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A dirty bill of health: Pawlenty's health care cuts would soon cost more than they save
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Viewed strictly through the prism of balancing Minnesota’s general fund portion of the state budget for the 2010-11 biennium, Gov. Tim Pawlenty’s decision to propose drastic cuts in state-supported health care insurance makes sense. Health care costs are rising faster than any other sector of the budget, and the general fund is already facing a real-dollar deficit of at least $5.5 billion over the next two years. Even if a significant portion of expected federal stimulus money is directed toward Medicaid, it will be difficult for legislators to get out of this session without cutting health care and/or raising state taxes. Pawlenty has chosen to ignore a state tax increase. That leaves health care cuts.

But when it comes to creating a health care system that delivers the most efficient, effective care for Minnesotans, Pawlenty’s proposed cuts would quickly come to cost more than they save. They would renege on the state’s commitment about how it will use taxes collected from Minnesota health care plans and providers. And the negative impact of the reductions would fall disproportionately on the middle class. 

Begin with the ultimate cost of the cuts. Although reducing health care coverage and payment rates to hospitals and doctors would help balance the general fund budget, the gambit would not only shift the burden of paying for health care, it would inflate it. Under Pawlenty’s proposal, approximately 84,000 people now receiving state supported health insurance would be deprived of coverage. Another 29,000 who would become eligible for coverage over the next two years under the program’s current terms would be denied enrollment. Lacking health insurance won’t prevent these folks from getting sick, of course. On the contrary, study after study has shown that people without coverage are more likely to postpone cost-effective check-ups and other preventive treatments until they are felled by a condition significant enough to warrant a trip to the hospital emergency room. 

Hospitals budgets are currently under siege from all sides. State and federal payments for Medicaid and Medicare patients have fallen below the cost of treatment. The sour economy has hammered folks whose insurance comes with a high deductible. And, not surprisingly, people knocked off state-supported health insurance are more likely to default on their medical bills. Consequently, the cost of uncompensated care provided by Minnesota’s 153 hospitals has more than doubled, from $258.2 million in 2003 to $601 million in 2008. 

“We try to pass those costs on to our commercial payers,” says Lawrence Massa, president of the Minnesota Hospitals Association. “We eat as much of it as we can, but we have our own bills to pay. The commercial market”--meaning non-government health insurers--“generally is where the costs are absorbed, which results in higher premiums for everybody.” In addition, some “safety net” hospitals, such as Hennepin County Medical Center, have already had to be bailed out by county taxpayers, which represents another cost shift.

Denying 113,000 people state-supported health insurance is just one element of Pawlenty’s proposed cuts. He also wants to reduce state payments to hospitals and other health care providers by 3 percent, and to fold the Health Care Access Fund into the general fund. The 3-percent cut “affects the quality of medical care, affects medical education, affects our staffing levels. Along with the governor’s other proposals, it would be disastrous for Hennepin County Medical Center,” says Don Jacobs, a member of HCMC’s board of directors and the Pawlenty Administration’s Health Care Reform Review Council as well as the CEO for the 320 physicians in the Hennepin Faculty Associates. 

Nearly every year he’s been in the governor’s office, Pawlenty has sought to raid the surpluses in the Health Care Access Fund to pay for general fund programs, successfully diverting more than $400 million in HCAF that way during his first term, and borrowing $50 million more for health care reform during the last session. But the fund was created in 1992 specifically to underwrite MinnesotaCare, a program designed mainly to insure working families whose employers don’t provide coverage. The source of this dedicated funding is a 1 or 2 percent tax on health providers and health plans, and a sliding scale premium on MnCare enrollees. 

In light of this session’s historic budget deficit, Pawlenty saw an opportunity to eliminate the freestanding HCAF altogether by folding its revenues into the general fund. That’s a pretty slick trick: Not only does the governor want to cut state payments to health providers by 3 percent, he wants to take the 2 percent tax they are paying to make sure middle class workers have insurance and use it to fulfill the state’s legal obligation to insure the poor and disabled through Medicaid. 

For that matter, it doesn’t even have to be Medicaid; once HCAF monies are pooled into general fund revenues, they can be used for education, criminal justice, or any other line item. As an added bonus, the current provision that allows the HCAF tax to blink off when the fund runs at a large-enough surplus could never been invoked—the rate would remain fixed at 2 percent. (Or more: “I am certain we will see proposals on the table to have that tax go up,” Jacobs says.) And with the HCAF absorbed into the general fund, Pawlenty would also conveniently eliminate the need to pay back that $50 million loan from last session. 

Pawlenty is absolutely correct when he says that spiraling health care costs are “unsustainable” and threaten to consume too large a share of state revenues. But the notion that the problem can be solved via belt-tightening or cost-shifting is becoming more specious by the day. In last November’s budget forecast, his own fiscal analysts (noting an 18.9 percent spike in health care costs) wrote, “much of this change comes as additional adults, families and children become eligible for health care services due to the weaker economy… Most other areas of the budget show little growth.” The governor’s own budget presentation noted that the state had lost more than 50,000 jobs over the past two years. Many of these people may be immediately eligible for Medicaid, but many others may have annual earnings that price them out of the program, making them ideal candidates for MnCare under existing eligibility guidelines that Pawlenty wants to abolish. 

Long range, beyond this current recession, are even more intractable obstacles. “If you look at the demographics, our population is getting older,” says Kevin Goodno, Pawlenty’s former commissioner of health and human services and the recent co-chair of the State Budget Trends Committee appointed by the governor and legislators. “Not only that, but the elderly and the disabled are living longer, so they’re experiencing more chronic disease than previously. You put those people with more acute needs on the caseload along with the basic health care inflation that everybody is dealing with and”—he paused, and started again. “You could cut them off state programs and save state money on one end but shift the cost somewhere else. There is no silver bullet.” 

There is only the long, slow work of fundamental health care reform. Two large state task forces presented their findings to the legislature last year. After much wrangling and negotiation between Pawlenty and legislative leaders, the first small but purposeful steps toward reform were taken, with money allocated to try and reduce unhealthy circumstances such as tobacco use and obesity, and small groups organized to promote healthy individual care planning. The budget for all of these reforms is significantly reduced in Pawlenty’s latest proposal. 

