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EXECUTIVE SESSION

TUESDAY, APRIL 10, 1979

United States Senate,
Committee on Finance,
Washington, D.C.

The committee met, pursuant to notice, at 10:25 a.m. in
room 2221, Dirksen Senate Office Building, Hon. Russell B. Long,
chairman of the committee, presiding.

Present: Senators Long, Talmadge, Byrd, Nelson, Bentsen,
Matsunaga, Baucus, Boren, Bradley, Dole, Danforth, Chafee, Heinz,
Wallop and Durenberger.

The Chairman. Let's talk about the proposals for Medicaid
and Medicare reform.

I would hope that we can get some decisions made at this
point. As I understanded, Senator Nelson, vou wanted to have
Mr. Hale Champion be here, that you want him to present a statemen%

for the administration position. I will be glad to hear him.

Senator Nelson. Well, I figured that, at some stage, we

were going to take up the administration bill and amend it,
change it, recommend it for adoption or not, and it had been my

understanding that we were to take it up today. That is why

So I would ask Mr. Chairman, that Mr. Champion be permitted

ALDERSON REPORTING COMPANY, INC.




4
300 TTH STREET, S.W., REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554-2345

2

W@

¥

Uduvuudddu

10

n

12

13

14

15

16

17

18

19

20

2]

22

23

24I;that have just come out on where the American Hospital Association

25

' figures compare with those states that already have adopted a

to proceed to present an outline of the administration proposal
and then I would like to have passed out at this time the blue
book which has the administration commentary on the staff comments
appended to it, inside the book. 7T think it would be helpful if
everybody had a copy of that book with the administration comments
to some of the comments of the staff.

The Chairman. Here is how I would propose to proceed. I
would suggest that we consider some of the key problems that we
are going to have to decide and then having decided that ~-- in
other words, if we decide on issues we can then see what we have
when we do that. It would then be in order to anvone to offer a
substitute fof the whole bill if he wants to, but I would hope
no matter what you are offering you tend to go step by step, and
I have found when we are out there on the Senate floor, no matter
how you try to move a bill, anyone can get into offer something
out of order anyway.

What I would like to do is decide some of the key points
first and see where we stand and what direction we are heading.

Mr. Champion, would you care to make a statement, sir?

Mr. Champion. Thank you, Senator. I will be very brief. |

Senator Nelson. Let me say I think you ought to present the
concept and the main issues and what you believe the cost contain-

ment bill will achieve and compare it to the most recent figures
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mandatory program so that the concept of it all will be cleax.

There are many things in Senator¥ Talmadge's bill that I would
agree with. I think that the administration would, too, but
there is a fundamental difference, and that is this has an
approach to hospital containment that is specific and achieves
a tremendous savings and I think that is where the basic difference
in the two bills arises. So I think you ought to address that
question.

The Chairman. What I propose to do, after we hear from
Mr. Champion, we will separate the issues and go through this
thing point by point and\see what the committee wants to do.
Then we will see whether our decisions are more in line with what
Mr. Champion wants to do, or more in line with the latest
version of the Talmadge bill.

Go ahead, Mr. Champion; say what vou want to say.

Mr. Champion. Thank you very much, Mr. Chairman.

Senator Talmadge. Mr. Chairman, if the Chairman will yield
briefly, these bills are not mutually exclusive. I think we might
consider both of them.

We have almost completed marking up S. 505. We have not

yet got to S. 570, which is the administration bill. I think we E
can probably mark them both up and report them to the Senate E
floor. ] %

I would hope that the administration would modify some of 3
their propositions, which I think they are in the process of i
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doing, are you not, Mr. Champion?

Mr. Champion. Yes, Senator. All of the bills +that I am
presenting today are really dealing with the basic principles,
but I think you are quite right. They are both seeking the same
ends in many ways and I think there is room for accomodation of
the two bills together to deal with the fundamental problem we
are all trying to face -- holding down hospital costs.

Senator Byrd. Are you presenting todayv the modified bill or

the original bill?

Mr. Champion. No, Senator. I am presenting the basic conceptsd

and approaches of the original bill which we would hope to have
included in this accommodation. There are not any final sort of
compromises or agreements, I think, on some of these provisions,
although many of them d» work together.

Should I proceed, Mr. Chairman?

The Chairman. Yes.

Mr. Champion. I do not think that I need to restate the
basic problem that we have here, the fact that hospital costs
are inflating faster than almost anything else in the economy.
We are worried about the economy's going into double digit infla-
tion. Hospital costs have never been anyplace else since 1974.
They usually have been about double. The rate has usually run
between 15 to 20 percent.

And because the Federal government pavs 40 perdent of the

' nation's hospital bills, slowing that rate of growth is not only
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i be grotected from having to compensate for those Federal savings

effective in fighting inflation, but it is a potential major
tax saver as well. The guestion is how to do it.

You are offered, I think, three basic approaches. The first
is the entirely voluntary effort that the hospital industry began
after we first introduced legislation two years age. There is
some legislation which is now in the process of change which would
deal with Medicare and Medicaid only, which would hold down several
tax costs by several million dollars by restricting only Medicare
and Medicaid payments to hospitals and the bill which the adminis-
tration has submitted, S. 570, which encompasses both of these
in some ways, but also goes beyond it.

First, our proposal accepts the voluntary principle, but

success and it does put a price on failure.

It proposes that if the voluntary effort does not work that
we not only hold down Federal tax payments to hospitals through
Medicaid and Medicare, but that we hold down all other hospital
user payments as well.

As a consequence, if the voluntary program fails and the

mandatory program goes into effect and 1980 would be the date, the

Federal government would save an estimated $1.4 billion in 1980
and a total of $22 billion in five years and the other payers,

the states, the insurance companies, individuals, would not only

by having costs pushed over to them by the hospitals that

ALDERSON REPQORTING COMPANY, INC.
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were taken out of Medicare and Medicaid, but would benefit from
further savings themselves. The savings would be a little more
than $4 billion in 1980 and more than $50 billion over five
years.

That is a very important figure in terms of inflation.

Senator Talmadge. If you will yield at that point. When
you talk of savings, you do not mean a net production; vou mean
a reduction of escalation, do you not?

Mr. Champion. Exactly, Senator. Absolutely.

Senator Nelson. So I have that clear.

The $22 billion in five years is savings and escalation,
as Senator Talmadge, puts it, in Federal expenditures. Is that
correct?

Mr. Champion. That is correct, against'our projections,
against cost in current law.

Senator Chafee. The next figure was 50 that the private
insurers would save?

Mr. Champion. That includes the Federal figure. That is
for all payers, the $50 billion.

Senator Chafee. You are talking about $28 billion, the

| private?

Mr., Champion. That is about right.
Senator Chafee. In five years.

Mr. Champion. I wanted to stress with that statement the

 fact that this is not only major anti-inflation legislation, but
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a major federal tax saver as well.

The blue book sets forth the provisions of 570 in a very
straightforward way, and I would just like to make some observa-
tions about the way in which we anticipate those provisions would
work.

’

First, as the book sets forth, we have suggested both a new
way of building the CAP figure this year as against last year and
a new provision for adjusting it to meet increases in costs over
which hospitals have little or no control. And I think that it is
worth going through the way in which that figure is built up and
how it adjusts in order to understand the change in approach and
why we think it is especially appropriate at times when the
general rate of inflation is rising.

We would vropose what we did in fact propose, a 7.9 percent
allocation for the goods and services and an increase in the cost
of goods and services, and that was based originally in November
on the Presidential guidelines on wages and prices.

We proposed a .8 percent figure for population which is the
estimated population growth during the year. We recommended 1
percent for a net service intensity that very simply is defined
as the cost of increase or improved services minus what producti-
vity the hospitals might be able to bring about, so’' that if they
got a 2 percent increase in productivity, they, in effect, would

have available 3 percent. Add 1 percent to that for improved

! services.
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That total of 9.7 percent, that is the figure in the bill.
However, we also provide that there should be an adjustment at the
end of the voluntary year to recognize reality, what really did
happen in the market basket that the hospitals had to buy during
that year, both in terms of wages and in terms of prices, and that
we would reset that figure to test whether or not a mandatory
program would be available.

Here, I think, we can illustrate that with some of the latest
figures, some of the latest things that have happened since that
wvas first formulated, energy increases from OPEC and so on.

If, as some now estimate, that market basket will actually
cost during the vear not 7.9 percent but 9.1 percent, which is a
1.2 increase, we would add that 1.2 to the original figure of
9.7 and you would not hgve a mandatory program unless the national
average exceeded 10.9.

There 1s an automatic adjustment for reality in terms of
what the hospitals cannot control. The effort is to try to get
them to control those things that they can control.

If, during the year that that market basket of wages and
prices, wages and prices for goods, rises -- which indeed it is
doing =- then that will be recognized before there is a mandatory
program. I think that the figure that the American Hospital

Association reported yesterday raises the kinds of questions that

They reported a l4.4 vercent increase in costs from January,
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1978 to Jénuary , 1979. They noted that the wage guidelines

were holding, but almost nothing else was, and they conceded that
it would be very difficult to make its own goal of 11.6 percent
which is the goal that they have had for some time, in 1979.

The major problem, they said, was major inflation in the
market basket, especially energy and our formula will accommodate
that. What our formula does not accommodate are having the
controllables, the increases in services, go up, the adjustments
above and beyond those things that are necessary in order to meet
the real cost of inflation.

We are trying to get at the difference between the general
inflation and the hospital cost inflation.

Senator Nelson. Do you have a figure on the mandatory
states?

Mr. Champion. There are nine mandatory states and some of
the states have review programs in which they stay fairly close
to the review, even though the sanctions are limited. We co not
have the figures for 1978 over 1977 yet because the panel finds
it very difficult to break those out by states. The early figures
we get are based on a panel sampling rather than on the annual
report.

