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W
hen I began writing this paper on next steps for health
reform, I led off with a discussion of the high cost of
American health care, facts about people not covered,

and expert opinion about the seemingly insurmountable costs to
the country if we don’t make changes. One expert, Eugene
Steuerle of the Urban Institute, who is qualified to speak on all
three subjects, commented on the draft: “Dick, No need to state
that we are underestimating future growth in health care costs.
Not necessary to your theme.”1 He is right.

My theme is that taking the next steps to reform health care is
a public management challenge of the highest order. I view the subject
institutionally. What kinds of structures and mechanisms would
be needed? And once we decide this, what kinds of political strat-
egies could be used to get them adopted?

The paper has three parts. The first looks at two dominant
paradigms (I call them cultures) for reforming the government’s
role in health care and reining in health care costs. I argue that we
should embrace both of them. The second part of the paper, which
is the longest part, focuses on exchanges as structures for manag-
ing the provision of health insurance coverage and network care.
The third part deals with political processes that might be
adopted to legislate and then implement changes in the struc-
tures, mechanisms, and delivery systems for providing health care
services

I. Two Cultures

There are distinctive intellectual and ideological paradigms
for health reform. Two stand out that represent significantly dif-
ferent economic and political cultures. One, the generally more
liberal position, has confidence in the efficacy of the 2010 Afford-
able Care reform law to enhance “provider value” by making ad-
ministrative changes to coordinate (or “bundle”) services
particularly for the sickest patients while at the same time con-
straining costs and extending care. This approach emphasizes re-
forms that concentrate on the productivity and quality of service
provision through such measures as giving physicians more and
better information, using evidence-based guidelines, and reducing
unnecessary procedures. Former insider, Congressional Budget
Office and Office of Management and Budget Director Peter
Orszag, who along with many health experts is concerned about
rising health care costs, emphasizes this provider-value
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approach.2 Quoting Orszag on the need to restrain health care
costs, “It is no exaggeration to say that the United States’ standing
in the world depends on its success in constraining this
health-care cost explosion; unless it does the country will eventu-
ally face a severe fiscal crisis or a crippling inability to invest in
other areas.”3

In a similar way, U.S. Representative Paul Ryan, chair of the
House Budget Committee, on the conservative side has emerged
as an equally well-informed advocate and intellectual leader of a
phalanx of proposals advanced over the years favoring the “con-
sumer-directed” alternative for reforming health care and reining in
health care costs.4 Like Orszag, Ryan describes the basis for the
health care reform challenge “as one of inflation, driven by the
overutilization of services, dramatic underpayments, and massive
inefficiency.”5 A book by George P. Shultz, the first director of the
Office of Management and Budget (for whom I worked as a staff
member), and Stanford Economist John B. Shoven published in
2008 effectively presents the consumer-directed position. In the
authors’ words, their approach seeks to make “the consumer an
empowered financial player.” They summarize a range of con-
sumer-directed approaches beginning with Milton Friedman’s
recommendations in 2001 and including successor proposals.6

The two cultures can be thought of in economic terms as on
the one hand operating on the supply side of the U.S. economy
(the provider-value approach) and on the other hand, the demand
side (the consumer-directed approach).

One purpose in writing this paper is to urge that on both substantive
and political grounds, the wisest course of action going forward is to ac-
cept and reconcile the two paradigms. In substantive terms, I believe
the two cultures can fit together and can work well together. Even
more importantly, in political terms I believe that unless advo-
cates of the two cultures come to terms, there is little prospect for
the kinds of actions that must be taken to achieve either of their
objectives, reforming provider-service systems and introducing
“managed competition,” which is another and popular way of
describing the consumer-directed alternative.

The role of government in health reform going forward
should not be an either/or proposition. The two approaches
standing alone cannot bend the cost curve sufficiently for the pop-
ulation as a whole. They have different strengths applying to dif-
ferent conditions, situations, and times of life. On the one hand,
the consumer-directed approach as a general rule applies best for
healthier and younger workers and families and for activities fo-
cused on maintaining health. In contrast, the provider-value para-
digm is most important (in fact critically important) for dealing
with serious illnesses where coordinated provider care and bun-
dled service systems are essential.7

Taking into account these kinds of varied life and life-cycle sit-
uations, along with the political exigency of needing to have peo-
ple with different views come together and work together, this
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paper uses examples of current policies and proposals to develop
the case for doing this. It emphasizes implementation. It focuses on
the types of administrative mechanisms and organizational
changes that in some form (though not necessarily as recom-
mended here) would have to be put in place for such a two-
culture reconciliation to occur. I begin with Paul Ryan’s proposal
to convert Medicare from guaranteed-benefits to
premium-supports.

