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COMPREHENSIVE HEALTH CARE REFORM
AND COST CONTAINMENT

WEDNESDAY, MAY 6, 1992

U.S. SENATE,
COMMITTEE ON FINANCE,

Wash ington, 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, 19921

BENsEN CALLs HEARNGs ON HiALTH CARE REFORM; FINANCE CHAIRMAN NoTEs
SKYROCKEING Cosrs OF NEEDED CARE

WASinNoTON, 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 two
early next month, t4, focus on cost containment in the face of sharply increasing
costs.

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

'lHealth care costs are skyrocketing, costing Americans millions of dollars and de-
priving them of needed medical care. In 1980, health care spending in America was
less than $250 billion. This year, it's expected to exceed $800 billion. It's getting
worse. That figure is expectedto more than double-more than $1.6 trillion--by the
year 2000," Benteen said.

'"e 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 a proposal. 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 controlling the rate of growth in health care costs,
and subsequent hearings will examine other aspects of comprehensive reform pro-
posals.

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)



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
issues, to make the difficult choices, and to develop legislation that,
wh n enacted, will give them the assurance that affordable health
caTe will be available when they need it.
cind these hearings will play a key role in helping us meet that

cl" allenge. We have pending before this committee many thoughtful
blIls. A number of them have been presented and introduced by
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
proposals 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.
The-se- witnese-sha-vebee - 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.



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 lose sight of comprehen-
sive health care reform.

It is 9 critical part of the national agenda. And I look forward
to the guidance that our witnesses will provide so that we can
begin to move on comprehensive health care reform as soon as pos-
sibi e.

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, I 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 plane, 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
0ut a lFof th health-insurance-in 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 would be just "play." That is, an employer mandate with tax
incentives to have employers provide coverage for their employees.

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.S.
SENATOR FROM MINNESOTA

Senator DURENBERGER. Mr. Chairman, I appreciate the hearing.
I appreciate the opportunity to be responding to S. 1872. And I do
not appreciate the fact that our efforts are referred to as incremen-



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 restraining the supply of providers.in this country.

In the 1980's we tried to control costs by 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. Or we created something called managed
care, which, at least in the beginning, was only managing the costs
in that system.

Now, in the 1990's, we have adopted basically the philosophy of
Gramm-Rudmao-Hollings, which is, we need to recognize our lim-
its, we need to define those limits in dollar terms, we need to ex-
press them in terms like volume performance standards for
RBRV'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?

Is a change going to come just from reducing prices to providers?
Is a change going to come from lowering qua ity? 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 the 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.]

The CHAJRMAN. Senator Chafee.

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

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-
lation 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.



Much as we would lile 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 calendar 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 BA VCUC, 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, iiot 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 is 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 CHARMAN . Senator Grassley.



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

Senator GRASSqEY. Thank you, Mr. Chairman, for this very im-
portant hearing on a very important issue. I 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.

As one of our witnesses today will point out, there is certainly
a very clear and a very disturbing difference between the way po|-
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.

With a goal of helping to develop better understanding of reform
proposals and a greater degree of consensus on the reform issues,
I 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 issue in my State. Fully
half of them came fiom outside Des Moines. Thirty-four percent
came from small-town and rural Iowa.

We discussed the major reform models being considered at the
national level, as well as some of the reform initiatives under way
in the States. I feel pretty sure that the people who attended this
meeting 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 MrTCHjEI,L. 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



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 imil-
lions of American families, resulting in bankruptcy for many, wors-
ening of illness for others, and even death for some who might have
been saved with timely and appropriate care.

A number of health care bills have 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. Thank you. 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



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 hearings. 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 problem is, good 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
toproduce press releases.

So, 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 hopeftd 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 you, Mr. Chairman. I also want to com-
pliment you for holding these hearings. I think they are critical.
The 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 I 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 liability 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 these 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 coet containment.

With regard to my friend, the distinguished 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.



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 MTCHELL. Mr. Chairman, might I 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.ires 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 soaking cost of health care coverage for those who do
have policies are crushing families, they are crushing businesses,
they are crushing hospitals.

Virtually 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.



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 peo le want done, it is something that
must be done, and I hope we will enact legislation this year. Thank
you, Mr. Chairman.

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

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 possible 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 sumnmarize 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 ,tually 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 with out 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-
sidies to help the uninsured and low- andmoderate-income people
purchase private health insurance. Those proposals usually include
further regulations to ensure 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 health insurance to their 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 everTbody.

Proposals that fall under any of those three general approaches
could significantly expand access to health insurance and 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-



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 t"Iat of the
President would cut the number of uninsuredroughly in i. 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 wculd initially increase 1.y 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 authorities, 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
inclination 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 delivery systems. And the number of Ameri-
cans who prefer this form of health care seems to be limited.



Third, price controls can b, effective in reducing both the level
and the rate of growth of spending; but their impact 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 record. 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; and that intervention will adversely affect
some aspects of our current system that we all regard as desirable.
Tlat 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. Clairman.

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.



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 6
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 $3,500, $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 subsidy 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 p--ople with rel-
atively high incomes in this country right now who choose not to
buy health insurance.

The CHAmmAN. 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 it. 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 increasee the costs
of national health spending. 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 PACKWOOD. 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 would go from 13 to about 20 per-
cent of GNP. And I camot remember if you said by 1996, or the
turn of the century.

Dr. REISCHAUER. It was 20 percent of the Federal budget, 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. REISCHAITER. I understand.
-Senator PACKWOOD. 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 -iad put out.

Senator PACKWOOD. 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 thawt is the one they men-
tion all the time.

And, in his bill, he wipes out all- health intsrance. And he as-
sumes that all medical expenses are going to bc 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.



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 PACKWOOD. 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 I
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 substan(ially raise gov-
ernment revenues. CBO has not analyzed the 1"usso plan in any
detail.

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 I 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 laiking about an immense 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.



Dr. REISCAAUER. 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 PACKWOOD. All right. I thank the Chair.
The CHAIRMAN. Thank you. Senator Durenberger.
Senator DURE;NBERGER. Mr. Chairman, thank you. Bob, I 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 managing 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. hle 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.
Those 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
up at exactly the same rate as before. We have a wonderful exam-
ple fiom 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 insuran,,.e.



Senator DURENBERGER. Yes. And I share 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-nothing
proposition. You do it all. If you stop half way, the market will kill
you. I mean, that is the wonderful tiing 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 skt
of sub-cultures, if you will, where following a certain set of courses
you do end up with savings.

Dr. REISCHAUER. Yes.
Senator DURENBERGER. 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. REISCHAUER. BuL 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 DURENB3ERGER. 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
will essentially 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 in 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 itself, 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



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
system 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, and 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 deci-
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-
le 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. I 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. I 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 believe 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?

nbr. RETSCHAUER. Yes.
Senator CHAFEE. Thank you.
The CHAIRMAN. Thank you, Senator Chafee.
Senator Baucus.



Senator BAUctUs. 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 suggest 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 intee-mediary, 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 cl3se to $100 billion.

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

Dr. REISCHAUR. 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 om 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 dollars, 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 in 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 tight, fill out 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.

Senator BAUCUS. But they do not exist today, do they?
Dr. RESCHAUER. They do not exist.
Senator BAUCIUS. I guess what I am really getting at is, even

though it is true in answer to Senator Chafee or Senator )uren-
berger's question that there may or may not be savings wider a
single-payer system of some kind-not necessarily Congressuman
Russo's system, but, on the other hand, certainly compared to the



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 sii'!e-
payer.

Dr. REISCHAUER. We have to consider the tradeoffs 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 intto
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. RFISCHAUER. But in a lot of thes, sy stems where you can
choose your primary care physician, he or she is a gatekeeper who
determines where you can go after that.

Senator BAUCUS. That is correct.
Dr. REIscHAUr,.q Tr. the U.S. system, I can decide I have some-

thing wrong wih ., and go to a doctor-
Senator BAr,';tAS. 1 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 is looking at me. I think

mine is about up, too. [Laughter.]
But, essentially, with the Chairman's indulgence here, even

though there is a limit on choice, does th.: question not ultimately
come down to, is there too much choice? 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 delighted to take

your statement for the record.
Dr. REISCHAUER. Thank you.
The CHAIRMAN. Senator Grassley.



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 Vassed,
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
play-or-pay were implemented.

So, 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 here 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 I provides a much less
enerous 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 GiLASSLEY. 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 GRASSiEY. I would like to turn to another question about

expenditure limits. Apart fiom 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. REISCHAUER. 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-
ondcalculation: are the better results worth the additional costs
associated with them?



So, I think it is very difficult to judge the extent to which true
quality would be reduced under a itnct system of controls com-
pared with our existing system. But I think the direction of change
is as you have suggested-although your other witnesses might dis-
agree with that.

Senator GRASSiEY. 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,

ou are going to have less quality. I thiink you concluded that.Right?

Dr. 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 writing.

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

Dr. REISCHAUER. That is correct.
Senator MITCRELI.. Indeed, at page 4 of your statement, you said,

'The impact 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 fiom the provisions of
S. 1227, the legislation which I have introduced. Is that correct?

Dr. RFISCHAUER. That is correct.
Senator MITCHELL. All right. So, this does not purport to be an

analysis of that legslation. fs that correct?
Dr. REISCHAUER. Yes. I thought I made that very clear. In no

way was it an analysis of legislation.
Senator 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 it 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, Fedei al Government outlay increases of 8 per-
cent, and tax expenditure increases of 39 percent.



In the next colrnn 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 16 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 it is not obvious on its face. 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 health expenditure numbers of 16

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 thaL the results are equal. But, for the record, I will
provide you with the explanation.

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

Dr. REISCHAUER. Correct.
Senator MJTCHELL. 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. RFISCHAUER. 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. REISCHAITER. 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 referred to the
Urban Institute study.

First, I think it should be clear for the record that the author of
that study denounced the administration's use of the study ar, in-
consistent with what the study actually said, and a distortion 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-_.ISC.HAUER. 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. REISCHAUER. That is correct.
Senator MITCHELL. And is it not also correct that in the legisla-

tion that we have introduced, S. 1227, no spefic 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.



Sentor~MICHE~L AUrigt. ~r.Chirmn, hav number of
other questions, but I see my time is 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.
[Thequestions 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
appreciate your presenting it to us.

It seems to me that there is a great deal of misconception about
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 difficult 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 confusiGn. 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-
er's 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 rim over the course of the



last decade-indicates that consumers are relatively insensitive to
price changes.

Senator B REAtTX. Under the current system.
Dr. RE[SCHAUER. 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 and
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
going to amount to. In the second place, the provider has very little
idea 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, there are some 33 percent of the American public that is un-
insured.

Dr. REISCHAtIER. Thirty-three million.
Senator DANFORTH. I am sorry; 33 million.
Dr. REmsCHAuER. 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?



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 treated. 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 cown-
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. REISCHAUR [continuing]. Would rise by about that amount.
Senator DANFORTH. All right.
Dr. REmsCHAUER. 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 wider the present system?

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

year.
Dr. REmsCHAUER. 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.



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. REISCi-AUER. 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. RiIscmAuEm. 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. REIScIAUER. 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, would 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.

Vie CHAIRMAN. Thank you very much, gentlemen. Senator Pryor.
Senator PRYOR. Thank you, Mr. Chairman. Dr. Reischauer, I

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.

So, 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, ni exception, where the cost
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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 issue?

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. RE1SCHAUER. 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 Catiadians established a Price Review
Board, and they forced the drug companies--our drug companies,
mind you-to come before that board 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 board is not doing anything to deter
further research by the drug companies, and I hope it is something
that we may look at in the future.



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 supporting 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.

[The prepared statement of Senator Pryor sippears in the appen-
dix.]

Dr. REISCHAUER. Thank you, sir.
The CHAIRMAN. Senator Daschle.
Senator DAScHlEx. Thank you, Mr. Chairman. Dr. Reischauer, I

did not have an opportunity to hear your statement, but 1 appre-
ciate very much tie contribution you have made to the hearing.
And, having looked through it, I can see that a good deal of very
helpful 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 it 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 DASeHTJE. So, in terms of efficacy there is no advantage
of one mechanism over another?

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

Senator DASCHLE. 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 budgeting.



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-e effec-
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 DASCHE. Are you unsure, then, which is the most effi-

cient model in terms of cost control only?
Dr. REISCHAUER. What I am basically 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-

lite.
Senator DAscHT.F. 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 relevant 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 doing
so, on allocation of resources and how that weighs into the overall
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 a 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 DASCHL. 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.



I know there are many other questions you would like to ask, but
we also have come excellent witnesses that you can ask those ques-
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-
giene and Public Health, Johns Ho pkins University; Professor
Enthoven, who is with the Graduate School of Business, Stanford
University, and is a professor of public and private management;
Prof. Mark Pauly, who is chairman of the health care systems de-
partment, the Wharton School, University of Pennsylvania; Prof.
Paul 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 happy 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 contained there.

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.

There 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 umnsured 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
people with individual insurance, they pay 40 percent of their
health 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 GNP 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 about $2,700 per person in 1990 on health care.

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

As a percent of earnings of workers who are currently spending
about 11 percent of workers' earnings on health benefits, that is
projected to increase to 23 percent by the year 2000. We have
heard 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.



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 is 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-
care 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 employed-based comprehen-
sive reform, about 55 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 would like to focus a bit on Chart 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 effect 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?

Professor DAVIS. Seventeen, yes.
The CHAmMAN. Seventeen.



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 wider 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

points.
Professor DAVIS. Thank you. I would be happy to answer any

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

pendix.]
The CHAqmN. Professor Enthoven.

STATEMENT OF ALAIN C. ENTHOVEN, Ph.D., MARRINER S. 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

briefly 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 care financing
and delivery systems' that cannot be done by the disorganized, tra-
ditional 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-
sponsible 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 corTect 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 system, based on competing, publicly accountable inte-



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-calied 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 spreadrisk, to small to achieve 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.

We 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 efficiency and
competitiveness of' those arrangements.

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

If we had health care purchasing cooperatives, then we could
limit tax-free employer contributions to the price of the low-priced
plan in the market area where each person lives so everybody could
have 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.



Then we could use those purchasing cooperatives as a vehicle for
the public sector to sponsor 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 PAUTY. 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 always 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,
and, 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 problem of cost growth dependent on our
ability to control the form and the extent of the rate of growth of
medical technology.

This simple proposition immediately disqualifies as remedies for
long-term cost growth a number of popular suggestions Catting 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 little 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
in 1993. If we implement it at that time, we would have a zero rateofgrowth.But, 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.



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 health 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
replace 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, employees 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 lhgh-
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, andre-
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 refont, one favors, one should obvi-
ously avoid throwing gasoline on a fire one is trying to extinguish.

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

The CHAIRMAN. Thank you.
rThe 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. STARR. 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
spendless and to avoid many of the damaging economic side effects
of our present health insurance system, including: job lock, which



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 available 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.

I think the argument for moving out of an employment-baa3ed
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. Senator Daschle was alluding to a
State-based system. Dr. Enthoven is 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 arguments 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 is 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 I 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
intermediaries. 1hey have become entangled in this system and it
would be in their interest to extricate themselves from it.



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 'he 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 for
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 organizations 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 toward
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-
ayer and he seems to find common ground with you in the possi-
ility of managed competition, by setting up several HMO's, per-

baps, 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.

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

Professor ENT-OVEN. Well, let me just say that Dr. Starr and I
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 this cowitry. They are not motivated, they do not



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

The CHAuRMAN. All right.
Professor ENTHOV N. Here, we havo for public employees in Cali-

fornia a kind of broer agency that wi:! 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 community rating.

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

Now, 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 $5 per person, per year.

You are concerned about administrative costs in small employ-
ment groups. We run this for $5 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 it has brought about a very rapid transformation
from the cost-ineffective 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 indemnity plans 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
put a limit on what you would give in the way of a tax deduction?
Would 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 comprehensive 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 the price of the low-



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 pe(,ple who are not covered at all.

Professor 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. I do not have any questions right now. I may

when the panel is done.
The CHAIRMAN. All right. Senator Durenberger.
Senator DuRjNBERGFR. Mr. Chairman, thank you. Ladies and

gentlemen, thank you very much for your testimony.
Let me try an example of national health insurance and let me

try it on you, Paul, and get other people to react. Ron Pollack has
this great story lie 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 cominutity 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 responsibility
and we reform our current tax policies, which, next year, wil1
produce $132 billion in Federal tax spending just for the employer-
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 it is only one
plan, not three, and it has a way to access long-term care. 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.



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. I 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
productivity, the one-time savings, whether it is $10 billion, $20
billion, whatever it is, in administrative 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,

.. dyn-mic-productiyity or savings because they do not depend for
their success on changing the behavior 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 anybod-,
else. Is that a 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 successful 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 projects. And it is very impressive, the gains that
can be achieved, mnat are just out there waiting to be achieved.



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-
duce the 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 Hew-
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
in 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 Durenberter said,
that you realize initial savings in a single-payer system in terms
of reduced a ministrative--costswbut somehow-we-have-got-to infuse
into the system some responsibility, some individual benefit from
holding down the costs, which 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-
!ng with interest to your exchange with Dr. Reischauer. I think it
is inappropriate to look 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 Country B, it is just that prices and real wages
in that country are not going up.

The right way to think about this is 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.



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 step
up, for instance, and cut down on the amount of equipment avail-
able for everybody using Certificates of Need.

But, for instance, under Dr. Enthoven's proposal, everybody is
not going to be terribly happy. A GM worker is not going to be very
happy who currently has a 1 his health care benefits as a tax-free
fringe benefit, paying 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 Alli-
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. Ie might get the $4,000 program,

but he would not be getting the $6,000 program tax free.
Professor ENTHOVEN. Right.
Senator CHAFJFE. 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.

Professor 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 that 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, hay-



ing to pay the extra cost out of net after-tax income has not been
tried. So, 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 -ur health plans actually offered 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. -

And 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 is 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 single 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.



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.

I 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
oing 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-

vider 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
HMMO's and we think that is fine.



Senator MrrcHEL. 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 I 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 is 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 appropriately, 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 I will get that to you in writing. I do not
want to encroach on the time.



I merely would like to request that Drs. Davis, Starr and Pauly
provide written comments on the questions that I asked of Dr.
Enthoven and his plan.

I would be very much interested in your perspectives of the se-
ries of questions which I 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-
suming 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 I 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 ENTI-IOVEN. 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 uits
and then to get each of them to get to work, the doctors, the hos-
pitals in that unit, to improve efficiency and improve quality,
squeeze out the waste, and so forth.

Senator BAUCUS. What I 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 scheme.

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, thexi you are going to get all kinds of risk-selecting behav-
ior.



So, the first thing I would 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.

Senator BAUCUS. Now, how would you make compensatory pay-
ments?

Professor ENTHOVEN. Well, you want a little technical discourse
here?

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-

plicated 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 scraightforward

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.

So, even if you regulate these plans, as Professor Starr has rec-
ommended, and try to have uniform benefits, try to make them
open to all comers, they can locate their clinics in areas where peo-
ple have higher incomes, where you do not have AIDs, 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 risk-
adjust a health plan that gets a disproportionate share of boarder
babies, that has a disproportion teshare of chronically ill children.

And, with our new techniques coming up in genetic screening,
they arp 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.

Senator BAUCUS. What about that, Dr. Enthoven. That sounds
like pretty difficult problem there.

Professor ENTHOVEN. Well, I think that there is research under
way on health status, and I think it will be possible to bring in



health status indicators. I think that it is important to have a sin-
gle point of entry. That is why you have a sponsor.

Again, 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 health insurance. So, how are you going to
apply your system to everybody in the State of Montana? When you
talked about rural areas, to be totally candid with you, I 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 is why universal
health insurance 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 DASCHIE. 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,



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 varioxis
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 people 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 the basic benefit would be described
very clearly in the contract.

So, 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 be 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, and, there, the single spon-
sor can become, more or less a single-payer.

Senator DASC&LE. Dr. Enthoven, do you disagree with that?
Professor ENTHOVEN. No, no. I think that is 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 watching these prob-
lems and then taking counteraction where bad things are happen-
ing.

On 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 it out, too, and come up with the coai-
tervailing strategy.

Senator DAS(CHLE. 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 pyamid to the very top.

Professor 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.



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 ic trying to use
them in such a way as to produce the-beat possible health outcome
for the least cost.

Senator DASCHLE. I agree. But you may want a private room.
Professor ENTHOVEN. Oh, that is trivial, private 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 issue.

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 are doing it at dangerously low volumes.
That gives you high death rates and high costs. And maybe half
of the open-heart surgery is inappropriate.

So, what we really need to do is cut the op en-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 DASCHIxE. 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 ENT-OVEN. Dentistry.
Senator DASCHIE. That might not have been the best example.
Professor ENTHOVEN. Yes. All 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 would 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 then just come right across the panel.

Professor ENTHOVEN. Well, if the technology 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 technology.

Just as a simple example, out in California, the HMO's were out
in front on introducing day surgery, ambulatory surgery, because
they saw chat as a cost-reducing technology. And I think that kind
of model provides a lot of incentive to do that.

Senator HATCH. All right.



Dr. Davis.
Professor DAVIS. Well, I would say the best incentive for cost-re-

ducing technology is some kind of s stem 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
be 'n to have more of an incentive to look for the cost-saving tech-
no ogies than we now have in our current structure. Either one of
these begins to impel organizations to look for those alternatives.

There is 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, wh:ch is 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 PAUiY. 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 has 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.

If 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.



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 reason, if my health plan wants to adopt
autologous bone man'ow 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 PAurY. No argument about that.
Professor ENTHOVEN. All right.
Professor 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 what 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 lIMO'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 HAwrH. 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 fiv'or of economy.

St'nator HATCH. Do you also agree with Dr. Starr that something
has to be done regarding medical liability, if we are going to de-
velop cot-reducing technologies?



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?
The 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 its own.
Senator HATCH. Yes.
Dr. STARR. But corporations 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'i HATCH. Well, thank you.
The CHAIRMAN. Yes. Yes of course, Senator. Let me say that

Senators, like Senator Hatch, have been juggling three committees
at the same time this morning.

And, through most of this, we have had a very substantial num-
ber of the members here, even with those kinds of demands, which
demonstrates the intensity of the interest and what I think will be
certainly one of the most important issues to be resolved by this
country this year or the next. You have made a substantial con-
tribution to the discussion. We are very appreciative of that.

We will be meeting back here again at 1:46 with the next panel.
We look forward to seeing them then.

[Whereupon, the hearing was recessed at 12:55 p.m., to recon-
vene at 1:45 p.m.]

AFTER RECESS

The CHAIRMAN. We will reconvene the hearing. I thank the mem-
bers of the panel for being able to stay over and address these con-
cerns with us.

We have today Dr. Drew Altman, who is president of the Henry
Kaiser Family Foundation, Menlo Park, CA; Dr. John Immerwahr,
who is senior research fellow for the Public Agenda Foundation in
New York; and Mr. John Moynahan, who is executive vice presi-
dent of Group Insurance, Metropolitan Life. He is accompanied by
Mr. Robert Leitman, who is the senior vice president of Louis Har-
ris and Associates.

Dr. Altman, if you would proceed.

STATEMENT OF DREW E. ALTMAN, Ph.D., PRESIDENT OF THE
HENRY J. KAISER FAMILY FOUNDATION, MENLO PARK, CA
Dr. ALTMAN. Thank you, Mr. Chairman. I welcome the oppor-

tunity to testify. Two distinguished memb-s of my board who are
former colleagues of yours, Barbara Jordan and Dan Evans, send
their regards.

We have been conducting a series of surveys designed to track
how the environment of public opinion is changing; the environ-
ment in which, as Senator Chafee said this morning, we will all
have to make tough decisions about health reform.



Today, what I would like to do is report mainly on the 2,000-per-
son, national random-sample survey we released on April 8. This
survey was conducted for us by Louis Harris and Associates, and
also funded by the Commonwealth Fund.

In my remarks, I am going to take a shot at reporting just six
key findings, and have submitted a more detailed statement for the
record.

The CHAIRMAN. All ight.
Dr. ALTMAN. If I could direct your attention to page 11 of my tes-

timony, table 2, that is where I will begin, and pages 11-20, gen-
erally, which is where I will remain.

Six major findings:
Finding No. 1. The public wants the Federal Government, not

the States and not the private sector, to take the lead in solving
the problems with our health care system. If there is a debate
about this issue, the public is ready to settle the debate. I am on
page 11, again, table 2.

We asked, who should have the primary role in providing health
insurance to all Americans and controlling costs? And the answer
was clear and overwhelming by a two to one margin: government,
not the private sector; a response which held for both Republicans
and Democrats.

We asked, well, then, if it is a choice between Federal Govern-
ment and State government, which level of government? The an-
swer, again, equally clear, Federal, not State government. It is in-
teresting to us that only 3 percent of respondents said they wanted
a joint Federal and State system. So, not shared, not private, not
State: Federal.

Finding No. 2. This was the single strongest verdict in our poll.
The public overwhelmingly supports direct government interven-
tion to control costs, and this held for Republicans as well as
Democrats.

If I could refer you to tables 4 through 5 on pages 12 and 13,
we asked a series of questions about cost containment.

Should the government set the rates that insurers can charge for
health premiums; should it set the rates that doctors and hospitals
charge patients, and we asked also about drug prices.

The response was very clear and very powerful. Three out of four
Americans, holding again for both Republicans and Democrats, an-
swered, yes; the strongest support yet voiced for aggressive govern-
ment action on cost containment.

This was not surprising to us. We have seen consistently in every
survey we do that cost is the overwhelming issue on the public's
mind. And, on page 15, table 8, you will see the most powerful re-
flection of that from a survey we did just after the Wofford/
Thornburgh Senate race in Pennsylvania. This finding has a lot to
say about what we emphasize in health-care reform.

Finding No. 3. We call this the beauty contest. The public is di-
vided on the major options for reform. This is table 9 on page 16.

We asked, which of the following ways of financing health care
would you favor? And we asked about play-or-pay, we asked about
single-payer, and we asked about the President's tax credit plan.

And we found the public pretty evenly divided. We got, for your
information, exactly the same result in a post-primary poll in New



Hampshire, and exactly the same result asking the question dif-
ferent ways in this poll, in an attempt to be fair in characterizing
the different proposals.

Please note that only 2 percent of the public said, leave things
the way they are. Only 8 percent were not sure how to answer.
Ninety percent were willing to choose up sides in making a re-
sponse.

We do suspect, as I am sure you do, that the public's understand-
ing of these proposals is paper thin and somewhat superficial. But
I think it is useful to note thlat the experts who live and breathe
this issue have been divided ll of these years as well.

So, it is unlikely, we think, that there will be a magic day when
the public says, all right, we see it now, we are for Alain
Enthoven's plan, or Karen Davis' plan, or whichever plan.

Finding No. 4. Health reform is potentially a big issue in thePresidential and congressional races. We foundthat if you give peo-
ple a list of problems, they say everything is important.

But, if you ask, what will the most important issues, or the two
most important issues be on your mind when you vote for Presi-
dent andMembers of Congress? Health comes in a strong number
two; far behind the economy, which leads by 2 to 1, but far ahead
of a lot of other very important issues.

And this is a result which holds in Senate races and in House
races as well, although somewhat less powerfully than in the Presi-
dential race. This is table 11 on page 17. Other issues rise in im-
portance when you move to State races, where health drops down
to number 4.

The last point I think I want to make here, and I will just leave
the rest for the record, is that while health is potentially a big
issue, the number two issue on most voters' minds, no candidate
or party has effectively tapped into this issue yet.

If the election were held today, health would not be much of a
factor because we found that the public did not see a meaningful
difference between the health reform proposals of either party or
any candidate. These findings are sumnwarzed in tables 13 and 14
on page 19.

Z ask, do you see any real difference between the health care
reform proposals of Republicans and Democrats, or not? Only 16
percent did see a difference.

Can you think of any political leader or candidate whose proposal
for health reform you support? The answer was no one. Eighty per-
cent said no one; President Bush led with 5 percent; and Governor
Clinton got 2 percent.

I see the guillotine has fallen; the red light is on. If I may quickly
finish by saying that this finding is not surprising, given ihe stage
we are at in the political process. It is at least possible that this
will change dramatically when we get to a simpler world with two
candidates from either party arguing philosophically opposed plans
for health care reform.

Thank you very much. I will be happy to answer any questions
you may have.

[The prepared statement of Dr. Altman appears in the appendix.]
The CHAJRMAN. Thank you.
Dr. Immerwahr.



STATEMENT OF JOHN IMMERWAIRR, Ph.D., SENIOR RESEARCH
FELLOW, PUBLIC AGENDA FOUNDATION, NEW YORK, NY

Dr. IMMERWAHR. Yes. I am John Imme'rwahr, the author of this
report, "Faulty Diagnosis," which you have. I will just highlight a
few points from it. This report is based on a series of 15 focus
groups conducted around tije country, and on two surveys con-
ducted in conjunction with the Employee Benefit Research Insti-
tute by the Gallup organization.

What the survey and the research point to is a somewhat dan-
gerous position. That is, on the surface, it appears there is a con-
sensus among the public, and between the public and leadership
groups.

But, if you probe beneath the surface, you find an alarming gap
between where the public is and where leaders ar,.. So, you have
the illusion that people are ready for something, but what they are
really saying is something quite different.

I will try to outline the research findings, for you in three cat-
egories. If you would like, you can think about health care in terms
of what the symptoms of the problem are, what the diagnosis of the

problem is, and what the cure is. In each of those areas, I think
can show you some interesting differences.
On the symptoms, all of the studies show that everyone's number

one issue is the cost of health care. That is certainly true for the
public as well as for leadership. But, when you start talking to the
public in more detail, you find they have a slightly different mean-
mgof cost.

Not surprisingly, when people talk about costs, what they mean
is how much they pay out of their own pockets, whereas, when
leaders talk about costs, they talk about the $800 billion a year
spent by the country as a whole. Moreover, many members of the
public-and we do not have a precise quantification on this-be-
ieve that they themselves are paying the majority of the Nation's
health care costs in their own share of premiums, deductibles, and
other out-of-pocket costs.

In other words, people think that health care is like auto insur-
ance. It is a problem; it is very expensive; some people do not have
it, and they are concerned about it. But what people do not see is
that, unlike auto insurance, their won share of health care pre-
miums are only the tip of the iceberg.

Now, where this makes a difference is when you say to people,
we have a cure for the health care cost problem: you pay higher

deductibles, higher co-payments." To the public, that is not the
cure, that is the problem. So, it is a very different perspective.

Secondly, when you come to the diagnosis of the problem, the dif-
ference is really startling. If you talk to experts, ao we heard this
morning, they say it is a very complex problem.

Technology is a factor; the aging of the population, the lifestyle
of the American public are factors. The Vroblem is not susceptible
to any single, one-time cure. Whereas, if you talk to the public,
they have quite a different analysis.

According to ahnost everyone that we talked to, this is a simple
problem. It is not a new problem. There is a single major factor
that is very easily understood, and that factor is waste, greed, ex-
cess profits. In other words, in the view of the public, it is not that



we have a health care cost crisis, we have a health care profits cri-
sis.

To give you an example, you have heard a lot of people talking
about $125 toilet seats and the expense of coffee makers on mili-
tary airplanes.

That is nothing, I would submit, compared to the way people talk
about hospital bills. Everyone has a story. And they just did not
read it in the newspaper, they saw it in their own hospital bill: $15
for a bag of ice, $5 for an aspirin.

If you look in today's New York Times, for example, there is a
letter from a person outraged by a $600 bill for 15 minutes in the
recovery room for a one-quarter inch incision in the finger. People
just do not understand what is going on.

So, when you talk to people about limiting their choice, or giving
to different health care delivery systems, they look at you as
though you are crazy. They say, "we are paying $600 to sit in the
recovery room for 15 minutes, and you want to limit my choice? Let
us take care of that, first."

We found, for example, that 83 percent of the public-and that
is a virtual consensus when you get those kind of numnbers--believe
that we could solve all of our problems, cover all of the uninsured
by eliminating the waste, fraud, excess paperwork, malpractice-all
of the excesses people hear about on the news every day. For them,
this is the health care cost crisis.

Thirdly, when we move into the area of the cure, or the solutions,
as Dr. Altman has suggested, what people say at this point about
these solutions is very misleading.

For example, we asked people whether they favored nationai
health insurance, and we got one of the highest numbers I have
seen, 77 percent, saying they favor national health insurance.

But, if you take that as an endorsement for the Canadian plan,
that is mistaken. In focus groups, we asked people whether they
were in favor of national health insurance and what they thought
it meant.

Some people described something like a Canadian-style system,
but other people were much less clear. They would say, "national
health insurance, well, that is where everyone has insurance,"
without suggesting who provides it. One person, for example said
it was a government agency to study health insurance. Another
thought it was a government insurance some people could buy. In
other words, national health insurance is a phrase suggesting solu-
tion; it is not understood. Only 31 percent of those surveyed define
it as the Canadian plan.

What I am saying, in sum, is that before we deal with this prob-
lem, there are severe obstacles that have to be addressed: people's
honest concern with greed and abuse; their unwillingness to listen
to any solution until that concern is both heard and addressed.
There is also a great deal more education, and discussion, and de-
bate that must take place to let people understand the real nature
of this issue. Thank you.

[The prepared statement of Dr. Immerwahr appears in the ap-
pendix.MThe CHAtMwv. Mr. Moynahan.
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STATEMENT OF JOHN D. MOYNAHAN, JR., EXECUTIVE VICE
PRESIDENT, GROUP INSURANCE, METROPOLITAN LIFE, NEW
YORK, NY, ACCOMPANIED BY ROBERT LEITMAN, SENIOR
VICE PRESIDENT, LOUIS HARRIS & ASSOCIATES
Mr. MOYNA1-AN. Thank you, Mr. Chairman. Bob Leitman and I

are pleased to be here today to present a brief summary of the find-
ings of a unique survey which Metropolitan Life commissioned and
released in the spring of 1991.

We feel it may still be of interest to the committee members as
you deliberate on health care reform. It does remain, I think, the
only major survey of which we are aware that targets leader
groups as distinct from the general public.

When the need for reform is generally recognized, we think it is
valuable to know the opinions of key health care leaders; those who
are in a position to effect change, and upon whom we will, in fact,
ultimately rely to improve the American health care system.

This survey covered more than 2,000 such leaders. It was de-
signed to get them thinking about accommodation and to react to
at least some of the avenues along which agreement might be
reached.

In the first section of the survey, the majority of all stakeholder
groups expressed the opinion that fundamental changes were nec-
essary in order to make the system work betLzi, and, that such re-
form is likely to occur.

Of the nine groups that also believed that change should come
incrementally, only the union leaders felt that the change should
be comprehensive and rapid.

A key objective of the survey, of course, was to uncover tradeoffs
which stakeholders might be willing to make as a part of the total
plan in which everyone gave up something. Each survey group said
that they would be willing to compromise in order to achieve com-
prehensive reform.

I would like to highlight for you some of the more interesting
tradeoffs which we found stakeholders willing to make. Physician
leaders found it acceptable to be required to follow practice guide-
lines on how to treat different conditions, and requiring patients to
obtain the prior approval of a primary care physician in order to
see specialists, and being compensated on a fee-for-service basis,
but entirely from a fixed budget with an expenditure cap.

Other reimbursement mec anisms were not acceptable, such as
uniform national fee schedule for all plans, public and private, with
no balance billing allowed; compensation only Gn a capitated basis,
or a purely salaried basis. Perhaps there are no surprises, there.

Hospital CEO's were willing to treat all patients, even if reim-
bursement for some is below the actual cost and, marginally, to ac-
cept global budgets in a uniform one-payer system with prospective
fees for all health plans.

Majorities of corporate executives, even of the smallest firms,
agreed that being required to provide basic health benefits to all
full-time employees was acceptable.

Now, keep in mind that this was in the context of a trade-off sit-
uation. On the other hand, CEO's generally felt that it was not ac-
ceptable that they be required to provide coverage to part-time em-
ployees.
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Now, labor leaders found it acceptable to be limited to a standard
health plan which would be the same for every employer, and also
to be required to belong to managed care plans, such as IIMO's.
However, higher deductibles and co-payments were not acceptable.
They are, they say, willing to work with management to contain
costs of care if the savings would be used for wages, or to save em-
ployment or save jobs.

Now, as to the small employer insurance market, the 21 largest
commercial carriers were surveyed, and, to the extent that a mech-
anism is available to spread excess losses that might occur, they
showed a very strong willingness to provide guaranteed renewable
insurance; to somehow guarantee issue regardless of health status,
and to change other underwriting practices for the small employer
marketplace. Interestingly, they also seemed to agree-74 per-
cent-that in the context of tradeoffs and compromises, operating
on some form of community rating in the small case market wouta
be acceptable.

You should know, by the way, that Metropolitan Life is in the
forefront of companies supporting small market reform, and we
commend the efforts of the Chairman and members of this commit-
tee toward that end.

All stakeholders were asked, if it were part of the financing of
a program in which all made compromises to reach a consensus,
would higher income taxes be acceptable? Majorities of each group
found higher income taxes acceptable.

Now, keep in mind that these are sophisticated individuals who
Likely understand the magnitude of the taxes that would be re-
quired.

Asked if they would be willing to accept a tax on health care pre-
miums paid by employers, we had mixed results. Five of the nine
groups said acceptable; three were opposed; legislators were split.
Importantly, corporate CEO's and union leaders are together in
leading the opposition.

Also, majorities of all groups said that having to obtain care as
a member of an HMO is an acceptable compromise to attain cost
efficiency.

As to the appropriate role of government in health system re-
form, respondents here felt overwhelmingly that the major initia-
tives will be necessary to reform the health care system, but the
government's appropriate role was as a rule maker, not as the op-
erator or manager of the system.

Now, while the debate over reform intensifies and frequently
turns contentious, we believe, at Met Life, that these survey find-
ings should prove encouragement to those who are seeking the
needed consensus.

In summary, the survey showed that leaders believe change is
needed. There is strong agreement among them that change is like-
ly, and that it best be made incrementally.

And, importantly, there is the clear recognition of the necessity
for compromise in order to create a better system for all Americans.

Mr. Leitman and I would be pleased to answer any questions you
mi glit have, and we thank you.

[Tie prepared statement of Mr. Moynahan appears in the appen-
dix.]



The CHAIRMAN. Let me ask you to give me a little more detail
on the question of tax deductibility on health insurance premiums.
You say that corporate and union leaders join together in opposi-
tion?

Mr. MOYNAHAN. That is correct.
The CHAIRMAN. Is that right, Mr. Moynahan?
Mr. MoYNAHAN. Let Bob or I find the actual question and we can

quote that to you and give you the reactions specifically.
The CHAIRMAN. Get a little more detail on that.
Mr. MOYNAHAN. It is not a surprising result, by the way, because

of the-
The CHAIRMAN. All right. I understand. I understand.
[Laughter.]
Mr. MoYNAHAN [continuing]. History and so forth. Bob, can you

locate that?
The CHAIRMAN. But I was listening to the testimony this morn-

ing on managed competition by Professor Enthoven. And, of course,
he is talking about removing part of the deductibility. And I would
assume you would have very strong opposition from union leaders
and corporate leaders.

Mr. MOYNAHAN. You probably will. But I think we see a lot of
interesting things in this survey in the way that the percentages
are quoted here. We had the choice of absolutely in favor of, some-
what in favor of, somewhat opposed, and absolutely opposed, and
so forth. And sometimes the percentage of the respondents who are
closer to the middle becomes a very important consideration.

The CHAIRMAN. That is right. It reflects the intensity of the feel-
i ng, then.r. MOYAHAN. That is correct. Yes.

The CHAIRMAN. All right. Give me a better feel.
Mr. MOYNAHAN. Did you find it, Bob?
Mr. LEITmAN. Yes. Th is is the question of paying income tax on

health care premiums paid by employers.
Mr. MOYNAHAN. Yes.
Mr. LEITMAN. Among the business executives, 40 percent found

it acceptable; 59 percent did not. And the other dissenting group
was union leaders, even a strong dissent: only 26 percent found it
acceptable; 74 percent did not.

For example, among the government groups that we surveyed,
about two-thirds thought it was a good idea. Among physician lead-
ers, similarly, about two-thirds thought it was a ood idea.

The CHAIRMAN. Of course, there are tradeoffs in all of these
things. And if you are talking about trying to raise revenue, that
.is the other side of it, and pay for some of these things, particularly
for some of these people that might not be covered under some of
the plans.

In some proposals CBO estimated about 2 or 3 percent still unin-
sured; others they are talking about 5 and 7 percent. That would
be one of the options you would look at in trying to determine how
they would react to that. Everyone is for the benefits; very few
want to pay for them.

Mr. MoYNAHAN. Yes. Well, I think, again, in this survey, as with
almost every survey that will be reported to you, the question itself
is quite a predictor of what the answer is going to be.



Now, in this context, we did not talk about the taxation of bene-
fits above a basic level, which is the approach that is discussed by
Dr. Enthoven. Had that question been put in that way, I am not
sure what the final response would be today.

So, I think we need to take this in the context of the question
itself. There is an attitude among employers and labor leaders rel-
ative to the sanctity, if you will, of employee benefits, as a tax-fa-
vored practice, in general, and whether or not they will be able to
separate health from the rest of it is another issue.

The CHAIRMAN. Dr. Imnerwahr, you were talking about trying to
further educate people concerning these options, these choices, and
what they mean.

Do you have anything in mind, other than what we have been
doing, and do you have any idea as to what traps to try to avoid
in getting that message across, to get clarity and understanding to
the extent we can?

Dr. IMMERWAHR. I think what people do not respond to very well
is being blitzed with a lot of different facts. People are, in a sense,
already overloaded with new perspectives and so on.

I think that people do respond to choices--one, two, three
choices--that are clearly laid out with the tradeoffs for the people
who have to live with them. A very sharply focused debate around
a couple, three choices, I think, will engage people more clearly.

The CHAIRMAN. Dr. Altman, how about you, do you have some
ideas of how we can get this message across?

Dr. ALTMAN. I actually think that the single most important de-
velopment that will help educate the public is not anything we do
to educate the public per se, but rather the forward movement of
the electoral process, as I said before.

I agree, people will respond to basic gut choices. When we get to
a point where we have two candidates, one Republican, one Demo-
cratic, arguing perhaps philosophically opposed health care plans,
then we would really have the opportunity, the enabling condition,
to educate the public.

I hasten to add, though, that I think it is a mistake to believe
that we will ever get perfect understanding or perfect information
that would lead to a clear public consensus.

We are likely to wind up in a situation-as I said, even experts
are divided-where difficult choices need to be made and sold to
the public.

The CHAIRMAN. Well, I am sure you are right. We are not going
to get total, 100 percent consensus. No question about that. I see
my time is up.

Senator Durenberger.
Senator DURENBERGER. I need to ask you first, maybe all of you,

what-I am glad Tom is here so I can use this phrase-Reischauer
may have called an uninteresting question. The question is, why
did you do these surveys? What is the point of all of this?

That question is phrased in terms of, do you think we ought to
keep doing these things periodically, and, 'if so, should we be shift-
ing our focus from time to time? And what do these surveys tell
you about what are, perhaps, some of the questions you did not ask
that might be more important to the process of reform?



Dr. AtTMAN. I cannot answer the second one without turning it
around and asking you whether such surveys are useful to you. Be-
cause, from our point of view, that is why we do them, to try to
establish a neutral benchmark or yardstick of where we are, how
far we have gotten, how far we still have to go; to see if anyone's
message on health reform is getting through and, if so, which mes-
sage. In short, we are trying to paint the environment in which you
all need to do your work and struggle with this issue.

So, that is why we do it. As to wh ether it is useful, I would have
to ask you and a few Governors and others that question.

Dr. IMMERWAHR. We have been very interested in looking at pub-
lic opinion-not as a static thing-but as a process. We see people
go through a process on different issues.

I think health care is a very interesting example of that; we are
now clearly in the consciousness-raising phase.

People are beginning to be aware of this as an issue; they are
beginning to feel the pinch, they know people who do not have cov-
erage.

But they are not yet on the phase where they have really under-
stood the issue; they are not ready to make the tradeoffs and ask
the hard questions.

This is one of those issues where it is very important to docu-
ment where the public is now, if we are going to find a way to deal
with this issue.

Senator DURENBI ER.ER. Mr. Moynahan, the reason I ask the
question is that it is sort of like, somebody around here a year or
so ago coined the phrase, "$100 billion in administrative excess."
And this morning we found out at least if you believe Dr.
Reischauer, it is probably closer to 10 billion. But it stuck forever.
So, each time this wonderful data comes out, it gets to be some-
body's speech material. That is principally the reason I asked the
question.

Mr. MOYNAHAN. I would like to respond to it. Met Life, as you
realize, is a major stakeholder in the national health care system.

We realize that we have significant problems and we think that
they need to be resolved in the interest of all of our insurance car-
riers who participate in this system.

What we are hopeful that this survey would help to do is to con-
tribute to a data base that would help the deliberations move for-
ward in a more accurate, and, in the end, successful way by open-
ing the view to where there might be compromise; how we might
find ways, if you give this up and I give this up, we might have
something that works. We felt this needed to be discussed, and we
hope that this kind of survey will help that process along.

Senator DURENBERGER. And I think the near unanimity of your
response is very, very helpful to me as a policymaker. I happen to
share the view that the public, when faced with wanting to have
more but having to pay less for it, is going to find somebody else
to blame.

That is sort of a natural thing, somebody else to point to in this
system. And as locr' as they do not have a vision of some kind as
to where all of this is leading, is it going to be very difficult for
them to say, I will tighten my belt a notch if they do not see every-
body else going the same thing.



Maybe you can tell me the answer to this. What we seem to be
getting out there is a lot of, you know, the greed response, or what-
ever it is, sort of anecdotal information is coming back.We are not getting anything that goes very deep into what peo-

ple's real values are, or, as one of you said in the response as we
look ahead, what do we want to hang onto the most and wbat are
we willing to give up first, and some of those sort of values-related
issues. We do-not -eem to be-

Dr. ALTMAN. Senator, we are seeing one change which is impor-
tant and should be mentioned in response to that point. In the
past, we have often found that people are for changing the generic
system, but don't want their individual medical arrangements
changed. And that really is part of the tension that you are talking
about.

But, now, in just the last 5 years in this survey, we have seen
a doubling in the number of Americans who are dissatisfied, not
just with the generic system, but with their own personal medical
care. It is still a relatively low number, but it has doubled from 13
percent to 26 percent. One can speculate as to what would happen
if it doubled again and what the effect of that would be on the
health reform debate if it doubled again in the next, say, 5 years.

Senator DURENBERGER. Mr. Leitman?
Mr. LEITMAN. Well, I just feel, on behalf of Louis Harris and As-

sociates that I ought to say that one can never do enough surveys.
[Laughter.]

But if I could just indulge you for one second. Both Mr.
Moynahan and Mr. Altman, when they came to us, were very care-
ful about saying, how can we make a contribution here, what can
we document here.

Senator DURENBERGER. Yes.
Mr. LEITMAN. There are threads that run through the results of

both of their surveys which were done totally at different points in
time and totally separately: the consensus about the need for
change; about the need for universal coverage; about the need for
costs to be controlled; about government having to take action,
about the Federal Government being the level at which that action
has to be taken; about the lack of consensus about precisely which
choice, which plan would be the best, but the need for one of them
to emerge over the course of the debate; about willingness to move
towards more managed care by both stakeholders and the public;
and a general concern about the costs being borne by somebody
else.

Whomever you ask, there is a sense that somebody else ought to
bear the cost.*And, if I could add one more thing, there is also the
issue of real experiences.

One of the things the Kaiser/Commonwealth study also docu-
ments is that there are impacts on people's lives that are docu-
mented throughout that are, in some ways, embodied in the ques-
tions that are in Mr. Moynahan's survey. Those points, we would
like to think, at least help move us along and tell us what is left
to be answered.

The CHAIRMAN. Senator Daschle.
Senator DASCHLE. Thank you, Mr. Chairman. I am sorry I--was

not here to hear your testimony, but I would be curious if you could



enlighten us to a certain degree as to public perception of the gov-
ernment versus the private sector. Is there a general comfort level
with one or the other that is evident from your polling?

Dr. ALTMAN. We asked that question very, very directly, and you
will have that data in the record. We asked, who should take the
lead in solving the problems with our health care system, and the
result was overwhelmingly clear: not only government, but the Fed-
eral Government. Not the private sector, not Stote government, but
clearly the Federal Government.

In fact, only 3 percent thought health care reform should be a
shared Federal and State government responsibility. On the other
hand, I suspect this has more to do with who should take the lead
than it does with who should run the system, and that question we
did not ask as directly.

Dr. IMMERWAHR. I wonder if I could amplify that a little bit.
Senator DAscHIE. Yes.
Dr. IMMERWAHR. What we see, especially in focus groups is that

people think that government is pretty good at regulating, and con-
trolling, and stopping people from doing something wrong.

When you say to people, "what should we do about this health
care cost crisis," they say, "well, somebody ought to get in there
and control it, and just stop them from raising these prices." In
contrast, people think government is pretty bad at providing serv-
ices; they think government is wildly inefficient, and so on.

What pools are picking up is the view that government can help
control the cost explosion, but more skepticism about whether gov-
ernment could actually provide health care.

Dr. ALTMAN. We had a new finding on this point in our poll. In
recent years when we have asked, who do you blame for the prob-
lems with our health care system, it has been a horse race between
doctors and insurance companies, with hospitals coining in third.

For the first time in this poll, it was a close race, still, but gov-
ernment came in first in the blame game. This says a lot not only
about where people are expecting leadership to come from, but who
they hold responsible and what level of public/Federal officials they
hold responsible for solving the problem.

Mr. MOYNAHAN. There w,.s a very pointed response in the survey
of leaders, Senator, who were asked the question, if government
takes over the management of the health care system, will things
get better? And we also asked what would happen to costs if the
system was reformed overall.

In this survey of leader's opinions--this is not the general pub-
lic-72 percent of the 2,000 surveyed leaders said that the costs
would be higher under a federally-run program, and 67 percent of
them felt that the quality of the system would be lower than if it
were done through an expanded private-sector/public partnership
program.

Interestingly, Federal legislators, 158 percent of the 260, I think,
that were surveyed, were convinced that costs would be higher; 60
percent felt the quality would be lower. Interestingly also, of Fed-
eral regulators, 73 percent believed costs would be higher, and 53
percent felt the quality would be lower.

There was e pretty consistent run through the entire program,
save union leadership, who holds their traditional view that a sin-



gle, national government-run program is their choice. All the other
surveyed parties felt that costs would be higher and quality lower.

Senator DASCHLE. Let me ask a similar question. I think I may
know the answer, but I still think it would be helpful. If the
amount to be paid into the insurance system were the same, have
any of you asked if there is a preference for that payment to be
made in the form of a premium or in the form of taxes? Do they
differentiate between the two if the amount to be paid for the prod-
uct is the same?

Mr. MOYNAHAN. Well, in our particular survey that specific ques-
tion was not asked in just that way, and I would hesitate to try
to interpret some of the other questions to bring an answer.

Senator DASCHLE. I see.
Mr. MOYNAHAN. That would need, I think, a very focused ques-

tion to get a reliable response. I do not know about the other sur-
vey.

Senator DASCHLE. Based upon any of the data that you have,
would you care to make any guess at this point? It is dangerous
to guess on something that fundamental.

Dr. IMMERWAHR. Well, there is a great deal of suspicion, as you
know, about taxes and tax increases-taxes always go up; they
never come down; they get lost in government bureaucracies. So,
many people might think that their money would be better spent
in a premium. But I do not have any hard numbers on that for you.

Mr. MOYNAHAN. My sense is, and I think it is evident in this sur-
vey, that there is a recognition among leadership that, to solve a
great deal of the problems we have, taxes may come into the pic-
ture as a necessary part of the solution. Also, that we will need to
do something about premiums as well, and bring those under con-
trol.

Senator DASCHLE. Well, I have seen reports of polling data that
suggests that eople are wiling to pay higher taxes for effective
cost control and for a better system.

And I do not know the degree to which that is uniform in all the
polling data, but there does appear to be a willingness on the part
of many to sacrifice their current situation in order to obtain more
certainty in the system in the future.

Dr. ALTMAN. We did ask how much people were willing to pay.
I cannot tell you whether they would prefer to pay it in a tax or
in a premium.

In fairly conservative New Hampshire, for example, in our post-
primary poll there, we found that enough New Hampshirans were
willing to pay enough money that, if the rest of the country looked
like them, it would finance a $20 billion program. So, you can make
of $20 billion what you will.

Mr. MOYNAAN. Yes. I think in our survey it was clear, the ques-
tion was specifically asked, if it is going to take an increase in in-
come taxes to solve the problems that we have in the system,
would you be willing to pay it? And the answer was yes, in.the ma-
jority. They would have some understanding that we were not talk-
ing about $50 a year, or $100 a year.

Senator DASCHJLE. Very well. Thank you. Thank you all. Thank
you, Mr. Chairman.

The CHAIRMAN. Senator Hatch.



Senator HATCH. Well, thank you, Mr. Chairman. Dr. Altman,
your survey indicates that 26 percent of Americans are somewhat
dissatisfied or very dissatisfied with their health care, but the flip
side of that is that three-quarters of Americans, according to the
same survey, are satisfied with their health care.

Now, that being the case, do you think that most citizens would
want to make major sacrifices, such as reducing their benefits or
increasing their premiums, that health care reform might entail?
And are the American people really in a position to want major
changes now?

Dr. AiTMAN. A key question. It is important that some 75 per-
cent of the public are satisfied with their own medical arrange-
ments. But let us be clear about what that means and what they
are still dissatisfied with. It means that most are happy with their
doctors and their hospitals, and with the nature and quality of the
care that they get. In the case of 25 percent of respondents, they
are not happy about these things and, if I may reiterate, the pro-
portion of unhappy people has doubled in the last 5 years.

However, when we ask about money and how much they have to
pay in health care costs, we get an entirely different picture. Even
though they could be satisfied with their doctors and hospitals,
fully 82 percent of the public express some significant concern
about their health insurance costs. Americans are more worried
that they will not be able to pay their medical bills than that they
or their spouse will lose a job in the middle of this recession.

Moreover, this fear of costs is pervasive-rising far up now into
the ranks of the middle class and the insured. That is really the
change we see in this survey. Access to affordable health care is
no longer just a problem for the 34-37 million Americans without
insurance. That leads me to believe that there is greater support
for change than the 25 percent number would by itself, suggest.

Senator HATCH. Yes. I would think that is right. Dr. Immerwahr,
go ahead.

Dr. IMMERWAHR. Well, I think that the momentum for change is
stalled by a perception that there is an easy solution.

If you say to people, "well, I think you ought to have less choice
-or wait longer for tests," and so on, their thinking is, I should do
that when these costs are going up like crazy and when it is all
going to malpractice attorneys? Why should I wait longer for an
important test so a malpractice attorney can make more money?"

Senator HATcH. Sure.
Dr. IMMERWAHR. So, in other words, many people now believe

that there are solutions that will not affect their health care deliv-
ery, but will only cut into the public-

Senator HATCH. Yes. My experience is that people really do not
fully understand the problem. It is a national problem under con-
sideration and they generally demand a Federal solution. And they
think the Federal Government can solve all problems because we
can do it for all 50 States.

If they do understand the problem, and apparently they do not
here because they are all pretty well coming out equa in whichever
plan you put up there, then they demand a private-sector solution
or a State and local solution much more than they do the Federal
solution.



But, Dr. Immerwahr, just reconcile the statement that, "Most
Americans believe we have a health care profits crisis, not a health
care cost crisis," with the data just presented by Dr. Altman's testi-
inony suggesting that rising health care costs were of concern to
Americans across all income strata.

Dr. IMMERWAHR. That is absolutely the case.
Senator HATCH. It is.
Dr. IMMERWAHR. But, if you ask people to diagnose what is going

on, they say, what is going on is the profits are going up so quickly.
In other words, it is not that health care somehow costs more to
delivery or is more expensive; it is just that people are taking a
bigger slice of it.

Everybody has a different villain. Older people point the finger
at drug companies; low-income people at doctors; middle-income
people at malpractice attorneys. But they are all convinced that the
money is going somewhere other than health care benefits.

Senator HATCH. Well, let me ask Mr. Moynahan and Mr.
Leitman, based on your interpretation of your survey, do you think
Americans are now ready to make major changes in their health
care delivery system?

Mr. MOYNAHAN. Yes.
This is the leadership group that we talked about. One of the

findings that came out of this was that there was a virtual consen-
sus agreement that the system needed to be changed and it needed
to be changed in significant ways.

Senator HATCH. Are they prepared to live with whatever the
changes are?

Mr. MOYNAnAN. That depends on the tradeoffs and choices, Sen-
ator.

Senator HATCH. What might the changes be?
Mr. MOYNAHAN. Exactly. And I think one of the things that did

come out through this, however, is that I think there is less of a
desire for what you might call comprehensive heroism than there
is for urgent incrementalization in finding a solution.

Senator HATCH. Let me just say this. What do you find to be the
major consistencies and inconsistencies between your study and the
Kaiser study? It seems to me that the tone of your statement seems
to be much more optimistic-if I am interpreting right--for the
prospects of affected parties making necessary tradeoffs than the
data in Dr. Altman's survey which indicate that there is a great
ambivalence among the American people over which precise direc-
tion should be taken.

Mr. MOYNAHAN. Well, again, we are talking about two entirely
different groups.

Senator HATCH. Right.
Mr. MOYNAHAN. So, you might expect that their response to this

would be different. I think, again, we believe that the audience that
our survey addressed and asked questions of mi ght have a better
understanding of some of the things that are at play here and they
might realize more intensely that they are going to have to make
some adjustments.

So you might find a more optimistic response, because you are
also aware that if they do not move in some direction something



that they do not like will probably happen to them. It is better to
have a small trade-off than a major disaster..

I think one of the things that does seem to come clear-I do not
know whether Dr. Altman would agree with this, or not--there
does tend to be an urgent sensc that government should be the
major player in finding the solutions to the problems that we have.
That was in our survey, and it obviously was in the Kaiser survey.

Whether governments should be the final, ultimate, and all-en-
compassing solution, there seems to be an indication among other
surveys that that is not broadly held. Even when you talk to pay-
or-play, which seems, in some surveys, to be an attractive and will-
ingly accepted alternative, because it seems to be a middle-of-the-
road.

If you take some discussion of the Urban Institute study and the
NFIB analysis that also points to play-or-pay being somewhat an
irreversible move down the road to a government-run program, you
might get a very different answer if you see what the end result
Is.

So, again, the questions here need to be very carefully analyzed
before they are weighed terriblyheavily.

Senator HATCH. Thank yoi, Mr. Chairman.
The CHAIRMAN. Dr. Altman, in your survey, as I understand it,

the public feels very strongly that you should have government
intervention on prices for medical care, for the services, and 70 per-
cent, in effect, support price controls.

Dr. ALTMAN. 75percent. Yes.
The CHAIRMAN. 75 percent.
Dr. ALTMAN. Yes.
The CHAIRMAN. Is there a difference in how they feel toward

other goods and services, insofar as price controls?
Dr. ALTMAN. Bob Leitman may know the answer to that. I have

not looked at those comparisons.
Mr. LEITMAN. I can tell you from other work that has been done.

I will give you an example. A survey of 7,000 members of the pub-
lic asked about value, where they thought they had good value and
bad value.

There were five health factors in there--hospital charges doc-
tors' charges, insurance, dentist fees, prescription drugs-and they
all came down very, very low on the list.

So, I take that to be a very serious indicator that people think
relative to other goods and services in this list of 50, which was
very comprehensive, that health care is not seen as good value for
the dollar. And that leads to some of the other findings that were
discussed today.

Again, Americans' understanding about why costs are what they
are is very thin, but, clearly, we do not believe, as a country, that
at this point we are getting good value for our money.

Dr. ALTMAN. Senator, I think the most honest answer I can give,
thinking about all of the responses we get in our surveys, is that
people are desperate for some solution to the cost problem that
they are feeling, period.

The CHAIRMAN. This is the one that is hurting the most.
Dr. ALTMAN. That is the one. And we know what is worrying

them about cost. It is concern about their own payments for insur-



ance and out-of-pocket payments, and also fear that their benefits
will be cut, or their dependents' coverage will be eliminated be-
cause it costs their employers too much.

People seem to express a preference for government intervention
to control health costs, that is the 75-percent number. But there is
also strong support for other approaches.

For example, now- we see a majority of Americans saying that
they would be willing to accept managed care, that is to accept
some limitation on their freedom to choose doctors and hospitals in
exchange for lower costs.

So, the best interpretation I can give you is they want a solution
to the cost problem, period, and are open, at this point, to a variety
of approaches.

Mr. MoYNAHAN. If I may just add one thing to that. Again, this
goes to the value of the surveys. Some of the surveys put forward
an almost irresistible fix in terms of describing price setting, and
it seems to assuage the pain that most people feel. It is the white
hat going after the blackhat, in a sense.

But very few of the surveys, to my knowledge, discuss the price
that you pay for price fixing. I am not sure how the response of
the public would be if they had a full discussion and full disclosure
on that in some of the focus group kind of organizations.

The CHAIRMAN. I wonder if the words "price controls" were used
in any of the questions? Price controls have some connotations
sometimes.

Dr. IMMERWAHT. In focus groups, people say it spontaneously.
You see, a simple problem calls for a simple solution. In a sense,
for most people, the problem is the prices. People do not under-
stand that technology is driving the cost up, because technology in
the rest of their lives, makes things cheaper. It is a complex argu-
inent. Since they think it is prices that are out of control, that is
what they think needs to be controlled.

The CHAIRMAN. All right. Do you have any further questions?
Senator HATCH1. Could I just ask one other question? In your sur-

veys, and in your discussions and your studies of this, did you come
to any real definitions of what the major and minor changes they
want would be?

Is it like universal care, single-payer, play-o'-pay, or is it basi-
cally just one idea or another idea considered as major changes?
For instance, medical liability reform, or lower costs, or better in-
surance, or whatever?

Mr. MoYNAHAN. Well, I will start on that, if you want. I think
at the time our survey was done, there was not as much clarity,
supposedly only three alternatives were being considered. So, there
was no question put in that.

Senator HATCH. Well, it is apparent that they do not understand
those alternatives either. They basically think they might be an-
swers, but they do not fully understand what they mean.

Mr. MOYNAHAN. I think today, even, that is true. I think there
was clarity, in our survey, at least, that the issue of universal ac-
cess to financing and care was a major problem that they agreed
needed to be solved.

There was a clear indication, in their view, among all of these
leaders, of the importance of managed care as a private sector al-
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ternative and method to approaching the exchange of quality and
cost in a controlled way.

There was, I think, a general agreement-and, Bob, you may
want to add to some of this-that, importantly, there was going to
be something done fibout both the access and the cost issues and
that they would want to participate in a cooperative way in finding
a solution. Those aie the major things that came out of ours.

The CHAr.mAN. Well, thank you very much, gentlemen. We ap-
preciate your contTibution.

Mr. LEnrMAN. Thank you.
Mr. MoYNAHAN. Thank y, i.
Dr. IMMERWAHR. Thank you.
Dr. ALTMAN. Thank you.
[Whereupon, the hearing was recessed at 2:40 p.m., to reconvene

on Thursday, May 7, 1992 at 9:40 a.m.]
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U.S. SENATE,
COMMITrEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to recess, at 9:40 a.m., in

room SD-215, INirksen Senate Office Building, Hon. Lloyd Bentsen
(chairman of the committee) presiding.

Present: Senators Bauris, Pryor, Riegle, Rockefeller, Daschle
Breaux, Packwood, Danforth, Chafee, Durenberger, Grassley, and
Hatch.

Also present: Senator Paul David Wellstone.

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

The CHAIRMAN. If you will please cease conversation, the hearing
will be under way. Today we continue our examination of the pro-
posals for health care reform with a focus on the increasing and
alarming growth of health care costs.

The figures are quite familiar by now. Health care spending is
higher in the United States than any other country in the world,
spending approximately $850 billion; S.1 million people directly em-
ployed in the health services sector of the economy. Health care
spending is estimated to be 14percent of the GNP this year. Dick
Darman, over at OMB, projectedit to be over 17 percent by the end
of this decade, and that is an unsustainable figure.

If you look at it as a single snap shot in time, it is not so disturb-
ing. But, what is of concern is, as stated by the CBO Director yes-
terday, the trend line and where it is going.

In 1984, national health spending was half of what it is today.
By the end of this decade, it will double again. If we continue, we
will be spending $1.6 million by the year 2000.

So, more and more Americans are finding health care
unaffordable. We have the finest health care system in the world
for those that can afford it, but less and less accessibility because
of cost.

Small businesses, are forced to increase the deductible, then they
increase the co-insurance, then they drop the dependents, then
theydrop the policy altogether because they simply cannot afford

it. There are 34 million Americans without health insurance; 12
million of them are children.

We can see the implications of this trend in the Medicare and
Medicaid programs, over which this committee has jurisdiction.
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The Congressional Budget Office projects that Federal spending for
these programs will total $350 billion in 1997. That is more than
twice the spending level of 1991.

In recent years, we have taken some steps to try to slow that
trend in growth. The Medicare program has been a leader in the
use of DRG's for the hospital payment; RBRVS for physician pay-
ments; and other mechaisms for cost containment.

The most recent effort for further restraint in Medicare and Med-
icaid spending was the amendment offered by the Ranking Member
of the Budget Committee on April 10.

That proposal originated in the President's fiscal year 1993 budg-
et and would establish caps on entitlement spending. It sounds like
a simple answer, a simple solution.

I opposed that amendment for several reasons. Chief of them is
my concern that we can not slow growth in health care costs
through restraint in Federal program spending alone.

Deep cuts in Medicare and Medicaid will just shift the costs. The
providers will shift those health care costs to privately insured in-
dividuals, businesses, State and local governments already strug-
gling to maintain health coverage.

The job for us is to look beyond that and the increase in health
care costs themselves and try to address it. Today, we have a num-
her of witnesses to help us examine approaches to improve our
ability to contain those costs: Kevin Moley, Deputy Secretary of
HHS, will present the administration's proposals o contain growth
in health care expenditures.

AFL-CIO President, Lane Kirkland, will provide organized la-
bor's perspective on controlling growth and health care costs.

Dr. Stuart Altman will offer his views as a widely respected au-
thority on health policy. Deborah Steelman will report on the rec-
oinmendations of the 1991 Advisory Council on Social Security,
which she Chaired, for controlling health care costs. We will also
hear from representatives of health care consumers, providers, and
businesses.

Most Americans agree that health care costs are way out of
hand. Every survey we saw or heard about yesterday from the wit-
nesses said they are looking to us, they are looking to the Federal
Government for action. We are going to be looking forward to hear-
ing fiom our witnesses for their insights as we tackle this problem.

I would ask my colleagues to limit their opening statements, if
they have any, to 3 minutes, because we have some very excellent
witnesses we want to question at some length. We want the time
to do it. We have an order of arrival here.

Senator Hatch.

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

Senator HATCH. Thank you, Mr. Chairman. I appreciate you
holding these hearings. I think they are critical to this discussion
and I will look forward to listening to all of the witnesses today,
because all of us are concerned about the meaningful reform of our
health care system and the rate of growth of health care costs. And
I would ask that the balance of my statement be placed in the
record.



The CHAIRMAN. That will be done. Thank you.
[The prepared statement of Senator Hatch appears in the appen-

dix.]
The CHAIRMAN. Senator Riegle.

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

Senator RIEGLE. Thank you very much, Mr. Chairman. Let me
thank you, again, for your leadership in this very important area
of national urgency. If I may, in the time that I have, I want to
just review quickly the recordfor the sake of our first witness.

Back on December 13, 1989, I wrote a letter to President Bush
setting forth a desire on my part to work with him and his admin-
istration to try to develop a comprehensive national health insur-
ance program that could control costs and provide access to all of
our people.

I got a routine acknowledgement from the White House that the
letter had arrived about a week later. Then, 5 months later, I got
a detailed letter from Secretary Sullivan indicating his concern.
That was dated May 10, 1990.

I had an opportunity then to meet with the President on June
13, 1991, and I raised the health care issue with him in his office.
And I talked about the case of a young woman in Michigan, named
Cheryl Eichler, who died of Crohn's Disease, whom I think would
be alive had she had health insurance and care; a woman about 30
years old.

And I did so because the President, I knew, was familiar with
Crohn's Disease, a very terrible medical problem, because he has
a son, sadly, that has a similar problem.

And I urged him at that time to work with me and others in the
Congress on a bipartisan basis to do something about the urgent
need for a comprehensive national health plan of one kind or an-
other that could control costs and get coverage out there to our peo-
ple, coverage that they could afford and which did the job.

He suggested that I meet with Secretary Sullivan. I established
such a meeting. We met, then, on November 5, 1991. Now, a lot
of time has elapsed, of course, over that stretch of time. I had a
good discussion with Secretary Sullivan. He was interested in the
topic, and so forth.

But, I must say, as we meet here today, there is still no com-
prehensive plan from the administration, there is no legislative
package that deals in a comprehensive way with cost control and
the issue of access; how we get insurance coverage to those that are
now losing it, families that cannot afford to maintain it because the
costs are going up so fast, or the 40 million or so people in the
country that have no insurance at all. We have 1 million of those
in my home State of Michigan, 300,000 of which are children.

Anid I could cite, if I had the time, many examples of just terrible
human hardship, suffering, and death, in fact, because of an ab-
sence of health care.

I do not think that doing nothing or doing a little bit around the
edges really addresses this problem. I hear this talk that there is
not a consensus. There are a lot of times in the country when, on



a difficult issue, there may be various options for approaching it,
there may not be initially a consensus.

That is a time, as I see it, for leadership. I think the reason we
have elected leaders, particularly a leader of the executive branch
of government, is to give the leadership to help break the impasse
and to move us down a path towards a comprehensive plan that
accomplishes these two goals.

So, I will just finish by saying that I feel that I have to have,
as a U.S. Senator and as somebody running a Health Subcommit-
tee, a comprehensive plan from this administration in legislative
language that addresses this problem from start to finish. We do
not have that now, and I would like to know when we will have
it. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Grassley, do you have any comments?

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

Senator GRASSLEY. Thank you, Mr. Chairman. Some of our wit-
nesses today are going to emphasize, as health care spending heads
towards 30 percent or more of our gross domestic product, that the
standard of living of our people is going to decline and our inter-
national competitive position will erode. And I think we all agree
that we cannot tolerate this state of affairs any longer.

Now, at the same time, most of the projections that even Senator
Riegle refers to are based upon rates of growth in health care
spending that we have experienced for more than a decade.

I certainly agree with a number of my colleagues on the commit-
tee who have observed that breaking this health care spending
habit is going to be very difficult.

In fact, I was taken by a point that will be made by one of our
witnesses today to the effect that necessary changes are really of
an unprecedented magnitude.

What other parallels in recent American history can we think of
which entail the kinds of drastic revisions in an established institu-
tional sector that are being called for in the health care sector
today?

Pobably not the establishment of the Social Security system;
probably not the establishment of Medicare, nor the 1982-1983 res-
cue of the Social Security system which was really something of a
crisis requiring an unprecedented Congressional/ Presidential na-
tional commission to solve, and I suppose we could go on and on.

In any case, Mr. Chairman, we need to start moving, and I hope
that these and the future hearings you have scheduled on this
issue will help us find a way out of what is a very difficult thicket.
I The CHAIRMAN. Mr. Secretary, we are pleased to have you. I

must say we were disappointed we did net get your statement, I
understand, till last night. It would be most helpful if, in the fu-
ture, you would give us a little prior notice so we can have a
chance to examine it and perhaps ask a bit more informed ques-
tions. Or, perhaps that is not the way some would like it.

I understand we are receiving from Treasury the first phase of
some of the details that the President is suggesting.



So, if you would go ahead, Mr. Secretary, we are pleased to hear
your statement. I would ask that you try to limit it to 10 minutes
so we will have an opportunity to ask questions.

STATEMENT OF HON. KEVIN MOLEY, DEPUTY SECRETARY OF
HEALTH AND HUMAN SERVICES, WASHINGTON, DC

Deputy Secretary MOLEY. Indeed, Mr. Chairman, I would like to
ask that my full statement be entered in the record, and, that I be
permitted to paraphrase, in the interest of the committee's time.

The CHAIRMAN. That will be done. That will be done.
[The prepared statement of Deputy Secretary Moley appears in

the appendix.]
Deputy Secretary MoIm Y. Mr. Chairman, members of the com-

mittee, I am pleased to be here this morning to talk about health
care costs and ho, to contain them. This issue goes to the heart
of any serious approach to health care reform.

The President's Comprehensive Health Care Reform program of-
fers an effective response to this issue, one that is compatible with
our American culture and expectations for a top-quality health care
system.

We are all familiar with the numbers that document increasing
health care costs. The unsettling implications of those numbers is
that the rate at which health care costs is growing is unsustainable
into the future. Health care costs have been increasing at two to
three times the rate of the rest of the economy.

No segment of our economy is immune from the effects of this,
as we witness expenditures on health care consuming more and
more of our resources each year. Workers face lower wages than
they would if health care costs were lower; individuals face stiff
premium increases and growing out-of-pocket costs.

Federal and State Governments find health care their biggest
budgetary problem. The portion of our economy devoted to health
care increasingly squeezes our nation's resources and ability to sup-
port other important priorities: housing; education; and infrastruc-
ture; all priorities that are essential to sustain and improve our
current standard of living.

The Secretary has said repeatedly about health care spending
that, "It seems that the $2,700 spent on average for each and every
man, woman, and child in this country ought to be enough." This
is more than any other country in the world. Yet, despite this ex-
enditure, more than 13 percent of Americans are without any
ealth insurance" at all.
The President's Comprehensive Health Care Reform program,

announced February 6, carefully builds an approach to health care
reform that meets the twin challenges before us: expanding access
and containing costs. Parts of this program are reflected in the bills
that we will transmit this week and in the weeks ahead.

The President believes strongly, after considering the con-
sequences of the alternative, that cost containment can best be
achieved through restructuring incentives and creating a market-
based system.

A market-based system allows and promotes consumer choice,
both choice of providers and of delivery systems. It further allows
flexibility in coverage and benefits, fosters innovation, and allows



more decentralized and individually-based decisionmaking through
multiple local payers, providers, and consumers.

Any alternative that is premised on substantial government con-
trol of choice, price, or other aspect of the health care system
through a centralized regulatory system will never control costs ef-
fectively, nor be compatible with American values.

In developing the framework for our program, the President
chose to build on what is best in the existing system and reform
what does not work. We will strengthen and empower purchasers
to make better informed choices.

To contain costs, the President's program creates market-based
incentives, removes barriers to efficiency within the system, and
controls cost drivers. The President's cost containment provisions
should each have a positive influence on costs.

In addition, the President's program obtains greater leverage
from the provisions because they are designed to interact in a way
that heightens the incentives to control costs and thus achieve an
even greater savings impact.

I would like to submit for the record a 56-page analy.ils of cost
containment benefits from the President's program that has just
been recently developed by the Health Care Financing Administra-
tion and others in our Department and the administration.

The CHAIRMAN. That will be done.
[The information appears in the appendix.]
Deputy Secretary MojEY. The proposed initiatives in the Presi-

dent's program to make insurance more affordable and accessible
will result in millions of new consumers; individuals and small
businesses, looking in the marketplace for and expecting to pur-
chase affordable health care.

This sets in motion the market force for a cost containing, com-
petitive health care system. Consumers will be looking for value in
the marketplace.

Many providers and insurers will want to serve those better in-
formed consumers. Insurers will do so, because with the President's
private insurance reforms, insurers will no longer be competing on
the basis of insuring only the healthy. They it will be competing
on the basis of cost containment and quality.

As a result, we can expect that services provided and benefits of-
fered will be responsive to the consumer's preferences and needs.

What the President has proposed will empower the consumer,
through choice and competition, to influence the local market to-
ward cost containing action rather than create centralized bureauc-
racies that revert to price controls and global budgeting.

To add impetus to the incentives, the President's program would
substantially increase consumer information, and remove the bar-
riers to cost-effective choice involved in coordinated care systems,
which are well-recognized for their high quality and high value.

The use of coordinated care systems is one of the best ways to
reduce fragmentation of services and excessive use of services, and
is a centerpiece of the President's program.

In tandem with these initiatives, the President's program also
launches reform initiatives that target "cost-drivers," such as mal-
practice and administrative inefficiencies, which spur on the infla-
tionary tendencies of our present system.



The final cost containment feature I want to mention is the pow-
erful potential of better primary and preventive care. These activi-
ties give us the best of both worlds. They improve health and en-
hance quality of life, and they also contain costs. These are things
that we can do for ourselves that vastly improve our quality of life.
They will also save health care costs.

In conclusion, these actions will contain costs by restraining the
inflationary elements and inefficiencies in our current system.

I believe the President's Comprehensive Health Care Reform pro-
grain offers an approach to cost containment that would be accept-
able and compatible with American expectations and would ensure
that we do not undermine the high-quality, acute care system we
now have. Mr. Chairman, thank yoJ.

The CHAIRMAN. Well, I admire the brevity. Mr. Secretary, on
pages 4 and 5 of your statement, you argue that the President's
plan will reduce costs through two approaches. First, that you say
that the insurers and the providers will compete for that new busi-
ness for the uninsured.

And, second, you argue that the insurers will be competing on
the basis of cost containment, as I heard you just a moment ago,
and quality, rather than trying to avoid unhealthy individuals.

Well, let us look at the first point you made. Simply covering the
uninsured will lower health care costs. If that is true, why does the
President not come out for universal coverage as a way of lowering
costs even more?

Now, Bob Reischauer, who is the head of CBO, in testifying yes-
terday, said expanding coverage through a tax credit plan as pro-
posed by the President would actually increase the costs by ap-
proximately 2 percent.

Why do you believe it would lower costs? Get a little more spe-
cific for me on this competition. How is it going to change from
what we have seen thus far?

Deputy Secretary MOI.EY. Mr. Chairman, as you know, we have
estimates of over 34 million Americans, our fellow citizens, who are
without health insurance. They are, however, not necessary with-
out health care.

Unfortunately, very unfortunately, as you know, those without
insurance often wait until they are too sick, and show up too late
at the costly back door of our system, the emergency room.

Our Inspector General has Medicaid statistics saying that any-
where from one-half to two-thirds of those Medicaid emergency
room visits are unnecessary in terms of being emergency-room-type
visits.

The CHAIRMAN. There is no question about that. I have just been
to visit several of the trauma centers in Texas. Time and time
again we saw that people arrived there who would have had better
and less costly treatment if they had not had to go through that
process.

Deputy Secretary MOJLEY. Indeed. And, in fact, those emergency
room visits, as we now know, cost us anywhere from three to five
times as much. And we all pay for those emergency room visits,
since our private health insurers are subject to substantial cost
shifting.



We pay for them in our public system, specifically in Medicaid,
by virtue of their not having the benefits of coordinated care. But,
more importantly, we pay for them through disproportionate share
payments in both Medicare and Medicaid, as well as the 28 cents
on every dollar that is spent by private insurance through cost
shifting.

The CHAIRMAN. I think I agree insofar as the increased costs on
the individuals that arrive at the trauma center and who should
have been taken care of in more normal procedures.

But the other side of that coin is that, as Bob Reischauer testi-
fied yesterday, the uninsured use only half the services that the in-
sured do. Therefore, they are getting medical attention at other
points, and this adds up to even more. You might double or triple
the cost for the few that finally get to the trauma center. But, he
argues to the contrary in the overall picture.

Deputy Secretary MOLEY. Mr. Chairman, as I said earlier, a lot
of our proposals are interactive with respect to cost containment.
We are proposing to transition into the tax credit, the voucher, if
you will, those monies that we currently spend, the discrete Medi-__
care and Medicaid payments for disproportionate share, as well as
those costs that are in the system through cost shifting and costly
and unnecessary emergency room visits in Medicaid.

This will allow us to provide preventive and primary care for
people to get them through the "front-end" of the system. Clearly,
we believe that it is less expensive to treat these people in the
"front-end" of the system than it is in the "back-end" of the system.

And I think it merely suggests that if we are to believe the rhet-
oric that many, if not all of us, have repeated for years, an ounce
of prevention is worth a pound of cure. Through a number of dif-
ferent vehicles-the expansion of community health centers, the ex-
pansion of the National Health Service Corps, the reforms through
RBRVS we are making primary and preventive care more available
and accessible to virtually all of our citizens. There are tremendous
cost savings to be accrued if we are to do so.

The CHAIRMAN. Well, I cannot help but think when you talk
about preventative care how tough a time we had getting the ad-
ministration to support the increases we needed in immunizations.

Let me get to the second point that you make, that inswers have
been competing trying to cover only healthy individuals rather
than by managing health care costs.

Well, as you probably know, I proposed legislation to try to ad-
dress this problem in the small group insurance market. I am com-
plimented by the fact the administration has chosen to adopt a
number of those in their legislation. But I think that the health
care cost problem is much bigger than that.

Later today you are going to hear a witness from General Motors
talk about the problems they had limiting increases in health care
spending for their workers. T7hey are spending over $900 per car
to provide health benefits.

I look at their competitor coming in, the Japanese, and starting
new plants with much younger workers, with fewer health prob-
lems at those ages, and having a very substantial competitive ad-
vantage.



But I am listening to similar stories from CEO's across the coun-
try. One of last year's witnesses, Michael Peevy, CEO of Southern
California Edison, felt so strongly, he sent us a statement for the
record today calling for a Federal Health Care Board to set expend-
iture targets for national health spending.

Those bur'qesses are not excluding the unhealthy workers. They
are even trying managed care but they are simply finding it impos-
sible to afford the increase in health care costs. Now, what does the
President propose for them?

Deputy Secretary MOLEY. Mr. Chairman, we face a dysfunctional
market-the lack of a market, if you will-in the purchase of insur-
ance. And we have adopted many of the ideas that you proposed
in small market reform.

And, in fact, we will be sending legislative language to the Hill
later today on both small market reform and Health Insurance
Networks.

I specifically draw attention to Health .-; ',,.rance Networks, be-
cause I think you are absolutely correct. 2.'!: ely dealing with the
small marketplace through rating bands, as much help as that may
provide does not go far enough. The fact of the matter is, we be-
ieve very strongly that we need small employers to have the oppor-
tunity to band together to purchase insurance with the same kinds
of cost efficiencies that are avail- Ye to larger companies, those
that are ERISA-exempt from Sta mandated benefits. This pro-
vides them with -the opportunity to nave much, much lower admin-
istrative costs, which consume up to 40 percent of the premium dol-
lar for small employers.

We agree that there are a number of reforms that are essential-
fundamental reforms to the group insurance market--that are es-
sential if we are to maintain a private sector that can provide
health insurance for the majority of our citizens.

We have a situation right now, quite frankly, in which small em-
ployers oftentimes have disproportionately low rates if they have
favorable demographics, for example an eriployee population, if you
will, that looks like the 1992 Olympic Swimming Team.

But, as soox as one of those individuals or a member of their
family becomes chronically ill, we see a circumstance where their
rates go through the ceiling.

The reforms that are in your bill, and that are in our bill, do a
lot to alleviate that problem. But they will not get to the root of
the problem, in my opinion, unless we allow those small employers
to band together, purchase insurance, and make deals with provid-
ers in the same sense and in the same way that large employers
are doing increasingly across the country.

The CHAIRMAN. My time has expired. Senator Hatch.
Senator HATCH. Thank you, Mr. Chairman. Mr. Moley, I have

read with interest the President's plan. And I was wondering if you
could elaborate on the concept of HIN's (Health Insurance Net-
works).

Professor Enthoven, for instance, was here yesterday and he
talked about HIPC's, or Health Insurance Purchasing Cooperatives.
And I believe that his plan only works because his health care sys-
tem is mandated and would be universal. And then, of course, the
President's plan is not.



Therefore, can you identify for me the principal differences
among the concepts of HIN's, HIPC's, and MEWA's, or Multiple
Employer Welfare Organizations.

Deputy Secretary MOrEY. Let me first say that MEWA's, about
which there has been considerable controversy, in and of them-
selves need reform. These Multiple Employer Welfare Associations,
some of which have been self-insured, have, in fact, been subject
to a great deal of fraud and abuse. We will be sending up in the
coming weeks, very shortly, a MEWA reform package.

HIN's, Health Insurance Networks, not to be confused with
MEWA's, will be insured entities. And, in fact, they already exist
in many instances.

What we are talking about are associations, many of which are
headquartered in this city, or which exist across this coutry-
Chambers of Commerce, or industry-wide associations of small re-
tailers. They would now have the opportunity to band their mem-
bership together for the purchase of insurance, having the econo-
mies of sale that large companies do, and being exempt from State-
mandated benefits.

For instance, in the State of Virginia, add 21 percent to premium
costs for small employer. In Massachusetts, 17 percent. In the
State of Maryland, 15 percent.

It also would give them protection from the extraordinarily high
administrative overhead costs that are associated with small em-
ployers; oftentimes those premium costs, 40 percent of wlich are
for administrative costs, not for paying claims.

If we were to eliminate medical underwriting, the redlining of
risk, going back to the dictionary definition of insurance, that is,
the pooling of large numbers of healthy, unhealthy, young, and old,
protecting them from pre-existing condition limitations, at the
same time protecting the entity, the purchaser, the Health Insur-
ing Network, from the extraordinary high cost of administrative
overhead and from State-mandated benefits, we believe we would
go a long way to creating a marketplace.

These HIN's would not be doing business as usual. They would
demand deals from providers. They would demand the same kinds
of arrangements that increasingly we see ldrge corporations and
their insurers entering into with provider networks.

Senator HATCH. This sounds to me a little bit like the sickness
funds that they are using in Germany, that they become very com-
petitive. But, nevertheless, they meet certain standards, they say
what those standards are, and they deliver on that basis. It is in-
teresting to me.

Could you tell us the President's legislative timetable on his
health care plan? I think that might be helpful to all of us.

Deputy Secretary MOLEY. Senator, certainly. I would be pleased
to. The fact is, 2 days ago, Treasury Secretary Brady submitted the
first element of the President's plan, extension of the 100-percent
tax deduction for the self-employed fully phased in starting in tax
year 1996.

Today, we hope to transmit another component of the President's
package, the legislative language on small market reforms and
Health Insurance Networks which is similar to what you have



worked on here already in this committee, Senator Bentsen and
Senator Chafee.

Next week we hope to transmit legislative language on medical
malpractice, on administrative reforms, and on consumer informa-
tion. We believe that the dysfunctional market could stand an in-
creased dose of consumer information.

We believe we now have the knowledge to disseminate informa-
tion in such a way as to provide consumers and purchasers with
the ability to make better-informed choices on the basis of quality
and cost.

Senator HATCH. Now, your testimony outlines several ways that
you would hold down costs if the President's plan were enacted.
Now, what do you advise that we do in the interim to hold down
costs, particularly in Medicaid and Medicare?

Deputy Secretary MOLEY. We have had proposals before the Con-
gress, as you know, virtually every year to reduce the rate of in-
crease in Medicare. We have not been particularly successful. I
think, therefore, it now calls for the kinds of actions that we are
proposing in the President's plan.

However, having said that, although each of the elements of the
President's plan that I indicated would be transmitted in legisla-
tive language are interactive, they could be passed in and of them-
selves and have a beneficial effect on behalf of the costs of health
care in this comtry. And if they cannot be acted on in total, we
urge that they be acted on individually and be viewed as such. We
do, however, note that they have strong interactive effects which
contain costs.

Senator HATCH. One last question. How do we put incentives in
the system to increase cost-reducing technology and limit cost-in-
creasing technology with little or no additional medical value?

Deputy Secretary MoLuuY. I think that goes to the heart of cost
containment, Senator. The fact of the matter is, when a person
takes a drug in this country, he or she can be sure that it has gone
through clinical trials.

However, as much as we all in this room, may know about health
care costs &nd health care policy, virtually all of us purchase prod-
ucts from orange juice to automobiles on the basis of more informa-
tion on cost, quality, and outcomes than we do with surgical proce-
dures.

And we believe that the software and hardware are available to
make that information available to consumers and purchasers so
we can make better choices, more infomed market-based choices
in our purchase of technology and health care in general.

Senator HATCH. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you. Senator Riegle.
Senator RIEGLE. Thank you, Mr. Chairman. You mentioned both

primary and preventive care, which I think is critical, and also the
need for more consumer information.

I am going to give you a little consumer information right now
that relates to your point. I want to show you an article that ran
in the Detroit News newspaper about a working mother, a single
parent named Cynthia Fife, and her 6-year-old son, Anthony, and
the problems she is facing.



Now, I want to understand how your program would solve this
problem, so let me just take you through it. This woman works
now. She earns about $12,000 a year. She has very limited health
insurance coverage for herself, but none for her son through the
work place. And her health coverage has not been adequate to
cover h er health bills, which is part of this story.

But the other part of the story is, if you can see the picture of
her son right here, 6 years old when this picture was taken, he has
no health insurance. Not a penny of health insurance.

For her to insure him, she would have to buy a supplemental
package in Michigan that would cost here, it says in the article,
about $200 a month. Now, that would be $2,400 a year, and she
cannot afford to do that.

They live in a house trailer and it goes on to say what her costs
are otherwise. She cannot afford to buy that package coverage for
him, and he is one of the 300,000 children in Michigan today with-
out any health insurance.

Now, I have tried to apply the philosophy in what is called the
Bush Health Plan, or parts of it, the bits and pieces, to this prob-
lem. It is not here in legislative language yet. But, in terms of this,
as I understand it-now, you tell me if I am wrong-that there is
a proposal here to have a tax credit.

And the way the tax credit would work for somebody like Cyn-
thia Fyfe, if she buys this policy for Anthony, if she had the money,
could squeeze it out of her budget, and spend the $2,400 a year to
cover him, under the Bush tax credit plan, she could put that on
her tax return and she would get tax relief in the amount of about
$250. Is that essentially corTect?

Deputy Secretary MoitEY. No, Senator, it is not.
Senator RIEGLE. Well, then, you tell me how it would work.
Deputy Secretary MOLEY. The fact of the matter is, all people at

or below 150 percent of poverty would receive a voucher.
For a family with an income of up to 100 percent of poverty, it

would be worth $3,750. The amount of that voucher, that credit,
would phase down at 150 percent, or be replaced by a tax deduc-
tion of which you just spoke, which would be for people of that in-
come level andhigher.

They would then submit their tax return and receive financial
help in the purchase of health insurance.

For the people in circumstances like thorpe of the individuals you
mentioned, there would be a direct credit for the purchase of insu.r-
ance provided by two or more insurers authorized by the State in-
surance commissioner to provide those policies which would pool all
of those people at or below poverty. Secondly

Senator RiuGILE. Well, let me just stop you here, because vie are
not communicating with one another. My understanding is, her in-
come would put her above the 150 percent of poverty now in, Michi-
gan, so she would have to go the tax credit route.

And, in order to do that, in order to get insurance in place for
him, she has got to go to a provider of insurance, she has got to
pay the month y premium, the $2,400 a year.

And my question to you is, let us say she does that. How does
the Bush plan reimburse her for any or all of that $2,400? Now,
she is above 150 percent of poverty. How does your plan help her?