We will have the annual reports later this year, but we have

- made some estimates, the best estimates that we could. We also

have the actual rates and what happened in '77 over '76 in the

mandatory states.
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I can run those down for you to give you an indication of
the impact of the mandatory program which has been very substan-
tial. As a matter of fact, they have been the success story of
all efforts to hold down hospital costs.

Colorado in '77 was up 15.1 percent. They had a new program
this year. Their estimate Zfor '78 is 13.3.

Connecticut, which started in '74, had 11.4 percent in '77
and an estimate of 9.9 percent in '78.

Maryland, 11.8 in '77; 1G.5 in '78.

Massachusetts, 13.7 in '77; 8.2 in '78.

New Jersey, 11.8 down to 9.

New York had gotten down to 6.2 in '77; they had a long
series of decreases. It went back up, but only to 8.5 in '78.

Rhode Island went from 11.1 to 10.

Washington State went from 15.2 to 8.9 and Wisconsin went
from 12.4 to 1l1.

In every single case, the mandatory states, where there was
a mandatory law, went down. And, as a matter of faet, it was
looking at some of these programs that helped us redesign the way
we went about the market basket.

Senator Talmadge. If vou would yield at that point, do any
of those states have a mandatory pass through for nonsuvervisoxry
wages?

-~

Mr. Champion. I am not sure of that point.

Ms. Davis. Several of the states have market basket approaches
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where they have put into them explicit allowances for wages.

For example, Massachusetts follows that approach and the
state of Washington.

Senator Talmadge. Would you comment on that, Mr. Constantine?

Mr. Constantine. Senator, our information was, you will
recall at the hearing that the Secretary was asked that same
question and said he would provide the information. It has not
been received.

Our understanding is that none of those states have a manda-
tory wages pass-through.

Senator Talmadge. None of them do have?

Mr. Constantine. No, sir.

Senator Talmadge. Senator Durenberger?

Senator Durenberger. Do you have any of the review states
there?

Mr. Champion. I happen to know Minnesota from having dis-
cussed the situation with the local rate review. They tell me
that in Minnesota they anticipate from the coming year it will be

10.2 to 10.5, if you take their projections in inflation. It

would appear Minnesota would be exempt, although it is not a fully
mandatory state.

Its program will not gualify because it is not mandatory, but

Senator Durenberger. Thank you.

Mr. Champion. I would like to touch briefly, then, on the
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way in which the mandatory program would operate if it is trig-
gered, because it brings up this point of who would be exempted
and who would not and some other aspects.

The proposal before you would exempt new hospitals, non-
metropolitan hospitals under 4,000 admissions and those hospitals
in which they do 75 percent of their business with HMO's as well
as those hospitals that meet the limits individually or are in
states that do meet them on an average basis or which have
cqualified mandatory programs.

As a result, even if the mandatory program were triggered,
substantially fewer than 50 percent of the hospitals would be
regqulated.

Senator Chafee. Mr. Chairman, one guestion?

The Chairman. Senator Chafee.

Senator Chafee. All the Federal hopsitals are also exempted,

are they not?

Mr. Champion. Yes, but there was an OMB instruction to all
of the Federal hospitals to get under those. Ny understanding
is that those appropriations for those years are under those
limits. I know the public health service hospitals are.

Senator Chafee. Thank you.

¥r. Champion. These provisions, as a matter of fact, pretty
well track those of Senator Nelson's compromise proposal which
passed the Senate last year which had many of these exemptions

in it. We have in the mandatory program retained Senator

ALDERSON REPORTING COMPANY, INC.
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the inefficient, although we have used a somewhat different
system to do so because of the new way in which we have attempted
o build the cost base for the program, and we think it is impor-
tant to have an ultimate restraint rather than simply having the
hospitals seek a median, no matter how high that median may be.

Sso what we think the median approach to penalizing the
‘inefficient not.efficient is the right way to go and is an
important contribution to dealing with this problem, we would
also like to see a cap to make sure that median does not go up
and take everything else with it.

We also have tried to leave broad authority to make exceptions
as they come up rather than to fasten the administrators into an
inflexible situation where they could neither recognize the
special problem, increased population growth, or something of that
kind in an area, or stop the exploitation of some fixed percep-
tion.

As I talked to the State Hospital Cost Containment officials,

I was reveatedly cautioned that that was a solution to carrying

out a successful program, that they stay flexible, that they try

to recognize real problems but that they do not try to build

themselves into -- build in some loophole, like a cap, or somethin

of that kind -- that could be exploited.

| A (& 4

Finally, we have worked hard to hold down the amount of paper:

i
work and the level of complexity in the mandatory program. The i
|

Talmadge's principle of rewarding the efficient and penalizing
|
|
|
|
|
\
|
|
|
|
|
|
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only new reporting reguired of hospitals is of nonsupervisory
wages and while meeting the hospital's concern about having a bill
that recognizes their various special problems and recognizing
that doing this does add to the complexity, I think this bill is
substantially simpler in concept and in administration than the
proposal of last year.

There are some other lesser changes and approaches, but I
think that covers the basic approaches of the bill and I thank
you for this opportunity to reveal it.

Senator Talmadge. Thank you, Mr. Champion.

Mr. Constantine, would you like to comment on the adminis-
tration propbsal in the abstract?

Senator Dole. May I ask a question first?

Senator Talmadge. Senator Dole.

Senator Dole. I was not here in time, but were we’

commenting
on something before us, or something that mayv be before us?
Senator Talmadge. We are commenting on propositions, as I
understand it, not legislation. Mr. Champion was explalning the
administration's proposal, as I understand it -- the most
recent modifications. Is that not right, Mr. Champion?
Mr. Champion. That is correct, Senator; the legislation

which was introduced in this committee 53/70.

Senator Talmadge. In other words, the bill as it exists.

. Is that not what you are »nroposing?

Mr. Champion. The two are the same. Ve discussed various

ALDERSON REPORTING COMPANY, iNC.
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changes with the staff to accommodate various things, but this is
the bill as it now stands.

Senator Dole. §S. 570, you have been discussing?

Mr. Champion. That is correct, Senator.

Senator Talmadge. Mr. Constantine, would you like to
comment?

Mr. Constantine. Mr. Chairman, I will try to be abstract.
I think that we ought to point out that in evaluating a change
in a given state's increases in hospital costs, you have to take
into consideration factors as whether the state has a dynamic
population, static population, or declining population. Addi-
tionally, you have to also look at the base cost in the state.
That is, a state such as New York which has very high underlying
costs per admission may, in a given year, have a lesser rate of
increase additionally, but in the aggregate their costs are much
higher tﬁan a state which actually went up somewhat more.

Additionally, you also have to take into account factors
such as the closing of beds. In New York, they have closed

something like 10,000 hospital beds in the last three years,

| which, to some extent, obviously would affect the rate of increase

in the state that is not minimizing the state's efforts.
Those are simply factors which should be taken into consider~|

ation in evaluating it. I guess the abstract comments, the

comments that we have, were based upon what staff believed to

be concerns previously expressed by the committee with respect to
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last year's bill as well as this year's proposal and we had --
for example I do not know whether the fact that this year's
proposal does not have a sunset provision, that is it runs
indefinitely with no termination date, is an abstraction or you
would consider that an abstraction or an omission or a principle
for the committee to consider.

If you were looking at a standby system, do you want to have
a termination date on it, or do you want to leave it open-ended?

Senator Dole. If you are triggered in, are you ever trig-
gered out?

Mr. Constantine. ©No, sir. Not under the administration
proposal. I hope Secretary Champion will correct me on this.

We have no desire to misrepresent their proposal.

Mr. Champion. Senator, first of all,; we have not had a
chance to do so. We agree with the staff's comments that there
should be a sense of provision. Five years in said provision
we think should be adequate to cover the period in which this
bill ought to operate.

o hospital would be triggered out. However, if it were
under the bill as it got its expenses under the median, it would
be rewarded or permitted a greater increase in its net service
intensity factor. It could spend more on new services and there
is a fairly complex carryforward provision that would permit that
to happen even if it were not done in a given year.

So the effort, while a hospital once under would stay under,
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if it got below the median of hospitals in terms of cost,
there are provisions for rewarding that hospital and giving it
some extra room to operate.

Senator Dole. 1In other words, it is considered to be a
positive thing to stay in the program, I guess?

Mr. Champion. ©No, Senator. I think probably most hospitals
would no so regard it. But once in, the trigger pulls once in
a mandatory thing. If they meet the standards, there is really
not any great penalty except that we continue to examine to look
to see if they meet the standards. They do not go out of the
program for a year.

The Chairman. Gentlemen, if we keep going the way we are
going, there is not going to be any cost containment bill for
the simple reason we will never get around to voting on the cost
containment bill.

What I want to do -- you know, we do not have consent like thd
Appropriations Cocmmittee does and the Budget Committee does to
meet while the Senate is in session. We can only meet while the |
Senate is not in session and, nowadays, the Senate stays in
session practically all the waking hours of the day, so what little

chance we have tc meet, we ought to do some voting.

Mr. Constantine, would you separate out one simple issue we
can vote on?

Senator Talmadge. The agreement on the five year sunset

ALDERSON REPORTING COMPANY, INC.
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The Chairman. All in favor, say aye.

{A chorus of ayes.)

The Chairman. Opposed, no.

(No response)

The Chairman. The ayes have it. We are in business.

Can you think of something else that we can vote on?

Mr. Constantine. Yes, sir. The question is whether the
test of compliance, the definition of the voluntary effort -- in
the last Congress, the voluntary effort was defined as the hos-
pitals and Blue Cross and the others propounded it. That effort
was accepted by everyone in their work last year.

As a matter of fact, the voluntary effort as defined by the
hospitals was that on which the Senate voted.

This year, the administration proposai has a new definition
of the voluntary effort inconsistent with last yvear. This vyear
they have a 9.7'percent limitation. The voluntary effort of the

hospitals themselves is 11.6 percent.

S ety n s oh - o mm, oy ey e e

The administration's definition of success or failure assumes .

compliance with the President's wage and price guidelines. The
hospitals' definition assumes another significant decrease and a
rate of increase in aggregate hospital expenditures.