II. The Role of Health Insurance Exchanges

Under the Ryan plan, a newly created Medicare Health Insur-
ance Exchange would manage an arrangement whereby eventu-
ally eligible seniors would receive a lump-sum amount of subsidy
often referred to as a voucher or, as many now prefer, “premium
support.”8 Other political leaders and experts have come on board
to advance this approach since Ryan announced his position.
There are many variations and there is much to be spelled out and
probed to fill in the policy space. As an illustration, the way this
approach is treated by George Shultz and John Shoven involves a
complex system of risk- and income-adjusted subsidies requiring
delicate and detailed follow-up decisions that reflect efficiency
and equity values they favor.

The Affordable Care Act (ACA) relies on a similar role for
health insurance exchanges to that under the Ryan proposal for
Medicare. However, in the case of the low- and middle-income
people added to coverage under the new law, there is an impor-
tant difference in the organizational positioning of exchanges. Un-
der the ACA law, exchanges are to be individually administered
by state governments, while the Ryan Medicare-conversion pro-
posal calls for a new national Medicare Health Insurance Ex-
change. This paper presents an approach for next-step health
reforms relying on multiple national — not state — health insur-
ance exchanges to administer premium-supports for health insur-
ance for both groups (seniors and the newly covered) as
components of a four-part “Health Choices System” consisting of:

� A Medicare Exchange that would manage a system of choices of
health insurance policies or care networks for seniors under
which they would receive premium-support payments.

� A National Exchange (as opposed to individual state exchanges)
that would provide similar premium supports for the low- and
moderate-income population covered under the 2010 Affordable
Care Act.

� A small business exchange also authorized under the ACA law,
but again I think this should be administered at the national (not
the state) level.

� And, finally, the existing exchange system that administers
health insurance for federal government employees.
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The first two of these covered groups, the Medicare group and
the population added to coverage under the ACA law, involve the
biggest changes and the hottest debates. Moreover, the politics in-
volved are different. As noted, advocates of the Medicare conver-
sion to premium supports tend to be conservatives. For the ACA
newly covered group (low- and middle-income people to be
added to coverage under the 2010 law) the push to do this mostly
comes from liberals whose aim is to expand coverage. I treat each
of the four types of exchanges separately in what follows,
emphasizing the first two.

A Medicare Exchange. As a former OMB official, what ap-
peals to me about the Ryan premium-support approach to
Medicare reform is that it is a way “to close the end” on spending
for health care for seniors. Currently (and I am one of the benefi-
ciaries of this arrangement), the federal government is obligated
to pay on an “open-ended” budget basis for whatever is billed for
a wide range of services. The problem is that as the senior popula-
tion increases, as people live longer, and as medical science ad-
vances, the projected costs of doing this grow at a much faster rate
(double, even triple) than for the U.S. economy as a whole. Ac-
cording to former U.S. Senator Pete Domenici (Rep. Colorado)
and Alice Rivlin (senior fellow at the Brookings Institution), “The
principal driver of future federal deficits is the rapidly mounting
cost of Medicare.”9

Meanwhile, efforts to deal with this challenge have fallen
short. Requirements enacted into law in 1997 to hold down
Medicare spending under the so-called SGR or “Sustainable
Growth Rate” formula consistently have been delayed when they
would have triggered cuts in physician payments. The most re-
cent package of budget cuts for Medicare and other health pro-
grams proposed by the Obama administration (September 20,
2011) illustrate the dilemma involved. The administration’s pro-
posals included ten-year savings of $248 billion for Medicare (rep-
resenting by far the dominant share of the proposed health-care
savings). However, a substantial share of these funds is slated to
erase already-enacted SGR cuts in physician reimbursements. The
long-term challenge remains — the inexorable rise in Medicare
costs.

The premium-support idea is basically simple. Originated by
economists, notably Alain Enthoven of Stanford University, the
aim is to manage competition in order to control costs.10 Ideally,
supporters of this approach would like to apply it to more than
just seniors (i.e., the Medicare population that includes disabled
recipients). In fact, average health-care costs and cost increases
tend to be higher for other populations. Eligible people would re-
ceive a fixed subsidy to help them pay for care. The idea of man-
aged competition is that consumers of services as a result would
be motivated to be wise shoppers, to make sure a particular ser-
vice or treatment is needed. Providers of care (physicians, hospi-
tals, and others) would have an incentive to help their patients
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select the most efficient service and treatment packages or ap-
proach. This is the theory anyway. It is a marketplace theory (call
it a capitalism theory). On the other side, a more liberal view em-
phasizes the idea that people should get what they need. There
shouldn’t be restraints on health care services. Health care should
be a right, not a commodity.

