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SUVsSavelives

The Nationd Highway Treffic Safe-
ty Adminigtration and the Insurance In-
ditutefor Highway Safety both reported
in 1998 that port utility vehicles (SUVS)
and other light trucks endanger other
driversin multiple-vehiclecollisons. A
former NHTSA officid declared that if
light trucks were replaced with cars, up
to 2,000 lives could be saved annudly.

However, the past two decadeshave
seen not only adoubling of the percent-
age of light trucks on the nation’sroads,
but dso aone-third decreaseintrefficac-
cident fatdlitiesper capita, fatdlities per li-
censad driver and fatdities per registered
vehicle. TheUnited States has also ex-
perienced anearly 50 percent decreasein
fatdities per vehidemiletravded. This
suggessthat thelarge, stiff-framed light
trucks may belowering traffic fatdities
ingteed of increasing them.

Critics of SUVs may dismiss this
ideaby claiming that theimproving fa-
tality trends are the products of other
safety-enhancing Sepsduring the period.
However, they ignorethefact that while
acollison between two cars might kill
everyone in both vehicles, passengers
ridinginan SUV involvedinacar-SUV
crash or asngle-vehicle crash are more
likely to survive— thus effecting anet
saving of lives. Analysis of state-level
datafrom 1994 through 1997, controlling
for other factors that improve highway
safety, confirms the positive effect of
SUVson safety. During the years cov-
ered by the studly:
= Regidrations per driver of light trucks
and SUVsincreased by 5 percent.
= Thisincreaselowered single-vehicle
fatdities per driver 7.5 percent and mul-
tiple-vehicle fataities per driver by 2
percent.

= That trandatesinto about 2,000 lives
saved between 1994 and 1997 because of
theincreaseinlight truck use.

The NHTSA has claimed that the
increased use of light trucksin rurd arees
iscausng anincreesein faditiesthere.
= 1N 1997, the 10 most urban states had
two motor vehiclefatditiesper 10,0001i-
censed drivers, compared to three per
10,000 inthe 10 most rurd detes.

= Light trucks comprised only 28 per-
cent of registered vehiclesin the urban
states, compared to 52 percent in the ru-
ra dates.

= However, the research shows that
more people in rurd areas buy light
trucks because thefatdity rateishigher
there.

Source: Douglas Coate and James Vander Hoff,
“The Truth about Light Trucks,” Regulation, Spring
2001, Cato Institute, 1000 Massachusetts Avenue,
N.W., Washington, D.C. 20001, (202) 842-0200.




Academic Gainsin
Charter Schools

Charter schools— public schools
that operate with agreet ded of autono-
my, freefrom many of the regulaionsof
traditiond public schools— havelong
been popular with parents, but critics
have questioned their contributions to
academic progress. Three new studies
document strong gainsin test scoresfor
children enralled in charter schools, with
some of the biggest improvements
among the lowest-performing students.

Advantage Schools, a private
Boston-based firm, reported that in the
15inner-city chartersit managesin sev-
en gatesand the Didtrict of Columbia:
= Inthe 1999-2000 schoal year, 9,000
sudentsgained an average of 9.1 points
ontwo nationd standardized tests.

= Studentsin kindergarten through sec-
ond grade showed the biggest improve-
ment — with reeding scoresdimbing 19
percentile points, making their abilities
equal to or better than 67 percent of the
nation.

= Themath percentile ranking rose 3.6
pointsto 33.2.

A study of Arizonastudentsby the
Goldwater Ingtitute found:

= Students enrolled in charter schools

for two consecutive years had an advan-
tage in both reading and math over stu-
dents staying in traditiona public
schools over the same period.

= Students enrolled in charter schools
for three consecutive years showed an
additiona gain in reading and main-
tained the advantagein meth.

Four Pennsylvania charter schools
forwhichtimeseriesdaawereavailable
to researchers from Western Michigan
University showed gains on state as-
sessments (with a scale ranging from
1000to 1600) of morethan 100 pointsin
just two years — 86 points better than
their host school didtricts did over the
same period.

