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COMPREHENSIVE HEALTH CARE REFORM
AND COST CONTAINMENT

WEDNESDAY, MAY 6, 1992

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

The hearing was convened, pursuant to notice, at 10:00 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Lloyd Bentsen
(chairman of the committee) presiding.

Also present: Senators Baucus, Bradley, Mitchell, Pryor, Riegle,
Daschle, Breaux, Packwood, Roth, Danforth, Chafee, Durenberger,
Grassley, and Hatch.

[The press release announcing the hearing follows:]

[Prees Release No. H-17, April 10, 1992}

BENTSEN CALLS HEARINGS ON HFALTH CARE REFORM; FINANCE CHAIRMAN NOTES
SKYROCKETING CosTs OF NEEDED CARE

WasHINGTON, DC—Senator Lloyd Bentsen, Chairman of the Senate Finance Com-
mittee, Friday announced hearings on comprehensive reform of health care costs.

Bentsen (D., Texas) said he has called a series of hearings, beginning with twe
early next month, tu focus on cost containment in the face of sharply increasing
costs,

The hearings will be at 10 a.m. Tuesday, May 6, and Wednesday, May 7, 1992
in Room SD-216 of the Dirksen Senate Office Building.

“Health care costs are skyrocketing, costing Americans millions of dollars and de-
rriving them of needed medical care. In 1980, health care spending in America was

ess than $260 billion. This Iear, it’s expected to exceed $800 billion. It's getting
worse. That figure is expected to more than double—more than $1.6 trillion—by the
year 2000,” Bentsen said.

‘“We want to take a close look at a number of bills proposing comprehensive health
care reform that have been referred to the Finance Committee. The President has
outlined & propesal. Once it's introduced and he provides details of his plan, we can
examine it as well.” )

Bentsen said the May 6 hearing will be an overview of proposals, the May 7 hear-
ing will focus on approaches to controllinF the rate of growth in health care costs,
and lsubeequent hearings will examine other aspects oﬂomprehenaive reform pro-
possls. -

OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S.
SENATOR FROM TEXAS, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. If you would please take your seats and cease
conversation, the hearing will get under way.

Today the Finance Committee begins a series of hearings on pro-
posals for comprehensive reform of the health care system of this
country. ’

These hearings follow up on work that the committee initiated
last year with a series of heari.igs probing the problems of high

(1)
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and rising health care costs and the lack of universal access to
health insurance coverage.

Reforming our health care system will not be simple, nor will it
be easily achieved, nor will it be without controversy. But I think
that the American people are counting on us to sort through those
issu’ s, to make the digcult choices, and to develop legislation that,
whe n enacted, will give them the assurance that affordable health
care will be available when they need it.

.And these hearings will play a key role in helping us meet that
cl allenge. We have pending before this committee many thoughtful
bills. A number of them have been presented and introduced b
members of this committee; bills by Senators Mitchell, Packwood,
Rockefeller, Chafee, and Daschle.

We also have a conceptual outline for changes in the health care
system from the President, but we do not have the details of that
legislation yet proposed so that we can consider it in committee.
When that is done, we will be delighted to consider it.

The series of hearings beginning today will explore the various
prﬁfosals for reform. First, we will hear from Congressional Budget
Office Director Bob Reischauer. He will be followed by a very dis-
tinguished panel of experts in the health care field and by authori-
ties on public opinion about health care reform.

—These witnesses have been invited to provide a road map to —

guide the committee through its consideration of the different pro-
posals for cost containment and improved access to health care that
will be explored later in hearings.

Tomorrow’s hearings will focus specifically on approaches for
slowing growth in health care spending. And at that time we will
hear the views of the administration and others on this critical as-
pect of health care reform.

We will hold additional hearings in June to examine very specific
approaches for comprehensive reform in more detail. A hearing on
June 9 will focus on proposals for expanding employment-based
health insurance coverage.

On June 16, the committee will hold hearings on proposals for
instituting universal coverage through public health insurance pro-
grams. And then proposals for tax incentive-based health care re-
form will be examined in hearings on June 18.

Earlier this year, the committee approved S. 1872, the Better Ac-
cess to Affordable Health Care Act, which was introduced by Sen-
ator Durenberger and myself, along with the Majority Leader and
others on this committee. The Senate passed this measure in
March as part of the tax fairness legislation.

Because the House bad not yet acted on these provisions, they
were not included in the conference agreement that was ultimately
vetoed by the President. We are awaiting action by the House to
see how far we will be able to move on the provisions of S. 1872
this year.

One of the points I want to make clear, no mistake about it, the
Better Access bill is intended as a first step toward health care re-
form, addressing some of the more egregious problems in our
health care system. But it is not a substitute for comprehensive re-
form pians under discussion in these hearings.
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The Chairman of this committee is committed to comprehensive
health care reform, which I think is necessary. Whether or not we
take these first steps, we are not going to luse sight of comprehen-
sive health care reform.

It is & critical part of the national agenda. And I look forward
to the guidance that our witnesses will provide so that we can
b% in to move on comprehensive health care reform as soon as pos-
sible.

I would say to my colleagues on the committee, we have an excel-
lent group of witnesses and I want to be certain that we have ade-
quate time to question them at some length.

So, 1 am going to ask, other than the Ranking Member, 1 am
going to ask all of my colleagues to hold their statements to 2 min-
utes, and then we will introduce the rest of the statements for the
record. I yield to Senator Packwood.

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S.
SENATOR FROM OREGON

Senator PACKwoOD. I will hold mine to 2 minutes, Mr. Chair-
man. As we start these hearings, there are two major issues that
face us. One is coverage, and the other is cost containment. Most
of the plan: we have considered are pretty good in coverage; rel-
atively few of them, I find, are good in cost containment.

The kind of plans that we have to look at basically fall into four
categories: the so-called single-payer system where we will wipe

“out all of the health insurance 1n this country and-we will collect ----

all of the money in Washington and we will pay all the bills and
set all the fees. I cannot imagine that system being efficient, or, in
the long run, fair.

We can go to the “play” system, and the bill that I have intro-
duced wouFd be just “play.” That is, an employer mandate with tax
incentives to have employers provide coverage for their emrloyees.

You can go to a “pay or play” system, slightly different than the
“play,” where if you do not want to cover your employees, you can
opt out, pay some money to the government, and the government
will cover them.

You can go to the administration’s provisions, and, by and large,
I regard the administration’s provisions as good, but not as going
far enough. Those are the alternatives that we are considering.

I hope all of the witnesses can address themselves to both of
those issues—cost and coverage—so that when we are ready to act
we can pass a bill that will make sure that the average American
worker has some kind of protection that is decent by any standard
and that we have some kind of cost containment that, by our
standards and others, we can say is effective cost containment.

The CHAIRMAN. Let me see. In the order of arrival, Senator
Durenberger. '

OPENING STATEMENT OF HON. DAVE DURENBERGER, A U.8.
SENATOR FROM MINNESOTA

Senator DURENBERGER. Mr. Chairman, I appreciate the hearing.

I appreciate the opFortunity to be responding to S. 1872. And I do
not appreciate the tact that our efforts are referred to as incremen-
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tal, because I think some of the alternatives are more incremental
than ours.

But let me just quickly trace what I understand to be the subject
of this particular session. My experience in this committee now cov-
ers about 14 years. The end of the 1970’s was when we begun to
try to control costs.

It was not that we did not anticipate cost problems; we did. Rich-
ard Nixon, among others, did. We tried to control costs in the
1970’s by restraiming the supply of Providers‘in this country.

In the 1980’s we tried to control costs Ly managing those costs
through some kind of averaging system. Right here was the DRG’s
and then the RBRVS. We did not touch the system itself, which is
basically a system which pays for services. We just tried to average
those service prices out. 8r we created something called managed
care, which, at least in the i)eginning, was only managing the costs
in that system.

Now, in the 1990’s, we have adopted basically the philosophy of
Gramm-Rudman-Hollings, which is, we need to recognize our hm-
its, we need to define those limits in dollar terms, we need to ex-

ress them in terms like volume performance standards for

BRV’s, or national budget, or state budgets, or organizational
budget, or organizational financial limitations.

The question before us today, at least my question to these wit-
nesses, and I know they are more than able to respond to them,
is how, within those limits if we adopt them, are we actually going
to see change?

1s a change going to come just from reducing prices to providers?
Is a change going to come from lowering quality? Is the change
going to come from rationing services?

Or, are we going to do the one thing that nobody else has tried
in the world yet, and that is to build productivity into the greatest
pluralistic health and medical delivery system ti;e world has ever
seen.

And, so, I appreciate the opportunity to be here. Hopefully, dur-
ing the course of my questions I will be concentrating on how we
do better for less in this system. These witnesses, I think, are more
than capable of responding to that.

[The prepared statement of Senator Durenberger appears in the
appendix.]

he CHAIRMAN. Senator Chafee.

OPENING STATEMENT OF HON. JOHN H. CHAFEE, A U.S.
SENATOR FROM RHODE 1ISLAND

Senator CHAFEE. Thank you, Mr. Chairman. I commend you for
holding these hearings. And, as you stated, I do think we have an
outstanding group of witnesses.

A number of solutions to our health care problems have been of-
fered to this committee and in the Congress. I think we all recog-
nize that there are advantages and disadvantages associated wit
each of these approaches.

Certainly, under every approach some segments of our popu-
Jation will benefit. There is no question about it. Other segments,
however, may end up with a benefit plan which is not as generous
as the one they currently have.
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Much as we would like to believe it, no solution will guarantee
access to health care for every American while also lowering the
cost of health care and at the same time providing high technology
and high quality care on demand.

We have got to realize that there is no such thing as more for
less. Through hearings such as this, we will have an opportunity
to go into more detail and ask questions about the various ap-
proaches.

Mr. Chairman, last week I was joined by 12 of my Republican
colleagues, some of them members of this committee, in sending a
letter to the Majority Leader, Senator Mitchell, and asking that we
begin to meet to develop a bipartisan approach to health care re-
form so that we can do something this cal‘;ndar year. We met with
Senator Mitchell last week, and I hope that we can begin the proc-
ess in the near future.

I look forward to hearing what the witnesses have to say today
and to working with colleagues on both sides of the aisle in the
coming months to enact comprehensive health care legislation.
Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator Baucus.

OPENING STATEMENT OF HON. MAX BAUCUE, A U.S. SENATOR
FROM MONTANA

Senator BAucus. Thank you, Mr. Chairman. Mr. Chairman, I
think all of us want to do what all Americans want. And that is,
having the peace of mind that they will have affordable, high-qual-
ity, accessible health care. That obviously is not the case today, and
we owe it to the American people to help give them what they want
and that which they deserve.

I also believe that it is going to be a very, very difficult undertak-
ing because Congress is grid-locked. We are not addressing other
needs. Who is to say that we in the Congress are going to suffi-
ciently address this need?

It is a test of extraordinary leadership of the Congress, that is,
going back to all of the interest groups, whether they be doctors,
seniors, hospital administrators, the insurance industry, and telling
them that each of them is not going to get what everyone wants.

We are in an era of limits. People cannot have everything they
want. And I urge all of us as we go through these plans and these
various proposals to swallow some pride, 110t be too wedded to each
of our own proposals and programs, and stand up to interest
groups; working with them, but working for a solution where the
whole i8 actually greater than the sum of all the parts.

It is extraordinary difficult, particularly in this election year.
But, frankly, that is why we are elected; that is why people sent
us here.

And I urge all of us, not only as Senators, but as private citizens
and as representatives of various proposals, to work for that com-
mon good of comprehensive, high-quality, affordable, accessible
health care for America, finally. Thank you.

The CHAIRMAN. Senator Grassley.
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OPENING STATEMENT OF HON. CHARLES E. GRASSLEY A U.S.
SENATOR FROM IOWA

Senator GrassLEY. Thank you, Mr. Chairman, for this very im-
portant hearing on a very important issue. 1 hope the committee,
under your leadership, will be able to help lead us out of what ap-
pears to be a policy log jam at the Federal level on this issue.

But while we pursue greater consensus here in the Congress, it
is also very important to have a continuing discussion with our
constituents on this issue to see if we cannot help create a greater
consensus at the grass roots and a stronger relationship between
the way policymakers approach this issue and the way the average
citizen approaches it.

one of our witnesses today will point out, there is certainl
a very clear and a very disturbing difference between the way pol-
icymakers think about this issue and the way the average citizen
thinks about it.

Under such circumstances, there is certainly considerable poten-
tial for undertaking reforms that befuddle and outrage the citi-
zenry.

er;y;h a goal of helping to develop better understanding of reform
Froposals and a greater degree of consensus on the reform issues,

held a health care system reform conference in Des Moines 2
weeks ago, and I hope to have additional such meetings in other
parts of my State.

About 600 people attended on a week day, which I took to be an
indicator of a high level of interest on this 1ssue in my State. Fully
half of them came from outside Des Moines. Thirty-four percent
came from small-town and rural lowa.

We discussed the major reform models being considered at the
national level, as well as some of the reform imtiatives under way
in the States. I feel pretty sure that the people who attended this
n(lieeting knew more when they left than they did when they start-

ed.

I highly commend this kind of event to my colleagues. I know
that some of them have already held such meetings. It seems to me
that this is one way for us to generate useful discussion at the
grass roots on this issue so that we get a critical mass of under-
standing that it seems to me is very necessary for us to get 51
votes or more here in this body.

The CHAIRMAN. Thank you. We have the Majority Leader, Sen-
ator Mitchell.

OPENING STATEMENT OF HON. GEORGE J. MITCHELL, A U.S.
SENATOR FROM MAINE

Senator MITCHELL. Mr. Chairman, I join our colleagues in com-
mending you for holding this, the first in a series of hearings in-
tended to examine the health care crisis and to review and consider
various proposals to reform our health care system.

Access to affordable health care is a fundamental right of every
citizen in a democratic society. Any debate must begin with that
conviction. Yet, it is a right not realized by millions of Americans.

We have a responsibility to them and to others whose access to
care is jeopardized to see that every American has access to good
care. I want to express in the strongest possible terms my intention



7

to move forward this year in attempting to reform our health care
system.

This is a matter of urgency. It cannot wait for the next century,
or the next election. Our current health care system is failing mil-
lions of American families, resulting in bankruptcy for many, wors-
ening of iliness for others, and even death for some who might have
been saved with timely and appropriate care.

A number of health care blﬁs ave been introduced in the first
session of this Congress; some calling for a single-payer system,;
some for an expansion of the employer-based system; and still oth-
ers proposing modest reform.

Last year I joined with a number of other Senators to introduce
comprehensive health care reform legislation: Health America.

Our proposal builds upon the current employer-based health in-
surance system while providing access to care through a public
plan for those who do not have access through employer-based in-
surance. :

We have proposed a reform plan which builds on our country’s
existing employer-based system. It is a middle ground between
those who advocate a government-run, single-payer system, like
Canada, and those propose much more limited steps.

While the design of a reform plan is important, what is most im-
portant is that any comprehensive plan meet three fundamental
objectives,

First, and most important, it must control costs. The rising cost
of health care is a problem for every government, including and es-
pecially the Federal Government, every business, and every family
in America; it must assure access to care for all Americans; and it
must emphasize preventive care.

The debate goes on about how best to reform the system. We
must commit ourselves to the objectives of controlling cost and pro-
viding access to care. We offer our legislation as one serious pro-
posal; not the only solution, not the perfect solution.

We welcome constructive criticism of the bill. We are open to re-
vising its provisions in an effort to improve it. I look forward to
working with members of this committee on both sides of the aisle
to move toward the enactment of comprehensive reform legislation.

But, Mr. Chairman, we must recognize that no comprehensive
legislation can become law without the President’s participation
and active involvement. That has not occurred.

To this moment, after 3 years of study, 3 months after the Presi-
dent gave his speech containing an outline of his plan, we do not

et have a legislative proposal from the administration. There has
[‘;een a lot of criticism of other proposals.

I hope we will get one today for discussion in these hearings. It
will be a very constructive and forward step for the administration
to come forward with a proposal, join the debate, and out of it I
hope will come comprehensive legislation on which all the members
of this committee can agree and we can enact this year.

The CHAIRMAN. Thaniryou. Gentlemen, some of you did not hear
the statement of the Chair at the opening of the hearings. I would
ask you to keep your opening statements to 2 minutes and put the
rest of it in the record because we have a number of very excellent
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witnesses we want to hear and spend some time questioning. Sen-
ator Breaux.