The Role of Health Savings Accounts. Experts who favor
greater reliance on consumer choice have proposed connecting
premium-support payments with what already exists in law —
Health Savings Accounts whereby consumers decide how to
spend before-tax money in these accounts.11 If they don’t spend
the full amount for health care in any given year, these funds
carry over into the future and even can be bequeathed to their
heirs. This is depicted, and I agree with this view, as a better vehi-
cle than many current “Medigap” supplementary health insur-
ance policies under which seniors are exposed to minimal
health-care costs because these policies cover so many of the de-
ductibles, co-pays, premiums, and other charges not covered by
Medicare.

Health Savings Accounts could be (and, in my view, desirably
should be) used for all four of the exchange populations discussed
in this paper (seniors under Medicare, the newly covered ACA
low- and middle–income population, small business, and govern-
ment employees). Using this technique, some (not all) of the pack-
ages certified for support under health insurance exchanges could
include an up-front proscribed form of a Health Savings Account
that would give consumers a way to make their own choices that
fit their particular situation and needs, and be able to do so on an
efficient risk-adjusted basis, which also affords them an opportu-
nity (typically in special election time periods) to change their
coverage plan when conditions warrant.12

Under a Medicare health insurance exchange system, new en-
trants who already have a Health Savings Account could choose
to keep their account, carrying it over into the new Medicare ex-
change, and adding to it over time in order to maintain a prede-
termined minimum balance in future years. Since this would
lower the subsidy cost to the government of their coverage, an op-
portunity thereby would be created for these consumers to sup-
plement their Medicare coverage package, for example, by adding
long-term residential and home-care benefits. In particular, being
able to do this would have the advantage of compensating for the
decision made in 2011 not to fund the program authorized in the
2010 Affordable Care Act to assist in the financing of long-term
nursing home and home care.13

A writer should not go further into this subject without noting
the hard politics and hard choices that would be involved in go-
ing down the consumer-directed health reform road for Medicare
and also for other populations. The industry is vast and ubiqui-
tous — hospitals, physicians, pharmaceutical companies, and
myriad other health care institutions and provider groups. The
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politics of major reform such as this are confounding. Each reader
should judge whether we are close to — or at — a serious enough
economic crisis point where this political barrier must be over-
come. My view is, yes, we are at (or anyway very close to) the
point where exploding health-care costs represent one of the most
important ways to reform and deleverage American public
finances.

An ACA low- and moderate-income exchange. When Senator
Ted Kennedy died in 2010, the big political surprise was the vic-
tory of Republican Scott Brown to succeed him. Brown opposed
the national health reform bill that at the time had passed the
House of Representatives and was pending in the Senate. When
sworn in, Brown would have provided the forty-first vote needed
for a filibuster in the Senate that could have killed health reform.
As a result, the tactical decision was made by supporters of re-
form that, in order to act on this legislation, it was necessary be-
fore Scott Brown was sworn in to adopt the Senate version of
reform as the base for action.

In one particular and crucial way the Senate bill differed from
the House version. The Senate bill, as noted earlier, assigned the
responsibility for establishing health insurance exchanges to state
governments (ironically modeled on the precedent of the Massa-
chusetts “Connector” health insurance exchange) rather than as-
signing this responsibility to the national government as under
the House bill.

I have studied what has been happening as a result of this de-
cision and have come to the conclusion that this was a serious
mistake and that if the ACA health reform law survives (i.e., in
the courts, the elections, and the Congress) this decision should be
reversed. Studies that have been done and reports issued about
what state governments are doing to fulfill their required admin-
istrative role to establish health insurance exchanges under the
ACA law show wide diversity. In administrative terms, the work
goes slowly and is made difficult by the (fair to say) unprece-
dented fiscal pressure and problems state governments face. Even
in liberal states where there is support for the ACA law, the
process is rocky and slow going.

My second reason for suggesting that before the ACA law
goes into effect it should be amended to assign the exchange-
making responsibility to the national government pertains to cost
containment. The way things are going now, most state health in-
surance exchanges would not fulfill the efficiency (cost constrain-
ing) goal for managing competition envisioned for the national
Medicare exchange.