All three studies found thet, on av-
erage, sudentsgarting in charter schools
initialy had lower academic scoresthan
treditiona public school students.
Sources: “ Annual Report on School Performance,
1999-2000 School Year,” March 2001, Advantage
Schools, 60 Canal Street, Boston, Mass. 02114,
(617) 523-2220; Lewis Solmon, Kern Paark and
David Garcia, “ Does Charter School Attendance
Improve Test Scores? The Arizona Results,” March
2001, Center for Market-Based Education,
Goldwater Institute, 500 E. Coronado Road,
Phoenix, Ariz. 85004, (602) 462-5000; and Gary
Miron and Christopher Nelson, “ Autonomy in
Exchange for Accountability: An Initial Study of
Pennsylvania Charter Schools,” October 2000,
Evaluation Center, Western Michigan University,
Kalamazoo, Mich. 49008, (616) 387-5895.

The Cost of Remedial Education

When sudentsleave high school
without basic reading, writing and
aithmetic skills, employersand post-
secondary schools must teach them.
In addition to the pure cost of post-
secondary remedial education —
now called developmenta educetion
— arethe societd costsimposed by
lost productivity, crime and socia
welfare programs.
= Thecog to public higher education
for remedia education issgnificant,
with community colleges spending
about $65 million per year and four-
year colleges spending approximate-
ly $24 million.

= A sample of businesses reported

spending $13.78 per employesinone
year to teach their employees basic
ills.

= Theannud codt for dl remedid ed-
ucation is estimated at $601 million
per year for the state of Michigan
done.

= If the cogts nationwide are compa
rable, then remedia education for ba-
sic skillscosts about $16.6 billion an-
nualy inthe United States.

Source: Jay P. Greene, “ The Cogt of Remedial
Education: How Much Michigan Pays When
Sudents Fail to Learn Basic klls,” September
2000, Mackinac Center for Public Policy, 140
W. Main Street, P.O. Box 568, Midland, Mich.,
48640, (517) 631-0900.

Voucher Threat
M akes Schools Shape
Up

Florida’'s A-Plus choice and
accountability system offers private
school vouchers to students at failing
public schoals in an effort to motivate
those schools to improve their
academic performance. Thereis
evidence that schools facing this
prospect improved more than other
schoals in the proportion of students
passing the Florida Comprehensive
Assesament Test (FCAT).

= There was little year-to-year change
in FCAT results for schools receiving
A, B or C grades from the state in
1999.

= Schools that received afailing grade
of F and whose students would have
been offered tuition vouchers if they
failed a second time achieved an 18-
point gain on their FCAT reading
scores, compared to a 4.5 point gain
for schoolsearningaC.

= In math, schools with a grade of F
improved their FCAT scores by about
26 points, compared with a 12-point
gaina C schools.

= Schools that received D grades in
1999 and were close to afailing grade
experienced increases in test scores
that were more than twice as large as
those experienced by schools with
higher state-assigned grades.

While there may be other
explanations for the findings, the most
plausible interpretation of the evidence
isthat the Florida A-Plus system offers
failing schools a powerful incentive to
improve their performance. The
results are particularly relevant because
of the smilarities between the Florida
choice and accountability system and
the education initiatives proposed by
President Bush.

Source: Jay P. Greene, “ An Evaluation of the
Florida A-Plus Accountability and School Choice
Program,” February 2001, Center for Civic
Innovation, Manhattan Institute for Policy
Research, 52 Vanderbilt Avenue, Second Floor,
New York, N.Y. 10017, (212) 599-7000.
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Phase-Outs Boost
Marginal Tax Rates

The margind tax rateistherate a
person must pay on an additiona dollar
of income — which affects taxpayers
decisonsonwhether towork, saveor in-
ves.

Added incomeisnormally taxed a
the gtatutory tax rate; but it can push a
taxpayer into ahigher tax rate because
varioustax deductions, exemptionsand
credits phase out astaxpayers incomes
rise. These phase-outsincrease margind
tax retes.

Some examplesare: deductiblein-
dividud retirement accounts, Roth IRAS,
theearned incometax credit (EITC), the
exclusion of Socia Security benefits
from taxableincome, the child credit, ed-
ucetion creditsand deductions, aportion
of itemized deductions, even the per-
sond exemption.