The staff would recommend that, as a matter of consistency

' itself, the one that the hospitals developed in response to the

:request of the Ways and Means Committee and other committees and
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consistent with the test approved by the Senate last year.

The Chairman. Which is that, 11.67?

Mr. Constantine. 11.6.

Mr. Champion. That would be a fixed, rather than a flexible
kind of formula that we talked about, which while it has a lower
beginning figure, is adjustable for the actual rate of inflation.

The Chairman. Let me understand this.

Is this 11.6 percent something that the administration
agreed to and the hospital people both agreed to?

Mr. Constantine. ZILast year the administration accepted that,

the voluntary test, in its supporit of H.R. 5285, which was

approved by the Senate. This year, however, there is a different

test.

As far as future years, our concern, Mr. Chairman is that
the approach could be to add in the factors of the voluntary
effort used which, I believe, are to adjust for inflation and
intensity of service and add that to the basic market basket infla-
tion rate that just adds continuity to what has been done in the
past.

There is a basic difference here. One is whether you go

along with the hospitals' own test which they met last year as a
test of their success or whether vou accept a new test as
proposed this year by the administration.

Mr. Champion. Mr. Chairman, if I could speak to that. The

ALDERSON REPORTING COMPANY, INC,
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this with the hospital. That does represent a change for them,
building up to the 11.6 percent, rather than using the old

declining argument that we have had for most of the last two

years.

The arguments between us are'the percentages to be allocated
to each of those factors. We started out with 7.9. They have a
larger market basket projection because they were not consistent
with the President's wage and price guidelines. We said if that
is, in fact, what happened, we will accept that. We posited
point A, the actual growth, population. They took a much larger

figure for population, 1 percent. 1.1.

We took

services minus nroductivity. Their figure in that 11.6 is 1.4.
The real differences here are we have been tighter on what we
regard as the controllable factors, and I think that is what the
committee should recognize in its determination of this matter.

The Chairman. I would like to vote first. From my point of
view, it should be our painful duty to vote on whether we are goin
to exclude labor from the cost containment bill. The economic

indicators that they put on my desk every week indicate that only

5 percent of
or return on
services and

Senator

labor in the

M eitan Ch et o B S

20

a 1 percent net new services productivity, new

F

e — —— e _,Q,_______..__.__. O

the gross national product is the result of profit
investment. The 65 percent is the result of labor
is it correct that most hospital costs is labor?

Talmadge. 40 percent, Mr. Chairman, is nonsupervisor

L - u,l.<.._, -—

average hospital.
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The Chairman. The supervisors are supposed to be under it.

Mr. Constantine. Yes.

Mr. Champion. Yes, they are.

The Chairman. Why should not those who are supervised also
be under it, especially if they are organized? The chances,
for example, right now are organizing, everything they are
organizing, everything from the policemen to the waitresses in
the restaurants, and I guess the kitchen help as well. .

If we are going to put supervisors under controls ——_half the
time they are not even organized, why should not the rest be
under control?

Mr. Champion. There are two points, I think, that need to
be raised in connection with that, Mr. Chairman. The first is
that the rest of the wage force is not under compulsory controls.

The Chairman. The rest of business is not under compulsory
controls either.

Mr. Champion. That is correct, Senator. This industry is a
very different industry; it is noncompetitive. It is a cost-plus
industry, and that is the only way we have been able to deal with
the price problems. The rest of business has not been rising at

the rate of inflation at this business.

The other guestion with respect to nonsupervisory wages is,

. Association reported yesterdav that the only guideline that has

held is the wage guideline.

ALDERSON REPORTING COMPANY, INC.
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That was the report of their panel for January of this year.

The Chairman. Would you repeat that, sir?

Mr. Champion. The American Hospital Association reported
vesterday that in reporting this 14.4 percent increase of January
*79 over '78 that the one place where the figures had conformed
to the guidelines within the wage guidelines, that the wages had
not risen, and with the other problems in the economy.

The Chairman. Here is the voint that occurs to me. If you
are going to have control, I do not see how you can leave the
biggest single item out.

What the staff suggested was i1f you are going to have controls
on everything, you ought to have the biggest item under it, too.

I believe the staff suggested -- did you not, Mr. Constantine? --

that vou ought to say that you would look at the prevailing wage
rate. What was the staff suggestion about wages.

Mr. Constantine. Yes, sir.

What we suggested was that the only pass-through be, in an
area using area prevailing wages rather than what an organizing
committee can get out of a hospital, use area prevailing wages to
determine whether wages in a given hospital are substandard.

If, in the D.C. metropolitan area, hospital workers are paid j
less and nonsupervisory workers are paid less than prevailing
wages for comparable work, to the extent that they are increased :
up to the prevailing wage level, that that could be passed

through, that you not use a blank check, open-ended exemption so

ALDERSON REPORTING COMPANY, INC,
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very honestly someone can go into Mississippi, say, join our
union or some other group and we will get you the San Francisco
wage levels because it can be passed through.

It is those kinds of awkward things.

Senator Nelson. Let me say, that is a nonsensical argument.
The fact is it is an open marketplace and has been for years.
For Mr. Constantine to say now if you do not have wages to pass
through, then go to Mississippri and demand San Francisco rates,
why in the hell do they not demand it today? It is nonsense.

The Chairman. It is nonsensical from your point of view.

Senator Nelson. That argument about demanding San Francisco

rates has been open for hospital emplovees to demand for 50 vears

so if it is open now and in the past, why have they not done it?

1 J Jd U 349

They have not done it because they do not have the bargaining posi=

1
i

tion to do it. That is why the guidelines were met in the Ameri-
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can Hospital Association at 7 percent. They met them.

Senator Bentsen. Mr. Chairman, this soundg like shades of
Davis-Bacon. I am trying to understand. Would this, then, be an
open invitation to raise the wages in that particular area?

Mr. Constantine. Do you mean if you had an open-ended wage

pass-through without limitation? I am just speaking of a specific!

area, no, sir. It could be under the administration's proposal,
or it might not be. The roint is, the opportunity is there.

What we are suggesting, the invitation would be at most only

. up to the prevailing wages in that area, today, under Section 223

ALDERSON REPORTING COMPANY, INC.
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these people are insured and the insurer just raises the rate
and that is all there is to it and nobody asks any questions about
it.

If you are going to put any control over it, it would seem
to me that the same constraints that apply to the average employer
also ought to apply to the hospital with regards to wage increases.
We have some pretty good indications. I know of a situation down
my way of these public employees being organized. We have some
pretty good indications as to the ambitious demands that are made
to increase the wages in my own home town.

You have to give them credit; they did a great job. All the
money that was available for equipment for the city government hés
now been dedicated to pay raises for the public employees and
there is no provision in the budget anyvmore, as I understand it,
to provide any egquipment.

It would seem to me if vou want to control the price, the
largest single item should not be left just entirely open-ended
when all they have to do is raise the insurance rates to pay for
it. If that were the case, it seems to me as though labor wanted
Davis-Bacon, and they ought to have the benefit of it.

You can organize in the area; you can go out on strike; you

can get whatever you can get for this type of labor, but the

'fpeople in the hospital will get the same thing everybodv else getsf

24'\,;i.n the area.

Youdo not just have an automatic pass-through to double or
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quadruple or quintuple it. That is a distinct possibility, if
you do not have that under control along with the rest of it,

It seems to me that to go out and say, "We want control, but
not on labor. Labor can go sky high. We will not have any con-
txol there.®

Senator Baucus. Mr. Chairman, I have a problem with an
automatic pass-through. Several questions come to mind.

One, the definition of prevailing wages in the area. Would -
you include a broad category of medical personnel, nonsupervisory
personnel, nurses who work in clinics, et cetera? That is one
quastion I have.

Second is that I have heard -- I am sure every group says

this -- among nonsupervisory medical help in the country, they

feel they have been paid generally substandard wages and have had
more difficulty keeping up with inflation than some other people ;
who are wage employees. ;

I am wondering the degree to which you are able to assess
whether nonsupervisory medical help has been held below other

levels, not necessarily for comparable. I am trving to figure outi
!

|
!
i
a way to not agree to the item on a pass-through, but find some- |

! thing that is fair to the employees. :

1

Mr. Constantine., Senator, I will try to answer the second

. question. Bob Hover here can have a whack at the first.

24
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As far as BLS has found out, hospital workers are slightly

ahead of service workers generally. That is a national number,
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not necessarily -- obviously, it varies from area to area, but
nationally it is above the servicé workers generally. They have
caught up.

It is sort of like the teachers after World War II. There
was a lag. Obviously there are individual variations, but they
have caught up to that extent.

We now use under Section 223 to determine limits under routine
costs under Medicare. Those also are adjusted. I believe they
have 250 or 300 areas where they use area prevailing wace levels
to determine whether the hospitals' routine costs are out of line
with other hospitals.

Bob has the information concerning the composition of the
index.

Mr. Hoyer. Senator, the Bureau of Labor under the Davis-
Bacon Act is required to establish prevailing rates both inside
a8 given workplace and outside. This really has not been done in |
the hospital area yet.

There is a lot of argument among economists as to exactly

j what in the private sector might be equivalent to a nurse doing

' general nursing at a hospital. Some people suggest that it might

be a teacher's salary.

In any case, what would have to be done in this case, as has
been done in others, is for the Bureau of Labor Statistics to
determine what occupations are similar to those in the hospital

based on the professional gualifications of the veople, based on
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the arduousness of the work and similar factors.

Mr. Champion. Senator, I have some figures that do not
totally cope with the problem that Mr. Hoyer just raised, but the
BLS does show that in hospitals in '78, the average wage was $5.
This was for nonsupervisory, $5.23; and for the private sector,
nonagricultural industry generally, they were $5.90.