States can be divided pretty much according to the philosophy
for their health insurance exchange. Some state governments, as
in Massachusetts, California, Vermont, and Oregon, favor an ac-
tivist market-making role for their exchange. Under this approach,
the state government certifies eligible insurance companies and
provider networks on the basis of whether they offer “good”
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packages of benefits, i.e., packages that are cost-efficient for their
citizens. Typically, these “activist” market-making states favor
making a limited number of such options available to simplify
choice making in the belief that consumers would have trouble
picking among multiple options that differ in complicated and
detailed ways.

Other less- or nonactivist state governments have a different
philosophy, which many economists support, favoring an
open-market approach. Let many flowers bloom; let all the insur-
ance companies that come forward participate so that the market
determines what the “best” offerings are. This is sometimes re-
ferred to as the “Yellow Pages” approach. States favoring this
view tend to be conservative states and generally have been foot
draggers when it comes to setting up and running an ACA
exchange.

Reasons for recommending that the state-by-state approach
under the ACA law be changed are twofold. On one hand, I see
decided advantages in making available nationally portable (not
state-restricted) health insurance policies. People frequently move
across state lines. Having state-level exchanges is a problem for
this purely physical reason. But there is another reason too. And
in my mind it is a more important one.

The federal government should manage competition in both a
national Medicare and low-income exchange to promote competi-
tion and efficiency by certifying health insurance policies and net-
work-care choices that help consumers understand them and take
account of the costs and prices of care. That is the basic reason
Rep. Paul Ryan and others want to “close the end” (in budgetary
terms) on Medicare. If the country is going to expand care to an
estimated thirty-plus million low- and middle-income people as
under the 2010 ACA health reform law, this efficiency purpose
should be intrinsic to how the law is implemented.

A Digression on Medicaid. An assumption made in this pa-
per is that what might be called “traditional Medicaid” for the
lowest- income groups should be left pretty much as is. I refer to
the grants-in-aid made by the federal government to the states for
health care for people below 138 percent of the Federal Poverty
Level14 and which also provides aid for the disabled and nursing
home care. For the former group (mostly consisting of families),
states place primary reliance on what are called “managed care
systems” that bundle services (that is, put them together) in order
to assist and treat the whole person and the whole family. There
are good reasons why this is desirable, and while there is much
more to be said on the subject, my inclination is to leave this as is
in contrast to the many ways in which the delivery of health care
would be changed by the market-building reforms envisioned in
this paper for managing competition. Among many Republicans,
the dominant conservative position on Medicaid is that Medicaid
should be converted to a closed-ended block grant to the states.
As a student of state-local finances for a long time, I feel
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compelled to add my two cents here. I favor the status quo for
Medicaid (i.e., that it continue to be a shared federal-state fiscal re-
sponsibility on an open-ended basis) because there are so many
unknowns and because the pressures at this time on state and lo-
cal finances across the nation are epochal.

Small Business Exchange. For a long time the most nettlesome
issue of health policy has been how to cover two groups, individu-
als (mainly people not in employer-supported groups) and small
businesses. The ACA law ultimately seeks to achieve universal cov-
erage; it contains provisions that cover both unconnected individu-
als and small businesses. Small businesses often have a hard time
obtaining and supporting health insurance benefits for their work-
ers, and not infrequently the benefits they provide are limited. The
ACA law offers states the option of merging the low- and mid-
dle-income and small business exchanges in one exchange. It also
provides income-tested subsidies for small businesses.

States are divided on whether these two risk pools (the ACA
newly covered pool and small businesses) should be covered in a
merged exchange or treated separately. Although I am not expert
in the ins and outs of this decision, what I know suggests that it
makes most sense (because of their different risk pools, profiles,
and characteristics) to treat small businesses separately. Hence,
the point of this section is that, as in the case of the newly covered
ACA population, there should be coordinated (but separate) sets
of rules and procedures for covering small businesses. But not at
the state level. This too should be a national system

Public Employees. The final group in this health insurance ex-
change inventory is public employees. The national government
and many states and large local governments administer pro-
grams whereby eligible participants select the coverage they want,
and the administrative operations involved in providing it is han-
dled by an exchange-like entity.15 The Federal Employees Health
Program is a case in point. It has been around since 1960 and is
administered by the Office of Personnel Management. For this
group, it is best to leave the situation as it is.

So, now I am finished with the inventory of types of a health
insurance exchanges for a national “Health Choices System” and
can turn to the challenge of implementing exchange-making, par-
ticularly for the first two populations discussed (the Medicare and
low- and middle-income populations).