Hereis how this might affect some
married couplesfiling jointly in 2001:

= Parentswith two or morechildrenlose
21.06 cents of the EITC for every addi-
tiond dollar of income between $13,090
and $32,120 — creeting amargind tax
rate spike of 21.06 percentage points.

= If theparentsareinthe 15 percent rate
bracket, the EITC phase-out boodsther
effective marginal federa income tax
rate to 36.06 percent.

= Their overdl effective margind tax
rate can gpproach 50 percent with thein-
clusion of payroll taxesand stateand lo-
ca incometaxes.

Adding yet more complexity,
phase-out rangesare usudly specifiedin
terms of “modified” adjusted grossin-
come, and the modifications differ
across phase-outs.

Two of the fastest-growing phase-
outs are the limitation on total itemized
deductions, which snared 9.5 percent
moretaxpayersin 1998 thaninthe prior
year, and the disalowance of persona
exemptions.

Because of phase-outs, an upper-
income couple with four dependent

Taxes
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Average Tax Rate
Growth

New gtudies from the Census Bu-
reau and Congressiona Budget Office
support theview that federd incometax-
esaretoo high. According to the Census
Bureau, the average federa incometax
rate hit 15.9 percent of household income
in 1999, well abovethe next highest rate
ever recorded, 15.3 percent in 1980.
Hereishow this affects median-income
families (those in the middle of the in-
comedistribution):
= In 1993, the median-income family
had a before-tax income of $31,241, -
ter-tax income of $26,112 and pad
$5,162 intaxes, yidding atex rate of 16.4
percent.

= 1n 1999, thisfamily had a before-tax
income of $40,816, after-tax income of
$33,676 and paid $7,140 in total taxes,
for an effectivetax rate of 17.5 percent.

Because incometax ratesrisewith
income, economic growth causes feder-
d taxesto rise faster than income. Ac-
cording to the CBO, between 1995 and
1998 individua income taxes rose by
$141 billion more than they would have

if taxes had grown only as fast as the
economy. Thisred bracket creep dso
means those with upper incomes have
bornemost of theincrease.

= Accordingtothe CBO, thoseinthetop
20 percent (quintile) of theincomedis-
tribution now pay 78 percent of al fed-
erd incometaxes.

= Onaverage, they pay 27.9 percentin
combined federal income, corporate,
payroll and excisetaxes.

= Thisworksout to almost $46,000 on
an average household income of
$164,000.

These heavy taxes have an impor-
tant impact on thedidtribution of after-tax
income. Census Bureau after-tax data
show:
= 1n 1999, the top 5 percent of house-
holdsgot 21.5 percent of totd incomebe-
fore-tax, but just 17.1 percent after-tax.

» Those in the top quintile saw their
share of total income reduced from 49.4
percent to 44.1 percent.

Source: Bruce Bartlett, syndicated column, March 5,
2001, National Center for Policy Analysis, 12655 N.
Central Expressway, Quite 720, Dallas, Texas 75243,
(972) 386-6272.

children will probably find that the
itemized deduction limitation and the
phase-out of personal exemptions
bump them into a bizarre succession
of elevated brackets, with their top
margina rate at 40.79 percent instead

of the supposed rate of 39.6 percent.

Source: Michael Schuyler, “If You Like
Complicated Hidden Taxes, You'll Love Phase-
outs,” Brief Analysis No. 350, March 12, 2001,
National Center for Policy Analysis, 12655 N.
Central Expressway, Suite 720, Dallas, Texas
75243, (972) 386-6272.
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COST OF REGISTERING FIREARMSIN CANADA

C3$35 Million

Origina
Government
Estimate

C$1Billion

Actua
Projected Cost
in 2001

Source: Gary Mauser, “ Misfire: Firearm Registration in Canada,” March 2000, Fraser Institute.

Redorative Jugsice

Programs

“Regtordive justice’ programs
offer something besidesjailsto control
crime. They are based on the princi-
plesof victim retoration, offender ac-
countability and offender reintegration
into the community. In sharp contrast
tothe conventiond justice system, the
focusonvictimsiskey.

