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The Beginning of the End of Private Health Insurance

How Obama'’s public health insurance option will quickly evolve into the
only option

Ronald Bailey | June 9, 2009

In his weekly radio address on Saturday,

President Barack Obama declared that "it's

time to deliver" on health care reform. In a

letter to Sen. Edward Kennedy (D-Mass.)

and Sen. Max Baucus (D-Mont.), President

Obama wrote, "I strongly believe that

Americans should have the choice of a

public health insurance option operating

alongside private plans. This will give them

a better range of choices, make the health

care market more competitive, and keep

insurance companies honest." This week

Sen. Kennedy released a draft of his

proposed "American Health Choices

Act" which includes one such optional public health insurance plan. The administration's goal is to
report that bill out of the relevant Senate committees by the end of this month.

Earlier this week, Republican lawmakers sent a letter of their own, strongly warning the
president that "Washington-run programs undermine market-based competition through their
ability to impose price controls and shift costs to other purchasers. Forcing free market plans to
compete with these government-run programs would create an unlevel playing field and inevitably
doom true competition."

Sadly, we are already well on our way to a wholly government-run health insurance system. After
fall, about 477 percent of all health care expenses today are paid for by federal, state, and local
governments, e.g., Medicare, Medicaid, and State Children's Health Insurance Program (SCHIP).
Establishing a public insurance scheme would dramatically increase the percentage of health care
that is paid for by the federal government.

In April, the Lewin Group, a health care consultancy, issued an analysis of how the public health
insurance option plan might affect the provision of private health insurance. Currently about 170
million Americans are covered by private health insurance plans, mostly through their employers.

The Lewin Group crunched the numbers through their health care model and found that premiums

for the public option plan would be 30 to 40 percent lower than private plans. Sounds great, right?
But these lower premiums are essentially achieved by imposing price controls. The Lewin Group
assumed that the public option plan will pay doctors and hospitals at the same rates they currently
receive from Medicare. And Medicare reimbursements already run 71 percent and 81 percent
below what private health plans pay hospitals and doctors, respectively.

First, the somewhat good news. Lower public option premiums and an increase in Medicaid
coverage would attract 28 million of the 48 million Americans who currently are not covered by
health insurance. Now the bad news. The lower premiums would encourage employers to drop
private health insurance and put their employees into the public plan. Overall, the Lewin Group
estimates that if Medicare reimbursement rates are imposed, the number of Americans with
private health insurance would decline by almost 120 million, leaving only 50 million Americans in
the private insurance market.

Defenders of the public option quickly point out that Kennedy's American Health Choices Act
promises to pay health care providers 10 percent more than Medicare. But as the Cato Institute's
Michael Tanner noted at Cato@Liberty, "When Medicare began, proponents promised it would
reimburse at the same rate as insurance. That promise didn't last long." In fact, in his letter to
Kennedy and Baucus, Obama explicitly endorsed the idea of setting mandatory physician and
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hospital reimbursement rates through the Medicare Payment Advisory Commission. In other
words, the payments would no longer be merely advisory.

The Lewin Group looked at another scenario similar to the Kennedy proposal, where the public
option plan reimbursements to doctors and hospitals were set at the midpoint between Medicare
and private plans. In that scenario, the number of Americans covered by private insurance would
only drop by 67 million, instead of 120 million. Today, the number of Americans covered by
Medicaid is 51 million, with another 45 million covered by Medicare, and 5 million covered by
SCHIP. In addition, the Lewin Group estimates that an additional 10 million more would be
covered by Medicaid under the Kennedy proposal. So the grand total of Americans likely to be
initially covered by government health insurance once the public option is launched would come to
177 million out of 306 million, leaving 103 million privately insured and 20 million still uninsured.

The best result of creating a parallel public insurance scheme is that the United States would end
up with an explicit two-tier medical system in which privately insured Americans have better
access to better medical care. Such two-tier health care systems already exist in countries with
national health care schemes such as the United Kingdom and Germany. In the United
Kingdom, more and more Britons are opting for private health insurance instead of remaining
with that country's National Health Service. Privately insured Americans would get higher quality
health care, but because the market for medical innovation would be smaller, everybody will get
worse care than they would otherwise have received had most health care not been nationalized.

