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run effect on the health system, but only about the short-run im-
pact, as if their business alone were being asked to pay.

Ironically, a lot of small-business owners and employees suffer
from the current system because of the disproportionately high in-
surance rates they are quoted. Reform would allow them to acquire
coverage at a far better price than they can get now. They will also
be offered some special concessions; the Garamendi proposal, for
example, suggests a lower tax rate for smaller businesses. Of course,
for all business the real payoff lies in slowing the rate of increase
in health costs. Among other effects, that will reduce the likelihood
that other taxes will have to be raised. Good policy is ultimately in
everyone’s interest.

The Transition to Citizenship-Based Health Insurance

The transition to universal insurance is inevitably complicated
because of the health-care system’s current hidden and uneven
costs and variable benefits. Some people who pay little, or think
they pay little, will object because they suddenly see what appear to
be (and perhaps are) larger costs. Others will fear that they will lose
a special benefit offered by their employer.

Such fears are highly combustible. To prevent them from turn-
ing into a political firestorm, Congress would be wise to make some
changes in advance of the main body of reform and to build in var-
ious transitional measures. As an initial.step, employers should be
required to declare the full cost of their health-benefit plans in their
regular wage and salary reporting to-employees as well as the gov-
ernment. Employees must begin to understand how much of their
compensation is going to health care, and how rapidly the cost is
rising. In some cases, the payroll taxes to be paid under universal
insurance will actually be less than employers are now paying in
premiums. Employers should be required to return to their em-
ployees some portion of the savings—say, 50 percent—in the form
of supplementary benefits or a one-time wage increase.

The tax system can help smooth the transition and offset the
gains and losses. Small businesses that previously paid no health
benefits should receive temporary adjustment assistance through
the federal tax system. On the other hand, businesses with large li-
abilities for retiree health costs will suddenly reap windfall savings
from publicly financed health insurance. The federal government
should capture a portion of this windfall, which would run in the
hundreds of billions of dollars, to help pay for other transitional
costs associated with the program.
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Cutting the employer linkage is the biggest institutional shift in
the approach I am advocating. Following Alain Enthoven’s better-
known model for a “consumer choice” health plan, many who sup-
port managed competition envision fitting it into the employment-
based insurance framework, at least for large firms. They advocate
mandating all employers to provide health insurance and requiring
only small to medium-size businesses to buy insurance through the
HIPCs. Because small business could not opt out of the HIPCs, this
arrangement does not create as big a risk of adverse selection for
the HIPCs as would be faced by voluntary health-insurance pur-
chasing cooperatives, such as those President Bush has proposed.

Yet retaining employment-based coverage for large firms would
cause major problems. It would greatly reduce the prospects for ef-
tective cost control because the HIPCs would not be able to estab-
lish global budgets in a consolidated insurance system. It would
leave large employers with the task of managing health-plan com-
petition (insofar as they did offer choice), and there is no sign that
employers can do so effectively. It would mean that many employ-
ees and their families would face disruptions of care and disconti-
nuities of coverage when the breadwinner changes jobs.

To be sure, this approach would get the HIPCs up and running
and make health-insurance coverage universal. If the omission of
large firms were planned as a short-term transitional measure, it
might allow the HIPCs needed time to gear up to full operation.
In structuring the transition, as in other areas, allowance needs to
be made for diverse approaches among the states.

National Reform Without a National Bureaucracy

One recent study of public opinion about health care quoted a
man from Flint, Michigan, saying, “I am for national health care,
but I don’t want the government involved.” Opponents of nation-
al health insurance have seized upon the statement as evidence that
the public is confused about rather than strongly supportive of na-
tional health insurance. I take the man’s position to be entirely rea-
sonable. National health care—yes, in the sense that all citizens
must have access to coverage and care. The national government
managing health care—no. Even Canada’s federal government
does not manage the system; in fact, the total number of federal
employees concerned with national health insurance in Ottawa is
fewer than two dozen.

The approach I have proposed calls for universal health cover-
age with minimum federal standards, but the organization would
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be doubly decentralized. It relies upon private health plans to as-
sume the risks of health costs and deliver services and upon the
states to establish regional authorities to structure the competition.

ButI do not assume that this model will draw universal approval
or that it can be carried out equally well throughout the country.
The federal government should accommodate various approach-
es among the states, allowing them to experiment within a frame-
work of minimum criteria for coverage and cost containment on a
schedule that would move rapidly to universal insurance.

Currently, many states are experimenting with policies to con-
trol costs and expand access, and all are struggling with out-of-con-
trol Medicaid budgets. But federal law severely restricts the states’
ability to make health policy. The most serious constraint is ERISA,
the federal law that bars the states from regulating employee health-
benefit plans, even though the states have the authority to regulate
health insurance. The courts have interpreted ERISA to mean that
state insurance laws apply only when employers buy coverage from
insurance companies, not when they self-fund their benefits. As a
result, more employers have self-insured, and the states have grad-
ually lost not only effective control of health insurance but any re-
alistic possibility of reforming health-care finance. Today, because
of ERISA, state initiatives are seriously handicapped.

Other constraints are also severe. For important Medicaid in-
novations, the states generally need a federal waiver; Medicare is
entirely off-limits. Curiously enough, therefore, national reform re-
quires in some respects that the federal government deregulate the
states. '

Butit must go further than that. In devising universal insurance,
the federal government should offer the states a menu of alter-
natives. In addition to the single-sponsor approach to managed
competition that I favor, the federal government should allow man-
dated benefits, play-or-pay, or a state single-payer plan. Hawaii has
a reasonably successful system of mandated employer benefits; Ver-
mont may prefer a single-payer plan; California may go for the
Garamendi approach. Providing for diverse solutions not only has
political appeal; it is potentially an important source of learning.
So, while I am convinced that the approach I have described makes
better sense than other alternatives, I recognize that not everyone
shares my conviction. We will be better off if the states undertake
different strategies of reform, even if some fail, than if the nation
as a whole continues to be deadlocked because we cannot agree
on one system for all.
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I'said earlier that national health reform is not like a riddle with-
out an answer. Neither is it like a problem in arithmetic to which
there is only one right answer. Around the world are diverse sys-
tems of health-care finance that appear to perform better than
ours, and at home we have many positive examples of alternative
ways of organizing insurance and medical care. It is the task of po-
litical leadership to secure an agreement on a design for reform
that is at least acceptable to the many who may fail to get their pre-
ferred solution adopted. One way to do that is to let some choices
devolve onto the states. Public-opinion polls often find majority
support for conflicting remedies to the health-care crisis, and some
observers suggest, therefore, that the polls mean nothing. A more
reasonable interpretation, it seems to me, is that although they do

not understand the technicalities, many Americans feel they could:

probably live with more than one approach. But they want their
leaders to act.

Many people today are skeptical that the federal government can
act rationally on health insurance or, for that matter, on anything
else. Opponents of reform call upon that cynicism to discourage
strong, comprehensive action. In a sense, they have laid down a
challenge to democratic government: Aré we simply destined to let
the crisis of health costs and health insurance unfold? Or can we
summon the positive agreement on reform that has yet to emerge
from the clash of interests and the buzzing, unfocused confusion
of our political debate? If representative government in America
cannot soon achieve that positive consensus on as urgent a con-
cern as health care, we are truly in trouble.
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