Deputy Secretary MOLEY. If your income figure is correct, I do
not believe she would be covered, Senator. But, given the fact that
you are suggesting she is, she would submit that and she would get
a tax deduction.

Senator RwEwJxE. Now, submit it to whom?
Deputy Secretary MoJEY. On her tax return.
Senator RIEm,. On her tax return. All right.
Deputy Secretary MOLEY. And she would receive a tax

deduction-
Senator RIEGE. Of how much?
Deputy SECRETARY MOLEY [continuing]. Of $3,750.
Senator R1EOIE. A tax deduction of $3,750?
Deputy Secretary MOLEY. That is correct.
Senator RIEGLE. Even though she has only paid $2,400 for the

insurance Dolicy for her son?
Deputy secretary MOLEY. She receives a tax deduction for the

purchase of that insurance for her and her family. You are talking
about the $200 supplemental and whatever else she is paying out-
of-pocket for those health care costs would form the basis of the de-
duction which she could submit up to $3,750.

Senator RIEGLE. All right. And then we apply her tax rate to
that, do we not?

Deputy Secretary MOLEY. That is correct.
Senator RIEG1E..All right. So, what is that likely to look like?

Now, you have used that figure. If I use her $2,400 of what she
would have to pay out-of-pocket to insure Tony, I think she would
get about a 15 percent effective rate.

Deputy Secretary MOLEY. That is correct.
Senator RIEGLE. Now, so she would get a deduction fiom her

taxes of 15 percent of the $2,400, would she not?
Deputy Secretary MOLEY. That is correct.
Senator RIEGLE. All right. Now, let us just stop right there. So,

as I understand it then, you see, when you use the words "tax cred-
it," people do not understand what tax credit means. They think
somehow you are going to get an offset for what you have spent."

In fact, what happens here, if we go down this track, she spends
the $2,400, which of course, she does not have, but, if, in theory,
she stopped spending on everything else and bought this coverage
for her son, she gets back 15 percent of that, under your plan. Now,
that is not workable for her, is it? Or people in her situation.

Deputy Secretary MOLEY. It may not be, Senator.
Senator RIEGLE. Well, thank you for being at least that honest.

Of course it is not. It is not workable for her. She does not have
the $2,400 to start with, and if you give her back 15 percent at the
other end, thatdoes not do the job. You have not addressed this
problem. And I think you have an obligation to do so with a plan
that is real.

Deputy Secretary MoixSY. Senator, there is a second portion of
the President's plan with respect to the tax credit and tax deduc-
tions that would allow States--whether Michigan, or other States
such as Oregon which is already proceeding along this line-to set
up their own health care systems using Federal revenues in respect
to Medicaid, their own State revenues for Medicaid, the voucher or
tax credit-



Senator R1EGIE. This young fellow does not qualify for Medicaid.
Deputy Secretary MoiEY [continuing). Or tax credit monies, to

set up a statewide system of health care. We expect that many
States, which are already moving in this direction, will adopt that
second option available to them under the President's plan in order
to address the very issue that you have raised.

However, if they choose not to, you are correct. They would have
additional financial help in those instances where they are able to
afford it. And, for those people at or below poverty, there would be
the tax credit or vouchers.

Senator RIEGI E. Well, let me just tell you, frankly, what you
have just laid out is a shell game. That does not come close to
meeting this problem. It is a side-step around the problem.

Deputy Secretary MOLEY. Senator, I think we will have to leave
that for the States to decide. If they want to choose-

Senator RIEGLE. The States cannot solve this problem by them-
selves.

Senator CHAFEE. How long is this going to go on?
The CHAIRmAN. Gentlemen, let us lint this. We have several

who want to ask questions. Senator Grassley.
Senator GRABSLEY. I was going to start out with asking questions

that have already been discussed just now by Senator Riegle and
by Senator Bentsen, so I will move on to something else that is a
little more difficult to get a handle on.

And I suppose I should really be asking Deborah Steelman these
questions because she is going to be addressing them, but I have
got a conflict and will not be here.

These are the factors external to our health care financing and
delivery system. They deal with lifestyle of Americans. They are
not easy to get a handle on, but they deal with things like sub-
stance abuse, alcohol, tobacco, drugs, violent behavior, I guess you
would say, risky sexual behavior; a lot of things we probably do not
even want to be looking at when we discuss these things. But they
are things that I think we all recognize as very, very expensive.
One study suggests that these things might be costing more than
$135 billion annually.

So, my question is do we not have to address these things if we
really want to get health care cost increases under control? In
other words, could we not undertake major reform of our health
care system and still find ourselves complaining that our health
care spending is still too great compared to maybe other countries?

Deputy Secretary MOLEY. Senator Grassley, the fact of the mat-
ter is, no plan-the President's, a Canadian-style system, or any
health care reform plan proposed to date-will be effective unless
it is accompanied by major behavioral change-in-our-population-
this decade.

The $135 billion figure you just used was the 1986 cost for car-
diovascular disease alone. Certainly some of that is a result of ge-
netic circumstances, but much of it can be avoided by very simple
measures reflecting smoking cessation, reduced consumption of al-
cohol, more exercise, diet and nutrition.

These are all things, quite frankly, of which Secretary Sullivan
has spoken at length. He has been criticized at times for not hav-
ing a health care reform plan associated with them.



We have a health care reform plan now, and I think it is even
more important to stress these behaviorally related issues and
costs in our health care system.

The top 10 causes of mortality in our country are behaviorally re-
lated. And, certainly, we are all going to die eventually, but we can
enhance the quality of life and reduce the costs associated with
those diseases substantially by that major behavioral change I
spoke of.

Senator GRASSLEY. We like to compare our health care system,
we like to compare proposed reforms with other countries, Canada,
Britain, Germany, France, et cetera.

Along that line, do we have any comparative studies or any re-
search about the importance of these expensive behaviors in the
other countries that we are comparing health care reform with?

Deputy Secretary MOLEY. Senator, in fact, part of the difference,
associated with the lower cost in Canada is directly related to their
lower incidences of substance abuse and violence in their society.
Clearly, that has an effect on health care costs, tremendous effect.

And we know, in fact, that studies indicate that part of the dif-
ferential between costs in Canada and costs here is related to those
very issues. I will be more than glad to provide you the studies on
which that information is based.

Senator GRASSLEY. So, you do feel that we do have enough to get
a handle on, the health care reforms and the others, as we associ-
ated less cost in those systems so that if we are going to have effec-
tive reform, that we get our costs down, it would have to contain
these sorts of lifestyle personal reform.

Deputy Secretary MOLEY. Absolutely. And, yet, these reforms are
very simple in effect--in regard to exercise, nutrition, excessive
consumption of alcohol, smoking, and things as simple as safety
belts and helmets for bicyclers and motorcyclists. Those are things
£f which we need to be far more conscious in our society than we
have been here to date.

Senator GRASSLEY. Mr. Chairman, I yield the floor.
The CHAIRMAN. lhank you, Senator. Senator Daschle.
Senator DASCH 2lE. 'Thank you, Mr. Chairman. Mr. Secretary, I

was curious about a statement you made on page 3, and it is not
something that is surprising, necessarily, but I think it raises an
interesting question.

On page 3 you say, "Any alternative that is premised on substan-
tial government control of choice, price, or other aspect of health
care through a centralized regulatory system will never control
costs effectively, nor be compatible with American values."

__ DoI take ioiyour-statement that the Veterans Administration
and the Armei Forces Health Care systems are examples of two
systems that do not control costs effectively, or are incompatible
with American values?

Deputy Secretary MOLEY. Senator as a veteran, I happen to be-
lieve there are significant cost savings that could be achieved in
the Veterans Administration system if they were to use more pn-
vate elements. But the fact of the matter is, that is a decision that
will be made politically, not by me, but by others.

Senator DASCHLE. That is not what I am asking.



Deputy Secretary MoI,EY. I think there are more efficiencies that
are available i-t) atlof our systems, most particularly those that are
government-regulated. I do not think a lot of people are very happy
with Medicare rates, for instance, in your State or other areas of
the country.

Senator DAscHm,. I did not mention Medicare. I was asking
whether you think that the Veterans Administration and the
Armed Forces Health Care systems are two systems that do not
control costs effectively or are incompatible with American values.

Deputy Secretary MoLEY. I am not going to speak to being com-
patible with American values, but I think if you speak to Assistant
Secretary Mendez or Secretary Derwinski, they would both voice
concerns to you about the cost effectiveness of those programs. In
fact, CHAMPUS is undergoing major reforms.

Senator DASCHLE. So, your answer is-
Deputy Secretary MOLEY. And they function within the context

of the private/pub!ic partnership. So, I think we are very interested
in expanding the private/public partnership. Clearly, there is a role
for public programs in our system.

Senator DASCHE. Do you then favor the privatization of the Vet-
erans Administration?

Deputy Secretary MOLEY. No, I do not, Senator. I think expan-
sion of the privatelpublic partnership-

Se-nator DASCHIE. Well, a more effective way to control costs
Deputy Secretary MoiLEY continuingg. In respect to all of our

systems would be in order. But I am not calling for the privatiza-
tion of the Veterans Administration's health care facilities.

Senator DASCHLE. I am just curious, because you make a fairly
bold statement here that any health care system that has a cen-
tralized regulatory system will never control costs effectively or be
compatible with Amefican values.

Here are two examples, it seems to me, that fit that defihitjon
of a centralized regulatory system. And it would seem to me they
are probably as integrally related to American values and effective
cost control as we have in this country. But you may differ.

Deputy Secretary MOLEY. I do differ, Senator. The fact of the
matter is, veterans, such as myself, are not required to go to veter-
an's facilities. I have never been to a veteran's facility except when
I was wounded and sent back from Viet Nam.

And I am hopeful I will not. But the fact is, we have choices in
CHAMPUS and in the Veteran's system. Those are not the kind of
centralized systems to which I was referring to. I was clearly refer-
ring to-

Senator DA,.CH[iE. I do not want to belabor the issue but I think
the point is clear. There are systems that are centrally controlled
and really have been effectively regulated so as to control costs. I
would say, and I would argue, that Medicare fits that description
as well, if you look at administrative costs.

Yesterday, we were told by several of the witnesses ,'at Medi-
care administrative cost is 3 percent, private health insurance ad-
ministrative cost is about 16 percent. So, the administrative costs
of the two are very striking, in contract.

Deputy Secretary MOLEY. That is a somewhat deceptive figure.
The statistics themselves are correct, but they are not in context.



The fact of the matter is, by virtue of the age of the Medicare popti-
lation, their per capita costs for administrative matters are not
nearly as low compared to the private sector as one might first as-
sule.

The fact is, Medicare recipients, by virtue of the tremendous vol-
ume of services they require, by virtue of their age and health sta-
tus, do not have comparable the administrative costs to those asso-
ciated with the under age 65 marketplace.

So, although you are correct by virtue of the economies of sale,
the percentage is lower; it is somewhat deceptive to simply assume
that the ratio of 5 to 1 is correct. That is not, in fact, the case.

Senator DAsCHLE. Well, I am sure we will get into that a lot
more in the future. Just in what limited time I have remaining, do
you consider tax credits and deductions actual cost containment de-
vices? Or would you acknowledge, as I do, as a supporter of the 100
percent deductibility of health care costs for the self-employed, that
it is a real recognition of cost-shifting; that we are shifting what
is normally a cost to insurance payers, really as a cost to be borne
by the taxpayer. Is that correct?

Deputy Secretary MOLEY. Senator, I agree with a good part of
what you said. In fact, there is tremendous cost-shifting going on,
both in our public systems, Medicare and Medicaid, as well as in
private insurance where 28 cents on the dollar is, in fact, cost-shift-
ed from other uncompensated care.

But I also believe that the tax credit and the tax deduction will
put in the hands of consumers an opportunity to purchase insur-
ance, which, combined with consumer information and administra-
tive efficiencies, will, in fact, help cost containment efforts. I think
that is an integral part of what we are dealing with here.

Senator DASOHLE. I am out of time. Thank you, Mr. Secretary.
Thank you, Mr. Chairman.

The CHAIRMAN. Senator Durenberger.
Senator DURENBERGER. Mr. Secretary, I did not intend to ask a

question, but, because of the questions asked by the Chairman and
by my colleague, Senator Grassley, I want to pose a question and
not necessarily provoke a response.

But the Chairman asked you about universal coverage. And I do
not know that I have seen the universality in the President's pro-
posals, and I do not think it is posited as a total answer to the cov-
erage question.

And all I can do is reinforce the fact that when the Chairman
of this committee asked that question, it means that people on both
sides here are looking to an answer to the question; where is the
President on the issue of universal coverage, at least for medical
expenses, if not long-term care?

But the question that Senator Grassley asked is related to that.
One of the good things about Canada, if you ever take the time just
to simply open up the brochure that they will give you when you
go to Canada that talks about their national system, that Canada
has an articulated national policy commitment that helps the peo-
ple define what health is. We do not. There is no place in this gov-
ernment you can find that.



So, we sit here and we debate the presumption that we are argu-
ing over the kinds of things that are covered in health insurance
plans.

But Senator Grassley says, why is it that we have just decided
to spend $600 million not to remedy a jury verdict in Los Angeles,
but a drop in the bucket for a very serious health problem that this
Nation faces and none of us is doing anything about? He is raising
the issue of the health and well-being of the people of this country.
I cannot even get an answer to this.

Your department supervises literally hundreds of programs cre-
ated in the 1960's that, by implication at least, some people, at
least on this side of the table, perhaps, or the President most re-
cently, have been somewhat critical of in terms of t heir effective-
ness in dealing with some of these problems.

But it troubles me no end to sit here and debate only the $821
billion that is committed to the medical remedy system when I can-
not even tell how much of those medical problems are being created
because we fail as a society. And I am not just talking about the
national government. We fail as a society to deal with the issue of
health.

Now, the Canadians say health is first. Health, well-being, men-
tal, physical, spiritual, however you want to describe it. That is a
Canadian commitment.

And then they say it includes environmental health: clean air,
water, and it includes the usual public health standards. It in-
cludes, like we have just been debating, taking lead out of gasoline,
and issues like that. And it also includes occupational health. And
all of these are related to the health of people.

So, I said in the preface to this, I do not intend to provoke a re-
sponse, necessarily today, but I think what elections are all about,
as well as hearings like this, is for the national leaders of this
country to speak to these cost containment health care problems
the way people see them.

People do not just see them as a cost of insurance problem, they
see them in this much larger context. And I think it would be help-
ful to everybody here if the administration, the President, and each
of us begin to articulate it in that larger context as well.

Deputy Secretary MOLEY. Senator, I agree.
Senator DURENBERGER. Thank you, Mr. Chairman.
The CHAIRMAN. All right. Thank you very much. Senator Dan-

forth.
Senator DANFORTH. I want to make one request, offer one com-

ment, and then ask you a question.
My request is that the administration take a careful look at the

legislation that Senator Kassebaum has introduced. I think that it
is very significant and deserving of attention, and I would like you
take a good look at it, hopefully with an open mind.

My comment is based on the same sentence from your statement
that Senator Daschle read, and I want to re-read it. You say in
your statement, "Any alternative that is premised on substantial
government control of choice, price, or other aspects of the health
care system through a centralized regulatory system will never
control costs effectively, nor be compatible with American values."
My comment is, I doubt that. I doubt that.



I believe that some method of hard control is going to be essen-
tial if we are going to control costs. and I do not believe that it is
necessarily incompatible with American values.

My hypothetical question to you is as follows. Let us say that
some genius at a medical school develops a new procedure, new
equipment, some kind of gizmo, and that what this equipment will
do is to extend people's lives by 3 months, people w io are other-wise going to die, at a cost of, let us say,$ 1 million per person.

Is there anything in the suggestions of the administration that
would put any damper on the offering of that kind of a program?

Deputy Secretary MOLEY. I think, Senator, that the choice you
put forward is best determined from the bottom up and not from
the top down, which goes to the very heart of this issue about a
centralized or decentralized system.

I think a decision as to whether to make that technology avail-
able-how it is made available, at what cost, and to whom-is bet-
ter made locally. It is better made by the people of your State or
others, better made by those who are offering the programs and
plans from which people can make choices as to what kind of risk
they want to take. I just am very concerned about the Federal Gov-
ernment making those decisions across the board for all Americans.

Senator DANFORTH. All right. Now, is it, therefore, your view
that if such a new procedure is developed at the cost of half a mil-
lion dollars, keeps people alive for 3 months and people decide they
would like it; they are just as happy as clams, you put them in
some isolation booth for 3 months and they are happy, and they
want it, and their families want it, is it your view, then, that the
Federal Government should simply pay for it?

In other words, the role of the rest of the country is to ask us
what they want. And our role, as good politicians, is to say, why,
of course, you can have it, we will pay for it.

Deputy Secretary MOLEY. Well, as I said, Senator, I think that
goes to the heart of my concern about decisionmaking in a top

own fashion. I really believe those decisions are best made locally
and to the degree possible-

Senator DANFORTH. Do you mean to say that people at the local
level, therefore, should tel us what they want and then we should
say, all right, you have told us what you want, we will pay for it?

Deputy Secretary MOJEY. As an example, Oregon has a waiver
requirement request before us which suggests that there are some
586 out of 709 procedures for which they should make payments.

They have gone to large trouble to develop consensus in respect
to that. We are not necessarily in agreement about the specifics of
that and we will deal with that situation very shortly.

Senator DANFORTH. That is fine. But-
Deputy Secretary MOLEY. But I would suggest those kinds of-
Senator DANFORTH. All right. But nobody is going to make that

decision unless there is some limitation oil the budget. Is that not
correct? I mean, unless there is some cap on what is being spent,
somebody saying no to how much is being spent, then everybody
is going to say yes to every particular procedure.

Deputy Secretary MOLEY. Absolutely. And that is a cost of the
kinds of systems that are top down. In a response, I believe, to
Chairman Bentsen yesterday, Dr. Reischau'r indicated that we
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would have cost caps, expenditure caps at the price of increases in
the pace of technology and the expensive choices.

I think that is a very telling comment. And I do not think the
American people are ready to be old that the Federal Government
in Washington is going to suggest that the people should have such
procedures.

Senator DANFORTH. So, then, you are saying that the Federal
Government is not in a position now of saying no to anything. In
other words, if the people want it, we give it to them.

Deputy Secretary MoIEY. I do not think we have had a lot of
good experience that indicates it can.

Senator DANFORTH. Well, certainly not.
Deputy Secretary MOLEY. I mean, there are two kinds of cost

containment. If you cap expenditures at some total, all you will do
is run up against the kind of pressures of which you are giving an
example. And I think when that time comes we will just expand
the expenditure caps.

I would like to think that markets which work in virtually every
other segment of our society, based on consumer information, are
better able to make those decisions and most likely are able to
make them at the lowest possible level. I would suggest they could
be best made at the State level.

The CHAIRMAN. Thank you very much. Senator Breaux.
Senator BREAUX. Thank you, Mr. Chairman. And thanks to the

Secretary for being with us. As you can see, there are probably as
many approaches as we have members of the Congress on what to
do, and it is about the time when wc are going to have to jump
one way or the other. We are fast approaching that time with the
schedule we have.

I am interested in the fact that the recurring theme, I think,
throughout your testimony is talking about a raarket-based system
that promotes consumer choice, encourages individually-based deci-
sionmaking as part of the ultimate solution.

Let me ask you, first, just a short question. I have seen informa-
tion that says that two-thirds of all of the medical care spending
per individual in this country is really less than $3,000 per person,
per year. Is that pretty much a ball park figure? Is that correct?

Deputy Secretary MOLEY. That is correct. That is basically cor-
rect.

Senator BREAUX. Let me ask you, then, your thoughts on an idea
that we have just about finished the final drafting on, which would
establish a medical care savings account.

If you take a typical plan that an employer has with his employ-
ees for their family, and that employee, say he is spending $4,500
a year on that plan as a contribution.

Say we have a plan that allows him to contribute $3,000 to the
employee to establish a medical savings account for that employee
and make it deductible to the employer to encourage him to do it.

But that accomt belongs to that employee. He can take it to an-
other job. If he loses his job, he still has it. He uses it to pay his
medical expenses up front.

It eliminates the paperwork, he does not have to file claim forms,
the doctors and hospitals do not have to file them either. He uses
it to pay his doctor bills. If he does not use it all, he retains it, he



keeps it. It goes to the next year, the employer makes the same
contribution. It builds up in his accc mit.

Ultimately, he could take it and use it for other purposes if he
paid a penalty and also paid income tax on it, but it is essentially
a medical savings account.

That employer would use the other $1,600 remaining of his typi-
cal contribution in order to buy a catastrophic policy for that em-
ployee that covers all costs over and above the $3,000.

Now, this does not address the people who do not have insur-
ance. It is not an all-encompassing plan; it is not intended to be.

The question I want to ask you is to comment on it in general,
but, also, specifically with the question of does this encourage a lit-
tle bit of discipline with the individual whom I think right now, be-
cause a third person pays for it, is less likely to be disciplined and
careful in how they seek their medical treatment in this country,
as long ai Uncle Sam pays for it, or as long as an insurance coin-
pany pays for it. CouldI just have your general thoughts on this?

Deputy Secretary MOILEY. Senator, it is a very interesting idea,
one which we are reviewing with a great deal of interest. Yesterdayafternoon, I asked Dr. PaulElwood, one of the principal proponents
of the managed competition idea about which Professor Enthoven
testified yesterday, to meet with J. Patrick Rooney. Mr. Rooney is
one of the principal proponents of this idea, and we want to hear
his views on whether or not this was compatible with the managed
competition idea that Professor Enthoven is espousing, as well as
whether it is compatible with increasing the use of managed and
coordinated care.

It has a very interesting feature, to which you alluded, altogether
too often we are shielding people from the true nature of the costs
of their health care, and, at the same time, adding administrative
expenses. This blizzard of paperwork could be substantially re-
duced using the medical savings account idea.

The administration has not taken a position on this yet, but we
are viewing the idea with a great deal of interest.

Senator BREAUX. I know it is not perfect and there are some pit-
falls to it, and there are some things that need to be carefully an-
swered before anybody should just accept it.

But I am intrigued by the idea of tWe elimination of the paper-
work. Insurance companies that I have met with on this tell me
they spend as much money processing a $60 claim as they do to
process a $5,000 claim. This would eliminate that. The patient pays
out of his of her account and there is no paperwork back and forth
to third parties.

I think the other thing that is intriguing is if a person loses his
job, that this account is theirs. They can take it, use it until they
get their next job, and they are protected. We do not have that sit-
uation currently.

And I would like to think that it would encourage people to be
a little more concerned about what their health care is costing so
they can make better choices.

People say, we do not know whether they are going to make the
right choice. Well, I suggest let try it. We have never given them
that authority. I think it is something we should pursue. Thank
you. Thank you, Mr. Chairman.



The CHAmRMAN. Senator Packwood.
Senator PAcKWOOD. No questions.
The CHAIRMAN. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman. Just a couple of

comments, and then one question, Mr. Moley. I believe your depart-
ment is correct, in its stressing the importance of lifestyle: not
smoking, seat belts, motorcyclists helmets, and the dangerous pro-
liferation of guns.

I was interested to see the statistics that both in Louisiana and
in Texas in 1990, more people were killed by guns, handguns and
rifles, than by motor vehicle accidents, which is a stunning statis-
tic.

Secondly, we have had some discussion here of Medicare and the
implication that that is the way to go, that that holds down costs.
It is my understanding that despite the DRG's and the RBRVS
that the costs in Medicare are going up about 12.5 percent per
year. Is that right?

Deputy Secretary Moj,EY. That is correct, Senator.
Senator CHAFEE. And that is not all due to increased case load,

I presume.
Deputy Secretary MoEY. No, indeed, it is not. It is in lnrge

measure involved with increased utilization, technology, and demo-
graphics.

Senator CHAFEE. So, that just does not seem to be the total solu-
tion, either. Also, we had some discussion yesterday of the Cana-
dian system. And, as I see the Canadian system, initially there
would be substantial savings in administrative costs.

But once those savings have been registered, then, as I view the
Canadian system, the costs go up per capita as great, and, indeed.
greater than the U.S. health care costs. So, in the Canadian system
they do not seem to have gotten control of costs, either.

Now, Dr. Enthoven set forth a rather interesting proposition yes-
terday here. He was talking about a system of group purchasing or-
ganizations.

And he believes that in order to achieve true competition there
has got to be a uniform benefit package that is offered, that each
of the insurers must offer exactly the same package.

And then the sole criteria of the selection is made by the bene-
ficiary based on cost and quality. By not permitting differentiation
of packages, he thus would prohibit the young, healthy people all
going one direction and leaving the older or less health individuals
for he others to pick up.

Now, in developing your tHIN's, have you considered that propo-
sition? Could you comment on that briefly?

Deputy Secretary Moi.EY. Yes, in fact, we have, Senator. And,
quite frankly, at this stage we are not prepared to sacrifice the
level of choice in plans to a standard benefit package.

However, I would like to be very careful in saying that, because
I think many of the ideas Professor Enthoven has come forward
with in this arena are of tremendous interest to us. And we do not
believe that our idea of HIN's is that far removed from his idea of
HIPC's.

However, at this stage, in development of our proposal, which
will be coming to the Hll today, we recognize that there are a
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number of organizations already in existence that would like the
option to band together and provide different kinds of plans for
their employers.

COSE, in Cleveland, has, I believe, a dozen different plans which
it offers to its members. There are things that we very much like
about that. There are other things in respect to medical uiderwrit-
ing, of course, that we would prohibit uider the proposal that we
will be sending up, very much like your task force plan, and Sen-
ator Bentsen and Senator Durenberger's proposals.

Senator CHAFEE. It just seems to me that we all laud choice in
the American system. And, indeed, in this statement that there has
been some discussion on, governmental control of choice is not com-
patible with American values.

But, I truly believe that if we are going to get control of these
costs we are not going to be able to have the freedom of choice.
After all, that is a fee-for-serice situation, is it not?

You can go to any hospital you want. You can go to the hospital
of your choice. You can go to a hospital that rarely does open-heart
surgery, even though, as I understand it, the American College of
Surgeons says that any hospital that does less than 150 a year is
not getting the expertise that it should have. But you can go to one
that does three a year under your proposal. Is that right?

Deputy Secretary MOLEY. Senator, I think there is an under-
standable misconception about the word "choice." What we are
talking about is a series of choices.

A threshold choice may be whether one wants to participate in
a fee-for-service situation. Another choice, 180 degrees in the oppo-
site direction, may be participation in a closed-ended staff or group
model HMO. Increasingly, however, as the market evolves, more
choices are becoming available--choices of different kinds of plans.

We are very interested in the point-of-service kinds of plans
whereby, patients go to the preferred provider listed by the insurer;
there would be little or no deductible and co-pay.

If a patient wants to maintain full choice and go outside to any
provider of choice, there would be a significantly higher co-pay and
deductible, albeit with maintenance of some level of insurance.
Those kinds of newly-evolving circumstances, we believe, are very
important.

Trhe CHAIRMAN. Thank you, gentlemen.
Senator CHAFEE. Thank you. This is a fascinating area. Thank

you.
The CHAIRMAN. Senator Pryor.
Senator PRYOR. Yes. Thank you, Mr. Chairman. I am fascinated,

going back to page 3, Mr. Moley, by your hanging onto a concept
that we may follow. Specifically, the administration seems to think
that keeping with the market-based system is our salvation in re-
forming our health care system.

The market-based system is the very same system that has pro-
duced the highest per capita payment for medical expenses in the
world and the highest cost of prescription drugs in the world.
Under this system, it is manufacturers, the doctors, the providers,
the nursing homes who control both the supply and the demand.

And the consumer, basically, is left out of this equation. They
have very little to say about it. How can we take the market-based



system and hold this out as the hope for not only access, but health
care that we can afford?

Deputy Secretary MolY. Senator, I, in fact, do not disagree.
And I am sure we could go on at great length, but let me try to
be very brief, knowing that time is short here.

We agree there is a dysfunctional market. In fact, we currently
have virtually no market currently for individuals. We lack choice.
We lack choice because we do not have the information available
to us.

Yet, we know statistically that the knowledge has become avail-
able in recent years to indicate there are hospitals within 40 miles
of one another where the same operation costs $26,000 at one loca-
tion and $17,000 in the other.

And, as anyone who has any degree of familiarity with Econom-
ics 101 might expect, the lower cost hospital, by virtue of the econo-
mies of scale related to doing 150 or more operations per year, is
generally going to give us better outcomes.

We have lacked information with respect to outcomes, cost, and
quality in the health care system. We have more information when
we buy orange juice to automobiles in our society than we do when
we have a surgical procedure.

We are fundamentally insisting that in the reforms that the
President is outlining that we bring that information to the public's
attention to give them the opportunity to make those kinds of
choices.

Senator PRYOR. Now, my colleagues get amused at me because
I have become sort of stuck on one issue in the last several months.
[Laughter.]

But you said that you lack information. Let me give you some in-
formation. [Laughter.]

Here is some information right there. And I used this yesterday.
We are seeing that the drug companies are, once again, increasing
drug prices three times at the rate of inflation. What is this admin-
istration doing about that?

Deputy Secretary MoEY. Currently the consumer is at the
mercy of the prices that are charged, clearly. And that is because
they do not, or very seldom have the opportunity to band together.

But Kaiser, Humana, and other private, not-for-profits, purchase
drugs, generally, as they do other services, on a far more efficient
basis.

When you have some segments of the economy that do not know
what costs are going to be and do not have protection from those
costs, the costs are going to balloon; consumers are going to be
charged the excess when you cut down on only one area of the
equation.

What we are looking for is to broaden the base of consumers,
purchasers who make informed choices about the cost of not just
pharmaceuticals, which is important enough, but also of surgical
procedures, hospital and doctor costs of all kinds. We are absolutely
in agreement that we need to empower consumers and purchasers
to make more informed choices. Absolute agreement.

Senator PRYoR. Well, this is an incredible answer, I think, to a
problem that we know exists. I think we are living in a make-be-



lieve land, Mr. Moley, if we would accept your prescription for solv-
ing our problem.

Deputy Secretary MoiEY. Senator, with all due respect, it works
in every other element of our economy.

Senator PRYOR. This is not like any other element of our econ-
omy, Mr. Moley.

Deputy Secretary MoI,EY. It is not-
Senator PRYOR. Because the consumer has absolutely no control

of these costs and on what services and products we really need.
Deputy Secretary MOLEY. That is absolutely correct.
Senator PRYOR. The providers, the manufacturers, the doctors

control demand as well as supply.
Deputy Secretary MOLEY. That is absolutely correct, Senator.
Senator PRYOR. They make that decision for us.
Deputy Secretary MOLEY. And we have two choices. We can leave

them in the dark, or we can turn on the lights. The President's
plan suggests turning on the lights, providing consumer informa-
tion, giving every opportunity across the spectrum of the health
care economy, an opportunityy for consumers to make more in-
formed choices. And I think that is in all of our interests.

Senator PRYOR. Well, can I tell you about an informed choice
that 5 million Americans today are having to choose whether they
buy prescrip tion drugs or food? What kind of a choice is that?

Deputy Secretary M OLEY. A bad choice. And we need to reform
it, and we intend to do it.

Senator PRYOR. This administration has done nothing to reform
it. Nothing. And I wish you would point to me one thing you have"
done.

Deputy Secretary MoLEY. Senator, I recommend to you the 94-
page plan of the President. We would like to see it enacted as
quickly as possible.

We believe it will provide the consumer choice that will help con-
trol costs, that will, as I said earlier, enable us to make more in-
formed decisions about the purchase of not just pharmaceuticals,
which, as I said, is important enough. But in health care we do not
make the kind of choices that we make in the everyday purchase
ofoods and services.

Senator PRYoR. Mr. Moley, my time has expired. Thank you.
The CHAIRMAN. I would say, Mr. Secretary, that I am sure that

the members of this committee would like to have you here all
morning to ask you questions that are of deep concern to them.
[Laughter.]

But I ask a commitment from you that they be able to submit
I estions to you in writing and that you give us an answer to
t lemI.

Deputy Secretary MOLEY. And we will do so promptly, Senator.
Senator RIEGLE. Mr. Chairman, I know you are very pressed for

time.
'The CHAIRMAN. I really am, Senator. [Laughter.]
I have got a long list of witnesses here. You are asking for one

more question?
Senator RIEGLE. Well, I want to, if I may-and I am sensitive to

that because I know what it is like to have to run a committee in
a situation like this-pursue briefly the first issue that I raised



that I was not able to finish because the time expired, but that I
think is important.

The CHAIRMAN. All right, Senator.
Senator RIEGIE. And, if you will indulge me, I will not ask for

that again anytime soon. [Laughter.]
The CHAIRMAN. All right, Senator. Go ahead.
Senator RIEGLE. I want to make reference to an analysis that has

been done by the Children's Defense Fund. I know you are familiar
with that organization. It is a highly respected national organiza-
tion; many people belong to it, Democrats, Republicans, Independ-
ents, and so forth.

They have analyzed the plan and how it would work-what there
is of a plan, the bits and pieces of what the administration is sug-
gesting-on how it would affect low-income children in the com-
pany, like Anthony Fyfe, that I talked about here.

Their view is that the plan-and they call it that, they say,
"President Bush's Health Care Reform plan is a hoax. It offers very
limited health to millions of middle-income and poor uninsured
children, while it takes away from poor children in Medicaid."

We did not get to that before as to how its proposed to provide
even this meager tax credit, which sounds like a lot of dollars. But

__then, when, you factor it by the tax rate, it turns out to be .very lit-
tle.

They point out here that a single parent with just one child,
earning about $13,000 a year, would receive only $250 from the tax
credit.

Now, I cited the cost per month of Cynthia Fyfe insuring her son.
This is in 1991. The figure today, because of the rise in these
health care costs, is higher than that. So, the cost would be at least
$3,000 a year for her to insure him, from which she gets about
$250 back, given her income bracket.

They go on to point out, to pay for the tax credit, as meager as
it is and as insufficient in terms of providing care, that not a single
child, in fact, would get an insurance card or would be provided di-
rect access to a doctor or a clinic under that particular plan.

But they point out how the cuts in the Medicaid program are de-
signed to cover the tax credit, so that goes to the poorest children
in the society.

I will not take the time to read it all here, but it says that "the
President proposes to reduce the benefits for children and pregnant
women in Medicaid," and it goes on to lay that out here in detail.

There is no other country in the world, by the way, that does
this; that both uninsures its children, and, then, in effect, takes
from the poorest children in the country to try to provide a tiny,
tiny benefit for the people the next rung or two up on the ladder.
And I ask that the full statement of the Children's Defense Fund
be made a part of the record. These are serious people.

The CHAIRMAN. That will be done.
[The prepared statement of the Children's Defense Fund appears

in the appendix.]
Senator RIEGLE. They are every bit as serious as you are. And

they say this plan is a hoax, and I have to agree with them. I think
it is a hoax.



Deputy Secretary MoI,EY. Senator, if you have accurately re-
flected their comments in respect to Medicaid cuts reducing bene-
fits for children, you are absolutely right, it is a hoax. Their report
is a hoax, if you are accurately representing it in respect to our cut-
ting Medicaid. We have no intention of cutting Medicaid.

Senator RIEGIE. You do not cap Medicaid expenditures? We have
to pay for it. You do not cap it?

Deputy Secretary MOiEY. We are increasing Medicaid expendi-
tures. We are not cutting Medicaid in any way and in no sense of
an accurate description of that word.

Senator RIEGLE. Well, I disa groe with you. The fact of the matter
is, you are proposing to pay for it by a cap on Medicaid that is
below the inflation that is occurring, and you know that. And that
is a dishonest and disingenuous answer.

Deputy Secretary MOLEY. I do not think that is proper if you are
suggesting--

The CHAIRMAN. Senator, I am letting him make his statement
and you will be allowed to make yours.

Deputy Secretary MOLEY. Senator, if you are suggesting that the
5-year projection of 17- percent increasedcosts per annum in Medic-
aid is appropriate, you have only one of two conclusions.

One, is (a) those are unsustainable and will bankrupt the system,
and, two is (b) that all of those expenditures are being made in the
most cost-effective way.

And I suggest to you that if you go to the Medicaid walk-up
store-front mills in New York City or other urban areas, it defies
logic to suggest that we are doing as well as we can in Medicaid.

And we strongly suggest and recommend the passage of S. 2077
as a small step. We expect its counterpart on the House side to be
introduced by Congressman Ed Towns. We, the President and the
administration, have endorsed it. It has been cosponsored in the
Senate by Senators Moynihan and Durenberger, and has other sub-
stantial support.

That is the first small step we could take to help Medicaid recipi-
ents without pointing figures as to what is a cut and what is not.
But we are not intending in any way, shape, or form to reduce
Medicaid expenditures.

The CHAIRMAN. Senator Chafee, do you care to comment?
Senator CHAFEE. No, I do not. I think terms like dishonest are

inappropriate terms. It is easy to sit up here on this dais and badg-
er witnesses. There is a lot of power that comes with it. But I think
it is inappropriate, Mr. Chairman.

The CHAIRMAN. Well, I must say I had trouble with the Sec-
retary's answer myself.

Senator CHA'EE. Well, you did not call him dishonest.
The CHAIRMAN. Thank you, Mr. Secretary. We have other wit-

nesses.
[Pause.]
The CHAIRMAN. Our next witness, Mr. Lane Kirkland, who is the

president of the AFL-CIO. We are very pleased to have Mr.
Kirkland and are looking forward to his statement.

There is no question about the intensity of the concern on this
issue. I think it has been demonstrated that the members of this
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committee are deeply concerned. We are looking forward to your
contribution to the discussion.

STATEMENT OF LANE KIRKIAND, PRESIDENT, AFL-CIO;
WASHINGTON, DC, ACCOMPANIED BY ROBERT McGLOTI'EN,
DIRECTOR, LEGISLATIVE DEPARTMENT, AND KAREN
IGNAGNI, DIRECTOR, DEPARTMENT OF EMPLOYEE BENE-
FITS, AFL-CIO
Mr. KRKIAMND. Thank you, Mr. Chairman. I have submitted a

longer statement for the record and would like to summarize it.
I have with me today, Bob McGlotten, the director of our legisla-

tive department, and Karen Ignagni, who directs the department
of employee benefits. I will ask them, perhaps, to handle questions
which I am too untutored or dumb to deal with.

Mr. Chairman, members of the committee, thank you for this op-
portunity to testify on one of the most critical issues for working
people and their families.

Increasingly, union members are concerned about preserving
their negotiated health benefits, the benefits they have today. This
concern is warranted.

In recent years, the majority of labor-management disputes have
been caused by the nation's health care needs. When these disputes
could not be settled at the bargaining table, all too often the work-
ers found themselves permanently replaced when exercising their
legal right to strike.

A recent study by the AFL-CIO Employee Benefits Department
found that in 1990, health care was the major issue for 56 percent
of striking workers. The study also confirmed the cold reality of the
risk of job-loss in a strike over health care.

Last fall, the AFL-CIO commissioned a study by Lewin ICF, Inc.
to determine how much could be saved if Congress established a
single cost containment program for all payers.

They estimated that just a 2-percent reduction in the projected
rate of growth in health inflation would save $165 billion in 1990
dollars by the end of the decade.

Recently, the Prospective Payment Review Commission issued a
study that supported these conclusions. PROPAC estimated that if
the Medicare payment rates were extended to private payers, there
would be an immediate cost savings of $16-$21 billion annually.

As part of its deliberative process, we would urge the committee
to compare the costs and performance of the U.S. health care sys-
tem to those of our industrial partners.

While these systems have unique structures and differ on num-
bers of payers, all of these countries have achieved universal access
to health care benefits and effectively controlled costs by setting
budget targets and paying providers uniform rates.

We urge the committee not to be distracted by the myths of ra-
tioning, excessive government bureaucracy and inferior quality that
have long been advanced by those who oppose reform.

Taken together, the health care systems throughout the indus-
trial world provide concluive evidence that it is possible to provide
coverage to all Americans far more effectively and at an affordable
cost.
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The burden is on those that advocate market-based mechanisms
to explain why we would continue with "voluntary efforts."

In this Congress I have testified before each of the House and
Senate committees that have jurisdiction over health care. The one
proposal that we reject out of hand is small market reform. No
amount of political spin control will convince our members that this
proposal moves us forward.

In our view, the term small market reform is not synonymous
with health care reform, which must encompass comprehensive re-
forms in the organization of the health care system, payment of
providers and delivery of care.

The lessons of proposals already in place within certain States is
that small group market reform will not make health insurance ac-
cessible and affordable unless it is an active part of a comprehen-
sive package that controls costs and guarantees coverage.

The labor movement is united in its pursuit of fundamental re-
structuring of the system. We have three essential goals: to contain
health care inflation; to provide all Americans access to care; and
to improve the quality of services.

All of the unions within the AFL-CIO support these goals. At-
tached to this testimony is a copy of our recent convention resolu-
tion on health which describes our prescription for reform. Some of
our affiliates support the implementation as soon as possible of a
single payer approach.

But all of the unions believe that we need Congressional action
now to address the health care crisis, and they support the federa-
tion's efforts to get legislation that conforms to our principles en-
acted as soon as possible.

As a nation, we cannot hope to expand access or improve quality
without controlling health care costs. The AFL-CIO has proposed
a comprehensive strategy to bring health care inflation under con-
trol.

To achieve this objective, we have urged Congress to establish a
national commission composed of stakeholders in the system-labor
consumers, management, government, and providers--to admin-
ister a single national cost containment program.

The primary functions of such a commission would be to conduct
negotiations between health providers and prchasers of care on
payment rates and other necessary measures to achieve these tar-
gets and to establish controls on capital costs.

Once payment rates are negotiated, they must apply to all pay-
ers, including government programs, to prevent cost-shifting. The
commission should use the methodology that has been imple-
mented successfully under Medicare.

Payments to hospitals should be on a DRG basis, with adjust-
ments for facilities with special needs. Payments to physicians
should b- on the basis of a resource-based relative value schedule,
with geo ,'aphic adjustments, as necessary.

We be eve it is time fo overhaul our costly administrative struc-
ture I . establishing requirements for administrative
intermeo ties that would standardize claim forms, develop a urni-
form hes h care information system, and simplify paperwork.
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That means that Congress must establish Federal regulations for
insurers and managed care providers as we seek to improve the ef-
ficiency of this system.

Tie task before this committee is to define the combination of
public and private strategies that will make our system live up to
its reputation as the best in the world. We can reform the health
care system now if we commit ourselves to get on with the job.

To advocate anything less is to accept the inevitable chaos in
which the nation's resources continue to be misapplied and drawn
into the black hole of uncontrollable costs.

No combination of voluntary efforts will be enough to solve the
deep-rooted problems of rising costs, diminishing access, and un-
even quality. It is time for all members of Congress to exercise the
type of leadership the American people deserve from their elected
officials.

It is time for Congress to take a hard look at the effects of the
health care crisis on their constituents, and time to develop and
enact the comprehensive health care reforms that working men
and women so desperately need. Thank you, Mr. Chairman.

The CHAIRMAN. Mr. Kirkland, thank you.
[The prepared statement of Mr. Kiridand appears in the appen-

dix.]
The CHAIRMAN. We had a number of experts testifying yesterday.

One of them, Professor Enthoven, is suggesting a managed com-
petition as part of the solution to getting health care costs down.
This is being used by the California Public Service Employees Fund
on the West Coast.

We had Dr. Paul Starr, who is in favor of national health insur-
ance with a single payer, and sees a possibility of' incorporating
managed competition within State-operated health insurance pro-
grams.

Now, one of the critical parts of Professor Enthoven's proposal is
to limit the deductibility of employer-provided health insurance
premiums by allowing individuals to deduct only the cost of the
least expensive alternative plan.

I know organized labor is opposed to a limit on deductibility. But,
as we try to pay for these things and figure out how to do it, do
you know of any circumstances under which that might be accept-
able?

For example, dealing with tradeoffs, if the benefit package was
a comprehensive one--and Professor Enthoven kept emphasizing
that is what they have, for example, at Stanford-or if a limit on
deductibility was viewed as an alternative to increased deductibles
or increased co-insurance that individuals would have to pay when
they got sick. Do you see any alternatives that might be acceptable
where you had a limit on the deductibility above a limit?

Mr. KIRKLAND. I do not think the issue of what particular bene-
fits are basic and essential and what particular benefits are re-
garded as somehow outside of the area that are essential, basic re-
quirements of people's access to decent health care.

And to attempt to draw those distinctions, I think, is going down
the wrong path. Let me just say, on the question of financing, our
members are paying now, they are paying heavily.
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Every dollar that goes into these health plans that we have been
able to negotiate that we are struggling to maintain with great dif-
ficulty comes out of their pockets in one way or another.

We want a system through which the vast resources that are al-
ready being committed to in the cost of health care in this country,
can be organized and applied in such a way that access is univer-
sal, that costs can be eftbctively controlled.

We do not think the issue of the extent of deductibility effectively
addresses the issue of controls on those costs. With respect to the
financing of a plan, we are totally open to all possible sources of
financing. But you cannot answer that question in the abstract
without telling us what is the package that is funded, what is
there? So, the only way I can really answer you is, show me the
package.

TI-e CHAIRMAN. Yes.
Mr. KIRKLAND. Show me the package.
The CHAIRMAN. Now, one of the alternatives he was talking

about was a comprehensive package, whatever that might be.
Mr. KIRKLAND. Yes.
The CHAIRMAN. You would still want to see that, I assume.
Mr. KuRKLAND. Yes.
The CHAIRMAN. One of the things that you are suggesting on the

national commission, as I understand it, the one that would over-
see cost containment--

Mr. KIRKLAND. Yes.
The CHAIRMAN [continuing]. Is that all of the payers would be re-

quired to use the same fee schedules, suggesting that all the stake-
holders be represented on the commission, whether you are talking
about labor, or you are talking about consumers, business, govern-
ment providers, and that the commission oversee negotiations for
health care prices.

Now, do you see any conflict in having the participants in the ne-
gotiations represented on the commission itself? Some people are
proposing a Federal Reserve model where the members of the com-
mission were more disinterested experts. What is your view on
that?

Mr. KIRKLAND. My view on that is the Federal Reserve model is
not one that I would care to apply to such basic issues that have
to do with the life, death, and survival of people.

I think it is vital that the people who are most directly affected
and who have this stake be represented in these negotiations in
this forum where these issues are addressed and resolved.

To take it out of their hands and to move it up to some unrespon-
sive group of hypothetical disinterested people seems to me to be
dead wrong. We have problems with the structure of the Federal
Reserve system with respect to the issues that they address now.

We do not think it is sufficiently representative or sufficiently re-
sponsive to the people who are so drastically affected by their deci-
sions made in an ivory tower. We do not think it should be an ivory
tower operation.

The CHAIRMAN. I see my time has expired. Senator Riegle.
Senator RIEGLE. Tha nkyou, Mr. Chairman. And thank you,

President Kirkland, for your testimony and the leadership the
labor movement has given in this area.
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Am I correct in believing that today, in collective bargaining,
that preserving health care coverage is just about the number one
issue in case after case across the country with companies large
and small?

Mr. KIRKLAND. It is the single most difficult and most trouble-
some issue that we confront in collective bargaining today, and it
is the issue that is most likely to lead to impasse and to provoke
strikes.

Senator RIEGJE. Is it not also fair to say that no matter how
hard you bargain on your side of the table, or how hard manage-
ment may bargain on the other side of the table, that neither side
of the table, separately or together, can solve this problem tile way
it sits tod.y in our country?

Mr. KIRKLAND. That is entirely true, sir and it is not because we
have not tried. We have a group of trade union people, a group
which I Chair on the labor side, that meets regularly with a group
of prominent business leaders, the chief executive officers of some
of our leading corporations, we call it the Labor Management
Group.

And this has been a recurring issue that we have attempted to
thresh out in that forum and to try to find common ground and
common approaches.

Some years ago, we agreed upon a common approach. Both sides
were afflicted with this problem; both sides recognized it; both
sides feel it in the harshest possible way; and both sides recognized
that we need to work on it together where we can.

That group developed some years ago, and we will be glad to pro-
vide the committee with a copy of those approaches that we devel-
oped.

We developed recommendations for labor and management
groups as to how they might work together and jointly approach
the providers of medical services and the carriers within the com-
munities where our people are located, and attempt to work to-
gether in order to negotiate and restrain these costs. And those rec-
ommendations were widely circulated throughout the labor and
management communities.

And there were efforts undertaken, approaches developed con-
sonant with those recommendations. And I have to tell you that
they did have some useful impact, but overall and in the main,
they did not restrain the continuing escalation of medical care
costs.

And they further convinced us that this was a problem in an
area which neither labor on its own, or management on its own,
or us both working together in good faith and with the best objec-
tives in mind, could resolve. It takes a national concerted com-
prehensive approach.

Senator RIEwoIE. The picture that I see out there in Michigan and
across the country is that workers and their families, union and
non-union, are being crushed by these costs; many do not even
have coverage. The companies are being crushed by these costs.
Neither can solve it by themselves or together, as you have just
testified.

And it seems to me as long as the cost-shifting arrangements are
out there where, in the workers that you represent who have some
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measure of health insurance coverage if that health insurance cov-
erage is going to have to carry the adcd weight of all of the shifted
cost that moves through this system from some other place, that
the system inevitably has to break djown, and, in fact, is breaking
down. Is that not what is happening today?

Mr. KIRKLAND. here is no question about it. Our concern is for
the very large numbers of American families who have no coverage
and no protection whatsoever.

It is moral, and it is ethical, and it is a matter of humanitarian
concern, but it is far more than that. It is a matter of direct dollars
and cents concern because those costs are borne by the plans that
we have succeeded in establishing.

They are shifted to them and that element of that cost that they
bear of unpaid medical care, hospital costs, doctor's costs, are very,
very large and very burdensome.

Senator RwEGI,E. We have developed a plan, several of us here-
Senator Mitchell, Senator Rockefeller, Senator Kennedy and I-
that is an approach that is comprehensive.

You may support part of it and differ with part of it. It is an ef-
fort to try to deal in a comprehensive way with the problem that
you have outlined. I think we have got to have a comprehensive
plan. I think to say that there is no consensus is really an excuse
not to give leadership

I mean, the job of leaders is to either form a consensus or to lead
the way out of a stalemate to a better system. And I think we can
do it, and we ought to try to do it this year. Thank you.

The CHAJRMAN. Thank you. Senator Daschle.
Senator DASCHIE. Thank you, Mr. Chairman. Welcome, Mr.

Kirkland. I want to clarify what you have just said about your in-
terest in and concerns about Federal cost containment boards.

Your testimony calls for a commission which would set up a na-
tional cost containment program, and I understand your reasons
for making that kind of a proposal.

But I guess I would wonder, given the experience that we have
seen in the country today with regard to the disparity in rates and
the disparity in payments and the difficulty in trying to appreciate
the differences that exist within our health care system geographi-
cally.

South Dakota's rural health care delivery system is vastly dif-
ferent than what we might see, for example, in Southern California
or in Chicago,

Why would it not be better to take that you suggest is a Federal
board and allow the States to take what would be allocated re-
sources and make the negotiations to reach that global budget at
a State rather than a Federal level?

Mr. KIRKLAND. You are proposing that the commission be estab-
lished State by State rather than a single-

Senator DAaHI,P,. That is correct. With a national board which

would determine the overall benefits package and the overall global
budget, but the allocation of resources back to the State and allow
them to administer it, allow them to take into account the dif-
ferences.

Mr. KIRKLAND. I think the national commission should certainly
incorporate within its deliberations and within its actions the fact
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that variations in conditions in different parts of the country, dif-
ferent regions, different States, and that there can continue to be
a role for State bodies and State approaches within that frame-
work.

Senator DAscmix. I am not sure I understand your answer.
Could you elaborate a little bit?

Mr. KIRKLAND. We have said in our proposal that a national com-
mission can take into account varying conditions in the States and
use methodologies and machineries that are applied and developed
at the State level. We do not think it is incompatible.

Senator DASeI-LE. Well, it seems to me that we are creating the
same bureaucracy and the same ineffective application of health
care policy through that kind of an approach that we have had for
many years through the system that we have today.

One of the real values to having a State-based system is to take
into account the values and the differences that occur at a State
by State level.

They do that in other countries and it would seem to me that we
ought to take a look at whether we might be able to do it effec-
tively here. We call for a Federal Reserve system, in part, because
it is State-based; in part, also, because I think jou have to have
some very firm decisionmaking authority with te opportunity to
have what we would call a circuit breaker, that is, Congress uver-
riding those decisions should we find that we disagree with a posi-
tion or a policy enunciated by the Federal health board.

I am troubled by your harsh assessment of the role that a Fed-
eral Health Board would make under those conditions. Could you
elaborate a little bit more as to why you feel that way?

Mr. KIMRKLAND. As we state in our testimony, that the national
commission would negotiate rates of payment. Once those payment
rates are negotiated, they must apply it to all payers, including
government programs.

The commission should use the methodology that has been em-
ployed successfully wider Medicare. We essentially call for the ap-
I ication of the Medicare approach: payments to hospitals on a

RG basis, with adjustments for facilities with special needs.
Payments to physicians should be on the basis of a resource-

based relative value schedule with geographic adjustments as nec-
essary. We believe that is the most effective and most efficient way.
It is proven. It is based upon an approach that has been developed
under a national health insurance plan: Medicare.

It is effective, and we think it is also cost-effective. The cost of
the burden of administering 50 entirely different State counterpart
bureaucracies I do not believe would be efficient.

I believe that the approach that we use is capable of taking into
account and applying geographical or special situation cir-
cumstances that present a practical issue and that can be prac-
tically resolved.

Senator DAscnixi. Let me ask you. Lester Thoreaux, a couple of
weeks ago, said that within 20 years no employer will be providing
health care coverage in this country for one of two reasons: either
they will have moved abroad to avoid the responsibility, or we will
have come to our senses and eliminated that responsibility in this
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country simply because we realize what a detriment to competition
that is.

Yesterday, Dr. Paul Start, in testimony, said, you know, the em-
ployer does not get into my private life iii any other aspect. It does
not get into my housing needs, it does not get into my grocery
needs, my education needs, why should it get into my health
needs? I would be interested in your reaction to those two com-
ments.

Mr. KIRKLAND. There is no question but that the present system,
or lack of system, in this country imposes extraordinary cost bur-
dens on employers, far greater than those in other countries that
have assumed some responsibility and they have undertaken and
do provide universal access to health care.

Where the employer would move to escape that responsibility, if
he moved to other countries that are at the same level of economic
development as the United States, he would move to a country that
does provide universal access to health care in a manner consistent
with freedom, a market system, and democracy.

In Canada or to Europe, he would move to a place where he
would be obligated to bear a share of the cost of providing that sys-
tem. And the result of that would be that this cost would be lower.

The CHAIRMAN. Gentlemen, we will have to move along.
Mr. KIRKLAND. The lesson to be drawn from that is the way in

which lie can control those costs and be assured of the more equi-
table distribution of those costs, and, in effect, reduce the burden,
would be to do what, those other countries have done, which is de-
velop a universal health care system.

The CHAIRMAN. Mr. Kirkland, I have others that want to ask you
questions.

Mr. KIRKI.AND. All right.
The CHAIRMAN. All right. Senator Durenberger.
Senator DURENBERGER. Mr. Chairman, thank you. Mr. Kirkland,

thank you very much for your comments on leadership. That gives
me an excuse to thank you for the contributions that your staff
makes to policy.

I broke in on Burt Seidman, and now Karen is doing as much
work, or maybe even more than he did. And I think that contribu-
tion is immeasurable.

Even though we may disagree on outcomes sometimes, I just
want to compliment you on your commitment and organized labor's
commitment to debate this issue and keep it on the forefront.

I am going to ask you if you agree with this statement by way
of national health policy. It happens to be something I believe in,
and I am assuming many people would.

And that is, an ideal national policy ought to guarantee equal ac-
cess to superior quality care for all Americans through some form
of universal coverage. Would you generally agree with that?

Mr. KIRKLAND. Yes.
Senator DURENBERG MR. And would you agree with the statement

that we do not have that in the United States of America today?
Mr. KIR!,LAND. Without question.
Senator DURENJERtGE. That particularly we do not have equal

access and we do not have universal coverage. There is no question
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about that. We might debate quality, because, to some degree,
quality is presumed.

But certainly we do not have equal access and we do not have
universal coverage. So, the conuensus would be that we as Ameri-
cans, need to have more than we now have. And the debate here
is, how do we get it?

And one of the presumptions is that about the only way you can
get it is either by spending more on the current system, which
tends to exacerbate the cost problem, or to find a way to contain
the costs or some combination thereof. Would you generally agree
with that?

Mr. KIRKLAND. I agree with everything you have said so far, Sen-
ator.

Senator DURENB3ERGER. All right. Now, if I might ask you in
terms of the containment of cost--I will not ask anything about
taxes, unless you want to say that is the better answer-which is
the subject of this hearing, do you have sort of a favorite target or
two, or priority, perhaps, is a better word, that, as a nation, we
ought to be dealing with in the area of cost containment?

Mr. KIRKLAND. Well, in terms of approach, I think we have a
body of experience and an appropriate methodology that we can
pursue. And that is the one that exists now under the Medicare
program.

We do believe that a comprehensive approach with the approach
that we strongly advocate and support, there is an essential role
for all of the players in the system in the negotiation, the deter-
mination of the order of priorities in tens of cost control and the
best approaches and methods of doing it.

We have ideas on those matters, but we believe that is what ap-
propratel ought to be developed through this National commis-
sion on which all of the players and those more centrally affected
by the system would operate.

Senator DURENBERGER. Well, I thank you. I appreciate that re-
sponse.

Mr. KIRKLANiD. Now, that is not inconsistent with the role for
competition and for opporttuiities for experimentation with various
approaches and methods of dealing with medical care issues.

Senator DURENFIRRGER. Right. And the frustration here may he
that, depending on the length of time we have been here, that has
been our specialty, is trying to do universal coverage usipg Medi-
care/Medicaid payment policy changes to get there. And we seem
only to have exacerbated the problem.

In our discussion yesterday, one of the favorite targets was ad-
ministrative costs, and people who advocate single payer systems
liked the idea of cutting administrative costs.

And that has always puzzled me as a solution because I think
administrative costs in the health insurance system generally are
quoted as being 14 percent, 20 percent* big, big figures.

Well, by comparison, Medicare is oniy a bout 4 or 5 percent; Med-
icaid is only about 2 percent in terms of administration.

But the Medicaid costs in this country went up 40 percent from
1986 to 1989. They doubled from 1989 t,, 1992, from $61 to $127
billion. And, at this rate, they are going to be $400 billion by 1995.
And Medicare has not done a lot better.
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So, I just hope that as we all debate this issue, as we must, and
discuss it-that is despite the fact that in my State of Minnesota,
for example, Medicaid pays only from 25 cents to 42 cents on the
dollar of charges. And Medicare pays like between 50 and 67 cents.
I mean, we are under paying in both of those programs and the
pay ents are still going through the ceiling.

So, the notion that somehow administrative arrangements or
rearrangements are going to make it just does not seem to be the
answer. And I will just conclude with that as a statement and hope
we can discuss it further. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you very much.
Mr. KIRKLAND. Measures to restrain cost and to negotiate what-

ever increases in cost are foreseen and that are necessary-I do not
think that costs are going to be kept at zero in any segment of our
society.

The problem is that there is no limit, no end, no foreseeable
check on that escalation. Yes, costs have gone up under Medicare
and under Medicaid. That is indisputable.

They have not gone up as much as they have in the private sec-
tor. They have not gone up as much as the cost burdens that we
face in negotiating rates under our health insurance plans.

We have people in area after area in Local after Local who have
not had wage increases for years because every bit of ne gotiated
economic gain that can be achieved at the bargaining table has had
to go into maintaining the existing level of benefits in the health
plan. So, that clearly means that they are paying those costs.

The CHAIRMAN. Senator Breaux.
Senator BREAUX. Thank you, Mr. Chairman. Thank you, Mr.

Kirkland, and Mr. McGlotten, and Ms. Ignagni, for being with us.
Everybody knows the system is broke and everylody probably has
an idea on how we should fix it, which is a real challenge, of
course.

Let me just ask your thoughts on one concept. I have met with
representatives of labor on this. They tell me that two-thirds of all
of the individuals in the United States have annual health care
costs of $3,000 or less.

The concept of a medical care savings account whereby an em-
ployer would give to an employee a certain amount of money for
that person to have in a medical care savings account.

It would belong to that employee. The employee would use it to
pay his up front medical expenses, up to $3,000. If the employee
lost his job or was transferred, that account would be that employ-
ee's account. He would be able to take it to the next job, hopefully,
that he finds, and use it continue to pay his medical expenses.

The employer would use the rest of the money he would normally
contribute to that person's health plan to buy a catastrophic policy
for his employee to be used when his expenses exceeded, say, that
threshold of 3,000. Do you have any comments on the concept of
the medical care savings account?

Mr. KIRKLAND. Yes, I do, sir. And I think it is a diversion and
a by-path, and a fruitless one if that is the kind of approach that
is taken a way to resolve the problems we are talking about.

In the first place, if the trade union community, the well-inten-
tioned medical care community, the medical association, the hos-



110

pital association, the business round table, management, generally,
local chambers, all of us who have been spending so much time

grappling with this problem, with the expertise available, cannot
effectively deal with this on their own in the market system pri-
vately, how do you expect an individual to do it with an IRA?

It does not address any of these issues or problems and it is a
shifting of the burden to the individual, that society generally has
not been able to grapple with in its most organized and systematic
approaches.

" think it would not move us toward a solution, in the terms of
making it more affordable, but would rather compound and aggra-
vate that problem. There would be inherently tremendous problem
of adverse selection and many other foreseeable problems that we
could see with such an approach.

It is a little bit like the small market idea. If you offered tax in-
centives, whether it is IRA or reimbursable tax credits to individ-
uals, there are many employers who would abandon the group
plans that they have now in place and shift that to the individual.

They would say, all ight, you are taken care of through this in-
dividual approach, this IRA or tax credit approach. We do not have
to deal with it anymore.

So, plans would be terminated. Plans would be terminated, just
as pension plans are being terminated by employers to buy individ-
ual annuities. Companies then collapse and stick people with the
bills.

And the net effect of that, then, is you have used governmental
expenditures in the form of tax expenditures to subsidize employ-
ers.

You would use the income tax that people pay, because these
things are not cost-free, and the general taxpayer is then subsidiz-
ing the employer to abandon hif; health plan. That is directly the
reverse of the way in which we should be moving.

Senator BREAUX. Well, I thank you for the response. The only
two comments I would add for the record is that the employer al-
ready deducts his contributions to insurance for his employee. He
would have the same deduction, no more, no less, only the same.

And the second part of the package, which I did not lay on the
table, is that there would be a mandate that the employer would
still continue the catastrophic contribution to the plan. He would
not be able to abandon the catastrophic over and above the con-
tribution to the employee. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Packwood.
Senator PAcKwooD. Mr. Kirkland, let us assume a single payer

plan in which the Federal Government sets the benefits, or some
regional board sets the benefits.

And they say for everyone in this country, these will be the bene-
fits under a single-payer program. The government collects the
money and pays them. Would you presume that would exclude col-
lective bargaining above that benefit level?

Mr. KIRKLAND. No. No, sir.
Senator PACKWOOD. So, you could still have a multi-tiered health

plan in the country and the government would be the minimum
level.
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Mr. KIRKLAND, I think that is the case in most of the national
plans that exist in Canada, in Great Britain, and other countries.

Senator PAcKwoo. Yes.
Mr. KIRKLAND. There is the opportunity for negotiating addi-

tional benefits above and beyond the basic insured package.
Senator PACKWOOD. I just wanted to make sure that we under-

stood that. I want to go to Dr. Enthoven's plan at Stanford. We
were intrigued with him yesterday.

What California is attempting to move toward, if he has his
druthers, and I will separate the two, at Stanford they have a ben-
efit plan for all of their employees, and it is a standard benefit
plan.

They do not have four or five different plans. There is one plan.
And th en different providers bid on it. They have four HMO's and
one preferred provider. But they have to provide the same benefits.

And Dr. Enthoven argues that this is where the competition
comes in among the providers, and you do not have any variance
in the benefits, so that they are going head to head with each
other. And he claims it appears to work.

But, let us say that Kaiser, to cover an individual under the
Stanford plan, they would say, charge you $125 per month, per in-
dividual. And another HMO charges $135, and the PPO charges
$130. The most that Stanford will pay is the $125 for each em-
ployee.

If tbe, want to go and opt fihr some other pian that provides the
same benefits; maybe it is closer geographicals, maybe the IIMO is
located in your neighborhood, maybe the doctor you want to go to
is in the PPO and not in the provider plan, they only will pay for
the lowest plan.

And lie would suggest that that should be the limit of tax-free
payments for the employee. If you want to choose a higher paying
plan than that, you pay for it. What are your views on that?

Mr. KIRKIAND. Well, in the first place, with respect to these ap-
proaches, none of these ideas are essentially new.

Senator PACKWOOD. There are not many new ideas, actually.
Mr. KIRKLAND. I remember many years ago some of our organi-

zations-the UAW, for example, in its negotiations with the auto
companies many years ago and pioneered in establishing the con-
cept of free choice of plans and also in establishing and making cer-
tain that a group practice plan was among those choices. We have
it with.our employees.

So, these are approaches that have been in effect for many years.
In some respects, the governmental plan for Federal Government
workers is on that basis. They have a choice of a variety of dif-
ferent plans that compete.

Senator PACKWOOD. The difference, though, in the Stanford situ-
ation is all the plans provide exactly the same benefits.

Mr. KIRKLAND. Yes. Yes. That exists in some areas, and not in
others. But I doubt that this represents the ultimate resolution of
the problem we are dealing with.

Because the point that I want to make is that we have had these
plans and similar plans, I can tell you, for at least 30 years. And
they have not controlled the cost escalation in this country either
in those places, or elsewhere.
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Senator PACKWOOD. And Dr. Enthoven's argument would be is
that we really have not had competition.

Mr. KIVKLAND. Well, we have had competition. We have had
competition. And competition has not been sufficient to deal with
it.

Senator PACKWOOD. Oil this single national cost containment
program upon which there would be labor, consumers, manage-
ment, government, and providers, for better or for worse, you are
willing to say that you would accept the outcome of their sugges-
tions as to cost containment, I think.

Mr, KIRKLAND. Yes, if we were a party to it. If the workers are
represented. Yes.

Senator PACKWOOD. Are you assumning that the vote is like the
Security Council, with a veto, or will tis be a majority commis-
sion? [Laughter.]

Mr. KIRKLAND. No, no. Unfortunately, we are not familiar in our
ractice with such situations. That might be nice, but we do not
ave it anywhere that I know of. [Laughter.]
Senator PACKWOOD. Because I can honestly picture this commis-

sion suggesting co-insurance and deductibles that might be signifi-
cantly greater than some of the union plans that now exist as a
cost containment mechanism. And then I am not quite sure what
position that would put you in.

Mr. KIRKLAND. We have strong views on that subject, sir, and we
would assert them. That is one reason why we feel very strongly
about reserving the right to negotiate with employers the ef i-
ciencies or limitations that might be incorporated in a basic plan.

Senator PACKWOOD. Thank you, Mr. Chairman.
The CHAIRMAN. 'Thank you. Senator Chafee.
Senator CHAFEIw,. Thank you, Mr. Chairman. Mr. Kirkland, I

guess we have all concluded, having been involved with this for
some time, that this is an incredibly complex area. And, for exam-
pie, also there is some variations in what the statistics seem to say.

For example, it is my belief that the costs under Medicare have,
in the past several years, gone up just as much as the health care
costs nationally have been, about 12.5 percent.

And that our efforts, worthy though they might be on RBRVS,
and the DRG's, and so forth, have not been that dramatic in con-
taining the costs.

And, as Senator Durenberger pointed out, in many instances, of
course, Medicare is not paying as much in the hospitals as a regu-
lar patient is.

So, I am not opposed to these suggestions, but it just seems to
me that it has not produced the results that we hoped for. So that
it seems to me that there has go'0 to L snme radical restructuring.

And, indeed, under Medicare i-. is a b e-for-service situation any-
way which involves a lot of problems in itself. Now, your organiza-
tion has had considerable experience in HMO's, and, indeed, was
the founder of the first HMO in our State.

And we had some interesting statistics cited to us yesterday and
this morning on the following: in the Kaiser Permanente system,
they have 1.4 hospital beds per 10,000 of the population. Else-
where-and I presume this is a national figure-it comes ot four
hospital beds per 10,000.
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And the suggestion is that if we are really going to get control
of the costs, somehow we have got to involve both the patient and
the providers in an incentive system here, that there is some re-
ward for them.

And I do not see that either in the single payer system, such as
Canada, and, indeed, we had statistics yesterday that once you get
by the savings from the single payer, which are dramatic and do
exist, that beyond that, the costs have gone up just as much as
they have in the United States.

In other words, you make your initial savings, but the Canadian
per capit, cost have gone up more than they have in the United
States. And these are the statistics that we were looking at yester-

ut, in any event, it has not been a solution. I guess what is wor-

rying us all is that these costs are just going right off the chart and
something is going to give in our country. If you are spending 12.6
percent of GNP on health care, and it is going up continually, you
cannot keep it up forever.

Is there anything in your proposal that is an incentive for people
to try and keep these costs down?

Mr. KIRKLAND. Well, I certainly think so, sir, to the extent that
people themselves have anything to do with that.

There are two or three points I want to make about your com-
ments. One, certainly Medicare and Medicaid costs have gone up.
I do not believe, certainly within our experience, they have not
gone up as much as the health care costs generally that we experi-
ence in the private sector.

Our experience has been that costs of existing health insurance
plans and existing benefits that we face in negotiations have gone
up something like 20 percent a year, which is considerably higher,
I believe, than the cost increases in Medicare.

Secondly, I believe that the cost increases in Medicare and Med-
icaid are influenced by the environment of the general medical care
escalation in the private sector. They are not immune from that,
and I think it helps pull them up.

Then, as a further point, the differential impact, I pointed out
that the plans that our people have succeeded in negotiating and
are struggling to maintain bear some of these costs.

There is an element of cost savings in health care reform in mak-
ing a system universal in the proper distribution and allocation of
those costs that would save the system a considerable amount of
money that exists now.

We have, for many, many years, been strong advocates of HMO's,
group practice plans, of plans that emphasize early treatment, that
provide comprehensive benefits rather than focusing on providing
benefits only in the hospital or encouraging hospitalization.

We do believe that there is an element of cost saving in those
plans in terms and experience that hospital use can be drastically
reduced and controlled.

So, we firmly believe that there is a place within the universal
health care system for competition, for experimentation, and for
different approaches to these plans. We do not believe that people
should be forced into one or the other.

Senator CHAFEE. I see my time is up. Thank you, Mr. Chairman.
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The CHAIRMAN. Thank you. Senator Pryor.
Senator PRYoR. Mr. Chairman, in the interest of time, I have no

questions.
The CHAIRMAN. Thank you. Senator Hatch.
Senator Hatch. Well, thank you, Mr. Chairman. Welcome to the

committee, Mr. Kirkland. I appreciate having you here. I only have
one comment that worries me a little bit about the current Health
America approach, or play-or-pay.

Yesterday, the committee heard testimony from Karen Davis,
who stated that health insuriace cw-Tently accounts for about 12
percent of an employer's payroll, and she projected that to rise to
about 23 percent by the year 2000. That is, it would nearly double
in just 8 years.

And the bill introduced by Senators Mitchell and Kennedy and
reported by the Labor and Human Resources Committee requires
a 7 percent of payroll tax to be paid by an employer, unless the em-
ployer has a health benefits plan that meets certain requirements.

Now, I just want to point out that given the difference in costs
of the employer, 7 percent versus at least 12 percent, my question
has always been-and I do not expect you to answer it, I am just
making this comment--why would an employer not simply termi-
nate the plan and enroll his employees into the public plan?

And, then, what effect would that play-or-pay mech aism have
on collectively bargained health plans that employers are currently
paying for?

It bothers me, because I think the employers would rely on the
existence of the public health plan to press for more give-backs, or
the outright elimination of the employee health plan when the
union contract expires and the whole wage and benefits package
goes on the table.

So, these are some of the concerns that I have. I do not expect
you to answer those today. I just want you to think about them.
I am thinking about it.

I would like to do what is right here in the interest of the coun-
try and everybody. But it is so complex and so difficult, nobody is
quite sure what to do. But those are the comments I wanted to
make.

The CHAIRMAN. Thank you.
Senator HATCH. Thank you, Mr. Chairman.
Senator RIEGLE. Senator Hatch, would you yield, just as an au-

thor of our plan that you made reference to, we do not set a per-
centage in there. I know you used 7 percent. That may be an esti-
mate that you have generated, but--

Senator HATCH. Well, you can not set 12 percent, I guarantee
you that. I mean, there is no way you are going to sell 12 percent
and not kill the small business community. So, all I have ever
heard was 7 percent from Senator Kennedy, and others as well.

Senator RIEGLE. Well, we set no percentage.
Senator HATCH. I would say it is still going to kill an awful lot

of the small business community. They cannot afford to do that.
Senator RIEGLE. Well-
Senator ROCKEFELLER. If the Senator from Michigan would yield.
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Senator HATCH4. And these points that I have made with regard
to collectively bargained plans are certainly valid points, as some-
body who has been concerned about those for years.

The CHAiRMAN. Gentlemen, could we get that debate between
and amongst you at another time?

Senator HATCH. We will get there on the floor soon enough, I am
sure.

The CHAIRMAN. I would like to try to finish up this hearing. Sen-
ator Rockefeller.

Senator ROCKEFELLER. I am being called on, or just to respond.
The CHAIRMAN. If you would like to make a comment.
Senator ROCKEFELLER. Mr. Chairman, my basic response, other

than submitting a statement for the record, is a fundamental sense
of apology and bereavement on my own part that I was out of
Washington yesterday and just came back, so I have missed two of
the most important hearings in my world of interest.

In responding to Senator Hatch, in the bill that we have been
discussing, the percentage not only is not set in the bill, but it is
specifically stated in the bill that only the Secretary of HHS can
set that percentage of payroll tax.

And it has no congressional review; it is his decision alone. It can
be changed by him. And the philosophy behind that is so that the
cost of the public plan and the cost of private insurance are main-
tained in equal tension, in so-called exquisite tension so that there
is not a temptation on the part of business; for example, to dump
into the public plan, which would not be either in our interest, or
certainly not our purpose, but to keep them in balance. And that
is the sole responsibility of Secretary of HHS. The Senate or the
House is unable to do anything to change that.

Senator HATCH. My point is, it would be 12 percent that people
clearly cannot pay.

The CHAIRMAN. We have Mr. Kirkland here. Would you like to
ask a question, Mr. Rockefeller? [Laughter.]

Mr. KIRKLAND. Keep going. It is all right.
Senator ROCKEFELLER. It is time for some mediation here.
The CHAIRMAN. We have a whole group out there waiting yet to

be heard.
Mr. KIRKFAND. It is nice to have you so deeply concerned about

our collective bargaining problems, Senator.
Senator ROCKEFELLER. I have been concerned for years, ever

since I was 16 years of age, as a matter of fact.
The CHAIRMAN. Mr. Kirkland, Mr. McGlotten, Ms. Ignagni, we

are very pleased to have you. Thank you for your contribution.
Mr. KIRKLAND. Thank you very much, Mr. Chairman. Thank you,

members.
The CHAIRMAN. Let me say to the next witnesses, I want Profes-

sor Altman and Deborah Steehnan, if' the two of you would please
come up. We will reconvene this hearing at 1:45 for the other two
panels. I hope all will be able to be in attendance. I would ask the
members to hold their round of questioning this time to 3 minutes
each, if they will. Professor Altman, if you would proceed.
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STATEMENT OF STUART H. ALTMAN, Ph.D., DEAN, HELLER
GRADUATE SCHOOL, BRANDIES UNIVERSITY, WALTHAM, MA
Dr. ALTMAN. Well, good morning, Mr. Chairman and members of

the committee. My name is Stuart Altman and I am currently the
dean of the Florence Heller Graduate School for Social Policy at
Brandeis University. I have also had the privilege to serve as chair-
man of your Prospective Payment Assessment Commission. But my
testimony this morning is my own and in no way represents either
of the groups or any other group that I am part of.

This is not a new issue for me, as it is not a new issue for you.
I had the privilege to testify on this issue back in the mid-1970's
when it looked like we might do something in the broad area of
health care reform.

As I look at the statistics and hear the discussion this morning,
I lament the fact that somehow I was not either persuasive enough
or the clouds that formed to make public policy just did not hit in
the right form, because the problems surely are much worse today
than they were then.

I will not go through the litany of problem; you now know them
well. You have heard them recited yesterday and this morning.

I want to focus, instead, just very briefly on two issues. First, as
many of you know, I have long favored a mandated system through
our employer-based system, which has now been modified, and is
now, as you all here call it, the play-or-pay system.

I realize, as Senator Hatch has indicated in his previous ques-
tions, that there has been criticism of this system from two sources.
For those who want to make sure that most employers and employ-
ees stay in the private sector; they are concerned about the tax
rate.

Senator Rockefeller indicated that there is no specific limit. And,
clearly, that is a key factor: What rate you put in. Now, I agree
with Senator Hatch that if you make that tax rate too high you
really would have a serious problem with small employers. But I
do not believe that is an important problem, if you are willing to
subsidize, not small-i want to emphasize, we should talk about
subsidizing low-wage firms. There are lots of small firms out there
of accountants, lawyers, and dentists that are high income. So, I
think we are talking about low-wage firms.

Since the administration and other plans are willing to subsidize
such individuals, we can subsidize them and can subsidize them to
keep their rates low, But it is important that the tax rate be set
so that we do not see 100 or 150 million individuals in the govern-
ment plan.

On the other side, people criticize pay-or-play by saying that it
just maintains our wasteful insurance system. Here, too, I think
there are a number of provisions to put in place to make it less
costly and not have all the money flow through the public sector.

I do not think that necessarily you would do a bad job, but you
have other important functions to deal with. And, therefore, I con-
tinue to be strongly in favor of our mixed private/public system
with its warts because it is the way we have chosen to do it, and
I would rather see us modify what we have than throw it out.

The hearing this morning is about something I care very deeply
about. Whatever financing system we come up with, I could not
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agree more with you, Mr. Chairman, and the other Senators that
have said that the cost of his system is just absolutely killing us.

No plan that we can come up with today can withstand the rate
of increases that we are talking about. None. Play-or-pay, all-payer,
single-payer, no-payer; 15-20 percent increases overall, continued
growth two to three times the CPI is going to bankrupt us. So, we
have got to get on with controlling these rates of increase.

I know yesterday you heard from my colleague, Alain Enthoven,
about a very interesting proposals that he has been advocating for
many years. It is a serious proposal. It should not be dismissed.

On the other hand, you have heard from Mr. Kirkland and others
about the need for an expenditure board, the need for a govern-
mental policy. Personally I do not see these as being inconsistent.
I think we need them both. This is not a trivial problem.

Some people would dismiss it, and I must admit, listening to the
discussion we had earlier this morning, some people make light
that somehow the forces of competition will just eliminate this
problem. Alain Enthoven does not make that comment. I surely do
not make that comment.

In my testimony I try to lay out a proposal which would main-
tain managed competition within a structure, but have over it a na-
tional expenditure board which has regional boards. Senator
Daschle talked about the need for that at the regional level; I
agree.

This national expenditure board would collectively be a deciding
factor. I believe strongly that it should be set up like the Federal
Reserve System, that is, away from the dey-to-day operation of
both the administration and the Congress, but where the Congress
does have ultimate power to withhold their part of the funds.

If the Congress withheld its part, Medicare and Medicaid, that
system would collapse. So, it is not like a separate national expend-
iture board is going to be in free flight.

We would have a national expenditure board. It would collec-
tively say this country ought to shoot for 15 percent, 14 percent,
13 percent of GNP. This would translate into so much money per
capita. We would distribute it to these regional boards.

These regional boards would establish the limits and say to man-
aged care competition, fine, you can have up to an 8-percent in-
crease next year.

Do your thing, if you are so efficient, so effective. If you cannot,
you are going to have to find other sources of money. But, within
that overall structure, managed competition can play out.

Now, what Alain does not talk about is the complexity of the cur-
rent payment system. In my 9 years as chairman of PROPAC, I
now can appreciate the complexity of our payment system. It is be-
coming a gigantic "Ponsi" game.

The cost-shifting is of the magnitude that some employers are
paying 185 percent of the cost of the care of the people they insure,
while others in some States are paying 56-60 percent.

Where in the managed competition would this be eliminated? It
would not, unless we establish along with it a form of an all-payer
approach.

Now, all-payer approach does not mean-and I want to empha-
size tlds-that every payer has to pay the same rate. If a plan
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could demonstrate that it is, in fact, using hospital care more effi-
ciently than the others by having their people stay in the hospital
fewer days by not allowing every test and procedure that others
do; if it is because of efficiency and not because of bullying tactics
of the market then they could negotiate a lower rate.

But, if it is simply they go in and say, either you give me a 20-
percent discount, or I am taking all of my patients away from you,
leaving to the patients that remain the higher rate, I would not
allow it.

And, by the way, I would not allow the government to use its
bullying tactics either, because, basically, we are a bigger bully, col-
lectively, than they are, if we wanted to use it.

On the other hand, I would not have, and would recommend you
not allow the gov . nment to pay any rate the market establishes
simply because it ,ias established it. That would be to say to the
government, if the rate is set at 25 percent of costs, well, then you
will have to pay it. That would be saying we would give up any ne-
gotiating power.

What I am trying to emphasize is that this debate, between man-
aged competition and some form of over-arching regulation, in my
mind, has gone beyond where it is constructive. We have to get on
with the job.

I personally think we should do it within an employer system,
modify it, use some tax incentives if we believe we need it for low
wage firms-and I believe we do-but, most importantly, get on
with the job of cost containment

Here, I believe we have a responsibility at the national level to
put together a total expenditure limit, and, within that, to have
managed competition.

But I hope and I know all of you in this room share with me that
we do not let 1974 be repeated; have a big debate about i, ' nal
health reform; and everybody, if they cannot get their ow, )Ian,
pick up and walk away. Thank you very much.

The CHAIRMAN. We certainly share that concern.
[The prepared statement of Dr. Altman appears in the appendix.)
The CHAmRMAN. Ms. Steelman.

STATEMENT OF DEBORAH STEELMAN, ATTORNEY AT LAW,
CHAIR, 1991 ADVISORY COUNCIL ON SOCIAL SECURITY,
WASHINGTON, DC
Ms. STEELMAN. Thank you, Mr. Chairman, for the invitation to

be here today. What I have before me are 11 volumes of the Advi-
sory Council report that I must reduce to 5 minutes, so hang onto
your hat.

The CHAIRMAN. All right.
[Showing of charts.]
Ms. STEELMAN. This chart depicts the rate of increase in health

care costs and how significant it is. There are two important things
about this chart.

Number one, we have to do two things to keep health care from
bankrupting this country over the next 30 years. We have to in-
crease the rate of growth in the economy and we have to reduce
health care spending.
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Those, however, I do not think are the most important things
about this chart, because obviously ire not going to let 31.5 percent
come true. The most important thing about this chart is the mag-
nitude of the change required.

In order to keep health care under 20 percent of our GNP by
2020, just an arbitrary goal, we are going to have to take as much
out of the system as we currently spend today. It is change of un-
precedented magnitude. Our legislative processes have never really
addressed anything quite like this.

[Showing of charts.]
Ms. STEELMAN. So, the Council decided that a change of this

magnitude has to have an incredibly strong public will to support
it. We had many public hearings. We talked to over 1,200 people.
We quantified our results in a poll.

But I would like to say that yesterday you had testimony even
better than our report. Yesterday, your last witness distributed this
document, "Faulty Diagnosis," and this is absolutely required read-
ins. This is one of the best documents 1 have read to prove the
points I am about to talk about.

If we have change of this magnitude that requires strong and
sustained public support, a willy-nilly or wishy-washy kind of sup-
port is not sufficient to accomplish the task.

In our poll, we asked everybody how they felt about national
health insurance, managed competition, employer mandates, uni-
versal catastrophic protection, and individual tax credits,

The little red bar signifies those people who felt very strongly
about these ideas and strongly supported them. And, as you can
see for all of those plans, it is less than 20 percent.

We then asked whether they would be willing to consider this
kind of change as the change necessary in this country. And over
60 percent said they would be willing to consider this kind of
change.

What that means is we have a public that is not very ideological
about health care reform, that recognizes that there is a problem,
that wants to understand what the best answer is. They want to
understand what each of these proposals will mean in their own
lives before they give it their full support.

I think this is a very critical issue relating to what Senator Rie-
gle said earlier about leadership, the functions of leadership in
health care are not being met today by anyone, in my opinion, in
the public debate; not by academics, politicians, any of us, myself.

And the reason is--and this has been true for the entire century
of health care debate-people and experts speak fundamentally dif-
ferent languages.

People say the problem is greed, fraud, waste, the system is un-
fair, it is scary, it should not be like this. They say, why should
I consider sacrificing myself while there is so much fraud out
there?

I think the GAO is going to release tomorrow a study that says
there is $100 billion in fraud in our health care system. So, people
sit back and say, why should I change my behavior if there is this
kind of fraud out there?

Experts talk a fundamentally different language. Experts say the
problem is an inherently inflationary reimbursement system, tech-
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nology explosion, misapplication of resources. Experts have a whole
bunch of mumbly gobbledy-gook that we talk about.

So, in terms of-leadership, how are we bringing the American
people into the debate in a way that we are talking with the Amer-
ican people, and the American people are communicating with lead-
ers. Today we are not doing it, and I submit we have not in this
century.

Aqain, the most interesting question about public opinion today
is why are we still so mixed up, so confused after a century of de-
bate on health care reform? A century. We started to talk about na-
tional health insurance in 1911.

Why are we still at that stage of the debate? I believe it is be-
cause we have yet to recognize the issues on this chart. We have
yet to address the problems that people say are really the problem
in health care, and then work through those problems so that they
have an understanding of what the real problems are.

The public will alone is not enough. Public will can be misleading
in terms of effective reform. We do have to know what we are
doing. Cost reduction, in Xny opinion, requires true comprehensive
reform. And, I will say, the kind of reform that I do not really hear
talked about much.

Our debate on health care reminds me of the story of the guy
who was crawling around under a lamp post one evening when the
policeman walked by, and the policeman says, what are you doing
under that lamp post? He says, well, I lost a $10 bill.
• And the policeman says, well, I will help you look for it. Where

did you lose? He says, well, I lost it over there. And the policeman
says, why are you looking for it under the lamp post? He says, be-
cause that is where the light is.

We continue to focus on a subset of reform because that is where
the light is. We continue to talk only about provider regulation or
how we pay providers, because that is where the light is.

And I will not challenge the fact that there a.'e definitely a few
bucks under that lamp post. But there are a lot of bu,; ks elsewhere
that we are not talking about.

The Advisory Council was very, very clear that if we are going
to have comprehensive reform, which we insist on immediately, we
have to talk about everything: the financing system, the delivery
system, the role of the individual.

Our delivery system is heavily skewed to acute and institutional
care. We have no incentives for cost innovation. Why, for example,
are 98.6 percent of American babies born in hospitals? It does not
happen on any other country on earth. Where are the birthing cen-
tersf

We have no incentives for cost-reducing innovation. We cannot
freeze our system in today's technology. We have to build in adapt-
ability for the future. We have to talk about long-term care and
home care.

And we have to change the role of the individual. I think largely
the role of the individual right now follows the mushroom prin-
cipal: they are kept in the dark and fed manure.

We have to turn the light on these things. We have to talk about
choices we have. We can stop smoking to save an awful lot of
money. We can eradicate substance abuse and save an awful lot of
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money. Our expectations have to be for all of these things, reform
in all of these areas.

Now, what is the road to success? How do we build a public will
and how do we build truly effective comprehensive reform? I think,
Mr. Chairman, and Mr. Chafee, I have to give both of you an awful
lot of thanks in this area for your leadership, because I think you
are embarking on just such a road.

The Advisory Council says, number one, acknowledge and ad-
dress problems people want solved now. People need to know that
this government can do something with common sense something
that will help them now.

Deal with greed, deal with fraud, deal with waste, deal with the
unfairness of the system. You can do it through many things. This
committee has already started doing it on self-referring physicians,
reducing administrative costs, common sense insurance practices.

In my business of six employees, I cannot buy insurance for my
employees that does not exclude every single one of us for life for
some condition or another. That is not common sense. That is un-
fair.

These things can be addressed, right now. Once we start talking
to people about addressing such obvious concerns then it seems to
me they will buy onto larger sacrifices and larger comprehensive
reform.

And we do not think we have to wait for that time to find out
what kind of structural financing reforms work best. We can try
these reforms in the field and actually find out. We don't have to
rely on guesswork.

Right now, the political debate is pretty much "Your plan stinks;
mine is perfect." That does not teach people much. It does not
teach us much. The council recommended that the Federal Govern-
ment expend $3 billion, at least, in implementing Statewide proto-
types on two levels.

Number one, to sup port the State innovations that are already
out there. Oregon and Minnesota are classic examples. Number
two, invest some money with some States where there are pockets
of reform for other kinds of ideas: tax credits, managed competi-
tion. There are pockets of public will out there ready to take on
larger structural reforms. Let us invest the money to make those
things happen.

And, then, once we have built the public will and we have a bet-
ter idea of what really works, we will be able to do the right thing
at the Federal level.

And I think we can do this in short order if we put our shoulders
together and really look at the questions around leadership; not so
much who is right and who is wrong, but how do we bring the
American people into this process.

The stakes simply are too high to make a mistake. That chart
is not the only thing that keeps me awake at night, that first graph
I put up.

The other thing is the fact that the baby boomers are going to
start turning 60 in 1997. If we think the politics of health care are
hard now, they are going to get impossible after the turn of the
century. Thank you.

The CEimAN. Thank you very much.
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[The prepared statement of Ms. Steelman appears in the appen-
dix.J

The CHAIR"MAN. Dr. Altman, in listening to Professor Enthoven
yesterday, I was intrigued by his idea of the managed competition
of health care plans and HMO's.

And then I was listening to one of the other professors talking
about single-payer and saying that these are compatible, and can
be used with each other. I also got that inference from you this
morning. How do you wed those two? It seems difficult to me.

The other part of the problem from Enthoven's plan that I get
concerned about is the rural areas and how you take care of them
when you do not have the competition of the HMO's.

Dr. AiTMAN. Well, let me start out by saying, that I support
many aspects of managed competition. But I think you need more
than managed competition. Whether it is an expenditure board or
some kind of health council, there are many areas, like rural areas,
that we are going to have problems with. We are going to have
problems with getting more primary care physicians. We are going
to have problems with urban areas.

So, I think just to count on managed competition as our sole ve-
hicle for both delivering care and controlling costs, I think is asking
too much of a valuable addition, but not the total system.

In answer to the first part of your question, I think it is impor-
tant to separate the financing of the system from ultimately the de-
livery of care.

You can bring financing, the money, into the system either
through the governmental totally, through employers and the gov-
ernment; or through employers, government, and individuals. How
the money flows into the system is different than how the money
flows out.