OPENING STATEMENT OF HON. JOHN BREAUX, A U.S.
SENATOR FROM LOUISIANA

Senator BREAUX. Thank you, Mr. Chairman. I really congratulate
you for having these hearin%s. A person’s good health is truly their
most valuable possession. Too many Americans are really fright-
ened to death that their health is in jeopardy. And it is not because
we do not have good doctors or fine hospitals or drugs that work,
it is because too many Americans feel that they have access to
none of those things.

The lgroblem is, %»OOd health should not be Republican, nor should
it be Democratic, but it should be something that all Americans
can count on, that they work for, and that ultimately they will be
able to have access to. Our challenge is, I think, not to look to
blame anyLody, but certainly is to produce a workable solution, not
to produce press releases.

o, I think this committee is on the right start towards hearing
out all of the proposals, laying them on the table, debating them
fully. And I am very pleased to hear our Majority Leader point out
that he intends to push for action in this Congress. I think the
American people expect no less from us. I am hopeful that we can
produce up to their expectations. Thank you.

The CHAIRMAN. Senator Hatch.

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

Senator HATCH. Thank Kou, Mr. Chairman. I also want to com-
liment you for holding these hearings. I think they are critical.

g‘he witnesses you have today, I do not know that you could find
better witnesses. They will, I think, be very enlightening.

I would put my statement in the record, but 1 have to say that
it seems to me that any health care reform needs to be comprehen-
sive, and it is going to have to include Medicaid reform, Medicare
reform, medical Hability reform, antitrust reform, insurance reform,
much like the distinguished Chairman’s bill is doing, and maybe
even a little bit more, and regulatory reform, as well as health pro-
motion and disease prevention, including testing, pre-screening,
and other approaches that will help us to avoid a lot of the ill-
nesses and problems that we have in America, plus expansion of
community and migrant health centers. And we could go on and

on,

But I think that all of that has to be part of a comprehensive
health program if we are really going to try and solve tiese prob-
lems, along with a whole raft of cost containment approaches.

Tomorrow we will meet as a task force on cost containment. We
will listen to Mr. Enthoven, and others. I have to say that nothing
is going to work without coming up with some coct containment.

ith regard to my friend, the d?si:ingujshed Majority Leader’s

comments about this is a fundamental right, I have to say that it
is an important consideration, an important thing for American
citizens.



9

I would not call it a constitutional, fundamental right, but I do
think it is like food, shelter, and the right to have a job. And those
are very, very important things. It is not something that the gov-
ernment has to pay for, which would be a fundamental constitu-
tional right, in my opinion.

But it is an important obligation for us to come up with the solu-
tions here. But I would not want to have it considered a constitu-
tional, fundamental right that government has to do, regardless.
This is a complex subject. There are so many different aspects and
facets to it that you cannot just categorize it in a political, fun-
damental right term. So, I just want to make that point and thank
the Chairman again for holding these hearings. I think they are
very important, and you are doing a terrific job.

Senator MITCHELL. Mr. Chairman, might 1 just respond to make
the record clear, that I never used the word constitutional in my
comments. That word was used by the Senator from Utah.

Senator HATCH. I agree with you. I just wanted to make the
record clear myself. I knew you could not have meant that.

The CHAIRMAN. All right. Let me intervene here. Senator Riegle,
if you would go ahead.

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

Senator RIEGLE. Thank you, Mr. Chairman. And let me thank
you and Senator Mitchell, both, for your important leadership on
this issue. As Senator Mitchell said, the four of us have drafted a
health care proposal.

He and I, Senator Rockefeller, and Senator Kennedy have a bill
that deals with the issue of cost control and making sure that ev-
erybody in America has a chance to have health insurance cov-
erage.

is is an urgent issue. I am convinced that if the top leaders
of our government from the President on down lost their health in-
surance coverage today and did not have it, that within a matter
of hours there would be a plan on the table to restore health insur-
ance coverage for the top officials of our government.

The President has not sent us a specific legislative proposal on
health care, and I think that is an inexcusable failure of leadership
because this is an urgent problem.

In my home State of Michigan alone we have got fully 1 million
people without health insurance at all, 300,000 of which are chil-
dren. To have that situation go on day after day is not only inhu-
man, in my view, but I think it really hurts our economic perform-
ance, it hurts our economic future.

And the soaring cost of health care coverage for those who do
have policies are crushing families, they are crushing businesses,
they are crushing hogpitals.

irtually everybody that is involved in the health care system
says the situation is out of control. We are spending over $800 bil-
lion a year.

We are spending more as a percentage of Gross National Product
than any other country, and yet we have 40 million people with no
insurance, and the rest that have it are finding that they cannot
afford it or that the coverage is being whittled down day by day.
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We ought to enact a plan this year, and I hope we can press
ahead as a committee. I will be having hearings in our subcommit-
tee on the particular aspects of the health insurance issue. But this
is something the American people want done, it is something that
must be done, and I hope we will enact legislation this year. Thank
you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator. Well, we are pleased to
have the Director of the Congressional Budget Office, Robert
Reischauer. Mr. Reischauer, if you would proceecf

STATEMENT OF HON. ROBERT D. REISCHAUER, DIRECTOR,
CONGRESSIONAL BUDGET OFFICE, WASHINGTON, DC

Dr. REISCHAUER. Mr. Chairman, Mr. Leader, members of the
committee, I appreciate the opportunity to appear before you today
to discuss possi[:le approaches to health care reform and their po-
tential for controlling costs.

With your permission, I am going to submit my prepared state-
ment for the record, and I will summarize that statement.

The CHAIRMAN. That will be fine.

[The prepared statement of Mr. Reischauer appears in the ap-
pendix.]

Dr. REISCHAUER. The Nation faces two major health-related prob-
lems. The first is that a large and growing number of Americans
lack health insurance coverage. The second is that health care ex-
penditures are very high and are rising at a v.stually uncon-
strained rate.

Those problems, of course, are feeding on each other. Rising
health care costs lead to increased insurance premiums, and that,
in turn, increase the number of individuals without insurance.

Many bills have been introduced to address these problems. The
comprehensive proposals tend to follow one of three general ap-
proaches.

The first approach encompasses the proposals that offer tax sub-
gidies to help the uninsured and low- and moderate-income people
purchase private health insurance. Those proposals usually include
further regulations to ensuve that insurance is both available and
affordable to individuals and small businesses.

The second approach encompasses the play-or-pay plans that re-
quire employers to offer healtﬁ insurance to thewr employees or to
pay a tax to help offset the cost of a public insurance plan that
would be made available to those who do not have employment-
based insurance or some other coverage.

The final approach encompasses the proposals that would replace
the existing health care system with a single-payer public plan cov-
ering eve?rbody.

Proposals that fall under any of those three general approaches
could significantly expand access to health insurance ans improve
the continuity of insurance coverage. They would also affect the de-
gree of choice available to consumers, the level of national and Fed-
eral health expenditures, and the potential for controlling health
care costs.

The impacts of any reforms on these dimensions will depend im-
portantly on the details of the specific proposal. Page 6 of my pre-
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pared statement contains a table that provides some estimates of
the effects the illustrative examples of each approach might have.

For example, it suggests that a tax subsidy plan like that of the
President would cut the number of uninsured roughly in .. If; boost
national health expenditures by about 2 percent; and increase net
health spending—including the change in tax expenditures—at the
Federal level by about 15 percent.

The illustrative pay-or-play plan shown in that table would re-
duce the ranks of the uninsured by about two-thirds, but national
health expenditures would rise by 3 percent and Federal health ex-
penditures by about 15 percent.

The example of a public insurance plan that is shown. in the
table would have little effect on overall spending, even though it
would cover everyone in the country. However, net Federal spend-
ing on health would initially increase by more than one-third; pri-
vate spending on insurance and health care would fall; consumer
choice would be reduced significantly; and there would be a good
deal of redistribution among both consumers and providers.

Effective cost containment can be incorporated into any of these
three approaches, but it could be achieved most directly under a
government-run, single-payer plan. However, I do not want to leave
you with the impression that a single-payer system of this sort
would guarantee effective control of health care expenditures. The
extent to which spending was constrained would depend entirely on
the decisions that were made about prices, the use of services, cost
sharing by patients, and the amount and distribution of capital and
new technology. Those decisions would have to be made by our po-
litical authonties, and they would not be easy to make.

Health care costs can also be controlled under other systems, in-
cluding the existing one—as it stands or augmented by either a tax
subsidy of the President’s form or a play-or-pay mandate. To be ef-
fective, however, the cost control mechanisms for these systems are
likely to prove just as difficult, complex, and intrusive as those im-
plied by a single-payer system.

Over the past two decades, both public and private payers have
made concentrated and concerted efforts'to apply many kinds of
cost control strategies to the current health care system. The evi-
dence does not suggest that we have been tremendously successful
on this front.

Let me summarize some of the lessons we have learned over this
period. First, strategies that raise the out-of-pocket costs of health
care for consumers through increased cost sharing have limited ef-
fectiveness—because consumers do not appear to be particularly
sensitive to changes in their out-of-pocket costs. The major reason
for that is the consumer’s lack of knowledge about alternative
treatments, their costs, their efficacy, and the consumer’s resulting
ix}glination to delegate decisionmaking to physicians and other pro-
viders.

Second, although managed care and controls on the use of serv-
ices can reduce costs, substantial savings are likely to be realized
only through fully integrated health maintenance organizations
that have their own dehvery systems. And the number of Ameri-
cans who prefer this form of health care seems to be limited.
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Third, price controls can bz effective in reducing both the level
and the rate of growth of spending; but their imnpact is partially off-
set by the tendency of providers to increase the volume of services
to recover their lost revenues.

In addition, limiting the tax exclusion for the share of health in-
surance premiums that employers pay could reduce health spend-
ing by inducing employers and employees to change the provisions
of their insurance policies. That, in turn, could cause consumers to
be more cost-conscious in their use of services. But, of course, policy
proposals along those lines have been rejected repeatedly over the
course of the last decade.

Other ways to control costs include expenditure limits, that is,
prospective budgets for hospitals; expenditure targets for physi-
cians; and caps on overall national spending. While such limits
could substantially reduce the rate of increase in health spending
they would involve major changes in the existing health care sys-
tem. Furthermore, to be effective, expenditure limits must be ap-
plied comprehensively. Otherwise, providers could increase prices
and the volume of services for unaffected groups in order to main-
tain their revenues,

The CHAIRMAN. Sir, if you would summarize your comments.

Dr. REISCHAUER. All right.

The CHAIRMAN, We have had your testimony and have had a
chance to get into it. We will have it submitted for the vecord. If
you would sumr -arize it, then we will get to the questions, please.

Dr. REISCHAUER. All right. All of the cost control strategies that
I have just mentioned are contained in one or another of the legis-
lative proposals that are before the Congress. As a result, the Con-
gressional Budget Office (CBO) is required to provide estimates of
those cost containment strategies and how effective they would be.

In so doing, I should emphasize we take into account that provid-
ers can increase volume in order to recover lost revenues—and can
increase prices if their volumes are restricted. We also take into
consideration the fact that policies extending to all consumers and
payers are likely to have a greater effect than those imposed on
just part of the market. And we include in our estimates the real-
ization that the various voluntary types of restraints are likely to
prove rather ineffective unless they are also accompanied by very
strong incentives.

Let me leave you with a bottom line, which is an unfortunate one
but nonetheless true. Effective control over costs will probably re-
quire rather extensive government involvement in our private
health-care markets; ang that intervention will adversely affect
some aspects of our current system that we all regard as desirable.
That is the unfortunate set of tradeoffs we are going to face over
the next few years as we try to reform the system to improve ac-
cess while limiting Federal expenditures and private expenditures.
Thank you, Mr. Chairman.

The CHAIRMAN. Well, you lead me to a question right there, then.
Give me a couple of examples of how you think it would adversely
affect, as you stated, some of those things that we value in the
present system?

Dr. REISCHAUER. Right now we have a tremendous amount of
choice as consumers.
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The CHAIRMAN. Choice one of them. All right.

Dr. REISCHAUER. We have a choice over the insurance policy we
have, over the providers that we choose to go to, and over alter-
native treatments.

The CHAIRMAN. Right.

Dr. REISCHAUER. It is likely that choice would have to be re-
strained.

The CHAIRMAN. That is a major one. All right. What is your sec-
ond one? '

Dr. REISCHAUER. The second one would be that the pace at which
new technology is developed and disseminated would probably have
to slow down.

The CHAIRMAN. Well, those are meritorious concerns. Now, let
me ask you to give me a little more detail on the tax subsidy ap-
proach, or play-or-pay.

There are still some individuals, as I look at this table in your
statement who would be uninsured. On the tax subsidy, you say &
to 7 percent, and on pay-or-play, 1 to 3 percent. Who are these in-
dividuals, and how would they ultimately be covered?

Dr. REISCHAUER. Under the tax subsidy approach—and the illus-
tration is the President’s proposal—there would be currently uncov-
ered individuals who, when offered a tax subsidy or a tax deduc-
tion, would not regard that as a sufficient incentive to purchase
private insurance because the subsidy was so small relative to the
cost of insurance.

Insurance is extremely expensive, as you know. We are talking
about $3,600, $4,000 for a family. And a family that had an income
above the tax entry point—let us say 145 percent of the entry
point—would be receiving a relatively small tax nubsidf’ relative to
the cost of insurance. If the members of that family felt they were
healthy, or if they had other pressing needs, they might decide not
to purchase insurance As you know, there are pzople with rel-
atively high incomes in this country right now who choose not to
buy health insurance.

The CHAIRMAN. Well, let us get to the question, then, of on a sin-
gle-payer system. You said the results there would vary some to
the extent that private health insurance was brought into i1t. Can
you give me some examples as to how that has worked or not
worked in other countries?

Dr. REISCHAUER. The issue here is the extent to which you allow
private insurance to develop, to pick up either the payments or
services, not fully covered by public insurance. A prime example
would be the Medigap policies that we have in this country. To the
extent that those policies exist, they reduce the consumer’s sen-
sitivity to prices and lead to larger overall expenditures.

The particular single-payer plan we costed out would preclude
any types of insurance that covered the deductibles or coinsurance
on covered items; in other words, private health insurance could
only cover services that were not covered by the public plan. And
the public plan in our illustrative example is a relatively basic one.
It would leave such services as dental care and eye care out of the
equation, so the consumer might buy a supplemental policy to
cover those.
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By and large, supplementary insurance plays a very limited role
in other countries. There is some in the Canadian system, I know.

The CHAIRMAN. Well, then, tell me this. The single-payer ap-
proach, as I understand it, you tell me would not ‘ncrease the costs
of national health spendil}lg. Let me put it that way.

Dr. REISCHAUER. Yes. That is the particular variant we costed
out.

The CHAIRMAN. All right. But, then why would the other ap-
proaches add 2 to 3 percent to increased spending? Why would that
not happen under the single-payer?

Dr. REISCHAUER. It does not happen in the single-payer plan that
we costed out because, first, we applied basically the Medicare re-
imbursement to all insurance methodology, with some adjustments,
for hospital services and physician services. Of course, Medicare
rates tend to be below what private insurance is now paying, so
there would be a reduction in costs. The provider serving people
now covered by private insurance policies would be reimbursed at
lower rates.

Second, we have built some administrative savings, although the
ones in this calculation are a lot smaller than those you have read
about in other studies.

The CHAIRMAN. Thank you. Senator Packwood.

Senator PACKwoob. Dr. Reischauer, about a year ago you testi-
fied before this committee. Correct me if I am wrong, but you indi-
cated, absent any change of law, in your judgment, total health
care expenditures in this country woulg go from 13 to about 20 per-
cent of GNP. And I cannot remember if you said by 1996, or the
turn of the century.

Dr. REISCHAUER. It was 20 percent of the Federal hudget, I
think, by 1997. We are just completing a baseline set of estimates
on where we think national health spending will go if there are no
reforms to the system. It will be an alternative set of projections
to those that the Health Care Financing Administration (HCFA)
has produced. And it should be ready within a month or two.

Senator PACKwooD. I am not trying to criticize or cross examine
you.

Dr. REISCHAUER. I understand.

-Senator PACKwWoOD. But I could swear you talked about GNP and
not a percent of the Federal budget. I can go back and get it. I
thought it was GNP.

Dr. REISCHAUER. I might have. But if I did at that time, I was
simply repeating the estimates that HCFA had put out.

