i red to pay at

least a specific porti on of the cost of i n su ra n ce for

any of their expenditures to retain their tax-exempt
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s t a tu s . E m p l oyers that do not provi de health insu r-

a n ce to their em p l oyees could face other requ i re-

ments, such as a higher minimum wage.

Setting aside incremental steps, a few features of

the MSS are de s i gn ed to minimize the disru pti on

involved in the transition. Specifically, the level and

split of the employer and employee payroll taxes are

de s i gn ed to emu l a te the dominant practi ce in the

m a rketp l ace . The use of a ge- and gen der- ad ju s ted

prem ium paym ents to exch a n ge s , and then passing

them along to health plans,is designed to retain the

a pprox i m a te stru ctu re of risk in the group insu r-

a n ce market . The em p l oyer exem pti on provi s i on s

a re de s i gn ed to en co u ra ge con ti nu i ty amon g

em p l oyers that are adding significant va lue to the

health care sys tem , not on ly by providing thei r

em p l oyees with covera ge , but also by prom o ti n g

quality, choice, and information.

These provi s i on s , h owever, l e ave a su b s t a n ti a l

tra n s i ti on bu rden . Th ree major (and many minor )

areas of risk arise in the transition.

F i rs t , as noted above , in the early ye a rs of t h e

MSS su b s t a n tial risks are assoc i a ted with prem iu m

and en ro ll m ent levels for health plans. As i de from

the cost implications of these risks,there are broad-

er sys tem implicati ons that cre a te the po s s i bi l i ty of

program failu re . The sys tem wi ll requ i re sizabl e

ad m i n i s tra tive sys tems to manage the many tasks

associated with the program.

Secon d , proj ecti ons of tax revenue could be erro-

n eo u s . Financing cert a i n ty is essen tial for ef fective

opera ti on of the sys tem . Health plans must know

what resources are available when constructing their

bi d s . The govern m ent may need to use gen era l

a ppropri a ti ons to cover the po s s i bi l i ty of errors in

this are a . However, very large po ten tial costs and

mu ch bu d geting uncert a i n ty are assoc i a ted with the

government taking on this responsibility.

Th i rd , the MSS shifts the cash flow of hu n d red s

of bi ll i ons of do ll a rs in the health care sys tem . Ra t h er

than making direct , m on t h ly paym ents to health

p l a n s , em p l oyers wi ll pay taxes to the govern m en t ,

wh i ch wi ll tra n s fer those funds to exch a n ge s , wh i ch

wi ll then pass the funds to health plans. These ad d i-

ti onal steps introdu ce time and, given the su m s

i nvo lved ,s i gnificant cash flow co s t s .O n ce the sys tem

has been opera ting for a ti m e , cash flow ex pect a ti on s

can be ad ju s ted . However, at the out s et , the po ten ti a l

delay in cash flow could create significant costs.

Cost Containment

The MSS relies on two types of forces to con t a i n

co s t s . Po l i tical forces wi ll determine the funds devo t-

ed to the guara n teed ben efits pack a ge , with tax ra te s

and appropri a ti ons to the program set thro u gh the

po l i tical proce s s . The program is de s i gn ed to cre a te

broad interest among the gen eral pop u l a ti on that wi ll

en su re its con ti nu ed po l i tical su pport . The ex pect a-

ti on is that a large nu m ber of Am ericans wi ll en ro ll in

n o - cost or very - l ow - cost plans, t h ereby en su ring that

the va lue of the ben ch m a rk plan does not erode . In

ad d i ti on , the ben ch m a rk plan wi ll form the base for

people purchasing more ex pen s ive covera ge , so all

p a rticipants wi ll have an interest in retaining a solid

b a s e . At the same ti m e , a ggre s s ive com peti ti on

a m ong plans to serve that group wi ll en su re that the

ben ch m a rk plan is va lu ed appropri a tely. With a

def i n ed con tri buti on de s i gn ,t h ere is no direct tra n s-

l a ti on bet ween loading up the ben ch m a rk ben ef i t s

p ack a ge with ad d i ti onal servi ces or provi ders and

h aving those provi ders receive any ben ef i t .

Ma rket forces wi ll determine peop l e’s wi ll i n g-

ness to pay for covera ge beyond the basic pack a ge .

