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EXPERIENCE OF FOREIGN NATIONS IN
CONTROLLING HEALTH CARE COSTS

WEDNESDAY, OCTOBER 13, 1993

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:04 a.m., in
room SD-215, Dirksen Senste Office Building, Hon. Daniel Patrick
Moynihan (chairman of the committee) presiding.

Present: Senators Riegle, Daschle, Packwood, Danforth, Chafee,
Durenberger, Grassley, and Hatch.

Also present: Senator Wellstone.

[The press releasing announcing the hearing follows:]

(Press Release No. H-38, October 8, 1993]

FINANCE COMMITTEE ANNOUNCES HEARING TO EXAMINE EXPERIENCE OF FOREIGN
NATIONS IN CONTROLLING HEALTH CARE COSTS

WASHINGTON, DC—Senator Daniel Patrick Moynihan (D-NY), Chairman of the
Senate Committee on Finance, announced today that the Committee will conduct
the second in & series of hearings on topice related to health care reform. Next
week’s l::aring will examine the experience of foreign nations in controlling health
care costs.

The hearing will begin at 10:00 a.m. on Wednesday, October 13, 1993, in room
SD-215 of the Dirksen Senate Office Buildin%

“Other nations have grappled with the problem of galloping health care costs, and
continue to do so,” Senator Moynihan said in announcing the hearing. “Sureiy as
we embark on the enormous enterprise of restructuring our health care system, it
;,s onl¥ prgdent to inquire as to what has been tried elsewhere and how those efforts

ave fared.”

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A US. SENATOR FROM NEW YORK, CHAIRMAN, COMMITTEE
ON FINANCE

The CHAIRMAN. Good morning to our distinguished witnesses and
our guests. This morning, we continue with our series of hearings
on the general subject of health care.

Today we are going to look at the experience of some of the other
nations that have already approached this issue, often in different
ways. The pattern of American social policy, in many respects has
been to follow in one or two generations the innovations that were
put in place in Europe, for instance. In this case we would also be
attending on the experience of our neighbors to the north, the Ca-
nadians. We have some very learned witnesses. We are looking for-
ward to hearing them.

Senator Packwood, why are all of the members of your side of the
aisle here to learn about what them socialists did?

n
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Senator PACKWOOD. That is because, Mr. Chairman, the Repub-
licans have introduced their health plan.

The CHAIRMAN. I see. [Laughter.]

It is going to be that kind of morning.

Senator DANFORTH. And we assume, like NAFTA, we are going
to have to provide the votes to get something done. [Laughter.]

The CHAIRMAN. Why did I not just read the script? [Laughter.]

Senator Danforth, I think you were here first.

Senator DANFORTH. I have no statement, Mr. Chairman.

The CHAIRMAN. Senator Durenberger?

Senator DURENBERGER. Mr. Chairman, I cannot out do you.

The CHAIRMAN. Senator Grassley?

Senator GRASSLEY. I do have an opening statement.

The CHAIRMAN. Please do.

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA

Senator GRASSLEY. I think the subject of this hearing is very well
chosen. We need to look at all the available experience in the world
for ways to reduce our health care costs and to rate the increase
of those costs.

Since Canada and the European countries approach this problem
in ways that differ from our own, we obviously can learn from their
experiences. Furthermore, some of the methods that are used
abroad are being suggested for use here, particularly in the Clinton
Administration bill. Se a good airing of how these methods work
abroad will be helpful and useful to us.

At the same time, it seems to me to go without saying that the
United States differs from other countries in very many important
ways. Our population is different. Qur political system is different.
?ur culture is different and, of course, our physical size is dif-
erent.

So assuming global budgets work in other countries, we need to
ask whether they work as well containing costs and allocating
health care resources fairly across the country if we adopt that ap-
proach here in Washington.

We need to ask whether subjecting the allocation of health care
resources to an essentially political budgeting process would create
a kind of hyper politics with all of its irrationalities, given the enor-
mous portions of the national economy that we are talking about
here—14 percent, an economy the size of Italy.

We need to ask what tradeoffs are involved in using these kinds
of cost control mechanisms. Frankly, it is a little hard for me to be-
lieve that we will just eliminate unnecessary care and administra-
tive waste with such methods and then live happily ever after with
gverybody enjoying the very best health care without paying much
or it.

In any case, Mr. Chairman, that is all I have to say on the sub-
ject and loct. forward to our witnesses.

The CHAIRMAN. Thank you, Senator Grassley; and very pointed
questions they are.

Senator Hatch?
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OPENING STATEMENT OF HON. ORRIN G. HATCH, A U.S.
SENATOR FROM UTAH

Senator HATCH. Mr. Chairman, [ do not want to take long. [ wel-
come today’s hearing on the experiences of foreign countries. I rec-
ognize, however, that transnational comparisons do not always
work well, because of a varicty of cultural differences.

I would just like to point out two critical transnational compari-
sons that should not Ee forgotten. U.S. hospitals attract patients
from all over the world. We are also the world’s leading exporter
of health care technology and cxpertise. Perhaps the reason for this
pre-eminence is that the United States does spend more for health
care, thus providing the requisite entrepreneurial climate for
health care innovation. Y

I would like to hear the comments of the witnesses on the issue
of coupling employment and health insurance. 1 agree with the
negative conclusions about this relationship that were written in
the recent Organization for Economic Cooperation and Develop-
ment publication, “U.S. Health Care at the Crossroads.”

In that report, OECD said that “the linkage is archaic and makes
no more sense than linking automobile insurance to people’s em-
ployment. It restricts the individual’s choice of igsurance as em-
ployees are effectively obliged to accept any group insurance plan
that the employer chooses, thereby limiting the presumed advan-
tage of a decentralized financing system. It also acts as an impedi-
ment to labor mobility and is costing the Federal Government $40
billion per year in tax subsidies.”

I hope the witnesses will also describe how other countries deal
with the medical liakility and antitrust problems. These are two
areas which I believe push up considerably U.S. health care costs.
It would be important to learn the extent to which other countries
maintain fee-for-service medicine and how successful other coun-
tries are in developing innovative technology.

I would also like to hear how extensive covered benefits arv in
other countries. For example: Do they cover prescription drugs and
dental care?

Finally, I hope we will examine the bottom line issue: Controlling
the costs of health care, including the soaring costs associated with
Federal programs such as Medicaid and Medicare. How have other
countries sought to reduce costs? Have attempts by other govern-
ments to control costs resulted in a loss of (}ualit or loss of access
or rationing? Is there not a trend abroad to look for U.S.-style mar-
ket-based approaches, such as required co-payments and
deductibles?

These are all important questions. I cannot stay because I have
a very important Western States Coalition meeting that I have to
attend. But I am interested in everything that is said in these par-
ticular areas and all areas as well. I thank you for giving me this
time, Mr. Chairman.

The CHAIRMAN. We thank you. Senator, did we hear you say that
was an OECD report?

Senator HATCH. Yes.

The CHAIRMAN. Perhaps you would share it with us. o

Senator HATCH., I will be £iad 10 500 fv 00 Jv o L G aeed AW
if I have it with me.



The CHAIRMAN. Yes.
teSenabor HATCH. But I will be glad to share it with the Commit-
e. :
The CHAIRMAN. We would put it in the record perhaps.
Senator Riegle, good morning.
[The OECD report submitted by Senator Hatch appears in the
appendix.] :

OPENING STATEMENT OF HON. DONALD W. RIEGLE, JR., A U.S.
SENATOR FROM MICHIGAN

Senator RIEGLE. Thank you very much, Mr. Chairman. First of
all, let me thank you and commend you for having this hearing to
really look at what is going on.

The CHAIRMAN. These are bipartisan hearings, as you know.

Senator RIEGLE. As they should be. In fact, some of us were talk-
ing across the party aisle yesterday, about exactly the best way and
how to proceed in that fashion.

I would just like to note for the record that the data that I have
shows that the per capita health care costs in the United States—
the latest year I have is for 1991 that are comparable—shows a fig-
ulr;e of $2,867. That far exceeds any other country that we know
about.

The closest country in per capita health care spending is Canada.
Their comparable figure for that year was $1,915. But that is al-
most $1,000 less per person. Then, of course, every other country
comes in much below that. And, of course, we have the highest per
capita costs with the anomaly that nearly 40 million people have
no health insurance.

The German system is often cited in broad terms as being simi-
lar to the United Btates since it is an employer-based system. They
also have a special what are called sickness funds which negotiate
with providers to determine payment fees. We, in fact, use those
funds as a mofiel in our HealthAmerica proposal—Senators Mitch-
ell, Kennedy, Rockefeller, and I put together.

So I am very interested in carefully looking at how Germany has
managed to be successful in meeting its health care needs in its so-
ciety and still appear to be doing a very effective job in holding
down health care costs. 3o I view this as a very important hearing
and I thank you for conducting it today.

The CHAIRMAN. Yes, sir.

Therefore, we go to our first distinguished witness, Hon. Janet
Shikles, who is the Assistant Controller General of the United
States, and is head of the Human Resources Division. Dr. Shikles
succeeds Larry Thompson, who is so well known to us all.

You have brought some—the ever-prepared General Accounting
Office has brought its own name tags. [Laughter.]

Nothing is left to chance. Mr. Gutowski, good morning to you, sir;
and Mr. Laetz, good morning to you, sir.

Ms. Shikles, you may proceed just as you would like. You can put
your paper in the record as if read and then proceed. We have plen-
ty of time for you. We want you to take your time.
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STATEMENT OF JANET L. SHIXLES, CIRECTOR, (BALTH FI-
NANCING AND POLICY ISSUES, U.8. GEMERAL ACCOUNTING
OFFICE, WASHINGTON, DC

Dr. SHIKLES. Thank you. Mr. Chairman and members of the com-
mittee, I am very pleased to be here today to testify on the ap-
proaches used by the German health care system to control the
growth in health care costs. Germany’s experience is instructive for
the U.S. because its health care system provides coverage for all
residents, and like our system, it relies primarily on employer-
based financing.

Also, Germany has been able to keep its share of GDP spent on
health care relatively constant over the past decade while, as you
know, our share has grown dramatically.

In looking at the German system, most Germans obtain their
health insurance through membership in one of about 1,200 so-
called sickness funds. These are basically publicly-chartered, non-
profit corporations. These funds are required by law to provide a
ve? comprehensive benefits package, which includes dental care
and pharmaceutical drugs.

The sickness funds are financed primarily through legally man-
dated contributions shared equally by the workers and the employ-
ers. This contribution rate operates basically like a payroll tax,
where a fixed percentage of the employee’s gross income or com-
pensation is deducted from each pay check and then is transferred
to the sickness fund.

Since the mid-1970’s the German hecalth care reform initiatives
have concentrated primarily on trying to keep this contribution
rate stable. They have done this by trying to link any increases in
spending in the health care sector to increases in revenue growth
of the sickness fund.

Our earlier work included an analysis of some of the initiatives
that they put in place. We found that when they imposed expendi-
ture targets and caps on the physician sector they were successful
in slowing down the spending. In fact, we found that they reduced
real spending by as much as 17 percent between 1977 and 1987.
And, in fact, German physicians are among the few in Europe who
have actually seen their income decline. It is because of the effec-
tiveness of these expenditure targets.

In the 1980’s Germany also put in place global budgets on their
hospitals. But these we found did not work that well because there
was no enforcement meckanism and so they did not really adhere
to the budgets.

Now in spite of a whole series of cost control initiatives dating
back to the mid-1970’s, health care spending continued to out pace
inflation in Germany. By the late 1980’s and the early 1990’s, there
was growing pressure for reform that in spite of all these initia-
tives there was a belief among all sectors—physicians, hospitals,
payers—that there was still a lot of inefficiency in the system.

This was also at the time when they were exgeriencing the very
high costs of reunification anu a slow down in their economy. Then
what triggered the latest round of reforms was that in 1991 that
contribution rate, which you can think of as a payroll tax, jumped
from over 12 percent up to 13 percent.
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At that point, it is a barometer that the public watches. It is pub-
licized in the newspapers. The retirees watch it. So there is so
much political pressure then on the Parliament, the Ministry, that
they haye to bring that rate down. It is unacceptable.

o theyzresponded and what they did is, they passed last Decem-
ber and put in place effective January 1 the German Health Care
Structure Reform Act. What this did is imposed very tough, non-
negotiable expenditure limits on the four major health care sec-
tors-_—-aphyfsicians, hospitals, pharmaceuticals, and the dental care
services.

These Iimits are going to remain in effect for the next 3 years.
The goal is to stabilize the contribution rate and also save about
$6 billion this year.

What they-have also done is put in a whole series of mechanisms
to put reforms in the system to try to get at the underlying cost
drivers. They have an oversupply of physicians, so they want to
constrdin the number of physicians who can practice. They are put-
ting in tougher measures to tackle the diffusion of technology. They
want to' change the way they are payin%uhospitals to get more effi-
cient; and they are doing several other things.

The goal is that if they get these in place and they are successful
that they will then take off the expenditure lids.

We have been able to obtain some early data from the German
Health Ministry about how well these are working. So far, accord-
ing to the Ministry and the date of their report into us, they are
working very well in terms of reducing spending.

They have announced that the average cost per sickness fund
member actually failed by 2.7 percent in the first 6 months of 1993.
This is in contrast to an increase in spendiniof over 9 percent last
year. The major areas where the spending has fallen were in the
pharmaceutical and dental areas. These are areas that really have
never had global budgets applied to them before, and this is where
they expected to get quite a bit of savings.

In summary, the recent German reforms we think illustrate the
continuing cost pressures facing all industrialized nations. In spite
of two decades of ongoing efforts to contain costs and a record bet-
ter than most other countries, Germany still found it necessary to
embark on significant changes this year.

What is instructive about these efforts to contain health care
costs we think is that, first, they do have in place an ability to re-
spond to these constantly changing market conditions. One, be-
cause they already have universal covetaﬁ; and second, they have
a uniform administrative mechanism which makes it easier to
monitor provider fees and utilization. So they can track what is
going on. They can find out if they have problems, make the correc-
tions.

Second, the implementation of the tough measures that they
have experimented with since the mid-1970s that they will be test-
ing and implementing over the next several years are facilitated,
we believe, because they have a very detailed process of negotiation
and collaboration. . .

It is not totally the Federal Government sa%mg, this is the way
it will be. In fact, all players are participants. They have something
called concerted action that was set in place in the mid-1970’s that
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includes about 64 members of pharmaceutical companies, physi-
cians, hospitals, payers. Everybody comes to the table and tries to
collaboratively work out, if this is your goal of keeping the con-
tribution rate stable, how can we work together rather then one
group imposing it on the other.

And finally, what you find in the German system when you study
it is, that they recognize that an area as complex as health care,
you will never get it stable and you will never get it right. So they
use the concerted action mechanism and a lot of other groups to
work at it every year.

In spite of these reforms that thei' put in place last January that
they do not have implemented totally yet, they are already working
on their next round. This is driven by the fact that there is new
technology coming on line every day, that their population wants,
which drives up cost pressures.

They have more serious demographic problems than we do. The
have a much higher proportion ofp their population who is aged,
who are much higher users of services; and they have a very inad-
ecﬁuate, very deficient long-term care system, which is causing them
a lot of problems that they have to deal with that.

And they feel that they continue to have inefficiencies in the sys-
tems that they will need to keep working on. So they expect to
have their next round of reforms introduced in December.

Mr. Chairman and members, this concludes my statement and I
would be happy to answer any questions.

[The prepared statement of Dr. Shikles appears in the appendix.]

The CHAIRMAN. We thank you, Dr. Shikles.

There are going to be questions right along the row here. I am
going to ask you the first one. I was talking with the head of one
of our pharmaceutical companies and I asked him about who is
producing the new patents and about the process to get a patent
in this country.

There are very great distinctions in this area between the United
States and Britain. Apparently in Britain you can get a new dru
on the market in about a year, as against the much longer perio
here, and a very short window of a patent monopoly followed by ge-
neric competition.

I asked him who were producing the patents. And without any
bias that I could distinguish, I said, are the Germans still at it?
He said, oh, no, they are out of it. And I was astonished. After all,
the German universities, developed the chemical work in the first
half of the 19th Century, that created the pharmaceutical industry.

He said it is now the United States, Britain, and Japan.

Dr. SHIKLES. Right.

The CHAIRMAN. And he said it was his impression that these cost
controls have driven the German pharmaceutical industry into
abeyance of sorts. It is only his impression. Obviously, you are
agreeing, in terms of who produces new patents in science is a good
indicator.

The United States, Britain, Japan, and to find Germany not in
that ranking—Gzrmany, where the development of organic chem-
istry produced everything this side of aspirin to morphine to co-
caine. What do we conclude in that regard? Or, what are we to be
asking ourselves?
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Dr. SHIKLES. Well, we need to be asking ourselves—it is a very
complex issue and you have to look at each country, and actually
we are doing work for the Congress on that issue.

If you look at England, which is a leader in producing patents,
they are very tightly controlled. They have a very unique system
where they actually control the profits that companies can make.

Senator PACKWOOD. Which country?

Dr. SHIKLES. England.

The CHAIRMAN.The United Kingdom. Do not forget that.

Dr. SHIKLES. The United Kingdom. [Laughter.]

The CHAIRMAN. That is where penicillin came from.

Dr. SHIKLES. The United Kingdom.

Germany, actually, I am not sure that that argue they gave you
is accurate in that Germany has had the highest prices until 1989
and the highest utilization——

The CHAIRMAN. So that is thought not to——

Dr. SHIKLES. There are other problems for the Germany pharma-
.ceutical industry that are not necessarily related to the prices be-
cause they have been one of the largest markets, and had the larg-
est prices, and were really totally unregulated until 1989 when
they started—

The CHAIRMAN. But you would not see an effect this soon?

Dr. SHIKLES. No. They are starting to come down now. It does
not have to do so much with the prices as they feel that in Ger-
many what is going on is physicians—there is an oversupply of
physicians. People go to the physicians a lot. They prescribe a lot.
go they are very high users of drugs. So that is what is coming

own.

So when we have met with Merck, for example, they have seen
a huge drop in their market share in Germany, but it has to do
with that issue.

So what is going on in the industry gets into some environment
protests. They have missed out on the whole biotech drug because
of things coming out of World War II. There are other things going
on.

The CHAIRMAN. I see. Thank you very much.

Senator Packwood?

Senator PACKWOOD. In Germany everyone, except for some very
high salaried workers, has to join some fund; is that right?

Dr. SHIKLES. About 90 percent of the people are in the statutory
sickness fund, about two-thirds of those people had to join. You
have to join if your income is below $41,000. If you are above that,
you have a choice.

Senator PACKWOOD. And most people do join?

Dr. SHIKLES. Most people choose.

Senator PACKWOOD. In looking at your report, the two types of
funds—the substitute funds; and the geographic funds—have about
80 percent of the market.

Dr. SHIKLES. That is right.

Senator PACKWOOD. What is the method of enforcement for those
who have to join?

Dr. SHIKLES. They have to join because there is a payroll deduc-
tion. So if you—
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. Senator PACKWOOD. So, if they go to work the employer deducts
it and sends it in for them.

Dr. SHIKLES. That is right.

Senator PACKwWooD. Okay.

Dr. SHIKLES. And if you are unemployed, your unemployment
fund pays it. If you are retired, your pension fund pays it.

fgg,abor PACKwWOOD. They just take it out of your fund before you
get it?

Dr. SHIKLES. That is right.

Senator PACKwWoOD. Okay.

Dr. SHIKLES. You cannot see a doctor without the sickness fund
voucher.

Senator PACKWOOD. And you never see the money? Literally it
goes from your retirement or your unemployment or your salary to
the fund?

Dr. SHIKLES. That is exactly right.

Senator PACKWoOD. Okay. Now, the premiums vary, according to
the GAO report, from 8.5 to 16.5 percent.

Dr. SHIKLES. That is right.

Senator PACKWOOD. Does that mean they vary as a percent of

pagroll?
r. SHIKLES. Right.

Se'r)lator PACKWOOD. Now, why is that? Why is there such a vari-
ance?

Dr. SHIKLES. The variance is historical because Germany al-
ways—the sickness funds concept came out of these old guilds. So
many people join a fund because of where they live. Some join be-
cause their company offers it.

What has happened over time in these 1200 funds is that some
of these funds—coalminers, for example—end up with a larger
number of retirees, more people who are sick, have a lot of health
problems. And the funds are self-financing. The Federal Govern-
ment does not step in and make up a deficit.

Senator PACKWOOD. So some funds just have a lot higher costs
than other funds because of the demographics of their members?

Dr. SHIKLES. That is exactly right. And they have lower payrolls.
And yet the payments are all standardized so they have to pay out.

Senator PACKWOOD. Well, that is why I was intrigued. The pay-
ment is not progressive. If you work for a company and you join
the company fund—let us just use a hypothetical. Let us say the
company has 1,000 employees and the fund costs $1 million a year,
$1,000 a person. The company pays half; and the employee pays
half, as I understand it.

Dr. SHIKLES. Right.

Senator PACKWOOD. Does that mean that every employee pays
the same amount regardless of the employee’s salary?

Dr. SHIKLES. No. If I understand your question, it is based on
how much you earn.

Senator PACKWOOD. So somebody making $20,000 would pay
more than somebody making $10,000?

Dr. SHIKLES. That is right.

Senator PACKWOOD. They would pay the same percent?

Dr. SHIKLES. That is exactly right.

Senator PACKWooD. Okay.
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Dr. SHIKLES. Yes.

Senator PACKWOOD. So it is not progressive in that sense. Some-
body who makes $1,000 a month pays 5 percent and somebody who
makes $50,000 a month pays 5 percent.

Dr. SHIKLES. That is right.

The CHAIRMAN. In the mode of our health insurance in OASDHI.

Dr. SHIKLES. Yes, that is exactly right.

The CHAIRMAN. Up to a limit.

Dr. SHIKLES. That is exactly right.

Senator PACKWOOD. Now, you are at liberty to join any fund you
want to join?

Dr. SHIKLES. No. The Germans are interesting in that they have
free choice of doctors, specialists, hospitals. They typically do not
have a choice of the sickness fund. It has to do with, if you work
gor (;1 company that offers a sickness fund, you have to join that
und.

Senator PACKwWOOD. Oh, you do?

Dr. SHIKLES. Yes. If you are in a geographic area and you are
a blue collar working, if you live in Hamburg or something, you
will join the Hamburg Regional Sickness Fund.

Senator PACKWOOD. In other words, every employer does not be-
long to a fund; is that right?

Dr. SHIKLES. That is correct.

Senator PACKwooD. Well, how is it decided whether or not an
employer has a fund and belongs to a fund?

Dr. SHIKLES. I think it has just evolved over time. There used to
be 20,000 or more of these funds and they are collapsing. I mean,
they are dissolving. Then those company funds are then merging
into the local sickness fund, because you quoted the statistics that
most people are either in a regional sickness fund, so they would
be in the District Sickness Fund, unless they are a white ccllar
worker, and then they are able to join the substitute fund.

Senator PACKWOOD. Join the substitute fund.

Dr. SHIKLES. That is right.

Senator PACKWOOD. So it is an employer choice as to whether the
employer wants to join a fund or offer the option?

Dr. SHIKLES. Yes. Tom is based in our German office. Do you
want to elaborate?

Mr. LAETz. I think the incentive for many of the company funds
to develop was that they could by self-insuring themselves in a
sense, they could charge a lower contribution rate. So if you were
a company of engineers, you could come in at the lower level and
you would be benefiting your employees by in a sense requiring
that they contribute less and your company would contribute less.

Senator PACKW0OOD. Now, how would you save money by self-in-
suring? Unless you are experience rating and the company would
be lower.

Mr. LAETZ. Right, exactly.

Senator PACKWoOD. Okay, it is on an experience basis. You do
not want to join a fund that has a potpourri of demographics if
your particular demographics would be lower cost?

Dr. SHIKLES. That is right.

Mr. LAETZ. That is ght.

Senator PACKWOOD. Okay.
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Dr. SHIKLES. If you look at your company and you think that the
company is high salaried and pretty healthy and not many retirees, -
then you might want to set up your own fund.

But what I should emphasize is that that is—and I did not men-
tion in my oral statement—was that they are not going to allow
that anymore. What has happened is, some of these companies
have been able to get away with not paying their fair share.

Whereas, the sicker, poorer people have paid a higher rate. You
are going to see that change actually starting next year. They are
going to move to this rate equalization process.

Senator PACKWOOD. Sort of a cemmunity rating where everyone
will pay the same amount.

Dr. SHIKLES. Exactly.

Senator PACKWOOD. You will have the same funds and the same
setup, but now you are just basically going to sweep everybody into
one common pot in terms of dividing the expenses.

Dr. SHIKLES. Yes. There will be some variations because they
want to maintain the—this is all very cultural. But it is going to
look very close we think. And as a result, you are seeing a lot of
merging of sickness funds.

Tom has just come in from Germany and was telling me that
even the sickness funds themseclves expect that maybe in each
State you are going to get down to two main funds—one regional
fund and one substitute fund.

Senator PACKWOOD. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, sir.

Could I just ask for the record, this system would be in place
now for almost a century, would that not be right?

Dr. SHIKLES. Oh, at least, yes.

The CHAIRMAN. Yes. And how can we know that it has been
there for almost a century? Terminological evidence. If it was start-
ed last decade, the sickness funds would be called wellness funds.
[Laughter.]

Senator Danforth?

Senator DANFORTH. Ms. Shikles, you said that new technology is
being made available every day and the population in Germany
wants that new technology. Is the population able to get all the
new technology that it wants in Germany?

Dr. SHIKLES. Yes. That is a very difficult issue and it is one that
we and other researchers are constantly trying to figure out when
you do these international comparisons. Because, as you know, we
all worry about it is one thing to tell us that they do a better job
of spending less, but what is the effect of that. Can I not get the
tests that I need and what is the quality of the care?

I cannot give you a good answer. Nobody can give a good answer
to that. The reason is, that when the surveys that have been done
by our researchers—there is a recent one comparing, for example,
Germany, the U.S. and Canada—and they survey practicing physi-
cians in each country.

You ask the physicians, can you get the tests you need, can you
get the technology for your patients, do you feel good about the
quality of care? The German doctors =ay they rank very high—
higher than cur doctors. But it is very hord fe cut across those cul-
tural differences. The training is a little it different.
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I have been to German hospitals, talked to German doctors. They
look similar.

Senator DANFORTH. White coats, gloves.

Dr. SHIKLES. Right. They all look the same.

What you really need to know, they have less technology than we
do, although they feel that—and I could tell you about it—it is out
of control, which I could mention. So if you look at them, they have
less than us in many areas, more than us in some, and yet they
feel it is out of control. >

The CHAIRMAN. They feel their technology is growing.

Dr. SHIKLES. That is right.

So in these 1993 reforms they have gotten tougher on technology
diffusion out in the community. What you really want to know 1s,
what is the difference for the patients, patient outcomes. And there
are no data.

When you look at just the real ~bvious statistics that are not that
helpful to you—Ilife span, then iniant mortality—they do fine. What
we really want to know is, if a patient did not get a bypass surgery,
what was the difference. And we do not have that data on Ger-
many. We really do not liave it in the U.S.

Senator DANFORTH. But the way this whole debate on health
care is evolving in our country is a kind of “free-lunch” approach,
it seems to me. In other words, the American people are being told,
well, we are going to control costs and we are going to maintain
or even improve the quality of health care.

And, therefore, when we talk about containing cost we are really
talking about somebody else. We are really talking about doing
something to somebody else, not you. You will not feel it, except
you will have a more efficient program and a cheaper program, and
a better program to warrant you for that. And 51 percent of the
American people are now saying, yes, I'm for that.

So that was really the reason for the question.

Dr. SHIKLES. Right.

Senator DANFORTH. [ mean, is there any indication in a very
tightly controlled system like Germany that there are tradeoffs
with respect to the consumer of health care.

Dr. SHIKLES. We and other researchers have not been able to
pick up the obvious queuing. Their waits for certain procedures
seem to be about like ours. So there are not those real obvious
measures.

One difficulty in looking at Germany is that because of what
happened in World War II, they collect almost no data on an indi-
vidual’s medical condition. So they have really excellent data on
what they are spending on services better than us in many cases.
So they can tell you up to the minute.

Whereas, we have real lagged—we do not even have good data
on what States are spending. We do not have good data on out-
comes or spending. They have very good spending data.

Senator DANFORTH. Okay. So you just do not know.

Dr. SHIKLES. No.

Senator DANFORTH. Let me just ask you one other question if I
can. You said at one point in your testimony that in Germany they
realized that in their effort to control costs—a very, very control
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oriented system—that they realize that they do not at any point in
time quite have it right.

Dr. SHIKLES. Right.

Senator DANFORTH. And, therefore, they are constantly reviewing
it and constantly changing it. Some people have said in the past
with respect to price controls that they might be good for a time,
but it is like keeping a lid on a boiling pot.

Is this becoming kind of a frantic effort in Germany to keep the
finger in the dike and then move the fingers around so that leaks
do not break out? In other words, if you get into this system of a
very tight cost control situation, does it become more and more
frantic as time goes on?

Dr. SHIKLES. I do not know that I would characterize it as fran-
tic. I think they just recognize that this is such a difficult area, be-
cause they finance it through the payroll. It is very visible to the
worker what they are spending; and the worker makes sure that
they do not raise that rate.

So it gives you that discipline to constantly try to get inefficien-
cies out of the system. They have incredible numbers of inefficien-
cies in their system right now that I could tell you about or they
could tell you about that has nothing to do with quality of care,
that has more to do, like us, with political power or culture or that
they have been trying to get out since the early 1970’s.

So I do not think it is frantic. I think though it is recognition
that you have. Tomorrow you may have a new drug that is expen-
sive, but it would be better to get it out, individual the drug, than
hospitalize the person. And you do not want to have—in a regu-
latory controlled environment, you want to make sure that the lid
is not so tight that you do stupid things.

Senator DANFORTH. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Danforth.

Senator Durenberger?

Senator DURENBERGER. Thank you, Mr. Chairman.

Thank you, Janet. Let me just begin by thanking you for kind
of allong history of being helpful to all of us individually and collec-
tively.

Dr. SHIKLES. Thank you.

Senator DURENBERGER. And to say that the contribution that
GAO has traditionally made in trying to understand health policy
has really been very helpful to all of us.

I need to ask you, what is going to sound to some of my col-
leagues a technical question, but it deals with the issue of risk ad-
justment. We are living in a world now in this country in which—
I do not know whether it is 2,000 or whatever it is—but there are
all these insurance companies running around out there trying to
sell their product by avoiding risk.

The ones that make the most money are the ones that get to sign
up the healthy and.the young and the rest of that sort of thing.

You cannot really' yun a system in this country or any other
country, I suppose, that.starts to introduce more efficiency into the
care delivery system unless you can overcome the issue of risk ad-
justment. In fact, I think the Clinton proposal and the proposal of
the Republican Task Force and others is that we change the insur-
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ance company to an accountable health plan and provide incentives
for that new company to actually try to assume risk.

In other words, go on out there and seek business, not just the
healthy business, but to seck a variety of business.

As I understand it, the German system has done some risk ad-
Jjusting between sickness funds in order to try to equalize individ-
ual contribution rates. I am told that that depends in part on in-
come and part on the number of dependents, on age, and sex, and
so forth; but it does not have in it a case severity element. ’

The Clinton proposal adopts something similar, but it includes
health status as opposed to the severity measure. I wonder if you
can just help us understand, because I may not be asking this
question as well as I should, but can you help us understand why
the way the Germans have approached the whole issue of risk ad-
justment is less complex than the one that is proposed by the Clin-
ton plan.

And based on your work with the Medicare program, do you have
some idea of the expense and the administrative difficulty that
might be involved in adapting the Clinton risk adjustment system?

Dr. SHIKLES. Well, this gets back to the points that Senator
Packwood was making, that what the Germans are going to do
starting next year is that they have in their sickness funds people
paying for the same package of services have because it is a payroll
based contribution rate.

If they ended up in a sickness fund with—this is very relevant
to your point—a lot of sick people or retired people, blue collar peo-
ple, so there is a lower payroll base, they were paying more out of
their salary for the same benefit package.

So in the 1993 reform—this has been a longstanding problem
and they just have not been able to politically tackle it. They did
this year. German officials have actually contacted us on how we
do it. So I do not know how far along they are, but they are plan-
ning to implement it next year.

It is exactly what you said. It is easier than what we have in
mind because they are really just trying to reduce the inequity in
terms of the payroll deduction. So they are only going to use the
payroll base, the number of dependents, sex and age.

And I do not know how that will work for them. I do not know
that they have figured it out. Because they want to calculate that
and then distribute money across the funds. We are guessing that
(tihe funds will just decide that it is just not worth it and consoli-

ate.

We have done a lot of work in the United States looking at Medi-
care, because this, as you know in Minnesota, this has been a long-
standing problem here, we do not know how to do it. So what has
happened is we have overcompensated because we have not done
it very well in the Medicare program to HMOs.

We have overpaid some HMOs that maybe were not so good and
we have underpaid HMOs in Minnesota and Washington State and
some other States. We are doing work now for the Congress on that
issue. All researchers agree that you have to do something the Ger-
mans are not looking at, and that is the health status indicator. We
do not quite know how to do that. We need to do some rvesearch.
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I was recently out talking to Kaiser officials in California. I know
they internally, a large HMO company, Signa, Kaiser, Blue Cross/
Blue Shield, are also doing a lot of research to figure out how to
predict costs. It is a very difficult issue.

Senator DURENBERGER. I raised that when the First Lady was
here and I used the comparison between the New York TEFRA risk
contract being paid $500 plus some and Minnesota $300 and some,
how one went up and the other one went down.

Dr. SHIKLES. Right.

Senator DURENBERGER. I am sure that got the Chairman’s atten-
tion, as well as Mrs. Clinton’s. It does point out a critical problem
with whatever we assume is our current technology base. And yet,
there is an opportunity here that we ought not to pass up.

Dr. SHIKLES. Well, I have talked to Bruce Vladick about it, the
HCFA Administrator, because we do not think you have to wait for
health care reform. You have your huge Medicare program that is
still basically fee-for-service when you have so many changes going
on in the under 65 program; and yet you go out and talk to HMOs
and really excellent HMO programs who feel they either cannot
participate or are participating because they feel it is publicly im-
portant and are losing money.

So we have got our policy. There is lots we can do to make this
a fair program. :

Senator DURENBERGER. Right.

The CHAIRMAN. A subject to be continued.

Senator Grassley?

Senator GRASSLEY. To be continued right now. Just one little fol-
low-up. You say you do not know how to do this, and you are trying
to develop it, and you are doing a lot of study. But since it 1s so
basic to two or three of the major plans that we have proposed for
health care reform, and even your suggestion that we could use it
even if we did not have health care reform, do you have any idea
when the methodology and the information might be available?

I mean, are we talking about 10 years from now or just a little
while from now?

Dr. SHIKLES. Oh, no. We have methodologies that we are testing.
I mean, there are methodologies that you can use. We would like
to know which ones work the best in terms of producing the results
that you want and the results would be that you want HMOs that
really will want to participate and spend their money on quality
services and you want to compensate their fairly.

The methodology we have in place now is still pretty primitive.
It is something we tested some time ago and it has not worked well
for a long time. We think that the HCFA administrative could be,
you know, taking sections of the country, for example, and actually
testing methodologies that we know about. And we could start
learning right now how well they work. It is a question of adjust-
ing. -
Senator GRASSLEY. Well, again, how long are you talking about
here before something might be available? If we are making gigan-
tic changes in our health care system through an enactment by
Congress, and this is part of it, we ought to have som : certainly,
if this.is going to be such an essential element, when the informa-
tion and the basis will be available.
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Dr. SHIKLES. Well, I know that there are some demonstration
tests going on now. We have a report that we will be releasing to
the Congress, I think, in January, although we could come and talk
to you about it sooner, where we have some recommendations we
think you could, the administration through the Medicare program,
could put in place right away. They are starting to look at that,
which would help currently existing HMOs where you could begin
to get more information.

I think we need to do this. We have needed to do it for some
time. We could start doing this, I would think, by next spring. So
you could begin to collect data over the next several years.

Senator GRASSLEY. All right. Let me go on to another subject
here. The GAO paper on German reforms dealt with the fact that
one of the developments leading to the reforms was large variations
in the contribution rates of the different sickness funds. How big
were these variations and what caused the variations?

Dr. SHIKLES. Well, the variations range from 8 to about 16 per-
cent. Again, that is split 50/50 between the employer and the em-
ployee. It had to do with—the major problem was in, as Senator
Packwood talked about—the large local sickness funds. These are
the large geographic furis that end up taking all the blue collar
workers in a region, as well as the unemployed, a large number of
retirees, welfare recipients.

So they tend to have » lower average salary more like more dis-
abled, more elderly who use more services. Because it is a self-fi-
nancing system, they have had to pay out higher costs. Because the
only way they can do it is raise the contribution rate.

Senator GRASSLEY. Were the roots for these reforms prior 10 the
reunification of Germany or were these the direct result of the
budget problems that the Germans are facing because of reunifica-
tion?

Dr. SHIKLES. Well, the budget problems because of the reunifica-
tion have definitely contributed to putting more pressure to get the
reforms through. But the roots of the problem go back.

Senator GRASSLEY. I should not say the roots of the problem, but
the solution to the problem. Did that movement start prior to the
budget problems that came because of reunification?

Dr. SHIKLES. Yes. I think that these have been recommendations
that they have been trying to get in place since the 1970’s, but just
did not have the political ability to do it.

Senator GRASSLEY. So the budget problems drove bringing the re-
form about then?

Dr. SHIKLES. It got them focused, yes.

Senator GRASSLEY. Are you able to tell us what the administra-
tive cost level in Germany is compared to the United States, and
if the administrative costs are lower why they are lower? And I ask
you this because high administrative costs in the United States are
often attributable to the multiplicity of insurers. And in Germany,
as I understand it, there are 1,241 of these sickness funds.

Dr. SHIKLES. They run about 4 or 5 percent, the administrative
costs in Germany. The reason you do have 1,200 sickness funds,
they employ a lot of people. The reason the costs are not higher
than that is that they do not have lots of different policies. Every-
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body has the same coverage. You do not have any questions about
whether—everyone is covered.

If you are a resident in Germany, you have health insurance.
And you have the same really rich benefit package. So all the sick-
ness fund does is give a voucher. The patient and the doctor never
see binmme. So you do not have all the things that we do in our
system.

u Senator GRASSLEY. So then we have less—this is my last ques-
ion.

The CHAIRMAN. Take your time, Senator.

Senator GRASSLEY. So the point is, we have so many different
policies. When we have a more basic policy, just learning from the
German experience, our administrative costs will go down. Is that
the lesson to be learned?

Dr. SHIKLES. I would think so. That if you have one standardized
benefit packazfe, 80 you are not—you go into our hospitals and they
have hundreds of people; you go into a German hospital and they
might have about 60. So you are not saying, this person is covered
for ten days and that person is not covered for that benefit, but
they have to pay a co-pay. You do not have any of that going on.
That is tremendously costly for our providers.

Senator GRASSLEY. Remind me of our administrative costs com-
pared to that 4 or 5 percent said for Germany.

The CHAIRMAN. Mr. Gutowski? ,

Mr. GurowsKI. I think it is just a few percentage points higher
on average. It is lower in the Medicaid program, higher in private
insurance. When you get a weighted average of them all, I think
it is 6.5 or 7 percent.

The CHAIRMAN. Could you give us that in a table, sir?

Mr. GUTOWSKI. Pardon? I think we have something.

Dr. SHIKLES. Yes, we can give it to you. Medicare runs around
4 percent.

Senator GRASSLEY. That extra 1.5 percent would be billions of
dollars, I suppose. -

Dr. SHIKLES. That is right.

Senator GRASSLEY. Is that $25 billion or something that we were
talking about because of inefficiencies?

Dr. SHIKLES. Yes. Also, our administrative burden is dispropor-
tionately applied to small businesses and small insurers, too.

The CHAIRMAN. Could I make a point which we raised just the
other day? Perhaps we could ask you all to think about this. The
term “administrative cost” has become a pejorative term. You want
to get rid of administrative costs.

Is that the case indeed?

Dr. SHIKLES. No. )

The CHAIRMAN. Could I just ask maybe a professional question
of you? If a large hospital has an accounting department, that
would be called administrative cost; would it not?

Dr. SHIKLES. Right.

The CHAIRMAN. Do you think an accounting department should
be abolished as a superfluous imposition on the ever-suffering tax-
payer or do you not think the accounting department is fine?

r. SHIKLES. Obviously, from the General Accounting Office I

think it is important. [Laughter.]
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The CHAIRMAN. The administration well done is to your advan-
tage.

r. SHIKLES. Yes. I think what is happening to administrative
costs is that you have a lot of really important and good activities
mixed up with some things that we feel are burdensome and we
should not be spending money for.

The CHAIRMAN. It is like that old budget item that went waste,
fraud and abuse; and we said, let us cut that out.

Dr. SHIKLES. Right.

[Additional information submitted follows:]

Question. 1. How do administrative costs in the German health care system com-
pare with such costs in the U.S. health care system?

_Answer. The cost of administering health insurance in the United States varies
significantly by sector. In 1989, the cost of administering health insurance in the
private sector was 13.4 percent, and 3.1 percent in the public sector. Overall admin-
istrative costs in that year were about 7.7 percent of all insured health care expend-
itures (or 6.8 percent of total expenditures).

In the German health care system, administrative costs of health insurance in the
German statutory system, which covers almost 70 percent of direct health care ex-
penditures, for, 1990 were apprpximately 5.1 percent. Uwe Reinhardt has estimated
that the administrative costs for private heaith insurers in Germany at about 16
percent. Overall administrative costs for health insurance in the German health
care system are estimated to be about 5.2 ?ercent of total insured expenditures.
However, these estimates exclude most capital costs.

While there are no reliable estimates of the administrative costs in hospitals, phy-
sicians offices, and other health care sectors for either country, we believe that ad-
ministrative costs for these sectors are significantly lower in Germany. Identical
billing arrangements are used ;)3' all payers, and, in the case of hospitals, the simple

er-diem reimbursement methodology means that German hospitals do not need the
arge billing and accounting departments found in U.S. hospitals. In the case of phy-
sicians, the anticipated introduction of “smart cards” may result in further reduc-
tions in administrative costs.

The CHAIRMAN. It turned out there was not a budget item called
waste, fraud and abuse.

Senator Riegle?

Senator RIEGLE. Thank you very much.

First of all, let me congratulate you on a terrific piece of work
here——

Dr. SHIKLES. Thank you.

Senator RIEGLE [continuing]. On both the background work that
precedes today, but also your testimony and your responses to
questions. I want to just quickly run through a few things.

When you take the figure of 14 percent of GNP for health care
costs 'i)n the United States, what is the comparable figure for Ger-
many?’

Dr. SHIKLES. It is about 8.9 percent.

Senator RIEGLE. 8.9 percent.

Mr. Chairman, if I may, off your point earlier, about Germany
having a long history that goes back at least 100 years.

Dr. SHIKLES. Right. L

Senator RIEGLE. I am very struck by the point that she is indi-
cating that the cost of their health care system, such as she has
described, is running at about 8.9 percent of gross national product
versus some 14 percent here. I think that is a stunning differential,
given the fact that they have a universal system. And, albeit, in
the character of their country, it sounds to me as if it is working
reasonably well.

Dr. SHIKLES. That is right.



19

Senator RIEGLE. You know, it has its cultural aspects to it. Let
me ask you this: What are the Germans going without? In other
words, there,is this concern that somebody is going to be at the end
of the line inya more encompassing system and because of rationing
or de facto rationing somebody does not get something in Germany
or an Americanized plan that is universal. What are the Germans
going without in any material way in the way of health services?

Dr. SHIKLES. Well, the benefit package that everybody gets is ex-
traordinarily comprehensive. ¥ mean, they are one of the few coun-
tries that covers dental befiefits. It includes orthodontia and peri-
odontal disease.

The CHAIRMAN. Health spas. :

Dr. SHIKLES. They do cover spas. It comes out of the German
health tradition, the tradition of [Germany. But they use the spas
for recovering heart attack patients who then go and learn a
healthier life style and exercise. Now whether we would think that
was an important benefit, I do not think so. But there are two——

Senator RIEGLE. We might have to open up those old sulphur
spring spas in upstate New York and in Mount Clements, Michi-
gan. I mean, you know, we will get people soaking in these mineral
waters.

The CHAIRMAN. Franklin D. Roosevelt swore by it.

Dr. SHIKLES. Also smoking. They have a very high rate of smok-
ixlllg. So they are trying to reduce smoking. They will reimburse for
that.

There are two areas in what I have said is an extraordinarily
rich benefit package that they are very weak on, that they will tell
you they are weak on. That is in mental health benefits. They
cover some inpatient, but it is not good. And their whole long-term
care system looks just like ours. Paid for through welfare. It is not
a good system.

Senator RIEGLE. Let me stop you there in the interest of time.

Dr. SHIKLES. Okay. '

Senator RIEGLE. You mentioned that and I appreciate that dis-
tinction because those are expensive elements to try to put in a
comprehensive plan. But what you hear about in terms of the sto-
ries in these more comprehensive national systems, is that people
are waiting for serious surgeries, that somebody needs to have a
gall bladder removed and it takes forever—you know, this is sort
of gist in the area—-

Dr. SHIKLES. We did not find that.

Senator RIEGLE. Pardon? You did not find that?

Dr. SHIKLES. Germany has about a third more physicians per
person than we do.

Senator CHAFEE. More?

Dr. SHIKLES. More per person than we did.

The CHAIRMAN. Per thousand persons.

Dr. SHIKLES. That is right. So they are producing 12,000 new
physicians every year. So people go to their physicians a lot. They

0 alt)put, on average, 11 times a year to a physician. We go about
ve times.

They have more hospital beds. People are hospitalized more
often. They have higher occupancy.
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Senator RIEGLE. But when I hear all that, and yet I hear that
they are running at 8.9 percent of the gross national product and
we are at 14 percent, you know, there is obviously something fun-
damentally at work here that causes them to be able to have these
kinds of comprehensive benefits available.

I gather in your answer earlier to somebody on the other side in
terms of whether the health outcomes are better, say for, white
males 55 to 60 or, you know, however they are going to be meas-
ured categorically, did I understand you to say that GAO does not
have data that it is comfortable with in terms of what the health
outcomes look like across the society or am I wrong on that?

Dr. SHIKLES. Well, there are general health outcome data, you
know, life expectancy. Those are all good.

Senator RIEGLE. Do they look as good as ours?

Dr. SHIKLES. Yes. I think maybe better.

Senator RIEGLE. All right. So would it be fair to say they are at
least as good as ours?

Dr. SHIKLES. And I think better. Right.

Senator RIEGLE. And you think better.

Dr. SHIKLES. And their population is more satisfied with their
health care system than we are with ours. The reason the way——

Senator RIEGLE. Can I ask one other thing iust before I move off
that point. How are health professionals paid in comparable salary
terms to the way health professionals here would be paid?

I mean, do they sort of notch into the pay scales in Germany at
a level that is comparable here to the United States or do they
earn more or less?

Dr. SHIKLES. The hospital physicians are salaried; and the com-
munity physicians are paid on a fee-for-service basis. The commu-
nity physicians are an.ong the highest income earners in Germany,
but they make on average much less than our physicians.

Senator RIEGLE. Can you give me a comparable?

Dr. SHIKLES. I think it is about $90,000 to $100,000 for a general
practitioner; and ours would probably be about a hundred higher
than that.

Sex;ator RIEGLE. Could I just ask one other question at this
point?

The CHAIRMAN. Please.

Senator RIEGLE. That is, what a lot of physicians say to me, you
know, we have a whole educational preparation track that physi-
cians must come down in terms of interning and many come out,
you know, loaded with a lot of loans and debt that they have to
pa% off over a period of time.

r. SHIKLES. Right.

Senator RIEGLE. I am hearing that more and more from physi-
cians who go into that area of work. Would that be comparable for
physicians?

Dr. SHIKLES. They have no debt.

Senator RIEGLE. They have no debt?

Dr. SHIKLES. Their medical education is paid for. So they have
no debt. But the way——

Senator RIEGLE. I am just wondering, maybe in order to track
back to the tap roots ot" how you organically change a system,
whether we need to off-load some of this debt which in turn then,
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I think, requires sort of an income requirement that may in effect
start to skew the whole system here in a way. But I do not mean
to make it sound as if that is the only aspect of this problem.

But it sounds to me like this may be one of the things that sort
of knocks our system out of kilter and may be hurting doctors too
in certain ways.

Dr. SHIKLES. Some of the reasons that they are able to have run
such a tight program and spend less, but really cover their people
well, is that the{ have no medical debt for doctors. Senator Hatch
asked about malpractice. It is a much less significant problem for
them. Premiums are much lower, although it is a growing issue.

They have definitely constrained the incomes of providers, par-
ticularly physicians.

Senator RIEGLE. But it obviously has not hurt the ability to get
physiciens. You say they have more physicians per capita.

Dr. SHIKLES. That is right. They feel their major problem is they
are producing—

Senator RIEGLE. So, I mean, it obviously has not worked as an
economic disincentive, although that is obviously within the con-
struct of their system.

The CHAIRMAN. I must say that several members of our next
panel have been vigorously agreeing with you on the front line. So
we will get to that.

Senator RIEGLE. Thank you very much.

The CHAIRMAN. Senator Chafee?

Senator CHAFEE. Thank you, Mr. Chairman. Mr. Chairman, I
know of your deep interest in our universities in this country and
how we struggled in this committee to assist those universities
through the Tax Code. I want to point out the success that our Uni-
versities have had and the recognition they have received.

I think it is no coincidence, and indeed it is a cause for great
pride, that the announced Nobel prize winners come from the great
universities in this country—MIT; University of Chicago; Yale; I
believe Princeton; and the University of Washington at St. Louis,
headed by Senator Danforth’s brother have all received Nobel
prizes.

Mr. Chairman, I think we all ought to be very proud of what has
taken place in connection with the awarding of these Nobel prizes.

I was attending a microbiology meeting over the weekend and it
was pointed out that the Japanese do not win Nobel prizes and
they are disturbed about that. They do not ascribe it to prejudice
or anything like that. It is just something about the research in
their universities that somehow does not parallel ours. Maybe it is
the freedom we give our researchers.

Whatever it is, as a Nation, I think we should be very, very
proud that so many Nobel prizes come to our researchers and our
universities.

Now, a question for Dr. Shikles. Do I understand that the tax on
the wa§es of a German worker is 13.4 percent for health care?

. Dr. SHIKLES. It is half of that. They split it. That is the average
nationally and they split it with the employer.