Senator PAcKwoobD. All right. Now, let ‘me ask you another. On
single payer, when we go home, the bill that the single-payer advo-
cates are pushing is the Russo bill, and that is the one they men-
tion all the time.

And, in his bill, he wipes out all- health insurance. And he as-
sumes that all medical expenses are going to be paid by the Fed-
eral Government. He uses the Canadian example and he says you
will never see a bill when you go to the doctor’s office, and the gov-
ernment is billed.

And, therefore, you have no private health expenditures in this
country. They are all going to be government, and they are all
going to be Federal Government.
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Health spending in the United States last year was $809 billion,
I think, not counting long-term care. I may be off on that.

Dr. REISCHAUER. I think that counts everything, including gov-
ernment research.

Senator PACKWoOOD. Yes, that is correct. Although the research
is a relatively modest part of that whole figure. But the Russo bill
would have all of that transferred to the Federal Government, if 1
read his bill correctly.

Given that, because when you mentioned a single-payer system
and an increase of about 34 percent in costs, that is the Federal
Government’s cost going from roughly, as I figured, about $210 or
$220 to maybe $310 or $330.

But if you are talking about the Russo bill, you are talking about
the Federal share going to the $809 billion, and paying for every-
thing from dollar one, and presuming no increase in utilization.

If that is the bill we are going to on single-payer, then would you
have any suggestions as to how that would conceivably be fi-
nanced?

I realize employers are no longer going to pay health insurance,
and the States will not have obligations that they now have. But
the Federal Government would have a whale of an obligation. As
I figure, it would take about a 28-percent payroll tax, if we did it
by a payroll tax.

Dr. REISCHAUER. Obviously, with a plan such as the one you
have just described, we would either have to substantially reduce
spending on other government programs, or substantially raise gov-
grnmlent revenues. CBO has not analyzed the Liusso plan in any

etail.

I would just add that I think there are few, if any, countries in
which all health care spending goes through the public sector. In
the Canadian system, I believe, individuals are responsible for pre-
scription drugs, and if they want a private room, they have to pay
extra. Various out-of-pocket expenses are part of the system. Some
of the Canadian provinces have been lobbying to include some coin-
surance in their plans.

Senator PAcKwooD. Well, the reason, Doctor, I emphasize this,
is I do not want to go out of here and say, well, gee. I heard Dr.
Reischauer say that we could go to a single-payer system and the
increase would only be 34 percent of the Federal cost. You very
clearly qualified that in your statement about how much of that is
going to be picked up by private insurance.

But 1 am taking the Russo bill, because I have spent enough
time with it now to know what he is advocating, and he means a
total Federal take-over of all health expenditures in this country,
public and private, including State expenditures.

In which case, you are talking about an iinmense increase in
Federal spending. I realize that it will be offset by other spending,
but, in that case, I simply want to know who is going to pay for
that increase in Federal spending.

Is it a payroll tax of 28 percent, is it an increase in the corporate
tax? And I did not want anybody to take your statement away and
say, well, he says we can do a single-payer system for infinitely
less. It is a question of what you put in the system.
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Dr. REISC4AUER. That is quite true. I also pointed out that in the
system we have costed out here, there would not only be some
things covered out-of-pocket with coinsurance and deductibles and
some not covered at all, there would also be a substantial reduction
in the revenue stream for some providers.

Senator PACKwoopD. All right. I thank the Chair.

The CHAIRMAN. Thank you. Senator Durenberger.

Senator DURENBERGER. Mr. Chairman, thank you. Boh, 1 would
ask you just one basic question. I talked yesterday with Nancy
Johnson, from Connecticut, and I think you have had experience
with her at Ways and Means, talking about how to estimate sav-
ings.

And I think one of the great frustrations we all have around here
is we get debited for the amounts we spend and we do not get cred-
ited for the amount that that spending will save.

And if we try to go down sort of a productivity improvement
route, whether it is within Health America, or it is within a single-
payer system, or it is within another kind of a system.

And we try to get rid of a lot of insurance companies, we try to
go towards community rating, we try to do Alain Enthoven’s pro-
gram, or something like that. We end up in some way coordinating
or meanaging care and reducing costs from it.

We need a little help, a little encouragement from the estimating
system. As I recall, Nancy had encouraged you to either take a look
at a community or to take a look at some group of HMO’s where
they were involved, or not necessarily just the HMO’s.

How have you approached that issue, and would you mind shar-
ing with us what you experience as some of your potential difficul-
ties, and, hopefully, some opportunities?

Dr. REISCHAUER. The real problem here is one of comprehensive-
ness. The record of the last 16 or so years has shown that we can
put controls or incentives on one part of the health care market.
Tunose controls can appear to be quite effective for a firm or a spe-
cific group of patients. But, the health care market is like a bal-
loon: when costs are squeezed in one area, they pop out somewhere
else. The providers have an ability to respond to the constraints
that are placed on them. Therefore, unless the incentives or con-
straints are comprehensive, unless they cover more or less the
whole marketplace, they are likely to be rather ineffective.

We are continually faced with the problem of an individual mem-
ber or a committee saying, look at XYZ Company and how effective
it has been at holding down medical costs. At the same time, in the
metropolitan area in which XYZ is located, costs have been going
u]p at exactly the same rate as before. We have a wonderful exam-
ple from Federal experience during the 1980’s. During the last half
of the 1980's, we rather successfully held down the rate of growth
of Medicare spending.

Senator DURENBERGER. Right.

Dr. REISCHAUER. At the same time, national health expenditures
rose a little faster—if anything—than they had risen in the first
half of the 1980’s. In other words, whatever success was achieved
from a Federal budgetary standpoint was, in a sense, taken out of
the pockets of people who paid premiums for private insurance.
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Senator DURENBERGER. Yes. And I ghare that. I mean, we have
controlled the hospital costs with DRG's, and all the business went
out-patient, and the price went up.

I also share with you the notion that this is an all-or-nothin,
proposition. You do it all. If you stop half way, the market will kil
you. I mean, that is the wonderful thing about a marketplace that
will always find some way to make it if, in fact, you do not make
it appropriately function. :

But, within your own response, you gave us samples of the sdrt
of sub-cultures, if you will, where following a certain set of courses
you do end up with savings. ' .

Dr. REISCHAUER. Yes.

Senator DURENRERGER. You could come to certain companies,
you can go into certain communities in this country where they fol-
lowed a certain set of more comprehensive principles.

Dr. REISCBAUER. Bui we have to keep our eye on another thing:
whether we are producing a once-and-for-all drop in spending or af-
fecting the rate of growth of spending.

Senator DURENBERGER. Perfect. Right.

Dr. REISCHAUER. Many of these control measures are somewhat
effective - at ratcheting down spending by 6 percent, 3 percent,
whatever.

Senator DURENBERGER. Right.

Dr. REISCHAUER. But they do not do much to affect the rate of
growth of spending. So, it is a little like saying, we will just ignore
the next 4 months worth of increases in health care costs. But, we
wigoessentially be right where we would have been in the year
2000.

Senator DURENBERGER. Yes. And that is such an important dis-
tinction, because so much of the debate ignores the distinction be-
tween what you might call dynamic productivity which gets better,
and better, and better all the time i1n terms of improving quality
and cost reduction, and sort of static, which is the one-time saving
of going to a uniform billing system or something like that.

The CHAIRMAN. Thank you. Senator Chafee.

Senator CHAFEE. Thank you, Mr. Chairman. Doctor, I think it is
clear that the United States spends more per capita than any other
nation on health care.

Also, I think it is true that all industrial nations, regardless of
their system of health care payments, are experiencing very steep
increases in costs.

I have before me—and I do not know whether you have done any
separate studies on this—a chart put out by the OECD.

And the comparison shows that between 1970 and 1989, health
care expenditures in Canada, which, of course, has a single-payer
system, went up at an average of 12.2 percent per year. Over that
same period, the United States went up 11.7 percent per year.

Now, we have heard a good deal about the single-payer system,
but this would seem to indicate that it does not, by 1itself, guaran-
tee a restraint on growth in spending.

True, the Canadian system starts at a lower base per capita ex-
penditure. But my point is that Canada, with its single-payer sys-
tem, has gone up at a greater rate of increase per capita than the
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United States. Do you have any comments on that? Have you done
any separate studies?

Dr. REISCHAUER. I agree with you completely that, as I said in
my oral statement, what controls the rate of growth of costs in any
gystem is a set of very difficult decisions that have to be made in
several areas: the prices that are going to be paid the providers,
the utilization of services, the rate at which we are going to allow
technology to improve, angd the rate at which we are going to dis-
tribute that technology. Right now we have basically an uncon-
strained system. You could also have a single-payer plan that was
relatively unconstrained.

In a single-payer system, particularly, these are political dem-
sions. The government would have to decide how fast these
changes that increase costs were going to be allowed to occur.

Senator CHAFEE. Well, I think that is very important testimony,
because some suggest that somehow we could have more for less,
and the charts do not indicate that.

Do you agree with the assessment that not only are there no sim-
gle solutions, but socioeconomic concerns such as poverty, or alco-

olism, or substance abuse, or even the prevalence of gunshot
wounds can affect these statistics, regardless of how the health
care system is structured?

Dr. REISCHAUER. 1 agree. It certainly has been argued that the
lifestyle of Americans causes their health expenditures to be higher
than those of certain other countries.

Senator CHAFEE. Now, I am not sure that I understood your an-
swer to Senator Packwood. If you look at your chart, you will see
that the Federal Government expenditures go up 34 percent under
the single-payer public plan.

But you did not indicate how that would be payed for. The money
has got to come out of taxes somewhere, i.e., taxes on individuals
or business. Am I correct in that?

Dr. REISCHAUER. Not quite correct, because over the last decade
we found a third way—increased deficits. |Laughter.]

Senator CHAFEE. Well, all right. That has a lot of appeal in the
Senate. [Laughter.]

Dr. REISCHAUER. Not to me or my children.

Senator CHAFEE. Well, I do not {)elieve it appeals to any of your
children, Let me ask you a quick question. If you assume cost shar-
ing requirements under a single-payer approach, have you made
any adjustments for increases in utilization in your calculations?

Dr. REISCHAUER. CBO does have cost sharing in this plan, so
that was not part of this estimate. We do have a methodology that
would increase utilization if there were no cost sharing.

Senator CHAFEE. I see.

Dr. REISCHAUER. So, if we were asked to price out a plan that
had no cost sharing in it, we would have a higher set of numbers.

Senator CHAFEE. In your single-payer plan you assume cost shar-

ing?

n%r. REISCHAUER. Yes.
Senator CHAFEE. Thank you.
The CHAIRMAN. Thank you, Senator Chafee.
Senator Baucus.

/
)
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Senator BAaucus. Thank you, Mr. Chairman. I would like to com-
ment on Senator Chafee’s point about a single payer system, imply-
ing that we can’t have more health care without spending more
money.

I would just like to explore that, and suggest that that is not
true. Let me just explore that for a moment, playing Devil's Advo-
cate here.

I would sugsest that under a single-payer system we can have
more for less. Because of much lower administrative costs.

And there has been no talk, so far, about the hassle factor that
patients go through with hassling from their doctors, or the hos-
pital, or the hassle factor that doctors go through with Medicare
and HCFA, the intermediary, or whatnot.

And there is the GAO study that says there are dramatic admin-
istrative savings under a single-payer system.

I am just pointing out that under a single-payer system, theoreti-
cally there would be significant savings with reduction of adminis-
trative costs.

Dr. REISCHAUER. I think there would be administrative savings
in the tens of billions of dollars. I do not think they would be any-
where close to $100 billion.

Senator Baucus. GAO said about $60-$70 billion. You are saying
tens of billions, but not hundreds of billions.

Dr. REISCHAUER. Yes.

Senator Baucus. All right. Second, is it not true we get a little
more for less in the sense that under a single-payer system with
global budgeting, for hospitals and other providers, that we would
cut down on a lot of duplicative and unnecessary capital equip-
ment. ‘

I am talking about the next generation of high-tech diagnostic
equipment; for example, PET scans. And we have got our CAT
scans, we have got our MRI's, and so forth. There are some who
suggest that there is little clinical value in PET scans. I mean,
there is some research value, but little clinical value. Those things
cost several million doliars, and each hospital has got to keep up
with the Jones’ and have its PET scan now, and so forth.

I mean, under a single-payer system with global budgeting, there
would be a way to reduce costs in the sense that it would cut down
on the unnecessary equipment, at least doctors I talk to tell me,
that really is not needed 1n a lot of cases.

But they order it because it is there and their patients want it,
and it is easier for a doctor to say, all right, fill cut a form and
order the test than it is to go the patient and say, we really do not
need it, and so forth. So, is there not a savings there?

Dr. REISCHAUER. There could be savings in that area, but those
same savings could be realized right now under controls on the dif-
fusion of capital-intensive technology.

Serator BAucus. But they do not exist today, do they?

Dr. REISCHAUER. They do not exist.

Senator Baucus. I guess what I am really getting at is, even
though it is true in answer to Senator Chafee or Senator Duren-
berger’s question that there may or may not be savings under a
single-payer system of some kind-—not necessarily Congressman
Russo’s system, but, on the other hand, certainly compared to the
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present system—it is theoretically much easier to get control on
costs because under a single-payer system there is an entity, the
single-payer, whether it is public or private, making the decisions
up front as to what the expenditures will be.

Dr. REISCHAUER. Yes. That is what I said in my testimony. I
think that is correct.

Senator Baucus. Well, do you not think, as a general principle,
it makes sense for us to try to find some system which does provide
more assurance of reasonable cost controls, and also more account-
ability so we know who it is who is making these decisions.

Dr. REISCHAUER. Are you asking if it makes sense to endorse a
single-payer system?

Senator Baucus. Well, I am not necessarily saying a sinvle-
payer.

Dr. REISCHAUFER. We have to consider the wadeoffs that the
Chairman raised: limiting consumer choice, limiting a number of
desirable aspects of the existing system.

Senator Baucus. Well, let me get at that a minute. Are we really
limiting consumer choice? For example, in some countries, in Can-
ada I know this is the case, the patient can choose whatever doctor
he wants. And it is fee-for-service, too. But the patient can choose
whatever doctor he wants.

Now, it is true that there is dramatic reduction in insurance.
But, to play Devil's Advocate, one could ask, what is the need for
insurance under a system where, when you are sick, you walk into
the doctor’s office, you walk in the hospital, the doctor or hospital
bills the appropriate single-payer and the bill is paid. There is no
need for insurance. So, it sort of begs the question of-

Dr. REISCHAUER. But in a lot of these systems where you can
choose your primary care physician, he or sge is a gatekeeper who
determines where you can go after that.

Senator Baucus. That is correct.

Dr. REISCHAURR. T, the U.S. system, I can decide I have some-
thing wrong with 22 and go to a doctor:

Senator Bat'~us. ! see my time is up. I appreciate that. I under-
stand that and I agree with you, but my time is up. But the basic
point is this.

Dr. REISCHAUER. Your time is up. [Laughter.]

Senator Baucus. This is the basic point. Then my time is up.

Dr. REISCHAUER. I think my time was up.

Senator Baucus. Well, the Chairman 1s looking at me. I think
mine is about up, too. [Laughter.]

But, essentially, with the Chairinan’s indulgence here, even
though there is a limit on choice, does th2 question not ultimately
come down to, is there too much chuice? And does it not make
sense that ultimately we need a system where, in exchange for
more assured high quality health care, we are probably, as Ameri-
cans, going to have to have a trade off of a little less choice?

Dr. REISCHAUER. That is correct.

The CHAIRMAN. Dr. Reischauer, we would be dehghted to take
your statement for the record.

Dr. REISCHAUER. Thank you.

The CHAIRMAN, Senator Grassley.
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Senator GRASSLEY. I would like to get some reason for the dif-
ference of opinion between you and a study by the Urban Institute.

You make clear in your statement that if pay-or-play is Qassed,
employers who do not now offer health insurance might if taere is
some additional regulation.

The Urban Institute did a study for the Labor Department. It
concluded that large numbers of workers now covered by employer
insurance might be shifted into the State-level public system if
plasy—or-pay were implemented.

0, could you comment on if there is an honest difference in opin-
ion here and what it is attributable to?

Dr. REISCHAUER. I am not sure how much of a difference there
is. We are in the process of examining that. What I want to make
clear to everyone Kere is that these are particular examples of the
three approaches. They are not identical to bills now before the
Congress. The play-or-pay proposal in table 1 provides a much less
Eenerous plan than the Majority Leader’s bill. The illustration is

ased on a fairly bare-bones plan. So, that plan would certainly be
less attractive to many employers who now offer insurance.