Uith respect to annual rates of increase, in the three prior
yéars '75 through '78, hospital nonsupervisory wages in hospitals
went up 7.9 percent. Those in the private sector of nonagricul-
tural industry went up €.1 percent.

There has not been ~-- at least in the last three years -- any
surge. As a matter of fact, that 7.9 is exactly the market basket
figure we are using for goods and prices.

The Chairman. Let me tell you what is wrong with your bill,
as I see it. Professor Milton Feldman is a very good economist
from the point of view of an academician; I think you would agree
with that, Mr. Champion.

His reaction to your cost containment bill, just to put it in
a nutshell, as I understand it, he says that your bill does not
prevent costs from going up; it has open-ends; it let's the cost

just go on skyrocket. All kinds of ways that costs can go up.

All it really does is prevent some little hospital from

improving its service. I do not want to be subject to that kind

of choice, to leave a big item of 40 percent wide open.

There is the open end, so we vote for your cost containment

—
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bill and then the cost just skyrockets. How could that happen?
Because we left an item that involves 40 percent that is not
subject to it. In some respects, you are comparing apples and
oranges -- help inside hospitals compared to help outside hospitalsg

If we started to get in government and the hospital business,
most people working in hospitals were not even making the minimum
wage. Now they are making more than a minimum wage; a lot more
than minimum wage.

I am just saying that labor has, for a long time, wanted
us to vote for the prevailing wage rate. My reaction is, would
not your suggestion be, assuming they are getting the prevailing
wage rate tnat they could get an increase like everybody else
gets. They just could not get an open~ended one?

Mr. Constantine. Yes, sir.

If the effect of moving up in an area where they were below
the prevailing wage levels, if an effect of an increase brought
them above whatever limit was established, that could be passed
through only in terms of the service workers wages in that area.

The Chairman. Suppose they are already getting whatever you
determine to be the prevailing wage rate in the area. They are
already getting that.

Could they get this 11.6 oxr the 2.7, as the case may be?

Mr. Constantine. Yes, sir, if it was within that limit.
0Of course, as the administration points out, thevy can get more

than that, if productivity from productivity increases the limit,
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there is a wage factor in there, but obviously it varies from
nospital to hospitals. There are hospitals that have a lot more
staff than similar hospitals do. If they get more productive like
everyone else, they can get more money.

The Chairman. My reaction to this thing, I am willing to vote
to give it all. Let them come up to the prevailing wage rate.

In addition to the prevailing wage rate, let them have 11.6 oxr
9.7, whatever one you want, while the administration is fighting
for 7 percent; let them have all of that.

But I am not going to vote for just a complete open-ended --
the administration, if I do say so, has made a convincing case in
the areas of hospital costs. There is nothing, practically
nothing, to control the cost because all they have to do is
increase the insurance rates.

When we increase the tax from Hedicare and Medicaid, if that
is the case, then that ought to be under it, too.

To go and say we have to control hospital costs; we are going
to leave the biggest item out, the biggest single item, that, to
me, does not make a whoie lot of sense.

Senator Nelson. MNr. Chairman, let me say to that, most of

the time when we legislate we legislate on some theory that is

ill-founded. ©Now we have an opportunity to legislate based upon

experience. l
Last year's experience was the only item that stayed in line

in open and free market negotiation was the cost of labor.
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Number two, when you say your economist says it is an open
ended deal, take a look at the nine mandatory states plus three or
four others and the proof is in the pudding. There they are; much
lower by the same standards that the American Hospital Association
is using except that they brought them in control themselves at
the state level.

Minnesota has done it without a mandateory program. Wisconsin
and eight others have done it with a mandatory program. The proof
is there.

The Chairman. How many of your nine states have a wide~open
pass-through of labor costs?

Senator Welson. I do not know. What is the ;ondition of the
other several thousand?

The Chairman. Those are the ones we are trvingto control.

I am told there is not one of your nine mandatory states that have
a wide-open pass-through of labor costs.

What do you know about that, Mr. Constantine?

Mr. Constantine. That is our information, Mr. Chairman.

Senator Nelson. Mr. Constantine, how many of the American
Hospital Association hospitals do not have a pass~through and how
many do have a pass-through?

Mr. Constantine. I would imagine, Senator, that today thev
all have a pass-through.

Senator Nelson. Then they are not comparing apples and

+ oranges. If everybody has got a pass-through and the mandatoxry
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states are running much lower than the rest of them, then the

proof is in the pudding.

Mr. Constantine. Senator, by that, I do not mean -- it is noﬁ
a question of pass-through, becauses there is no regulation on thos%
hospitals today. There are a lot nf hospitals’that are consider- %
ably below some of the rates of increase in the mandatory states ;
that are not states with mandatory programs as well.

Senator Nelson. You are not comparing apples and oranges.

You have a miscellaneous collection of states here, and there is

a group that you can show, some mandatory and some not, that have

e o it e W A = e e —

held their hospital costs down.
They are some of the best hospitals in America. There is

no better place than Boston, Massachusetts, for example, in

delivery of medical care and they have held them down.

The Chairman. Let's just vote on the issue.

Do you think we ought to have any control whatever on the

so-called nonsupervisory help?

Those who do think you ought to have some, say aye.
(A chorus of ayes.)

The Chairman. Those opposed, no?

(A chorus of nays.)
Senator Nelson. Would you like to rephrase that? Have you
stopped beating your wife, or something?

The question is, I assume, that you are going to propose

1

|
5

| something specific vis-~a-~vis the pass—-through. What is it?

i
t

|
| ALLDERSON REFPORTING COMPANY, INC,
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wage rate, and they couldget whatever the figure ~-- might
ultimately be the 9.7 or the 11.6 in addition to the prevailing
wage rate.

But if they are already at the prevailing wage rate, they
could not pass it through except to the extent that it stayed
within the 9.7 or 11.6, whatever we agreed to.

Do you understand that?

Hr. Constantine. Yes, sir. As I understand it, what you are
suggesting isAthat the measure be the area prevailing wages for
comparable services and that if the effect in an area where the
wages are below prevailing wage levels, the effect of increasing
wages of the hospital workers to the prevailing wage levels
brings the hospital above whatever limit you agree on, that that
limit would be increased by that amount.

That is the pass~through based on area prevailing.

The Chairman. That is right, which would be more than the
7 vercent. In any event, it would exceed 7 percent.

Mr. Constantine. It could, yes, sir.

Senator Dole. Is that the same that they have in S. 5057

Mr. Constantine., Essentially yes, sir. Virtually identical.

Senator Nelson. Mr. Chairman, I assume what you are doing
here is voting on a principle. I would like to see --

The Chairman. This is pretty specific here.

Senator Nelson. Let me ask a couple of questions, then.

Let us assume we have one case in our state where we are the
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tenth largest clinic in America. It is in a little town of

60,000 with 150 doctors. I have never looked at their wage

rates, but I would assume that is the biggest industry and I would
assume they are above it, if you can find the prevailing rate,

and I think you are going to get BLS problems on that.

If you can find what a prevailing rate is, let us assume
they are substantially above what comparable is paid in the rest
of the community.

What do you do with them?

The Chairman. Let's say that they can get whatever increase
they vote, assuming they are already above the prevailing, they
can get whatever increase we vote here.

Mr. Constantine. Mr. Chairman, the language dealing with that
is in S. 505 and does exactly what I think Senator Nelson is
concerned about. It recognizes where there is an existent wage
rate above the prevailings that that will be recognized for that
first year.

Sehator Nelson. What do they do? Go hungry the second
year?

The Chairman. Each year they can get the same increase that

everybody else can get, even if they are getting more than the

prevailing.
b If they are not getting the prevailing, they can come up to

the prevailing and get the increase in addition to that.

Senator Nelson. Tell me, how do you determine the prevailing |
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rate when many of these jobs are jobs which are in hospitals, so
the prevailing rate is the prevailing rate paid in the hospitals?

So you are going to say you can have the prevailing rate
the rate that you get?

Next, on the nurse side, there are all kinds of places in
this country where you would find no prevailing rate to compare
it with. The prevailing rate is the rate being paid the nurses
in the hospital. You are buying a can of worms here which is
going to give you a lot of trouble unnecessarily in view of the
fact of what the experience shows.

The Chairman. What we are agreeing on what we want to do
here, you are coing to help us perfect it. You have some good
ideas yourself of how to perfect it. How would you suggest that
that be done?

Mr. Hoyer. Senator, first of all, in many of the occupations
in the hospital, you have a direct counterpart outside and the
workers move in in all the hospital, the kitchen workers and
the like, in other areas. For example, where you may have a rural
hospital without a counterpart, to say some of the highly skilled
people in the hospital, you would have to go to comparable
geographic areas elsewhere where you could make the comparison.

It is not the easiest thing in the world, you are quite
right, but it has been done in other areas.

Senator Nelson. Then when you go elsewhere, the argument

becomes "which elsewhere?" So vou pick out a community in which
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the wages are very high, the hospital adwministrators pick one
where it is very low and they say this is the fair way to do it.

The Chairman. One thing you do not need to know about on
these decisions about prevailing wage, I have not had anybody from
labor come and complain about that decision. I have had many
people from business complain about it. That decision is made
over in the Labor Department. I have never had anyone from labor
come and complain that that prevailing wage rate was too low.

Basically the people who are over there, the people in labor,
their thinking is compatible with theirs, and it is their
Department.

Senator Nelson. Since you have prevailed in your positioﬁ
anyway, can we not move on?

The Chairman. Let's vote on it anyway. Those in favor,
say aye.

(A chorus of ayes)

The Chairman. Those opposed, no?

(A chorus of nays)

The Chairman. Call the roll.

Mr. Stern. Mr. Talmadge?

Senator Talmadge. Aye.

Senator Baucus. Could we have a precise explanation as to
what this provision is? I am unsure as tc what we are doing
here,

Mr. Hoyer. I will try.
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There is a concept of the prevailing wage for workers in
hospitals and the rule would be, as I understand it, in setting
the limits as to how much hospitals could retain in revenue that
there would be room enough in that limit to pay all the hospitals
employees up to that prevailing rate. If they exceeded it, they
would be subjected to some sort of penalty unless they could f£ind
money someplace else to pay those rates through increased
productivity.