Since 1997, the city of Indi-
anapoalishas been experimenting with
aresordivejudtce program for youth-
ful firg-time offenders.
= Onceayouthisarested, arestora:
tivejustice coordingtor arrangesacon-
ferenceinvolving theviolaor, thevic-
timsand their families, and supporters
= A pedidly trained paliceofficer fa-
clitates a the conference, which gives
the victim an opportunity to confront
the perpetrator, explain how heor she
was harmed and ask questions of the
offender.

= Thegod istoariveat areparation
agreement under which the offender
takes certain actions— induding con-
trition, serviceto the victim and com-
munity service.

EdMcGardl, acriminology pro-
fessor a IndianaUniversity in Bloom-
ington, and the Hudson Indtitute have

been documenting the results of the
program. The researchersrandomly
assignfirg-time offendersage 14 and
younger, excluding those who have
committed serious violent crimes, to
ather the traditiond system or the
retoraivejustice program. About 230
youths have participated in confer-
encesand alike number inthe control
group.

= Over 90 percent of victimssay they
were sdtisfied with how their casewas
handled under restorativejustice, con
pared to only 68 percent satisfied with
other court-ordered remedies.

= Over 80 percent of the youths have
fulfilled their restorative judtice agree:
ments, compared to a58 percent com-
pletion ratein the control group.

= Thereared ratewithin 12 months
was 30.8 percent for offenders from
restorative justice conferences and
41.2 percent for offendersfrom other
juvenile court programs.

Theprogramismodeed on ones
devdloped in Audrdia and New
Zedand.

Source: Morgan O. Reynolds, “ Restorative Jugtice,
American Syle” Brief AnalysisNo. 353, March 15,
2001, National Center for Policy Analysis 12655 N.
Central Expressvay, Site 720, Dallas, Texas 75243,
(972) 386-6272.

Crime

Firearm Registration
in Canada

Canedalscontroversid fireermsreg-
istry requiresthat al gun ownersbeli-
censad by Jenuary 2001, and dl firearms
be registered by January 2003.

However, the registry has experi-
enced huge cost overrunsand has nega
tive consequencesfor dl Canadians in-
dividud freedoms.

= The federd government claimed it
would cost no more than C$85 million
over five years to implement firearm
registration — but the cost of setting up
the regigtration bureaucracy hasaready
passed C$600 million and isexpected to
reach C$1 billionin 2001.

= Thenumber of employessworking on
firearm regigtration grew from fewer
than 100 in 1995 to more than 1,7001in
2000.

= Meanwhile, the number of police of-
ficersin Canada has declined by more
than 10 percent since 1975 on aper cgoi-
tabasis, leaving theratio of police offi-
cers to population at its lowest point
snce1972.

Although polls find that over 80
percent of Canadians support registering
firearms, public opinion shiftswhen peo-
pleredizeit will cost them, astaxpayers,
asgnificant amount of money, or that it
will divert government resourcesfrom
more desirable programs. Support drops
to 50 percent when respondentsaretold
it might cost C$500 million to register
firearms; it drops to around 40 percent
when the trade-off isareduction in the
number of police officers.

Canada has adopted severd in-
creadingly redtrictive firearmslaws, ei-
ther retricting accessto fireermsor pro-
hibiting and confiscating some types of
ordinary firearms chosen arbitrarily. But
thereisno evidencethe laws have actu-
aly reduced violent crime.

Source: Gary Mauser, “Misfire: Firearm
Regigtration in Canada,” Public Policy Sources No.
48, March 2000, Fraser Ingtitute, 4th Floor, 1770
Burrard Street, Vancouver, BC, V6J 3G7, (604)
688-0221.
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Environment

Electricity asa
Commaodity

Heeting ail, naturd gas and other
formsof energy aredl commodities, just
like hog bdlies and orange juice. And
eventhough it cannot be sored, eectrici-
ty isdso acommodity. But commodity
marketsfor wholesae energy producers
and buyershave only recently been estab-
lished. And thetypesof contracts, called
hedges, typicaly usedin ather commodi-
ty marketsto protect againg price fluctu-
aionsaredso new. If Cdiforniaenergy
officids had sysemdicaly used these
contracts, cdled options or derivatives, it
wouldlikdy havelessened the crissthere

For reesonsthat are undlear, but may
have to do with flaws in the regulatory
gructure or the inexperience of market
participants, no onein Cdiforniahedged
riskswith energy derivaives. Optionsare
atypeaf insuranceagaing unlikely but po-
tentidly harmful financid events. This
new insurancelacksactuarid tablesbut is
insurance nevertheess

= InCdifornia, dectricity commodity op-
tionswould have given utilitiestheright to
purchase excess cgpacity from power-gan
erating companies in the future a an
agreed-upon price.