The Enthoven plan deals primarily with how the money flows
out. You could have these organizational entities created either
from a single-payer approach, or from an employer mandate. They
are not inconsistent.

But, let me stress at the end, Aain's, or any other managed com-
petition approach by itself, (a) is not strong enough, and (b) is not
comprehensive enough to do the job.

If you want the rest of the country to look like California, I think
you are in for some trouble. California is no bed of roses when it
comes to health care costs. Its costs are rising. It has a high degree
of cost-shifting going on.

So, if you put a spotlight on Stanford, or on one plan in southern
California, it looks beautiful. Take a look at the whole State. It is
not a bed of roses. Not that other parts of the country are, but I
think there is more to this cost containment than you can do in
managed competition.

The CHAIRMAN. Senator Hatch.
Senator HATCH. Thank you, Mr. Chairman. Ms. Steelman, I was

impressed with your grasp of the factors leading up to cost esca-
lation. Would you elaborate on your study of the effects of future
health care costs on the economy, which is, in my opinion, the kind
of global thinking that I believe is lacking in the total debate we
have here.
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Ms. STEEJMAN. Truly comprehensive reform has to take into ac-
count the Medicare program, the Medicaid program, VA,
CHAMPUS. We also have to seriously prepare to adapt these pro-
grams to future needs.

We get sick very differently today than we did in 1965 when
Medicare was enacted. We will get sick very differently 20 years
fiom now than we do today. We will die very differently.

We will have a much greater need for home care, rehabilitative
services, and long-term care. We have a tremendous need to invest
in the kind of medical breakthroughs that will tackle Alzheimer's
and those kinds of problems.

I am very concerned that if we freeze today's system in place
with any sort of system-wide, federalized system, we will freeze a
lot of dinosaurs in place. We simply have to be focused on more in-
novative a approaches to future problems than the current debate
currently allows for.

Senator HATCH. Thank you. Mr. Altman, in your testimony, you
indicate that you share my concern about businesses dumping their
health care programs and going into the play-or-pay public pro-
gram.

Dr. ALTMAN. Yes.
Senator HATCH. And you indicate that that is a legitimate con-

cern on my part. Now, are you saying that in order for this pro-
posal to work, that the 7 to 9 percent payroll tax will have to be
raised, plus a subsidy for those who really cannot afford it?

For instance, as I mentioned before, we heard from Dr. Karen
Davis yesterday, who said that health care benefits are 12 percent
of payroll tax today, and that they are going to rise to 23 percent
before the end of this decade.

Now, it would seem to me that the play-or-pay tax rate would
really have to be exorbitant to not make it attractive to businesses
to join the government plan. Could you comment on that? And let
me just add one other thought to it, too.

I am concerned about the impact these higher tax increases have
for small businesses, since almost 90 percent of all the small busi-
nesses or all of the small firms employ fewer than 20 employees.
And many are operating on small profit margins, often grossing
less than $30,000 per employee.

Now, that does not seem to me to allow a lot of room for provid-
ing insurance or paying higher payroll taxes. Could you comment
on that overall set of questions?

Dr. ALTMAN. Yes. As I indicated in my testimony, I do believe if
we are unmindful of this issue, it could be a serious problem. I do
not believe it is a problem that cannot be solved. Now, I do not
want to get into a numbers game. I think Karen's numbers are too

senator HATCH. Can you give us some indication of how we

might solve it.
Dr. ALTMAN,. Yes. Well, I do believe that tax rates should be

higher. And we are going to have to look at it. As Senator Rocke-
feller and Senator Riegle said, they did not put any number in
there plan.

I think the 7 percent came from the original Pepper Commission,
which, unfortunately, is now aging quite rapidly in terms of when

58-769 - 92 - 5
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it was estimated, and inflation has gone on. So, I do believe we
need to take a look at that number.

Second, if we are serious--and I believe we should be-about
making sure that small employers--I am sorry, low-wage employ-
ers--can pay the bill then I think we should help them. That is
what the President's plan is going to do. It is going to provide sub-
sidies for low-income people.

Let us use the President's proposal, link it back in with the em-
ployer mandate. These plans are not totally inconsistent with each
other.

So, I would use part of the President's plan to help out on low-
wage workers. But, it is an issue that, if not dealt with, would
leave, in my view, too many people being put into the government
system.

One last comment. There was recently a poll done of employers
that asked them, if, in fact, it was cheaper to put your employees
in public plans, would you do it? And most employers said no. They
do not want to do that.

They do not want to do it for three reasons. First of all, with all
due respect, they do not trust the government that it will stay
cheaper. I do not understand that. Two, many of them believe-

Senator HATCH. I do. I understand it.
Senator PRYOR. Dr. Altman, wt do have to conclude this, so we

will go forward.
Dr. ALTMAN. All right. I apologize. Anyway, there is no reason

why every employer is going to drop, even if it is slightly more ex-
pensive.

Senator HATCH. Mr. Chairman, I want to say I appreciate his
candor. I think he has been very candid about this and we may dif-
fer on the better way to go, but I respect you, sir. I just want you
to know that.

Dr. ALTMAN. Thank you.
Senator PRYOR. Thank you, Dr. Altman. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman. I was very inter-

ested in what was proposed yesterday by Dr. Enthoven and one of
the points that Alain made was that, under CalPERS they are able
to hold down the costs for that group, and, indeed, they had some
recent bids come in where some of the HMO's have offered reduced
costs. You were not here for his testimony yesterday.

Dr. ALTMAN. I have read it. Thank you, sir.
Senator CHAFEE. Yes. And some came in at 5 percent, between

zero and 5-percent increases. But I think Dr. Enthoven does stress
that really to have the system work, everybody has to be insured.

In other words, what distorts it is that many in California are
not under the CalPERS system, or the Stanford system. What is
your thought on that?

Suppose you had a State where all of the providers were under
this system, or else everybody was under this HMO type of system
where all the HMO's or Preferred Providers all provided the same
basic services. And that is another part of his plan, that the pack-
age had to be exactly the same. Now, what do you think of that?

Dr. ALTMAN. Well, I am not opposed to it, but I do not think it
should be the only thing we do. It just is not enough. So, fine. We
should have competition. It would be nice for all the plans to look
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exactly alike. I personally do not think we have to put everybody
in quite the same straitjacket.

But that type of system has potential and has been shown to be
effective. But, as I said, I do not think it is enough. It needs to
have some over-arching limits imposed on it to say you, the coun-
try, cannot exceed next year more than 5 or 8 percent increase in
expenditures and you manage up against that budget constraint.

Second, I do not believe we need to be as tough on the tax
changes he would put in there. I do not think we need that. I think
if we, in fact, had the same payment, )eople would sense the dif-
ference and make their choice. It would be a very unpopular thing
for you to do politically to tell Americans that are already paying
this price that they are going to lose their tax deduction.

Maybe in the future we may want to do that, but I think it will
submarine that plan before it gets going. So, generally, I favor his
approach. It just is not enough.

Senator CHAFEF. Thank you, Mr. Chairman.
Senator PRYOR. Thank you, Senator Chafee. Senator Rockefeller.
Senator ROCKEFELLER. Thank you, Mr. Chairman. I will ask each

of you the same question. Back in the 1970's-in fact, I think, Stu-
art, when you were last before us you were talking about this, that
in the early 1970's there was a real chance for health reform, and
President Nixon wanted to see it happen. And what happened was
there were a lot of fblks in Congress that came up with their own
special ideas of how reform ought to be, including cost containment,
and whatever else.

And that, as so often happens, people, when they want to vote
their choice, their choice is their own plan and their second vote
is, I am against anything else, which is, I think, what is happening
now. And it is, of course, terribly tragic.

I would like to ask both of you where you think that the main
proponents in all of tids, that is, the President, some of the really
only two or three types of programs here, and our interest groups,
where people have to give, philosophically; where they have to give,
not get, al of what they want. They are all locked up in a negotiat-
ing room, and God will them to come out with a solution.

What are some of the examples of where people would have to
give or recede from their position so that the collective result could
be a plan that works? Do you understand my question?

Dr. ALTMAN. You had to live with it.
Ms. STEELMAN. I think the premise of your question is off the

oint. And, Senator, you know how much I think of the work you
ave done here. But your question raises the whole point of my

presentation in terms of the differences in the leadership and the
people. The place where reform will come from in this country is
the people's will. It is not interest groups locked up in a room.

I, for example, was locked in a room with interest groups for 2V2
years as the Chairman of the Advisory Council, and there was not
one iota of give in terms of accomplishing a national agenda. There
was a lot of give in terms of learning and understanding what we
did not know. There was a majority of our council-

Senator ROCKEFELLER. If I could interrupt for one moment.
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Ms. STEELMAN [continuing]. That did reach the conclusion that
the process I described in my testimony was the best way to get
the answer to that question.

Senator ROC1KEFFLLER. But that is a fascinating assumption. You
are saying it is like the American automobile industry saying to
Americans, whatever you want, we will produce. The Japanese
automobile industry decided what it wants to do because it is in
the leadership position, and then it becomes the consumer's will.

Are you saying that we simply wait until the people come for-
ward with enough rage? I mean, how many Senators have to lose
their seats before we do this?

Ms. STEELMAN. No. The rage you are talking about is not di-
rected :.)ward the enactment of a specific reform. It is directed to-
ward the waste, greed, fraud, and unfairness in the current system.
The so-called consensus on national health insurance, the poll you
always read that says 70 percent of people want national health in-
surance, is a house of cards. The first gust of reality blows it away.

The Japanese produced the Miata; even though it was designed
by an American car designer because the Japanese do know what
their customers wants much better than American car manufactur-
ers know what their customers wants. I am saying our customer
right now is stuck in that mode: greed, fraud, waste, unfairness.
Address these concerns and you will sell a lot of cars.

Until we address these customer concerns and then provide the
leadership to take our customers through the larger public choices
to develop a public will toward the enactment of specific reforms,
we will continue to make the mistake we have made every time we
have debated national health insurance in this century.

Senator ROCKEFELLER. Stuart?
Dr. ALTMAN. Well, I agree with those, but I disagree with wait-

ing. It does not match up with her first chart at all. The first chart
is a crisis, and the other one will take 25 years.

Ms. STEELMAN. The other one could take much quicker than the
process we are on now.

Dr. ALTMAN. Well, but I think the Senator has pointed out that
we need to move forward, but I do believe that these are the issues.
I think an expenditure board type approach would deal with the
greed, waste, fraud, and the kind of proposals we are dealing with.

I think the idea of matching up some of these, the President's
proposal in terms of helping low-income people directly by the gov-
ernment, matched up with an employer mandate, would eliminate
much of the problem of the small employer issue.

I think the idea of making those markets work fairly, in terms
of making them work in terms of having nobody denied coverage
is the right way to go.

So, if you took yesterday's testimony, and I almost said randomly
ut it together, but let us assume we have a little better smarts,
think in yesterday's testimony no one plan may have all the right

answers, but collectively I think there is enough to fashion an ac-
ceptable plan. It would be nice to wait for the people to tell us what
they want. I think we will be waiting a long time.

Senator PRYoR. Dr. Altman, technically the time of Senator
Rockefeller has expired. However, because he got here a little late,
and because he is such an expert in this field, and because this dis-
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cussion is so interesting, I am going to extend him 5 more minutes
so he can ask more questions. Sir, go ahead.

Senator ROCKEFELLER. Well, I just want to make one comment,
Mr. Chairman. It is profoundly important, it seems to me, that if
we say that we have to wait for either an amount of rage which
is equivalent to suddenly the American people beginning to under-
stand everything from asymmetrical transition to RBRVS, I think
we are talking about a good 50 years.

I think this is an area in which the American people are classi-
cally saying to their government leaders--and not to the State
leaders, but to their government leaders--the Kaiser Family Foun-
dation, they want, expect, and demand that the government take
the lead on this.

And the whole concept of waiting until the people understand ev-
erything about it-I have a theory, Mr. Chairman, that I will end
with. We did catastrophic health care in this Congress, and it was
superb. It was a great bill. We refused to repeal it in the Senate.
Seventy-three Senators voted against repealing it. But we could not
stand against the House, who insisted on repealing it.

Some of the people who fought hardest for catastrophic health
care in the house became, then, for a period of time a number of
years afterwards the most timid in advancing reform because they

ad been burned.
And I think any of us who take on commissions and do whatever

we want in the exercise of leadership, if the answer comes back
that you could not get the consensus, that you could not get what
you wanted, therefore, let us pull back and wait until the American
people push us forward, I think that is the opposite of leadership.

Ms. STEELMAN. I did not say that once.
Senator ROCKEFELLER. I think what we do is that we go right at

it. And the perspective on health care is the same as the perspec-
tive on trade a number of years ago.

Trade has become an overwhelming issue. In the 1984 campaign,
it was not even discussed in any debate at the Presidential level.
It became an issue all of a sudden, and overwhelmingly com-
plicated. This is much more coin plicated.

Health care has only recently become an understood, established
national crisis where people are going crazy. And for us to say that
somehow we have to back off and wait for the people to give us di-
rection, it seems to me, an extraordinary absence of leadership.

Ms. STEEJMAN. I did not use the word "wait" once. And my chart
does not imply inaction. It implies action that will get to a consen-
sus faster, I submit, than the current purely political and theoreti-
cal debate. And we will know whose process is more effective 10
years from now.

Senator ROCKEFELFR. But you are giving all kinds of reasons
and excuses for not acting.

Ms. STEEiIMAN. I did not. I said we have to act right now on each
of those elements. And we have to act on comprehensive reform. I
did not use the word "wait" once. I am very sincere, Senator. I do
not want to pick a fight.

Senator ROCKEFELLER. I know you are.
Ms. STEFIMAN. We cannot wb,.t. That is why I always start out

with that first chart. Humongo-as change is required; change that
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has to come from the gut. We have to build the gut in the Amer-
ican people.

And all I am saying-and do not take it from me, read "Faulty
Disgnosis" by the Public Agenda Foundation. There is a way of
leadership that will build that gut, and there is a way of leadership
that will produce political paralysis, like we have every other time
we have debated this issue in this century. So, I am not rec-
ommending wait.

Senator ROCKEFELLER. Mr. Chairman, I will just close with this.
In the second World War when we lost the Philippines and Indo-
nesia, the United States had no synthetic rubber. There was only
real rubber and it came, a lot of it, from those countries, and we
needed that for our Jeep tires.

Nobody knew how to do synthetic rubber. But when we lost those
islands, we were in the middle of a war. In 6 months, we had in-
vented synthetic rubber. The crisis is what drives people who care
about this issue to do something about it. It happens to be us in
the government, Congress and the White House, who are meant to
do something about it. I think it is a simple point.

Senator PRYOR. Senator Rockefeller, thank you. In a moment, I
am going to ask a few questions. Then, if you have one or two
more, I would be glad for you to ask those.

Ms. Steelman if you were sitting down with the President of the
United States this afternoon, he had called you over to the White
House and said, Ms. Steelman tell me what to do about our health
care crisis, what would you teli him?

Ms. STEELMAN. Exactly what I said to this committee.
Senator PRYOR. All right. You would tell him not to wait?
Ms. STEELMAN. I would say exactly what I said to this commit-

tee.
Senator PRYOR. Pardon?
Ms. STEELMAN. I would say exactly what I have said today. This

is how I feel about this issue.
Senator PRYOR. Is this administration waiting, or is this adminis-

trating acting?
Ms. STEELMAN. Well, as you know, I am a private citizen. I am

not a spokesman for this administration.
Senator PRYOR. But let me remind you of something, and remind

myself of something, actually. I have read over your past, yoar very
distinguished background.

You have been in the very, very highest echelons, served as Do-
mestic Policy Director for the George Bush for President Campaign,
Associate Director of Humnan Resources, Veterans and Labor, the
White House, Director of Intergovernmental Affairs.

Very, very few individuals ever come before this committee with
that number of credentials, the closeness and the association with
power as we relate to and understand power. So I look at you as
a person who has had the ear, and probably still has the ear of the
President of the United States. Is that correct? I mean, is he going
to accept your advice?

Ms. STEELMAN. I have conversations with the President which, of
course, I do not discuss publicly. The administration has a proposal
that is somewhat different than the Advisory Council's. I think that
is clear.
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Maybe I can make a point here. When I left the campaign in
1988, the only thing I asked to do was to Chair this Advisory Coun-
cil. I did not ask to serve, nor did I want to. And the reason being
because I felt I needed to learn more to develop a course of action
in health care reform.

My 2V2 years on the council was very wisely invested, and re-
sulted in these documents. We released our report on December 19.
I briefed many members of this committee, including Senator
Rockefeller, and I might add, I did so before I briefed the adminis-
tration.

These are real recommendations designed to address an enor-
mous challenge, a challenge that will last 20 years. If we get off
on the wrong foot now, my children are going to be penalized. I do
not want that to happen. That is why I am here. That is what I
would say to the President.

Senator PRYOR. Well, Ms. Steelman, with all due respect, I had
a hearing back in my home State a few weeks ago. In fact, I had
three of them. I had over 1,000 people at each one of them in var-
ious parts of the State. It is on health care. It is an explosive issue.

People are bewildered, they are perplexed, they do not know
what to do. They do not know how to pay for their health care
costs. They do not know, a lot of them, how to get access to the
health care system.

And I think really the best response I ever had during those 3
days is each day when I opened up and I said I am tired of ad-
dressing problems, I am ready to start solving problems.

With all due respect, I think what we are doing right now, not
necessarily just in this hearing, but even in this commission re-
port--and I know there are a lot of beautiful new books out there
that you are about to give us--we are addressing problems. We are
not providing comprehensive solutions to these problems.

Ms. STEELMAN. I respectfully disagree.
Senator PRYOR. All right. Let me ask this. Did the Advisory Com-

mission on Social Security-and I am going to get into my subject
area, now, pharmaceuticals--accept the fact that prescription drug
costs for three out of every four elderly people today is their num-
ber one out-of-pocket medical expense? Did you address that?

Ms. STEELMAN. This council charter, which is explained in my
written testimony, was extraordinarily broad, as was our member-
ship. We addressed issues of family financial security over the next
30 years. We addressed pensions, savings, investments, Social Se-
cunty, Medicare, Medicaid, and disability payments. We had a very
broad charter. Our membership included representatives of various
consumer, business, and provider interests. Dr. Cooper of the
Upjohn Co. was our representative from the supplier community.
As you know, I have pharmaceutical clients. I did not represent
them or any other client in my advisory council work.

The reason we focused on health care reform was because we felt
that that was the second most significant threat to the future of
the economy. We believed that the slow growth in the economy was
the most significant threat.

We felt that the economy has to be the number one concern, be-
cause if we do not grow this economy there is no way we can deal
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with consumer and health care demand and the important public
investments in education, infrastructure and defense.

So, we felt that health care was the most significant threat to
American families. And, in that context, we dealt with many con-
cerns, of which pharmaceutical coverage was one. Coverage, pay-
ments, price of pharmaceuticals were discussed as well as such is-
sues relating to hospital, physician, and other services. We did not
segregate out any particular sector for unique treatment, as youhave done.

Senator PRYOR. Did you come to any solutions or conclusions as
to what we should do in cost containment with regard to pharma-
ceuticals?

Ms. STEELMAN. Again, I will say, on cost containment, we felt
that you have to deal with problems people think are problems
first. Otherwise, they do not ' trust you and they are not going to
follow you. And that is the legacy of 50 years of debating national
health insurance in this country. That is irrefutable.

Senator PRYOR. Well, we are back in this rut again.
MS. STEELMAN. It is not a rut.
Senator PRYOR. You are addressing problems again. Where are

the solutions? You are not talking about solutions, you are talking
aboutproblems. Every chart you have is a problem, it is not a solu-
tion. You have one solution. On your last chart you say, do the
right thing.

Ms. STEELMAN. Yes. Let me tell you about my solutions. If you
will read any of these documents; if you would have read the re-
lease on December 19; if you would look at any of these things; if
you ask me to sit here in 5 minutes and give you 11 documents
and 2V2 years of work in 5 minutes, I will tell you it cannot be
done. If you want to sit there and criticize me-

Senator PRYOR. I am not criticizing you.
Ms. STEELMAN [continuing]. For not having, in 5 minutes, all of

my solutions, I would be happy to shut up and sit here.
Now if you want me to go through insurance reform, and medi-

cal malpractice reform, and school-based insurance, and community
health centers, and rural caregivers, and cost containment on a
global basis, and how the Federal Government ought to invest in
that, then I will be happy to come to your office, sir, and talk about
it. Because we have solutions.

What I am talking about is a way of leadership that will accom-
plish something, not stalemate us in a political diatribe like we
have for 50 years.

Senator PRYOR. Senator Rockefeller.
Senator ROcKEFELLER. Thank you, Mr. Chairman. Debbie, I have

enormous respect for you, and you know that.
Ms. STEELMAN. An dthe feeling is mutual.
Senator ROCKEFELLER. Yes. I know. I know. I think in Chicago

not long ago, an 8-year-old kid in one of the schools shot another
8-year-old kid with a gun.

And, on the National Commission on Children, Dr. Berry
Brazelton used to say that the cocaine baby who is born at low
birth weight today will meet your child on the streets tomorrow.
So, I am simply reinforcing what you said. We have no time, except
to move forward.
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The road to success-and I am trying to buttress the Chairman's
point of view here, because I understand that you want more to
happen than is happening.

And I know that you are in a difficult situation. You are credited
with telling the President what to do, you are not really in a posi-
tion to be able to do that. It is a very fiustrating situation for you.

But when you say, first we have to get rid of greed, fraud, waste,
and something called unfair administrative costs, whatever that
means; common sense insurance practices, by which I do not think
you mean community rating, I think you probably mean, what,
small group insurance?

Ms. STEELMAN. Right. Insurance reforms.
Senator ROCKEFELLER. Small group insurance.
Ms. STEELMAN. And other insurance reforms, not just small

group.
Senator ROCKEFELLER. Yes. Common sense legal reform, medical

liability, hospital fraudulent billing. It is a very light tap, it seems
to me. There are 66 lawyers in the Senate. I have been trying to
get product liability through the Senate for, I think it is 7 years.
There are 66 Senators. I am not holding mybreath.

So, I have to deal with that real world. Malpractice reform is in-
credibly important. It is also no more than 2 percent of the cost
problem. I do not know what administrative costs are, but I think
a lot of us agree that if you did everything possible that you could,well, for example, if you had a single-form billing for all insurance

companies you would save, over 6 years, $9 billion. Well, that is
nice, but it is only a small part of total health costs.

Self-referring physicians, I agree with you in some places, and in
other places I do not. But whatever it is, 1 do not think it turns
out to be an enormous amount of money.

Hospital fraudulent billing, I do not know exactly what you mean
by that. I just want to come back at you that we do not have the
tine to create the people's trust of us because we have done some-
thing which they are angry about.

Because, one, even if we are able to do it, I am not sure the peo-
tle will know that we have done it because the cost of everything

eeps going up anyway, and. therefore, how are they meant to
know; do we issue a bulletin which they suddenly believe?

So, let me ask you. If you had your flat-out wish list on things
that you could do right now, that you are emperor, that you could
do right now on cost containment, what would you do?

Ms. STEELMAN. Senator, I must reiterate the point that I think
is most important, because I still have evidently not made myself
clear.

People will not make the sacrifices necessary to achieve real cost
reduction-notice I say reduction, not control-until we address the
issues that they think are important.

Senator ROCKEFELLER. Good. I grant you that.
Ms. STEELMAN. I just want to read you-
Senator ROCKEFELI,ER. Now, please Debbie, because of time and

all the other panels, I will grant you that.
Ms. STEELMAN. Let me just read one part.
Senator RocKEFLLER. I am not arguing with you. Let us say we

have done it. They trust us. What are you going to do about cost
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containment? What is on your wish list? We have gotten rid of this
stuff.

Ms. STEELMAN. Well, number one, one of the things I want to do
is eliminate tobacco use in this country; I want to eliminateAID's;
I want to eliminate crack babies; I want to eliminate low birth
weight babies; I want to eliminate violence and gun shot wounds.
We spend more on gun shot wounds than we do MRI's in this coun-
try.

If we do that, would you like to guess, per capita, how much we
would take out of our health care system, per capita? $700. We
would spend barely more than they spend in Canada. I want to do
those things in cost containment. Want to have insurance reform.

I believe in the managed competition school. I do not believe a
national commission, particularly one modeled after the Federal
Reserve, which the best book ever written about it was titled, "Se-
crets of the Temple," because they meet in secret and make secret
decisions.

And their decisions have notlJng to do with public will or family
behavior. I think a commission like that is a false hope, at best.

Senator ROCKEFELLER. I am not asking you to say what you do
not like, I am asking you to say what you do like. If you would not
have that kind of 9djurement approach, or whatever, the Federal
health expenditures for it, then what would you do to bring about
strong cost containment?

Ms. STEELMAN. Modify the delivery system, modify the financing
system, modify the role of the individual. The role of the individual
means take care of yourself and eliminate all of those problems,
and let us spend some time debating those social problems.

I say, praise God for Lou Sullivan, even though I know it is not
cool to say Dr. Sullivan has done the right thing. He does not play
Washington footsie as well as the rest of us.

He has done the right thing on the leadership of the role of the
individual. I say change the incentives for the individual.

Senator ROCKEFELLER. Market-based.
Ms. STEELMAN. Let us talk about the individual. Expose the in-

centives. Expose the connections. For example, Medicare bene-
ficiaries right now believe they pay for it all with payroll taxes, and
yet 38 percent of Medicare is paid for by general revenues today.
Expose the connection so people know what they are buying.

Require knowledge of individuals. I do believe that economic in-
centives can be brought into play to lower costs by individuals. All
the prevention and individual awareness is absolutely critical, yet
we never talk about it.

Senator ROCKEFELLER. Debbie, that is what your report says.
That is all that your report says.

Ms. STEELMAN. This is what I believe, Senator.
Senator ROCKEFELLER. I said wish list. You could not get every-

thing you wanted in your report. I have read your report. I know
your report. Wish list.

Ms. STEELMAN. This is my wish list, Senator.
Senator ROCKEFFLLER. That is it? That is the extent of it?
Ms. STEELMAN. I want to change the delivery system. For exam-

ple, why do we not have birthing centers in this country? Why do
we not reimburse midwives? Why do we not reimburse lower cost
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caregivers? Why do we not reimburse lower cost settings? Why
have we no incentives for this kind of thing? Rate regulation will
not do it. We have seen that in Medicare. We have to make these
changes. Why do we not have more home care?

In the financing system, yes, we have to have managed competi-
tion; we have to have bigger pools; we have to allow reform individ-
ual insurance as well as the small employer market. It is all of a

iece. You cannot just point to one thing and say, oh, that is what
wish for, that one thing would do the whole job. It is not that sim-

ple.
And I have to say that the more I learn about health care the

less I know, which is one of the reasons I want to see, at the State
level, what really works best.

I may be dead wrong about rate regulation. It may be the best
thing since sliced bread. A cost containment commission may be
the best thing since sliced bread.

I would like to see that in the State of New York, or the State
of Rhode Island, or the State of West Virginia, and I would like to
see just 2o or 3 years of that.

I would like to see the implementation flaws, the design flaws,
what screwed up, what went right. I could be dead wrong in my
own thinking.

I do not think this debate will be over this year, or next year,
or the next year. The changes required are too large. Why can we
not proceed with the States to learn something real? Why can we
not earn something? What is wrong with saying, let us learn some-
thing? I could be wrong; or you could be wrong.

Senator ROCKEFELLER. Dr. Altman. Mr. Chairman, you cut me
off at the pass, but I would like to have Dr. Altman respond to
what Ms. Steelman has said.

Dr. ALTMAN. Wow. [Laughter.]
I mean, it is hard to be against anything she is for. The problem

I have is all the things that she is against. So, I would want to see
all of the things that she has suggested done. They are really good
things. They need to be done.

I am also in favor of experimentation at the State level. I think
we can learn a lot from that. I just believe that we have also
learned a lot over the last 20 years that we have not done, and it
is time that we do it at the Federal level.

Now, maybe I am going to be dead wrong too, but I do believe
that we can put together what she has recommended, but move for-
ward with this expenditure board.

Now, the Federal Reserve Board, I mean, that is an unfair call
about whether it is a secret society. The only reason for talking
about a national expenditure board in that context was to, one,
suggest that it be separate from the day-to-day operations of the
government, and, two, to have it regionalized. That is all.

If you want to have it open to the public, if you want to have
it selected by the way Mr. Kirkland says, I think that makes sense.
The only reason for using the Federal Reserve Board concept is to
get it outside of the day-to-day operating arm of the government.
That is, in my view, very important. And, second, it should be re-
gional.

Senator ROcKEFELLER. Thank you, Mr. Chairman.
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Senator PRYOR. Senator Rockefeller, thank you. Now, I have one
final little series of questions here. Ms. Steelman, you kept, during
your presentation, talking about listening to what people want.

And when we listen to people, you say that they think that the
system is consumed with fraud, greed, waste, et cetera. Let us take
greed. Let us go down the list. Are doctors greedy?

Ms. STEELMAN. People think doctors, lawyers, hospitals, pharma-
ceutical companies insurance companies, and everybody is greedy.

Senator PRYOR. All right. Are they?
Ms. STEELMAN. I think greed is a part of human nature, but that

does not mean that we can solve enough through addressing greed
to get at that chart.

My point is, we can not, by simply addressing people's concerns,
address the magnitude of this change. But you have to start where
they think the problem is.

Senator PRYOR. For the last couple of years or more, I have re-
ferred to the pharmaceutical manufacturers as greedy. Are they?
Am I right or wrong?

Ms. STEELMAN. I was merely addressing-again, please read this
and then let us get together; let us have a beer.

Senator PRYOR. I read it yesterday.
Ms. STEELMAN. Then you know what I am trying to say. That is

what people think is the problem. Experts like Stu and others-
Senator PRYOR. I am asking what you think. You are an expert

in this field. You are the Chairman of this commission. You were
appointed by the Secretary of HHS. We are listing to you as an ex-
pert. Are the pharmaceutical companies greedy?

Ms. STEELMAN. Well, my expert opinion on pharmaceutical com-
panies is they provide one of the best avenues to address some of
the problems of the aging society that we know; that our patent
system in this country is very different than other countries; that
because pharmaceutical expenses are generally out-of-pocket, peo-
ple feel these expenses much more than they feel expenses that are
covered by insurance. These are the kinds of considerations experts
discuss. I believe that people see greed everywhere; that there is
no endemic quality to this industry that is different than any other
industry or any individual.

Senator PRYOR. Is the fact that we pay in this country the high-
est prices of any industrialized country for American-produced pre-
scription drugs, despite the fact that we provide the pharma-
ceutical industry with R&D tax credits, marketing writeoffs, bil-
lions of dollars in tax credits for manufacturing drugs in Puerto
Rico, multi-year patents and with NIH research grant support,
does that say something is wrong with our system?

Ms. STEELMAN. Yes. And, as you know, patent lives on drugs are
very short because of the approval time at the FDA. No other coun-
try has that kind of system. No other country uses genelicisin as
a cost containment device.

Many other countries will negotiate a guaranteed profit to the
pharmaceutical company over the life of that product, which is
longer than the life of the product in the United States, that is in
excess of the average full like profit associated with many of U.S.
pharmaceutical products.

Senator PRYOR. All right.
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MS. STEELMAN. So, yes, I think there are a number of problems.
Senator PRYOR. Have you ever thought about this, or the com-

mission ever entertained this, because your commission on Social
Security deals primarily with elderly people and people who are
about to be elderly, like myself. [Laughter.]

Now, have you ever thought about this: what about us going over
to Spain, France, and even up into Canada where they buy their
American drugs. This, by the way, is a buy America plan.

To go to Spain, France, Canada, Italy, Belgium, anywhere, and
buy our drugs at 50-60 percent less and bring them back and sell
them to our people and still save half? Is that a good idea? What
is wrong with that?

Ms. STEELMAN. Well, I think it would add to administrative
costs.

Senator PRYOR. You mean the airplane ticket? Why would it add?
Look, how can they sell these drugs so much cheaper there?

Ms. STEELMAN. They have a patent life that is about twice as
long; they do not have genericism as a cost containment device; and
they negotiate rates that last longer over the life of the product
than they do here.

Senator PRYOR. Well, I am not--
Ms. STEELMAN. And I think we have to address all those prob-

lems. I also think that-
Senator PRYOR. Well, once again we are addressing problems.

That is all we do around here, is address problems. That is all we
do.

Ms. STEELMAN. I wish that were what we get around here, sir.
Senator PRYOR. That is all we do is address problems. No wonder

the American people have lost confidence with us. Ms. Steelman,
I have no other questions. I thank you. Dr. Altman, I thank you.

Ms. STEELMAN. Thank you.
Dr. ALTMAN. Thank you.
Senator PRYOR. This hearing will resume at 1:45.
[Whereupon, the hearing was recessed at 1:10 p.m., to reconvene

at 1:45 p.m.]

AFTER RECESS

The CHAIRMAN. This hearing will come to order. I would like to
have Mr. Richard Davidson, president of the American Hospital As-
sociation; Dr. Gerald Keller, vice president of the American Acad-
emy of Family Physicians, from Louisiana; Dr. Gerald Schenken,
member of the board of trustees, American Medical Association,
Omaha, NE. We are very pleased to have you.

Dr. Davidson, why do you not proceed?

STATEMENT OF RICHARD J. DAVIDSON, PRESIDENT,
AMERICAN HOSPITAL ASSOCIATION, WASINGTON, DC

Mr. Davidson. Thank you, Mr. Chairman. Good afternoon. I am
Dick Davidson, president of the American Hospital Association. We
appreciate the opportunity to appear before you today.

in our view, health care reform is essential and it is time to act.
We are anxious to help you advance new public policy with one
focus on one winner, and that is the patients and the populations
that we serve in our communities across the country every day, 24
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hours a day. We think that is where health care reform ought to
be focused.

Today we want to focus on three points with you, Mr. Chairman.
First, our view of some of the reform proposals that you have been
talking about. Second, the need to reinvent the way health services
are delivered in America because we do believe it is time to
reinvent the way we do what we do; old strategies are out of touch
and out of date.

And, third, the AHA's vision of a newly-organized delivery sys-
tem to achieve our Nation's twin goals of universal access to health
care for all Americans, and also at an affordable cost.

Let us talk, first, about the reform proposals before the Congress.
I guess we have had a chance to look at about 40 different reform
proposals, Mr. Chairman.

And all of the reform proposals before the Congress seem to have
two principal objectives. One objective is to expand access to care
fbr more Americans, and the second objective is to contain costs; in
essence, to do more with less.

And if we have been struggling through our discussion of how it
is that we contain costs in the cutent environment and then think
about expanding access into the same environment, one wonders
whether this is not a contradiction in terms; that how can we do
both of these things, expand access and contain costs?

Looking at access, in our view, expanding access to more Ameri-
cans into our current delivery system as we know it today is going
to be very frustrating for allofus, members of the Congress, the
provider community, and the patients and citizens that we serve.

While we perform medical miracles every day, the current sys-
tem of medical care, in our opinion, is fragmented, it is uncoordi-
nated, it provides little incentive to focus on prevention, the whole
notion of health. We do a wonderful job at taking care of sickness
and injury that artives at our door.

We also have a system where we believe that patients have to
kind of fend for themselves. No one seems to be in charge of their
care. They kind of move through the system making a lot of their
own decisions about where to get their care.

With regard to payment systems, we have payment systems in
health care today that reward treatment for each medical encoun-
ter, and they are loaded with perverse incentives.

In other wor-ds, the more encounters, the more financial return.
And we have geographic limitations on access that creates serious
problems, so when we talk about access we really need to think
more than just about financial access, we need to think about geo-
graphic access.

Now, let us take a look at containing costs in general. Most of
the proposals that you have been considering that are in the Con-
gress call for arbitrary, top down limits.

By and large, in many instances, command and control regula-
tion of hospitals and doctors, which could be translated into Fed-
eral Government micromanagement of very com plex organizations.
And our experience to date has shown that that does not work very
effectively.

And should we go in that direction, we would suggest to you,
that there is going to be grave disappointment with the results.
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And I share that opinion with you after having spent 20 years
working in Maryland as a key player in making the Maryland
State Rate Regulatory all-payer system as effective as it has been
over a number of years.

In 1976, a stay in a Maryland hospital averaged about 26 percent
above the national average. Today, an admission to a Maryland
hospital averages about 9 percent below the national average.

So, what we did in Maryland was to have a very effective all-
payer rate regulatory system that held down the rate of increase
in inflation in hospital costs. And I think hospitals in the State of
Maryland ought to be commended for that.

But if you begin to look around at the other indicators oi health
care costs in the system, what you find is that in Maryland, health
insurance costs are pretty much the same as they are in Virginia
and in Pennsylvania.

So, what we did is we focused on hospitals and we did not focus
on a change in the delivery system. So, we need to go that next
step, and that is what I am here to share with you today with re-
gard to the AHA.

The AHA proposes that we reform the organization and delivery
of health services in America in a dramatic way. We are really call-
ing for a true reformation.

We suggest that we should create a nationwide system of locally-
based community care networks to provide care to a new public
program by merging the Medicare and Medicaid program into one,
to provide a full range of services into a fixed dollar payment, in
essence, a capitated payment rate.

And that fixed payment is the key to changing behavior and pro-
viding new kinds of incentives for the provider community. These
community care networks are going to focus on collaboration and
not the mindless competition we have seen over the past decade.

The networks' community-based collaboration will bring together
hospitals, doctors, nursing homes, schools, employers, insurers,
and, again, focus on collaboration aimed at affecting health status
in our communities, Mr. Chairman.

And the networks will provide a point of entry into a system of
coordinated care where someone quarterbacks the care of each of
our patients.

And we think that this kind of a system would have the right
kind of financial incentives, focusing on prevention, that gets us to
deal with the problems that we have today.

We effectively take care of little neonates in our neonatal inten-
sive care units, but why are they there in the first place? Because
we believe that no one seems to be in charge of preventive care.

Who is in charge of going out and finding the pregnant teenager
to ensure that they get effective pre-natal care? We are suggesting
that we want to charge of that. The same with immunization for
measles, and all of the rest. We think we have to focus on preven-
tion.

We think that putting these things together, Mr. Chairman, and
I will wrap up, will do a good job of reducing the medical arms race
that we see across America where everybody tries to have all the
latest technology.
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We think that putting providers together in an integrated pay-
ment system can, in fact, reduce hospital capacity and really re-
align and infuse technology quite properly.

And the measures of performance for the future should be meas-
ures of medical outcome and indicators of health status in the com-
munity. Obviously I could go on, Mr. Chairman, to tell you more
about this.

But this is our vision of the future, and we think it is time to
move there, to move there now, and we have some ideas on how
to do that.

The CHAIRMAN. Thank you, Mr. Davidson.
[The prepared statement of Mr. Davidson appears in the appen-

dix.]
The CHAIMAN. Dr. Keller, if you would proceed, please.

STATEMENT OF GERALD C. KELLER, M.D., VICE PRESIDENT,
AMERICAN ACADEMY OF FAMILY PHYSICIANS, MANDEVILLE,
LA
Dr. K rFER. Good afternoon, Mr. Chairman, alld members of the

committee. I am Gerald Keller. I am vice president of the American
Academy of Family Physicians. I am a practicing family physician
in Mandeville, LA.

On behalf of our 74,000 active physician and medical student
members, I am pleased to discuss with you a topic which we con-
sider of critical national importance: containing our Nation's health
care cost.

Three major and interrelated health care challenges face us
_today. We must guarantee access to necessary health care services
for all Americans. We must control health care costs. Thirdly, we
must strengthen our health care delivery system to ensure that
care is appropriate and of high quality.

Now, none of these goals can be achieved in isolation. Access to
health insurance is not meaningful if that insurance is not afford-
able. Health spending cannot be controlled in the face of the cost-
shifting that results when millions of under-insured and uninsured
Americans receive uncompensated care.

Earlier this year, by unanimous vote, the academy's board of di-
rectors adopted our Rx for Health: The Family Physicians' Access
Plan. We feel it offers a comprehensive strategy to address all
three of the major health care challenges. And a copy of the entire
plan is included with my statement.

In light of the topic of today's hearing, I will focus my remarks
on the academy's cost containment strategy outlined in our Rx for
Health.

We believe our proposal draws on the strengths of many different
reform plans, while protecting the interests of patients, providers,
and other players in our health care system.

We call for medical malpractice reform, consolidation of paper-
work and administrative expenses, uniform payment methods, and
a mechanism for settling and enforcing national limits on the rate
of health care spending growth. And all of this, in the context of
a generalist oriented health care delivery system.



139

An important element in our cost containment strategy involves
the creation of a national health commission with authority to es-
tablish a global budget for aggregate health care spending.

Individual health plans would implement the global spending
limits by negotiated managed care type arrangements and pay-
ments with providers.

We believe that health plans and providers must have the oppor-
tunity to negotiate fftifancing incentives, utilization controls, peer
review arrangements, and other case management strategies that
make sense in the li ght of their local needs and practices.

As we all know, Portland, OR is different than Portland, ME,
and to work effectively, a cost containment approach must recog-
nize and appreciate tlh, difference.

Our plan builds on the concepts of the Medicare volume perform-
ance standard program, with the Nation's goals for spending limits
expressed in terms of performance standards.

A performance standard for aggregate health care spending
growth would be established, as well as a standard for each major
component of health spending, including, for example, hospitals,
physician evaluation and management services, surgery, imaging,
medical procedures, prescription drugs.

Establishing goals and evaluating performance would take into
account not only the cost, but detailed data on why do costs change
and how patient access and quality of care may be affected.

Finally, the cost containment strategy outlined in our Rx for
Health is premised on a generalist oriented health care delivery
system.

The United States is unique in that over 70 percent of our physi-
cians are sub-specialists, while most nations have a physician sup-
ply that is 50 percent generalist.

Our over-specialized medical corps is a prime fact to contributing
to rising health care costs. It is not equipped to manage care appro-
priately and tends to prescribe expensive sub-specialty services un-
necessarily. Until we address this problem, effective cost contain-
ment can be neither legislated, nor negotiated.

Our plan requires enrollees to have a personal physician who is
a family physician, a general practitioner, a general internist, or a
general pediatrician.

Services rendered by the patient's personal physician would not
be subject to a deductible, but would be subject to a 20 percent co-
insurance, except for pre-natal, well-baby, and well-childicare, and
childhood immunizations, which would require no patient cost-
sharing.

Services rendered by physicians other than the patient's personal
physician, without referral from that personal physician, would be
subject to a 20 percent co-insurance penalty.

In our plan we also include suggestions for changing Federal
policies to move toward a physician supply in which half of all our
physicians are generalists.

Given this committee's jurisdiction, immediate reform should be
considered to redirect to the $5 billion in annual Medicare graduate
medical education payments which currently incorporate strong
though unintentional incentives to train too many sub-specialist
residents and not enough generalists.
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Family physicians understand that comprehensive health care
reform may not be enacted all at once, but change pursued in in-
crements as our Nation struggles for consensus on broader reform.

However, we urge that each step taken be consistent with the
comprehensive strategy outlined in our Rx for health, with an em-
phasis on promoting a generalist oriented health care delivery sys-
tem.

The American Academy of Family Physicians looks forward to
working with you as, together, we address the challenges of provid-

ing universal access to quality care while containing our Nation's
health care costs. We thank you for this opportunity to share our
views.

The CHAIRMAN. Thank you.
[Theprepared statement of Dr. Keller appears in the appendix.]
The CHAIRMAN. Dr. Schenken.

STATEMENT OF JERALD IL SCHENKEN, M.D., MEMBER, BOARD
OF TRUSTEES, AMERICAN MEDICAL ASSOCIATION, OMAHA,
NE, ACCOMPANIED BY CAROL O'BRIEN, J.D., AMERICAN
MEDICAL ASSOCIATION
Dr. Schenken. Thank you, Mr. Chairman. I am Jerald Schenken.

I am a practicing pathologist in Omaha, NE. We also consult in
Omaha, as well as 20 rural communities in western Iowa, Ne-
braska, and southwest Missouri. I have had the personal experi-
ence of seeing almost everything that you have h eard yesterday
and today, unfortunately.

My daughter is a 28-year-old medical student. Last year, she
came home and asked me the following question. She said, dad, let
us say you only have enough money to treat one patient, and you
have two patients, one of whom smokes. What do you do?

And I have got to tell you, I looked at her, she looked at me, and
we went over that. But embodied in that question, I think, is many
of the social, economic, moral, ethical and demographic questions
which your committee is rightfully struggling to deal with.

But just because problems are insurmountable is no reason not
to address them. It is important, however, that we remember that
we can easily make things worse. So, it is critical that we keep the
reasons for these cost escalations-and, clearly, the rate of increase
is not sustainable; everybody agrees with that--clearly in mind as
we evaluate the various proposals that we are dealing with.

And they are, and we will go through them briefly: the aging of
our population, lifestyle, smoking, eating, lack of exercise, criminal
behavior, drugs, trauma, violence, technology which has exploded
beyond all of our moral and ethical boundaries, at least in being
able to deal with it, general inflation, physician behavior, physi-
cian's fees and practice patterns, liability concerns, premiums, de-
fensive medicine, all of those costs, AID's, HIV, third-party pay-
ments, and distancing the consumer fiom the provider. And then
public expectations and the visual impact on the public of all of the
medical miracles. And, finally, the diversity of our population.

The point is, Mr. Chairman, that everybody is involved in all of
these cost-escalating problems, and everybody has got to be in-
volved in the solution. That is the reason that the AMA has devel-
oped Health Access America, because it is comprehensive, because
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it can be phased in, and because it addresses the behavior of all
parties concerned: the physicians, the hospitals, the patients, and
the payers, both government and business.

I ask, Mr. Chairman, that the entire statement be put into the
record.

The CHAiRMAN. That will be done.
[The prepared statement of Dr. Schenken appears in the appen-

dix.]
Dr. Schenken. But I would like to just list here briefly some of

the cost containment issues which we have in Health Access Amer-
ica.

First of all, our practice parameter development and implementa-
tion we think is essential. Redeveloping an RVS which will result
in improved payment to primary care physicians and rural physi-
cians is on its way; liability refbrms, which have been discussed
regularly; small insurance market reform; and we are especially
talking about such things as community rating, the tax deductibil-
ity of premiums for small employers and so forth, and the group
purchasing issues.

Administrative, regulatory and billing streamlining for doctors
and their offices, and then public education and lifestyle changes.

In addition, we have called on our own physicians currently to
not balance-bill patients who have incomes up to 201) percent of the
poverty level. And we have been very pleased. It s our estimate
that last year our physicians provided almost $700 billion worth of
free care.

Now, the limits of the possibilities of cost containment range
from a governmentally mandated budget control to one in which
the cost is all off-loaded onto the patient and the patient makes the
decision. It is clear that both of those ends are unacceptable and
unworkable.

So, the question is, where in the middle do we arrive at getting
everybody involved and making it workable and acceptable?

The AMA is very anxious to help solve that problem. We have
a commitment to the patients, and, of course, we have commit-
ments to the doctors and the youngpeople, like my daughter, who
are looking forward to practicing medicine in the future.

Let me just close, in the interest of time, Mr. Chairman, with one
plea. And that is, that as you and your colleagues and others look
at the physicians of America, please do not ask the physicians to
make cost containment decisions at the time they are taking care
of an individual patient.

In other words, do not ask them to answer the qLustion my

daughter asked me right at the time they have those two patients.
Medical care, unfortunately, is too much of an art.

Those decisions are too imprecise at that time. We have to make
the cost containment decisions as policy beforehand so that, at the
time the doctors take care of the patients, their interest is the pa-
tient's interest.

If we create a conflict of interest, if we create pressures to with-
hold services that are not appropriate, then we will end up having
nobody happy; the doctors, the patients, and, eventually the gov-
ernmental bodies that were involved.
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S, 1V.r. Chairman, I think the AMA recognizes the gravity of the
problem and the difficulty you have in dealing with it. We appre-
ciate your personal efforts with your bill, which we have com-
mented on, and, by and large, which we agree with. We look for-
ward to working with you and the committee as best we can to
help.

The CHAIRMAN. Thank you. Dr. Keller, the willingness of the
Family Physicians group to accept a global budgeting strategy,
something supported by organized labor and often other purchasers
but not from providers, that is interesting to me.

You do not seem to share the same concern that the AMA has
in that regard. Does it not bring about a regulatory approach that
physicians often think interferes in their decisions and treatment
of their patients?

Dr. KELLER. I think a national health care commission would, in
a certain manner, br ng a regulatory approach. We would hope that
this commission would set some global budgets for total health care
costs, and, within that, develop component parts, whether it be
physicians evaluation services, surgical services, imaging, hospital
care, et cetera. And maybe even develop global budgets for these
individual component parts, though it would not be necessary that
all of these parts would live up to these budgets as long as the total
aggregate did.

So, we feel, even though we are talking about global budgets, it
does leave room for individual insurance companies, public plans to
bargain with providers for the best deal that they can give.

Those providers who provide most cost-effective care can, there-
fore, obtain the best rr-imbursement for their services as long as
the total package stays within a global budget.

The CHA:rtuAN. Well, Dr. Schenken, there is a difference of opin-
ion here. Has the AMA ruled out the approach of global budgeting
totally, or is that a viable option still?

Dr. Schenken. Well, Mr. Chairman, I suppose that is possible
that 1 day we might get to global budgeting. But I think it is clear
that the end result of the global budget would be the provision of
health care services by doctors and others through hospitals and
other places to patients

And with all of the variables over which the medical profession
itself and others havw,- no control, it is our opinion that any global
budgeting that does not address all of those other things-and they
are very difficult--would just lead to more problems than solutions.

I will just give you an example. I lived 25 years in Louisiana and
I lived under global medical budgets. This is before Medicare.

The Charity Hospital system was globally budgeted. That was all
the money we had. We had the 3,200-bed hospital, the biggest hos-
pital in this Nation under one roof, as far as I know.

Twice while I was there we ran out of money; once in April, I
think, and once in May. And both times we had to shut the hos-
pital down except for emergency admissions, shut down the clinics,
and just make do on what we had left and re-opened full service
on July 1.

They do that in Canada; they partially do that in England. And
if you do not address all of these other issues, the appetite of every-



143

body to provide services and to receive services will go beyond the
global budget.

So, I can see the attractiveness of the global budget, but we
think it would be a big mistake to do it tutil we deal with all of
the incentives, doctors as well as others. And I have just lived
through that and hope not to live through it again.

The CHAIRMAN. But at some point we have to put a budgetary
limitation on how much money we spend in this. We crowd out
other types of things equally important to our country insofar as
the standard of living of our people and opportunities for young
people coming along if we continue to put this kind of money into
health care on the trend line we are talking about. It is
unsustainable. It seems that you have to have some kind of a ceil-
ing put on at some point.

I was listening to Senator Danforth ask the question of the Sec-
retary, which he never answered, about, so, supp use you have -a
new operation and it costs $1 million and you can Keep that patient
alive or another 3 months. The family would like that. Those types
of things are extraordinary examples. At some point there has to
be a ceiling.

Dr. SCHENKEN. Mr. Chairman, as a person and not as a rep-
resentative of the AMA-

The CHAIRMAN. Now, I would not want to be the doctor making
the decision,

Dr. SCHENKEN. Yes. I agree with that as a taxpayer. But I will
just tell you, if you look at what has happened in the past, I see
on television once a month a discussion of a medical miracle; a
bone marrow transplant, or the mother holding the little baby. Who
is going to turn that down? And my only view is that we have all
get together-

The CHAIRMAN. Look, I have got problems of my own here turn-
ing things down. I am going to leave that to you doctors. [Laugh-
ter.]

Dr. SCHENKEN. Hold my hand, we will do it together. And I do
not mean that in a pejorative way.

The CHAIRMAN. I know.
Dr. SCHENKEN. But unless everybody is in it, then the squeaky

parts will escape and I-am afraid we will have more trouble than
when we started.

The CHAIRMAN. Senator Durenberger.
Senator DURENJBERGERI. Mr. Chairman, I must begin by com-

plimenting you on your patience. And I am not referring to the last
half hour, I am referring to all the time since 9:30 this moning
and all day yesterday. It really is sort of a wonder to behold.

I need to pick up where the Chairman left off and some of you
representatives have been here through the hours of this hearing.
I think you should probably have the same sense that I have that
things are changing and they are changing fairly rapidly.

It used to be quite simple to sort of put a line down the middle
of this table and say all the folks on one side were for capping
things, and the folks on the other side were for changing things.
I think it is starting to spread across that line and it is coming this
way. He referred to our colleague from Missotui.
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You were probably informed-I know I was informed-by people
representing the hospitals in this country at how upset folks were
when 28 of us went to the floor on the Senate and in sort of a trial
vote, voted to cap entitlements.

You watch the Federal budget, just since I have been here, go
from 25 percent of our spending in sort of the, if you meet the cri-
teria you get the money category, up to 51 percent now, and then
you add interest on top of that for what we are not paying for. We
have got a real problem.

So, I understand why the providers of care do not want to see
some caps, some budgets, some RBRVS, BPS, or whatever the case
may be.

But I trust that you and your members will also understand why
people who run companies, people who rin labor unions, and peo-

le who are responsible for giving direction in government seem to
e getting close to saying, let us draw a line at 13 percent, let us

draw a line at something.
Now, I have a great deal of difficulty with that because I come

from a State in which medical providers are as cost-effective as any
in the nation. As far as Medicare is concerned, our doctors and hos-
pitals are paid the least of anyone in the nation.

So, it is really hard to me to continue to vote for caps, or freezes,
or across the board anythings, because I know I am penalizing peo-
pie who are already doing the tldngs that everybody should be
doing.

I was at Charity Hospital in New Orleans a couple of months
ago, and it is a wonderful institution. It has a terrific, terrific ad-
ministrator. It is one of the major institutions of the community.

And we sat there with some of the hospital people and I said,
when is the last time you closed a hospital in this town, and they
had trouble remembering. I come from a community that has
closed 31, in all or part. Thirty-one hospitals.

Now, lest you think that gives us automatically lower cost. health
care, let me say that the survivors are more competitive than they
have ever been.

And they are competing at the level of who is going to do the best
hearts, or who is going to have the most expensive bone marrow
system, or something else.

But there is good news/bad news in this whole system. And you
cannot measure a community's commitment to change by how
many hospitals it closed, or something like that.

But I think there certainly is consensus on this person's part
that unless we change provider and consumer behavior in this
country, we do not get the job done. And the issue is how best to
do that.

In the last day and a half, we have seen polls up here telling us
where to start, because the polls we saw said the consumers think
the problem is greed and waste. Providers know better. The provid-
ers know everybody is in this.

The providers know that if everybody in America practiced medi-
cine the way the 10 percent best do, we could save big piles of
money. And the problem is not the greed of the 90 percent. Maybe
5 percent is greed, or something like that.
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The problem is, the other 85 percent do not know what best is
in the practice of medicine. External factor says you have got to do
this, that, or the other thing or you are going to get sued, or some-
thing else.

So, I have come to believe that I have seriously contributed to
this problem with DRG's and RBRVS, and say this with Karen sit-
ting in the audience who helped us draft, this, the sooner we get
rid of the RBRVS, the happier I will be.

And I can say that before we have even started to implement the
darn things because all it does is perpetuate a system that pays for
services, which means we are going to get a lot more services.

So, I like the notion of some kind of a capitated, risk-adjusted
payment rate and I guess we have heard a lot of testimony about
ow to do that, who to pay that to, I think, in some of the things

that Alain Enthoven was talking about. Networks are one that the
AHA has talked to us about. I will conclude quickly.

The Chairman of this committee is sort of right in the middle of
this, because there ia pressure on the one side to do something
quickly, and there is pressure on the other side to do nothing, and
he is sitting in the middle trying to meet those kinds of demands.

And I think this series of hearings around the subject of cost con-
tainment has been very, very helpful. And I think the contribution
that each of the major associations has made here to this has been
very, very helpful as well.

And the best that I can do as somebody who has been sitting
here for 14 years watching the process work is to say that the
Chairman is right, something is going to have to be done.

It will not be the knee-jerk, first and easiest thing. It will not he
the waste and greed approach because that is not going to solve the
problem. Yes, there is some waste; a lot of it. Yes, there is some
reed. Yes. But just doing that is not going to change the system.

And it also will not be tle "do nothing" approach. So, I hope we
all come up with an answer to what it is.

The CHAIRMAN. Well, when my friend from Minnesota says some-
thing like that, with all the detail, and the study, and the knowl-
edge that he has of the subject, you can see how difficult it is for
us to resolve it. But he is a most valuable member of this commit-
tee on this subject. I enjoy his counsel, and seek it.

Senator Daschle, would you care to make any comments?
Senator DASCUI,E. I have no questions.
The CHAIRMAN. Gentlemen, thank you very much. Yes. Dr.

Schenken.
Dr. SCHENKEN. Mr. Chairman, could I respond very briefly?
The CHAIRMAN. Yes, of course. Of course.
Dr. SCHENKEN. In brief response to Senator Durenberger's com-

ments, one of the issues that is poorly understood by some people
who deal with the problem is the relationship between the insur-
ance management of risk and the provision of medical care. And
what HMO s and managed care plans do is put those things to-
gether. They combine the insurance and the care.

As you look at all of these different systems--again, I get to the
issue of conflict of interest-just make sure that the risk is not fo-
cused on the doctor at the time the care is provided.
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And the smaller numbers of people involved, the more likely that
is to happen. That is why insurance works, as you know, with big
systems. I really do appreciate all that you are doing. This is really
a difficult problem. Thank you, sir.

The CHAmtAN. I have another one. All right, Dr. KELLER.
Dr. KE!LJER. I would just like to follow up on something that the

Senator said. From someone who sees 30-40 patients on an aver-
age day-and I think I practice very cost-effective medicine in my
family medical practice-we can change physician behavior.

But a great deal of what I do is based upon patient behavior also.
And, until we educate our patients in some global manner as to
what their expectations are and what their rights are to high-tech
technology, we will have a very difficult time in containing costs.

When m y patients come in because their child got a bump on the
head and insist on having an MRI, which is an $800 test, it be-
comes very difficult for us.

And we do sit down and talk to them and tell them why we are
not ordering the test. But this is one of the things that raises cost
of care. We have got to change patient, as well as doctor behavior.

The CHAIRMAN. Thank you. Our next panel will be Mr. Robert
Brandon, vice president of Citizen Action, Washington, DC, and
Gregory E. Lau, the assistant treasurer of the General Motors
Corp. Mr. Brandon, if you would proceed.

STATEMENT OF ROBERT BRANDON, VICE PRESIDENT,
CITIZEN ACTION, WASHINGTON, DC

Mr. BRANDON. Thank you, Mr. Chairman. I want to thank ou
and the members of the committee for holding these hearings. ad
I want to focus on three important goals as we take a look at cost
containment strategies in health care.

First of all, efficiency. Cost containment strategies have to focus
on achieving efficiency gains in the areas most responsible for ex-
cessive spending: administrative cost, excess capacity, high fees
and prices, and unnecessary services.

But we also, when we take a look at trying to bring costs down
to make health care more affordable to more of our population, we
cannot lose sight of the fact that we need to, in fact, expand access.
And if bringing costs down also reduces access, we have defeated
at least part of our purpose of trying to control costs.

So, it is very important in constraining health care spending that
we not just look at measures to bring costs down, because then you
would have less of a debate over things like explicit rationing in
an Oregon approach; or the implicit rationing as proposed by man-
aged care advocates; or the elimination of State-mandated benefits
and other laws as proposed by small group insurance reform advo-
cates; or cost-sharing requirements as proposed by many; or the ex-
clusion of necessary benefits from basic benefits packages under
various pay-or-play approaches.

By following a cost containment strategy achieved through effi-
ciency gains, you no longer are just focusing on reducing costs. You
are, in fact, going to be able to deal with these non-cost goals.

But you also, then, thirdly, have to look at equity issues-in par-
ticular at the progressivity of financing mechanisms, the com-
prehensiveness and quality of services available to Americans. Be-
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cause, again, we both are dealing with how people are paying for
the health care they get and what kind of health care they receive.

The question of equity is particularly serious in the health care
approaches that fail to substantially reduce overall cost, but, in-
stead, simply shift cost fiom one group to another.

In the current small market reform debate, for example, we be-
lieve that the approach is to ameliorate the cost problems of some
small businesses whose employees are at high risk for higher
health care costs by shifting the cost over to the rest of the small
business community.

In fact, Ken Sematore, representing Blue Cross and Blue Shield
of Ohio, has testified that the effect of small group reform would
be to raise the premium rates of some small firms by as much as
20 percent and to increase premiums for all small firms by about
10 percent across the board.

These reforms also allow massive cost-shifting to small business
employees through increased premium costs, higher deductibles
and co-payments, and reductions of benefits through the elimi-
nation of State mandates.

So, we have to keep those three goals in mind when we take a
look at what can be done effectively in cost containment. I would
propose to take a look at the following: primarily, efficiency, cutting
costs through the most efficient means because that means we are
leaving the most amount of dollars for the care of people.

When you take a look at efficiency, first and foremost, we would
support the approach taken by Senator Wellstone and others, the
single-payer approach.

And the General Accounting Office estimates that $67 billion in
administrative costs could be saved fiom the paperwork and the
economies of scale obtained through the single-payer mechanism
and used to expand access.

Other plans that rely on private insurance are relying on and
resting on delivery of insurance services in the least efficient sector
of the economy.

A recent study by Citizens Fund, Citizen Action's research affili-
ate, called Premiums Without Benefits, concludes that the commer-
cial insurance sector is spending 37.2 cents for administration,
marketing, and overhead to provide $1 worth of health care bene-
fits to policyholders.

And that is 40 times less efficient than the system that they
have in Canada, and 18 times more efficient than our own Medi-
care system.

When you wrap in all private insurance together, HCFA esti-
mates that about 16 cents for every dollar of benefits provided is
overhead, again, compared to 2 cents or so for Medicare, or less
than a penny for the Canadian model.

The Congressional Budget Office also pointed out the larger ad-
ministrative savings potential of a single-payer system as opposed
to an all-payer mechanism, because we can eliminate the other
overhead costs.

For example, those co3ts include doctors and hospitals trying to
comply with paperwork burdens, employers trying to decide who is
going to receive what kind of insurance under their employment
system, employees coming in and out of the system, et cetera.
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When you take a look at an additional savings, we have talked
a lot about global budgets, fee schedules and expenditure caps. The
experiences of the members of this committee, I think, with the
Medicare program, would underscore the cost savings potential of
the prospective payments for hospitals and physicians.

But it is important that those reimbursement rates be standard-
ized. It is also important that, to the extent that those rates are
established through negotiation, that the negotiator has proper au-
thority.

We see in Germany, for example, individual sickness funds nego-
tiating on the basis of nationally-established relative point value
scales. But, depending on the market power of the siclkess fund,
some do very well and some do not do as well, ranging from 8 per-
cent to 16 percent of payroll that their premiums account for.

I would maintain that a single-payer system would provide a
much more effective way of bringing those costs down under a ne-
gotiated fee schedule or negotiated hospital budgets.

And let me say, further, that the expenditure ceilings must be
enforceable and as inclusive as possible. The German experience,
again, with targets versus enforceable caps, is instructive.

From 1977 through 1985, physician care expenditure targets re-
sulted in a 7-percent annual growth rate. Between 1985 and 1987,
when the binding spending cap was in operation, the growth rate
increase was only 2 percent.

Obviously, there are other important reforms that I allude to in
my testimony: resource allocation, practice guidelines and tech-
nology assessment, prevention and wellness, alternative providers;
all of those things will work better in a vingle-payer and com-
prehensive systemic environment.

Let me just mention very quickly two areas that we have heard
a lot about in terms of controlling costs: managed care and cost
sharing. There are, of course, examples where managed care deliv-
ery systems have controlled cost increases while maintaining high
consumer satisfaction.

But, overall, the evidence suggests that the premium rate in-
creases for managed care do not differ substantially from increases
of conventional plans.

In fact, the HIAA survey of employers from 1989 to 1991 indi-
cates that in managed care plan.q, average increases were 15 per-
cent, compared with 17 percent for conventional ph. ns.

In general, managed care strategies center on several cost con-
trolling approaches: first, negotiating payment terms of selected
providers. There, the problem is, managed care can do that, but it
is simply shifting costs to somebody else.

Secondly, by limiting and influencing, or influencing the choice of
providers, we are, in fact, rationing care.

There are complaints all of the time from patients in HMO's who
find that they are limited to the availability of specialists, wait for
a long time to get the needed care that they require. 1 mention a
few of them in my testimony.

And then there is also just the issue of stretching out schedules,
waits for initial appointments, delays in obtaining care. All are an
attempt to reduce overall costs, but, in fact, what we are doing is
also limiting access.
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Senator RIEGLE. Car I just ask you to finish in about 30 seconds?
I do not want to hurry you, but I do want to get to our next witness
and have time for questions.

Mr. BRANDON. Yes, I will. Third, the utilization review of practice
patterns is an important cost control strategy.

Increasingly, though, the same insurance companies that are
overruling physician's clinical decisions and denying claims pay-
ments to conventional insurance policyholders are doing so in a
managed care setting, as they increasingly own more and more of
the PPO and HMO market.

Finally, on cost sharing, I would say that we are concerned that
cost sharing is not an effective way to re(' ce utilization without,
in fact, limiting needed care for those wh --anmot afford it other-
wise.

And if you try to take care of people who cannot afford the cost
share, you are adding enormous complexity and cost to the system,
an estimated $18 billion, according to some studies.

The Rand study that has been cited a lot on cost sharing found
little difference of utilization once you made contact with the deliv-
ery system. So, there, we are concerned that cost sharing is, in fact,
going to discourage not only inappropriate care, but appropriate
care alike.

Senator RIEGLE. I am going to have to ask you if you can end
at that point.

Mr. BRANDON. Yes, I will.
Senator RIEGLE. Because we want to hear Mr. Lau, and we do

have some questions for you.
Mr. BRANDON. Yes.
Senator RIEGLE..Thank you very much.
[The prepared statement of Mr. Brandon appears in the appen-

dix.]
Senator RIEGLE. Mr. Lau.

STATEMENT OF GREGORY E. LAU, ASSISTANT TREASURER,
GENERAL MOTORS CORP., NEW YORK, NY

Mr. LAU. Good afternoon, Mr. Chairman, and members of the
committee. My name is Greg Lau and I am assistant treasurer for
the General Motors Corp., with responsibilities which include
health care.

Today's hearing focuses on an issue of crucial importance to Gen-
eral Motors and to the international competitiveness of U.S. busi-
ness. That is, the need to curb the alarming rate of growth in
health care costs in this country. At GM, health care expenses are
growing faster than any other labor, capital, or material cost in-
curred in the production of a motor vehicle. And these growing out-
lays for health care erode our ability to fund other pressing cor-
porate objectives.

By way of background, GM is the largest private purchaser of
health care in the United States, spending almost $3.4 billion in
1991, or $929 per vehicle, and providing coverage to about 1.8 mil-
lion persons. Not only are our absolute expenditures for health care
enormous, but they also place us at a serious disadvantage relative
to the Japanese transplants. We have lower costs because they
have younger work forces and a virtual absence of retirees. The spi-
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raling increase in health care costs places a special burden on ma-
ture industries like ours that have extensive responsibilities to our
employees and our retirees.

My objective today is to share some of GM's experiences in the
hope of illustrating the kinds of cost containment actions that may
be required. GM's health care costs on a per person basis continue
to rise at an average rate of about 11 to 12 percent a year. Al-
though lower than the 15-16 percent average rates for all manufac-
turers, it is still significantly higher than the rates of increase in
the consumer and the producer price indices. Clearly, a more ag-
gressive and comprehensive approach to health care cost contain-
ment is needed.

In the mid-1980's, GM undertook a series of initiatives to exert
more control on its rising health care costs. Two actions that
proved instrumental in reducing GM's administrative and overhead
costs for health care were the decisions to move to a self-funded
basis and to establish a nationwide claims and eligibility system.
The standardization of the claims process also provides the capabil-
ity to perform on-line edits of payments that helps us prevent fraud
and duplication. However, trimming administrative costs is not a
sufficient strategy to control the rising costs of our health care.
Rather, the key to controlling health care costs lies in managing
the use of services- without such controls, long-run cost contain-
ment is unlikely.

Perhaps the most significant of GM's cost containment initiatives
was 0,he re-design of our benefit plans to expand managed care. By
design), managed care programs are intended to control the use of
services by providing incentives for both providers and consumers
to reduce unnecessary or ineffective services. We added a pre-
determination process to our traditional fee-for-service program
and offered both PPO's Preferred Provider Organization and
Health Maintenance Organizations (HMO's) as coverage alter-
natives. Also, salaried employees who select to remain with the tra-
ditional program are now subject to cost sharing requirements that
also reduce GM's cost and utilization.

Our experience with these programs has been mixed. In large
part, the effectiveness of PPO's depend on their ability to identify
and exclude providers from the panel who do not provide quality
care in the most cost-effective fashion. However, we have found
that highly selective panels are difficult to achieve, in part, because
of provider-relations issues, employee concerns about provider se-
lection, and the reluctance of program administrators to address
the objective aggressively.

In some cases, these issues have even given impetus to State
anti-managed care legislative proposals, which we strongly oppose.
Managed care can work. One of our most notable success stories,
both in terms of quality and cost, involves our substance abuse cov-
erage.

GM, together with its unions, conducted pilot studies that identi-
fied serious concerns about the cost and quality of care being re-
ceived by our members. In response, we implemented a national
pre-determination program, appointed local case managers, and es-
tablished a closed panel of providers who meet basic quality and
cost effectiveness criterion. Subsequently, through close monitoring
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of data, we instituted further changes in coverage that, in effect,
placed sanctions on our employees who did niot seek care when
needed, or complete the planned course of treatment.

This integrated approach to managed care with incentives for in-
dividuals and providers worked. The quality of substance abuse
treatment improved significantly and costs decreased dramatically.
Further, the acceptance of these changes by our covered population
was positive. Building upon this success, we are now treating our
mental health coverage in the same way.

From our experience, we believe it is critical to build managed
care principles into the design of any health care program. Careful
attention needs to be given to basic benefit design to prevent un-
necessary utilization and avoid coverage of marginal value, includ-
ing the over-utilization of technology. Appropriate cost sharing
should be an integral component of any plan because of its proven
effectiveness in promoting judicious consumption of health care
services. Clinically sound guidelines for the provision and use of
services should be established in advance, along with objective cri-
teria for selection of high-quality, cost-effective service providers. In
addition, to support managed care efforts, more work needs to be
done to establish effective outcomes measures and practice guide-
lines.

In summary, GM's experience with managed care suggests spe-
cific controls on service use and service delivery are necessary for
effective cost containment if the Uitited States is to have an afford-
able health care delivery system. As a nation, we must decide what
services we are willing to pay for and the most effective manner
to deliver those services.

GM believes health care reforms are in order if the United States
is to meet the health care needs of its people and improve its coin-
petitiveness in global markets. If mature manufacturing companies
are to succeed, it is essential that actions which truly contain costs
and improve our competitive position are taken. Towards this end,
GM also supports efforts such as the incremental measures pro-
posed by this committee's Chairman, that move us in the direction
of these goals and add to our understanding of this very complex
issue. Thank you.

Senator RIEGIE. Thank you very much, both of you.
[The prepared statement of Mr. Lau appears in the appendix. I
Senator RIEGLE. Mr. Lau, let me ask you. You have cited here,

and these are really very compelling numbers, and I want to em-
phasize them. General Motors is the largest private purchaser of
health care in the United States. You spend about $3.4 billion
every year; did in 1991. Is that right?

Mr. LAU. That is right, sir. It was up--
Senator RIEGLE. And the cost is running at about $929 per vehi-

cle produced. Is that correct?
Mr. LAu. That is correct.
Senator RIEGILE. Do you have comparable numbers, by the way,

in terms of direct cost of production through the respective compa-
nies of what that health cost per car might be, or health cost per
vehicle might be, say, in Japan or Germany?

Mr. LAU. Yes. Based on available data.
Senator RIEGLE. It is a small fraction. Yes. What is that number?
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Mr. LAU. It is under $100 for the transplants, compared to our
$929.

Senator RIIGlE. That is for the Japanese companies here in the
United States.

Mr. LAU. That is correct, sir.
Senator RIEGLE. It is less than $100, versus the $929 that you

are experiencing.
Mr. Au. Correct.
Senator RIEOLE. And that is partly due to a younger work force

and no retirees to have to provide health insurance for, I assume.
Mr. LAU. Yes. It is for both those reasons. Others include dif-

ference is productivity and vertical integration versus General Mo-
tors.

Senator RIEGILE. Now, when you take offshore Japanese compa-
nies, any data as to what those ,.alth care costs are per car of cars
built in Japan? The red cost that,-

Mr. LAU. No. I can try to find that. I do not have that with me.
We basically look at a total cost basis when we tiy to compare our-
selves.

Senator RIEGLE. Yes. But they have a national health system in
Japan, so most of the health care cost would not come in as a direct
co;., of production, would it?

Mr. LAU. I would agree with that.
Senator RIEGLE. So, we have an enormous differential. Now, an-

other way of saying this is that there is no company in Ainerica
that will gain more if we can control health care costs than will
General Motors. Is that not a fair conclusion to reach?

Mr. LAU. From those figures, yes, sir.
Senator RIEGLE. Yes. So, you have the most to gain of any single

company. And I would say, just given my own knowledge of the
company and some of the problems that we have been facing in the
industry in rough numbers, I think General Motors has lost some-
thing on the order of 11 percentage points of market share over the
last few years, so there has been tremendous pressure on the com-
pany. It is well-known.

Mr. LAU. It is, sir.
Senator RIEGLE. Large operating losses, and so forth. If we can

find a way to do something on health care costs, not only would
General Motors be the largest private sector beneficiary of that, but
it would mean an enormous amount of saving, would it not, if we
could get these numbers down?

Mr. LAU. It would depend on the exact details of how we did it.
Senator RIEGLE. Right.
Mr. LAU. We are very concerned about the tax rates, about

whether or not major manufacturers would be disproportionately
burdened-i.e., those large employers that already have these large
costs. We would have to look at the details, but on a theoretical
basis, yes, I would agree.

Senator RIEGLE. Now, let me ask you, then. In the GM policy
statement which you have submitted, you note the concern of the
company over the health care system's "excessive expenditures on
paperwork and red tape."

Ard the paper advocates regulation of provider charges, presum-
ably to eliminate cost shifting, which is, of course, a major problem.
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Now, the spokesman here for Citizen Action advocates a singiL-
payer system to address precisely the problems of administrative
cost and cost shifting.

The GM position paper states that GM is "open to consideration
of a broad range of strategies which would require reliance on ei-
ther the private or public sectors, or both."

Mr. LAU. That is correct sir.
Senator RiEGFE. My question to you is: is GM open to consider-

ation of a single-payer system as a means to control health care ex-
penditures?

Mr. LAU. As the first step, I would say that we would again be
concerned about the details of exactly how single-payer system was
written in the legislation.

As we have indicated in the reform statement that I attached to
my testimony, there are four principles that we would try to judge
to see whether such a system meets them.

With regard to a global budgeting proposal or a single-payer sys-
tem like the Canadian model, we believe if the plan does not attack
utilization-if it does not attack the demand quotient--that we will
continue to see pressure brought on everyone to raise the total in
the budget.

We would be happy to work with you on something like that. We
have tried to lay down in that attachment what principles we think
a proposal like that should include-whether it is the Canadian
system, whether it is the West German system, or an improved
American system.

Senator RIEGE. Can you give me an estimate of how much of
this $929 in health care costs per vehicle at General Motors would
be the estimated cost that comes from just cost shifting, or from

our estimates of what the administrative overhead is? Because we
ave got this system where-
Mr. LAU. Well, our administrative overhead is at right around 8

to 9 percent. And we have been working hard on that the last 4
or 5 years with our carriers, with our new claims eligibility system.

Senator RIEGLE. What about the cost shifting, what is your esti-
mate on that?

Mr. LAU. I do not have an estimate. I would have to get to my
experts and come back to you on that. It is very subjective.

Senator RIEGLE. But would you not be inclined to believe that
that is a pretty substantial number?

Mr. LAu. Absolutely.
Senator RIEI,E. I mean, the cost shifting is really a major part

of the burden you are carrying, is it not?
Mr. LAU. Absolutely, Senator. Both in the uncompensated care

and the under-compensated care, at all the hospitals. That is why
we are putting a major effort into the managed care area in our
negotiations with providers to try to halt some of that shift, but we
have it, in the Medicare and Medicaid programs, tremendously to-
ward us.

Senator RHEGLE. Senator Daschle.
Senator DASCHLE. Thank you, Mr. Chairman. Mr. Lau, in read-

ing your statement I was not able to find the degree to which you
tlfink your success with the approach you are using now to contain
costs has been effective. I do not see any figures.
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Managed care has been referred to throughout the last 2 days as
a meaningful way with wYhich to reduce costs, but very ibw people
are ever able to say to this extent.

There are always a number of conditions associated with the de-
ree to which success has been achieved. Could you give us any in-
ication as to how successfully you have been able to utilize man-

aged care?
Mr. LAu. Well, let me take the one example that was in the testi-

mony and talk to you broadly about it. The one example that we
have spent a lot of time on collectively with all of the GM constitu-
encies, includingour unions, is the sub stance abuse program.

And, now we have extended that to mental health. We have seen
substantial quality improvement, substantial reduction in costs in
that program over the last 4 years.

And what we did there was we took our previous panels, which
numbered probably about 2,100 providers, and we brought it down
to about 1,500 providers. So, we had about a 30 percent reduction
in the panels, and we reduced our costs over the last 4 years by
20 percent.

Now, that would go up on the ledger as any good example of how
we met all of the model managed care principles. We have not been
as successful at all on the PPO's and with our HMO experience. We
have been working very hard.

As I indicated in my statement, we have been troubled by the
PPO's and the lack of provider selections, and on tremendous in-
creases in out-patient expenses.

So, our record is mixed on that. We have a full effort on right
now to see how we can improve our system, both on improving
quality and having a more cost-effective system. But looking at our
experience, we have had some problems. But in the last 4 years it
has turned against us in many of those PPO and HMO plans that
our employees participate in.

Senator DAscm-nE. So, your answer as to the overall effect of im-
plementing managed care thus far is what?

Mr. LAu. On an actual basis where we have focused on it, we
have been very successful. Where we have not had a closed panel,
we have not been successful.

Managed care, to be successful, Senator, needs to have some of
those principles that I identified, and one of them would be a closed
panel. We have to improve our system on that.

And right now we are looking at our PPO's, and our HMO's--we
have about 37 percent of our population in those, and when we
take a look, because we can with our data, on age and sex so we
know precisely the nature of our employee population in managed
care; we have set very aggressive targets on where we think costs
ought to be versus our traditional program. And our PPO's/HMO's
have not met those targets.

Senator DAsicHIE. So, you are not satisfied with the 11-12 er-
cent increase in cost that you have acquired in spite of your best
efforts with managed care. Is that what you are saying?

Mr. LAu. To date, yes. We intend to improve that. We have an
all-out effort, but we can not do it by ourselves.

Senator DAscmnE. Mr. Brandon, you mentioned the German
plan. Throughout the discussions on comprehensive care, many



155

people referred to the German plan as a fairly appropriate example
of how 1,400 independent insurance companies can work in unison
that appear to be fairly successful in Germany in containing costs
and providing universal access.

How is it that sickness funds in Germany appear to be working,
and that the German Government appears, through the utilization
of sickness funds, to control costs in spite of the tremendous nuin-
ber of participants in what is, at least on the surface, a multi-payer
approach?

Mr. BRANDON. The main thing I would say is they do not rely
on private insurance companies. The sickness funds, people need to
understand, are non-profit funds, number one.

Number two, you do not have the adverse risk selection that you
would have in this country or that you do have with people offering
policies to certain groups on the marketing side, or people jumping
from policies to policies on the purchasing side.

When you are in a sickness fund in Germany, that is it. You are
there for life. You move around in your employment, but you stay
with the one sickness fund.

So, it is like comparing apples and oranges. You certainly cannot
translate that model to a system that relies on 1,500 private insur-
ers that are competing with each other and spending an enormous
amount of overhead trying to gain market share, trying to gain cus-
tomers.

Secondly, there is a problem, as I mentioned in my testimony,
about the relative success at negotiating down prices. Larger sick-
ness funds with greater market power have been much more suc-
cessful than others; the variation is quite substantial from fund to
fund and the German Government, I think, is trying to work on
that.

But, again, it demonstrates a little bit like with the managed
care issue altogether in terms of market power and bringing costs
down. You can do it if you can negotiate rate reductions, but if it
is simply going to get shifted over to somebody else, we as a coun-
try have not solved our cost problem.

I would dare say that in GM's situation, a substantial amount of
their cost reductions through their managed care program, I as-
sume, is because they have been able to obtain rate discounts be-
cause they are such a large purchaser. That helps mitigate some
of their problems, but does not solve the overall cost problems.

Obviously, where we want to look to managed care, I think, is
in the reduction of inappropriate care. And I think there it can play
an important role, but only in an overall system that brings costs
down directly through expenditure caps, global budgets, and fee
schedules.

Senator DASCHLE. Well, I am out of time, but I thank both of
you. Thankyou, Mr. Chairman.

Senator B IEGLE. Thank you, Senator Daschle. We have been
joined by Senator Welletone today, who has a keen interest in this
area. Senator Wellstone, did you have some questions you wanted
to pose?

Senator WELAqTONF. Thank you, Mr. Chairman. Let me, first of
all, just say to Mr. Brandon, I do not need to be convinced of the
importance of single-payers, -especially on the way in which we

58-769 - 92 -- 6
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should spend money differently; less on administration and more in
the delivery of services.

But let me take Mr. Lau's point that I think was an interesting
one, which is the question of how you see the single-payer kind of
bill I have introduced dealing with the potential problem of over-
utilization.

Quite to the contrary about all of the problems that we hear
about rationing in Canada, I think probably a fairer critique is just
the opposite. People do have care gat is available and accessible,
but the issue is one of maybe over-utilization. Could you speak a
little bit about that?

Mr. BRANDON. I think the Canadian system does not seem to en-
counter the over-utilization problem. The real question here, I
think, is are we going to see increased utilization? Yes. Is it be-
cause we have denied appropriate care up to now? I think the an-
swer also is yes.

But, specifically, we need to deal with the utilization question in
health care planning, and we can do that in a lot of different ways.

In your bill I know you do it in a lot of different ways with plan-
ning agencies and budgets, and the Canadians try to do that. You
have separate capital budgets for hospitals, you have ways of deal-
ing with periodicity schedules for physician treatments.

There is a whole panoply of things that we want to be doing on
utilization, whatever system we have. But the real point here is,
let us do it within a system that, number one, is most efficient to
begin with, in terms of our overall costs of delivery in that system
and, number two, in a system that inherently, because it is system-
wide, allows us a much better handle on planning.

So that many of the areas we have talked about just work better.
That is wh!t I tried to say in my testimony. They work better
under a single-payer system rather than people out there like GM
trying to do a job of managing health care because they are fairly
large, but they are still not as large as the Federal Government or
the State.

Senator RiEGIE. And being swamped by health increases that
they cannot handle.

Mr. BRANDON. That is right.
Senator WELiSTONE. Let me ask two other quick q ustions, be-

cause I want to ask one of Mr. Lau, if that is all right. One more
for you, Mr. Brandon. There is a focus, of course, on covering those
without any health insurance, and, then, of course, there are those
that are under-insured.

Do you see from the administrative efficiency of a single-payer
that from that savings alone we would have the resources to cover
the uninsured? I mean, can you say that unequivocally?

Mr. BRANDON. Well, I do not think you can say it unequivocally,
but what you can say is that it would move toward covering every-
body. And an important piece of our health care explosion, it seems
to me, is that people who are not receiving care are winding up
costing the system much more when they finally do show up in an
emergency room or do not get treated until much later.

So, prevention is going to work much better when you have cov-
erage in the first instance and people do not worry about financial
barriers to care. So that this is an area that you have got to be



157

careful about saving money, and being penny Aise and pound fool-
ish. So, I guess that wculd be my response.

Senator WELSTONE. So, the point is two-fold, as I understand it,
Mr. Chairman. Number one, there are the administrative effi-
ciencies to single-payer, and you and other people can talk about
CBO and CBO reports, and all the rest.

Your second point is that when care is available, if you have a
ackage of benefits that is especially tilted toward preventive
ealth care, that is another place where you not only do the right,

humane thing, but you can effect significant cost savings.
Mr. BRANDON. That is right. I tlnk it is a mistake to just focus

on administrative savings.
Senator WELLSTONE. All right.
Mr. BRANDON. They are substantial in a single-payer system, and

they are substantial not only on the payer side, but on the provide-
side as well.

But there are also many other components of that system that
will bring costs down, including increased prevention, people not
putting off decisions about going to the doctor, and better resource
allocation through global budgeting and other kinds of health plan-
ning strategies.

Senator WELLSTONE. Mr. Chairman, ! want to ask just one final
question.

Senator RIEGLE. Please, go ahead.
Senator WEILSTONE. Of course, we are all proud of things that

we work on, and I just want to amplify the point that Mr. Brandon
made which is above and beyond the whole question of administra-
tive efficiency.

I think alItoo often we do not focus enough on the importance
of what universal health care coverage really means with a pack-
age of benefits that is really tilted toward preventive health care
and building accountability into the system. I mean, there are
many ways that we can attack this issue of cost control.

I am really going to be interested in your answer to this ques-
tion, Mr. Lau. I read about the struggle of the company; certainly
the Chairman has talked a lot about this as a major economic issue
in our country in labor management relations.

If you had to sort of prioritize where you feel ambivalent, let us
say, about moving toward single-payer, since that is what we are
talking about for the moment, how would you rank that?

I mean, where do you put your misgivings and what are the con-
cerns that you have, and if you could kind of list them for me it
would be helpful.

Mr. LAU. All right.
Senator WELJSTONE. Try and be kind, now, all right? [Laughter.]
Mr. LAU. I think that our experience so far in the cost increases

that were mentioned this morning for just the public programs of
Medicare and Medicaid, I think we have a lot of opportunity there
just to demonstrate whether or not some of our cost containment
ideas could work, and we have not seen that. Price controls in
those programs simply come over to us and they do nothing for uti-
lization control.

We certainly have seen some significant increases in costs in the
Canadian system, albeit from a lower base. Their system took 30
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years to get where it is today; the German system maybe 100 years
to get to where it is today.

And I think that there are certain cultural things that help bring
their costs down. I think it is very difficult to put those systems
ini total into our system.

We have tried to enumerate there some of the principles where
we could, in fact, discuss areas of a large public-type ownership of
the health care system.

But, in many ways, the incremental approach of an enhanced
public/private partnership should be tested-I think that we have
a lot of knowledge to gain in outcomes research, in clinical diag-
noses, and clinical practice standards. We see that, because of the
breadth of General Motors, certain procedures vary substantially
across the country, both as to number of tests, how the procedures
are performed, the number of days in the hospital, and the result-
ing cost.

think those are areas that we know something about, we are
learning a lot more about, and that we could make some sugges-
tions.

I think some of the witnesses today indicated that the govern-
ment needs to enhance more of the State outcomes research, the
local planning outcomes research. There is a lot of knowledge there
that I think we can use prior to jumping in to a single-payer.

But, back to your question, Senator, on the managed care, I
think the best managed care system that we could design and put
in, we still need your help in attacking a lot of these other areas.
So, that is why I get back to the public/private enhancement.

Senator WEASTONE. Right. Well, I thank you for your comment.
I look forward to working with the Chairman, and you, and others.

And I think part of what we have here already is a public/private
partnership, because one thing that is important about single-payer
and variations thereof and the kind of bill that we all work on to-
gether, however we come together, we are talking about single-
source financing. But, of course, it is nOgt government-run clinics or
government-run hospitals.

Mr. LAU. I understand that.
Senator WELLSTONE. It is not bureaucratized, it is consumer

choice within a pluralistic framework. And I think we have to keep
it that way in our country.

Mr. LAU. Yes, I agree. And we would be concerned about main-
taining that in a system that we come up with.

Senator WELLS'TONE. Thank you, sir.
Senator REGI,E. Thank you, Senator Wellstone. Let me just say

in that area, that four of us here have developed a plan that we
think in a sense takes the incremental approach, public/private
partnership, with our bill, S. 1227.

Now, there are four very serious co-sponsors of this: myself, Sen-
ator Mitchell, Senator Rockefeller, Senator Kennedy.

In this bill, in many ways, it seems to me sort of takes a position
along the lines of what I hear you saying. I want you to look at
it in a very serious way.

Mr. LAU. We would be happy to.
Senator' RIFGLE. Because I think the private sector which is

being badly damaged by the cost pressures of the current system



169

suddenly loses its voice when there are practical alternatives on
the table to look at and to, perhaps, help us either implement or
move from. We are not locked in stone on this.

Mr. LAU. All right.
Senator R1EGIE. But what happens is, is that even though you

are being bludgeoned by these costs that you can not by yourself
control, there is this enormous kind of loss of vitality and voice
when it comes to actually dealing with practical alternatives that
are being put on the table, in part, to help this company and other
companies like it.

And people around the country are not now under private health
insurance plans. But, going to Mr. Brandon's point, as you well un-
derstand as well, there is no good argument in practical economic
terms or in moral terms for letting somebody get sick and then
treating them in a high cost way when their illness or medical
problem is very severe w'hen we could spend far less early in the
game and avoid that.

Mr. LAU. Absolutely.
Senator RIEGILE. I mean, that is just crazy economics, and it is

crazy human policy. So, take a look at this and see if General Mo-
tors cannot find its voice on this issue, or on this particular ap-
proach, or ones like it.

Or let us know if there is a part. of it here that you think is solid
and that you can be supportive of; or other parts that you think
ought to be changed.

Mr. LAU. Yes, we could, sir. All right.
Senator RIEGLE. We are open on that. I am open on that. But I

think if all we do is continue in a circular debate, you are going
to be eating more cost increases that you cannot handle and it is
just going to be bad news down the line all the way around.

Mr. Brandon, I appreciate what you have said here today. You
have seen our plan. Know you advocate the single-payer plan. As
we have discussed that here and as we have worked to try to build
enough critical mass to be able to move a package and get out of
this gridlock, I think it is fair to say that it is hard to collect
enough of a center of political gravity to be able to sort of drive this
whole process off dead center and get something significant done.

I know what you would like to see, if you could have everything
that you think we ought to have here. I am not sure we can get
there at this particular time, quit% apart from how persuasive your
arguments might be, or some other arguments might be.

I think we can make material improvements in the existing sys-
tem, and I think we can capture some of the major gains, including
getting coverage out to people and getting some cost control mecha-
nisms in place, and getting a regime in place that starts to dis-
cipline this system. And where we go from there, I think time
would tell.

I am concerned about the fact that we are sort of getting immo-
bilized right at the beginning, so the pressures are such that we
make no real change, it just sort of stays up in the air as a debat-
ing issue.

The President comes in just before the election and says he is
going to have a few bits and pieces of a plan; they are still not

ere. I would like you to take a look at this, as well. I know you
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have. I would like to see what parts of it you might be able to be
for.

