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A Public Plan Option:
Promoting Meaningful Choice, Higher Quality and Lower Costs

A public insurance option should be a central feature of any plan to expand coverage to the
millions of uninsured Americans. If offered on a level playing field with private insurance plans
through a health exchange, a public plan would enable families to choose from a wider array of
health coverage options, create a broader platform for implementing quality initiatives and
payment reforms and lower overall health care costs.

Meaningful choice in health care coverage

Americans want a variety of coverage options so they can choose the coverage that best suits
their families. And widespread insurer practices such as denying coverage of pre-existing
conditions have eroded the public trust in the private insurance industry. Congress could widen
available insurance options and restore the public trust by developing a public plan option open
to all Americans that, by design, puts public interest ahead of profits. According to a recent
survey, almost three quarters of Americans prefer a choice of public or private plans, when
compared to an all-public or all-private system.*

A broader platform to implement quality initiatives

Existing public programs, such as the Veteran’s Health Administration (VHA), Medicare and
Medicaid, have been innovators and early-adopters of quality improvement methods and cost-
saving payment reforms. For example, since the early 1990s, the VHA has been a leader in
adopting an electronic medical record system and a quality improvement initiative emphasizing
preventive care and chronic disease management.? Medicare has been the source of innovative
payment methods such as transitioning from fee-for-service to prospective hospital payments,
and has led the way on refusing to pay for “never” events.> And North Carolina’s Medicaid
progzam helped to pioneer large-scale use of medical homes to better coordinate patient health
care.

A public plan could create an even broader platform to implement these types of innovative
quality initiatives and payment reforms, putting competitive pressure on private insurers to adopt
these measures and driving down overall health care costs.

Lower overall costs

Existing public plans spend less on marketing than private insurers, and they don’t engage in
costly underwriting practices or keep a portion of premiums as profits. As a result, they maintain
lower administrative expenses than private plans. For example, the Congressional Budget Office
has found that administration and profits account for 11 percent of operating costs for private
plans participating in Medicare, but less than 2 percent of the traditional fee-for-service costs.” A
public plan option open to all Americans would not only reduce wasteful spending by
minimizing its own administrative costs, but it would also increase the competitive pressure on
private plans to lower their own administrative costs.
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Additionally, if Congress granted the public plan authority to take advantage of Medicare’s
lower provider rates, the public plan could achieve even more significant savings. Medicare rates
for physicians are 81 percent of private rates, and Medicare pays hospitals about three quarters of
what private payers do.® Despite these lower rates, evidence suggests that Medicare
beneficiaries’ access to physicians has not been jeopardized.” Even if a public plan were to pay
higher rates than Medicare (110 percent of the Medicare rate, for example), there would still be
ample room to reduce prices and overall costs while paying providers adequately to ensure
access to quality care.
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