It is also clear that the Urban Institute used a different data
source than did CBO to make its estimate. We really do not have
very good data for analyzing play-or-pay plans. Everybody respon-
sible for doing so is patching together various pieces of information
to come up with their estimates.

What we are trying to do is compare the effect of the Urban In-
stitute’s data base to the one we are using and see how much of
the difference between our conclusions is attributable solely to dif-
ferent data bases—both of which are undoubtedly wrong.

Senator GRASSLEY. Well, when you get that done, highlight it for
me, would you?

Dr. REISCHAUER. I would be glad to.

Senator GRASSLEY. Because I do not want to miss it. This is a
pretty basic question that has to be answered.

Dr. REISCHAUER. Right.

Senator GRASSLEY. I would like to turn to another question about
expenditure limits. Apart from the obvious consequence that we
would hold down spending for health care, what other primary con-
sequences for health care systems would there be if we were to
adopt State-wide expenditure limits?

I am particularly curious about what will happen if we restrict
what providers get for providing services by expenditure limits, but
do nothing to control their input cost. Will the results be similar
to what rent controls do for the deterioration of housing. Is there
going to be a reduction of quality?

Dr. RErSCHAUER. I think the answer is, it is inevitable that tech-
nological progress would not proceed as rapidly, and there would
be a slower diffusion of new techniques. You might question wheth-
er that necessarily correlates perfectly with quality.

Right now, we develop new machines and new techniques but
only years later—if then—do we examine them and decide whether
they are really producing better results. And we rarely make a sec-
ond calculation: are the better results worth the additional costs
associated with them?
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So, I think it is very difficult to judge the extent to which true
quality would be reduced under a strict system of controls com-
ared with our existing system. But I think the direction of change
18 as you have suggested—although your other witnesses might dis-
agree with that.

Senator GRAssSLEY. Well, in the first sentence of your response,
you do see a correlation between quality and technology. Is that not
what you were saying?

Dr. REISCHAUER. Yes. I would not argue with that.

Senator GRASSLEY. So, if you are going to have less technology,
{zouha?re going to have less quality. I think you concluded that.

ight?

%r. REISCHAUER. But there is also a question of what we do
about negative advances, that is, changes we make in the belief
that we are moving forward and then discover—10 years later—
that that was not really the case.

Senator GRASSLEY. All right. Thank you, Mr. Chairman. I might
have a question I want to submit in wnting.

The CHAIRMAN. Yes, of course.

[The questions appear in the appendix.]

Senator MITCHELL. Dr. Reischauer, table 1 of your testimony is
entitled, “A Comparison of Estimated Effects of Illustrative Ways
to Increase Insurance Coverage.” You have stated in response to

uestions that those were illustrative and did not represent an ef-
ort by you to analyze specific legislation. Is that correct?

Dr. REISCHAUER. That is correct.

Senator MITCHELL. Indeed, at page 4 of your statement, you said,
“Thelignpact of any proposal would depend on the details of the pro-
posal.

And with respect to play-or-pay, you identified three such factors
as the contribution rate required of employers and employees to
participate in a public plan, the treatment of part-time workers,
and new regulations of the small group insurance market. Is that
correct? .

Dr. REISCHAUER. Yes.

Senator MITCHELL. And at page 12 of your testimony, you set
forth the assumptions with respect to this illustrative model, and
two of those three assumptions are different from the provisions of
S. 1227, the legislation which I have introduced. Is that correct?

Dr. REISCHAUER. That is correct.

Senator MITCHELL. All right. So, this does not purport to be an
analysis of that legislation. fs that correct?

Dr. REISCHAUER. Yes. I thought I made that very clear. In no
wag was it an analysis of legislation.

enator MITCHELL. Right. Now, it is unclear on its face, and un-
clear to me, how you arrived at some of the figures in the table.
It is complex, so I am not going to ask you to respond orally now.
But I ask you to submit in writing, if 1t is not otherwise covered
in detail in your statement, particularly with respect to the cat-
egory on the table entitled, “Initial Percentage Change in Spending
for Health.”

You have, under Tax Subsidies and Market Reforms, a 2-percent
increase nationwide, Federal Government outlay increases of 8 per-
cent, and tax expenditure increases of 39 percent.
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In the next column under play-or-pay, you have for the same
three categories 3 percent, 17 percent, and 9 percent. And, yet, in
both of them you have an identical total of 15 percent.

And I wish you would explain to us how those three completely
different sets of numbers could produce precisely the same increase
in total health expenditures.

There may well be, and there probably is, an obvious expla-
nation. But 1t is not obvious on its fgce. And I wish you would sub-
mit to us a detailed statement in that regard.

Dr. REISCHAUER. I would be glad to.

[The answers appear in the appendix.]

Dr. REISCHAUER. The total ﬂealth expenditure numbers of 15
percent are total health expenditures by the Federal Government.
And, of course, outlays and tax expenditures under the baseline are
of different size, and we are multiplying them by different percents.
It happens thai the results are equal. But, for the record, I will
provide you with the explanation.

Senator MITCHELL. So, the nationwide increase of 2 and 3 per-
cent i8 not relevant to the total of 15 percent.

Dr. REISCHAUER. Correct.

Senator MITCHELL. And what you are saying is that an outlay in-
crease of eight percent and a tax expenditure increase of 39 percent
produces the same result as 17 and 9 percent.

Dr. REISCHAUER. Correct.

Senator MITCHELL. Well, it will be interesting to see how that
works out. Because I guess this proves what everybody has said,
that this is a complex problem. [Laughter.]

Dr. REISCHAUER. Yes. Tax expenditures are relatively small com-
pared with Federal outlays for health.

Senator MITCHELL. Yes. All right. Now, I would like to address
the question posed by Senator Grassley when he referrcd to the
Urban Institute study.

First, I think it should be clear for the record that the author of
that study dencunced the administration’s use of the study as in-
consistent with what the study actually said, and a distoriion of
the study’s results. That should be on the record, because that was
clear and publicly reported.

Now, it is true, is it not, that the number of employees who
would be shifted to the public plan would depend upon a number
of factors, and especially the rate at which the alternative payroll
tax was set. Is that correct?

Dr. REISCHAUER. That is correct.

Senator MrrcHELL. Right. And, therefore, anyone assuming a
certain number of employees would be shifted, would necessarily
have to first assume a certain level of payroll tax in order to make
that calculation. Is that correct?

Dr. REiISCHAUFRR. That is correct.

Senator MITCHELL. And is it not also correct that in the legisla-
tion that we have introduced, S. 1227, no specific payroll tax is set
forth, but rather, that decision is left to the Secretary of Health
and Human Services following a lengthy process of inquiry and
evaluation to determine what the appropriate rate would be.

Dr. REISCHAUER. That is correct.
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" Senator MITCHELL. All right. Mr. Chairman, I have a number of

other questions, but I see my time ie up. I would like to submit
them in writing to Dr. Reischauer.

The CHAIRMAN. Yes, of course. That will be done.

Senator MITCHELL. I look forward to your response on the table.
Thank you, Dr. Reischauer.

[The questions appear in the appendix.]

The CHAIRMAN. Senator Breaux.

Senator BREAUX. Thank you, Mr. Chairman. And thank you, Dr.
Reischauer, for being with us. It is a very detailed paper, and we
apf)reciat.e your presenting it to us.

t seems to me that there is a great deal of misconception abhout
health care, the issues, and the problem, and what causes the costs
to be as high as they are among the general public, which makes
our job much more d};fﬁcult because there is no consensus to what
even the problem is by the general public.

It is interesting, in the study that is going to be presented later
on, that most Americans over-estimate greatly their own contribu-
tion to their health costs.

The study points out that many Americans believe that their out-
of-pocket costs account for as much as 70—-80 percent of their health
costs that they have to bear, when the opposite is really true; that
government and employers are picking up 70-80 percent and the
individual is picking up somewhere between 20-30 percent.

And then, when you ask most Americans, what is the real reason
for health care costs being as high as they are, the overwhelming
majority of Americans think it is waste, and fraud, and abuse, sort
of like the Ross Perot solution to everything: get rid of that, and
you solve the problem.

It makes our job much more difficult, because there is a tremen-
dous amount of confusicn. It is interesting that the survey also in-
dicates that many people are for national health insurance, they
just want to keep the national government out of it.

So, we have got some real education to do with the general pub-
lic, I think, in the serre of trying to get us on the same track. The
point I want to raise with you, I have become more and more inter-
ested and concerned, really, about lack of discipline among consum-
ers of health care services in this country.

I have the feeling that as more and more third parties pay for
the cost of the services, either the employer, the government, Medi-
care, Medicaid, or insurance, that there is not a great deal of dis-
cipline in how individuals consume health care in this country. And
you talked about it on page 20, I think.

And one of your thoughts, it seems, was strategies that would
raise the out-of-pocket costs of health care for consumers are predi-
cated on the assumption that consumers would be more cost-con-
scious if they paid more. I would like you to elaborate on that.

Are there studies or information out there that indicated that if
consumers did bear more of a burden of the costs initially and up
front, they would be better consumers, they would shop right for
health services in this country?

Dr. REISCHAUER. The evidence—a lot of which comes from the
health insurance experiments we have run over the course of the
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last decade—indicates that consumers are relatively insensitive to
price changes.

Senator BREAUX. Under the current system.

Dr. REISCHAUER. Under the current system. When consumers are
faced with paying a higher portion of the bill, they generally avoid
the initial visit to the doctor. But once they are in the doctor’s
hands, they tend to abrogate responsibility for making these deci-
sions and instead take the advice of the expert, the doctor. In a
sense, therefore, there is a reduction in the use of initial services
when the price rises to the consumer but very little impact on sec-
ondary services. What that tends to do is cause low-income people
those under budget constraints, to avoid going to the doctor an
perhaps avoid the preventive care that many of you are most con-
cerned about their receiving.

There is also another simple issue here: it is terribly hard to
know exactly what you are going to be charged for any particular
‘medical service. In the first place, the provider by and large has
very little idea what the visit, the tests, the procedures are all

oing to amount to. In the second place, the provider has very little
1dea what fraction of that is going to be paid by the patient’s insur-
ance.

So, unless you are something of a mathematician and an insur-
ance expert, it is very difficult for you to know, when visiting the
doctor or undergoing a certain procedure, exactly what price you
are going to be faced with in the end. And that price, after all, af-
fects your behavior.

Senator BREAUX. Let me ask a question. You mentioned in that
same page about the use of flexible spending accounts.

Dr. REISCHAUER. Yes.

Senator BREAUX. What are your general thoughts, if you have
any, on medical IRA type of approaches that would be employer
contributions to an employee that he or she would use to pay, say,
the first $2,000 of medical expenses, if that account would inure to
the benefit of the patient if, in fact, all of it was not used?

Dr. REISCHAUER. Are you talking about flexible spending ac-
counts in which individuals can reduce their salary, say, and pro-
vide a pool of resources that they can then use to defray out-of-
pocket expenditures? I think, by and large, that increases health
spending very significantly.

Senator BREAUX. We do not have the time. That is not the con-
cept. We will have to talk about it. Maybe I can submit something
in writing to you about it.

[The questions appear in the appendix.]

The CHAIRMAN. Thank you. Senator Danforth.

Senator Danforth. Dr. Reischauer, right now, according to your
paper,dthere are some 33 percent of the American public that is un-
insured.

Dr. REISCHAUER. Thirty-three million.

Senator DANFORTH. I am sorry; 33 million.

Dr. REISCHAUER. Yes. That was in 1989, which is the year of the
data underlying these estimates.

Senator DANFORTH. All right. And then there were various pro-
posals for covering those 33 million people. That is what we are
talking about; what is the cost of covering them?
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Now, what happens to these 33 million people right now if they
do get sick? Do they just get sick and nobody does anything, or
they do get treated, do they not?

Dr. REISCHAUER. They get some treatment. The more serious
their problem, the more likely it is to be ireated. But the evidence
suggests that they use probably about half as many medical serv-
ices as the insured population uses.

Use differs for doctor visits and hospital visits, but the effect is
greater for hospital visits, many of which are of an emergency na-
ture. And the expenditures that result are picked up by the rest
of the population through higher taxes, higher premium payments,
and other methods.

Senator DANFORTH. But if we were to cover them with insurance,
there would be a net increase in the cost of health care in the coun-
try. Is that correct?

Dr. REISCHAUER. They would consume more health care than
they do now, and we have included in our calculations a rough dou-
bling of their consumption.

Senator DANFORTH. And that is what this chart indicates, that
there is going to be more health care provided, and, therefore, the
cost is going to be higher.

Dr. REISCHAUER. Correct.

Senator DANFORTH. And when you say the cost goes up nation-
wide 2 percent for a tax subsidy program, 3 percent nationwide for
a play-or-pay program, that is all sources of paying for it, govern-
ment and non-government. Is that right?

Dr. REISCHAUER. That is total national health expenditures

Senator DANFORTH. Total national health.

Dr. REISCHAUER [continuing]. Would rise by about that amount.

Senator DANFORTH. All right.

Dr. REISCHAUER. That is for particular variants of these plans.

Senator DANFORTH. I understand that. But what you are saying
now is that the total amount of gross national product that is
consumed by health care, say, projected for, let us say, 1995, would
be about what, do you know? I mean, without these charts, without
universal coverage, just under the present system?

| Pause.}

Senator DANFORTH. Pick a year that you do know. Maybe this
year.

Dr. REISCHAUER. The amount is about $700 billion this year.

Senator DANFORTH. Which would be what percent of GNP?

Dr. REISCHAUER. It is projected to be 14 percent this year. Of
course, one reason is that the gross national product (GNP) has not
grown very much during the past year.

Senator DANFORTH. All right. So, it is about 14 percent of GNP
this year that is consumed by health care. And what you are saying
is that if we move toward universal coverage, then that would be
increased to what?

Dr. REISCHAUER. That depends on how one moves toward univer-
sal coverage. If you took the single-payer plan—the particular vari-
ant that is costed out on table 1—it would be unchanged.

Senator DANFORTH. All right.
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Dr. REISCHAUER. I should add one other thing about table 1.
These nationwide expenditure increases are increases before any
major cost control effort went into effect. '

Senator DANFORTH. I understand. All I am trying to do is to say"
it is my understanding of your point that if we move toward uni-
versal coverage, that costs us something.

Dr. REISCHAUER. If we move to it under the particular tax sub-
sidy or play-or-pay variants that are in this table, it would cost us
something.

Senator DANFORTH. All right. And what it would cost would be
an increase of 2 to 3 percent in the cost of health care, and that
would translate into some increased percentage of GNP spent on
health care, would it not?

Dr. REIsCHAUER. Right. But if we are spending $700 billion in
the current year, a 2-percent increase would be $14 billion more.

Senator DANFORTH. $14 billion more. All right. Now, that is an
annual increase. And, of course, every year it provides the base for
future increases. It is compounded, correct?

Dr. REISCHAUER. Correct.

Senator DANFORTH. Yes. Now, I will just ask you one more ques-
tion. Do you know of any case where market incentives or an effort
to provide competition in health care has had the desired effect of
reducing the cost of health care or holding the cost of health care
down?

[Pause.]

Senator DANFORTH. I take it from your testimony that you are
leery of using market incentive systems for the reason that the
consumer of health care is going to depend more on his physician
than on market incentives.

Dr. REISCHAUER. If the incentives were extremely powerful—for
example, if everybody faced 50 percent coinsurance—one would get
a substantial reduction in health care utilization. I have no ques-
tion about that. I do question whether that would be desirable,
whether the resulting reduction would eliminate the procedures
you think are least essential.

Senator DANFORTH. Let me just ask you, is it——

The CHAIRMAN. Senator, if you would, wrap it up, because we
have gone long beyond our time limit.

Senator DANFORTH. I will wrap it up. It is fair to say, is it not,
that we are barking up the wrong tree if we are looking at market
incentives as the way to keep the costs down?

Dr. REISCHAUER. Alain Enthoven, I think, weuld argue that we
have not tried competition and that there are frameworks in which
it could make a substantial impact on holding down costs. I think
the jury is still out on that.

te CHAIRMAN. Thank you very much, gentlemen. Senator Pryor.