= Buyersof commoditiesded infutures
contracts or option contracts, hoping to

hedge againg possible pricefluctugtion.
= They can effectively lock inthe higher
pricewith aderivativescontract, uch asa
put option.

Neither party knowswhet the price of

dectricity will bemonthsor years aheed,
but utilitiesmight bewilling to forgo the
possibility of future price decreasssinre-
turn for aguarantee the pricewon’t rise.
The power generating companies might
forgo priceincressesfor theassurancethe
pricewon'tfdl. They could haveused op-
tions as a type of long-term insurance
againg the very eventsthet transpired —
provided, of course, they could havefound
lersof those options.
Source: Philip Protter, “ Modding Financially Risky
Assets with Mathematics: A Little History and Some
Explanations,” conference paper, American
Asociation for the Advancement of Science Annual
Meseting and Stience Innovation Exhibition, February
19, 2001, San Francisco, Calif.

L ower Chemical Leves

For thefirst time, anew technol-
ogy known as biomonitoring hasen-
abled the Centersfor Dissase Control
and Prevention to measure the actual
levelsof chemicalsin humansby di-
rect examination of blood and urine
samples. Previoudy, scientistscould
only estimate population exposures
by messuring air, water or soil sam-
ples.

Thefirgt report based on the new
technology measuresthe exposure of
the U.S. population to 27 environ-
mental chemicas. The data show
that thereisless exposure than some
people hed thought and thet many ex-
posure levels are declining. For ex-
ample:

= Nonsmokers exposureto cigarette
smoke is one-fourth what it was in
1991, measured through levels of a
product of nicotine called cotinine.

= Although mercury levelsin wom-
en of childbearing age arehigher than

thought, they are not above current
limits— and mercury levelsin chil-
dren are lower than expected.

= Breakdown products I€ft in the
body by the most common phthaates
— compoundsused in such products
as plagtic tubing and blood bags —
are much rarer than those of related
phthalates used in many soaps, lo-
tionsand perfumes.

=« Lead foundintheblood of children
ages 1-5 dropped from 2.7 micro-
grams per deciliter in the period
1991-94t02.0in 1999.

The report points out that the
presence of a chemical in blood or
urine does not necessaily indicate
that the chemical will cause disease.

Source: “ National Report on Human Exposure
to Environmental Chemicals,” March 21,
2001, Centers for Disease Control and
Prevention, National Center for Environmental
Health, Division of Laboratory Sciences, 4770
Buford Highway, N.E., Atlanta, Ga. 30341,
(866) 670-6052.

LEAD LEVELSIN CHILDREN AGES1-5

(Microgramsper Deciliter of Blood)

1991-94

1999

Source: Centers for Disease Control, National Center for Environmental Health.
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Health Care

Characterisicsof an
|deal Health Care
System

Why should government be in-
volved at dl in our hedth care system?
Aside from providing care for low-in-
come families, the most persuasive ar-
gument isthat inthe aosence of coercion
peoplewill have anincentiveto beunin-
sured “freeriders” In our society, peo-
ple who choose not to purchase insur-
ance know that they are likely to get
hedth careanyway — evenif they can't
pay for it.

Far from solving the problem
of uninaured ‘freeriders’
most government
interventions makeit worse.

Onepieceof evidencethet freerid-
asareaproblemisthe number of unin-
sured: According to the Census Bureay,
in 1999 there were 42.6 million unin-
sured a any onetime, alarger percent-
age of the population than adecade ago.
Thelargest increase has occurred among
higher-incomefamilies:

= About onein seven uninsured persons
livesin afamily with anincome between
$50,000 and $75,000, and dmost onein
six earns more than $75,000.