Senator Dole. It also addresses Senator Nelson's problem
in an area where you have higher wages, does it not?

Mr. Hoyer. What you could do if you wanted to, in effect,
freeze at this higher wage level until the general wage level
catches up with them.

Senator Bentsen. Are you not taking this out of 5057

Mr. Hoyer. Yes.

Senator Bentsen. Read that. That is precise. You have

given a lot of thought to it; you drafted the language. Just

read what you have in 505. %
The Chairman. Let's just vote on that, with the understand-
ing that subject to amendment --
Mr. Constantine. Section 2 of subsection on page 6 of the
bill, subsection 2(ii)(E), it starts on line 22, It reads like 8

this,

Senator Melson. We want to hear it. I just read it before

and I raad it three times now and I would like to hear an
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explanation of it.

Mr. Constantine. Except thét the personnel component
shall be adjusted using a wage index based on general wage levels
for reasonably comparable work in the areas in which the hospitals
are located. If the Secretary finds that in an area where a
hospital in any category is located for the most recent twelve
month period for which data with respect to such wage levels are
available, the wage levels for such hospitals are significantly
higher than such general wage levels in that area relative to
the relationship within the same hospital group between hospital
wages and general wages in other areas; then such general wage
level in the area shall be deemed equal for the wage level for
such hospital only with respect to the hospital's first account-
ing year beginning on or after July 1, 1980.

That is the exception for the hospital which has the wage
levels above the prevailing.

Senator Dole. Coulé you give me an example of how it would
work? Just give me an example so we could understand it.

Mr. Constantine. Bob can correct me on this, but if the
average wage in the arsa for comparable work for kitchen help,
nurses outside the hospital and so on, administrative help,
clerical help, is, say, $5 and in that hospital the average is
$6, that would be recognized, deemed to be $5 for purrvoses of
determining the limitation on that hospital.

Senator Dole. $5 or $6?

ALDERSON REPORTING COMPANY, INC,




40

1 MY . Constantine. peemed tO be $5-
2 1f that was what was in effect when the program pecamne

3 operative, vou would accept what was there-

4 My . Boyer- The $6 would just pe set aside and disregarded.
g 5 genator geinz. Disregarded by whom for what?
c)
(]
B 6 Mr. HOYeT- in determining what the hospital‘s costs are:-
&
] 7 | The hospital costs would be matched against the limit that the
-
F [~}
™ g g | program ig set.
.~Q c..
. s 9 Senator Eeinz. with respect €O the $€ is the $6 used as
~ A
Zz
5
= § 10 | a base figure O ijs the $5 used as @ pase figure in calculating \
= =1 {
4 % 11 the cost? What is used as the base figure: oxr is pneither used? \

12 Mr. Boyer- what 1is used is what you referred ro as @& base
13 | £igureé: the $5- That $6 is passed rhrough and disregarded.
Senator Heinz. The $5 is passed rhrough. The gifference

15 | betweel +he $5 and $6 is not?

REPORTERS BUILDING
>

5 16 My . Boyer: The other Wa¥ around -

¥

é 7 genator Heinz. The $67 which way?

% 18 Mr. constantine: The excesS dollar-

Z 19 genator Heinz. The excess dollar is disregarded.

E-)
20 k The chairmanh. 1et us vyote. call the roll.

= #

2‘& cenato¥ Helson. Are We yoting oD that 1anguade that was E

e

22 i just read?

‘ i
- 23 wpe Chairman: yes. X
24 sy, Stern. Mr . ralmadge? x
25 genator ralmadge. BYS: \

ALJDEF&HDhlRETK)RIWNGECCM%PFUQY.HQCN



300 7TH STREET, S.W. , REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202} 554-2345

10

11

12

13

14

15

16

17

18

19

20

2]

22

23 |

24

25

3!

Mr. Stern. Mr. Ribicoff?
{No response)

Mr. Stern. Mr. Byrd?
Senator Byrd. Aye.

Myr. Stern. Mr. Nelson?
Senator Nelson. No.

Mr. Stern. Mr. Gravel?
(No response)

Mr. Stern. Mr. Bentsen?

S'e:)ator Bentsen. Aye.

Mr. Stern.

{(No response)

Senator Matsunaga?

Mr. Stern. Mr. Moynihan?
(No response)

Mr. Stern. Mr. Baucus?
Senator Baucus. No.

Mr. Stern. Mr. Boren?
Senator Boren, Aye.

Mr. Stern. Mr. Bradley?
Senator Bradley. No.

Mr. Stern. Mr. Dole?
Senator Dole. Aye.

Mr. Stern. Mr. Packwood?
(No response)

Mr. Stern. Mr. Roth?
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Senator Dole. Aye.

[fr. Stern. Mr. Danforth?

{(No response)

Mr. Stern. Mr. Chafee?

Senator Chafee. Ayve.

Mr. Stern. Mr. Heinz?

Senator Heinz. No.

Mr., Stern. Mr. Wallop?

Senator Wallop. Aye.

3

Mr. Stern. Mr. Durenberger?

Senator Durenberger. No.

Mr. Stern. Mr. Chairman?

The Chairman. Aye.

Senator Nelson. Mr. Chairman, I haée the proxies of Senator
Moynihan and Senator Ribicoff. I understand on all issues, that
while both of them vote no, but I am assuming that this is open
for the rest of the day and that if their staff, speaking for
them, or they themselves, can change that vote.

The Chairman. Nine ayes and seven nays and we will let the
absentees record themselves.

Absent are Gravel, Matsunaga and Danforth.

Senator Talmadge. I have Mr. Gravel's proxy, Mr. Chairman,

j but T do not know how he would want to vote on this issue, so I

will not cast it.

The Chairman. All right.
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i1£ then, they did effectively reach the goal and they had their
own prograit: they came out from undexr the mandatory controls-
could that not pe done?

Mr . champion- AsS 2 matter of fact: the bill is designed to
encourad® mandatory state programrs:

senator Nelson- A question of after the trigger: aftexr
rhey are covered can they get out?

Mr. Champion- 1£ they have & mandatory state program, we
would have no objection:

genator elson. My question is, 1is there any reason why
that question cannot be in there S© that if they adopted and
a year 1ater it is effective rhat they ghen come out from under
the controls?

Mr. Cnampion. 1 think it was our jptention ro have that
happen in the pill. 1£ there is any question about it, ve will
pe glad to work out 1anguade ro make it possible.

genator Nelson- Mr. chairmar: 1 do not kxnow whether it is
necessary o move:, put T would 1ike toO have it cleaxr that sOme
provision of that kind be in there- 1 would S© nove.

Mr. Constantine. My . Chalrman, as consistent with the Pro~
vision with 505, 505 with respect to Medicare and Medicaid lets
+he state come in at any time subsequently when 1t gevelops its
program: The only question is a minor one-

Inasmuch as you have yoted 2 five-year limitation on this:

~ in the future: otherwise: it does not make any aifference:- ve
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see no problem with it.

Senator Wallop. I am confused by what Mr. Champion said;
could I inguire? This could only take place in a mandatory state
program?

Mr. Champion. To have a state come out once that state has
been triggered would need a mandatory program to come out from
under that trigger so that the individual hospitals in the state
would have to perform. You could not look at the state.

Senator Wallop. That flies in the face ofa question I asked
earlier when the Secretary was here, whethér one hospital opera-
ting outside of the guidelines would trigger the whole state
coming under it. The answer was, at that time, no, it could
not.

Mr. Champion. The original trigger, Senator, Es based on a
statewlde average. That is the original trigger. If there
were one state outside and the rest were under, the rest of the
state's average would not be triggered.

Senator Wallop. That is missing my question.

Mr. Champion. Once they are in, then the individual hospitalg

would be loocked at as individuals and treated that way. But they
would be in as a state; they could not go to the state standard
after they are inside the program unless they adopted a mandatory
srogram.

Senator ffallop. One hospital operating the closest could

: trigger this mechanism for all the hospitals operating, while
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assuming that hospital operated badly enough to raise the state
over the average?

Mr., Champion. If they raised the average, ves, it would
indeed.

Senator Wallop. Would it not be better to go after the
hospital?

Mr. Champion. The only effect after that happened would be
that all the good hospitals would not be covered. They would hgve
no problem with that. It is only the hospital that is over in
that state which would come under the mandatory program. There
is not a penalty there for the hospitals that are under.

The hospitals who are under are protected.

Senator Nelson. You will recall last year on the amendment
on the floor which we accepted raised that question, that a
provision was if you come under a mandatory program in the state,
every single hospital that meets the mandatory percentage
increase is exempt from mandatory controls.

Senator Wallop. That 1is called contemporary voluntarism.

Senator Nelson. That is not bad.

So -- well, if you had ten hospitals in the state, in essence
you are talking about ten, twenty, thirty, all within the rate
but the average brings them under controls. Once the state
is brought under control, each individual hospital then that meets
the standard is exempt.

Mr. Champion. That is correct.
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Senator Byrd. Are those hospitals glso exempt from the
paperwork reguirement?
Mr. Champion. The only additional paperwork requirement is

the reporting of nonsupervisory wages. They would not be exempt

£rom that.

Senator Wallop. Does the increased paperwork under +his
become a measurement within the guidelines, the cost of providing
the paperwork and other regulatory obligations? 1Is that exempt
from the cost increase, or is that including?

Mr. Champion. We would be willing to have it so because

there is almost no language here. There is one additional

ianguage for nonsupervisory vages. Because we pay about 40 percent

of the hospital bills in this country, the Federal government

does that, they demand a lot of billing information in order to

assure the taxpayers that we are accountable for those dollars.
We have all the information that we need exceot that one

1 report on prevailing wages to carry out the bill without additional

i paperwork for the hospitals.

