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Competition to Believe in
The health care debate has devolved anshouting match beten proponents of a

“public option” and proponents of a “co-op optiorEach side touts its



Economics 101 teaches that real competitiastexonly when the low-cost provider —
i.e., the solvent providerho keeps costs the lowest — can pilev&osts” in this context refer
not only to the cost of providing gds or services, but also the costapital and taxes. If and
to the extent a public insurer or co-op insurer ikesesubsidized or fremapital from the federal
government (which happened repeatedly duriegréitent financial crisis) or does not have to
pay taxes (because it is tax-exempt), therethsimb on the scales in their competition with for-
profit private insurers. The gowanent-backed entity’s costslivalways be lower than any
participant who must compete without govermirgupport. Real competition cannot and will
not occur.

Indeed, the federal government can subsidizéigpabco-op insurers more subtly just by
defining what “basic” and “emergency” care thagptions will cover in such a way that only
those insurers will have the government-backeduess to provide thégvel of care. Even
worse, the federal government may define thosddefecare so that onlyose entities plus the
private insurers that are well entrenched emdowed can provide that care. That would
maintain the monopoly or near monopoly that ently exists among private insurers in some
markets — a fact that may explain why some of the major insurers are cheerleaders for the current
reform plans.

Beyond that, basic economic theory also prediwsif and to the extent that public or
co-op insurers are subsidized, they will lack #ame incentive to keep the lid on providers’
costs that unsubsidized private insurers havet iBtbecause the latterust compete with other
unsubsidized private insurers to be the low-awsirer. To do that, those insurers can and do
“steer” their insureds to hospitals and physiciah® are willing to povide health care on an

efficient basis (by judicious use of co-pays and deductibles). Thus, introducing real competition






Universal Coverage: What Will It Really Cost?

To date, the health care debate in Washimgias focused on the cost of reform and how
to finance a plan. A largely negilted but critical point in the detleahus far, however, relates to
the scope of the health care insurance thatgeilio the millions of new insureds. The definition
of that “Coverage Floor” mustccur upfront before legislatiaxpanding coverage is enacted.
To be sure, there seems to be agreementibaoverage FlooriWinclude “Basic” and
“Emergency” coverage components. But whatsdbat mean? To date, neither the President
nor Congress has explained what is in the baseanergency bundles of products and services.
Like most things, the cosff what is bought depends aat is bought; it is critically important
that Americans know before the government enaaktheare reform into law what the cost of
those bundles will be.

That is so for several reasons. First, if



tax pledges that were made during the Presidlecaimpaign may have to be treated simply as
goals. Higher deficits fueled by a high CoveragsoFWwill almost certainly transform that threat
into reality. Indeed, if th government does not providdfgient subsidies and minimum
coverage for the uninsured (at taxpayer expense), the problem will not have been fixed.

Third, a high Coverage Floor will result ame of the biggest wealth transfers in
American, if not world, history. All countries musttion health care because they can’t afford
to give all things t@verybody: some countries do it by demyithe most expensive therapies to
some people; some by requiring people to walines; but they alinust do it one way or
another. Like it or not, Ameza has rationed on the basis of means: he or she who has the means
to afford expensive treatment has gotten thenartehe who does not have the means has not. If
America is not to be bankrupted, the latter aaly get everything if some of those with the
means to buy insurance are willing to pay highenpums to achieve thabjective. We have
been told they are willing to makke sacrifice — that’s what the last election was about. Maybe
so, but maybe not. Certainly the amount ef $hcrifice was not defed, and it should be.

In short, to properly value what Congresgiisviding (and whether reform is worth it),
the Coverage Floor must be defined upfronecéht history has shown that broad coverage is
politically easy to give, but mighty hard take away — a fact that states like Oregon,
Massachusetts, and Tennessee, which havkttrimtroduce universal health care, have
discovered as they have tried to rein in costare importantly, howesr, Americans deserve to
know what universal coverage wilbst them in both absolute arelative terms. As matters

now stand, they are asked to buy a pig in a poke.



Some Healthcare Myths

Republicans have been excoriated fapagating myths about pending legislation
seeking to introduce universal health care insuranéenerica. Properlya The assertions that
the legislation would create euthanasia “death dgjigay for abortions, or cover illegal aliens
were incorrect. To be sure, bills have begroduced that do not contain enforcement
mechanisms that would prevent these resultsthiadi's the most that can be said about them
truthfully. On the other hand, s® Democrats have propagatedestmyths that have thus far
mostly gotten a free pass.

The first myth is that a public option is essal to guarantee that private insurers will be
competitive. That gets things backwstirdot only will a public option not guarantee
competition; it will guarantee that there wibht be competition. That is because true
competition exists only when the most efficientmpetitor — i.e. the one with the lowest costs
and best products — can win. A public insweuld certainly receive substantial federal
subsidies whenever necessary (just as the bawtksthers received during the financial crisis).
The competitive scales therefore would alwaysifiiged in a public insurer’s favor, regardless of
its true costs and the quality of its unsubsidized insurance.

This is not to say that private insurersmuete with each other on a level playing field
now. Some of the big insurers have entreachositions and resources that they came by
honestly. Others (for example, some of the Bluess entities and sonee-ops) are subsidized
as a result of their non-profit statiscause they don’t have toypae taxes that their for-profit
competitors do. The remedy for the latter is turee all private insurers to pay taxes. The
remedy for the former is to level the playing dielver time by using the billions of dollars the

federal government will pay to achieve universalarage to buy health insurance from the most



efficient insurers. If thatloice cannot be made by the consusithemselves, the choice can be
made on their behalf using objective criteria.

A second myth is that every American whaagisfied with his oher health insurance
can keep it. That promise assumes that todawaterinsurers continue to exist. If a public
option is embraced, it is hard to see how all efgthvate insurers out there now will continue to
exist. Over the long run, some private inssiwill be run out of business by the subsidized
public insurer. As a result, some insureds talle to buy their health insurance from another
private insurer — and that insurance may or mayads satisfactory to them as what they have
now.

A third myth is that there is no chance thedindma (or grandpa) will be denied the
health care coverage that she onkeds in a ripe old age. Gfwrse there is a chance that this
will happen: in fact, it is almost an inevitable consequence of having an “expert” panel decide
what health care is sufficienthyeneficial to be included in ¢hpackage insured by the federal
government. To date it has been contemplatettitat panel would make such decisions for the
Medicare program (in order to wring some cosfirsgs out of Medicare to help pay for universal
coverage). That would put seniaguarely in the panel’s sights.

If the panel were to determine what hle@are should be ingtied in the Basic and
Emergency care components of the coverageetffto the millions of new insureds to be
offered universal coverage, thatght expand those affecteg the panel’s decision to younger
people who are currently not insdréout the panel’s decisionowld affect the elderly who are
currently uninsured as well. The only way to avthiat result would be tmclude all health care

in the universal coverage package, t#rat would be prohibitively expensive.



A final, and arguably the most pernicious, mighhat it is essential that universal health
care insurance legislation be enacted this yegardéess of its costsid other consequences.
Indeed, some claimed that it was essentiahtact legislation befortae August congressional
recess. The claim might be understandabilecfe were a good chamthat a political sea
change might occur before next year. But pokical party controls both the White House and
Capitol Hill — a fact that will not change unhlovember of next year at the earliest.

The only excuse for such haste is that y&ldl impede the dissemination of facts and
the development of non-ideologidagislation. But those are nogiémate reasons for haste.
Americans who end up being surprised and disapeaiby health care reform that is not well

thought out will undoubtedly revolt by meawoisthe ballot box in November of 2010.