= Further, between 1993 and 1999 the
bulk of the increase in the number of
uninsured was in households earning
more than $50,000.

= By contradt, in householdsearning un-
der $50,000 the number of uninsured de-
creased by about 5 percent.

In choosing to be uninsured, many
hedlthy individuas are undoubtedly re-
sponding to perverse incentives created
by government policies.

= Wemake an enormous amount of free
care availableto the uninsured.

» Federa and state laws are making it
increasingly essy for peopleto obtainin-
surance dfter they get sick — thus re-
moving the incentive to buy insurance

when they are hedthy.

= Althoughthefederd government gen-
eroudy subsidizes employer-provided
insurance, mogt of the uninsured are not
eligiblefor an employer plan, and they
get virtualy notax relief whenthey buy
insurance ontheir own.

Far from solving thefreerider prob-
lem, most government interventions
worsen the problem. However, asolu-
tionwith thefollowing 10 characteridtics
could provide areasonable form of uni-
versal coverage for everyone without
adding to national hedlth care spending
and without intrusive and unenforcesble
government mandates.

1. Weshould subsdizethosewho
insureand penalizethosewho do nat.
Since we have a socid interest in en-
couraging people to have hedth insur-
ance, we should subsidize its purchase
— say, with tax credits. The pendty for
not being insured would be the absence
of thesubsidy.

2. Thesubsdy for privateinsur-
ance should equal the value society
placeson insuring individuals, at the
margin. We should decide how much
we care (in money terms) whether aper-
sonisinsured, and thet should determine
the size of the subsidy/penalty.

3. Therevedled social valueof in-
surance is the amount we spend on
free care for the uninsured. Since
none of usisamind reader, how do we
know how much it'sworth collectively
toinsureagivenindividua? If weare
willingtotekethe paliticd sysem asdis
positive, it's the amount we expect to
gpend on free careif the personisunin-
sured.

4. Thepenalties(extrataxes) paid
by the uninsured should be used to
compensatethosewho provide safety
net care. Thesefunds should be made
availableto thosewho operatethe hedth
care safety net in the community where
each uninsured personlives. Inthisway,
the uninsured would help finance their
own “freg’ care.

5. Thesubsdy for each newly in-
sured per son should befunded by re-
ducing the expected amount of spend-

ing on freecarefor that person.

6. Subsdies for being insured
should beindependent of how thein-
suranceispurchased. The subsidies
for privateinsurance should bethe same,
whether purchased individualy or
through anemployer. Onalevd playing
fidd, therole of the employer would be
determined in the marketplace— not by
tax law.

7. Theoptimal number of unin-
sured isnot zero. Thesocid god isto
reach apoint a which theadditiona cost
(in terms of subsidy) of the last person
weinduceto insureisequad to the addi-
tiona benefit (in terms of the reduction
incog of freecare). Atthispoint, some
people dmost certainly will remain
uninsured.

8. Theprinciplesof reform apply
with equal force to all citizens, re-
gardlessof income. Peoplewho earn
$100,000 ayear canincur medicd bills
they cannot pay amost aseasily ascan
those earning only $30,000. For that rea-
son, thesocid interest in encouragingin-
surance is largely independent of in-
come.

9. Hedlth insurance subsdies
need not add to budgetary outlays.
Getting dl the incentivesright may in-
volve shifting around alot of money by
reducing subsdiesthat are currently too
large and increasing subsidies that are
too smal. But thereisno reason to be-
lieve our hedlth care system spendstoo
little money right now. Nor isit neces-
sary to add new money in order to ad-
hereto the 10 characteristics described
herein.

10. The federal government’s
roleshould remain gtrictly financial.
Aside from an interest in encouraging
catagtrophicinsurance, thereisno socid
reason why government at any level
should dictate the content of hedthin-
uranceplans.