This wi ll be a large , con te s ted market with plans

ch a r ging prem iums ra n ging in cost from zero to

substantial. Competition among plans to provide an

a t tractive no-cost plan wi ll be inten s e . The limited

evi den ce ava i l a ble tod ay su ggests that em p l oyees at

a ll income levels are qu i te sen s i tive to pri ce wh en

s el ecting health plans if t h ey have to bear the full

cost of their decisions. All funding for health insur-

a n ce beyond the no-cost plan wi ll come from indi-

viduals making their own choices about the relative

va lue of an ad d i ti onal bit of health insu ra n ce com-

pared with their other priorities.

Total health care spending wi ll ref l ect the out-

come of a political process that probably has some-

what ex p a n s i on a ry ten den c i e s , com bi n ed with a

market process that creates much greater price sen-

s i tivi ty among indivi duals than exists tod ay. It is

i m po s s i ble to know wh et h er this total is larger or

smaller than current health care spending.
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Political Feasibility

It is difficult to eva lu a te the po l i tical fe a s i bi l i ty of

the MSS in the current environment, in which seri-

ous health reforms are not even being discussed .

Ba s ed on recent history, oppo s i ti on to the plan

would be stron gest from the em p l oyer com mu n i ty,

wh i ch would resist the payro ll tax-based financing

s ys tem . In the po l i tical deb a te s , it would be easy to

dem on i ze the proposal by portraying it as high ly

d i s ru ptive to peop l e’s current covera ge , as repre-

senting a federal takeover of the health care system,

and as en co u ra ging em p l oyers to drop covera ge ,

l e aving people at the mercy of an unte s ted govern-

ment program.

These rh etorical devi ces simply show that any

serious reform of the health care system can be criti-

c i zed . In fact , the MSS was de s i gn ed with an eye

tow a rd minimizing disru pti on , while pursuing pri n-

c i p l e s , su ch as equ i ty and ch oi ce , that Am eri c a n s

va lu e . Wh et h er it has ach i eved these goals is a re a-

sonable question.

One area of po l i tical fe a s i bi l i ty requ i res a bi t

m ore atten ti on : the cre a ti on of h ori zontal equ i ty. In

the current vo lu n t a ry, em p l oyer- b a s ed insu ra n ce sys-

tem , em p l oyers can of fer their em p l oyees anyt h i n g

f rom no covera ge to very com preh en s ive covera ge . A

p ayro ll tax shifts all em p l oyers to an equal financial

bu rden (except those that ch oose to be exem pt , but

t h ey retain a significant financial bu rden , as well ) .

Propon ents of m a rket - b a s ed ef f i c i ency should

a pplaud this move tow a rd equ i ty, because it wi ll pre-

vent one firm from gaining a com peti tive adva n t a ge

in its produ ct market at the ex pense of i m posing a

s ocial bu rden by leaving its em p l oyees wi t h o ut

health insu ra n ce . However, de s p i te the logical argu-

m ent behind hori zontal equ i ty, we can ex pect sign i f-

icant oppo s i ti on to this ch a n ge in practi ce .

One re a s on for the oppo s i ti on is the fear that

firms have of moving from a system where they can

con trol their health ex pen d i tu re s , scaling them up

in good economic times and when the labor market

is tight,and scaling them down when the opposite is

the case. Un fortu n a tely, data on the ra n ge of co s t s

em p l oyers incur for health care are limited . Ba s ed

on the ava i l a ble data, we can say that the avera ge

i n su ra n ce cost per em p l oyee ac ross va rious meas-

u re s , su ch as firm size , i n du s try, and avera ge wage ,

ra rely va ries from the nati onal mean by more than

 percent. These data do not tell us how much vari-

a n ce there is around the mean within any category.

However, t h ey do of fer some evi den ce that, de s p i te

the control employers have over their costs, employ-

ers that of fer covera ge tend to spend (com bi n i n g

em p l oyer and em p l oyee con tri buti ons) within a

re a s on a bly narrow ra n ge . This su ggests that

en forced hori zontal equ i ty, while having a very re a l

ef fect on those firms that do not of fer covera ge at

a ll , wi ll have a modest ef fect on firms that alre ady

provide coverage.