Mr. BRANDON. Let me make two comments, Senator, because I
know you have spent a lot of time developing that plan. One, is
that from a practical political point of view, the atmosphere here
in Washington is very different than the atmosphere out around
the country, and I know you have travelled, obviously, back to your
own State and probably elsewhere as well.

The approach that you have taken, I think, does not do enough
at this point to promise the people with insurance who are watch-

ing it crumble and are worried about whether or not it is going to
be there tomorrow, next week, next year-

Senator RIEGI.E. Right.
Mr. BRANDON [continuing]. Assuring them that the solution you

are proposing is going to help them. They can see that it might
help somebody else over there, but it is going to be hard to mobilize
a lot of that middle American support for the people who are in-
sured who are watching it crumble under this approach.

Senator RIEGLE. Because you feel we need a cost control mecha-
nism that is much stronger?

Mr. BRANDON. Because they do not see in their own lives how it
is going to help their insurance plan become more affordable, be-
cause it will help someone else get insurance, and then there is a
vague notion that there will be some limits on it.

Secondly, the cost controls. If we are going to have serious cost
controls, we have got to take on some very powerful interests who
are going to have to give up some income in this area, or at leait
give up the growth in income in the future.

In order to do that, you have to mobilize a great amount of public
support. And I think it is very difficult, again, to mobilize that sup-
port fi'om people that do not see their circumstance improving dra-
matically in this instance. So, that is our problem with the polilijcs
of your approach. And then on the substance---

Senator RIEGLE. All right. Can I just take you on that one tbr a
minute?

Mr. BRANDON. Yes.
Senator RIEGLE. And I appreciate what you are saying. I am very

interested in your view on tlhis. I would appreciate in that area any
practical suggestions that you can offer us, short of saying start
over again, to take that area of this package, and I am prepared,
speaking for myself, to go through a re-thinking, a re-engineering
of what has to be done there to assure us that we are going to get
the practical results we need.

And, obviously if you have that, then you can go out and attempt
to marshal the public support. I quite agree with you that if it is
a hope that is not very compelling to people, that that does not get
us out of this circular debate that continues to go on.

So, I would ask you to give me whatever specific suggestions you
miglit have in that area that would do that, if you can do that
without sort of contradicting your own view that there----

Mr. BRANDON. I would be happy to do that.
[The following information was subsequently received for the

record:1
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RESPONSE BY MR. BRANDON TO A QUESnON FROM SENATOR RIEGLE

While Citizen Action continues to support single-payer reform as outlined in S.2320, we are happy to respond to the request to recommend improvements under
a "pay-or-play" structure. Here are several such recommendations.first, we believe that coverage must be expanded through additional benefits. The
minimum benefit package in S. 1227 does not cover many necessary medical serv-
icem and items includingitems such as prescription drugs, ambulance service, phys-
ical therapy which are often provided under employer-based plans. In addition, some
prvventive services (such as colorectal exams adult checkups) should be included in
coVittijction with periodicity schedules. Finatly, we support inclusion of long-term
care services. It has been extremely difficult to get support from our members who
havne tbeiefit packages more coniprehensive than the minimum package or from our
muembtrs on Medicare who wouldreceive no assistance in obtaining benefits not now
,-ver-d by Medicare.

We would recommend expanding the benefit package to include some or all of the
Abovi-mentioned benefits under the minimum benefit requirements as well as Medi-
care. We would also recommend inclusion of a maintenance of effort requirement to
pm w. nt businesses which are now providing additional benefits from dropping cov-
-r -e to the level specified in the nuirnium benefits package.

St-ond. we would reconumend elimination of the cost-sharing requirements in S.
12O7. ('itizen Action is opposed to point of service cost-sharing or the following key
rvatons. First, cost-sharing is a financial obstacle to care which may result in de-
creaved utilization but does not differentiate between unnecessary and necessary
utilization. Second, the majority of utilization is provider-determined and not
,omrxiner-determined. Third, cost-sharing is regressive. The out-of-pocket limits set
in the bill do not solve these problems since they do not solve the problem of
copaments and deductibles nor do they set limits progressively. (An out-of-pocket
limit for covered services for a family of three earning $22,000 does not equate to
an out-of-pocket limit for a family of three earning $220,000).

There are two other items in this area which are of particulh-. concern to us. First,
there is the provision allowing employers to require that part-time and less-than-
full time employees pay more than 20% of the premium. Under this provision, the
very employers who are less likely to have and less able to afford health insurance
are penalized. (This is apart from the incentives for employers to hire other than
full-time workers).

Second, the alternative wage-related deductibles and out-of-pocket limits are trou-
bling to us in that they would increase cost-sharing burdens. Remembering that the
out-of-pocket limits do not include premium costs, consider what happers to a fatu-
ily of four earning $40,000. If their employer chooses the alternative out-of-pocket
limit (10% of $40,000 or $4,000) and the family paid 20% of a $4,000/year premium
($800), they would be liable for $4,800 or 12% of their income (we assume from the
language that this is gross, and not net, income). This does not even take into ac-
count their health care costs for non-covered services or their HI contribution.

In terms of the cot-sharing requirements related to managed care, we are con-
cern about the lack of cost-sharing limits on managed care (preferred providers) in
general and the limit of 200% of the "normal cost-sharing" in the case of an em-
ployer who only offers an managed care plan. Again, we see these cost-sharing re-
quirements as presenting financial obstacles to care and limiting freedom of choice.
There are many, instances in which a consiuaier may need to go outside of the net-
work-long waits for appointments or treatment within the network, PI1O physi-
cians not taking on new patients, lack of specialization, geographic limitations for
highly-specialized treatment-that are not recognized in this provision.

While we recommend an outright elimination of point of service cost-sharing,
there would be some steps which could be taken to mitigate this problem. cost-shar-
ing could be eliminated for preventive services and services prescribed by a physi-
cian (i.e., what is the point cf a 20% copayment for a coronary bypass advised by
a physician?). The wage-based alternative and deductibles could be eliminated.

Third, S. 1227 effects insurance practices as they apply to policies sold to small
businesses. While small businesses have received the most attention in terms of in-
surance company abuses, they are not the most vulnerable insurance, policy pur-
chasers (individual policies are subject to greater underwriting and higher costa) nor
are they the only businesses confronting with those practices.

We would recommend that any program which relies on the private insurance in-
duatry (a reliance which we oppose) applies reforms to all insurance policies across
the board. Moreover, the insurance industry should be made subject to federal anti-
trust law and the Pilot Life case should be legislatively repealed in order to protect
policyholders.
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Fourth, while under the version of S. 1227 reported by the committee on Labor
and Human Resources, the Board is required to set expenditure, quality and access
goals, each of those requirements is conditioned with the phrase "to the maximum
extent practicable." Parlicilarly since those qpualifying phrases refer to the setting
of the goals rather than specific means of achieving those goals, this language pro-
vides an out for any presidentially-appointed commission to ignore these key rec-
omnimendations.

We recommend striking the phrase "to the maximum extent practicable" wherever
it occurs.

Fifth, because a pay-or-play structure does not guarantee universal coverage, S.
1227 imposes penalties on persons who cannot certify that they have insurance cov-
erage--either through the public program or through private means. Particularly
without knowing the cost of public coverage, this penalty could not only be punitive
but counterproductive. For example, the cost of public coverage could be
unaffordable (either because an individual is ineligible or a subsidy or the subsidy
is insufficient). In that instance, is it really productive to deny that person a Pell
grant. unemploytienit insurance, or a FmHA/FHA mortgage? Under ti ds provision,
an individual or family with high health care costs related to medical needs not cov-
ered wider the required benefit package-i.e., prescription drugs or substance
abuse/mental health services beyond those provided in the bill-could be confronted
with a choice of either paving for insurance which meets the minimum standards
in order to obtain federal benefits or purchasing the health services that they actu-
ally need.

Because of the possible inequities in this section, we believe that it should be de-
leted.

Sixth, we do not support the preemption of state managed care ajid utilization re-
view laws. The former area is of concern to us because so many of our" members
complain about long waits, failure to provide specialized care, and other managed
network problems. The latter area is of concern to us as many of our members com-
plain about arbitrary insurance company claims denials which override their physi-
cians' advice. (Earlier in the bill, insurance companies in life-threateling inetances
are given 24 hours after the information they request is presented to them to make
a determination, with a subsequent 6-day review process. In each case, the threat-
ened life may have ended. There ar-- no limits in non-life-threatening cases.)

We recommend that states be allowed to set pro-consumer regulations on both
managed care and utilization review.

Finally, Citizen Action believes that any pay-or-play system should allow individ-
uals and businesses to buy into the public plan at a rate no higher than the actual
cost. We are concerned over provisions which appear to be protecting private insur-
ance companies from having to compete with a publicly-run entity, provisions which
require that rates be set in a fashion to maintain the "balance" between private and
public coverage. Such a requirement not only reduces possible cost savings but cre-
ates the potential for tufairness by allowing some to take advantage of lower costs
why denying others the same opportunity.

We recommend tis provision be eliminated.

Mr. BRANDON. And the other point I was trying to make is that
it is difficult to take on the cost control: mechanisms as efficiently
as you can wnder single-payer.

You do not have as much money to spend on the public program.
The result is, you are still back in a two-tier system where the pub-
lic program is inferior to the private program and you set up the
situation where either you have to decide in order to deal with it,
something Senator Rockefeller talked about earlier, a tension to
keep everybody status quo. And our experience is that that means
for the millions of Americans who are watching their insurance
crumble, they have to stick with the private-based insurance sys-
tem. They do not like that.

Senator RIEGLE. Yes.
Mr. BRANDON. And if it means for the millions who do not have

insurance or who wind up getting dumped into a public program,
it is not as good as they perceive theirs is now. That is not a solu-
tion, either.
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So, I think you have a dilemma here. If you put a program to-
gether where both plans are equally good and you have an all-
payer system with a serious cost-containment like the way the Ger-
mans approach it, then I think you have got a more manageable
system.

If you try to craft together what you have got now and build on
private insurance without singing out all of those inefficiencies, I
think you have a real problem on your hands. But I vould be
happy to talk to you more about that.

Senator RIEGiE. Well, it is difficult either way you go. I mean,
it is something that just as a practical structural engineering deci-
sion, leaving out sort of all of the politics and the cross plays on
that, it is a difficult choice either way you go. And the problem
now, I think, is getting out of the situation that we are now in.

Ajd it is, in some respects, self-reinforcing, as bad as it gets, and
as much as you would think that would cause finally some kind of
a break-through to move off that to something that is a substantial
improvement.

We are not seeing that bapppn. Part of that is an absence of
leadership at the top of our government, and part of it are these
internal quandaries as to how far do you go.

Can you take and on the margin adjust our employer-based in-
surance system and have a two-tier system and have a good, solid,
basic benefit program in place that is kept to high standards, it is
there, and you may very well have something available on what-
ever basis as an add-on to that in your system. I mean, that would
be, in my view, a major improvement over where we are today.

I do not know if you were here earlier, but I was citing the case
of a single working mother in Detroit who has a 6-year-old son that
she cannot afford to insure, and is wider no insurance system
whatsoever in our country this day, and there are 300,000 of those
type of children in Michigan today. I think if the public even knew
that fact and could express itself in some way to say, all right, that
we want taken care of, there is the will in the country to take care
of it.

Mr. BRANDON. I think there are some examples of this, though,
in the States where, in an effort to not take on the whole issue,
there have been bare bones policies and other approaches and
small market reform tried. Number one, very few people offer the
policies; very few people buy them.

Senator RIEGLE. Right.
Mr. BRANDON. But it does not do any good to get somebody in

the door to a doctor's office if they have a $500 or $250 family de-
ductible.

Senator RIEGLE. Right.
Mr. BRANDON. They can not do it.
Senator RIEGLE. Yes.
Mr. BRANDON. They cannot spend the money to walk in the door.
Senator RIEGLE. Yes.
Mr. BRANDON. And that is the problem with scaled back benefits.

So, what I am concerned about is we do not go through a process
where we develop an answer to the plan, and then we find out it
exacerbates the problem, it does not solve the problem.
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And that is my concern with the small market reform. I own a
small business in Massachusetts. When my father died, I unfortu-
nately inherited it. It is not doing very well.

But I understand the costs of small businesses in terms of health
care. And these small market reform plans are not going to help
me provide health insurance to the 12 employees when I employ;
in fact, I suspect, will only make matters worse.

Senator RIEGLE. Yes.
Mr. BRANDON. So, I think that is a short-sighted answer. We will

be back here again, and GM will be back here again in 2 years
with their costs even higher if we do not do something comprehen-
sive. And I know you were talking about wanting to do something
comprehensive.Senator RIE, ,E. Yes. In that area, I have some of the same con-
cerns you do. I see small businesses in Michigan right now that are
dropping coverage, even for the owner, let alone the employees of
the business, because they just cannot afford to maintain it. That
is why we have tried to draft a comprehensive plan here.

In our view of AmeriCare, the plan that people would have ac-
cess to and come in if they were not in an employer-based insur-
ance plan, I do not envision that as something t iat is cut-rate and
does not get the job done.

I mean, I envision that as something that would be solid, not
only in terms of its access, but also in terms of the kind of care
that it would offer.

The quandary I see is that I think it is possible in today's climate
to do something like this. I think something like this would be a
whole lot better tHan what we have. Now, you may agree or dis-
agree.

What I am not able to see right now is how we take, given every-
thing that is out there, and junp over this kind of a comprehensive
plan which I think moves off our existing system in some new di-
rections.

I think if something like this or something tailored off this con-
cept is not where we go next, it is probably going to take us much
longer and much more back pressure and much more agony to fi-
nally, if and when we do, sort of jump to some plan that is more
like what we have seen in other countries, which, as you say, have
had several decades to develop it; in some cases 100 years to de-
velop it.

We are very late in dealing with this problem in our country. I
mean, we have had a period of time when the focus has essentially
been on foreign policy and a lot of sort of economic nonsense during
the 1980's and we were not paying attention to these things. Now
we have got a terrible job of catch up.

And, as the system is sort of in gridlock, trauma centers closing
down, hospitals under tremendous pressure, firms that offer insur-
ance cannot minitain it, whether they are big ones like GM, that
are struggling, or small ones like the one that you inherited in your
family, or ones I see in Michigan.

And we continue to talk it back and forth and talk it around, but
we are not moving off where we are to something that is a major
incremental step. And I am not talking about minor, small incre-
mental steps.
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Mr. BRANDON. Right.
Senator RIEGLE. We just tried that. I am for doing some of those,

but not as a substitute for something that is much more basic. It
is interesting that Senator Kennedy-I cannot speak for him, al-
though he is one of the four co-sponsors of this bill-at an earlier
point in time, I think it is fair to say, was advocating a plan more
like what you are here advocating today.

He, over time, has moved off that, I think, in part--again, I- am
not trying to speak for him, but this is my belief-because of the
feeling that in order to get off where we are today to something
that is substantially better, we have got to go to something that is
more along the lines of this kind of engineering design.

So, again, what I want to say to you is I would like your
thoughts as to how the parts of this that give you the greatest
heartburn within the general concept that we are putting out,
would be addressed. I mean, the things that are in here that strike
ou wrong may well be wrong and may well need to change. And
am open to changing them.
But I am not sure that we ought to get ourselves pinned in a po-

larity which is either more of what we have got now with a little
tiny bit of tinkering around the edges, or something that is so
sweeping that it is really beyond practical reach. And that is where
I am coming from.

Mr. BRANDON. I just want to underscore, Senator, what I said be-
fore. We have 3 million members around all parts of the country,
and it is very difficult to convince people in Cobb County, GA that
this plan works for them when they have got insurance, they are
watching it erode, they see the co-payments and deductibles go up.

Senator RIEGLE. Right.
Mr. BRANDON. It is much easier to talk to them about a universal

system. They begin to understand that. I think in order to have a
system that works in terms of delivering the goods, in terms of
bringing costs down and making it universal, you have got to over-
come an awful lot in terms of the interest groups arrayed that do
not want to make the change. And, in order to get the public be-
hind you, I think this may not do it.

So, I would be happy to talk about the substantive differences
which we may have. For example, the lack of prescription drug cov-
erage in here.

I cite an example in my testimony of a family who had tIMO cov-
erage, they thought they were taken care of, and their daughter
was born with a rare liver disease and they are now $130,000 in
the hole in order to take care of that child.

She is going to need $3,000-$4,000 of prescription drug medicine
for the rest of her life, if she is lucky enough to be able to afford
a transplant. She would not be taken care of in that proposal,
under a bare bones proposal without prescription drug coverage.

So, those are the concerns that I have on the subject. I would be
happy to talk to you about it some more.

Mr. LAU. Senator, we would be happy to look at it, too. As I indi-
cated, I think the movement toward a sweeping proposal well be-
yond yours, when we survey people and we ask them what is
wrong with the current health care system or their co-pays, or
deductibles, or insurance programs, we ne'ver tell them the bad
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news about some of these national systems, like exactly what
would be covered, what would not be. It is a two-way street in
many of these things.

And what we are trying to decide as a nation is how much we
do want to spend. I think that is very difficult for the individuals
wherever they are in this country. Those type of questions, and
those inconveniences and lack of choices that may result to them,
are not being explained to them.

So, something has to change; we agree with you. But to go to a
wholly new system, we would want to back off on that. So, we will
take a hard look at your bill.

Senator RIEGLE. Well, I think it is important. And I will just fin-
ish up by saying that I do not kniow how much more-I think I
pr obaly know general Motors as well as anybody in the Congress
knows General Motors. I grew up in Flint and spent part of my
whole life there, and I certainly pay very keen attention to what
is going on in this company.

Mr. LAU. Yes. We appreciate it.
Senator RIEGLE. And what plants are staying open, what ones

are closing, how we are doing, and so forth. The $929 of estimated
health care costs per vehicle is a crushing load.

You can close a lot of plants and you can get rid of a lot of tiers
of management, and what have you. I do not think you can shrink
the company fast enough to offset the rate at which those health
care costs are increasing per car.

I do not think the competition is going to ease up one iota in
terms of what I see them doing. I think these health care costs are
an urgent d dynamic in the future of General Motors.

Mr. LAU. We would agree with you.
Senator RIEGLE. And, so, one way or another we are going to

have to reform this system, I think, quite quickly and quite sub-
stantially so that the cost shifting element, which is a major part
of the problem for you, the administrative overhead, not just in
your own shop, but that is buried into all of the other costs that
come around through the system-by your own definition, there is
no company in America that has more to gain or lose by some seri-
ous reforms in health care than General Motors does.

And, so, I want to act. I want to get something done. And there
are some other people around here that want to get something
done. There are some people around here that do not want to do
anyhing because it is a Hobson's choice.

Mink you lose if we do not get something done. I do not think
that is a viable alternative for General Motors, or Ford, or Chrys-
ler, or any other company in America any longer. I think we have
to do something.

And, so, I woldd really like your help in figuring out what we ac-
tually can do to change this. So take a look at this. I would like
to hear your reactions to it in detail and we will take it up with
my other co-sponsors. Thank you both.

Mr. LAU. Thank you.
Mr. BRANDON. Thank you.
Senator RIEGLE. Thank everyone for their presence today. The

cc -nmittee stands in recess.
[Whereupon, the hearing was adjourned at 3:32 p.m.]
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ADDITIONAL MATERIAL SUBMITTED

PREPARE STATEMENT OF DREW E. ALTmAN

Mr. Chairman, Members of the Committee, I am Drew Altman, the President of
the Henry J. Kaiser Family Foundation, located in Menlo Park, California. Thank
you for inviting me to appear before you today to discuss public attitudes toward
health care and reform or our health care system. Before I turn to these subjects,
let me say a brief word about the foundation.

The Kaiser Family Foundation is one of the nation's largest private foundations
devoted exclusively to health. Established in 1948 by industrialist Henry J. Kaiser
and his wife Bess, the foundation now has assets of approximately $400 million. The
foundation is not associated with Kaiser hospitals or with the Kaiser Permanente
Medical Care Program. At present, we devote our philanthropic expenditures ($23
million last year) to those efforts we believe will help make government more re-
sponsive to the health needs of the American people, help improve the health of low-
income and minority groups, develop a more equitable and effective health care sys-
tem in South Africa, and promote innovation in health care in our home state of
California.

The foundation is fortunate to have an extremely knowledgeable and distin-
guished Board of Trustees. Among them are two of your congressional colleagues:
former Senator Dan Evans (R-WA.) and former Congresswoman Barbara Jordan (D-
TX). I might add that Senator Evans currently chairs our Board.

Given our interest in helping government better respond to this country's growing
health care problems, we aim to wor cooperatively, constructively, and in a non-
partisan manner with federal and state officials laboring in this vineyard. I have
attached to my statement, for your information, a brief description of some of the
foundation's major projects and studies which may be of interest to you and your
staff Please feel free to contact us for updates, findings, or additional information.

This Committee is beginning the arduous task of considering and formulating
major legislation to reform our nation's health care system. It is an unenviable, but
desperately important job. You are all familiar with the litany of grim statistics that
attend discussions of health care in America, so I won't repeat them here. But these
points do bear rep eating- We are, collectively, paying an alarming proportion (14
percent) of our UP for health care and, over the last decade, our annual health-
related expenditures increased at roughly two to three times the rate of inflation.
Yet despite these staggering expenditures, we have between 36 and 40 million
Americans with no health insurance at all. We have millions of others who are
underinsured or are fearful of losing what coverage they have because they or their
employers can no longer afford to pay skyrocketing" premiums. We have no system-
atic long-term-care insurance; we have no catastrophic care insurance, despite this
Committee's best efforts. We have a Medicare Trust Fund that is nearing bank-
ruptcy and a Medicaid program that is literally gobbling up state budgets. We have
impoverished inner cities and rural regions of the country where many residents are
Medicaid eligible, but there are no or far too few doctors, clinics and hospitals to
serve them. Even where there are sufficient providers, too many of them now refuse
to serve beneficiaries of public programs because Medicaid and even Medicare do
not offer high enough rates of reimbursement. And even though we spend more per
capita on health care than any other nation in the world, no one will argue that
we are purchasing better health outcomes for our population.

Clearly, we have compelling reasons for reforming our health care delivery and
financing system. Experts know this, even though they may disagree about what to
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do. Policyrnakers know this, witness these hearings. Voting-age adults in the U.S.
know it too, though they, like the experts, are not yet certain about what to do.

As you know, there have been nuineroua polls Fud surveys conducted ill recent
months attempting to identify those issues o. major concern to the public. Last year,
it was noteworthy when health care first appeaed as an identifiable issue blip on
the public's radar screen. Since that time, a number of polls have shown health care
to be a great concern; our own survey showto that anxiety aboit health care, particu-
larly its cost, ranks second only to more general worries'about the economy.

I would like to surmmarize some of the key findings of the Kaiser Fanily Fouida-
tion and the Commenwealth Fund survey. We commissioned Louis Harris and Asso-
ciates to conduct a survey of the public's experiences with and concerns about health
care, and their attitudes toward reform of the health care system. The survey was
taken between January 31 and February 24, 1992, and questioned a notional, ran-
dom sample of 2,000 voting-age adults. The appendix to my statement includes the
key questions, as asked, and a breakdown of some of the answers given by income
and political party affiliation. We can also provide breakdowns by age, gender, eth-
nicity, health status, and insurance status.

Our survey confirmed that there is widespread public fear about the rising costs
of health insurance and the erosion of health care benefits. Substantial numbers of
respondents reported serious problems paying for care.

The more startling findings, however, are the unambiguous desire for major-re-
form and the clarion call for government-sscifically federal government--leader-
ship in that effort. TABLE I shows that over halt (67%) of the respondents believe
the country's health care system is so flawed that it requires major change (38%)
or a whole different system (19%). About one third of those surveyed (36%) think
only minor changes are needed. These numbers hold up fairly consistently at-ross
party lines: 60% of Republicans, 69% of Independents, and 61% of Democrats ctdl
for major reform or a different system. Across party lines, the majority prefer "major
change" to a "different system."

TABLE 2 shows that when asked who should have the primary role in providing
health insurance to all Americans and in controlling health costs, the resounding
answer, across party lines, is the government (60%). The private sector came in a
poor second (34%). Again, a majority of all respondents (62% of Republicans, 62%
of Independents and 69% of Democrats) want government to take the lead.

TABLE 3 probes the governmentt" answer further. When asked to state a pref-
erence between the federal government or state governments, respondents forcefully
answered, by a two to one margin, that the federal government should take the 1-9d
in changing the health care system (62%). State governments got the nod from only
30%. Only 3% thought health reform should be a shared federal-state responsibility.
It is striking, again, to note the parity across party lines (69% of Republicans, 62%
of Independents, and 64% of Democrats) want the federal governi ent to take the
lead in reforming health care.

TABLES 4-6 demonstrate that those surveyed want the government to take di-
rect action in curbing health care costs. When asked whether the government
should set the rates that insurers can charge for health care premiu._", fully three-
quarters agree it should (straight across party lines). When asked whether the gov-
ernment should set the rates that doctors and hospitals can charge patients, over
70% agree it should (fairly consistently across party luxes). And when asked whether
government should set the prices for prescription drugs, 73% agree it should (again,
pretty much across party lines). These were the single strongest findings in our sur-
ve M3BLE 7 shows that over half (56%) of those surveyed said there would be inter-

ested in a health plan which limits choice of doctors and hcapitals in return for real
savings in out-of-pocket health care costs. How do we reconcile the arcrng support
for both managedcare aid direct government. intervention to limit provider costs?
We suspect that, taken together, these answers reveal that what the i."iblic wants
most is relief from rapidly inflating health care costs. The clearest illustration of
this point comes from our November 6-6 1991, pmt-election poll of voters in Penn-
sylvania. TABLE 8 shows that whether they supported Wofford or Thornburgh, vot-
ers were nea universal in naming cost as the "biggest problem with health care."
No other problem got significant mention.

From these seven questions, we can fairly conclude that people want major reform
of the health care system, they want the government to take the lead in this effort
and, specifically, they want the federal government to take charge. Further, they
want direct government intervention to control costs, but are also w-illing to support
alternative approaches to cost control.

Our findings on the next three questions I want to highlight for you are a good
deal murkier. Given that health care access and cost are weighing heavily on Ameri-
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cans' minds, and that the White House and both parties in congress have set for-
ward different approaches for addressing these issues, we asked respondents to ex-
press a preference for one of three "national health plans,": play-or-pay, single-
payor, or a tax-credit approach. TABLE 9 shows the answers and the actual descrip-
tions of the three plans provided to respondents. What the data clearly show is that
those surveyed split, almost equally, among these three major options for reform
(33% opted for play-for-pay, 30% for single payor, and 27% for the President's tax
credit plan). Once again, these numbers show remarkable consistency across party
lines. What the data do riot explain is what causes this ambivalence. Perhaps the
respondents do not really understand the implications of each of the proposals and
their resulting confusion leads to an apparent three-way tie. Perhaps they think
they understand and genuinely divide over how to best get from here to there, as
the "e.tperts" have done for all these years. We really don't know and can only spec-
ulate. However, it is interesting to note that even when presented with three pos-
sibly coitfusing alternatives, only 2% responded by saying that "things should be left
as they are."

Given our earlier poll in Pennsylvania, we wen interested in knowing whether
health reform could be a winning political issue for presidential and congressional
candidates as it proved to be for Harris Wofford. Our national survey shows that
health reform clearly has the potential t0 16, a big political issue in r.ationa] elec-
tions, but that no party or candidate has yet connected with the public on a health
reform plan.

TABIES 10 and 11 show that health %are ranked as the second most important
issue (the economy was first, by a two-to-one margin) on voters' minds when they
vote for president, senators, and representatives. TABLE 12 shows that health fades
ill importance when voters consider statewide candidates, such as governors mid
state legislators.

TABLE 13 shows that tho-,e agurveyed don't yet make the association between the
three competing options for reform (play-or-pay, P;ngle-payor, and tax credits) mid
the political parties pushing them. When asked if they see "any real difference be-
tween the health care reform proposals of the Republicans and Democrats," over
two-thirds (68%) saw "no real difference." This high figure held constant across
party lines (69% of Republicans, 70% of lncependents, and 67% of Democrats saw
no difference).

TABLE 14 shows that when asked if they could identify any political leader or
candidate whose health care reform proposals they supported, fully 80% could iden-
tify no such leader or candidate. Again, this number holds across party lines (80%
of Republicans, 77% of Independents, and 82% of DJmocrats). Of course, this answer
could mean that respondents do know what these various candidates have been say-
ing about health care reform and just flat out disagree with them. More likely, how-
ever, is that no candidate has yet succeeded in capturing anyone's attention on this
potentially important election-year issue.

I hasten to point out that these "snapshot-in-time" answers, particularly the
three-way split on competing reform options, the failure to differentiate between the
political parties, and the absolute failure of any recent candidate to leave his impri-
matur on health care, could change drastically as the parties nominate their presi-
dential candidates and the election-year debate heats up. I say "could" because, as
we ell know, health care reform could be displaced as an issue by ctier breaking
events. If the recovery stalls, if there is sudden unrest in Russia or the middle east,
health care reform may move, temporarily, to a back burner.
The key word here is "temporarily." Our survey, like others, shows that worries

about health care are pervasive and growing. Consider these powerful findings:

CONCERN OVER HtEALTH INSURANCE FOUND THROUOHOUT Tfrr, POPULATION

Eighty-two percent of all Americans. report a significant health insurance worry.
The biggest concerns:

* Sixty-one percent of those surveyed worry that health insurance will become so
expensive that they will no longer be able to afford it.

* One of every two respondents with insurance worries that benefits under their
current health plan will be cut back substantially.

* Fifty percent of those surveyed worry that they will have to pay very expensive
medical bills not covered by their insurance. By contrast, in this recession, only
33 percent worry that they or their spouse will lose their job.
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MILLIONS OF AMERICANS ARE HAVING PROBLEMS OBTAINING MEDICAL CARE

* Approximately 23 million Americans needed medical care but did not get it in
the last 12 months. Approximately 18 million could not get medical care for fl-
nancial reasons.

" Last year, 54 million people postponed care they thought they needed for finan-
cial reasons.

" About 7 million Ameiicana were denied health insurance because of a prior
medical condition.

* Nearly 22 million Americans said they themselves, or someone else in their
family or both, had been refused health care during the last year because they
didn't have insurance or couldn't pay.

Perhaps, most important, we are seeing a change in a litmus test measure of sat-
isfaction with health care. Historically, the public has favored "reforming" the na-
tion's health care system in the abstract, but has been satisfied with their own indi-
vidual health care arrangements. This now appears to be changing. TABLE 16 of
our survey shows that in the last five years, the number of people disatisfied with
their health care services has doubled, from 13% in 1987 to 26% in 1992. Such a
dramatic swing in the public's mood would suggest that Americans may truly be
ready to accept significant reform of their health care system.

Mr. Chairman, it is tragic when citizens of the richest country in the world are
denied adequate health care. We have known for years that poor and low-income
Americans are often refused appropriate, timely care. And, not too surprising, our
survey confirms that low-income people and those without any insurance have trou-
blegetting care.
Wat was surprising was the extent to which higher-income people, those we

would call middle-class, and those with insurance, are experiencing difficulty obtain-
ing and/or paying for medical care. There can be no doubt that health care access
and cost have'become middle-class, pocketbook issues.

The cautionary lesson from our public opinion survey is this: Health care may or
may not remain one of the top issues on voters' minds this election year. But it is
here to stay as a major issue. People are increasingly unhappy with their own
health care arrangements. Regardless of income and insurance status, significant
numbers of people are being refused care or postponing necessary care because of
cost. The numbers of unhappy and angry voters will grow as health care costs con-
tinue to skyrocket out of control. In the not too distant future, government offi-
cials-particularly those at the federal level-will be perceived as pal of the prob-
lem or as part of the solution.

ATrACUMENT-CURRENT FOUNDATION RO.JECTS RELATED To FEDERAL AND STATE

HEALTui CARE PoLIcy

TIlE KAISER COMMISSION ON TIE FUITRE OF MEDICAID

This fifteen-member panel is studying short- and long-term solutions to the myr-
iad problems of the Medicaid program. The Foxuidation has committed $5 million
to fund the commission over the next five years. The commission is chaired by
James R. Tallon, New York State Assembly Majority Leader, and includes as mem-
bers former Senator Charles Mathias (R-M1)), former Senator Henry Bellmon IR-
OK), and former Governor Richard Riley (1)-SC).

EXPANDING TIE USE OF MANAGED CARE IN MEDICAID

The Foumdation is supporting a demonstration of Medicaid managed care quality
assurance standards being developed in partnership with the Health Care Financ-
iig Administration (HCFA) and the National Academy of State Health Policy.
Funds will support the demonstration in two states, as well as administration of the
project by the National Academy of State Health Policy, Portland, Maine. HCFA will
help select the demonstration sites and disseminate the lessons learned about the
practicality, cost, and effectivene ,a of the quality assiu-ance standards. An outside
evaluation of the demonstration wi'l be funded separately.

OPTIONS FOR A CAP ON NATIONAL HFALTH CARE SPENDING

At the Foundation's initiative, Brandeis University is studying whether a spend-
ing cap on the rate of increase in U.S. health expenditures is viable, and if so, how
to put it into practice. Researchers will evaluate such issues as the impact of a cap
on patients and providers, what types of health services should be included under
a cap, and hoN it could be administered.
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ANALY73NG PROPOSAIA FOR NATIONAL |[EALTH CARE REFORM

With Foundation support, the National Academy of Social Insurance will develop
a framework for analyzing proposals for national health care reform. The academy,
will assess all major health reform plans, including how each plan proposes to fi-
lilance reform, how costly it will be to administer, the amomt of red tape it will gen-
erate, and whether plans for reimbursement are practical.

FORUMS ON THE CLANGING NATURE OF FEDERAL HEALTH POl.ICYMAKINn

The Foundation is supporting George Washington University, Washington, D.C.
to develop a series of National Health Policy Forums that will examine the inter-
action between federal policy and state programs and how federal policy encourages
or impedes innovation mnd effective program management. Topics may include the
role of waivers in health policy, and the impact of the budget process on health pol-
icy reform.

ANALYZING LONG-TERM HEALTH CARE REFORM OPTIONS

The Brookings Institution will analyze and compare major approaches to reform,
including those that were introduced during the last Congress. Among them are pro-
posals to: liberalize Medicaid eligibility standards, make conmmunity-based care
more accessible, provide limited or comprehensive nursing home coverage, and en-
courage coordination between public coverage and private insurance plans.

A STUDY OF RESIDENTIAL CARE FACILITIES AND TIEIR RESIDENTS

The Foundation is funding the Institute for Health and Aging, University of Cali-
fornia at San Francisco, to conduct the first statewide survey and analysis of resi-
dential care facilities (also called board and care homes) and how well residents'
needs are being met. These facilities provide room, board and supervision to those
elderly who are no longer able to live independently in their own homes, but who
are not in need of the 24-hour medical attention provided by skilled nursing homes.
As our population a es, demand for these facilities will grow, but little is known
about residents' needs or the quality of care they now receive. This study seeks to
provide a factual basis for policy directions on residential care. Tie Institute will
identify problems and propose options for change.

A DISCUSSION SERIES FOR HOUSE SUBCOMMIrrEE MEMBERS, SENIOR STAFF

With Foundation support, the American Enterprise Institute for Public Policy Re.
search, Washington, D.C. is hosting a discussion series on issues under the jurisdic.
tion of the Human Resources Subcommittee of the House Ways and Meals Commit-
tee. The series will be developed in collaboration with the Brookings Institution.

STATE PUBLIC IIEA.LTII LEADERSHIP RECRUITMENT CENTER

The Center, administered by the National Governors Association, is the first na-
tional effort to match qualified public health managers, especially minority can-
didates, with senior state government positions in health policy and management.

A NEW CENTER ON STATE SERVICES FOR DEPENDENT POPULATIONS

The Foundation is funding Brandeis University/Bigel Institute Waltham, Ma sa-
chusetts and the National Academy for State l4ealth Policy in Portland, Maine to
help states find solutions to the special needs of the elderly, mentally ill, and dis-
abled populations that are heavily dependent on state services. The new national
organization-the Center on State Services for Dependent Populations -will exam-
ine the choices states make between institutional and conununity services. The cen-
ter will evaluate programs aid com pile comparative information to show states
what is happening elsewhere. It will also convene policymakers to share experiences
anid develop new policy options.

SCHOOL-BASED IIEALTII SERVICES PROGRAM IN CALIFORNIA

The Fotmdation, in partnership with the State of California and other non-profit
fmuders, is launching a statewide school-bosed health services program for children.
The program will begin in 100 low-income school districts aud eventually expand
to all low-income school districts in the state. School clinics will offer on-site com-
prehensive health and social services to poor children and their families. lie pro.
gram will enable all schools to be reimbursed for health services through the Medic-
aid program.
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AN EVALUATION OF PUBIJCLY-FUNDED FAMILY PLANNING SERVICES

The Foundation's aim is to determine whether the family planning needs of poor
women are being met and, if not, recommend changes. The Urban Institute will
evaluate the avail ability and accessibility of such services, describe funding arrange-
ments, examine the role of Title X of the Public Health Service Act (the federal pro-
gram that provides such services), and develop recommendations for the future of
family planning.

FAMILY PLANNING SERVICES FOR SUBSTANCE-ABUSFNG WOMEN

The Foundation is fuiding the Pierce Country Alliance Tacoma, Washington to
provide and evaluate the delivery of family planning and ol)stetrical services to sub-
stance-abusing women. A full range of family planning services including the
implantable contraceptive Norplant will be offered on a voluntary basis to women
in a varietT of criminal justice and social service programs. The study will follow
the women s choices of contraceptives, pregnancy outcomes, substance abuse recidi-
vism, criminal justice outcomes, and the costs of treatment.

DO THE DISADVANTAGED RECEIVE TIE MEDICAL PROCEDURES THrEY NEEU)?

In order to learn whether a routine, but expensive medical procedure is withheld
from patients because of their income, race, or insurance status, the Foundation is
supporting the UCLA School of Medicine to conduct a study of coronary
revascularization procedures (coronary artery bypass graft surgery or angioplasty)
performed on patients with critical coronary artery disease to prevent heart attacks
and control chest pain. Investigators will examine records in several Los Angeles
area hospitals to determine whether these factors influenced whether a patient who
needed such an operation gnt one.
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TI 3I 2

Question - Which of the following best describes how you reel

about the country's health care system?

Works as well as expected 5% 8% 3% 4%

Works fairly well/ 35% 40% 33% 35%
Minor changes needed

Works badly/ 38% 38% 39% 37%
Major changes needed

Works so badly/ 19% 12% 22% 22%
Different system nne ed

Not sure/Refused 3% 2% 3% 2%

Source: Kaiser/Commonwealth Health Insurance Survey

Question -- Who should have the primary role in providing health
insurance to all Americans and controlling health coats?

222L Uk MM f 2

Government 60% 52% 6V% 62%
Private sector 34% 43% 26% 35%
Not sure/Refused 6% 5% 6% 4%

Source: Kaiser/Commonvealth Health insurance Survey*
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TABLU 3

question -- If it's a choice between the federal government or
the state governments, which do you think should take the lead
irh changing the health care system?

TOTAL UZ DU MI

Federal 62% 59% 64% 62%
State 30% 33% 28% 29%
Both Federal & State 3% 3% 3% 3t
Neither it it i% 2%
Not oure/Refused 4% 3% 4% 4%

Source: Kaieer/Coumonvealth Health Insurance Survey

Party affiliation totals are based on self-identift'ation, not actual

T" LE 4

Question -- Should the government set the rates that insurers
can charge for health premiums?

Aqree stronq-y/ 75% 74% 78% 75%
Agree somewhat

Disagree somewhat/ 22% 25% 20% 23%
Disagree strongly

Not sure/Refused 3% 2% 2% 2%

Source: Kaiser/Comonvealth Health J i ce Survey
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TABLE 5

Question -- Should the government set the rates that doctors
and hospitals charge patients?

Agree strongly/ 71% 69% 74% 74%
Agree somewhat

Disagree somewhat/ 27% 30% 25% 25%
Disagree strongly

Not sure/Refused 24 1% 2% 2%

Source: Kaiser/Commonwealth Health Insurantce Survey

TABLZ 6

Question -- Should the government set the prices for
prescription drugs?

=Uh RU M~ Mf
Agree strongly/ 73% 69% 77% 74%
Agree somewhat

Disagree somewhat/ 25% 70% 21% 23%
Disagree strongly

Not sure/Refused 2% it 2% 3%

Source: Kaiser/Coumonwealth Health Insurance Survey

TABLE 7

Question -- If you were offered a different health plan which
in return for real savings in your out-of-pocket costs, how
interested would you be in changing to this plan?

ZNIURANCR
Z&L Private Kediomid MoLe

'Jery interested/
Somewhat interested

Not very interested/
Not at all interested

Not sure/Refused

Source: Kaiser/Commonwealth

55% 53% 48% 63%

43% 45% 45% 33%

3% 2% 7% 5%

Health Insurance Survey
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Question -- Which of the following ways of financing health care

would you favor?

Play-or-Pay 33% 30% 36% 33%
Single-Payor 30% 27% 33% 30%
Tax credit plan 27% 32% 21% 27%
Leave things the way they are 2% 2% 0 2%
Not sure/Refused 8% 8% 9% 8%

Source: Kaiser/Commonwealth Health Insurance Survey

(Actual questions asked) A national health plan in which
businesses are required to either offer private health insurance
for their employees or contribute to a government program that
would cover them. Those who are unemployed or work part-time
would be enrolled in the same government program, financed by
taxpayers. To control costs, government would set the fees
charged by doctors and hospitals. (Play-or-Pay)

A national health plan financed by taxpayers in which all
Americans would get their insurance from a single government
plan. To control costs, government would set the fees charged
by doctors and hospitals. (Single-Payor)

A national plan which would offer low- and moderate-income
uninsured Americans an income tax refund to help purchase private
health insurance. Those who are not insured would have access to
care through tax supported public health clinics. To control
costs, financial incentives would encourage enrolling in less
costly health care plans. (Tax CrEdit Plan)
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T"tL 10

Question -- The next presidential election will be in November
1992. What two issues do you think will be of most importance
to you in determining who you will support?

The economy
Health care
Taxes
Jobs
Education
Foreign policy/Aid
Abortion

TOZA RU DIM ZMD
50% 55% 46% 51%
25% 24% 27% 24%
11% 12% 10% 11%
8% 6% 10% 8%
7% 8% 8% 7%
5% 7% 3% 6%
4% 5% 3% 4%

(total responses exceed 100% because respondents were asked to
name two issues)

Source: Kaiser/Commonwealth Health Insurance Survey

ThDZLE 11

Question -- What two issues will be of most importance to you

in deciding who you will support for Governor or State
Representative?

The economy -.9% 33% 27% 30%
Education 21% 24% 22% 19%
Taxes 20% 26% 15% 21%
Health care 11% 8% 14% 12%
Jobs 8% 6% 10% 9%

Sources Kaiser/Commonwealth Health Insurance Survey
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TAB"3 13

Qastion -- Do you see any real difference between the health
care reform proposals of the Republicans and the Democrats, or
not?

TOAL R l I
See real difference 16% 16% 19% 15%
See no real difference 68% 69% 67% 70%
Not sure/Refused 16% 15% 14% 15%

Source: Kaiser/Commonvealth Health Insurance Survey

T2DLE 14

Question -- Can you think of any political leader or cai lidate
whose proposals for health care reform you support?

CAKDXDATE TOThL an MMU M

Bush
Clinton
Tsongas
Kennedy
Kerrey
Buchanan
Brown
All others
Don't know/Refused
No one

5% 9% it
2% 1% 3%
1% 1% 1%
it 0 1%
1% 0 2%
0 1% 0
0 0 0
2% 2% 2%
7% 5% 7%
80% 80% 82%

6%
1%
2%
2%
1%

0
2%
7%

77%

Source: Kaiser/Commonwealth Health Insurance Survey

TAZLU i

Question -- Overall, how do you feel about the health
care services you and your family have used in the last
few years?

197**

Very/Somewhat satisfied 84% 79% 71%

Very/Somewhat dissatisfied 13% 18% 26%

Not sure/Refused 3% 3% 3%

*Source: Louis Harrin Surveys 1987, 1990

**Source: Kaiser/Commonwealth Health Insurance Survey
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APPENDIX

BUCTION OYU: THU PUBLIC' S EXPERIENCES, FZARS AND €O0CONRs

I A HISTORICALLY, AMERICANS HAVE BEEN SATISFIED WITH THEIR
OWN HEALTH CARE ARRANGEMENTS, BUT THEY ARE BECOMING

INCRZABINGLY DISSATISFIED

Question -- Overall, how do you feel about the health
care serv.cus you and your family have used in the last
few years?

1987 19_0* 1992**

Very/Somewhat satisfied 84% 79% 71%

Very/Somewhat dissatisfied 13% 18% 26%

Not sure/Refused 3% 3% 3%

*Source: Louis Harris Surveys 1987, 1990

**Source: Kaiser/Commonwealth Health Insurance Survey
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U AKERICANS RANK TV.21P TOP HEALTH CARE CONCERNS AND
COMPARE TFtX WI.'N OTHER MAJOR CONCERNS

Question--I will read you a list of things that people
worry about. Please say for each one if it is something
you worry about a great deal, quite a lot, not much or not
at ala.

A great deal/
Quite a lot

.that health insurance will become 61%
so expensive that you won't be able
to afford it?

..that you will have to pay very 50%
expensive medlc&l bills not covered
by health insurance?

S.that you will not be able to get 48%
the health care you need when you
are very ill because you can't afford it?

. that your benefits under your 48%
current health care plan will be cut
back substantially?

S.that if you have large medical 39%
bills, your health plan will refuse
to insure you?

.that your employer's health care 31%
costs will liuit your wage increases?

..that your employer will stop 26%
providing you with any health
insurance?

Answered at least one of the above:
A great deal or quite a lot 82%

COMPARED WITH OTHER MAJOR CONCERNS

..that you will not be able to 50%
maintain your standard of living?

..that you or your spouse will 33%
lose your job in 1992?

Source: Kaiser/Commonwealth Health Insurance Survey

III I I I I
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IC I SIGNIFICANT rUXDZR OF AXZRICANS ARE HAVING DIFFICULTY
GETTING THE CARE THEY FEEL THEY NEED

Approximately 23 billion Americans needed
medical care but did not get it in the last
12 months. Approximately 18 million could
not get medical zare for financial reasons.

Last year, 54 million people postponed care
they thought they needed for financial reasons.

About 7 million Americans report that they were
denied health insurance because of a prior
medical condition.

Nearly 22 million Americans said they themselves,
or someone else in their family, or both, had
been refused health care d',ring the last year
because they didn't have insurance or couldn't
pay.

Source: Xaiser/Commonwealth Health Insurance Survey
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Question -- During last year have you or has any member of
your family been refused health care because you didn't
have insurance or yo~i couldn't pay?

% answering yes to respondent, family or both:

Overall 12%

Income:
less than $15,000 16%

$15,00-$50,000 11%
over $50,000 10%

Private insurance 11%
Medicaid 14%
,ninsured 19%

Source: Kaiser/Commonwealth Health Insurance Survey

Question -- In the last 12 months have you ever put off
or postponed seeking health care which you felt you needed
because you could not afford it?

% answering yes:

Overall 30%

Income:
less than $15,000 39%

$15,000-$50,000 31%
over $50,000 19%

Private insurance 24%
Medicaid 26%
Uninsured 67%

Source: Kaiser/Commnwealth Health Insurance Survey
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Question -- In the past 12 months was there a time when
y" needed medical care but did not get it?

% answering yes:

TQThL
Overall 13%

Income:
less than $15,000 20%

$15,00(, - $50,000 12%
over $50,0CK 7%

Pr vate insurance 8%
M dicaid :3%
Uninsured 37%

(}'or thusF answering "yes")
4t.,At was t:,e main reason?

Co-,.t too . ch 'not covered 77%
( not ie' appointment 2%

t Know .nic, doctor 1%
eJL' easy to t to physician's office 1%

;1 others 15%
Not sure 4%

Source: } X er Co"orwealth Hea th Insurance Survey

Question --- In the past 12 months was there a time when
one Of You_ veal$ 9-1-d 2Z .yQU... needed
medical care but dia not get it?

% answering yes:

Over 1l

i rcome:
liSs than $15,000 3

$15,000 - $50,000 4%
over $50,000 i%

Pr)va', e insurance 3%
!le0 ica id 2%
Uni insured 7%

(For those answering "yes"):
What was the main reason?

Coct too much/not covered 79%
Could not get appointment 3%
Didn't know clinic/doctor 5%
No transportation/too far 2%
All others 8%
Not sure 5t

Source: Kaiser/Corinonwealth Health Insurance Survey
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MAXY PEOPLE FACED WITH HIGH OUT-OF-POCKET
COTO EXPECTED INSURANCE TO PAY FOR THEM

Question -- In the last year about how much have you and
your family had to pay out-of-pocket for medical bills
which were not covered by insurance?

TOTAL Private Medicaid uninsured
Insurance

Nothing 22% 21% 44% 16%
$200 or less 21% 23% 13% 12%
$201 - $500 20% 21% 17% 21%
501 - $1,000 14% 15% 5% 18%
$1,000 and over 16% 14% 11% 31%

Source: Kaiser/Commonwealth Health Insurance Survey

Question -- Before you and your family ran up these medical
bills did you know that they would not be covered by
insurance, or did you expect insurance to pay much more of
these costs?

For those who had out-of-pocket costs of $2000 or more:

TOTAL Private Medicaid Uninsured
Insurance

Knew costs were
not covered 59% 53% 45% 73%

Expected insurance
to pay much more 36% 43% 55% 21%

Not sure/Refused 5% 4% 0% 5%

Source: Kaiser/Commonwealth Health Insurance Survey
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I KANY AMERICANS ARE WILLING TO TRADE CHOICE FOR LOW COSTS
BUT DON'T SEE MANY LOWER COST OPTIONS

Question -- If you were offered a different health plan which
limited your and your family's choice of doctors and hospitals
in return for real savings in your out-of-pocket costs, how
interested would you be in changing to this plan?

INSURANCE
TOTAL Private Medicaid None

Very interested/ 55% 53% 48% 63%
Somewhat interested

Not very interested/ 43% 45% 45% 33%
Not at all interested

Not sure/Refused 3% 2% 7% 5%

Source: Xaiser/Commonwealth Health Insurance Survey

Question -- Is there a health plan through which you and your
family could get the health care you need which is less
expensive than the way you do it now?

TOTAL HMO Members Non-LMO Members

Yes 9% 7% 9%

No 78% 83% 78%

Not sure/refused 13% 10% 13%

Source: Nalser/Commonwealth Health Insurance Survey
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QuesTon -- Have you ever taken steps to find a less expensive
way of getting health care services or not?

INSURANCE
TQIAL Private Medicaid None

41% 18% 86%

58% 82% 14%

1% 0 0Not sure/Refused

I Source: Kaiser/Commonwealth Health Insurance Surveyj

SECTION I: )CRAUUNG PROGRESS TOWARD KEALTE REFORM

I1A AMERICANS WANT TEE FEDERAL GOVERNMENT, NOT TEE PRIVATE SECOR
OR STATE GOVERNMENT, TO PLAY TEE LEAD ROLE IN IZALTH CARE REFORM

Question -- Who should have the primary role in providing health
insurance to all Americans and controlling health costs?

TOTAL B DU Z

Government 60% 52% 69% 62%
Private sector 34% 43% 26% 35%
Not sure/Refused 6% 5% 6% 4%

Source: Kaiser/Commonwealth Health Insurance Survey*

Question -- If it's a choice between the federal government or
the state governments, which do you think should take the lead
in changing the health care system?

Federal 62% 59% 64% 62%
State 30% 33% 28% 29%
Both Federal & State 3% 3% 3% 3%
Neither 1% it 1% 2%
Not sure/Refused 4% 3% 4% 4%

Source: Kaiser/Commonwealth Health Insurance Survey

*Party affiliation totals are based on self-identification, not actual
registration

58-769 - 92 - 7

Yes
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fl3 RIOAIEU AR INORIEASIWLT MOLING GOYUUUIZUTan UEPOJNS5L3,

FOR TM V2OXLwgs VIE OUR 33TN caRn SYSTEM

Question -- Looking at the problems you see with our health
care system, which group or groups do you think are mainly
to blame?

ZQTh U! M M

Government 31% 29% 33% 33%
Doctors 25% 27% 24% 26%
Insurers 23% 25% 22% 25%
Hospitals 15% 17% 14% 16%
All others mentioned 25% 26% 24% 25%

Source: Kaise. /C.>wonwealth Health Insurance Survey

LZ.[ TE ECONOMY WILL BV TIn DOXIXEANT SBSUE WHEN AXERXCANS CAST T'ZIR
VOTES IN TZ PRZBXDENTIAL AND COMOREBS1ONL ELECTIOVI, AND 3ULTI
CAME WILL 3E TIE XMBR TWO ISBUE ON VOTERS' MINDS IN DECIDING

WIXCH CANDIDATES TO SUPPORT

Question -- The next presidential election will be in November
1992. What two issues do you think will be of most importance
to you in determining who you will support?

1SSUQ U! D=E Zn

The economy 50% 55% 46% 51%
Health care 25% 24% 27% 24%
Taxes 11% 12% 10% 11%
Jobs 8% 6% 10% 8%
Education 7% 8% 8% 7%
Foreign policy/Aid 5% 7% 3% 6%
Abortion 4% 5% 3% 4%

(total responses exceed 100% because respondents were asked to
name two issues)

Source: Kaiser/Commonwealth Health Insurance Survey

Question -- What two issues will be of most importance to you

in deciding which Congressman or Senator to support?

su ZTL U!T A iu Zna

The economy 34% 38% 32% 36%
Health care 19% 17% 23% 19%
Taxes 12% 16% 10% 13%
Education 11% 11% 12% 11%
Jobs 6% 5% 8% 5%

Source: Kaiser/Cozmonwealth Health Insurance Survey
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Z.LD OSUT HEALTH CA.E WILL BE LESS OF AN ISSUE IN STATE ELE'TION6

Question -- What two issues will be of most importance to you
in deciding who you will support for Governor or State
Representative?

ISZ 101A RE DEM UT

The economy 29% 33% 27% 30'
Education 2i% 24% :2% 19%
Taxes 20% 26% 15% 21%
Health care :1% 8% 14% 2%
Jobs 8% 6% '0% 9%

Source: Kaiser/Com onwealth Health Insurance Survey

IIN THE PRESIDENTIAL ELECTION, HEALTH WILL BE MORE
SALIENT TO THE AGE GROUPS WITH THE GREATEST VOTER TURNOUT

Question -- What two issues do you think will be of most
importance to you in determining who you will support in
the presidential election in November 1992.

% citing health as one of top two issues:

25%
Age:

18-29 16%
30-39 22%
40-49 30%
50-64 31%
65 & over 32%

(total responses exceed 100% because respondents were asked

to name two issus)

Source: Kaiser/Commonwealth Health Insurance Survey
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I F AMEZRICANS ARE DIVIDED ON THE KAJOR OPTIONS FOR
HEALTH CAR REFORM

Question -- Which of the following ways of financing health care
would you favor?

QTIjON Pop REFORM IQIA a" M MK

Play-or-Pay 33% 30% 36% 33%
Single-Payor 30% 27% 33% 30%
Tax credit plan 27% 32% 21% 27%
Leave things the way they are 2% 2% 0 2%
Not sure/Refused 8% 8% 9% 8%

Source: Kaiser/Commonwealth Health Insurance Survey

(Actual questions asked) A national health plan in which
businesses Lre required to either offer private health insurance
for their employees or contribute to a government program that
would cover them. Those who are unemployed or work part-time
would be enrolled in the same government program, financed by
taxpayers. To control costs, government would set the fees
charged by doctors and hospitals. (Play-or-Pay)

A national health plan financed by taxpayers in which all
Americans would get their insurance from a single government
plan. To control costs, government would set the fees charged
by doctors and hospitals. (Single-Payor)

A national plan which would offer low- and moderate-income
uninsured Americans an income tax refund to help purchase private
health insurance. Those who are not insured would have access to
care through tax supported public health clinics. To control
costs, financial incentives would encourage enrolling in less
costly health care plans. (Tax Credit Plan)
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f AT TNIl POINT, MOST AMERICANS DO NOT FEEL THAT ANY P
CANDIDATE HAB A REFORM PROPOSAL THEY CAN IDENTIFY OR

ARTY OR
SUPPORT *7

Question -- Do you see any real difference between the health
care reform proposals of the Republicans and the Democrats, or
not?

TOThL R Z DN

See real difference 16% 16% 19% 15%

See nc real. dLfference 68% 69% 67% 70%
Not sure/Refused 16% 15% 14% 15%

Source: Kaiser/Comnonwealth Health Insurance Survey

Question -- Can you think of any political leader or candidate

whose proposals for health care reform you support?

C&DTZDT TOTAL RU DZM ID

Bush 5% 9% 1% 6%

Clinton 2% 1% 3% 1%

Tsongas 1% 1% 1% 2%

Kennedy 1% 0 1% 2%

Kerrey 1% 0 2% 1%

Buchanan 0 1% 0 1%

Brown 0 0 0 0

All others 2% 2% 2% 2%

Don't know/Refused 7% 5% 7% 7%

No one 80% 80% 82% 77%

Source: Kaiscr/Commonwealth Health Insurance Survey
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,It"AERICAKS STRONGLY SUPPORT DIRECT GOVERNMENT INTERVENTION
TO CONTROL KEILLTE CARE COSTS

Question -- Should the government set the rates that insurers
can charge for health premiums?

Agree strongly/ 75% 74% 78% 75%
Agree somewhat.

Disagree somewhat/ 22% 25% 20% 23%
Disagree strongly

Not sure/Refused 3% 2% 2% 2%

Source: Kaiser/Commonwealth Health Insurance Survey

Question -- Should the government set the rates that doctors
and hospitals charge patients?

ZQI&L RO 1 DIM Zl!

Agree strongly/ 71% 69% 74% 74%
Agree somewhat

Disagree somewhat/ 27% 30% 25% 25%
Disagree strongly

Not sure/Refused 2% 1% 2% 2%

Source: Kaiser/Commonwealth Health Insurance Survey
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QueStion -- Should the government set the prices for

prescription drugs?

X2Th M US M

Agree strongly/ 73% 69% 7% 74%
Agree somewhat

Disagree somewhat/ 25% 30% 21% 23%
Disagree strongly

Not sure/Refused 2% 1% 2% 3%

Source: Kaiser/Commonwealth Health Insurance Survey

IL..i THE PUBLIC APPEAPJ TO WANT SUBSTANTIAL CHANGE ... BUT NOT A

COMPLETE OVERHAUL OF THE SYSTEM

Question -- Which of the following best describes how you feel

about the country's health care system?

TOTAl R__E M MlA

Works as well as expected 5% 8% 3% 4%

Works fairly well/ 35% 40% 33% 35%

Minor changes needed

Works badly/ 38% 38% 39% 37%

Ma)or changes needed

Works so badly/ 19% *12% 22% 22%

Different system needed

Not sure/Refused 3% 2% 3% 2%

Source: Kaiser/Commonwealth Health Insurance Survey
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Americans are increasingly dissatisfied

% Dissatisfied
with their health

Somewhat Dlevatlefled

Very DIssatisfied

1987 1990

1967. 1990 Harfla surveye
192 Kaieer/Commonwealth Health Insurance Survey

care
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Source: Kaiser/Commonwealth Healtii Insurance Survey 1992
(total responses exceed 100% because re pondents were asked to name two issues)

The next presidential election will be i 1992. What two issues do you think"',T
will be of most importance to you in determining who you will supp ort?
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Economy Health Care Taxes Education Jobs

Source: Kaiser/Commonwealth Health Insurancp Survey 1992
(total responses may exceed 100% because respondents were asked to name two issues)

What two issues will be of most Importance to you in deciding who you
will support for President, Congress/Senate and Governor/State Representative?

100% U[ President
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80% [] Gov./Stato Rep.
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25%
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Which of the following ways of financing healt-

100%

80%

60%

40%

20%

0%
Play-or-Pay Single Payor

Source: Kaiser/Commonwealth Health Insurance Survey 1992

i care would you favor? 7
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PREIAmD STAT ZNT OF STUART H. AL~tm

Good Morning, Mr. Chairman and members of the committee. My name in Stuart
Altman and I am currently dean of the Florence Heiler Graduate School for Social
Policy at Brandeis University. I also serve as Chairman of the Prospective Payment
Assessment Commission (ProPAC) of the U.S. Congress. M. testimon this morning,
however, is my own and does not represent any group with which I am affiliated.

I appreciate the opportunity to appear before the committee this morning to dis-
enum the pressing social issue of national health care reform. This is not a new issue
for me or for the Congress. I had the privilege to appear before this committee many
times during the 1970's in my capacity as Deputy Asistant Secretary of the Depart-
ment of Health, Education, and Welfare to discuss this subject. Falure to complete
our efforts 18 years ago, I'm afraid has vastly magnified the problems, until today
we face the very real possibility of a breakdown of our total health care system.
That is, unless something meaningful is done and done soon.

In 1973, there were i5 million Americans uninsured; this country was spending
about 8.0 percent of national income on health care or about $100 billion. Most
working Americans did not question whether the health insurance coverage of their
employer was in jeopardy or that if they developed a serious illess their policy
would not cover the expense of any needed treatment.

All this has now changed. Upwards of 36 million Americans lack any health in-
surance protection. Millions more feel threatened that any major illness of theirs or
their families will bring a cancellation of their coverage. At the same time total
spending for health care consumes 14.0 percent of our GNP or over $800 billion a
year, estimates are that such spending levels could reach 18.0 percent of our GNP
or $1.7 trillion by the turn of the century. That is, unless something is done to slow
it down. Of the 36 million uninsured, more and more are from middle income fami-
lies who either work in firms that do not provide coverage or who have lost their
jobs in the latest recession. Also included in these numbers are new entrants into
the work force who 1,ave fallen between the crack often losing family coverage but
not qualifying for protection under any employer pfans.

Among the many reasons fueling this breakdown in our health financing system
is the structure we use to establish premiums for private insurance and the rise in
health costs. With the health care inflation rate often triple that of the overall CPI,
health insurance company es and private employers are constantly seeking ways to
limit their expenses. Sometimes this translates into using the health care system
more efficiently and this certainly is to be encouraged. But, constantly accelerating
health costs are also driving insurance companies to eliminate coverage for some
policy holders that incur or might incur large medical bills, or to charge them or
their employers very high premiums to retain coverage. Health insurance premiums
which used to be a small 'fringe" benefit expense for most employers now amounts
to 8 to 10 per cent of payroll -for many firms and for some of our large industrial
firms with an older work force the cost of health insurance coverage could amount
to as much as 20 percent of their payroll expense. It has recently been estimated
that spending by all private employers for health insurance now exceeds in mag-
nitude corporate net profits for the entire country. These very large expenses are
forcing more and more firms to cut back on their coverage, to shift more of the cost
onto their employees or in some instances to eliminate coverage altogether.

Adding to the financial pressure on our einployer-baspd insurance system, which
still covers most Americans, is the growing phenomenon of the shifting by providers
of their unpaid expenses onto the hills of privately insured patients. Such shifting
of expenses occurs in part because some of our uninsured do receive needed care,
much of it in our most expensive health care institution, the hospital. ProPAC esti-
mates indicate that uncompensated care costs for hospitals in 1990 approached $10
billion. Added to these unpaid bills are the extra expenses hospitals and doctors
incur beyond what Medicare and Medicaid pay for the care of their beneficiaries
which amounted to almost $13 billion. To compensate for these $23 billion in
underpayment, hospitals charged private patients about 30 percent more for their
care than it cost. These extra charges translated into higher private insurance pre-
mniums which fewer and fewer firms could afford, leading to further growth in the
uninsured pool Something real needs to be done to break this spiral.

PREFERENCE FOR PLAY OR PAY

I have long believed that we should build upon our employer based system, not
destroy it. In the 1974 plan of the Nixon administration a strict employer mandate
approach was used for working Americans. For those individuals who would not be
covered by an employer plan, a government assisted program was proposed to be
paid by income related premiums and government funds. I thought then and still
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believe that we cannot leave the system open-ended--every American should be part
of the program. The criticism then, as now, is that such an approach would put too
much of a burden on small and low wage employers. For this reason the employer
mandate approach was later modified to include th provision that a firm could
choose not to offer coverage to their workers and instead pay an earmarked payroll
tax into a fund which would provide coverage. For low wage workers or part-time
workers the health insurance tax payment would be proportionately lower. This ap-
proach became known as Play-or-Pay and it is the approach which I believe is the
most workable in the American economic system.

Some have criticized the Play or Pay approach because they fear that too many
employers would choose to put their workers into the government program. W, ile
this possibility could be real, it is easy to correct; establish a higher tax rate or add
restrictions on a firm's ability to choose the government program. I also believe that
the potential of employers dropping their private coverage because the alternative
tax payment is lower has been grossly overplayed. In a recent survey conducted by
BUSINESS INSURANCE, most employers contacted indicated that even if the con-
tinuation of private coverage cost more they would not or could not drop their pri-
vate plans. Ihere were several reasons given for maintaining private coverage, in-
cluding the need to maintain good employee relations or the desire of firms to keep
control over their own expenses. There was also the fear that even if the govern-
ment tax rate started out less expensive it would not stay that way.

To further limit the shifting of workers to the government program a compromise
plan could be developed which would use the tax credit (deduction) approach of
President Bush's proposal as a way to help low wage firms keep their workers in-sured privately. Maintaining private coverage would be aided by the insurance mar-
ket reform provisions of the plan that you, Mr. Chairman, have proposed.

If the Congress and the President are serious in wanting to legislate meaningful
reform of our health financing system, it is possible to do so and to do it using as
its core our employer based system.

THIE NEED FOR SERIOUS COST-CONTAINMENT

Most of the focus of the national debate about health care reform thus far has
surrounded the differing aproaches to restructuring our system of financitg health
care. I would submit, Mr. Chairman, that equal attention should be directed toward
the issue of what system we should use to contain health care spending. If we do
not I believe any financing system we create will crack at some time in the future
under the pressure of constant double digit growth in expenditures.

Even with our existing incomplete financing system we are supporting a health
care industry that, as 1 indicated previously, has grown to over $800 billion. What
is even more disturbing is the accelerating trend lines for the future. Many analysts
look in disbelief at the possibility that we really could be spending 20 percent of
our GNP by the year 2010. They say it just willnot happen. I must admit, in the
1970's 1 could not believe we would ever reach the point where health care would
consume 10.0 percent of our GNP, or as late as two years ago some questioned tile
projections of 16.0 percent of GNP by 2000. 1 no longer doubt any number.

Evei faced with these incredible future estimates, some question Why the con-
cern---"Is not health care a needed human service;" or "will we have to give up too
much to stop the growth in health spending?" Al] are legitimate comments, but miss
the essence of the concern. That is, undess we bring health spending under control
in relationship to our ability to pay for it, the continued viability of our health-care
financing system and ultimately the system we use to deliver care are in doubt.
There are already signs that we may be nearing the breaking point. Uncompensated
costs are up and growing and the ability to shift these expenses onto private payers
is eroding. More and more hc'pitals are operating at a loss or attempting to avoid
caring for those who cannot pay. Yet the pressures to pay for more and more expen-
sive technology, to add to the number of health workers, and to expand the health
care delivery system continues unrelentingly.

To slow this financial juggernaut is not easy. Taking $80 to $100 billion out of
the health system will lead to the loss of thousands of jobs; others will see their
incomes go up much less rapidly. And yes, there will probably be less on-demand
non-emergency care available. Clearly this is not a politically attractive package to
offer. Therefore, the temptation to either do nothing to control spending or accept
the approach; let market forces work though managed care-is very appealing. Mar-
ket competition sounds benign and painless. And maybe it is? That is also its prob-
lem, it will not work alone. Slowing the rate of growth in total health spending will
take much stronger medicine.
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Not that I am against managed care. I think it should be part of any total system
to control spending. It just is not powerful enough to be the only weapon used. As
long as there is an almost an unlimited flow of money available to the health care
system, it will be used. Managed care might reduce somewhat the rate cf growth
in health spending or restructure where the money goes or who ultimately bears the
burden of paying for it, but it is just too weak by itself to substantially slow the
growth of an $800 billion steam roller. It is posi=le to spin out very enticing theo-
ries on why market competition will be effective. At the center of the argument is
that consumers of health care will select the lowest cost managed care gup in rela-
tionship to the quantity of services and the quality of services each plan provides.
So the argent goes, this would put sufficient pressure on the plans to control
their spend

To be accurate, there are examples of where managed care hao been effective in
limiting the use of expensive medical care and in controlling total health care spend-
ig in the area. But, such situations are, at best quite limited. What these theories
fall to grasp is the complexity of our current financing system, particularly the mas-
sive amount of cost shifting that could be exacerbated under some versions of the
managed care plans being proposed. The critical factors are whether the uniinsured
problem would be eliminated under the proposal and the rates government would
pay for the care its beneficiaries use. But, why should government pay the same
rates as the managed care plans if it believes the rates are too high? Why should
government give up its power in the marketplace unless it can see other benefits?
I do not think it shoUld less all the uninsured are covered and it joins P system
with limits imposed on total expenditures. Such an "all-payer" system need not re-
quire every group to pay the same rate. As I will discuss below, certain forms of
negotiated prices should be permitted.

There is also the issue that Americans, like citizens of every other country, do not
want price to govern their choice of health care. They want to be shielded from the
fiscal realities of the high cost of health care. Once price stops being a critical factor,
competition among provider plans moves ir. other directions-higher quality, more
amenities, and greater availability of services. All which ultimate ad to the total
cost of care.

I agree with the advocates for managed care that we need to make managed care
work better. One possible way to do that would be to impose tough budget con-
straints which would limit the ability of the total system to add uncontrolled
amounts of spending. The decision on how much new revenue should be added or
whether revenue should be reduced from the system could be determined by a Na-
tional Health Care Expenditure Board and a system of regional Health Care Ex-
penditure Boards. Such a system could be set up similar to the Federal Reserve Sys-
tem and be independent of the day-to-day activities of government.

First the decision would need to be mide on what rate of increase should be al-
lowed nationally. Then expenditure limits would be allocated to each region on an
adjusted per capita basis. Based on theie limits, each regional Board would deter-
mine the permissible increases in premiums for fee-for-service insurance or
capitated managed care plans. Each ins-arece carrier or plan would be required to
take all applicants and charge the same premium to all enrollees. Each plan would
need to be large enough to minimize adverse selection. If a plan could demonstrate,
however, that they provide care to a sicker population, the regional Board could au-
thorize a subsidy above the standardized premium rate. Such subsidies Aould come
from a fund established in each region and financed by a small tax imposed on all
premiums in the region. Plans that are more successful in managing the care of
their enrollees could use the savings to increase services or provide price dividends.
Such dividends would be monitored by the regional boards to assure that they are
not being generated by unacceptable forms of patient selection.

So as to eliminate the cost shifting schemes now in effect, all plans would be re-
quired to pay a provider the same aiomt for the same service. An individual plan
could be less costly by choosing lower cost providers or by managing the care used
by their enrollees more effectively. They could not use their market power, however
to extract from a provider the same service for less money. This limitation would
also apply to government programs. For example, each plan would pay the same
rate for the same illness in the same hospital. But, if a plan had their patients stay
a shorter time in the hospital or if it consistently used less services or procedures
for the same diagnosis, the plan and the hospital could negotiate a lower rate.

Within each region, negotiating units of providers and payers would be estab-
lished to determine the basic rate structure for each type of service. The regional
Boards would monitor these activities to make sure that the rate structures do not
generate expenditures in excess of the limits. The regional Boards also would be re-
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sponsible for assuring that all individuals in the area had some form of acceptable
coverage.

The National Board would oversee the entire system and determine the total ex-
penditure constraint. The established revenue target should be related to the growth
in the nation's income, but I would not create an arbitrary fixed relationship. In-
stead, I would allow the Board discretion to set the limit consistent with its assess-
ment abo'it the trade-offs between the growth in health spending and other national
priorities. I would also require them to assess what level of expenditure is needed
to support a cost effective health care delivery system.

Mr. Chairman, this is just a sketch of one possible approach to establishing a na-
tional expenditure limit for health care. It could be modified to be more or less regu-
latory. There is more than one approach that will work. Regardless of which ap-
proach is selected, it is critical that it be permitted to work. What has not worked
in the past is our constant jumping from one system to another. In a recent article,
I likened past cost-containment efforts as promoting "half-way competitive markets
or ineffective regulation." This time around, I would hope that we would not repeat
the mistakes of the pat. I also hope that we don't let this time pass without doing
something meaningful. If we choose to do nothing as we did in the t970s and let
the current trend lines continue it is hard to imagine where it will end. What will
our system look like with 60 million uninsured, with health care consuming one out
of every five dollars of national income and with the burden on private companies
for health insurance approaching 26 percent of their payroll. Further, as health care
grows as a proportion of our national income it will squeeze out spending for other
priorities. But where will the money come from to improve our educational system,
to expend our R&D efforts, or to clean our rivers and cities?

We need to assure financial protection to all citizens against the high cost of
health care, while at the same time limiting the growth in health care spending.
No one approach thus far developed for health care reform seems to have sufficient
political backing to become law, Compromise, therefore, is required. I hope in my
testimony today, I have helped to develop a plan which could bring the various
groups supporting reforin together.

Than you, Mr. Chairman, for the opportunity to speak to your committee on this
most important social issue.

PREPARED STATEMENT OF ROBERT M. BRANDON

Mr. Chairman and members of the Committee, I want to thank you for the oppor-
tunity to testify today and congratulate you on holding these critical hearings. My
name is Robert M. Brandon and I am vice president of Citizen Action a nationwide
advocacy group representing 32 state organizations with 3 million members.

The problems of rapidly escalating health care costs are evident throughout our
society. Health care spending is on a course which OMB Director Richard Darman
appearing before this Committee, has correctly labelled *unsustainable." Total
health care costs and per capita costs are more than doubling every decade a trend
that if maintained, could result in over one-quarter of the entire Gross domestic
Product being spent on health care by the year 2030. Clearly, the United States can-
not continue along this path and guarantee that those Americans currently insured
remain so. Effective cost containment is also a prerequisite for measures designed
to expand access and comprehensiveness of coverage. Without significantly improved
efficiency, those measures will simply add fiscal pressures to a system already crum-
bling under the weight of excess expenditures.

The question before this Committee Congress, the White House and the entire
nation is not whether to constrain health care spending but how to do so in a man-
ner that meets the following critical policy goals:

e Efficiency: The argument has been compellingly and repeatedly made that hav-
ing the most expensive health care system in the world has not resulted in the Unit-
ed States having the best health care system in the world, either in terms of access
or health quality indicators. Equally as compelling has been the argument that the
United States could achieve the goals of universal access mid a healthier population
by making the system more efficient instead of more costly either in terms of total
expenditures or costs to individual consumers or sectors. Cost containment strate-
gles should, then, focus on achieving efficiency gains in the areas most responsible
or excessive spending: administrative costs, excess capacity, high fees and prices,

and unnecessary services.
The difference between spending fewer dollars and spending fewer dollars more

wisely is an extraordinarily important distinction. The experiences of other coun-
tries demonstrate that efficiencies can be maximized through systemic reform that
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utilizes economies of scale, addresses health care planning on a system-wide basis,
increases the percentage of public expenditures for health care, emphasizes preven-
tion, and develops comprehensive pa~rment mechanisms that take into account per
unit cost, volume and service intensity factors. As will. be discussed later, Citizen
Action believes that these are essential cost control mechanisms.

Universality and Comprehensiveness: If constraining health care spending were
the only ingredient in the current debate, then certain approaches might be less de-
batable: explicit rationing as proposed by Oregon; implicit rationing as proposed by
managed care advocates; elimination of state mandated benefit ald other laws, as
proposed by small group insurance reform advocates; cost-sharing requirements;
and exclusion of necessary benefits from the basic benefit package proposed under
various "pay-or-play" approaches. 'Ilie controversial nature of these approaches
arises from their incompatibility with two other policy goals: first, the consideration
of health care as a right available to all Americans; and, second, the improvement
of access to medical care through expansion of covered services (including prescrip-
tion drug coverage, mental health services, substance abuse treatment, long-term
care services, and rehabilitative services) and elimination of financial obstacles to
care.

By following a cost containment strategy achieved through efficiency gains, those
non-cost goals can be treated not as competing but as complementary goals. Cost
containment strategies which do not maximize efficiency gains will, of necessity, sac-
rifice some degree of universality or comprehensiveness. Even where there is a corn-
mitment to those goals, insufficient savings will accrue to allow them to be achieved.
On the other hand, there are cost containment mechanisms which actually depend
upon devising obstacles to comprehensiveness: elimination of state mandates, basing
access to certain benefits on income, and using cost-sharing and restrictions on free-
dom of choice as means to reduce utilization.

e Equity: In designing cost containment and other health care strategies, equity
concerns must play a central role. Unlike other industrialized countries, the United
States does not have even a theoretical commitment to providing access to health
care to all its citizens. Several members of this Committee are to be commended
for having introduced legislation to make and translate that commitment into actual
policy. In moving from commitment to reality, however, attention must be paid to
several equity issues: the progressivity of financing mechanisms, the comprehensive-
ness and quality of services available to all Americans the continued possibility of
rationing by income, and the ability for consumers-inlvidual and business alike-
to participate in the decisionmaking process. For example, financing systems based
on premiums, commodity taxes, or health care utilization are not only regressive
but, unless accompanied by severe penalties which are themselves regressive, will
prevent universal access. Mandated benefit packages which fail to include prescrip-
tion drug benefits, adult preventive services, long-term care services and durable
medical equipment will result in an unequal health care system in which only the
wealthy or those working for certain employers have access to necessary services.

The question of equity is particularly serious in health care approaches that fall
to substantially reduce overall costs but, instead, shift costs from some payers to
others. In the current small market reform debate, for example, the approach is to
ameliorate the cost problems of some small businesses whose employees are at risk
for higher health care spending by limiting the possible variation in premium rates
among all small businesses. Instead of lowering costs for all payers-the goal of a
cost efficiency strategy-insurance company actuaries such as Ken Seminatore, rep-
resenting Blue Cross & Blue Shield of Ohio, have testified that the effect of small
group reform would be to raise premiums rates for some small firms by 20% and
to "increase premiums for all small groups, by an average of 10% on top of normal
annual inflationary increases in premiums." These reforms also allow massive cost-
shifting to small business employees through increased premium costs (through
higher premiums even if the employee share were to remain constant), higher
deductibles and copayments, and reductions in benefits through elimination of state
mandates. Again, equity issues are paramount in a strategy which creates many los-
ers and potentially few winners.

Citizen Action supports enactment of a single-payer health care system, as em-
bodied in S. 2320, the Universal Health Care Act of 1992, because we believe that
it provides the best opportunity to achieve the goal of increased cost efficiency while
ensuring that the other goals of universality, comprehensiveness, and equity are
met. The remainder of this testimony represents Citizen Action's recommendations
for components of a cost efficiency approach and a discussion of the problems with
the managed care and cost-sharing approaches suggested by others.
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KEY COMPONENTS OF A COST EFFICIENCY STRATEGY

Administrative Savings: le ability to achieve cost efficiency savings through
changes in health care administration has been recognized by all participants in the
health care debate. Estimates of potential savings, however, vary dramatically, as
do proposed measures.

The President's February 6 proposal suggests a two-fold approach to administra-
tive costs: (1) streamlinir g the claims process through standardization of forms and
electronic processing, and (2) allowing small businesses to form Health Insurance
Networks to achieve economies of scale. The President's own estimates of possible
savings from this combined approach, however, demonstrate that small businesses
would still pay significant administrative costs. For firms with 1 to 4 employees,
health insurance overhead costs as a percentage of premiums would decrease from
40 percent to 24.1 percent. Firms with 20-49 employees would pay 16.5 percent of
premiums for administration, even with the savings. Paperwork reduction initia-
tives are estimated to save up to $4 billion a year, health insurance market reform
up to $9 billion a year. Employers and employees in smaller firms would still pay
Iher rates based on workforce size.

T e cost savings figures should be compared with the U.S. General Accounting
Office's estimate that $67 billion in administrative costs could be saved if pa perwork
reduction and economies of scale were obtained through a single-payer mechanism.
According to a study by the Economic ad Social Research institute, A National
Health Plan in the U.S., the U.S. could have saved $72 billion in 1991 in admninis-
trative savings alone (not excluding spending on physician incomes, intensity of
care, technology, and other areas of savings) if we been able to obtain only about
half of the administrative savings achieved by Canada. Even opponents of single-
payer reform admit that total administrative savings in such a system would be be-
tween $31 billion and $49 billion, significantly higher than the savings claimed by
proponents of market-based or employer mandate approaches.

In a report released last month, Citizens Fund, Citizen Action's research affiliate
compared the efficiency of one portion of the private insurance market--commerciai
insurers-with that of the U.S. Medicare and the Canadian systems. The report,
Premiums without Benefits, 1990: The Decade-Long Growth in Comnntercial Health
Insurance Industry Waste and Inefficiency, found that over the last decade, the com-
mercial health insurance industry became increasingly inefficient. By 1990, commer-
cial health insurers were spending 37.2 cents for administration marketing and
overhead to provide a dollar's worth of health care benefits to policy holders. Not
including profits, they spent more than 40 times as much on administration per dol-
lar of benefits provided as the Caadian national health system and 18 times as
much as the Medicare system. (The Canadian system spent 0.9 cents per dollar of
benefits, Medicare 2.-i cents.) Had a system as efficient as Canada's provided the
same amount of benefits as provided by the commercial insurers, the nation would
have saved $16.7 billion. Not included in this estimate are the profits of commercial
insurers and the, administrative expenses of insurance firms for whom comparable
data is not available. Nor are the administrative costs the insurance companies im-
pose on doctors, hospitals, businesses aid consumers counted.

The efficiency of the commercial health insurance industry has declined over the
last decade. The 37.2 cents it cost commercial insurers to deliver a dollar of benefits
is a 6.6 cents per dollar of benefits increase over 1981 and a 10 percent increase
over 1988. Commercial insurers retained 24 percent more of the premium dollar for
administration and profit in 1990 than they did in 1981. In sharp contrast, the ad-
ministrative cost per dollar of Medicare benefits declined between 1981 and 1990,
from 2.9 cents to 2.1 cents.

The study also found that:

" Between 1981 and 1990, administrative spending by the commercial insurance
industry increased by 122 percent wile benefits delivered increased by only 83
Percent. Thus, during the last decade, administrative spending rose 60 percent
faster than benefits paid.

" Administrative costs amounted to at least $330 for typical individual coverage
under employer-provided plans and $830 for typical family coverage uider em-
ployer-provided plans in 1990. Had benefits been provided as efficiently as they
are by Medicare the cost for an individual could have been reduced by $300
and- for a family by $750.

* Administrative expense was even greater for those who could not obtain group
coverage. Commercial insurers spent 68.2 cents to deliver a dollar of benefits
in 1990 to policy holders who were not part of regular group plans.
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In Universal Health Insurance Coverage Using Medicare's Payment Rate, (Decem-
ber 1991), the Congressional Budget Office also pointed out the larger administra-
tive savings potential of a single-payer, as opposed to an all-payer mechanism:

Under a single-payer system, the consolidation of numerous private in-
surance plans ad government health programs into one insurance system
for basic coverage would reduce total expenses for insurance overhead.
Under a universal health plan, determining eligibility would be inexpen-
sive, since essentially everyone would he covered continuously under the
same plan. There would no longer be any costs for marketing or assessing
risk to calculate premiums. Paying claims would be simplified because only
one set of reimbursement rules would apply, and there would be no need
to coordinate among multiple insurers. Further, no profit would be claimed
under a public plan.

The single-payer approach achieves savings in other ways compared with market-
based and pay-or-play approaches which rely on employer actions. The coupling of
employment and insurance requires that employers undertake administrative re-
sponsiilities that would be unnecessary under a single-payer plan, responsibilities
such as enrolling new employees and dependents (a one to two month process that
is particularly burdensome for those firms with high turnover rates-uninsured
workers typically spend only 5 to 11 months on the job, two to three times the aver-
age for all-firms), determining the costs of private and public insurance options in
light of their current and future employees' health needs and insurance industr y
practices such as churning, providing retiree health benefits, tracking claims deni-
als, and so on. (While employees would also benefit from a reduction in administra-
tive burdens-a particular problem when family members are covered under dif-
ferent plans--those benefits are not elaborated on here since these administrative
costs are not included in overall 'oat analyses).

While a single-payer approach would maximize administrative savings, it should
be noted that Germany has taken two important steps to increase cost-savings
through its multi-payer plan. First, it has ensured that the vast majority of its pop-
ulation is covered-by not-for-profit sickness ends (characterized as "quasi-public" by
the U.S. General Accounting Office) and that the for-profit insurance industry's role
is limited. Second, it has sought to mhimize the administrative (and social) impacts
of adverse risk selection. The majority of the insured are given no choice among
funds; others can choose among funds (the wealthy can opt for private insurance
but then may not enter the public plan). Members remain with the same fund, un-
like the situation in the United States where many companies (and their employees)
change insurers every few ears.

Global Budgets, Fee Schedules and Expenditure Caps: The experience that the
members of this Committee have had with the Medicare program underscore the
cost savings potential of prospective payments for hospitals and physicians. While
the steps already taken have had a beneficial effect on Medicare spending, addi-
tional measures are required to add to cost efficiencies.

First, it is important that reimbursement rates be standardized. Currently, public
programs ad private insurers (including self-insured plans and managed care net-
works) establish different reimbursement rates which may lower expenditures to
their own members but which are unlikely to lower system-wide expenditures.
Whether set through government regulation or through negotiations between pri-
vate payers and providers, the lack of uniformity in reimbursements not only allows
providers to cost-shift but allows at least some providers to accept or provide more
services to those willing to provide more generous fees and to reject those making
less generous payments.

Second, to the extent that rates are established through negotiation (as in Canada
and Germany), it is essential to provide adequate authority to the negotiator. In
Canada, this is accomplished through provincial government negotiations of behalf
of their entire population. In Germany, where individual sickness funds negotiate
on the basis of a nationally-establish relative-points value scale, physician payments
vary widely based on the market power of the fund. The lack of a single negotiator
results in large variations in the percentage of payroll spent on premiums, ranging
from percent to 16 percent, a differential that the Germans are seeking to reduce.

Third, to avoid the health care '%alloon effect," payment mechanisms must ad-
dress issues of price, volume and intensity concurrentIy. International comparisons,
for example, demonstrate that the high rate of spending in the U.S. is not attrib-
utable to her provider contacts (OECD figures show that Americans have 5.3 via-
it/onsultations per capita compared with 6.4 for Canadians and 11.5 for Germans)
or more frequent hospital stays (again, OECD figures shows that residents of other
countries are both more likely to enter a hospital and more likely to stay longer).



206

Rather, cost differentials are more likely to be attributable to higher prices in the
United States (surgical fees are 3.2 times as expensive in the United States as in
Canada; physician fees 2.4 times hiWqher) and the intensity of high-cost teclmology.

Basing a strategy only on controlling unit prices, however, would likely result in
increased volume if providers act to maintain income. As this Committee's experi-
ence with the Medicare physician payment structure indicates, cost efficiency strate-
gies are necessary that deal coherently with all components of provider costs. In a
fee-for-service system, that requires the use of expenditure caps; for institutional
payments global budgeting is a more promising cost efficiency measure in that it
reduces the paperwork burdens of a DRG-type reimbursement mechanism; elimi-
nates problems with unbundling of sel vices or recoding procedures to obtain higher
rates; reduces incentives to increase admissions; and, if established compreien-
sively, would prevent hospitals from cost-shifting to ancillary services, pharmacies
or out-patient departments. Global budgeting forhealth care Institutions in particu-
lar and expenditure caps for overall health care spending in general are much more
likely to be successful with a single, rather than multiple, payers.

Fourth, expenditure ceilings must be as enforceable and as inclusive as possible.
The German experience with targets versus enforceable caps, as described in GAO's
Health Care Spending Control: The Experience of France, Germany, and Japan,
demonstrates this. From 1977 to 1985, physician care expenditure targets resulted
in a 7 percent average annual growth rate. Between 1986 and 1987, when a binding
spending cap was in operation, the average annual rate of increase was 2 percent.

Clearly, cost containment strategies are more effective when a greater share of
health care aTending is subject to enforceable reimbursement mechanisms. Strate-
gies that limit application to only certain categories of services or providers or to
only certain populations allow providers to obtain higher payments elsewhere. The
United States is the only OECD country in which public expenditures account for
less than half of total health spending and less than-half of spending for ambulatory
and in]patient care. But other countries also provide significant pubic coverage for
medical goods including pharmaceuticals. Germany, for example, covers over 92
percent of medical goods (compared with only 34 percent in Canada), allowing it to
achieve greater cost containment.

Additionally, it is important that the rates set under enforceable ceilings be inclu-
sive. Allowance for balance billing adds to costs (placing the burden on individual
payers, many of whom may be financially burdened) and provides incentives to pro-
viders to treat private pay patients in order to maximize their incomes.

Rational Resource Allocation: Roemer's Law-that the supply of health care facili-
ties generates use (and therefore expenditures--emphasizes the need for an effec-
tive cost efficiency strategy to address the issue of technology and resource alloca-
tion. Excess capacity, competition on the basis of "duplicated" technology, and the
financial incentives on the part of hospital administrators to utilize high-cost, high-
technology equipment in order to recoup investment (sometimes at the expense of
quality of care) are other factors which necessitate action. Finally, on a non-cost con-
tainment note, the explosion of surgical centers that perform too few procedures to
ensure favorable outcomes suggests that consumers have a strong quality incentive
to adopt a "Centers of Excellence-type" strategy.

The United States lags behind other countries in this area. In Germany and Can-
ada, for example, hospital budgets separate operating from capital expenditures and
hospitals must receive approval from regional governments before making capital
investments. Capital expenditures are part of the overall budget process as well,
with regional governments assessing competing needs-to more efficiently and equi-
tably distribute resources.

As this country's Certificate of Need experiment displayed, the efficacy of health
planning is severely undermined when only certain providers are covered (restric-
tions on inpatient settings can be avoided by shifting expenditures to outpatient set-
tinp), when the regulatory decisionmaker does not also have control of capital and
operating budgets (where decisionmakers are not the major payers, fiscal control in-
centives are reduced), and where providers are allowed to raise separate funds for
capital expenditure requests which have been rejected (particularly when the oper-
ating costs attributable to those expenditures are then reimbursed).

The health planning mechanisms which would be established in S. 2320, as well
as in S. 2613 and S. 1446 correct those problems and allow decisionmaking to occur
at the state and local levels with full participation by consumers and providers.

Practice Guidelines and Technology Assesntents: The need to reduce the level of
unnecessary procedures which both add to costs and expose patients to unnecessary
risk in evident. Studies have reported that 64 percent of carotid endarterectomies
and 44 percent of coronary artery bypass graft surgery is either inappropriate or
equivocal; that 27 percent of hospital days are inappropriate. Unnecessary services,



207

according to Dr. Paul Elwood, may account for up to $200 billion of annual health
care costs. The need for accelerated work on outcomes research, practice guidelines
and technology assessments is widely recognized ad relatively noncontroversial.