Senator Wallop. 1If that is the case, surely there would be

yno objection.

|

] Mr. Champion. That is what I said.
! -

Senator Wallop. Assuming that there was other additional
Paperwork later on. That is possible.
Mr. Champion., I would like only, Senator, to avoid the

‘Problem of the so-called iew York Study on Paperwork which said

: ALDERSON REPORTING COMPANY, INC,
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that they took all the records they kept for every purpose and
said that the cost of regulation was 25 percent of their total
cost, and we would need to define very carefully what was, in

effect, additional or required.

The Chairman. While we are on this, let's agree to the

Nelson amendment. There is no objection to it. Without objection;

we will agree to that.

What is the next thing you @mn take us to?

Mr. Constantine. Mr. Chairman, in view of your desire to
make decisions, you could determine what kind of a trigger you'
want to use, as we started to earlier. Whether vou wanted to
accept the voluntary effort adjusted for the five~-year period
that you agreed to which, in effect, is 11.6 percent this year
or you go with the administration's formula which aggregates
9.7 percent this year.

Which figure, in other words; you can make a decision.

The Chairman. Let's vote on it. Why do we not vote on it?

Senator Durenberger. Mr. Chairman, before we do that, I
wonder, I think Mr. Champion while you were out of the room
earlier talked about a year-end adjustment that I had not been
aware of before. I wonder if you could re~explain that?

Mr. Champion. Yes, Mr. Chairman. That is really at the
core of our approach. I think nobody anticipates that the result
of our bill will be 5.7 percent is the trigger. The real trigger

will be 9.7 plus what happens during 19792 to that market basket
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which we projected of 7.9. There are various estimates at this
time as to what it would actually be because of the increased
cost of oil, but I freely predict it will not be 9.7. Tt will
be clearly over 10 and may very well approach 11, depending on
what the rate of actual increase because of inflation is during
the vear.

What we tried to do is to let that figure move with real
costs rather than establish a fixed figure, either too low or
too high.

The Chairman. As of now, we have the prospect of saving a
lot more money because we are talking about saving a lot more
expenses. What is the figure in the Talmadge bill?

Mr. Constantine. Mr. Chairman, the Talmadge bill is a
reimbursement bill. It is not a hospital revenues limitation.

The Chairman. You are actually talking about two figures,
one proposed last year and the other proposed this vear?

Mr. Constantine. Yes, sir.

Senator Byrd. If I may ask a guestion, does that mean that
the total cost of operation could go up by what is it, 11 percent,
9.8 percent?

Hr. Constantine. Senator, under the administration proposal,

the inflation rate plus .8 of a percent for population and 1
percent for intensity of service, that they estimate at 9.7

percent, that is a kind of a fiction, because that assumes that
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¢ 0372

Vdu g g oj

300 7TH STREET, S.W., REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554-2345

10

11

12

13

15

16

17

18

19

20

21

22

23

24

25

50

to adjust that upward to meet reality of inflation greateyr than
that.

The voluntary effort established by the hospitals has a
target rate this year of 11.6 percent. In effect, the two
numbers we are comparing are 11.6 percent and 9.7 percent.

Senator Dole. Plus.

Mr. Constantine. That is right.

The Chairman. As I understand it, the 11.6 is a target that
was set by the hospital people themselves.

Mr. Constantine. Yes, sir.

Senator Byrd. And agreed to by the administration?

Mr. Constantine. Yes, sir, last year.

Senator Bradley. This is a mandatory target of 11.6?

Mr. Constantine. If they fail to meet the target, then the
mandatory program is a test of the success or failure of the
effort. If they meet the 11.6 percent, the mandatory program does
not go into effect. If they fail to meet it, if they exceed it,
then the mandatory program will go into effect, I believe January
of '80, is that right?

Mr. Champion. That is correct.

Mr. Constantine. Jénuary of '80.

Senator Bradley. You could get into a situation where under
the 9.7 the energy costs skyrocket or insurance costs skyrocket,
and provide more flexibility but the 11.6 provides no flexibility.

Mr. Constantine. That is correct. You could provide some
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flexibility in that 11.6 if you wanted to. The differences are
two items between the two: one, the voluntary effort assumed,
as we understand it, an inflation rate somewhat higher than the
administration's: 7.9 versus 9.1 percent.

The administration had an .8 percent factor for population
change. The hospitals had 11.1 percent, .3 of a percent higher.
The administration estimated was allowing 1 percent for increase
in intensity of care, improvements and so on, and the hospitals
had 1.4 percent.

The essential difference really is a matter if you agreed on
the inflation rate whether it is an voluntary test or the adminis-
tration test, that the test is a market basket. The inflation
rate plus some factor for population and intensity. If you took
the hospital's figure, you are talking essentially .6 of a
percent of the numbers the administration is using.

Mr. Champion. Which number?

Mr. Constantine. The hospitals are using:-=

Mr. Champion. The difference outsidé&' the mirket -basket-is™.7.

Mr. Constantine. That is right.

Senator Bradley. As it is perceived now. That can change

in three months or six months.

Mr. Constantine, The market basket could change.
Mr. Champion. The market basket, not the other two.
Senator Bradley. It could wind up being more than 11.6.

Mr. Constantine. It could wind up, either way, being more
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than 9.7. The key variable is that the differences are in those
two things, that .7 of a percent for population and intensity of
service.

Senator Nelson. Let me ask a question. This is a rigid,
mandated 11l.6 by statute.

Mr. Champion. It would be if it were inserted in the section
in this bill. It would be 11.6 regardless of what happened, even
though it was arrived at by the same build-up method. It has
no flexibility.

Senator Nelson. You may end up with every state in the
union under a mandatory program, whether it makes any sense or
not. Right; if your inflation went high enough.

The next gquestion is, now we have set this by statute without
a formula such as the administration bill. That seems to me to
make good sense.

You take a market basket that rises with inflation. What
are the figures for years two, three, four and five?

What do we do; legislate it every year?

Mr. Constantine. How could it be done, Senator?

Senator Nelson. Yes.

Mr. Constantine. Assuming vou took the numbers, assuming

services that hospitals purchased, your choice would be for those

a number. You could use a fixed number for population change
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and intensity during each of those vears and you could choose
between the 1.8 of the administration or the 2.5 of the hospitals.
Granted the population number gets fixed for a few years there.
That is essentially what the difference boils down to.

Senator Nelson. However, if you adopt 11.6 here and everybody

¥

in the country, the average of every state is above it, then
every state is covered by the mandatory program.

Mr. Constantine. That is correct. If you put the specific
number in, it is a number established by the hospitals themselves
and obviously they did not anticipate the inflation rate. None-
theless, it is their number.

Senator Nelson. It might be a good argument for it. They
are screaming against mandatory controls. Now they are giving us
a figure that will make it mandatory whether they want it or not
or need it or not.

I think it makes a whole lot more sense to follow the adminis-
tration proposal. If you want to argue about the market basket

being fair or not fair or being too much in it or too little,

basket, and if the costs of the necessary goods and services over

which the hospital has no control at all, raises the market

basket, the administration bill accommodates for it. Is that

not correct?
Mr., Champion. Yes, Senator. As a matter of fact, we worked

out the weights in the market basket with the American Hospital
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6 | I think provides moxe flexibility initially ro the hospitals and

24(202)5542345

9 tration's- That 1S still nanging at 7.9 and everybody agrees that

Zz
e .
5 10 | is unrealistic. The CBO £igure is 8.97 1 percent difference.
Z
et .
@ 11 | But what it would mean: at the ond of the year when you recalcu”
2
g 12 | 1ated «hat had nappened they gould have , percent nore £ie* in
a
g 13 | trying ®° do a responsible job.
-}
m .
g 14 genator Hlelson. 1 had assuned they picked their 9-7- 1 had
g
5 15 | assumed 7
=
2 16 genator Wallop: 1t is pased o an inflation rate, & forecast
w
é 17 | of an inflation rate, of 1.9- CBO'S £igure is 8.9 vie would usé
[
E 18 | the same manipulation; ix just would be a percent higher. That is\
€
g 19 | what it would pe- \
[-2]
20 genator Nelson- ygnless 1 am misunderstanding, e will not \
\
. . |
21 | make & difference in ™Y interpretatiom at the end of that period |
1
22 \‘

§you make the accommodation for what the actual rate was?
\
23 ﬂ genator Wallop- The onlY gifference is that 1x would pe i
l“' t
24 ﬁwhile everybody realizeS rhat 1% is not going to be 7.9 unless \
1

s

25

something miraculous happens: it would give ghem 2 percent moxe
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flexibility in the jnterim period on the calculation.
Mr . champion- it would give them mMOTYe certainty as to what

was going ro happen-

The Chairman- Let m& ask +his question, Mrx . Constantine.

i 5 \ could you© work on something, an amendment rhat we might pe able
3 .
3]
é 6 \ o agree —— when 1S £his £hind triggered; 19807
a .
g 7 \ Mr . constantineé- 1t is pased on 1979. 1f the yoluntary
~
- g 8 effort fails: ;¢ would pecone effective in 1980.
' S
ry e The chairman- Here is something rhat T rhought we could
Z
=)
o 5 work out. and it night pe a falr compromise, to tie what they
- z
' = . . .
- P could have tO what the actual experience has beer on jnflation
’ = .
g plus apout one or TWO points above that. 1f you will simply round
a ;
e - . i
% 5 13 )} it off, round off whatever figure you get: then Yyou add about \
& 1
] £wo points ro it. vMavbe we might He on something ghat everybody !
D % \ ;
A \ could agree OB {
2] 4
= t
2 1n other words: the administration‘s ralking about 9.7, |
i
é they are nopind to hold to @& 7 percent inflation.
-4
E Mr. Constantine. 7.9
=
= s . .
g The chairman- 7.9 That 18 1.8 pelow what the experience
) i
A that they are planning on. 1t seems tO me that maybe if we rake

¥

21 %vmetever theinflation rate chould prove to be fore the year

\ ¥
22 | and add the 1.8 onto© that, that might be somethind we could settle:

B

23 i-.k‘ for. :1
i \
24 4 Mr. Constantine. Mr. Cchalrmalis that 18 the administration’s ‘
Bl |
25{\proposal. The 9.7 is @& 1008@e pumber - They just rook 7.9 as theilr
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estimate and added 1.8 to that for these other factors, population
change and intensity of service. If inflation were 10 percent,
then the administration’s number would be 11.8.

