Medicare Rx Competition 

Lowers Costs by One-Third 
Last year the debate raged over the cost of the new Part D Medicare prescription drug benefit.   Dueling economic models have now been replaced by actual experience. The debate is over and the actual results are in. The average beneficiary premium is $25 per month, down from an estimate of $37 in 2005, a drop of nearly one-third. 
The Center for Medicare and Medicaid Services (CMS) took the lead in a new market-based approach by requiring insurance carriers to bid aggressively in order to participate in the Medicare Prescription Drug program. CMS Administrator, Mark McClellan, MD, PhD held fast to his belief that traditional “Washington-Thinking” was wrong.  His belief was that beneficiaries would drive change by selecting programs that were competitively priced and matched their needs.  
Many in liberals in Washington D.C. doubted the power of the market and called for government price controls and mandated plan designs. In the beginning the opponents of the market-based approach thought that the private insurance industry would not participate offering these programs.  The use of competition and market forces to get better products, lower prices, and greater choices may be revolutionary for some in government, but it is what works in everyday life for consumers and companies across America.
With lower beneficiary costs, the federal subsidy behind the program is also lower. The original estimate of the government’s per beneficiary subsidy was projected to be $109 per month.  The actual results are a subsidy of $87 per beneficiary.  By using the competitive forces of a free market, the government subsidy is 20% lower than expected in 2005.  
In total dollars, the 2006 subsidy cost to the federal treasury will be $30.5 billion, down from the 2005 estimate of $38.1 billion.  Washington likes to project ahead for 10 years.  With lower actual costs for 2006 and a competitive program firmly in place, the 2006-2015 costs are now $130 billion less than originally estimated just last year.  Of course, this directly lowers the budget deficit that puts us on a course towards a balanced budget.  Will you hear about this on the evening news?  No, increased costs get headlines, dramatic efficiencies rarely do.  Expected bad news is highlighted more than actual good results. 
Medicare beneficiaries have more choices at lower premiums than anyone expected when the program implementation process began.  Nothing has been compromised in achieving these savings. All plans must meet strict CMS design and access standards

Skeptics continue to doubt the results.  Some believe the carriers are simply using a low first year premium to increase enrollment.  The CMS actuaries have reviewed the insurance carrier premiums and concluded the lower costs and savings will be sustainable into future years.  
This experience should send a strong message for new thinking about how we can lower budget deficits and create a balanced budget.   The now proven approach is to support the creation of a 21st Century Intelligent Health System with market forces creating better products and greater consumer choices at lower costs.  
Other areas for this new approach?  If the popular Health Savings Accounts (HSAs) were given more legislative flexibility, some experts believe that a 2%-4% reduction in health premium increases would be possible.  Such a change could generate from $20-80 billion in additional federal revenue and dramatically lower the uninsured population.   Already, more than 40% of HSAs sold are to individuals who were previously uninsured.  Another bill before Congress would create a viable competitive individual health insurance market.  The CBO estimates the Health Care Choice Act would raise federal revenues by $12.6 billion over the period 2007-2015.  
There is so much more that creative thinking and smart market-based actions can generate.  Congressional actions are needed and state reforms can support an overhaul of the healthcare market so that greater quality and cost efficiencies can be achieved. We need more government servants like Mark McClellan with the courage of his convictions and insight that his medical background and PhD in economics provides. 
Ronald E. Bachman is a Senior Fellow at the Center for Health Transformation, an organization founded by former Speaker Newt Gingrich. and a Senior Fellow at

the Georgia Public Policy Foundation.
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