Senator CHAFEE. Oh, I see. So it is 6 percent, plus. Is there a
cagto it?

r. SHIKLES. There is a cap at about $41,000.
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Senator CHAFEE. Now, this is in addition to normal income taxes.
How about the Social Security, what do they do with that? Is old
age pension a separate thing?

Dr. SHIKLES. Yes.

Senator CHAFEE. So I think we had better understand that this
is costing every worker in Germany close to 7 percent of his or her
wages, up to, what did you say, $41,000.

Dr. SHIKLES. Yes.

Senator CHAFEE. Second, I think it is very important that we un-
derstand that when we are looking at comparative health care
costs in this country; we permit people to run around with guns on
their hips and such is not true in Germany. I mean, this is a tre-
mendous difference that adds to our health care burden.

I have here a chart that just shows gun murders. In the United
States there were 14,300; and Canada, our next door neighbor, 186;
England, 60; Germany, I do not have. But I would suspect Ger-
many is right in there about 60. These are deaths, you multiply
that probably by three for terrible wounds where victims are hos-
Kitaiized, it gives you some indication of the difference between the

ospital costs that are incurred in the United States vis-a-vis those
other countries.

So it is with a whole series of other, what we could call life
styles, in this country. I would suspect that the number of preg-
nant teenagers in this country is far higher than it is in those
other countries that result in low birth weight babies and so forth.
Do you have any data on that?

Dr. SHIKLES. No. You are exactly right. They do not have the
number of teen pregnancies that we do. They also do not have the
number of low birth weight babies because they have a very exten-
sive prenatal coverage. Everybody is covered. Everyone gets very
extensive services. It is a very rich package. So they work very
hard. All women get prenatal care and there is care after birth.

Senator CHAFEE. Mr. Chairman, there has been a little bit of dis-
cussion here about the outcomes research. In other words, what
works and what does not. Could you just touch on that for a couple
of minutes as you see it in Germany? I believe in our country this
research has not been developed very well. One of the things that
our plan, the Republican Senators’ plan has, as does the Clinton
administration plan, is a greater accent on so-called outcomes re-
search.

How do they do in Germany? )

Dr. SHIKLES. Well, they do not do it. We could not agree with you
more. That one of our real dilemmas in trying to consider how to
reform our system, is that we do not want to do something—-I
mean, we know that we have more technology and we do more
things to people.

We would like to know whether that produces better outcomes.
Because if it does, then most of us would say, we would rather run
a more expensive system. We do not want to jeopardize that. We
do not want to jeopardize our great universities that are producing
this research that we are able to take advantage of.

We know in small cases, but we have so underfunded outcomes
research in the past that e do not ¥now if—we do mere bypasses
than anyone in the weeid and ~ve do net rveally imww-—we know
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that costs us a great deal. We do not know if that produces
healthier people.

Germany does fewer bypasses. On very gross statistics, we are
about as healthy as each other. They have higher cholesterol prob-
lems. You mentioned we have more guns. They have a higher aged
population, So the older you are the more you use the health sys-
tems. So they would argue that they have many of the same dif-
ferent liZe style problems that we do.

Most people in doing research on health care find that the major
cost driver is technology. All this new technology that we are bring-
ing on line that is very expenses—and that gets back to your main
point—we do not know if it produces good outcomes or not and we
need to know that to know how to finance it.

Senator CHAFEE. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator CHAFEE. I just hope we will not, as we get into these
health care programs, lose sight of outcomes research importance
because it is such an easy thing to cut.

The CHAIRMAN. Right. Can I just say two things to you, Senator?
Next Tuesday, the 19th, we will be discussing teenage pregnancy.
The illegitimacy ratio in the United States has now reached 30 per-
cent. We will get to the bullet as pathogen one of these diys. Guns
do not kill people; bullets kill people.

Senator CHAFEE. Well, I am a co-sponsor of your bill, Mr. Chair-
man, and I have room on my bill to ban all handguns for you to
join as a co-sponsor.

The CHAIRMAN. Right, sir. And also to say that on your interest
on outcomes, our hearing on outcomes will be the week after next.
It is either the 26th or the 28th.

I would like to welcome Senator Wellstone, who has just joined
us for the morning.

Senator WELLSTONE. Thank you, Mr. Chairman.

The CHAIRMAN. Our last questioner in this cycle is Senator
Daschle.

Senator DASCHLE. Thank you, Mr. Chairman. I appreciated Sen-
ator Chafee’s chart. I noticed an interesting statistic in the Wall
Street Journal this morning that I had not seen before. Last year
we had over 500 murders in Washington. In 1960 we had 175,000
more Washingtonians, but we had 81 murders. It is a dramatic in-
crease in the number of murders in the last 30 years.

Now, to return to the subject of today’s hearing.

Ms. Shikles, I have been very impressed with your testimony and
the answers to your questions. Could you talk a little bit about the
reasons Germany has chosen not to subscribe to greater competi-
tion as a method of cost containment? _ .

I have the impression that they are going in just the opposite di-
rection. They are finding that they have to constrain costs with
even tighter budgeting. There are those who argue that we can
control costs effectively through competition alone. Could you ad-
dress how Germany has faced that question and reached their con-
clusions?

Dr. SHIKLES. I do not know that they ever really can state—I
think they use those words sometimes. But when you look at what
they are doing, it is not really competition.
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Some of it comes out of, they have a very strong feeling among
the population that the population wants the right to choose his or
her own physician and sFecialist and hospital. So they feel very
strongly about that. And I think no politician is going to take that
on and expect to survive an election. I mean, it is such a strong
part of their health care system.

So I do not know that they have the option of considering, for ex-
ample, competing health plans. I know they have sent delegations
over here. We have met with some of them, looking at our HMOs.
But I would be surprised if that takes root, just because it comes
out of this commitment that the population has the right to choose.

Senator DASCHLE. Are you implying that competition would re-
sult in less choice, or that they perceive it to result in less choice?

Dr. SHIXLES. You would have to introduce it into the systera that
they already have in place. So I am only implying that to try to——

Senator DASCHLE. lr}sing that as a base?

Dr. SHIKLES. Right.

Senator DASCHLE. I see.

Dr. SHIKLES. I only mean to suggest that using your system as
a base, if you tried to, they feel that they would li{e to get more.
Many Health Ministers we have talked to would like to get more
competition among some of the providers. They feel that would get
better service and maybe innovation and faster.

But because they are so rooted in this individual physician, they
are just barely moving to a two-physician practice, and that the pa-
tient if they do not like that doctor they can go to another doctor
the next day, I think it is cultural.

Would you agree, Tom?

Mr. LAETZ. Well, I think they have taken price out of the equa-
tion.

Senator PACKWOOD. Taken what?

Mr. LAETZ. They have taken price, the actual financial delibera-
tions; out of the issue. It is really competition on quality of service.
You choose your physician not based on what that physician
charges because the costs are covered. So you choose that physician
on your own personal opinions of that physician and the quality of
service rendered.

Dr. SHIKLES. All the payments are standardized. So they would
never then introduce a variable rate scale.

Senator DASCHLE. Let me ask you in the time I have left about
this pejorative word we often times use—rationing. In Germany,
they are talking about a greater tightening of controls under a
budgetary imposition. Do you find that Germany’s budget has re-
sulted in rationing that would be viewed as unacceptable in this
country?

Dr. SHIKLES. We did not find it. But I want the caveat that we
have not been able because the data do not exist generally to sys-
tematically match procedures done in Germany to here. But we did
not find it.

One reason, I think, is because of the way they do their budget
limits, budget expenditures. They set the expenditure, how much
they say they want physician gpending, can only go up 3 percent
next year. So the sickness funds then say that is all we will pay
next year, that amount of money.
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Then they turn it over to the physician associations and the phy-
sicians themselves decide on the spending. So I think, and people
who have looked at their system feel, that that is why you do not
see really the question or some of the problems that you might find
if it Jvas just the Federal Government saying this is all we will
spend.

So it very much just these are our guidelines. We can only spend
4 percent next year because the income in the sickness funds is
only going up that amount. So that is all we have. So it is per-
ceived as fair. Then the physician associations meet and decide
about reimbursement.

Senator DASCHLE. Let me squeeze one last question in.

The CHAIRMAN. Please.

Senator DASCHLE. The impression I have from your answer to
Senator Riegle’s question about the ratio of patients to doctors,
vsvhich apparently is better in Germany than in the United

tates——

Dr. SHIKLES. That is right.

Senator DASCHLE. [continuing]. Can one quantify access gen-
erally in terms that would allow us to compare?

Dr. SHIKLES. I do not think so. I do not think so. "

. Senator DASCHLE. Could we examine the number of patients’ vis-
its to a hospital or a clinic compared to what they are on a per cap-
ita basis?

Dr. SHIKLES. In those measures, they are all like twice, three
times what we are.

Senator DASCHLE. The number of patient visits is higher, as well
as the number of doctors per patient?

Dr. SHIKLES. That is right.

Senator DASCHLE. Thank you.

Dr. SHIKLES. They use their system a lot.

Senator DASCHLE. Thank you.

The CHAIRMAN. May I just thank you for the wonderful testi-
mony. Senator Packwood commented on it. You talked about cul-
tural differences. There is one cultural difference that leaps right
out at you. In Germany, physicians make six times the average
wage. In Japan they make twice the average wage. It was the most
prestigious position—maybe bankers do better.

So 2t that level, you do not want people to go to medical school.
The United States is up at five; Canada is just over about, a little
bit between three and four. This is an interesting piece. We will
pass it around.

But first to thank you very much, all three of you, Ms. Shikles,
Mr. Laetz.

Seq’ator PACkwoOD. Can [ ask just one last question in her testi-
mony?

The CHAIRMAN. Of course, you may do.

Senator PACKWOOD. Janet, you say, I am quoting, “Germany is
attempting to increase competition between sickness funds by giv-
ing workers a greater choice of funds and narrowing the difference
in contribution rates assessed by the different funds. By 1997 most
Germans will be allowed to choose their sickness fund each year.”
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That gives me the impression their options are expanding. But
I got the feeling from your testimony their options were contract-

ing.

%r. SHIKLES. You mean their choice. Right. I think the Ministry
wants to give people more choice in terms of what sickness plan ex-
ists. But at the same time, the funds themselves will probagly con-
solidate, so you are right. For those people who are locked into one
fund now, they will have a choice.

Senator PACKWOOD. They will?

Dr. SHIKLES. Yes. The choice may be narrower than it is right
now because we think there will be some consolidation.

Senator PACKWOOD. But at the moment they may be locked into
one fund?

Dr. SHIKLES. That is right.

Senator PACKwWOOD. Even if there is 1,200. So they might have
ggg funds left, but they would have a choice of 2 or 3 funds of the

Dr. SHIKLES. That is right. Right. It does not reg'ly matter
though because all these funds, the benefits are the same.

The CHAIRMAN. Senator Riegle, you had one question.

Senator RIEGLE. Mr. Chairman, I will be very brief.

First, I would like to give you some questions to answer for the
record since time does not Kermit today.

Dr. SHIKLES. I would be happy to.

[The questions appear in the appendix.]

Senator RIEGLE. But also, Mr. Chairman, just to underscore the
point that she made earlier, that even with the German system,
they have never tried to do a one-time fix. This is a dynamic proc-
ess. They change it all the time and we are going to have to do ex-
actly the same thing here. So we cannot get frozen in the notion
that there is going to be a one-time pre-casting here.

The CHAIRMAN. They have been at this a century. Right.

Senator RIEGLE. Thank you.

The CHAIRMAN. Well, thank you very much, each of you. It has
been hugely helpful and we look forward to continuing in just that
pattern.

Now we are going to hear from a most distinguished panel of
scholars who have followed this subject at home and abroad. We
are most honored here today to have Dr. Robert Evans, who is pro-
fessor of economics at the University of British Columbia; and di-
rector of the program in Population Health of the Canada Institute
for Advanced Research at Vancouver.

Dr. Evans, I think we were lucky enough to find you in Toronto
or thereabouts.

Dr. EvaNS. On my way.

The CHAIRMAN. On your way.

Theodore Marmor, an old and good friend. Professor Marmor is
a professor of public policy and management at the School of Orga-
nization and Management at Yale University. He is also a fellow
of the Canadian Institute for Advanced Research in New Haven.

And Dr. Joseph White, who is welcome and saying plainly a re-
search fellow at the Brookings Institute.

We are here now and we will just follow our listing. Dr. Evans,
good morning, sir.

ks
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_STATEMENT OF ROBERT G. EVANS, PH.D., PROFESSOR OF EC-
ONOMICS, UNIVERSITY OF BRITISH COLUMBIA, AND DIREC-
TOR, PROGRAM IN POPULATION HEALTH, CANADIAN INSTI-
L‘I'UMBU'I‘EIIK)R ADVANCED RESEARCH, VANCOUVER, BRITISH CO-

Dr. EVANS. Thank you. Good morning, Mr. Chairman.

. The CHAIRMAN. If you have written statements, we will put them
in the record. You have plenty of time to read, if you would like,
lecture if you choose.

Dr. EVANS. No. No, lectures take 50 minutes.

The CHAIRMAN. Yes, that is true.

Dr. EvANS. I do not think we have quite that much time. I have
put a written statement into the record and I am now just going
to sgeak very briefll:)v to that.

The CHAIRMAN. Fine.

[The prepared statement of Dr. Evans appears in the appendix.]

Dr. EvaNs. But I think first I would like to pick up the last point
from the previous discussion, which is the notion that you are deal-
ing here with an ongoing process that one might think of as a game
that is taking place between payers, providers and users of care.

The initial comment b¥| Senator Grassley to the effect that you
are never going to find the system that you can then put in place
and live happily ever afterwards, that is certainly one of the over-
whelming messages from the international record. What you are
really doing is creating a set of rules which will then be modified
by a continuous interaction. There is no ideal system we know of.

Following from that——

The CHAIRMAN. There is no ideal system?

Dr. EvANS. There is no ideal system, no, not in this life.

The CHAIRMAN. Not in this life.

Dr. EvaNs. Here is no continuing city.

What we do have, of course, are better and worse solutions to a
set of common problems. I am not actually going to speak that
much about Canada, although the Canadian experience will
underly all of my remarks because you cannot escape from your
own history.

My colleague, Professor Marmor, will, in fact, speak to Canada,
and I am going to try to draw some broader generalizations about
the international sxperience. There are a couple of reasons for that.

One is that if you try to talk about Canada in the U.S. context
or relative to the U.S. experience, you very rapidly are perceived
as a groponent and advocate. I am quite capable of being very criti-
cal of Canada when I am at home. But when you try to describe
it to Americans, it always comes across as advocacy because the
comparisons are what they are. ]

So I feel more comfortable trying to draw the broader generaliza-
tions out of the international experience. It is also, I think, in some
ways more interesting for Canadians because we, too, have a num-
ber of opportunities to learn from others’ experience, not all nega-
tive; and we have not exploited those opportunities nearly as much
as we might.

As we look around internationally over say the last 5 years, there
is, I think, something that strikes one quite quickly. That is the ex-
tent of the interest in major structural reform. We have heard a
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lot about what is going on in Germany. I was really very pleased
with that testimony because obviously there is a lot more there
that I know about. But it happens to match the broader generaliza-
tions that I am going to try to make.

The same sorts of processes are going on in Sweden. We have
had Royal Commissions in every providence of Canada except
one—Quebec—which did not have a Royal Commission, of course,
but had a commission of investigation into our system, all within
the last fkyears. The Dekker reforms in Holland; the White Papers
in the U.K.

Suddenly, as it were, within a relatively narrow time band and
almost universall%, everybody is looking at their systems in greater
depth than they have for the previous decades. That is happening
regardless of the kind of system—socialist Sweden; or the capitalist
Unite(%1 States— which is not capitalist, but likes to think of itself
as such.

It is happening regardless of the level of expenditure—the very
cheap United Kingdom; the relatively expensive Canada and Ger-
many. It is being attributed to cost problems and yet all of those
countries have been more successful in controlling costs in th.e dec-
ade of the late 1970’s and early 1980’s than they were in previous
decades. ,

So we have this anomalous observation that suddenly there is all
this excitement about what we have got to do to contain health
care costs in countries with very different systems and actually
very different cost experience.

I think it is worth pointing this out because I think the expla-
nation for this again came out in the previous testimony on Ger-
many. What we are dealing with here is a reform process that has
been triggered off by external events.

If you look at the surrounding economic environments in all of
those countries—the reunification problem was mentioned in Ger-
man,—we have had a couple of really very severe recessions in
Canada in the early 1980’s and again in therl};te 1980’s.

If you look at national incomes per capita in all the countries of
the OECD, they are down quite markedly in the 1980’s from what
they were in previous decades. So my interpretation of what is cur-
rently going on is, that you are secing health care systems that
were adapted to a previous higher growth environment and were
deemed satisfactory then, that are now continuing to behave as be-
fore, but in a much tighter external environment.

I think that is what is driving the pressure for reform inter-
nationally. And if that is so, then it is extremely important for
Americans not to get confused into thinking they are participating
in this process, because the American experience is unique.

The erican situation is one of a much wider array of different
kinds of problems, not just on the cost front, although obviously
also on the cost front, but on all the array of American
differentnesses that you know about in your health care system—
the problems of coverage, the problems of equity, the problems of
cost, the problems of effectiveness, the problems of public satisfac-
tion and so on.

I beg your pardon, am I to take the warning light?

The CHAIRMAN. No, sir.
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Dr. Evans. Thank you.

u Tl;le CHAIRMAN. You have come a long way and have waited pa-
iently.

Dr. Evans. I think what you need to keep in mind is this general
pattern in which you participate only to a very limited degree. The
general pattern is one of the development of reasonably satisfactory

ealth care systems, which are now being placed under pressure by
external economic events.

Or as one of our medical spokesmen has put it, there is nothing
wrong with the health care system, but there is something wrong
with the Canadian economy.

I would position that historically by saying that since the war we
have glgne through about three phases in most of the western coun-
tries. The first phase was one of relatively rapid economic growth,
combined with even more rapid growth of health care systems.
That was the period of dramatic expansion in health care.

The second phase, whose timing is a bit different from one coun-
try to another, was of continued economic growth, but of health
care systems that were administratively penned in to grow at
roughly the same rate as the rest of the economy, with some con-
siderable strains around the edges.

- Now we are in the third phase where the economic growth has
slowed off considerably. The administrative mechanisms which we
all developed for containment of costs, which were reasonably suc-
cessful, are still successful. But they must now be applied substan-
tially more rigorously in the past and we are generating a much
more powerful political baeklash in all of our countries, though tak-
ing various forms.

o the interest in reform is, I think, a response to those kinds
of internal political pressures. The difficulties of dealing with con-
taining health care systems are not primarily technical or adminis-
trative, but are, in fact, political. They are the problems of contain-
ing the momentum of health care systems that have an iaternal
growth momentum of their own.

That is how I would characterize the international experience.
We have not yet worked out—we are in the process of trying to
work out—politically acceptable mechanisms of containing an ex-
traordinary powerful internal momentum.

That is being confused—as a political debate it tends to be con-
fused—because there are several interests that are at stake in try-
ing to prevent that containment from occurring. Obviously, the pro-
viders of care at all levels are concerned that their income aspira-
tions, their professional aspirations, their historical ways of doing
things are under threat.

Here again, I would like to link up with the previous testimony—
that the problems that we have are, in fact, of quite long standing,
their roots go back a lon% way. The trigger is the external event.
The roots are patterns of behavior within health care, which we
have never straightened out very much. Certainly it is true in Can-
ada. You heard it is true in Germany. I think it is true internation-
ally, that we have not dealt with a number of problems that we
knew were there and we are now being forced to face them. )

That is generating resistance among providers. It is also calling
into question the universality and comprehensiveness of our sys-
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tems because those features always involved tax-financed systems
or social insurance financed systems, always involved substantial
transfers of net income from the relatively healthy and wealthy to
the relatively less healthy and wealthy. That is inevitable in any
kind of collectively funded system.

As you bring into question the foundations of your system, you
raise the opportunities to try to reverse those transfers. That is
what a lot of the pressures for privatization are about. They are at-
tempts to redistribute income back the other way, couched in the
language of health systeins reform.

And naturally, any opportunity to move large amounts of money
from one set of pockets to another is bound to have a certain politi-
cal popularity. As an economist, one cannot pass a value judgment
on that; one can just observe that that seems to be what is in play.

I want to come back to the issue of the internal momentum of
health care systems, because as part of a political debate, that is
very often presented as the result of external forces at work. And
the kind of external forces that you will all have heard a lot about
are demographic ones, the aging of the population that is allegedly
driving health care costs and we simply have to react to that, and
technological pressures. We heard again earlier this morning about
the continuous advance of technology and new products, new drugs,
new machines constantly coming on the market.

One that has been favored by some economists, is the notion that
as a service industry the health care sector is uniquely resistant to
productivity increase and therefore you have to keep putting more
money into it because it is just not able to advance as fast as the
rest of the economy. Actually, that argument is a little less power-
ful since most of our economies have not been advancing all that
fast in productivity. Then there is the overarching diagnosis, public
expectations. If the people want it, we have to produce it.

All of those I would suggest are efforts to transfer attention from
internal processes to external processes, to move the issue away
from asking why our health care systems do what they do, and
moving over to saying, well, they are simply reacting to external
forces. There is nothing else they can do. Please send more money.

And each of those points is intuitively appealing. As for the de-
mographics, we know older people use more care, we know our pop-
ulations are getting older, we know we are getting older ourselves,
we know we are using more care year by year.

The CHAIRMAN. True.

Dr. Evans. But when you actually do the arithmetic, you find
that the effect of demographic factors is about a quarter to one-fifth
of the total increment in health care spending per capita. So that
just does not explain what is happening.

The CHAIRMAN. Joe Newhouse, at MIT was going through some
of these things. He was making the same point last week.

Dr. Evans. Okay. Good. Because we have done some of the ear-
lier research on that and I am glad to see it is finally filtering into
the consciousness.

The CHAIRMAN. Below. South of the border as we say.

Dr. EvANs. You are ahead of the game, because most of the_pul?-
lic rhetoric is still focusing on the fallacy. That, I think, again, is
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the sign of a political debate rather than a technical or an adminis-
trative one.

The second one on technological progress. Again, we had it
touched on today. The point of a health system is not to produce
a lot of health care. It is to produce health. Nobody in their right
mind wants health care. We take it for granted, far too easily, that
more procedures introduce more health.

There is a group down at the University of Washington, that
have not been mentioned earlier today, but there is a group in
Washington who has been doing some very direct comparisons be-
tween British Columbia and Washington State.

They have recently published a piece on mammography which is
quite fascinatin[i; They have discovered that the mammography
rate is twice as high in Washington State as it is in B.C. Clearly,
technological superiority of the United States.

The funny thing is that when they tracked actual breast cancer
patients, they found that the delay time to diagnosis from first
sKmptoms was nearly three times as long in Washington State; and
the delay time from then until surgery was, in fact, not nearly as
big a difference, but it was longer in Washington State.

They were somewhat puzzled by this. Those were the data. Their
interpretation was—this is Steve Katz and his group—their inter-
pretation was that there is enough of a false negative rate in that
technology that it distracts the physician. He gets the false nega-
tive and he says, okay, everything is fine. I do not have to worry.

We were talking earlier about, “Do we have the detailed data on
the impact of technology?” The answer that was given earlier is
correct—no, not a heck of a lot. But we do have some and more is
emerging.

What it tells you is, do not top readily assume that more is bet-
ter. We know that intuitively. But the data is coming in and con-
firms that. That is not an argument for therapeutic nihilism, but
it1 _{)sl an argument for not making your judgments too quickly and
glibly.

On the whole question of service economies and can technological
change take place that reduces costs in health care, you bet it can.
. Again, new anesthetic agents make it—and I am here to tell you
about this since I have recently been a patient of the Canadian sys-
tem—new anesthetic agents are such that you can wake up and be
walking around half an hour after surgery without falling over and
being sick and all those things as you did 30 years ago.

This enables you to put many more people through on a day care
surgical basis that you might otherwise have had to keep in the
hospital 3 days. I could multiply those examples. But that is a clear
example of it.

The CHAIRMAN. Yes.

Dr. EvANS. Finally, on the expectations side, you have in this
country been running for a number of years now major campaigns
to encourage people to go and get their cholesterol read. That is
creating expectations. Public expectations do not arise in a vacuum.

In Canada, we are trying to do the reverse. Our epidemiologists
have concluded that you probably should not be going and getting
your cholesterol read on a continuing basis if you do not have other
rigk factors that draw you in. And if you do, yes, there is some evi-
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dence that drug treatment can lower ycur death rate from heart
disease, but it raises it from other things, so there is no evidence
thgt cholesterol screening and treatment lowers the overall death
rate.

So you may simply be choosing one form of death rather than an-
other and not postponing it. [Laughter.]

Now, you know, there are a lot of people in the industry who do
not like that data, but it is very clear. It comes out of a number
of randomized trials.

So the point I am getting at there is that public expectations
again are not an external factor. They are something created with-
in the health care industry.

Now, having gone over this interpretation of momentum, what do
ou do about the internal momentum? I think there are three
eads under which successful cost containment must proceed. Or,

I would rather say, successful management of a health care system
for improved outcomes at lower costs, because cost containment per
se is not a sensible obective. I think the evidence is quite clear that
the outcomes are there to be achieved at lower costs. I think that
any argument that you cannot cut costs without cutting outcomes
and quality, is for the United States sheer nonsense. It is totally
unsustainable.

It is totally unsustainable for Canada, where we have gone
through this in some depth. Or for Germany. Conceivably for the
U.K. You are talking there about a much lower level of expenditure
and I would not want to comment on that. Sweden on the other
hand, lots of examples there of where you could improve efficiency.
That is again a heavily funded area.

So the notion that you cannot improve your efficiency just does
not hold up. But what have you got to do to do it? Well, the general

j terms, I think, are you have to improve the effectiveness of what

you do and try to get rid of some of the ineffective stuff. That
means not only figuring out what works and what does not, which
the United States I think is leading the world in at the moment,
but also trying to figure out how to translate that into actual prac-
tice where I do not think anybody has any good examples. .

And again, we have heard from the German testimony that cost
containment does not depend on your ability to do things right and
to avoid doing the wrong things, but successful management may.
So you have to figure out much more to do the right things.

But second, you have to contain, control, manage, your capacity.
You cannot keep training more doctors and then hope indefinitely
to hold your costs down. Sooner or later they are going to get mad
at you. So you do have to think a lot more about capacity. That in-
cludes not just head counts, it includes a lot more primary care
physicians in this country, for example, and a lot less specialists.

And exactly the same in Sweden. It is not just a market problem,
you know, it is a misallocation of resources which happens in very
different systems.

And third, you have to communicate with your public a lot more
clearly as to what the problems actually are, because if they do not
understand you, you know better than I, you cannot lead if your
public just tginks the problem is something totally different. Or as
an old Manitoba expression has it, the first man over the barricade
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ﬁetsltﬁhe spear through the chest. This is bad for your political
ealth.

Now to get more specific, all the countries that have been suc-
cessful in health care cost containment seem to have done it
through some form or other of—I am not sure whether I want to
call it global budgeting; the British call it cash limits. The way you
control costs is to figure out what all the sources of revenue of the
system are, get hold of them all and hang onto them.

You can do that through a single-payer system. That is the sim-
plest logically. You can do it as the Germans have by having mul-
tiple payers, but making sure they are all closely coordinated. The
Germans have cultural methods of coordinating their behavior that
may not be accessible to the rest of us, certainly not to Americans.
We have heard that from some of the German commentators. You
know, you tell them what is necessary and they do it. [Laughter.]

I am quoting one of my Germun colleagues, a certain Mathias
Graf von der Schulenberg put it that way.

Whether you could do that elsewhere, not clear. But one way or
another it looks as if you have to get hold of all the revenue inputs
and clamp those. Or at least we do not know of any other way of
doing it. Put it that way. '

Conversely thinking about competition, nobody has successfully
used competition as a global cost containment strategy that I know
of. Maybe you will be different in the United States. Maybe the
United States is unique in enough ways that that is the way to go.

Senator PACKWOOD. Where has it been tried at?

Dr. EVANS. Well, it has been tried in Ontario, for example, with
the Health Services Organizations in which they capitated groups
of physicians. It was hoped they would respond to various sorts of
ambulatory care incentive payments and so on. The impression -
they have now in the Ministry is that it has largely led to selection
of patients rather than competition and efficiency.

On the other hand, constructively it has been tried in Sweden
within an overall global budget. They seem to have eliminated
their waiting lists within the last year by simply saying that if you
are on a waiting list for more than 3 months for a set of proce-
dures—you know, the usual things, hips and eyes and so on—then
you can go anywhere in the country you want, public or private,
to get the care and your home county council must pay for it.

Suddenly the waiting lists seem to have disappeared. As the
county council is exposed to this kind of financial risk, competition
in a sense, they said, right, we can fix this; and they did.

Within Stockholm, which is the largest of the county councils by
far, they have opened up opportunities for people to go to different
clinics and different centers and bring their money with them.
They do not carry vouchers in the technical sense. But when you
go to a place, you draw the money after you.

This is another message from the international experience, that,

es, incentives on providers work a lot. They are very powerful.
ou people demonstrated that very early on with your DRG sys-
tem. Suddenly your hospital occupancies crashed in a year. You
know, that changed the financial pressures and suddenly people

moved out of hospitals.
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You did not contain your overall costs because you had not made
the incentive structure broad enough. But I am not here as a pro-
fessional economist to argue that incentives do not work; I am only
taking the view from my political science colleagues. Incentives are
very powerful, but do not assume that an economist can tell you
what they are going to do. Targeting them is tricky.

I think one of the general messages that people are getting inter-
nationally is the critical role of primary care and of the gatekeeper.
They are trﬁing to figure out where—and this varies from one sys-
tem to another—to place that gatekeeper function.

Again, I am struck by the fact \~ai the Swedes are now trying
very hard to figure out how to get rid of all the specialists in their
system or to convert them into primary care practitioners.

I guess where you would sum that up, because obviously we have
some more things to talk about, is that it is clear that you need
more management and not more money in most of our systems. It
is not clear exactly where to embed that management, and that
probably does depend on your past history. Our logical place to
embed it is in provincial government. So that seems to be the direc-
tion we are going.

The Swedes are trying to embed it within the county councils.
But that is tough because they have historically been the rep-
resentatives of the industry.

The Brits have created or have built on their pre-existing man-
agement structure to localize management. So I think internation-
ally we are all looking for where to place that management process.

The CHAIRMAN. Good. I think we have heard, if I am not mis-
taken, the first exposition of the Bauhaus School of Health Care
which is, “Less is More.” :

Dr. EvANs. Absolutely. Yes.

The CHAIRMAN. We will put it down.

Dr. Marmor, we welcome you, Ted, most especially. We will just
continue this conversation.

STATEMENT OF THEODORE R. MARMOR, PH.D., PROFESSOR
OF PUBLIC POLICY AND MANAGEMENT, SCHOOL OF ORGA-
NIZATION AND MANAGEMENT, YALE UNIVERSITY, AND FEL-
LOW, CANADIAN INSTITUTE FOR ADVANCED RESEARCH,
NEW HAVEN, CT

Dr. MARMOR. Thank you, Mr. Chairman. What I have done is to
prepare some inaterial for you. I hope you will put that in the
record.

The CHAIRMAN. Of course.
d_['Iihe prepared statement of Dr. Marmor appears in the appen-

ix.

Dr. MARMOR. I really would like to use this time to address some
of the topics that have already come up and carry on a conversa-
tion that opens up the back and forth. )

I really have really three points I want to make today. One is
a simple distinction, which is in my outline really, a distinction be-
tween learning about—

The CHAIRMAN. And learning from. o

Dr. MARMOR. {continuing]. And learning from. That distinction
seems to me to be blurred a good deal in the discussion. it is hard

e
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enough to learn about and get accurate information. There is a big
step between that and learning from or drawing lessons from.

I just would urge us in our discussion to be clear. For instance,
you can go to almost any context and find some representation of
the costs of medical care in international comparison about which
there is an argument. You cannot draw any lessons from that until
you can establish that roughly speaking the Germans spend on the
order of 9 percent of GNP; and roughly speaking the Americans
spend on the order of 14 percent of GNP, '

That is something to learn about. Then what you draw from it
is a much different thing. But if you are spending all your time
wondering whether it is 14.3 or 8.9 your brain will be addled in the
process of trying to draw lessons.

So learning from, learning about different processes. Surely ex-
ertise can be brought to bear on the learning about. A lot of dif-
erent things are brought to bear on the learning from.

The second major point I want to make—and I am really going
to follow very much on Bob’s presentation earlier. He has really
made a series of generalizations that when I get to talk about Can-
ada, I am only going to be interested in where I disagree with him.

Because the picture we have got is German characterization, the
more general characterization, the Canadian characterization for
me in this paradoxical way, sitting next to a Canadian, and then
Joe will do whatever Joe wants to do on that since he covers all
these processes.

But the main thing I want to emphasize second is that in learn-
ing about foreign experience and trying to draw lessons from it, I
want to underscore and emphasize that between Canada and Ger-
many, two of the systems that are under discussion today, you
have two somewhat different roads to universal coverage and cost
containment.

There are some generalizations that apply to both systems and
all systems. But I want to emphasize that the striking thing to me
is the comparability in results in Germany and Canada, despite the
fact that tﬁey have taken somewhat different institutional roads to
it.

Now let me try to illustrate that. Canada illustrates in its most
stark and simple form, the use of a single-plan, single-payer tax
supported form of health insurance. In 10 Providences of Canada,
as I am sure you all know, you have got the equivalent of a public
bureaucracy substituting for a Blue Cross/Blue Shield plan of 40
years ago with service benefits.

They are distinguished by everybody being in the same boat
within the Providence—one plan, common terms. They are distin-
guished by having nothing in the way of cost sharing that is of any
significance whatsoever—service benefits. They are distinguished
by being nortable in the sensz that wherever you fnd yourself ia
Canada you move along, cad zeriatle ceross jols, ond «€ivss
statuses. )

They are distinguished by having Jlear pubiic |
clear identification cf who is to cuswer for g ulor”
quality and access. And fnally, there {s & om
tems, under those iax base systemis, (o {1e ¢8p
the care that is financially available, physicaliy
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sible in some order that is determined by medical need and not the
size of your pocketbook.

And the result of that in the Canadian context is a barring of
coverage for the same services through any kind of private needs.
That is the Canadian system, I think, in very short compass.

Now, the German system does not use the general form of tax
supported health insurance. It connects and has in the past tied in-
surance status to your empioyment source. Now you could say that
a proportional contribution is to every mother, father and child in
the world the functional equivalent of a tax.

But what I want to emphasize is that they have begun with the
employment relationship of going back as you were suggesting 100
years ago, and they have vacuumed up the funds through this de-
vice, rather than vacuuming up the funds through both income tax,
sales taxes and other means as in Canada.

But however you vacuum the funds, they have vacuumed them
up into systems that are held accountable for balancing cost, qual-
ity and access. The institutional means and the institutional de-
tails differ enormously. Consider 1,200 different funds in Germany;
10 Providences in Canada. Incomparable.

Wrong in my judgment. Wrong in the sense that what you have
in both systems, and you have in Australia and all the rest of them
as well, is various institutional devices for as Bob was saying, col-
lecting or vacuum up the funds, and then distributing them to pro-
viders in which you have very broad ranges of benefits.

You do not economize by cutting out benefits. You economize in
both systems in clearly comparable ways. You pay less per activity
than we do in the United States. You spend less on the movement
Ofl; paper and activity of that kind, the waste_that you were talking
about.

I was charmed by your point about fraud, waste and abuses on
no budget item. I would like to return to that subject if you would
like to follow-up on it.

But there are three sources basically. It is not so mysterious. I
must say the discussion of it is as if the human brain cannot em-
brace it. There are three things that make us very different in our
expenditures.

One is that we pay more for comparable activities. Our fees are
higher. Our rates of payment to hospitals are higher. Our salary
rates are higher. That is why. It is maybe a point of the difference
between us and Canada, perhaps something on that order.

Second, we spend more on the process of making this financing
and delivery system work, apart from medical care. That is, the
personnel per person in our system is more intense, but it is not
all medical care. That is for the non-medical care personnel; and,
of course, the classic version of this is line them up in Vancouver
General Hospital and line them up in Seattle General Hospital and
only line up those people who handle paper, having to do with
money terms on it. It turns out, going back to your accounting, that
the ratio is about 10 to 1. I mean, it is utterly astounding.

While it is true—and I think you made a very good point about
we surely do not want to have something ideal with no administra-
tion. You want a sensible administration is what you want.
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But let me just emphasize on this cost control point, on the com-
ﬁarative point, that that accounts for quite a lot. There is subtlety

ere that is often lost. The costs of administration are not one
thing. There are at least three different things.

One is the cost literally of administering the insurance, the
movement of money around. The difference between premiums in
and payments out. That is the carrying cost of administration; and
that is the direct ones.

The second source of administered costs are the costs of living
with that system of financing and provision, which are built into
the budgets of hospitals and physicians’ offices and consulting
firms. That is the apparatus which we do not count as direct ad-
ministrative costs.

Then third, which is completely uncounted in our system and
very important, Mr. Chairman, in my humble judgment, is the
costs of administration which can be best understood as frustra-
tion, complexity, uncertainly, the difficulty that anybody has in fig-
uring out what they are entitled to, from whom, under what terms.

Now the last one is non-pecuniary. We do not measure it And
the first two, we are very much higher than anybody else. This is
an area of immense significance. But what I want to urge you to
think about is that if I compared Germany with Canada or if I in-
cluded Japan or included Australia, I am sure I can show you the
administrative costs of all three are much less. But very significant
is the administrative cost differential on the first two.

That is an important element in our difference. We cannot get
away from it. It is not simply the costs of paper in the hospital.
It is the marketing of insurance. It is the review, pre-certification,
post-certification. it is the apparatus we have developed, which is
a much more serious problem, I think, than you appreciate if you
concentrated on the accounting departments of hospitals.

And finally—I mean there is lots more that I could go on to——

The CHAIRMAN. Finally of the three things that distinguish the
United States.

Dr. MARMOR. That is right, the third of the three that help to ex-
plain cost differences but do not fully exhaust it. The third is the
one that was really alluded to by the Republican members of the
committee.

I must say that the discussion so far and the questions raised,
all strike me as extraordinarily thoughtful. I do not know how to
put this without seeming —

T]he CHAIRMAN. Go right ahead, Dr. Marmor, any time. [Laugh-
ter.

Jr. MARMOR. I was going to say it seems to be unusually
thoughtful. But you can imagine. [Laughter.]

That is not quite what I meant to impl])(r. {Laughter.]

What I meant to say is that there looked to me in the questions
a real quali‘tg of searching for sensible responses rather than scor-
ing points. What I want to try to do on this is to be as candid as
I can about what I do not know; and as candid as I can about areas
that I have been an advocate of in another context, but not in this
context.

So the third one I want to speak to, the third element, is really
what is called the intensity of medical intervention, the intensity
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of medical intervention. Both a measure of technological interven-
tion and the personnel associated with the carrying out of medical
care interventions.

There is no question that that is one of the dimensions in which
we differ. We do more and we do more around the more we do
when we have people who are sick. But I want to sharply distin-
guish that from the point made by Janet which seems to be very
significant and illustrated just as well by Canada as by Germany,
namely, the accessibility of physicians in Canada and in Germany,
and the accessibility for most hospital requirements is greater than
in the United States.

Greater in the sense that, if you really need care, you get it very
quickly in the hospital. And more important, if you need to see a
physician, you are going to see a physician quicker in those sys-
tems. That is why their rates per capita business per year are
higher than us, tremendously higher in Germany, and somewhat
higher in Canada.

Their bed days per 1,000 are higher in Germany and higher in
Canada. That is an ambiguous measure though. If- Bob-is right, if
more i8 not necessarily better, we ought not to celebrate and they
ought not to celebrate they have used more bed days per 1,000.

ut I just want to, as a fact, a fact about—not drawing lessons
from, a fact about—we have this picture—and I think, Senator Rie-
gle, you were referring to it—this picture of the rest of the world
as draconian rationers of medical care with Germans, Swedes, Ca-
nadians, Australians, literally dying in the streets as they live
within their tightly bound systems. This is not accurate.
: The last thing, if you will forgive me for going on just a little bit
onger.

The CHAIRMAN. Dr. Marmor, please.

Dr. MARMOR. Well, I am sensitive to the fact that there are a lot
of people here waiting. But let me just make a couple of points
about the type of mythical claim about foreign experience that I
think maybe we could engage in a further dialogue about.

The one, I guess, I would emphasize. Two I want to emphasize.
One is that in orde: to have universal insurance on anything like
the models of abroad, that requires extraordinary increases in in-
trusive bureaucracy. That is just not the case.

I think this is one of the lessons of foreign experience, that if the
terms of insurance can be made more straightforward, if the bar-
gaining about the rates of payment can be done in the form of a
citizens cooperative, in which citizens are not the.major actors in
it but that is done through other. institutions, it does not have to
be anything like as complex and worrisome as we now have it or,
frankly, as complex as I think as some of the proposals would have
it in the future. That is point number one.

Point number two has to do, and the last point I want to make
for this part, has to do with the discussion of competition versus
regulation, international experience as a cost control device. No-
body else in the world has thought that you could have the control
of costs for a universal system by having competing plans and com-
peting plans with different prices to be the mechanisms by which
you would control costs. Nobody.
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_ Nobody has tried it. Nobody has planned it. But in the Nether-
lands, they have been for the last 4 or 5 years planning around
with slight versions of that, by allowing the premium to vary just
a little bit, the Decker reforms. That is the only place in the
world—the Netherlands.

Most of the talk about competition versus regulation I think con-
fuses the foreign experience, because the foreign experience, I
think—I cannot remember, I think it was Bob who said it—I think
the foreign experience, the Canadian experience in particular illus-
:raltes this, is quite straightforward in tﬂe mechanisms of cost con-

rol.

You have a powerful buyer, either one or many are coordinated.
They bargain about price and volume and they know what they are
going to spend roughly at the beginning of the year and they have
competition for those funds. The political will arises from the com-
petition for the funds that are going to be expended. That is the
constraint. And the political mechanism is the negotiation about
volume and use, volume and rate.

And the capacity to do so arises from administrative, a long tra-
dition of holding people responsible for getting their job done with
clear lines of accountability, which has a way of drawing into that
activity. And I worry—this is the point I want to make on this and
I will stop. What I worry about is, both misreading the foreign ex-
perience into thinking that administrative skill and competence is
not important, it is.

Those negotiators are in an ongoing game, as Bob was suggest-
ing, and they need to come back the next year. It is a permanent
negotiation and their skill level is very important.

d the second one is, 1 worry about drawing a misleading inter-
pretation that one meaning of competition, which is price variation
of insurance plan, is seen as the only kind of competition. What we
see elsewhere is intense competition for the use of services and the
use of providers because there is considerable choice and flexibility
about whom you use.

And if every system that we are talking about is fee-for-service,
I can tell you, if I were paid for every student who came into my
class, I would pay more attention how many came into my class.
That is the economic incentives.

You have competition for custom. You do not have price competi-
tion on the prices of insurance premiums. With that I will stop.

The CHAIRMAN. Very well. Joseph White is going to talk to us on
the international experience on controlling health care costs.

STATEMENT OF JOSEPH WHITE, PH.D., RESEARCH ASSOCIATE
IN THE GOVERNMENTAL STUDIES PROGRAM, THE BROOK-
INGS INSTITUTION, WASHINGTON, DC

Dr. WHITE. Mr. Chairman and distinguished members of this
committee, I am honored to appear today in front of such thought-
ful Senators and with such eminent colleagues.

My written testimony summarizes my understanding of other na-
tion’s approaches. It could not, of course, provide a guide to imple-
menting any of those policies. There is a great deal of literature by
some very thoughtful people, and I particularly commend to you
some of the work by other members of the health care study group
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that Professor Marmor and I have helped organize, such as Christa
Alferstetter and William Glaser and Victor Rodwin, about the expe-
rience of actually administering some of these other systems.

My-colleagues here at the table have said most of what needs to
be said, I think. I would like to add a few points.

First, other countries manage lower costs in a national guarantee
because they have different systems of health care finance—not de-
livery, finance. These systems do not require lower levels of cost or
lower levels of rates of cost Erowth. But they allow those countries
to choose, and they have chosen to have slower cost growth re-
cently. Before, they chose to have higher cost growth.

Other countries’ instruments for cost control are varied. But I
think they come out to be essentially the same in practice. One is
that each has institutions that increase the bargaining power of
payers relative to providers over the observed experience of Amer-
1can markets.

I am always struck when advocates of managed competition say,
well, when you have 5 or 6 insurance plans instead of 20 competing
with each others and trying to pay the doctors and the hospitals,
then the 5 competing plans will Ylave more market power and each
of them will be able to get a better price.

Well, if market power is the question and if 5 plans is better
than 20 or 5 insurers is better than 20, then 2 or 1 may be even
better. And what other countries do is, they have either a single
payer or a way of structuring a negotiation between all payers and
the providers. ..

Except in those areas where there are no fees for service, such
as a publicly budgeted hospital, each has some version of a fee

‘schedule, though some include exceptions of various sorts.

Now there is a lot of talk about fee schedules are price controls
and price controls are bad. But what that leaves cut is the fact that
fee schedules for medicine have absolutely no relationship to price
controls on normal markets.

There are three normal-eritiques of price controls. The first one
is that they are an administrative monstrosity in which you are
trying to regulate all these transactions and you could never en-
force them. Well, in fact, it is our current health care system of
varied bargaining among Ged knows who about individual prices
and discounts here and discounts there that is the administrative
monstrosity.

In a system with an agreed-upon fee schedule, it is much easier
for everybody to know what the prices are supposed to be. There
is much less administration. It is much easier and it is, in fact,
quite easy to track whether those are the fees that are, in fact,
being paid. .

The second standard criticism of price controls says that price
controls do not work because they only work temporarily and once
the price controls are taken off, you will have an even bigger burst
of inflation, which is totally irrelevant to medical fee schedules be-
cause they never get taken off.

The third argument about price controls says that they distort
the underlying logic of supply and demand so that you get a
misallocation of resources. Yet in the case of medical care, once you
have insurance of any sort, there is no underlying process of price
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adjusting supply and demand, for the simple reason that there is
no price constraint at the point of service, as thé people at the Her-
itage Foundation would point out, and as the designers of managed
competition would point out.

Once you have insurance, there is not a price constraint when
you get served. They think that is a problem. 7 think that is the

int of insurance. So that when you need medical care you can get
it and it does not depend on your income or whether you happen
to have the money stashed away at the moment.

Unfortunately, you cannot exactly borrow for most medical treat-
ment. Because if it is really severe, people will not loan you the
money.

Third, each of these nations’ budgets a substantial part of medi-
cal provision. Particularly, there is a move towards either budgets
or the functional et}uivalent of budgets for hospitals. They budget
at the level of specific institutions, not just the system.

In fact, I am not sure, I guess the Canadian provinces come clos-
est to having an overall budget for their systems. But even there,
of course, if more geogle show up than expected to get services for
which fees are paid, the States or Provinces, as I understand it, are
going to end up paying more than they expected to.

Britain is the closest thing to budgeting an entire system. But
that is only meaningful if you can find some institutions, some
ways of translating that into costs for actual care. The easiest place
to do that is at the level of the hospital. You say, “hospital: here
is a budget.” It is much harder to do it for doctors, for ambulatory
care, although the Germans did find a way.

Each has managed the capacity of its system, both to limit costs
and to increase equity of access—to make sure the facilities are in
the right place, which our market system does not ensure. And
they do it through controls on the access to capital, not just on cap-
ital investments directl'\_'l, but on the access to capital.

Now everybody also has a different way of funding medical edu-
cation than we do, which is in response to the concerns of Senator
Riegle. You do not want your doctors to have those kinds of debts.
It is a bad idea.

These similarities do not stem from similar cultures, but from
the fact that medical costs increase in all systems for essentially
the same reasons. And medical care involves essentiaily the same
activities requiring similar responses.

There is a lot of talk about cultural diffcrences and that will af-
fect what gets defined as proper care. For example, we do not do
the spas, but the Germans do. The Japanese take a lot more drugs.

But medical care is a technology which is roufhly the same ev-
erywhere. It has the same roles, and is essentially the same activ-
ity everywhere. The doctors and the nurses fight about the same
things everywhere. The doctors developed the same basic ideology
virtually everywhere over the course of the last century.

I mean, it is essentially the same activity and in response to es-
sentially the same controls or incentives or opportunities or what-
ever.

Now, what are the consequences in practice of these various
forms of cost control that other countries use? As far as I can tell,
it is very hard to make an argument that health care is worse in
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other countries. When specific comparisons are made on specific us-
ages, such as cardiac surgery, that certainly does not seem to be
supported and Professor Evans cited a good example also.

I do think there is evidence that the United States provides more
extensive or intensive care to the elderly and that those of our el-
derly who make it to age 80 probably do better in terms of the care
they get afterwards if that is what is affecting their life expectancy
thag anybody except the Canadian elderly, who still do better than
we do.

But on balance, it is just very hard to make an argument that
our care is better than other countries. But we do spend more on
specific things. We spend much more on bureaucracy and Professor
Marmor spoke to that. Usually when you talk about administrative
savings and waste, fraud and abuse, it is talking about doing some-
thing that you are already doing, but doing it better.

No. When we talk about administrative savings on the American
medical system, it means getting rid of some of the things we do.
We do not want insurance companies doing underwriting. It is a
bad idea.

Second, we do pay higher prices for much of what we buy.

Third, we do use more resources per service. We tend to use
more people and more equipment to perform the same tasks. Victor
Fuchs and one of his colleagues had a very nice piece in the New
England Journal of Medicine last month, I believe, about trying to
figure out why Canadian hospitals cost less for the same treatment
as American hospitals.

It had something to do with, in fact, capacity controls. If you
have a piece of equipment and you use it to capacity, then the cost
per use is lower.

We do seem to provide extra amenities for some people. Obvi-
ously, for the people who go to our big city charity hospitals, the
amenities are not very good at all. But because our hospitals com-
pete for the well insured, they spend a lot of money on trying to
look attractive to those customers. And we do buy more of certain
kinds of service.

Americans make fewer office visits to physicians than in any of
the other six countries that I have looked at—Australia, Great
Britain, Canada, France, Germany, Japan. We have fewer hospital
beds per person and we have lower occupancy rates. But we do
have very high rates of a number of expensive treatments, such as
cardiac surgeries.