Source: John C. Goodman, “ Characterigtics of an
Ideal Health Care System,” NCPA Policy Report
No. 242, March 2001, National Center for Policy
Analysis, 12655 N. Central Expressway, SQuite 720,
Dallas, Texas 75243, (972) 386-6272.
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Health Care

EFFECT OF ALLOWING POOR, CHRONICALLY
ILL SENIORSTO BUY PRESCRIPTION DRUGS
AT MEDICAID PRICES

Biophar maceuticals
and Hedlth Care
Cods

Drugs that make use of hu-
man molecules (genes, proteins
and antibodies) are caled biophar-
maceuticas. Although new high-
tech medicines can be expensive
compared to older drugs, they can
aso reducetotal medica costsby
cutting down on surgery and hos-
pital and nursing home stays, and
improving people sahility towork.
For example:
= Onedoat-dissolving drug for sroke
saved an average of $4,400 per pa
tient by reducing the need for reha
bilitation and homecare
= A dudy inthe Journal of Occupar
tional and Environmental Medicine
showed that employers saved $435
per employeeper monthwithanew
medicinefor migrainethat reduced
absntedam.
= A recent sudy prepared for the
Biotechnology Industry Organiza
tion by Parexd Internationa Medi-
cd Marketing Savices, Inc,, showed
thet each of 57 biotechnology drugs
reduced thetotal hedlth care cost of
tregting thedderly.

Compeaniestha gpend hundreds
of millionsof ddlarstodevd opthese
medicines nead the assurance of a
patent that the drug will not quickly
be copied. Hidoricaly, only one
medicine in three has recouped its
development codts.

Thereisahighlikdihood of fur-

ther radicd improvements in
medicines, provided price or profit
controlsdon't soueezethelifeout of
thebiopharmeceuticd indudry inthe
United Statesasthey havein Europe
and Jgpan.
Source William A Hasetine, “ Genommics”
BrookingsReview, Winter 2001, BrookingsIndti-
tution, 1775 Massachusetts Avenue, N\W., Weshr
ington, D.C. 20036, (202) 797-6000.

$8,959

Tota Income

Expanding M edicaid
Drug Coverage

Maine and Vermont are setting up
programs alowing many peopleindigi-
ble for Medicaid to get Medicaid pre-
scription drug coverage. Theideaisto
lower prescription drug pricesfor low-in-
come consumers, espedidly seniorswith-
out drug coverage.

Individuals added under the pro-
grans — made possble by federd
waivers of Medicad digihility require-
ments— would pay for the prescriptions
themsdlves, but would get a pharmacy
discount of about 18 percent on Medi-
caid-approved drugs. The drug compa:
nieswould rebate that amount to Medi-
cad, whichwould in turn reimbursethe

pharmacy.

For regular Medicaid beneficiaries,
date Medicaid programs pay for drugs,
and the drug companies are required by
federd law to rebate at least 18 percent of
the priceto Medicaid. Thusthe benefit
would be subsidized by drug companies
rather than taxpayers. But the programs
will do little to help those in most need.
For ingtance, the Vermont program cov-
ersindividuaswith incomesat or below

Drug Spending
without Waiver

Drug Spending
with Waiver

300 percent of thefederd poverty level
(about $26,800 for anindividud).

= Asagroup, seniorsa that incomelev-
d without drug coverage spend 3 percent
or less of thelr income on prescription
drugs, and non-seniors spend only haf
that much.

= However, chronicaly ill seniorsa thet
incomeleve spend nearly 30 percent of
their incomeon drugs

= A senior a thefederd poverty levd of
$8,959 and spending 30 percent of hisor
her income or $2,688 would receive only
about $483in discounts.

While offering little help to those
most in need, such programswill attract
people who would otherwise purchase
private coverage and thus crowd out pri-
vate prescription drug coverage. Indeed,
between 50 percent and 75 percent of the
increasein Medicaid coverage between
1987 and 1992 was associated with are-
ductionin privateinsurance coverage, ac-
cording to agtudy by the Nationd Bureau
of Economic Research.

Source: Robert Goldberg, “ Medicaid Waivers:
Wrong Cure for High Drug Prices” Brief Analyss
No. 351, March 13, 2001, National Center for Policy
Analysis, 12655 N. Central Expressway, Suite 720,
Dallas, Texas 75243, (972) 386-6272.
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Regulation

Airline Delays

Environmental regulations con-
tribute sgnificantly to arline ddaysand
cancdlaionsin the United Statesby in-
hibiting the timely congtruction of run-
ways.