Prevention, Wellness and Alternative Providers: Similarly noncontroversial is the
need for expanded emphasis on preventive services, early intervention and alter-
native providers. (Ironically the elimination of state mandates under small group
market reform could jeopaitize state efforts to make improvements in the provision
of preventive services, particularly in the area of mental health and the treatment
of alternative practitioners.) What is more debatable is what services should be pro-
vided under basic benefit packages or the single-payer plan. Citizen Action urges
this Committee to adopt a benefit package that is as comprehensive as possible, not
just in terms of the inclusion of prescription drugs and other services that will con-
tribute to the maintenance of health but also in terms of providing reimbursement
to PIternative practitioners such as physicians' assistants, nurse practitioners clird-
cal social workers and others who can provide quality health services efficiently. We
also urge the Comittee to go beyond benefit packages which define preventive
services only in terms of well-baby and well-chil care in order to provide all effec-
tive preventive care, including mental health services, to all members of the popu-
lation, regardless of age.

DEFICIENCIES OF MANAGED CARE AND COST-SHARrNO APPROACHES

Managed Care: Vaguely-defitted, ever changing, and widely agreed to be less than
successful in effectively controlling costs, there are those who advocate managed
care as the major building block for reform. While managed care is clearly allowed
to function within a sing e-payer framework, advocates of various pay-or-play and
insurance reform approaches are so convinced that managed care represents a cost
containment solution as yet unfulfilled, that they are eager to set up financial car-
rots for its widespread use and financial sticks for those seeking to exercise freedom
of choice.

There are, ef course, examples of managed care delivery systems which have con-
trolled cost increases while maintaining high consumer satisfaction (typically, their
members have significant decisionmaking authority). But while the experiences of
managed care delivery systems vary as dramatically as Ao their structure owner-
ship (the fact that private insurers in 1990 owned 43 percent of all HMOS and 70
percent of PPOs is cause for consumer alarm), benefits, and cost-sharing require.
ments, the overall evidence suggests that premium rate increases for managed care
do not differ substantially from increases for conventional plans. (The HIAA Em-
ployer Survey 1989-1991 reports that managed care plans increased an average
of 16% annually, compared with a 17% annual increase for conventional plans.) Cost
reductions tend to be a one-time savings, employers are frequently dissatisfied with
cost-savings through managed care, and managed care plans are beginning to em-
ploy practices more commonly associated with conventional insurance, such as expe-
rience-rating and cost-sharing.

The real question which this Committee must consider is how managed care net-
works seek to control costs and whether those strategies are the most efficient and
moet beneficial possible. In general, managed care strategies center on three cost
control approaches:

(1) Negotiating payment terms with selected providers
(2) Limiting or mfluencing the choice of providers
(3) Intervening in the delivery of health services
In fact, rasnaged care networks-particularly those which control a large share

of local markets--have been somewhat successful in reducing costs through provider
negotiations and contracts. The problem, as discussed above, is that those savings
can be cost-shifted onto other payers. System-wide payment negotiations and stand.
&rdized rates are more likely to result in greater overall savings and are more equi-
table.

The limitations on choice of provider achieve cost-savings in two ways: first, mem-
bers are diverted to providers who have areed to accept discounted rates (an un-
necessary measure under an all-payer or single-payer construct). Complaints about
difficulty in reaching schedlers, waits for initial appointments, and delays in ob-
taining care by specialists abound among managed care participants. One of my own
colleagues, for example, had to wait over two months between the time is general
practitioner indicated that his son needed surgery until the surgery was accom-
plished, simply because the HMO contracted with only one specialist who could per-
form that surgery and because that specialist spent only one day a week taking
HMO members and performed surgery only one morning a week. More serious is
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the case of the Fitzwilliams family in Wisconsin, whose HMO refused to cover the
costs of their 3-month old daughter's biliary atresis, a life-threatening liver ailment
that aflicts about one in every 50,000 to 76,000 newborns. 1his type of rationing
may control costs but does so that the expense access to of needed health caro.

Third, managed care networks intervene in the delivery of health care services in
a number of ways: prospective and retrospective utilization review, financial incen-
tives for physicians to reduce utilization (such as bonus distributions and withhold
accounts) end encouragement of preventive services as opposed to hospital care.
While utilization review of practice patterns is an important cost control strategy,
the indications are that too many managed care networks have used it to deny
needed care to their members. Increasingly, the same insurance companies that are
overruling physicians' clinical decisions and denying claims payments to conven-
tional insurance policy holders are doing the same in managed care operations,
using financial rewards and penalties to enforce physician compliance.

Finally, there is growing evidence that even where managed care networks reduce
their costs, payers may not benefit from those reductions. The issue ofu"shadow pric-
ing" is becoming a serious concern, the practice of managed care networks reducing
premiums just enough to attract payers and pocketing the difference or using sav-
ings to boost provider payments. A study by the Champaign County Health Care
Consumers, found that, despite substantial deck in utilization rates, a local HMO
significantly increased premiums ad provider payments (not surprising, since a ma-
jority of the Board was comprised of providers with contractual arrangements with
the MO).

Cost-Sharing: A number of approaches use cost-sharing requirements not pri-
marily as a financing mechanism but as a means to reduce utilization. Despite the
recognized administration costs, (particularly where cost-sharing is income-based),
this argument holds that costs of $18 billion or more are offset by anticipated reduc-
tions in consumer demand.

In Citizen Action's view, this argument suffers from several flaws. First, if coct-
sharing were an effective cost reduction strategy, it would be expected that the
United States would have benefitted from the practice. Out-of-pocket costs account
for 21 percent of health care spending in the United States, as compared with 7 per-
cent in Germany for example. Yet, higher consumer point-of-service payments have
not eased U.S. medical inflation.

Second, the argument assumes that U.S. corwumers make utilization decisions
while the evidence is that providers make the majority of those decisions. As the
Congressional Budget Office concluded in Risibg Health Care Costs: Causes, Inmpli-
cations and Stralegies, "Physician-induced demand, however, suggests that demand-
side strategies may be largely ineffective since physicians are able to offset consum-
ers' decisions, at least partially. In that case, cost control may be more effective if
applied through regulatory controls on the supply side." This may be one reason
that CHO estimates savings of only $6 billion to $12 billion with a 50% increase
in average coinsurance costs from 21 percent to 31 percent.

Third, the assumption that cost-sharing requirements can reduce insppropriate
instead of appropriate care is highly debatable. In fact, the Rand study fo d that
there was little difference in utilization due to -ost-sharing once contact was made
and little difference in inpatient services (suggesting, again, that providers and not
consumers are in the utilization driver's seat and that consumers, given the nature
of medical diagnosis have ceded decisionmaking authority to their physicians). The
real effects of cost-sharing were to discourage initial contacts with providers and,
for lower-income families, to discourage appropriate and inappropriate care alike.

Fourth, the assumption that cost-s aring burdens can be made equitable is also
highly questionable. While many proponents have made good-faith efforts to protect
persons living below poverty, the cost-sharing requirements for many low-waFe (and
even moderate-wage workers) still present financial obstacles to care. Financial bur-
dens which prevent moderate-income families from entering the health care system
or place buraens on them for care which their physicians have determined is appro-
priate for example, hospital care) will not meet the goals of universal access and
comprehensiveness of care. And, if the argunents on physician-induced demand are
correct, the will not result in the cost efficiencies.

In sum, beth exclusive or undue reliance on managed care and cost-sharing re-
quirements are less likely to lead to significant price reductions and any reductions
which do occur are likely to result from implicit rationing rather than efficiency
gais. Each approach also fails ko meet the equity test since the finmcially-better
off among us are guaranteed better access in that they can both afford to pay for
services outside of managed care networks ad are relatively unaffected by coinsur-
ance requirements. 0th approaches, we believe, are inherently inferior to the cost
efficiency strategies laid out in the earlier part of this testimony.
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Once again1 Mr. Chairman, I appreciate the opportunity to testify before you and
look forward to working with you and other members of this Committee in develop-
ing, enacting and implementing a health care program which will contain costs effi-
ciently, provide universal access and guarantee the comprehensiveness of care nec-
esmry to protect and maintain tie health of all Americans.

RESPONSe BY ROBERT BRANDON TO A QUESnTON SUBMITTED BY SENATOR WELLSToNE

Question. Ms. Steelman commented on the lack of consensus among Americans on
the best road to health care reform. We have also seen recent reports about tremep-
dous levels of campaign contributions by the health industry with the explicit goal
of blocking comprehensive health care reform, an effort rivalled in earlier periods
uh a e mid-1960's and mid-1970's when comprehensive reform was serio Ily

considered. Can you comment on information with which your organization is family
iar regarding the preference of Americans for federally-based health care reform, as
opposed to incremental or privately-base'i reform? Can you present your profes-
sional opinion on the kinds of information that has been presented to the public re-
garding the advantages and disadvantages of national health care reform?

Answer. Citizen Action's experience---based on talking with over 8 million house-
holds each year throughout the country, responses from our membership, and our
work with state legislators and health care policy makers--is that the American
people want comprehensive health care reform that guarantees affordable access to
all. Citizen Action state organizations have worked on incremental reforms such as
continuity of coverage and other insurance-based measures. Increasingly, however,
we are finding that those incremental steps do not receive widespread popular sup-
port, largely because they have failed to improve the health care crisis in a signifi-
cant fashion.

From Cobb County, Georgia to Portland, Maine to Spokane, Washington, we are
receiving a common message. People generally we now have an historic opportunity
not just to make some changes but to "get it right," to craft a health care system
that will provide financial and health security for all Americans. They view health
care as a right. They believe the federal government must play an integral role in
solving the crisis. They think limits must be set on physician and hospital charges.
They want to break the link between employment and health coverage. And they
are deeply troubled that the private insurance companies are often the primary
health care decisionmakers.

Our experience parallels much of the polling data. For instance, the recent Kaiser/
Commonwealth Health Insurance Survey found that 39 of the people worry that
their insurance company will not pay large medical bills, 60% want government to

lay the primary role in providing health insurance and controlling costs, and over
0% want rates set for doctors, hospitals and prescription drugs.
At the same time that Americans are expressing more fear about their health care

future, they are being inundated by a multi-million dollar advertising campaign by
the private health insurance industry complete with polls, print and television ads,
and 1-800 numbers. Unfortunately, neither the polling efforts or the ad campaigns
address many of the most common concerns expressed by people around the coun-
try. For example, the Health Insurance Association of America-financed poll, in ask-
ing people to select between pay-or-play, single-payer or insurance-based approaches

not address the questions of levels of cost-sha*i , benefit limits, freedom of
choice of providers, or the role of the insurance industry in denying or approving
claims. Citizen Action has found that support for any approach changes dramati-
cally ba~ed on the answers to those questions.

The insurance industry's well-financed campaign presents both a distorted view
of national health insurance and a distorted view of our nation's experience with
a reliance on private coverage. Missing from their ads for example, is the evidence
that Canadians are the most satisfied with their health care system and Americans
among the least satisfied. Fortunately, the efforts of the insurance industry have
been offset by the work of health care coalitions around the country which are more
accurately describing the actual costs, benefits and problems associated with health
care reform proposals.

PREPARED STATEMENT OF RICHARD J. DAVIDsON

Mr. Chairman, I am Dick Davidson, president off the American Hospital Associa-
tion (AHA). On behalf off the AHA's nearly 5,400 member hospitals, I appreciate
the opportunity to share with you our vision for reinventing our health care delivery
system.
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We understand that the task before this Committee is a difficult one. Current
budget constraints force difficult choices among competing needs. But if we resort
to purely budget-driven decisions, we will only be fueling the crisis in our health
care system, not taking steps toward solutions. And ultimately we will not solve the
problems the American people are making it clear they want us to address.

The time is past when we can treat symptoms and igore underlying causes. It's
time to junk the policies of the past, overhaul the health delivery structure, and en-
courage different behaviors by consumers, providers, and payers. Only in that way
will we achieve access for all to needed services at a cost this country, employers
and citizens can afford. It is clear to all of us that dramatic change must and will
occur. I come to you today to share a better idea for health reform.

THE AHA REFORM PLAN

Hospitals believe the future of health care in this country is at a critical juncture.
Our financing system has created conflicting incentives for patients and providers
and our delivery system does not reach many in need of care. The current health
reform debate addresses two competing and probably conflicting challenges: expand
access and contain costs. The challenge is to find an acceptable balance between pro-
viding more access to health care services while at the same time conserving health
care resources and dollars. We think we've got a solid idea for meeting both these
goals.

AHA's plan is a comprehensive approach to health care reform: everyone would
have access to basic health benefits; costs would be contained through economic self-
discipline by all participants as opposed to burdensome federal regulation; and a re-
structured delivery system would focus on community need and encourage providers
to form efficient networks at the local level.
Universal Access

Everyone must have access, at a minimum, to basic health care benefits. AHA
seeks a comprehensive basic benefits package covering the full range of services
from preventive care through long-term care. Health promotion and preventive care
services would be emphasized.

AHA's proposal achieves universal access to basic health care services, through
a pluralistic system of financinq-a combination of private insurance and a new sin-
gle public program consolidating and expanding Medicare and Medicaid. Cata-
strophic coverage would be provided under the public program for everyone, whether
covered by the public program or by private insurance in order to guarantee that
no one would be impoverished by their need for health care.

Access for all would be assured by builduhi on the current employer-based private
health insurance system. Employers would either provide coverage for their workers
or pay the premiums necessary to enroll them in a publicly operated program. AHA
supports this approach because we believe it is the most realistic way to get the
uninsured-most of whom are employed or workforce connected-insured. It must
be remembered that 88 percent of the non-elderly privately insured population is
covered through employer-based groups.

This support also is contingent on the critical need to put affordable health insur-
ance within the reach of al businesses, particularly small ones. For that reason, the
premium payment requirement would be phased in, in concert with enactment of
insurance market reforms enabling more working Americans access to reasonably
priced insurance. AHA is proposing insurance reform aid tax incentives for both
employers and employees.

COMMUNITY CARE NETWORKS

Virtutdly all the health reform proposals now before the Congress stress cost con-
tainment through regulation, by imposing aggregate expenditure targets or setting
provider payment rates. Some propose to hold costs down through competition, by
encouraging expansion of price-driven competitive models.

All of these approaches are fundamentally flawed because they seek cost contain-
ment without addressing the underlying, problems in our system that have led us
to our present predicament-fragmentation of care and skewed incentives.

Whatever savings these approaches may generate will be short-term and very lim-
ited. But the long-term cost to the stability and quality of our health care system
will be great.

The AHA has taken a strong position on responsible and effective cost contain-
ment. We believe economic discipline can be achieved only by restructuring health
care delivery. The focus of this restructuring is our concept of community care net-
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works that would realign incentives and encourage the efficient use of health care
resources by everyone.

At the heart of this concept is a simple, fundamental principle: health care is a
local concern. People live and work in tieir conmmurties. When they get sick, they
generally want to seek health care services near their home and families.

Community care networks would give patients access to integrated care organized
at the community level. Networks would be responsible for all the health care needs
of their enrolled population and would coordinate patient care over time and across
various provider settings-everything from preventive care to acute care to long-
term care services.

ECONOMIC DISCIPLINE

How would a community care network contain costs? The key to community care
networks and to cost containment within this system is risk-adjusted capitated pay-
ments to the networks. Capitation--a set. fee paid to the network per enrollee-
would form the network budget for delivering care to the enrolled community. Pay-
ers could manage spending but the allocation of resources would be a local deci-
sion. Thus providers would have an incentive to:

" Promote the health off enrollees and prevent future, more costly illnesses. It is
in the network's own financial interest to provide their enrolled population with
more efficient preventive care now in order to avoid the use of more costly acute
care later.

" Collaborate with other providers to avoid duplication of services. Once hospitals,
physicians, and others are linked within a network, their incentive would be to
avoid future duplication of technology, services md facilities. Community care
networks would move the concept of competition away from the medical arms
race to a level based on service to patients.

* Conserve health care resources and dollars by providing only appropriate and
necessary care. The collective challenge to providers within networks will be to
provide needed health care services within the fixed capitation amount through
better patient care management by practitioners and institutions.

How would the concept emerge from today's complex federal budget system? Con-
gress would set a budget for the public program-Medicare and Medicaid combined.
Based on this budget an independent, public body at the federal level would then
define the basic set of benefits to be covered by the public plan. This set of benefits
also could serve as the basic standard for coverage offered by private insurance
plans. The independent body, or possibly even a state-level entity, would set the
capitated rates to networks, adjusting those rates to reflect the underlying risk of
the population covered and the geographic conditions under which services are de-
livered. In this way, network financing decisions would be removed from the politi-
cal and budgetary process, and health care costs and benefits can be mor. fairly bal-
anced.
AHA believes the federal government could encourage formation oi' community

care networks in a very powerful way by instituting Medicare and Medicaid pro-
gram use of networks and by providing financial incentives for beneficiaries to
choose networks. In the private sector, tax or other incentives aimed at employers,
employees insurers, and providers could help make delivery system reform of this
kind a reality very quickly.

IMPROVED PATIENT CARE

Would community care networks improve patient care? Yes because they hold the
promise for truly managing care-not just costn. Many of the managedd care" ar-
rangements today are simply insurer programs that contract with a selected group
of providers for discounted prices. Participating providers in the plan change fre-
q ently as insurers shtp around each year for deeper price discounts-discounts sel-

om linked to efficiency or better care. Access to those providers is then controlled
by insurers who require authorizations before anyone can receive non-emergency
care. This emphasizes nanaging costs, but does nothing to measure that the patient
is getting the right care at the right time for the right reasons.
Managing care in the patient's interest means assessing their health risks, life-

style, and needs, and planning and organizing care so that problems are averted or
treated early and all iieeded services are efficiently provided. Within community
care networks, each enrollee would be matched with a primary caregiver to ensure
a consistent, specified point of entry into the network. The primary caregiver's re-
sponsibility would be to make certain that an initial evaluatin of health status is
conducted, that appropriate primary care and preventive services are planned and
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delivered, and that services throughout the system are coordinated for the patient,
particularly when specialty services are needed.

Making community care networks a reality will require a series of reforms aimed
at improving the climate for appropriate cost conscious behavior-

* tort reform to reduce the cost of the malpractice system and its effect of stimu-
lating defensive medicine-

* anti-trust and other legislative reforms to allow the type of collaboration needed
to make the best use of available resources;

o and greater development of medical practice parameters to foster effective clini-
cal decision making.

Community care networks are the keystone to universal access. They represent
a self-discip'ning system with coherent and consistent incentives that encourage
providers to do what they do best-manage the health care of their patients. On this
score, other health reform proposals don't measure up.

JLMMIS ON HEALTH CARE SPENDING

Despite the large number and variety of reform proposals before the Congress, the
cost containment approaches are quite similar. Several of the major proposals rely
on a structured, toj-down regulatory approach to cost contaiinent. That is, they
call for setting a single, national health expenditure target and then allocation of
that fixed pot of dollars in various ways among various health care providers
through global budgeting or rate setting.

But if we focus our cost containment effort on simply capping how much we spend
wonit w: succeed only in perpetuating many of the current flaws in our system?
Won't merely setting expenditure targets for each sector of the health care economy
set in amber the confusing, fragmented way patients get care now? Shouldtnt we
be moving toward more coordinated and better managed care? Why perpetuate con-
flictig incentives that are a root cause of unnecessary duplication and waste and
have brought on the very mess we're trying to fix?

More troubling is the collision course we set if we cap spending at current levels
and at the same time expand access to millions. The experience with Medicare and
Medicaid payment policy shows the impact of simply capping spending. The result
is that the Medicare program pays hospitals about 10 percent less than their costs
and hospitals on average get about 76 cents on the dollar for services to Medicaid
patients. One lesson is that any cost-containment mechanism needs to be flexible
enough to accommodate increased spending due to changes in the size or age of the
population served, expanded benefits, changes in the needs of the population, and
changes in utilization that result from the continuing evolution of health care tech-
nology and delivery.

Expenditure caps are very simple way to control spending by payers, but they fail
to reach and restrain health costs experienced by providers. Limiting the total dol-
lars that are made available for health services without somehow changing the un-
derlying incentives for providing and using health care services is just one more
budget-driven quick fix destined to rail.

The very provider behavior that today is so troubling is the result off reliance on
constraining program spending as the chief agent of cost containment. High quality
patient care and a rational distribution of resources should be the goal of cost con-
tainment policy, not a boped-for byproduct.

Many of the reform options before the Congress would impose a arbitrary expendi-
ture caps on all purchasers of health care. We are concerned that if indeed Medicare
is the role model some would emulate, all patients and all hospitals would suffer.
It would amount to letting the federal government underpay for everyone, not just
the poor, elderly, and disabled. AHA projects that in 1992, Medicare PPS payments
to hospitals will be 90 percent of hospitals' Medicare inpatient costs. By extending
Medicare inpatient payment levels to all payers, PPS hospitals would be paid.about
$t9 billion less than their costs in 1912-yielding a reduction in the nationwide av-
erage total hospital margin from positive 3.5 percent to negative 6.7 percent, accord-
ing to the Prospective Payment Assessment Commission.

Underpayment is not cost containment. Top-down regulatory limits on provider
payment do not address the root causes of health care cost increases. More impor-
tantly they do not address the changes needed in our system to improve patient
care. If the result of reform isn't more coordinated and better managed patient care,
we all will have failed the American people miserably.

Government rate setting requires trust and confidence in the federal government
to keep its promises to adequately fund whatever program it creates. The federal
government has not kept its promise to adequately fund Medicare. As long as health
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care financing is subject to annual budget battles, there's little reason to believe
government will try to keep its end of the bargain on an even larger scale.

CONCLUSION

Mr. Chairman, I anderstand the difficulties you and the Congress face in achiev-
ing. fairrews wheii resources are limited. AHA wants to be part of a far-reaching so-
lution that not only looks to widen access and contain costs, but holds out the prom-
ise of better care for patients in the bargain. We look forward to working with this
Committee as you shape health reform for this country.

PREPARED STATEMENT OF KAREN DAVIS

Thank you Mr. Chairman, for this opportunity to testify on c,mprehensive health
care .eform. The U.S. is the only industrialized country which does not provide ac-
cess to health care for all of its citizens. Over the past century, there have been
many public debates on the need for a universal health system and some of these
debates resulted in important incremental reforms, such as te 1965 passage of
Medicare and Medicaid. In the 1990s, there is a growing consensus that our health
care system is in critical condition and that the time is ripe for comprehensive re-
form.

Toda I will address the major problems fe.w;aig the U.S. health care system, that
of health insurance coverage and the high and rising coats of health care services.
I will then describe the Administration's proposal for reform through tax credits and
deductions and changes in the health insurance market. In contrast, I will describe
three types of comprehensive reform proposals introduced into the 102nd Congress.
Finally, I will assess the impact of the comprehensive proposals on health insurance
coverage and cost, comparing and contrasting these effects with the current Admin-
istration's approach.

HEALTH INSURANCE COVERAGE

The major problems facing the U.S. health care system are the deterioration of
financial access to services and the rising coats of providing those services. Typically
in the U.S., financial access to services is achieved either through health insurance

provided by one's employer, or through a public insurance proam; but a stag ering
4 million Americans lack coverage by either private or public sources. WhlIe dif-

ferences in survey methodology make it difficult to measure changes in the unin-
sured population over time, it is clear that the number of uninsured has grown sig-
nificantly in the past 10 years.

The majority of Americans, 162 million, have employer-based insurance. Another
16 million Americans are covered under individual health insurance plans, paying
high premiums ed often receiving limited benefits. Public health insurance, pro-
vided through Medicare and Medicaid, covers 48 million Americans. while these
public programs have had a significant impact on the health status of the poor and

mericans over age 66, restrictions in eligibility have limited Medicaid's coverage
to only 40 percent of the poverty population.

The profile of the uninsured has become all too familiar to policy makers. In two
thirds of the cases, the uninsured are from working families where someone works
full-time. Another 13 percent are working part-time. It is important to recognize
that only 20 percent of the uninsured are not working, including the unemployed,
the disabled who have not met the two-year waiting period for Medicare and those
who have had to retire before age 65 but do not have employer-provided health ben-
efits.

The nature of employment is an important predictor of insurance coverage. In cer-
tain occupations, in part-time or seasonal work, and in smaller firms, workers are
lees likely to be covered by health insurance. Thirty-six percent of the working unin-
sured are in firms with under 25 employees and another 14 percent are self-em-
ployed. Small firms are in a difficult position because they face higher health insur-
snce premiums than larger firms.

In general, the uninsured are not poor, but have incomes above the poverty level.
Most of the uninsured are from middle class families with modest incomes. Only a
small fraction, less than 10 percent, have family incomes above $50,000.

Other characteristics of the unineured relate to age and gender. Men are more
'likely than women to be uninsured. The uninsured are often between 19 and 24
years of age. Children younger than age 18 are next most likely to lack coverage.
fien percent of American children under aqe 18 are uninsured. There are also

a disproportionate number of racial and ethni-. minorities among the uninsured.
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while 19 percent of whites are uninsured, 30 percent of bl-cks and 41 percent of
Hispanic Americans are uninsured.

The consequences of being uninsured are serious. The uninsured are less likely
to have a usual source of care. They use fewer ambulatory and hospital services
than insured persons in similar health, and they are more likely to report needing
medical help they were unable to obtain. Often the uninsured delay seeking care,
lead'" to more serious illness and avoidable hospital admission.

Having health insurance coverage does not automatically guarantee financial ac-
cess to health care services. Copaymenta and deductibles are high in both Medicare
and private health insurance plans. Those covered under public plan pay 19 Per-
cent of their expenses out-of-pocket for deductibles and coinsurance or or purch as.
ing prescription drugs. Individuals covered under employer plans pay 27 percent of
health expenses out-of-pocket, while those covered under individually-purchased pri-
vate health insurance still pay 40 percent of their medical bills directly.

Finally, health insurance coverage does not assure that services will be available,
especially in underserved areas.

HEALTH CARE COSTS

The second major problem with the U.S. health care system is the high and grow-
ing cost of providing services. In 1990, health expenditures consumed 12.2 percent
of the Gross National Product (GNP), up from 6 percent in 1965. By the end of this
decade, health expenses will account for 21 percent of GNP-almost $2 trillion.

On a per capita basis, health expenditures averaged $2,678 in 1990, up from $204
per person in 1966. By theyear 2000, it is estimated that health expenses will reach
nearly $7,000 per person. These sums are staggering. They pose real financial bur-
dens on families, businesses and taxpayers.

Rising health care costs are a serious threat to the U.S. economy and its future
competitiveness. Rising health insurance premiums are consuming workers' wages
and imposing a growing burden on American businesses. They are a major cause
of strikes in the U.S. tile today; health insurance premiums are 12 percent of pay-
roll expenses; by the year 2000, this will increase to 23 percent.

Compared with other similar industrialized countries, the U.S. spends far more
on health care. In 1990, the U.S. spent 12.4 percent of its Gross Domestic Product
on health care. Canada spent only 9 percent, Germany 8.1 percent and Japan 6.6
percent.

On a per capita basis the U.S. spends 43 percent more on health care than Can-
ada twice as much as Germany, and 131 percent more than Japan.

Why is there such a disparity between the U.S. and these similar, industrialized
countries? One obvious reason is that Canada, Germany and Japan each have na-
tional health systems with strong cost control mechanisms. when one looks at the
various components of cost, the differences in cost control become even clearer.

In the U.S., the components which drive the health care costs are high physician
fees and hospital costs, as well as high administrative costs. According to one study,
U.S. physician fees are 2.6 times as high as in Canada.

Administrative costs are also substantially higher in the U.S. than in other coun-
tries. For small firms administrative costs average 34 percent. In more medium size
firms (600 employees), 12 percent of health insurance spending goes for administra-
tion. This contrasts with 2.3 percent of Medicare outlays going for administrative
expenses. In Canada, administrative coats are only 1.4 percent of outlays.

BUSH ADMINIBTRiTION'S HEALTH CARE PLAN

In response to the crisis in our health care system, the Bush Administration has
proposed plan which is market-based, providing financial incentives (tax credits
and tax deductions) for the uninsured to purchase health insurance and reforming
the insurance market so that insurance is more affordable and available.

Health Insurance Networks (HIN) would be fostered to allow the group purchas-
ing of health insurance by small businesses. This would help small businesses nego-
tiate discounts and save on overhead and marketing costs.

The Administration proposes that coat control would be realized through major
malpractice reform and encouraging the use of coordinated care or managed care
plans. Administrative savings would also be achieved through electronic billing for
providers, electronic benefit cards for policyholders, simplified utilization review and
insurance market reforms.

OPTIONS FOR COMr, ENSWVE HEALTH 'CARE REFORM

In the 102nd Congress, numerous legislative proposals have been introduced
which would take a comprehensive approach to health care reform. I would like to
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comment on three of these approaches, employment-based coverage, expansion of
the Medicare program, and the single payer system.

The employment-based coverage plan, or "play or pay," as it is commonly known,
would achieve universal health insurance coverage by requiring all employers to ei-
ther provide private health insurance coverage to workers and dependents or pay
a payroll tax to cover them under a public plan similar to Medicare. Anyone not
covered under the employer plan, such as the unemployed, newly disabled, early re-
tirees, or the poor, would be automatically covered under tie public plan. The Med-
icaid program would be replaced by the public plan as well.

The public plan would establish P minimum benefit package, including basic bene-
fits such'as hospital and physician services with some cost-sharing, preventive serv-
ices such as we l-child care aud would set a maximum ceiling on family out-of-pock-
et expenses for health care.

Employment-based proposals differ with regard to cost control, but generally the
approach would use Medicare's hospital and physician payment methods as a basis
for at all-payer system with 'xpenditure targets. In other words, physicians would
be paid the same fee for caring for a privately insured patient as for a poor patient
or a Medicare patient.

The sale of private health insurance to small business would be regulated to pro-
hibit excluding individuals with bad risks or charging higher premiums to groups
with bad risks.

The play or pay plan would achieve administrative savings through a single sys-
tem of provider payment, uniform claims and electronic billing.

Financing would come from a combination of employer/employee premiums to pri-
vate health insurance and tax revenues.

A second comprehensive approach, "Medicare for all," would extend the current
Medicare program to everyone, and enrollment would be automatic at birth. Bene-
fits would be improved to cover preventive services especially for pregnant women
and children, and a maximum family deductible of $600 and a ceiling on out-of-
pocket expenses would be established. Some individuals or families might choose to
supplement Medicare coverage with private coverage.

Since there would be only one major system of health insurance, providers would
be paid the same way for all patients, through DRG prospective payment for hos-
pital services and Medicare's fee schedule for physician services.

Administrative savings in this type of plan would be achieved by building on the
low administrative costs in Medicare. Benefits would be financed by tax revenues
paid by employers and families.

The final type of comprehensive approach, often referred to as the "single payer
plan would establish a single comprehensive public plan for the entire population.
This plan would provide comprehensive benefits, typically including prescription
drugs and possibly long term care, with no patient cost sharing. Cost controls would
be enforced through establishment of global budgets or expenditure ceilings and a
single system of paying providers. Depending upon the type of plan, providers could
be paid fee-for-service or salaried.

Administrative savings would be achieved through one-ti.ae enrollment at birth,
the elimination of tracking and collecting cost-sharing from patients and a single
simplified system of provider payment. The plan would be financed by tax revenues,
probably with new tax sources.

ANALYSIS OF COMPREJ{ENSWR HEALTH REFORM OPTIONS

A comparison of these plans indicates that three of the plans, the employment-
based coverage plan, Medicare expansion, and the single payer system, would ad-
dress the issue of access directly, whereas the Administration's plan would leave
many people uninsured, bile the comprehensive proposals would provide universal
health insurance coverage and comprehensive benefits, a tax incentive and market
reform approach would not significantly improve coverage or assure adequate bene-
fits.

Most of the comprehensive proposals as well as the Administration's plan address
the development and support of community-based primary care systems which helps
assure the availability ofhealth services in underserved areas.

In terms of cost control, each of the three comprehensive proposals could reduce
the growth in health care expenditures over the next 10 years to the rate of growth
of the GNP. If the plans phased in cost controls gradually, total health spending
in the year 2000 would be $1.6 trillion rather than $2 trillion. If the growth in
health outlays were immediately reduced to growth in GNP, health outlays would
be $1.3 trillion in the year 2000.
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All three comprehensive plans would substantially reduce administrative costs in
the current system. Administrative costs currently average 18 percent (including 40
percent on individual policies and 2 percent on public plans). This would be reduced
to I to 6 percent under the three plans.

It is important to recognize that although the three comprehensive plans would
require new taxes to ruiance, total health spending would be lower than under the
current system. By the year 2000, all three plans with phased-in cost controls would
cost $1.6 trillion in total health outlays. The federal share of the cost, however,
could range from 36 percent in the play or pay plan to 67 percent in the Medicare
for all plan, and 85 percent in the single payer plan.

The cost control provision of the Admnistration's proposal relies heavily on vol-
untary enrollment in managed care and individual behavior change such as the use
of preventive services as well as malpractice reform. The administrative savings
would be achieved through electronic billing, but would be offset by new administra-
tive costs as more people applied for high cost individual private insurance.

In summary, the employment-bases coverage, Medicare for all and the single
payer plan would achieve the basic goals of universal coverage, comprehensive bene-
fits, administrative savings and a reduction in health care expenditures. The single
payer plan provides better financial protection and somewhat greater administrative
savings, but also requires relatively greater tax increases to finance. The employ-
ment-based coverage plan minimizes the change in private health insurance cov-
erage, but has somewhat more regressive premium financing. The Medicare for all
plan would replicate some of the current experience with Medicare, that is, lower
administrative costs and controls on hospital and physician spending. While the Ad-
ministration's proposal might achieve some administrative savings, it would not
have an appreciable effect on access to care or overall health care costs.

Thank you for this opportunity to comment.
Attachment.

APPENDIX--COMPREHENSIVE HEALTH CARE REFORM CHARTS
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A. Coverage--34 Million Americans are Uninsured, and Even Those InsuredCan Face Major Expenses
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Chart 2. Uninsured by Employment Status, 1990
Chart 3. Uninsured Workers by Size of Firm, 1990
Chart 4. Uninsured by Income, 1990
Chart 5. Percent Out-of-Pocket Expenses by Type of Insurance Coverage,
1987

B. Costs--Health Care Costs are Higher in the U.S. than in Other Countries
and Growing Rapidly

Chart 6. Health Expenditures as a Percent of GNP, 1966-2000
Chart 7. Per Capita Health Expenditures, 1965-2000
Chart 8. Employer Employee Premiums as a Percent of Payroll 1991-2000
Chart 9. Health Expenditures as a Percent of GOP, Selected Countries,
1990
Chart 10. Per Capita Health Expenditures Selected Countries 1990
Chart 11. Administrative Expenses as a 'ercent of Health Igenefits, 1987

11. Health Care Reform
Chart 12. President Bush's Health Plan: Tax Credit/Market Reform
Chart 13. Employment-Based Coverage
Chart 14. Medicare-for-All
Chart 16. Single Payer Plan

Ill. Impact of Health Care Reform Options
Chart 16. Health Insurance Coverage Under Health Care Reform Options
Chart 17. Projected National Health Care Expenditures to Year 2000
Chart 18. Health Expenditures for Administrative Costs Under Health Care
Reform Options
Chart 19. Administrative Costs Under Health Care Reform Options
Chart 20. Summary of Health Care Reform Proposals
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CHART I

34 Million Americans Were Without
Health insurance in 1991

Employer-Based
Insurance

162

Population by

Medicaid
17

7Other Private
Coverage

15

FUninsured
34

Source of Health Insurance
(in millions)

Source: Karon Davis,'
Johns Hopkins University. 1992



The Majority of Uninsured Americans
Are Employed Full-Time

Part-time
4 million

Not Employed
7l t m ilion

Full-time'
23 million

Uninsured by Employment Status, 1990
(34 million)

*Full-time = 35 hours per week

A. - *;s-~ &~tt~t

Source: Karen Davis
Johns Hopkins University. 1992

n
3m.

-4

N

'A'

"NA

to

0o



500-999 Employees
3%

100-499 Employees
11%

25-99 Employees
'15%

Self-Employed
14%

Under 25 Employees
36%

Distribution of Uninsured Workers
by Size of Firm, 1990

Source: EBRI. based on 1990 CPS

Smaller Firms are Less Likely
to Provide Health Insurance



Two-Thirds of the Uni
Are Above the Federal Po%

Poor29%

,ome

Uninsured by Income, 1990

Source: Karen Davis
Johns Hopkins University. 1992

Federal poverty level for e family
of four in 1990 was $13.360

insured
rerty Level*

C,

-1

A

F Moderate to High

Income
39%

Poor = < 100% poverty level
Low Income = 100%-199%
Moderate to High = > 200%

Low Inc
321)



Percent Out-of-Pocket Expenses
by Type of Insurance

24.2%

Coverage,

Source: Karen Davis,
Johns Hopkins University, 1992

1987
50%

40%

30%-

20%-

40.3%

26.9%

L
18.6%

110%

0%
Public Group Individual



Health Expenditure as a Percent of GNP
1965-2000

20.0% L

15.0%L

16.4%

12.2%

7.3%
8.3%

9.2%
10.5%

5.9%

1965 1970 1975 1980 1985 1990 1995 2000

Source: Karen Davis,
Johns Hopkins University. 1992

25.0%

10.0%

5.0%

0.0%

Or



Per Capita Health Expenditures
Are Rising Rapidly

18,000 -

$6.000-

$4,000-

$2,000-

$0
1975 1980 1985 1990 1995

Source: Karen Davis.
Johns Hopkins University. 1992

$6,951

El
$4,235

$1,063

1965 1970

$1,710

iT
$2,678

11L
2000

CO ,.,



Health Insurance Premiums
as a Percent of Payroll are Rising
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The U.S. Spends More on Health Care
Than Any Other Country
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CHART 12

PRESIDENT BUSH'S HEALTH PLAN
TAX CREDIT/MARKET REFORM

Tax credit ($3,750) to defray the cost of
health insurance for those below poverty

Tax deduction (up to $3,750) to defray the
cst of health insurance for families with
incomes below $80,000

* Market reform

* Basic benefit package

* Elimination of preexisting condition
limits

* Health Insurance Networks

* Malpractice r3form

* Coordinated care or
systems

managed care

* Administrative streamlining
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*- CHART 13

EMPLOYMENT-BASED COVERAGE

* Universal Coverage

Employer choice of private health
coverage or paying a payroll tax for
public plan coverage

Everyone else automatically covered
under public plan

-e Basic benefits with cost-sharing, preventive
services, and ceiling on patient out-of-
pocket expenses

e All payer provider payment and expenditure
targets

* Small group insurance market reform

e Administrative simplification

e Financed by employer/employee premiums
and tax revenues
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CHART 14

MEDICARE FOR ALL

0 Medicare coverage extended to entire
population; benefits improved to cover
prevention especially for pregnant women
and children

* Medicare provider payment
to care of all patients

* Medicare low administrative
to all

methods apply

costs extended

• Financed by tax revenues

CHART 15

SINGLE PAYER PLAN

* Comprehensive benefits provided under a
single public plan without cost-sharing

* Cost controls through global budgets or
expenditure ceilings

" Administrative savings through single
payment system and no private health
insurance

e Financed by tax revenues
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Projected National Health Expenditures
Estimated for 1992-2000
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Summary of Health
By Source of Financing
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Empoyment Based Medicare %ngle Paaxverl
_Coveragae Wan n Market efrm

Coverage Universal Universal Univeru Remaining
Uninsured

Benefits o Hospital and o Hospital and o All medically o Limited
physician services physician services necessary services

o Preventive o Preventive
package package

Major Cost Control o All payer system o Prospective o Global budgets or o Managed care
Mechanisms with expenditure payment for expenditure

I targets hospital services ceilings o Malpractice
reform

o Fee schedule for o Single payment
physician services system

Administrative Yes Yes Yes Minor
Savings

Effect on Current Substantial Substantial Major Minimal or
Health Care Reduction Reduction Reduction No Effect
Spending

N

SUMMARY OF HEALTH CARE REFORM PROPOSALS
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PREPAmD STATEMENT OF SENATOR DAVE DkURENBEmoER

The Finance Committee has been facing the challenge of health care reform for
years. The good news is that reform is now on the national agenda. The American
public is looI to us for action.

However, this national spotlight is bright, and it highlights the differences among
us. These differences are reflected in the number of bills pending before this com-
mittee, 15 at last count and rising. It is also reflected in the views of the experts
on the panel before us today. All of them have reputations for thoughtful analysis
and I welcome their insights.

We can get overwhelmed by our differences, and by the complexities aid the de-
tails of these proposals. After all, this is an 00 billion dollar system.
. Despite our differences on solutions, I believe that we can take heart in the fact

that we do have an emerging consensus on key goals. If we focus on the goals, we
can better critique these various "comprehensive" solutions that are before us.

This is the goal as I understand it:

We all want universal access to superior quality care through universal cov-
erage of financial risk.

In other words, we want MORE CARE for more people.
In our current budget climate, however have to PAY LFSS. There is no need for

me to reiterate the alarming escalation of costs in all sectors of health care and the
ever-increasing budget deficit.

In my mind, while we may have 16 proposals, there are really only two ways to
go to GET MORE FOR LESS:

We can turn it all over to the government to cut expenditures pure and sim-
ple;

OR, we can get more PRODUCTIVITY.
The first approach is one we know a lot about. We all know how government tries

to reduce costs:
It will put limits on provider payments, limits on procedures and technology re-

ductions on new products, new procedures and new ideas. Eventually, there wIll be
limits on services, rationing and stagnation.

Furthermore, before we hand the system over to the government, with its big
- hand down -or the syste , "e should reiember-that -are not very good

at cost reduction in this manner. Just look at Medicaid. The expenditures for this
program are escalating out of control. We spent 70 billion on the program im 1990
anc[ will spend an estimated $122 billion in 1992. HCFA estimates that we will
spend 199 billion by 1995 at current rates. And, critics of the program abound.

We have another, and to my way of thinking, a clearly superior choice. We can
choose productivity.

Productivity is simply getting a better product for less money. Productivity ex-
plains how we can produce increasingly powerful computers for increasingly lower
costs. Productivity characterizes the genius of America and we have never applied
that genius to the health care system.

How do we get productivity? We have to change the incentives to galvanize the
five actors in the health care system-the providers, the insurers, the employers,
the consumers and the government.

We have to change the way we practice medicine. This means more than simply
paying less for endless numbers of procedures but by systematically chasing the
structure, the organization, and the delivery of health care.

I know it can be done. We are doing it in Minnesota. We do it through competitive
integrated systems that offer coordinated care. Many have abandoned the ineffi-
cient, bad incentives inherent in fee for service medicine.
W do it through vigilant employers who understanding how to purchase quality

health care for less. We do it through better information for consumers and reason-
aile incentives to use the system wisely.

It does save money. When you look at the data from a recent Milliman and Rob-ertson study of costs of group health insurance benefits in 400 largest metropolitan

areas, Minnesota cities are far below average in the nation. For example, a similar
insurance package in Duluth is 76% below the national average, while Los Angeles
is 173% above the national average. That's a difference of 97 percentage points for
the same coverage

The fact is that if everyone practiced medicine the way we do in Minnesota, we
could take a couple of points off the GNP devoted to health, just like that. If all
practiced the way the best 10% of providers practice, we wouldn't need massive re-
forl .
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And, even with Minnesota's favorable cost statistics there are still ways to' save
money without affecting the quality of care.

Take William McGuire, for example. Bill is the head of United HealthCare, an
operation based in Minnesota that owns and manages HMOs and offers manage-
ment services. He was the 15th highest paid executive in the United States-a sal-
ary of over I million and bonuses worth 7 million more. Why did he earn so much?

Because he turned a profit of over 78 million dollars doubled the equity in the
company and doubled returns to shareholders. How did he accomplish that? By sav-
ing his clients millions of dollars by identifying more efficient ways to deliver care

_ile I don't condone the size of ais salary, I suggest that in Minnesota and else-
where in the nation, substantial efficiencies and savings can be achieved without
compromising quality care.

What I want to know from our assembled experts, is how we can get more produc-
tivity out of our current system, and how to do so in a timely fashion.

Where can we expect savings with changes in the practice of medicine? And, will
those savings be static one-time savings or illustrate truly dynamic and continuing
productivity.

I urge my colleagues not to opt for what appears to be a quick, painless solutions
by government that will not work and wil) damage the best features of American
health care. Efforts at productivity can get us to our goal of universal access to su-
perior quality care faster, more efficiently, and with long-lasting results.

PREPARED STATEMENT OF ALAIN C. ENTMOVEN

Mr. Chairman, thank you for the opportunity to appear before this committee.
I have come here from California at my own personal expense. I am speaking on

my own behalf as a concerned citizen and student of the health care system. I am
not speaking on behalf of any organization or interest group.

The personal experience on which the judgments I offer is based includes Assist-
ant Secretary of Defense- Medical Center Committee of the Board of Directors of
Georgetown University; President of Litton Medical Produicts; Consultant to Kaiser
Permanente; Consultant to Secretary Joseph Califano on Rational Health Insur-
ance; and Stanford Professor where I teach courses on the Political Economy of
Health Care in the United States, Analysis of Costs, Kiska and Benefits of Health
Care, and Quality Management in Health Care; Chairman of the University Com-
mittee on Faculty/Staff Benefits at Staford and Chairman of the Health Benefits
Advisory Council of CALPEPS that provides health coverage to 800,000 California
public employees, retirees and dependents.

The points I would make in a brief statement are as follows:
1. Our nation's problems of health care cost and acce s are very large, complex,

urgent and inter-related. They cry out for a thorough and comprehensive reform of
our health care financing and delivery systems.

I will refer to market forces and competition. Some people use the rhetoric of free
markets as code words for the status quo. Let there by no mistake. The status quo
is untenable. I will be talking about fundamental, thorough and comprehensive re-
form of our system.

2. There is a great deal that can be done to improve health-care quality and cut
cost drastically by appropriately motivated comprehensive integrated health care fi-
nancing and delivery systems that cannot be done by the disorganized traditional
solo (or single specialty group) practice, fee-for-service third party payment system
that predominates today. (I will refer to the latter as "fee-for-service" for short.)

Integrated financing and delivery systems can:
* attract the loyalty, commitment and responsible participation of doctors;
* avoid costly adversary relationship between doctors and payors created by "fee-

for-service;"
* align the incentives of doctors and th- interests of patients in high quality eco-

nomical care;
* ensure payment for good quality rather than the poor quality often favored by

"fee-for-service;"
* organize to produce favorable outcomes efficiently;
* select doctors for quality and efficient practice patterns; offer educational sup-

port to keep them up-to-date;
• match numbers andtypes of doctors to the needs of the population served. Rel-

ative to fee-for-service this means more primary care physicians to assure ac-
cess; fewer specialists to assure the ones we have are busy and proficient;
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* match other resources (beds, CT scanners, etc.) to needs; in fee-for-service we
have many excesses: beds, open-heart surgery facilities, transplant facilities,
et,;

* allocate all resources--capital and operating--efficiently across the total spec-
trum of care-

* implement total Quality Management/Continuoun Quality Improvement, the
powerful management philosophy adopted by the winners in world market com-
petition.

The RAND Corporation found that compared to fee-for-service in Seattle, Group
Health Gtoperative of Puget Sotund cared for their patients in a randomized con-
trolled trial for 28 percent lees cost. I believe that if they had had serious competi-
tion and price-conscious buyers, Group Health could have done even better, much
better.

3. What we must do is to move our health care system as fast as possible from
fee-for-service to comprehensive integrated financing and delivery systems, publicly
accountable for quality and cost, and with providers at risk for resource use so that
they will be rewarded for finding and adopting less costly ways to care for their pa-
tients.

4. To date so-called "competition" of integrated financing and delivery systems
has not ameliorated our overall cost problem.

That is because, to date, in this country we have not tried economic competition.
In the economic realm, as opposed to the athletic, artistic, or political, and without

further modification by another adjective such as "nonprice," "competition" means
price competition.

There is much misunderstanding and misinformation on this point, but the plain
fact is that with few exceptions such as the Federal Employees Health Benefits Pro-
gram (FEHBP), we have not tried price competition in this country. And even the
FEHBP has been poorly designed and managed from the point of view of creating
price competition.

For there to be price competition, at least two conditions ar' necessary:
I If a supplier cuts price by a dollar, the person making the choice of supplier
gets to keep the dollar if he chooses that supplier.

* The supplier must face an elastic demand curve; that is, if it lowers price it
gains revenue. Otherwise it would always have an incentive to raise price.

Many features of the markets for health care financing and delivery plans conflict
with these conditions. But they could be corrected by wise public and private pur-
chaser policies.

" Most employers are committed to payment of all or most of the cost of a fee-
for-service plan. Their policies do not allow the employee who chooses the most
economical plan to keep the savings. Thus, they deprive the health plans any
market reward for cutting price.

" The income and payroll tax laws have the effect that if the HMO to which I
belong cut price by a dollar a month, it would only save me 60 cents a month
net-aftr-tax. Thus, the marketplace reward it gets is only that which cor-

- responds to a 60 cent price cut, about 60 percent of the increased membership
it would get if we all paid the difference in price with after-tax dollars.

* There is a lack of comparative quality information that could reassure those
considering a change based on price.

* This market is easy to segment by design of benefit package. Thus, a smart pur-
chaser should standardize the benefit package.

* Small groups--say under 100--are usually too small to offer multiple competing
health plant An economical HMO can't capture their business unles a decisive
majority agrees to require everyone to join the HMO. That greatly attenuates
the volume response to price. Small groups should be pooled into large purchas-
ing units that offer choice of plan at the individual level.

5. The only practical way to achieve a system made up of efficient integrated com-
prehensive financing and delivery organizations is through a strategy I call "man-
aged competition."

The goal of this strategy is to reward with more subscribers those health care or-
ganizations that provide high quality care and control cost.

Competition must be managed to take away incentives to segment markets and
select risks.

Managed competition assumes that everyone is covered through a Sponsor, (e.g.,
large employer, public agency or purchasing cooperative) that acts as a purchasing
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agent, contracts with participating health plans, and actively manages a process of
informed cost-conscious consumer choice.

The tactics of managed competition include:
" Qualification of the competitors; preselection of high quality cost-effective com-

prehensive care organizations to participate.
• Periodic open enrollment (no exclusions) managed by the sponsor.
* Defined employer contributions that do not exceed price of low-priced plans;

c-At-conscious employee choice.
* Risk-adjusted sponsor contributions.
* Standard benefit package.
* Informed consumers.
* Informed active management (e.g., monitor voluntary disenrolments, check out

tertiary care arrangements.)

Market forces are the only forces known to man that systematically promote effi-
ciency.

A system of managed competition would be compatible with American cultural
preferences for pluralism and multiple competing approaches, individual choice and
responsibility, and decentralized decision-making.

6. Now let me address the problems of small employment groups.
Roughly half the American employed population are in groups of 100 or less. Such

groaps (and even much larger ones) arc too small to:
* spread risks;
• achieve economies of scale in administration;
* acquire needed information and expertise to function effectively in this market;
* offer multiple choice at the individual level;
o manage competition.
New institutions are needed to consolidate and empower the purchasing side of

this market.
The health insurance industry (HIAA) has proposed the following reforms:
" All members of groups to be covered without individual exclusions;
" No pre-existing condition limitations for previously insured people;
" Guaranteed issue and renewabilitvy;
" Limits on rates and increases for individual groups relative to all groups;
" Voluntary reinsurance mechanism;
" Limits on pre-existing condition exclusions.
While these proposals appear superficially attractive, their implementation would

be ineffective in solving the real problems of cost end access:
o The HIAA rules are compatible vit1 15-fold variations in premium among

groups;
• They do not counteract market segmentation and product differentiation;
* They do nothing to lower high administrative costs in small groups;
* They do not open small groups to individual choice of health plan;

.This market is too complex and dynamic, and opportunities for evasion are too
many and subtle, for effective supervision by a passive state regulatory agency.

7 Public policy regarding health insurance and health care are dominated by the
supply side interests: medical associations, hospital associations, other health pro-
fessonals, equipment and pharmaceutical manufacturers, insurance companies, and
HMOs.

By comparison, the demand side in fragmented, confused, poorly informed and
powerless.

To achieve a balance of countervailing power in the Volitical and economic market
places, we need to create strong demand side institutions whose mission is to rep-
resent the interests of consumers and payors, that can consolidate purchasing
power, spread risk, achieve economies of scale in administration, and manage com-
petition.

I propose the Health Insurance Purchasing Cooperative (HIPC), a purchasing
agent for small employers.

In my mind, the inspiration for the HIPC is CALPEPS in which we cover 800,000
California public employees, retirees and dependents. We offer a choice that in-
cludes twenty-one HMOs and six PPOs, and, what is important for present pur-
poses, we cover the employees of 700 local government agencies. This means, for ex-
ample, that the two employees of the Antelope Valley Mosquito Abatement District
get access to the same menu of plans at the same rates as state employees, which
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rates are predicated on competition for a pool of 800,000 covered lives. And we run
it for about $4 million a year, which comes to per person per year.

8. There are a lot of unanswered question about the details of HIPs, but here
in broad outline is what is needed.

Each HIPC would be:
o a voluntary non-profit membership corporation whose board is made up of mem-

bers elected by participating employers and the self employed;
* selected and designated by state governments (one or more per state), based on

geographic units;
* recognized by the federal government who would override opposing state laws,

and make start-up expense grants for those recognized and qualified HJ-IPCs;
* in possession of a territorial franchise and become gatekeeper for the tax exclu-

sion in exchange for taking all covers, community rating, continuity of cov-
erage, no preexisting condition limits, etc.

The HIPC would act as a purchasing agent for small employers and individuals.
* It would contract with managed care health plans to offer enrollment to all em-

ployees of participating employers in annual open enrollments. Plans woxdd
cover uniform effective basic health insurance ber-fits, as defined by federal
law.

• It would contract with employers to enroll their employees in contracting plans.
It would accept all employment groups and all people in groups. It would not
exclude groups or individuals based on health status. It would contract for con-
tinuity of coverage.

" It would manage competition (including risk adjusting premiums).
" It would charge employment groups community rates (with possible demo-

gfraphic adjustments).
* It would manage the Medicaid-private insurance interface; manage health in-

surance earned income tax credits and transferrable tax credits (if any).
" It would manage COBRA continuity for participating employers.
" It would measure and monitor quality, compliance with program gelds.
* It would prepare informative materials for consumers.
Participating health plans would agree to:
* meet a definition of managed care;
" accept all enrollees without waiting periods or exclusions, and cover them for

the year of enrollment for a price set in advance;
" set a "community rate;"
" guarantee renewal unless they withdraw from the program entirely);
" cover the standard benefit package;
* provide an agree-upon data set on outcomes and quality;,
• bear full risk (HIPCs do not bear risk).
Participating employers would agree to:
" offer coverage to all full-time employees and their dependents without waiting

periods or exclusions;
• continuity of participation (i.e., rules to prevent opportunistic switching in an

out);
" make fixed defined contributions not to exceed the-price of the lowest-priced

plan offered by the HIPC;
" make payroll deductions; make secure payment arrangements for employer and

employee contributions.
9. If this is a good idea, why hasn't it happened out there in the free market of

America?
The main problem is that there is a wide variation in premiums among groups,

and the low-cost groups won't voluntarily pool with the h-cost groups. If only
high-cost groups participatel the pool is destroyed by a spiral of adverse risk selec-
tion.

I believe this is short-sighted. Eventually, low-cost people become high-cost peo-
ple, at which point they wish they had been pooled.

My point here is that some powerful incentive is needed to motivate the better.
than-average risks to pool with the worse-than-average risks.

I recommend that v:m put tho power of the tax code behind HIPCs. Cover America
sea-to-sea with HIJ's. Then condition eligibility for the exclusion of employer-paid
heath insurance on purchasing through a .IPO.

Once in, small employers of better than average risk will of course realize impor-
tant advantages ircludin.
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" great economies of scale in administration; and
* stability of rates, because rates will be based on thousands of enrollees.
10. With HIPCs in place and working effectively, we could see a path to universal

coverage much easier than any other we see today.
Wide variations In premiums make it hard or impossible to mandate employer

participation. HIPCs could assure employers of availability of coverage at competi-
tive community rates.

A limit on tax-free employer contributions at the level of the price of an efficient
plan is an essential part of a market reform strategy. Moreover, it is a good source
of revenue to subsidize coverage for the uninsured.

Beyond special interest groups complaints, there are three objections to such a
limit:

" Concern whether it will keep up with medical costs.
* Concern over geographic variations.
" Concern over wide premium variations among groups within an area.
A limit tied to the price of the low-priced plan in each HIPC area could avoid all

these objections. The cap would apply to everybody in the area, not just those pur-
chasing through the H .

11. Implementation steps to universal coverage might go something like this:
* All employers are required to cover all full-time employees (i.e., offer coverage

and make a defined contribution equal to 60-100 percent of the price of the low-
est-priced plan in the relevant HIPC area). Payroll withholding of employee
share required.

* Coordination of coverage rules regarding dependents. (Like COB.)
* Parll tax on all non-covered employment (part-timers).
* Self-employment and/or AGI tax for those who have escaped above taxes. (Ev-

erybody contributes in relation to ability to pay.)
* H]PCs offer to enroll anybody not covered through employment and to pay the

price of the lowest- p riced participating plan. hle HIPC would bill the state for
premiums not paid by employers.

The funds for these subsidies would come from:
" federal (and state) income, payroll tax revenue savings realized from the limit

on tax-free employer contributions;
• payroll taxes and AGI taxes on those who escape the mandate;
" state revenues previously devoted to care of uninsured (e.g., state subsidies to

counties for Medically Indigent Adults in California; Bad Debt Free Care pool
in Massachusetts, etc.)

EsPONSaEs OF PROFESSOR ENMhOVEN TO QUESTIONS SUBMM D BY SENATOR
MITCHELLII

Question No. 1. How would your system of Health Insurance Purchasing Coopera-
tives (HIPC's) be organized?

Answer. There are several ways this might be done. The question deserves further
study. I am looking for favorable precedents.

One good way would be as follows:
(a) The governor in each state would designate one or more HIPC areas.
(b) The governor would appoint initial directors for staggered terms, chosen

from a list of nominees by employer, labor and civic organizations. Subse-
quently, some of the directors would be elected by participating employers.

(c) There would be strong, conflict of interest provisions for directors and staff,
including prohibitions on links to providers or provider organizations servicing
the HIPC, and prohibitions on political fund )'aising by directors.

My own preference would be for direct acti on tW create HIPCs with exclusive terri-
torial franchises, and accountabiliv partly through the political process and partly
through election by the constituency %erve..

As is the case with all political institutions, there is no ideal.
4?restion No. 2. Who would make decisions about limiting the numbers of TflPCs?

r. The governor. I do not favor multiple competing HIPCs without terri-
torial franchises.

However, I believe we should be open to arguments for and against competing ap-
proaches.

Question No. 3. How would this work in rural areas?
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Answer. There are several strategies that might be tried in rural areas, depending
on the circumstances.

One would be for the HIPC to seek out and encourage metropolitan-based HMO's
to open primary care satellites in rural areas.

Another mig ht be "competition for the field" where "competition in the field" isn't
practical. A H1PC might issue a RFP for a private sector managed care organization
to create and operate a managed care system. This might be coupled with competi-
tive contracts for tertiary referral care.

I think key elements include:

(a) stable medical purchasing power;
(b) some consolidation on the demand side; and
(c) prospective payment and management of a system of care as opposed to

traditional fee-for-service, solo practice and remote third-party payment (as in
"Americare.") The Jackson Hole Group is convening a special meeting focusing
on this issue. The participants will be people experienced in organizing and pur-
chasing rural health care. If a member of the Senate were interested in partici-
pating, he or she would be welcome.

Question No. 4. Who would decide the membership of HIPCs?
Answer. Enabling legislation. See Answer (1).
L question No. 5. How would you avoid adverse selection?

wer. It is not so much "avoid" as manage. I have written extensively about
the strategy of Managed Competition. See e.g., A. Enthoven, "Multiple Choice
Health Insurance: Tlle Lessonm and Challenge to Employers." Inquiry, Vol. 27, No.
4, Winter 1990.

COMMENTS ON TOBY COREN'S PIECE

Toby Cohen is angry at Senator Kennedy for "deserting" the Health Care for All
Americans Act of 1979 and cosponsoring Senator Mitchell's HealthAmerica, "a plan
with a hole its cost containment side as gaping as the leak in the Enthoven plan."
I think Toby Cohen is correct about the ineffectiveness of the cost containment pro-
visions of ealthAmerica.

I have proposed that we in America create a system of managed competition in
which powerful market incentives would motivate health care providers to fid ways
to improve quality of care and service while cutting cost. The guiding force would
be informed cost-conscious consumer choice. But Toby Cohen never refers to my
phrase "informed cost-conscious consumer choice." Ins ad she caricatures it as an
attempt "to drive most of us into HMOs" using "pain in the pocketbook," "compul-
sion," membership "driven into an HMO," "Enthoven's goading," "regimented into
collectives," etc. (Italics added.)

I suppose I should be grateful the writer didn't also say "whipped," '%eaten" and
"tortured."

Frankly, this is not a serious piece of public policy analysis. It does not represent
the editorial views of the New York Tintes. The editorial views of the Tues favor
my managed competition proposals, as the enclosed editorials illustrate.

It is very disappointing indeed that a United States Senator would waste his time
and mine, and the taxpayers money over such a childish piece of name calling by
n antgy person whose views are obviously so far out of the mainstream of Amer-ian thought.

To represent more accurately what T am proposing, I enclose a copy of the cover
story from the April 1992 World Monitor.
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Is It Health Care Reform? A Test
President Bush, jolted by Harris Wofford's

shocking victory in the Pennsylvania Senate race in
a campaign calling for health care reform, now
seems moved to develop a health care proposal of
his own. It's about time. With 40 million Amaricans
uninsured, and everyone else socked with double-
digit hikes in premiums, the need to provide univer-
sal, affordable care is obvious.

Scores of plans are now before Congress. Some
call for a Government Insurance program modeled
on Canada's. One proposed by Senate Democratic
leaders wou!d require employers to insure their
employees or else pay a tax to defray the cost of
public insurance. Another proposed by the Heritage
Foundation, a conservative policy organization.
would require everyone to buy insurance with the
help of tax credits. And now the White House plans
to weigh in.

What principles should determine whether any
plan merits support?

First, the plan should rely upon competition,
not regulation, to guarantee low prices and high
quality. Government regulators can't weed out in-
competent doctors any better than they can elimi-
nate incompetent bank managers. By this yard.
stick, both the Canadian-style plans and the Senate
leadership's proposal fall short.

Second, the plan should rely on sophisticated
purchasing agents because many Individuals aren't
capable of shopping for insurance on their own.
They don't know how to evaluate doctors or monitor
treatment. This principle works against the Heri-
tage plan, which supports -i lividual purchasers.

The plan that best fulfills these two principles is
called managed competition; its principal architect
Is Alain Enthoven of Stanford University. Individ-
uals would be organized into groups headed by
sophisticated sponsors, say an employer, who would
negotiate coverage with a fixed panel of doctors and
hospitals and would monitor treatment. Health care
providers would have to compete to win contracts
from the sponsors, and would thus be forced to offer
high-quality care at attractive prices.

New Federal laws will be needed to bring about
managed competition. Here are some essential
,1 r-dwiTt,•

Spur Cost-Conscious Choice: Many consumerschoose costly fee-for-service plans over cheaper

managed-care plans because the tax law allows
them to deduct the full cost of either choice. This
problem could be mitigated by limiting tax deduc-
tions to the cost that a managed-care plan would
charge for basic coverage. The Heritage tax credits
are structured to provide consumers incentive to
choose low-cost plans, but the Senate Democratic
plan does not do so.

Prevent Discrimination: Insurers have fero-
cious incentive to tailor their plans to exclude
chronically ill applicants, whose treatment is very
costly. To prevent this discrimination. Congress
would need to require that tax-deductible plans not
exclude applicants on the basis of medical condition
or drop enrollees for any reason other than non-
payment of premiums.

Combine Small Employers: To prevent small
employers from hiring only healthy applicants, as a
way to minimize health care costs, Congress could
require that they join together in large groups to
buy insurance or forfeit tax deductions fcr health-
care premiums.

Create Public Sponsors. For people who have
no other recourse, Congress needs to provide auto-
matic access to a public sponsor offering managed
care. The premium would be based on income.

Override State Obstacles: Many states, suc-
cumbing to lobbying by organized medicine, have
obstructed managed-care plans. Some states limit
the penalties sponsors can impose for using doctors
outside the plan; other states force sponsors to
accept any doctor who applies, thereby making
quality control impossible. To solve this problem,
Congress needs to forbid state restrictions on man-
aged care.

When the White House finally gets around to
proposing form, its plan should be judged by three
basic tests: Does it compel consumers to choose
low-cost coverage? Does it provide universal access
to group coverage? And does it strip away legal
obstacles to managed care?

If the answers are yes, and the plan is ionple-
mented. then managed care will flourish. And no
longer will Americans need fear the financial ruin
of catastrophic illness.



244
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merican health care costs too much: more than
$800 billion this year, approaching 14% of GNP
Canada and Germany get their health care for
less than 9% of GNP, Japan and Britain for
much less. On the present trajectory, next year
Americans will spend more than three times
on health care what they'll spend on national
defense, more than twice what they'll spend on
education. These costs are straining public
finances. How and why has this happened?

H edsare outlays for older Americans,
about S88 billion in 1988, will reach S130
billion this year. Medicaid outlays for
poor people. $54 billion in 1988. wil -be
more than 5104 billion this year.

Medical costs are a disaster for much
of the US private sector. One of General
Motors* big problems is an unfunded lia.
bility o( 516 billion to $24 billion for retiree
health care. The total for the whole pri-
vate sector is well over S300 billion. These
are resources that won't go into plant
modernization or product engineering.
America has too many hospital beds
theree about 64% occupied), too many
medical specialists doing too much sur-
gery. and too much high-tech equipment.

The US medical care system was not
organized for quality and econorny. It was

organized to meet the conflicting profes-
sional and financial interests of doctors.
ospitals inran companies-and

made worse by the inflationary way in
which employers and unions buy medical
care. There is practically no accountabil-
ity for quality of care or coats, little incen-
tive to do things in less costly ways.

Let me explain by contrasting the
health-care system that we in America
uow have with the health-care system we
need. il follow with some suggeisons as
to how we can get from here to there.

ADtERSAtl WITH AN III MNIER
Th ,..n',w m i. ' i t .d would he m ade up of
cohesive organizations attracting the loy-
alty, commitment, and responsible par-
ticipation of doctors who would under-

%0ALD 6110 -
4

.SIL 19Y2

.~?



246

Nigh rwW: PET wo isom ofambgb-bo d&fwgmphmm-cmctm p pppp-
ML 1-23.5



246

American heath cam needs a
market-enhancing regulatory structure comparable

to the Securiles and Exchange Commission.
stand and accept the proposition that
economy in health care is a worthy goal.

77e s%'em .v hee is an adversarial rea-
-0ihip beracen independent doctors and

third-party payers. Most doctors feel no
responsibility to control the costs tc the
thin-party p They ar taught that.
fim and only responsibility is to the patient.

An article in the Journal of the Ameri-
can Medical Association three years ago
reported that a majority of doctors would
deceive the insurance company to get a
claim paid if they felt it should be paid. Do
a rhinoplasty (the cosmetic procedure
known ass "nose job." usually not covered
by insurance) but report it as a sepopas-
ty (the presumably medically necessary
procedure to open nasal air passages).

Doctors feel that restraints by third.
party payer ae an unwarranted infringe.
ment on their professional autonomy.
Think how you would feel if you had
decided your patient needed to be hospi-
talized, but first you had to call an 800
number and get permission from a com-
puter-assised nurse?

The payers can't beat the doctors in
such ga:'-es. It's time to cut a different
kind of deal.

IF-F11-SEIVICt 01 FIE-F0-EFFICIICTt?
7he s ' icn %- need would align the incen-
ives of doctors and the interests of pa-
tients in high-quality economical care.
Providers of medical care-doctor and
hospitals-and payers would contract
selectively for global unit of care; that is.
units based on person years (individual
contract duration) or complete cases (op-

erdtos, for example) The parties would
agree on prices set in advance, with pro-
vidrs at risk for resource use; that is, tak-
ing the risk of any los owing to their use
or overuse of medical resources-

The m Heart Istat has made this
approach fanou open-heam operations
on a complete-cae basis for a fixed price.

7he , vsem we hiv. based largely on fee-
for-service payment, often pays more to
poor performera then to good ones Doctor
A makes the correct diagnmis promptly
and does the appropriate (Le. best for the
patient) priced with skill mod proficien-
cy sothe patient's problem is solved with
no conprcations. Doctor B needs many
repeated tests and visits to reach A oiag-
nosi does a procedure with poor pro-
ficiency, creates complications (like inec-
tdon). and doem't really solve the patents
problem. Guess who is likely to be paid
more money under fee-for-service.

OB1TCOIS M5 ALT[EIAIIT1II
7he n-stem we need would be designed to
produce favorable health outcomes ef-
ficiently. It would systematically gather
data on treatments, resource use, and
health outcomes (did the patient survive
six months? did the treatment solve the
problem? can the patient walk? work?).
Clinic decision would be based on anal-
yses of such data. Dr. Paul Ellwood, a
leading health-policy thinker, calls this
"outcomes management."

77Te system e have knows little of out-
comes data, virtually nothing of the rela-
tionship of resource use to outwme The

AAWc. CEMOVEN Wa written wdely-; .economics, heah care, systems
analysis in a carer ranging font Oxford University (Rhodes

scholar, visiting fellow) to MIT (economics instructor), the RAND Corporation
(economist), the Pentagon (assistart secretary of defense for systems

analysis), and Litton Medical Products (ptesiden), not to mention numerous
other posts in the US and abroad. Since 1973 be has been teaching

at his alma mater. Stanford University, where he is both professor of public and
private management and professor of health research.
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scientific information base un-
derlying much medical practice is
small For most medical treatients
doctors $imply cannot point to good
relevant data linking outcomes,
treatments, and resource use to sup-
port their choice of therapy in com-
parison with other reasonable but
less costly alternative

PtVtl¥IT@1 AND FOLLOW-1-P

7he svem ise need would emphasize
pee e early dignos and treat-
ment, and effective management of
chronic conditions to prevent them
from becoming serious acute prob-
lems For instance, it would we com-
puters to send reminders to parents
of children scheduled for immu-
nizations--and follow up until the
duren were immunked.

The sysf,, ,iv have does roorly on
preventon and primyAre. Rough
ly 40% of children, aged I to 4 lack
basic immunizations for childhood
infectious diseases. The US was
down to Z,00 measles cases in 1985.
but up to more than I,= by 1969.
About 20% of white mothers and
40% of black mothers don't get pre-
natal care in the fis trimester of
pregnancy. But the US system is
quite open to the financing of very
costly high-tech care, such a neon-
tal intensive am for low-birthweight
babies.

TOTAL 11LITT MANaGIN1ll
The .vrtem %e need would practice
"Total Quality Management/Con-

powerful management philosophy
developed by W Edwards Demin.
Joseph Juran. and hil Crosby that has
led to the major gains in quality and pro-
ductirty that we associate with wold-class
industrial competitors Like Honda,
Hewlett-Packard, and Xero. The health
services industry s virtually untouched by
this movement. Only in the late 1980s did
a few leading health-care organizations.

BEST AVAILABLE COPY
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such as the Harvard Comnmunir% Health annual productivity' improvements
Plan and Intermountain Health Care, get
seriously committed to continuous quali-
ty improvement Health-care leader such
as Intermountain s Brent James and
Harvard s Donald Bervick have made an
impressive case that Csntinuous Qualhty
Improvement could generate gntn,.ant

1;-, I,', .' - " violates modern con.
cepts of quality. management in mans
w4ays Itk works on what Dr BerAick calls
"the bad apple, theory '" If a bad outcome
happened. it must have been because
some bad pers-n mesed up and the sys.

tern should find and penalize him Not
surprisingls, this attitude leads to cover-
ups and evasion of accountablits

li. -r,,, ,- ig c doesn't embod prop-

er statistical thinking It looks at one case
at a time to see what went wrone rather
than. sa., 5Xt cases at a time to see wkha:
correlates w,,th ixid outcomes Phovocin,
are socialized to have a self-image as
autonomous actors whose correct deci-
sions will save the patient This 55krk,
against the teamwork and process-mId
edness. cutting across departments and
profession. that is needed for Cintinuous
Quaht; [mproement

SELECTING OtCTORS
'r '' " ct v:ould be baed on

organization that careful selct: doctor,
for quality and efncient prac',:c ,itterns
Performance v arises Aidets arnong phvsi-
cians Patients hoae a hard time assassin
technical aspects of qLarT lhat take,
arals's, it coi mplc data from man,.
paltents And most patients can t tel
whether their dotiir is up-to-date or not
Thes need sstemati: help

Till ",. I,'' .,, L- has no effective me ih-
anasm to prtte.' the population from p,, r
or out-of-date doctors Malpractice htLi-

tion doesn t separate the good from the
bad Sta:re teulators find they have to bc
able to prove unacceptable behaii'r III
court ito lift a medical lensc The deen-
dant d tors can tie them up in court lvr
years. then move to another state

MATClMG DOCTORS IND NEEDS

' ' :. '' I ,,' '. ourd career]. maih
the numbers and types or doctors to the
needs of the population served with pien-
ty of primary care phsicians to assure
patients convenient access to a doctor,
and a number of specialist small enough
to assure that each %,il! have a full sched-
ule seeing just the types of patient he or
she was trained to see This keeps the spe-
cialists proficient in their specialties and
reduces their incentives to do unneces-
san surgery

T t. , , , ii.., has too man special.
ts and too few primary care door
general internists, family practitioner,

pediatricians) The numbers and rspes of
doctors turned out by. resident programs
are driven bs the needs ot government.
subsidald training programs for cheap
labor in the form of residents and h stu,
dent expectations of higher Income, and
easier lests es in the speciajtle'
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Government can't pick good doctors
or health-care organizations any more than

it can pick good bankers.
iCOOMItS OF SCALE

/Pi. it., would concentrate
complex proce '!es in high-vo.ume
regional centers to take advantage of
economies of scale and experience. Re-
search ahows that. for complex operations
like open-heart surgery, practice makes
perfect: High volume is associated with
low death rates and low costs.

r,,, ' ,:, , i:,: . proliferates facilities
fo heart-surgery and other procedures-
facilTes that remain underutilized. In
California, more than a third of the hos-
pitals doing open-heart surgery have
annual volumes below the 150 minimum
needed for proficiency and patient safe-
ty. In Des Moines. Iowa. in 1987. one hos-
pital did seven kidney transplants while
another did ten. They should have been
done at the University of Iowa Hospital.
about 100 miles away, which handled 75
cases that year.

MAKING tECONOLOGIES PROVO THIMStLVIt
0I, ,,: -'. would put the burden
of proof on expensive new sechnologies-
and require their worth be proved before
they are put in general use. It would con-
duct ongoing technology assessment and
facilitate a rational response to the infor-
matiio'produced.

i,: ,, , . , i the courts. the media.
and unrealistic patient expectations are
forcing health insurers to pay for extreme-
ly costly technologies-such as autolo-
gous bone marrow transplants for AIDS
-before they have been shown to be
effective. Many very costly technologies
ar put into practice before they have been
thoroughly evaluated.

BNFITS taRSUS COSTS
I v;, r irsN. • ,. vre'i would encour-
age informed ,iot-conscious decision-
making by doctors. They wouldn't do
things having very high costs and very lo%
marginal benefits. For example. Genen-
tech has very successfully marketed TA.
a drug based on recombinant DNA tech-
nology- that dissolves blood clots diagnosed

,oRo, MoNrTo, 38 APLJL 1992

as causing heat anacks -fr about $200
a treatment. Recent ar-ge-scale controlled
trials show that intrmaenous streptokinaise
is just aseffecive-at about $200 a treat-
ment. Genentech'a experts are debating
the results. But TPA wouldn't sell much in
a cost-conscious system.

aCCOUNTABLE IALTe PAtTIISeIPS
How can Americans get from the system
we have to the system we need? There
isn't a simple single easy intervention that
can get us there. We need a comprehen-
sive strategy bypurchasers that matches

in sophistication the compietity of the
indu, ' we're trying to change.

A group of health-policy analysts and
industry leaders have been meeting annu-
ally at the home of Dr. Paul Ellwood in
Jackson Hole, Wyoming. to discuss what
such a comprehensive reform might look
like. Here. in brief, are some of the main
Jackson Hole Group proposals.

First, purchasers need to direct sri
purchasing to what Ell%%ood calls Ac-
countable Health Partnerships." These are
defined as:

Organizations that integrate the func-

Cost-Conscious Health Care Does Exist

Is the health-care system America
needs purely theoretical, or are there reasonable approximations to it in exis-
tence in actual practice? I believe such organizations exist in the form of pre-
paid multi-specialty group practices such as Kaiser Permanente, Harvard
Community Health Plan/and Group Health Cooperative of Puget Sound, and in
ether larp mut-specialty gPeeP practics that meat or to Groap Health Cooperative of Puget
operato partay ma per capita pepayret basis Sound. a hu marrisence orgainmat (HMO).
like the Mayo Clic in Rotacese Minoes-. the Over a five-year period. Group Hulth cared fnr its
Park Micoet Medical CeWr t loin fetes. and patents at thoet 23% leMs tCaftee-or-servce-
the Pat o Medical CInic. and produced equal health outcomes. It did so in

Semne riders may haye a fried or family the nance of an price compete bon. (Manry other
member wo was n-I poete y Lyan orniza- nemor ldsnil cempasons bave prod ued itm-
!aeen krthese. The weld o medicine. Mik the rest Ear resells.
o the world. Is Impeaect. Ad orpizing medical I asked Greep Hulth's medical director: "If
care for quality ef eceeom Is Very difficult to Ie had had $ignifcanlt price competition and
de. Nobody Is Saying these organizations we per- most pece-otniows esteem could you be
led e clon 6 Sowe may so do a pod job. reduced costs an their 10%r The answer: "Esi
Ceimpet could ae them bete fl we had bad sach ae incentive."

What I am saying is that f le look It how the Oe inp"o t roasen why organization s ike
pod ones are erpizd, peel see something at these den'l serve mor Amsericas is that many
sakes sense. emplyrtis do at eir employes the oppor.

Anddpe louatthe pelorme ufthegood aitybo I jonem. O i theydo, most stptoyen
en povls a promisia model for th rest of either pay the ole cost whether te employ

th healtvhcar sytem. cheeses; r lostal be-for-nervs er a loss cwos-
The RAND Corporation di an experiment in by atrsuve. or at Mst the employr pays sub-

which people were randomly assigned to tradi- stantially more on behalf of the employee who
bosal e-hor-service care with third-party pay- chooses fen-for-servico. lack in the 150s asd
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,ions of care provision and insurance. s
that providers share in the risks of the cot
of care and are motivated to reduce ',si

Organizations that are publicly ac
countable for quality and cost per capit
using "generally accepted accounting
principles" for outcome measuremen
and reporting (taking account of patient
mix. for example).

Organizations with greatly improve,
computerized dinica] information system
that generate data relating outcomes ti
treatments and to resources used as
guide to improved medical practice.

Organizations that can contract selec
tively with the numbers and types of do
tor needed for the population served: tha
can select doctors and other providers
and that can contractat wlI (Le. not rent
contracts of poor performers without hay
ing to prove their deficiencies in court).

STANDARDS 01DS
American health care also needs a mar
ket-enhancing regulatory structure, com

l s wha ba isrtm was cheap, employ-
as prominsd their iployem they'd pay lht full
cog or ma o the Sd e fditaoWf be-sr-
ani pa de ars - droetais t ata-
eas ePlq ebyhsnplrg yal sly payfertlis
M osco*stlyNK

As t It. most US labor disprtes theta days
re , health-car Issus. get th prese pat-
we whales or dlstroys te emptoyes' finan-

it hite H to the loss sy heath ears
plan-0y do't get to W the tngs. Worse
pat, ris dstoys the hM plan's Incentivn to ho
lean crt Why strg cta sntn a: out&
elo rw me-yo podium f tho people vft make
V decse wter of at to -, Yea don't get
to heap U dealir?

Ia ethr wwds, oMpliae sMng kealth-
am Wa ae ew quality ad total aot to
care pr pore has ad keen Wld, The market
hus pabohee dm eppalm lmm
profit RON fto soctino d risks and so.

wit dete stst mane ears aftleet Morese
c plarotlve daU on kalth osatems are not

It's lard for cost-effectiv alteroativss to
pmnpif In a aost-sseau enmiromett, In-
deed, wt today's employer policies. it is little
weodeft US kas a inflatiotr sprsL- A.C.C.
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o parable to what the Securities and Ex-
4 change Commission and the Financial
t. Aouning Standards Boar do for fian-
*- cial markets. Markets require information
a to function effectively. The Jarkson Hole
g Group proposes an "Outcomes Man-
.t agement Standards Board" so set data col-
t election and reporting standards for Ac-

countable Health Partnerships and to
d establish a national data system for patient
s outcomes and other quality measures.
o Costly health technology decisions are
a now often being made irrationally by the

courts and the media-who don't appear
- to understand why insurance companies
- should not be forced to pay for expensive
t therapies of unproven efficacy. Individual

health plans and employers can't stand
v up to these pressures. They need help
- with such medical-lexicon decisions as:

Under what condit ins, if any, can pa-
tients benefit e ou s from liver trans-
plants, autologL is Lone marrow trans-

- plants for metastasized breast cancer, and
- the like to justify the cost? These deci-

sions must be made collectively by an
informed authoritative process that can
command respect and support. If the
medical societies or insurance companies
try to do it, they get sued for anti-trust
violations.
, The group proposes a "Health Stan-
dards Board" to assess medical technolo-
gies and medical practice effectiveness and
advise on a list of "uniform effective health
benefits" that would be covered by all tax-
favored health insurance plans.

Next, consider that roughly half of
American workers are employed in
groups of 100 or less or are self-employed.
These groups are far too small for the
spreading of risk, for economies of scale
in administrative costs, or for acquisition
of the expertise needed to purchase
health care effectively. Competition at the
level of individual choice is blocked in
small groups because such groups are not
large enough to be able to offer compet-
ing health-care plans to employees. Em-
ployees in these groups need to be pooled
into larger units. Richard Kronick, of the
University of Califomia. and I have pro-
posed "Public Sponsors" and "Health
Insurance Purchasing Corporations," col-
lective purchasing agents for small
employers and individuals.

MANAGED CO .flTllllON
As it is. insurers often profit more from
selecting good risks and segmenting mar-
kets (se box) than from joining with doc-
tors to manage care efficient, because
the health-care market in general has not

been structured appropriately. To correct
this, I recommend to large employers and
to Health Insurance Purchasing Corpora-
tions a strategy called "managed compe-
tition." Its purpose is to reward with more
subscribers those health plans that pro-
vide high-quality care and effectively con-
trol cost, and to take the reward out of
attempts to select risks and segment the
market. The idea is to create a market
driven by informed cost-conscious con-
sumer choice.

Under this strategy, the large pur-
chasers would:

"Qualify the competitors; preselect
high quality cost-effective comprehensive
care organizations to participate.

@ Run, an annual open enrollment in
which covered beneficiaries make choic-
es and the health plans accept all comers.

v Structure prices to consumers so that
consumers are fully price conscious in
choice of plan: i.e., if Plan A costs $5 per
month more than Plan B, those subscrib-
ers who choose Plan A pay $5 more.

'Contract for a standardized benefit
package (list of covered services) to focus
competition on total price and quality, not
on whether Plan A offers birth-control
pills while Plan B offers eyeglasses.

"Compensate the plans that enroll a
disproportionate share of people with
higher expected medical costs.

MARtET fORCES
This all sounds pretty complicated. Why
not just turn the whole US health care svs-
tern over to the government and let
Washington run it? There are a lot of
answers to that. I would be concerned by
the possibility of a very large-scale replay
of the Federal Savings and Loan and
Federal Deposit Insurance Corporatiorn
fiascoes. Government can't pick good
doctors or health-care organizations any
more than it can pick good bankers. It
can't create or order the system Ameri-
cans need. I'd be concerned about the
quality and economy of care produced by
a government-run system.

But the answer I'd stress here is that
we need to go from today's inefficient,
wasteful system to a truly efficient one.-
And the only forces known to man that
can transform inefficient industries into
efficient ones are market forces. Govern-
ment, especially the US government with
all its checks and balances. just can't do
that.What government might be able to
do is help create a system of managed
competition in which market forces take
the health-care system from the one we
have to the one need. WM
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PREPARED STATEMENT OF SENATOR ORRIN G. HATCH

[May 6, 1992J

Health care reform is a topic in which we all have a stake.
Over the last recess, I held public meetings in Utah on the problems of our health

care system.
I heard from senior citizens on fixed incomes struggling to meet their health care

bills.
Retirees with corporate sponsored health plans are confused and do not under-

stand why their out-of-pocket costs rise while their benefits shrink.
Likewise, Medicare beneficiaries face escalating medigap insurance premiums. Al-

though they qualify for our Medicare program, they still do not feel secure about
their health insurance as they reach deeper and deeper into their savings to pay
for insurance and for their prescriptions.

I also heard from many doctors who were concerned about the red tape that goes
along with federal reimbursement policies. Some physicians may no longer wish to
participate in the Medicare program, which will hurt our elderly citizens. I also
heard frustration regarding the current, hostile medical malpractice environment
that raises insurance costs, engenders the practice of defensive medicine, and gen-
erally interferes with the traditional doctor-patient relationship.

About one-in-ten citizens in my state of Utah lack health insurance. Some of these
uninsured Utahns attended my meetings and shared their frustration and their dif-
ficulties in getting what most of us take for granted--good health care for their fam-
ily members who are sick.

I heard from several representatives of our vital small business community whose
health insurance costs are skyrocketing to the point that those who offer insurance
feel compelled to consider dropping it and those who would wish to offer this benefit
cannot afford it.

In the midst of a recession small employers are particularly concerned that impo-
sition of employer mandated health insurance could literally spell the life or death
of their business.

I also heard from managers of health care providers and insurers--our hospitals,
clinics, group practices, testing labs, and insurance firms--who told me of their un-
relenting daily battle against red tape and almost incomprehensible regulations lust
tolprovide r.eded medical services for our citizens.

From our state government, I heard further elaboration on the tale that is being
told all across our country: State spending on Medicaid is exploding with no end insi ht.I am certain that all of my colleagues on this Committee have heard similar con-

cerns expressed by constituents. The inextricably linked problems of access and cost
are straining the American health care system. We all kow this. We all are com-
mitted to addressing these problems.

Achieving an consensus on solutions to these problems will be difficult, particu-
larly in fight our large annual budget deficit and ever increasing national debt-
now approaching $4 trillion.

It is especially troublesome to me that the federal government is payig more this
year to service the national debt than we are to finance Medicaid and Medicare. Any
solution to our health care problems cannot and should not exacerbate our problem
with the deficit and growing national debt.

For my part, I pledge to work with you, Mr. Chairman, and my fellow colleagues
on this Committee and in the Senate in fashioning measured, beneficial, and nec-
essary reforms to the system.

Health care reform is a policy issue unlike any other domestic policy issue-it af-
fects every one of our 260 million citizens.

To succeed in this endeavor, it will be critical that all of us in the Congress do
everything in our power to see that the American public is actively engaged in this
debate.

I feel compelled to restate my general view that the key to success in this endeav-
or is to employ, wherever possible, market-based reform mechanisms such as con-
tained in the proposals of President Bush and the Senate Republican Health Care
Task Force. I believe that, over time, a strong majority of the Congress and the pub-
lic will see the benefit of this approach.

As this Committee continues its deliberations over this important issue, I look for-
ward to hearing from today's panel of expert witnesses.
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Mr. Chairman I look forward to participating in this hearing this morning. To-
day's subject is I believe crucial to the success or failure of health care reform. I
know that many of my colleagues share my strong feeling that any meaningful re-
form of our health care system must include the reduction in the rate of growth of
health care costs. It is the frightening prospect of oar unchecked health care cost
growth rate that is precipitating the willingness of many Americans to consider
major health care reform. Mr. Chairman I commend you for addressing this issue
head-on today and bringing together this knowled eable group of experts.

I believe that Americans are generally satisfiedwith our health care system. We
like knowing that if we are rushed to the hospital with a serious condition we are
going to be treated by the most skilled physicians and nurses and with the most
advanced equipment m the world. We like the freedom of choosing our own doctors
and the almostimmediate availability of treatment when we want it or need it.

On the other hand Americans are deeply concerned about rising costs. Just last
month 1 was in Utah talking to people about health care reform; clearly the high
cost of health care was a primary concern for many constituents. We cannot sepa-
rate the problem of high health care costs from the issue of access to health care.
They are inextricably woven.

The tendency of today's health care debate is to focus on reforming the health care
delivery and financing systems, while ignoring the external environment in which
these systems operate. Demographics, genetics, lifestyle and behavior choices, work-
ing environments, and the interaction between the American health care and legal
systems--all are influences that can't be .ignored.

Unfortunately, these influences are more easy to recognize than to quantify and
are often lost in the debate. Nevertheless, these factors affec the health care system
and, together, can impair health status, increase demand for services, raise costs,
and create barriers to obtaining care.

For example, the number of people age 65 an.l over is expected to increase from
32 million in 1990 to 63 million by 2020, and to 72 million by 2040. In other words
by the year 2040 20 percent of all Americans will be age 65 or over. This has signifi-
cant implications for public and private spending under Medicare and for long-term
care.

The genetic makeup of individuals has a profound impact on the health care fi-
nanc and delivery system. Family histories display common risk factors for a va-

ey o diseases, including cancer and heart disease.
Many choices individuals make about their lifestyles put them at higher risk of

serious illness and increase spending for health care. Smoking costs the nation $52
billion annually, with drug abuse following close behind at $44 billion. We spend
$4.4 billion on gunshot wounds each year alone. Over one million women seek medi-
cal care every year for injuries caused b y domestic beatings. The total annual cost
of sexually transmitted diseases excluding AIDS, is over $3.6 billion. The cost of
AIDS is projected to be between 15 and $13 billion in 1992.

Our legal system contributes to the problem of rising health care costs in several
wayswe have a medical liability crisis on our hands. In the 1980's the frequency of

malpractice claims and the size of awards dramatically increased, driving up the
cost of medical malpractice insurance. The average medical liability premium for ob-
stetricians and gynecologists in 1989 was $37,000.

The fear of being sued is driving practitioners out of high risk specialties, espe-
cially in the rural areas of our country. This is certainly true in Utah where more
than half of the general and family practitioners have stopped providing obstetrical
care.

In an effort to protect themselves from lawsuits, physicians practice defensive
medicine by ordering excessive tests, follow-up visits, and consultations. Estimates
of the cost of defensive medicine range from between 5-20 percent of total health
care spending.

I have introduced my own medical liability reform bill and I look forward to work..
ing with other members of the committee in seeing that this issue is addressed.