The bottom line, as far as I can tell is that, yes, relative to trend
we can reduce our cost by adopting some of the measures that
other countries adopted. That does not mean our costs will go
down. They will not. These are fundamental reasons why health
care costs are increasing.

[The prepared statement of Dr. White appears in the appendix.]

The CHAIRMAN. Thank you. You said the United States should be
able to reduce its health care costs by the year 2000 by 2 percent
of GDP compared to its trend. So it would be at 17.5 instead of
19.5, something like that.

Dr. WHITE. That is purely a ball park figure, looking at it as best
one could make a judgment. For instance, of course, the adminis-
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tration is projecting something of about the same size or a little
smaller. I am saying that is not unreasonable.

The CHAIRMAN. That is not unreasonable. I do not want to ask
solely the questions, but could I ask Dr. Marmor and Dr. Evans,
tw‘;oulté they think that a reasonable thing for this committee to at-

mpt.

Dr. MARMOR. Goodness, yes. I mean, I think that part of the con-
versation is really quite bizarre is the assumption that there is
some natural law of increase that must happen. So that if the
trend line is 19 percent, you think you are at great victory if you
are at 17.5 percent.

I think the really impressive thing about Bob’s comparative work
is that when the Swedes got excited about this in the late 1970’s
and early 1980’s, they actually reduced the proportion of their in-
come going to medical care from 10 to 9.

We have this odd vocabulary in which cuts are described as re-
duced rates of increase, a very peculiar matter. And if we are the
most expensive system in the world, I dare say that is a conserv-
ative estimate of what is possible. But I can tell you this, that
:_h.eire are certain ways of going about doing it which are sure to
ail.

Dr. EvANs. I am not sure if | understand the question wholly.
g}ﬁ% last trend I saw was 18 percent by the end of the decade from

Senator PACKWOOD. It is more.

Dr. Evans. It is more than that now? And you are saying reduc-
ing it by 2 percent from trend, meaning that you will go only
from—well, if it were 18, you will go only from 14 to 16 percent
over the course of the decade and this is success?

Senator PACKwOOD. That is right.

The CHAIRMAN. Dr. White said it, not me. -

Dr. EvaNs. I do not wish to participate in this discussion.
[Laughter.]

The CHAIRMAN. Senator Packwood, help me. I am in trouble.

Senator PACKWOOD. In Oregon, we have recently adopted a Med-
icaid waiver procedure. We literally have ranked the procedures.
You do not quite want to say on cost. That might be the wrong way
to phrase it. Some of them we are not going to pay anything for
because the treatment is not effective. There is no point in spend-
in% money on things that do not work.

ut it is alleged to be rationing, although clearly it is for Medic-
aid and we ration Medicaid now. At the moment, Oregon covers
you up to about 60 percent of poverty and then does not cover you.
So in this list we say, we will go to 100 percent of poverty and we
will cover childless couples, but we are not %oing to give everybody
the same service we used to give and we will pricritize it.

Most people, I think, would look at the list and veaily would not
quarrel much with the priority list. At the top is preventive niedi-
cine and prenatal care and at the boticm are things that just do
not work. _

Is that a wrong way to be going abou! things? Because it sounds
the way you discuss, the three of you, like most of these other
countries do not do that. That they pay for aimost everything no
matter what.
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Dr. EvANs. I think there are two ways to responding, probably
lots more. But at least two come to mind in responding to “Is that
wrong.” Is it wrong in some sense to have a health care system
that cuts out the things that do not work? No. That is exactly
what—— .

Dr. MARMOR. I want to wholly associate myself with that remark.

Dr. EVANs. Yes, that is exactly what you want to do. Actually,
I was on a panel with Dr. Kitzhaber that was being interviewed
by one of our leading TV interviewers a few years ago. This was
all discussed and the question was raised, which I thought was
passing wonderful. “But surely, Dr. Kitzhaber, it is unethical to
withhold treatment from people who are in such terrible cir-
cumstances just because it does not work?” [Laughter.]
teI]djd not want to participate in that discussion either. [Laugh-

r.

So, yes, of course, that is what you want to do. And, of course,
not only do you want to eliminate the things that do not work and
indeed do harm. That turns out not to be trivial.

We have a recent report from the National Breast Screening Sur-
vey, for example, that shows pretty conclusively from the random-
ized trials that screening women who are under fifty does, if not
harm, at least no good. -

The response by the radiological community could only be de-
scribed as hysterical. The nature of the attack on that study is
such as to make you somewhat despair, not only of human intel-
ligence, but also of human goodwill and everything else.

So that is not a trivial thing to try to do, getting rid of the stuff
that does not work. I-think beyond that there are things that in
some sense do work, you know, removing of tattoos and reversal of
sterilizations and a whole variety of things. You may say, well, yes,
it works; but it is not altogether clear that this ought to be part
of a public plan and does not work enough to be worth paying for
and so on and so forth,

I think the real question of “Is it wrong?” is, is the Oregon ap-
proach the most effective or the only way of achieving those results
as against simply constraining the budget of the overall system and
then saying, okay, you guys figure out what to do.

Senator PACKWOOD. Let me ask you, do none of the other coun-
tries that you talked about—I use the word ration carefully—do
:‘hg’y not say there are some things they are simply not going to pay
or?

Dr. MARMOR. Yes, they do. But they do not—none of them use
the Oregon approach, of a listing of 500 to 1,000 procedures and
try to put them in a cost benefit order. That, I think, is an ex-
tremely important international point.

No other place in the world has regarded this as the necessary
feature of the rationalization of the benefit package.

Dr. WHITE. And part of that is because, of course, what Oregon
is doing is something different from running a national health care
sgstem. There the question is, is it a_good idea for Cregon when
the problem is: given that you do not have universal hezith insur-
ance, how to choose to allocate care among those people who cannot
get it otherwise. )
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In other words, Oregon’s problem is what to do about Medicaid
and it is making a trade-off within Medicaid. It is not a cost control
of an entire system issue at all. It is how do we find money to care
for more of the people who are not covered.

Senator PACKWOOD. But each of you apparently have indicated
that these other countries do not cover some things for whatever
reason.

Dr. MARMOR. For example, just recently in Ontario they removed
the removal of hair as a medical care procedure. Cosmetic surgery
almost everywhere is not treated as a reimbursable expense, and
all that sort of thing.

But I think the point, Senator Packwood, is not that. The point
is when German physician associations in geographic areas are
given a pool of money, they are not given a pool of money in a
ranked list of procedures, but they have to think about what sort
of procedures are being priced at what level and whether the vol-
ume of it makes any sense or not.

I think the core difference is this. The Oregon approach seems
to want to say, this is worth doing, that is not worth doing. Be-
cause on average, A is effective and B is not. The trouble is B is
effective for some people; and A is ineffective for some people. That
average argument is not what sensible physicians will want to op-
erate with. What they are going to want to operate with is to be
able to adapt within their budget, to some conception about the
worthwhileness of this procedure and to leave some flexibility. The
paradox is——

Senator PACKwWoOD. Well, do they make decisions then as to yes
patient A will get the treatment and patient B will not?

Dr. MARMOR. Oh, sure, all the time.

Dr. EvANS. That is what doctors do all the time.

Dr. MARMOR. All the time.

Dr. EvANS. That is being a doctor.

Dr. MARMOR. Rationing in the sense of deciding who gets what
when, and in what order is a necessary feature of a rational medi-
ga]—of any kind of medical care system. The question is on what

asis.

And the difference between the Oregon basis and the others is
that the budget control gives sigaals down the line that there is not
money for everything. But it does not tell you that some things get
zero and other things get a lot. It does not preclude priority setting.

I will give you another example from the Canadian context, and
Bob may want to elaborate. The example used, but another one
about pap smears. Pap smears are very important elements of pre-
ventive medicine. But doing a lot of them all the time is foolish.
So the payment system may well reflect a constraint on how much
that kind of asymptomatic treatment is given.

I think there was a scientific group that met in Canada and ad-
;'(ised the governments not to pay for pap smears more often than

Dr. EvaNns. Every 3 years.

Dr. MARMOR. Every 3 years. Now that is an example of rationin
the availability of money for certain kinds of care against a bac
drop of a useful procedure that can be uselessly expanded. That is
a very different approach than the Oregon approach.



46

Dr. WHITE. There is an extremely important theoretical point
here, and Eractical point here. You can find there are also some sit-
uations where you want to set standards as to how often you do
specific identifiable procedures that arc essentially preventive. The
administration is basically, as far as I can tell, in its outline of its
coming proposal, its 240-page outline, making a number of sensible
judgments about that.

Yes, you want to decide what procedures are worth paying for
and what are not, to the extent you can decide that in advance. But
patients varﬁ tremendously. And given that patients vary tremen-
dously and have different other things wrong with them and are
in different conditions, first of all, the principle of rationing, if you
want to call it that, that I certainly would prefer is you give guide-
lines to physicians. But the main thing you do is you iave it to
the physicians to decide because they see the whole patient.

The problem with the Oregon approach as an approach for an en-
tire system, is that the Oregon approach is not simply denying
things that are clearly useless. It is making judgments of relative
probability of being useful. It is then saying that the care you get
depends not on who you are in your particular condition, but on
whether your particular condition fits some politically and bureau-
cratically defined rules beforehand.

Senator PACKWOOD. Whereas, in the other countries the doctor
makes the decision as to whether: this particular procedure is use-
ful. And if an 80-year-old says I would like this X treatment, the
doctor says to himself or herself, no, I do not think so; and that
is a final decision.

Dr. MARMOR. No, because in most of these systems you go to an-
other doctor.

Senator PACKwooOD. Until you find one that will do it.

Dr. MARMOR. You might. But even if you go to the doctor to try
to do it and it involves expense of hospitalization, you are in com-

etition for those scarce resources. That is where it makes a dif-
erence that your hospitals are——

Senator PACKWOOD. So there is a form of rationing?

Dr. MARMOR. Absolutely. There is no alternative to that.

Dr. Evans. Hang on. I guess I am more favorably disposed to-
ward the Oregon system than perhaps some of the Americans here, -
because the process that you described, certainly in Canada, and
I think more generally, of “Give the money to the doctors and let
them figure it out,” that is far from perfect either.

The CHAIRMAN. And that is the way of the world and so are we.

Dr. EvaNns. I understand that. But I did want to come back to
your 80-year-old, because it happens there is a Fiece published in
the New England Journal last month by William Molloy from
McMaster who has been doing a lot of work on this, looking at how
doctors react to the presentation of a gravely ill 80-year-old man
presenting at the emergency room with a series of symptems sug-
gesting that he is on the verge of checking out.

What Molloy found systematically in his group is that the re-
sponse that you get by the treatment people will depend very much
on how closely they are associated with that perscn. If you are a
doctor at arm’s length from the individuzal, you hit him with every-

thing you have got.
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__If it is a member of your family, you are a lot more careful. And
if it is you, you choose palliative care. I am quite serious. Under
those circumstances, what the patient wants may be less, not more.

The CHAIRMAN. That is sort of counter-intuitive, is it not?

Dr. MARMOR. Right.

Dr. EVANS. Not really. Think about it.

The CHAIRMAN. Well, when you think about it.

Senator Riegle? I think our remaining time—we are in the after- _
noon.

Senator RIEGLE. It is fast f)assing here. First of all, let me thank
all three of you. This has also been I think a wonderfully helpful
discussion today. I wish the whole country could be participating
in this discussion.

I will tell you what I come away with in listening to what has
been said this morning, with the earlier witness and the two of

ou, that is, that what we probably ought to be doing is to try to
nd the American system toward something that has certain fea-
tures that we are seeing both in Canada and in Germany. I mean,
in other words, a blend that would work for us but that would take
us down a track that would start to give us some of the virtues
‘tgat seem to be accruing there. Not that there is any perfect sys-

m.

But at the same time, if that is generally sort of right, I am not
hearing a ringing endorsement for managed competition. What I
think I am hean'n%-——

The CHAIRMAN. Does anybody have a bell? [Laughter.}

Senator RIEGLE. {continuing]. Both on the lines and between the
lines is that you are saying as you sort of assemble your own per-
spective that the notion that somehow managed competition is an
avenue to the right blend of outcomes, does not really compute very
well. Is that a fair summary?

Dr. MARMOR. It is important enough question and we may have
different answers.

Senator RIEGLE. Yes, and I would like to hear all your answers.

Dr. Evans. I like managed competition. I am an economist. I was
trained that way. I think it is a great idea. I loved it when I first
discussed it with Victor Fuchs at a seminar at Harvard in 1968
when I was a graduate student. And the main outlines come out
there, although the details have become much more sophisticated
since.

But I irow old in the service, and I think that managed competi-
tion or the whole competition idea may be one of those things that
is, like the gallium arsenide lasers, the technology of the future. Al-
ways has been. Always will be. [Laughter.]

r. MARMOR. If you got an answer from that, Senator Riegle, you
are better than I am. But I think that was not a ringing endorse-
ment. (Laughter.]

Senator RIEGLE. A little Rubik’s cube in there.

Dr. MARMOR. But I want to present it a little bit differently. I
think managed competition can be either understood as a label
which is misleading or as a symbol for a particular proposal.

As a label, 1 ﬁng it extremely unattractive. Unattractive in the
sense that it is oxy-moronic. You do not manage competition. You
manage resources. And you regulate competition. If they said that
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straightforwardly, I would say, let us get to the details of how you
ropose to manage resources and regulate competition and on what
asis.

So I do not like the label. But as a plan, that is looking at the
President’s proposal, which he has put under this umbrella, what
I would emphasize is two quite different things. I know it sounds
odd to have two thoughts at once in my head, but I do.

The two thoughts I have is, if you were comparing the Presi-
dent’s proposal on the dimensions of universal coverage, on the di-
mension of comprehensive with the benefits, on the portability of
benefits, on the effort to locate responsibility for cost and quality,
on all four of those dimensions anybody like myself would place
themselves with my history in back of those things.

Those are elements that I think are common across what he is
prorosing, what issues I have been. I think to not see these is mu-
tually exclusive.

Senator RIEGLE. Those are goals.

Dr. MARMOR. Those are goals and there are some instruments for
them. For example, federalism here is unusual, a very unusual
thing to have a federal. By which I mean federal, national, state
combination. It is an unexpected feature. It is actually Canada in
drag is the way I would put it.

The CHAIRMAN. No. [Laughter.]

Dr. MARMOR. Sorry. I withdraw that remark.

But what they difter in, Senator, is the theory of cost control and
the plausibility of arranging delivery changes in a time frame fast
enough to get costs under control even if the system would do so
were it in place. On those dimensions, I differ in my estimate of
the speed with which it can happen, and I differ very much in my
estimates of the likelihood that will work as planned. Both dimen-
sions. Both slower and less likely to produce the effects.

So I for one would opt in a second for a simpler, more reliable,
less fancy device to get down this road of cost control than I would
for a fancier, more appealing theoretical device that I cannot find
en;girical experience to give me confidence that will do what it
said.

I regard that as a nuanced reaction to the question.

Senator RIEGLE. No, I understand. -

Dr. MARMOR. And people try to force you into it.

Senator RIEGLE. Let me give you an argument to add to yours
and then I want to go to Dr. White. That is, it also depends on
where your start point is. If your start point is at 14 percent of
GNP and you are on your way to 19 percent and you are hoping
maybe you only get to 17 percent, that creates a level of urgency.

hen if you take 40 million people uninsured, that creates a level
of urgency that does not give you, you know, sort of the Rube Gold-
berg route, circuitous route to get there. It seems to me, you have
to sort of cross-wire your answer. You have to make your answer
happen faster and with a high degree of confidence because you are
already late, so far behind the curve that you cannot afford to
horse around with something that is going to take a long time to
mtgbe work. That is what I get out of this.
r. White, what are you saying?
Dr. WHITE. Ring. Ring. Ring. Ring. Ring.
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Basically, you have to distinguish between managed competition
as a theory and the President’s s)lan as a theory. As | stated in my
written testimony, every possible theory of cost control is in the
President’s plan. There 18 a lot of talk about the managed competi-
tlo_n,t but everything else is there in one form or another at some
point.

There is something to be said for that. Redundancy backups and
80 on are & good thing in general. Managed competition as a theory
has a good side and a bad side. I mean, as a set of proposals.

I think the idea of having HMOs and integrated delivery net-
works as a form within a system, as a possible check on the behav-
ior of fee-for-service, as a direction in which the whole system is
evolving as people, patients, and doctors choose it voluntarily, is an
excellent idea. -

It is something we have and for historical reasons these other
countries do not. I think it should be encouraged. But I think given
what the trend has been over the last few years in evolving to-
wards that kind of form, which has been slower than people claim;
given the difficulties in terms of capital investments and the actual
preferences of doctors and patients in terms of whether they want
to be in that form, which they basically do not; I do not think that
you can rely on the cost control among these accountable health
providers as the fundamental form of cost control.

So what I am searching for is a way to combine what other coun-
tries have done with elements of the managed competition propos-
als to get a system that could arguably be better than either.

The CHAIRMAN. Well, I think on that note——

Senator RIEGLE. We can pursue this, but I think we have taken
it as far today as perhaps we can.

" The CHAIRMAN. Yes. But I do think we have heard—let me ask
you now. Have we heard festina lente, make haste slowly here? To
roar right into a fleeted system asks for unanticipated con-
sequences of all manner.

r. WHITE. I do not think I would agree with that in the follow-
ing way. In that if you move quickly into a system with the major
elements of which you have evidence, and you have experience, and

ou have examples, of how tc manage it, then ynu are much less
ikely to get unanticipated negative consequences than if you walk
guickly into a system with which you do not have much experience.
o slow versus fast depends on which you choose to do.

Dr. MARMOR. I think I understood you to be saying be cautious
about moving quickly into something you do not have much con-
fidence that you know how to run. That I agree with. .

But I do not agree that we ought to treat this as something
which we have to do years and years of more research on to figure
out what works.

The CHAIRMAN. Yes.

Dr. MARMOR. That I really disassociate myself from. I think that
we have most of the institutions in place. We have had negotia-
tions, instruments, and American counterparts to corporatism in
the Medicare program on both the physician side and the hospital
side. I would argue that we can move deliberately if we do not fool
gt:rse)ves that to hold out for the perfect is the right lesson to

aw.
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The CHAIRMAN. That we will find that perfect—

Dr. MARMOR. That we will find that. The risk adjustment discus-
sion was a good example of that. It is an illustration of trying to
do everything to avoid the most obvious -point about universal
health insurance, which is to spread the risks as widely as possible.

The CHAIRMAN. Dr. Evans, why don’t you have the last word,
since you are once again standing here looking down upon us and
saying sooner or later you will catch up with civilization.

r. EVANs. I was carefully trying to avoid that, Mr. Chairman.

ThfiafCHAlRMAN. You did. You did, sir. I thought I had to say it
myself. 4

Dr. EVANS. Well, I think the last word from an outsider should
be suitably modest, that the complexity of your problem certainly
dwarfs anything that we deal with now or have ever dealt with,
that what kinds of solutions you are going to find will be unique.

I do not think an outsider is competent to answer (txestions ike
you should do X or you should not do Y. But I think the point that
was made about the very different cultures from the rest of the
world, coming to in some ways similar kinds of solutions, is one
that I think you should take to heart. ‘

Because at the end when you do find the right answers, they will
look very much in their outcomes like the same sorts of things that
everybody else ha: done. The mechanisms will, indeed, differ. I do
not think there is any question about that.

The CHAIRMAN. That is a nice point on which to conclude. Thank
ou, gentlemen, so very much. It is hugely generous of you, Dr.
vans, to come down all this way.

Dr. Ted Marmor, it is good to see you again, sir.

Thank you, Dr. White. )

(Whereupon, at 12:34 p.m., the hearing was adjourned.}
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APPENDIX

ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF SENATOR DAVE DURENBERGER

Mr. Chairman, I welcome the opportunity today to more closely examine the at-
tempts of other countries to control health care spending. However, I caution all of
us to take a careful look at the various systems and their application to reform of
the health care system in the United States.

The foreign health care systems have maintainet a smaller amount of spending
per capita or as a measurement of percentage of GNP than the United States. But
no system has succeeded at controiling the rate of increase in health care costs.
And, no system has the means to setisfactorily evaluate health outcomes. Therefore,
it is difficult to even compare the systems to one another and measure their value
to consumers in this debate.

I believe that the goal of health care reform in this country is to guarantee equal
access to high quality care—through universal coverage of the financial risks. Today
we have unequal access to health care—by both geography and income.

As we know, there is more than one approach to achieving our goal. I recommend
the managed competition approach that contains health care costs by strengthening
the market power of consumers.

Yet managed competition is not easily compared to Canada, Germany or the cur-
rent U.S. system where fee-for-service medicine dominates. As I have stated many
times before, Minnesota is delivering quality health care at a lower cost. It is that
system that I would prefer to hold up in comparison with other systems.

On the other hand, some of my Senate colleagues have an oppoeimproach.
'!zle w?:tte blo esjj‘.abliafl a single-payer system like the one in Canada—a istered
at the s eve,.

Under such a system, there would be only one geayer for health care in any state.
A national health board would eet standards for benefits, and work with the states
to develop health budgets. Goverament would cap the annual increase in health
care expenses to the rise in the overall cost of living.

This proposal is supposed to contain costs. But a much more likely result of enact-
ix.lg l:,i;.:’ingl:-}:ayer system is the rationing of access to health care, and the reduc-
ion of i ity.

Let me i'ilustrate hov" the p. >posal would work if it were applied to running a res-
taurant instead of a health care system. .

Let’s say you own a restaurant with a very big me..u. The government gives ev-

ea;ﬂ. This card entitle. them to any-
on the menu they want, at any time, regardless of how hungry they are, or
what their needs are.

Now assume that you—the restaurant owner—are required by the government to
serve all the people who come in with their cards. Then the government will tell
{:': how much you can spend over the next year—and no matter how many cus-

ers you serve or what kind of food you serve them, you will never receive more
than that initial budget. The government will also tell you what they will pay you
for every individual item on the menu.

What happens if everyone corzes in the first few months of the year and orders
steak, the most expensive item on the menu? What happens to the budget?

This is what happens. The government will cut the level of its reimbursements
for steak. If demand continues to rise, the reimbursement rates will go down again.
In all likelihood, your w%‘l'iu and opercting ex?enm will end up exceeding what
the government pays you for the steaks you serve

(81)
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What will do? Probebly, ;. - first responss will be to buy a cheaper cut of
meat. You will reduce qualify—even if it meana that you risk being fined by the
quality rs. And if your bottom line falls below your budget allocation, you
simply go out of business.

a business person, does this make any sense? Will you be motivated to compete
with other restaurants to serve highest quality at lowest prices? Absolutely not.

Yet this is precisely the kind of system some are advocating for U.S. health care.

They contend that this system only gets at greedy providers. That may well be
the intention. But in government, intentions are not the point. What we have 2o ex-
amine is not intentions—but the likely co uences of our actions. In the unlikely
event that a single-payer bill is passed, health care consumers will face truly dire
consequences.

'l‘he'l\:hwill have to pay more—in hiegher taxes—for a system of lower-quality health
care. The average Canadian pays 46 percent of income in taxes—and the Canadian
health care system still can’t control inflation. We have to do better than that—and
that’s why I urge the proponents of single-payer legislation to take another look at
the managed competition approach to health.

I have been working with the "manag:d competition” experts for the past 14
years. What we together are telling the esident is that the managed-competition
experiments under way in California and Minnesota prove that it will bring health
costs under control.

The key is to do the reforms in the right order. First we create—community by
community, all over America—the system of managed competition, That way we
bring down coats. Then—once the practice of medicine has changed and costs are
R«;i‘ng.eontained by a sound, working market—we can extend health coverage to all

ericans.

Universal coverage is our goal. And managed competition is our best strategy.

PREPARED STATEMENT OF ROBERT G. EVANS

1) Reform of heslth care systems s either under discussion or
underwvay in most countries in the deveicoped world. Saveral
features of this process stand out:

a) It i@ simultansous to & mumber of countries, and rTecent;

b) These countries have very diverse forms of health care

()

organization and paynment;

a) Raform is gensrally described as motivated by financial
pressures; but

d) It is oucurring in countries where sxpenditure on haalth
caxe is very high (the U.5., Canada, fweden) 3nd whexe it is
very low (the U.X., Mew Eealand), both absolutely and
relative to total oaticoal incoas.

a) The virtual universality and simnltaneity of this urge to
‘yeform” whatever health care systaa a nation may have, may
xislead Anericans into believing that thesir own paculiar problems
with heslth care are general thxoughout ths Adavelopad world.

ohis is not trve. America is unique in its range and severity of
problems with heslth care; the United States is JOT s country
1ike the otherxs.

3) ohe 4imensions of American unigquensss axe well known, and
Ig:.a-ln.nunq. although theay have besn growing sore ssvare over
t 3
a) Coverage - pone for many,
- seriocusly insdeguate for many BoXe.,
- insecure for an indeteminste nunber.
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b) Coste -wr«mmmuamw,
- the most repidly rising,
=~ with lesst Gsvsloped means of  wmtrol.,

o) Efficiency - the paymant system wsstes ror . .7 $100

bdllion & year in acministrai.vs Overhaad,
T Eiaomoetio s ometterioh-teck”
procedures.
d) Emuicy - laxge &ifferences in sccess and quality o

care, Gspsnding upon '
= high proportion of costs borne by
thoee lowsr income levels, and sickest,
- ‘lﬂllnﬁr l(iioh mu;. luo?o: for
part arly physicians).
e) Realth -~ maizpreseive, ralative to other developed

Cutoomes . though

= tnolesr how such of poor performancs is 'Y

£) pudblic -w“:.dmlo::a ountries surveysd
8atistacticn ° o °

4) hehmoehcmiuathmwuhthm

of the "Maditerransan tiex®) there bas for yearxs if not 4:33?
bean general satisfaction with the overall structure of the -
baalth care system. The xhstaric and Political theatre of corisis
has been part of the normal dudgetary processes of many of thege
systeas, but mmm.mmmmm
existing arranjemamts. .

°5) The racant interest in major structural reforms has
resultsd from 2 sudden "failure® of those arrangemsnts, lﬁl
less fzom an *"explosion® of costs -- ths dats do not support
rhatoricsl clainms. The general problem has been 8 decline in
overal. rxates of econcain growth. -

6) Roughly speaking, Canada and the countries of western Zurape
have gone through three phasas in tha post-war period:

a) Rapidly rising bealth care costs, increasing as a
proportion of rising mational incoaas) followad by

D) More slowly rising health oare costs, making wp &
relatively stable mion of yiwing national incomms; and

now

C) More vigourcus attexpts to limit bealth care costs, so as
to bold them to0 s constant share of much mors slowly growing

national icocomes.

7) These phases have coincided with changing paxceptions both of
tha relationship betwesn heslth care and bealth itself, and of
ths dynamics of mofiern health carxe systems. Rather than

responding to "needs” in & more or less
way, such systaans appsar to expand indefinitely until they xeach
an sffective extarmal 1imit. in most systems cutside the Gaited
States, tbhe establishment of universal coversge was associated in
phase 3 with the developmant of mechanisxs to imposs these limite
through the public (or guasi-pthlic) reixbursesent systems.

8) The United States is the obvious exoeption, Never having
svooesded in moving from phasa 3 to phase 2, the U.8. lacks bath
universal coverage and «ffective mschanisas for coat oomtrol.

t™he ineffective mschanisng,which have besen developed through the
private sector have falled to coatrol the costs of clinical care,
vhile generating an extraordimarily lerge and expansive private
buresucracy without parslilel anywhere in tha wastern world.
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$) T™hes euocessful mechanisms applied in othar countries have
focused on two aspects of the health care system:

8) Prices, wvagas, and total budgets;
D) Constraints on cnpqcity or capital:

10) Counntries with significent parts of the health caxe ten
paid by fees for sexvice begin with negotiated wiform zo:"
schadulss, go on to limit opportunities for extra bill! . aod
then try to impose some fora of globsl control on Paynants,
“Socislized® systams in which most haslth care workars are
exployees necessarily includs direct wage negotiaticns, but thase
Day be undsr more or less stringent controls, and say bde within
the frameswork of overall "cash limite*.

11) Capacity constraints may bs applied to:

a) Physical cmpital:

) muman capital: ox

¢) Techmionl/intellectual capital or * =how"
Aince in health care cepacity of whatsver form tends to gensrate
ite own “demand®, measures to cootain oversll costs sra 1ixely to
be unsuccessful or at lsast politionlly very difficult if they
4re not matched by simultanecus msasures to limit capacity. (Do
not keep training more doctors if you hops to contain the growth .
of physician expenditures -- or keep subeidizing naw
phamccuufcl research, if you are comcernsd sbout ascalating
drug costs!

132) Ganerally spetkirg, all countries have found that the only
way to liait ocost escalaticn ie-to—taka contxol of all the
revenus flows into hsalth care, and limit them. 7his cen be done
by » "single-payar" system (Canmda), or by a closely coordipated
multiple payer system (Cermany). Indirect msasures ~- guch as
limiting “demsnd® through deterxrent fees -- have deen conspicuous
fallures. ,

Control of physical capuaoity bhas been relatively easier than
ocomtrol of husan capital --- both numbers and levels of
qualification. The latter tends to be drivem Ly the econcmic and
professiocnal interests of provider ¢roups themselves; the formar
by community concexns for incoms and employment creaticn. The
proliferation of *specialoilds® is a prodlem in hoth Sweden and
tle U.8., for axample, despits tha very differext oxganisstion
and funding systems. Control of ths proliferation of tecimical
capital is particularly difficult; it has been possible primarily
through control ¢f the equipment in which it is eadodied.

13) The current interest im refcam is not a resunlt of the
breakdown of these edministrative techniques for coantrol. Jather
the deteriorating general ecomoaic eavironment imposes a
daigricult political choice. Rither controls must bs applied much
more rigorcusly, zestricting health care ssctors to 3uch lower
rates ©f ovarsll growth than they have becoms acoustoaxsd to,
historically, or those sectors must be parmitted to take an
increasing share of national rescurces.

In the former case, neaw health priorities must ba supported
by drawing funds from old, rather than by coostantly adding new
Bmoney, as in the past. Hence the provider rhetoxic of *out-
g Sl by fo s oot RNty
programs, fac ties, Decpla. ttor case, bow
regourcss mnst be raiped by taxing, borrowing, or pearmittiog tha
return of °prxivats” Efunding. None of ths options is attractive.

BEST AVAILABLE COPY
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12) The political responses of providexe to tighter controls

to maintain historicsl patverns of expansion. In "socialiste
systems, budgetary coatrols result in declining workloads and
increasing wmiting lisets; in fee for service systexs
practitioners try to expand patieant throughput and to tap private
sources of funds. In both environmants, the rhestoric of system
decay and imminent collepse escalates, regardless of the actual
levela of provision or the efficiency or effectiveness of current
refource use. "Reform® of whatever stripe, 4s ths response of
payere to these escalating politicsl prassures.

13) Yor americans, however, it is vexy inportant not to ba taken
‘in by this external rhetoric, which is than xecirvulated with
amplification in the Amarican debates. The genesral problea of
health care policy in the developed world outsids ths Unikted
Statas ig how to contain the intemal expansiocoary nomsntum of
modern haalth care eystems in a way which is politiocally
acosptabla, and does not threaten ths bealth or well-being of the
mi::iou they serve. This ie a pglitionl, mot a technical
pxob. B .

14) There is no doubt, on thes evidence, that effective, humne,
apnd responsiva bealth care can be provided to modern populations,
at or balow the costs now experienced in the *high end® countries
such as Canada or Swedsn, though the U.K. Eay be mose of a
guestion. Each of the indspendent public inguiries into bealth
care in the various Canadian provinces resched ths same
conclusion; the systeam nseds BOre BADAJEmSAt, Aot more money.

But it caxnot be done while simultansously preserving the
econamic and professicpal aspirations of all those who now work
in, oxr who hape to work in, and be well paid froa, those systexs.
And therein lies the problem.

315) Much of thie evidance has been availadble for years, Lif not
Gecsdes. 1In Canada, for exaxple, cbservers of ths hsalth care
system have since the midr 19602 been pointing to the overuse of
nospital deds, and the inexplicadle variations in patterns of
hospital use and surgical practice. The political diffiocultiers
and costs of acting on what wae generally known -- at least among
students of health care — have until recently ountweighsd the
potential economic benafits of more carxeful managssant, in all of
our beaalth cars systams. The social coasensus was more easily
maintained by simply adding more funds, while this aould be
afforded. Now, in all systems, pecple are trying to address
problems which have always been there. _

16) On the othar hand, the external economic pressure has also

old arguaents adcout the roles of the public and the
private sector. Providers, threatened with more severe econonic
restraints, ars inorsasingly intezested in extracting more monsy
from patients, aithar directly or through private insursnce. The
U.5. systea thus becouss an attraotive exaxple, demcnstrating
very clearly Low s nixed apd fragmsated funding systems can
apsure the industry an ever expanding supply of funds, DO matter
what is going oo im the rxest of Lthe soconomy.

17) Providers interested in keepiny the money flowing, and
avoiding exbarrassing questions about how it is being used, find
potential allies in two other gxoups. 7Tax-tunded pudllic paysent
systems distribute the urden of payment roughly in proportion to
pecple‘s incomes, Or even progressively. A shift from tax
ginance to user pay or private insuruace would shift the
financisl burden awsy from the more to the less hsalthy an
wealthy, l.e. tracaferring nat income £o the bsalthy and wealthy.
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The estadlishment of universal pudlic systess, along with making
bsalth care services more equally scomesible, repressatsd a very
significant inoome transfer from highar to lower income pecple.
Increased private funding would shift trensfer scos of that
incone back. At the same time it would give those with greater
ability to pay., improved sccess to hsalth oaxe.

But psyers for care would also denefit. Csught between tha
political coets of raising taxes (or "socisl inmsuxance presiuns®)
and those of txying to contain health care systems. "dlaming the
victim® and trunsferring costs from public te private budgets
becomes an incressingly popular option -- evem if ovezall costs
go uwp and efificiency and equity go dowm.

18) The political mature of tha problem explains why so much of
the associated rhetoric is divorced froa, and wholly zesistant
to, ths evidence. Standard claime mads include:

4a) Aging populaticns Xepresent & stealdy sxpansion of
"needs”; moxrs and more resources must f£low into hsalth care
Just to meet those needs;

D) Techinologicsal advances increame the bensfits that health
ocace systeas can offex, dut st ever increasing coste;

¢) Kealth cars is "service intemeive®, so the possibilitiss
for productivity incoease are minimal;.

4) Public expectaticns are lncressing without limit.

All of thase claimes (and othera) have tha oocxmon charactaristics
that they identify a process taking place gitside ths health care
systea itaslf ("Xe’re doing the best we can, in responding to
the external pressures on us."), which generates en ovar-riding
claim fox mors rescurces to xeet new “meeds®. They thus revarss
tha conclusions of the Canadian Commissione —-- and moet of the
Europaan refOormers -- “NOt mOre xzanagement, more oonsy!® Thay
axe also false.

19) Extsasive research has consistently shown that the sources of
utilization and cost escalation smong the eldsrly axre not
denographic, but result from changirg -- and questiomable --
patterns of care for tha alderly theaselves.

Technologies themselves are nsutral, it is bow practiticners
choose to use them that determinas whether or not they gensrate
increases in 'needs®. Mo onp challenges the evidence of
widespresd imeppropriste use of technology, in or cutside the
U.8.; the advocates of expension simply ignore it in presaing
their case.

Moreover thare are many technological immovations in ksalth
care which mxe labour-saving, it is esimply not true that labour-
intensive sexvice industries are imomns to productivity increase.
But the behavicuxsl zaspcneses of pxuviders of health care
typically convert such innovaticns froam "substitutes” to uafd-
ons®, and this has Deen going on for dscudss.

And tinally, pudlic axpectations are oot gensratsd im a
vacuum. 7They are daliderately created by providers of oarxe,
somatismes through ovexrt advertiming, soometioas through sansged
"pows® stories, and most often directly in the clinical coatact.
The Amsrican experience with cholesterel screening is an obvious
sxaopls. Ths osntral problem is that all the econoaic Tewards
(and aeny of tha professionsl) go to those who create unrealistic
axpectations, and then seek the zesources to respomd to, if not
meet, them. Those who try to adapt expectaticns to reality -- in
effect "da-maxketing” -- rarely gain xore than professional
satistaction. .

20) mmwmuo!muhcmm. in a
way shich is both politically acceptable acd advances the hsalth
status of the population sexrved, requiree policies snd sctions om -
four levels)
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a) More efforts toO Ldentify sppropriate health csrs,
including more understanding oot only of what ®works® and what
4oces not, but also what it is that peopls thamselves really went
-- which is om'ﬁ'w. Coatraxy to the olaims of those
w0 make their 1 salling sexrvices, people (even Americans)
éo not want health care sexrvices. They waant to be healthy. Aand
ressarch is increasingly demonstrating what should in any case be
:ntnscluu- ocbvicus, that in marny inpoztant cirocumstances, "Less

s more". & :

b) Much mors work on how to translate what is known
about what works and what does nmot, and what people actually
want, into clinicel praotice. Ihe gap betvaan what is knowm, and
what {s dons, eppoars to dbe increasing. Providers of haalth care
tend to be zelatively rexponsive to afforts to get thsm to *Do
things right” -« gquality of care has universal support, at laast
lﬁrmlplo. Bat *Doing the right thing® is a much less
faailiar concept.

a) Batter adaptation of capacity to prioritiss. If you want
aore genaralists, <o not keep training ever moze specialists --
and peraitting tham_to charge fees which yisld such higher

- incomss than those of genarslists( If you want more bons support
- for tha slderly, 4o not keep flowing funds into scsdemic health

scisoce ceatres, and 4o not permit nurses and other professicoals
to practice "aredsntinl escalation®, foreclaosing the
opportunities for less extansively trained pezsonnel who can
actually prowvide the cara that is needed Aand e¢o on.

d) Much bettsr communication with the gemersl public -- a
problem in all systems. So long as all the rewaxds go to those
who oreate false expectatiocas and mis-represent iesues and feacts,
it will be very diffiocult to aaintain a constituency fox reform.

21) The American axperiemce with private instrance 1llustrates
this last point very oclearly. The extrsmsly counter-fuactional
role of private inserance in the U.8. is so widely recogmiczed
that even The Pcopgmist made its elimination ths €irst of its
hezlth care recoxxandations to Presideat Clinton, last November.
(The other two were:; *Get rid of fee-for-saxvice, and stop
talking about Canafia®.) Yet the industxy is too bipg snd powerful
to remove from its strategic position. 6o instead, ths Clinton
reforms keep the.industry in Lusiness, while seeking to shift it
iato a nsw product line.

Onderwriting -- risk selection and pricing ~- is a pxoduct
no ons wants sny more. Univergal coverage requires conmunity
ratiog as well as coverage of the whole population. What is
wanted Dow is effeative managemant of clinical services, with
minizal sdministrative costs. But underwriting is wbat insuraace
conpanies do -- that jig insurance. £o why assune that insurance

are best suitad to this task? Eecsuse, like Mount
Everest, they are there. Brexy ona in the £ield may undarstand
that they are part of the probleam, not tke solution; but the
American public does not.

22) Looked at from this perspective, however, employment-based
coverage may make political seanss. There is no doubt that -
adginistzativyly the Canadian style of single-payer systea, based
on tax revenues, is more efficieat, less costly to rua, atd more
equitadble, than sxy the Garman, and certainly than ths new
Amarican, whatever it turns out to bs. Oa the othar band it aleo
concentrates zall the political pressuxe at ons point, on tha
provincial cabinat, with the ministers of baslth and finance as
1ightning rods. The healbh care industry itself im a permanent
and powerful politicel cemstitwency advocating expansion; thare
is no institutionalized *volce on the other side” to balance the
political dsbate. In the Gersman system, by ocountrest, eaployers
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and exployees are (eaid to ba) much moxe consolous of tha direct
implications of health care spending for thamssives, and more
vuuaq to support the pubdblic policies necessary for contalmment.
+ in Tecent ysars Germeny has been more succassful in
coat containment than has Capada. Siwxilsir forces may have been
at work in the famous imexicen axamples, in Eewail and Rochaster.

23) On this interpretstion, scxe inefficiency in fumding may be a
price to ba paid for political belance. But it is isportant to
ootice that this has to 40 witd the usual econcnists’
nonsense about “"usar £foes™ and "consumer choice”. Thdividuals
are not cepeabls, bymircholcnotemtypoo:m, of
ansroising affective contxol over any countxy's health care -
system. Indeed the Amarican experiance of the past decads shows
olearly that corporutions ate not effeotive either. Management
absolutely requires public policiass and enforcement, dut those
require broad public suppoxt, which in _turn depenis upon broad
undexstanding. And that may be whers placing employer and
exployea groups "at risk®* comes in.

‘ad) lnternaticnal experiemce does not to this point provide any
fim guides as to the detelils of successful "refora®; even thes
White Paper reforza in the V.X., presented politically as a
success, are dsscribed dy insiders as °too sooa to tell"., put
certain gensralizacions do seem to be suppoxtable.

a) If one is serious about cost coptrol, the enly wvay this
has yet bean achisved is throuvgh glodal budgets,

linits, or the equivalent. Other machanisns -~ tu or
capacity controls -~ can limit thbe rate of escalatiomn, but
sconsr Or latar providers will work around them. There is
a8 yet 00 expariencea to support the idea that struotursl
changes can semove.ths dynamic instability of bealth care
systeas, the intemal growth momectum. There acze
hypothetical socenarios, but no suppor=ing evidancas.

b) Thare is abeclutely no dasis for concern that gost
contaimment must result, in the near ters or ever, ian
threats to health or well-being, at least In tha heavily
funded systems like Canada, Swadan, Germauy, or tbe
Jethazrlands. In the United States, the idea is adosurd.
Quite apaxt frau the spproximately $100 billion or so spent
on functicnless paper-pushing, im the “resimburseaent sra’s
zace® batween providers and payexs, thare is also ths
extraordinary (in world texms) gensxveity of Amsricans
toward their physiclans.

More generally, in nc system bhas thare beea anything
1ike alasguate atteation paid to assuring that the care boinq
providad is appropriste in terms of patients’ nesds end
wants, or sffialently provided. .

G) Wall-targeted changes in ingentives

amn biring about large and rapid changes. “Intxrsctable’
waiting lists in swedsn dissppeared ic & mattexr of months
vhen wait-listed patients wera pgiven the right (atter three
months) to 9o sxywhexe in Swedea for thsir csxre, and charge
it to their bhame County Councils (who zun ths health care
systen, add pay for it). In the U.8., ten years ago, the
introfuction of the Prospective Paymea: System had an
imnsdiate and iarge effect on hospitsl use. (It did not
affect overall coste, beomuse its foous was toO nmarrow, but
tha process of care changed dramatically.}

4) primary care organization mnd puynsnt is probesbly
axiticel to tha efficiency and the effectiveness of the rest
oath.hulthcm systen, even though it acoounts for omnly

.v-rr proportion of the costa, because that is wbare
(nl;u.nlr) *inforasd r* regides. The °gatakesper’

r0ole of the primary provider is emphasized in the U.K..,

Canada, and Esweii, !or uuplo. axd Sweden is txying to

shift its speciaiist-oriented systeam in this directian.
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e) *"Competition® hes yet to be shown, anywhere, to have the
positive effects so oftan claimed for it ia theosy.
Providexs sesm ¢0 e as sooaxt a8 buysrs and regulators,
sometines sven gmarter. They fully recognize the intent of
efforts to increase oompetition, and seam able to coordinate
their dehaviocnr in response -- uhethsxr in Minnsapolis or in
the Netharlands. (Adam Suith pointed ocut this problem soms
time ago.) Mayba vigorous anti-trust emfoxcensat can
address this, though there is no stromg anti-trust tradition
outside the U.B. . :

The root of the 4ifficulty xay lie deeper -- a well-
functioning hesalth care systea raouires extansive
ococoxdination and cooperation among diffexent providers.
Morecver theze is a well-recognized relamtian betwesn ty
of cutoome apd frequensy of prodedure pexformandce,
indicates the desirsbility of procedursl sub-spacializaticm
snd cooparaticn within specislties. It is aifficult to
zecancile this with cut-throet cospetitiom.

£) It Lie Dot yet clear (I think) whsthesr efforts to develop
protocols and 1ines for clinical preactice, on ths basis
of research evidence, sid then to use information and
insentives to insert these imto ectual practice, will be
sucoessful in making heslth care systems moXe effigisat and
sffective. (It la cleax, a9 Jack Wemnberg explained very
clearly scme years ago, that they will pot in theaselves
coatsin everall cost escalaticn.) The Oregom initiatiwve is
a particular versionsof trying to modify clinical pructioce
by very specific sxternal cocastraints, an what proosdure-
condition combinations will and will-not be reizburwed. The
contraxry view. is that changss in the etructure and the
incancives of clinical practice, if coe oxn find the xight
mix, will lead clinicians to make the right decisicns
thensslves -- undsr, of ocourse, a binding overall
expenditure comstraint. (Tals, I believe, is Armold
fslman‘s view, for sxaaple.) T two spproachas 4o mot
sppear to bs mutually sxolusive.

g) Veary generally, while it sssss clear that our health cars

need ot Dore MOOSY, ROTS mAnAgenent®; it 1s ss yet

far from clear where this nanagsaant can most effeotively be
indtvidually in

adove, with the combimtion varying depending upon the
particular issue in question? There is room for soms

sxperinert.
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November 29, 1993

Senator Charles E. Grassiey,

United States Senate, _

Committee on Finance,

- Washington, D.C. 20510-6200
Dear Senator Grassiey:

Subsequent to my testimony before the Senate Finance Committee on Forelgn
(October 13), you submitted a question
about the “equivdcal nots" on which that testimony ends. Having declared firmly that
“it is clear that you need more management and not more money in most of our
systems", 1 then said that "It is not clear exacty where to embed that management.” .
You then asked whether these comments implied advocacy of a series of experiments to
see what the best method of management would be.

While I can see on re-reading the testimony that this might be a reasonable
inference, I deflnitely did not mean to advocate putting the health care reform process,
In the United States or any other country, on hold while formal *'experiments” are
carried out.

What I believe is happening, is that in a number of countries those responsible
for making health care policy, administering the Lealth care system, and actually .
delivering care, are trying to develop more effective management either within thelr
present systems, or through natural extensions or modifications of those systems. As
Professor Marmor has shown in his research, health care policles and practices in every
country are evolutionary, developing out of past traditions and institutions.
"Revolutionary” changes, usually aren’t.

Thus we are seeing a number of different national "styles” in the attempts to
improve management, all with the overall objective of improving the effectiveness of the
health care provided, and the efficiency with which it is provided and paid for. One
might think of the different national approaches as 'experiments”, on a world scale.
But within each country they are not experiments, but real-time commitments of policies
and people.

anf.ctluunﬂnrdubhuolromulexpéﬂmemﬂonlnﬂtepouqﬂdd. People
who know that they are engaged in an experiment behave differently from those who are
workin;lnraltlme. They are not quite like white rats. Indeed setting up an
“experiment" can be an effective way of avolding changes in policy, by delaying action

" until the window for intervention has gone by.)

St ke
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other, are bound up in the outcomes. So there is an enormous incentive to generate
mour::al:nom l'leneebeeon:e:,xlml - dktorl!ng.m
expe! the more effort will be put into
misrepresenting it. P and

Yours sincerely,

lolbot B) Eonss

Robert G. Evans : -
Professor

PREPARED STATEMENT OF SENATOR CHARLES E. GRASSLEY

Thank you, Mr, Chairman. I think the subject for this hearil:g is very well chosen.
We need to look at all the available experience for ways to reduce our health care
costs and the rate of increase in those costs. Since Canada and the European coun-
tries approach this problem in ways that differ from our own, we can probably learn
from their experience.

- Furthermore, some of the methods used abroad are being suggested for use here
by the Clinton administration. So a good airing of how these methods work abroad
should certainly be helpful.

At the same time, it goes without saying that the United States differs from these
countries in very many important ways. Our population is different. OQur political
system is different. Our culture is different. Our physical size is different.

So, assuming global budgets work in other countries, we need to ask whether they
would work as well to contain costs and allocate health care resources fairly across
the country when set in Washington. -

We need to ask whether subjecting the allocation of health care resources to an
essentially political budgeting process would create a kind of hyper-politics, with all
of its potential irrationalities, given the enormous portion of the national economy
we are talking about. :

We need to ask what trade-offs are involved in using these kinds of cost control
mechanisms? Frankly, it's a little hard to believe that we'll just eliminate unneces-
saa care and administrative waste with such methods, then live happily ever after
with everybody ﬁ: ting all the health care they need. .

In any case, Mr. Chairman, that is all I have to say for the moment. I am looking
forward to the testimony of our very knowledgeable expert witnesses today.

786-768 0-94 -3
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{Submitied by Senator Orrin G. Hatoh] -
U.S. HEALTH CARE AT THE CROSS-ROADS
{Ovganisation for Economic Co-eparation and Development)

Introduction

- 'Health-care reform has moved to the top of the policy agenda in the United
Statcs, as the high and rising costs of financing the sysiem have intensified a
long-standing debate about the affordability of, and access to, health care. While
the intensity of U.S. health carc - as measured by physician cducation, staffing
per hospital bed and other standards - rose substantially in the 1980s, an increas-
ingly broad spectrum of the population has begun to worry about health-care
finunces. Many individuals are facing rapidly rising health-care insurance premi-
ums and out-of-pocket expenses. There are also indications that insurers are less
willing to cover bad health risks than befpre, as mounting costs force them to
seek new ways of economising. Employers, who provide the bulk of health-care
insurance for the non-aged, are increasingly worried about the soaring cost of
premiums. Federal and statc governments, which run two large public pro-
grammes — Medicare (purely federal) for those over 65 years of age and Medi-
caid (joint state-federal) for some of the poor ~ are concerned about the growing
strain on their finances. These developments affect those most in need of insur-
ance; that is, those at risk of having, or those who already have, chronic and
expensive illnesses. Against this general background the heightened fear of
unemployment in the recent recession and its aftermath has also played a role in
raising the profile of health care, as the heavy reliance on employer-provided
group insurance plans means that losing, or even changing, a job can result in
losing health-insurance cover.