Equity, Efficiency, and Choice

A fair sys tem has hori zontal equ i ty — people in like

c i rc u m s t a n ces are tre a ted the same—and verti c a l

equ i ty — people with more abi l i ty to bear a bu rden

t a ke on a larger share . Equ i t a ble sys tem s , h owever,

of ten come at the cost of ef f i c i ent use of re s o u rce s .

And wh en discussing health insu ra n ce wh ere cer-

tain actors can benefit financially from risk segmen-

tation, it is tempting to achieve equity at the cost of

reducing or eliminating choice.

No single plan can ach i eve perfect equ i ty, ef f i-

ciency, and choice, but the MSS is designed to maxi-

m i ze all three va lu e s . The sys tem has hori zon t a l

equ i ty by requ i ring financial parti c i p a ti on from all

actors. It has vertical equity through the payroll tax

financing sys tem . E f f i c i ency em er ges from the eco-

n omic pre s su res inherent in health plan and health

i n su ra n ce exch a n ge com peti ti on for en ro ll ee s , a n d

i n d ivi dual pri ce sen s i tivi ty for ben efits beyond the

ben ch m a rk level . Ch oi ce is con s tra i n ed in som e

rega rd s , but most people wi ll ob s erve mu ch gre a ter

health plan and provi der ch oi ce than they have

today.

Quality and Access

The MSS is stru ctu red around health plans. I con s i d-

er this a po s i tive step for pursuit of health care qu a l i-

ty. De s p i te heated deb a tes abo ut HMOs and the

qu a l i ty of c a re they provi de , it is difficult to dispute

the noti on that or ga n i zed sys tems of c a re are essen-

tial to cre a ting data and sys tems that have the po ten-

tial to improve health care qu a l i ty. These sys tems are
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a nece s s a ry, a l t h o u gh not a su f f i c i en t , con d i ti on for

i m proving qu a l i ty. Because the MSS en co u ra ge s

devel opm ent of those sys tem s , it en co u ra ges the con-

d i ti ons that su pport qu a l i ty improvem ent ef fort s .

By stru ctu ring market com peti ti on aro u n d

health plans,the MSS does more to promote quality

than do reforms that rely on market forces at the

point of service. With extremely poor data currently

ava i l a ble on indivi dual provi ders , reforms that

ex pect indivi duals to make va lu e - s en s i tive ch oi ce s

every time they sel ect a provi der are certain to

en co u ra ge com peti ti on almost exclu s ively on pri ce .

While we are far from the potential in this area, it is

possible that competitive health plan selection could

occur on the basis of quality as well as price.

A uniform payro ll tax app l i ed around the

co u n try with proceeds directed loc a lly wi ll tend to

push health care spending to a uniform proporti on

of the econ omy. Ot h er funding source s , su ch as

gen eral federal appropri a ti ons and federal match-

ing funds to assist people with low incomes and

with disabi l i ti e s , m ay have a more skewed distri bu-

ti on . S ti ll , the payro ll tax base could be a sign i f i c a n t

force for gen era ting more equ i t a ble distri buti on of

health care re s o u rce s .

In the en d , the MSS is de s i gn ed as a health care

financing sys tem , not as a mechanism for direct ly

addressing the distribution of health care resources.

E l i m i n a ting the probl em of u n i n su ra n ce , and dra-

matically reducing the phenomenon of underinsur-

a n ce , should yi eld su b s t a n tial improvem ents in

access and qu a l i ty. However, these areas requ i re

ad d i ti onal atten ti on beyond reform of the health

care financing system.

Conclusion

The Medical Security System is offered as a proposal

for ach i eving true universal health insu ra n ce cover-

a ge in the Un i ted State s . It is an imperfect propo s a l ,

with many com p l ex areas sti ll to be def i n ed . Th e

trem en dous import a n ce people place on health

s ec u ri ty makes any tra n s i ti on from the current sys-

tem difficult to ach i eve . Yet , a vi s i on of a fair and ef f i-

c i ent sys tem can help us think abo ut the directi on

i n c rem ental steps should take tod ay, and help pre-

p a re us for a time wh en universal covera ge retu rns to

the center of the American political agenda. ■