Another reason for increasing health care costs is antitrust laws that prevent pro-
viders from merging to reduce excess capacity or duplication of services. I have to
say that I tlnk the burden of proof in these situations ought to be on the govern-
ment to demonstrate the need for this particular type of antitrust enforcement. For-
example, Utah's heart transplant program had to be dismantled due to antitrust
concerns. This program had survival rates of over 90 percent and a national reputa-
tion for being cost effective.

58-769 - 92 - 9
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We-,eed to study the antitrust laws to see whether enforcement is properly di-

*ected. Whore appropriate, hospitals ought to be allowed to me and r
joint ventures in order to reduce excess capacity or pool service personnel, and ex-
pensive equipment. We also need to look at amending antitrust laws to pernut hoe-
pitals and insurance companies, in consultation with the medical profession to com-
-pare and pool data for developing better methods technology assessment and
medical evaluation

Antimnaged care laws are another concern. Again we need to encourage innova-
tion in health care delivery, not stifle it. It is possible that Medicaid cost growth
could be reduced by encouraging greater reliance on coordinated care and providing
states with greater flexibility.

The majority of states have mandated benefits and while many of these services
are beneficial, they contribute to the coat of insurance. According to one study, man-
dated benefits comprise 16 to 20 percent of the cost of health insurance premiums.

[ have heard testimony in this committee and in the Labor committee from rp.-
resentatives of small business who complain that their members would like to offer
health care to their employees but are prohibited by the cost. Most small businesses
operate on very small profit margins.

So these external factors drive up costs and the health care financing and delivery
systems are often expected to overcome the effects of factors which these systems
control either inefficiently or not at all.

There are also of course factors internal to the health care financing and delivery
systems about which we should be concerned.

We all know that the health care financing system contains perverse incentives
that increase health care spending. The third-party payment system tends to be the
enemy of prudence. There is less incentive for patients and their physicians to be
cost-conscious in making decisions about the use of medical services so long as
someone else is Vicking up the bill.

There are similar problems with our federal tax policy Employers can deduct the
cost of health insurance as a business expense, and employees do not have to de-
clare this contribution as personal income. The tax preference insulates individuals
and companies from the increasing costs of care because all the taxpayers are indi-
rectly subsidizing health insurance and medical services. This is hardly an incentive
for cost containment.

The way that benefits are designed also contributes to higher costs. For example,
when there is inadequate cost sharing for hospitalization, the patient has an incen-
tive to be hospitalized, even where less expensive outpatient care would suffice.
Medicare covers most surgical procedures, but not outpatient prescription drugs.
Even if drug therapy is a viable and less costly alternative to surgery, the incentive
is still to have surgery.

Fee-for-service medicine provides incentives for physicians to increase services to
patients. Motivated either by a desire to maximize reimbursements or to please pa-
tients, physicians may be tempted to perform more services, rather than provide
only necessary and effective care.

The proliferation of new technology and services is an important contributor to
higher spending. New teclologies are often viewed as a profit source. Hospitals
ma add duplicative programs, equipment, and technology to attract physicians and
patients.

The shortage and maldistribution of primary care physicians increases health care
costs. When pregnant women do not receive prenatal care, they tend to give birth
to low birth-weight babies that require expensive treatments in neonatal intensive
care units.

We have all heard testimony in previous hearings to the fact that people living
in rural or inner-city areas too often obtain their health care through emergency
rooms and hospital clinics, which is an expensive way to receive care.

We know there are a lot forces converging to drive up the cost of health care. We
have to address all of these forces. Once again, I commend you Mr. Chairmen for
holding this hearing. And I look forward to what our panelists have to say about
solving some of these problems.

PREPARED STATEMENT OF JOIN IMMERWAHR

My name is John Immerwahr. I am a senior research fellow at the Public Agenda
Foundation and a Professor of Philosophy at Villanova University.

The Public Agenda is a nonpartisan, nonprofit research md education organic a-
tion based in New York City. Founded 16 years ago by Daniel Yankelovich and
Cyrus Vance, Public Agenda works to help the nators- leaders better understand
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the public's point of view on major issues, and to help citizens better understand
the critical policy choices the country faces. For the past two years, I have been the
principal researcher on a Iublic Agenda project to explore what might be called 'the
public's starting point' on health care reform. That is, our purpose was to learn
what kinds of concerns, misconceptions, information, misinformation, knowledge,
and gape in knowledge citizens bring to the policy debate on whether and how to
change our health care system.

Today, we are providing you with copies of Faulty Diagnosis: Public Misconcep-
tions about Health Care Reform, a full report on our research. This research in-
cluded a review of existing survey data, a two-part national random sample sur-
vey-conducted in association with the Employee Benefit Research Institute (EBRI)
and The Gallup Organization in June 1991 and January 1992-and 15 focus groups
conducted in cities across the country.

In my remarks, however, I want to emphasize one central point: There is an enor-
mous and potentially troublesome gap between the way leaders-whether they come
from health care, government, business, or academia-think and talk about health
care reform, and the way the public views it. T'he public defines the problem dif-
ferently than most leaders do. And, their understanding of the major reform propos-
als this body is considering where it exists at all-is fragmentary or distorted. Un-
less this gap in understanding is addressed, miscommunication and miscues be-
tween decisionmakers and the public are almost inescapable. To change the nation's
health system fundamentally without full public understanding of what these
changes will mean is to court public policy disaster.

Let me make three brief points based on our research:
1. Polls suggest that the public's concerns about the health care system are the

same ones troublin leadership--costs are too high and too many Americans are un-
insured. These findings are misleading.

Many surveys including our own, show that cost and the number of uninsured
Americans are Arst and second in people's list of concerns about health care. But
what people mean by Lhe terms "costs" and "uninsured" is very different from what
most leaders mean. When leaders talk about the cost of health care, they are gen-
erally referring to what the country spends as a whole-that is, the almost $760
billion spent in 1991 by businesses, by local and national government, and by indi-
viduals directly. They are concerned about the impact of the rising costs on the
economy, on all levels of government, and on individuals.

When the public refers to the "cost" of health care, they are talking about what
people pay out of their own pockets-for office visits, prescriptions, deductibles, co-
payments, or their share of premiums. Americans routinely endorse higher govern-
ment spending on health care. They are basically unaware of what most businesses
spend.

In focus groups conducted by Public Agenda, most respondents had very little con-
ception of the size of the nation's health care bill, and some failed to see why this
should be a matter of concern. When presented with statistics showing that the
country spends about twice as much on health care as on defense or education, most
respondents were astounded. Some even rejected the statistics, questioning the mo-
tives of the moderators.

The public also defines the "insurance problem" differently than leaders do. For
leaders, the problem of the "uninsured" is the 35.7 million Americans whose compa-
nies don't provide insurance, who cannot afford to buy it on their own, and who
make too much to qualify for Medicaid-mainly the working poor and their depend-
ents.

For much of the public, however, the "insurance problem" lies in another area.
Over half (54%) of Americans' believe that "many people over 65 have no health care
coverage at all," and almost two-thirds (64%) believe that "many people on welfare
have no health care coverage at all." While few would argue that health care cov-
erage for these groups is perfect, these two groups are, ironically, among the few
segments of the population already covered by government insurance programs.

For many Americans, the health insurance crisis is like the auto insurance cri-
is-it's expensive and a lot of people don't have it. What people don't realize is that

in health cae--unlike auto insurance-the costs they actually pay are the tip of the
iceberg.

2. The public is outraged by what they view as waste and greed throughout the
health care system. Most Americans believe we have a health care crisis, not a
health care crisis. Therefore, they are very reluctant to consider changes that call
for increases in their own costs or decreases in the services or choices they currently
have.

For leaders, the health care cost explosion is a complex, multifaceted problem. Ex-
perts cite factors such as the duplication of technology and services, defensive medi.
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cine, reimbursement procedures, patient expectations, health costs associated with
poverty, crime, drug use, and teenage pregnancy, along within the costs of treating
an aging population and the development and use of new technoloi-y.

For the public, the problem is much simpler. High costs are caused by waste and
greed--overpaid doctors, wasteful hogitals, profiteering drug and it,surance compa-
nies, and gr edy malpractice lawyers. Fully 83% of Americans believe that "the most

Practical andrealistic way to provide health care coverage for people who don't
have it now is to pay for it by cutting some of the waste, malpractice, high profits
and salaries, or unnecessary paperwork in our current system."

In focus group after focus group, people recounted first-hand experiences with
what they considered to be "outrageous medical costs: hospital bills with "astro-
nomical" charges for items such as band-aids or ice-items that people know can
be purchased for a few cents, hundred dollar fees for a few minutes of a doctor's
time, or prescriptions costing hundreds of dollars a month.

As long as people believe that the health care system is riddled with waste and
greed, they will not be eager to talk about changes that reduce the services and
choices they have. Nor will they be willingto relinquish the miracles of modern
medicine. As one man commented when asked about the very high cost of trying
to save a severely premature infant, "You are asking me to save money by watching
some premature infant die when lie has a chance of being saved, while you are still
wasting the kind of money we are throwing away. No way."

3. Public understanding of the major reform proposals is incomplete and, in some
cases, inaccurate. Current polling data indicating support for, or opposition to, of the
major proposals before Congress are likely to change as people learn more about
how these proposals would work.

Leaders are now engaged in a debate on the pros and cons of several major ap-
proaches to addressing the problems of the health care system-most prominently,
a national health insurance system, a universal employer-based approach (play-or-
pay), or comprehensive modifications to our current, voluntary, private insurance
system. Among the public, only national health insurance has "name recognition"
as a fundamental reform proposal.

While leaders disagree sharply about whether a national health insurance system
is a wise course of action, they do share a common general definition-a universal
insurance system paid for by taxes covering the large majority of health care costs
for ever citizen. Leaders know what national health insurance is, but they disagree
about whether it's a good idea.

For the public, the situation is exactly the opposite. People national health insur-
ance, they just disagree about what it is. In our survey, conducted in January 1992
77% of Americans said they supported national health insurance, but only a third
defined the proposal the same way leaders do-a universal system covering almost
all costs for everyone. In focus groups, respondents often thought national health
insurance would be optional or was intended primarily for the poor. People were ba-
sically unaware of other reform proposals.

The political debate on health care reform has leaped ahead of the public's current
level of understanding. It is filled with miscues and crossed signals. The apparent
consensus revealed in surveys is a house of cards that could fall apart with the first
gust of reality.

If leaders want to reform American health care, they need to help people under-
stand what the problems are and how the reforms will work. And they need to ad-
dress the public's concern about waste and greed. People will not accept difficult
changes until they confront the full magnitude of the costs of the system. They will
not make sacrifices as long as they believe greed and waste are epidemic in health
care. Moreover, the public must absorb and weigh the trade-offs entailed in the pro-
posals for change, alongside the trade-offs evolved in staying with our present sys-
tem.

Leaders have already had one painful lesson in the dangers of rushing to a health
care solution before the public was ready. In July, 1988, P resident Reagan, backed
by overwhelming bipartisan support, signed the "catastrophic care" bill to protect
seniors from the costs of long hospital stays. Just a year and half later angry pro-
tests from the elderly led to the bill's repeal. Leaders were stiun by the response
of the very group they tliugit they were helping. A similar political fiasco could
well be on the way.

Thank you for your time and attention.
Attachments.
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PREPARmD STAWmaNr or GzRAL C. KzLLR
Good morning, Mr. Chairman and Members of the Committee. I am Gerald C.

Keller, RD., Vice President of the American Academy of Family Physicians. I am
pleased to be here today representing the Academy's 74,000 member physicians and
medical students to discuss a topic of crucial national importance--containing our
nation's health care costs.

Three major and interrelated health care challenges face our nation today.
1. We must guarantee access to necessary health care services for all Americans.
2. We must control health care costs.
3. We must strengthen our delivery system to ensure that care is appropriate and

of high quality.
It is the position of the Academy that none of these three goals can le achieved

in isolation. Access to health insurance and health services is not meaningful if not
affordable. Health spending cannot be controlled in the face of cost shifting that re-
sults when millions of uninsured and underinsured Americans must seek uncom-
pensated care. Meaningful access and cost control will not be achieved until we im-
prove our delivery system, in particular, by correcting the severe shortage of gener-
alist physicians trained to provide the coordinated, managed care that all Americans
need.

This year by a unanimous vote, the AAFP Board of Directors adopted "Rx For
Health: The Family Phyw:cianL' Access Plan." Our plan addresses all three uf the
major health care challenges with a comprehensive strategy to guarantee access to
health care, ensure affordability, and promote the appropriateness and quality of
health care services. "Rx For Health" is a document in progress. We acknowledge
that additional issues related to health system reform require further study and rec-
ommendations. We are in the process of seeking cost estimates and developing spe-
cific financing options to ensure that our proposal would not add to the federal deft-
cit. We also mnend to make future recommendations concerning access to appro-
priate and affordable long term care services. A copy of the entire "Rx For Health"
document is attached. Today, however, I will focus on the specific cost containment
strategies.

AAFP STRATEGY FOR COST CONTAINMENT

In light of the topic of today's hearing, the Academy urges the Committee's seri-
ous consideration of the cost containment strategy outined in "Rx For Health." "fIx
For Health" includes many proposals for containing health care costs, including
medical malpractice reform, consolidation of paperwork and administrative ex-
penses, and uniform payment systems. An important element of our cost contain-
ment strategy involves the creation of a National Health Commission with authority
to establish a global budget for aggregate health care spending. We believe our pro-
posals draw on the strengths of many different reform plans while protecting the
interests of patients, providers and all other players in our health care system.

First, by establishing a framework for global health care budgeting, the AAFP "Rx
For Health" plan offers dependable cost containment. American families, employers
and taxpayers can no longer wait for the promise of affordable health care.. They
need a mechanism to set md enforce national targets for health care spending.
Under our proposal, a National Health Commission would be established to deter-
mine national cost containment objectives and coordinate and reinforce private and
public efforts to achieve those Objectives. Individual health plans would implement
the global spending limits by negotiating managed care arrangements and payment
levels with providers. Flexibility to conduct negotiations would be retained in, plans
whose costs remain within limits established by the National Health Commission.
However, the Commission would have authority to enforce spending oals, if nec-
essary, by limiting provider payment increases or otherwise controllng spending
under private and public plans failing to adequately contain costs.

Second, while establishing a mechanism for setting overall national limits on the
rate of health care spending growth, "Rx For Health' proposes to achieve cost con-
tainment goals by encouraging the use of creative strategies to address uneven cost
escalation at the state and local health plan level. Portland Oregon is not like Port-
land Maine. Different factors contribute to health care spending m different commu-
nities at different times. We must ive health plans and providers the opportunity
to negotiate financial incentives, atization controls, peer review arrangements, and
other managed care practices that make sense in light of their local needs and prac-
tices.

Third, our plan builds on the concepts of the Medicare Volume Performance
Standard (MVPS) program, with which physicians and the Congress are just now



258

becoming familiar. The nation's goals for annual health care spending growth would
be epresed in terms of performance standards. Performance standard rates of
growth would be established for aggregate health care spending growth as well as
for each mor component of health care spending, to include for example, hospital,
physician evaluation and management services, surgery, imaging, medical proce-
dures, laboratory services and prescription drugs. Goals would be established and
performance evaluated based in an informed process that takes into account not
only costs but detailed data on why costs change and how access and quality may
be affected..

Fourth, "Rx For Health" requires that the National Health Commision include
representaUves of all the participants in our health care eystem-patients, provid-
ers insurers, employers, and so on. This will permit a variety of needs and interests
to be taken into account and fairly balanced as societal health care spending goals
are determined.

Finally, the cost containment strategy outlined in "Rx For Health" assumes the
evental achievement of a generalist-oriented health care delivery system. The plnn
requires enrollees to have a Personal Physician, who is a family physician/general
practitioner, general internist, or general pediatrician. Services rendered by the pa-
tient's Personal Physician would not be subject to a deductible but would b e subject
to 20 percent coinsurance (except for prenatal care, well baby and well child care
and childhood immunizations which would re 're no patient cost sharing). Services
rendered by physicians other than the patients Personal Physician without referral
from the Personal Physician would be subject to a 20 percent coinsurance penalty.
The plan includes strategies to move toward a physician supply in which at least
half of all physicians are generalists. Our present, overly-specialized medical corps
is a prime factor contributing to rising health care costs. Until we address this prob-
lem, effective cast containment can be neither legislated nor negotiated.

IMPORTANCE OF GENERALIST PHYSICIANS

For decades distinguished institutions and organizations, including the Institute
of Medicine, the American Medical Association the General Accounting Office, the
Council on Graduate Medical Education and the Association of American Medical
Colleges have called for a medical specialty distribution with at least 50 percent
generalists. A generalist physician is trained to work primarily in an ambulatory
setting with previously-undiagnosed patients to promote health and treat disease
and injury. In most (85 percent) cases well trained generalists will resolve patients'
medical problems themselves. When necessary the generalist physician will refer
patients to the appropriate consulting subspecialist. In all cases the generalist phy-
sician role includes the coordination of care for the whole patient on an ongoing
basis to assure continuity, quality and cost effectiveness.

The logic of a delivery system based on generalist physicians may seem intuitive.
Many of us can describe the experience of a friend or relative who "ping-ponged"
through the subspecaltist system and an expensive battery of tests and procedures
in search of a diagnosis and appropriate treatment. This can and does occur when
patients with undiagnosed health conditions seek care from subspecialists trained
to identify and treat problems associated with a single disease or organ system. A
well trained generalist physician offers a more appropriate entry into the medical
system, as wel as a source of ongoing care.

Intuition notwithstanding, many academic studies have documented the benefits
of a medical corps built on a foundation of at least 60 percent generalists.) Our fel-
low nations rely on such physician specialty distributions and enjoy lower costs, bet-
ter health outcomes and higher levels of patient satisfaction. In the U.S., group and
staff model HMOs recruit generalists to achieve a 60/60 specialty mix.

Strong evidence calls for reforms to redirect the billions of federal dollars now
supporting predoctoral and graduate medical education in order to encourage the
training of more family physicians, general internists, and general pediatricians.

'See Barbara Starfield, "Primary Care and Health, A Cross-National Compari.n," Journal
of 9he American Medical Association October 23/30, 1991. This study compares ten nations on
the basis of their pritnsry care health delivery eystenm and finds better health outcomes and
higher public satisfaction in countries where a generalist/prinary care model of health care de-
livery predominates.

See also Sheldon Greenfield, M.D., et.al., "Variations in Retource Utilization Among Medical
Specialties and Systems of Care." Journal of Me An.erican Medical Association, Marh 25, 1992.
This study exarmnes treatment patterns across medical specialties and finds generalists to be
more cost effective.

Finally see Avi Dor and John Holahan, "Urban-Rural Differences in Medicare Physician Ex-
penditures," Inquiry, Winter 1990. This study finds lower costs associated with a higher propor-
tion of family and general physicians.
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The Academy plan includes specific recommendations addressing Medicare graduate
medical education payment policies, incentives for training generalsts utilizing the
indirect portion of extramural research grants from the National Institutes of
Health, and federal medical student loan programs favoring those student who pur-
sue careers as generalist physicians.

These proposals follow the flow of some $10 billion federal dollars annually subsi-
dizing predoctoral and graduate medical education and suggest how this sizeable
taxpayer support should be leveraged to encourage medical schools and residency
programs to promote training of generalist physicians. Without an explicit national
policy, backed by strong Cuiancial incentives to correct the shortage of generalist
physicians, the surplus of subspecialists, and its concomitant problems for access,
cost and quality will persist.

STRATEGIES FOR ACTION

Family physicians understand that comprehensive health care reform may not be
enacted all at once. Chmige may be pursued in increments as our nation struggles
for consensus on broader reform. If an incremental strategy is ultimately pursued
the AAFP strongly urges that each component be consistent with the comprehensive
strategy outlined in "Rx For Health."

One necessary initial atep in any reform approach-comprehensive or incremen-
talt-must be to promote the training of more generalist physicians. The medical
training "pipeline for family physicians is as long as seven years. Many medical
schools today do not have departments of family medicine; nor are students exposed
to family practice through required clerkships. Immediate steps must be taken to
reverse the decline in training generalists. Given this Committee's jurisdiction, the
Academy urgc carefiu consideration of our proposals for Medicare reimbursement
of graduate medical education. Promoting training of generalist physicians in appro-
priate settings should be an early and urgent priority.

The Academy also encourages other reform proposals to be viewed in the context
of our recommendations for increasing generalist training. For example many advo-
cates for health reform today emphasize the promise of managed care. Given our
physician specialty distribution, one must wonder who witi be qualified and avail-
able to manage care. Congress cannot begin soon enough to answer this question.

In conclusion, Mr. Chairman, I would restate the Academy's commitment to work
with you and this Committee to achieve universal access to affordable, high quality
health care.
Attachment.
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• "., u mmary ofMajor Provisions

Universal Health Insurance Coverage

Universal health insurance coverage must be achieved primarily through employer based plans, in
combination with state-sponsored public plans which would replace Medicaid and provide coverage
for eligible low income individuals and employees of small businesses.

Physician Specialty Distribution

A common cause of all our nat-on" health system problems - lack of access to appropriate health
care, rising health costs, conce; -is ,ibout quality - is the severe shortage of well trained generalist
physicians. Our overly specialized medical corps (with less than 13 percent general and family
physicians) cannot manage care appropriately and tends to prescribe expensive subspecialty services
unnecessarily. The foundation of any health reform strategy must include coordinated changes to
achieve a physician specialty mix with at least 50 percent generalist physicians, at least half of whom
are family physicians.

Basic Health Benefits

Federal law must define a basic health benefits package for all health plans which would assure
comprehensive coverage while promoting cost effective delivery of care.

Cost Containment

An effective cost containment strategy must be adopted to assure affordability of insurance. This
strategy must include private and public health plan intitiatives to better mannz care, tort reforms,
limits on administrative expenses, and a uniform payment system for providers. In addition, a
National Health Commission must have authority to establish a global budget for health care
spending, and to enforce spending goals, if necessary, by limiting provider payment increases or
otherwise controlling expenditures under private and public health plans.

Quality
Quality of care must be protected and enhanced through a variety of reforms and research efforts.

Insurance Reform
Private health insurance reforms must assure all health plans are guaranteed issue, guaranteed
renewable, and community rated, and must protect the portability of basic health coverage.

Financing

The AAFP plan must not increase the federal deficit. The cost of reforms will be financed by resource
reallocation and modified taxation strategies.
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AAFP Position Statement on Access to
Health Care for the Uninsured and

Strengthening the U.S. Health Care System

Introduction

In 1989, the American Academy of Family Physicians adopted a position in support of reform of our
health care system to achieve universal access to Vasic health care services. The Academy remains
committed to this fundamental reform. Since he , the number of uninsured Americans has grown
and rising health costs have threatened access further. The Academy has been involved in the
changing public policy debate of health care reform solutions. This document represents an evolution
in our 1989 health care plan. It refines many elements of our earlier health care plan; it specifically
addresses the problem of rising health care costs; and it underscores the need to address underlying
problems of an overspecialized physician corps in order to achieve a more appropriate system of
health care delivery grounded in primary care.

As the national policy debate on health care reform proceeds. the Academy will continue its active
involvement and will consider further evolution in ourproposals forreform. In addition, the Academy
is in the process of developing more detailed proposals to finance universal access to health insurance
as well as recommendations for ensuring access to long term care.

Statement of the Problem

During the 1980s and the early i 990s, there has been a dramatic increase in the number of Americans
who are without health insurance. Estimates place the number of uninsured Americans at 38 million.
Additional tens of millions are thought to be underinsured. While public opinion polls repeatedly
have indicated widespread agreement that everyone has a right to adequate health care, those same
polls evidence little enthusiasm for improving access through increased taxes. The dilemma then,
is how to address a societal problem of significant proportions - the lack of access to health care for
millions of Americans - given our finite financial resources and a reluctance among both policy
makers and the public to increase taxes to provide insurance coverage. Despite ibis dilemma the
AAFP believes the issue of access to health care for the uninsured must be addressed as one of this
Nation's highest priorities.

Affordability of health care is a major concern for all Americans. Although the U.S. health care
system at its technologic best is the envy of the wo" I, it has fallen victim to structural and financial
barriers that hinder access to primary medical care and detract from the appropriateness and cost
effectiveness of health care services. A key structural barrier is that less than 13 percent of American

-- -
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physicians are family physicians/general practitioners. By contrast in most Western nations at least
50 percent of physicians are family physicians or other generalists. An over-specialized medical
corps is not trained to manage health care services and tends to promoteoveruse of expensive medical
procedures and technology. Furthermore, our systems of reimbursing health care services create
financial disincentives to the appropriate management of health care based on a primary care model.

While most insured Americans receive health coverage through employment based plans, fully 3/4
of the uninsured are employed or dependents of people who have jobs. Another significant segment
of the uninsured population are the poor and near poor, who are not covered by Medicaid or other
means tested public health insurance programs.

Small businesses, which employ a majority of uninsured workers, face particular difficulties in
obtaining group health insurance coverage. Risk selection practices prevalent in the private, sma"
group health insurance market today present an especially inappropriate barrier to obtaining heal
coverage. It is not uncommon for small employers to be denied coverage at any price due to the nature
of their business (e.g.. high risk, seasonal employment, health related employment, etc.) or due to a
preexisting health condition of an employee. Insured small employers often have difficulty renewing
coverage at an affordable rate once a member of the group has incurred an expensive claim.
Furthermore, many small employers just entering business or with small profit margins find that the
price of employee health benefits - risk selection practices notwithstanding - is a major barrier to
access to coverage. For these reasons, small employers who otherwise desire to provide group health
coverage for their workers and families are unable to do so without targeted assistance.

The Medicaid program conditions beneficiary eligibility on requirements that vary significantly from
state to state. Much of the variability is based on different state definitions of eligibility for cash
assistance. Less than half of those below the federal poverty level qualify for Medicaid benefits, and
the scope of benefits also varies from state to state. Because Medicaid payments for services are
substantially discounted, a two-tiered system has developed under which Medicaid patients' choice
of providers are limited. Many do not have access to "mainstream" medical care. For these reasons,
the Medicaid program does not present a viable mechanism for addressing the problem of access for
the uninsured.

Tosummarize.our nation's health care system faces interrelated problems requiring systemic reform.
Such reform must specifically and meaningfully address the issues of providing universal health
insurance coverage, controlling rising health care costs, ensuring an adequate supply of appropriately
trained health professionals, and maintaining quality of care.

Strategies for Solutions

is the position of the Academy that the issue of universal access to affordable, appropriate health
care can best be addressed through a system that is based primarily in the private sector. However.
this system must also include a public sector insurance component for people not otherwise covered,
and it must include significant structural and financial reforms to promote the deliveryof appropriate.
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cost effective health care services. Such a system should be based on the concept that all Americans
have ready access to primary care services as well as appropriate access to more elaborate medical
technologies. Furthermore, a reformed health care system should not be so complex as to undermine
the ability of patients, providers, and insurers to understand it and operate effectively within it.

Under our approach, which would be phased in over time, all employers would be required to provide
insurance coverage for basic health benefits (see page 13) for their full-time employees and their
dependents. Employees would be required to participate in theirjob-based health plans. Individuals
notcovered by employer provided insurance would be covered under new, publicly-sponsored health
instance programs. To ensure the availability of basic health care services and the appropriate
utilization of more elaborate technologic services, various reforms would be adopted to increase the
supply of family physicians and other generalist physicians relative to other medical specialists. To
ensure that health care would be more affordable, teal h care financing reforms and other measures
to promote administrative efficiency would be ado .tec Finally, reforms would be adopted to control
the cost of health care services, but without sacrificing the quality of services delivered.

Recommendations

Consistent with the overall objective of providing universal access to appropriate, affordable health
care, through a combined private sector/public sector effort, the Academy supports the following
principles:

I. Employer Provided Coverage

(a) All employers would be required to provide health insurance covering the federally
established basic benefit package for employees who work more than 17.5 hours per week
and their dependents.

(b) Small businesses with fewer than 25 employees would be eligible to purchase health
insurance from a state established public program (see I.(b), page 4), with the cost of such
insurance based on a percentage of the employer's payroll. The payroll tax rate would be set
to ensure a fair balance between private and publicly sponsored coverage for employees.

(c) Under the employer mandated coverage, the employer would be required to pay no less than
a statutorily defined percentage of the employees' insurance premiums. Employees would
be responsible for their portion of the insurance premium and for reasonable cost sharing.

(d) Federal standards would be established for qualified employer group health insurance
policies toensure adequate access to basic health care services necessary toprevent, diagnose
or treat disease and injury. The federal standa' for coverage also would ensure protection
from financial catastrophe forcovered individuals. Patient cost sharing would be structured
to promote cost-conscious use of health services and to encourage early and unhindered
access to preventive and other primary care services. In addition, cost sharing would

3
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discourage inappropriate use of expensive subspecialty services by patients without referral
from their Persona] Physician (see V.(b), page 7).

These federal health benefits standards (described in detail on page 13) would preempt state
health benefit mandates for all employment based health plans.

II, Publicly Sponsored Coverage

(a) Each state would establish a public program that would replace Medicaid forcovered services
(described on page 13) and that would !ontact with private insurance carriers to provide
health coverage meeting the same minimum standards required for employer sponsored
plans. The state establ' ;h 1 program would be available to small businesses (see .(b) page
3) and to those individt ds ,aot otherwise covered by employer sponsored plans or Medicare
(see ll.(b) below).

(b) Individuals not covered under employer plans would be required to enroll in the public
program in their state. Uninsured persons failing to enroll would be deemed enrolled in the
public program at the time they seek health care services. Financial assistance for premiums
and cost sharing under the public plan would be available based on uniform federal
guidelines. Persons with incomes at or below the federal poverty level would be wholly
subsidized for their premium and cost sharing expenses. Individuals between 100 and 200
percent of poverty would be eligible for subsidies based on a sliding scale. Persons with
incomes above 200% of poverty would pay the full premium.

(c) Payment for services under the public program would be at par with Medicare payment and
would be established according to Medicare payment methods, including a resource-based
relative value scale forphysician services. The cost of the public programs (including the cost
of subsidies for small employers and low income persons) would be financed through a
system of state funds and federal matching grants with poorer states eligible for greater
financial assistance.

(d) The new public program would not replace or change other public programs such as
Medicare, military and veteran health programs. Worker's Compensation, etc.

Ill. Insurance Reform

(a) The private health insurance market would be reformed to achieve uni form coverage for basic
health services, portability in health insurance coverage, stability in health insurance
premiums, and administrati'- cost savings. Insurance reforms wouJd apply to all health plans

those covering only.Oasi. services as well as those covering additional benefits.
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(1$ All health insurance carriers would be required to offer a plan covering only the federally
established basic benefits package. In addition, health insurers would be permitted to offer
plans with coverage in excess of the basic health benefits. Insurers would have to make all
plans available under traditional indemnity and managed care options.

(c) All health insurance plans would be guaranteed issue and guaranteed renewable. No insurers
would be permitted to deny, discontinue or condition coverage under any health plan based
on the health status or claims history of the person or group applying for coverage. In
addition, to ensure portability of coverage, no insurers would be permitted to exclude
coverage under any health plan for pre-existing health conditions.

(d) All health insurance plan premiums would be determined according to community rating
within defined geographic areas.

(e) To minimize the administrative expenses of health insurance and health services, all insurers
would be required to use a uniform billing system and claim form, permit electronic
submission and payment of claims. and meet minimum standards for timely reimbursement
of providers.

IV. Physician Supply

(a) Congress must adopt national policies to ensure that, over time, at least one-half of all
physicians in the U.S. are in general medical specialties (family medicine, general internal
medicine, and general pediatrics) and, further, that at least one-half of all generalist
physicians are family physicians. To achieve this goal the following reforms would be
implemented.

(b) Federal financial incentives that discourage medical schools from emphasizing khe training
of generalist physicians would be reversed. Billions of dollars in biomedical research grants
from the National Institutes of Health (NIH) constitute a significant revenue source for many
medical schools. Competition for such grants encourages schools to divert resources and
prestige to revenue generating departments in the medical subspecialties, while de-tmpha-
sizing departments of family medicine. This is evidenced by the fact that among ue ten
leading recipients of NIH competitive medical research grants in 1990, on average, onl' 7.3
percent of graduates entered residency training in family practice.

Financial incentives would be realigned to encourage medical schools to increase the priority
given to training in family medicine, general internal medicine, and general pediatrics.

Receipt of the indirect portion of extramural research grants from the National Institutes
of Health (NIH) would be conditioned on the extent to which medical schools grail ate
a minimum proportion of students who become generalist physicians upon completion
of residency training. The indirect portion of grants is paid to the medical school, not the

5



267

researcher, to compensate the institution for a portion of its overhead costs. For a
specified interval, medical schools failing to achieve the minimum proportion should be
exempted from reductions in the indirect payments if the school meets certain criteria
related toencouraging more students to select generalist training. Criteria would include
selective admission procedures, a formalized department of family medicine, and a
required family practice clerkship of at least six weeks disration by no later than the third
year of medical school.

" These requirements should be carefully designed and applied so that the direct portion
of biomedical research grants and individual research efforts and agendas are not
compromised.

" Federal matching grants to states for the I sb). program would contain incentives to
encourage medical schools to increase the absolute and relative numbers of graduates
entering residency programs in family medicine, general internal medicine, and general
pediatrics.

(c) Federal financial support for graduate medical education (GME) also would be realigned to
encourage residency training of generalist physicians in more appropriate ambulatory
settings.

" Medicare reimbursement for the costs of GME would be restricted to only the first three
years of residency training;

* GME payment formulas would assign a greater weight to family practice and other
primary care residencies;

" HMOs. clinics, and physician practices would be eligible for Medicare GME payments;

" Medicare GME payments would be restricted only to the training of residents in
specialties in documented undersupply.

(d) Finally, federal financial incentives should encourage medical students and residents to enter
generalist specialties and should encourage generalist physicians to remain in practice,
especially in medically underserved areas. Accordingly,

The time for repayment of medical school student loans would be extended for residents
who enter practice in family medicine, general pediatrics, and general internal medicine.
Additionally. interest payments on medical school student loans would be publicly
subsidized during residency training in those specialties.

* Physicians practicing family medicine, general p. liatrics, and general internal medicine
in medically underserved areas would be eligible for partial or entire student loan
forgiveness.

6
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V. Cost Containment

(a) A multi-faceted approach to cost containment must permit competition at the state and local
plan level to pursue creative, negotiated solutions, while assuring that national goals for
affordable health care services are met.

(b) All private and public health plans would seek to control costs and to enhance the quality and
appropriateness of health services using a primary care model. Toward this end all basic
health plans would:

require enrollees to have a Personal Physician. who is a family physician/general
practitioner. general internist, or general pediatrician, and who will serve as their source
of -egularand ongoing medical care. A requirement that the Personal Physician be inone
o. the generalist specialties should be phased in as the specialty maldistribution of
physicians is corrected (for example, during the transition period, an obstetrician/
gynecologist could serve as a Personal Physician;)

" incorporate patient cost sharing requirements to promote cost effective preventive
services and todiscourage inappropriate use of subspecialist services. These cost sharing
requirements would include:

• all covered services, except as specified immediately below, would be subject to a
deductible of $250 per person, or $500 per family, and to 20 percent coinsurance;

* most periodic screening and evaluation and preventive care services would not be
subject to a deductible, but would be subject to 20 percent coinsurance;

" prenatal and well baby/child services, including childhood immunizations, would
not be subject to either a deductible or coinsurance;

• services rendered by the patient's Personal Physician would not be subject to a
deductible, but would be subject to 20 percent coinsurance;

" non-emergency services rendered by physicians other than the patient's Personal
Physician without referral from the Personal Physician, would be subject to an
additional 20 percent coinsurance (for a total of 40 percent.) This requirement would
be phased in as the medical specialty distribution is adjusted;

" total patient cost sharing (deductibles and coinsurance) would be limited to $1,500
per year per individual and $3,000 per year per family. However, the 20 percent
coinsurance penalty for self-referred services would not apply toward or be limited
.oy this out of pocket limit;

incorporate established, outcomes-based clinical policies into plan practices;



* reimburse health providers using uniform payment methods, including a prospective
payment system for hospitals and a resource-based relative value fee schedule for
physician services;

* negotiate with providers to establish Component Performance Standards (as described
in V.(e), below), including fee schedule conversion factors and appropriate utilization
controls, that would achieve nationally established performance standards foraggregate
health care spending growth.

(c) Federal standards would be developed to replace state laws regulating managed care and
utilization review programs. At a minimum federal standards would

* encourage the development of financial incentives to promoQteappropriate Ifc als and
cost effective delivery of health services;

* ensure that these financial incentives are not structured in such a way as to threaten the
quality of care;

* ensure that martagedcare plans have a sufficient numberand distribution of providers (by
specialty and by geographic location) to assure enrollees of the timely availability of all
covered services.

(d) Medical liability reform would be implemented to promote both the affordability and
appropriateness of health care by limiting the tendency to provide "defensive medicine."
Medical liability reform would provide for

* alternative e dispute resolution systems, such as binding, fault-based arbitration systems:

* malpractice ton reforms, including limits on payments for "noneconomic damages."
limits on attorneys' contingency fees, elimination of joint and several liability, reduc-
tions in awards by the amount of compensation from collateral sources, and structured
payment schedules to replace lump-sum awards;

* use of federal funds to establish a risk retention group that would provide affordable
liability protection to health care professionals practicing in community and migrant
health centers; and

* strengthening of state licensing and disciplinary agencies to provide prompt remedial
and/or punitive action when such action is warranted.

(e) A National Health Commission would be established for the purposes of detc 'nining
national cost containment objectives and coordinating and reinforcing private an,: public
efforts to achieve those objectives. State and local health plans would retain the ability to
develop and implement specific cost containment mechanisms within the context of the
broad objectives established by the National Health Commission (see V.(a), page 7). The
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National Health Commission would be comprised of members representing large employers,
small employers, patients, private insurers, states, and major providers of health care services
(e.g., hospital, physician. prescription drug, etc.) At least half of the representatives of
physicians on the Commission would be in the generalist specialties. and at least one of the
generalist physicians would be a family physician. Duties of the Commission would include:

collecting and disseminating data including profiling data and measures of the volume
and intensity of health care services and factors that affect volume and intensity. In this
regard, a high priority for the Commission would be to promote the development of
n easures of factors (such as epidemiological trends, poverty. etc.) that affect health care
spending and that might warrant adjustments or exceptions in evaluating the success of
health plans at controlling health costs:

developing a uniform claims proc ss: ig system to promote administrative efficiency and
prompt payment for services by all health plans:

* establishing a national budget for aggregate health care spending. The global budget
would be expressed in terms of an "Aggregate Performance Standard" rate of annual
growth in spending for health care services. For example, the global budget for aggregate
health care spending in 1995 would be the amount of aggregate health care spending in
1994 increased by the Aggregate Performance Standard rate of growth for 1995. The
Aggregate Performance Standard would be established by the Commission annually;

* evaluating and enforcing compliance of state and local health plans with the national
budget for health care spending and the Aggregate Performance Standard rate of growth:

* establishing performance standard rates of growth for each major component of health
care spending (i.e., hospital, skilled and intermediate care nursing facilities, physician
evaluation and management services, surgery, imaging, medical procedures, laboratory
services, prescription drugs.) In general. these "Component Performance Standards"
would be advisory. However, the Commission could direct a health plan to follow the
nationally established Component Performance Standards to limit plan expenditures in
a year when aggregate health care spending under that plan exceeds the rate of growth
permitted under the Aggregate Performance Standard (see V.(), page 10). Component
Performance Standards would be established by the Commission annually;

providing technical assistance to plans in order to

* analyze data to determine the factors contributing to increased health care spending
within each Component Performance Standard; and

* develop remedial responses (such i targeted utilization review, prior authorization
requirements, and the development of specific clinical practice parameters) to
address those factors contributing to excessive cost increases.

9
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(f) The relationship between state and private health plans to the national performance standard
process would be as follows:

The Aggregate Performance Standard for health care spending growth would be binding
for all state and private health plans. To illustrate, if the Commission determines that
aggregate health care'spending should grow by no more than ten percent in a given year
all health plans must strive to limit growth in their per capitz health costs (with
adjustments for the age of plan enrollees) to ten percent.

Health plans and their participating providers would be free to negotiate their own
Component Performance Standards in order to meet the national Aggregate Performance
Standard. For example. a health plan potentially could meet the Aggregate Performance
Standard. e'en ;hough its own Component Performance Standards differed from those
set by the Cor. mission, if that plan successfully employed a primary care model to
manage care, reduce unnecessary hospitalization, and promote a more appropriate mix
of lsalth care services. In addition. a plan meeting the national Aggrego:e Performance
Standard for spending growth could negotiate higher conversion factors or bonus
payment arrangements with its providers.

However, if a health plan's aggregate spending growth exceeds the national Aggregate
Performance Standard, the ability to negotiate independently Component Performance
Standards and fee increases with providers would be constrained. In such a case.
increases in provider fees could be limited according to their performance under their
respective nationally established Component Performance Standards. Similar to the
Medicare Volume Performance Standard program, the national performance standard
process would include a stop loss to limit reductions in provider payments in a year
subsequent to spending in excess of the performance standard.

(g) Evaluation of health plans' performance would take into account differences in the age of
plan enrollees. In addition, as data become available the National Health Commission would
provide for an exceptions process for health plans that can demonstrate cost increases
attributable to "uncontrollable" factors such as unfavorable risk selection among plan
enrollees or epidemiological changes.

VI. Quality of Care

(a) Ensuring high quality of health care services must be the highest priority of any health care
reform proposal.

(b) Often, the goals of quality and affordability will be consistent. In particular, reforms which
promote the primary are model of health care delivery will enhance the quality of care by
reducing unnecessary medical and surgical procedures. which can increase patient risk.
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(c) In addition, affirmative steps to promote the quality of care must be undertaken. At a
minimum,

• health plans should develop risk management/quality assurance programs with required
provider participation;

" established outcomes-based clinical practice parameters should be incorporated into
health plan quality assurance programs;

" data collected from uniform claims processing systems should be used to profile
physician medical practices. Profiling information should be used to educate physicians
about their practice patterns and encourage improvements in quality of care.

(d) At no time should the quality of care be sacrificed in the name of cost containment. 'o, rotect
against this, national and plan-specific performance standard programs must consider
evidence of quality concerns in the setting and evaluation of performance standards.

VII. Financing

(a) The Academy's public-private system of ensuring universal access to appropriate health care
services should not add to the federal deficit. Every effort should be made to minimize the
need for new taxes. However, additional federal expenditures that are necessary should be
financed by resource reallocation and modified taxation strategies. The Academy is seeking
estimates of the cost of its proposals and will develop more detailed recommendations on
appropriate sources of revenues to finance this plan. In the meanwhile, we urge efforts to
make taxpayers aware of the realistic cost of health care reform. As taxpayers, family
physicians stand ready to pay their fair share for a more equitable and effective health care
system.

Conclusion

The Academy believes that any accounting of the costs of this health reform plan should recognize
the many offsetting economic benefits to society as a whole as well as to various private and public
interests. Amoffg-Aese benefits:

(a) Universal health care coverage will significantly reduce cost shifting due to a heavy burden
of uncompensated care, thereby achieving savings for sectors of the economy now bearing
these costs.

(b) A generalist-based health care system will achieve savings through improved availability of
primary care and through better managed, more appropriate, and more cost effective r. :ess
to technological specialty services.



(c) Private health insurance reform will promote stability in premiums for small employers and
streamline overhead expenses for small group insurers.

(d) Guaranteeing condnuous, portable healthcoverage willeliminate secondary costs tosociety.
including administrative costs of changing coverage and costs to the patient in terms of
disruption in care.

(e) Uniform claims and payment policies will create administrative savings to insurers, provid-
ers, and premium payers.

(f) Inappropriate increases in health care spending will be limited through the use of volume
performance standards.

(g) Medical liability reform will achieve savings through a.,dk :tion in costs due to "defensive
medicine."

(h) Increases in health care costs to some employers who begin to provide health coverage
pursuant to these reforms may be partially offset by savings to some other employers who
have been providing health benefits and who have been paying a disproportionate share of
the cost of dependents' health care coverage.

Implementation of the foregoing principles will result in a clearly-articulated national health policy
with three sources of health insurance coverage- Medicare. employer-provided coverage, and a new
publicly sponsored health plan system through which all of those not otherwise covered can be
insured. In addition, these principles will promote the development of an adequate supply of properly
trained primary care physicians who can ensure delivery of appropriate health care services in a cost

efficient manner. Finally, health care reimbursement reforms, insurance reforms, benefit design
reforms, and medical liability reforms will create incentives that complement a strengthened health
care delivery system built on a primary care model. The American Academy of Family Physicians
believes that with these programs in place, every American citizen will be assured of access to a broad
range of essential, affordable health care services.

April, 1992
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Basic Benefit Package

(Services not specifically listed would not be covered by the basic benefits package)

1. Immediate Access
Services
* Prenatal Care
* Well baby and well child

care
Childhood immunizations

NOTE: Immediate access services
would be covered under all health
plans. No patient cost sharing (i.e.,
deductible or coinsurance) would
be required for these.

If. Preferred Access
Services

" Periodic evaluation and
screening services, in-
cluding routine physi-
cals and cancer screen-
ing

" All outpatient services
provided directly by the
patient's Personal Phy-
sician

NOTE: Preferred access ser-
vices would be covered under
all health plans. They would not
be subject to a deductible, but
would be subject to 20 percent
coinsurance,

111. Limited Access
Services

" Inpatient and outpatient
physician services (other
than those provided by
the patient's Personal
Physician)

" Inpatient and outpatient
hospital care

" Skilied and intermediate
nursing facility care

* Laboratory and radiol-
ogy services

* Inpatient and outpatient
mental health services

* Treatment for substance
abuse and addiction

* Inpatient and outpatient
prescription drugs

• Medically necessary
home health services

" Medically necessary
medical equipment

* Routine dental care
* Routine vision care. in-

cluding eyeglasses
" Routine hearing care. in-

cluding hearing aids
" Rehabilitation services
" hospice care

NOTE: Limited access services
wouldbe covered underall health
plans. They would be subject to
a deductible of $250 per person
or $500 per family and io coin-
surance of 20 percent. An addi-
tional 20 percent coinsurance
penalty (for a total of 40 percent
coinsurance) would be required
when these services are rendered
by physicians other than the
patient's Personal Physician with-
out referral from the Personal Phy-
sician. The 20 percent coinsur-
ance penalty would not apply in
medical emergencies.

Limits on Scope and Duration of Coverage

Coverage for mental health and substance abuse treatment
would be subject to continuing review of medical neces-
sity and appropriateness. Standards for continuing review
would be developed by the Secretary of Health and Human
Services in consultation with appropriate medical and
other professional clinician organizations.

Periodic evaluation and screening services, preventive
services, and routine dental, vision and hearing services
would be subject to periodicity tables to be developed by
the Secretary in consultation with the AAFP and other
medical societies.

Catastrophic Protection
All patient cost sharing, except the 20 percent coinsurance
penalty on self referral for s-specialty care, would be
limited to $1,500 per individual and $3,000 per family per
year.
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PREPARED STATEMENT OF LANE KIRKLAND

Mr. Chairman, members of the committee, thank you for this opportunity to tes-
tify on one of the most critical issues for working people and their families.

At long last, this nation has reached an important milestone in the century-long
debate over health care reform.

The AFL-CIO has long been on record in calling for federal legislation to assure
all Americans access to essential health care services at a price they can afford. In
this effort, we are now being joined by organized medicine and many in the business
community who are offering their proposals for national health reform. Tids rep-
resents true progress toward resolution of the nation's health care crisis.

We believe that the time is right for Congress to take advantage of this growing
consensus and to take the lead in fashioning an approach that will reduce health
care inflation expand access and improve the efficiency of the system.

It is crucial that you achieve these objectives before this crisis does further dam-
age to American families, who have been called upon to absorb a nmjor share of cost
increases; American businesses that are attempting to do their fair share by provid-
ing health care coverage; and health care.

TE ECONOMIC IMPACT OF TI7E IJFALTII CARE CRISIS

Increasingly, union members are concerned about preserving their negotiated
health benefits. Thds concern is warranted. In recent years, the majority of labor-
management disputes have been caused by the nation's health care cnsis. When
these disputes could not be settled at the bargaining table, all too often the workers
found themselves permanently replaced when exercising their legal right to strike.

A recent study by tbe AFL-CIO Employee Benefits Department found that in
1990, health care was the major issue for 56 percent of striking workers. This study
alno confirmed the cold reality of the risk of job loss in a strike over health care.
Lest year a shocking 69 percent of all permanently replaced workers struck over
health care benefits as the major issue.

17his turmoil is not confined to organized labor. During the 1980s, the health care
crisis further exacerbated the economic decline of the middle class. The average
hourly wage, adjusted for inflation, dropped from $10.66 in 1980 to $10.03 in 1990.
During the same period, health costs as a percent of payroll nearly doubled and ex-
penditures for households increased from six percent to nine percent of gross earn-

'3 Iealth care costs are depleting the family income necessary for working Ameri-
cans to maintain their homes educate their children and achieve income security
in retirement. If current trends continue, by the year 2000 one-third of total com-
pensation will go to pay for health care at the expense of wages and other benefit
improvements.

similar trend is occurring nationally, as health care consumes a growing share
of our economic resources. In 1980, health care programs accounted for 17 percent
of domestic spending. Now that figure is 22 percent and by the middle of the decade,
it will be 30 percent. Health care inflation is siphoning off valuable economic re-
sources necessary for other national priorities, including education, infrastructure
and research and development.

While public expenditures grow, beneficiaries of public programs continue to lose
ground. Senior citizens pay more for health care than they did prior to passage of
Medicare and 60 percent of those with incomes below the federal poverty level do
not qualify for Medicaid.

In short, we are paying more for less. A nation that seeks to be competitive in
the 21st century can no longer continue down this road. On a per capita basis, we
spend 40 percent more than Canada, 90 percent more than Germany and 125 per-
cent more than Japan. Rather than become mired in esoteric debates about competi-
tion vs. regulation, this committee and the Congress should recognize that the most
costly solution would be to do nothing at all.

TEI CARE FOR COMPREHENSIVE REFORM

Last Fall, the AFI-C[O commissioned a study by Lewin-ICF, Inc. to determine
how much could be saved if Congress established a single cost containment program
for all payers. They estimated that just a two percent reduction in the projected rate
of growth in health inflation will save $165 billion (in 1990 dollars) by the end of
the decade. Recently, the Prospective Payment Review Commission (PROPAC) is-
sued a study that supported these conclusions. PROPAC estimated that if the Medi-
care payment rates were extended to private payers, there will be an immediate cost
savings of $16 to $21 billion annually.
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As part of its deliberative rocess, we would urge the Committee to compare the
cost and performance of the 6.S. heredth care system to those of our industrial part-
ners. While these systems have unique structures and differ on numbers of payers,
all of these countries have achieved universal access to health care benefits and ef-
fectively controlled costs by setting budget targets and paying providers uniform
rates.

We urge the committee not to te distracted by the myths of rationing, excessive
government bureaucracy and inferior quality that have long been advanced by those
who oppose reform. Taken together, the health care systems throughout the indus-
trial world provide conclusive evidence that it is possible to provide coverage to all
Americans far more effectively and at an affordable cost.

The burden is on those that advocate market-based mechanisms to explain why
we should continue with "voluntary efforts."

In comparison to our industrialized partners, the U.S. health care system fails the
tests of fairness and equity. We also fail the test of efficiency, which is apparent
to beth consumers and providers who are frustrated with red tape and paperwork.
Even those who support the current system can no longer defend the excessive over-
head and administrative costa associated with our fragmented system.

In pursuing a "competitive' health care market, the U.S. has ended up with a sys-
tem that operates on the principle of Social Darwinism. It punishes employers who
provide health insurance to their workers by forcing them to, in effect, subsidize the
health care of those who are employed by firms that seek a competitive advantage
by refusing to provide such coverage. The system rewards purchasers with largegroups or relatively young workers with short-term discounts, and it penalizes small

employers and those with older, more experienced workers by forcing them to pay
more for coverage. The system is replete with inefficiencies that have forced costs
to rise sharply, and millions of Americans who are fortunate enough to be covered
by health insurance have, as a result, suffered the financial burden of increased
cost-shifting and reductions in benefits.

The view has long been held that, notwithstanding these structural flaws, the
U.S. system provides better quality of care. But this too has proved to be another
myth advanced by those who oppose change. While we do have more technology
than other industrial countries, it is virtually impossible to defend the high rates
of surgery and diagnostic tests, the relatively small attention paid to preventive
care, including the immunization of our children, the lack of coordinated technology
assessment and the duplication of equipment in our current system.

In short, our health care problems are urgent--and they are being exacerbated
by our delay in acting on them.

AFL-CIO POLICY PROPOSAL

The labor movement is united in its pursuit of fundamental restructuring of the
system and we have three essential goals: to contain health care inflation; to provide
all Americans access to care- and to improve the quality of services.

All of the unions within the AFL-CIO support these goals. Attached to this testi-
mony is a copy of our recent Convention resolution on health, which describes our
prescription or reform. Some of our affiliates sp port the implementation as soon
as possible of a single payer approach. But all of the unions believe that we need
Congressional action now to address the health care crisis, and they support the
Federation's efforts to get legislation that conforms to our principles enacted as soon
as possible.

As a nation, we cannot hope to expand access or improve quality without control-
ling health care costs. The AFL-CIO has proposed a comprehensive strategy to
bring health care inflation under control.

To achieve this objective, we have urged Conres to establish a national Commis-
sion composed of stakeholders in the system- abor, consumers, management, gov-
ernment and providers--to administer a single national cost containment program.
The primary functions of such a Commission would be to conduct negotiations be-
tween health providers and purchasers of care on payment rates and other nec-
essary measures to achieve these targets and to establish controls on capital costs.

Once payment rates are negotiated, they must apply to all payers, including gov-
ernment programs, to prevent cost-shifting. The Commission should use the meth-
odology that has been implemented succesfuly under Medicare. Payments to hos-
pitals should be on a DRG basis with adjustments for facilities with special needs.
Payments tophysicians should he on the basis of a resource-based relative value
sch dule (RBRVS), with geographic adjustments as necessary.

We believe it is time to overhaul our costly administrative structure by establish-
ing requirements for administrative intermediaries that would standardize claim
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forms, develop a uniform health care information system and simplify paperwork.
That means that Congress must establish federal regulations for insurers and man-
aged care providers if we seek to improve the efficiency of the system.

Between those that argue government can not do anything and those that say
government must do everything, there is considerable running room. The task be-
fore this Committee is to define the combination of public and private strategies
that will make our system live up to its reputation as "the best in the world."

SMALL MARFK3 REFORM

In this Congress, I have testified before each of the House and Senate Committees
that have jurisdiction over health care. I have stated repeatedly that the AFL-CIO
is prepared to consider each and every proposal that meets our principles. We are
not committed to any one plan. The one proposal that we reject out-of-hand is small
market reform. No amount of political spin control will convince our members that
this proposal moves us forward.

In our view, the term "small market reform" is not synonymous with health care
reform, which must encompass comprehensive reforms in the organization of the
health care system, payment of providers and delivery of care. The lessons of pro-
posals already in place within certain states, is that small group market reform will
not make health insurance accessible and affordable unless it is enacted as part of
comprehensive package that controls costs and guarantees coverage.

There are important limitations in many of the small group market reform pro-
posals:

* The reforms neither stop nor reduce the rising cost of health care, the major
reason small businesses give for not providing health benefits.

* Reforms will raise costs for the majority of small employers and will not reduce
overall premiums.

" The reform proposals would do nothing to guarantee that all individuals have
coverage.

* Recent studies on subsidizing employment-based health insurance indicate that
these subsidies have induced few small businesses to provide health benefits to
their employees.

" Durig this time of budget cutbacks, state insurance departments may not have
adequate resources to assure regulatory compliance with a comprehensive small
business reform proposal.

OTHER FENDING LEGISLATION

The AFL-CIO is encouraged by the sheer numbers of bills that have been intro-
duced to reform the health care system and the commitment on the part of Members
of Congress to enact legislation in this Congress that will offer relief to families
caught in the middle of the health care crisis.

The AFL-CIO has long advocated enactment of a social insurance national health
insurance plan. S. 1446 introduced by Senator Kerrey and S. 2320 introduced by
Senator Wellstone both call for restructuring the present system so that revenues
are collected and then distributed through a single payment source. Working men
and women are united in their belief that a single payer approach would be the
most efficient mechanism for the systemic restructuring necessary to move us for-
ward.

The legislation introduced recently by Senator Darchle, S. 2513, also is designed
to capture the efficiency of a single collection mechemisms, but also to provide com-
petition on the delivery side. This bill takes a fresh approach to the challenge of
balancing the role of government and the private sector. While we believe that this
proposal deserves an in-depth look, we are concerned about how much of the key

decision making about the fundamental structure of the system is left to a Commis-
sion and the states. While we ourselves have advocated a Commission to develop
reimbursement methodology, establish a strategic planning process for the system,
and monitor the effect of systemic changes on Americans of all ages, we believe that
the Congr-ess cannot delegate the authority for definhig basic benefits and establish-
ing the fianin arrangements.

We applaud the leadership offered by Senator Mitchell and his colleagues who in-
troduced S. 1227 and we strongly support the amendments offered by the Labor and
Human Resoures Committee, making the cost containment provisions in that bill
mandatory. The legislation also contains a unique feature to bring together support-
ers of sngle payer aid limited payer approaches, allowing each state, within specific
state budget targets, to determine how it desires to establish its cost contrAnment
system, including the option to adopt single payer.
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In our view, it is imperative that any type of system, whether it be single or mul-
tip 0 payer, have the stability and uniform]Sty of a national program. We are dubious
of natives w p ce h burden of developing, financing, and monitoring the
system on the ready hard-pressed states. Medicaid has taught us this important
lesson.

We must also deflect attempts to delay national reform by encouraging state-
based demonstrations. It seems ludicrous for the United States to take the position
that demonstration projects are needed to help rally the public behind national re-
form. We can build on the vast experience that our country has acquired in running
programs, such as Social Security and Medicare, that have been hugely successful
in contributing to the well-being of the society as a whole.

CONCLUSION

We can reform the health care system--now-if we commit ourselves to get on
with the job. To advocate anything less is to accept the inevitable chaos in which
the nation's resources continue to be misapplied and drawn into the black hole of
uncontrollable costs.

No combination of voluntary efforts will be enough to solve the deep-rooted prob-
lems of rising costs, diminishing access and uneven quality. It is time for all mem-
bers of Congress to exercise the type of leadership the American people deserve from
their elected officials. It is time for Congress to take a hard look at the effects of
the health care crisis on their constituents and time to develop and enact the com-
prehensive health care reforms that working men and women so desperately need.

RESPONSE OF MR. KiRKLAND TO A QUESnON SutMIhrED BY SENATOR WELIzrOM

Question. Regarding Mr. Enthoven's proposal for managed competition, please
elaborate on examples you referred to in which competing plans with the same ben-
efits have been offered to employees, but did not avoid shifting of costs and risks,
or cost increases?

Answer. In pursuing a competitive health care market, the U.S. instead has a Sys-
tem that operates on the concept of Social Darwinism. It punishes employers who
provide insurance to their workers by fori them to, in effect, subsidize the health
care of those who are employed by firms that seek a competitive advantage by refus-
ingto provide such coverage.

The fact that competitive forces in the health care market have failed in undeni-
able. According to the Congressional Budget Office "... if competition were an effec-
tive strategy the rate of increase in health care costs in the United States would
have decline during the 1980s, particularly in areas that have become more highly
competitive."

According to the Group Health Association of America, from 1.989 to 1990, on av-
erage, HMO premiums increased 17 percent for single contracts and 18.4 percent
for families The 1991 growth was ebout the same as experienced under non-man-
aged, fee for service plans about double the overall medical inflation rate.

Despite initial hopes, case management strategies have not contained costs as ex-
pected. According to a Business and Health survey of business executives in 1991,
oily 30 percent believe case management has been very effective in cortaiing costs,
down from 46 percent in 1990. Only two in 10 executives were "very confident" that
managed care will be able to control U.S. health care cost without government in-
volvement.

Some have proposed to limit the amount that any business can deduct for health
insurance to the lowest cost plea offered. The intent is to entice businesses to offer
only the minimum plan available. Unfortunately, low c ot plans fire not always the
most efficient providers of care. Absent effective initiatives to contain costs tax cape
will only penalize employers in high cost markets, high-risk industries and in plans
with older workers or victims of chronic disease.

If you have any further questions, or need additional information, please do not
hesitate to call.

PREPAMM STATMMNT OF Gno LAu

Good morning, Mr. Chairman and Members of tho Committee. My name is Greg
Lau, and I am an Assistant Treasurer for the General Motors Corporation, with re-
sponsibilities that indude health cr Today's hearing focuses en an issue of crucial
importance to General Motors and to the international competitive of U.S. busi-
nees-that is, the need to curb the alarming rate of growth of health care costs Inthis country. At GM, health care expense are growing faster than any other labor,
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capital or material cost incurred in the production of a motor vehicle, and these
growing outlays for health care erode our ability to fund other pressing corporate
objectives.

By way of background, GM is the largest private purchaser of health care in the
U.S., spending almost $3.4 billion in 1991-or $929 per vehicle-and providing cov-
erage to about 1.8 million persons. Not only are our absolute expenditures for health
care enormous, but they a lso place us at a serious disadvantage relative to Japanese
transplants who have lower costs because of their younger workforces and a virtual
absence of retirees. The spiralling increase in health care costs places a special bur-
den on mature industries like ours that have extensive responsibilities to employees
mid retirees.
M ob tive Wtoday is to share some of GM's experiences in the hope of illustrating

the .indsof cost containment actions that may be required at the national level.
GM's health care costs, on a per person basis continue to rise at an average rate
of about 11-12% a year. Although that rate is lower than the 16-16% average rates
for all manufacturers, it is still significantly higher than the rate of increase in the
Consumer and Producer Price Indexes. Clearly, a more aggressive and comprehen-
sive approach to health care cost containment is needed.

In the mid-eighties, GM undertook a series of initiatives to exert more control on
its rising health care costs. Two actions that proved instrumental in reducing GM's
administrative and overhead costa for health care were the decisions to move to a
self-funded basis and to establish a nationwide claims and eligibility system. The
standardization of the cldins process also provides the capability to perform on-line
edits of payments that helps usprevent fraud and duplication. However, trimmbf
administrative costs is not a sufficient strategy to control the rising rate of health
care costs. Rather, the kraldo controlling heath care costs lies in managing the use
of services--without such controls, long run cost containment is unlikely. Perhaps
the most significant of GM's costs containment initiatives was the redesign of our
benefit plans to expand "managed care." By design, "managed care" programs are
intended to control the use of services by providing incentives for both providers and
consumers to reduce unnecessary or ineffective services. We added a pre-determina-
tion process to our traditional fee-for-uervice program and offered Preferred Provider
Organizations (PPOs) mid Health Maintenance Organizations (HMOs) as coverage
alternatives. Also, salaried employees who choose to remain with the traditional
proran are now subject to cost-sharing requirements that also reduce GM's cost
and utilization.

Our experience with these programs has been mixed. GM does not require indi-
viduals to join HMOs or PPOs. These options attract enrollment through expanded
benefits; however, in some cases the positive impacts of utilization controls have
been insufficient to cover the cost of the added benefits.

In large part, the effectiveness of PPOs depend on their ability to identify and ex-
clude providers from the panel who do not provide quality care in the most cost-
effective fashion. However, we have found that highly selective panels are difficult
to achieve, in part because of provider relations issues, employee concerns about
provider selection and the reluctance of program administrators to address this ob-
ective aggressive. In some cares, these issues have even given impetus to state-

level anti-managed care-er so-called "freedom of choice" legislation-which we
strongly oppose.

Managed care can work. One of our more notable success stories--both in terms
of quality and cost-involves our substance abuse coverage. GM together with its
unions, conducted pilot studies that identified serious concerns about the quality of
substance abuse care being received, as well as the spiralling costs. In response, we
implemented a national pre-determination program, a ppointed local case managers,
and established a "closed panel" of providers who met basic quality and cost-effec-
tiveness criteria. Subsequently, through close monitoring of data, we instituted fur-
ther changes in coverage that, in effect, placed sanctions on our employees who did
not seek care when needed or complete the planned course of treatment.

This integrated approach to managed care, with incentives for individuals and
providers, worked. The quality of substance abusa treatment improved significantly
and costs decreased dramatically. Further the acceptance of these changes by our
covered population has been positive. Building upon this success, we are now treat-
ing our mental health coverage in the same way.

From our experience, we believe it is critical to build managed care principles into
the design of any health care program. Careful attention needs to be given to basic
benefit design to prevent unnecessary utilization and avoid coverage of marginal
value-including overutilization of technology. Appropriate cost-sharing should be
an integral component of any plan, because of its proven effectiveness in promoting
judicious consumption of health care services. Clinically-sound guidelines for the
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provision and use of services should be established in advance, along with objective
criteria for selection of high-quality cost-effective service providers. In addition, to
support managed care efforts, more work needs to be done to establish effective out-
come measures and practice guidelines.

In summary, GM's experience with managed care suggests specific controls on
service use and service delivery are necessary for effective cost, containment if the
U.S. is to have an affordable health care delivery system. As a nation, we must de-
cide what services we are willing to pay for and the most effective manner to deliver
these services. The U.S. is now a endng nearly 13% Of its GDP on health care (com-
pared to 8% for most other developing nations) and by the year 2000 that number
is expected to rise to 18%.

OM believes health care reforms are in order if the U.S. is to meet the health
care needs of its people and improve its competitiveness in global markets. If ma-
ture manufacturing companies are to succeed, it is essential that the actions we
take truly contain costs and improve our competitive position. Towards this end,
GM also supports efforts such as the incremental measures proposed by this Com-
mittee's Chairman, that move us in the direction of these goals and add to our un-
derstanding of this complex issue.

Thank you.

PREPARED STATEMENT OF KEVIN MOLEY

Mr. Chairman and Members of the Committee: I atm pleased to be here this morn-
ing to talk about health care costs and how to contain them. This issue goes to the
heart of any serious approach to health care reform. The President's Comprehensive
Health Care Reform Program offers an effective response to this issue-one that is
compatible with our American culture and expectations for a top quality health care
system.

INTRODUCTION

We are all familiar with the numbe that document increasing health care costs.
The unsettling implication of those numbers is that the rate at which health care
costs are growing is unsustainable indefinetly-health care costs have been increas-
ing at 2 to 3 times the rate of the rest of the economy. No segment of our economy
is immune from the effects of this as we witness expenditures on health care con-
svming more and more of our resources each year.

* Workers face lower wages tlan they would if health costs were lower.
* Individuals face stiff premium increases and growing out-of-pocket costs.
* Federal and State governments find health care their biggest budgetary prob-

lem.
4 The portion of our economy devoted to health oare increasingly squeezes our

Nation's resources and ability to support other important priorities-housing,
education, infrastructure-priorities that are essential to sustain and improve
our current standard of living.

The Secretary has said repeatedly that we spend enough on health care: "It teems
that the $2,700 spent on average [or each and every man, woman and child in this
country ought to be enough. This is more than any other country in the world, yet
drfspite this expenditure, more than 13 percent of Americmis are without any health
irurance at all." I agree with the Secretary. It is clear we need to spend oar dollars
more efficiently and wisely.

The President's Comprehensive Health Care Reform Program, announced last
February, carefuUy builds an approach to health care reform that m.!ets the twin
challenges before us of expanding access and containing costs. Parts o' this program

- art reflected d the bills -we transmit this wekto Cunge ad tn Iegila- -
tive language detailing the plan will be transuatted in the coming weeks.

A MARKET-BABED APPROACH

The President believes strongly-after considering the consequences of the alter-
natives-that cost containment can best be achieved through restructuring the in-
centives in the market-based system. A market-based systera allows and promotes
com'umer choice-both choice of providers and dolive-ry systems. It further allows
flexibility in coverage and benefits; fosters innovation; and allows more decentral-
ized end individually based decision making through multiple local payers, provid-
ers ani consumers.
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Any alternative that is premised on substantije government control of choice,
pries or other aspect of the health care system dthogh a centralised, Tegulatery sys-
tem will never control costs effectively nor be compatible with American Values. In
developing the framework for our program, the President chose to build on what's
besA in the existing system and reform what doesn't work. Rather than place crush-
inWr mandates and massive tax increases on businesses, we chose to strengthen and
erapower the consumer.

PRM1WDENV8'A PLAN CONTROLS CO&M

To contain coasts, the President's program creates cost-reducing market-based in-
centives, removes barriers to efficiency within the systers, and controls cost drivers.
11te President's colt containment provisions should each have a positive influence
on costs. In additi,,)n, the Presidents program obtains greater leverage from the pro-
visions because they are designed to interact in a way that heightens the incentives
to control costs rind thus achieve an even greater savings impact.

The proposed initiatives in the President's program to make insurance more af-
fordable and accessible would result in millions of new consumers-individuals and
small businernes--looking in the market place for, and expecting to purchase, af-
fordable health care. This sets in motion the market forces for a cost-contaiaing,
competitive health care system.

* Conswners will be looking for value in the market place.
• Many providers and insurers will want to serve these new consumers.
* Insurers, because of the President's private insurance reforms will w4" longer be

competing on the basis of insuring only the healthy, and will be cr.mpeting on
the oasis of cost-containment and quality.

As a result, we can expect that services provided and benefits offered will be re-
sponsive to the consumers preferences and needs.

What the President has proposed here will empower the consumer through choice
and competition to influence the local market toward cost-containing action-rather
than create new centralized bureaucracies that revert to price controls or global
budgeting that blunt the local market power.

To add additional impetus to the incentives already underway, the President's
Program would substantially increase consumer information. A "Blue Book," like
that available to purchasers of automobiles--would compare costs and coverage op-
tions as well as quality information and would add further stimulus to large pur-
chasers and individual consumers alike to make cost-effective choices.

The President would also remove the barriers to cost-effective choices involving
coordinated care systems, well recognized for their high quality and high value. Co-
ordinated care systems are one of t ie best ways to reduce fragmentation of services
and excessive use of services and are a centerpiece of the President's program. State
laws limiting coordinated care and mandating costly, non-essential services would
be preempted. We will also develop the initiatives to increase the use of coordinated
care systems by Medicare and Medicaid beneficiaries.

In tandem with these initiatives, thrn President's Program also launches reform
initiatives that target cost-drivers which spur on the inflationary tendencies of our

-present system. 1 want to mention two in particular.
One is our present medical malpractice system which provides the perverse incen-

tive for providers to order extra tests and procedures primarily for subsequent pro-
tection in the courtroom rather than for the patient's health. A comprehensive liabil-
ity reform plan as proposed by the President will reduce the $20 billion annual cost
of defensive medicine and malpractice litigation that burdens our health care sys-
tem.

9 The second is the administrative system which can be streamlined and sim-
plified to reduce overhead costs for small business and eliminate costly ineffi-
ciencies. The Department is pursuing stratees to reduce administrative waste,
including electronic information sharing, uniform data transmission standards,
electronic cards, streamlining medical review and developing computerized pa-
tient record systems. In the next few years, we envision that all elgbility ver-
ification, billing claims adjudication and payment will be conducted electroni-
cally and clinical information will be computerized and exchanged through elec-
tronic networks. Private sector workgroups and Departmental initiatives are al-
ready taking the step necessary to reach this goal. These information activities
will be coordinated with the President's "Blue Book" initiative providing quality
data for consumer choice.
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The final cost-containment feature I want to mention today is a special one be-
cause it brings with it important benefits, and that is the powerfid potential of bet-
ter primary and preventive care. These activities give us the best of both worlds:
they improve health and enhance quality of life and they also contain costs. There
are thing we can do for ourselves that vastly improve our quality of life, yet also
save health care costs. The cost of inaction is high: Cigarette smoking alone ac-
counts for one out of every six deaths, or 390,000 lives lost a year while reaching
$65 billion in smoking related health care costs and lost productivity. Prevention of
low birthweight babies through increased access to early, appropTiate prenatal care
and education is especiaUy cost effective: For every low-weight birth avoided, the
health system saves between $14,000 and $30,000 in newborn hospitalizations and
long term health care costs. The Administration is aggressively pursng a number
of beneficial initiatives including Healthy Start and expansion of the Women, In-
fants tnd Children program.

CONCLUSION

In conclusion, these actions will make bold inroads into containing costs by re-
straining the inflationary elements and inefficiencies in our current system. I be-
lieve the President's Comprehensive Health Care Reform Program just outlined of-
fers an effective approach to cost containment in a fashion that would be acceptable
and compatible with American expectations and would ensure that we do not under-
mine the high quality system we now have.

RESPONSE OF DEPUTY SECRFrARY KEVIN MOLEY TO A QUESTION SUBMI'rrED BY
SENATOR WELLSTONE

Question. You referred to the Administration's proposal to use the device of health
insurance networks as the way to make health care more accessible and affordable.
How do you explain the fact that COSE in Cleveland, the model for this proposal,
opposes this element of the President's health care reform package, and the package
overall, as ineffective?

Answer. First the President's vision for health insurance networks (INs) tran-
scends any single existing model. There are elements of many insurance purchasing
arr-angements, both existing and remaining to be tried, that form the conceptual
basis for what the President believes HINs could be and could accomplish. As put
into practice, we would expect HINs to vary according to other aspects of the health
financing and delivery systems in different areas, and we would expect them to be
organic, evolving based on direct experience and the experience of other similar
groups.

Second, as is true of any of the reform proposals, different views may emerge over
details; however, COSE representatives have told us that they are in favor of the
principles undergirding the President's proposals and the reform design, and are in
favor of the HINs approach to small group insurance.
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COST CONTAINMENT IN THE
PRESIDENT'S COMPREHENSIVE

HEALTH REFORM PROGRAM.

OVERVIEW

In the debate over health care reform, two basic approaches to cost containment
have emerged. One approach would limit total national expenditures and try to
set payment rates accordingly. The other approach would reform the underlying
forces that have cause" health care costs to rise.

In the absence of unJerlying reforms of the Incentives driving up health costs,
the payment cap approach Is tantamount to a pressure cooker - r everything
pushing costs up against a cap.

By contrast, the President's Comprehensive Health Reform Program addresses
the Incentives that contribute to rising expenditures, thereby Improving the
affordability of health care for Individuals and businesses in addition to reducing
overall expenditures. It is bItsed on the same principle found In medicine -
where possible, address the causes, not simply symptoms, of the problem.

Caum of Ring Heath Care Costs

Health costs are rising because the Individual actors In the system have at best
muted incentives to be concerned about costs, and face Incentives such as the
malpractice system which encourages more care rather less, even when It Is not
medically necessary. For them participants who do wrestle with coats, they face
a series of barriers- explicit and implicit - to dealing with the Increas in the
volume and Intensity of services that re driving cost Increasm.

The Preenw's Approach to Coat Contimifint

The President's plan seeks to reform the health care market pdmarly through
the restoration of coat-conscious and cogt-efficient declilonmaklng, a
fundamental aspect of an efficient market. All of the provisions In the plan -
Incentives for coat-effectve purchase of health Insurance through tax credits,
Insurance market reformK. expanded use of coordinated care, Information for
purchasers, expanded toI.is on prevention, malpractice reforms, and automaton
of administratve actdies - would improve the abilIty of the actor* In the health
care system, nc ng consumers, purchasers, Insurers, and providers, to make
rational, efficient decisions.

adrsac ona

The President's cost containment provisions, taken In Isolation, should each
have a positive influence on costs. An even greater change would occur,
however, if all of these provisions were adopted. These reforms are Interrelated

58-769 - 92 - 10



and would act synergistically - because decisions made by different actors in
the health care system each affect one another.

Thus, in considering the impact on costs of, for example, the esmpaded use of
coordinated care, one should factor In the effects of other reforms such as
automated health Information and Insurance reforms that remove barriers to
coordinated care. The whole would produce more savings than the sum of the
pieces. The following highlights Just a few of the Interactions.

The Effectiveness of Coordinated Care

o The pre-emption of State anti-coordinated care laws and the
clarification of anti-trust standards that restrict coordinated care
organizations would facilitate efforts to expand the use of
coordinated care in public programs and in the private sector.
Reform -of anti-trust standards would make such plans more effective
in controlling costs.

" Coordinated care programs would be even more cost-efficient than
they are now as a result of the automation of clinical recordkeeplng
and the dissemination of health outcomes measures. They would be
able to form better provider networks, using comparative Information
about physicians and hospitals. Medical review would be more
effective as a result of the computerization of patient data and use of
expert systems.

o The recipients of tax credits in the President's plan would create
a significant demand for lower-cost plans, and Insurers and
providers would compete to meet the demands of this new group
of consumers by developing and offering more efficient health
plans, such as coordinated care plans.

Information for Purchasers. Small Group Reforms, and Tax Credits.

" The small group reforms would expand the number of small
businesses that offer health benefits through Insurance market
reforms and through HINS. These businesses would have a great
need forltt-r1formation on providers and plans that States would
provide under the President's plan.

o in addition, more business Interest In such data would encourage
greater hospital participation and would provide impetus to Improve
data collection systems.
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O The Insurance reforms would also Improve the ability of all employers
to develop provider networks by pre-empting State laws. Employers
could then use Information on providers to develop more coat-
effective networks.

o Having a new large group of coat-sensItive consumers would not
generate savings If those consumers had to face the usual problems
that exist In the small group insurance market The President's Plan
would dramatically reform the small group market, making possible
the purchase of Insurance by tax credit holders.

o The development and dissemination of Information about Insurers
and providers to consumers would greatly Improve tax credit holders'
ability to shop around for the right health plan.

Documnentation of Cost Containment Effects

Academic literature and real world examples provide evidence of the cost
containment potential of the President's plan. The chapters that follow outline
some of these examples and research, as well as describe how provisions
Interacts with others In the President's plan.

L HEALTH INSURANCE MARKET REFORMS

SUMMARY:

o The President's plan would reform the private health Insurance
marketplace to enable It to function in a more efficient and equitable
manner.

o The plan would stabilize the small group market with Interim rating
restrictions and risk sharing mechanisms. It would then test and
phase in longer term approaches to risk sharing.

o Sina! group reforms in the plan would mean Insurers would have to
compete by managing health costs rather than by selecting good
risks.

o Administrative reforms in other parts of the plan would be especlaiy
helpful to small firms now burdened by exceptionally high
administrative loading In their health insurance premiums.

o The plan would provide incentives to encourage the formation of
health Insurance purchasing groups called Health Insurance Networks
(HINs), so that small employers could benefit from economies of
scale.

o The plan would pre-empt, for all health Insurance, State mandates and
anti-coordinated care restrictions, which studios have demonstrated
add unnecessary costs.
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I. HEALTH INSURANCE MARKET REFORMS

INSURANCE REFORMS

The Presldent's plan would make health insurance more affordable throu lh
reforms of dysfunctional health insurance practices. By requiring insurers to
adopt certain ways of doing business, consistently and fairly, the reforms would
bring needed stability and predictability to both insurers and employers. Such
stability would enable them to return to an approach of spreading health care
costs broadly and to devote their creative energy to cooperatively managing
risks and health care costs rather than competing to avoid them.

Insurers, If they offered coverage to any small employer, would be required to
offer and renew the same plans to all small employers, to abide by reasonable
rating limits, and to participate in risk-sharing mechanisms operated at the State
level. These reforms would expand and stabilize coverage and reduce the rate
of Increase In premiums for small employers.

All employment-based health Insurance, including that offered by employers that
sell-insured, would operate on a level playing field with regard to prexisting
condition exclusions. This would significantly reduce insurers' need for building
costly contingency funding to protect against adverse selection Into the
administrative loading for premiuniz.

RISK SHARING

The President's plan recognizes that pre-empting Slate mandates and adopting
premium rate restrictions alone would not be sufficient to restrain future cost
increases. Rate limits, such as those proposed by the NAIC, Insurers, and many
Congressional bills, are important to stabilize the market and prepare It for the
crucial second step - pooling and adjusting for each insurer's share of risk and
providing incentives to manage It.

Insurers that wished to participate in the market for small employers would be
required to abide by Interim premium rate restrictions and to participate In State-
level reinsurance, allocation, or other risk sharing mechanisms. Insurers with
more than their representative share of high risks would thus be protected
against an unreasonable cost burden.

At the same time as the interim rating and risk sharing mechanisms were put in
place, the President's plan would provide for development and phased-in
implementation of a more stable, long-term small group risk sharing program,
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similar to the approach advocated by GHAA and Kaiser Permanents before the
NAIC and with the California State legislature. Insurers with a relatively low risk
book of business would compensate those with higher risks. This would
eliminate the incentive (and effort and costs) associated with risk selection in
the current market.

Because the small employer market now produces relatively low premium rates
for those small employers that are considered good risks, both the Interim rating
and risk sharing mechanisms and the later long-term risk sharing programs
would be phased In. Thus, incentives for Insurers to identity and avoid high risk
individuals and the administrative costs of doing so would be reduced. In
addition, equity and coverage among Insurers, employers, and Individuals would
increase.

EMPLOYER POOUNG

The President's plan would provide a mechanism for small firms to benefit from
the advantages of large size by helping them form small employer pooling
mechanisms known as Health insurance Networks (HINs). The President's HIN
approach would bring the benefits of pre-emption of State requirements and
economies of scale to small employe.m.

Some of the cost advantages enjoyed by large employers derive from the
privileges of self-insurance (pre-emption of State mandates, anti-coordinated
care restrictions, and premium tayes). Others derive from economies of scale
(market clout, expertise in negotiating with insurers and providers, common
administration with reduced overhead costs and improved management of
claims).

The benefits of pooling would be available to HINs that contract with private
insurers to offer coverage to participating employers. Thus, a number of HINs
would become attractive markets in which insurers would compete with
affordably priced benefit packages complying with market reforms.

The President's reforms would reduce administrative costs and premiums,
particularly fwv small employers who are burdened by exceptionally high
administrative loading charges. According to the Congressional Research
Service, firms of 19 or fewer employees with conventional health Insurance pay
administrative charges In their premiums totalling 30 to 40 percent, while
conventionally Insured firms of 500 or more pay a total of between 5.5 and 12
percent Administrative reforms would help reduce the general and claims
administration expense parts of the loading for firms of all sizes. In addition, as
pooling Increased and churning in the small group market decreased, the
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commissions and risk and profit charges which account for much of the
difference between small and large firm premiums, should also be reduced,
lowering small firms' relative premium costs.

One inspiraUon for the President's HIN concept comes from the widely-praised
Council of Small Enterprises (COSE) in Cleveland. COSE Is a purchasing group
organized In 1973 as a non-profit component of the Greater Cleveland Growth
Association, Cleveland's Chamber of Commerce. By April 1991, about 8,000
small businesses were participating with 60,000 employees and 85,000
dependents covered. Employers now have 12 group health plans available
through six carriers from which to choose, including HMOs and PPOs often
unavailable to small firms. COSE uses its combined purchasing power to keep
insurer administrative costs low. it offers premiums that are 40 to 50 percent
lower than comparable plans that small employers could purchase on their own.
Its total premium increases over a recent six-year period were more tharl 100
percent lower than comparable plans.

STATE MANDATES AND ANTI-COORDINATED CARE LAWS

As a whole, State laws that mandate benefits and Inhibit coordinated care
practices are a major barrier to affordable health Insurance, particularly for small
businesses that cannot self-insure. The President's plan would bring the
economic advantages of pre-emption to small firms that are unable to bear the
risk of self-insurance by pre-empting those State laws for all.smallfirm insurers
nationwide.

State Mandates

Requirements to cover certain specified types of services, populations or
providers are a phenomenon that has added costs to insurance policies in many
States. The National Center for Policy Analysis estimated that in 1970 there
were only 30 mandated health Insurance benefits in the U.S. August 1991 data
compiled from a variety of sources by the Health Benefits Letter places the
current number of State mandates at nearly 1000.

A number of organizations have tried to quantify the costs of mandates on
employer health Insurance.

o Jensen and Gabel, in a 1989 HIAA Research Bulletin, indicated that in
1985 and 1986 the numerous mandates enacted by the State of Maryland
accounted for 21 percent of all Incurred claims for Blue Cross of
Maryland. Using another method for measuring costs, HIAA actuaries
priced alternative insurance products In Maryland and concluded that
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mandated benefits raised the price of individual coverage by about 12
percent and family coverage by about 17 percent

o More recently In 1991, Blue Cross/Blue Shield of Massachusetts
es'tmated that mandaLs in that State accounted for 17.6 percent of their
claims payments, while Blue Cross/Blue Shield of Virginia estimated that
State mandates accounted for 21.3 percent of their claims payments.

Some of these services might have been covered in the absence of a mandate,
but the mandate removes the option for small employers because they cannot
afford the risk of self-insurance.

o An econometric model by the National Center for Policy Analysis cited in
their 1991 testimony, estimated that as many as 25.2 percent of the
uninsured nationally (and as many as 60 percent In Connecticut,
Maryland, and Minnesota; 41 percent in New York, and 30 percent in
California, Maine, and New Jersey) lack health insurance due to State
mandates.

o Jensen and Gabel came to similar conclusions In comparing Information
from two studies of Individual company level data. They concluded that
State mandates accounted for 20 percent of non-coverage in their 1985
sample and 43 percent in 1988.

Jensen and Gabel indicated that continuation-of-coverage requirements
accounted for a portion of these costs, due to increased administrative
costs and significant adverse selection. However, when persons with
pre-existing conditions are assured of Inclusion in health Insurance
provided through a subsequent employer (as the President's plan would
do) then the need, the prevalence, and the cost of continuation coverage
should be significantly reduced.

States have begun - unevenly - to address the impact of mandates on small
firm health Insurance.

o According to the Blue Cross/Blue Shield Association, by July 1991, 19
States had enacted legislation requiring a financial Impact statement
before enacting any new proposed mandates.

o Blue Cross/Blue Shield also Indicated that, as of October 1991, 22 States
had enacted laws permitting insurers to offer basic benefit plans exempt
from some or all State mandates.

o The Health Benefits Letter reports that a few States waive premium taxes
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or provide state tax credits or premium subsidies for small employers.

o The National Association of Insurance Commissioners Is tracking the
progress of a number of States that have enacted part or all of NAIC
model laws that waive mandates and restrict rating, issuance, renewal,
pre-existing condition exclusions, and other practices of small firm
Insurers.

And-Coordinated Care Laws

State restrictions on commonly used coordinated care efforts also Interfere with
the design of affordable insurance products for Individuals and small
businesses.

o Data on State legislation complied by the Health Insurance Association of
America (HIAA) shows that the enactment of new anU-coordinated care
laws appears to be increasing. In 1990, 11 States enacted 14 bills on
this subject;, while in 1991 enactments increased to 20 States with 26
bills.

o Unpublished data from the Blue Cross/Blue Shield Assoclation Indicates
that, as of 1991, a total of 32 States had enacted 47 laws restricting
coordinated care actJvities.

o The Wyatt Company surveyed 17 health care organizations to estimate
the costs associated with six common anti-coordinated dare restrictions.
In their 1991 report for HIAA, they reported that restrictions such as
allowing any willing provider to join a network could add from 34 percent
to 52 percent to administrative costs, plus adding from 8.8 percent to
14.2 percent to claims costs. Requiring local utilization review personnel
to be licensed In the same State and denial review by physicians of the
same specialty as the attending physician was estimated to add from 33
to 35 percent to administrative costs. While additional, more
comprehensive analysis on these subjects would be helpful, these data
give preliminary indications of the magnitude of the problem.

o Lewin/ICF, in an analysis of a number of proposed cost containment
Initiatives, Indicated that If State barriers to selective contracting,
utilization review, and other coordinated care practices were pre-empted,
there would be an estimated ten percent Increase In the number of
workers In HMOs, and that HMOs would reduce health spending for
these newly covered workers by about ten percenL
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INTERACTIOS WITH OTHER PROVISIONS

Systemic Reforms

Small group reforms would be more effective in reducing health insurance costs
for small employers when combined with other reforms that reduce health care
costs generally. The President's plan includes a number of such reforms of the

underlying system, Including malpractice reform, encouraging coordinated care,
personal responsibility and prevention, and reducing administrative and
paperwork costs.

Information for Purchasers

The effectiveness of the insurance market reforms would be particularly
enhanced by an expansion of information available to purchasers. The pre-
emption of State anti-coordinated care laws would Improve the ability of Insurers

to create and employers to use provider networks when information about
providers' quality and costs is more readily available.

u. TAX CREDITS AND DEDUCTIONS

SUMMARY:

o In contrast to most consumers in the current market for health

Insurance, who have only muted incentives to consider costs In their

purchases of health insurance, recpients of tax certificates would

have a strong incentive to be prudent in their choice of a health plan.

o The existence of a more efficient market for health insurance and

health care would place pressures on the larger market, thereby

driving down overall health costs.

o The expanded coverage through tax credits and insurance reforms

would lower the costs of care by reducing delays In seeking care and

the use of more Inappropriate treatment and would also act to reduce

the amount of cost shifting among payers.
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II. TAX CREDITS AND DEDUCTXONS

Tax credits are an efficient way of providing subsidies for health Insurance
because they do not exacerbate the Inflationary effects of the tax treatment of
employer-provided health benefits. In fact, the provision of tax credits to 95
million Individuals would create a new, more efficient market for health
insurance.

INEFFICIENCIES IN THE CURRENT MARKET FOR HEALTH INSURANCE

In contrast to most consumers in the current market for health Insurance, who
do not have an incentive to consider costs in their purchases of health
insurance, recipients of tax certificates would have a strong Incentive to be
prudent in their health care purchases.

DEMAND FOR HEALTH INSURANCE AMONG TAX CREDIT HOLDERS

The market for health insurance among holders of the tax credit would be more
efficient than the current market for health insurance. Tax credit recipients
would be more likely than individuals who receive health benefits from an
employer to be concerned about the cost of their health plans because their
amount of subsidy would be fixed, and they would have to bear the full cost of
any purchase above the credit amounL

The existence of a more efficient market for health Insurance and health care
would place pressures on the larger market, thereby driving down overall health
costs.

o The 21 million consumers who would be more sensitive to costs would
create a significant demand for lower-cost plans, and Insurers and
providers would compete to meet the demands of this new group of
consumers by developing and offering more efficient health plans, such
as coordinated care plans.

o The expansion of more efficient health plans would drive down overall
costs. Studies have demonstrated that market penetration by HMOs
drives down costs of other health plans In the same area. (See Chapter
IlII on Coordinated Care.) Just as hospital reactions to DRGs had a
"sentinel effect" that helped changed lengths of stay for non-Medicare
patients as well as Medicare patients, so the cost-effective health
insurance plans generated for Individuals with only the tax credits to pay
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for premiums would have a ripple effect throughout the health system.

o Other consumers would also be able to take advantage of the expansion
of more efficient, less costly health plans, even though their incentive to
do so would not be as great

MORE APPROPRIATE CARE AND REDUCED COST SHIFTING

The expanded coverage through tax credits and insurance reforms would lower
the costs of care by reducing delays in seeking care and the use of more
inappropriate treatment setting& such as emergency rooms. Expanded coverage
would also act to reduce the need for providers to shift the costs of
uncompensated care to other payers.