The U.S. health-care financing system has two characteristics that define the
current policy concems: high and rising costs and a substantial number of people
without adequate health-care insurance. These characteristics also distinguish the
United States from other OECD countries. Far more is spent on health care in the
United States than elsewhere: per capita health expenditures are almost twice the
OECD average. Moreover, as a share of GDP, these expenditures are increasing
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rapidly in the United States, while they have stabilised, or at least slowed. in most
other OECD countries during the last decade. These trends reflect the largely
unconstrained, high and growing U.S. demand for quality health care. Judging by
indicators such as infant mortality and life expectancy, the larger outlays have
not resulicd in better health. However, it is widely recognised that such indicators
arc far too crude to be useful in judging the effectiveness of healih care, and
those Amcricans who have insurance coverage may be getting more for their
outsized expenditures than they would suggest.'! In fact, most Americans arc
fairly satisficd with their hcalth care. On the other hand, there are some 35 mil-
lion Amcricans who do not have any insurance coverage. and most of them
receive relatively inadequate medical care and often at a rather late stage in their
sickness. The share of Americans without health coverage has risen slightly in
the past decade; most of them are young adults and are uninsured for relatively
short periods of time. However, and in’ contrast, coverage in other OECD coun-
trics is essentially complete. The extension of coverage and cost containment
without reducing the quality of health-care delivery are now seen as the two key
issues facing U.S. health-care policy. although increasing access raises demand
for medical services., thereby putting additional pressure on cxpenditures.

This chapter first documents the nature and sources of the increases in
health-carc expenses in the United States, both over time and relative to other
OLCD countrics. The issue of access to health care - the gaps in insurance
coverage - is then taken up. The third section lays out policy alternatives for
containing costs and increasing access. An Annex describes the health-care
financing systems of the United States and of the other larger OECD countries,
except laly (which is discussed extensively in the forthcoming OECD Economic

Survey of laly).



I. The rising cost of health care
Trends in health-care expenditures

Total health-carc spending in the United Statcs grew at an annualised rate of

" nearly 6 per cent from 1960 10 1990, aftcr adjustment for changes in the overall -
price level, as measurcd by the GDP,deflator. The growth rate during the 1960s
was rather higher. just over 7% per cent, largcly because the introduction of
Mcdicarc and Mcdicaid in 1965 greatly expanded the access to, and the demand
for. medical care. As there have been no institutional changes of similar nature
and importance since. the cvolution of the current system of health-care delivery
and financing can best be analysed by considering the 1970 to 1990 period.
during which health spending grew at un annual rate of §': per cent in excess of
inflation - twice as fust as real GDP. As a result, the share of GDP devoted to
health-care spending rose from 7.4 per cent in 1970 to 12.1 per cent in 1990. The
share of GDP absorbed by health-care spending will rise to aimost 16Y: per cent
by the year 2000 (Sonnefeld er al., 1991) if present cost trends continue. With a

Table 1. Growth in total health-care expenditure
1987 constant dollars, billions'

Average annual percentage change
1970-1990 | 1960-1965 1965-1970 1970-1975 1975-1980 1980-1985 1985-1990
Total 58 73 14 49 54 51 6.1
Private 5.1 72 16 s 5.2 59 5.7
Public 6.2 74 16.6 12 5.7 83 6.6
Federal 6.6 89 242 19 65 60 6.l
State and local 54 6.6 1.6 6.1 42 38 7.7
1. Nominal expenditures divided by the GDP deflator.
Source: OECD.
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iir} o - Table 2. Components of total health-care expnditure ‘ :
5 Ry 1960 195 190, 195 80 1988 1990

Aslmofwm-.cm

Private 755 5.3 628 585 s78 583 516

Public 248 249 N2 4a0s 23 0 ar 420
Foderal 10.2 16 239 274 ®9 | 24 287
Staxe and Jocal 138 132 133 14:4 133 22 133

As 3 peroentage of GDP
Total §3 59 . 4 R4 . 93" 10.7 124

Privawe T 48 46 ° 49 s4 6.3 71

Public : 1.3 1.8 27 s 39 44 s.2
Federal 0.6 07 18 23 29 A A8
Stake and lucal 07 0K Lo 12 12 13 1.6

Nwrce Congreassonal Research Senvce 1I91); Loevt et al. (1915, OECD.

Tuble 3.  Health-care spending by category
Percentage of total health-care expenditures

1960 1968 1970 1978 1980 1985 1990

Personal 88.1 85.6 87.3 82.7 8.7 815 879
Hospital care M2 337 316 394 409 39.8 384

Nursing home care 6 4.1 65 15 8.0 8.1 8.0
Physicians 19.5 19.7 18.3 175 16.7 7.5 189

Dentists 7.2 6.7 6.3 6.2 5.7 55 S.1

Drugs! 18.7 142 1.8 98 86 86 82

Medical durables*® 30 - 30 27 23 1.8 L7 18

Other 49 42 4.1 50 58 64 75

2 Non-personal* 11.9 144 127 123 123 _ - 125 121

~ ). lackudes medical non-dursdles.

' 2. Includes **vision products™. .

- 3. Inchodes consiruction. noa-commercial rescarch, goverament public heakth activitics, programme administratioo and the nct
* cost of private health insutance.

Source: OECD.




66

rapidly ageing population in the early part of the next century, health spending
could rcach 25 per cent by 2030 (Warshawsky, 1991a).

The increases in outlays have been fairly widesprcad across expenditure
categories, leaving their shares of total health spending roughly unchanged. Since
1970. the sharc of hospital care in total health spending rose only slightly, with
an incrcase during the 1970s being mostly reversed in the 1980s as cost-contain-
mient measures were introduced in the Medicare and Mcdicaid programmes. The
share of outlays for physician services has also been roughly constant since 1970,
at 17 1o 19 per cent of the total, although it began to rise stecply at the end of the
1980s. Outlay increases in excess of the risc in overall medical expenditures

Table 4. Growth in price and voldme of total health-care expenditures
Average annual growth rakes

101908 1968 1970 1970-1975 19751950 1UR0-198S [URS- 1990 {1970 19K

Reat ezpenditure

Totad 7.3 74 3 sS4 87 (] SSs
Hospitals and nursing hoties 7.3 7 108 6.2 6.3 52 sS4 58
*hy siciany 7.5 SN 4.0 4.5 0.6 7.7 5.7

Relative prices

Total 0.7 1o -0.2 1.1 2.0 27 1.5
Hospatals and nursimg honwes 1.5 19 06 1.3 23 20 LS
Physicians 1.2 1.9 0.1 19 29 3 21

Volume!

Totul 6.5 6.4 5.2 42 3l 32 9
Hospitaly and nursing homes 87 87 s6 s.0 29 R 4.2
Phyaiciuns 6.2 KR 42 28 kX3 A2 s

Volume per capita

Total 4.4 57 4.3 33 20 23 30
Hospitals and nuning homes 42 7.6 4.7 4.0 1.9 23 32
Physicians 4.7 27 i3 1.6 26 26 28

Memaorandum

Resl GDP 48 28 2.2 2 29 0 28

Real per capita GDP kE 1.8 1.3 23 19 2.0 1.9

GDP deflator 1.5 16 7.0 1.7 5.1 3 58

1. Data for 1990 are preliminary.

2, Nominal health-care expenditures divided by the GDP deflator.

A Medical price deflatons for personal health care divided by the GDP deflator.

4. Nomina! expenditure divided by medical price deflaton for personal health care.
Source: OECD.
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occurred during the 1970s in nursing homes, whose share in overall expenditures
rose from 6': to 8 per cent, largely owing to coverage under Medicaid. By
contrast, the share of drugs and other non-durables fell substantially, from almost
12 per cent of the total in 1970 to about 8 per cent in 1980. Since then, outlays on
drugs have grown at about the same rate as most other medical expenditures.

Increases in real health-care expenditures reflect both the relative price of
health care - the amount by which the prices of health-care services have risen in
exccess of the prices of other goods — and the quantity of services delivered. The
Health Care Financing Administration (HCFA) has developed deflators for per-
sonal health care® by constructing input-cost measures for some componcnts
(hospitals and nursing homes) and using consumer price index data for others
(physician services, for example). The deflators do not take changes in the quality

Diagram 1. RELATIVE INFLATION RATE OF PRESCRIPTION DRUGS
12 month percentage change!

CPI prescnption drugs

4 PV T S S S S S T WA 10 WAT T SO ST U0 S S VO S0 S0 ST S ST S A ST O
61 63 65 67 6 1 73 75 77 19 81 83 85 8 89 9

1. Four-quaner percentage change prior to 1970 for prescription-drug prices.
Source: Bureau of Labor Statisucs.
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Diagram 2. COMPENSATION OF HEALTH-CARE PROVIDERS
As a ratio of average compensation
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of new medical procedures fully into account, and therefore may overstate price
increases.?

Of the average annual increase in real expenditure on total health care
(deflated by the GDP deflator) of just over 5%: per cent from 1970 to 1990, about
1'» percentage points is attributable to increases in the relative price of medical
carc — that is, 10 the increase in health-care costs in excess of general inflation.*
The rest represents volume increases, of which about 1 percentage point reflects
population growth. Thus, the per capita volume of medical services has grown at
3 per cent per year, significantly above rcal GDP per capita (1.9 per cent),.
indicating a real-income clasticity of about 1.6. These long-term averages mask
an acceleration of real spending and a shift from volume to relative price growth
that occurred in the 1980s: the average increase in relative prices moved up from
0.4 per cent per year in the 1970s to 2.6 per cent in the 1980s. Increases in the
consumer price index for prescription drugs, for example, have far excceded
overall inflation over the past decade. Growth in deflated expenditures picked up
in the 1980s, reaching more than 6 per cent by the end of the decade, despile the
fact that volume growth tailed off, especially for hospitals and drugs.

In the case of physicians, price increases account for rather more of the
expenditure rise, especiully in the late 1980s, when the relative price accounts for
more than half the increase in real expenditures on physician services. The
evolution of physicians’ compensation bears out the impression of recent rapid
price increases: compared to average labour income, their earnings had been
quite stable but picked up sharply in the second half of the 1980s. Since the
supply of physicians (as measured by the number of active physicians per capita)
has risen substantially in the last 30 years, the resilience of their incomes may be
due to the even stronger increase in demand for their services.> The recent
acceleration is a worrying development from the perspective of cost control.

Public-sector health-care expenditures

Government expenditures on health care have risen even faster than the total
and, as a result, the proportion of personal health outlays provided by the public
sector rose from about 35 to 41 per cent between 1970 and 1990.¢ This increase
was concentrated entirely in federal expenditures, which rose from 23 per cent of
the total in 1970 to 30 per cent in 1990, whereas state and local payments
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Tablc S. Payers of personal health-care expenditures '

Per cent

1960 1970 1990
Total expenditures 100.0 100.0 100.0
Public sector 2t4 us 41.3
Federal govemment 88 28 30.3
Medicare - 1.1 186
Medicaid - 4.2 69
Other 83 L2 4.7
Sue and local government 126 120 1.0
Medicuid - As 5.2
Oiher 12.6 } LI S8
Private sector 8.6 65.4 87
Out-of-packhet payients 55.9 94 233

Private insuraice and other private *
[LTIUN 23 260 354

1 Ivrsonal bealih-care expenditures (3SNX.Y Nillion in 1990) differ from natonal health eapenditures ($666.2 billion) 1n that
they exclude programme sdministration and act cont of privake heatth insurance (S38.7 bilhon i 19Xh, governnient public
health activities 1819 3 dilivon) and pescarch and convtruction ($22.8 billion),

Newrce. Levil et ul. (V1)

maintained a share of 10 to 12 per cent, with no clear trend. The federal
government bears a much larger share of government health-care outlays, paying
for all of Medicare and a matching share of Medicaid. These outlays have grown
faster than private costs: Medicare and Medicaid expenditures grew at 8 and
7'/: per cent annual rates in real terms between 1970 and 1990. According to the
projections of Sonnefeld er al. (1991), the state and local share will remain
roughly stable for the rest of the decade, but the federal share will rise to 32 per
cent. :

The share of federal and state budgets devoted to health-care outlays has
also risen rapidly: health-care expenditures rose from 8.5 per cent of total federal
expenditures in 1970 to 15.3 per cent in 1990, and from 7.4 to 11.4 per cent of
state expenditures. The pressure on government budgets has led some states to
attempt to reduce Medicaid expenditures, although their ability to do so is
restricted by federal regulation. In its FY 1993 Budget, the Administration
suggested capping expenditures on mandatory programmes, including Medicare,
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Diagram 3. GOVERNMENT HEA.LTH-CARE EXPENDITURES
As a percenlage of total government expenditures

~
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60 62 64 66 68 20 72 4 76 78 B0 82 84 8 88 90

Source Congressional Research Service (1991).

which could imply reductions in service if medical-care prices continue to rise
more rapidly than the overall price level.

The full extent of federal health-care expenditures is substantially under-
stated by these figures, because they do not take into account the employer tax
deduction of the health-insurance premiums that they pay on behalf of their
employees.” These payments are not added to the taxable income of employees
and therefore escape taxation altogether. The Congressional Research Ser-
vice (1990d) estimates that the revenue lost as a result of this tax concession rose
from $2.8 billion in 1970 to $29.6 billion in 1990, implying that the federal share
of total health-care expenditures inclusive of this tax concession was nearly
4 percentage points higher in 1970, and 4': percentage points higher in 1990,
compared with the estimates cited above. The Office of Management and Budget
(Budget of the United States Government, Fiscal Year 1993) estimates that the

T
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Diagram 4. HEALTH-CARE EXPENDITURES AND GDP: 1990
$ 000s! per capita

26 7 . ) 26
a4l o <24

Per capita health expenciture

Note. The hine represents a simple regression with the iotlowing results:
Per capila heaith spending = -.342 +.101 * Per capita GDP (1)

(1.99) (9.31)
R?=0.79 SEE = 0.22
Omitung the United States from the sample yields an even better fit:
Per capda health spending = -.199 +.089 * Per capita GDP (2)

(1.94) (13.61)
R?=0.89SEE=013
Based on (2) i.e. d the U.S. heakh system were typical of those in other OECD countries, mam:oondmgperaptu

would be reduced by $238 billion (4.4 par cent of GDP).
1. Using 1990 purchasing-power-parity exchange rates for GDP.
Source: OECD.

revenue lost rose to $36.2 billion in 1991. These figures are also underestimates,
because the revenue lost from the concession is less than the so-called outlay
equivalent, which is conceptually comparable to other government outlays.® The
estimated outlay equivalent was $45.5 billion in 1991. To put these figures in
perspective, in 1991 total federal outlays for Medicare (net of premiums col-
lected) were $104.5 billion and federal Medicaid grants to states were
$52.5 billion.
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A Comparison with other OECD Countries

The rise in hcalth-care expenditures in the United States has outstripped that
of all other OECD countries by a wide margin, whether measured in per capita
terms (adjusted for different rates of inflation in different countries) or, even more
clearly, as a percent of GDP. The gap became particuiarly marked in the 1980s.
when expenditures in some other countries decclerated while those in the United
States picked up. It should be cautioned, however, that there is no single corrcct
sharc of GDP spent on hcalth care. National differcnces in shares may reficet
differcnt demands for health care, either in terms of its volume or its quality. The
high and increasing demand for health care in the United States may reflect the
nceds of an increasingly afftuent and aged population. When national supplics of
health care are less than perfectly clastie, increases in the demand for health care
may naturally raise the marginal cost of providing that additional care for some
period of time.

Using pricc deflators similar to the HCFA deflators discussed above, it is
possible 10 decompose the real growth into the relative price and volume of
health carc. While volume growth has been high in many countries, especially
Japan and France. it has usually been in line with GDP growth, at lcast in the
1980s. Most countries have experienced little relative price growth on average
since 1970. Hence. relative price growth of about 2Y: per cent per yecar sets the
United States apart from the other six largest OECD countries.” However, as
noted above. it is very difficult to measure changes in the quality of health care,
so that comparisons of the growth of the volume and price of health care across
countries may be fraught with considerable statistical inaccuracy. i

In 1990, health-care expenditures absorbed about 12.1 per cent of GDP in
the United Stales, compured with about 9.3 per cent in Canada, 8.1 per cent in
Germany and 7'/: per cent for the OECD on average. Total nominal per capita
health-care expenditures exceeded $2 500 in the United States in 1990, well
above Canada, the next biggest spender ($1 770, converted into US dollar at GDP
purchasing power parities) and more than twice the average in other OECD
countries, of $1 200. It is well-known that per capita health expenditures rise
with per capita income and, to this extent, it is not surprising that the United
States ranks the highest in health spending, as it also has the highest per capita
income. Nevertheless, U.S. health expenditures are more than one-third higher
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Diagram 5. PER CAPI{TA HEALTH-CARE EXPENDITURES
IN THE SEVEN LARGEST OECD COUNTRIES!
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Diagram 6. HEALTH-CARE EXPENDITURES OF THE SEVEN LARGEST OECD COUNTRIES
as a percent of GDP
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Table 6. Health-care expendituré: an international comparison
Average annual growth rates
1960-1965  1963-1970  1970-1975 19751980 I9R0-198S 1985.1990° | 1970-1990"
Real expenditure* -
USA 73 14 49 s4 5.7 6.1 5.8
Japan 18.4 120 9.0 18 37 49 6.3
Genmany 6.1 70 9.0 40 1.7 1.6 40
France 10.2 17 70 49 38 a8 49
haly 9.1 10.1 6.1 74 1.9 49 s
Unikd Kingdom 44 43 6.1 29 27 39 9
Canada 2.7 8.2 56 44 59 4.2 5.0
Relative prices!
USA 0.7 1.0 -0.2 Ll 26 27 1.5
Japan 0.4 2.2 -1.8 0.7 08 06 0.l
Germany -0.2 10 0.7 04 1.2 0.5 04
Frunce 0.3 02 s -14 09 -1.2 -1.0 =14
ltaly 21 0.0 -0.6 07 0.7 1.0 0.1
United Kingdom R.7 -9.5 -1.5 0.8 0.7 1.7 0.3
Canada 0.6 2.0 -08 07 2.6 09 0.8
Volume?
USA 6.5 64 52 42 Al A2 9
Japan 18.0 9.7 ‘1.0 7.1 29 42 6.3
Gemany 64 19 8.2 o 0.5 22 o
France 9.9 1.5 8.6 58 s.1 49 6.1
ltaly 6.9 10.1 6.8 6.6 25 39 49
United Kingdom -0 15.3 17 24 20 21 as
Canadu 7.0 6.0 6.5 36 33 3 42
Real GDP
LUSA 48 28 22 32 29 30 28
Japan 9.1 115 44 45 36 4.7 43
Germany 4.8 4.1 2.2 33 11 30 24
France 5.8 5.4 33 32 1.5 29 27
haly 5.2 6.2 28 48 14 30 30
Unitwed Kingdom 32 25 20 18 20 31 22
Canada 5.7 4.6 5.2 39 29 30 38

1. Dawa foc 1990 are preliminary.
2. Nominal healthcare expenditures divided by the GDP defiator.
3. Medical price deflators for personal health care divided by the GDP deflator.

4. Nominal eapenditure divided by medical price defiators for personal health care.
S

wrce: OECD.
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than the S1 790 that would be predicted by a simple linear income-expenditure
relationship across other OECD countries.'”

As is the case with the growth of expenditures over lime, the relatively high
level of expenditures in the United States does not appear to be concentrated in
any single part of the heath-care system. The share of total health-care outlays
going to hospitals, physicians and so fonh in the United States is not markedly
different from that in other OECD countrics. However, the U.S. sharc of physi-
cian scrvices is at the high end of the four countrics examined in Diagram 8 (the
United States. Canada, Germany and France), whereas the share of expenditures
devoted to pharmaccuticals is substantially smaller in the United States than
clsewhere. Since the data are not fully comparable across countrics, it is unclear
how significant these apparent differences are. But international comparisons

Diagram 7. OECD HEALTH-CARE EXPENDITURES
As percentage of GDP!

United States
Australa
Austria

1. Numbers at right are the public sector shares in total health expenditure
Source: OECD, National Accounts.
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Diagram 8. WHERE THE MONEY GOES
Selected OECD countries!

United States Csnsda
1987

1930
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Physicans
19°%
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Dentists - Other meg.cal
5% Da“:?s ex%e:\'scs
France Germany
1990 1089
Hosp tals

46

Physicians
17 %

Other

!lpe;gl.lule! Dentists
12%

expenses

Orugs "M%
- oy

1. Mospitals include nursing home care.
Source. OECD.
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Diagram 9. PURCHASING POWER PARITY MEDICAL-CARE PRICES: 1930
OECD excluding United States = 100

United States
Austraka
Austnd  SEIES
Belgrum
Canada
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Finland
France L
Germany _
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fceland
freland
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Japan
Luxembourg
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New Zeatand B
Norway
Porlugal
Span B
- Sweden R
Switzeriand
Turkey
Umied Kingdom

Source OECb

suggest that spending appears to be less well controlied across the board (except
for pharmaceuticals before the 1980s) in the United States than in other OECD
countries.

High U.S. expenditures compared with other countries appear to reflect
higher prices to a larger extent than higher volumes, though, as noted above, it is
difficult to measure health-care quality. Cross-country comparisons of prices and
quantities can be made using purchasing-power-parity (PPP) price indices that
are specific to health care, in much the same way as the relative price indices
allow one (o decompose expenditures over time.'' By such measures, the U.S.
price of health care is the highest in the OECD, 58 per cent above the average in
other OECD countries (normalised to 100 in Diagram 9). Dividing expenditures
by the PPP prices provides a cross-country measure of the volume of health care.
The United States has volumes about 30 per cent greater than the OECD average
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Diagram 10. VOLUME OF HEALTH-CARE: 1990
Per capita, OECD excluding United €*ates = 100

United Stales BN
Austiata

Luxembourg
hetherands
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excluding the United States This e simular 1o Swatzerdand and a bit higher than
Cunadit. By contrast, France and Japan have volumes about 10 per cent higher
than the Unned States

There s no obvious relatonship between the number of physicians and
Boaat oo costs per capata actoss ORCD countries, and. in any case, the number
of physicians per capita in the United States is near the OECD average. However,
there as a clear cross-country relationship between physician income and per
capita heabth-care expenditures deross countnies, and compensation per physician
is much higher m the United States than in vinwally all other OECD countries,
whether measured in terms of GDP purchasing power parity, or as a fraction of
labour income per worker in the economy as a whole. This suggests that differ-
ences in the demand for health services. including the hardness of the overall
health-care budget constraint mav be as important as factors affecting the supply



- 81

- Diagram 11. HEALTH-CARE EXPENDITURES
AND THE NUMBER OF PHYSICIANS PER CAPITA
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1. Thousand U.S. doliars at GOP purchasing power parities.
Source. OECD.

of physicians - the number of places in medical schools, the cost of receiving
training and the stringency of licensing requirements - in accounting for differ-
ences in physicians’ relative incomes across countries.

Sources of cost pressures

A number of factors have been suggested as contributing to high health-care
costs in the United States. This section reviews a number of them, providing a
quantitative indication of their importance where feasible.
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Diagram 12. HEALTH-CARE EXPENDITURES AND PHYSICIAN COMPENSATION
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The pricing of health care

To ensure access, the price consumers pay for medical services is typically
far less than the marginal cost in all OECD countries. As a result, demand for
services at the margin is generally not limited by the usual market mechanism of
requiring purchascrs to pay for it. Patients do, of course, bear costs. The average
cost, as distinct from the marginal cost, of medical care is covered by taxes and,
especially in the United States, by insurance premiums. Patients also pay some of
the marginal cosl. Services not covered by jnsurance are paid in full, and many
health-care financing sysiems impose co-payments, deductibles or co-insurance
for scrvices that arc covered.'* The U.S. system fcatures high co-payments,
rclative to thosc in other OECD countries, which should tend to restrain demand
(Manning er al., 1987). However, ownt-of-pocket expenses have been a rather
stable proportion of personal disposable income in the past 20 ycars, and they
have fallen substantially as a proportion of total health-care outlays. Morcover, as
discussed below, health-care consumption is highly skewed, and so co-payments,
which fall mostly on the first few dollars of expenditure, are an even smaller
fraction of the truc costs incurred by inicnsive users of health carc. In any case.
many people, especially Medicare beneﬁcnanu purchase extra ‘“*Medigap"
insurance to cover co-payments."

Given the low prices they face, patients have an incentive to overconsume
health care. Providers have little incentive to limit supply either, since physicians
are morally. obliged to provide the best treaiment available, they know their
insured patients can afford even expensive procedures, and they seek to avoid
being sued for malpractice. Thus, the very existence of insurance has led to an
increase in the demand for, and the supply of, medical services.'* Payers, by
contrast, do have an incentive to hold costs down, and in the United States private
insurers attempt to do so in several ways. They increasingly stipulate *‘utilisation
controls’*, such as pre-approval, physician review and second opinions, in order
to reduce care deemed unnecessary. Since many procedures are elective, patients
have the possibility of insuring themselves (or of purchasing more comprehen-
sive and generous policies) only when they know they will have high expenses,
an exan'ple of adverse selection (see the accompanying box). To reduce these
adverse selection problems, insurers often require waiting periods before insur-
ance takes effect and sometimes disallow coverage for pre-existing conditions.
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Moral hazard and adverse selection

Purc insurance would indemnify people against risks over which they have no
control and would be priced to reflect the risk insured against. However, insurance can
change the behaviour of the insured so as to increase the risks. This is known as moral
hazard. There are also asymmetrics of information between the scllers and buyers of
insurance that may result in the pool of insured having too high a risk for the price
charged for a policy. This is Kknown as adverse sclection. Moral hazard and adverse
selection undermine pure insurance and, in sorx circumstances, can cven render a
competitive insurance market unviable, :

Moral hazard occurs if those insured change their behaviour - for example, by
comsuming more health-care seevices than they genuinely need. or by devoting less effort |
to preventive practices = and thereby increase the risk to the insurer. The presence of
moral hazard implies that insurance distorts incentives and leads to overly risky beha-
viour, 11 insurers could casily distinguish *warranted” from *‘unwarranted” claims
- that is, those events that would have océurred even if insurance had not existed - o
policy could be writien to cover only the former, and there would he no moral hazard.
Some commentators in the health-care field have extended this mrrow concept of moral
hazard to embrace the idea that the near-zero price for medical care at the margin under a
typical insurance policy expunds the demand for services,

Adverse selection may arise if individual policy-holders differ in their riskiness
tevenaf there is no moral hizard) and if the insurer cannot fully distinguish differences in
their riskiness and hence price policies accordingly. An insurer sulfers (rom adverse
selection if the policies it olters attract a disproportionate number of bad risks. Since this
would reduce profits, insurers in a competitive market have a strong incentive to avoid
adverse selection. Put differently, insurers have an incentive 1o “cream skim'', that is, o
attract only relatnely low-rish customers if they are not allowed to base their pricing on
risk. If, on the other hand, insurers charge premiums based on their assessment of
mdividual rish, then problems of idverse selection can be allevined. But in the context of
healih care, this would imply charging the highest premiums to those who need the most
care, conflicting with the social goal of equal access.

In contrast to moral hazard. adverse selection does not raise the aggregate risk in
given population (say, everyone in the United States) but simply redistributes the risk
dCross insurers.

However, these practices have reduced access and may also be an impediment to
labour mobility. They are therefore likely to be increasingly restricted by law.
It is undoubtedly true that the low marginal cost to patients of services

means that substantially more is spent on health care than would otherwise be the
case. It is difficult, however, to gauge to what extent such expenditure is exces-
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sive. After all, health insurance exists partly to enable people to receive services
that they would not otherwise be able to afford - that is, 1o widen access. At the
same time, utilisation reviews and other measures are used by both government
and private insurers to counter the incentives to over-use services, in order (o
offset the effects of low prices. Although their effectiveness is hard to measure,
there is some evidence that utilisation management has reduced cost increases
while maintaining hcalth-care quality.

» Technology

The last few decades have seen revélut_ionury changes in medicine, which
have Ied to_substantial improvements in health care. In some cases - out-paticnt
corncal replacements, for example - the result has been lower costs.-Oa balance,
however, costs have riscn as the introduction of new techniques - CAT scanners,
renal dialysis, coronary by-pass surgery and a host of others — have opened new,
often cxpensive, avenues of diagnosis and treatment. Anecdotal evidence sug-
gests that the trend towards ever-more costly medical technology is continuing
and even accelerating. Moreover. it is clear that the diffusion of new medical
technology (as measured, for example, by the number of CAT scanners per
capita) is much greater in the United States than elsewhere, which is consistent
with the much higher level of medical expenditures in this country. These
innovations have undoubtedly improved health outcomes, although surprisingly
litle is known about this, ¢ither in the United States or in other OECD countries.
In any case nobody would now be satisfied with the medical technology that
existed, say, three decades ago.

But medicine is not unique, or even unusual, in having undergone rapid
technological change: in consumer durables, aircraft, communications, agricul-
ture, publishing and many other sectors, both the production processes and the
~ products themselves have evolved significantly as a result of the introduction of
new technologies. In these sectors, however, technological change has more often
been associated with lower, rather than higher, costs. While this divergence
between medicine and other industries may reflect differences in technical pos-
sibilities — that is, for some reason, improvements in medical techniques tend
naturally to be cost increasing — it seems likely that the funding of health-care is
a factor.'s Market forces tend to promote cost-reducing innovation because con-
sumers will buy the least expensive product, all else equal. This is far less true in
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health care, because practically any non-experimental procedure is covered under
almost all insurance plans, and therefore, once an innovation is shown to be even
marginally effcctive, its market is assured almost regardless of cost.

Physicians

There has been considerable scrutiny of the role of physicians in increasing
health care costs. In the United States, both health-care expenditures and the
numbcr of physicians have riscn in tandem, and state health-care expenditures are
related to the number of physicians in the staic (General Accounting Office,
1992). Marcover, doctors® incomcs relative to average incomes arc_much higher
than in other major OECD countrics. These observations have led to the hypothe-
sis that physicians are the driving factor behind rising health-care cxpenses. On
the other hand. as noted above, there is little visible relationship across countries
between the number of physicians and health-care expenditures. In the United
States, expenditures on physician care do not appear to have been particularly
responsible for the increase in costs. as they have been fairly stable as a share of
total health cxpenditures. Physician incomes are high. but until recently have
been fairly stable as a fraction of average labour income.

Fee-for-service payment. which is widespread in the United States as well as
some other OECD countrics, provides an incentive to physicians to expand
supply. They are able to do so easily because neither patients nor third-party
payers are in a position to evaluate their medical decisions. The evidence, though
somewhat mixed. suggests that fee-for-service does raise expenditures. Medical-
care expenditures tend to be higher in those countries with ¢xtensive fee-for-
service payment of physicians (thz United States, Canada and France, for exam-
ple). Although Japan has both fee-ior-service payment and low expenditures, and
thus would appear to be a counter-example, the low expenditures seem to be due
to tight price controls and volumes to be rather high (Ikegami, 1991). In the
United States, health maintenance organisations (HMOs) that pay doctors on
salary have significantly lower costs than fee-for-service insurers. This does not
appear to have led 1o less patient satisfaction with HMOs; it has been traced to
less hospitalisation, which is partly attributable to healthier patients, rather than
to lower levels of physician services (Manning ef al., 1987).

Physicians may also have a substantial indirect influence on health-care
expenditures through their role as users and promoters of technology. They have
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legal and moral obligations to adopt techniques that may improve their patients®
health, even if they are very costly and the expected benefit is small. The tort
sysiem reinforces these incentives. They also have a financial incentive, since
with fee-for-service payment, doctors’ incomes rise with the number and sophis-
tication of procedures undertaken.'* Morcover, physicians often own advanced
equipment. Those who own CAT scanners, for example, tend to prescribe more
scans, cither because they are specialised in patients needing scans or because
they wish to increase their incomes. For all these reasons, physicians will choose
to work with thc best technology. a preference which lcads to pressurc on
hospitals “to invest in the latest equipment, and on insurers (o cover the best
techniques and drugs. This *‘competition™* for physicians, whilc lcading to wide-
spread availability of wehnology, may also be an important channel for pressure
on health-care costs. .

Malpractice law

Malpractice suits have drawn criticism as a factor raising health-care costs,
and the February 1992 Administration, reform proposal suggested changes (o
limit awards. However, malpractice payouts and premiums, which have tended 10
decline in recent years, are less than one per cent of health expenditures, although
they arc more significant for some specialties, such as obsletrics. Thus, malprac-
tice costs cannot dircctly account for more than a tiny amount of the huge
increase in health-care expenditures, even if they rose from nothing only 20 years
ago. They probably have had an indirect effect, however, by encouraging
**defensive medicine’’ - excessive diagnostic testing, for example. Estimates of
the costs of defensive medicine are naturally very difficult to make, but an upper
bound appears to be about 10 to 20 per cent of physician costs, or the equivalent
of 2 to 4 per cent of total health-care expenditures. Based on these estimates,
malpractice reform is likely to have a non-negligible effect on the level of overall
health-care expenditures. Moreover, malpractice reform would i improve access 10
care for certain groups and for certain services physicians are not providing in the
current environment.

Waste and unnecessary medical care

There are large variations in medical practice that cannot be explained by
variations in incidence of disease, and do not appear to be related to variations in
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outcomes (see, for example, McPherson, 1990 and Chassin ¢f al., 1987). Practice
variation is extremely high in the United States, although there is some evidence
that it is also substantial in other OECD countries. In response, a large pro-
gramme of health-outcome studies has recently been launched in an effort to
identify the best practices, and insurance companies have increasingly turned to
utilisation controls to monitor care. Practice variation is often secn as evidence
for excessive provision of health-care services by physicians and thus as a cause
of high cxpenditures. However, (oo little is known about diagnosis and treatment
to determine the extent to which departures from best practice are responsible for
the higher health-care outlays in the United States than clsewhere,

Studies 1o determine the relationship between alternative treatments and
health outcomes arc underway. One hope is that eventually clinical guidelines
{reccommended courses of diagnosis and trcatment of specific conditions) can be
developed. against which gayers can judge the actions of physicians. But these
studies are time consuming, expensive and often inconclusive. Morcover, given
rapid advances in medical techniques, they are ofien rendered obsolete by new
methods of diagnosis and treatment. These considerations suggest that significant
cost savings from regulating care at the micro level are not likely to be reatised in
the near future. To the eatent they were realised, any savings would have to be
offset agamnnt the costs of the ongoing research and the administrative costs of the
utilisation controls thennelves

&=
Administrative and overhead costs

Overhead costs are far higher in the United States than in other OECD
countries, owing (o high administrative costs associated with the U.S. private-
sector insurance industry. (The agmimstrative costs’of Medicare and Medicaid
are similar to those of public programmes in dther OECD countries.) These costs
stem from markeling insurance policies, determining eligibility for insurance, and
verifying and processing claims. That is, they are the normal costs of providing
insurance in a competitive market. ’

Quantitative estimates of insurance overhead vary widely. Woolhander and
Himmelstein (1991) estimate that they ranged from 10 to 13 per cent of personal
health-care expenditures in 1987, which, by extrapolation, would be $59 to
$76 billion in 1990. The estimate by the General Accounting Office (19915) was
5.3 per cent in 1990, or $31 billion. Both estimates compare current costs in the
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United States with what they might be under a Canadian-style public single-payer
system. They underestimate the full-overhead costs, however, by ignoring the
expenses of providers, who must deal with paper work, *‘utilisation controls'’
and so forth, and of firms who must shop for insurance policies for their
employces. In Canada and in many other OECD countries, overhead is low
because: compeltition among insurers is essentially non-existent, eliminating mar-
keting and shopping costs: payers have no leeway ii: deciding who and what to
cover, climinating costs of determining eligibility; and payment is according to
standardised rate schedules, reducing the claim-processing costs of both provid-
crs and payers. '

On the other hand, many of the administrative costs that are assumed not to
be present in a single-payer system are associated with cost and expenditure
controls, including paticnt payments through deductables and utilisation review
programmes. The estimates cited above do not account for the increased utilisi-
tion that would occur if these controles were discontinued. For example. a recent
study by Shicls ¢r al.(1992) suggests that the higher administrative cxpenses in
the United States relative to Canada may have been associated with at least as
important a reduction in utilisation and ‘medical expenditures.

Population ageing

A final factor which has generated increased cost pressures in the health-
ciare system is the steady rise in the share of the elderly in the population.
Those 65 and over represented 12 per cent of the total in 1990, compared to only
8 per cent in 1960. Since the elderly require about four times as much health care
as the rest of the populalionf such demographic factors may have been responsi-
ble for an increase in health spending of almost Vi percentage point per year since
1967 (Warshawsky. 1991b).
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II. Access to health care

The issue of access can be thought of in two ways. The first is the availabil-
ity of physical access to the physicians, nursing staff, hospitals, cquipment, drugs
and so forth needed to deliver care. This is not generally a concern in OECD
countries, although in some there have been queues for certain procedures and
resources can be scarce in rural arcas, Thd second, more pentinent, dimension of
access is the affordability of health care. Health care can be expensive, and those
who need it often need a great deal of it. In the United States, half the population
consumed 96 per cent of health-care services in 1980, and S per cent consumed
about half the services (Aaron. 1991)7 This distribution reflects the skewed
pattern of illness in the population. For example, expenditures for the disabled
are S times more than those on the non-disabled. the old use fir more medicil
services than the young, and medical cosis rise very sharply shortly before death
(Lubitz and Prihoda, 1984: Congressional Research Service. 1990¢). It docs not
appear that this skewed distribution of expenditures is a product of the U.S.
health-insurance system, as it was virtually the same in 1929 and is similar in
other OECD countries.

In response to the high cost of health care and the disproportionate burden
borne by a relatively small fraction of the population, governments of all OECD
countries have established programmes to subsidise health care extensively, often
to the point where it is free to the individual. In most countries, virtually
everyone is covered, typically through mandatory or universal programmes run
by public or quasi-public agencies and financed through taxes (although these are
often described as *‘contributions’*). While no such programme covers all con-
ceivable medical procedures, all cover what most people would accept as normal
and necessary health care. As noted earlier, individuals in some OECD countries
purchase complementary insurance to fill in the gaps in their coverage and to
make co-payments. Programmes vary widely in terms of the co-payments
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required of the patient: the United Kingdom and Canada are at the low end, with
virtually no deductibles and co-payments for services covered by their public
programmes, and France is at the high end, with co-payments sometimes exceed-
ing 20 per cent (U.S. co-payments are also very high, about 23 per cent of all
health-care expenditures).

By contrast, the U'S. health-care financing system is a mixture of private
insurance, which covers the bulk of those under 65 years of age, and public
programmes having strict eligibility requirements, such as age (in the case of
Medicarc) or income and family status (in the case of Medicaid). Private insur-
ancc is typically purchased by employers on behalf of their employces from
private firms which charge premiums largely based on actuarial risk, or provided
by employers who sclf-insure (often using the scrvices of private insurance
companics to handle administration). The practice of employer-provided insur-
ance is cncouraged by the tax deduction received by employers for the full
amount of health-insurance costs (which would not be received by employees if
they paid their own premiums). Insurance is also sold to individuals, but the cost
is generally much higher than group plans, and individual insurance applicants
are carefully screened by insurers to control adverse selection. At any given time,
about 15 per cent of those under 65 years of age, or about 13Y: per cent of the
entire population (some 35 million people), have no insurance coverage at all,
either becausc they are not eligible for public programmes, are not covered by
employer group plans, or cannot afford, or choose not to purchase, individual
insurance (Congressional Budget Office, 19915).”

The principal factor underlying the lack of complete insurance coverage in
the United States is the voluntary nature of the health insurance system for those
under 65, and its close link to employment. Private insurers have a powerful
incentive either to charge bad risks their (high) actuarial cost, or to refuse
coverage. In the case of health insurance, the bad risks are those most likely to
become ill and incur large medical costs. From the insurers’ point of view, proper
risk assessment and pricing raises profits and helps control adverse selection
problems. From the perspective of the social policy of promoting access to health
care, however, the same behaviour is condemned as ‘‘cream skimming’’ and
results in gaps in insurance coverage. Those Americans over 65 are covered by
Medicare, and virtually everyone in other OECD countries is covered by insur-
ance programmes run by government or quasi-government agencies. Enrolment
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in all these cases is automatic, and the '‘insurer’’ — the governmental agencies —
cannot refuse coverage. Hence, the problem of ‘‘cream skimming'’ does not
exist.

To some extent, employer-provided group insurance has been successful in
dealing with this problen. At least for larger employers, the number of enrollees
is high enough that individual risks can be pooled. and the decision to take a
particular job, and thereby become insured, is probably largely unrelated to
current or prospective health status (although in some industries, the average job
risks are so high that insurance coverage can be very difficult to obtain (Aaron,

Tuble 7. Characteristics,of the uninsurcd, 1990

Number (Millions) As a percentage of  As a percentage of all

cakgory uninsured
Total vninsured REE 136 100.0
Age
Cluldren 3.5 133 256
Young adults ¢18.24) 64 251 19.0
Elderly tover 64) 0.3 1.0 09
Family ncome
Below poveny 9.6 3012 288
1-2 tunes poverty 106 233 s
2.3 umes poveny 59 133 17.7 .
Onrer 3 timies porventy 72 59 212
Family work status’
Employed 8.6 13.9 80.2
Unemployed 20 319 6.1
Out of labour force 4.6 98 13.7
Hours worked in family *
None 88 144 26.3
1-24 2 263 6.1
25-34 27 258 8.1
over 34 199 119 59.5
Race
White 259 12,5 7.5 .
Black 58 19.2 17.5
Other 1.7 191 50
1. A family 15 “"employed” 1f either the head of household or the spouse is employed; it is ' ployed’” if nerther 1s

employed and one is unemployed: il is “‘ouwt of the labour force'" if nenher is in the labour force.
2. Hours worked in survey week by the head of household or spouse, whichever is greater.
Source: Congressional Budget Office (1991b).
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1991)). The same is much less true of small employers, or of individual insurance
policies, and insurers tend to charge high premiums to small firms and individu-
als because there are fewer policy-holders over which to pool risk. In principle,
an insurer could form a large pool by lumping together many small firms or
individuals and charging the actuarially fair premium for the group. But if their
competitors bid away those policy holders having lowest risks (younger ones, or
those with no history of disease, for example), the insurer would suffer from
adversce selection ~ the average riskiness of the remaining pool would rise. It
could try to compensate by raising premiums, but this would only chase away
more of the low-risk policy holders.

In view of the importance of employer-based insurance, it is not surprising
that those having only weak connections 1o the labour market have a high
probability of being uninsured. The unemployed are more than twice as likely as
the average to be uninsured (that is, in Table 7, 31.9 per cent of the unemployed
were uninsured, compared with 13.6 per cent of the population as a whole); pan-
time workers are also substantially more at risk; and young adults, who are no
longer covered by their parents’ insurance but have nol yet established careers,
are almost twice as likely to be uninsured as the average, although health risks in
this group are likely to be low. Labour market connection is, in turn, statistically
related to other characteristics: those with family incomes below twice the pov-
erty level are more likely 10 be uninsured, as are members of minority groups.

Although the percentage of the employed who are uninsured is about the
same as that for the general population, four-fifths of all uninsured are in families
where the head of the household or the spouse is employed and in nearly 60 per
cent of these households. at least one person is employed full time (more than
34 hours per week). The employed are usually uninsured because their employer
does not offer health insurance and they cannot afford. or will not pay for, an
individual insurance policy. In some cases. households are not eligible for cover-
age under an employer plan because of provisions that, for example, exclude
coverage for pre-existing conditions. A few households choose not to enrol in
employer plans for individual reasons.

Wheiher an employer provides insurance or not is related to the firm’s size
and its industry. Small firms are much less likely to provide insurance than large
ones, and there appears to be a trend for businesses to eliminate this benefit in
order 10 avoid the burden of rising health-care premiums.'* Workers in manufac-
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turing are the best covered, while those in some, but not all, service industries or
in other industries with small firms are relatively poorly covered. Cost is a
significant factor behind this pattern of coverage. Since small firms and those in
service industries tend to pay lower than average wages, insurance premiums,
which are a lump sum rather than proportional (o wages, raise their labour costs
disproportionately.'® Administrative costs are much higher for small-firm policies
- for firms with fewer than 10 employces, administrative costs arc up 1o 40 per
cent of benefits paid, compared with only 5 per cent for very large firms. Lastly,
as described above, risk pooling is more difficult for small firms, and therefore
premiums can be much higher if the insurer cxpects future claims to be high
becausce, for instance, onc employee has a bad medical history.

The proportion of the under-65 population that is uninsurcd rosc by some
2Y: percentage points during the 1980s °(Congrcssional Budget Office, 1991 ).
The reasens for this trend have been difficult to pin down. The unecmployment
rate rose in the carly 1980s, but the proportion of uninsured did not fall with
subscquent decline in the unemployment rate. Service-sector jobs increased as a
fraction of total employment, but the size, of increase and sectoral difference in
coverage rates is not sufficient to explain much of the rise in the proportion of
uninsurcd (Congressional Budget Office, 1991b). The share of part-time
employces, often not beneficiaries of such fringe benefits, has tended to decline
during the 1980s. Analysis by the Congressional Research Service (1988a) points
to demographic changes that increased the proportion of young adults, who tend
to have weak labour-market ties and better health and are thus poorly covered. If
so, coverage should begin to rise again as the *‘baby-boom™ generation ages. On
the other hand, the rising custs of insurance will continue to make it less
affordable particularly for small employers and individuals.

Those without insurance do not necessarily go without medical care. Some
pay for it out of pocket. Those who cannot afford to do so can receive *‘uncom-
pensated care’’ from hospitals and have access to public hospitals, usually
through the emergency department.?® However, emergency-department care is an
expensive way to deliver health care, and its quality is widely thought to be
below the standard received by the insured. It is expensive because emergency
rooms are costly, specialised facilities that are not well designed to provide
primary care. It also appears that the ininsured tend to go to hospitals rather late
in the course of an illness, and therefore require expensive treatment that could
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have been avoided with earlier medical intervention. Several studies suggest that
while the uninsured receive care, it is inferior to that received by the insured.?!
The situation of the uninsured is precarious and could deteriorate if budget
restrictions reduce the number of public hospitals, which would in turn reduce
access and health status for some people (Bindman et al., 1991), or if for-profit
hospitals, which provide less uncompensated care than do non-profit hospitals
(Lewin er al., 1988), expand at the expense of non-profit hospitals.* '

Being without health-care insurance imposes substantial potential and actual
\ costs, both financially and in terms of the quality and quantity of care reccived.
For those not eligible for government programmes, a change in ecmployer. a loss
of employment or cven a change in the health status of a family member could
result in a sharp reduction in coverage, a complete loss of coverage, or much
higher insurance premiums. As a result, cven the large majority who arc covered
is bound to factor health insurance into a broad range of ecconomic and social
choices - changing employment or family status, for example. Although quanti-
tafive estimates of the economic cost of, for example, **job lock™ are unavaila-
ble, there arc certainly deadweight costs stemming from the potential and actual
gaps in coverage and the associated risk of losing coverage. As cost pressures
and awarcness of the problem mount, these deadweight costs could rise.
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III. Health-policy reform

There is now an almost unanimous sentiment that the U.S. health-care
financing system is unsatisfactory, and there are disturbing signals that it may be
unsustainable.** Costs are high and rising, apparently with no limit in sight. There
are fcars that cmployers, insurers and governments will respond 1o the escalation
of costs by paring back coverage, thereby eroding access. A significant number
of people who alrcady have no health insurance reccive relatively poor health
care, and some arc cxposed to potentially crippling financial costs should they
fall ill. The diffuse nature of the cost increases and the complex nature of health
care and health-care markets have obscured the fundamental sources of the
problem. This, together with the diverging interests of the current stakeholders
— providers, insurers, employers and various groups of consumers — has resulted
in considerable disagreement on how best to reform the system.

There is, however, no shortage of suggestions. Several academics have put
forward proposals, of which Enthoven’s (1980 and 1988, for example) ‘‘man-
aged competition’* has been particularly influential: recent health-care reforms in
the Netherlands and the United Kingdom incorporated some of his ideas. At the
federal level, the Administration published a proposal in February 1992, which is
described in the accompanying box, and 40 comprehensive health-care reform
bills (as distinct from bills targeted to specific populations) were put forward in
the 102nd Congress (Congressional Research Service, 1992b). There have also
been initiatives at the state level, including the Garamendi proposal for Califor-
nia, described in another accompanying box, and the more limited, but highly
controversial, Oregon proposal to extend Medicaid coverage to more of the poor
while eliminating reimbursement altogether for some procedures.?
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The Administration’s **Comprchensive Health Reform Plan*'

In February 1992, the Administration published its proposal to build on the current
healih-financing systcm by retaining. and calarging, the role of private-sector insurance.
Access would be expanded by offering 1ax credits and deductions, and by reforming the
private-sector insurance markct. The Plan would lcave the current health-carc financing
system intact: those not covered by Medicare or Medicaid would still be covered by
private insurers. mostly through employer group plans.

Tax credits and deductions

All cligible individuals or familics = those not already eligible for existing govern-
ment health-care progriammes, such as Medicare and Medicaid - with incomes below the
povertly line would receive the maximum tax credit (31 250 for individuals, $2 S0 for a
marricd couple and 83 750 for a family) with which to purchase health insurance. As
income rose, the tax credit would fall to a minimum of 10 per cent of the maximum credit
at 1 1/2 times the poverty line. Instead of the credit, those cligible could claim a tax
deduction if they wished. This would reduce their taxable income by the same amounts as
the taa credits and would be phased out at higher income fevels (between $40 000 und
$50 000 for individuals, $55 000 and S65 000 for couples and $70 000 and $80 (XX) for
families).

The amounts of the credits and dedictions correspond to the Administration's
estimate of the cost of & “basic™™ health-insurance policy, although it would be ieft 1o
state governments to define such a policy and to ensure that private-sector insurers offer
i. States would also have the option to fold Medicaid into the tax-credit programme and,
in effect, offer tax credits to all the poor. According to Administration estimates, the
credits and deductions would extend health-insurance coverage 1o about 24 million
people. or 70 per cent of the currently uninsured.

Insurance reform

All insurers selling group health insurance in a state would be required to sell a
policy to any employer group that applies and would have to cover every employee in an
insured group. Insurers choosing to cover recipients of tax credits would be prohibitcd
from denying coverage on the basis of health. Insurers would be required to renew
policies, unless premiums are not paid or there is fraud. They would be prohibited from
limiting coverage on the basis of pre-existing conditions, a measure designed to increase
the portability of insurance from job to job. Employers would not be required to provide
group insurance or, if they provided it, to contribute to its cost. There would be no
government controls on the premiums insurers could charge, except during a S-year
transition period in the case of policies sold to small firms.

Each state would define one or more ‘‘basic benefit packages’ to be offered by
private insurers. If fewer than two insurers in any state offered the basic packages, the

(continued on next page)
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(continued)

state insurance commissioner would be able to force two or more of them to do so.
Although insurers would be able 1o charge the market price for the basic-plan premium.
the intention is that the plan be designed so its cost equals the maximum tax credit
amount. States would not be allowed to mandate bencefits (apart from the basic benefit
package). nor 1o restrict the development of co-ordinated care organisations, such as
HMO:s.