Mr. Champion. That is correct.

Mr. Constantine. Another élternative -

Senator Nelson. I would like to move adoption of the
Chairman's proposal.

The Chairman. Let's hear a little bit more.

Mr. Constantine. Mr. Chairman, essentially, at least
initially, it boils down to a difference of .7 of a percent betweern
the two. If you took the market basket, the inflation rate and
added 2.5 percent to that, you would come up to essentially what
the hospital numbers are.

If you took the administration’s proposal adding 1.8 percent
to it, the difference is .7 of a percent.

Senator Yiallop. The point that I am trying to make, they
are going to have to start planning now as to how they are going
toc comply and the CRO figure, 8.9, would give them a net basis
of 1 percent leeway in the initial planning.

At this moment in time, it seems to be a more practical item.
It seems more realistic at this point in time.

Senator Nelson. I would assume that all that has happened
here is that at the time the bill was drafted or the proposal
made, whether the administration adopted what they thought would

be the inflation rate, if they were drafting new numbers today,
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1 supposeé you would start with & realistic punber roday- 1a that

not correct . \

3 MY . champion- we would 90 77 we do not kno¥ precisely what \
‘ A that number is. That number s what is projected py the CBO. \
g genator WalloP- The othex is a projection, £00 - It appears \
% rhat thlS is probably closer and mOre on target +han the adminils ‘
%' gration figure. a1l that 1 am arguing for is for the hospitals
-
% g | to have that leeway in the jnitial planning to try ©° achieve !
g 9 compliance. %
Z \
5 10 M . champion- There are rwo ways to 4@o that. one of the \
Z
% 11 rhings Ve had planned ro do 2aSs a regular matter anyway is to post

ospitals orderly as vie compile data as ro what was happening

;‘/».—_/.‘.—- e

o they could keep up—to~aate, pbut only make the shift at one gime

2 at the end of rhe vear:- put have the hospitals ynder~ .\
2

é 15 \ a actually be workingd with them to determine what the \
] i
5 \6§‘marketbasket actually was, &% £hings happen- 3
ul !

% \7 % The chairman: Mr . paucus?

% \8\ genator Bpaucus- as I understand it, the jssue here 15 not \
Z 19 | s© much what the inflation rate 1S goind ro ber pecause +hat 15 2

20 || given in both proposals. Rather: jr seems it is the validity of

PR

21 | 1.1 percent or -8 percent for sopulation growth: and the galidity

e

|
22 i of 1.4 percent gersus 1.0 percent for the intensity jncreasée-

23 1 am wonderingdr as staff pointed out, that is a gifference

4
243;in rotal of .7 percent. 1 am wonderind if staff for ™Y ampliﬁi—

A
1
i
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25 } cationy could comment on the merits of each of those two assessment
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for each of those two categories. That we can focus on where
we are here.

Senator Wallop. The onlyithing is that the Hospital
Association's figure is a hard and fast one, not adjustable.

Senator Baucus. I understand that, but you include that to
arrive at their 11.6.

Mr. Constantine. The hospitals assume an aging factor that
the population is aging. Therefore, services are required on
a somewhat greater intensity factor. That is awfully hard to
judge.

This is a very imprecise area. People are pretending
expertise which is just not there. We just do not know what the
valid number is, whether it is 1.1 ~- in both cases they are
arbitrary numbers, and the staff recommendation would be to err
on the side of being somewhat more generous until such time as
the administration and everybody could be more precise.

Mr. Champion. Could I add the information, Senator, that
we base those two choices -- we went on the population of .§;
actually in the '78 panel figures on hospitals, the increases of
admissions in total days reflecting population was only .5.

We think that we have already, in fact, been generous.

e find no evidence that an aging population has increased;
either the number of the additions. These are questions that can
be argued.

The Chairman. I have to be on the floor; the Senate is in

ALDERSON REPORTING COMPANY, INC.




/.’
(%]

J

J

d U

J

U

U

300 7TH STREET, S.W., REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 654-2345

10

1

12

13

14

15

16

17 |

18

19

20

21

22

23‘5market basket, but I would not be surprised.

24

25

session. It is all right if you want to go ahead and ask a
guestion, and you can go ahead and preside. I have to go to the
floor.

Senator Nelson. Do you want me to move your proposal?

The Chairman. I would have to insist that we not have any
more votes today, but if you want to, go ahead and discuss the
matter more fully.

Senator Nelson. May I ask one more gquestion before the
chairman goes? When do you plan to meet again on this proposal?

Mr. Stern. Mr. Chairman, the committee has scheduled an
executive session May 1lst. May 1lst is the conclusion of the
multilateral trade négotiations. On May 2nd, you would be back
on the health proposals and start here again on Wednesday, May
°nd and then you would have meetings scheduled for that Thursday
and Tuesday through Thursday the following week.

Senator Dole. May I just ask -- maybe you have answered it.

I have been looking -- if we took the market basket provisions, the

calculations based on today's rate of inflation, what figure do

you have?

Mr. Constantine. Senator, today I guess the estimate is 9
percent for inflation.

Mr. Champion. We do not have a precise measure for the

Mr. Constantine. CBO says it is 9 percent.

Senator Dole. Then you add on your .8, so you end up with
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what?

Mr. Constantine. 2About 11. If you added 2.5, which we
were suggesting here, the hospitals -- 1.1 for population change
and 1.4 for intensity =-- you wind up close to 1l1.6.

Senator Dole. But, as I understand it, these are national
averages. I have taken a peculiar interest at New England of
late, and you look -- and so have many others -- when you look
at the energy cost, are we going to have any local consideration
or is this a national average that would not take care of the
80 cents a gallon heating o0il?

Senator Wallop. I have some proposals that will address that
when we get to it, because they will be distorted all over the
country for a variety of reasons.

Senator Dole. We do not consider local conditions.

Mr. Constantine. In their bill, theyv leave latitude for
put downs specifically referred to that in the Talmadge bill as
a specific exemption in the reimbursement approach on energy and
some other costs which are variables which are too tough. Energy
is a very tough one.

Mr. Champion. Senator, the ideal solution to this problem,

of course, is to all states to have their programs. New England

is fortunate in having three programs: Massachusetts, Connecticut)

and Rhode Island. As a matter of fact, the regional average
hospital cost for New England for 1978 over 1977 was only 7.9

percent.
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Senator Nelson. That is because of the three mandatory
states.

Mr. Champion. The three mandatory programs dominate the
population.

Senator Dcole. There may be other reasons, too.

Mr. Constantine. They have very high base costs in Massa-
chusetts.

Senator Dole. That is the thing we have overlooked through-
out all the discussion of how successful the mandatory programs
have been. In MNew York, they have very high base costs in New
York. They should not be the example here.

Mr. Champion. They both have higher energy costs, Senator,
which is the reason they have the high base. If you look at
Washington, a mandatory state, it is not a high-cost state and
they have had the same kind of record.

Senator Dole. It seems to me, if we look at today's ~- if
we look at the calculations based on what the facts are today,
then we are probably not talking about any difference, any real
difference, between 11.6 and 11.5.

Mr. Champion. Senator, the 9 or 9.1 or whatever it is is
not what exists today. It is what CBO estimates will happen
during the vear. It, too, is a protection so we are not talking
about an existing situation and our concern is that we not
project or anticipate, in effect, index inflation intg these

calculations.
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Senator Chafee. I do not understand the problem here,
as far as the accepting that CBO figure. Is anybody suggesting
that is unrealistic?

Mr. Champion. No. It may very well be realistic. It is
certainly a much higher figure than we had in our projection as
realistic; what precisely it is. We think it ought to be measured
at the end.

Senator Chafee. 1Is not one of the problems if you take a
lower figure -- you can take a 5 percent figure, if you want, but
what you are saying to these hospitals, you are working with their
money as opposed to their ability to charge. 1In theory, at the
end, they will make it up.

Mr. Champion. No. They will perform exactly. They are in
a voluntary year so they are under no constraints during 1979
as to what they do except to try to reach what they thing the
target is going to be.

My suggestion is what we ought to do is to keep them -- they
will keep themselves as well-informed as they can. Infact, we
helped them do that by helping to finance their panel surveys.

We will also try to keep them informed.

The question is, how many times, really, do you want to changeg

the figure, or do you want to start out with a somewhat higher
base. If we start at a higher base, there is one question in the
way the legislation is written. Anything under that as we wrote

it, we would not attempt to hold people below the S$.7. Incase
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the inflation rate goes down, W€ would f£ix the inflation rate at

that pase-

1£ you would move the inflation rate WP 77 and we happen to

have somewhat 1ess inflation than that ander the pill as now

»
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)
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and that does give you some operating room in the bill.

Senator Danforth. Is not the basic question that we have
to answer not what the rate of inflation is going to be. Nobody
intends to try to hold hospitals below whatever the rate of infla-
tion is. The big question, as I understand it, and Senator Baucus
made the same point -- the big question is what sorts of upward
adjustment are you going o permit for population and intensity,
is that nct correct?

Is that not really the difference of position between the
nospitals on the one hand and the administration on the other
hand?

Mr. Champion. Well, plus the fact that the hospitals have
thus far suggested only the fixed rate, but I am sure that that
would not be a oroblem.

Senator Danforth. That is not what they are arguing for,
obviously. Is not the real argument between you and the hospitals
inflation plus some factor, and the factor is a composite of
population and intensity increases, right?

Mr. Champion. Right.

Senator Danforth. 1Is that not all we have to cite as to what
those figures should be?