INTERACTIONS WTTH OTHER PROVISIONS

irmurance Market Reforms

The Insurance market reforms in the President's plan would enhance the ability
of tax-credit recipients to purchase insurance. Thus, It would increase the effect
that tax credit recipients would have on the cost of health plans.

Co turner Information

The addition of a large group of cost-conscious consumers to the market for
health care would generate significant demand for price and quality information
about both insurers and providers. The President's plan would facilitate the
development of comparative Information for these Individuals to use In deciding
how to spend their tax credit Because these Individuals would be particularly
interested in obtaining maximum value for the amount of their credit, they would
seek out the price and coverage Information to choose among insurance plans,
and they could eventually use horpltal quality data to choose a hospital or to
evaluate a coordinated care plan's provider network.y

Medicaid

Medicaid-covered individuals in States that reorganized their Medicaid and tax
credit program under one plan would replace Medicaid's work disincentives with
positive work incentives.

Any reform that increased the cost-effectiveness of the health care system would
also enhance the ability of tax credit recipients to purchase health insurance.

Thu.j, te expansion of coordinated care, Increased prevention, and malpractice
and administrative reforms would also contribute to the effectiveness of the tax
credit
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1II. COORDINATED CARE

SUMMARY;

o Coordinated or managed care has tremendous potential - only
partially realized to date - to achieve savings through a variety of
financial mechanisms and a reduction in unnecessary and
inappropriate care.

" Evidence Is accumulating on savings achieved by various forms of
coordinated care - with the most evidence and most potential from the
strongest* forms of coordinated care - the health maintenance
organization (HMO). The most notable study has shown 28 percent
savings from HMOs.

o While some argue coordinated care savings Is a one-time reduction,
evidence Is beginning to reveal that In areas where coordinated care
penetration is high, savings not only spill over Into the fee-for-service
sector, but also reduce the rate of growth In total health care costs.

o While early evidence for many of the still-evolving forms of
coordinated care showed minimal or no savings, recent studies
suggest that these plans are changing practices in many ways that
produce significant savings. In addition, some of the early studies
considered only one aspect of health care costs and ignored such
features such as reductions In out-of-pocket expenses.

o Most studies find that quality of care and patient satisfaction In
coordinated care plans is comparable or higher than In the fee-for-
service sector.

o Many explicit (anti-coordlnated care laws) and Implicit barriers have
Impeded the ability of coordinated care plans to achieve savings. if
these barriers are eliminated, as proposed by the President,
coordinated care will be more effective at controlling costs In the
future.



295

Ill. COORDINATED CARE

COSTS AND UTILIZATION IN COORDINATED CARE PLANS

Under the President's reform proposal, emphasis Is placed on coordinated care
as a means of Improving the efficiency of the health care delivery system,
expanding access to care, as well as ensuring quality of care. Coordinated care
refers to a diverse and still evolving set of health care delivery network models
that integrate financing and delivery of care and alter incentives for providers
and Insurers. Coordinated care plans employ a wide variety of mechanisms to
achieve the goals of Increased efficiency and better value for health care dollars
spent. These Include care coordination, selective contracting, provider payment
Incentives, utilization review, pre-admission certification, case management,
increased use of primary care and preventive services In place of more costly
alternatives. Coordinated care reduces the fragmentation and potential for
duplication of services inherent In fee-for-service (FFS).

Although we believe that coordinated care clearly achieves savings, a number of
factors have made It difficult to reach conclusive findings on the cost-
effectivenesw of coordinated care. These include:

o the complexity and diversity of plans - group model, staff model, IPA, PPO,
POS and mixed models.

o the evolving nature of coordinated care delivery,

o the lack of data on newer models, and

o pricing practices of some coordinated care plans of establishing premiums
as a function of FFS plan premiums (i.e. shadow pricing).

Some remain skeptical of the ability of coordinated care to achieve cost savings.
A key argument often presented by critics Is that the reason HMOs are able to
reduce utilization relative to FFS Is because of favorable selection (i.e.
individuals who enroll In HMOs are healthier than those who choose the FFS
system). Although favorable selection may contribute to the better performance
of coordinated care plans, available evidence Indicates that coordinated care
plans are still effective In the absence, or after controlling for, selection bias.

A Rand study conducted by Manning et al. controlled for differences In health
status by randomly assigning Individuals to an HMO or FFS. The study then
compared service use and found that hospital admissions and days for the HMO
group were 36 percent lower than admissions and days for the FFS group. In
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addition, health expenditures per person were approximately 28 percent lower In
the HMO group than the FFS group.

As part of a very recent medical outcomes study, Greenfield et al. examined the
variations in health care utilization among systems of care for a cross-section of
20,000 patients of physicians in various medical practices and settings.
Although the study found that variation in patient mix (I.e. health status, disease
severity and sociodemographic status) was a major determinant of the variation
in resource utilization, significant differences between FFS and HMO utilization
still existed aftet controlling for patient mix. Specifically, Greenfield et at. found
that FFS patients had 41 percent mores hospitalizations and 12 percent more
medications prescribed than indlviuals In HMOs, while HMO patients had 8
percent more physician visits than FFS patients.

Utilizaton and Costs in HMOs: Other Evidence

Siu et al. examined medical records from the Rand Health Insurance Experiment
to compare rates of discretionary (i.e. potentially avoidable) and non-
discretionary surgery between families randomly assigned to an HMO or a FFS
plan. They found that HMOs had lower discretionary surgical and medical
admissions rates than FFS:

o For discretionary surgical admissions, the HMO rate was 7 per 1000 person-
years, compared to the FFS rate of 22 per 1000 person-years.

o The rate of discretionary medical admissions HMOs was 14 per 1000 person-
years, while the FFS rate was 30 per 1000 person-years.

In contrast, the rate of non-discretionary surgical admissions for the HMO and
FFS groups were not significantly different (18 per 1000 person-ears and 20 per
1000 person-years, respectively). Thus, the researchers concluded that the HMO
reductions in hospitalization rates are not across the board, but the result of
reducing discretionary surgery.

According to the results of the Group Health Association of America (GHAA)
Annual HMO Industry Survey 1991, average hospital days per 1000 people for
HMOs was 394 days In 1990, 45 percent lower than hospital days per 1000 for
the nation (710 days). In addition, GHAA found that average length of stay was
34 percent lower than the national average, respectively.

Another report by GHAA compared Inpatient surgery rates reported by HMOs in
1989 and the 1988 National Hospital Discharge Survey for five procedures that
have shown wide variability nationwide (hysterectomy, prostatectomy, coronary
artery bypass, cardiac catheterization and cholecystectomy). GHAA found that
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surgery rates were lower among HMO patients than the national rate, while the
rate of a procedure that Is not highly variable (Inguinal hernia repair) differed
lite from national experience. The rates for the five procedures ranged from
approximately 10 to 70 percent of the national rates. The GHAA survey data
suggests that expansion of HMO enrollment would have a significant effect or,
overall rates of unnecessary surgery.

A study based on an earlier survey of 337 HMOs by Hiliman et a1. indicated that
physician capitation, salary-based payment, and putting physicians at financial
risk for physician and hospital referrals enhanced the ability of plans to control
utilization. Specifically, study results showed that:

o salary-based payment was associated with a 13.1 percent reduction in
hospital days;

o group-model structure was associated with 9.6 percent fewer hospital
days; and

o putting physicians at risk for referrals was associated with 10.5 percent
fewer visits per enrollee.

The Foster Higgins Health Benefits Survey of 1990 collected Information on
employer-sponsored health benefits plans and found that, although the average
cost per employee for HMO incrC.ased by 15.7 percent in 1990, per employee
cost remained 17 percent lower than traditional medical indemnity plan
coverage. Savings for HMOs were expected to grow to 21 percent In 1991.

Independent Practice Arrangements (IPAs) are prepaid health plans that contract
directly with Individual and groups of physicians In Independent practice to
provide health services. Early evidence indicated that IPAs had limited success
in controlling utilization and cost

In a recent study of 41 HMOs, however, Nelson found that In contrast to the
utilization control incentives employed by early IPAs, the IPAs in the study were
just as likely to capital their physicians as group model plans. Based on
aggregate reported plan data, the IPAs had lower utilization rates than staff
model plans..

Bradbury t al. examined 12 surgical procedures performed in 10 hospitals and
compared the experience of IPA patients to patients belonging to commercial
plans and Blue Cross Blue Shield, The authors found that IPA membership was
associated with lower total charges (6 percent lower), lower ancillary charges
(4.3 percent lower), and shorter lengths of stay (10 percent shorter). While
variation existed among the different IPAs and among hospitals, the findings
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consistently showed greater efficiency in the delivery of surgical procedures for
the IPA members than for FFS members.

Preferred Provider Organizations

Preferred Provider Organizations (PPOs) are health care plans in which payers,
usually employers, contract with selected providers under defined financial
arrangements that encourage efficiency and cost-containment. These
arrangements incorporate mechanisms employed by HMOs such as price
discounts, utilization control, risk-sharing through capitation, and incentives for
enrollees to use in-plan providers, while allowing more flexibility In the choice of
providers. Available data on the performance of PPOs demonstrates that PPOs
can be effective in controlling utilization and costs.

Data from the American Association of Preferred Provlder Organizations on the
20 PPOs that have been fully accredited under the American Accreditation
Program for 1990 and 1991 Indicate that these organizations have achieved
hospital utilization rates comparable to those achieved by HMOs (305 average
Inpatient days per 1,000 for fully accredited PPOs, 394 for HMOs (GHAA), 710
for the nation (GHAA)).

The 1990 Foster Higgins Health Care Benefits Survey showed that per employee
medical plan costs for employers in PPOs were 8 percent lower than traditional
Indemnity plan costs in 1990. For capitated PPO arrangements, per employee
costs were 16 percent lower than the costs for Indemnity PPO plans. In
addition, two-thirds of employers with PPOs responded that PPOs are effective
in controlling their costs.

Point of Service Plans

In a point-of-service (POS) plan, an employee chooses a primary care physician
to serve as a gatekeeper to a network of specialists and hospitals. By using the
gatekeeper and network of providers, the employee receives HMO-like benefits
while retaining some freedom of choice allowed by an indemnity plan. Because
most POS plans are relatively new to the health care market, little data is
available on the performance of these plans. However, an analysis of claims
experience of POS plans with primary care gatekeepers performed by the Wyatt
Corporation found savings associated with the gatekeeper function of 4.2
percent to 13.5 percent of total claims.

TRENDS IN SAVINGS FROM COORDINATED CARE

Critics of coordinated care have expressed skepticism of its ability to generate
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on-going savings. However, according to GHAA data, HMO premium Increases
In recent y3ars have consistently been below the level of growth In premiums for
Indemnity Insurance. This is true despite the fact that indemnity plans in the last
few years have been Increasing copayments, which would normally reduce the
size of the premium Increase, while copayments faced by HMO enrollees have
generally remained constant

"SPILL-OVEWR SAVINGS FROM COORDINATED CARE

Recent evidence suggests that higher levels of HMO market penetration are
associated with lower FFS costs in the market area.

Robinson compared the impact of HMO market penetration on hospital cost
inflation In California hospitals between 1983 and 1988. The study revealed the
following:

o Hospitals that operated in high penetration markets experienced an
average rate of growth in costs per admission 9.4 percent lower than
markets with low HMO penetration between 1982 and 1988.

o In 1988, those hospitals with estimated savings greater than 15 percent
were In markets with high HMO penetration.

o Seventy-five percent of the hospitals In the study had an estimated HMO-
induced cost savings between 1 percent and 12 percent. '-

o HMO coverage grew from an average of 8.3 percent of all admlssicns in
local California hospital markets in 1983 to 17 percent of all admissions
In 1988. Robinson estimated that the decrease In hospital admissions
and utilization associated with this increase in HMO market penetration
has resulted in a cost savings of $1.04 billion In 1988 for the hospitals in
this study.

A recent study conducted by the Florida Health Care Cost Containment Board of
1990 data from 210 hospitals in Florida found that the presence of HMO or PPO
patients tends to lower hospital costs and HMO revenues. The Board estimated
that It the percentage of HMO/PPO patients of an average hospital were to
double, the result would be a decrease In net revenue per adjusted admission by
4.22 percent.

Welch revealed that for every 10 percentage point Increase in HMO market
share, Medicare expenditures decline by 1.2 percent In the short run and by as
much as 3.9 percent in the long run. We remain interested In more rigorous
studies In this area.



300

A study conducted by Thompson compared hospitals in areas of high and low
HMO market penetration between 1986 and 1990. After adjusting for case mix
and wage levels, the findings reveal:

o High HMO market penetration (i.e. markets with 21 to 32 percent HMO
enrollment) was associated with slower rates of growth in the median
adjusted expense per hospital admission. The expense per adjusted
admission in low penetration areas (i.e. markets with 10 to 12 percent
HMO enrollment) increased at a compounded annual rate of 7.83 percent,
double the rate in high HMO enrollment areas (4.46 percent).

o The average annual rate of decline In LOS was higher for hospitals in
high HMO enrollment areas (3.83 percent) than hospitals In low HMO
enrollment areas (2.56 percent).

o Hospital revenues per admissions In areas of low enrollment grew at an
average annual rate relatively higher than In high enrollment areas (5.46
percent versus 3.88 percent, respectively). Furthermore, hospitals In low
HMO penetration areas were more profitable than high penetration areas
(total profit margins were 3.28 percent and 2.17 percent, respectively).

QUALITY AND PATIENT SATISFACTION IN COORDINATED CARE PLANS

Available research indicates that the quality of care In coordinated care plans is
comparable, and In some cases, better than FFS. Additionally, numerous
studies have shown that enrollees are satisfied with the coverage and quality of
care they receive in HMOs. (See Appendix)

Quality of Care in Medicare Coordinated Care Plans

The National Medicare Competition Evaluation (NMCE) examined the cost of
care and quality of care under Medicare risk-based HMO contracts. A series of
studies based on the NMCE data provides convincing evidence that the quality
of care in Medicare HMOs is at least equivalent to the care delivered to similar
patients in the FFS sector. In fact. Medicare HMO enrollees were more likely
than FFS beneficiaries to have routine and preventive services and follow-up
visits performed.

In addition to high quality medical care, coordinated care plans provide other
innovative services that aim to improve quality of care for Medicare
beneficiaries. For example:

o A number of HMOs have made special arrangements for delivering
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primary care to the elderly by designating centers that serve the elderly
exclusively.

.o Other plans have taken steps to promote coordination of services,
creating specialized teams dealing with geriatric issues.

o Many plans require that all new staff attend a geriatric orientation
program.

o Several plans are addressing the appropriateness of drug use,
encouraging the elderly to assemble medications and meet with
pharmacists.

Quality of Care in Othor Coordinated Care Plans

Studies on the quality of ambulatory and preventive services in coordinated care
plans have shown that the quality of care received by HMO patients was equal to
or better than the care received by FFS patients in the studies. In addition, one
study found that higher quality standards were observed In preventive services
furnish d to HMO patients. Another study conducted by RAND that compared
medical expenditures and health outcomes of children randomly assigned to FFS
and HMO plans found that 1) there were no differences In Imputed total
expenditures between the two groups and 2) children in the FFS group had 50
percent fewer medical contacts and received 40 percent fewer preventive
services than children assigned to HMO plans.

INTERACTIONS WITH OTHER PROVISIONS

All of the above achievements of coordinated care have occurred In soite of
numerous barriers to coordinated care. Thus, expectations based on the current
performance of coordinated care plans are not too high. Without impediments,
the effects of coordinated care on costs would be even greater.

Pre-emptiOn of Ant.-coordinated care laws

Under the President's plan, federal legislation would pre-empt state laws and
regulations that attempt to restrict the flexibility of coordinated care plans.

o According to the Health Insurance Association of America (HIAA), 195
pIeces of legislation have been Introduced or enacted by states during
the 1991 sessions that could restrict the growth of coordinated care.
These provisions are aimed at limiting the ability of coordinated care
plans to control costs and reduce inappropriate or unnecessary services.
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o In 1991 the Wyatt Company studied and estimated the costs associated
with six state legislative provisions that would mandate state control of
the practices employed by coordinated care plans. For example, the
report revealed that mandating that 'any willing provider" be permitted to
join a managed care network results in an Increase In administrative
costs due to the progressively larger network of participation. It also
found that prohibiting =gatekeeper" physicians in PPOs could result In a
6.83 percent loss of claims savings. In conclusion, the report found that
all six mandates result In substantial increases In administrative costs, as
well as some reductions In cost savings.

Administrative Reforms

The President's plan emphasizes the need to reduce the administrative costs of
health care. Because coordinated care combines the delivery and financing of
health care, HMOs and other coordinated care plans are not claims driven, and
thus generally experience lower administrative costs than their Indemnity
counterparts.

According to the Group Health Assoclaution of America, HMO plans in 1989 spent
9.4 percent of the mean total expense per enrollee per month on administrative
costs, while 12.2 percent of total personal health spending nationally was spent
administrative costs. in 1990, several of the larger plans reported administrative
costs between 2.5 and 5.1 percent. Considerable variation exists among
methods for calculating administrative costs and definitions of administrative
costs for a given plan.

Information for Purctwwsrs

A critical element of the President's plan is to require states to provide
comparative Information to individuals and employers on the quality and costs of
health care plans and providers. This proposal would dramatically Increase the
amount of avall3ble information about the quality of providers and would
therefore greatly enhance the ability of employers and coordinated care plans to
develop provider networks. By providing more information about costs, benefits,
and quality of health plans to Individuals, It would also facilitate the
consideration of coordinated care plans.

Tax Credits

Tax credit recipients would be more cost-sensitive consumers than those who
receive health benefits from an employer, because they would experience the
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full marginal coats of their health insurance purchases. Thus, this large group of
new consumers would be more likely to seek out cost-efficient health plans. The
market for coordinated care plans would expand.

Anti-b t provions

Clarifications in antitrust policy would play an Important role in fostering
increased use of pooling arrangements such as those used In PPOs and HMOs.

o The President', plan would clarity antitrust standards so as not to
discourage pltysiclans from banding together in these type of
arrangements for fear of breaching antitrust laws. The increased
guidance that wou,; tq forthcoming would assist providers in fashioning
arrangements that were consistent with the antitrust laws.

o At the same time, the President's plan calls for Increased antitrust
enforcement against those in the health care Industry who boycott such
provider organizations.

IV. COMPARATIVE VALUE INFORMATION FOR HEALTH PURCHASIL '"q

SUMMARY:

o Unlike consumers in many other markets, purchasers of health care
often do not base their decisions on comparative information. Both
individuals and large-scale purchasers of health care need more
objective information about health plans and providers.

o A considerable amount of research demonstrates that individual
consumers are sensitive to health care costs and that they are
capable of incorporating information about providers and health plans
in their decisions.

o The technology for measuring quality of care is rapidly developing
and is in use by many hospitals, employers, and insurers.

o Pennsylvania, Iowa, and Colorado have passed legislation requiring
the measurement of hospital treatment outcomes. Employers in
Pennsylvania are using the outcomes data to select among providers.

o Many employers in States that do not mandate outcomes
measurement have overcome numerous obstacles to collect hospital
outcomes data.

o Improvements in this area would Improve the cost containment ability
of nearly all other cost containment proposals in the President's plan.
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IV. COMPARATIVE VALUE INFORMATION FOR HEALTH PURCHASING

The lack of information in health care transactions is a commonly cited source of
market failure in markets for health insurance and health services. Recent
developments in quality measurement, medical recordkeeping, however, make it
possible to remedy imbalances of Information among health insurers, large
purchasers of health Insurance, individual consumers, and providers.

The reforms In the President's plan would strengthen the market forces in health
care and promote aggressive competition among insurers and among providers.
Thus, they would Increase the importance of purchasers' ability to make
effective decisions about health care and health Insurance.

INFORMATION NEEDS IN THE HEALTH CARE MARKET

In moat markets, buyers take Into account the price and quality of goods in their
purchasing decisions. Buyers of health care - both Individuals and large-scale
purchasers, however, tend not to have full Information on what they are getting
for their money. Individuals often rely on referrals from their family physician,
family members or friends In choosing physicians and hospitals. When
choosing among Insurance plans, they do not always have easily-comparable
data on the differences between plans. Insured Individuals have not demanded
more Information because they have been wholly or partially insulated from the
costs of their health care decisions.

Many employers do not discriminate among hospitals, and those who do
contract with hospitals tend to make selections based on location or on the
availability of discounts. Recently, because of rising health costs, more
employers have begun to seek Information on the value of their health care
purchases. They have begun to realize what purchasers in almost every other
market besides the health care market have known - that simply choosing the
lowest priced goods does not control costs. Hospitals have also begun to
realize the Importance of measuring quality, both to improve the cost-
effectiveness of their services and to meet the demands of employers and
insurers.
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The types of Information that are useful to different players In the health care
system are characterized In the table below.

TYPE OF INFORMATION

TYPE OF PROVIDER INSURANCE
CONSUMER INFORMATION INFORMATION

INDIVIDUALS

LARGE
PURCHASERS

Large purchasers of health care, such as employers, need comparative
Information about providers to choose among health plans and to develop more
efficient provider contracts and provider networks.

Individual consumers need comparative Information on providers to choose
among hospitals and physicians and to help them select coordinated care plans
that restrict access to a network of providers.

Purchasers and Individual consumers also need comparative Information on the
benefits and prices of different Insurance plans and coordinated care plans.

USE OF INFORMATION BY INDMDUAL CONSUMERS

Opponents of competitive approaches to health care reform argue that patients
do not behave as rational consumers In response to rising health care costs and
that they are not capable of making Informed choices about their health plan or
provider. Much evidence indicates otherwise.

Con coe".emrty.

Several studies have found that Individuals are responsive to price when
selecting heath Insurance or a physician.

The RAND Health Insurance Experimont found cost sensitivity among patients
dependent upon out-of-pocket expenses. Spending rates and number of medical
contacts varied between plans with no cost-sharing, Intermediate cost-sharing
and 95 percent coinsurance.

Long, eLal., examined economic factors influencing consumers' health care
decisions by evaluating disenroliment In health maintenance organizations. The
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authors found correlation between premium increases and dlsenrollment,
regardless of other factors.
Similarly, LaTour, etal., found some price sensitivity among Medicare
beneficlaries who were asked to choose between insurance plans under a
hypothetical voucher system.

Hibbard and Weeks (1987) also discovered price sensitivity among health care
consumers. The provision of physician fee Information particularly Increased
knowledge and the sallency of cost Issues for younger, employed consumers.
Additionally, three subgroups - those with at least one physician visit during the
study period, those with greater exposure to the health costs, and those who
perceive health care costs as burdensome - were more sensitive to fee
Information.

Consumer Knowledge and the Need for Information

Statements that consumers do not make rational economic choices Is not
surprising, since good comparative cost and quality Information on health plans
and health care providers Is not currently available. Recent research Indicates a
need for Information on the part of Individual consumers and a dearth of
available Information.

Latour, et. al. discovered that many Medicare beneficiaries would have trouble
choosing between health plans under a voucher system because they lack
necessary information on competing plans. In addition, beneficiaries have
difficulty comprehending health Insurance, particularly deductibles, copayments
and coverage exclusions. LaTour called for consumer education efforts to
remedy this problem.

Mechanic (1989) argues that consumer choice Is constrained by consumer
ability to collect comparative information and match personal preferences with
plan characteristics. He Identifies the lack of Information on plan performance
and quality of care as particular constraints on rational choice. This
informational vacuum Is so pervasive, he argues, that many consumers rely
solely on experiential information, particularly their relationship with a physician
and premium costs.

One survey of consumers found that the most common reason for having a
preference for a particular hospital care was 'good medical care.* (Inguanzo,
1985.) Other studies have demonstrated, however, that consumers are not able
to evaluate what constitutes "good medical care' themselves (OTA, Cleary and
McNeil, 1988), suggesting a need for Information on quality of care for hospitals.

Newhouse, eLal., found that consumers have little sophistication about Issues
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salient to choosing a physician, such as board certification, staff priveleges, and
licensing practices. Consumers are more knowledgeable, according to this
research, about care-related issues, Including treatment recommendations,
second opinions and unnecessary care.

individual consumer decilonmaking

When Information is available, consumers use it to Increase their knowledge,
and different decisions can result.

Choice of provider. Hibbard and Weeks (1985) found that consumers who
sought information on physician fees would use foe Information when choosing
a provider.

A study by Christenson and Inguanzo (1989) found that patients have become
more involved in choosing their hospitals and physicians, relying less on the
recommendations of one physician.

A 1990 study of choices of provider (Modem Healthcare, 1990) and a study by
Cousins (1985) found that patients may not be as loyal to a single provider as
they used to be.

Choice of health pan. Davidson, et. al., found that consumer health Insurance
knowledge influenced Medicare beneficiaries supplemental Insurance decisions;
beneficiaries with similar health status chose different coverages depending on
their knowledge level.

Mechanic (1989) argues that consumers will make rational choices about health
plans and benefit packages when they have access to good comparative cost
information. He predicts that performance data will further enhance consumers'
ability to match their preferences across competing plans.

Federal employees are able to make choices among a large number of health
plans In the Federal Employee Health Benefits Program. The program offers a
large selection of coordinated care plans and indemnity plans. Employees
receive extensive tables that facilitate comparison of the plans according to a
number of factors, Including, but not limited to cosL In addition, they utilize an
independent annual publication that compares all of the plans.

In 1990, the Health Care Financing Administration was authorized to make grants
to States for health insurance advisory service programs for Medicare
beneficiaries. States will be counselling Medicare beneficiaries about Medicare,
Medicaid, Medicare supplemental policies, long term care insurance,
coordinated care plans, and other health insurance benefits.
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THE DEVELOPMENT OF COMPARATVE INFORMATION ON PROVIDERS

The technology for measuring quality of care already exists and is In use today.
Providers have been using these systems to Improve quality of care and for
internal quality assurance. In addition, some States have been using these
systems to make provider outcomes data more widely available.

Systems

The most sophisticated systems abstract data from directly from patients'
medical records, measuring the severity of a patient's condition upon admission,
during treatment, and upon discharge. Other systems utilize billing data only.

MedIsGroups II abstracts data directly from patient medical record to develop
severity-adjusted measures of outcomes. It reports the actual morbidity,
mortality, and length of stay for procedures and compares them to expected
figures based on other hospitals' data. The MedisGroups III database contains
data from over 500 hospitals nationwide. Three States, Pennsylvania, Colorado,
Iowa, have mandated the measurement of hospital outcomes and are using the
MedisGroups Ill system.

Apache Ill (Acute Physiology and Chronic Health Evaluation) develops severity-
adjusted health outcome measures for intensive care using billing and medical
record data. It reports the outcome of care, length of stay, and nursing
resources use, and It monitors appropriateness of admission. The system is
designed to be used by physicians during treatment of patients.

Other systems. CSI (Computerized Severity Index) uses Information from the
patient record and reports on patient severity, length of stay, cost of care, and
expected mottailty. It can be used for individual physicians profiles. EQCEL
(Evaluation of Quality, Costs and Effectiveness) reports on outcomes, physician
practice patterns, and resource use using billing data and medical record data.
AIM (Acuity Index Method) uses billing data to measure severity, length of stay,
mortality, and charges.

Uniform Clinical Data Set (UCDS). The Health Care Financing Administration is
beginning to collect medical record data In the Medicare program through
UCDS. The system will be able to monitor appropriateness of utilization and
analyze patterns of care by abstracting data directly from the patient record.

States Developing Comparative Information rn Providers:

Three states have passed legislation requiring hospitals to submit medical
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record data for the purpose of comparisons of clinical outcomes.

Pennsylvania passed legislation to form the Health Care Cost Containment
Council and to begin gathering hospital data for the comparison of health
outcomes in 1986. The Council has published reports comparing outcomes in
1989 and 1990, and It plans to publish a report on 1991 in the fall of 1992. It is
preparing to begin measuring health outcomes of individual physicians for
coronary artery bypass surgery.

Iowa has been collecting data from hospitals for comparison of medical
outcomes since 1983. The State contracts with the Health Policy Corporation of
Iowa (HPCI) to produce the report that compare health outcomes at 28 hospitals
that have 100 or more beds. The HPCI contracts with the company MediQual,
which performs the analysis of the hospital data. The HPCI just released its first
report on April 17, 1992.

Many large employers in Des Moines will be using the data for competitive
contracting of hospitals based on outcomes for cardiac care, obstetrics, and
mental health and substance abuse treatment

In the fall of 1991, the HPCI published the Iowa Purchasers Guide to New Health
Care Parlierships, Contracts and Accountabliltes, which encourages
businesses and providers to enter into contracts for health care that are based
on information about providers' quality and costs of care. Under such
arrangements, providers would agree to participate in efforts to measure quality
of care and health outcomes. The group of employers In Des Moines is testing
the recommendations of the guide.

Colorado is still Implementing a system for gathering data from hospitals for
outcomes measurement It expects to release its first report in July of 1992.

Several other Sttes, including Ohio, Virginia, California, and Illinois are
considering the possibility of measuring health outcomes In hospitals.

USE OF INFORMATION BY LARGE-SCALE PURCHASERS

Employers have traditionally contracted with hospitals or chosen among
coordinated care plans based on location, convenience, and price Information.
In response to rising health care costs, more and more employers are now
seeking to inform their choices with data on the quality of providers.

In the three States that have mandated the measurement of hospital treatment
outcomes, businesses can readily obtain this information from the State. The
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?ollowlng are some examples from Pennsylvania.

o Hershey Foods has used data from the Pennsylvania Health Care Cost
Containment Council on 22 area hospitals to develop a network of 10
preferred providers for 6500 of Its employes. According to a recent
survey, 8 to 10 Pennsylvania companies are on the verge of using the
data in the same way that Hershey Foods has. (Wardrop, 1992.)

o Alcoa contracted with the Alpha Hospital Network in 1989 to coordinate
care for Its Pittsburgh employees based on outcomes measurements.
Alcoa reports savings of approximately $400,000 In the first year and
expects double the savings in the second year because enrollment in the
network has doubled (Taulbee, 1991). Alcoa's costs for Its Pittsburgh
employees Increased 10 percent In 1990, as compared to 16 percent for
the rest If Alcoa.

o 8Buv-rlaht CounclIls. To combat high health care costs Business
Roundtable of Pennsylvania started buy-right councils in 1986 to develop
employer-provider contracts based on quality of care. Four of the five
councils continue to exist In Erie, Pittsburgh, Lehigh Valley, and the
Harrisburg-York-Hershey area.

in other States, many businesses have taken upon themselves the burden of
obtaining data from hospitals In spite of a series of barriers they must often
face. Business coalitions have demonstrated their interest in outcomes
measurement

o Cleveland Health Quallty Choice (CHOC) will provide clinical outcomes
and patient satlsfactioa data on hospitals to a coalition of health care
purchasers In the Cleveland area. It will be releasing its first set of
Information on patient satisfaction, risk-adjusted outcomes of care among
Intensive care patients, and risk-adjusted outcomes of care among non-
Intensive care patients soon. In the future, It will be measuring quality
among ambulatory care providers and coordinated care organizations.

CHOC Includes the fifty largest corporations In Cleveland and 8000 small
businesses - a total of 350,000 employees. In 1991, they Invested about
$600,000 for the program, and area hospitals contributed $2.6 million.
CHOC has the support and participation of area hospitals.

o Central Florida Health Care Coalition, a large coalition of Florida
employers, began In December 1990 to analyze admission rates and
charges of area hospitals. It plans to measure risk-adjusted outcomes of
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hospitals and to survey employers on employee satisfaction.

" The St Louis Area Business Health Coalition collects price data from
hospitals and surgical centers and disseminates this information to its
members. It encourages Its members to use the comparative price
information In their purchasing decisions. It also encourages members
to share the Information with their employees. The coalition Is
developing a standardized pricing system for area providers.

o Alcoa. Based on Its experiences in Pennsylvania, Alcoa is moving
aggressively in Its other locations to measure outcomes. (Wardrop,
1992. Taulbee, 1991)

INTERACTIONS WfTH OTHER PROVISIONS

Adminisnative reforms

The automation of claims processing would greatly facilitate the development of
pricing and health outcomes data. Abstraction of medical record data Into a
computerized system and especially the computerization of patient records
would dramatically accelerate the process for producing outcomes measures for
different hospitals and would reduce Its costs.

Small Group Reforms

Small group reforms - including Health Insurance Networks (HINs), risk pooling,
and the elimination of underwriting - would make insurance more affordable to
small employers. As these employers entered the market for health Insurance,
they would particularly benefit from comparative value Information. Employers
would be able to decide whether joining a HIN or negotiating with local Insurers
would be most advantageous. They would use comparative Information to
choose an Insurer or coordinated network and to develop insurance packages
for their members.

Coordinated Core

The Presidenrs proposal contains provisions to greatly expand the use of
coordinated care In public programs and to encourage Its use In the private
sector. The development of comparative Information would make coordinated
care plans even more effective at controlling costs because coordinated care
plans would use comparative data on hospital quality to develop more efficient
provider networks.
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V. PERSONAL RESPONSIBILITY AND PREVENTION

SUMMARY:

" The delivery of preventive health services reduces unnecessary
disease and decreases overall health expenditures.

o Studies clearly show that many preventive services such as timely
pro-natal care and childhood Immunizations are cost-effective.

o Counseling has been shown to be effective In encouraging life-style
changes regarding tobacco use and nutritional status to reduce health
care costs related to cancer and heart disease.

V. PERSONAL RESPONSBIUTY AND PREVENTION

COST-EFFECTIVENESS OF PREVENTIVE SERVICES

The Presidents proposals to Improve preventive care services and to increase
personal responsibility for health status are efforts to avoid both unnecessary
disease and unnecessary costs to the health system. Preventive services have
payoffs in Improved health, lower medical costs, or both. Disease avoidance
can mean significant cost avoidance and those areas of health care shown to be
cost-effective should be aggressively pursued.

Low birthweight increases both the risk of Infant mortality and the risk of illness.
The prevention of low birthweight, through increased access to early,
appropriate pro-natal care and education, has been shown to be one of the most
cost-effective preventive health services.

In a 1985 study, the Institute of Medicine found that every dollar spent on
prenatal care targeted to high-risk women could yield $3.38 of savings in the
total cost of caring for low birthwelght Infants. (institute of Medicine, 1985)

A later study found that for every low-weight birth avoided by earlier or
increased prenatal care, the health system saves between $14,000 and
$30,000 in newborn hospitalizations and long-term health care costs. (Office
of Technology Assessment, 1988)

Similarly, the Michigan Department of Public Health estimates that $6.12 In
neonatal Intensive care costs could be saved for every dollar spent on
prenatal care. (Zicklin, 1992)

Employer Incentives are also effective in encouraging the use of cost-effective,
prenatal care. In a joint program between the March of Dimes and the self-
insured First National Bank of Chicago, prenatal care is offered on-site and
during work hours to employees. Women In the program who attended prenatal
classes averaged $6,581 In costs per delivery, while those who did not attend
averaged $9,815.
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Multiple studies have shown that childhood Immunizatsons yield considerable
savings by avoidance of disease and its complications.

An estimated $5.1 billion in direct and indirect costs were saved during the
first 20 years of the licensure of the Measles vaccination. (Bloch, et &l.,
195)

Another study found that over a six year period, a pertussis vaccine program
saved $44 million In direct medical costs for a cohort of 1 million children.
The savings-to-cost ratio was found to be over 11 to 1. (HInman and Kopla n,
1984)

EFFECTS OF COUNSEUNG ON UFE-STYLE MODIFICATION

The 1989 Report of the U.S. Preventive Services Task Force reviews sound
clinical reasons for counseling for improving life-styles and behavior. The
Report cites numerous studies of effective counseling efforts to prevent tobacco
use and to Improve nutrition as well as many other preventive health efforts.

In 1985, smoking related health care costs and lost productivity reached $65
billion. (Office of Technology Assessment, 1985)

Smoking cessation Is Important to reduce both the numbers of low-weight births
and the prevalence of disease such as canes and vascular diseases In adults.
About 18 percent of all cases of low birthweight babies are a result of mothers
who smoke.

One study found that, compared with 'the costs of caring for low birthweight
infants in a neonatal intensive care unit, smoking cessation programs would
save $3.31 In health care costs per $1 spent on the programs. (Marks, eLal.,
1990)

Over 90 percent of deaths from cancers of the lung, trachea, and bronchus are
due to smoking. (Centers for Disease Control, 1987) Numerous studies have
shown that counseling is effective in changing the behavior of people who
smoke. (Russell, eLal., 1979, and Wilson, D., etal., 1988)

As economic incentives, many insurers are also adjusting the costs of premiums
for life, health and home owners' Insurance related to smoking behavior.

Nutrition counseling and education has been shown to be effective in changing
diets such as reducing fat and sodium, and Increasing fiber and calcium.
Because poor diets often play a significant role In causing diseases such as
stroke and coronary artery disease, counseling for diet modification is an
important way to reduce the costs of treating avoidable disease.

Glanz cited several studies that showed that counseling programs could

effect dietary changes. (Glanz, 1985)

According to another study, more than half of the decline in deaths from



314

ichemic heart disease between 1968 and 1976 was related to changes in
lifestyle such as reductions in cholesterol In the diet and cessation of
smoking. (Goldman and Cook, 1984)

Employer wellness programs have also been shown to reduce health care costs.

The city of Birmingham, Alabama created a program for its employees that
included health risk assessments, counseling for smoking cessation, weight
loss, physical fitness programs and other wellness efforts, as well as an
overhaul of Its health care coverage to include a managed care delivery
option. The program successfully contained costs such that the average
cost of health benefits per employee rose only $28 between 1985 and 1990,
from $2,047 io $2075. If costs per employee grew at the same rate as the
medical care services CPI between 1985-1990, the costs per employee would
have dropped by approximately $960.

INTERACT1.NS WrTH OTHER PROVISIONS

Market Reforms

improved access to health services, as a result of tax incentives and market
reforms for small employers, will allow more people to take advantage of cost-
saving preventive services such as prenatal care and childhood Immunizations.
The savings attributable to effective use of preventive care services would
directly offset some of the costs associated with providing the tax credits.

In addition, improved health status, as well as Improved outcomes associated
with access to care and early Intervention will create less demand for expensive,
reparative health care services in the system as a whole.

Coordinated Care

Coordinated care programs have become leaders in the U.S. health system in
encouraging and providing preventive care services to their enrollees.
According to the Group Hcalth Association of America, virtually all established
coordinated care plans cover preventive services. (GHAA, 1991) As the amount
of care delivered through coordinated care systems Increases, more preventive
care will be delivered, further benefiting the health care system as a whole.

Consumers are attracted to coordinated care arrangements because, among
other things, they encourage the use of pnmary care services such as prenatal
care. Low co-payments in coordinated care arrangements facilitate early access
to preventive health services. Defined patient populations In HMOs also allow
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programs to target services directly to those who can most benefit from them.

The President's plan establishes coordinated care as the customary method of
service delivery In State Medicaid programs. This will Increase the numbers of
recipients who obtain pre-natal care and other preventive services that will
produce savings for the State programs. The expansion of Medicare
coordinated care plans will also offer more primary and preventive services to
beneficiaries.

Information for Health Purchasing

Personal responsibility is an important element In every aspect of health care.
Well-informed employers and consumers can make responsible decisions about
their health-related behaviors and about the types of health care coverage that
meets their needs. Individuals choosing health plans offering cost-saving
preventive care services will be improving their own health status as well as
lessening the burden of health care costs to the system as a whole.

VI. MALPRACTICE REFORM

SUMMARY:

o There are direct and Indirect costs to the health system attributable to
medical malpractice.

o Defensive medical practices constitute the indirect costs to the health
care system and are more significant than the direct costs.

o Tort reforms are effective In reducing malpractice insurance
premiums.

" Alternatve dispute resolution systems show promise for containing
costs by improving timeliness of claims resolution and by reducing
exorbitant awards.

o The use of practice guidelines and automated health care information

will decrease the provision of Inappropriate medical services and will

reduce medical negligence.

58-769 - 92 - 11
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Vi. MALPRA-CE REFORM

THE COSTS OF MEDICAL MALPRACTICE

Medical liability creates both direct (premiums) and Indirect costs (added,
medically unnecessary care) to the health care system.

Direct Costs

During the past decade increased claims frequency along with substantial
increases in awards have led directly to increases in the cost of coverage for
providers.

The most immediate liability cost for providers is the direct cost of insurance
premiums. In the aggregate, malpractice premiums represent about 1% of total
health spending. In 1988, the average cost of liability insurance paid by self-
employed physicians was $15,900. Obstetricians/gynecologists paid an average
of $35,300. (Slora and Gonzales, 1989) According to the American Medical
Association, during the mid-eighties, medical liability was, the fastest-growing
component of physicians' practice expenses, rising at an average annual rate of
21.9%. (Gonzales and Emmons, 1987)

Hospitals and other providers have also felt their malpractice expenses rising in
recent years. Some hospitals choose to self-Insure, while others purchase
commercial Insurance. In 1989, the average Insurance rates per acute care bed
were estimated to be $1,480. (SL PFiul Co., 1990) In addition to the costs of
Insurance coverage there are lesser costs attributable to settling claims beyond
those Included In the cost of premiums.

Indirect Costs

Although the indirect costs of medical malpractice are harder to quantify, they
no doubt represent a larger portion of overall health spending.

Positive defensive medicine. "Positive" defensive medical practices are
Increases In the Intensity of services delivered In a litigious environment

Positive defensive medicine practices are difficult to quantify, yet any Increase in
Intensity of services, especially services In which the costs are in excess of the
benefits, increases overall health care costs.

A 1987 study estimated the costs of premiums, practice changes in response
to liability, and costs of Incurring claims. The authors' estimates from two
methods were $13.7 and $12.1 billion in 1984, when $75.4 billion was spent
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on physicians' services. (Reynolds, Rizzo, and Gonzales, 1987)

Positive defensive medical practices also appear to be widespread.
Welsman, Morlock and others reported that 51 percent of physicians in three
specialties made changes in their practice in the previous two years as a
result of the malpractice litigation climate. These physicians also reported
raising their patient fees. (Weisman, Morlock, et. al., 1989)

Negative defensive medicine. "Negative" defensive medical practices are
changes in provider behavior in response to litigation fears, such as limiting
practices or eliminating certain populations or procedures altogether from a
practice.

The non-economic consequences of negative defensive medical practices
are potentially profound on health outcomes. Studies show that significant
numbers of providers are changing their practices because of their fear of
being sued.

In a recent report on Increasing access to care by the American College of
Obstetricians and Gynecologists (ACOG), the providers themselves listed
professional liability as one of the major obstacles to their participation In
the Medicaid program. (Feldman, 1991) An ACOG survey In 1990 showed
that 12.2 percent of obstetrician-gynecologists quit delivering babies
because of liability pressures, and 24.2 percent limited their care of high-risk
women. (Opinion Research Corporation, 1990)

In a recent hearing before the Senate Finance Committee ACOG testified that
almost 40 percent of Texas family physicians and approximately one-half of
Nevada's rural family physicians have stopped delivering babies. (Testimony
of ACOG, 1991)

A decrease in negative defensive medical practices will significantly enhance
the provisions in the President's plan to Increase access to underserved
populations.

Provider Peircone of the Risk of Maipractio

The real risk of a malpractice claim for a provider has Increased in recent years.
In addition, a study In the State of New York showed that physicians' perceived
risks of suit are even three times higher than their actual risks. (Harvard Medical
Practice Study, 1990) This Inaccurate perception of risk, coupled with our
current system of Inflated malpractice awards, augments providers' fears of
malpractice suits.
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OVERVIEW OF PLAN

" ALL PERSONS ARE REQUIRED TO PURCHASE
INSURANCE UNLESS THEY ARE OTHERWISE
COVERED UNDER MEDICARE OR MEDICAID. THE
MEDICARE AND MEDICAID PROGRAMS ARE
RETAINED IN THEIR CURRENT FORM.

" THE TAX EXCLUSION FOR EMPLOYER HEALTH
BENEFITS IS REPLACED WITH A REFUNDABLE
TAX CREDIT FOR HEALTH INSURANCE PREMIUMS
AND UNREIMBURSED MEDICAL EXPENSES.

" THE PRIVATE INSURANCE MARKET WOULD BE
REFORMED TO MAKE A STANDARD BENEFITS
PACKAGE AVAIlABLE TO ALL

" STATE MANDATED BENEFITS WOULD BE
PREEMPTED AND RESTRICTIONS ON MANAGED
CARE PLANS WOULD BE ELIMINATED.

l*. i1/CF
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FEDERAL RESPONSIBILgIY

EXISTING HEALTH TAX EXPENDITURES
ELLNW\HATED ($77.4 BILLION).

Federal tax exclusion for employer
sponsored health benefits: $66.6 billion
Federal tax deduction for health expenses
over 7.5% of AGI: $ 2.5 billion
State tax exclusion for employer
sponsored health benefits: S 8.3 billion

* REFUNDABLE TAX CREDIT FOR PREMIUMS AND
UNREIMBURSED MEDICAL EXPENSES

Applies only in months not on Medicare or Medicaid
IRS rules on countable expenses

* TAX CREDIT VERSION #1
80 percent of premiums up to $275 per family member, plus
18 percent of premiums over $275 per member, plus
18 percent of unreimbursed medical expenses.

" TAX CREDIT VERSION #2

Premiums and Unreimbursed Expenses Percent Reimbursed
as a Percent of Gross Income

Below 10% 21%

10%- 20% 45%

20% or More 65%

a Includes the health care Earned Income Tax Credit
(EITC) and deductions for self employed.

LewIO/ICF33"Awu
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FEDERAL RESPONSIBILITY
(Continued)

TAX CREDIT VERSION #3
75 percent of premiums up to $275 per family member, plus 14
percent of premiums over $275 plus;

Unreimbursed Expenses as a Percent of Percent Reimbursed

Gross Income

Below 10% 18%

10% - 20% 36%

20% or More 55%

LxwWCFmMMMU
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IVIDUAL RESPONSIBILITY

ALL PERSONS NOT OTHERWISE COVERED BY
MEDICARE OR MEDICAID ARE REQUIRED TO
PURCHASE INSURANCE.

MINIMUM STANDARD COVERAGE REQUIRED FOR
ALL AMERICANS
-. $1,000 deductible ($2,000 per family)

$5,000 cost.sharing maximum

BENEFIT COINSURANCE

Inpatient Hospital Services (36!-day per stay maximum) 80%

Outpatient Hospital Services 80%

Hospital Alternatives (extended or home health care) Yes

Physician Services 75%

Prenatal/Well-Baby/Well-Child Care 75%

Diagnostic Tests 75%

Prescription Drugs (inpatient) 75%

Emergency Services 100%

Mental Health Care Not Covered

Dental Care Not Covered

Vision Care Not Covered

AVERAGE MONTHLY COST OF THE PLAN IS $69.33
PER PERSON.

ACTUARIAL EQUIVALENT ALTERNATIVES ARE
PERMITTED.

Lewn/ICF
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II EMPLOYER RESPONSIBILITY

* EMPLOYERS HAVE THE OPTION OF:
-. Continuing to provide health benefits; or

Discontinuing the health plan

* EMPLOYERS WHO CONTINUE TO PROVIDE
BENEFITS:

The average amount of the employer's contribution is counted
as taxable income to the employee a

-- Employees may not take cash in lieu of coverage.

* EMPLOYERS WHO DISCONTINUE COVERAGE
Employers must maintain their current level of effort by
converting benefits to income

-. Employers may facilitate administration by deducting
premiums for workers.

" EMPLOYERS WILL HOLD WORKERS HARMLESS
FOR THE EMPLOYER SHARE OF INCREASED FICA
TAX PAYMENTS DUE TO TAXATION OF BENEFITS.

a Separate employer contribution amounts would be used for persons
with single and family coverage.

iLeWCFJ3"4WM 12
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STRUCTIJP E OF INSURANCE MARI=

INDIVIDUALS CHOSE AMONG CARRIERS
COMPETING ON THE BASIS OF PRICE AND
QUALITY.

CURRENT MARKETING/UNDERWRITING
PRACTICES MODIFIED

In first year of program uninsurable individuals are randomly
assigned to carriers.
In the initial year of the program, insurers must extend
coverage to all persons they now cover.
In coverting employer group coverage to individual or family
coverage, premiums are permitted to vary by no more than 25
percent from average premiums within age, sex and geographic
groups.

* REFORM OF RENEWAL PRACTICES
-. Guaranteed renewal
-. Renewal premium updated by carrier-wide average increase

Changes in renewal premiums due to changes in health status
are prohibited.

" STATE MANDATES ARE PREEMPTED BY
STANDARD BENEFIT PACKAGE.

* LAWS RESTRICTING SELECTIVE CONTRACTING
AND MANAGED CARE PLANS ARE PROHIBITED.

t, evtiACF) M.OLZ



325

I FINANCING

" THE FEDERAL TAX CREDIT WILL BE REVENUE
NEUTRAL

Tax credit financed by elimination of existing bealtb tax
expenditures

-- Tax credit levels adjusted to be revenue neutral.

* STATE AND LOCAL GOVERNMENTS WILL
TRANSFER TO THE PUBLIC PROGRAM NET
SAVINGS IN HEALTH SPENDING TO ASSIST IN
FINANCING THE FEDERAL TAX CREDIT.

3SFWU IAwWCFUFM%32
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KEY ASSUMPONS

EMPLOYERS WHO NOW OFFER INSURANCE
All will discontinue coverage and convert benefits to wages
All firms that now insure will arrange for payroll deductions to
reduce insurance administrative costs.
Firms with over 1,000 workers are also assumed to establish
employee premium financed cafeteria plans to further reduce
administrative costs.

" WORKERS NOW COVERED BY EMPLOYER
INSURANCE

Those in poor/fair health will select plans that maintain their
existing level of coverage
Those in goodexcellent health will downgrade to the standard
package

-. Health services utilization for persons who downgrade coverage
will decline based upon price elasticities reported in the
literature (a price elasticity of -0.2 was selected).

" PERSONS NOW COVERED BY NON-GROUP
INSURANCE

Persons who now have coverage in excess of the minimum
standard will maintain that coverage

-. Others will upgrade to minimum standard.

* CURRENTLY UNINSURED PERSONS
-- All will take the minimum standard package
-- Utilization will adjust to levels reported by insured persons with

similar characteristics.

* WE ASSUME NO CHANGE IN THE NUMBER OF
PERSONS ENROLLED IN MEDICAID.

P1*IMCF)3FWML2
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ADMINISTRATIVE COST ASSUMPONS

* ADM{[STRATIVE COSTS WOULD BE THE SAME AS
UNDER CURRENT POLICY FOR WORKERS IN
FIRMS WHERE THE EMPLOYER ARRANGES
EMPLOYEE DEDUCTIONS

* ADMINISTRATIVE COSTS FOR OTHERS
PURCHASING INDIVIDUAL INSURANCE WOULD BE
21.9 PERCENT OF CLAIMS. THIS RETENTION RATE
WAS ESTIMATED AS FOLLOWS:

ADMINISTRAIVE COSTS FOR INDIVIDUAL COVERAGE
AS A PERCENTAGE OF CLAIMS

Curet Poliw Ammed Le-eI Under
TaX CM

Claims Administration 9.3% 8.0%

General Administration 12.5 10.0

Interest Credit .15 -1.5

Risk and Profit 8.5 2.7

Commissions 8.4 0.0

Premium Taxes 2.8 2.7

Total 40.0% 21.9%

a Hay/Hul in estmates of administrative costs for groups with I to 4 members wnder
cumnt poJL7.

b HayfAuns estmats of admlnlstratie costs for groups with I to 4 members udder a
voluntary risk pooling arngcment adjusted to assuw that Insurer prollts as a percent
of claims coespond to the national average observed in the %urnt system.

SOURCM. Congressioal Reseac Servke, 'Cost and Efects o Extending Health Insurance
Coverage, Washington, DC, October 1918.

Lewin/ICF
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IMPACT ON NATIONAL HEALTH
I ~ SPENDING

LwWJCF
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Table 1
CHANGE IN NATIONAL HEALTH SPENDING BY

SOURCE OF PAYMENT
(In Billions)

a The increases in household hesith spending will be offset by
of $148.7 billion.

increased wages

b Reflects eLimination of enirployee coverage. Employer savings in health
spending will be offset by increases in wages not shown here.

C Reflects elimination of employee coverage and savings to county bospitals.

SOURCE Lewin/ACF estimates using the Health Benefits Simulation Model
(HBSM).

LewlhL(ICF

IMPACT ON PAYORS

Household Payments 129.94
Premium Payments 88.2
Out-or-Pocket Spending 62.7
Tax Credits (84.9)
Eliminate Tax Exclusion 63.9

Private , ploye (112.4)

Federal Gove.e' (S.1)

State Governments' (23.2)

NET CHANGE IN HEALTH SPENDING

Changed in Halth Spending (10.8)
Utilization for Newly Insured 8.9
Utilization for Currently Insured (21.8)
Insurer Administrative Costs 2.1
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I IMPACT ON FEDERAL SPENDING j
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Table 2
SOURCES AND USES OF FEDERAL FUNDS UNDER

THE TAX CREDIT PROGRAM IN 1991
(in billions)

SOURCES OF FUNDS USES OF FUNDS

Elimination of Tax Exclusion $66.6 Tax Credits $84.9

1#edernl Income Tax 39.7 Civil Service Plan 0.5
OASDI Payroll Tax 21.2 Health Benefits (4.6)
"I Payroll Tax 5.7 Wages 4.6

OASDI and !II Taxes 0.5

Eliminate Deduction for ilealth Expenditures 2.5 Corporate Income Tax loss* 2.5
in ExCess of 7.5 Percent of AGI

Cont lbution from State and Local 18.8
Governments

Total Sources of Funds $87.9 Total Uses of Funds $87.9

1

a We assume that the full amount of the employer share of the increase in OASI)l and IIl payroll taxes is
ab ! orbed by employers as reduced profits resulting in a change in corporate income tax payments.

SOURC & Lewin/ICF estimates using the Health Beneflts Simulation Model (IIBSM).
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IMPACT ON STATE AND LOCALK SPENDING

Le.inAW.CF"a



Table 3
SOURCES AND USES OF STATE FUNDS UNDER

7I1 TAX CREDIT PROGRAM IN 1991
(in billions)

Ci_ _ _GES IN REVENUES CHANCES IN EXPENDITURES

Elimination of State Income Tax Exclusion' $8.3 Public Hospitals $(13.2)
Premium Taxesb  

(0.1) State and LoAcal Worker Benefits 2.0
Current Revenues 1.6 Health Beneits (23.8)
Revenues Under Policy 1.5 Wages 23.8

OASDI and II Taxes 2.0

State Corporate Income Tax Loss (0.6) Contribution to Federal Tax Credit 18.8
Net Change In Revenues $7.6 Net Change in Expenditures

A I.

The increase in wages under the program will result in an increase in state income tax payments.

Premium tax revenues decline due to the reduction in health insurance coverage under the tax credit program.

SOURCE: Lewin/ICF estimates using the Health Benefits Simulation Model (IIBSM).

$ 7.6
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LTAACTON EMPLOYER SPEND)INGj
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Table 4
CHANGE IN PRIVATE EMPLOYER HEALTH SPENDING

UNDER THE TAX CREDIT PROGRAM IN 1991
(in billions)

Current Employer Expenditures for Health carta $124.3

Convert Employee and Dependent Benefits to Wagesb 0.0
Benefit Payments (120.2)
Wages 120.2

OASDI and HI Tax on Benefits (Employer Share) 10.9

Change in Employer Costs 10.9

Change in Corporate Taxes (3.1)

Net Change In Employer Costs $7.8
(Change in Costs Per Worker of $104.3)

a Includes the employer share of expenditures for workers, dependents and retirees.

b Employer contributions fo," worker and dependent benefits are converted to wages.
Retiree coverage is assumed to be retained.

c The entire amount of the increase In OASDI and H payroll taxes is assumed to be
absorbed by employers as reduced p roflits resulting in a change In corporate
Income taxzs.

SOURCE. Lewln!lCF estimates using the Health Benefits Simulation Model (I-BSM).

Lewn/ICF3%S "4,0dUI
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IMPACT ON HOUSEHOLD HEALTHI SPENDING
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Table 5
CHANGE IN HOUSEHOLD HEALTH SPENDING

(In Billions)

Health Spending

Premium Payments $ 88.2
Employee Contribution in Employer Plans (45.2)
Individual Premium Payments 133.4

Out.of.Pocket Expenses 62.7

Tax Credit (84.9)

Eliminate Tax Expenditures (individual share) 61.4
Federal 53.1
State 8.3

Eliminate Health Expense Deduction (over 7.5% AGI) 2.5

Net Change In Health Spending 129.9

WAGE EFFECT

Increased Wages (offset to change in health spending) (148.7)

Net Impact on Households $(18.8)

SOURCL LzwMCF estimates using the Health Benefits Simulation Model (HBSM).

Lewtn/ICFis FiA 04 L
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Table 6
FAMILIES BY ANNUAL OUT-OF-POCKET

EXPENSES AND PREMIUM PAYMENTS UNDER
CURRENT LAW IN 1 9 9 1 ab

Totl Out-of-Pocket
Expenses and Premiums

Families
(mfla)

Total Family Spending
(bLUIis.,)

0. 50 4.3 $ 0.4
500- 1,000 8.5 6.7

1,000. 2 Soo 18.8 32.5
2,500. 5,000 28.2 103.3
5,000- 10.000 15.1 100.3

10,000 - 20,000 2.0 24.1
20,000 - 30,000 0.1 2.3

30,000+ 0.1 4.0

TOTAL 77.2 $273.7

a Includes premiums and direct payments for care before tax credits.

b Includes families where the household bead is under age 65.

SOURCE Lewin/ICF estimates using the Health Benefits Simulation Model (HBSM).

LeiiUilCFj3FM" 12
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DISTRIBUTIONAL IMPACT OF
ALTERNATIVE TAX CREDIT

FORMULAS

LAWI/JCF



FEDERAL TAX CREDIT ALTERNATIVES

TAX CREDIT VERSION #1
-- 80 percent of premiums up to $275 per family member, plus
-- 18 percent of premiums over $275 per member, plus
- 18 percent of unreimbursed medical expenses.

TAX CREDIT VERSION #2

Premiums and Unreimbursed Expenses Percent Reimbursed
as a Percent of Gross Income

Below 10% 21%

10% - 20% 45%

20% or More 65%



]FEDERAL TAX CREDIT ALTERNATIVES

(Continued)

TAX CREDIT VERSION #3
-- 75 percent of premiums up to $275 per family membe,-, plus 14 percent of premiums

over $275, plus

Unreimbursed Expenses as a Percent of Percent Reimbursed

Gross Income

Below 100/6 18%

10%-20% 36%

20% or More 55%



Table 7
FEDERAL AND STATE TAX CREDIT AMOUNTS

UNDER ALTERNATIVE FORMULAS IN 1991
(in billions)

TAX CREDIT AMOUNT

Federal Tax Credit Before Budget Neutral After Budget Neutral
Formula Adjustment Adjustment*

Version #1 $104.9 / $84.9

Version #2 100.1 84.9

Version #3 $115.9 $84.9

* Ml analyses reflect budget neutral adjustments to the tax credit formula.

SOURCE: Lewin/ICF estimates using the Health Benefits Simulation Model (IIBSM).
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AVERAGE NET IMPACT~ OF ALTERNATIVE TAX CREDIT OPTIONS ON FAMILIES BY1
FAMILY INCOME 1991

- A4I M~b MTU-A..' 111AtWM4 NETh OF .. Ar -4 MM Fl N ps

4- ,44-of p1
4

4) h.lie ~ .4 h...2.. .... p~p 4111) 411)AD (1931I ..

VnUT k A~~h~. #I lea)h fl...4 ) (..m)h 0o)d. (4t)511.MJ 9t %l

BEST AVAILABLE COPY



Table 9
DISTRIBUTION OF FAMILIES BY CHANGE IN HEALTH SPENDING NET OF

CHANGES IN AFTER TAX INCOME UNDER THE TAX CREDIT PLAN IN 19 9 1",h

TAX CRm.I MODI%

Clmge . Health Spidding Net of Version It Versio 2 Versin #3
Camps IN 1ncone

e

Net Increase of $20 or More 42.2% 45.2% 43.4%

$1,000 or More Increase 17.3 17.7 17,7
$500. $999 Inern.e 9.0 I .e 9.3
$250 - $499 Increase 9.4 9.6 10.0
$100 - $249 Increase 4.4 4.5 4.0

$20 - $ 99 Increase 2.1 2.6 2.4

No Net Change (change of less than $20) 3.9% 3.7 3.6

$20 - $ 99 Decrease 4.0 4.1 3.8
$100 - $249 Decrease 5.5 6.0 5.6
$250 - $499 Decrease 8.2 9.0 8.5
$500 - $999 Decreas. 13.2 12.1 13.1

$1,000 or More Decrease 23.1 19.7 21.9

Net Decrease of $20 or More 54.% 50.9 52.8

All Families 100.0%7o 100.0% 100.0%

a Assumes tax credits are set at levels which result In no net change In public expenditures for health care. Estimates
are for the initial year of program Implemenlation. The net Impact of the plan on individual families will vary over
time due to year to year fluctuations in health services utilization.

b Includes only families with head under age 65.
c Includes the increase In wages cinder the program less the net change In household health spending Including:

changes In premiums and out-of-pocket spending; taxes on Increased wages; and tax credits.
.AOURC&: Lewin/ICF estimates using the health Benefits Simulation Model (IIBSM).



Table 10
(Tax Credit - Version #1)

DISTRIBUTION OF FAMILIES BY TIlE AMOUNT OF THE CHANGE IN TOTAL FAMILY
HEALTH CARE EXPENSES FOR PREMIUMS AND OUT-OF-POCKET COSTS

(INCLUDES ONLY FAMILIES WITH HEAD UNDER AGE 65)8

Kededian Ini Famnily liealh (*nb

C$I0,000 100.0% 108% 136% 23.0% 31% 10% 180% 10.2% 62% 44% 4.4% 51%

SOk-$14,999 1000. 17.7 14.8 155 20 I.I 4.5 6.0 50 6,5 104 /63

$15k-S19.999 100.0 15.5 7.8 10.8 36 2.5 3.0 3.5 53 105 171 204

$20k-S29.999 100.0 16.3 83 l 4.3 2.1 1.4 1.9 7.7 100 15.9 239

$300.39,999 100.0 16.1 84 58 6.2 2.3 0.7 2.4 4.7 s0 It1T 315

$40k-$49,999 100.0 18.3 59 4. 5-4 30 16 2.6 5-7 7.3 141 12

S50k-S59.999 1000 20.1 6.8 45 44 25 1.1 22 46 100 16.3 274

$75k.S100,000 1000 20.0 69 4-5 62 2.6 00 4-1 52 "8 16.0 zi,8

$100.000+ 100.0 269 1.0 82 29 12 0.0 2.7 37 701 151 :1i
TOTAL 100.0 173 90 94 44 21 3.9 40 55 82 17 211

a AiUama lax credits lire se at levels hthch rmul in no net change in public enprndtiires fr health care Fsttmairs are few the initial year of rrogram
implementalion. The net impact o( the plan on Individual familis will vary over time due to year to year luctuaoms in health services uitnhailatn

SOURCK ' r LenhICF etimaes using the lcallh Benefils S ,mulown Model (IlIISM)

Family
l"Conne

All
Fumallka

SWO-10" 250-4 I00-249 20.99 N.
Change

250-4" 1 5W."

IiCENT OF ALL FAMOUS ny TOTAL FAMIly INCOME

lne- to Famly Ile4l1h Cisli

1.01,000+



Table 11
(Tax Credit - Version #2)

DISTRIBUTION OF FAMILIES BY THE AMOUNT OF THE CHANGE IN TOTAL FAMILY
HEALTH CARE EXPENSES FOR PREMIUMS AND OUT-OF-POCKET COSTS

(INCLUDES ONLY FAMILIES WITH HEAD UNDER AGE 65)a

IPERCINT OF ALL FAMIULS IVY TOTAL FAMILY INCOME

FamIy
Inetun

SAlil
lraunnio

RdatdlI n Fauily kItlh Costs
I___ Inervae In Family Ifealth Cash

No
Chang

1,00+ 5OO998 250-4" 100-249 20-99 20.9 100-249 150.49 500.999 1,000+

<3$10,000 100.0%) 53% 23.7% 15.7% 5 7% 2.4% 15.7% 9,7% 753. 80% 2 0% 8 5%

3I0k-SI4.9 100.0 13.8 5.2 42 4.5 33 3-9 44 52 65 97 195

31k419.999 100.0 13.0 IZ2 8.3 3.2 2.5 Z4 42 59 127 137 21 7

S20k-$29999 100,0 14.5 11.7 81 3.0 25 2.5 3-8 6,4 9 2 15 5 227

330k-$39.999 1000 168 9.7 8 2 I 2.4 1.5 z1 55 77 129 21t 2

$40k-S49,999 100.0 19.9 82 9-2 5.0 7 0.8 3.2 5-4 81 15.3 222

$50k-559,999 100.0 23.8 101 69 5.0 Is 1.0 26 5.9 122 104 202

S75kSIOO,000 100.0 25.6 I0.1 71 46 4.1 16 Z5 62 76 144 16.3

3100.000+ 100.0 37.5 9.6 5.2 2.4 4.7 0.7 38 46 4 7 97 172

TOTAL 1000 17.7 11.8 8.6 4.5 26 3.7 4.1 60 90 121 197

a Assume ta credit are nt4 at leves which result in no net change in puhlic expendituret for health care. Estimates are Frt the initial year or program
implemenaion. Tbe net impact of the plan on individual families win vary ovev lime due to year to year nutuatigns in health services ulttnaluiim

SOURCE: Lwin,1CF estlimatesl using the Health IAtcnefis Simulatotn Model (I ll;M),



Table 12
(Tax Credit - Version #3)

DISTRIBUTION OF FAMILIES BY THE AMOUNT OF TIlE CHANCE IN TOTAL FAMILY
HEALTH CARE EXPENSES FOR PREMIUMS AND OUT-OF-POCKET COSTS

(INCLUDES ONLY FAMILIES WITH HEAD UNDER AGE 65)"

PERCuNT OF ALL FAMIuFs BY TOTAL FAMILY INCOME

_ .. _In_ ____ _ In Fm ily IHealt h Cast%

Family

Incel"i
All

I - iIiLJ I II
<S10,000 1000% 9.5% 126% 211% 39% 2.3% 161% ' 94% 62% 6'. 60% 67%

$10k.$14,999 100.0 166 15 1 159 19 25 40 52 42 70 104 166

$15k-$19,999 1000 15.1 85 115 39 27 23 38 52 19?9 2622 299

$20k-329,999 100.0 16.1 90 76 50 16 09 35 77 102 149 1 122

$30k-$39,999 1000 166 95 83 40 21 1.2 25 12 79 112 11,

$40k-$49,999- 100-0 196 56 62 60 35 08 18 72 5 I 199 285

$50k S59,99" 00.0 21.3 74 60 33 32 12 2 2 41 104 1664 216

$75k-$100.000 100.0 215 69 81 4,4 15 19 24 45 0A 149 214

$100,000+ 100.0 306 120 53 27 123 1 5 09 56 N, 10i 207

TOTAL 1000 17 7 93 00 40 2.4 1 6 38 6 229 29I 2222

a Assumes lax credits ar act at levels which r.'ull in no nel change in puhlc xpendturens for healIh c.r' UhIm " -br hr nIlsl yer ,r er,..rrm
implementation. The nfl impacl of the plan on indrndual families will va y over time due to year to year flulumivni in hieIth Wrvces tl: tAlIn

SOURCE: leA/ICF -limatel using the Icath Aenef" ,Spmvioltaon MOeI (I111N'M)

|,000+ 500-999 Z."04" 100-249 No
changee

20-99

kedavilon In Faiel y lleemIh C-,%

722o21 29 250-49, 5.42,O. 2,0I0

BEST AVAILABLE COPY
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Table 13

CHANGE IN AVERAGE FEDERAL TAX BENEFITS PER
FAMILY BY FAMILY INCOME UNDER THE TAX

CREDIT PLAN IN 1991

NET-CHANGE IN TAX BENEFTr7S

Cumut Tax Tax Credit Tax Credit Tax Credit
Exclusion Version #1 I Version #2 Version #3

Family Income
Less Than $10,000 $ s0 $372 $684 $476
$10,000. $14,999 207 462 664 517
S15,000. $19,999 366 444 612 487
$20,000. $29,999 594 365 451 372
$30,000 . $39,999 857 365 401 388
$40,000. $49,999 986 256 182 248
$50,000. $74,999 1,373 (13) (232) (84)
$75,000 . $99,999 1,427 (32) (345) (129)
$100,000 or More 1,463 47 (285) (55)

All Famlliesa $ 802 $250 $250 $250

a Includes federal Income taxes and the employer and employee share of the OASDI
and HI payroll taxes.

b The tax credits are structured to be budget neutral.

SOURCE. LewIII/CF estimates using the Health Benefits Simulation Model (IBSM).

Lewi mlJCF35P).OdU
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PREPARED STATEMENT OF JOHN D. MOYNAHAN, JR.

TRADE-OFFS AND CHOICES: HEALTH POLICY OPrIONS FOR TH1E 19908

Good afternoon. My name is Jack Moynahan. I am the Executive Vice-President
responsible for group operations at Metlife in the United States. I accompanied
today by Mr. Robert Leitman, Senior Vice President of the Louis Harris organiza-
tion.

The findings we present today are a brief summary of a study we released last
spring. The survey included 84 questions, many of which had several alternatives
as possible responses and the full printed report runs approximately 100 pages.
While this report was released about one year ago, it remains the only comprehen-
sive survey of leadership attitudes about trade-offs and choices for health care re-
form. We encourage you to read the full report and not rely only on the summary
we are limited to presenting at this hearing.

INTRODUCTION

Virtually everyone agrees that America's health care system needs important
change. Several public opinion polls have been taken recently, all giving that clear
message. When need for change and reform is generally recognized, it's valuable to
know the opinions, not only of the general public, but especially of key health care
leaders--those in a position to effect change, and upon whom we will, in fact, ulti-
mately rely, to improve the American health care system.

To move discussion and debate forward toward consensus and action, com-
promises, trade-offs and choices by those leaders will have to be made. In the proc-
ess, most stakeholders in our current system will almost certainly have to settle for
less than they insist upon today.

PURPOSE OF STUDY AND METHODOLOGY

It was with this in mind that we undertook this project: our purpose was to make
available as reliable a database as we could, to define leadership positions on key
issues as they currently stand, and to explore what trade-offs might be available to
.help the nation reach the common ground on which an improved health care system
can be built.

We commissioned Louis Harris and Associates to conduct a survey of more than
2,000 leaders: 1,175 senior executives of both large and small corporations, 260 Fed-
eral legislators, 25 key legislative committee staff, 15 Health and Human Services
and Health Care Financing Administration senior executives, 60 union leaders, 201
physician leaders, 251 hospital CEOs, 50 state representatives, and 21 senior execu-
tives of major health insurers.

The survey was designed to get people thinking about accommodation within the
health care system and to react to at least some avenues along which agreement
might be reached. The largest samples---corporate executives, Federal legislators
and hospital CEOs-are systematic probability samples. Thle smaller samples rep-
resent a high percentage of all possible respondents. In other words, a very large
percentage of those within a stakeholder gro,p who could have been interviewed
were. 2,048 telephone interviews were conducted, each taking approximately 30 min-
utes.

It is worth noting the unique aspects of the survey. It's more involved than the
title "Trade-offs and Choices suggests, though this concept is at the heart of the
study. In addition to being a large survey in its total, nine different groups of re-
spondents were involved. One can think ot the study, therefore, as a series of nine
separate ones, which allows comparison and contrast within and across stakeholder
groups.

In addition to the Harris orgar.ization, represented by Humphrey Taylor and Bob
Leitman, we enlisted the aid of several independent authorities on health policy to
critique the survey questions and help us maintain objectivity. For their help, we
thank Eli Ginzberg, of Columbia University; Dr. Robert J. Closer, Trustee and Di-
rector of Medical Science for the Lucille P. Markey Charitable Trust; John Iglehart,
Editor of Health Affairs; and EdA Ard Connors, former Chairman of the Board of the
American Hospital Association.

In the conduct of the survey, the stakeholders-each representing a different per-
spective-were asked questions in order to construct a brief assessment of their
views on the U.S. health care system. Respondents were then probed further to un-
cover how change within the system might occur, and further still, to discern each
stakeholder's willingness to compromise on specific issues.

The "trade-off" questions were asked after a preamble which included- the words,
"If it were part of a program where each group would make some concessions mn
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order to reach a consensus, . . . and then the question was posed. The willingness
of respondents to accept compromises and trade-offs must be interpreted in that
context. Their expressed willingness to accept a proposal does not necessarily mean
they favor it.

While we believe this study to be important, we don't hold it out a definitive.
Much more can be done to develop sound information to help in the national debate,
and we encourage that. We encourage concerned persons to analyze the data inde-
pendently, to work it if you will, and use it along with data from other studies al-
ready done and yet to be done and to collaborate in creating a world leading health
care system on which we ceal all rely with confidence.

ATTITUDE ABOUr CHANGE

This section of the survey examined stakeholders' underlying values and assump-
tions about the nation's health care system and probed for the type of system stake-
holders agree is needed. It also measured their willingness to help improve the sys-
tem. Majorities of all stakeholder groups expressed the opinion that changes are
necessary to make the health care system work better.

On this issue of needed reform, stakeholders were asked if in their view the
health care system, first, works pretty well and only minor changes are necessary,
or alternatively, if fundamental changes are required. Apart from 3t% of physician
leaders, no more than 14% of any group felt the current system requires only minor
changes. There is overwhelming support among all groups for fundamental change.
Over 80% of all groups, with the exception of physicians who support fundamental
change by a 68% majority, feel the system needs fundamental change.

Having established that the system is in need of fundamental change, Harris next
probed stakeholders on the nature of such change aod learned not only that reform
should occur, but that reform is seen as very likely to occur. They also found that
eight of the nine stakeholder groups believe change should come incrementally. Only
unions feel change should be comprehensive and rapid. y

Large majorities of all stakeholder groups agree that everyone will have some
kind of health insurance coverage. This finding may be the single strongest finding
of the survey and brings us to what everyone generally agrees is the issue: bal-
ancing access and cost in the health care system.

REFORM THROUGH TRADE-OFFS: FINANCING AND BENEFITS

A key objective of the survey was to uncover the trade-offs stakeholders would be
willing to make as part of a total plan in which everyone gave up something to ulti-
mately improve the system. It seems likely that changes, particularly any major
changes in coverage or cost containment, will inevitably involve compromises by sev-
eral, if not all, the major groups surveyed.

When each group was asked if compromise was acceptable to achieve health care
reforms, all groups said "yes" they are willing to compromise. Very large majorities
of physician leaders, insurers, hospital CEOs, union leaders, and corporate execu-
tives all believe that their own groups should be willing to compromise to achieve
viable reforms.

The first trade-off issue to examine is a practical one: how to pay for universal
coverage. One way to finance reform is to reallocate existing resources. Stakeholders
were asked if the additional cost of covering 31 million uninsured meant $50 billion
loss spent on other goods and services-would they favor or oppose such a
reallocation? Majorities of most groups favor such a reallocation to cover the unin-
sured.

An alternative to reallocating resources is to raise more revenues. Stakeholders
were asked, if it were part of a program in which all made compromises to reach
a consensus how acceptable would higher income taxes be? Higher taxes were more
acceptable tban reallocation of existing funds. More than 65% of all groups found
payinent of higher income taxes acceptable but corporate executives (at 57%) find
higher income taxes less acceptable than other groups. By the way, keep in mind
these respondents are sophisticated individuals who likely understand the mag-
nitude of the taxes required.

To probe the acceptability of the tax question even further, corporate CEOs were
asked for their attitudes on payroll taxes. We find that, regardless of size, CEOs
are overwhelmingly opposed. Even though they find higher income taxes less accept-
able to them than other groups, income taxes are more acceptable than payroll taxes
as a method of raising revenues.

To learn the acceptability of taxing insurance premiums we asked stakeholders
if, agan as part of a total plan in which each group would make concessions, they
would be willing to paying income tax on health care premiums paid by employers.
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Results were somewhat mixed. Five of the nine groups said it's acceptable. Four op-
pFose the idea, and legislators are split. Interestingly corporate CEOs and union
leaders, who frequently do not agree, are together in leading opposition to this op-
tion. (See Attachment A: Taxing Employer Paid Premiums.")

Another approach to reforming the system is to examine the benefit plan. One
way to make coverage available to increased numbers of people is to address cost
by modifying the scope and level of benefits. When asked their opinion of having
to pay a substantially higher portion of the cost of health care services out-of-pocket,
majorities in 7 of the 9 groups said cost-sharing is acceptable as part of a total plan
in which everyone makes compromises. We should note, however, the very strong
opposition of union leaders to this approach.

While most union leaders find cost-sharing unacceptable, they do say they are
willing to enter into cooperative ventures with management if savings are used for
wage increases, improved competitiveness of their companies, or shared equally be-
tween the two. (See Atttchment B: "Unions Will Work With Management If Savings
are Used For:")

Again. as part of a total plan in which everyone makes compromises, Harris asked
stakeholders how acceptable it would be to be required to obtain care as a member
of a managed care plan, specifically such as an HMO, as one way of making health
insurance more affordable. Majorities of all groups said that having to obtain care
as a member of an HMO is acceptable. While union leaders voiced opposition to out-
of-pocket-cost-sharing, managed care appears quite acceptable. (See Attachment C:
"Acceptability of Managed Care.")

Consistent with stakeholders attitudes about mandatory managed care, the idea
of being a member of a health plan that limits members to the most cost-effective
providers, and excludes other providers, is also acceptable to large majorities. Inter-
estingly, although consumers were not interviewed in this survey, respondents here,
when asked, agreed that the consumer will be a tough sell when it comes to limiting
their range of choice of doctors.

Respondents were also surveyed about a variety of other potential changes in ben-
efit plan design. In this series of questions, we learned that stakeholders agree that
having to obtain a primary care doctor's approval for referral to specialty care is
acceptable. Reactions to the idea of waiting several months for non-mergency elec-
tive surgery are mixed. Five groups found this acceptable. Union leaders are equally
divided. And three found it unacceptable: physicians, insurers, Federal legislators.
Being a member of a health plan which does not cover certain expensive procedures
and treatments is another issue on which no consensus emerges, but which slim ma-
jorities in 7 groups find acceptable. Except for union leaders, who are equally di-
vided, majorities of all other groups believe it will be necessary to somehow ration
high-tech services.

One way to make health insurance more affordable is to make health care more
affordable. This section examines trade-offs which physician leaders and hospital
chief executives said they are willing or unwilling to accept as part of a plan in
which every group makes concessions.

PHYSICIAN TRADE-OFFS

First, let's focus on physicians, who are in the front lines in the delivery of care.
Physician leaders found these items acceptable: (1) being required to generally fol-
low practice guidelines on how to treat different conditions; (2) requiring patients
to obtain the prior approval of a primary care doctor in order to see specialists for
non-emergency care; and (3) being compensated on a fee-for-service basis, but en-
tirely from afixed budget with an expenditure cap. (See Attachment D: "Physicians
Will Accept.")

What was not acceptable were other types of reimbursement mechanisms that
doctors apparently feel intrude more on their practice. These include: (1) having a
uniform national fee schedule for all health plans, public and private, with no bal-
alice billing allowed; (2) being compensated only on a capitatedbasis; aid (3) being
compensated on a purely salaried basis. (See Attachment E: 'Phyiicians Will Not
Accept.")

For more autonomy, however, physicians are willing to give up a portion of their
income in exchange for fewer complications and less "outside interference" in their
practices. Specifically, very large majorities would be willing to trade a 10% reduc-
tion in income in return or any one of these: (1) a substantial reduction in paper-
work; (2) malpractice reform with limits on punitive damages and damages for pail
and suffering, or (3) substantially increased autonomy with less utilization review
and less regulation. (See Attachment F: "10% Less Income for Less 'Hassle."')
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Interestingly, when asked to accept national health insurance with these same
three benefits, plus guaranteed payment of fees but be required to negotiate fees
with the government, physicians refused. Sixty-three percent say they are not will-
ing to accept such a system.

HOSPITAL TRADE-OFFS

Hospital CEOs were surveyed about the acceptability of various trade-offs for
them. Recognizing that capital expenditures have been more or less regulated for
hospitals for over twenty years, hospital CEOs, by a two to one margin, said that
even tougher constraints on capital expenditures are acceptable. On several other
issues, hospital CEOs expressed a willin ess to control costs by: (1) treating all pa-
tients even if reimbursement is below their cost; (2) accepting global budgets, or a
pre-set total annual hospital budget, a method used in many foreign countries; and
(3) accepting a uniform one-payer system with prospectepa yent fees for all
health plans, public aid private. (See Attachment G: "Hospital CEOs Will Accept.")

As to what hospital chief executives will not accept, the specific question posed
pertained to two well known special aspects of hospital finance. Not surprisingly,
hospital CEOs, by more than three to one find unacceptable any loss of tax-exempt
status or the right to issue tax-free bonds or the loss of separate Medicare reim-
bursement for their capital expenses. (See Attachment H: "Hospital CEOs Will Not
Accept.")

INSURER TRADE-OFFS

In the context of a better system ior all, insurers were asked about their willing-
ness to change the way in which they write insurance for small businesses where
access has proved to be a systematic problem. To the extent a reinsurance mecha-
nism is available to spread the cost of excess losses, the insurance companies show
a very strong willingness to provide insurance on a guaranteed renewable basis, to
somehow guarantee issue of insurance regardless of health status, and to change
other underwriting practices for the small case market, such as the use of pre-exist-
kg condition limitations. Insurers also seem to agree overwhelmingly (74%) that op-
erating on some form of comlmuiiity rating for all health insurance risks in the small
case market is acceptable. (See Attachment I: "Insurers Will Accept With Reinsur-
ance Mechanism.")

CORPORATION TRADE- OFFS

Again, a part of a total plan in which everyone makes concessions, corporations
and, surprisingly, even the larger size employers, also showed willingness to accept
community rating for the health benefit programs of their employees.

Majorities of corporate executives in this survey agreed that being required to pro-
vide a basic health insurance benefit to all full-time employees and dependents was
acceptable. Ofparticular note is the willingness of even the smallest employers sur-
veyed to consider this acceptable in a trade-off situation. Corporate CEOs also
seemed generally willing, though not quite as much, to be required to provide health
insurance benefits to retirees under 66 who are not yet eligible for Medicare. ISee
Attachaient J: "Corporations Will Accept Mandated Coverage for Full-Timers.")

On the other hand, corporate CEOs generally felt that it is not acceptable that
they be required to provide health insurance coverage to part-timers, defined as
those working at least 20 hours a week. Interestingly, CEOs of businesses with
10,000 or more employees, found the concession slightly acceptable.

UNIVERSAL COVERAGE ISSUES

Probing as to corporations' attitudes on national health insurance, we asked the
question: "If the only way to prevent the introduction of a national health insurance
system is for employers to introduce a much more aggressively managed care plan
with less freedom of choice and higher cost sharing, how willing would you be to
introduce such a plan for all your employees?" The majority, even among the snmall-
er employers, are willing to take that course of action, rather than adopt a national
plan.

Probing further on the expected effects of public/private tuiiversal coverage or gov-
ernment universal coverage, stakeholders were asked, first, to assume we adopted
a public/private system in which employers are mandated to provide health insur-
ance to employees and dependents and the government insures all the unemployed.
Given that scenario, what were their expectations as to the effect on costs and qual-
ity of care. Majorities said both would increase. Cost would go up, but so would
quality. When asked the same question with respect to a government health insur-
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ance system, stakeholders agreed that cost would increase under such an alter-
native. With the exception of union leaders, however, everyone else believed that the
quality of health services would deteriorate.

Given that all stakeholders find universal coverage to be the highest priority for
change, the issue is how to achieve that coverage, while balancing the realities of
cost and the scarcity of funding. A number of plans have been proposed. For the
most part, they fall into three categories. Harris asked the stakeholders to look
ahead 10 years and say which of three alternatives is most likely in their view. We
learned that only a small minority of stakeholders feel the current system of private
health insurance, mostly through employers, plus Medicare and Medicaid, wili re-
main in place through tie year 2000.

In a series of questions, Harris became more specific and defined two changes
which could be made to modify the system: the present arrangement modified by
a law requiring mandatory employer-provided health insurance with government
providing insurance to all the unemployed, or alternatively a comprehensive govern-
ment health insurance program covering everyone--"national health insurance."

Of those expecting fundamental change, very strong majorities in seven of the
nine stakeholder groups expect the fundamental change to take the form of the
present system with two modifications. Notably while the-bytjorities agree with the
other, a significant minority percentage of both unions and corporate CEOs think
a government health insurance program likely.

When asked if they agree or disagree that our health insurance system should
continue to o operate largely through employment-based-plats, a majority in all but
one stakeholder group agreed. Union leaders, however, are equally divided on this
issue.

We asked if stakeholders thought the appropriate role for the Federal government
in the future of the health care system should be as a manager and administrator
or rather, more as a rulemaker setting the rules for the private sector. Majorities
of all groups except for union leaders, who were roughly equally split, believe that
the Federal government's role in the future health care system should be to serve
as rulemaker, setting the rules for the private sector rather than manager.

Since the task of improving the health care system has so many diferent dimen-
sions, Harris asked, in a further series of questions specifically who s'iould have
principal responsibility for ensuring access, for containing costs, and for assuming
the quality of health care services. Principal responsibility for improvements in ac-
cess and cost containment was seen as belonging to government. On quality issues
principal leadership was sought from physicians organizations, the hospital indus-
try and the Federal government.

CONCLUSION

What we find most important are the following points: (1) change is needed; (2)
there is strong agreement among them that change is likely; (3) there is agreement
that change is best made incrementally; and (4) there is a clear willingness among
them to compromise to create a better system for all Americans.

We find that most encouraging and hope you do as well. We also hope the findings
of this survey can help in bringing these expectations to reality.
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Acceptability of Managed Care
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PREPARED STATEMENT OF MARK V. PAULY

I want to discuss how a program of market-based health insurance reform can
lead to right level and rate of growth in medical spending, as well as providing tni-
versal coverage for all. The key to universal coverage, as I and colleagues have ar-
gued elsewhere, is to place a mandate on individuals that requires them to obtain
at least minimum catastrophic coverage. The uneven impact of such an obligation
on low income persons is then offset by closed end refundable tax credits, which are
lare for low income people and then decline in value as incomes rise.

The tax credits have to be paid for, but there is a way of raising the taxes needed
to pay for them that actually improves rather than harms efficiency. The bulk of
the cost of a reasonable regimen of tax credits can be covered by making taxable
that portion of compensation workers receive in the form of an employer-written
check for their health insurance premium. By replacing the current regressive tax
exclusion of employer-paid health insurance premiums, with a progressive system
of fixed dollar refundable tax credits, we can have a system that is both 6air and
economical.

Closing this tax loophole will help to make the tax system more equitably since
it is the well-to-do worker who benefits the most from the current tax exclusion.
However, there is another, less obvious, but very profound advantage of doing away
with this tax break: it will cause the level and rate of growth of health care pen -
ing to move to appropriate amounts, and it will do so without requiring either heavy
government regulation or a massive public bureaucracy.

To see why limiting of eliminating the tax exclusion is the best way to secure an
appropriate rate of growth in medical spending, one needs to understand the form
that growth has taken. If the effect of economy-wide price inflation is removed, real
national health expenditures per capita have grown at a rate of between 4 and 5
percent per year for decades. A very smallpart, less than a tenth, of this growth
is attributed to changes in the age and gender mix of the population. Half to three
quarters of the growth is attributed to what is called changer in technology, or
changes in volume and intensity of care. The remainhig share of growth is attrib-
uted to increases in the prices of inputs into medical services, especially wages of
health workers which increase more rapidly than wages and prices in general.

This generally accepted description of medical cost growth has an important but
less generally understood implication: policies to control the rate of growth cannot
succeed over the long term unless they address technology or input prices. Policies
that address other components of medical cost may do some good, but they cannot
solve the problem of cost growth. This logical truism disqualifies many of the pro-
posed remedies for medical cost inflation. Take, just as an example, this year's fa-
vorite: using a Canadian-style single payer approach to eliminate the alleged "dupli-
cation and waste" that is represented by the administrative cost of private insurers
and the complementary billing expenses providers incur. Ignore the fact that much
of this administrative cost is not pure waste, but pays for cost-containment services,
the provision of information to insurance buyers, and private billing as a substitute
for highly distortionary Canadian taxation. Assume that you could cut 10 percent
out of total medical care spending by making this massive change. Since health care
spending has been giving at about 10 to 12 percent per year, you could have a near
zero growth rate next year. But here is the key limitation: growth would be lowered
to that level for only one year; the effect on the rate of growth would be one time.
In the following year, if nothing else is done, new cost-increasing (but beneficial)
technology will still be brought on line, nurses' and technicians' wages will rise fast-
er than inflation, and the rate of growth of medical care spending will return to 10
to 12 percent per annum.

The sad fact is that almost all of anyone's favorite nostrums for cutting health
care costs--elimination of insurer administrative costs, higher out of pocket pay-
ments by consumers, switching doctors from fee for service to salary or greater use
of preventative-all have this one shot" property.

go not misinterpret: these things may still be worth doing if they do more good
than harm. But both logic and empirical evidence shows that they will not work to
depress the rate of growth permanently. For instance, as Willimn Schwartz has
shown, the Medicare prospective payment system did cut hospital cost growth by
inducing hospitals to discharge patients earlier. But there is a limit to how much
a stay can be shortened, an after about two years of slower growth, there was
nothing hospital could do for an encore, and hospital cost growth resumed its nor-
mal doub!e-digit trend.

The primary message here is not to be taken in by solemn reassurances for promi-
nent physician or industry experts that they know how to solve the problem of cost
growth by eliminating waste, duplication, and unnecessary care. Even if they do
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know how-which in my mind is a bet with had odds-they can only "solve" the
problem if they can find more and more fat every year to excise. Sooner or later,
(and probably sooner rather than later, though there sorely is some waste in this
industry), the only way to cut costs is to stop doina something beneficial.

My proposed remedy proceeds instead from a simple logic. Since the main source
of cost growth is technological changes, one wants to choose policies that directly
address technical change.

It is, however, obvious that we don not want to stop tecluiical progress cold-but
it is equally obvious that if we want to slow down the growth of medical costs, we
will have to slow down the rate of spread of cost-increasing tecluiical improvements.
If we want what we pay to grow less rapidly every year, we will have to wait for
something new, to give up some new innovation, at least for a while, that provides
small (but positive) benefit at a substantial cost. It is almost tautological, but still
very usefud, to say that what we want is a rate of growth that provides us with only
the new teclmology that is worth what it costs, and not the technology that is not
worth what it costs. A noin-tautological implication of this statement is that a low
rate of growth in cost, in and of itself, is not desirable. Instead, we want to slow
the rate of growth in medical spending tO that level at which the value of the medi-
cal benefits we have to sacrifice as we cut costs aid divert skilled workers and valu-
able capital away from the medical care sector to other sectors of the economy, is
less than the value of the other goods and services those workers and that capital
will provide in the other uses to which they will move. We do not desire to cut mnedi-
cal cost growth because it allows us to pile up some kind of national bank account.
Nor are cost increases in medical care like cost increases in, say, oil, where cost in-
creases meant transfers to foreigners for receipt of the same number 2 fuel oil. In-
stead, it is desirable to cut what we spend on medical care when and if we would
rather have the smart people who go into medicine, nursing, and bioteclmology work
instead of providing us with other services, rather than better medical care.