States would implement **health risk pools™. Insurance companics and plans cover-
ing a group with more unhcalthy individuals than average would receive moncy from the
pools, while those covering a healthicr than average group would be required fo pay into
the pools. The intention is to offsct the incentive for *‘cream skimming™ by subsidising
and taxing insurcrs according to the hcalth characteristics of those they cover.

Small employers would be cncouraged to pool their purchasing power via **health
insurance networks™, which would operate as non-profit intermediarics. The main
cncouragement would be that the networks would be cxempied from state-mandated
benefits and premium taxes. Pooling would reduce the high administrative costs now
associated with smalil-firm insurance.

Cost control

The proposal aims at controlling costy through greater use of co-ordinated care,
malpractice reform, and administrative savings through the use of clectronic billing and
standardised formats. The Plan docs not require insurers to harmonise coverage and rate
schedules (i.e. does not require a so-called all-payer billing system). The Administration
notes that much illness could be reduced through the adoption of healthier life-styles, and
that the FY 1993 budget has increased funding for programmes aimed at discase preven-
tion and at care for women and children (nutritional assistance, the head start educational
programme and access to primary health care centres). According to the Administration,
the measures in the Plan would reduce health-care costs by 6 to 14 per cent in 1997,
Using the Sonnefeld er al. (1991) projections of health-care costs, this would be $76 1o
$177 billion.

Containing costs

Any reform that seeks to correct the most glaring problem of the current
U.S. system - high and rising expenditures — must effectively restrain demand
for services. Care that is almost free, from the point of view of the patient, has set
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up a dynamic of increased demand, increased supply, and the invention of ever-
more sophisticated and costly diagnostic and treatment options. Directly charging
consumers (out-of-pocket) the full marginal cost of medical services, the obvious
market solution, might provide an effective brake on costs, but is not a serious
policy option because it would place health care beyond the financial reach of
many people. Thus, mechanisms other than high prices at the point of delivery
must be used to balance demand with available resources.

One avenue of reform would be to institute price schedules, quantity con-
straints and global budgets on all health-care providers. Enforcement of such
constraints would be facilitated by a centralisation of hcalth-care finances, as
envisaged by proposals for a comprehensive public-scctor health-care system put
forward by, for examplc, Congressman Russo and. at the state level, by
Mr. Garamendi (see the accompanying box).?* Reforms such as these would
significantly reshape hcalth-care financing in the United States. The role of
private insurers would be sharply reduced, and, depending upon the nature of the
reform, much of the cost of health-care expenditures might be transferred from
the books of the private sector onto govérnment budgets. Private insurers paid
over $215 billion for health care in 1990, which would have to be paid by
governments and raised through taxes. This would not be a new burden overall,
since the taxes would replace insurance premiums. In fact, to the extent that
centralised expenditure control permitted reductions in outlays, the burden would
fall - one source of saving might be reduced administrative and overhead costs.
However, different people would pay. Because insurance premiums are roughly
the same regardless of income, viewed as a tax they are highly regressive. A
payroll tax, which is used in many other OECD countries to finance health care,
would be roughly proportional to income. Thus, a shift to a comprehensive public
health-care programme financed by a payroll tax would tend to shift the cost
burden from the low-paid to the better-paid.

Centralised control of health-care budgets is already common in other
OECD countries, where health care is financed directly by governments or by
quasi-governmental agencies. Many have nation-wide (or, as in Canada, prov-
ince-wide) fee schedules, to which physicians must adhere when they bill. This
approach appears to *ave been successful in Japan, but in many countries there
has been a tendency for providers to increase effort, or to change the way
treatment is dezcribed in order to collect a higher fee (a practice referred to as
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upcoding). Similar tendencies have been observed in U.S. government health
programmes, and the Health Care Financing Administration built such a response
into its recently introduced Medicare Volume Performance Standards. These
developments have led some countries to impose both price and quantity targets,
or global budgets. The combination of price and quantity controls appears to be
more effective in restraining costs than price controls alone (General Accounting
Office, 19914d).

While centralised budgetary control has provided a mechanism to restrain
costs in many countrics, it has not eliminated the underlying pressures on
cxpenditures. Thus, in some countries — France and Canada, for example - the
share of hcalth-care outlays in GDP is still rising, although the rate of incrcase
has slowed sharply and is well below, that in the United States. Generally.
centralised expenditure control has not been accompanied by centralisation of
dclivery of medical care, which has largely remained in the hands of physicians
and hospital administrators. Indeed. medical decisions in most OECD countries
are typically made by physicians with less supervision and control than has
become common in the United States. Likewise, in these countries there are
typically fewer restrictions on choice of physician or hospital than is now the
case with HMOs or preferred-provider organisations in the United States. On the
other hand, centralised budgeting couid also lead to a health-care system that is
unresponsive to patients’ needs. The system in the United Kingdom has been
accused of being overly rigid, and its recent reforms were, in part, an altempt to
change this (Day and Klein, 1991). Queues for certain surgical procedures,
notably coronary surgery, have developed at times in Canada, as financial con-
straints resulted in a shortage of cardiac facilities. Subsequently this was to some
extent corrected (Naylor, 1991).

Somz cost-saving reforms have been introduced into U.S. government
health-care financing programmes, such as the prospective payment system for
hospital Medicare fees introduced in the 1980s and the transition to *‘diagnosis-
related group’’ (DRG) payments rather than cost-based reimbursement. In 1992,
a programme to limit Medicare physician spending was introduced, including a
Relative Resource Value Scale, which sets prices for physician services. In an
effort to limit physicians’ behavioural responses, ‘‘volume performance stan-
dards’’ were also introduced. These reforms have stopped short of imposing
global budgets, although in its 1992 Budget the Administration raised the issue of
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Health-care Reform: The Garamendi Proposal

In February 1992, the State Insurance Commissioner of California, John Garamendi,
published a proposal to replace the private and public-sector insurance sysiem currently
in place in Califonia with universal health-care coverage financed by payroll 1axes and
delivered by HMO-like managed-care organisations. This would involve a substantial
change from the current system, in that employers would no longer be providing, and
insurers would no longer be offering. group health insurance plans of the sort that now
cover most people under 65 years of age. ’

Financing

Insurance premiums would be replaced by a payroll tax (referred 1o as **premiums™
in the proposal) of 7.65 per cent on employers and 1.4 per cent on employecs, with the
sclf-cmployed paying the sum of these. To reduce the burden on small firms and low-
income workers, in the calculation of their liabilities under the plan, employers would
receive a deduction of $10 000 per person, stnall business would face a lower payroll tax
rate and workers would receive a deduction of $5 000. There would be a ceiling of
$150 000 per person for income subject to the payroll tax for both employers and
employces. According to the Commissioner, the average tax rates would be 6.75 per cent
of payroll for firms and 1 per cent for workers.

Regional, autonomous “*health insurance purchasing corporations' (HIPCs) would
**sponsor insurance’’, cssentiatly by using the tax revenues to buy medical coverage for
all residents (employed or not) from private-sector providers. The cffect would be 1o
climinate the link between ecmployment and health insurance, in that being insured would
not depend on being employed, and employces would not be in danger of losing coverage
{or. perhaps. cven have to change physicians) when they changed jobs.

Access

Each health-carc provider organisation would offer pluns certified by the RIPC in its
area and would be responsible for the actual delivery of medical scrvices. The Proposal
envisages basic plans, similar to those now offered by HMOs in California, that would
cover in-patient and primary care, prescription drugs, home health care and so forth.
Plans would be prohibited from turning down applicants, regardless of past, actual or
prospective health status. The HIPC would pay the provider organisation an amount per
enroliee, but with adjustments for risk (for example, plans with a d:sproportionate number
of old enrollees would be paid more per head), in order, it is hoped, to prevent *‘cream
skimming™* by providers.

Only modest co-payments, and no deductibles, would be permitted. Plans would be
allowed to offer more than the basic package certified by the HIPC and would charge
their enrollees for the extra services. However, there would be limits on how much more
could be offered, for fear thit the basic plan might eventually be perceived as sub-
standard.

(continued on next page)
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(continucd)

The Proposal envisages folding the medical parts of workens’ compensation and
automobile insurance into the same system, in order to improve access and climinate
duplication of costs.

Cost containment

The major cost-containment mechanism would be the global health-care budget
determined by the revenue from the payroll taxes, which will rise no faster than payrolls
(unless the payroll tax rates were increascd). '

According to the Commissioner. the measures in the proposal wil! hold health costs
down by encouraging managed care and by climinating much of the administrative
overhead now incurred by firms and insurance companies. 1t is also envisaged that the
proposed system will be more effective at dliminating unnecessary nwedical procedures.

-

capping the growth of Medicare and Medicaid outlays. The impact of such
reforms on overall medical outlays would be blunted. however. Providers could
compensate for reductions in income reccived from Medicaid and Medicare by
shifting costs to the private sector, as they have in the past when fees under these
programmes were reduced. although the extent of this response is subject to
considerable debate. In addition, Medicare and Medicaid must compete with the
private sector for physician and hospital resources, which limits the amount of
restraint that can be imposed without reducing access.

A possible alternative to global budgeting is stricter control over medical
costs at the micro level, and, in the absence of a centralised system for collecting
premiums and paying providers, the U.S. health-care financing system has moved
in this direction. Insurers are increasingly turning to provider-review mechanisms
in an attempt to reduce costs. Moreover, the traditional third-party insurer that
pays a physician chosen by the patient has been losing ground to managed-care
organisations. The standard HMO, for example, provides comprehensive health-
care services, usually including hospitalisation, in retumn for a premium. It is:
distinguished from other insurers by the close relationship between the insurer
and provider: in an HMO they are both of the same company. This type of HMO
has significantly lower costs than fee-for-service providers, although the growth
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of costs has been the same. Other, much looser forms of managed-care organisa-
tions, such as preferred-provider organisations, have expanded rapidly in recent
years, but appear, at best, to generate only small savings.

Further reform along these lines, as was proposed by the Administration in
February, would have the advantage of requiring only incremental changes to the
currcnt health-care financing system. Private insurers could retain an important
role, although they might more closely resemble HMOs. The efforts of private-
sector insurers and the growth of managed care have not yet slowed health-care
expenditures, although these efforts have become prominent only in the last
decade. As costs continue to rise, insurers will have strong incentives to develop
insurance products and care systems that will minimise cost increases.

Improving Access

Although most Americans are covered cither by private insurance or by
government programmes, aboul one person in seven is not insured at all, and
many others are worried that their coverage may be reduced or eliminated if they
lose or change their jobs. The costs of expanding insurance coverage depend on
the degree of extension, the generosity of coverage and the health-care demands
of those who are now uncovered. An increase in personal health-care outlays of
one-seventh would have added about $84 billion to total outlays in 1990, or
1'2 per cent of GDP. This figure is. however, a substantial overestimate of the
cost of full coverage in that it assumes that those uncovered now use no medical
services and that, if covered, they would use the same services as the average
person now covered. The uninsured do currently receive care, often at great
expense in emergency departments, and when insured would probably use less
care than average, because many are young and relatively healthy.

More refined estimates suggest much lower costs. For example, Shiels ez al.
(1992) estimates the cost of providing health care to the currently uninsured to be
a substantially lower $11 billion. An extension of employer-based insurance to
all firms with 10 or more employees would cut the number of uninsured in half
and might raise health-care costs by about $13 to $28 billion, depending on the
coverage offered (Congressional Budget Office, 1991b). Extending Medicare to
provide universal coverage would raise outlays by as much as $26 billion, not
allowing for potential savings in administrative costs (Congressional Budget
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Office. 1991¢). Expanding Medicaid to cover all those below the federal poverty
level would raise outlays by $6 billion, but would not extend insurance coverage
much (Congressional Research Service, 1988b). To put these figures into per-
spective, it should be recalled that estimates of the excess administrative cost of
private health insurance and the outlay equivalent of the employer tax deduction
for health insurance are each on the order of $40 billion. These estimates of the
cost of extending health care coverage may be too low, in that they do not
consider the possible dynamic pressures that would result from universal, guaran-
teed coverage. These are, of course, very difficult to assess, but 1o the extent they
cmerge, the nced to control costs would beconie cven more pressing.

Since gaps in coverage arc largely the result of the operation of a voluntary,
competitive insurance market, proposals to incrcase access have centred on
reforming, or even replacing, private insurance. Four genceric types of reform are
now actively being considered in the United States, although, of course, cach has
many variations.

Small-group insurance reform

Many of the uninsured arc employed in small firms that do not offer group
insurance, mainly because high risk and administrative costs have made it too
expensive. Insurance could be made more affordable for small business by
requiring insurers to offer coverage to all firms and to atl employees in a firm that
has purchased group insurance, and by limiting premiums in some way 10 prevent
insurers from pricing small employers out of the market. This is a conservative
reform, in that it implies only a small change to the existing health-insurance
system. On the other hand, since this proposal does not require firms to provide
insurance to their employees, it is not clear how effective it will be in extending
coverage. Moreover, if insurers are forced to provide small-group insurance at
below cost, they may choose to withdraw from the market altogether.

Tax credits (or vouchers)

Health insurance could also be expanded by providing individuals with
refundable tax credits or ‘‘vouchers’’, which could be used to purchase private
health insurance policies, either through employer group plans or directly from
insurance companies. The credits could decline with income in order to direct the

“
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subsidy more precisely to the poor, and they could be higher for those with
serious chronic illnesses, since they are likely to be charged higher premiums.

Although this reform would also Jeave the current health-financing system
largely intact, the degree to which coverage would be expanded would depend on
the size of the tax credit and, since there would be no controls on premiums and
on coverage by insurcrs, how the insurance market reacted. Those who do not
have insurance would obviously be tempted to buy coverage. It should not
change significantly the coverage for those who arc now covered by group
insurance if the tax credit were a substitute for the tax deduction by employers.
Some firms might decide 1o drop their group insurance, but those employces
losing it would buy their own coverage using the tax credit. However, in the
absence of insurance retorm, vouchers alpne would not guarantee that high-risk
individuals and groups would not be denied insurance.

Neither small-business insurance reform nor “ax credits would entirely
resolve the problem of “*cream skimming™ - insurers would still have a strong
incentive to cover those perceived as low risks. These incentives could be offset
if the government transferred money from insurers having a low-risk clientele, to
those having a disproportionate number of high-risk cases. The Administration
proposal, for example. includes such a mechanism. Such compensation would be
feasible though not complete. Observable characteristics, such as age. sex and
past health status, appear to explain only a small percentage of the variation in
health expenses across individuals, though this is all the information that insurers
utilise now in setting risk-based premiums. Nonetheless, it may be expensive for
a government to duplicate the rating done by insurance companies. An alternative
would be to prohibit differences in premiums based on risk, although such an
attempt to frustrate a powertul market incentive may prove difficult to enforce.
More importantly, it wouid magnify the incentive for insurers to avoid bad risks
by refusing coverage altogether, or by attempting to tailor policies to discourage
those who might generate large claims. These practices, too, could be forbidden.
But if they could no longer choose whom to insure, the terms of insurance, or
what price to charge, the role of insurers would be narrowed to administrative
and cost-control functions. The issue then would be focused upon their efficiency
in this role: comparisons with public programmes in the United States and
elsewhere suggest that private-sector overhead costs are relatively high, while
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there is litile evidence concerning the relative efficacy of the two sectors in
controlling health-care costs.

““Play or pay’’

Under this option, proposcd by some members of Congress. employers
could choosc 1o offer a group plan. or to pay a payroll tax to finance a public plan
that would cover its employces, perhaps an extension of Medicare or Medicaid.
This would cxtend coverage to the cntirc ecmployed population. Under some
varianis, anybody not covered by private insurance would be automatically cligi-
blc for the public plan. In this case. access would be universal although some
prices might be attached. 1 is likely that low-wage firms (which would pay little
payroll tux) and high-risk people (who would be charged large premiums in the
private market) would be most attracted to the public plan.

Initially. it might be expected that private insurers and employers would
retain their dominant role as payers. However, health-care costs are rising much
faster than payrolls, and if the contribution ratc were fixed. more firms would
choose to join the public plan over time. This would entail rising transfers from
general revenues. Even if contributions were raised in line with costs, a public
programme would take an increasing share of the market if' it were able to deliver
greater consumer satisfaction for less. In either of these cases. *“'play or pay'
could prove to be a transition to a health-care financing system dominated by
public-sector payers.

Comprehensive public health insurance

Universal coverage could also be achieved directly by replacing the current
mixed public-private insurance system with an entirely public one, which would
cover everyone automatically and probably reduce administrative costs. Cost-
increasing technological innovation could also siow as well. Of the options
discussed, this one would require the greatest changes to the current system, and
would also move the U.S. health-care financing system furthest toward those in
place in other OECD countries. It would represent a departure from U.S.
approaches to such issues in two respects — first in embracing a radical rather
than evolutionary approach, and second in forcing the private sector out of an
activity where it is established. The experience of other countries suggests that
there are many ways to design a comprehensive public system, and the institu-
tions actually in place in those countries have grown up in response to complex
cultural, political, economic and social pressures. U.S. solutions will likewise
undoubtedly cvolve in response to similar pressures.
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IV. Conclusions

The U.S. health-care system is at a cross-roads. Health-care expenditures in
the United States are far higher than those in other OECD countries and are rising
much more rapidly, whether measured in terms of GDP or per capita. While it is
difficult to say what levels of spending or growth are optimal, there is a mounting
concern about the rising burden of health-cate costs. At the same time, one in
seven Americans is not covered by health insurance at all, many others are faced
with the risk of losing insurance coverage if they become unemployed and yet
others hesitate to change jobs for the same reason. This situation, characterised by
some as a worsening paradox of excess and deprivation, clearly calls for correc-
tion, and there is a broad consensus in the United States that something must be
done to improve access and contain excessive spending growth. Views differ
widely, however, as to specifically what should be done and how, and numerous
reform proposals have been put forward in recent years, including one by the
Administratinn,

It is encouraging that the linkage between health-insurance provision and
employment would be weakened under most of the recent reform proposals, even
those that would keep the present institutional sei-up intact. This linkage is
archaic and makes no more sense than linking automobile insurance to people’s
employment. It restricts the individual's choice of insurance, as employees are
effectively obliged to accept any group insurance plan that the employer chooses,
thereby limiting the presumed advantage of a decentralised financing system. It
also acts as an impediment to latour mobility and is costing the Federal govern-
ment $40 billion per year in tax subsidies.

The fundamental nature of the problem of health care is common to all
countries, and the real choice facing the United States is rather narrower than it
appears. While reforms carried out in several OECD countries have brought
about a varying degree of spending restraint, underlying pressures for higher
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health-care outlays nevertheless remain high everywhere in the OECD area and
are likely to grow even stronger in the long term with the ageing of the popula-
tion. The root cause of such pressures lies in the very nature of the system of
health-care provision and financing. Once insured, the incremental cost for a
patient of receiving medical treatment is typically very low, whereas physicians
have incentives, both moral and financial, to offer as much and as good a
treatment as they can. In order to deal with the open-ended nature of health-care
outlays, OECD countries have responded by raising the incremental costs borne
by the patient as well as by placing some limits'on what physicians can charge
and deliver. This is also what has been done in U.S. public programmes, and
private insurers in the United States have similarly intensified their efforts to keep
spending growth under control. There seems to be little choice in reforming the
system of health-care delivery but to redirect physicians® incentives towards cost
saving by imposing some form of budget constraint under whatever financing
system the country may choose to adopt.

A salient feature of the U.S. health-care system is the prevalence of private
insurance coverage, even for basic health-care services. Efficient operation of
insurance markets inevitably leads to pricing based on risk. But basing insurance
premiums on health risk is not compatible with the social goal of providing
universa' access to comprehensive basic care. Thus, improving access (o health
care while preserving the existing institutional arrangements will require greater
regulation of private insurance, compensation for the difference in risks covered
by insurers and, given the very high cost of medical insurance in the United
States, income-related subsidies to ease the burden of subscribers. Such a way of
extending coverage carries heavy administrative overhead costs. However, it has
the advantage that the insurance package can be more easily adapted to individ-
ual preferences and needs. The alternative is centralised health-care financing
which is found in many OECD countries. This would guarantee universal access,
carry lower administrative costs and by its very nature avoid the problem of
cream-skimming (a tendency for insurance companies to try to cover only the
healthy). Cost control through budgetary constraints could be easier under this
system. On the other hand, the individual's choice of basic insurance coverage
would be 1mmited, although freedom to choose physicians and hospitals need not
be. Centralised financing of basic health-care provision does not preclude supple-
mentary private insurance in order for the individual to extend coverage beyond
basic needs. But whatever mix of public and private provision is ultimately
chosen, it is doubtful that mere marginal reforms can adequately deal with the
problems facing the U.S. health-care system.
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Notes

For example, high infant mortality is closcly related to low birthweight, end there are a
relatively large number of fow-birthweight infants in the United States. This depends more on
social factors than on the design of the health-care sysieny.

Personal heulth-care expenditures equal the total less rescarch and development costs, con-
struction, public health expenditures, progrdmme administration and the net cost of private
health 1 surance. The latier spending items amounted to 12 per cent of the total in 1990,

There has been continuous invention of new medical techniques and products, as well as
improvements in older ones. To the extent that these are not taken into account in the
estimaies of price, they will show up as lower quantitics. For many of the important
componcents of health costs - hospitals and physicians services, for example - this problem is
probubly no more severe than for other goods and services. On the other hand, it may be
imponant for the application of new technologics. For example, a scanner may provide a
better diagnosis than a physical examination or an X-ray, but it also costs more. Trajlenberg
(1989) found that computerised axiul tomography (CAT) scauncrs underwent considerable
quality improvements shortly afier their introduction in the early 1970s.

Total, rather than personal, health-care expenditures are used to cnable compuarisons with
other countrics in Table 4 below. Data on personal health-care expenditures are not nearly as
widely available for other countries. In the case of the United States, using total expenditures
instead does not make any material difference.

It should be noted, however, that the rate of increase in physician incomes was roughly
similar to that of other post-college-educated workers in the late 1980s.

Correspondingly, the share of the private sector in the total personal expenditure on health
care has declined. This has been entirely due to a fall in the relative importance of out-of-
pocket payments: private insurance has covered an increasing part of health-care spending
(see Table 3).

Rising health-care expenditures have led to a growing wedge between the wage bill and total
compensation. Business health-care costs have surged from 3 per cent of total compensation
in 1970 to over 7 per cent in 1990. In 1991 these costs amounted to 92 cents per hour
worked. Furthermore, this excludes unfunded future liabilities for retiree health-care benefits
which have been estimated to amount to as much as $430 billion in present value terms;
beginning in 1993, U.S. accounting rules will force employers to recognise such liabilities.

The outlay equivalent is the amount the government would have to transfer to provide the
taxpaycr with the same after-tax income as is received from the tax concession. It is higher
than the revenue lost because the transfer would normally be taxable income, and so some of

it would be taxed back.

The cconomics of hcalth-carc systems in various OECD countries arc discussed in more
dctail in OECD (1992).

Unconstrained demands for health care may be considcrably more income-elastic than indi-
caled on Diagram 4. The lincar relationship may reflect the role of centralised health-care
budgeting in restraining the demand for health care, In the absence of these restraints, the

health-cxpenditure shares of other OECD countrics might rise non-lincarly, and the U.S.
share might not be significantly out of line with that of countrics with similar levels of per-

capita income.
These figures should be used with caution as they are often based on a rather sparse sclection
of service prices.
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A co-payment is a fixed sum per procedure. A deductible is an amount that must be paid (per
vear, for example) before insurance applies. Co-insurance is a pereentage of the cost of a
wervice. In what follows, all these will he loosely referred to as co-payments.

The purchase of supplemental insurance is not unigue 10 the United States ~ in France and
Canada. 60-70 per cent of the population purchuses supplemental insurance.

Patentially, insurance may also expand demand by charging behaviour, a problem known as
moral hazurd (see the accompanying box). An example might be people smoking more,
hnowing they would be covered by insurance should they become ill. Tt is not clear that
moral hazard. in this sense, is important in the context of health care. Some authors, however,
use the werm moral huzard in a wider sense to include the increase in demand in response to
low prices.

Weisbrod (1991) presents an extensive argument along these lines. He provides un "nteresting
comparison between the heaith-care sysiem and the public education system in the United
States. In the former, insurance is open-ended and resource use is determined largely by
health-care providers. In the latter, the government provides a fixed amount per student, or
families pay the entire cost out of pocket, and resource use is not determined by teachers.
This example cuts both ways since most people report satisfaction with their health care,
whereas dissatisfaction with the public school system appears to be widespread.

Hospital-based physicians in other OECD countries are salaried, unlike in the United States,
and may have less financial incentive to require the most recent technology.

There are other ways of defining who is uninsured, although the *‘point-in-time’* measure is
both meaningful and easily derived from survey data Two alternative definitions are the
percentage of the population having no insurance cover for an extended period of time (say, a
year), and the percentage that is uncovered for at least one short spell during an extended
period. For example. in the 30-month period from February 1985 to August 1987, 4.2 per
cent had no health insurance cover at any time, while 28.1 per cent had at least one one-
month spelil during which they were uncovered (Aaron, 1991).

Beiween 1979 and 1986 the proportion of those in the labour force who receive health-
insurance coverage through their jobs declined by 1.1 percentage points (Congressional
Rescarch Service, 1988a).

Also, small busincsses often face more intense competition and may have smaller profit
margins.

The result is that hospitals must recover the cost of such uncompensated carc through
increased charges for other paticnts ~ Icading to a potential problem of cost shifting - or
through stalc-wide uncompensated care pools.

Sce. for example, Bindman et al. (1991), Eiscnberg (forthcoming), Luric ef al. (1984) and
Wenncker e1 al. (1990). . :

This latier possibility may not pose too great a concern. While for-profit hospitals do provide
less cure to the uninsured, they do so primarily because they are located in arcas where there
are relutively few uninsured. If this is the case, they are unlikely to expand at the expense of
those non-profit hospitals that provide a lot of cure to the uninsurcd.

While many Americans feel that big changds arc needed in the health-care system (57 per
cent), most are at least somewhat satisfied with their own health care (71 per cemt) (Har-
ris Poll, Junc 17, 1992).

The Oregon proposal is to reimburse the costs of only the first 587 of 709 different medical
treatmen:s, ranked according to medical effectiveness and value to the individual and socicty.
This proposal was denied a Medicare waiver by the Administration in August 1992 on the
grounds that it might violate the Americans with Disabilitics Act. Other states. such as
Florida. Minncsota and Vermont are also in the process of atiempting to reform Medicaid
with a view 1o broadening public health insurance.

The Garamendi proposal is discussed here for illustrative purposes only.
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Annex

An overview of health-care financing in selected OECD countries

This annex briefly describes the health-care financing systems in the Uniled States,
Japan, Germany, France, the United Kiggdom and Canada. The ltalian system is
described in detail in the forthcoming OECD Economic Survey of Italy. These systems
vary widely, but, except for the United States, have the following features in common:

i) enrolment in a health-care plan is mostly automatic; ofien, but not always,
enrolment is through the workplace;

ii) insurers of busic health care costs are public or quasi-public: typically they
cannot refuse cover;

iii) there are provisions for those not curremly attached to the labour force:

iv) financing is predominantly through the tax system (often payroll taxes) rather
than premiums per enrollee;

v) patients face virtually no restriction on the choice of physician, and typically
little restriction on the choice of hospitul;

vi) the government controls either global expenditure or large components of it
(such as physicians' incomes or hospital expenditures).

Although the system in the United States shares some of these features as well, it
relies much more heavily on voluntary insurance, usually purchased by employers on
behalf of their enuployees from private, for-profit insurance companies. This system of
private insurance is supplemented by large government programmes aimed at the elderly
and at some of the poor.

It is traditional to use the language of insurance in describing health care payment
systems, in part because they perform an insurance function by pooling the risk getting ill
and incurring medical expenditures. However, except in the United States, there is
typically little discretion in either the “*purchase’” or the ‘‘sale’” of basic health *‘insur-
ance” and health-care ﬁnancmg systems therefore resemble government tax-transfer
programmes rather than insurance markets.

Material for countries other than the United States is drawn from the far more
detailed discussions found in OECD (forthcoming), Congressional Budget
Office (1991a), Day and Klein (1991), General Accounting Office (19915 and 1991d),
Graig (1991), Ikegami (1991) and OECD (1987).
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" The United States

Health care is delivered through private insurance, which covers about Ys of the
population; public programmes, which cover more than 's of the population; and ad hoc
arrangements for the /» of the population that has no heulth insurance coverage. (Because
some people are covered under more than one scheme, these figures sum to more than
onc.) About 8J per cent of those covered through privale insurance are enrolied in
employer-based group insurance plans, with the rest being covered by individual insur-
ance policies. Employers typically purchase a group policy {rom one of a large number of
private insurance companies, although more recently some, mostly large, employers have
chosen instead to pay medical claims as they arise, a practice known as **self-insurance'".
This allows firms to reduce costs and, because employer-run benefit plans (such as
pension plans, but also medical benelit plans) are federally regulated under the 1974
Employee Retired Income and Sccurity Act, to avoid statc insurance regulations. Many
cmployers, especially smaller ones, do not ensure their employees at all; indeed. a
majority of those with no insurance cover are employed or have a family member who is
employed. *

The two major government health-care payment programmes are Medicare, which
essentially covers the old, and Medicaid, which covers some of the poor and offers sonw
financing of long-term care. Governmients also support health care through progrummes
serving military and veterans, public health programmes and public hospitals, whose
emergency rooms often provide acute care for some of the uninsured.

Medicare, which was introduced in 1965, is by far the largest government insurance
programme. It covers almost everyone over 65 years of age, about 13 per cent of the
population, as well as people with certain disabilitics (notably, kidney failure), another
1.3 per cent of the population. Hospital expenses under Medicare are funded by a payroll
tax. Three-quarters of other expenses (Part B) are funded by general federal government
revenues, with premiums, paid by beneliciaries, covering the other quarter. In addition,
Medicare patients pay deductibles and co-payments (a payment per service or percentage
of the cost of the service, the latter also being referred to as co-insurance). Since
Medicare pays for less than half the medical expenses of its’ beneficiaries, some 70 per
cent purchase private supplementary insurance.

The other major government health programme is Medicaid, also established in
1965, which covers mothers with dependent children (68 per cent of Medicaid recipi-
ents), the poor elderly (13 per cent), the blind and disabled (15 per cent), and a small
number of others. About half of those below the federal poverty line are not covered by
Medicaid: single adults below 65 years of age and who are not disabled, are not covered
regardless of their income; and people with assets above certain state-defined levels are
not eligible. Unlike Medicare. Medicaid covers long-term nursing home care — 40 per
cent of the Medicaid expenditures go to nursing home care ~ for the old and disabled.
Medicaid is administered by the states under federal government supervision and guide-
lines, which govern such things as the type ‘of services provided and the payment
schedules for hospitals and physicians. The federal government shares the cost of the
programme through grants to the states which depend on stale Medicaid expenditures and
state personal income levels.
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There are more than 575 000 active physicians in the United States, or 2.3 per
1 000 population. A third of them are pritnary-care physicians and the rest are specialists.
By way of comparison, Canada has roughly the same number of physicians per capita,
but only half of them are specialists. Physicians are paid predominantly on a fee-for-
service basis. Many, however, are paid a salary by a co-ordinated-care, or managed-care,
organisation. The oldest form of co-ordinated care is the health maintenance organisation
(HMO), in which about '/ of the population is now enrolled. The traditional HMO,
exemplified by the large Kaiser Permanente organisation in California, pays health-care
providers on a salary and runs its own hospitals and other facilities. Enrollees (or
members) receive all their health care from the providers hired by the HMO - that is, the
choice of provider is limited. The administrators of the HMO atiempt to optimise the
health care provided by reviewing medical practice and utilisation, in order to save cosls
by eliminating unnecessary procedures. More recently, much looser managed-care struc-
tures have developed, consisting of affiliations of physicians, who may be paid fee-for-
service, rather than a salary. The preferred provider organisation (PPO), a recent develop-
ment which is similar to a loosely organised HMO, consists of a network of physicians
under contract (to an insurance company, fof' example) to provide care, usually on a fee-
for-service basis, but at a discount. Like an HMO, the choice of health-care provider is
typically limited to those under contract to the PPO, and these providers are subject to
utilisation reviews. A point-of-service (POS) network extends HMOs by allowing
patients to choose a non-HMO physician, but only if they pay an extra fee. The POS is an
attempt to attract patients who are concemed about the restrictions on physician choice
imposed by traditional HMOs.

Japan

Health insurance is universal in Japan, with nearly ¥ of the population being
covered by mandatory employer plans, and the rest (the retired and the unemployed) by
the govermnment-run National Health Insurance (NHI). Firms are required to provide
insurance to employees and their dependents, and employees are required to enrol. While
there are a large number of insurers, they are highly regulated and neither firms nor
employees have a choice of which one to join. Employees of large firms (about 's of the
population) are covered by one of about 1 800 health insurance societies, employees of
smaller firms (slightly more than Y4) are usually enrolled in a scheme run by the national
government, and civil servanis and teachers (about 1/10) are covered by one of
82 mutual-aid societies. Taking NHI and small-employer insurance together, the govern-
ment directly manages the coverage of over 60 per cent of the population. All insurers
must provide a legislated basket of services.

Insurance is financed mostly through mandatory payroll taxes, with tax rates that
average about 8 per cent, but vary from 3z to over 13 per cent, depending on the insurer.
Employers pay at least half the tax. However, governments pay most administrative costs
and subsidise (up to 52 per cent) some insurers from general revenues. Although there are
no deductibles, co-payments and co-insurance range from 10 to 30 per cent of the cost of
the service, with a monthly cap of about $450.
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Hospitals range from prestigious and publicly-owned teaching hospitals to numerous
small private clinics (which are typicatly owned and run by private-practice physicians).
About 80 per cent of hospitals and about 94 per cent of clinics are privately owned and
operated. Most are owned by physicians and, by law, the chief executive of a hospital
must be a physician. Aside from a recent regional ceilings on the number of beds, the
government imposes few restrictions on overall hospital expenditures.

About a third of physicians are in private practice and have no access to hospitals,
40 per cent are in non-teaching hospitals and the rest are in teaching hospitals. Primary-
care physicians are paid on a fee-for-service basis according to a national rate schedule
set by the central government, in consultation with providers and payers. The schedule
assigns relative value points for services, which are then translated into monetary terms.
Physicians bill the insurers directly and cannot charge their patients extra (balance bill).
The government sets targets for total health spending and enforces price control through
the fee schedule, but has no formal mechanism to enforce quantity targets on physician
services.

Germany . .

Before unification, West and East Germany had markedly different health systems;
this overview discusses only the former. Insurance coverage is essentially complete,
except for a small number of people, all of them financially well-off, who choose not to
be insured. About /s of the population is covered by the “‘statutory’’ scheme, which is
administered by some | 100 sickness funds, which are autonomous from, but highly
regulated by, the government. The largest group of sickness funds is organised on a
geographical basis, while others are organised on an occupational or enterprise basis.
Membership in the statutory scheme is compulsory for several groups, such as workers
with incomes below a certain threshold and state pensioners. Retirees are generally
covered by the sickness fund to which they belonged when they last worked. About
85 per cent of sickness-fund members are compulsory members, with the rest being
voluntary members. Only about half of sickness-fund members, mostly white-collar
workers, can choose which fund 10 belong to. Most of those who are not members of
sickness funds are covered by private insurance, although a few members also purchase
supplementary privale insurance. Several companies, most of them non-profit, offer
private insurance, subject to government regulation. A small number of people (members
of the armed forces and some people on social welfare) receive free medical care.

The sickness funds are financed by payroll taxes (called *‘contributions’’), shared
equally by employer and employee. While the tax rate averages about 13 per cent of
wages nation-wide, it varies between 8 and 16 per cent, depending on the fund. Medical
services for those who are not covered by sickness funds or private insurance coverage
are paid for by the social security fund or from general govemment revenue. Both
sickness funds and private insurers are required by law to provide a certain basket of
benefits, although both can offer additional benefits as well.

Primary-care physicians are paid mostly on a fee-for-service basis by the sickness -
funds. Each fund, in effect, negotiates a lump-sum payment with regional physicians’
associations (which are not trade unions), which then divide the money among physicians
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according to a fee schedule. As a result, within any year the total income of physicians is
capped in advance. The associations are responsible for assuring physician quality and
quantity control. The fee schedule is negotiated nationally, with each of some 2 500 pro-
cedures assigned a relative point value, which is then translated into money by a formula
that varies by region, by sickness fund and, to respect the annual cap, by the number of
procedures billed. Private insurers must use the same relative point values, but generally
have fee scales that are about twice those of the sickness funds.

The hospital system is dominated by public hospitals (half the beds) and private non-
profit hospitals (' of the beds). The rest are private for-profit hospitals, often owned by
physicians. Physicians in public and non-profit hospitals, including most specialists, are
paid on salary. Hospital doctors rarely see patients on an out-patient basis, and ambula-
tory-care doctors rarely have hospital admitting rights. The operating costs of hospitals
are paid mostly from the sickness funds and private insurers, while capital expenditures
are paid mainly by Léinder governments, even in for-profit hospitals. As is the case with
ambulatory physicians, the sickness funds negotiate an annual lump-sum payment with
the hospitals, except that hospitals carry losses or surpluses from one year to the next.

France

Virtually everyone is covered by a statutory health-insurance scheme, which is part
of the public social security system. One sickness fund covers most employees and their
dependents, or about ¥s of the population. Several smaller funds cover the self-employed,
farmers and some special groups of workers (miners, for example); these funds also cover
retirees. There is also a programme to cover those with no labour force attachment, or
about 5 per cent of the population. The sickness funds are quasi-autonomous non-
governmental bodies which are managed by employer associations and trade unions, but
are subject to close central government regulation, particularly with regard to payroll tax
rates and fee schedules. Since the sickness funds require co-payments averaging about 20
per cent and some physicians are allowed to charge patients in excess of the fee schedule,
there is a market for supplementary insurance which is provided by several thousand
‘‘mutuelles’’. Although about ¥s of the population is covered by supplementary insur-
ance, the market is relatively small: the sickness funds account for over 70 per cent of
medical care expenditures and the mutuelles only 6 per cent.

The sickness funds are funded by payroll taxes on employment income (called
*‘contributions’'). The tax rates for the large employee sickness fund were 12.6 per cent
for the employer and 6.8 per cent for the employee in 1991. The self-employed pay the
entire tax on their declared income and pensioners pay a | per cent tax on their pension
income. Sickness funds cover medical and pharmaceutical expenditures according to
national schedules. There are substantial co-payments for physicians and drugs — 25 and
between 30 and 60 per cent of the schedules - but low co-payments for hospital care. The
mutuelles sell insurance based on actuarial risk and benefits.

About % of physicians are paid on a fee-for-service basis by their patients, who are
then (partially) reimbursed by their sickness funds and mutuelles. Almost all of these
physicians are members of the statutory scheme, but there are two types of membership: a
doctor can charge no more than the fee schedule and receives a pension and national
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health insurance for free: or, a doctor can charge more than the schedule but must pay for
the pension and insurance. About '« of physicians have opted for the second type of
membership, mainly specialists and those practising in large cities. The fee schedule,
which is set by the national government, comprises a relative value scale of some
4 000 procedures. Apart from this schedule, however, neither the government nor the
sickness funds have much control over fee-for-service physicians’ incomes. The other /s
of physicians are salaried employees of the government, who work mainly in public
hospitals.

Public hospitals account for about ¥s of beds and are staffed largely by full-time and
part-time salaried physicians. Private, for-profit hospitals and clinics account for the
remainder of the beds, and these are staffed by fee-for-service physicians. Public hospi-
tals tend to be large, general facilities, while private hospitals tend to be small and to
specialise in services such as obstetrics, certain types of clective surgery and long-term
care. As is the case with physicians, the hospital is paid by the patient, who is then
reimbursed. although it is customary for the sickness funds to mect in-patient expenses
dircctly (except perhaps for small co-payments).

United Kingdom

The health-care system has recently undergone a transformation as the result of
reforms introduced from 1989 to 1991. These reforms are generally designed to increase
the responsiveness of the system by introducing a form of managed competition, espe-
cially in the hospital sector. '

Everyone is eligible to receive mostly free medical care through the National Health
Service (NHS). which accounts for about 88 per cent of total health expenditures.
Patients register with a general practitioner (GP), who provides primary care and referrals
1o specialists. Until recently, the choice was officially unrestricted but, in practice, it was
often difficult to change one's GP. One result of the recent reforms is that the district
health authorities are to provide service through contracts with doctors and hospitals,
which may lead to restrictions on choice. In addition to the NHS, there is a small, but
growing, private-care sector, which generally features less queuing for elective proce-
dures. About 1/10 of the population is covered by private insurance, which typically
restricts coverage 1o acute, non-cmergency hospital care and specialist physician services.

General tax revenues provide about 80 per cent of NHS funding, a payroll tax
(“‘national insurance contribution'’) another 15 per cent, and various charges the remain-
ing S per cent. Privale expenditure, accounting for the 12 per cent of total heaith
expenditure not covered by the NHS, pays mostly for direct purchases (of drugs, for
example), with about /x of it going to private health insurance. Private insurance is sold
mainly by competing non-profit insurers, typically requires deductibles or co-payments
and has premiums based on assessed risk. Private insurers can refuse coverage or refuse
to cover pre-existing medical conditions.

Just over '/s of physicians are GPs, who work as independent contractors to the NHS.
Just under half their income is in the form of a lump sum, or capitation, for each patient
registered in a practice (the capitation varies with the age of the patient). Fees for some
services (for instance, immunisation) and an allowance for actual practice expenses (such
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as office rent) and other allowances account for the rest of GPs’ incomes. It is common
for GPs to form group practices, in order to share secretarial services, for example.
Average payments to all GPs are set by the government based on the recommendation of
an independent body. If physicians provide services in excess of what is forecast, fees
and allowances are reduced to compensate. However, if their costs rise, fees and
allowances are raised to cover actual costs. Fhysicians on hospital staffs are salaried (but
many also work in private practice) and those in the private sector bill on a fee-for-service
basis.

Before April 1991, hospitals were run by district health authorities and received
global lump-sum budgets, set ultimately by the central government. The reforms sepa-
rated the function of payer of hospital services from that of provider. The district health
authorities remain as the major payer, although large group practices of GPs also have a
role. They will receive a capitation payment from the government and will then contract
with hospitals for the provision of services. Well-managed NHS hospitals are to have the
option of becoming self-governing '‘trusts’’ and to compete with other institutions
(private hospitals, for example) for contracts from district health authorities and GPs. It is
hoped that the competition engendered by this arrangement will increase both the effi-
ciency and responsiveness of hospital-care delivery, while the principle of capitation
payments from the government contains overall costs.

Canada

Universal health insurance coverage is provided through provincial health care plans
in which *‘enrolment’’ is automatic and free. The plans place no restrictions on which
physicians or hospitals a person may use, although procedures done outside the province
may not be fully reimbursed, if the costs exceed the fee schedules of the patient’s home
province. In retun for partial federal funding, provinces must agree to certain terms in
the provision of health care funding, such as universal coverage, free access and a basket
of minimum services. As the plans do not cover all procedures - dental services,
prescription drugs and private hospital rooms, for example, are generally not covered -
many people purchase supplernentary insurance, often through their employer.

The public system is funded partly from provincial general revenues or payroll taxes
and partly from federal general revenues. There are no deductibles, co-payments or co-
insurance for physician or hospital services covered by the provincial plans, although
private insurance policies may have these features. Physicians who have joined the
provincial planc hill them directly, and cannot bill any additional amount to patients.

Physicians are paid on a fee-for-service basis, and for procedures covered by the
government plan, exclusively by the provincial government. Although physicians are not
required to join the government plan, anyone who ‘‘opts out’’ cannot bill any procedures
through the plan; therefore, very few have opted out. Thus, for the bulk of medical
procedures, there is only one payer. The fee schedule is set by the provincial govemment,
in practice with the participation of physician groups. Some provincial governments set a
total annual budget as well, implying that increases in the number of procedures, for
instance, must be offset by a reductions in the average payment per procedure.

Hospitals are almost entirely either public (including those attached to universities,
which are themselves public) or non-profit community facilities. They receive about ¥s of
their budgets from provincial governments, largely in the form of lump-sum grants. Other
sources of funds are charitable donations, fees charged for private rooms and miscellane-
ous fees (such as parking fees); deductibles and co-payments are not permitted. The
provincial governments attempt to shape the hospital system by controlling the number.of
beds funded and capital expenditure (for example, the construction of a cardiac unit).
However, hospital administrators are generally responsible for allocating Lie provincial

lump sum grants within the hospital.
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Table 1 FEMALE LIFE EXPECTANCY AT AGE 60
(in years)
1960 1968 1970 1975 1980 1985 1986 1987 1988 1989 1990
Australia 19.5 - 19.5 208 219 224 26 228 28 28 231
Austria 18.6 18.7 18.8 19.6 203 210 213 216 219 220 223
Belgium 18.7 19.2 209 220 220 228 2 25
Denmark 19.1 20.7 211 217 216 216 217 217 218 217
Finland 17.5 . . 19.7 20.7 213 216 217 217 219 219
France 19.5 20.1 20.8 213 224 230 232 237 239 24.0
Germany 185 1 190 19.1 19.7 20.7 216 217 219 22
Greece 18.6 19.3 20.6 21.2 . w .- .
Iceland - 204 . 230 229 232 233 228 229
Ireland 18.3 18.5 “ 18.8 . 20. - - 200
Italy - . . 203 21.2 219 220 224 227 229 -
Japan 17.8 18.4 19.3 20.7 219 232 236 240 239 243 244
Luxembourg 183 19.0 ' 19.8 213 . . .
Netherlands 199 . 20.7 . 225 . 233 23.6 234 234
New Zealand 19.5 19.4 198 20.3 208 215 213 216 217 219
Norway 20.1 211 2.1 227 229 217 2217 229
Portugal 186 18.8 . - 211 212 217 220 ’
Spain 190 - 199 20.5 2.1 227 - . - - -
Sweden 19.3 #20.1 209 214 21 227 229 2.1 229 234 233
Switzerland 192 . 204 215 223 232 233 235 237 239 239
Torkey 159 16.3 16.6 17.0 17.3 176 - - - . 18.1
United Kingdom 193 . 199 . 20.5 210 212 212 216 217
United States 19.5 20.0 20.7 219 222 224 25 225 225 217
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Table 2 MALE LIFE EXPECTANCY AT AGE 60

(in years)
1960 1965 1970 1975 1980 198S 1986 1987 1988 1989 1990
Australia 156 - 15.0 16.3 17.1 17.9 18.2 18.3 184 183 188
Austria 15.0 149 14.8 15.6 16.3 17.0 174 17.6 179 179 18.1
Belgium 154 15.2 16.3 17.3 17.3 17.6 176 17.6
Denmark 17.2 17.3 17.1 17.2 17.2 173 174 17.5 176 17.5
Finland 144 . . 15.0 15.6 16.1 16.7 16.7 169 17.1 17.1
France 15.6 15.8 16.2 16.5 17.3 179 18.0 184 18.7 18.8
Germany 15.5 15.5 15.3 15.6 164 17.1 17.3 17.5 178
Greece 16.9 . 17.5 18.2 18.2 . - - .
Iceland 18.6 . 19.4 19.5 19.7 19.9 194 195
Ircland 16.3 15.4 . 15.5 - 16.0 . .- 16.0
Italy . . . 16.3 16.8 174 17.5 179 18.1 18.3 .
Japan 14.% 15.2 159 174 18.3 19.3 19.7 19.9 19.8 20.0 20.0
Luxembourg 159 14.7 15.1 . 164 . - -
Netherlands 17.8 . 16.9 . 174 - 18.0 18.3 18.1 18.3
New Zealand 16.3 156 15.6 16.1 16.5 171 17.2 174 17.5 17.8
Norway 18.0 17.3 17.7 179 18.0 17.9 18.2 18.3
Portugal 159 15.7 - . 17.3 174 178 18.0
Spain 165 .- 16.7 17.1 184 18.7 w - - - .
Sweden 17.3 17.5 17.8 17.6 179 18.3 18.5 18.7 18.6 19.2 19.1
Switzerland 16.2 . 16.7 174 17.9 18.5 18.6 18.8 19.0 19.1 19.1
Turkey 14.7 14.8 15.0 15.2 154 15.5 - " . - 158
United Kingdom 15.3 . 15.2 .. 159 16.6 168 16.8 17.3 174
United States 158 15.8 16.1 16.8 174 179 18.0 18.2 18.2 18.6
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Table 3 INFANT MORTALITY
(in % of live births)

Australia
Austria
Belgium
Canada
Denmark -
Finland
France
Germany
Greece
Iceland
Ireland

Italy

Japan
Luxembourg
Netherlands
New Zealand
Norway
Portugal
Spain
Sweden
Switzerland
Turkey
United Kingdom
United States

1960 1965 1970 1975 1980 1985 1986 1987 1988 1989 1990
201 1.85 1.79 143 1.07 1.00 0.88 0.87 0.87 0.80 0.82
375 2.83 2.59 2.05 143 1.12 1.03 0.98 0.1 0.83 0.78
312 237 2.1 1.61 1.21 094 097 097 0.94 0.86 0.79
2.73 236 1.88 1.43 1.04 0.80 0.79 0.73 0.72 on 0.68
215 1.87 1.42 1.04 0.84 0.78 0.82 0.83 0.75 0.76 0.75
2.10 1.76 1.32 1.00 0.76 0.63 0.58 0.61 061 0.61 0.56
274 2.19 1.82 1.36 1.01 0.81 0.80 - 0.76 0.1 0.75 0.72
3.38 2.38 234 1.97 1.27 0.89 0.87 0.83 0.76 0.75
401 343 296 240 1.79 141 1.22 .17 1.10 091 -
1.30 1.50 1.32 1.25 0.77 0.57 0.54 0.72 0.62 0.53 0.59
293 2.53 1.95 1.75 1.11 0.89 0.87 0.74 0.86 0.76 .
439 3.60 2.96 2.12 1.46 1.05 1.02 0.98 0.93 086 0.82
3.07 1.85 1.31 1.00 0.75 0.55 0.52 0.50 0.48 046 0.46
315 240 249 148 1.15 0.90 0.80 0.93 0.90 0.99 0.74
1.79 1.44 1.27 1.06 0.86 0.80 0.78 0.76 0.68 0.68 071
2.26 1.96 1.68 1.59 1.29 1.08 1.12 1.00 1.08 1.02 0.83
1.89 1.68 1.27 111 0.81 0.85 0.79 0.84 0.83 0.79 0.70
1.75 6.49 5.51 389 243 1.78 1.58 1.42 1.30 1.22 1.10
437 3.59 263 1.88 1.23 0.89 092 0389 0.81 0.78 -
1.66 1.33 1.10- 0.86 0.69 0.68 053 0.61 0.58 0.57 0.60
2.1 1.78 .51 1.07 091 0.69 0.68 0.68 0.68 0.73 -

19.74 1743 15.10 12.86 9.53 7.53 7.18 6.84 6.52 6.22 593
225 1.96 1.85 1.60 1.21 0.84 0.93 0.91 0.90 0.84 0.79
2.60 247 200 1.6} 1.26 1.06 1.4 101 1.00 0.98
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Table 4 LOW WEIGHT BIRTHS

(% of neonates weighting less than 2 500 grammes)

1960

1965

1970

1975

1980

1985 1986 1987 1988 1989 1990
. - - . - 5.60 5.50 5.60 5.70 5.50 -
6.10 5.90 6.20 590 5.68 '5.80 5.60 5.70 5.50 5.70 5.60
- " .“ .- - - - .- 6.03 6.06
7.60 7.80 6.60 6.00 5.70 5.60 5.50 5.60 5.50 540
- - “ . 540 5.90 4.80 540 5.60 5.50 "
5.30 5.50 5.10 450 390 4.10 4.00 380 3.80 4.00 4.00
6.31 5n 593 6.02 6.07 592
2.89 3.20 3.79 299 3.50 297 2.96 2.99
- 4.45 448 4.50 471 -
- . - 5.56 5.60 5.66 5.67 5.61 . -
1.07 5.67 5.10 5.18 5.46 5.57 5.65 s 6.06 6.33
5.27 - - “ .
4.00 - . 4.54 449 4.60 4.62
4.60 530 5.40 5.30 5.20 540
- . .- . .- 4.37 5.21 5.12 4.9 . -
5.10 4.80 4.30 4.70 4.20 4.80 470 4.0 4.30 4.30 4.50
5.40 540 5.10 5.60 5.50
. . w“ 6.65 7.01 6.64 6.51 6.41 6.40
7.94 7.39 6.84 . 6.75 6.81 6.90 €93 7.05
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Table 5 PRICES AND VOLUME IN HEALTH EXPENDITURE GROWTH, 1980-1990
(Average Annual Rates of Increase, 1980-1990)

total L
s::::el:’i’il:r': "&".‘-‘.’;‘." Health price Dl:‘:k Mcdicl — Hatheare . Percapia m
on health in  expenditure deflator Expenditure specific price volume growth health benefies on health in
TDE 1980 growth price deflator  '"CreANCS growth gowh TR
Australia 71 1.7 8.0 76 03 35 1.5 19 82
Austria 17 6.7 5.1 3.7 14 15 0.2 1.3 8s
Belgium 6.5 16 49 44 0s 27 0.1 23 77
Canada 15 10.5 6.9 5.1 17 34 1.0 23 93
Denmark 6.7 7.2 6.1 6.0 0.1 1.1 00 10 6.6
Finland 64 126 88 70 L7 35 04 31 78
France 15 104 5.2 6.0 -08 5.0 0s 45 88
Germany 84 4.6 33 26 0.6 1.3 02 1.1 8.6
Greece . 4.0 227 16.9 184 -12 49 0.5 44 43
Iceland 6.5 40.1 329 323 04 54 1.2 42 87
Ireland 8.1 7.7 9.1 70 20 -13 03 ~-1.6 11
Italy 6.6 14.2 10.7 100 0.6 32 0.2 30 17
Japan 6.5 6.0 24 1.5 09 36 06 30 6.7
Luxembourg 68 8.7 54 48 0.7 32 05 26 72
Netherlands 8.0 ‘44 25 2.1 04 1.8 0.5 13 86
New Zealand 712 123 115 9.7 1.7 06 0.7 0.1 73
Norway . 71 10.0 71 12 0.2 28 04 24 30
Portugal 5.1 226 175 . 154 1.8 43 05 37 6.1
Spain 54 . 144 93 89 04 4.6 04 42 64
Sweden 9.2 88 11 16 -05 1.7 03 14 8.6
Switzerland 1.0 7.0 44 32 1.2 25 0.6 19 78
Turkey 37 51.7 479 43.2 32 26 25 0.1 38
United Kingdom 59 98 16 6.1 14 2.1 0.2 19 6.1
United States 9.3 103 6.9 43 25 31 1.0 21 122
EUROPE 68 12.2 9.1 85 0.6 28 04 24 15
OECD TOTAL 70 11.8 8.7 19 03 28 0.5 23 78
Notes: :
Medical specific inflation is defined as the cxcess of health care price increases over those on all goods and services.
A few 1990 ratios and 1980-90 rates are projections of a likely
The undertyi istical series are i for the full decade but unobscrved discontinuities cannot be precluded.