The worst case scenario is that the public option plan would eventually absorb what remains of the
private health care system. This could happen as the political constituency for private health care
and insurance shrinks while more and more Americans become covered by government insurance.
In addition, it will be hard for politicians to resist forcing wealthier patients to join the government
plan as a way to make up for eventual shortfalls in revenues.

The Republican letter to President Obama presciently warns that a government insurance option
will create a fatal dynamic, the end result of which "would be a federal government takeover of our
healthcare system, taking decisions out of the hands of doctors and patients and placing them in
the hands of a Washington bureaucracy." Once the vast majority of Americans are covered under
various government "insurance" plans, the push to go all the way toward universal coverage will be
almost irresistible.

Ronald Bailey is Reason magazine's science correspondent. His book Liberation Biology:
The Scientific and Moral Case for the Biotech Revolution is now available from
Prometheus Books.

Discuss this article online.

Help Reason celebrate its next 40 years. Donate Now!

Send this article to: StumbleUpon Digg Reddit Fark Facebook
Try Reason's award-winning print edition today! Your first issue is FREE if you are not completely

satisfied.

http://www.reason.com/news/show/134016.html

DEEDS

VOTE

TODAY

TUESDAY
JUNE 9th

The Washington Post

Endorsed Only
One Democrat.

Creigh Deeds

\

Paid for and Authorized
by Deeds for Governor

Gat in Linsl
Now Stay Out!

® Would a President
McCain obey the
law?

® What part of legal
immigration don’t
you understand?

2 Cloning dogs for
fun and profit

6/9/2009 4:28 PM



The Beginning of the End of Private Health Insurance: How Obama's publi...

4 of 4

MORE ARTICLES BY RONALD BAILEY

Energy Price Deceit

http://www.reason.com/news/show/134016.html

Congress tries to hide its cap-and-trade energy price increases (6/2)

Energy Futures
A quick guide to alternative energy. (5/29)

Reforestation
Trees grow on money (5/29)

Obama's Betrayal on Don't Ask Don't Tell

RELATED STORIES (HEALTH CARE, BARACK OBAMA, REGULATION)

The president's forgotten civil rights promise. Shikha Dalmia (6/5)

California: Harbinger of Fiscal Doom

What the Golden State's bleak future means for America Brian Doherty (6/3)

Turning Japanese

Japan's post-bubble policies produced a "lost decade.” So why is President Obama emulating
them? Anthony Randazzo, Michael Flynn and Adam B. Summers (6/2)

LATEST ARTICLES ON REASON ONLINE

The Man Can't Tax Our Music

The music industry wants to impose an
onerous new fee on broadcasters. Jesse
Walker (6/9)

The Joys of Brain Scrubbing

The advantages of memory deletion in a
collectively omniscient world Greg Beato
(6/9)

20,000 Nations Above the Sea
Is floating the last, best hope for liberty?
Brian Doherty (6/8)

Reason.tv: Medical Marijuana's Whipping
Boy, Charlie Lynch, to be Sentenced June 11
Faces five years minimum for legally
operating a dispensary in California (6/8)

Government Motors
The trouble with Washington running a car
company Steve Chapman (6/8)

We Don't Need No Education

Obama wants to make college grants into
an entitlement. Bad idea. Michael C.
Moynihan (6/5)

LATEST POSTS ON REASON'S HIT & RUN

Republicans Acknowledge the Undeniable
Appeal of Gays with Guns
Katherine Mangu-Ward (6/9 3:01pm)

New at Reason: Ron Bailey on the Beginning
of the End of Private Health Insurance
(6/9 3:00pm)

Justice Department Imports Terrorist into
Lower Manhattan
Bill Flanigen (6/9 2:11pm)

Charlie Lynch Sentencing on June 11: Will
Legal Medical Marijuana Dispensary Owner
Go to Jail for Helping the Sick?

Nick Gillespie (6/9 12:55pm)

New at Reason: Jesse Walker on the
Performance Rights Act
(6/9 12:00pm)

Global Temperature Trend Update
Ronald Bailey (6/9 11:42am)

Sonia Sotomayor and Executive Power
Damon W. Root (6/9 11:13am)

Obama, Still in Love With France, Would Do
Well To Avoid Following Suit on
Reality-Show Workers Rights...

Nick Gillespie (6/9 10:48am)

"Warrior Gene" Predicts Gang Membership
Ronald Bailey (6/9 10:47am)

©2009 Reason Magazine. All Rights Reserved.

6/9/2009 4:28 PM