Mr. Champion. If you are going to do mandatory, because
the hospitals also oppose mandatory.

Senator Danforth. I do not know why we are proceeding this

jway. I would like to get right to a guestion of voting for either

*i
i
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the Nelson approach or the Talmadge approach. That is the basic
thing. But apparently what we are doing is chewing up the Nelson
approach first so we will have something to chew on later.

I am not the Chairman of the committee. What we are trying

to do is to make this decision. 1Is that not the issue that we

have to decide?

Senator Nelson. May I say, as to that point, before he answern

the question, I would kind of like to see a roll call on that
randatory 11.6 because I would like to get back on the good side
of the hospital administrators again, and when you give them that
program, and I vote against it, I am their friend, you see.

Senator Danforth. The issue is not a mandatory 11.6. The
issue is inflation~plus. 1Is that not right?

Mr. Champion. Yes.

Senator Danforth. And what the plus is, the plus is either

1.1 for our population or .8 for population-plus; 1.4 for intensity

or 1.0 for intensity. Is that not the question?
Mr. Champion. That is the essential dollar issue.
Senator Danforth. 1Is there any problem why we cannot resolve

that issue other than nobcdy is here?

Senator Nelson. That is the time to resolve it, when nobody

is here.

|

There is one more problem and that is the automatic adjustmentE

|
ﬁaccommodates for the inflation factor automatically.

ALDERSON REPORTING COMPANY, INC.

s




300 7TH STREET, S.W., REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) §54-2345

10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

66

Senator Danforth. %ould anybody argue against that? Would
the hospitals say, ."No, if the rate of inflation goes up, we
do not want an adjustment for it??

Senator Nelson. I was not making that point. The point, as
I understand the proposal of Mr. Constantine, is the flat 11.6.

Senator Danforth. I do not think that is his proposal at
atl. I think, as I understand it, the question is between 2.5
and 1.8.

Is that not the issue?

Mr. Constantine. On top of inflation, assuming there is
agreement on what that market basket is, or the elements of the

market basket with the hospitals in terms of the measurement.

Senator Danforth. Can that not bé worked out? It is incon-
ceivable to me that that is the issue.

Mr. Constantine. The issue really is whether the committee
started off with, I guess, first things first, whether vou support
a stand-by mandatory program.

Senator Danforth. That is right. For some reason, the

procedure we are following does not get us to the big questions,

so we are answering the little questions. The little guestion is

2.5 versus 1.8, right?

I move 2.5.
Do we have a Chairman? I move 2.5.
Senator Nelson. The Chairman, with whom I must get along i

off and on -~ and you, too -- said that he did not want any votes.
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But if you want an expression -- that waé his last comment.
I assume that with the few numbers we have got here --

Senator Danforth. If it were in order, I would move 2.5.

Senator Nelson. It is not in order.

Senator Matsunaga. t is out of order. We have no guorum

here.

Senator Nelson. Now we have a technical person. I had
understood that Mr. Constantine was saying a few months ago, 11.6
and it would be legislated and if it went above 11.6,

everyone in

America is covered bv mandatory controls.

The difference between that and what the administration posi-
tion is is a flexible market basket that will reflect inflation --
an eminently sensible approach, it seems to me. As a matter of
fact, Senator Long sat there andg came up with his formula. It
happens by coincidence *o be exactly what the administration is
proposing.

That is why I wanted to move to adopt Russell Long’s formula,

because that might be a stronger position to work from.

Mr. Constantine. You could take 11.6 this year and for future

years again if the committee aporoved a mandatory standby, take

11.6. It would probably approximate the 2.5 plus the inflation

1

]
d
{
¥
f
i
A
+
1}
i

3

|
|

rate, and that is the hospital's own target for this vear, and

then add 2.5 in the additional out years to the market basket rate

of inflation.

S50 if next year, inflation is 6 percent and the market basket
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it would be, in effect, 8.5 percent; this year, 11.6 and in
subsequent years, the test. Then if they meet it this year, you
need a test for subseguent years.

What we were suggesting was a market basic plus 2.5 percent
in the subsequent years.

Senator N¥Nelson. Why 1t gets that 2.5 percent when the
administration has a sensible proposal that does realistically
exactly what happens? Why sit here predicting what is going to
happen?

Mr. Constantine. The administration bill doess not deal,
Senator ~- it has to deal with the intensity.

Senator Nelson. Let the administration explain what the bill
is.

Mr. Champion. The difference between the 1.7 and 2.5 are
differences of opinieon between the hospitals and we as to how
these things could be measured. We took straight population
increases as the basis for the population formula. They argue
that you should, because of an aging population, increase that
amount.

We went back to the record to see whether, in fact, that was
a valid concept. It proves not to be.

As a matter of fact, in the recent experience, the increases
in admissions and stays was about .5. We think that .8, recogniz~
ing the general pogulation, is a highly generous proposal.

With respect fo net service intensity, I bkelieve, with Mr.
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Constantine, that there is no world expert on that subject.

The question is simply how much pressure do you want to put on
new technology and what we have suggested is to put the vressure
on by letting them deduct productivity from the usefulness of
that new technology or new service.

Therefore, you can have up to three or four if, in fact,
through productivity you could get that net intensity factor down
to cne.

Senator Danforth. Then you have to measure that, right?

Mr. Champion. What figure you set for net intensity is
really a £ixed figure. That is a fixed figure that you would take
as a given, a judgment. How much pressure do you want to put?

Senator Danforth. An adjustment for productivity requires
some sort of calculation.

Mr. Champion. Whatever they get out of that, they get. It
is not in the market basket; it is not in population:; it is not
in net intensity.

Senator Danforth. Somebody has to figure it! do they not?

Mr. Champion. No, they do not.

Senator Danforth. What is it?

Mr. Champion. Take a net figure of 1 percent; you set it at
1 vercent. However, the productivity goes up and down; they get
that much more in terms of their productivity. It is a net
figure.

I am sure they arrived at it the same way that we did.
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looked at all the other factors and you say how much pressure
and we say more pressure and they say less pressure, That is the
difference between 1 and l.4.

Senator Danforth. I will tell you, vou know the problem
with this, with all due resvect to the whole administration-~
Nelson approach, is that you are just grasping at straws, frankly.
I mean, you are just guessing and we are guibbling about whether
it is 1.1 or .8, as though we have some wisdom that we are dealing
with.

Mr. Champion. Senator, we are following the technique that
has been successful in nine states.

Senator Danforth. How about the Télmadge approach? Has
that been tried in any states?

Mr. Cﬁampion. Not in that form, to my knowledge. The basic
problem, however, is that in adjusting to the median vou keep
no control of the median. The median can rise and the adjustments
above and below conform to the median, so there is not any real
cap.

I think the Talmadge formula would have a successful effect
on the present circumstances, but it does not put the kind of

controlling certainty.

Senator Danforth. Of course not. Basically, the fundamental

to make these kinds of determinations on cost control?

Mr. .Champion. The same kind of decision that you make, or I

ALDERSON REPORTING COMPANY, INC.




U o9 3

¥

oy ou g

300 7TH STREET, S.W., REPORTERS BUILDING, WASHINGTON, D.C. 20024 (202) 554-2346

10

11

12

13

14

15

16

17

i8

19

20

21

22

23

24

25

71

make as a private purchaser. What are we willing to allow
in terms of those things that we want to buy?

Senator Danforth. That is not at all the administration's
proposal, as I understand it. You are not determining what you
want to buy. You are determining what can be paid by anubody.

¥r. Champion. What we want to pay, but let me put it in the
context of a private institution when it is bargaining with some-~
body as to what it ought to pay for, a given item, an incision.

I know your costs are going up this much; we know you have that
problem. You get different views and you agree on the price.

That is what we are trying to do in this situation.

Senator Danfor£h. Nobody does this. Nobody stands around
énd talks about the difference between 1.1 and .8 except HEW.

#ir. Champion. Senator, I am sorry to say when I was in an
educational imstitution, I sat around doing that with funders all
the time.

Senator Nelson. I think there is an important point to be
made here, Eenator Danforth. WNumber one, everybody, including
the hospital administrators that I have talked to privately just
says the increase is outrageous but we will take care of it

ourselves. So vou haxe an outrageous increase, twice the national

Okay. All this bill is really saying is put your house in

order and you will never hear from the federal government. If

i
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billions of dollars involved in federal monies, Treasury monies
and taxpayer monies, $50 billion. So we say we are glad to have
you comply; you go ahead and éo it. You will never hear from

us if you do not; we have got a responsibility to make you comply.
That is the heart of the matter.

Senator Danforth. o, it is not. I do not +think there is
any Gifference between a standby cap and a cap, myself. You eithexn
buy the idea of cost control in the sort of cap-rigid manner that
the administration is proposing, or you do not, but the standby
cap is just a cap, you know?

Saying the speed limit is going to be 30 miles an hour in
this block and if you drive under it vou are perfectly free to
drive under 30 miles an hour and you will not hear from us.

Senator Nelson. Exactly correct; that is a good way to put
it. How long should they be robbing the Treasury and the veople's
pocketbooks? Better than 25 percent of all the states are now
meeting the standard on their own. We are just saying the rest of
you go ahead and meet it. Otherwise, what is the answer? You
continue to let them go at 14, 15, 16 percent? What is the
alternative?

Mr. Champion. I think we make another distinction in this
cap. We try to control that which the hospitals can control and

not control those things which are beyond their immediate ability

Mr. Stern. May I announce that Senator Matsunaga and Senator
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Danforth have voted no on the Chairman's motion relating to non~
supervisory wage increases, so at the moment, the vote stands
nine to nine with Senator Gravel and Senator Packwood yet to be
recorded. So, at the moment, it fails on a tie vote.

Senator ielson. We might as well adjourn until Wednesday,

May 2nd at 10:00 on hospital costs.

(Whereupon, at 12:20 p.m. the committee recessed to reconvene

on Wednesday, May 2, 1979.)
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