Senator PRYOR. Thank you, Mr. Chairman. Dr. Reischauer, 1
have a new chart here that I want you to look at it. Now, for the
first quarter of 1992, the CPI increased by 1 percent but the cost
of prescription drugs, increased by 3 percent.

o, the drug companies are continuing to push their prices up-
ward at a rate of three times the cost of inflation. There is no other
country in the world, no other country, m exception, where the cost

58-769 - 92 - 2
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of prescription drugs is rising at the same rate of inflation as in
the United States.

Now, these are American-made drugs. They are sold overseas for
40, 50, 60 percent less than they are sold here. Do you have anyone
looking at this issue, or do you have any recommendations to us
for dealing with this 1ssue? :

Dr. REISCHAUER. We are not looking at that issue at this time.

Senator PRYOR. Well, the reason I think we should look at this
issue is because 5 million elderly Americans today are having to
choose between the food they purchase or the prescription drugs
they purchase. For three out of four elderly Americans today, the
number one out-of-pocket health costs is prescription drugs.

And there is no end in sight. Evidently, the market approach
thet I assume most of us would like to work is.not working. Do you
agree that the market approach is not working in dealing with the
cost of prescription drugs?

Dr. REISCHAUER. There is no question that there are problems.
We could help make the market work better if we devoted more re-
sources to evaluating the effectiveness of various drugs—as well as
various other medical procedures—and then followed through with
those evaluations and saw to it that insurance companies or the
government refused to pay for the drugs that are less cost effective
than others.

Senator PRYOR. All right. Do you have anyone in your office
working on this question as to the effectiveness or lack of effective-
ness—of the research and development tax breaks, or the section
936 tax break bonanza, or the cost/benefit ratios of all of these tax

~incentives we give to the drug industry to find the cure for cancer,
AIDS, and other diseases? Is anyone looking at this?

Dr. REISCHAUER. No. We have a rather limited staff and a rather
broad mandate.

Senator PRYOR. I am not trying to embarrass you, I am just try-
ing to find out for myself.

Dr. REISCHAUER. I am not embarrassed.

Senator PRYOR. Fine. A moment ago, our good friend, Senator
Chafee, asked a question relative to some comparative costs in the
Canadian system. I would like to state that I am not necessarily
an advocate of the Canadian system.

The Canadians, however, did something about prescription drug
costs that I think we should all find of interest. The drug compa-
nies say that if the government does anything about containing
drug prices, then they are not going to increase their spending on
or do anything about research.

However, in 1987 the Caaadians established a Price Review
Board, and they forced the drug companies—our drug companies,
mind you—to come before thatlgboard in Canada, and justify how
much they are going to increase drug prices. Since that board was
established, we have seen a 6-percent increase, 8-percent increase,
8.8-percent increase, 10-percent increase in 1996, in spending by
manufactures in Canada for research on new drugs.

So, I think that the so-called hoard is not doing anything to deter
further research by the drug companies, and I hope 1t is something
that we may look at in the future.
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I would only add—that I was somewhat surprised to see that
now 73 percent of the American people, according to the Kaiser
survey, now are supportinf the government setting of the costs of
the prices for prescription drugs.

And I might add that 69 percent Republicans say set the price;
77 percent of Democrats. So, I think that is enlightening by itself.
Thank you, sir. Mr. Chairman, thank you.

.['Iihe prepared statement of Senator Pryor appears in the appen-

X.

Dr. REISCHAUER. Thank you, sir.

The CHAIRMAN. Senator Daschle.

Senator DascHLE. Thank you, Mr. Chairman. Dr. Reischauer, I
did not have an opportunity to hear your statement, but 1 appre-
ciate very much the contri“.:ution you have made to the hearing.
And, having looked through it, I can see that a good deal of very
hialpful research has gone into a comparison of the various propos-
als.

With deference, I would say, there is one kind of a plan that you
may not have addressed, and I have not had a chance to look at
it completely.

But some of us feel that there is a hybrid between play-or-pay
and a single payer, which we call a State-based plan, that has a
lot of the advantages that you see in both play-or-pay and single-
payer plans.

And, so, I would hope that as we begin comparing the different
models, a State-based plan also would be laid side-by-side with the
other approaches that are being considered.

Prior to the question I want to ask with regard to the efficacy
of the various models, I'd like to ask you, when 1t comes to cost con-
tainment, is there one mechanism that, in your view, is clearly the
best for containing costs?

Dr. REISCHAUER. No, there is not. I think you are making a set
of—

Senator DASCHLE. So, in terms of efficacy there is no advantage
of one mechanisi over another?

Dr. REISCHAUER. If the only dimension we were considering at is,
could this procedure control costs?

Senator %ASCHLE. That is what I am asking.

Dr. REISCHAUER. But there is a trade-off here.

Senator DASCHLE. Yes, I know, there are tradeoffs; obviously
there are a lot of other considerations. But in the absence of any
other consideration except efficacy in cost containment, what would
you recommend as the most efficient cost containment mechanism?

Dr. REISCHAUER. I would not call it my recommendation. But cer-
tainly, if we had a uniform set of prices combined with utilization
control, I believe that would prove to be the most effective.

Senator DASCHLE. Uniform set of prices combined with
utilization——

Dr. REISCHAUER. Reviews.

Senator DASCHLE. So, I am still asking you which model?

Dr. REISCHAUER. That controls volume responses by providers.

Senator DASCHLE. Right. So, in other words, a global budget is
probably the most effective way of containing costs. Is that right?
Dr. REISCHAUER. Well, that is not global buﬁgeting.
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Senator DASCHLE. I realize there are tradeoffs.

Dr. REISCHAUER. That is not global budgeting. And, in a sense,
global budgeting and a lot of the mechanisms we are talking about
are rather empty unless you say exactly how they would work.

Senator DASCHLE. Exactly.

Dr. REISCHAUER. And if you asked me, would global budgeting—
giving each hospital only half of what it is spending now—be eflec-
tive, the answer is, yes, it would be effective. Hospital expenditures
would only be half of what they are now.

Senator DASCHLE. So, your answer is——

Dr. REISCHAUER. But we would be a very unhappy set of Ameri-
cans as a result.

Senator DASCHLE. Are you unsure, then, which is the most effi-
cient model in terms of cost control only?

Dr. REISCHAUER. What I am basicalf; saying is I do not think it
is a very interesting question to ask.

Senator DASCHLE. Well, I am sorry you do not find it interesting.
[Laughter.]

I wish you would let me be the judge of that. But that was not
a very interesting answer, frankly. [Laughter.]

: Dr. REISCHAUER. It might have been interesting; it was not po-
ite. :

Senator DASCHIE. So, you choose not to answer it.

Dr. REISCHAUER. I choose not to answer that.

Senator DASCHLE. All right. That is an interesting comment for
a witness who claims to be an expert. [Laughter.]

But, in any case, let me go on. When we talk about cost contain-
ment, another area that we really do not get into to my satisfaction
is the issue of allocation. I do not think the onl, velevant question
is how much we spend, it is what we spend it on that seems to
drive so many of the costs.

Costs are influenced by several factors: paperwork; it is influ-
enced by the fact that we access our system at the most expensive
end of health care delivery; defensive medicine; overutilization, in
some cases, of technology.

But, could you elaborate, to the extent you feel comfortable doin%
80, on allocation of resources and how that weighs into the overal
cost equation?

Dr. REISCHAUER. I think most experts would agree that there is
a misallocation of resources in at least these senses: that we have
too many specialists and not enough primary-care physicians in
this country and that Americans, as you say, after access the medi-
cal system at & more expensive level than need be.

I think it is also clear that we have an excessive amount of cap-
ital invested in this industry. I mean, we have too many MRI's,
CAT scanners, empty hospital beds, and capital. We could run our
system considerably more efficiently.

Because of our multi-payer, mixed public/private system, a tre-
mendous amount of paperwork goes on in the insurance companies
and in the doctors’ offices. Substantial savings could be realized at
that level as well.

Senator DASCHLE. Thank you. Thank you, Mr. Chairman.

The CHAIRMAN. Gentlemen, we have gone far beyond what we
anticipated timing-wise here in the questioning of Dr. Reischauer.
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I know there are many other questions you would like to ask, but
we also have some excellent witnesses that you can ask those gques-
tions of. Dr. Reischauer, we are very pleased to have you. Thank
you very much.
Our next panel consists of Prof. Karen Davis, who is chairman
of the department of health policy and management, School of Hy-
iene and Public Health, Johns Hopkins University; Professor
nthoven, who is with the Graduate School of Business, Stanford
Universify, and is a professor of public and private management;
Prof. Mark Pauly, who is chairman of the health care systems de-
Bartment, the Wharton School, University of Pennsylvania; Prof.
aul Starr, professor of sociology, Princeton University. Professor
Davis, if you would proceed.

STATEMENT OF KAREN DAVIS, Ph.D., PROFESSOR AND CHAIR-
MAN, DEPARTMENT OF HEALTH POLICY AND MANAGEMENT,
SCHOOL OF HYGIENE AND PUBLIC HEALTH, THE JOHNS
HOPKINS UNIVERSITY, BALTIMORE, MD

Professor Davis. Thank you, Mr. Chairman, and members of the
committee. I would be harpy to enter my statement for the record,
and I would like to just highlight some points in the appendix of
my statement in charts that are containaf):here.

The two major problems that we have talked about today that
face the U.S. health care system are the absence of universal cov-
erage and rising health care costs.

ere are 34 million Americans who have no health insurance
coverage. The majority of those uninsured Americans are working.
Two-thirds are working full time; another 13 percent are working
part time. Only 20 percent are out of the work force, either unem-
ployed, early retirees, or people who are disabled and not yet cov-
ered by Medicare.

About half of the working uninsured work in small firms; are ei-
ther self-employed or work in firms with fewer than 25 employees.
Most of the uninsured are not, in fact, poor—only about 29 percent
are poor—but they have modest incomes. Only about 40 percent
have incomes over twice the poverty level.

However, even for Americans with insurance, inadequate bene-
fits and limitations on coverage also can lead to high costs. Among

eople with individual insurance, they pay 40 percent of their

ealth care expenses directly out-of-pocket. We have heard a lot
today about the problem of health care costs. In 1990, we spent 12
percent of our GgP on health care.

My own estimates are, if we continue at historical rates, that will
increase to 21 percent by the year 2000. On a per capita sense, we
are spending agout $2,700 per person in 1990 on health care.

By the year 2000, that will be $7,000 per person. That is not ad-
justed for inflation, so maybe by the year 2000 that will not seem
iike a lot. But I think you see the very dramatic increases.

As a percent of earninﬁs of workers who are currently spending
about 11 percent of workers’ earnings on health benefity, that is

rojected to increase to 23 percent by the year 2000. We have

eard today that the United States spends more on health care
than any other country, at 12.4 percent of GDP, versus 9 percent
for Canada and 8 percent for Germany.
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On a per capita basis, Canada spends 43 percent less than the
United States on health care; the U.S. spending is twice that of
Germany; and, in Japan, it is 131 percent of the Japanese per cap-
ita expenditures.

That is, in large part, because other countries have a more sys-
tematic approach to cost control, a large role for government in set-
ting prices, and overall budgets for health care.

It 15 also because administrative costs are substantially higher in
our system. In individual insurance policies, administrative costs
are 40 percent of benefits, compared with 1 percent in Canada of
administrative costs as a percent of the total, or, in our own Medi-
czfiire program, where administrative costs are only 2 percent of ben-
efits.

As has been mentioned today, President Bush has proposed an
outline but no legislative proposal yet to use tax credits and mar-
ket reform.

As Dr. Reischauer pointed out, that is unlikely to provide univer-
sal health insurance coverage, nor will it guarantee adequate bene-
fits because the tax credits and deductions that are in the Presi-
dent’s plan are well below the average cost today of group health
insurance for a family of $5,000.

There are three major comprehensive plans that have been pro-
posed as alternatives. Employment-based coverage: I would split
two types of public plans; one that I call a Medicare-for-all plan,
which would take the current Medicare program, perhaps improve
preventive services, but cover the entire population.

And what Dr. Reischauer described more closely resembles the
Medicare-for-all, because his illustrative plan had cost-sharing
deductibles.

The other type of public plan is a single-payer plan with com-
prehensive benefits, no cost-sharing, more on the Canadian model.

My own estimates are, if we were to stay with the current sys-
tem, we would have about 60 percent of the population covered
under employer-based plans, under an employeJ-)based comprehen-
sive reform, about 65 percent of U.S. population would be under
private employer coverage.

The rest of the population would be covered under public plans,
and, obviously, under the public plans, 100 percent of the popu-
lation would receive their coverage.

I weuld like to focus a bit on éhart Seven in the appendix of my
statement, which, unlike Dr. Reischauer’s table 1, gives you a look
over time.

Dr. Reischauer's table 1 is a static kind of first-year effect. It
does not look at the eflect of cost controls over time when you get
cumulative savings.

We could reduce total spending in the year 2000 from $2 trillion
to $1.6 trillion if we adopt a plan that phased in expenditure limits
starting at GNP plus 4 percent, gradually reduce that to a rate of
growth of GNP——

The CHAIRMAN. Let me interrupt. You said 7. Did you mean
chart 17?7

Professor DAVIS. Seventeen, yes.

The CHAIRMAN. Seventeen.
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Professor DAVIS. Looking at projected national health expendi-
tures out to the year 2000. If we had just phased-in cost controls
on expenditure limits eventually tied to the rate of growth of GNP,
we could reduce that to $1.6 trillion. Or, if we introduced limits
tied to GNP immediately, we could hold it to $1.3 trillion.

Any of these three approaches—the Canadian-type plan, an em-
ployment-based plan-—could achieve either modest or substantial
savings of that amount so that total health spending by the year
2000 will be substantially less than it would be under our current
system, and Federal spending would be even less under the em-
ployment-based option than under the current system. We would
get substantial savings.

The CHAIRMAN. I am sorry to limit you this much;~but we will
get back to you and we will be probing on some of the statements.

Professor DAvIS. Surely.

The CHAIRMAN. You will get a further chance to make your

oints.
P Professor DAvis. Thank you. I would be happy to answer any
questions.

[The prepared statement of Professor Davis appears in the ap-
pendix.]

The CHAIRMAN. Professor Enthoven.

STATEMENT OF ALAIN C. ENTHOVEN, Ph.D.,, MARRINER 8. EC-
CLES PROFESSOR OF PUBLIC AND PRIVATE MANAGEMENT,
GRADUATE SCHOOL OF BUSINESS, STANFORD UNIVERSITY,
STANFORD, CA

Professor ENTHOVEN. Mr. Chairman, I would like to summarize
brieﬂg four key ideas and then I will submit my statement for the
record.

The first, is that there is a great deal that can be done to im-
prove health care quality and to cut costs drastically by appro-
priately motivated, comprehensive, integrated health cave financing
and delivery systems that cannot be done by the disorganized, tra-
ditivnal solo or single-specialty group, fee-for-service, third-party
payment system that predominates today.

Integrated financing and delivery systems can do a lot to address
many of the problems that have been addressed here, such as over-
capitalized hospitals and under-capitalized ambulatory care facili-
ties. There are too many specialists, not enough primary care, and
the like. An integrated system of financing and delivery—hospital,
doctor, and so forth—can attract the loyalty, commitment, and re-
spunsible participation of doctors and avoid the costly adversary re-
lationship between doctors and payers created by fee-for-service; it
can align the incentives of doctors and the interests of patients in
high-quality comprehensive care; it can select the numbers and
types of doctors that are needed for the population served and get
the correct specialty balance; it can allocate resources efficiently
across the total spectrum of care.

In brief, we have to get the basic organization and incentives
right if we want to have an effective solution to our problems of
health care cost, quality, and access.

Secondly, what we must do is to move forward as fast as we can
to such a syst2m, based on competing, publicly accountable inte-
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grated health care systems with providers at risk for resource use
so that they will be rewarded for finding and adopting less costly
ways to care for patients.

To date, so-called competition of integrated financing and deliv-
ery systems has not ameliorated all of our cost problems because,
basically, in this country we have not tried price competition.

There is a lot of misunderstanding and misinformation on this
point, but the plain fact is that, with few exceptions, we have not
tried price competition in this country.

Most employers structure their health benefit offerings in such a
way that they contribute substantially more on behalf of people
who choose the more costly rather than the less costly system, and
the tax laws reinforce that.

At Stanford, if I were to belong to the most expensive of the
plans we offer instead of to the HMO I chose, then the tax laws
would be in there subsidizing, paying, in effect, 40 percent of the
extra costs.