The Earopean and OECD averages are arithmetic. Both exclode Turkey.
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Table 6 TRENDS IN MEDICAL INFLATION AND MEDICAL BENEFITS, 1960-1990
(Annusl raxs of increase in %)

Medical Specific Inflation Real Health Benefits per capita
1960-70 1970-80 1980-90 1960-70 1970-80 1980-90
Australia 32 0.0 03 26 44 19
Austria 3.1 24 14 26 4.5 L3
Belgium 15 00 0.5 4.6 79 238
Canada 14 03 1.7 47 38 23
Denmark 1 ] -3 0.1 . 88 38 1.0
Finland -18 09 1.7 109 50 3l
France 0.1 -).5 0.8 7.6 6.6 4.5
Germany 09 1.0 0.6 44 57 11
Greece -0.6 0.1 -1.2 10.8 4.0 44
fceland 1.4 20 04 69 LX ] 42
Ircland 0.6 0.8 20 83 9.0 -6
haly 10 0.8 0.6 7.8 6.1 o
Japan 11 =11 09 128 7.7 30
Luxembourg . 0.7 0S5 “ 68 28
Netherlands 1.3 32 04 70 14 1.3
New Zealand 0.1 27 1.7 32 k] -0.1
Norway 3.2 0.7 -0.2 50 6.3 24
Ponugal . 09 1.8 . 8.6 43
Spain 11 -0.1 04 149 6.7 42
Sweden 06 -08 -0.% 89 44 14
Switzerland 1.6 24 1.2 6.5 "2 1.8
Turkey . . 2 .“ w“ 0.1
United Kingdom 0.8 06 14 4.6 49 1.9
United Suales 08 0.1 2 5.2 38 21
EUROPE 07 04 0.6 7.5 58 24
OECD TOTAL 0.9 04 0.8 70 s2 23

Notes:

Medical specific inflation is defined as the excess of health care price increases over those on all goods and services.
A few 1980-90 rates are projections of a likely outcome.

A few 1960-70 and 1970-80 raies may oversae trends because of discontinuities in the underlying time series.

The European and OECD averages are arithmetic. Both exclude Turkey and, in 1960-70, Luxembourg and Porugal.
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Table 7 THE STRUCTURE OF EXPENLITURE ON HEALTH
(Share of the major functions in total expenditure, in %)

1960 1970 1980 1990

HOSP  AMBUL PHARM | HOSP AMBUL PHARM | HOSP AMBUL PHARM | HOSP AMBUL PHARM
Australia - o “ 29.1 - - 529 23 ‘19 48.1 255 83
Austria 238 2438 172 288 239 16.2 283 202 120 292 212 1.3
Belgium 384 413 243 25.7 425 28.1 329 389 17.3 332 406 17.1
Canads 436 239 129 522 224 112 526 221 39 439 23 133
Denmark 50.3 . - 558 384 9.1 65.1 30.1 9.1 623 318 9.1
Finland . 412 217 16.2 504 215 126 492 272 10.7 443 340 94
France 347 276 2210 380 26.6 232 48.1 243 159 4“2 284 168
Germany - - 357 29.0 195 36.1 266 18.7 378 289 20
Greece 63.0 352 46.4 433 489 . us 583 . 239
Iceland 333 478 174 621 170 159 56.7 225 153
Ireland . . “ . “ 22 46.1 w“ 14.7 511 . 183
Italy 43.2 358 19.8 476 36.2 155 540 295 139 49.1 288 193
Jupan M. 264 484 - 30.7 4.3 21 311 405 173
Luxembourg - . . . 224 19.7 313 495 145 217 521 15.6
Netherlands . 309 9.5 55.1 15 573 2.7 19 518 269 9.9
New Zealand 524 “ e 5.7 . 553 . - 56.3 16.5 98
Norway 38.1 ¢ 68.2 78 738 213 10.0 723 238 104
Portugal 215 299 163 24 235 - 176
Spain - 54.1 126 210 472 120
Sweden - 59.7 “ 68.5 . 6.5 513 82
Switzeriand 46 1.7 191 426 45.5 15.2 432 124
Turkey - . 1.5 “ - 19.1
United Kingdom 45 . . 490 - . 56.1 “ 12 440 - 10.7
United States 378 29.1 15.7 441 26.8 11.8 489 26.5 86 464 297 82
Notes:
Nesrest year available when a ratio for the year indicated is not nmlubk
The ratios are only orders of magnitude in the sb of i y agreed-on &

HOSP refers 0 in-patiem care, AMBUL o all out-patiem medical and wamrdﬂl senices, HMRM to the puvcm of medicines including OTC (over-the-counter or sclf-
prescribed

medicines).
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Table 8 TOTAL EXPENDITURE ON HEALTH
(in $ millions using purchasing power parity exchange rates for GDP)

1960 1970 1975 1980 1985 1986 1987 1988 1989 1990
Australia 1048 2795 6439 10 246 16 054 17 387 18 346 19 501 20617 22316
Austria 488 1284 2946 5403 7 600 8035 8515 9156 9916 10685
Belgium 503 1303 359 5974 8852 9151 9736 10 546 11233 12262
Canada 1948 5627 10 399 18 662 31859 34 837 37094 39679 42708 47248
Denmark 320 1114 1837 3167 4 266 4309 4 685 5032 5209 5417
Finland 267 790 1509 2577 4256 4528 4874 5186 5667 6406
France 3429 10922 21 571 39653 61290 64 309 67 796 73505 80186 86 895
Germany 5431 13 855 29985 52 695 73 589 76879 79 909 83038 86937 93795
Greece 136 535 970 1850 2842 3251 3231 3352 3781 4077
Iceland 9 30 67 139 213 259 294 324 339 348
Ireland 106 304 785 1620 2095 2107 2156 2226 2305 2628
Italy 2574 8684 16 433 33873 47 611 49 463 55636 61 446 66 255 71278
Japan 2 500 13844 29964 63038 97100 102984 113076 122414 133833 144683
Luxembourg .“ 54 122 239 34 363 421 454 476 531
Netherlands 850 23888 6017 10 504 14 048 14922 15 802 16 539 17 608 19239
New Zealand 224 513 1142 1782 2419 2584 2880 2947 3108 3298
Norway 177 546 1288 2341 3430 4004 4 406 4697 4731 5020
Portugal . 408 1447, 2458 3906 3933 4369 4928 5436 5474
Spain 438  * 2950 7035 12792 17 839 18612 20 561 23495 26674 30275
Sweden 706 2298 4060 7454 9807 9903 10 563 11088 11831 12425
Switzerland 513 1737 3434 5 606 8099 8456 8952 9672 10393 11101
Turkey - . 1 560 3016 339 4703 5340 5966 6 505 7534
United Kingdom 4130 8512 16 072 26 849 39312 42228 45 559 49023 52026 55929
United States 27135 74377 132944 250126 422619 454814 494098 546014 602792 666 187
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Table 9 PUBLIC EXPENDITURE ON HEALTH
(in $ millions using purchasing power parity exchange rates for GDP)

Australia
Austria
Belgium
Finland
Germany
Iceland

Italy
Japan
Luxembourg

New Zealand
Spain
Sweden
Switzerland

United Kingdom
United States

1960

1970 1975 1980 1985 1986 1987 1988 1989 1990
499 1584 4691 6 440 11481 12 268 12 821 13499 14193 15274
339 809 2052 3718 5073 5443 571s 6092 6,617 7170
310 1133 2499 4949 7239 © 7424 8048 8703 9269 10117
832 3950 7944 13947 2379 25918 27523 29 300 31214 um
284 961 1 688 2699 3602 3684 3948 4208 4332 4488
136 583 1186 2037 3346 359 3876 4116 4531 5185
1981 8160 16 654 31237 47 155 49097 51776 54 875 60 212 64 673
3589 9638 23147 39544 54148 56044 58 865 64 617 63 741 68 687
87 286 584 1521 2302 2623 25N 2768 281 3100
7 24 58 123 193 224 257 283 293 302
81 248 621 1331 1621 1610 1609 1617 1683 1965
2139 7499 14 146 27 485 36719 37530 43176 47 822 50 865 54 125
1511 9 665 21 586 440618 70 536 75 334 82118 88 598 95 311 104 095
. 112 222 307 325 385 416 434 485
283 2433 4414 7852 10 579 10 802 11636 12 001 12Mm 13717
180 412 958 1489 2061 223 2440 2497 2540 2695
138 500 1239 2303 3309 3858 4297 . 4 501 4524 4782
48 241 853 1780 2200 2273 2525 2849 312 3375
257 1928 5443 10223 14432 14 698 16 105 19 284 21 569 24368
513 1976 3662 6 898 8845 8908 9476 9905 10553 11121
315 1110 2367 3785 5552 5811 6007 6595 7090 7561
- 286 764 823 1705 1965 2114 2278 2385 2681
3s2 7401 14639 24050 33907 35866 38384 4 307 43476 46718
6658 27674 55145 105159 174768 190228 208364 227140 252555 282620
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Table 10 TOTAL EXPENDITURE ON IN-PATIENT CARE

(in $ millions using purchasing power parity exchange rates for GDP) |,

Australia
Austria
Belgium
Canada
Denmark

Germany
Greece
Iceland
Ireland

Traly

Japan
Luxembourg
Netherlands
New Zealand
Norway
Portugal
Spain
Sweden
Switzerland
Turkey
United Kingdom
United States

1960

1970

1975

1980

1985

1986 1987 1988 1989 1990
- 812 3147 5424 7964 8714 9094 9576 9908 -
116 370 743 1531 2231 2327 2507 2713 293t 3116
193 335 921 1963 3009 3100 3232 3495 3726 40T
849 2936 5626 9508 16 153 17 360 18 382 19457 21001 23112
161 622 1149 2063 2755 2784 2986 3129 3222 3402
110 398 732 1267 1958 2066 2168 2308 2544 2872
1189 4152 9046 19 056 28 904 29 680 31059 32774 35603 38 389
. 4947 11 356 19 004 26 984 28114 29 358 31184 32106 35426
86 249 433 905 1498 1603 1695 1838 2205 -
3 14 3 86 127 ‘146 188 187 194 197
1113 4133 8437 18 295 24 583 25235 27 594 30149 32665 34994
853" 3648 9094 19 336 32690 34670 37262 39183 41 575
- 34 75 94 101 116 . . -
1592 3332 6022 7905 - 827 8 665 8997 9 508 9958
" . .- . 1470 1607 - 1659 1758 1857
68 372 900 1728 2501 2870 3139 3281 3421
2422 6915 9931 10020 11043 11587 12 595
229 725 1342 2386 3573 3743 3944 4293 4591 4792
1913 -
" . - . .- - 23258 - .
10 255 32799 62335 122388 202391 216520 233904 254807 280256 309 156
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Table il TOTAL EXPENDITURE ON AMBULATORY MEDICAL SERVICES
(in $ millions using purchasing power parity exchange rates for GDP)

1960 1970 1978 1980 1988 1986 1987 1988 1989 1990
Australia . . J 380 2283 3925 4229 4533 4832 5263 -
Austria 121 307 590 1093 1618 1690 1819 1959 2112 2262
Belgium 208 554 1188 2327 isn 3738 4028 4 306 4593 4983
Canada 467 1262 2253 413) 7157 7 849 8 460 8 968 9562 10516
Denmark - 428 626 954 1285 1278 1424 1595 1654 -
Finland 58 170 364 700 1364 1483 1653 175} 1923 217
" France 945 2910 5528 9827 16 094 17571 18 557 20558 22708 24 683
Germany " 4013 8117 14013 19642 20 354 21437 22 869 24 065 27078
Greece 207 408 K40 . . . - . .
Iceland 22 24 43 51 60 67 74 78
Italy 920 3143 5553 10 006 13236 137719 16 100 18 563 19 699 20 505
Japan w 6701 14074 27925 39796 42191 47 089 50 806 54 568 58571
Luxembourg - 12 a0 118 177 191 219 - - .
Netherlands 263 1677 2908 3789 4 004 4293 4 495 41785 5181
New Zealand . . . . . 434 - . 514 -
Norway 498 814 966 1034 1030 1044 1196
Portugal . 400 662 718 . 875
Spain 1615 208S 2232 2320 2661
Switzerland . . 1537 255t 3642 3833 3966 4231
United States 7887 19 905 35431 66 269 117 680 129 390 145 383 162 846 177 884 198 166
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Table 12 TOTAL EXPENDITURE ON PHYSICIAN SERVICES

(hSniﬂiunuﬁumMngmMyexchangemfotGDP)

1960 19720 1975 1980 1925 1986 1987 1988 1989 1990
Australia 1035 1610 26M 2861 3064 3257 3s07 -
Canada 323 937 1633 2834 4993 5492 ' 5942 6247 6598 7201
France 525 1473 2644 4439 7255 7718 8298 9204 1009 11087
Germany 2556 5250 8595 11939 12226 12899 136N 14632 15922
Jceland
ltaly - . 5347 8195 " 8636 10103 12052 12826 13252
Japan 5686 12044 22 802 32053 34454 38191 41 344 44 750 48 165
Netherlands m 1183 1512 1600 1723 1812 1925 2076
New Zealand . - - w - 409 452 454
Norway 71 124 236 360 418 440 450
Spain
Switzeriand 676 1099 1604 1657 1746 1849
United States 5283 13580 23270 41 867 73955 82050 92986 105130 113552 125655
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Table 13 TOTAL EXPENDITURE ON DENTAL SERVICES
(in $ millions using purchasing power parit; exchange rates for GDP)

1960 1970 1978 1980 1985 1986 1987 1988 1989 1990

Australia 241 431 760 821 873 938 981

Aastria .

Belgium w“ - w . . - . 351 . .

Canada 100 238 506 1075 1752 1901 2076 2174 2342 2640

Denmark . . . . . . . 286 .- -

Finland 15 43 % 155 255 272 291 312 338 374

France 248 79 1325 2579 3742 4095 4327 4647 5039 5425

Germany 1383 3961 7411 9090 8956 8897 10977 10197 10641

iceiand 2 4 7 14 i8 20 24 2 29

Ireland 113

Italy . - " " . . - . .

Japan 1015 2030 5123 7743 8337 8898 9461 9817 10406

Netheriands 332 558 707 749 774 783 829 882

New Zealand . . . - . 108 106 121

Norway 38 70 100 126 146 152 158

Portugal

Spain k

Switzerland 331 544 769 197 850 900 960

Turkey - -
 United Kingdom . . . . .M .-

United States 1963 4669 8249 14360 23253 24741 27124 29424 31585 33985
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Table 14 TOTAL EXPENDITURE ON PHARMACEUTICAL GOODS PURCHASED IN AMBULATORY CARE
(in $ millions using purchasing power parity exchange rates for GDP).
(including over-the-counter medicines)

1960 1970 1975 1980 1985 1986 1987 1988 1989 1990

Australia . - 631 812 1289 1396 1469 1622 1805 .
Austria 84 208 380 647 887 903 955 1058 1121 1207
Belgium 122 366 687 1031 1388 1469 1588 1787 1877 2100
Canada 251 628 925 1666 3335 3862 4297 4819 5454 6304
Denmark - 102 165 288 407 437 429 476 476 492
Finland 43 100 180 275 413 437 470 495 529 601
France 756 2537 4282 6295 9902 10496 11009 12280 13479 14580
Germany . 2709 5565 9878 14517 15174 16344 18235 18035 20655
Greece 48 232 402 644 821 935 892 882 903 .
kceland 5 n 22 37 41 43 46 50 53
Ireland . 67 139 249 316 332 338 378 428 480
Ttaly 509 1342 2323 4712 8519 9038 10432 11099 12050 13777
Japan . 13922 16408 18148 20960 22475 23131 .
Luxembourg - 11 20 35 51 55 64 70 76 83
Netheriands 81 217 560 825 1262 1391 1538 1620 1m 1911
New Zealand . . - 349 386 419 417 393 324
Norway . 8 82- 235 349 399 427 476 493 52
Portugal 551 710 716 - 867

Spein . 2685 3624 3536 3836 4235 - -
Sweden - E72) 485 700 731 807 788 986 1024
Switzerland 332 464 850 1126 1227 1128 1193 1266 1376
Turkey . . 447 555 613 - -

United Kingdom - 1795 2998 4284 4575 4970 5337 5563 -
United States 4247 88i1 13022 21621 36153 39748 43154 462713  SOST?T 54566
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Table 15 PRICE INDICES FOR TOTAL MEDICAL CARE EXPENDITURE

1985=100
1960 1965 1970 1975 1980 1985 1986 1987 1988 1989 1990
Australia 11.3 140 220 380 64.0 100.0 107.0 17.0 1240 i32.3 13717
Austria 153 22.1 306 s2.1 74.2 100.0 1044 109.5 1136 1194 1222
Belgium 220 29.2 --35.7 543 733 100.0 105.0 107.7 109.4 1124 178
Canada 19.1 21.8 29.2 426 66.0 100.0 104.9 109.2 1170 1225 128.7
Denmark 149 19.7 29.3 49.8 68.5 100.0 1024 109.0 115.7 1196 1235
Finland 15.2 18.0 213 379 60.0 100.0 1044 109.2 1163 1265 139.9
France 19.0 237 299 438 68.6 100.0 103.0 1054 - 1086 112.1 113.7
Germany 275 326 45.6 64.6 80.1 100.0 100.8 102.2 1038 106.8 1104
Greece 88 10.6 1.1 19.5 422 100.0 1183 1306 1459 166.5 2014
Iceland 0.2 04 07 25 15.3 100.0 125.7 155.6 1929 2224 2622
Ireland 103 127 16.0 26.7 54.9 100.0 104.1 1124 1210 125.5 131.7
Italy 1.7 1.1 13.2 23.1 53.0 100.0 105.3 116.0 1280 136.3 146.2
Japan 227 3c3 43.5 64.8 86.6 100.0 102.0 105.3 105.7 107.5 109.3
Luxembourg - 17.5 379 57.0 74.0 100.0 105.8 1104 1127 122.7 1249
Netherlands 154 19.8 290 59.7 86.6 100.0 101.6 102.1 104.0 1054 1109
New Zealand . - 13.2 . 57.8 100.0 123.8 1474 159.7 165.2 1724
Norway 13.5 20.2 28.1 44.6 68.3 100.0 108.0 119.0 123.1 1285 135.1
Portugal - .- 6.5 .- 342 100.0 19 122.1 134.0 151.5 1722
Spain 6.3 . 84 130 . 242 54.1 100.0 107.3 1126 1184 122.8 131.9
Sweden 16.8 19.4 243 399 69.8 100.0 103.8 1104 175 1272 1380
Switzerland 210 27.5 370 64.5 7.3 100.0 104.3 108.5 1127 115.0 119.0
Turkey - .- . . .- 100.0 140.2 206.2 356.4 6848 10910
United Kingdom 14.3 25.7 19.7 138 69.2 100.0 105.3 114.0 1247 1325 1440
United States 221 24.7 324 450 68.8 100.0 105.0 1109 118.3 126.3 1344
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Table 16 CCGMPENSATION PER EMPLOYEE IN HEALTH SERVICES
(in $ millions using purchasing power parity exchange rates for GDP)

1960 1970 1975 1980 1985 1986 1987 1988 1989 1990
Australia - -
Austria - . -
Brigium 4957 6521
Denmark - - . 14 982 18 654 “ - w“ . w
Finland 2452 4595 6 864 9 695 13847 14 451 14 875 15390 16 308 17988
Germany 3507 6 068 9 546 13 665 14 147 14 295 14 591 15 056 15558
Greece 3582 5418 10912 15120 15 086 15 395 15834 17 051 -
Iceland 9556 11612 12444 15163 15912 15252 15542
Italy 2887 8 060 10933 16 430 22105 22636 25271 27466 28 655 31503
Japan - .®
Netherlands 13 300 19029 19 746 20 609
Norway 1823 4179 7180 10 461 14189 16 203 17047 17 448 -
Portugal . - 11127 11189 12109 13634 14973 -
Spain . “ - 12667 24602 24254 24955 “ -
Sweden 5443 8437 12142 13237 13732 146/04 15115 15731 -
Switzerland 8
United Kingdom 2924 4822 6994 12692 16 781 17 767 19 589 21 196 - -
United States 3an 6520 9919 15438 21 886 22849 24822 26299 27721 29610
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Table 17 PHYSICIANS® AVERAGE INCOME
(in $ millions using purchasing power parity exchange rates for GDP)
. (estimates based variously on tax returns, surveys or pay scales)

1960 1970 1975 1980 1985 1986 1987 1988 1989 1990
Australia 12562 23371 38070 38101 44324 43551
Austria . . . . - -
Belgium . - . 33032 - - - . -
Canada 14309 30917 38451 50224  TI668 76698 18718 81642 84819
Denmark . . - M543 36535 39224 42049 46961 . -
Finland 8036 14822 14982 21705 29337 310001 3777 32723 3348 37987
France 16215 24471 32052 42471 43372 45169 47695  S0231 53405
Germany . - 76926 . 8839 . . -
Ireland . . . 4TS2 18472 18229 19029 19543
Taly 2916 8162 10960 1639 . . . ,
Japan 2556 8363 15041 27142 . 44060 45138 45021
New Zealand 12385 21601 38188 37071 46972 44216 45742 44832 45567
Norway - . 17504 24754 2580z 25256 28000 -
Portugal . . -
Sweden - * 20271 20521 25813 25628 26705 28042 34323 38652  13999)
Switzerland 34112 58247 78967 95037 97580 102888 109250 118296 .
Turkey . . 658 649 70 7718 1016 1319 1213
United Kingdom . 21222 30193 39297 41768 44277 46166 48553  SI1 18
United States 41100 - 55300 . 112200 119500 132300 144700 155800 .
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Table 183 TOTAL EMPLOYMENT IN HEALTH SERVICES

(persons or man-years - mid-year estimates unless noted in sources)

1960 1970 1980 1985 1986 1987 1988 1989 1990

Australia 128 000 411 000 467 000 487 000 512000 514000 525000 527 000
Belgium 91 200 158 800 . . - - - -
Canada . . 456 000 573 000 557 000 600000 = 606 000 658 000 666 000
Dermark 58 100 85 660 117 600 - . - 120430 w -
Finland 46 000 80 000 126 000 154 000 162 000 159 000 160 000 164 000 163 000
France . " . 1445931 1451630 - -

Germany 774000 1210000 1412000 1419000 1473400 1471000 1537000

Greece 44 000 67 000 97 000 103 000 109 000 114 000 120 000 -
Iceland 3284 6094 7395 7920 8189 . 8173 8 362 8595
Ireland " 55 600 . 62 000 58 000 56 300 $5977 -
Italy 173 025 313109 850 600 943 800 95! 000 955 300 972 500 989700 1005400
Japan 765 000 1 450 000 1587 000
Luxembourg . . . - . - - .
Netherlands 20 500 306 000 327 000 335 000 319000 321 000 324 000 330000
New Zealand . - 73 000 . 81000 - “ -

Norway 43700 69 000 155 500 176 300 181 500 190 500 189 100 188 400 -
Portugal 27 200 58 000 86 000 102 000 103 000 101 000 103 000 107 000 108 956
Spain . 304 000 350 000 . . 380 400 " 442 000
Sweden 242200 420 000 473 000 441375 442874 455783 455378 452 689
Switzerland 87730 140 030 . . . . . -
Turkey 20083 50170 100 320 115700 121 981 126752 151 107 162 089 173 891
United Kingdom 764708 1200907 1252662 1245188 1242731 1258750 1258740 1226000
United States 1763000 2878000 5119000 6142000 6350000 6645000 6774000 7122000
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Table 19 PRACTISING PHYSICIANS
(per 1000 inhabitants- mid-year estimates unless noted in sources)

1960 1965 1970 1975 1980 1985 1986 1987 1988 1989 1990

Australia ‘ 1.03 1.12 . - . . 2.05 - - - -
Austria 1.36 1.39 1.36 143 1.59 1.84 1.88 1.92 199 207 2.13
Belgium 1.28 1.46 . 189 2.49 3.04 3.14 3.21 3.30 3.37 3.43
Canada - 1.29 1.46 1.72 1.84 2.06 2,10 2.16 221 224 2.23
Denmark : 1.23 1.36 1.46 1.86 2.17 2.54 2:57 2.56 267 . 2.78
Finland 0.57 0.69 0.94 1.30 1.74 2.08 2.15 221 2.27 238 2.42
France 0.98 113 1.28 1.54 2,01 232 2.38 249 2.56 2.62 2.68
Germany 143 1.46 1.64 1.92 2.26 2.64 2.70 2381 2.88 3.03

Greece 1.25 141 1.62 2.04 243 2.93 3.06 333 321 3.30

Iceland 1.17 1.24 143 1.83 2.14 2.59 2.60 2.70 2.0 2.83

Ireland . . . L18 1.31 1.63 1.60 1.46 148 .

Italy . 0.53 0.65 0.78 1.02 1.20 1.21 1.23 1.26 1.32 1.33 “
Japan 1.3 1.04 1.09 113 1.27 . 1.51 - 1.58 - 1.65
Luxembourg 1.01 1.02 113 1.26 1.70 1.81 1.85 1.79 1.89 1.97 2.01
Netherlands 112 L17 1.25 1.60 1.91 2.2 2.29 2.36 243 243 251
New Zealand 1.08 . . . 1.55 1.70 1.75 1.84 1.86 1.88 .
Norway 1.19 1.26 1.38 1.72 197 221 2.27 2.50 - - 312
Portugal 0.84 0.92 0.97 1.27 1.97 2.55 2.59 267 21 2.79 2.84
Spain - 117 1.24 1.34 154 231 3.31 3.40 3.50 3.58 3.70 382
Sweden 0.95 1.10 1.31 1.72 2.20 2.59 21 2.85 284 285 2.87
Switzerland 1.36 133 .14 1.81 2.36 272 279 282 2.39 289 - 295
Turkey 0.30 0.35 0.39 0.54 0.61 0.72 0.72 0.74 079 085 0.89
United Kingdom . . . . 1.22 1.32 1.33 1.34 1.37 1.40 141

United States 1.36 1.50 1.52 L7 1.94 2.16 2.18 222 225 2.2y 2.32
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Table 20 GENERAL PRACTITIONERS

(general and family practice, office based - per 1000 inhabitants)

1960 1965 1970 1975 1980 1985 1986 1987 1988 1989 1990
Australia 1.49 '
Austria
Belgium . . . . . . -
Canada 0.78 091 0.93 0.97 1.01 1.03 1.03
Denmark 0.56 . 0.65 . 0.65 - 0.68
Finland 1.05 1.06 1.08 1.09 1.13 L1
France . . . . . . 0.98 1.00 1.01 1.03 1.04
Germany 0.85 . 0.95 1.05 1.22 1.16 1.20 1.26 1.30 1.27
Greece
Iceland
Ireland
Italy
Japan
Nethetlands 0.38 0.36 0.34 0.35 0.40 049 0.51 0.52 053 053 0.53
New Zealand .
Norway 0.66 . - . .
Portugal 0.61 0.64 0.63 0.64
Spain . -
Sweden 0.29
Turkey 0.14 0.16 0.22 0.24 0.31 0.32 033 0.37 .
United Kingdom . 0.48 0.52 0.57 0.58 . 0.58 0.58
United States 0.24 0.21 0.20 0.22 0.21 0.22 0.22

In some countries, pacdiatricians are considered to be the general practicioner of the child and gynaecologists the G.P. of women.

L,
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Table 21 AVERAGE LENGTH OF STAY IN IN-PATIENT CARE INSTITUTIONS

(average patient days per admission)

Luxembourg

United Kingdom
United States

1960 1965 1970 1975 1980 1985 1986 1987 1988 1989 1990

“ - . . - 15.0 - 139 . 129 -
248 240 22.2 204 17.9 14.1 13.7 134 129 124 1.9

. - . .- 195 16.9 16.3 15.7 149 144
1.1 11.6 1LS 11.2 134 13.8 13.9 139 139 139 -
- 20.1 18.1 14.6 12.7 10.7 10.2 9.1 86 8.2 80
273 270 244 232 216 19.9 194 188 199 19.2 18.2
- 21.1 18.3 15.0 16.8 14.6 14.0 135 131 128 123

28.7 274 249 222 19.7 18.0 17.5 17.1 16.6 16.2

17.0 15.0 14.5 133 11.6 11.6 113 10.7 10.8

30.0 283 259 230 214 214 200 184 19.0

. . 13.3 114 9.7 8.6 80 83 8.1 80
270 220 19.1 16.3 13.5 122 12.1 11.8 1.7 117 -
573 56.1 553 548 559 54.2 540 529 52.1 514 50.5
29.0 280 27.0 250 23.2 204 19.8 19.0 184 174 17.6
. . 382 o8 347 343 344 343 348 343 4.1

189 17.0 " 13.2 138 12.7 129 9.5 938 9.8
257 210 16.9 14.3 11.6 113 11.1 10.1 9.1 .-
29.6 238 176 144 139 135 124 122 11.2 108
- - . - 168 148 134 13.1 13.1 127 122 .
318 29.2 272 25.8 244 21.3 208 19.7 193 18.6 18.0
317 215 260 - 25.8 24.7 244 23.7 25.2 - - -
- 11.0 9.0 9.0 9.0 74 7.2 71 6.9 6.8 69
359 30.1 25.7 229 19.1 158 15.2 150 - - 145
205 17.8 14.9 114 10.0 92 9.3 9.3 9.3 9.2 9.1
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Table 22 OCCUPANCY RATES IN IN-PATIENT CARE INSTITUTIONS
(average bed use in % of beddays supplied)

1960 1965 1970 1975 1980 1985 1986 1987 1988 1989 1990
Australia . . . . " 81.2 . 80.0 . 824 v
Austria . . o 86.4 839 84.4 82.1 824 824 828 822 817
Belgium - - . . 85.7 85.2 85.0 84.7 864 86.7
Canada . . " . 828 854 854 85.3 849 . .
Denmark - . . . 8.7 828 819 81.1 81.3 80.7 822
Finland 92.2 93.2 91.0 88.9 86.0 85.3 83.6 838 83.7 83.6 .
France . . . 72.1 74.5 81.8 81.5 80.5 81.2 80.9 804
Germany 930 91.3 88.5 83.3 849 85.8 86.6 86.6 86.5 86.0
Greece . . . 760 ' 730 69.0 70.0 720 720 71.0 66.0
Iceland - 934 98.3 94.1 94.3 90.7 91.7 88.9 88.6 858
Ireland . . " . 80.1 . . . - "
Italy 78.6 80.8 779 76.6 68.9 67.8 69.1 70.1 70.2 68.4 .
Japan 80.7 82.6 81.6 80.5 83.3 858 85.7 85.1 84.1 838 836
Netherlands . . . . 90.9 90.2 89.5 88.8 88.9 889 88.5
New Zealand . . . w“ .. . . . . . .
Norway . - . . 86.3 87.7 89.6 88.7 89.1 84.5 -
Portugal - o, M2 741 - 720 62.6 69.2 713 68.4 70.2 69.3 694
Spain ' . . . 69.0 70.0 75.2 . 7141 764 771 794 -
Sweden . . . 838 82.6 85.2 84.7 848 85.1 834 84.2
Switzerland . . - . - 85.2 84.3 84.7 839 859 .
Turkey - 63.0 520 530 420 55.2 54.4 57.0 55.5 56.1 56.9
United Kingdom 854 846 82.1 79.7 814 80.8 80.6 '

United States . 846 82.3 80.3 76.7 777 69.0 68.4 68.9 69.2 69.6 69.5
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Table 23 DOCTORS’ CONSULTATIONS
(average number of physician contacts per person)

1960 1965 1970 1978 1980 1985 1986 1987 1988 1989 1990
Ausralia . - 46 56 6.5 78 ' 82 84 89 89 88
Austria 43 49 5.2 53 5.4 55 55 56 58 58
Belgium 64 7.1 73 13 74 75 76 -
Canada 49 56 6.2 64 6.6 66 6.8 69
Denmark - . . 50 5.2 55 52 . 56 -
Finland - 1.7 24 30 32 36 36 36 37 35 33
France . - 32 48 54 6.7 6.9 6.9 7.1 72
Germany . 109 1.5 . .5 1.5
Greece 48 5.2 54 5.0 .
Iceland . . - . - - 42
Iretand - . . 55 58 6.4 64 6.5 6.6
Kaly 39 49 6.3 70 8.0 10.1 10.9 109 11.0
Japan 14.9 144 127 128 129 129
Netherlands - - . . ' 49 5.2 5.1 55 52 LX] 55
New Zealand . . . - 37 -
Norway © . . " 45 w 517 . - - -
Portugal 1.0 14 1.5 3.1 37 28 24 24 27 28
Spain - o 15 26 © 37 4.7 40 40 . . 62 -
Sweden . . . 26 26 27 27 27 28 28 28
Switzerland . 54 6.3 5.1 56 6.0 6.1 6.0
Turkey . . . 12. 1.2 20 .- . - -
United Kingdom . . . 4s 5.1 50 54 6.0 53 57 -
United States . . 46 s.1 48 5.2 53 5.3 53 53 55
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Table 24

PHARMACEUTICAL CONSUMPTION

(average number of medicines per person unless noted in sources)

Australia
Austria
Belgium
Canada
Denmark
Finland
Frarce
Germany
Greece
Iceland
Ireland

Italy

Japan
Luxembourg
Netherlands
New Zealand
Norway
Portugal
Spain
Sweden
Switzerland
Turkey
United Kingdom
United States

1960 1965 1970 1975 1980 1985 1936 1987 1983 1989 1990
33 47 5.7 7.8 7.7 9.2 8.4 8.8 95 95 90
- - . . . - 170 -
9.0 10.3 8.2 83. 84 89 9.3 -
48 5.2 59 6.2 6.5 59 6.1 . . - 59
2.2 3.1 40 48 49 5.5 5.5 5.8 59 59 6.1
17.4 240 276 330 29.0 34.0 360 380 380
. . - 143 12,1 12,5 122 .
44 5.8 8.2 69 - . . . 21.0
6.4 48 2.9 29 33 33
. . . 10.1 1.4 9.1 9.4 99 . . .
6.3 1.4 15.7 20.2 19.9 19.6 19.2 19.3 20.3 20.1 211
; ) . 0.1 0.5 08 09 09 1.0 10
8.9 17 1.3 .
; 7.5 9.1 N . - . . . 8.0
6.2 6.4 6.8 73 7.1 8.8 9.1 9.0 8.8 8.8 "
. . 5.3 . 6.3 6.3 6.6 - . 70
59 10.0 . 145 154 14.2 14.2 17.2 1.1 165
56 9.2 12.2 14.4 ; y . . - -
438 49 44 48 4.7 48 50 5.1 53
190
47 5.1 5.5 6.2 6.6 7.0 7.0 X X 75 78
6.9 6.1 . “
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Table 25 CAESAREAN SECTIONS

(in % of deliveries in hospitals and matemnity clinics)

Australia
Austria
Belgium

Luxembourg

United States

1981

1982 1983 1984 1985 1986 1987 1988 1989 1990
12.8 135 . 14.7 149 15.1 164 175
6.5 70 715 -
- 74 8.0 8.1 “ . . - -
16.0 16.5 17.2 18.0 18.9 19.1 19.2 19.6 195 -
104 1.1 122 12.8 13.1 133 135 - 129 126 -
- 127 13.1 148 15.2 149 143 14.8 138
109 11.8 122 126 127 134 13.8
74 103 10.1 i4 1.2 116 12.1 135 123 1.9 12.1
. 6.2 . . 74 7.8 85 8.9 9.7
11.2 12.7 13.2 14.5 15.7 158 15.7 175 19.1
. 8.5
89 94 10.5 114 12.1 13.0 132 14.1 150 . -
- 9.7 9.9 100 101 104 109 111 113 118 12.1
83 8.7 9.0 94 10.8 10.7 120 129 - - -
9.5 94 98 129 .“ 111 13.6 14.0 16.0 163 179
- - . 8.8 9.6 10.5 11.2 12.1 12.8 13.6
12.1 124 : 11.8 12.1 11.6 11.3 112 111
9.0 93 10.1 10.1 10.1 10.5 - - 10.0 -
165 179 18.5 203 21.1 221 24.1 244 247 239
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Table 26 HIP REPLACEMENT
(protheses placed per million population)

b e B A T e N T o,

1980 1981

. 1982

1983

1984

1985

1986 1987 1988 1989 1990

Australia

Austria

Belgium

Canada

Denmark . .
Finland 256.9 3345
France

Germany

Greece

Iceland

Ireland

Italy

Japan

Luxembourg

Netherlands . .
New Zealand 6414 667.4
Norway

Portugal

Spain

Sweden

Switzerland

Turkey . .
United Kingdom 696.0 714.0
United States “ .

3933

7243

721.0

364.9

797.8

797.0

406.8

813.6

809.0

4447

529.0

8144

5849 636.9 669.9 650.5 7338

14 ¢

5550 5000

9640 10460 10762 10435 998.1

866.0 943.0.




Table 27 HEART & HEART-LUNG TRANSPLANTS

(rate per million population)

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

. Australia 09 1.5 22 18 29 53
Austria 23 6.1 - -
Belgium - . - 9.7 - 10.7
Canada 19 50 54 74 7.1 6.5
Denmark - . w .- “ 1.6
Finland w“ - . . . 04 0.6 0.6 20 48 46
France 02 03 03 0.7 1.4 217 55 89 1.l 115 127
Germany 1.2 4.1 1.5
Greece .
Ireland 1.5 09 09 23 -
Ttaly 34 32
Japan
Netherlands 0.7 20 3t 26
Norway 27 . 54
Portugal . 0.6 09 20 20 . -
Spain 0.2 06 1.1 1.3 19 23 43
Sweden 05 - - 37 -
Switzerland ¢ - 03 17 47 5.8 76
United Kingdom 04 04 0.6 1.0 22 31 40 56 6.6 6.8 74
United States 0.2 03 04 08 1.6 31 55 64 7.0 80
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PREPARED STATEMENT OF THEODORE R. MARMOR

1, kasacns of Comnacative Polioy; Laaming About ve, Laarning From
Whet we isem from sbroad depends in pert on whet we're looking for: & model
hesith insuranoe program, generslizstions sbout sucosasiul cost oontsinment, e
predictions of developments fiom nations roughly simller to us.
Thers are many uses of evidence from the experience of other netions. Crose-
ummmum.um But they are sliso commonly used
mmhpelcvm mwmwmmmu

the wellinformed, are hiphly misisading end distorted portreits. Thie ls sursly mo
surprise. In our recent attantion te foreign medicel axperience, particularly Caneda and
West Garmany, there has been no shortage of informetion for Americens to leem from.
But in medicsl cers genarally and for Cansdian reporting in particuler, thers have been
" very faw reliable raports to counter sei-ntarssted and B-informed portraysis, for
instance the Hesfth Insursnce Association of Amarica GIAA] or the AMA. |

Whan Americans look sbrosd, the purposes end uses 0o far bevend the polloy
wartara we have been describing. O the one hand, it ls obviously heigful to see one’s
netionsl oltoumstances comparstively-a clarificetion thet trsvelers snd anthropolegiets
heve fong noted. In this sort of comparison, the more ditfersnt the other country, the
sherper the image we have of owr own.

On the other hand it s sometimes possible to find quits ussble policy models,
pericularly when the Jeesons are drawn trom very simiar netions. Rerely, we heve
exampies of genersiizations thet spply to & wide veristy of countries and we sre wise te
pay special attention to them.

Thers ers perticulerly revesling difficulties for Americens in fooking sbroed for
teasons-whether governmental or commercisl. We are & bit skittish about our
" uniqueness, Mumdowmwmmndm'mnow
chock full of differsnces geographically, sthnicslty, aid sconemicelly, Cross-nationst

m«-mmmmmmunmmm
10 invoke the olaim that *Amerios is unique.® indesd, sxsggersted notions of cur own
ugmum-wmhmummhmuumm
the problems of Ameriosn medicsl cere.
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Blaking Sense of the National Realth lar rance Raform Debasx

I1. LRARNINOG FROM ABDROAD: DIFFIRENT ROADS TO
UNIVERSAL ACCESS A9 COST CONTADBINT

Alhough few would argue that Americans should or could adopt 8 foreign system of bealth
insurance wholesale, we have much 10 learn from how others have provided univerml insurance sad

amp:blc levels of care, m::l simultaneously fiscal sadility.” *By examining other
poopls’s experionce,® Evans has soted, "you can ex rangs of perceptions of what i3 -
bk....‘"MmMMumuamm&"hmmmm:ﬁ

tries from which we believe Americans can draw vahable lossons.™

A. Learning from Conade

The first mode], exemplified by Canads (1s well as Auttralls and othat nations), combines
government-flnanced Insurance witd privaie provision of care. Canada provides comprehensive,
universal coverage 1o it citlzens. Each Canadian citizen has 8 computerized health insurance card
which she simply presents ©0 & docior 10 receive services. Canadian patients do net have 1o flle
claims, much less deal with incomprehensible forms. Canada minimizes administrative costs and
seduces frustrazion through such simpiifisd operaions. It wastes none of its madical-care dollars on
aligibility determinations, insurance marketing, of risk evalations © set different premivm s,
Canadian petients are free 10 choose their physician and bospital, and their phyticians need not
obtaln approval from séministrators for the treatment they recommend. Physicians bill provincial
suthorities on's fee-for-service basls, and receive paymeni—to the amassment of many American
odservers—within throe weeks.™ .

2. Sec PIY, npra nots $1, o 1; LAvRENE A. ORaso, REALTH Of NATIONS: AN INTEANATIONAL
PLASPICTIVE ON U.S. HEALTH CARE REPOAM (1991); George Schiober & Jaan-Plerre Poultier, Mnermarional
Healh Spending. lines & Trends, HEALTY APY., Spriag 1991, & 106. See genarally Symposiaum: Pursuls of
Reolth Sysiems Reform, HRALTH Arr., Fall 1991,

73. Robert Evass, The Spurious Dilemma. Reconciling Medical Progress ond Con Comerol, & HIAL™
MaTaIx 28, 26 (1M6).

4. See Paal 7t & Thoodors Marmor, The Undied Stases: A Soclal Forecest, i TH END OF AN
RLURON 234, 250-3]1 (Joan ds Karvasdous «t al. ods., 1984).

75, See CANADLAN HEALTH INSUVRANCE, prs nOus ), & 30.

%. Susameet by Michasl Dectar, Depery of Health, Ontarlo Provincial Government, Torosto,
Canste (Pib. 6, 1992) Persoaal communication Dr. Hugh Scully, sember, Ontario Madical Assocls-
uCoHMuruN}mM.‘l | Canadian bospitals and other madical-care providan
save o slgaificant amoust of time aad mosey

Mbundhmbﬂltuhpmumnl
© koep track of Dumerons, complicatsd foras, or blliag. CAMADRAN

BDUky éterniastions, ing.
INBARANCS, ners aota 3, &t 33; Woolkandier

immetstels, npre sou 26, 8 .
us«wm:hmnw. Aparicaa doctory spead 43%. CANADUN RBALT™
"wl. .

it

I
223
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i A -heart surgery and ¢ resonance
jmaging.® In response to such problems, public cuicry leads 1 relatively quick reforms.® While

i
g
3
;
:
3

7. Singie-peyer is somewhat of 3 missomet, siace the tee Canadian provinces, two srritories, and the
foderal government ars aach payers. Monopsoay Is also somewhat of » misnomer becsuse providers Io Cans-
68 have organized Ioto 2 collective basgaining wnlt, thus creatiag o dilatera) monopoly barwesa providers and

78. Canads Haalth Act, cb. 6, § 12(2), 1984 $.C.; CAMADIAN HEALTH INSURANCE, suprs a0t §, at 20.

79. M.L. BAx2 & R.0. Evans, REFLACTION ON THE FINANCINO OF HOSPTAL Cartral: A CaNADIAN
PUMPSCTIVE 14-18 (University of Britieh Cotembla Health Policy Rassarch Ukt Discussion Series 1990).

90. Local finasciag svaragm GO%, but thers bs considerable variatics from provincs © proviacs. See

Robdert G. Evans® article, The Canadian Negisth-Care Finoncing and Dellwery Symem:
s Experience and Lessons for Oser Nations. In this issee of YALS L. & POL'Y REv.; Roatar O. Evars &
MAVRIEIN M. LAw, Tha CANADIAN HEALTH CaArS Sysran: Wiz Axs Wi; How Do Ws OfT Hias? 17
Ualvarsity of Britisd Columbls Heakh Policy Ressarch Usk Discussios Paper Serles 1991).
8. dask prisciples allow for ragional variasion, but the Casadisa Healh Act sesurss
from thess principles in ¢ dollar-for-Sollar redection in federal ald. Caneds Hults Ac, cb.

doparvirms
& §15Q1), 1984 8.C. . .

8. CANADIAN HEALTH DNRURANCE, napre aote 3, & 17, $2; MbcnaZL Raciiss & CArOL Kusoas,
mmm:mﬂmummm'cuam-a‘n SvsTen awp How yo Px It 13

8. Ser C.D. Naylor, 4 Difftrent View of Quees bn Owarlo, HLALT Arv., Palt 1991, & 310, 111
Allse Desky & o, mmmamuawmmwmmnuim:mw
e Record), 142 Can. MED. AN'N ). 363 (1990).



84. 1n the United States, rationing occurs witkin the private sector through price, adminlstrative peo-
clearsnce procedures, and utilisation review. This ratlonlng is mors bidden and dlspersad thaa [n pudticly.
flaanced programs like Madicald, Madicare, and astions) health Iasurance plans In other oations.

85. Theodore R. Marmor, Conoda s Health-Care Syssem: A Modlel for the United Starer?, 90 CUnRENT
HIsT. 632, €28 (199)); Baaxz & Evaxs, fhipre aoie 79, & 7-12.

