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How to Ensure that the Graham—-Cassidy Bill Expands
Markets and Choice in Health Care—Not Government

Programs

Edmund F. Haislmaier and Robert Rector

he Senate faces a September 30 deadline to use
the budget reconciliation vehicle designated by
congressional leaders for the repeal of Obamacare
this year. In the wake of the Senate’s recent failure to
repeal and replace Obamacare, Senators Lindsey Gra-
ham (R-SC) and Bill Cassidy (R-LA) have released
an updated version of their bill' in a renewed effort to
take advantage of this expiring legislative vehicle.
While the bill, like others considered this year,?
falls short of fully repealing Obamacare and replac-
ing it with a new patient-centered system,®> Graham-
Cassidy includes significant improvements over cur-
rent law by repealing the individual and employer
mandate tax penalties, providing Medicaid reform,
and empowering states to design health care subsi-
diesand insurance rules that work for their residents.
These provisions are a good first step in addressing
Obamacare’s damage and allowing states to pursue
reforms of their insurance markets and Medicaid
programs. However, Members of Congress should
not be under any illusion that passing Graham-Cas-
sidy relieves them of the burden of continuing to
reform the health system in a more patient-centered,
market-based direction.
Graham-Cassidy makes it easier for states to
waive Obamacare insurance mandates, including
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several mandates most responsible for driving up
health care premiums. The bill gives states access to
greater regulatory relief than in the House-passed
bill or the 2015 repeal bill vetoed by President
Barack Obama.* However, due to the constraints of
the budget reconciliation process, that regulatory
relief is limited to health insurance coverage subsi-
dized through the new grant program.

Graham-Cassidy helps to refocus Medicaid on
those who are most in need. These changes would
put federal financing of Medicaid on a sustainable
path, give states stronger incentives to manage the
program more effectively, and restore Medicaid’s
pre-Obamacare focus on the most vulnerable: the
elderly, disabled, children, and pregnant women in
poverty. This is major entitlement reform that has
long recommended by health policy experts.®

However, the Senate should change the bill’s grant
program to fulfill the sponsors’ stated intent of pro-
moting “market-based solutions.” Absent change in
the grant program, states could use federal funding
simply to expand the number of people in govern-
ment monopoly health care programs.

While reprogramming Obamacare’s spend-
ing into new state block grants is designed to make
Graham-Cassidy more appealing to Senators and
the states that they represent, there is a cost to that
approach. Specifically, because it retains the Obam-
acare levels of spending, the Graham-Cassidy bill
also retains the major taxes in Obamacare. Indeed,
it retains two that directly drive up health care
costs: the health insurance premium tax and the
pharmaceutical tax. (This is a change from previ-
ous attempts to repeal Obamacare.) A full repeal of
Obamacare would include repealing all of its taxes.
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Structuring Block Grants to Promote
Choice, Not Expand Government Health
Programs

Graham-Cassidy would transfer to states addi-
tional responsibility for designing and administering
subsidies to ensure access to health insurance and
medical care for working Americans who are with-
out employment-based coverage. The bill would do
that by converting into a state block grant program all
of the current federal Obamacare spending for sub-
sidizing exchange coverage through tax credits and
cost-sharing reductions and about 75 percent of the
current Obamacare funding for expanding Medic-
aid to cover able-bodied adults. Under the new block
grant program, states could apply to use their share of
that federal money to fund their own approaches for
ensuring access to affordable medical care and health
insurance, particularly for lower-income individuals
and those with significant medical conditions.

Graham-Cassidy appropriates state block grant
funding of $146 billion starting in 2020, increas-
ing to $190 billion in 2026—totaling $1.176 trillion
over the first seven years. The bill permits states to
apply the funding to one or more of the following five
arrangements:

m Subsidized coverage for high-cost individuals
through high-risk pools or reinsurance payments
to insurers;

m  Subsidy payments for premiums to purchase indi-
vidual market health insurance or to reduce out-
of-pocket costs;

Paying medical providers directly for providing
services to individuals;

m Contracting with managed care plans to provide
coverage to specified groups of individuals; and

m Expanding Medicaid, though no more than 20 per-
cent of a state’s grant can be used for that purpose.

The Senate should ensure that the bill is changed to
support the goal stated in the legislative text: creating
a “market-based healthcare grant program.”” Specifi-
cally, the Senate should delete from the enumerated
options for how states could spend the new federal
grant funding the provisions that would allow states
to use the money to expand Medicaid, pay medical
providers directly for providing services, and contract
with managed-care plans to cover specified groups.
Any of these options would inherently result in add-
ing more people either to existing programs or to new
programs that are effectively government-controlled
monopolies without consumer choice.

Without such changes, states are likely to spend
the funding in ways that expand the number of peo-
ple in government health care programs rather than
providing subsidies to help recipients purchase the
coverage of their choice in a competitive private
market with a variety of different plan options. The
pattern of the Obamacare Medicaid expansion and
the CHIP program before it shows that, with very
few exceptions, states historically have used fed-
eral funding for health insurance coverage simply
to expand one-size-fits-all government programs.®
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With recent liberal calls for government control of
health care through single-payer programs with no
consumer choice,’ it is key that policymakers pro-
mote access to mainstream private insurance for
more Americans rather than opening the door to
additional government program expansions.

Conclusion

If the Senate makes the recommended changes
in the block grant program, Graham-Cassidy would
provide an improvement over the status quo. How-
ever, without these changes, nothing would prevent
states from simply expanding government health
programs, which could result in transferring up to
8 million people (half of the people in the individual
market)!® from private coverage into government-
run programs with no consumer choice.

Further, even with the changes recommended
here, itisimportant to remember that this bill would
be only a first step in the long-term effort necessary

to achieve a truly patient-centered health care sys-
tem. While it would create a foundation for state
leaders to develop more patient-centered, market-
based health care policies, doing so will be neither
a quick nor an easy task. At the same time, federal
policymakers will still face a great deal more work at
the federal level to restore free-market principles in
the remaining areas of health reform, including the
tax treatment of health insurance, Medicare, and
many other areas.

In short, Members of Congress should not be
under any illusion that passing Graham-Cassidy
relieves them of the burden of continuing to reform
the health care system in a more patient-centered,
market-based direction.
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