In other words, you could say demand is not very elastic, because
if my HMO tries to cut price and pass that savings through to me,
it gets filtered through the tax laws which greatly reduces the in-
centive for me to choose the economical plan. :

Third, the small employment group market is not working. It is
simply ridiculous ever to have thought that we could have a suc-
cessful health insurance system based on small employment
groups. These groups—I am thinking of groups less than 100—are
too small to spread risk, to small to aclueve economies of scale in
administration, and too small to offer individual plan choice down
at the individual level in order to create a competitive system.

As a model of how to do it right, I would offer the California Pub-
lic Employees Retirement System, whose advisory council I Chair,
where we provide health benefits to 800,000 people, both California
State employees, retirees, and dependents, and also the employees,
retirees, and dependents of about 800 other public agencies, includ-
ing very small public employers.

e offer them a multiple choice that includes 21 HMO’s and 5
PPO’s. And we achieve great economies of scale in administration,
we give all those people, including people in small employment
groups, the efficiencies of being in a large and competitive employ-
ment group.

I refer to the idea as a health insurance purchasing cooperative
and I think that if we had all small employment groups and self-
employed buying through large competitive health insurance pur-
chasing cooperatives we could greatly improve the effictency and
competitiveness of those arrangements.

Finally, if we were to do that, I helieve we could see steps to uni-
versal health insurance, which I believe is a compellin% necessitfz
in this country to get everybody covered by a good quality health
care program.

If we had health care purchasing cooEeratives, then we could
limit tax-free employer contributions to the price of the low-priced

lan in the market area where each person lives so everybody could
ﬁave tax-free the low-priced plan, but if they chose something that
cost more, they would be required to pay the extra cost with their
own money.
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Then we could use those purchasing cooperatives as a vehicle for
the public sector to sronsor the participation of otherwise
unsponsored people into health insurance into the same choice of
competing, private, organized health care systems that serves the
rest of us. There, in brief, is a vision of a market-driven, competi-
tive model of universal health insurance. .

[The prepared statement of Professor Enthoven appears in the
appendix.]

The CHAIRMAN. Professor Pauly.

STATEMENT OF MARK V. PAULY, Ph.D.,, BENDHEIM PROFES-
SOR AND CHAIRMAN, HEALTH CARE SYSTEMS DEPART-
MENT, THE WHARTON SCHOOL, UNIVERSITY OF PENN-
SYLVANIA, PHILADELPHIA, PA

Professor PAULY. I am pleased, Mr. Chairman, to be able to dis-
cuss with the committee the impact of health reform proposals on
the rate of growth of medical spending. Let me make a few sum-
mary points. No one would defend the growth rates produced by
the current system, but the key question is how to lower the
growth rates to appropriate levels, neither too high, nor too low.

There is, in my view, no painless way of doing this. I have an
up-to-date dentist, and he afways tells me what I think we need
to tell the American people: this is going to pinch a little bit. And
this is going to pinch a little bit.

Medical spending has been growing in excess of general inflation
for two reasons. One, because the wages of people who work in the
health care sector grows faster than wages and prices in general,
anld, second, because we adopt more costly but beneficial new tech-
nology.

I do not think that the United States, in contrast to some other
countries sometimes presented as ideal models, will want to put
the burden of cutting growth on raises for medical workers. That
leaves the solution to the probicm of cost growth dependent on our
ability to control the form and the extent of the rate of growth of
medtcal technology.

This simple proposition immediately disqualifies as remedies for
long-term cost growth a number of popular suggestions Cutting in-
surer administrative costs; raising consumer cost-sharing; pushing
more people into HMO’s; or using preventive care to improve
health all may lower the level of medical spending, but there is no
evidence and fittle conceptual reason to believe that they will lower
the rate of growth in that spending year after year.

Cut costs by 10 percent, say, by using this year's favorite solu-
tion, single-payer, and save on administrative costs. That will help
irfx‘ 1993.hlf we implement it at that time, we would have a zero rate
o owth.

ut, if technology keeps doing what it has been doing by 1994,
we would be back at double-digit levels. And administrative costs
of insurance have nothing to do directly with the rate of growth of
technology.

I believe that the most important thing for the government to do
to cut the growth of medical spending is to stop doing something
it does now that causes that growth to be excessive.
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I am referring here to the current unlimited open-ended exclu-
sion from income and payroll taxation of that portion of a worker’s
health insurance premium that the employer pays directly.

This inequitable and inefficient subsidy raises the cost of medical
care by shielding consumers, whether directly or indirectly through
the benefits managers of firms, from the true cost of the f;ealth in-
surance that they are buying.

An alternative solution, one that I think will continue to achieve
the objectives of the tax exclusions but without the distortion is to
reYlace the tax exclusion with a set of closed-end, refundable, fixed-
dollar, tax subsidies toward the mandatory purchase of basic cov-
erage.

Once you do that, once you make the price that faces buyers
truly reflective of the cost of different health insurance plans they
may purchase, then, supplemented with good information to buyers
about the value of benefits and provided with advice from benefit
specialists, eml;m)loyees and groups can be counted on to make rea-
sonably good choices among health plans.

In such a setting, whatever the rate of growth of health spending
turns out to be will be the right rate of growth. If buyers prefer
plans that delay the introduction of costly technology because their
premiums will grow less slowly, cost growth will be slowed.

If there are some costs and innovations that are so beneficial
that buyers do not want to wait for them and are willing to pay
higher premiums, then the rate of growth in spending will be high-
er, but that will be cause for cheer rather than concern.

It will still be the right rate of growth of cost, and one that per-
mits different rates for different consumers, depending on how they
value new medical advances compared to other things.

Along with some colleagues, I proposed a market-based reform
program we call Responsible National Health Insurance. In con-
trast to the regressively financed play-or-pay schemes, our program
is progressive in incidence, attentive to consumer choice, and re-
places the open-ended tax exclusion with a system of tax credits
that will benefit most Americans, even before medical cost savings
are taken into account.

Regardless of which sort of reforiu one favors, one ghould obvi-
ously avoid throwing gasoline on a fire one is trying to extinguish.

A key ingredient 1in avoiding this action, and a key ingredient in
any reform proposal, should be the removal of the loophole that
vowerfully stimulates inappropriate cost growth.

The CHAIRMAN, Thank you.

[’I(‘i]}e prepared statement of Professor Pauly appears in the ap-
pendix.]

The CHAIRMAN. Thank you.

Dr. Starr.

STATEMENT OF PAUL STARR, Ph.D., PROFESSOR OF
SOCIOLOGY . PRINCETON UNIVERSITY, PRINCETON, NJ

Dr. StarRR. Thank you, Mr. Chairman. I am one of those who
supports national health insurance, not as a way to spend more
money on health care, but because it will enable the Nation to
spend less and to avoid many of the damaging economic side effects
of our present health insurance system, including: job lock, which
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prevents people from moving to other jobs where they could be
more productive; welfare lock, which keeps people on welfare be-
cause the low paying jobs typically availavle to them do not carry
any health benefits; and the increased strife between labor and
management that now focuses on health benefits.

This morning we heard Dr. Reischauer talk about the incremen-
tal cost of universal coverage and whether it would be between zero
and 3 percent of current health expenditures. But, of course, each
year our health expenditures are rising far faster than that.

I think that only underlines, really, the central reality here, that
a universal health insurance program can be far more important
as a way of gaining leverage over the health care system and
changing its underlying incentives and organization, and that this
factor far outweighs the additional costs entailed by covering the
uninsured.

1 think the argument for moving out of an employment-baszed
health insurance system to a citizenship-based insurance system
has been blocked by the perception that if we did so, we would
have to move to a federally-financed, single-payer arrangement.

But there is another option. Sexator Daschle was alluding to a
State-based system. Dr. Enthoven 18 here today to talk, I presume,
about a framework of competing private plans, which could be a
framework under the umbrella of universal health insurance.

In the State of California, the Insurance Commissioner, John
Garamendi, has presented a very interesting and promising pro-
posal for a universal insurance system that is based on competing
plans and that does not require national financing.

And I really want to urge all of you today to consider this alter-
native approach which is not on the table, which was not listed
when many of you summarized many of the different options at the
Federal level.

Let me emphasize some of the ar%uments for moving out of an
employment-based system. We usually hear about the questions of
access. An employment-based system does create gaps, discontinu-
ities, and inequities in coverage and cost.

But there i1s the additional reason that the employment-based
system is not good at controlling health care costs. Employers do
not have the instruments, they do not have the knowledge, and
they actually do not really have the incentive to become good, effec-
tive, countervailing forces in the health care market. Moreover,
small employers are very poorly equipped to become effective
agents at controlling costs.

Third, the more we talk about moving to managed care and other
forms of health insurance that are intrusive, that begin to interfere
in choice, the more 1 think we ought to ask ourselves as to whether
employers should be doing this.

Why should your employer be managing your health care? My
employer does not manage anything else about my life, my hous-
ing, food. Why should employers be managing health care? I do not
think they should.

Employers also do not derive any real benefit from serving as the
intermed’i'aries. They have become entangled in this system and it
would be in their interest to extricate themselves from it.
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So, we need to think about moving out of the system, putting an
end, saying it is time for them to give up this role of being
intermediaries. But, as I say, there are other alternatives besides
moving to a single-payer system.

The ultimate objective of systemic reform, as I see it, is really to
reach deep inside the process of health care and to change the way
everyone concerned—doctors, patients, managers—thinks about the
decisions they face.

At She core of the problem are the practice styles of physicians,
governing their everyday choices about when to order tests, hos-
pitalization, surgery, further visits.

Reform works best when it promotes a high quality, but conserv-
ative practice style; conservative in the sense of conserving re-
sources. -

Today, all too often, doctors take uncertainty as grounds fo
treatment, even aggressive therapy with high risks.

But how to create a more conservative practice style? That kind
of radical change in orientation will not spring up naturally. It will
not spring up just by changing the malpractice laws. There are es-
sentially, I think, two strategies to bring about, to induce that kind
of a shift in practice patterns.

One strategy calls for budgetary control from the center, and the
other for competitive orgamizations generating decentralized cost
sensitivity. Now, almost everybody emphasizes the ideological dif-
ferences between those approaches, but they actually have a lot in
common.

Both strategies involve the creation of effective countervailing
forces against the health care system’s internal tendencies towar
expansion. I can address in more detail later how that works.

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

The CHAIRMAN. Well, I certainly agree that the market system
does not seem to be working.

Dr. Enthoven, it looks like you have an ally in Dr. Starr, here.
I am surprised by the situation where he is talking about a single-
aner and he seems to find common ground with you in the possi-

ility of managed competition, by setting up several HMO’s, per-
haps, under a single authority. I would like for you to develop that
a little more for me.

I see Dr. Starr is talking about eliminating employer-based
health insurance and replacing that with a central authority that
will promote the managed competition, as I understand it.

WEO would you think would be in charge? Would you have a sin-
gle, central authority administering that, setting up that kind of
competition?

Professor ENTHOVEN. Well, let me just say that Dr. Starr and 1
have spoken by phone a couple of times in the past week or so, and
I think there is a good deal of common ground; a feeling that some-
how we have to achieve countervailing power. Now we have a very
well-financed, well-organized array of provider organizations, insur-
ance companies, and so forth on the supply side of this industry,
and, on the demand side there is weakness, fragmentation, lack of
information. Employers have certainly not done a decent job of buy-
ing health care in tgis counttry. They are not motivated, they do not



39

have the tools. So, how do we get there {rom here? Again, let me
come back to PERS, if I may.

The CHAIRMAN. All right.

Professor ENTHOVEN. Here, we have for public employees in Cali-
fornifl a kind of broker agency that a~is as the sponsor for 800,000
people.

What PERS does is to set the rules, which includes that if you
participate, you take all comers, you serve them for the whole year,
you charge the same price for everybody in the system. That used
to be called communiiy rating.

You meet our standard of our benefit package, and so forth; con-
tinuity of coverage, no cherry-picking, allpthese rules of good behav-
ior. And the health plans that participate contract with PERS and
they are offered in an annual open enrollment.

I*?'ow, it used to be that one huge defect in the system was that
we did not have enough consumer price sensitivity, but in the past
year that has been changed and now the State contributes a fixed
dollar amount. So, if an employee chooses a more expensive health
plan, he has to pay the difference in price.

One of the big advantages is that this has gotten away from
some of the overpowering disadvantages of the employment-based
system because we are managing it on a larger scale with a profes-
sionally competent staff. We run PERS for $4 million a year, which
is $b per person, per year.

You are concerned about administrative costs in small employ-
ment groups. We run this for $56 per person, per year. There is a
good deal of choice there. We have 21 HMO’s and 6 Preferred Pro-
vider Insurance schemes. So, any reasonable choice that somebody
might have is likely to be represented there.

But there is, now, financial responsibility. That is, if you choose
a more expensive plan, you pay for it yourself. And, therefore, what
PERS has brought about, even with its inadequate price sensitivity
in the past, is 1t has brought about a very rapid transformation
from the cost-ineftfective fee-for-service plans to the HMO’s. More
and more, the HMOS, especially the more cost-effective ones, are
gaining in market share.

In fact, our traditional indemnitfy glans had to drop out a few
years ago. The same thing at Stanford. We do not offer traditional
indemnity insurance anymore. We only offer HMO’s and PPO’s be-
cause the other things cannot stand the competition.

The CHAIRMAN. Let me ask, from a tax standpoint, would you
&}xt a limit on what you would give in the way of a tax deduction?

ould you have a basic package? Did I understand that? Would
you have your deduction up to that point, perhaps, and above that
you would lose it? Or how would you work that?

Professor ENTHOVEN. Well, the idea is, you could have, from your
employer, tax-free the price of the low priced plan meeting defined
Federal standards.

And, by the way, here, I am talking about a model in which—
in PERS or at Stanford—these are mostly HMO's, in which case we
are talking about quite comprehenrive benefit packages. The people
in the system are well-covered.

Then, what I would recommend from a tax point of view is to
say, you can have tax-free from your employer tﬁe price of the low-
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priced plan. Anything above that, you pay with your own net after-
tax dollars. And that is very important to establish to create price
elasticity of demand, price responsiveness to demand.

The CHAIRMAN. It also provides a source of revenue to try to pay
for some of these pecple who are not covered at all.

Frofessor ENTHOVEN. Right. Definitely. It would provide $10-$15
billion a year. Richard Kronick and I published in the New Eng-
land Journal a few years ago a proposal along these lines, and CBO
kindly estimated for us that a limit like this would save $12 billion
a year, which we proposed to be one of the main financing sources
for buying access for those who are now uninsured.

The CHAIRMAN. All right. Senator Packwood.

Senator PACKWOOD. 1 do not have any questions right now. I may
when the panel is done.

The CHAIRMAN. All right. Senator Durenberger.

Senator DURENBERGER. Mr. Chairman, thank you. Ladies and
gentlemen, thank you very much for your testimony.

Let me try an example of naticma{ health insurance and let me
try it on you, Paul, and get other people to react. Ron Pollack has
this great story he tells about when Claude Pepper died, went to
heaven, and he asked the Lord, will we ever get national health in-
surance in the United States, and the Lord says, I have got good
news and bad news. The good news is, yes, and the bad news is,
not in my lifetime. {Laughter.}

But I think Paul is probably on the right track. And let me just
try an example on you and we will see what we are talking about.

If we talk about a national or universal health insurance system
as providing equal access to superior quality care for all Americans
via universal coverage of financial risk, the way we would do it is
everybody in the country would be required to own a health plan.
We commonly call these health insurance now, but we can debate
what they are. Let us call them a health plan. It would have a set
of basic benefits in it, and a stop loss feature to protect, in some
way, on financial risk.

The price would be allocated across the population, in some way
approximately community rating, in order to get the price kind of
right and more affordable.

But, then, given the fact that 95 percent of the people in this
country probably still could not afford that plan, we would then
have to go to subsidize the access to that plan for a lot of people.

So, let us assume we took that on as a national responsibilit
and we reform our current tax policies, which, next year, will
produce $132 billion in Federal tax spending just for the emf)loyer-
paid portion of it; and our social insurance policies, so that low-in-
come people will have a portion of their premiums paid based on
their income; and we restructure Medicare so that 1t is only one
plan, not three, and it has a way to access long-term cace. Would
that meet your definition of national health insurance?

Dr. STARR. Well, unfortunately, if there is not an organization
out there that is able to manage this competition among the alter-
native plans, the plans will seek to enroll the healthiest people.
They will seek what is the easiest strategy to keep their costs
down, which is not to have sick people among their enrollees.
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So, you need an agent out there able to combat that opportunistic
strategy which they will naturally follow, and competition will
drive them to follow it. So, I do not think you can do without a gov-
erning authority in the market.