III. Phasing In and Administering
New Health Insurance Exchanges

Debates about health care tend to focus on end points and not
enough on a process. There needs to be recognition of the neces-
sity to make changes in ways that provide for preparation to give
substance to, and lay the groundwork for, how new institutions
and programs will work. This requires recognition that after new
programs are established there is a necessary period of
institutionalization and adaptation.
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Over time, a “Health Choices System” of exchanges that blends
the two health reform cultures (provider-value and consumer-
directed) could change the health-care marketplace in ways that
would alter behavior across the board on the part of patients, their
families, physicians, and other health-care service providers. This
won’t happen smoothly, easily, or all at once. It will require a jolt
to the system, launching a process of change.

Much would be gained by having a single organization
charged with developing, phasing in, and starting new exchanges
that encompass the aims of both the consumer-choice and pro-
vider-value reform cultures. Unless ways can be found to share
common ground, it is hard to see how progress could be made on
next steps for health-care reform without falling back into the con-
flict and controversy that has undercut the nation’s ability to come
to grips with its health conundrum.

The lead agency should be nimble and compact, for example a
three- or five-member commission appointed by the president
and confirmed by the Senate with the stipulation that members do
not have ties to a particular health-care interest or business. The
role of the commission should be to prepare for and at the outset
administer new federal laws that would have to be enacted to
convert Medicare to a premium-support system and establish a
national exchange (as opposed to having individual state
exchanges) to expand ACA coverage.

Such an office or commission should be charged with present-
ing an implementation plan, say by the end of two years after leg-
islation is adopted, to develop new policies for converting
Medicare into a new premium-support form by some future date
and revising the Affordable Care Act to have a single national ex-
change. Of necessity, these plans would go into depth and detail
on varied coverage packages, how they would work, and how
they could be tailored to the different needs and conditions of dif-
ferent groups of exchange participants. The plans could then be
submitted to the president and the Congress under facilitative ar-
rangements for their consideration. This could include an up-or-
down vote in Congress and a similar take-it-or leave-it decision by
the president, in which case one would expect that there would be
prior review and bargaining before a legally specified trigger date
for their adoption.

Although they will have different time frames for coming on
line, the exchanges have to perform similar managerial tasks and
will have many shared functions and overlapping information
needs. For operations like data handling and tracking, they
should use similar rules, definitions, procedures, and information
systems. They will also need to deal with people who move in
and out of the different exchange categories and families with
members in more than one exchange.

The ultimate aim of a two-part or three-part process for
next-step health reforms should be to have workable machinery to
chart new policy directions legislatively while at the same time

Issue Brief Medicaid Policy and Long-Term Care Spending: An Interactive View
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allowing the necessary time on a calibrated basis for implementa-
tion. Large administrative tasks like converting Medicare to a pre-
mium-support system and implementing the Affordable Care Act
if it endures require vast subsystems of decision making. Complex
and sensitive technical matters have to be dealt with. The political
stakes would be high. Few functional areas of government are as
personal, emotionally charged, and difficult as health care.

There is a general point involved here for public management.
The suggested several-step policy and implementation process for
health reform has two features. It envisions having both the time
and an expert process for putting together, vetting, and negotiat-
ing the particulars of the new policies and institutional designs
that are adopted in law to overhaul the government’s role in pro-
viding health-care subsidies. At the same time, it assures that le-
gitimate political processes (involving the president and the
Congress) have the final say on the plans that are developed to
carry out the new policies. Doing this is emblematic of a broader
need in government to be inventive and innovative in the opera-
tion of the nation’s policy and management systems. One can
think of an approach like this as a way to temper American politi-
cal pluralism on a basis that preserves the legitimate role of
elected political leaders while at the same time introducing a
method by which they can work together better when there is a
window of opportunity for next-step health reforms.
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Account. See the discussion of HSAs and possible reforms of these accounts in Shultz and Shoven, Op. Cit.,
p. 165-8. Their proposals include extending HSAs to individual purchasers (as opposed to limiting them to
employer purchasing), allowing risk adjustment, and making them portable. Additional discussion of
different types of coverage packages including HSAs is included in Part III of this paper on “Phasing In and
Administering New Health Insurance Exchanges,” p. 8 and following.

13 The reference here is to the now-deferred CLASS Act provisions of the 2010 Affordable Care Act, which
provide in the law for the creation of what is called the Community Living Service and Support program.

14 This is the level prescribed in the ACA law.

15 Indeed, some state and local government health insurance-benefit systems for employees and retirees, as is
now well known, are in financial trouble, but that is a subject for another time.
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