= The number of passengersflying an-
nualy rosefrom 250 millionin 1978to
600 million in 1999, and is expected to
top onehillion by 2010.

= But only two new mgjor metropolitan
arports have been condructed since
1978.

= Airline departuresincreased 25 percant
during the 1990s but only six hew run-

Privatizing Air
Traffic Control

A number of federd task forces
and commissions have recommended
thet thenation'sair traffic contrdl sysem
be separated from the Federd Aviation
Adminidrationand set up assomekind
of corporate entity, funded directly by
paymentsfromusars. Over thepedt 15
years, nearly two dozen countries have
tekenthisroute, creating either sdif-sup-
porting government corporationsasin
Germany or private nonprofit corpora:
tionsasin Canada

TheU.S. experiencewith govern-
ment corporations has not been highly
successful. Thenonprafit corporation
goproach, successfully implementedin
Canadain 1996, might bemore accept-
able. Withit, Canadahas speeded up
modernization, drameticaly incressed
efficdency and productivity and cut user
feesby one-third. Based onthe Cana:
dianexample theU.S air traffic control
system could operate something like
this
= A 15-member board of directorsrep-
resenting arlines arports ar trefficcon-
trol workersand private pilatswould di-
rect control operdtions, while the
government would sill maintain over-
sght of ssfety and fund ssfety-rdlated

expenses.
= The current passenger ticket tax

wayswere added at large hub airports.

= It only takestwo yearsto congtruct a
magjor runway, but cumbersome envi-
ronmenta permitting requirements often
stretch design and congtruction over 10
yearsor more.

Efficiency and passenger comfortis
serioudy eroding due to so many jets
competing for limited runway spaceand
gaes.

= Between 1995 and 2000, departure
and arrival ddaysincreased 33 percent
and arline cancdlaions (which can have
avaiety of causes) jumped 104 percent.

» Lagt year, the number of customer

would bereplaced by user feescollect-
ed fromairlinesand other jet operators
tofundar trafficsarvices

= Thecurrent airline sharesof codt re-
sponghility would not change Signifi-
cantly & theoutset.

= Private planeswould pay an annud

feefor ar traffic srvicesingtead of the
current fud tax.

Taking into account payments
by the federd government for federd
use of the system and payments by
foreign carriers, the amount needed
from U.S. arlines to pay for the ar
traffic control corporation would be
just 72 percent of what airlines
currently pay in aviation user taxes.

An air traffic corporation could
borrow money and more quickly
install modern technology, thus
reducing delays and improving
safety. Severd nations, including
Canada, Audrdia and New Zedand,
have increased the capacity of their
air travel systems by deploying
satdllite-basad technologies far more
advanced than the radar system
currently usedinthe U.S.

Source: Robert W. Poole Jr. and Viggo Butler,
“How to Commercialize Air Traffic Control,”

Palicy Sudy 278, February 2001, Reason Public
Palicy Ingtitute, 3415 S Sepulveda Boulevard, Suite
400, Los Angeles, Calif. 90034, (310) 391-2245.

complaints, mainly about cancellations,
ddlaysand missed connections, increased
14 percent compared with 1999.

Before commencing congtruction,
airport authorities must conduct studies
and obtain permitsunder federd and Sate
laws governing ahost of environmentd
concerns. The processis often delayed

by lawsuitsfrom groups opposed to new
congruction.

For example, an environmenta
group fighting new runwayseat Sen Fran-
cisco Internationa Airport claims new
flight approach procedures, improved
radar, new air traffic control softwareand
other technologica improvements*“could
dash delays sooner, more chegply and
with much lower impact” than new run-
ways.

However, Steven Brown, head of air
traffic servicesfor the Federal Aviation
Adminidration, saystechnologica mod-
ernization would add only threeto five
takeoffs and landings per hour at atypi-
cd mgor arport. A new runway would
dlow 30 to 40 additiond landings and
takeoffs per hour.

Source: John K. Carlide, “ Mad about the Quality of
Air Travel These Days? Blame Environmentalists,”
National Policy Analysis No. 331, March 2001,
National Center for Public Policy Research, 777 N.
Capitol Street, N.E., Suite 803, Washington, D.C.
20002, (202) 371-1400.
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