In the Garamendi plan, these are health insurance purchasing
corporations. They resemble entities that Professor Enthoven has
described before.

And, in addition, I think you have the further problem that in
some parts of the country, the model of competition simply does not
fit. You have disperse populations where you will be lucky if there
is one provider, much less competing groups of providers.

Senator DURENBERGER. All right. Anyone else want to comment?

Professor ENTHOVEN. 1 would just agree with Professor Starr
that the whole issue of risk selection is important, and that is why
I think we have to envisage the agency that is running this as an
intelligent, active agent that is watching what is going on.

And one of the first things that should be done is to standardize
the benefit package, because that is a great tool for selecting risks,
as we see in the mismanaged Federal Employees Health Benefits
Program, for example.

And, secondly, we need to put in a set of risk adjustments where
the relative medical needs of the population groups enrolled in the
different groups are measured, and them compensatory payments
are made from the low-risk to the high-risk in order to demotivate
risk selection, to take the benefit of risk selection out of it from the
point of view of the health plan.

Senator DURENBERGER. You have all been here for more than a
couple of hours, and I think you can tell by the questions being
asked here that there is not a lot of confidence in the current mar-
ketplace in health care, that it has not always demonstrated its ef-
fectiveness.

But, let me just posit this question to you. Many of the com-
prehensive reforms get to some kind of productivity. I call it static
Eroductivity, the one-time savings, whether it is $10 billion, $20

illion, whatever it is, in admimstrative savings. You can go to a
single-payer system and you can eliminate various things.

But I would posit to you that none of them can give us ongoing,

~dynamic_preductivity or savings because they do not depend for
their success on changing the behavier of anybody in the system,
whether it is health plans, or insurance companies, or employers,
if we still had them, or people, or doctors, or hospitals, or anybody
else. Is that o fair statement?

‘Professor ENTHOVEN. No, I do not think that-is right at all. I
think that in an appropriately structured competitive environment,
that the successfug integrated health care financing and delivery
plans would be the ones that motivated the conservative practice
that Professor Starr is talking about, and that effectively imple-
mented continuous quality improvement, which would be dynamic
productivity. And I believe that there are large opportunities for
that kind of productivity improvement.

In fact, at Stanford Business School now, I teach a course on
Total Quality Management in Medical Care, and my students are
involved in these proiscts. And it is very impressive, the gains that
can be achieved, vnat are just out theve waiting to be achieved.
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Just to give you an example, last spring one of my students was
in a project in Stanford Hospital, the assignment of which was, re-
duoeksthe turn-around time for pap smears, which is now 4 to 6
weeks.

They analyzed the whole thing in the appropriate Deming sort
of way; they went through all the right steps that, until recently
had never happened over there or in any other hospital in America,
and they cut the turn around time down to 2 to 3 days, without
any increase in resources, just by getting everybody in the process
together, doing a process flow diagram, taking measurements about
where were the bottle-necks, and so forth. They were applying the
same kind of techniques that we associate with Honda and flew-
lett-Packard, and they work.

I do believe that there is real scope for dynamic productivity im-
provement if you can get the incentives right so that the survivors
m this competition are the ones that figure out how to do that as
a way of life. ‘

Senator DURENBERGER. Thank you.

The CHAIRMAN. Senator Chafee.

Senator CHAFEE. Thank you, Mr. Chairman. Dr. Davis, in your
summary, you state that health care expenditures in the U.S. have
risen to 12.4 percent of gross domestic product and are out-pacing
other industrialized nations.

We previously looked at some charts from the OECD that point-
ed out that per capita health care expenditures in Canada are ris-
ing at a more rapid rate than in the United States.

I think the point follows up on what Senator Durenberger said,
that you realize initial savings in a single-payer system in terms

of reduced administrative costs; but somehow-we ha ot-to infuse™ —

into the system some responsibility, some individual benefit from
holding down the costs, wEr)u'ch is what Dr. Enthoven is discussing.

Can you briefly point out where you got your figures from, where
you say we are out-pacing other industrialized nations’ rate of in-
crease, not in dollars, but in percent?

Professor Davis. Yes. I also rely on OECD data, and I was listen-
ing with interest to your exchange with Dr. Reischauer. I think it
is inappropriate to lock at the rate of growth of per capita expendi-
tures and compare that across countries.

Take two countries: one doubles prices or real wages over a 10-
year period, the other has a 50 percent increase in prices and real
wages over a 10-year period.

And, in Country A, health expenditures double, in County B,
health expenditures go up by 50 percent. The health system is not
better controlled in éountry B, it is just that prices and real wages
in that country are not going up.

The right way to think about this js health spending relative to
the GNP or the Gross Domestic Product. And, if you look at that,
over the 1980’s, Canada was flat as a percent of GNP; the United
States was increasing.

And, if you take my figures in Chart 10, in 1990, using OECD
data, Canada, on a per capita basis, spent $1,80; the United States
spent $2,600 per capita. So, it is fallacious to look at per capita
trends in spending when you do not adjust for inflation trends, and
wages, and rough GNP.
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Senator CHAFEE. Thank you. I am very short of time here. I will
review your figures. It seemed to me, from the prior testimony of
Dr. Reischauer, what he was saying, is that ultimately somebody
has got to make some tough decisions.

Politicians have to make tough decisions. There can be tough de-
cisions made under the existing system if somebody wants to ste
up, for instance, and cut down on the amount of equipment avail-
agle for everybody using Certificates of Need.

But, for instance, under Dr. Enthoven's proposal, everybody is
not goinito be terribly happy. A GM worker is not going to be very
happy who currently has all his health care benefits as a tax-free
fringe benefit, ]})layirg no taxes on them.

Let us say that GM is paying $6,000 per family for a married
worker. Under your system, that might well be cut back.

Professor ENTHOVEN. He would get membership in Health Alh-
ance Plan in Detroit tax free, and that is the best quality medical
care in Detroit.

Senator CHAFEE. Right. And that may well be——

Professor ENTHOVEN. He would not choose the other one if he
had to pay for it.

Senator CHAFEE. That is right. He might get the $4,000 program,
but he would not be getting the $6,000 program tax free.

Professor ENTHOVEN. Right.

Senator CHAFEE. So, there are tough decisions that have to be
made under this approach.

Professor ENTHOVEN. Yes. Right.

Senator CHAFEE. And everybody better recognize that.

Professor ENTHOVEN. Yes.

Senator CHAFEE. For example, under the national health insur-
ance program, it might well be that the benefit package would not
be as generous, Dr. Pauly, as what some workers are currently get-
ting.

Pgrofessor PauLy. For some people, sure.

Senator CHAFEE. For some people.

Professor PAuLY. The main consequence is likely to be, at least
initially, not so much foregoing services, as finding them less con-
venient: having to travel further, having to wait a little bit longer,
and so forth. But there will be some reduction in well-being of some
people, no doubt.

Senator CHAFEE. That is right. And the payoff is that some oth-
ers will be doing better.

Professor PAULY. Some will be doing better, and there may be
payoff to those individuals, too. The care is less convenient, but
they save a lot of money. And that is the reward that even the auto
worker in Detroit may respond to if we remove the tax distortion
so that he can pocket 100 percent of the savings.

On the other hand, as Alain suggests, if he is willing to spend
the extra $2,000 out of after-tax earnings to get care on demand,
it does not hurt anybody else.

Senator CHAFEE. Dr. Enthoven, how has your system worked in
California as far as the rate of increases tf’:at your providers are
having to ask for?

Professor ENTHOVEN. All right. The crucial thing, Senator, is my
system has not been tried in the sense that price sensitivity, hav-
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ing to pay the extra cost out of net after-tax income has not been
tried. é)o, I regret to say, experience is close to zero. Now, let me
just tell you about two employers, though, where we have tried it.
One, is PERS. This last summer, the Governor froze the employer
contributions because of the State’s fiscal crisis. And a fascinating
thing happened: five of our HMO’s actually came in and said, “if
you are going to do that, may we lower our prices in midstream by
substantial amounts?”

This winter, we negotiated the new prices for next year. Five or
six of our health plans actually oﬁ‘erec? price reductions. About 12
of them offered raises in the range of zero to 5 percent. So, we did
experience for PERS a substantial reduction in the rate of growth.

A similar thing has happened in the State of Minnesota where
the public employees and the employer have made a very wise
agreement. The HMO’s compete in each county, and the State, as
employer, pays the price of the low-priced plan.

d reports of their experience over the past 3 years show that
the rate of growth in their premiums has slowed drastically and
the market share of their most cost effective plans has picked up.

However, in both cases, unfortunately, those employment groups
still have to swim in a sea of other employment groups where the
employer is paying the whole thing and the choice of fee-for-service
is tax subsidized. So, I had to warn my own employer. We made
a similar change at Stanford, and I am chairman of the Benefits
Committee, so I sold the idea to my leaders out there.

And I had to warn them, if we at Stanford alone make this
change and nobody else does, it i8 not really going to solve our
problem. The costs are going to continue to soar. But, if everybody
in the area would make the same change, we would get a price
competitive system.

And the singie thing that would help that along the most would
be if the tax law were changed to say you can have the low-priced
plan tax free.

There are a lot of different ways you might come up with that.
I would like to see us get it through large-scale purchasing coopera-
tives, but get that price so you can have that tax free. But, if you
choose something more expensive, you pay for it with your own
money.

Senator CHAFEE. Thank you, Mr. Chairman. Thank you very
much, Doctor.

The CHAIRMAN. The Majority Leader.

Senator MITCHELL. Mr. Chairman, thank you very much. Dr.
Enthoven, your proposal has attracted a great deal of attention and
comment, much of it favorable, much of it unfavorable.

I would like to submit to you a critical article that has been writ-
ten, which I assume you have previously seen, and ask that you
would respond to the critiques in writing. The few minutes that we
have in this question and answer period does not permit the full
exploration of those points.

[The information appears in the appendix.]

Senator MITCHELL. I would like to ask a couple of questions, and
I will ask what are a series of questions and ask you to respond
to them as best you can in a short time in narrative fashion.
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As you know, the principal criticism of your proposal is that it
is theoretical in nature and there are many who allege crucial de-
tails are absent: Who would make decisions about limiting the
numbers of participants in the health insurance purchasing co-
operatives? Who would decide membership in the different types of
such cooperatives?

How would this work in rural areas? I come from a State in
which it has been very difficult for HMO’s to gain a foothold be-
cause of a relatively small population spread over large land areas;
the same description applies to several States represented on this
committee. .

Most importantly, how would you avoid adverse selection, and
particularly adverse selection by income, which was the subject of
one specific and very detailed criticism that appeared in the New
York Times following a favorable analysis and a favorable presen-
tation of your plan in an article in the New York Times by yourself
and others. So, could you give us just some general idea.

Professor ENTHOVEN. Sure.

Senator MITCHELL. I know you cannot answer them all in 3 or
4 minutes.

Professor ENTHOVEN. Well, with respect to theoretical in nature,
I am talking now about the experience of about 40 million Ameri-
cans who are in HMO's. And we do just fine, and we do not have
a lot of problems that the rest of you people have.

My HMO provides good primary care access because they hire
enough primary care physicians, et cetera, et cetera. So, I think I
am talking about building on some successful experiences.

That is a pretty large demonstration project. And, while it has
not solved the whole thing because of a lot of perverse incentives
out there, it has also improved things for those of us who are in
that system.

1 will grant you that, with respect to the health insurance pur-
chasing cooperatives, which is a fairly new idea, that there are cru-
cial details that have not been sorted out. I am working hard on
that myself. I would encourage you to think about it and work it
out. So, I will grant you, quite frankly, I do not have all the details.
But what I can tell you is I can point to some successful examples
where this seems to be working quite well. One, is the Public Em-
ployees’ Retirement System in California. That has been up and
running for a long time. We finally introduced price competition.
Minnesota State Employees are another example.

Who decides membership? Do you mean who decides who is
going to be in which plan? In all of these, the memberships are

riven by informed, price-conscious consumer choice.

At Stanford, where we have three HMO’s and a Preferred Pro-
vidber insurance scheme, each year I decide which plan I am going
to be in. ‘

And I do not see it as being a big barrier to my choice, because
all of the significant providers in the community are in one or an-
other of those arrangements. So, I am not suffering any diminution
of choice there.

Three-quarters of my Stanford faculty and staff colleagues are in
HMO’s and we think that is fine.
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Senator MITCHELL. Would you grant that the faculty at Stanford
is probably in a better position to make informed choice than many
other Americans who are without that level of education?

Professor ENTHOVEN. Well, I would not overstate that, Senator.
[Laughter.]

I would not overstate that. They need a lot of help, and that is
why 1 agree with Paul Starr. We need to have a sponsor, a collec-
tive purchasing agent that does the contracting, monitors the con-
tracts, makes sure that they are all carrying out their responsibil-
ities, and so forth.

That is where my good friend, Mark Pauly, and I part, in that
I think his model is too much individual choice without enough be-
neficent involvement of sponsors, But, anyway, on who decides the
membership, I am talking about consumer choice. Now, who de-
cides which players get to play? The sponsor does that. And there,
I realize you have got important issues of governance.

For CalPERS, it is the PERS board that decides whether Plan
X or Plan Y is going to get to play or not. And we offer advice, this
is a good quality plan, or it 1s not, or we do not need them, and
so forth.

At Stanford it is the Benefits Office and the Benefits Committee.
We make an informed business judgment on behalf of our commu-
nity as to which plans will be on the menu.

With respect to rural areas, if we could get market forces work-
ing a%propriately, I think that there are promising avenues. The
best thing is where you can have satellites running out from metro-
politan areas.

What they need in Minnesota, I think, and they have, to some
extent, is rural primary care satellites affiliated with one or an-
other major medical system in the metropolitan areas so that the
doctors out there can get professional support, financial support,
and tie into a larger system.

There are alternative models, individual practice HMO’s of the
kind represented by U.S. health care systems, for example, that are
based on primary care physicians that I think could be made to
work in rural areas.

With respect to adverse selection, I think there are methodolo-
gies that are able to deal with that. That is, especially on the de-
mographic side as we are working on models now for PERS and for
Stanfcrd where we estimate the age, sex, family composition, re-
tiree status of the people in the different health plans and make
corrections for that.

With respect to adverse selection by income, come out to the San
Francisco Bay area, or Los Angeles sometime with me and I will
show you some HMO hospitals in some pretty bleak urban areas.

So, I think that it is not right to say this only works in the sub-
urbs. There are HMO’s serving the downtown areas of our major
cities out there.

Senator MITCHELL. My time is up. I think the criticism was just
the reverse, but that is included in one of the lengthy articles to
which I referred, and 1 will get that to you in writing. 1 do not
want to encroach on the time.
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I merely would like to request that Drs. Davis, Starr and Pauly
provide written comments on the questions that 1 asked of Dr.
Enthoven and his plan.

I would be very much interested in your perspectives of the se-
ries of questions which 1 addressed to Dr. Enthoven, and I will sub-
mit the same articles to you. Thank you very much. Thank you,
Mr. Chairman.

|The information appears in the appendix.]

The CHAIRMAN. Surely. Let me state for the benefit of those that
are on the next panel that obviously we have run later than antici-
pated. Once we complete this panel, we will take a recess. And, as-
smixing the members of the panel can be here, we will be back here
at 1:45,

Now, with that stated, Senator Baucus.

Senator BAucus. Thank you, Mr. Chairman. Actually, the Major-
ity Leader asked the questions 1 was going to ask. But let me just
follow up on them. Let us take the number of plans and the nature
of the plans that people could potentially subscribe to. Dr.
Enthoven, is there any limit on the number of different plans that,
say, the overall agency could allow to persons who may want to
participate?

Professor ENTHOVEN. Well, I think that there needs to be some
business judgment applied here. Let me just mention a few of the
principles involved. First of all, what we need to be trying to do is
to divide the provider community into competing economic units
and then to get each of them to get to work, the doctors, the hos-
pitals in that unit, to improve efficicncy and improve quality,
squeeze out the waste, and so forth.

Senator BAucus. What 1 am really getting at, though, is there
is no real limit and then we are kind of back in the soup again.
We have all of these different——

Professor ENTHOVEN. All right. But I think that that generally
is going to imply a limit. In the San Francisco Bay area we would
probably have somewhere between 6 and 12 organizations com-
petent to do this kind of a job.