88, CANADLAN HEALTH DisURANCE, sigvd sous 3, ot 16, 52,

§7. Canads has seatly four times the oumber of geveral and famlly practitionsrs per parion G dows the
Unhad States. M. s 37. Canadi's bospitals Asve more sdmissions and longer says. 14, u 46.

8. 4. u 6); US. Boarruan Cosdu'N On CoMOREMENSIVE HEALTH CArE, A CALL POR ACTION:
SUPRLLGNT TO T FINAL RE20AT OF I Prergn Cosod'N 22526 (1999).

9. On the dedits over these sumbers, 588 Joha K. 1ghhan, Canade ‘s Nealth Core Syssem, 315 Naw
Ex0. 1. Mso. 202, 770, 1623 (1996); J. Foder ot o, Conada's Health System, 317 Nxw Exa. J. MED. 320
(1987, Evans & o)., Carodian apre nots 37, 1 571; Morrls L. Barer &t al., Conaflen/U.S. Nealth

Care: Reflections on the HIAA'S Analysis, HEALTH ADY., Pall 1991, m 229 (1eviewing EowaRD Nausciars,
CANABAN HIALTH CARE: THE LO1ICATIONS OF PUBLIC HEALTR DNSUTANCE (1990)); Bdward Nevschler,
Jrom the Auhor, HLALTY A7, Fall 199), B 237; Clyde H.

Farnswort, Canadloas Dgfead Care Sysem Ageinst Criricion, N.Y. Toas, Feb. 17, 1992, ® Al4.
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Making Seas of the National Health lasursnce Refors Debess

90. CaNADIAN HIALTH INSURANCS, 7apra aote 3, a 6768,

.”:l. IM'” “J'.lduud..,mmnummumm.nmmm..m

, ot 188, 108.

92. A sysum is aa "sl-payse” systam whan svary person payiag for 8 betlth-care servics pays 8 price
sat by the same rules.

93. Joha K. Igiehars, Kealth Policy Report: Germary s Nealth Care System (1. 2), 324 Nxw Eno. ).
MzD. 1750, 1755 (1991). Ser generally U.5. Onn. Accountivg Ornics, Hearti CArs Sroxdmi0 Con-
:m‘:}mn;mumm.m.u»mam)mmmmam.
Oy & Japan).

$4. A sl misoricy (38) consleting of relstively wealhy aligible Germant bave opied out of the sick-
mMmmtqmn.q-um’nuumdwim.MW:m

¥

" ot coversd by the all-paysr nabes. Abowt one-third of those elighie 10 opt out choows to 80 0. Tvix Exogas-

BCS 0F FRANCS, OIXMANY, & JAPAN, npre aces 93, &t 39 5.13.
5. e, ¢.g.. Dick Knox, Lessens fom ¢ Madicel Symem shar Works, Boston Grose, blsy 12, 1991,
o | (viows of he American Madis) Ans'a); Dick Kaoe, Cour of Core Lesves Maxy in U.5. Seeking Bemer



Yals Law & Policy Review vel. 102, 1992
cal providers and froea the alcknass funds, Thess segodations
n-m:-m. nm:NmMMmuu.
sicknem Amis aegotials with Dosplaals 1 set par Secn suiee.
o v by g ol S oo, o o L e
-Ivyﬂ!mwm mmu’dm-q.""lﬁmm.

the dispute over financing heallh insurance through smployers sets lass

firms and rslated companies—against andeher—employers 1o shed this expens
component of thelr labor cosss. Finally, empioymeni-based health {nsurance reties haavily on job
continuity in Gerrnany; that modxl of universa) coverage would face sdditional implementation -
barriers in the American contaxt where workers often switch jobs,

_ C. Financial and Adminisirative Lassons from Abroad: Adopearions for the Unlied States

No one sensibly argues that s model from abroad should or eould simply be imported into the
United Suates. But Americans can leam from countries like Canada and Germany which, with very
different institutiona] arrangements, have managed 1o constrain costs, unlversalize covennge, and
maintain satsfactory levels of quality in madical care.

é

97. Khawus Heake, Address st Comparative Medical-Cars Sysiezs Conference, Ditchiey Park, England
(March 20, 1992) (ransceipt oa file with suhor).

93. Igiahant Q. 1), supra oots 93, st 50305, Ser generally J. Marthlas Graf Voo Der Schulsnburg, The
Wasi Gerzus Health Care Firancing axd Detivery Symam: s Esperiencas and Laasors for Ober Natioas
(Dec. 18, 1999) (unpudlisded mamescript, on file with author); ). Mazhlas Oraf Voo Der Schulsaburg,
Realth Core in the 19908 from Oermany, i HEALTH CARS DN THS 19908: A GLoBAL VEW OF

{

such s a pizy oc pay plaa airict all-payer
tas besior for compatitiveness thaa malnteoancs of curvem medlcal<ars prrsageion of
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3. Princiyies

Pive have gained wids acceptance abroad and provide wsefi! guidance for medical-
asrs reform ia e United Staies:

o  Usiversal (aswraace coverage for all Americess;

®  dacaet; or ol ecbioen s, conprehanadly formaisid snd
o Concentnntion of financial aad politca) sccountabllity 10 control costs;
o  Free~.m 10 chooss providers and &whmmm
°

making; and,
Portable rights 10 insurance a0t contingeat on & spacific job or geographic focation.
Each of tese principies can only be skeiched briefly hars,

i
:
i
i
L
i
g
:
:
:

understandable
ing wasieful bursaucratic hasslé, eliminating cost-shifting, '™ and promotiag sutonomy ia the
choice of providers and in the medical decisions that dociors make with padents.

¢. Polirical Accowntabillry. Politically socountable administrative and fiaancial decisionmakers
of effective cost control. Our fragmented systern for fiasncing medical
cars leads cost-conscious players 10 address thelr own program's costs, not the costs of American
medicine. Cost-shifting makes it quite dificuk 1o achieve any ovenall cost restraint,
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prices and fess while conumers and yunu-o-:::. u:!':uh muﬂ.mﬁ
oss
m.mmmmu&uﬁwmm.&unm
mwmgmmxmmuuzmm%m

- \nduitry's abviocs exlturs ssthority sed {nforaationss sevise o
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tions (HMOs), lnsurance companias, or the government. Moreover, American docion undersiand-
ably want freedom Lo provide.care without distracting second-guessing or pre~cladrance proce-

dures,'®

¢. Porrabtiiry, There are good reasons for not tying medical insurance (o employment. The lack
of portable coverage locks workars into jobs some would rather leave. Tt makes owhers fearful that If
they lose thelr job, they will also loss their health insurance. 1t also concentrates risks and costs in
relativaly small groups. Particularly in a context of Jow union membership and fewer long -tsrm
relationships between workers and employers,'® linking {nsurance 10 employment makes far less

3
i

weazing poorer patients. President Bush* o reduce payments In the Modicald and Medicare
systams 10 Pay for U credits for health Insurance would shift costs and reduce accens for ts poor 3ad eider-
ly racher than constraia costs overall, See iy pant 111.C.).
102. See Theodors R. Marmor, American Health Polirics, 1970 %0 the Presens: Some Commanss, Q.
Rzv. Ecow. & Bus., Winwe 1990, 2 32, 37 [bersinafter Marmaor, American Mealth Pollrics).
10). #. m 38 (citing sxamples of Britain, Conada, and France). Sev also Pfaft, supra sote 51, # 2122,
How such countervalling powsr works to restrals costs, we fssve 0 pant MM.D.
104. CANADIAN HEALTH INSURANCE, Biprs acts 3, ot 6768,
105. Se¢, .., HR. 1500 (Russo); H.R. €50 CSeark); H.R. 2535 (Waaman); $. 1177 (Rockefeller) (M)
- b8ls from 1024 ., 10t Sans. (1991)),
106. _Se¢ Rorzllagwr, npre nout 30, ot 69; Humpbrey Taylor & al., PRysicians’ Regponser 10 Their
Dnvirownsnt, ia SYsvan bi Cusy, npre acts S, ot 149,
. Thlerry Noyells, Toward @ New Labor Marke: Segmontacion, in SX3.L3, WAORS, A® PRODUC.
TIVITY 3 THE SEaace $3cToR 212 (Thiesry Noyslle of., lm.mwmm.

1Y fom e I w0 ors of Rrm-apecific intersa)
s el o s bl (;huucﬂumunmofmhm.
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sones Oun n eactior decades. ‘

haterogeneous, relatively stable, tisk pools. Se¢ SANPORD JACOB, EMPLOYING BUREAUCRACY 197, 266, 276-

18 (1933).
108. Taylor & Reinbardy, saprs now 57, & 2, §.
109. See, 0.2., Joha Holohan &t al., An Amevican Approoch 10 Kealth Sysiem Reform, 265 JAMA 2537
(1991) (asserting cmmﬁmhmmymummmummx
nprs sty ST, m 4.

Relohards,
111. i Olasbarg bhas srgued that sher Workd Waer 11, Americans obtained tha bealth-care systam that
e e e
system.” I 3 : , .
Rav. BooN. & Bus., Wister 1990, & 15, 21.
112. Marmor, Americon Realth Polisics, sapre now 102, &t 40.

5. M
::; :zg..llazsmﬂnmmumvnu!;(l&)-“m“ wd ourtich
m(vob' % “ﬁm.ummm ), 308 ALBSRT Housciodax, Bat, Vo

& Lovary ( 2
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. Misleading Notions

By Theodore R. Marmor, Ph.D.

Social, political and economic myths prevent us from learning
from other countries’ experiences in financing health care.

Perhaps the only advantage of being the
last industris] democracy without unl-
versal health insurance is that we can
learn from the experience of others. We
will learn lirtde, hoviever, if we credit the
many myths about foreign experience
regularly repeated by critics of nationa!
health insurance. .

If ever there was an obvious Ameri-
¢an opportunity for cross-national
learning, it is Cansda's path to and
experience with universal healch insur-
ance. We share with Canadians a com-
mon language and politicsl roots, s
comparably diverse population with a
similar distribution of Jiving standards.

Like the United States, Canada is a Jarge

country with a highly urbanized and
diversified market economy. They have,
like us, a federal system of government,
with imporeant powers (greater even
than in the United States) reserved to
the provinces (anslogs to our states),
While Cansda’s national health insur-
ance evolved over the quarter century
since 1945, our patterns and styles

of medical care were nearly identical,
{Indeed, this similarity of care had
been the case for so long that Canadisn
regulators used the United States’ Joint
Commission on Hospital Accreditation

Theodore R. Marmer is professee of “‘”’S
ond mansgement o1 she Yale Uunu; School
Owlumu-l‘ He bs comahor,
with ). Moshae ond P. . f Asneries’s
::ulquopd :‘dlu.o [T n;-m,u”,;r
from which postions of this articie are adapied.

to judge their hospitals’ and medical
schools® acceprability until well afrer
World War I1.) _

If public financing of medical care
has worked in Canada, it should do so
in the United States as well. That, at
least, is the plausible premise of most
of the favorable American commentary
about Canada’s national health-insur-
ance program, Claiming that we can
learn from Canada' experience Is not
to say, however, we could, if the public
were supportive, slmply import
Canads’s instirutional form of nationsl
health insurance. Even the most enlight-
ening comparisons seldom convince
the skeptical that a “foreign™ program,
wharever its virtues, can simply be
transplanted—with identical results—
to American soil.

No system of health-care financing,
including Canada's, is free of problems
ot caslly administered. A gap between
medical wishes and medical facts is
unavoidable. The relevant inquiry is
whether the problems associated with
one system are more scrious than those
linked to another. Canada stands up
very well to such an inquiry, as do the
financing systems of a number of other
countries.

There is much confusion in both
Canada and the United States about
the significance of managing medical
care under public suspices (and theough
public budgers). A few Canadians
believe that all would be well if only



there were private arrangements ro
sugment the squeezed public system.
But the productivity and growth of the
Canadian economy does not obviously
depend upon how much medical finance
fows through the public secror. Medical
services represent current consumption
and, some argue, drain resources from
investment, research and the promotion
of productivity no matter whose budget
i goes

‘For controlling costs, however, it
does matrer which budget medical care
goes thsough. Government can control
costs, 88 Canadian and other experience
show. Business probably cannot—or, at
least, it never has, The relevance of the
U.S. experience is precisely that kk offers
an object lesson in the fsilure of pri-
vacely based controls on health care.
It is worth remembering that in 1970
the Uniced States and Canada spent the

same proportion of GNP on bealth case

{about 7 percent), Two decades later,

- the United States spends coasiderably
more of its GNP than Canada and, at
the same time, we face our padents wich
the highess out-of- podct charges in the
wocld.

Crisis-mon;mn; in Canada has led
to suggestions of privatization along
American lines st the very time the
United States looks to Canada for mod-
¢els of how to restrain a system which
really Is out of control. If Cansdians
accepted the “underfunding and priva-
sizstion"™ option, they would move
Canada toward the United States,
sot Europe, which spends less than
Canada overall, The result of thet
“would bé even greater Canadian diffi-
culty in freeing up resources to improve
international competitiveness.

Remember.that the Unired States
and Canads share economic troubles,
none of which would be improved by -
Canads's moving moce toward our
style of health financing (and outlays).
Both nations are rightly concerned
about lagging productivity and, from
& worldwide standpoint, modest levels
of economic growth. Future economic
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competitiveness will depend upon
inmmlnhumnuwdluphnul
cxpital. The current U.S, savings rate is
anemic by any standard. The Canadian
rete is not {mpressive, except by com-
parison to che US. rate. Thus, wich
beslth care more or less & centh of
North American GNP, coping with
medical costs is crucial for the future
economic health of both countries.
More specifically, it Is remarkable
how long it has taken U.S. corporate
leaders to recognize the of
heslth-care costs, and it is unclear just
how widespread that understanding is
today, But continuing medics] inflation
draing corporate resources awsy from
ocher priorities, the more farsighted
realize.
Canadian business leaders, curiously
enough, sometimes fail to appreciate
their relative success. It is noc simply
that Canada's systern moves heakth cosxs
from business to caxpayers, bue that
. Canads has resirained overall costs—
relsrively speaking—without anything
like the gaps, ills and despair of US.
medicine. It is the United Scates that
fs che outlier here, not the unfairly
sdvantsged Canadlans, Swedes, West
Germans, French, Dutch or Japanese.
The unsnswered question is, what
prics Is being pald for the undeniable
face that Canadian health-care financing
is both 3 bargain and a competitive
advantage? Is Canada failing to meet .
fundamental medical nesds? Are Cans-
dians needlessly dying or suffering foc
want of sppropriate medical care?
Never mind what the United Sates is
doing, should Canada be spending more
in some areas of medicine (and less in
mnlfdummquwdon

M*“%hm

thrw;htbcpewcuau.!\admch
research suggests that the largest pay-
offs lie not in traditional medical care
(and surgery) but in social investments
that improve people’s capacity to cope
and stay well, To answer those ques-
dons, care must be taken to interpret



the many selective glsnces across our
bordez.

ldeologically or economically biased
analyses of the Canadisn sysiem have
led to the diss¢minstion~-and some-
times wide acceptance—of a number
of myths. Those myths—which focus
either on the psrformance of the
Canadian systetn or on whether or
not anything Canadian, no matter
how good, can find & home in the
United States—need to be exsmined.

Myth 1: Nstional hsahh insorance
leads to bureaucratic red tape and high
administracive costs. Not true in
Cansda—or elsewhere. Doctoes and -
hospirals in Canads receive al] theis

payments from one source, a provincial
.

ministry. They do not have to keep
track of the eligibility requirements

or definitions of insured services in
hundreds of insurance plans. Cansdian
patients never have to file claims, much
less dea! with incomprehensible forms.
Americans, by contrast, have to file
multiple, complicated claims, 2s do
most physicians.

A primary-care physician with s
private practice in San Francisco made
the following compatisons after a visit
to s similar practice in Vancouves, B.C.:!

“In the Waiting Room: Patients in
British Columbia present their red-blue-
vellow B.C. card on the first visit and
register. Thereafter, they simply come
in and are called 10 see the doctor (B.C.
does have a premium, based on income,
»aid quarterly, Most provinces charge
no premium at all.)

“In the U.S., the receptionist asks:
Has your insurance changed, have you
paid your deductible, please give me
your co-pay, wheres your Medi-Cal
sticker? If you don’t have insurance (or
if you have an unpaid deductible), the
visit plus lab work will be $145—
payable now. Then, and only then,
does the patient see the doctor.

* Administrative Costs: In the Brirish
Columbia office, total staff time for one
primary physician spent on billing for
150 patient visits per week was two
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hours. The physician is psid rwice a
month, with turnaround time berween
two and four weeks. For this physician,
the tota! of unpaid bills over 90 days
comes to about $42, A practice of the -
same size as the American observers
{400 patient visits per week) would
require about six hours in personne!
time per week plus $500 per month

in computer charges for a total billing
cost of under $800 per month. In the
American doctor's own practice, 400
patient visits per week consume two
and one-half staff persons, plus snother
full-time equivalent in receptioniast,
office manager and physician time,
dealing with 450 insurance companies
and costing a total of $310,000 per
month.”

Dt Joel Cooper, s doctor returning
to the United States after 16 years of
practice in Canada, teseifies to sdmin-
istrative meddling in American medicine.
He wrote to his Harvard classmates:
&_.1 have been disheartened by the
dramatic changes which have occurred
in health-care financing since ] left the
U.S. The regulations, the paperwork,
the restrictions and the harassment,
especially of patients by health insurers
protective of their bottom line, has been
quite discouraging. In Cansda, ] had the
luxury of practicing medicine without
economic distinction between patients
or restriction of needed services. Since
all individuals are equally covered undes
the government health-care scheme,
financial restrictions apply only to the
overall hospital budget on an annual
basis, not to the particular care given
any individual patient. In the U.S., the

often receive inferior care, and
even those with third-party insurers
have care which is limited by 8 number
of restrictions and limications which
are often inconsistent and irrational. If
Medicare is an example of governmeni-
run medicine, then ic bears no resem-
blance whatsoever 10 the Canadisn
system. A patient of mine, from Texas,
had & successful lung transplant several
years ago when 1 was in Toronto. He



depends upoo the expensive antirejec-

, aion drug cyclosporin ro maineain his
current state of good heslith. Medicare,
which does pay for some medications,
and for rransplant medications for some
rypes of transplant, refuses to pay for
his medication since Jung transplant is
not on the ®*spproved lise.” 1 find this
rather perverse. I received a lerzer from
8 Medicars administrator who indicoted
that in the case of the combined heart
snd lung transplants, those aspects
gelated to the heart are covered, since -
heart transplants are spproved, but
those aspects related to the jung part
of the uansplant are not covered, snd
it was up to the locs] administraror to
decide which aspects of the patient’s
care related 10 the heart part of the

traasplant and which related 0 the
lung part of the combined transplant.™

One reason both patients and doctors
in America fear any further government
role in health insurance is their frus-
trating experience with Medicare and
Medicaid, whose administrative com-

" plexiry arises in large part due to the
way those programs interact with the

multipayer system we have now. There
is no reason for universal, single-payer
coverage in the United Staces to be any
less simple adminiscratively than the

Canadian system.

Myth 2: National health insurance
interferes with the doctor-patient
relationship. One ad by the American
Medical Association attacking the
Cansdian system asks, "Elective
surgery~—~should it be up to you?”

The ad implies that Canads reduces
the ordinary citizen's freedom of choice.
It is a thinly veiled message to those
Americans with elther broad insurance
coverage or ample funds to buy what-
ever care they desire.

Thar same message, of course, will
hold little appeal to the millions of
Americans without the money or cover-
age 10 obrain elective surgery. Nor is it
likely to appeal to most Americans,
whose choice of doctor is now limited
by their health-maintenance organiza-

78-7880 =94 -7

161

tions (HMO) or by lower reimburse-
tnent for visits c0 out-of-plan doctors
(under “preferced-provider organize-
tions,” or PPOs), According to one
researches, more than half of such plans,
under the rubric of *mansged care,”
Limnir elective surgery, require second
opinions or require approval by an
insurance-company adminiswracos

In one example, the efficiency of
“managed care™ s described by s New
Haven cardioiogiss, who recounts a
series of time-wasting conversations
with ill-informed insurance repeesenta-
tives who questioned why a patient
recovering from a cardlac cransplant
following serious heart and kidney
failure bad spent 2 month in the
hospital prior to the surgery and why
she was still In the hospital three days
after the life-saving surgery.’

in Canads, by contrast, citizens have
r -estricdons on their choice of physi-
clans, and their physicians do not have
to obtain approval from administrators
for reatment they recommend. if free-
dom of choice is the deciding cr rerion
for many people, it actually works in
favor of the Canadian model, not the
forms of health care that are now
growing most rapidly under the aegis
of matket-oriented reform in the
United States.

Myth 3: National health insurance
lesds 10 long queues for most treatment.
Every country, including the United
States, has walting lists for elective pro-
cedures and sometimes even essental
ones. The important question is the
impact on the patients’ well-being.
Americans being treated in hospitsl
emergency rooms, particularly in big
cities, often wait hours for criticsl care.
Privare hospitals routinely turm away
uninsured patlents, duniping them on
the public sector. These “economic
sransfers,” estimated at 250,000
annually in the United States, often
result in serious delays in treatment,
cause long-term harm and have cost
some paticnts their lives, though federal
law now requires hospitals to assure



that patients are in stable condition
before transfer.

When most Canadians are sick or
injured, they are cared for in & timely
manner, Indeed, the overall rate of
hospltal-use per cspita is considerably
;:I;lm 1 glt;:dl than in the United

tares, as ratio of genera) physi-
cians and family practitioners to the
population as a whole.

Nonetheless, there have developed
long weaiting lises for some services,
partcularly for open-beart surgery and
magnetic resonance imaging (MRI).
These delays reflect mansgerial
psoblems and labor boetlenecks from
time to time. If they involve patients in
urgent, life-threatening condition, there
is political ourage. Open-heart surgery
was, in 1990, the most controversial
example. Government officials in British
Columbis watched their waiting list for
cardiac surgery grow to more than $00
and, in response, purchased surgery
from Seattle hospitals with excess beds
and heart surgeons. There were, it turns
out, many different reasons for these
waiting lists:

» referral parterns and patient prefer-
ences;

& shortage of operating room time, or
inefficient scheduling of OR time;

» nursing strikes; B

# doubt over the medical necessity of
the surgery.!

True, some Canadians, in some
places, wait months for non-urgent
surgery: There are considerably fewer
MRIs and other high-technology items
in Canada. No knowledgeable person,
however, would use U.S, rates of '
surgery and sophisticated diagnostic
techniques as the scale against which to
judge others. Diagnostic tools like MRIs
will continue to become more avsilable
in Cansdas a3 medical need, political’ -
pressure and usage patterns dictate,
Indeed, such comparisons revesl as
much about American slack as
Canadian restrictiveness~and they
bring us to the next myth.

Myth 4: National health insurance
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lowers the quality of medical care=The
United States certainly offers medical
care of m:: quality than does Canada
if quality is defined as easier access to
complex technologies regurdiess of their
effectiveness, or if quality fs defined by
the technologies and facilities available
to the most privileged members of 2
populstion. But if we define quality

by some measure that reflects both

the effectiveness of treatment and

the respect and consideration shown

. to petients—all patients, not just the

sffluent and insured——America ranks

Jower than other countries in the West, . -

including Canada, that have nstional
health Insurance,

There is certainly no evidence of any
Canadisn disadvsntage if our standard
is the actual health of the public, though
medical care is only one of the many
factors affecting health and by no
means the most important. And if
consy.mer satisfaction Is our basis for
fudgment, both polls and political
behavior give s big edge to Canada.

Of course, no nation can provide
every service that would conceivably
give someone benefit. The question is
whether the Canadians sre making a
reasonable choice and providing medi-
cal care of high quality. Judging by
Canadian public opinion, the answer
seems to be affirnsative. )

Myth S: Natiooal health insurance
leads to rationing. Critics warn that
Cansda “rations” medical care. If by
eationing they simply mesn limiting
services, every country in the world
rations health care. The question is
how and bow much. The United States
Limits services by abllity to pay end,
sccordingly, shows significant differ-
_ences in access to health care by race,
class and employment circumstances.

By contrast, Canada and most othet
developed countries attempt to provide
more uniform sccess to the entire pop-
ulstion. Medical care then depends
more on s professional assessment of
medical need than on insurance status,
Rationing, in this context, is another



-
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name for allocation. Whethez it is objec-

. tionable depends also on the extent of

free choice and the distribution of cen-
trol. Americans in systerns of *managed
care” face systems of corporate ration-
ing: the rules for rationing are matters
of business strategy. To be sure, some
employees in the United States are
offered a choice among such plaos, but
they are hardly in s position to know
much abour how the managed-care
plans control spending. They have no
way of knowing, for example, whether
an BMO n.ight deny them referral 1o a
specialist in the event of & rare disease
or difficult procedure. Because Cana-
dians have free choice of physician,

they do not have to worry about that

kind of rationing. And while the ration-
Ing choices of an American HMO

sce private, Canada's choices about
spending on hospicals and other health
services are publicly debated and demo-
cratically decided. If Canadians come -
to feel that they should spend more on
high-technology services, their system
sllows them to du so more efficiently
and equitably than does ours,

My:h 6: National heslth insurance
causes an exodus of physicians. Some
Cansdian physicians were coming to
the United States long before Canada
introduced national health insurance.
Emigtation did not incresse significantly
afierwards. Indced, the ratio of physi-
cians to population has steadily in-
creased and actually grown closer 1o
the U.S. level. In 1987, the United States
had 234 doctors per 100,000 people,
while Canada had 216.

Stories about deep discontent among
Canadian physicians are much exagger-
ated. Physicidns were the highest-paid
professionals-in Canada prior to the
introduction of universal medical insur-
ance; they still are. Provincial medical
sssociations and ministries of heslth
negotiate budgets annually, Since much
of the bargaining for resources and
control gets carricd out in the public
arena, these negotiations are conten-
tious, with provincial ministers of

163

finance typically forecasting imminent
bankruptey and medical associations
threatening dire service cutbacks if
they don't get more money. The medis,
always hungry for conflice, seize on the
extremes of thete positions. These con-
sgroversies sell newspapers; they do not
mean the Canadian system is abour to
collapse,

Myth 7: The United States and
Canada are too different to borrovr
from each other, Canadians have alto-

gether different political attitudes,

sccording to the health skeptics. The
newly published work of Seymoar
Martin Lipset, Continental Divide
(Routledge: 1990) has been interpreted
to support this clsim.! According to
those critics, Canadians respect govern-
ment far more than do Americans,
symbolized by the difference between
the Canadian founding docament and
our own Declaration of Indcpendence.
Supposedly, Canadians are committed
10 “ peace, order and good government,”
while our creed is the individualisdc
“pursuit of happiness.”

But Lipset’s book does not in fact
subsmantiate such assertions about the
character, depth and significance of
Canadian and American distinctiveness.
What Lipset claims is that Canads and
the United Stares “resemble each other

" more than either resembles any other

nation”™ and, at the same time, sull
differ in some important aspecis.

Indeed, & public-opinion poll con-
ducted carlicr this year for HMQ by
Louis Harris and Associates revealed
strong similarities among the social
ethics of U.S,, Canadian and Buropean
citizens.

The misuse of Lipset’s comparisons
of the two countries highlights the
importance of not reading out-of-
context and of understanding a basic

" rule of comparstive scholarship, Lipser's

study was an “cffort at detailed com-
parison of closely linked neighbors, not
of cross-cultural variations on a broad
international scale.” This sort of
“narrow” comparison is destined to



bring out dissimilsrities, while “broad
comparison brings out similarities.”
Given the narrow comparison Lipset
has undertaken, any similarities he finds
must be quite strong. Lipset makes no
claim for the broader significance of -
the differences he identifies. Not, for
the purpose of learning about healtch
care in Cansda, should we,

Myth 8: Government in the United
Scates is 100 corrupt, 100 subject to
interest-group pressure, and 100 incom-
petent for centrally sdministered,
Canadiso-style health insurance to
wotk. This claim reflects ignorance of
Canadian history and current events.
Public confidence in the Canadian
government has been severely shaken
over the past decade by defense-
procurcment and influence-pedaling
scandals chat march our own S&L and
other miseries. None of this has touched
Csanadian health care, {ust a5 our
scandals have left the Social Security
Administration unscathed. Corruption
is not an exclusively American produce,
nor is competent public sdministration
an exclusively foreign invention.

I both countries, the politics of
group and institationa] fragmentation
frequently produce either incoherence
or paralysis in policy formation, The
primary difference is that in Canada
this fragmentation tends most often 10
be expressed in regional and intergov-
emmental conflict, while in the Unired
States it is expressed in the separation
of powers and tension between the
Executive and 8 highly decentralized
congressional system. Citizens of both
countries now express considerable
dissatisfaction with accountabiliry,
responsiveness and effectiveness of
government, '

! {n our determined pursuit of reform
in the way medical care is financed, we
need to keep our attention on the hard
questions that have to be answered:

8 How do we pay for medical care?

s How do we distcibute this financial

burden fairly?
a How do we place defensible borders
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on what we spend?

u How do we assure that what we get
is ressonably reliable and acceptably
administered?

Code words like “market,” “managed
care” and even “national health
insurance” by themselves provide no
answers.

Every industrialized nation in the
wotld except the United States has
adopted some form of nstional health
insurance. Almost sll are happier with
their systems than we are with ours.

If we gre going to improve American
medical care, it makes sense to look

for models in those countries most like
our own. An American system will have
to be unique in many respects, but it
would be foolish not to learn all we
can from our neighbors. QNI

Nows
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Total Health Expenditures as a Percentage of Gross
Domestic Product (1990)

Percentage of GDP

Source: OECD, 1891




A International Comparison of Health Expenditures Per
Capita (in US Dollars) 1990

Amount Spent on Health Care Per Capita

] United States Canada Swedan France Germsny Japan United Kingdom

Source: Harvard-Harris-{TE, 1090
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Annual Compound Growth in Health Sector Components
(in percent), 1980-1990

891

Component Canada | France | Germany | Japen | United United
Kingdom | States
Nominal health spending 10.5 10.4 46 6.0 9.8 70.3
Nominal per capha health spending 8.4 99 44 54 9.8 9.2
Real (health defiater) per caplla health 23 45 1.1 30 1.9 2.1
spending
Real (GOP deflator) per capia healih 43 33 15 7 3.1 44
spending
Health deflator : 6.8 52 33 24 78 69
GOP defator 49 . 64 29 17 6.3 46
Excess hesith care inflalion ' 19 1 04 07 12 22
Nominal gross domestic product 8.0 87 5.0 69 9.0 74
Nominal per caplla gross domestic product 6.9 B2 48 53 88 6.3
Real per caplta gross domestc product 19 17 18 36 24 16
Population 10 0.5 0.2 08 0.2 1.0

Notes: Measurements are in national currency unks. GDP Is Gross Domestic Producl

Source: Schieber et al, 1992,



60
[ ¢
'§ o | Canada
a
o 1 Genmenya
o France
i
;30 -+ [ ]
) -
4 = Jepan Sweden
E” United Kingdom
H
€
§ 10 4+
o
Uniled States
0 500 1000 1500 2000

Source: Harvard-Hanis-ITE, 199C

Per Capita Health Expenditores fin US doltars)

691




An international Comparison

Infant Mortality
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Total Health Spending as a Percent of Gross Domestic Product

{ Country 1980 [ 1981 | 1982 | 1883 | 1984 | 1985 | 1986 | 1987 | 1983 | 1980 | 990 Compound
Growth
m’
Canado 74 7.5 84 8.6 85 85 88 88 8.7 a8 9.3 23
France 7.6 79 8.0 8.2 85 8.5 85 85 8.6 8.7 a8 1.8
Germany 8.4 87 86 8.5 87 8.7 8.7 8.7 89 82 8.1 04
Japen 6.4 8.6 88 58 8.6 8.5 86 6.7 6.6 82 8.1 0.1
United Kingdom 58 8.0 59 8.1 8.1 6.0 6.0 6.1 8.1 8.1 62 0.7
United Statec 9.2 98 104 10.5 10.3 | 105 10.7 10.8 111 115 12.1 27
H OECDAverage | 70 |72 |72 | 73 72 172 173 |74 |75 |75 |76 0.8

2

Source: Schicber et ai, 1992,

. Compound growth rate expressed as a perceatage point.
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PREPARED STATEMENT OF JANET L. SHIKLES

Mr. Chairman and Members of the Committee: I am pleased to be here to testi
on the approaches used by the German health care system to control the growt
in health care costs while still assuring universal coverage. Recently, your Commit-
tee held a hearing on factors driving the costs of health care in the United States.
Expensive new technologies, an aging population, administrative waste, structural
inefficiencies, and the need to reduce unnecessary procedures are factors underlying
health care cost increases in most industrialized nations.

My testimony is taken in large part from our report issued this July, which fo-
cuses on the recent measures taken by Germany to address these cost pressures.!
Germany's experience is instructive for the United States because its health care
system provides coverage for nearly all residents, guarantees a generous benefit
package, and, like the U.S. system, relies primarily on employment-based financing.
Germany also has been able to keep its share of gross domestic product (GDP) spent
on health care relatively constant over the past decade, in sharp contrast to the
United States where health spending has increased from 9.3 percent of GDP in 1980
to about 14 percent today.?

Even so, German health care costs have been rising faster than inflation. In addi-
tion, its health care system’s most important and visible source of funding—man-
dated employer and employee payments for health insurance coverage—rose sharply
in the past 2 years, from 12.2 percent of the wage base in 1991 to 13.4 percent at
the beginning of 1993.

To prevent any further increase in this mandated contribution rate, Germany re-
sponded in December of 1992 with tough new legislation that:

—imposes mandatory global budgets for the next 3 years for the physician, hos-
pital, prescription drug, and dental services sectors;

—constrains the supply of physicians and adds incentives to change specialty mix;

—constrains the supply of new technologies;

—asubstitutes outpatient hospital care for more expensive inpatient care;

—increases emphasis on preventive care; and

—expands consumer choice of sickness funds and reduces differences in premium
rates among these health insurance funds

The mandatory global budgets are already in effect and are expected to generate
about Deutsche Mark (DM) 10 billion? (about 6 percent of 1992 expenditures) in
savings. The structural reforms affecting hospitals, providers, and insurers are
being developed and phased into the German health care system over the next sev-
eral years to achieve continuing cest savings with less reliance on fixed global budg-
ets in the future. These changes clearly echo many of the proposed remedies sug-
gested for reforming the U.S. health care system.

The following sections of this testimony provide an overview of the German health
care system, discuss problems leading up to the 1993 reforms, and present some
early results of these changes.4

OVERVIEW: SICKNESS FUNDS PROVIDE COVERAGE FOR MOST GERMANS

Germany’s health care system provides neariy universal insurance coverage for a
comprehensive range of health services and has a better record than the United
States in constraining the growth of health care costs. Since 1980, Germany has
been able to stabilize health spending at less than 8.9 percent of GDP while U.S.
spending escalated from 9.3 to 13.5 percent of GDP.

Most %ermans obtain their health insurance through membership in one of about
1,200 so-called sickness funds. This year, virtually all Germans with salary or wage
income below the equivalent of about $41,000 have been compelled to join one of
these sickness funds. Workers above the income threshold can voluntarily join a
sickness fund and many do 80.5 The sickness funds also provide coverage for most
retirees, the unemployed, and the disabled.

1Sce 1993 German Health Reforms: Neu Cost Control Initiatives (GAO/HRD-93-103, July 7,
1993). The report provides a more thorough discussion of Germany’s recent health reforms.

2See Health Care Spending: The Experience of France, Germany, and Japan (GAO/HRD-92-
9, Nov. 16, 1991). The report provides a more thorough discussion of the cost-containment efforts
pursued by Germany during the 19708 and 1980s. -

3Using an exchange rate of 1.68 DM per U.S. dollar, this amounts to about $6.3 billion. )

4 While the former West German health care system now cevers the entire country, this testi-
mony focuses on conditions that existed and changes occurring in former West Germany, which
provide a better basis for comparison with the United States.

5Only about 10 percent of Germans are not members of one of these sickness funds; about
half of this group have incomes above the statutory ceiling and choose to purchase private insur-
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German law requires the sickness funds to provide a comprehensive benefits
Backage that covers most health care costs with little or no copayment by members.

resently, the sickness funds do not cover long-term nursing home care, but some
allowances are made for home care.

Government-mandated contributions, shared equally by workers and sickness
funds, primarily finance the nonprofit sickness funds. The premium contribution op-
erates much like a payroll tax where a fixed percentage of the employee’s gross com-
pensation is deducted from each paycheck and transferred directly to a nonprofit
sickness fund. The 1993 contribution rate has averaged 13.4 percent of wages u
to a statutory income ceiling, shared equally between employer and employee, witg
substantial variations from fund to fund. Under this system, premiums reflect the
income of the worker and all workers in the same fund pay at the same contribution
rate regardless of health status, age, or family size. -

German citizens are free to choose theii own physician for ambulatory care. Non-
emergency hospital care requires referral by an office-based physician. These physi-
cians are generally not allowed to provide treatments to their patients in the hos-
pital setting. Inpatient care is provided by hospital-employed physicians who con-
versely may not typically treat patients outside the hospital.

The sickness funds reimburse office-based physicians on a fee-for-service basis
and hospitals on a per diem basis. Nationwide associations of office-based physicians
and sickness funds negotiate relative point values for all services. Office-based phy-
sician reimbursement is determined from a fee schedule negotiated between the as-
sociations of sickness funds and physicians. Before the 1993 reforms, daily rates for
each hospital, determined from previous service utilization, were negotiated annu-
ally between each hospital and those sickness funds insuring at least 5 percent of
the hospital’s patients.

EARLIER COST-CONTAINMENT EFFORTS ESTABLISHED FRAMEWORK FOR 1993 REFORMS

The German heaith care system has evolved since its inception to meet changing
demographic and economic circumstances as well as shifts in political power. Since
the mid-1970s, health care reform concentrated on stabilizing contribution rates b
linking increases in expenditures in some health care sectors to the revenue growtg
of the sickness funds; that is, basing increases on changes in the gross wages and
ralaries of the members.

In 1977, federal law established Concerted Action, a biannual assembly of major
players in the health care system, to develop broad guidelines for the nation’s health
care system. Concerted Action first set budget targets for regional associations of
ghysicians though these targets were benchmarks or guidelines and not legally

inding. In addition, reforms included a national relative-value fee schedule as a
prerequisite of meeting the-budget targets. These early reforms lacked any regula-
tions affecting cost containment in the hospital sector, although some cost-sharing
occurred in the dental and pnarmaceutical sectors. The targets set by Concerted Ac-
tion in the 1980s have been credited with setting boundaries within which negotia-
tionsdbetween the sickness funds and the physician associations and hospitals oc-
.curred.

Capped Budgets Control Physician But Not Hospital Spending

The limited success of these expenditure targets spurred new reforms in the 1980s
to place expenditure caps on the budgets of the regional associations of physicians
ans budgets for each hospital. Budgets also were negotiated between each hospital
and the sickness funds using, in part, prior utilization rates with a small reduction
in the reimbursement level of excess hospital days. In addition to these expenditure
caps, these reforms shifted some costs to patients by introducing copayments and
also instituted quality assurance measures. Our earlier work on German reforms in-
dicated that the tougher budget controls on physician spending were successful in
reducing real spending by as much as 17 percent between 1977 and 1987. Hospital
budget controls, however, failed to contain spending because capital costs were ex-
cluded and a formal mechanism to insure compliance was lacking.

Impetus for 1993 Reforms

Public pressure to stabilize contribution rates as well as an awareness that struc-
tural change was needed to reduce excess utilization and rigidities in the system
forced the adoption of the 1993 reforms. Health care observers in Germany identify

ance. Most of the rest are civil servants and public employees who participate in a special plan
that covers 50 to 80 percent of their health care costs and is often augmented to 100-percent
coverage by supplemental plans purchased from private ingurers.
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several conditions that, in addition to a slowdown of the economy and the high cost
of reunification, laid the groundwork for these changes.

—Growing public frustration with increases in the mandated contribution, which
escalated from 12.2 to 13.4 percent of wages and salaries between 1991 and
January 1993,

—Serious inequities caused by growing differences in contribution rates among
sickness funds with differing member characteristics.

—Concerns that escalating sickness fund contribution rates were jeopardizing the
financial standing of the pension system and the competitiveness of German in-
dustry through effects on already high labor coets and prices of products.

—Expenditures for both prescription drugs and dental services were rising too
rapidly because these services had no effective controls on either volume or
price.

—Expenditures in the hospital sector were excessive due to a lack of incentives
to control costs. Past reforms to improve hospital management were not very

" effective because of states’ reluctance to close hospitals and physicians’ reluc-
tance to alter referral patterns.

Thus, by 1992, German health officials had concluded that the political risk of fed-
eral intervention to introduce strong measures to stabilize contribution rates was
less than the risk of doing nothing.

TEMPORARY MANDATORY GLOBAL BUDGETS DESIGNED TO CONTROL SPENDING

The German Health Care Structure Reform Act of 1993 is considered the most
significant system reform in the past 50 years. The act temporarily linked growth
in existing global budgets for office-based physicians and hospitals to the revenue
growth of the sickness funds. The act also extended global budgets to the pharma-
ceutical and dental care sectors and temporarily linked them to the revenue growth
of the sickness funds. Finally, it enacted a series of structural reforms to be imple-
mented while the temporary budget controls were in place. Overall, these reforms
significantly increased federal intervention in managing the German health care
system:

The government expects these nonnegotiable budgets on major health care sectors
to stabilize contribution rates over the next 3 years. To stay within these budgets,
charges for most physician and dentists services, prescription drugs, and hospital
fees will decrease; contribution rates to the sickness funds will not increase. The
new reforms aim to produce a net savings to the Statutory Health Care system of
DM 10 billion (about $6.3 billion) the first year. This saving represents about a 6-
percent reduction in the total 1992 sickness fund expenditures. While controlling
most areas of health spending more tightly, the 1993 reforms do permit increases
in spending for preventive care and surgery in an ambulatory setting. These in-
creases are expected to reduce demands for more expensive treatments.

The act also provides for the development of several structural health system re-
forms to be phased in over the next few years. The reforms would reduce pressures
for cost growth and eliminate the need for federally imposed caps. The self-govern-
ing associations of health care providers and payers will implement these reforms
and will have considerable freedom in deciding how to accomplish them.

REFORMS IN THE PHYSICIAN SECTOR

Under the 1993 reforms, total spending by sickness funds for office-based physi-
cian services will not be permitted to grow faster than sickness fund revenues.
While the emergency budget cap is in place, the Ministry of Health will implement
a number of controversial structural reforms to reduce incentives for excess utiliza-
tion of physician services and to constrain the supply of some physician specialties.

The 1993 reforms aim to reduce excess service volume and overuse of technical
services by physicians who are authorized to treat sickness fund members. To en-
force the act, representatives from the regional associations of physicians and sick-
ness funds plan to continue to oversee billing activity, but will impose stricter finan-
cial sanctions against those physicians who exceed average service volumes and pre-
scribing levels. Physicians who exceed their expected prescribing levels by more
than 15 percent will be reviewed and those exceeding the average by 25 percent will
be financially penalized unless they can justify the increases. The reforms also en-
courage the suspension of remuneration for services provided with high-cost medical
equipment that is installed without prior authorization.
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Reforms Affecting Physician Supply

Germany is also implementing reforms that will contain the number of physicians
eligible to practice in the sickness funds as well as change the specialty and geo-
graphic distribution of the physicians already practicing in the system. The Federal
Ministry of Health contends that Germany has an oversupply of physicians and that
it has too many specialists relative to the number of primary care physicians. This,
thewMinistry asserts, has contributed to an increase in services rendered and, thus,
costs.

To contain the number of physicians and change their geographic distribution, the
new act requires the establishment of physician-to-population ratios. The Federal
Association of Sickness Fund Physicians and the sickress funds have until 1999 to
develop and implement a system for allocating physicians on the basis of the needs
of the population and the availabilit{ of medical care. To change the specialty dis-
tribution of physicians, German health officials are relying on economic incentives
to make practicing as a primary care physician more attractive.

REFORMS AFFECTING THE HOSPITAL SECTOR

The 1993 reforms attempt to mitigate shortcomings in the budgeting and plan-
ning of the hospital sector by reducing incentives for excess utilization and previous
disincentives to efficiency. The new act requires that the hospital sector move away
from paying a fixed amount for each day a patient is in the anpital, which encour-
ages longer hospital stays and higher costs, to a prospective budgeting system,
which establishes specific rates for individual procedures and conditions. While the
new system is being developed, each hospital will be required to stay within global
budgets negotiated with the sickness funds, with any budget increase directly linked
to revenue growth in the sickness funds and new wage settlements.

To reduce duplicative and unnecessary patient care between the office-based phy-
sician sector and the hospital, hospital physicians will be allowed to perform some
outpatient treatments and surgeries. Before the 1993 reforms, the sharp division be-
tween hospital- and office-based physician treatment produced higher health care
costs for the sickness funds because the funds often paid for duplicative tests and
excessively long hospital stays.

PRESCRIPTION DRUG REFORMS

Germany now sets a mandatory global budget on total pharmaceutical spending.
In the absence of budget controls in the past, costs have escalated in this sector.
In fact, in 1988 Germany spent more per person for prescription drugs than the
United States, where total health care costs per person have been nearly twice those
of Germany. ’

The new act imposes a 1993 global budget for pharmaceuticals fixed at the ex-
penditure level for drugs prescribed by sickness fund physicians in 1991. To com-
pensate for the cost of drugs introduced since 1991, the law mandates a 5-percent
reduction for prescription drug prices not previously lowered by reimbursement poli-
cies and a 2-percent price reduction in over-the-counter drugs. These mandated
price reductions will be in effect for the next 2 years.

The global budget will be enforced by holding the Federal Association of Physi-
cians and the pharmaceutical industry responsible for spending above this global
budget. Physician fees for 1994 will be lowered to offset the first DM 280 miillion
in potential overruns. The pharmaceutical industry will have to cover additional
overruns up to a further DM 280 through lowered drug prices. The sickness funds
will be responsible for overruns greater than DM 560 million. Physicians who exceed
these standards by specified percentages may be penalized. Beginning in 1994, the
ghysieian associations and sickness funds will negotiate regional prescription drug

udgets on the basis of prescription cost standards. These measures are expected
to produce acceptable pharmaceutical expenditures in place of a federally mandated
prescription drug budget in 1994. In addition, patient copayments for drugs will in-
crease in 1994 and be directly linked to the quantity of drugs prescribed.

DENTAL SERVICES REFORMS

The lack of global budgeting in the dental care sector and high dental fees, among
the highest in the European Community, promptcd the setting of mandatory budg-
ets on this sector that are again linked to rever.ue growth in the sickness funds.
In addition, the 1993 reforms impose a 10-perceut ._duction for dentures and ortho-
dontic treatments, and a 5-percent reducticn in vursements to dental techni-
cians. Further, the act will reduce reimbursementis for all dental services in excess
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of the average volume for a practice and for dental prostheses considered medically
unnecessary.

REFORMS AIM TO REDUCE DISPARITIES AMONG SICKNESS FUNDS AND
ALLOW GREATER CHOICE

The 1993 reforms also aim to reduce disparities among sickness funds. Variations
in required contribution rates range from 8.5 to 16.5 percent, even though the mem-
bers receive the same benefits. In addition, the Federal Ministry of Health plans to
provide members with greater choice among sickness funds. The government ex-
pects these changes to narrow the range of contribution rates while still allowing
some differences, to account for more efficient management.” This rate-equalization
process will transfer resources among sickness funds based on four adjustment fac-
tors: the individual sickness fund's payroll tax base, number of insured dependents,
and age and sex composition.

Closing the gap in contribution rates among sickness funds will particularly help
statutory local sickness funds, which presently have contribution rates above the na-
tional average. Mandated memberships contribute to differences in contribution
rates because some sickness funds have members with higher actuarial risks. For
example, many_local sickness funds, because they must enroll all those who are not
otherwise insured, tend to have higher health risk members, including the elderly,
blue-collar workers, and the sick. Because care for these individuals costs more and
they tend to earn less, the contribution rates must be fairly high to cover all health
care costs,

The 1993 reforms also give German workers greater flexibility in their choice of
sickness fund. By January 1, 1997, most Germans will be allowed to choose their
sickness fund each year. This freedom of choice is expected to motivate sickness
funds to provide a broader range of services, such as health promotion, and be more
administratively efficient. Some of the sickness funds maintain that they will be
able to attract new members through improved services. However, opinions vary on
how much competition will exist among the funds given the comprehensive nature
of the mandated benefits, limits on administrative allowances for individual funds,
and reduced variation in contribution rates.

FARLY EFFECTS OF 1993 REFORMS

The effects of the 1993 health care reforms cannot be fully assessed at this stage,
but some early indicators suggest progress in curbing expenditure increases despite
sometimes intense protests from the health care community. Germany’s Federal
Health Ministry announced that the average cost per sickness fund member fell by
2.7 percent in the first 6 months of 1993 compared with a 9.2 percent increase in
1992 (see table 1). Pronounced declines were registered for prescription drugs and
dental prostheses—two sectors where global budgets were introduced for the first
time. Physician and hospital spending continued to increase but at rates substan-
tially below 1992 rates and slower than the increase in sickness fund revenues per
member. If this performance can be sustained, Germany will reach its objective of
keeﬁing sickness fund expenditures below the rate of increase in the wage base even

|if the substantial reductions in spending on drugs and dental prostheses faper off.

Table 1.—COSTS PER SICKNESS FUND MEMBER (INCLUDING RETIREES)

S A
1993
PRYSICIAN SEIVICES ....v.vvoveroeceeciss e cassssss s es ss s sss s ssses s n s e sesest s sesn 6.7 21
DROYISL SBIVICES ..........ooeuumrereeerrerrrosmaesenrssssasssassonsasssscssssussssessesrassas et nsssenssesesssoessssasarisions 1.0 =20
Dental prostheses 202 -25
Prescription drugs 10 -206
Hospitals .... 8.0 38
Tota! reimbursement for services ! 92 -21
Sickness fund wage base (revenue base) 251 47

Vinchudes additional categories. such as durable medical equipment, ambulance services, and other health related services.
Source: German Federal Manistry for Health (Sept. 1993).

7 As of January 1, 1996, substitute funds must open membership to everyone. Sickness funds
will be allowed to consolidate and local funds that are no longer efficient can be closed. In addi-
tion, minimum membership size for forming a sickness fund will be increased to 1,000 (up from

450).
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The percentaﬁe decrease in expenditures for prescription drugs has already ta-
pered off from the 26-percent decline recorded in the first 2 montns of the year.

Responding to advice from the regional assaciations of physicians, physicians have
sharply reduced prescribing brand-named drugs :nd iess useful medications to avoid
any penalty for exceeding the mandated pharmaceutical budget. In doing 8o, how-
ever, some ph{sicians have suigested that adequaie medical care is no jonger guar-
anteed for sickness fund members. The sickness funds consider this reduction jus-
tifiable because it represents a reduction in prescriptions for less efficacious drugs
and a movement toward greater use of less expensive generic drugs. The Ministry
of Health also contends that about 20 percent of the reimbursed drugs were wasted
by patients because of previous problems with the way drugs were dispensed.

Most health care providers initially denounced the proposed legislation as an end
of the traditional German health care system and the beginning of “socialized medi-
cine. “ Physicians have also announced their intentions to ask for a ruling by the
federal constitutional court on limiting the number of physicians and dentists au-
thorized to treat sickness fund members, Representatives of the dentist associations
threatened to terminate cooperation with the sickness funds and indicated that
growing numbers of accredited providers might withdraw from the system. How-
ever, according to a Ministry of Health official. since passage of the act, the health
care industry has accepted most of the new requirements.

Despite the protests of some groups, the Ministry of Health is aiready considering
another round of structural reforms. The Ministry instructed tne expert council to
the Concerted Action committee to submit- preliminary suggestions by December
1993 on further restructuring the health care system, with a finai proposal due by
the end of 1994, The Ministry contends that while the 1992 cost-cutting measures
appear successful, additional reforms will be necessarv to address demographic
changes, trends in major diseases, and the introduction of new medical technologies.

POTENTIAL IMPLICATIONS FOR U.S. HEALTH REFORM

The recent German reforms illustrate the continuing cost pressures facing the
health care systems of other industrialized nations; inaeed, health care costs con-
tinue to grow faster than general inflation rates in all countries (see app. I). Despite
an enviable record of cost containment and universal coverage. the German govern-
ment found that it had to embark on a series of significant reforms to its health
care system to further contain costs.

These reforms build on two decades of changes to the German health care svster.
that have helped Germany control-health care costs better than mest otner industri-
alized nations. Its universal coverage and well-organized administrative mechanism,
which make it easier to monitor provider fees and service utilization, enhance Ger-
many'’s ability to respond to changing health market conditions.

The United States should carefully monitor Germany's past experience and cur-
rent reforms using global budgets, physician fee schedules, and constraints on re-
source growth as they unfold over the next 3 years. We may gain insights into their
feasibility and applicability to our nation’s reform process. Germany's experience in
refining, changing, and adapting some of the same tools being considered in U.S.
reform proposals also. underscores the dynamic nature of the health care market.
Perhaps one of the most important lessons from the German experience is that
health care reform is a continuous process and that as the United States moves to-
ward comprehensive health care reform it should incorporate enough flexibility in
its system to ensure responsiveness to a constantly changing health market.

APPENDIX |.—AVERAGE ANNUAL PER CAPITA GROWTH RATE IN TOTAL HEALTH EXPENDITURES,
ADJUSTED FOR INFLATION

Country Percent growth (1980-91)
Sweden 046
ITRIBNG ......oooos et isas s e sssese nstss et st .17
New Zealand . 1.28
Denmark 1.59
Netheriands R n
Switzerland 1.98
Germany 1.99
Australia 233
Austria 251
Greece 2.63
Turkey 272
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APPENDIX |.—AVERAGE ANNUAL PER CAPITA GROWTH RATE IN TOTAL HEALTH EXPENDITURES,
ADJUSTED FOR INFLATION-—Continued

Country Percent growth (1980-91)

I 329
342
33
354
355
370
375
404
412
419
46! -
483

RFSPONSES OF DR. SHIKLES TO QUESTIONS SUBMITTED BY SENATOR RIEGLE

Question No. 1. How do administrative costs in the German health care system
compare with such costs in the U.S. health care system.

Answer. The cost of administering health insurance in the United States varies
significantly by sector. In 1989, the cost of administering health insurance in the
private sector was 13.4 percent, and 3.1 percent in the public sector. Overall admin-
istrative costs in that year were about 7.7 percent of all insured health care expend-
itures (or 5.8 percent of total expenditures).

In the German health care system, administrative costs of health insurance in the
German stalutorg system, which covers almost 70 percent of direct health care ex-
penditures, for 1390 were approximately 5.1 percent. Uwe Reinhardt has estimated
that the administrative costs for private health insurers in Germany at about 16
percent. Overall administrative costs for health insurance in the German health
care system are estimated to be about 5.2 percent of total insured expenditures.
However, these estimates exclude most capital costs. =

While there are no reliable estimates of the administrative costs in hospitals, phy-
sicians offices, and other health care sectors for either country, we believe that ad-
ministrative costs for these sectors are significantly lower in Germany. Identical
billing arrangements are used ‘13 all payers, and, in the case of hospitals, the simple

r-diem reimbursement methodology means that German hospitals do not need the
arge billing and accounting departments found in U.S. hospitals. In the case of phy-
sicians, the anticipated introduction of “smart cards” may result in further reduc-
tions in administrative costs.

Question No. 2. Would you please explain how retiree health is financed in Ger-
many? Also, what was the rationale for the financing mechanism? Finally was the
impact on businesses, including lessening the burden on businesses, one of the rea-
sons for the financing mechanism.

Answer. Health care for retirees in the statutory health ineurance system is fi-
nanced in a manner similar to that for active workers”As with employers for active
workers, the statutory pension sgstem pazs one-half of the pensioner’s contribution
rate while the pensioner pays the other half. The contribution rate for pensioners
is set at the national average contribution rate for active workers. Retirees a
must pay one-half of this contribution rate on any pension income from other
sources.! In addition, there is a special subeidy from each sickness fund, raised-by
a special payroll contribution (2.93 percent in 1990). On average, these ents
onl{ cover only about 48 percent of the cost of health care for pensioners. Coets of
retirees in excess of their contributions are borne by the active workers in the sick-
ness fund through higher contribution rates.

To ease the burden on sickness funds with a higher than average number of retir-
ees, there is a mechanism for partially equalizing the burden of retirees amonf sick-
ness funds. Under this system, sickness funds with a below average number of retir-
ees subsidize those with an above average number of retirees. In 1995, this system

1Persons retiring after December 31, 1992 must pay the full contribution rate on other pen-
sion income, and rental and interest income as well.
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will be replaced by a more general system of risk structure equalization among-sick-
ness funds.
Retirees were included in the German statutory health insurance system more
:Ha{\t'BO years ago, during the Nazi pericd. We do not know the rationale used at
at time.

PREPARED STATEMENT OF JOSEPH WHITE

Mr. Chairman and distinguished members of this committee: I am honored to ap-
pear today with this panel of eminent scholars, and discuss with you how other na-
tions have addressed the difficult task of health care cost control. Instead of simply,
“how can we control costs?,” I believe this committee is facing two questions.

First, how much cost control, in terms of a trend in the share of this nation’s econ-
omy consumed by health care, is practical? If your target is too lcose, you may seem
to accomplish too little—and have no money to pay for expanding coverage without
tax increases that you wish to avoid. If your target is too tight, you risk howls of
protest—which is even harder to take if justified. -

And second, how can that goal be achieved? Mandating a target without institu-
tions to reach it not only might fail to achieve the desired result, but may lead to
unintended and unfortunate consequences.

The experience of other countries is relevant both for the “how much” and the
“how” of health care cost control. You have heard one analysis of that experience
already today, from the GAO. GAO has done and is doing a wide range of excellent
analyses, which I commend to the attention of all of this committee's Senators and
stafl assistants. In my own research for a Brookings book to be called Going to the
Doctor, 1 have benefited both from their work and from reviewing literature and
consulting with experts on other systems. My remarks reflect my judgments about
Systems in six countries: Australia, Canada, France, Germany, Great Britain, and

apan.

ong all nations, these are the most similar ta the United States in culture, po-
litical system, and economic status. They represent seemingly different basic struc-
tures of health care finance. Britain is a true National Health Service, not a-na-
tional insurance system. Canada is a single-payer insurance system at the provin-
cial (state) level. France, Germany, and Japan represent different versions of mul-
tiple nonprofit insurers, not direct[y controlled by governments but coordinated so
as to create “all-payer” cost control mechanisms. And Australia combines elements
of the British, Canadian, and American systems: a national medical insurance pro-
m, public hospitals funded by state budgeéts, and substantial private insurance.

et their similarities are more fundamental than their differences:

¢ Each spends substantially less on health care than does the United States, yet
has essentially universal coverage.

¢ Each has institutions that increase the bargaining power of payers, relative to

roviders, over the observed experience in American markets.

¢ Except where there are no fees for service, each has some version of a fee sched-
ule—though some include exceptions, described below.

o Each budgets a substantial part of medical provision—at the level of specific in-
stitutions, not just “the system.”

¢ Each has managed the capacity of its system, both to limit costs and increase
equity of access, through controls on capital investments.

These similarities stem not from similar cultures, but from the fact that medical
costs increase in all systems for essentially the same reasons, and medical care in-
volves essentially the same activities, requiring similar responses.

Mr. Chairman, as you have written, there are reasons to expect medical costs to
rise faster than the societal average, because medical care is not as amenable as
some other production to routinization and economies of scale. Yet other factors may
well be even more important. Medical costs increase, as a portion of national prod-
uct, because medical care is successful.

As we invent new treatments for painful conditions we increase consumption of
medical care without necessarily increasing productivity. Life-saving treatment ~f
the elderly allows us to spend more money on their care later, without increar. 4
their proc{uct, since they have retired. This financial difficulty is in fact a @2 ¢
achievement, accomplished not just by medical advances but public health, general
wealth, and income maintenance programs such as social security. -

Medical care is unpredictable, expensive, and greatly desired when needed. Its
high cost and unpredictable incidence mean that few individuals can save or borrow
for the expense. Instead, since the 19th century and even before, people have saved
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together so that their shared funds are available for each person’s unpredictable
needs. That saving could pay for organized provision of care, as in early twentieth-
century workingmen’s clinics, the British National Health Service, or American
up-or-staff model HMOs. Or it can fund insurance that pays for purchase of care
rom any medical provider, as in national health insurance systems. But in any sys-
tem of shared savings, the point is to reduce or eliminate out-of-pocket costs when
people need treatment,

No modern nation controls medical costs through price constraints at the point
of service. Their voters forbid it, either collectively through politics that creates na-
tional shared savings, or individually by purchasing private insurance. Therefore, no
advanced nation's medical care system reaches a cost equilibrium through market
forces, which presume adjustment of supplg and demand through the price mecha-
nism. Like the growth in our population of elderly, this is not a failure but a sue-
cess. To some it may seem a problem with insurance, but it is actually the purpose
of insurance.

These forces should, over time, cause costs to rise in all advanced industrial na-
tions. And they do. Yet one could not predict nations' levels of health care costs from
their percentages of elderly citizens or of out-of-pocket payments. Among the coun-
tries that I am studying, the U.S., with the highest out-of-pocket payments, also has
the highest costs. The United States is in the middle of the list on proportion of
persons over the age_of 65, but has the highest cost; Britain has the most elderly
and the lowest costs; Japan has about the same proportion of elderly as we do and
much lower costs.

The causes of cost growth do not predict levels of total cost because some systems
do better than others at resisting the increases. This panel is assembled to discuss
why they do.

1 consider cost control from the perspective of a student of budgeting. I have come
to think somewhat like an agency budget officer, OMB examiner, or Appropriations
clerk. Or a skeptical senator who is being asked for more money. In the following
pages, 1 will ask and try to answer a budget person’s questions about health care
costs.

Budget people begin with simple questions when somebody asks them for money.
One is, “how much do other people pay for this?” Another is, “why do you need so
much more money than last year? Implicit is a third query: “why do you need a
larger increase than they do?

Society’s health care cost burden is best expressed by comparing health care ex-

enses to the rest of the economy—-as a percent of GDP. The difference between the

.S. and other countries widened greatly in the 1980s. Table 1 displays data on
health care cost levels and increases for seven nations. It does not show that other
systems naturally lead to lower costs. It does show that other systems allow their
countries to choose whether and how much to increase health care expend-
iture. During most of the 1960s and 1970s, the other countries in this table chose
to expand their health care spending about as much as we did. In the 1980s they
chose not to. We talked about cost control but, because we did not reform our sys-
tem, could not achieve it.

When comparing the U.S. to Japan or Germany, however, one may object-that
their economies grew more quickly, so comparing to GDP overstates their success
at health care cost control. Actually, that argument cuts both wa{s: if our economy
is growing more-slowly, we have greater reason to control our health care costs! But
the second half of the table reports rates of cost growth per capita for health care
alone. The differences between us and Japan or Germany seem smaller, but the
basic story is unchanged. A two percent difference in growth rate becomes a large
difference in total expense over the course of a decade.

Table 1.—TOTAL HEALTH EXPENDITURE

Usa Aust Canada France _ Germany Japan LK
Spending as Shares of
GOP:
15 59 14 6.0 63 47 46
96 15 15 18 87 6.6 6.1
108 80 88 85 86 6.6 6.1

134% 86% | 100% 91% 85% 66% 66%

Annual cost increase per
capita, percent:
1971-81 oo 1241 1242 14 1328 14.08 15.24 12.82
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Table 1.—TOTAL HEALTH EXPENDITURE—Continued

USA Aust. Canads france Germany Japan 119
833 1AL 9.80 T112 5.60 71.41 1.12
949 5.60 7.03 mn 6.42 8.59 6.90

Source: DECD/CREDES
Mote: Costs per capita are sdpusted for purchasing power parities, lo eliminate exchange rate issuves.

This data is through 1991; since then, American health care costs have continued
to explode. Now CBO forecasts an increase to 18.9 percent of GDP by the year 2000,
while the administration aims to limit that to 17.3 percent of GDP. This 3.9% target
for the growth of health care costs as a share of GDP over nine years, 1991-2000,
is larger than the growth in any of the six other countries over the two
deci‘adetah from 1971-911 What is fantastic is not the president’s goal but our cur-
rent path.

So why do our health care providers and insurers spend so much more money,
and need so much larger increases? Most statistics on the components of health care
spending are not exactly comparable across nations. But on balance, the following
points seem clear:

(1) We spend much more on bureaucracy. Any good budgeter is skeptical of “ad-
ministrative savings.” It is hard to find better ways to do the same amount of work.
But reform could actually change the work required for insuring and paying for
health care.

Our fragmented system of risk-rating health insurers creates many costs. Insurers
must sell and market their plans. They put immense resources into assessing the
risk and thus premiums (underwriting) tor customers. They devise multiple plans
to meet multiple budgets. Meanwhile companies hire employee benefits staff to work
through the maze of insurance sales and administration, Then doctors and hospitals
must negotiate with many plans, then administer vastly more complicated billing
systems (because plans’ rules and prices differ) than in any other country. Simpler,
;miversal insurance and payment rules would eliminate most of this activ-
ty.

(2) We pay higher prices for much of what we buy. We pay more for drugs. We
pay higher fees per service. OQur doctors earn higher incomes, relative to average
earnings in our economy. Orderlies and other low-skilled workers in hospitals prob-
ably earn less, but that’s the only evident exception.

(3) We use more resources per service. That is, we tend to use more people and
equipment to perform the same tasks. As usual, there are exceptions. Japan has
more MRIs and CT scanners per capita than we do. But, in general, our hospitals
and doctors, competing for patients, duplicate capacity in terms of both equipment
and personnel. 1 have seen careful comparisons between Japanese and American,
Canadian and American, and French and American hospitals; all find that the U.S.
hospitals use more personnel per task.

(4) We seem to provide extra amenities—for some people. The evidence is anec-
dotal, but travelers generally report that, competing for the patronage of well-in-
sured patients, our medical providers are more likely to offer luxurious amenities.
That is more likely to show up in capital than operating costs because we kick peo-
ple out of the hospital faster.

(6) And we buy more of certain kinds of service. Americans make fewer office vis-
its to physicians than in any of the other six countries. We have fewer hospital beds
per person, and lower occupancy rates. But we have very high rates of a number
of expensive treatments, such as cardiac surgeries.

Those are differences in inputs. What about outputs? Rather than focus on infant
mortality and life expectancy at birth, figures which everybody knows do not favor
our health care system, I've looked for other measures. One is life expectancy at-
other stages of life, such as age 60. At that point most life-style dangers, such as
being murdered, should have removed their victims from the population. Pregnancy-
related problems are rare. And, among the seven countries here, the life expectancy
of Americans does improve—all the way to fifth, surrassing Britain and Germany.
At age 80, those American who are left are likely to live longer than-anyone except
Canadians.

Of course, these figures could result from our health care system ensuring that
those Americans still around at age 80 are a particularly hardy lot. But my guess
is we do provide somewhat more extensive care for the very old, because of our more



182

intensive practice norms. Yet we still do not do better than Canada. In many other
ways, such as prenatal care, our system is clearly inferior to other nations.

Much is made of “waiting lists” in other countries. At least through 1991, the
basis for mg cost comparisons, the data on waiting lists in Canada refutes the scare
tactics used by opponents of health care reform. Britain does have serious waiting
list problems—but it spends less than half as much money as we do. There are few
complaints about waits in the sickness-fund systems. Americans’ waits, both for in-

atient and ambulatory care, in fact depend on their form and level of insurance.
n some cases other systems are clearly more convenient: British and French GPs
will still visit a sick child.

This has, of course, been a brief review. I_can suggest further sources if asked.
The bottom line is, I strongly doubt that the differences in cost between the U.S.
and Canada in 1991 were explained by superior care in the United States. Since
Canada is the most expensive other country, it is the most generous comparison.
We should at least be able to match the Canadian standard.

That does not mean we could quickly move to Canadian cost levels. Some of the
causes of the difference will take years to change. And we mi%ht make political com-
promises that reduce our savings. But if I had to pick a ballpark figure as to how
much savings should be possible, relative to where we're going, without any effect
on care, I would say that, given the 3.4% of GDP difference between the U.S. and
Canada in 1991, we must be able to save two percent of GDP by the year 2000.
I think that gives our system every benefit of the doubt; we might well choose to-
save more.

If this were an appropriations hearing, 1 could stop now. The Senate would cut
the agency’s request, with instru.iions to reduce spending on the inputs that I have
mentioned. Or the Senate would decide not to upset the relevant constituents! But
in health care, there is no agency. Any vote would be like a line item on a budget
resolution: a moral suasion, at best.

The menu of cost control approaches includes the following basic types:

e Reducing Insurance

If pecple have less insurance, they may consume less because they do not want
to pay out of pocket. Or, they may consume the same amount, but at least the insur-
ance system will save the amount transferred to personal expense.

Professor Evans is one of the world's greatest experts on cost-sharing, so will
speak to that. I want only to emphasize that cost-sharing is a form of reducing in-
surance, 8o limited by the forces that created insurance. France, for example, has
high copayments—so eighty percent of the public insures for the difference. Every
system also finds some way to protect the poor from paying for cost-sharing—a
measure not specifically mentioned in the afminis&ration’s September 7 draft. So
cost-sharing has not caused recent superior cost control.

o Limiting Fees

If fees are charged for service, every system except America’s has some way to
create standard fee schedules. They may vary by geography, but there is normally
one fee schedule per provider. Many systems have allowed some sort of exceptions.
In Australia, the fee schedule for physicians is not binding; in France, forty percent
of specialists are allowed to charge more. These measures risk creating a two-tier
system, but also create a safety-valve. The risk may be limited in two ways. First,
ilythe most advanced equipment is only available through the Eubhc system, in
those hospitals, specialists will be available to all citizens through those hospitals’
outpatient clinics. Second, as in Australia, insurance for fees above the schedule
rate can be forbidden. - .

There are two great myths about fece schedules. The first confuses them with
“price controls.” None of the standard objections in economnic theory to price
controls apply to medical fee schedules. Fee schedules reduce, rather than ia-
crease, bureaucracy. They are much easier to administer than normal price controls,
because they can be enforced through the insurance payment mechanism itself.
There is no danger of a burst of inflation once the controls are removed, because
they are not removed. Fee schedules do not distort the adjustment of supplly and
demand through prices in the medical market, because insurance itself has already
eliminated price constraints at the point of service. . .

The other myth says that controlling fees makes no difference, because providers
will simply increase volume to make up for the lost income. That dynamic is a con-
cern, but the argument is taken too far. First, it poses a silly either/or choice. If
doctors can adjust volume in response to fee limits, they certainly can increase fees
in response to volume limits. Especially in an insured system, the clatter is easier:
if an insurer pays more there is no burden to a patient, while extra procedures are
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painful. Further, in any other market, given a choice between more service at lower
prices, or less service at higher prices, we'd choose the former. Second, volume is
not quite so easily increased. There’s a difference between higher volume, and
enough higher volume to eliminate savings. Sometimes the lower fees are paid to
a different provider than those who generate volume. Pathologists and anesthetists
do not create tests and surgery; hospitals do not invent admissions. And, third,
there are ways to adjust fees to volume, or restrict the “P x V" effects. We may
choose not to adopt the most successful approaches, but they certainly exist, as in
Germany and Japan.

¢ Concentrating Payer Power

Whether negotiating fees or other forms of payment, payers do better if they work
with each other, rather than against each other. If there is only a single payer, the
government, that is simple to achieve. But the government may regulate/negotiate
prices itself as part of rule-making for a multiple-insurer system, as in Japan. Or
it can stay out of negotiations in such a system, as in France or Germany.

Germany is the paradigmatic case of the latter approach. The law allows insurers
to unite to negotiate terms with individual hospitals and regional physicians’ asso-
ciations. If they cannot agree, there is an arbitration system. The national and state
(land) governments do provide guidance, and it does matter. If the national govern-
ment says premium increases should not exceed a given amount, the sickness funds
can tell providers that they do not wish to rigk the government’s wrath; besides, the
arbitrator is likely to adopt the government’s standard anyway. This process thus
allows the government to influence total costs, without requiring central control of
the details, such as allocation of incomes between inpatient and ambulatory care
providers. As the committee may note, this process of national target-setting and
regional negotiation bears a resemblance to the President's reputed proposal.

e Budgeting for Organizations

Another approach is to give an organization a budget for providing care, and limit
service-based reimbursements. That is, of course, the logic of capitated HMOs. None
of the other countries that I am studying have HMOs of that sort, though the Brit-
ish GP Fundholders are meant to evolve into something similar. But there is a gen-
eral trend towards budgetinf in the hospital sector.

The issues should sound familiar: at is the right prospective budget? What if
the hospital claims to need a supplemental? But the advantages are clear. First,
budgeting is the endpoint of an evolution from more detailed to less detailed fees.
The greater the detail, the easier it is for a provider to increase either real or re-
ported volume. It is one thing to do an extra test on a heart attack victim; quite
another to invent an extra heart attack victim; and even harder to invent another
surgical ward. Second, it is much easier to track costs for organizations than by in-
dividual service. Figures for costs in individual units, such as an aspirin, are no
more reliable for hospitals than in other large, complex organizations with lots of
overhead, such as the DoD. Third, when you budget a hospital, you can focus on
inputs and historical comparisons, which puts the burden of proof on the organiza-
tion to explain why it needs more resources.

o Limiting Capital Investment

As Henry Aaron puts it, *If you don't build it, they can’t come.” If you do build
it, someone will try to amortize the investment as quickly as possible. We build
more because we have very loose licensing (“certificate of need” rare? had teeth),
and because our providers are reimbursed in their rates for the cost of debt capital.
Therefore they can raise money and decide to build with minimal interference.
Meanwhile, our medical education system empharizes specialization because medi-
cal schools earn much of their money through specialty research and practice, and
students who borrow huge amounts feel a need to maximize their incomes.

The solutions are straightforward. Fund medical education directly, rather than
indirectly as government ndinY for research or patient care—and pay for tuition.
That's what other countries do. If providers have the funds to invest on their own,
licensing can be much stricter than in the U.S. In France, there are criminal sanc-
tions for openin%a new hospital or adding beds without authorization by the Min-
jater of Hea'th. But the main measure to limit capacity is to limit the availability
of capital. If hospitals are owned by the government or, as in Canada, negotiate a
budfet, that bud%et includes approval of capital projects. If hospitals’ operations are
paid separately from sickness funds, as in Germany, the payments are set low
enough that the hospitals cannot generate the cash to make (or pay off) major in-
vestments. Then they need regulatory approval for grants or low interest loans.
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o Competition
The last possible ap%roach is competition. But it is not a meaningful source of cost
control in any nation that I've studied—including, to date, the United States.

. The theoretical—not to say obvious—difficulties with competition to control costs
in medical care should be considered in another hearing. Eer all, American, not
for:eltgan, experience is the best evidence of that. Foreign perspective adds a few
points.

. Under rare conditions, such as a clear oversupply of providers, medical competi-
tion, as in any market, can reduce prices. That has harpened in Australia, where
few GPs in the big cities exercise their right to extra-bill. But there is little reason
to believe that this competition reduces total costs. ‘

Britain has embarked on a massive effort to make its system more “competitive.”
But that has little—so far nothing—to do with cost control. The NHS is the classic
case of a budgeted system, tightly controlled through public finance. The point of
competition is to make the system more responsive to patient concerns. In practice
that means not so much measurable quality as two other things. Providers are p?_y-
ing more attention to the gatient experience, such as schedu appointments for
specific times rather than have patients wait all morning. And the government re-
wards actions that it has defined, a priori, as higher quality, such as immunizations.

Competition is a part of everi'| system, because patients seek doctors and other
providers whom they like, and that may increase quality—but does nothing to con-
trol costs.

e Implications

Costs are only one consideration in health care reform. And international exam-
ples can inform us only about some elements of cost control. I have not mentioned
malpractice torts and insurance because it is very hard to measure their effects on
costs within the United States. We can see that premiums are about one percent
of total expense, and have not risen much lately. But we have no way to untangle
what “excess utilization” is “defensive medicine” caused by fear of litigation, and
which is a more aggressive practice style or patient demand or incompetence or

Fortunately, you will be able to ask many other well-informed people about such
matters, in your careful consideration of a momentous piece of legislation. I will end
with comments on the relationship between lessons from abroad and current propos-
als in the United States.

Single-payer proposals apply most of the lessons, save one: that the single-payer
apx:-noach is not the only way to do it.

ong other serious proposals, all accept that risk-rated insurance, as opposed
to international social insurance models, has to go——though they vary as to whether
they would e/{ectiuely require community rating. But, aside from President Clinton’s
and the single-payer plans, the other alternatives, such as the Senate Republican
Health Care Task Force, Senator Gramm's, and Cooper-Grandy, not only ignore but
aggressively reject the lessons of international, and I believe our own, experience.

ey reject fee schedules and budgeting, say nothing about the supply-side, and
instead rely on either reducing insurance or on competition to reduce costs—without
explaining why reducing peoples’ insurance would answer their insecurity about
?ealth care, or how the new competition will differ from our current, ineffectual
orm.

Assessing the president’s plan is much more difficult. It has been accused of not
containing serious cost controls. Nothing could be further from the truth. President
Clinton's early September draft includes, or at least refers to, every cost control idea
known to man. If you like competition, they have it. It'Yyou want a hard cap on pre-
miums, they have that, too. You want a single-payer? Your state can have that. You
want all-payer bargaining? ERISA, anti-trust, and other impediments can be
waived. You want more measurements? There are lots of new measurements. There
are even passing references to capital investment. . .

I wish the administration were saying more about the latter. But the big question
is, which of the various measures that they have proposed are the heart of the plan?
The answer depends on two things: how you think the dynamic that they propose
to create would work in practice, and how the plan is amended by Congress.

Their proposal could evolve over time to an amalgam of Germany and Hawaii, in
which group- or staff-model HMOs would compete with an all-payer regulated f‘ee-
for-service system. I think that result would combine good aspects of other countries
approaches with the best aspects of American reform suggestions. But the adminis-
tration's groposal could also, especially in the short term, produce a multi-tier sys-
tem in which most patients and physicians would be subject to more vehement regu-
lation of medical care by private insurers than is the case today. That would have
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all the worst features of our current versions of managed care, and none of the bene-
fita of either the best forms of managed care or of othier countries’ syatems.

. The amendments that Congress makes will deterimine wiich result occurs. I be-
lieve you could build on the president’s proposa’ it 2 way that reduces its level of
bureaucracy and administrative determinations, meets it~ own standards for cost
control, and produces a better system of health care svstem tor all Americans.

RESPONSES OF DR. JOSEPH WHITE AND DR Tiikopoit I MARMOR TO QUESTIONS
SUBMITTED BY SENATOE CHAKLES B GRASSLEY

Professor Marmor wants to be associated witk the answers to the questions di-
rectly addressed to himself and Dr. White.

Question No. 1. Risk Adjustment Methodoiogy.—Can you tell us what the state
of the art is in the development of risk adjustment methodologies? When will we
have a usable risk adjustment methodology that can be used with confidence in a
reformed health care system?

Answer. Whether a methodology can be “used’ with confidence” depends on what
risks you want to adjust for, which depends i turn on the system reform creates.

One form is the current practice by insurance companies of adjusting premiums
to individual health risk. prwe believed that people were responsible for their own
illness, and that we could gather accurate data on the extent of their responsibility,
we might accept such adjustments. Since few of us do believe that, eliminating indi-
vidual risk adjustments is one of the few aspects of health care reform on which
clear majorities agree.!

The second form of risk adjustment 1s to protect individual insurers from having
a particularly expensive pool of insureds This is not a problem in a single-payer
system, because everybody is in the same pool It becomes a problem when the pool
is divided up.

Foreign systems with occupationaliy-based insurance create unequal pools of risk.
Some differences derive from using occupational categories «biue coliar tend to be
sicker than white collar workers; miners, evervwhere, face special hazards). More
subtly, giving companies the option t« create separate funds encourages those with
healthier empluyees to ee.f-insure, ieaving n more expensive group in the regional
sickness funds.2 Compary funds also may dump the elderly on the regional funds.
Both issues are faced by American reform proposals.

Systems like those in Germany and Japan thereflore create cross-subsidies from
richer to poorer funds. But in spite of some talk of scientific adjustment, their prob-
lem is simpler than that faced by American propaosals, I funds each buy care from
the-same basic delivery system, tl.en any difference in custs 13 due to their customer
base, not to anything the funds could have done-about their care. Then a regulator
can design a formula that fits the amount of money that needs to be moved. But
if competing funds are supposed to manage care, then we cannot calculate any
cross-subsidies unless we can estimate how much of a given fund’s losses are due
to its relative ineffectiveness at managing carc, and how much to its mere risky set
of patients.

ericans therefore are searching for algorithms to predict risk in advance. The
best predictor of future expense is past expense But if a formula were designed that
way, plans that spent more resources on a giver patient would get risk adjustment
subsidies the next year, while plans that spent less (which might be more efficient)
would have to subsidize the others.

So any risk-adjustment formula cannot inciude prior expense data. That reduces
the gro lem to predicting relative risk, per pool of insured citizens, from demo-

phics. The most impressive work witg which | am familiar was produced by
ames C. Robinson and colleagues. I will summarize that study, but you should con-
tact Professor Robinson for a more informed discussion.®

The authors used a simultaneous equation model to predict costs based on age,
sex, dependents, marital status, length of employment, education, occupational level,

1'Thus community rating is part of most proposals The clearest case of blame is cigarette
smoking, but getting people to tell their insurer how much they smoke would be difficult. Taxing
purchase of cigarettes is much easier and more precise.

2This dynamic of lower costs in company funds is also related to the financing mechanism.
Since premiums are a percentage of income, higher-paying companies have an incentive to sepa-
rate their workers from lower-paid workers, so the former do not subsidize the latter. Both
wage-level and health status effects would work the same way in the United States.

3James C. Robinson, Harold S. Luft, Laure B. Gardner, and Ellen M. Morrison, “A Method
for Risk-Adjusting Emrl%ver Contributions to Competing Health Insurance Plans,” Inquiry V28
107-16 (Summer, 1991). Profeszor Robinson is at the Schoo! of Public Health, University of Cali-
fornia at Berkeley.
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salary, and eligibility status, among employees of the Bank of America. They ex-
cluded all cases with expenses greater than $25,000 (these were 1981 data), arguing
that, “it is inherently implausible that any statistical model will successfully predict
the expenditures for the small number of very high-cost users.” The portion of cases
excluded must have been substantial.4 The authors suggest reinsurance to protect
pools against such costs. That implies, however, that plans should not be expected
to successfully “manage” the costs of those cases in which, given the amount of serv-
ices, there should be the most room for savings.

With that exclusion, Robinson et al find that their equations can predict spending
for groups of 5,000 emﬁloyees to within 3.5 percent of the correct figure, up or down,
in eighty percent of the cases. For smaller groups predictions were less accurate.
For instance, for groups of a thousand employees, ten percent would be 8.5% more
expensive than the prediction, and ten percent 8.0 percent lower.

Given that the set of possible demographic variables is limited, and the actual
level of random risk is not likely to change, I see little reason to expect significant
improvement on the Robinson et al results. Whether these results promise con-
fidence in application of the methodology depends on what you expect.

These results do not adjust for one of the most serious and random risks, the ex-
tremely expensive cases. It is likely, therefore, that the actual variation would be
significantly larger than the estimates.® The losses being estimated may seem rel-
atively small compared to cash flow, but are likely to be quite large compared to
the capitalization of any for-profit enterprise (since their capital is much smaller
than their operating expenses). For all these reasons, risk adjustments may not be
sufficient to avoid financial crises in some plans whether they are efficient or not,
and agreement on those formulae may prove extremely difficult.

The best form of risk adjustment, as the Robinson study suggests, is to have very
large risk pools, dampening the possible random variation. That is especially impor-
tant given the very low incidence of extremely expensive cases.

Whatever its failings, some form of risk ac{iustment must be made in order to re-
duce the returns from plans contriving to discourage the patients they view as less
profitable. We just should not expect great pretision.

Question No. 2. Contribution of Social Problems to High Health Care Costs.—Is
it possible to say what portion of total health care costs are caused by the cumu-
lative effect of these kinds of behaviors in the U.S. as compared to the European
countries? If we can’t make that kind of “base-line” comparison, aren’t we reall
comparing apples and oranges as far as trying to understand why the level of healt
care costs varies across different countries? Won't we here in the United States still
experience extraordinarily high health care costs compared to other societies, even
in a reformed system, because of these things?

Answer. As your question suggests, social problems are more likely to affect the
level (your emphasis) than the rate of increase (mine) of costs. The reason is, the
differences among countries in underlying social factors—such as diet, smoking, vio-
lence and aged population—should not change as quickly as differences in more ma-
nipulable factors, such as fees paid to hospitals.

ut any level is a product of previous levels plus previous increases. The dif-
ference between American and other countries’ costs, as [ testified, is now much
§reater than it was in 1981. Unless underlying factors explain the change since
981, they cannot explain much of the current difference in levels of spending. I am
sure that measures to control health care costs changed much more than underlying
social factors during the 1980s. Therefore, I do not believe that cost comparisons
confuse apples with oranges.

Data on animal fat consumption, tobacco use, and alcohol use in the OECD data
file has lots of problems. For exam?le. it must understate the first factor for the
U.S., and data is not available for a!l the countries that I am studying for all years.
But our alcohol consumption is clearly not above average. Tobacco is8 more com-
plicated: we have fewer male smokers and not enough extra female smokers to com-

nsate for the difference between us and most of those six countries (Australia,

ritain, Canada, France, Germany, Japan). But we consume more tobacco per cap-
ita. So our smokers must consume more; with what effect, I cannot tell. It does sug-

4In 1987 the top one percent of cases accounted for thirg percent of spending. See Marc L.
Berk and Alan C. Monheit, “The Concentration of Health Expenditures: Update” in Health
Affairs, Winter 1992. The excluded cases in the Robinson study are 0.-618 percent of the file.
Since they are the mast expensive, ther weuld moresent at least 18.5% of total costs, if the two
dats bases are comparsble

5We cannot assume that all plarc - @ *o perticipate in a ceinsurance scheme.
Further, in the care nf HMCs that o : vil have trouble determining their ac-
tual costs for the more expensive crse —ve - »wd nican that they weuld exple:t the reinsur-
ance system.
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gestkthat higher taxes on tobacco can reduce consumption levels even for established
smokers.

Although we shoot each other more often, that is still a very small percentage of
medical costs. ’

So, although no data allows us t» say what portion of total health care costs are
caused by such social pathologies, i* is very unlikely that an increase in such prob-
lems explains the much faster inflation of American than other countries’ health
care costs during the 1980s. They may suggest that we should have slightly higher
costs than other countries even after reform, but hardly enough so to make reform
less pressing.

Health care cost control is hard. But we know a lot more about that than about
how to prevent violence and teen pregnancy.

Question No. 3. Quality of Care Across Countries.—Are these indicators a meas-
ure of the quality of health care, or do they indicate that our society is plagued by
a heavier burden of social problems that have consequences for health than is the
case in, say, Canada and the European countries? What do we really know in a sys-
tematic way about the quality of health care in these other countries? In the United
States, there is a growing effort to accurately measure outcomes and the quality of
care. Is there anything Iﬁ(e this in Europe or Canada? If not, how can we compare
the quality of care in these different countries, particularly if we factor out the so-
cial problem dimension? Is it not the case that we may be getting more for the extra
money we spend for health care than some of the European countries? This would
be a very heretical view, obviously. Be we save low birth weight babies. As I under-
stand it, we seem to do better for conditions amenable to surgical intervention such
a? cancer, heart attacks and enlarged prostates, especially in those over 50 years
of age.

Answer. This question raises many issues. To begin, I do not believe American
health care is worse than other countries' (though it is not very good for those Amer-
icans who cannot get it!). But the system must justify its much higher cost, and I
do not believe that is possible. If quality is merely equal, we're being ripped off.

Do indicators hide our higher quality because of the effects of our greater social
problems? The data I checked to answer question 2 suggests that American levels
of some of the social problems to which you refer here are not higher than average.
In my written testimony I controlled for other factors, such as sexually transmitted
diseases, violence and teen pregnancy, by reporting data on life expectancy at age
sixty. The United States still had lower life expectancy than four of the six countries
to which it was compared. So, at least in terms of mortality, social problems are
not masking superior performance.

You ask what we know about outcomes measures as indicators of quality of care
in other-countries. Unfortunately, those measures do not allow the kind of system-
atic comparison of quality you seek.

New efforts to measure quality are ubiguitous—part of the common dynamic of
medical care and policy around the world. If anything, they should be easier in
countries where national health services allow easier collection of data. Both Aus-
tralia and Canada are doing a lot of that kind of work. But 1t is impossible to com-

are countries across a wide range of morbidities: how many migraines arc worth

ow many ulcers? And any data on treatment success depends on having a correct
diagnosis in the first place, for which there is no way to control.

GAO is performing a few large and very sophisticated studies, and should begin
reporting results fairly soon. Those studies focus on illnesses for which the clinical
indications are quite clear, so differences in patients' original conditions can be as-
sessed. Until they are available, we will have to rely on the limited comparisons of
small groups of countries for specific treatments.

Some are anecdotal, such as Larry Malkin's “A Tale of Two Eyes in the New Re-
public, 9/4/89. Some are more systematic, such as Leslie Roos et al, “Health and
Surgical OQutcomes in Canada and the United States,” in Health Affairs, Summer
1992, and Jean L. Rouleau et al, "A Comparison of Management Patterns after
Acute Myocardial Infarction in Canada and the United States,” New England Jour-
nal of hfcdicine 3/18/93. These studies of advanced procedures do not address the
obviously lower quality of American ambulatory care for the working poor, particu-
larly pre-natal and immunizations. But they raise severe doubts about claims that
American quality is superior.

We certainly provide more surgical interventions than the average in a number
of categories. “More,” however, is not necessarily better, as the extensive research
on cardiac surgery suggests. And our spending on low birthweight babies should not
be misinterpreted. First, all countries, even the British, have rising costs for
neonatal ICUs. Second, we have more of those babies because (in part} of our infe-
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rior access to prenatal care. This is one case where universal coverage should im-
prove quality and reduce costs.

Are we “getting more for the extra money we spend for health care than some
of the European countries?” That depends in part on who is “we.” Insurance compa-
nies sure are %etting more. So are surgeons and drug companies and administrators.
As [ testified, I have to sur pect that some patients somewhere, particularly the ve
elderly, are getting more of some useful services than in European countries (thoug
not than in Canada) as of the data that i could analyze, which is through 1991. 1
have tried to be conservative and define possible savings in terms of costs that we
could clearly do without. There are lots of those.

Question No. 4."Overall Contro! of Revenue in the System and Distortions in Sup-
ply.—One of the things that troubles some of us about global budgets or their .
equivalen is whether they will cause problems of their own. How, for instance, do
we determine what the right amount of health care spending for the nation as a
whole is? As [ understand it, the per capita spending of the countries we are talking
about varies considerably. How do we allocate in an equitable fashion from the na-
tional Flobal budget to the various regions of the country and to the various speciali-
ties? How is this done in the countries that use globai budgets? Another criticism
of global budgets is that they do nothing to address the underlying causes of health
care cost increases. Thus, they would add distortions if imposed. Can you address
this criticism please?

Answer. Even more than those above, this question is many questions at once.

Total Spending

There is no riﬁht answer for total spending. If members of Congress want to live
with spending that reduces exporters’ competitiveness, deprives an ever-increasing
percentage of Americane of insurance, and threatens to drive the federal deficit fur-
ther out of control, that is their political judgment.

My personal preference is that we should spend more than the most expensive
other system in the world—but not much more. My testimony suﬁgested an even
more modest target for cost savings, two percent of GDP below the current CBO
projection. I cannot say either figure is “rigﬁt," but it is hard to credit that my more
modest suggestion spends too little.

Equity issues

Allocation of spending by region poses a series of challenges. Most countries do
not in fact have a “global budget” in the same sense as the Department of the Inte-
rior has a budget, w%mich is then subdivided into exact sums of money among regions
and functions. Britain is exceptional. Instead, countries have different structures for
different forms of care or units of subgovernment.

Within any country, regions vary in terms of average incomes and thus ability to
raise money in that area. In general, poorer regions will build fewer medical facili-
ties, yet will have at least as much need. Even if funding and control of the program
is basically at the state level, as in Canada, nations therefore may have some pro-

am of equalization grants. Those have all the same political problems as subsidies
rom richer states to poorer in the United States—which means they happen, but
there is a lot of conflict and formula-jiggling.

Operations funding poses different problems. The simple answer is to raise funds
as a percentage of income. This can be done with similar proportional general reve-
nue taxation, or by charging premiums as similar shares of payroll. Then the same
g:rcentage is raised everywhere. In poorer regions, physicians and hospitals must

paid less. But their expenses are also lower, because wages and rents are lower,
because the region is poorer. A national government may provide some subsidies in
a federal system, but if local funding is roughlfv the same proportion of income
around the country, much of the adjustments follow from the funding mechanism.

Alternatively, a government may decide that rroviders should be paid more in
poorer regions, The areas with less money tend also to be those where doctors least
want to practice for other reasons, such as dangerous neighborhoods or being too
far from urban amenities. Thus in Australia,é Japan, and each Canadian province
there is one fee schedule for ambulatory care. The governments hope thereby to at-
g’act rgvide)rs, especially physicians, to those less popular areas (e.g. to the outback

om Sydney). .

These examples should sug%est that the definition of an _equitable distribution
among geographic areas is itself a choice you have to make. But if funds are raised

¢ Australia has a national physician insurance program, called Medicare, and state-run hos-
pital programs. The hospitals, J;ough, receive federal financing and the formula does adjust for

state income levels.
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in relation to income, allocations are much simpler. Much of the bureaucratic com-
plexity in attempts to create a global budget for the United States results from the
decision to set exact dollar amounts for premiums.

An equitable distribution among specialties is equally impossible to define. Each
specialty feels it deserves everything it can get. In practice, national systems, when
adogted, tend to accept the existing distribution of income, and modify it only slow-
ly. The best approach, if a government can manage this, is to get the physicians
to work out their own relative values. That way they have to blame each other for
the result. In the United States, however, since the Medicare RBRVS already exists,
it would likely set a standard from which any negotiations would proceed. That is
already occurring in the private insurance market.

Root causes of cost increases

The criticism that global budgets do nothing to address the underlying causes of
cost increase is deceptive. The major cause of cost increase is the lack of any cap
on the amount of money available, and a global budget surely addresses that root.
Nor does such a budget “distort” care. Distort compared to what standard? The mar-
ket is not a standard because the point of insurance is to ensure care by eliminating
price constraints at the point of service. If the standard is whatever providers want
us to pay for, any cost control is a distortion. -

But a “global budget” is meaningless without a way to enforce it. That means
translation into controls on particular categories of expense, such as capital invest-
ment or hosgitals or pharmaceuticals, or handing a fixed sum of money to some or-
ganization that is requir  to provide care and given authority to make decisions,
such as an HMO. Thos: 1echanisms, not the global budget itself, address other
causes of coat increase, 8 h as purchase of too much capital equipment, or incen-
tives for excessive service.

Nor does a global budget automatically eliminate such inefficiencies as the ways
our insurers compete. Unless risk-rating is abolished, the returns to doing it (and
penalties for not doing it) will cause insurers to continue no matter what other con-
straints they face.- _

Finally, having some budget does not mean it cannot grow, and does not tell us
what level it should be. .

Question for Dr. White. Dr. White, toward the end of your written statement you
made the following comment:

“. . . the administration’s proposal could also, especially in the short term,
Eroduce a multi-tier system in which most patients and physicians would

e subject to more vehement regulation of medical care by private insurers
than is the case today. That would have all the worst features of our cur-
rent versions of managed care, and none of the benefits of either the best
forms of managed care or of cther countries’ systems.”

I am inclined to agree with that, at least if I understand you correctly. But I want
to be sure that I do. Can you elaborate for the Committee please? Just what are
your talking about here? And why would there be a difference between the sort-term
effects and the longer term effects?

Answer. My concern in my testimony reflects my fear of what could happen if the
global budget in fact constrained premiums, but did not increase plans’ ability to
control costs.

I agree with the administration's decision to limit premiums. Without that con-
straint, I do not think we can expect competition to sufficiently limit costs. Advo-
cates of managed competition claim that insurers could do better but have not tried,
because they could compete on risk rating instead, and their customers have not
cared because of non-taxation of benefits.

Neither argument is convincing. Just because they risk-rate does not mean that
if insurers could lower their prices by managing care, they would not do so. In fact,
care is extensively managed now. And the taxation-of-benefits argument confuses
who is actually purchasing insurance. Employers are the purchasers, and they have
been desperately seeking ways to reduce costs. Employers are extremely price-sen-
sitive. .

So 1 do not believe managed competition creates a new form of competition. If en-
acted without premium limits, then, what will happen? Not much. Plans will com-
pete just like other economic competitors. They will look at their costs and guess
what prices they need. Then they will look at their competitors and guess whether
the competitors can do any better. They will judge each others’ capacities by recént
experience, which is unlikely to show that any can reduce costs much (because they
have not), save for the occasional traditional HMO. But the latter will go for higher
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profit margins until other prices come down, and because that form cannot expand -
8o quickly, anyway.

But “managed competition” involves both competition and management. If the re-
form allowed new and more effective forms of management, it might work without
premium controls. But it does not.

Instead, the new system will have to rely on current methods of managing care,
These may divided into three approaches. The first is the group- or staff-model
HMO, such as Kaiser or Group Health of Puget Sound. Such HMOs save some
money. Alas, most patients and providers don’t seem to want to join. Further, they
control physician practice mainly by selecting those physicians who are most willing
to practice their way—which means that they might not do as well if they were larg-
er. And this model requires massive capital investment in offices and clinics, so can-
not expand quickly.

The second approach is third-party managed care, in which some insurer has a
staff that either prospectively or retrospectively reviews physicians’ utilization deci-
sions. These systeriis have provided little evidence of actual savings, as opposed to
reduced utilization, since they create extra administrative overhead. They also in-
crease administrative hassles for everybody. But they have been growing quickly,
because they generally offer wider choice of doctor than in the traditional Os,
though less than in a traditional indemnity plan.

The third approach requires that patients use a primary care physician as a gate-
keeper to other aspects of care. If the %atekeeper is subject to no fu-ther restrictions,
specialist and hospital care is controlled by the same kind of utilization review as
in the second system—with the same results. But there seems to be an increase in
models that give the gatekeeper more incentives to reduce referrals, either through
a capitation fee or a withhold percentage or some other approach. In essence, these
systems ﬁut the gatekeepers at risk for total costs.

Both the second and third models, in allowing greater choice of physician, also
lead to physicians being members of multiple plans, with multiple rules and hassles.
(Each plan has more physicians because they are shared among plans, instead of
the exclusive contracts in traditional HMOs).

If premiums were controlled, in a world with only thece means of controlling costs
of services, what would happen? If we were very lucky, either traditional HMOs
would suddenly grow very quickly, or other forms of managed care would suddenly
become much better at controlling costs without reducing quality.

My testimony refers to the other possibilit{. Pressed to control costs in order to
keep them within the premiums, insurers will do what is easiest. They will not cre-
ate new group- or staff-model systems because the patients don’t want that, the
physicians don't, it takes too much time and costs too much money to start. Instead,
systems without gatekeepers will turn down more services, yet have no more exper-
tise about care than they have now, so care will suffer. Gatekeeper systems will
squeeze their physicians. There will be more administrative hassles and expense
and lower quality, with both patients and physicians at greater risk. That is what
I meant by the worst of both worlds.

I call this especially a short-term fear because the administration’s September
outline includes measures that could be used to fix the problem. As the insurers
squeezed, physicians would become even more upset at mu tiple arbitrary regulators
than they are today. Meanwhile, the administration’s plan gives states and Health
Alliances the powers they need to create all-payer bargaining, in which insurers and
providers get together and work out a single regulatory and payment structure, as
in Germany or France or Japan. After enough insurers went bankrupt and enough
Elhyaicians were driven half~crazﬁ', the insurers and doctors would insist that the

ealth Alliances step in. Then the second and third forms of managed care would
be reduced (consolidated as one standard structure), and we would be left with tra-
ditional HMOs competing with the fee-for-service sector—a version of Hawaii. And
we could get effective cost control and high quality, with competition between HMOs
and fee-for-service that does not exist in other countries.

So it is more likely that the administration’s plan will control costs in the long
run than that a plan without premium controls will do the job. But it depends on
use of the ail-payer methods. If that is understood, the 'plan could be amended in
ways that would encouraie Health Alliances to focus on fee-for-service costs, for cx-
ample by tarﬁeting not the weighted-average premium but the fee-for-service pre-
mium, since all others must be lower in order to compete.

Thank you for the opportunity to respond.

O