Senator Baucus. All right.

Professor ENTHOVEN. I am not in favor of offering plans where

_you have overlapping networks. You know, if you have three IPA’s
in town and they all cover the same doctors, that is not competi-
tion, so you do not need those.

Senator Baucus. All right. If I could, because we do not have
much time, could you expand a little more about the problem of ad-
verse selection? It concerns me under your schee.

Professor ENTHOVEN. Well, I think that adverse selection is a se-
rious problem that requires careful management and I have rec-
ommended a comprehensive management strategy for how to man-
age it. It includes standardizing the benefit package.

If you allow the individual health plans to design their own bene-
fit package, as has been done in the Federal Employees Health
Benefits program, for example, which is, in my view, a very serious
mistake, then you are going to get all kinds of nsk-selecting behav-
ior.
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So, the first thing I weuld say is you have to standardize the
benefits package; that is, the contract that is being offered, the
things that are being covered.

Senator BAuCUS. Among all plans.

Professor ENTHOVEN. All plans standardized.

Senator BAucus. That is number one. What else?

Professor ENTHOVEN. Then you need to do risk adjustments. You
should measure, to begin with, the age, sex, family composition, re-
tiree status, and any other variables that you can measure reliably,
and turn that into a factor that measures the riskiness of the en-
rollment of the people in the different health plans, and then make
compensatory payments.

Sen$t0r Baucus. Now, how would you make compensatory pay-
ments?

. Prgfessor ENTHOVEN. Well, you want a little technical discourse
ere’

Senator Baucus. Well, the bottom line.

Professor ENTHOVEN. All right. The bottom line is, you figure out
the number that says, this plan which got average risks has an
index of one. This plan that got a little worse than average risks
got an index of 1.02, let us say. And the other one that got favor-
able risks got 0.98.

Now, what you do is you figure out, what is 1 percentage point
of selection worth, and it is worth 1 percent of the price of the effi-
cient plan,

Senator BAucus. Is this not getting a little complicated for a lot
of folks?

Professor ENTHOVEN. No.

Professor DAvis. If I could interject, I think it gets more com-
{:licated than that. I think the competition, by creaming out the

ealthier risks, is the fatal flaw of managed competition.

What Professor Enthoven is talking about is the svraightforward
stuff of adjusting for age and sex. You can set different premiums
based on age and sex. What you cannot do, with our current knowl-
edge, is really adjust for the health status of those populations.

o, even if you regulate these plans, as Professor Starr has rec-
ommended, and try to have uniform benefits, try to make them
o‘)en to all comers, they can locate their clinics in areas where peo-
ple have higher incomes, where you do not have AlDs, where you
do not have drug abuse. They know how to cream-skim. They know
how to segment the market.

And there is no way, analytically, to try to compensate or visk-
ad{)ust a health plan that gets a disgroportionate share of boarder
babies, that has a disproportionate share of chronically ill childven.

And, with our new techniques coming up in genetic screening,
they are going to know who is at risk for Alzheimer’s, who is at
risk for Huntington’s Disease. And, as the market works now, they
are going to avoid those people like the plague. And there is no way
to get them to take them.

nator Baucus. What about that, Dr. Enthoven. That sounds
like a pretty difficult problem there.

Professor ENTHOVEN. Well, 1 think that there is research under
way on health status, and I think it will be possible to bring in
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health status indicators. I think that it is important to have a sin-
gle point of entry. That is why you have a sponsor.

ain, if I give the example of Stanford, all of the people on the
faculty and staff at Stanford make their decision, notify the Bene-
fits Office, who notifies the health plan.

Senator Baucus. I appreciate it. My time is about up here. I
want to ask you about rural areas.

Professor ENTHOVEN. Yes.

Senator BAucus. I read in your statement here that CalPERS
covers 800,000 California public employees. That is the entire State
of Montana. _

Professor ENTHOVEN. Right.

Senator BAucUS. So, what about the farmer out there who is self-
employed, or the gas station attendant, or the single parent? I
mean, some folks in Montana live in cities—towns, by California’s
standards—and do pretty well. -

We have a very high percentage, way above the national average
of people who have no Kealth insurance. So, how are you going to
apply your system to everybody in the State of Montana? en you
talked about rural areas, to be totally candid with you, 1 do not
think you fully appreciate how rural some of these rural areas are.
There is a lot of distance between some of these——

Professor ENTHOVEN. Well, I will tell you, I have spent a lot of
time in Wyoming in recent years and was your neighbor, and I
thought about the situation there.

I do not think there are easy answers, but I think that it would
be trying to get the incentives right, trying to get networks, Pre-
ferred Provider or individual practice type networks that sign up
the doctors and work with them, look at the health care system
and figure out how to make care accessible.

I think one of the things is just to get stable purchasing power
out there in the hands of those people. That 18 why universal
health ingurance is so important. And then have competing individ-
ual practice networks.

Senator Baucus. Thank you very much. My time expired. Thank
you.

The CHAIRMAN. Senator Daschle.

Senator DASCHLE. Thank you, Mr. Chairman. The plan that Sen-
ator Wofford and I have introduced would allow the States to do
pretty much what John Garamend: has recommended that they do
in his California plan, and that is to induce managed competition
under the auspices of the type of governing body that Dr. Starr has
talked about.

There has to be a governing body, and I think three of the four
witnesses, at least, would agree with that. A governing body to de-
termine the basic benefits plan.

Professor ENTHOVEN. Right. Yes.

Senator DASCHLE. And it seems to me that the next step is, once
you have determined the basic benefits, to allow for a contracting
out of the individual insurance services to be provided for that
basic benefits package. '

You may want competition for acute care. You may want com-
petition for long-term care; competition for home health care. But,
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in other words, all of the services would not necessarily have to be
provided by one insurer.

I could see several different levels of competition for the various
services to be provided and the contractors would know two things
when they were bidding for that contract. They would know, num-
ber one, the s)eople they were serving.

That is, all of the people of South Dakota would have to be cov-
ered by the product that they would be providing. And, number
two, they would know that tKe basic benefit would be described
vegy clearly in the contract.

0, it seems to me you have a managed competition in the sense
that Dr. Enthoven describes it, but with the governing board that
Dr. Starr has said is very important. Dr. Starr, could you elabo-
rate? Is that not the system that you have outlined, and why would
that not work?

Dr. STARR. Well, I think that is one structure that could he used
by some States, and, indeed, perhaps a State like yours would pre-
fer that kind of structure to the one that Professor Enthoven has
outlined.

Now, yours does not provide for the kind of cost sensitivity by
consumers. Consumers are not making choices among alternative
plans in the model that you have outlined, rather, the board is
making choices among different contractors.

So, it is a different model. But I think there may be States where
that fits better, and that is why I tried to emphasize that you can
set this up as a series of options to the States.

In some places, like California, where you have well-developed
competing pre-paid health plans, the structure that Dr. Enthoven
and Mr. Garamendi have outlined make a great deal of sense. But,
in your State, that may not be the case, an(ir there, the single spon-
sor can become, more or less, a single-payer.

Senator DASCHLE. Dr. Entiloven, do you disagree with that?

Professor ENTHOVEN. No, no. I think that 1s a very reasonable
point of view. I mean, I share that. I think you do have to have
a sponsor. That is why I have used the term “managed competi-
tion” as opposed to “free market competition.”

Somebody has to be managing it for a defined population. And
it has to be an intelligent, active agent that is watcging these prob-
lems and then taking counteraction where bad things are happen-
ing.

%)n the whole question of risk selection, I would just say if the
insurance companies can figure it out, then the sponsor has got to
be smart enough to figure 1t out, too, and come up with the coun-
tervailing strategy. ,

Senator DASCHLE. We also would allow any individual to buy
supplemental benefits like we do with Medicare, because we do not
really anticipate that all of the benefits would be provided in the
basic benefits plan that take you from the very base of the health
care pyramid to the very to;:.

Protessor ENTHOVEN. Well, I do not know. My view is that the
covered benefits ought to be fairly comprehensive. I mean, if you
are thinking, well, we would not cover pharmaceuticals, for exam-
ple, leave that outside and let people buy pharmaceutical coverage
independently, that does not make much sense at all to me.
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Senator DASCHLE. Oh, I agree.

Professor ENTHOVEN. Because sick people with chronic diseases
need pharmaceutical. The procurement of those and the manage-
ment of those ought to be done by their HMO that is trying to use
them in such a way as to produce the best possible health outcome
for the least cost.

Senator DASCHLE. I agree. But you may want a private room.

Professor ENTHOVEN. Oh, that is tn'viai,, rivate rooms.

Senator DASCHLE. You may want other kinds of things that are
not related to basic benefits.

Professor ENTHOVEN. Yes. All right. Fine. If you want a private
room, go for it. I mean, that is such a small part of the costs. Some
of our Kaiser hospitals have private rooms because they found it
was more economical not to have to juggle the smokers and non-
smokers, the men and the women, and all that, just have single
rooms. And then the doctors found, no, it is really better to have
somebody have a roommate for companionship. That is not an im-
portant economic 18sue.

The really important economic issues in this are things like open-
heart surgery. In California, more than one-third of the hospitals
doing open-heart surgery arc doing it at dangerously low volumes,
That gives you high death rates and high costs. And maybe half
of the o en—f‘;eart surgery is inappropriate.

So, what we really need to do is cut the ogen-heart surgery in
half and have it all concentrated in a few high-volume centers.
That is the way you achieve economy in health care. So, sure. Peo-
ple want to buy a private room. Yes.

Senator DASCHLE. I just cite that as an example. But I think
there are things that would not necessarily be covered in the basic
benefits plan.

Professor ENTHOVEN. Dentistry.

Senator DASCHLE. That might not have been the best example.

Professor ENTHOVEN. Yes. Aﬁl right.

Senator DASCHLE. Thank you, witnesses. Thank you, Mr. Chair-
man.

The CHAIRMAN. Senator Hatch.

Senator HATCH. Thank you, Mr. Chairman. I do not mean to
keep you very long, but I do have just a couple of questions that
I wourd like to ask of the whole panel.

I would like to ask each of you to respond in discussing the com-
plex issue of what incentives could be built into the system to pro-
mote cost-reducing technology, and, at the same time, discourage
increasing costly technology. Shall we just start with you, Dr.
Enthoven, and tﬁen just come right across the panel.

Professor ENTHOVEN. Well, if the technologfr decisions are being
made by integrated health care financing delivery plans that are
at risk, then their place in the market place is going to be jeopard-
ized if their costs are out of control. They are going to be rewarded
by identifying and using cost-reducing techno]ogi.

Just as a simple_example, out in California, the HMQ’s were out
in front on introducing day surgery, ambulatory surgery, because
they saw that as a cost-reducing technology. Aud I think that kind
of model provides a lot of incentive to do that.

Senator HarcH. All right.
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Dr. Davis.

Professor DAvis. Well, I would say the best incentive for cost-re-
ducin% technology is some kind of system like expenditure targets,
or global budgets, or budgets for individual hospitals. It is hard for
hospitals to really have a stake in improving productivity and effi-
ciency if doing that reduces your revenues.

But, if you get a flat budget or you are working within the sys-
tem of an overall limit on expenditures, then you have got a real
incentive to introduce that kind of technology. I think that is why,
when we look at the experience of other countries, you do find that
costs are much lower.

They also use other mechanisms, such as emphasizing training
of primary care physicians instead of specialists, regulating capital
so you do not get duplication of coronary care units, complex serv-
ices in multiple facilities.

Senator HATCH. Dr. Starr.

Dr. STARR. Well, let me try to synthesize what Professor
Enthoven and Karen Davis have said. If we have budget con-
strained organizations, which are either pre-paid health plans in a
competing framework, or hospitals under global budgets, they will
begin to have more of an incentive to look for the cost-saving tech-
nologies than we now have in our current structure. Either one of
these begins to impel organizations to look for those alternatives.

There 1s going to be a need, however, under any of these alter-
natives, for some kind of upstream regulation of technologies, be-
cause it is very difficult, even in the competing format, for plans
to resist certain technologies that become either highly popular or
are defended under the malpractice system. Take autologous bone
marrow transplantation today, which 1s being used, in many cases,
inadvisably, because of the legal pressures.

So, if you do not have some kind of upstream regulation, I am
afraid the market alone will not take care of that.

Senator HATCH. Dr. Pauly.

Professor PAauLy. Well, hospitals do not adopt cost-increasing
technology just for the heck of it.

Senator HATCH. That has not been my experience either.

Professor PAULY. They usually do it because it provides a little
bit of benefit, or maybe sometimes a lot more benefit than the al-
ternative it is replacing. A solution to that comes in two stages.

One stage, as ﬁas already been suggested, is to confront the hos-
pitals with some kind of fixed-price discipline, and the second
stage, which, in a way, is more important, is to structure incentives
for consumers to be able to choose among alternative health plans,
setting what that fixed price discipline is to be.

And, as I emphasized in my remarks, the most important thing
to do to bring that about is to remove the current distortive tax
subsidy.

I want to take the opportunity, since we have not had much of
it, to disagree with Paul. I do not see why you need an upstream
regulator of technology.

f health care plans are competing for customers’ business, cus-
tomers who are properly informed about various versions of tech-
nology, then they are, in a sense, regulators.
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The difference is, of course, as consumers you can pick your own
regulator by what health plan you join rather than having the reg-
ulator that is forced on you by the votes of your fellow citizens.

And I see no particular reascen, if my health plan wants to adopt
autologous bone mearrow transplantation and can convince me it is
worth the extra money for the premium, fine. If not, not. And that
seems to be the way markets work generally, and presumably the
way they would work here.

I do not see any imperative driving the adoption of technology
that is not worth its benefit in a world of no incentives without dis-
tortions.

Professor ENTHOVEN. May I just comment on that? Mark, I just
think that is really totally unrealistic. I think Paul is right. That
is, for one thing, you have got the problem of risk selection sloshing
around there.

Professor PAuLY. No argument about that.

Professor ENTHOVEN. All right.

Prefessor PAULY. Take that away.

Professor ENTHOVEN. Some health plans offer a given technology;
other ones do not. All of the people that need that are going to join
that health plan. So, I do think that there has to be some authori-
tative public body that is deciding——

Professor PAuLY. That is not wiat he was talking about.

Professor ENTHOVEN. All right. That is the first thing. The sec-
ond thing is there are intense consumer demands for technologies
that are of no proven efficacy. And these days, what is happening
is some EMO’s and insurers are trying to deny coverage, saying
there is no proof that that technology is valuable.

And the patient takes it to the press and takes it to the courts
and the HMO or insurer gets crucified, and sometimes they have
been forced to provide it, even though there is a perfectly legiti-
mate medical judgment that it has no value.

So, I think we must create in this country some kind of authori-
tative collective decision process that can say these technologies are
or are not proven, or are sufficiently cost-effective for these indica-
tions, that they are or are not included in the insured benefit pack-
age.

Senator HATCH. Mr. Chairman, I hate to keep you. Could I just
ask one follow-up question?

The CHAIRMAN. Of course.

Senator HATCH. It seems to me you all seem to be saying that
we must continue to develop technology. But how can we provide
incentives to guide the development of new technology? It seems to
me that that is a logical question.

Professor ENTHOVEN. Well, if the customers are all HMO’s or all
HMO-like entities, doctors at risk, they are going to be very inter-
ested in cost reducing technologies and they are going to have very
attenuated enthusiasm for adopting cost increasing technologies.

And, where they do adopt them, they are going to do it on a con-
trolled, regionalized basis if you have turned the incentives around
in favor of economy.

Senator HATCH. Do you also agree with Dr. Starr that something
has to be done regarti;ng medical liability, if we are going to de-
velop cost-reducing technologies?
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Professor ENTHOVEN, Sure.

Senator HATCH. And if we do not do that, my gosh, there is a
disincentive to develop them,

Dr. STARR. Can I just add one point here?

lThe CHAIRMAN. If you could, and then let us wrap it up with
that.

Senator HATCH. Yes.

The CHAIRMAN, All right.

Dr. STARR. Many people talk about technology as if it were an
unstoppable force of 1ts own.

Senator HATCH. Yes.

Dr. STARR. But corporaticns have to invest in bringing tech-
nologies to market. They are going to worry about what kind of a
market exists out there. And if the nature of that market changes,
so will the technologies being developed.

Senatn: HATCH. Well, thank you.

The CHAIRMAN. Yes. Yes, of course, Senator. Let me say that
Senators, like Senator