Viewed in this way, it is clear that we should not judge the performance of a coun-
try's medical care system to be good just because costs grow less rapidly. It is surely
possible for government to control the rate of growth in medical spending, by mak-
ing it illegal for people to spend more than a certain amount on medical services,
even if they want to. But such a strategy is not necessarily best.

What is best, to repeat, is a strategy that comes closest to having medical care
system provide us with just as much care as is worth the cost, and no more. I say
"comes closest" because special features of medical care as a commodity means that
we will never be able to do things perfectly. The imcertainty that patients, physi-
cians, politicians, and researchers all have about the effectiveness of medical care
and the indications for its use means that there will necessarily be some waste, es-
pecially in hindsight. The risk attached to the incidence of illness leads people ra-
tionally to choose insurances, public and private, but those insurances distort behav-
ior ani choices of patient and provider, in ways which are to some extent unavoid-
ahle. What we can try to do is to provide information on what works and what
domsn't, and provide this information not only to physicians, but to insurers and pa-
tients as well. Indeed, recent research has strengthened our confidence in the ability
of patients to make rational judgments about their own care if they are given proper
information in a proper setting, well enough in advance of medical emergencies. It
also suggests that patients are nearly as skilled as researchers in judging when they
have and have not received high quality of care.

But the most important thing government can do to control cost I believe, is to
stop doing something that makes it impossible for citizens to make the proper trade-
off between benefits and costs, even when they do have good information. The cur-
rent tax treatment of employer-paid health insurance premiums induces workers to
underestimate the true cost of the insurance they buy, and the true value of the
medical cost savings they might achieve. If workers receive part of their compensa-
tion as health insurance for which the employer writes the check, that component
of income is shielded from taxation. In effect, employees can reduce their tax bill
by having their employer pay for health insurance rather than pay them cash com-
pensation. Not only is this inequitable, it also makes health insurance appear to be
less costly than it really is, because the premium cost is reduced by the amount of
the tax savings.

This makes some workers, especially high wage workers who get the biggest tax
breaks, choose overly lavish health insurance. It also means that, faced with the
choice of a cost saving but less convenient health plan, employees may fail to adopt
cost containment devices, because any increased money income made possible by
fringe benefit cost savings will he taxed. In effect, our current tax system forces em-
pioyment-based group insurance purchasers to share any cost savings with the gov-
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eminent. A predictable consequence of such a distorted incentive is less enthusiasm
for cost containing medical insurance plans.

Removal or limiting of this tax lophole will cause employees, unions, and employ-
ers to choose less inflationary health insurance coverage and more aggressively cost
containing policies. How much difference removal of the exclusion would make is
difficult to say, because this tax distortion dates back to World War U. Research
does suggest that insurance purchases are sensitive to the net price of insurance,
but estimates of the degree of sensitivity are imprecise, with some studies suggest-
ing high sensitivity and others indicating minimal effects. In any case, such studies
can only estimate the initial impact of net price changes, not the effect on the rate
of growth in costs or premiums. There have been no studies of the effect of insur-
ance prices on cost containment efforts.

However, the case for removal and replacement of the tax exclusion does not real-
ly turn on the estimated size of the impact. Removing the tax exclusion faces all
buyers with prices for different health plans that truly reflect their cost. Among
other influences, the rate of growth in a health plan's premiums will reflect the form
of technology limitation it chooses to adopt. If it is slow to extend coverage to new
technology, and manages the use of diffusing technologies, its premiums will rise
less rapidly than a plan that covers the latest technology no mater what. But the
cost containing plan will also ofier less access to up-to-date medical services. If
workers and groups of workers choose the plan whose cost is growing more rapidly,
it must mean that they judge the benefits of the new technology to be worth the
cost. In such e case, a rapid growth in health are costs is a cause for cheer, not
concern, since the medical care spending yields more benefit than its cost in terms
of other goods and services buyers might have chosen. Conversely, if buyers choose
to give up a little quality or convenience in order to save a lot on next year's pre-
mixuns, that is appropriate too.

If the tax exclusion is eliminated, and reasonably well-informed buyers face pre-
miums properly reflective of cost, then the rate of growth in expenditures that is
generated by this market is the right rate of growth, regardless of whether it is high
or low. In contrast, a government chosen rate of growth is sure to be wrong for some
citizens, since people have different desires as to how much they want to spend on
medical services. If the permitted rate of growth is limited to some macroeconomic
statistic, like the growth of real GNP, it is by definition arbitrary, and inferior to
one informed buyers would choose.

The main message is that appropriate cost containment, as part of health care
reform, is best achieved by eliminating tax-based distortions in insurance purchases
and replacing that open-ended subsidy with a set of refundable tax credits that do
not increase in amount when a person buys a more expensive health care plan
Then we can let vigorous competitive markets with-well-informed individual con-
sumers or group purchasers choose the rate of growth of medical spending which
is, by definition close to the right rate.

Government has a role to play in fostering the development of information, and
in making transfers to people who ceumot afford basic coverage, either because they
have low incomes or because they are high risk. The most important thing qovern-
ment can do for cost containment is to stop doing what it is doing now, that is, stop
using the tax system to encourage overly costly new technology.

I cannot forecast how much health care cost growth would fall if there was tax
reform, although I am sure that there would be some decline, compared to what
would otherwise have happened, What I can say is that the size of the decline does
not matter, since whatever rate of growth emerges is likely to be close to the a pro-
priate rate. Markets in medical care will never be perfect, but government coice
will be even less perfect. As one who does cost effectiveness and cost benefit analysis
for a part of my living, I am acutely aware of the serious difficulties and heroic as-
sumptions we experts need to make when we advise public decisionnakers are on
choosing the types of new services to be offered and the rate of growth in cost. The
alternative, which I much prefer, is to try to get markets to function as well as pos-
sible.

Along with two other economists and a lawyer, I have outlined the details of a
scheme to use tax credits financed in part by'the elimination of the tax exclusion
as a way of improving the ability of markets to meet social goals. This approach
is called "Responsible National Health Insurance." I This approach, I believe, is the
best way to achieve appropriate cost containment. Even i our particular proposal

"'A Plan for 'Responsible National Health Insurance,'" (with P. Danzon, P. Feldetein and J.
Hoff), Health Affairs, Vol. 10, No. 1, Spring 1991, pp.5-26.
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is not adopted, but private employment-based insurance is permitted to remain, lim-
iting the tax exclusion should be part of any serious health care reform.

RFsPONSES OF MR, PAULY TO QUESTONS SUBMITrED BY SENATOR GRASSLEY

Question No. I. I would like to ask a question about expenditure limits. Apart
from the obvious consequence that we would hold down spending for health care,
what other primary consequences for the health care system would there be were
we to adopt system-wide expenditure limits?

What I m curious about is what will happen if we restrict what providers get for
providing services by expenditure limits, but do nothing to control their input costs?
Is the rent control analogy an appropriate one here?

Answer. The primary consequence of expenditure limits, aside from the obvious
one of holding down total expenditures, would be a reduction in the rate and form
of technical change that would be implemented in the medical care system. Previous
temporary spending limits have been accommodated by health care providers pri-
manly by reductions in profit margins (when they are positive) and by consumption
of existing capital and endowments. This might happen for a while after an expendi-
ture limit but the eventual, ad most important longer term consequence would
be a slowdown in the rate of addition of beneficial but costly new products and serv-
ices providers could offer. Whether this is a desirable or undesirable consequence
depends on the value of the lost new products relative to the cost saved. Arbitrary
spending limits (e.g., links to the rate of growth in real GNP) may lead to the elihm-
nation of services whose benefits exceed their cost, although the presence of the tax
subsidy implies that we currently adopt some beneficial technologies that are not
worth their cost. Since we camot really measure the value citizens place on new
technology, there is no reason to believe that spending limits will choose the right
tradeoff.

The rent control analogy is not quite ap ropriate here, since expenditure limits
restrict price and quantity, whereas rent controls only limit prices. The con-
sequences of expenditure limits are likely to be similar, however: a reduction in the
quantity and quality of services that suppliers are willing to offer.

Question No. 2. In your written statement, you seem to equate volume and inten-
sity of care with technology. What about physicim-inspired over-utilization, either
because of defensive medicine or reimbursement gening? Can you distinguish be-
tween these things and, isn't it important to do so?

Answer. Some of the changes in technology have probably been caused by physi-
cian responses to malpractice laws. We have no definitive estimates of how large
this impact is; my own judgment is that it is not large. In contrast, reimbursement
gaming does not affect properly measured volume and intensity of care, since reim-
b ursement gaming (if by that one means "upcoding" and the like) only changes
price, not real services. Reimbursement gaming could account for part of measured
volume and intensity growth, since such growth is usually calculated using price in-
dexes which are not adjusted for gaining. Here again, no one has precise measure-
ment. However, I would not expect gaming to account for much of the loing term
growth ini measured volmne ud intensity, since that would require that gauiing get
continuously worse, in a serious way, over decades. I suspect that there have been
some episodes of gaming, especially in response. to price freezes or reimbursement
changes, but I know of no evidence'to indicate that providers continuously game the
system, to a greater and greater extent. Moreover, the evidence on hospital profits,
which shows no long term growth, is not consistent with gaming by them; for physi-
ciams it is harder to tell.

RESPONSES OF MR. PAtIY TO QUESTIONS SUBMITTED BY SENATOR MITCHELL

Question No. 1. How would Dr. Enthoven's system of Health Insurance Purchas-
inig Cooperatives (HIP!C's) be organized?

Answer. Your questions about Health Insurance Purchasing Cooperatives are bet-
ter addressed to Professor Enthoven. I personally do not believe that such arrange-
ments need to be mandated by law, though would not object to buyers cooperating
as long as they do not develop excessive buyer market power. In any case, these
arrangements seem to be designed primarily to push down the prices providers re-
ceive for medical services. In my view, however, excessive prices or growing margins
of prices over cost are a much less important part of the problem of the growthin
medical expenditures than is growing technology. Many managed care plans with
relatively small market shares have been able to avoid buying new technology they
do not wish to buy (malpractice laws permitting). The rural area served by a single
hospital will not be as well served by competing managed care plms, although in
many such areas transport of non-emergency patients (who are the great majority
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of all patients) to hospitals in other towns is possibie. I do not think that an exces-
sive amount of modern, beneficial, but costly technology has been as serious a prob-
lem in rural areas as in big cities. The limits on the ability of a single hospital in
a small town to offer lower levels of technology to some buyers are largely dictated
by the requirements of production and management, not by the market power of the
hospital or its unwillingness to be responsive to its customers. To be sure, some hos-
pitals may have a preference for technological "toys," as may their medical staffs,
while others may find high tech care more profitable than older style care. Empiri-
cal evidence on this subject is confusing, with older studies showing that single-hos-
pital markets had lower cost, while more recent studies show that the rate of
growth in costs is higher in markets with fewer hospitals competing. There may
therefore be some useful role for buying cooperatives in rural areas, but I see little
need for them in non-rural areas of the country.

Question 2. Who would make decisions about limiting the numbers of HIPC's?
How would this work in rural areas? Who would decide the membership of HIPC's?

As to your specific questions, my understanding is that Health Insurance Pur-
chasing Cooperatives (HIPCs) would be organized by nonprofit groups responding to
Requests for Proposals from state governments, and would be subject to heavy regu-
lation by a National Health Board. If governmental behavior could be relied upon
to be wise and efficient, there would be little to fear, but those assumptions do not
seem especially plausible. I understand that all persons who purchase insurance in-
dividually or as members of small groups would be required to use one of the HIPCs
in their area. No HIPC could refuse an applicant based on health status, though
it is unclear whether it could reject an applicant on other grounds (e.g., geographic
location, type of business). In rural areas, there would probably only be one HIPC.
In areas with multiple HUPCs, I gather that "membership" would depend on which
HIPC individuals or small groups decided to select, and which applicants the HIPC
decided to accept. If there are multiple HIPCs in an area, then they will have to
market, and such marketing costs are a large part of the higher costs of small group
and individual insurance. I would therefore question the claim that they will
achieve economies of scale. If there is only one compulsory HIPC, it can achieve
economies of scale, but then one sacrifices both choice aid competition.

Qtstion No. 3. How would you avoid adverse selection?
Answer. Your final question about adverse selection raises a more general issue

about HIUCs. What are their incentives, and what are their objectives? 'l'hey play
a critical role as a ,niddleman between small group and individual buyers, on the
one hand, and Accountable Health Partnerships (health plans) on the other. Requir-
ing them to be nonprofit and subject to votes by those small employers and individ-
us-a who have already joined and who choose to vote hardly guarantees either effi-
ciency or accountability. 11ey might have as their objective to maximize member-
ship, since that would probably lead to higher salaries for HIPC executives, but
membership maximization alone could lead to preferred risk (not adverse) selection,
since additional individuals and small groups would be unlikely to select an HIPC
that ,as negotiating rates for a sicker-than-average population. If explicit risk selec-
tion was effectively prevented, then one could have adverse selection in which the
IIIPC that wants to offer low premiums would choose AH-Ps whose benefit packages
are attractive to healthier people. Presumably the state government would have the
responsibility to monitor the HIPCs it approves.

The vision of self-governing non governmental non profit enterprises behaving in
the best interests of their members is an appealing one, but is unrealistic in a world
in which not all members want the same objectives, and all members have little
time and incentive to monitor their HIPC. They would work as well or as poorly
as the United Way, labor unions, or professional organizations. Would they advance
the wellbeing of their members, would they avoid selfish behavior in the interest
of those members, and would they function efficiently? Such organizations are often
necessary lut rarely perfect. I am not persuaded that. HIICs are necessary, that
there needs to be another layer of organization (and bureaucracy) between the buy-
ers of health insurance and the health plaits they buy. Having to pay somewhat
higher administrative costs for health insurance is something that small groups aid
individuals cannot avoid, and creating this extra layer in itself does little to change
the causes of those high costs. Those buyers who want to work with purchasing or-
ganizations, such as Chambers of Commerce, already can do so.
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PREPARED STATEMENT OF SENATOR DAVID PRYOR

I would like to thank and command our distinguished Chairman, Senator Lloyd
Bentsen, for calling us together to begin to solve one of the greatest domestic chal-
lenges facing our Nation today-our national health care crisis.

There are plenty of statistics that illustrate how our health care system is in dire
need of repair. We've heard these numbers over and over again-the eastonishing
number of hard working Americans who have no insurance; the spiraling cost of
doctors' and hospital bills; the ridiculous, unacceptable prices of prescription drugs.

We know these figures all too well, and it is not necessary to repeat them now.
We know the problem. And we all know the message-you better not get sick if you
live in-America. And what an appalling message that is.

Mr. Chairman as you know, I continue to be concerned that we are not listening
to the message the American public is giving to us about health care costs, and pre-
scription drug costs in particular. According to a Kaiser poll that will be sunma-
rized for us today, a full 73 percent of Americans-and 69 percent of those identify-
ing themselves as Republicans-believe prescription drugs should be subjected to
price controls. In short, the American public is far ahead of me in advocating the
use of strong efforts to contain these out-of-control costa.

Our constituents are now calling for action. They have said to us in town meet-
ings, in letters and in phone calls, "We are tired of talk. It's time to see some re-
sulfa."

As an institution, we in Congress must come together and devise a plan-a strat-
egy-that will work for all Americms. An', this plan MUST get to the heart of the
health care crisis-controlling health ca:e costs and guaranteeing access to our
health care system.

Our distinguished Chairman has demo istrated his commitment to working to-
ward this goal. and [ look forward to comwbutbig to this process. But I must say
that any solution to this monumental problem can result if, and only if, we have
tie support of our President. Our country needs-and is now demanding-tihat the
President make health care reform a national priority-its number one priority.

Frankly, it has been quite a disappointment that, with all this talk, Vie Admninis-
tration has yet to provi de to us legislation that reflects the President's health care
proposals. In so doing, the Administration has failed to respond to Majority Leader
Mitchell's challenge to deliver a plan of action by the start of this series of health
care reform hearings.

The very little that President Bush has revealed of his plan appears far from ade-
quate. In fact, a recently released report by the respected Employee Benefits Re-
search Institute (EBRI) concludes that the President's health care experts signifi-
cantly underestimated the cost of his plan and overstated the number of people who
would be covered under it.

Despite my disappointment with the President and his plan, I do welcome him-
and encourage him to further his commitment-to this debate. Our constituents
back home are tired of partisan bickering. Frankly I do not blame them. They do
not want a Republican plan or a Democrat plan; they simply want a plan that fi-
nally responds to and relieves their fears.

Simply put, our constituents are tired of living in fear that they may loes, or no
longer be able to afford, their health care insurance--the one protection they have
to avoid financial disaster. We must make every effort to eliminate this fear that
too many Americans must live with every day of their lives. It is time to get down
to business.

PREPARED STATEMENT OF ROBERT D. REASCIAUER

Mr. Chairman, I appreciate the opportunity to appear before this Committee. My
testimony today will cover proposals for comprehensive health care reform, their po-
tential to expand access to insurance coverage and control health care costs, and the
Congressional Budget Office's (CBO's) methods for assessing the cost containment
provisions in health legislation.

INSURANCE COVERAGE UNDER THE CURRENT SYSTEM

In March 1990. an estimated 33.4 million people-or 13.6 percent of the poru.
lation-were without health insurance coverage. During the next year, the number
of uninsured people grew by 1.3 million. About three out of five uninsured ppople
are poor or near-poor, with incomes of less than 200 percent of the poverty thresh-
old.
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Moreover estimates for 1987 indicate that the number who were uninsured at
some time during that year was about 30 percent higher than the number who were
uninsured during the first quarter of the year. If the same was true today, then
about one in six people would have been uninsured at some time during the year.

The problem of inadequate insurance coverage is exacerbated by our inability to
slow the growth in the cost of health care. Cost increases are raising premiums for
health insurance faster than the growth in wages and national income, thereby fur-
ther eroding coverage. Since 1980, the proportion of the population under 65 without
health insurance has increased by more than one-fourth. Moreover, there is consid-
erable evidence that those who are uninsured use less health care aid have worse
outcomes when they do use the health care system.

APPROACHES TO ACIHEVING GREATER INSURANCE COVERAGE

Because of concern about the dual problem of the rising number of people without
insurance and the increasing cost of health care, a substantial number of bills have
been introduced that are intended to expand access and control spending. These pro-
posals reflect a diverse set of approaches. 'Those, however, that could be character-
ized as comprehensive health care reform-in other words, changing the health care
system to ensure that virtually everyone in the nation would have access to health
insurance---can be grouped into three general approaches:

" Proposals that would offer tax subsidies to enable those who are uninsured to
urchase private health insurance, combined with additional regulation of the
ealth insurance market to ensure that insurance would be available and more

affordable.
" Proposals that would require employers to offer health insurance to their em-

ployees or to pay a tax ("play or pay). The tax revenues would be used to offset
some of the cost of a public insurance plan. Additional tax revenues would be
needed, however, to finance the shortfall for workers whose employers chose to"pay" and to subsidize coverage for low-income people without jobs who were
not covered by Med'.'aid or Medicare. This a approach would also involve addi-
tional regulation of the health insurance market to ensure that insurance poli-
cies would be available to employers who wanted to "play."

* Proposals that would replace the existing health care system with a single-
payer public health plan covering everyone.

Any of these three general approaches would significantly expand access to health
insurance. The third approach would, by definition, provide everyone with insur-
ance. Continuity of health insurance coverage would also be improved under each
of these alternatives. The approaches differ, though, in their potential impacts on
national health spending, federal expenditures for health, the extent to which con-
trol over health care spending would be improved, and the ability of consumers to
choose their own health insurance coverage.

The impact of any health proposal on access, spending for health, and on the fed-
eral government's costs would depend on the details of the proposal. Such details
would include the particular package of health benefits-namely, the services that
would be covered as well as the deductible amounts and coinsurance payments that
would be required-plus those provisions intended to contain costs, such as man-
aged care and methods for setting reimbursement rates. The effects would also de-
pend on many other details of the particular proposal under consideration. For ex-
ample, if a tax subsidy were used, the effects would vary depending on tax rates,
definitions of income, and configurations of filing units, as well as any complemen-
tary changes made in regulating the insurance market for small groups. Under a
"play-or-pay" plan, those outcomes would be affected by such factors as the contribu-
tion rate required of employers and employees to participate in the public plan, the
treatment of part-time workers, and new regulations of the small group insurance
market. The effects of a single-payer public system would vary significantly depend-
ing on the extent to which private insurance was permitted to supplement the pub-
lic plan and on the choice of administrative mechanisms used to operate the plan.

An overview of the effects of each approach, as illustrated by a specific proposal,
is presented in Table 1. In each case, the estimated effects on national health ex-
penditures in Table 1 take into account increases in spending resulting from new
insurance coverage. Offsetting reductions in administrative costs and payment rates
that would occur under a single-payer system are included only in that case. A de-
tailed description of the characteristics of each of the illustrative proposals exam-
ined here is contained in the appendix.

Effects on federal expenditures for health are presented in terms of both federal
outlays for health said tax expenditures related to the exclusion of health insurance



366

from taxable income and other deductions for health care. The estimates of tax ex-
penditures reflect the impact those pro o as would have on both income and pay-
roll tax revenues. If federal outlays lor health increased because of expanded insur-
ance coverage through a public plai, and tax expenditures decrease ed because few
people would continue to have employment-based insurance, then the increase in
federal outlays would be offset in part by an increase in tax revenues. Conversely,
an approach that expanded both employment-based coverage and public coverage
would raise outlays and tax expenditures. Those estimates assume that the federal
government would incur all of te increase in outlays for an expanded public plan.
Those costs could, however, be shared between the federal and state governments.
If that were the case, then the effect on total federal health expenditures would be
less than that shown in Table I.

Table 1.-COMPARISON OF ESTIMATED EFFECTS OF ILLUSTRATIVE WAYS TO
INCREASE INSURANCE COVERAGE

(In percent]

Tax svuballea ard mailt 'Ply or Pay employr man- S1ng"yer ulic pln,
reforms deb and melt reforms'

Insurance Coverage
Access .................................................. Improved Improved Assired
Percent Insured .................................... 93 b 95 97 to 99 100
Conkuoty ............................................. Improved Improved Assred

Inlial Percentage Change In Spendn g for Health'
Nationwide ............................................ 2 3 Near 0
Federal Government Outays .............. 85 176 757
Tax expenditures ............................... 39 9 -95

Totl Health Expenditures .......... 15 156 347

Other Effects
Potential for cost control ..... ..... Improved only I other

polcies are adopted Improved only If other
poicles we adopted Improved

Choce of Coverage ............................ Uncdanged, or reduced
If cost controls are

adopted Unchanged, or reduced
I cosI controls we

adopted Essentily e91mhatoed

AsLeuwo tax cmdl equa to lu e of Iucacre would be proved to half ti unlrad and ht now courage would reult for
all members of thd group. S"o Illoil courage would reour from partly tatl k ubedke or from mrret reforms.

fAnumes o change In overall or lu-Urs emplo ari, would occur. Als asmu. tht dN those Vglbb for fte hIrurca under the
pubk licOgt wor ervol but that oiy some wong othe elle groups would enrok

Aenumes te single paer would we Mdlorwsb ribs, wit hopitbl rate Increaxed to cover coab. Spending woula falllgWly N a~~ow Icrase In us* ocwasd amo" he curreat urdneura and I poeW sAenge on echiratton wers kily roakzad.
Owespeontr woul Increas s194

'P4cartge canes we rela to currnl spardIng for health In each Woy ftwhirulonw1Ie, federal cusys, fedr tax
ependture, or otal edera expenudee Effects of flnanclng provblone we not iown, nor am effects on kv*vJuel, *rn, of sie
and local govmmnmb.

I apreers te portion of the lax sub"I~ that Is a relurvaeble cet
includes the tolbl coe of the pbk plen. More than 70 percent of te coot for employees In the p* plan world be oftel by tax

colAor. from empbyers and employee
'Isurnes fedwal gomete worM pay aM coaet of th plc plas, tough cocls could be dMed between federal, As, and

gosvenmnr In a vearty of ways.
* Includes effects on patrol taxes, .lhoug hoee we not usually coined as x serdbxse.
NOTES, Curtsoly, aou M pecoart of the poplaton Is Insured AM fes eernatlve resume Iawxns plans t/ypal of those

awle crumrey, wlh ubelordalb copayrnt mruaemerts end no coverage for long-term care. se epperdId for ul deecrIption of the

SOURCE Covresslcn Budget Ot*,

Tax Subsidies, Combined with Additional Regulation of the Insurane Market
Under current law, the federal tax code provides a substantial subsidy for employ-

ment-based health insurance-nearly $60 billion in 1990, when the effect on both
income tax and payroll tax revenues is considered. That subsidy arises from exclud-
ing qualified employer-paid health insurance premiums and certain other health
costs from workers' incomes for tax purposes. In addition, low-income workers are
eligible for a refundable tax credit on the purchase of health insurance that covers
their children. This credit is for all premium costs, subject to a ceiling equal to 6
percent of qualified earnings. The maximum credit is now $461.
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The current system of tax subsidies could be expanded to make the purchase of
private health insurance less expensive for those who do not receive employment-
fased insurance. The President's Comprehensive Health Reform Program, for exam-
ple, would offer a direct tax credit for the costs of a health insurance policy worth
up to $3 750 to low-income people, depending on household size and income. Individ-
uals with incomes up to $50,000 and families with incomes up to $80,000 (depend-
ing on tax filing status) would be offered either a tax credit or a tax deduction for
health insurance.
For such a system of tax subsidies to be effective, however, it would have to be

combined with additional regulation of the insurance market to ensure that health
insurance policies would be available and more affordable. The President's plan in-
cludes a variety of changes that would ensure that all groups could obtain health
insurance, guarantee renewal of existing policies, and prohibit exclusions for pre-
existing conditions.

CBO s preliminary analysis of the President's plan indicates that offering a $3,750
tax credit to all people with incomes below the specified limits would reduce the
number without insurance by about 50 percent.' In addition, the smaller subsidies
and tax deductions for higher-bicome people, as well as the proposed changes in the
health insurance market, would expand coverage somewhat. We cannot, however,
precisely assess the extent of that additional insurance. Although health insurance
would be available and more affordable as a result of the insurance market propos-
als, it is uncertain how many of the uninsured with low or moderate incomes would
choose to purchase insurance in response to the limited subsidy. For example, an
uninsured head of household with one dependent and an income of $25,000 who
purchased a policy for $2,500 would have the choice of a $250 tax credit or a tax
deduction of up to $2,500 for health insurance premiums. At an effective marginal
tax rate of 15 percent, this family would receive a greater subsidy-$375-by choos-
ing the tax deduction but would still have to pay the remaining $2,125 of the annual
premium.

Although it would not guarantee that everyone in the United States would have
health insurance, the tax subsidy approach (combined with changes in the health
insurance market) would improve access to health insurance. Further, the changes
in the health insurance market would ensure continuity of health insurance cov-
erage for thore who wanted to change jobs.

The effect of this proposal on national health expenditures would depend on how
much new insurance coverage would result, since the newly insured would use more
health services than they had previously. If the percentage of people with insurance
increased from 86 percent to 94 percent of the population, national health expendi-
tures could rise by about 2 percent. In addit,.)n to the uninsured, a substantial num-
ber of currently insuredd people could be eligible to receive some subsidy under this
approach, but their use of health services would not change much.

The effect on federal expenditures for health (both outlays and through tax ex-
penditures) would depend on the number of people with new insurance and on those
who had previously bought insurance that would entitle then) to receive a subsidy.
Providing the full refundable tax credit to half of the uninsured population would
increase federal outlays about 8 percent. This estimate, however, does not take into
account partial tax credits that. would be provided to other people. Because of the
partial tax subsidies available to many of those who already have insurance, federal
tax expenditures would rise by 39 percent. The net effect would be a 15 percent. in-
crease in total federal expenditures for health. The impact of this increase in federal
expenditures on households and businesses would depend on the specific financing
methods used to increase revenues to cover these costa, which are not specified in
the illustrative proposal.

A "Play-or-Pay" Employer Mandate, Assured Access to a Public Plan, and Additional
Regulation of the Insurance Market

Another comprehensive approach would be to mandate that all employers either
provide health insurance to their workers or pay a tax that would be used to help

finance a public insurance program for people who were not covered. Employees
would also be mandated to accept the offered coverage. Under this approach, addi-
tional regulation of the private insurance market would also be necessary in order
to ensure that all employers had access to affordable private health insurance poli-
cies, regardless of the health status of their work force.

' For a more complete discussion of CBO's analysis of the President's Comprehensive Health
Reform Program, see Robert D. Reischauer's testimony of March 4, 1992, before the Colmittee
on Ways and Means.
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Even though rates for group health insurance are generally substan ially lower
than rates charged to individual applicants, some employers do not offer insurance
because their work force is primarily low-wage and their total compensation pack-
age could not easily be adjusted to accommodate the cost of health insurance. Other
employers now face prohibitively high insurance premiums because o, previously ex-
isting health conditions of some of their employees. Even with additional regulation
of the in-saurance market, both types of firms would face significant costs under a
mandate that they might not be able to transfer to workers in the short run.

To reduce or eliminate the resulting adverse effects--more part-time employment
for low-wage workers or even bankruptcy of some small firms-the "play-or-pay"
version would permit employers to choose between providing insutrance directly or
paying a payroll tax that would partially fund a public program. Uninsured people,
whether or not they were employed, would then have the option to be insured under
the public plan. Because additional regdation of the insurance market would limit
the allowedvariation in premium levels charged to firms with different compositions
of employees, some employers who do not now offer insurance to their employees
would choose to "play" rather than "pay" the tax.

An illustrative employer mandate with a play -or-pay option could, for example, in-
clude a requirement that all employers provide insurance to their full-time (25 or
tore hours per week) workers or pay a payroll tax of 7.6 percent of payroll, with
the employee contributing an additional 2.6 percent of wages. 2 Regulation of the in-
surancP market could prohibit insurers from varying premiums charged to small
groups based on group-specific risk, thereby ensuring that no group would face pro-
libitively high insurance premiums.

Under this illustrative option, coverage through the public plan would also be
available to individuals and families who are not attached to the work force. Indi-
viduals and families with incomes below the poverty level would be offered coverage
through the public plan at no cost 0, them. Individuals and families with incomes
above the poverty level would have to contribute to the cost based on a sliding scale
that wouldreach the full cost for those with incomes at or above 300 percent of pov-
erty. Individuals and families with incomes above 300 percent of poverty would have
to pay the full cost of health insurance coverage.

Under this plan, access to health insurance would be significantly improved-ap-
proximately 23 million of the 33 million people without health irizuralice in 1990
would gain coverage through the workplace. Of these 23 million, about 10 million
would have employment-based health insurance and 13 million would receive -ov-
erage through the public plan. The remaining people without insurance would not
be included in the mandate, but they could choose to participate in the public plan
bypaying the required premium themselves.

With most of the population covered by health insurance, national health expendi-
tures would rise by at least 3 percent, reflecting the increased use of health services
by this group. Federal expenditures for health would also rise for two reasons. First,
more employment-based health insurance would increase the related tax expendi-
ture. Second, the payroll tax imposed on firms that did not offer health insurance
would not be sufficient to cover the costs of a public plan since oii average, these
firms employ a lower-wage mix of workers. As a result, the public plan would re-
quire additional subsidies from general tax revenues. The effect of this increase in
general tax revenues on hiouseholds and businesses would depend on, the specific fi-
nancing mechanisms used. CBO estimates that, for the illustrative plan described
above, total federal expenditures for health care would rise by 15 percent, taking
into account the increases in both outlays and tax expenditures.

A Gover nment-Run, Single- Payer System
Establishing a government-run, single-payer system would be another approach

to comprehensive health care reform. Although the two previous alternatives would
build on the existing multiple-payer system, thereby maintaining both private and
public components, a single-payer public system would involve a complete restruc-
turing of the current system for financing and delivering health care.

In the example discussed here, a newpublic insurance plan covering all legal resi-
dents would replace existing insurmce or acute-care services.8 The benefit package
would be actuarially equivalent to the average benefits currently provided under
private plans and Medicare, Medicare's current payment methods for hospitals and
physician services would be extended to everyone in the public plan, though the ac-

2 For a discussion of an employer mandate without a player-pay option, see Congressional
Budget Office, Selected Options for Krqanding Health Insurance overae (July 1991).

Slor a more complete discussion of the single-payer approach, see Congressional Budget Of-
rice, Universal Health Insurance Coverage Using Medicarese Payment Rates (December 1991).
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tual rotes might be adjusted to assure that the costs to providers would be covered.
The program would be financed by broad-based federal and state taxes. Private
health insurance would be permitted to offer coverage only for services not included
in the public plan. Medicaid would continue to pay the required copayments under
the public plan for low-income people and would provide coverage for long-term care
services as it does now.

Under this plan, estimates for the initial change in national health spending
would be near zero, as t'ie result of several offloetting factors. Spending for acute-
care health services would increase (at least before cost controls were put in place).
The increase would take place because com prehensive insurance coverage and high-
er payment rates for some services previously paid by Medicaid and Medicare would
be only partly offset by lower payment rates for services previously paid by private
insurers. Additionally, administrative costs would fall because manly payers in the
current system would be replaced with a single payer.

Federal outlays would increase initially by 76 percent under this illustrative plan
because most spending for acute-care services would be transferred to the public
sector. These higher outlays could be assumed by the federal government alone, or
could be shared among federal, state, and local governments. Private spending on
insurance and health care would fall by about the same amount. The current tax
subsidy to employment-based insurance would be eliminated under this approach
and, consequently, tax expenditures related to health care would decrease by around
95percent. Revenues to finance the increase in federal expenditures for health
would, of course, increase taxes for households and businesses, and the effects of
this increase would depend on the specific fiancing mechanism used. The net ef-
fect on federal expenditures for health would be an increase of 34 percent.

POTENI AL TO CONTROL HEALTH SPENDING

The preceding analysis of alternative approaches to achieving comprehensive
health insurance coverage assumed that cost controls were not included, with the
exception of using Medicare's payment methodologies under the single-payer public
plan. But effective cost containment could be incorporated into each of these ap-
proaches thereby holding national and federal expenditures for health care below
the levels indicated above. Control of health care costs would, however, imply
changes from the current health care system that would affect the way iII which
health care was obtained because coordinated policies that combined miform prices
for all providers, controls over use of services, regulation of capital decisions and of
the adoption and dissemination of new technology, and appropriate incentives for
consumers would be required. As a result, some Iimitations would almost certainly
have to be imposed on consumers' choices of health insurance coverage, providers
and alternative treatments. In addition, the development of new technologies would
probably slow and waiting times to use them would probably lengthen.

Effective control over health care costs could be achieved most directly under a
government-run, single-payer health care plan. This approach would require the
most government involvement, with finalcing running through government budgets.
As a result, it would put direct responsibility on the single financing authority-the
goveniment-for making decisions that would largely determine total aid govern-
ment levels of health expenditures. In addition, there would almost assuredly be
some reduction in health care spending Under a single-payer system because of sub-
stantially lower administrative costs.

A single-payer system would not, however, guarantee effective control of health
care expenditures. The extent to which spending was constrained would depend en-
tirely on the decisions that were made about prices, use of services, cost-sharing by
patients, and the amount and distribution of capital and technology.

Health care costs could also be controlled under other systems-including the ex-
isting multiple-payer, public/private one. Coordinated policies that applied to all
payers, providers, and consumers could be put in place now or concurrently with a
move to offer tax Lubsidies or with implementation of a play-or-pay mandate on em-
ployers to expand insurance coverage. In all three cases, national and federal health
expenditures could be constrained to lower rates of growth than would occur other-
wise.

Creating market incentives to increase the efficiency of the system has also been
discussed, most frequently in the context of using tax subsidies to expand access to
health insurance. Tiffs a roach has been presented as an alternative to the highly
regulated one that wouldbe implied either by a single-payer public plan or hy gov-
ernment imposition of uniform policies encompassing prices, controls on use, and
regulation of other aspects of the health market. 1he market approach to controlling
costs would create incentives for consumers and other payers to choose insurance
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packages and providers that offered the most efficient and least expensive options
or treatment.

There is great uncertainty about how effective a market incentive approach to
controlling costs would be, either in the short run or in the long run. It would, how-
ever, offer the advantage that consumers and providers would probably retain more
choice of insurance coverage sad options for treatment than tinder the other ap-
proaches to control costs.

ESTIMATING THE EFFE(T OF COST CON I1OW, PRItOVISIONS ON NATIONAl, EXPENDITURES
i0Ol HEAlIll

Over the past two decdcs, both public and private payers have made concerted
efforts to apply niaiv cost coii tol sti-ateies to the current health core s;sten. As
a result there'is evidence on tiw p, otial ,f at least soip types of cost coitainment
approaches to affect health tlt ii tiing.

The Committee h:i as'o-d ie to dist tis bow wicces.ftiil various fypes of cost con-
tainnent provn'ions are likely to be in restrai iig the glowth in health care expend
iturcs. To give you an u ideistminding of C1B's estimating methods, let me deecnibe
several options for cooit "lling health care costs and the issues that these options
raise for cost estimating,. Where possible, I will also indicate the magnitude of the
potential reduction in niltional health care expenditures that might be estimated for
each proposal.

This discussion is intended to be -'ltistrative only, since the specific legislative lan-
guage would have a considerable effect on the estimated savings. For CB() to in-
clude savings in its cost estimates, as a general rule the options must be specific
and require explicit actions, rather than rely solely on encouraging voluntary efforts
by the private sector. Also, estimates of proposals that would dramatically restruc-
ture the health care system are considerably more uncertain than estimates of poli-
cies that would require only modest adjustments to current arrangements. We usu-
ally find it much easier to estimate the budgetary effects of legislation that would
chlge provisions of Medicare--a centrally controlled program with a single payer
and a defined population-than to estimate the impact of legislation designed to
lower the level or rate of growth of national health spending. In either case, our
ability to analyze the impacts of legislation on health spending is greater the more
specic the cost containment provisions are.

Increased Cost Sharing for Health Services
Strategies that would raise the out-of-pocket costs of health care for consumers

are predicated on the assumption that consumers would become more cost-conscious
if they paid more. In other words, they would be more likely to consider whether
the value of an additional visit to the doctor was worth the extra cost or would seek
out providers who were more economical or charged less.

Cost sharing for health services could be increased in a mirber of ways. One
could mandate minimum cost-sharing requirements for private hisurance, eliminate
dual insurance coverage that offsets cost-sharing requirements of individual policies,
or prohibit the use of flexible spending accounts to pay deductible amoutits and coin-
surance requirements. For example, if mandated cost sharing had been set at a Ie el
that increased out-of-pocket costs for the population with private indemnity health
insurance from 26 percent to 35 percent in 1990, then national health expenditures
would have been about I percent to 3 percent lower. This effect would be relatively
small because consumers are not particularly sensitive to changes in their out-of-
pocket costs. The reason is, in part, that they lack knowledge about alternative
treatments, their costa, and their efficacy, and, therefore, they delegate decisioninak-
ing to physicians und other providers.

Expanded Controls on the Use of Services
Managed care and controls on use can reduce inappropriate or unnecessary health

care. Overall, however, the evidence of their effectiveness in reducing costs--other
than through fully integrated HMOs with their own delivery systems suggests that
substantial savings could not be achieved by extending them to more people. Some
reduction could occur, however, if expanded controls on the use of services were con-
centrated on populations with above-average hospital use.

O-ne legislatie approach might be to provide federal financial incentives to ex-
pand enrollment in HMOs. Incentives, however, would not necessarily elicit the de-
sired increase in voluntary enrollment in HMOs unless they were very large. Fur-
ther, because only some types of HMOs are effective at reducing use and expendi-
tures, only a portion of any new enrollees would actually use fewer services. Finally
the federal costs of the financial incentives to expand enrollment in HMOs would
offset some or all of the savings.

BEST AVAILABLE COPY
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Price Controls
Price controls could be effective in reducing both the level and the rate of growth

of spending, but their impact would be partially offset because providers would in-
crease the volume of services (or chmge billing practices) to recover lost revenues.
In addition, price controls applied to only one segment of the market would gen-
erally result in higher spending in other segments of the market.

For example, if the prices of physicians' services under the Medicare program
were reduced percent, CBO estimates that Medicare's spending for these services
woud be reduced 5 percent. This estimate reflects our assumption thatzhysicians
would offset about half of their potential revenue loss through increase dMedicare
volume. If providers attempted to keep their overall revenues constant, spending on
physicians' services by the non-Medicare population could also rise. As a result, al-
though Medicare's spending for physicians' services would declines percent, that re-
duction might not significantly affect the level of national health spending.

Medicare s share of the health care market is sufficiently large that it could uni-
laterally set prices that are somewhat below private payers) prices, without affect-
ing access to care for most Medicare beneficiaries. Access to care by Medicaid bene-
ficiaries, however, has been adversely affected by the much lower prices that provid-
ers are offered in some states for serving thief population. In the private market,
most insurers do not have sufficient market power to prevent providers from billing
the patient for the balance if they limit prices. Thus, under competitive conditions,
a private insurance company that limited its payments could lose some of its market
share to insurers that paid higher prices and thereby reduced patients' out-of-pocket
liability.

Alternatively, government regulation could set maximum prices for physicians'
services that all payers had to follow. In other words, insurers would not be allowed
to pay more, and physicians would not be allowed to bill patients for amounts above
the regulated prices. Under such an all-payer system, providers could increase vol-
ume to offset some, but probably not all, of their lost revenue. Administrative costs
would decline somewhat, since providers would not have to maintain and monitor
many separate price schedules and claim forms. In addition, the authority that de-
termined prices would also control their rate of increase. If the legislation included
rules that would limit the growth in prices to less than the projected rate, then price
controls in an all-payer system would generate lower national health expenditures
than would otherwise occur.

For example, if the annual rate of growth in health care prices could be reduced
by as much as 2 percentage points as a result of price regulation under an all-payer
system, growth in national health expenditures would he cut by at least I percent-
age point a year. TIis assumes that half the potential drop in spending that
stenmmed from the slowing of price increases would be offset by growth in the vol-
ume of services provided.) Over a five-year period under such a scenario, spending
for health would be 4 percent to 5 percent less than it would otherwise have been.

Price controls carried out through a single-payer system could reduce reimburse-
ments by the same amomt and could also sharply cut administrative costs for in-
surers and providers. In fact, the one-time drop in the cost of administration could
have been around $22 billion in 1990, under the conservative assumption that only
the administrative costs related to billing of claims would be reduced if a single-

ayer system had been fully in place that year. National health expenditures would,
owever, have fallen by this amount only if prices paid to providers had been re-

duced to reflect the lower administrative costs that they would have incurred. Legis-
lation including both price controls and provisions for uniform monitoring of provid-
ers' patterns of care would have an even greater impact than price controls alone,
since monitoring would reduce the magnitude of the response in volume.

Limits on the Tar Exclusion for Employer-Paid Health Insurance Premiums
Limiting the tax exclusion for employer-paid health insurance coverage could re-

duce health spending by inducing employers and employees to change the provisions
of their insurance policies. If the new policies incorporated hi gher cost-sharingf by
consumers, for example, the number of services used would fall. One way to limit
the exclusion woldd be to include in an employee's taxable income any contributions
by employers (including those in cafeteria plans and flexible spending accounts) thit
exceeded a certain level. For example, if employers' contributions that exceeded
$250 a month for family coverage ($100 for individual coverage) had been treated
as taxable income in 1990, about half of all insurance plans would have been af-
fected aid the federal tax subsidy to employment-based insurance would have been
reduced by about $1 1 billion.

If such limits were enacted, workers who currently have high levels of coverage
would have two choices. They could continue their current coverage and pay federal
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income and payroll taxes on the excess coverage. Alternatively, they could negotiate
with their employers to cut back some, or al, of the excess coverage in exchange
for higher wages, thereby also raising their taxable incomes. (Employers would be
indifferent between continuing current health benefits or substituting higher wages
for them because both are tax-deductible business eix.enses.)

Lower amounts of coverage could be accomplished in several ways that would also
help to reduce the growth in health care costs. First, traditional insurance could be
replaced with HMOs and other effective managed care options. Second, higher
copayments could be used to lower the cost of coverage. Third, coverage for some
benefits (for example, chiropractic and dental care) might be dropped or scaled back.
Finally, reimbursement to providers could be reduced, although this possibility
would either limit the insured consumers' choice of providers or increase their out-
of-pocket costs. In fact, all these ways of cutting back coverage would represent
major departures from health insurance coverage as we know it today. Most people
with employment-based insurance now have limited cost sharing mid relatively un-
restricted choice of providers, features that have been popular for decades. If work-
ers chose to maintain their existing coverage, national health expenditures would
not be affected much.

Limits on Expenditures
Legislation that provided for prospective budgets for hospitals, expenditure tar-

gets for physicians, and 'caps on overall national spending would involve major
changes in the existing U.S. health care system, but it could result in substantial
reductions in the rate of increase in health spending. The legislation would, how-
ever, have to include specific details of the mechanisms for setting, updating, and
enforcing the limits.

For example, suppose legislation was passed that established prospective budgets
for hospitals, with specific formulas for setting and updating them, and there was
no leeway to increase the budget for a hospital when overruns occurred. In that
case, one could estimate the impact on national health spending as the difference
between total spending under the budgets and projected total spending for hospital
services in the nation without the legislation. Similarly, if legislation included provi-
sions for setting caps on expenditures for various segments of the health care sector
and specified the formulas to determine the annual rate of increase in the caps,
then one could estimate the savings by comparing the caps with projected spending
in their absence.

To illustrate the effect of an expenditure cap on national health spending, assume
that legislation had been put in place beginning in 1985 that included a cap that
constrained the increase in total health spending to the rate of population growth
(1 percent a )year) plus 2 percentage points above the rate of general inflation. If
enforced, national health spending would have been only $589 billion in 1990, or
about 12 percent lower than the approximately $666 billion that was actually spent
that year.

If, however, limits on expenditures were applied selectively to some groups and
not others, then providers could increase prices and the volume of services for other
groupss in order to maintain revenues, without incurring penalties for exceeding the

limits for the covered population. Although savings to the segment of the market
subject to the limits on expenditures would exist, national health spending might
not fall much.

$unmary of Cost Control Assumptions
WNVhen considering various approaches to cost containment, one needs to keep sev-

eral factors in mind:
* Providers can increase volume in order to recover revenues lost because of re-

strictions on price, regardless of whether the price controls are imposed on all
or part of the system.

* Providers can increase prices in order to recover revenues lost because of more
stringent monitoring of use, regardless of whether the monitoring is imposed on
all or part of the system.

* Policies that affect only one segment of the market may be effective in reducing
spending for that segment but still not lower overall spending much. Policies
that extend to all consumers, payers, and providers generally produce a greater
impact on national health spending.

" Proposals that encourage, rather than require, changes in the behavior of pro-
viders, insurers, or consumers, and that do not include strong incentives or pen-
alties, have little effect.
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As a result, some policies have the potential to achieve greater control over health
care costs than others. Examples are uniform pricing uider either an all-payer or
a single-payer system, reviewing the treatment practices of physicians, and enforc-
ing lbnits on expenditures. If put in place concurrently, these policies could notice-
ably slow the rate of growth in health spending.

CONCLUSIONS

Each of the three approaches to expanding health insurance coverage could sig-
nificantly reduce the number of uninsured people in this country, and would assure
that everyone below the poverty level would have financial access to insurance. In
addition each approach could be combined with effective controls over health care
costs. Wiile cost containment could be accomplished most directly through a single-
payer public plan, the same outcome would be possible under either a lax subsidy
approach or a play-or-pay employer mandate.

control over costs, however, would probably require extensive government in-
volvement in the private health care market to ensure that there would be uniform
policies covering prices and quantities of services capital investment, and adoption
of new technologies. Moreover these uniform policies would adversely affect some
aspects of the current system that many people view as desirable. In particular, con-
sumers would probably face increased constraints on their freedom to choose provid-
ers, health insurance coverage, and alternative treatments. They might also face
greater delays in obtaining treatment, and teclmological progress in health care
would probably occur more slowly. The magnitude of these changes would vary di-
rectly with the stringency of the controls on costs.

APPENDX.-DESCRIPTION OF ILLUSTRATIVE PL-A-

This appendix describes in more detail the assaunptions made about the three il-
lustrative plans that are compared in Table 1 of the testimony. For all three plans,
the insurance benefit package was assumed to cover only acute-care services, not
long-term care. Further, substantial copayment requirements would be imposed on
patients under these plans.

TAX SUBSIDIES AND MARKET REFORMS

The analysis of the tax subsidies and health insurance market reform approach
to comprehensive health care reform draws from the Congressional Budget Office's
(CBO's) March 4, 1992, testimony before the Coimittee on Ways and Means of the
House of Representatives on the effects of the President's Comprehensive Health
Reform Program on access to health insurance. The President's plan has four basic
features that would expand access to health insurance:

* Tax units with income below the tax entry level-that is, the income below
which a family would owe iio taxes-would be eligible for a full refundable tax
credit of $1,260 for an individual, $2,500 for a two-person family, and $3,760
for a family with three or more members. In 1992, tax entry levels are $5,900
for an individual, $9,850 for a head of household with one dependent, and
$16,200 for a married couple .with two children. The tax credit would be in the
form of a voucher that could be used by low-income families to purchase health
insurance.

" The maximum tax credit would phase down to 10 percent of the full credit for
tax uits between the tax entry point and 150 percent of the tax entry point.

• Individuals with incomes up to $50,000 and families with incomes up to $80,000
(depending on tax filing status) would be offered either a tax credit of 10 per-
cent or a tax deduction for health insurance.

" Health insurance premiums for the self-employed would be fully deductible, up
from the current 25 percent deductibility.

To assure that health insurance would be available and more affordable to those
who wanted to purchase it, the President's plan also includes requirements on
states and new regulation of the health insurance market:

" States would be required to work with health insurers to develop basic health
insurance benefit packages that would cost the amounts of the tax credits.

" States would be prohibited from requiring health insurers to include specified
benefits or coverage provisions.

* Health insurance networks would be established to enable small businesses to
obtain insurance with lower administrative costs than are currently incurred.

" Health insurers would be required to insure all groups that wanted to buy
health insurance. Coverage would be guaranteed and renewable. Preexisting
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condition clauses that limit coverage under employment-based policies wouldgenerally be prohibited.
* i t would be placed on the ability of insurers to set premiums based on vari-

ations in risk among similar blocks of business, and mechanisms to spread risks
across insurers would be developed.

diPLAY-OR-PAY ' 
EMPLOYER MANDATE AND MARKET REFORMS

Under this illustrative option, all employers including the government would have
the following choice:

* Either offer at least a minimum insurance plan to employees who worked 25
hours or more per week; or

" Pay a payroll tax of 10 percent of payroll-7.6 percent assessed on the employer
and 2.6 percent assessed on the employee.

Nonworking spouses would have to be covered by the plan. Dependents, other
than spouses, would have to be covered through age 18 (age 23 for full-time stu-
dents). Children might be covered by either spouse's plan at the employees' discre-
tion, but would have to be covered by at least one of them.

Employers would have to provide benefits that were actuarially equivalent to a
minimum plan: a single amual deductible of $250 per person, "a coinsurance rate
of 20 percent, and a catastrophic limit of $876. The premium for family coverage
under such a plan is estimated to be about $2,646 in 1990. (Roughly 90 percent of
workers have coverage that is at least this generous.) To be excused from the pay-
roll tax, the employer would have to contribute 76 percent of the cost of this mini-
mum plan.

Employers who chose to pay the tax rather than offer a minimum health plan
would be allowed to offer supplemental coverage to their employees-commoily
known as a "wrap-around" policy. For example, if the current health insurance plan
covered dental care, employees would be worse off under the public plan. In this
case, an employer might choose to drop its health plan, pay the voluntary tax, and
offer a dental insurance plan that would supplement the public plan. In tlus exam-
ple, the employees would retain their current level of benefits and the employer
would have lower costs if the sum of the tax and the costs of the dental insurance
were lower than the costa of the current private insurance policy.

All individuals and families whose incomes were below 100 percent of poverty
would be eligible for Medicaid coverage (without cost). Individuals and families
whose incomes were above the poverty level could "buy in" to Medicaid based on
a sliding scale of contributions. Specifically, the contribution or "premium" would be
the smallest of the following:

• Five percent of family income above poverty for each covered family member;
* Ten percent of family income above poverty; or,

The total cost of Medicaid coverage or an average family of this size.

Single-Payer Public Plan
Under this alternative the government would be the sole irsurer for basic acute-

care services. There would be only one cotipreheusive benefit package, which would
be actuarially equivalent to the average benefits that private inisuranice plans and
Medicare currently provide. 1his universal public plan would cover the services typi-
cally included in private insurance plans now md would require copayments by pa-
tients up to an annual cap.

The universal plan would cover all legal U.S. residents financed from broad-based
taxes. Private insurers would ,iot be permitted to o~fer competitive or supple-
mentary insurance (such as the medigap coverage now sold to Medicare enrollees)
for services provided under thepublic plan, but the7 could cover other services. A
residual Medicaid program would supplement the universal plan for low-income peo-
ple, covering their copayments and some services (primarily long-term care) ex-
cluded from the universal pln,

Payment rates for hospital and physician services covered under the universal
plan would be set using Medicare's current payment methodoloies. For physician
services, Medicare's rates would be applied to all services without adjustment
thereby reducing rates now paid by private iiiurers and increasing cates now paid
by Medicaid. For hospital services, two adjustments would be required. First, rates
now paid for Medicare enrollees would be increased by about 10 percent because
Medicare's paynmnts now cover only about 90 percent ofhospitals' costs for treating
Medicare patients. Second for some diagnoses, the rates appropriate for Medicare
patients would be modified to reflect the different (generally lower) costs of treating
younger people. Hence, both Medicaid and Medicare rates for hospital services
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would increase, while average rates paid b private insurers would fall. The net re-
sult of these payment rate changes, together with the extension of insurance to
those who are now uninsured, would be to increase payments for health care serv-
ices by up to $17 billion for 1990.

The results shown in Table 1 assume that the public insurer's administrative
costs would resemble Medicare's, equal to about 2 percent of the total cost of covered
services or 2.3 percent of benefit payments. The results also assume that the billing
costs of providers might fall by as much as one-half compared with the current sys-
tem of multiple insurers. As a result, ff payment rates for providers were reduced
to reflect their lower administrative costs, administrative cots--for insurers and
providers combined-might have been lower by about $22 billion had a singlq-payer
system been in place for 1990.

REsPONSES OF MR. PEISCIAUER, TO QuEOSTIONS SBMTrrrD BY SENATOR MITCHELL

Question No. 1. Please provide a written explanation of the method used to esti-
mate the impact of each of the three illustrative plans on federal outlays, tax ex-
penditures, and total federal expenditures?

Answer. For each of the three illustrations presented in Table 1 of the testimony
effects on federal health expenditures are shown as percentage changes in federal
spendin for 1991. Our estimates of 1991 spending were $220 billion in direct out-
lays and $71 billion in tax expenditures (including both income and Social Security
payroll tax revenues), yielding total federal health expenditures of $291 billion. The
estimates shown in Table 1 assume that market reforms would not change federal
health expenditures.

The estimates for the tax subsidy proposal were derived from CBO's tax simula-
tion model; although the model is based on the Current Population Survey, it ad-
justs income using data front the Internal Revenue Service. Simulation of the Presi-
dent's tax credit/deduction proposal shows that about half of all uninsured people
would have qualified for the full tax credit had the credit been in place in 1991.
If all those eligible for the full credit claimed it (reducing the number of uiniisured
by half), federal outlays for the credit would have been $16.8 billion, hicreasing fed-
eral direct expenditures for health by nearly 8 percent. In addition, low- and mod-
erate-income people who now have employment-based or other health insurance
would gain because of the new tax deductions that would he provided.

If the policy had been in place in 1991, these new tax deductions would have re-
duced federal revenues by an estimated $27.7 billion, increasing federal tax expendi-
tures for health by 39 percent. Counting both direct outlays and tax expenditures
federal spending or health would have increased by $44.5 billion, or 16 percent. 1

National health expenditures would have increased by about 2 percent.
Estimates for the play-or-pay employer mandate were derived from CBO's insur-

ance simulation model, which is also based on the Current Population Survey. The
illustrative proposal examined specifies that the mandate would apply to all employ-
ees working 25 hours or more per week and that employers who chose to pay rather
than play would be assessed a payroll tax of 7.5 percent (with an additional 2.5 per-
cent assessed on the employee) to finance a new public insurance program. Unless
they were covered by another employment-based plan, spouses and other depend-
ents of the em ploy ees the mandate affected would have to be covered as well.

The proposal afso assumed thF-f-5-people with family income below the poverty
threshold would receive Medicaid at no cost and that those above the threshold
could buy into Medicaid at. a cost not to exceed 10 percent of income above the
threshold. The simulation showed that federal outlays for the new public program
would total $33.2 billion partially offset by revenues from the new payroll tax
which are not shown in Table 1). In addition, federal out lays for Medicaid would
increase by $8.3 billion. There would, however, be $4.7 billion less spent for Medi-
care and Medicaid because more beneficiaries would have employment-based cov-
erage as their primary payer.

The net result on federal outlays for health would be an increase of $36.8 billion,
or 17 percent. Federal tax expenditures for health would increase by $0.4 billion (9
percent) because of the increase in employment-based coverage. Overall, federal ex-
penditures for health would increase by $43.2 billion, or 15 percent. Under this op-
tion national health expenditures would increase by about 3 percent.

ChO based the estimates for the single-payer illustration on the National Health
Expenditure Accounts, augmented by estimates of the amount of health care that
is currently uncompensated. The estimates assume that the single-payer plan would

'lThp analysis assumes that only those eligible for the full credit would purchase insurance
if they had not done so before and that all those eligible for the full credit would claim it.
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use Medicare'spayment rates for physician services but that the rates for hospital

services would be increased by about I percent to cover hospitals' costs. The insur-
ance plan would cover all U.S. residents and would retain the copayment require-
ments that typify plans currently in effect.

For 1991, federal expenditures for health would have increased by about 76 per-
cent, or $165 billion, as the federal government paid costs that are now uncompen-
sated or paid by private insurers and state Medicaid programs. Most federal tax ex-
penditures for health would be eliminated, with only about $4 billion in revenue
oases from charitable contributions for health remaining. Overall federal expendi-

tures for health would have been about $98 billion (34 percent) !i-gher under the
illustrative plan.

Question No. 2. In your testimony, you slate that tax incentive proposals similar
to those suggested Iby the President would result in a vot increase of 15 percent in
federal expenditures for health care. You further state that "play or pay" mrodeIs,
similar to my own hill, would result In a similar net increase in federal exveildi-
tures. How do these two approaches compare in improving access to ca e for the un-
insured?

An..wer. CBO's estimates indicate that the tax ircentive, proposals examined
would cut the number of uninsured by about half, so th" 1,anre of the population
covered by insurance would increase from 86 percent to a,,, '43 pt,, cont. The play-
or-pay option we examined (which differs in several important ways from the M 0-
ell bill) would increase the instured share of the population to about 97 percent. If
market reforms resulted in a significant reduction iii isur ance Iremiiufms, the pro-
portion of the population insured under each plan might increase by another 2 por-
centage points.

Question No. 3. Do you believe that cost, containment must include setting pay-
ment rates and establishing a global budget or expenditu v to _et to he effective,

Answer. Although effective cost containment does no( neces - iril r- quire setting
payment rates and expenditure limits on the system, it does app ear that polities
addressing both price and quantity of services would be essential components of a
health care cost-containment system.

Over the past decade, a nmunber of strategies to control health, care costs have
been attempted, including managed-cart, insuran, o arragements, price controls
under public programs, increased competition aning i is ors anid providers, and
regulatory changes in the market for health services. l)espite those efforts, real
health care spending per capita hap rtinued to rise. In fact, the growth rate was
higher in the last half of the 1980a ,, period that saw significant cot-containment
activity-than it was in the first half.

Efforts to control health care spending appear to lie frustrated iN .,,tr fragmented
system of financing, under which providers facing constra lnts on prices and qualm -
lity for one set of patients are often able to alter prices aid quantities nor other pa-
tients.

There is evidence, however, that greater c.,ntrol over health care sp.'rding might
be achieved by a combination of cost-control strategies--f they were implemented
uniformly across health care markets (defied as broad geographic regions). These
comprehensive and coordinated cost-control strategies would include all-payer rate
setting; uniform monitoring of providers to ensure that the qtiantitv of services lid
not increase to offset reductions in payment levels; and controls over the spread of
capital and new technologies. SettiIg limits on expenditures could increase the ef-
fectiveness of those other cost-control strategies. 'Ie limits could be set by means
of global budgets for hospitals, targets for specific providers or overall health ex-
penditures with penalties for exceeding the target, or an absolute cap on expendi-
tures.

RESPONSE OF MR. RFISCHAUER TO A QUESTION SIJIMIT MD BY SENATOR BRFAUX

Question. I will soon be introducing legislation that would create Medical Care
Savings Accounts as a new option for employers wIno provide health insurance to
their employees. Under this proposal, employers could move from their current low
deductible plans, say $250-$6500, to higher deductible plans, with deductibles In the
range of, for example, $2,000 to $3,000. The prenwium for a high deductible plan
would be much lower than that for an employer's ciu-rent low deductible plan. The
difference would be given, before taxes, to the individual employee and his/her de-
pen dents to cover, In essence, their deductible. Thle money would be placed in a
Medical Care Savings Account and could only be used for qualified medical ex-
penses. Any that is left over at the end of a year could accumulate to cover health
care costs during periods of unemployment or long term care services alter retire-
ment. Funds spent out of the account for non-medical purposes would be subject to

BEST AVAILABLE COPY
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income tax and a 10 percent penalty tax. At the age of 6912 an individual could
roll over any accumulated funds into an IRA.

The individual's knowledge that he or she will be permitted to keep left-over
funds will provide an incentive that does not exist under fee-for-service plays to
spend money more wisely on health care services. Also, I anticipate that substantial
administrative savings could be gained as low-dollar claims would be paid directly
by an individual from the Medical Savings Account to their physician, etc. We would
avoid the use of expensive and complicated insurance claims forms for these low dol-
lar claims.

Has CfIO looked at this kind of proposal and, if so, what conclusions has your
office reached? Do you anticipate savings from this kind of proposal? To what extent
do you feel that individuals will change their behavior when given the incentives
I discussed above?

Answer. Because we have not analyzed proposals of this type in detail, our re-
sponse necessarily is preliminary. At this time, we think the proposal would add
some incentives for people to spend more wisely on health care and therefore would
reduce total spending.2 In general, higher deductible amounts have a substantial
impact on the use of health care services. The reduction in spending under this pro-
posal is likely to be small however, because a large fraction of the population would
probably retain their traditional health insurance plans. hlle savings in administra-
tive costs would also probably be small, because the savings insurance companies
realize are likely to be largely offset by the higher costs of monitoring the proposed
savii accounts.

THE INCENrVWE TO SPEND MORE WISELY ON HE.ALTH CARE

When the qualifying health spending of an uninsured person surpasses the de-
ductible amount, the incentive to be cost conscious falls. Before reaching the deduct-
ible limit, health care costs are paid out of pocket, thereby reducing the amount of
other goods and services that can be purchased. Once the deductible amount is ex-
ceeded, the person's share of any cost falls to the rate of coinsurance in the insur-
ance policy. That amount is typically 20 percent of the cost of care provided (gen-
erally up to a catastrophic cap). By raising the deductible, this proposal would in-
crease the amount of spending subject to greater cost consciousness.

Furthermore, the proposal could be beneficial to the average insured person. Be-
cause the lower cost consciousness that today's typical plans engender has increased
spending beyond what people would choose to pay on their own, insurance pre-
miums now are higher than they would be if all consumers compared the value of
health care to its sll cost. Thus, if the deductible amount were raised and the sav-
ings in premiums were deposited in a medical care savings account the aversagem-
ployee would be able to pay for the desired (lower) amount of health spending and
have money left over.

11e impact on total health care spending would depend. however, on the number
of people choosing the new type of plan over their current insurance. Although the
available information is limited on how much premiums might be reduced under
this proposal, it s-oggests that many people would be exposed for some time to great-
er out-of-pocket costs and might therefore prefer to remain under their current poli-
cies,

At pre pent, premiums for a single person with a $260 deductible and 20 percent
coinsurance average around $1 400 nationally. If the deductible were raised to
$2,600, the premium would decline by roughly $400. Premiums for families with
similar plans would drop in roughly the sane proportion.

Yet many people would probably prefer their current plans over the savings ac-
count proposal ecause of the risk that they would have substantial uncovered
health care expenses before accumulating enough in the account to cover them. For
example a single pprson who received $400 in contributions to a health care account
and made no withdrawals would-reqAie--at-loday-s interest rates--more than five
years to accumulate $2,500, Furthermore, people might well prefer to maintain
more than $2,500 in a healt) care account to protect against unusually high medical
costs that could result in successive years.

People at above-average risk of requiring substantial amounts of health care
would probably not choose plans with higher deductible amounts. If a large fraction
of the population retained its traditional insurance plans, the reduction in health
spending from this proposal would be modest. Moreover, since many who would

"Based on conversations with Senator Brenux's staff, this analysis assumes that employees
would not be required to have higher deductible amounts and that those who chose to have a
medical care savings account wou d not be allowed to supplement their employerW contributions.
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choose the plan with higher deductible amounts would be healthier than average,
there would be little excess health spending for the proposal to reduce. In addition,
premiums for traditional pins would be higher, although employees in those plans
would not necessarily pay more.

ADMINISTRATIVE SAVINGS

The proposal would produce administrative savings because inAurance companies
would process fewer claims. Individuals would pay more costs directly, by withdraw-
ing them from their medical care savings accounts. The withdraws, however,
would need to be monitored to ensure their application to qualified medical expendi-
tures. The Internal Revenue Service, and perh ape the employer, would need to re-
view the withdrawals much as insurance companies now review claims. Moreover,
individuals who met the high deductible amount would have to submit all claims
to the insurance company. As a result, the net administrative savings to the country
as a whole could be modest.

RESPONSES OF Mn. REISCFIAUR TO QUESTIONS SUBMITrEID BY SENATOR GRASSLEY

Question No. 1. Why are CBO's estimates of th e number of people who would be
in the public plfa under a play-or-pay option different from the estimates produced
by the Urban Istitute?

Answer. Our estimates suggest that 18 percent of workers who work 25 hours or
wore a week would be covered wider the public plan. 'Tifts proportion is smaller
than the frequently quoted Urban Institute (UT) estimates for a number of reasons:

" The UI bases its estimates on a threshold of 18 hours compared with CBO's il-
lustrative threshold of 25 hours. If workers with fewer than 25 hours were in-
cluded in the CBO estimates, more firm would decide to pay the tax rather
than offer insurance.

" The UI assumes that a much more expensive minimum plan would be re-
quired----about 26 percent more-than the one CBO used in its analysis. If the
required private plan is more expensive, again more firms would decide to pay
the tax.

* The UI uses a data base (County Business Patterns) that provides the total pay-
roll in each state by establishment (not firm) size and industry. As a result, the
Ul estimates that a higher proportion of workers are employed by establish-
ments that would choose to pay the tax. Using establishments rather than firms
tends to increase the number of units that would take that option rather than
offer insurance. This result occurs because many establishments with low-wage
workers are branches of larger firms that have high-wage workers in other es-
tablishments. Across the entire firm, the payroll per worker might be high
enough to make the tax an unattractive alternative, even though individual es-
tablishments might choose to pay the tax ff-tlh were allowed to make inde-
pendent decisions.

Question No. 2. 1 have a question about Medicare's administrative costs. The di-
rect administrative costs of the Medicare program are low, as I understand it. Do
you know of any estimates of the cost of the administrative burden that Medicare
imposes on froviders and beneficiaries who participate in it?

Answer. CBO is not aware of any studies that attempt to document the costs in-
surers impose on beneficiaries. In 1988, however, the American Medical Association
(AMA) studied the costs physicians incur in collecting payment for patients insured
by Medicare and Blue Cross. The survey results showed that-per claim-those two
insurers imposed roughly the same administrative burden- that is, filing Medicare
claims was no more onerous than filing Blue Cross claims. The AMA estimated that
physicians spent an average of six minutes per claim, while office staff spent an av-
erage of 60 minutes. For those physicians usbig an outside billing service, costs
averaged about $8.20 per claim. The Spring 1992 issue of Health Affairs reported
more recent results for botl , hysicians aid hospitals ("0 Canada: Do We Expect
Too Much From Its Health System?" by John Sheila, Gary Young, and Robert
Rubin). Those estimates indicate that collection costs account for 8.3 percent of phy-
sician revenues and 3.6 percent of hospital revenues. Like those reported by the
AMA the figures in Health Affairs include the costs of collecting from patients as
well as insurers.

Question No. 3. In assuming that a Medicare-like single payer system would have
administrative costs similar to those for the current Medicare program, shouldn't we
factor in the administrative costa incurred by private parties who participate in the
program when we try to estimate administrative savings which would flow from
adoption of such a plan?
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Answer. The estimates presented for the single-payer system in Table I of the tes-
timony incorporate estimates of billing costs for providers. CBO assumes that those
costa would decline under a single-payer system because providers would no longer
have to deal with many different insurers, each with a different sec of requirements
for filing claims. Although filing costs that patients incur would also be reduced (or
even eliminated if providers ied all claims), savings to patients are not included
in the single-payer estimates. There are two reasons for that. First, we have no esti-
mates of current costs to patients. Second, these costs do not constitute a component
of national health expenditures as usually measured.

RESPONSF5 OF MR. REISCHAUER TO QUESTIONS StBMJ'TPV'D BY SENATOR WEII.S')NE

Question No. 1. There is debate about the actual impact of cost-sharing on the
use or cost of health services. In fact the only utilization that is generally affected
is the decision to seek possibly necessary primary care, which could in turn increase
the cost of later treatment. Ai the same time, the absence of cost sharing would en-
courage early treatment for preventable diseases. It would also eliminate the admin-
istrative expenses associated with fee collection and the determination of eligibility
for various levels of cost sharing. Would you please elaborate on the costs associated
with cost sharing under our current system, what the projected effect of a plan with-
out cost sharing would be on the chart presented on page 6 of your testimony, and
explain the basis for that projection?

Answer. The single-payer plm examined in Table I would retain the cost-sharing
levels that currently typify private insurance and Medicare. Because of savings from
lower administrative costs and lower payment rates under private insurance this
plan could extend coverage to the whole population and raise the rates Medicare
and Medicaid pay to cover hospitals' costa--with no increase in national health ex-
penditures. If the plan had no copayment requirements, national health expendi-
tures will increase-by up to 10 percent. A small part of that increase would result
from eliminating the bad debt that some patients now impose on providers. Most
of the increase, however, would stem from the greater use of services that would
occur if patients faced no copayment requirements. If the single-payer plan imposed
effective constraints on the unnecessary use of services, some or all of that increase
might be prevented.

If a federal single-payer plan had no copayment requirements, the increase in fed-
eral outlays weuld become twice as large as shown in Table 1-about 150 percent
instead of 75 percent. The outlays would be larger than shown not only because of
patients' increased use of services but also because the share of costs for insured
services the single payer handles would rise from about 85 percent to 100 percent.
The effect on federal tax expenditures would be unchanged, so that the overall per-
centage increase in federal expenditures for health would be about 90 percent in-
stead of the 34 percent shown.

Question No. 2. Please comment on the likely effects on cost access, and the likeli-
hood of two or three tier health care, created by the sort o? managed competition
suggested by Alain Enthoven.

Answer. We have not formally analyzed Professor Enthoven's latest. managed-com-
petition plan. We are, however, planning to examine some of the key ideas in the
Enthove-a plan, oid we will provide, the results of that analysis to you when it is
completed.

Question No. 3. Community rating was the method originally used by Blue Cros.
and Blue Shield to price its Insurance policies. Please comment on factors leading
to the demise of community rating, and the likely effectiveness at this juncture (1
reinstituting community rating in a competitive market-based system in exp-inding
access to care and controlling costs.

Answer. Competition by commercial insurers for the health insurance market once
dominated by Blue Cross/Blue Shield (BC/BS) has virtually eliminated the practice
of corurunity rating. "Cherry picking" amo ng potential clients commercial insurers
were able to siphon business away from 130/13 by offering fower premiums. The
prince al means was to seek out employers with a. healthy, l ow- cost work force and
offer them an experience-rated premium.

As ,ierry picking became significant in an insurance market, BCfBS was forced
to raiie the community rate it offered because the pool it retained was less healthy
and therefore more costly. Those premium increases provided commercial insurers
with nore opportunities to select the healthiest groups among those remaining in
the FC/BS pool. Ultimately, to compete with the commercial insurers, BC/JIB hd
to oiler experience-rated premiums to large employers. Otherwise they would have
become only the insurer of last resort for groups the commercial insurers did not
wane to deal with.

58-769 - 92 - 13
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Reinstating community rating would be feasible if it were required of all insurers
and if transition provisions were implemented to avoid penalizing those insurers
(like BC/BS) who now enroll a relatively high-cost population. Unless a reinsurance
mechanism accompanied the requirement for community rating, however, smaller
insurers would probably leave the market because they would be unable to manage
the risk that comes with a coumnunity-rated market.

Community rating would assure high-risk people access to insurance, but it would
probably not increase overall insurance coverage significantly. Instead, it would
probably bring about some redistribution of coverage, from low-risk people to high-
risk people.

Although community rating would make health insurance more affordable for
high-risk people, it would do nothing to control the aggregate costs of health insur-
ance or medical care. In fact, the return of community rating would increase some-
what aggregate health insurance premiums, if the insured population included more
high-cost people than it does now. If medical underwriting were eliminated in a
community-rated system, there would be an offsetting reduction in costs and hence
in premiums; but underwriting would continue to be necessary for small insurers
faced with the need to reinsure high-cost enrollees in order to manage their risk ef-
fectively.

[SUBMITTED BY SENATOR DONALD W. RiEiwE, JR.]

U.S. SENATE,
Washington, DC, December 13, 1989.

Hon. GEORGE H. BusTI,
President of the United States,
1600 Penn sylvania Avenue, N. W.,
Washington, DC.

Dear Mr. President: I am writing to urge your support and active involvement in
moving now to develop a comprehensive national health program to provide health
insurance coverage for all Americans.

The urgent need to provide health care coverage for people without health insur-
ance is underscored by recent sharp increases in Blue Cross/Blue Shield ad other
private insurance coverage as a result of repealing the Medicare Catastrophic Cov-
erage Act of 1989. In Michigan alone, rates are expected to rise 46 percent.

As you know, this is Only a symptom of a much larger problem within our health
care system. It is increasingly difficult for people to purchase affordable and com-
prehensive health care in this country. Our current health care system not only
leaves many gaps in the extent of services offered, but some 37 million people have
no health insurance at all. An estimated 12 million of the uninsured are children.
We need to reform the current system so that affordable, comprehensive health care
is available to all Americans.

I serve as a member of a bi-partisan working group in the Senate that is develop-
ing a public and private sector solution to the problem. This group began meeting
in ,July and plans to introduce legislation early next session in time for the fiscal
year 1991 budget cycle.

hlie political and business climate has changed dramatically on this issue. A new
group of leaders has emerged in the Senate who are working with business, labor,
and health care providers. This task is a moral and economic necessity. In order for
America to compete in the world market place, all Americans have to be full part-
nors-and g od health for themselves and their families is essential to their per-
form ance.

It is m(,st important thint you express the willingness of your Administration to
take the lead on this vital issue and share with the Congress your thoughts and
suggestions on how best to develop a comprehensive national health program. As
Chairman of the Subcommittee on Health for Famdlies and the Uninsured of the
Senate Finance Committee, I stand ready to work with you to accomplish this most
vital goal.

Thank you for your consideration.
Sincerely,

DONALD W. RIEOLE, JR.
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TItE SECRETARY OF HEALTi AND HuMAN SEnvICs,
Washington, DC, May 10, 1990.

Hon. DONALD W. RIEOLE, JR.,
U.S. Senate,
Washington, DC.

Dear Don: I am responding to your letter to President Bush regarding your eval-
uation of the current status of health insurance coverage and your efforts to develop
a comprehensive national health program.

I, too, am deeply concerned that too many Americans do not have any or adequate
health insurance coverage. Last September, I directed Constance Horner my Under
Secretary, to lead a task force to prepare recommendations for the reform of our
health care financing policies. Among the options being explored are ways to create
a partnership between Federal, State and local governments and the private sector
to strengthen the health care delivery system and make it more responsive to the
needs of the poor and the uninsured. In addition, I will personally be leading a )o-
mestic Policy Council review of recommendations on the quality, accessibility and
cost of our nation's health care system.

The Policy Council will be reviewing the recommendations of the Pepper Commis-
sion, the Advisory Council on Social Security, your bipartisan Senate working group,
and our Department Task Force, as well as other proposals. After carefully consider-
ing each of the proposals, we will make a recommendation to the President. greatly
appreciate your offer to work with the Administration as we explore ways to im-
prove our nation's health care system. I look forward to a continuing dialogue with
the Congress on this important task.Sincerely, Louis W. STLIVAN, M.)., Secretary

Tusi WRITE HOUSE,
Washington, )ecember 18, 1989.

Dear Senator Riegle: Thank you or your recent letter to the President providing
your evaluation of the current status of health insurance coverage and your efforts
to develop a comprehensive national health program.

We appreciate being apprised of your interest and your perspective on this issue.
I have taken the liberty of sharing your comments with the President's health care
pOlicy advisors so that they, too, are aware of your efforts.

Thank you again for your interest in writhig.
With best regards, __Sincerely,

FREDERICK D. MCCLURE, Assistant to the
President for Legislative Affairs.
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February 10, 1992

President Bush's health Plan Fails Cildren

president Bush's health care reform package is a hoax. The( President's health care plan offers very limited help to millions|of Amrican middle income and poor uninsured children while it /
Stake away from poor children in Medicaid. The President's
proposed tax deductions and credits will not provide an insurancecaddocor oV cii oasna-xeia lild. _Tax Ere it --

ca--o heal a child's strep throat or correct a v on problem.But, the proposed cutbacks in Medicaid will make it even moredifficult for poor children to get the health care they need

he l1T.President:'s proposal offers a $3,750 tax deductiono
insurance coats for families earning less than $80,000 per

year. jThe proposed tax deduction is regressive because iti eeIshigher income families *are than it helps lower incozae____
families st ruggling to pay their health care bill a.]amly
or-Ene- o more earning $70,000 in the 28 percen Ytx bracket,
.te d ductn -is worth up to $1.50. or

fami y earninq 525,000 in the 15 percent tax bracket, thededuction is worth a maximum of $562.50. Lower income single
parent families with just one child would receive even less, only
$375 in tax savings -- enough to buy about one month's worth of |
health insurer' _

The health insurance tax credit will do little for uninsured
low-income children. Families with incomes less than 150 percent
of the poverty level would be eligible for a new health insurance
tax credit worth up to $3,750 to the poorest families with three
or more members, too 1__ittle t Lbuy decent health 'nveraae in many
are coun e tax credit is phased-down s that a
a-mily of three--more earning 150 percent of the poverty level

/ (about $20,000 for a family of four) would receive just $375. A
single parent with just one child earning about $13,000 would
receive only $250 from the tax credit.

The details of the President's health insurance tax credit
are still sketchy, but according to the Wall Street Journal, only
families with incomes less than 50 percent of the poverty level
(less than $7,000 per year for a family of four) would be
eligible for the full credit during the first year -- families
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whose children are nearly all eligible for Medicaid now. Other
poor families with children would receive a smaller tax credit,
although they are far too poor to pay the difference between the
credit and the cost of private health insurance.

To pay for the tax credits and deductions, th esideaUp roiseo ma o cks in the Medicaid program. -His plan would
cap--a i expenditures on a prospective baasa and shift the
effe of rapidly rising health care costs onto the states. The
Administration's plan would alter the current federal-state
arrangements that provides federal funding based on the actual
cost of providing benefits to Medicaid recipients to a system
that would give states a per capita payment that could rise no
more than 2 to 4 percentage points above overall inflation
regardless of how much a state might actually provide for
Medicaid beneficiaries or how high medical costs actually rise.
Given the rapid rise in health care costs the proposal would
simply shift the effect of medical care inflation from the
Federal government to states, further increasing the pressure of
Medicaid , enditures on state budgets.

Alonj with a cap on Medicaid expenditures, the President
proposes to reduce the benefits for children and pregnant women
in Hedicaid.3 States would be allowed to offer a "basic" health
plan which provides far less than what current beneficiaries are
entitled. Examples of "basic" plans proposed by the
Administration would limit doctor visits to as few as three per
year and would not include coverage for prenatal care and would
require copayments from poor families. Only low-income pregnan
women and children, AFDC recipients, and the disabled would
suffer these cutbacks, since the President's plan exempts all
other Medicaid recipients and long-term care costs from this ne
system.

The President's proposal also gives states the option to
eliminate their current Medicaid programs and replace it with a
new program based on the proposed tax credit. States would
receive a lump sum payment from the Federal government to provide
a "basic" benefit package for the poor with none of the minimal
protections now required under current law. Coverage of services
such as prenatal care and immunizations and well-child visits
would no longer be required. The President's proposal would also
eliminate coverage for millions of young children and pregnant
women with incomes above the poverty level who are currently
eligible for Medicaid.

Funding health insurance tax credits for uninsured families
by cutting benefits from low-income children covered by Medicaid
is t to stealing from the poor to give to the destitute.eican children ne ea care lfa I Pn h ren 
throughout dustrialized world not health insurance tax
credits. issaze u e rea en

proposal a are funded by cynical cuts in benefits from politically
powerless low-income children, pregnant women, and disabled
persona. -V urge Congress to reject the President's package and
move forwa. 1 on real health care reform.
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PREPARED STATEMENT OF SENATOR WmyLiAM V. Rom, Jn.

Thank you Mr. Chairman. This Committee has held several hearings on the na-
tion's health care crisis this Congress and I believe that today's hearing to examine
what proposals have been put forth will continue to help us in developing the appro-
prisite w~eans of reforming the nation's health care system. I join my colleagues in
commaending you for holding today's hearing.

In particular, today's hearing will help us better examine the costs and benefits
trade-offs of different comprehensive proposals. I am particularly interested in to-
day's testimony on managed care and competition as I am working on developing
a plan which encompasses many of these principles.

The plan I am developing would begin by transforming the Federal Employee
Health Benefits (F KHB) program into a more managed care oriented plan and then
opening up the plan for buy-in by the small business community. Today, FEB is
already covering 9 million individuals in virtually every locality in the country.

Those enrolled in FEHB enjoy quality health care at a large group rate, which
I propose to extend to the 26 million working uninsured. I will be addressing this
type of reforra in my questions.

Consensus in health care reform among members of Congress, experts and the
public is far from being reached, yet we are moving forward. in fact, a week ago
today, I was pleased to see a step forward made with the formal establishment of
medical billing audit guidelines. The standardization of these industry developed
audit procedures that these guidelines include combined with the standardization
of billing procedures currently taking place in the industry, will greatly reduce ad-
ministrative costs. These costs currently make up about 20% of medical bills, so nat-
urally, consumers will ultimately benefit.

Yet, the process for achieving this advancement was lengthy. In 1989 I held hear-
ings at the Permanent Subcommittee on Investigations that revealed widespread
corruption in the health care revenue recovery industry. Scams uncovered showed
that hospital bill auditors paid on a contingency fee basis were embellishing charges
while ignoring instances where the hospitt l had overcharged the patient. Then in
1990 and 1991 I introduced legislation to achieve "Fair Auditing."

Finally, for over a year my staff and I worked with a group of industry represent-
atives to develop the guidelines finally issued on April 30th.

I believe billing reform is a fundamental part of health care reform. Today, there
are tremendous financial pressures on hospitals who daily provide care to uninsured
individuals. There are also great financial pressures on those left paying the costs
of these unmet bills. The juncture of thee pressures is the medical bill. I am con-
vinced that before widespread health care reform can be achieved, the basics--uch
as billing practices-must be brought into line. It is my hope that these new guide-
lines will bring back truth in billing.

Our health care system is touted as being both the best and the worst of all the
developed nations. The worst because millions of individuals lack access to afford-
able quality health care; countless unneeded medical procedures are performed; and
billions of dollars are spent on administrative costs and paperwork instead of on
care. Yet, our nation's health care system is seen as the best in fostering innovation;
delivering care; and the quality of providers and facilities. It is my hope that reform
will keep the best of what we have and whittle away at the worst.

PREPARED STATEMENT OF JERALD R. SCENKEN

Mr. Chairman and Members of the Committee: My name is Jerald R. Schenken,
MD. I am a physician in the practice of pathology in Omaha, Nebraska. I am also
a member of the Board of Trustees of the American Medical Association. Accom-
panying me today is Carol O'Brien, JD, of the AMA's Legislative Affairs Group. The
AMA appreciates this opportunity to appear before the Senate Finance Committee
to discuss our concerns about the spiralng cost of health care in this country.

Like the Committee, the Administration, and an increasing number of experts and
concerned citizens, physicians are pledged to action to address the problems of the
estimated 34 to 37 million people uri the United States who lack health insurance
and have limited access to needed medical care, while health care costs for all seg-
ments of the population continue to increase.

As patient advocates, we are concerned about the economic constraints that force
some of our patients to postpone or go without needed care. In recognition of the
serious economic problems many of our patients face in this recession, the AMA
calls on all physicians to eliminate balance billing for those patients under 200%
of the poverty level.
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This action will enhance the existing record of physicians consistently providing
care for those patients who cannot afford it. Last year American physicians contrib-
uted $6.8 billion in free and reduced fee medical care.

Physicians recognize that we cannot independently reduce health care costs or
guarantee access to care. The problem of soaring health care costs is singularly com-
plex and of enormous proportions. Broad-based private and public reforms must be
initiated across all sectors of the health care industry if concerted action in paring
down costs, while maintaining meaningful access and quality of care, is to be effec-
tive.

Today, I will address the AMA's concerns about the continued growth in health
care spending mid the increasing problem of Americans who lack ready access to
care. Unfortunately, such individuals must rely on inappropriate, expensive modes
of care such as hospital emergency departments if indeed they receive any care at
all. I also am pleased to discuss the AMA's Heath Access America (HAA) proposal
to promote access through the provision of coverage for basic health care for all
Americans and significantly reduce health care spending and administrative costs.

HEALTH CARE COSTS

When a nation spends $666 billion per year for health care and yet 13% to 15%
of its citizens are uninsured and have difficulty attaining health care services in an
environment of increasing costs, the problem poses extreme concern. The AMA is
concerned, too, that expenditures reflect real benefits from care. We support efforts
to achieve humane, meaningful, long term cost containment in health care expendi-
tures. But, this must be accomplished without jeopardizing access to and quality of
care. Research must continue to pinpoint how and why health care spending is in-
creasing and to determine what policies will most effectively mitigate this trend.
Cost cutting through purely budget driven mechanisms will not prove cost effective
or socially redeemable if the end result is reduced access, poorer outcomes, rationing
of essential care and misallocation of resources.

It is important to recognize at the outset that physicians represent only a small
portion of overall medical care costs. Total expenditures, including hospital, nursing
home, pharmaceutical and durable medical equipment costs, have all increased at
rates well in excess of general economic growth, with nursing home expenditures
increasing the fastest from 1970-1990.

AMA efforts-as well as others in the private and public sectors-will continue
to seek control of escalating health care costs through legislative and other reforms.
We have also urged hospitals to make available to attending staff, hospital
housestaff and medical students permitted to work in that hospital, a list of com-
monly requested diagnostic tests and prescribed medications and their correspond-
ing charges. Similarly, we support fee and price disclosure by physicians, hospitals,
pharmacies, durable medical equipment suppliers and other health care providers
prior to the provision of service.

Studies show that from 1984-1989, the number of physician and hospital visits
either fell or remained constant, although per person health expenditures increased
dramatically. A recent study by Jencks and Schieber in the 1991 Annual Supple-
ment of Health Care Financtng Review (March, 1992), published by HCFA, suggests
much of the recent growth is the result of increases in price and intensity per unit
of service and not in the volume of services provided. Other studies published in
1991 and early 1992 corroborate this trend, pointing out that technological and cost
containment advances reduce inpatient activity, and promote surgical and other in-
tensive procedures. This is reflected by the statistically significant growth in ambu-
latory surgery. These and other technologically driven trends have resulted in shifts,
but not necessarily changes, in health care costs.

While it is difficult to disentangle the many forces that have generated the growth
of health care costs, an emerging consensus from a number of health care econo-
mists indicates that various factors are at work.

INSURANCE COVERAGE AND PREMIUM SUBSIDIES

Restraints on demand for services are very weak because third party insurers pay
most costs. The problem is compounded because so few people pay the full cost of
their premiums. Even those who do face cost sharing have great difficulty evaluat-
ing the reality of what services can accomplish given today's virtually unlimited ex-
pectations of modern medicine.

NON-PRICE COMPETITION AMONG PROVIDERS

When insurance weakens price competition among providers, they may compete
primarily by seeking to provide more complex and thorough, but not necessarily
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more effective, services. Consumer expectations and in some cases demands for
more teclmology as being indicative of "better" care also fuels this phenomenon.

DEVELOPMENT OF TECTMOJ.OGY

The medical technological explosion of the 1980a has wrought significant and far-
reaching changes in health care delivery. Technological advances have resulted in
a sinificant substitution of outpatient for inpatient care. The result has been an
explosion in outpatient surgery and diagnostic testing for hospital outpatient de-
partments, freestanding surgery and imaging centers, laboratory services and physi-
cians' capabilities to provide even more extensive office services.

New technologies, such as endoscopy angioplasty, MRI and CAT scan imaging
methods and ultrasound have increased costs and contributed significantly to vol-
ume/intensity growth. Studies show that expenditures for diagnostic X-ray studies,
radiation therapy and diagnostic laboratory studies were the fastest rising compo-
nents of services in the late 1.980s. Moreover, as with any new tec inology, initial
and capital costs are high and may not result in immediate savings.

It also is undisputed that for many treatments and procedures, new technology
has resulted in less risky, less invasive and less painful procedures, as well as sub-
stantial improvement in patient outcomes, recovery and return to productivity.

Some 35% of certain surgical and other procedures have shifted from hospital to
outpatient settings, resulting in far greater quality through reduced or eliminated
hospital stays. Procedures such as arthroscopy, laparoscopy and lithotripsy greatly
reduce the risk of nosocomial or hospital-caused infections, surgical complications,
and eliminate or greatly minmize patient pain arid suffering, morbidity and recov-
erytime.

New technologies necessarily drive up costs initially; but such technology has re-
sulted in improved outcomes and signifcant savings in some cases, with the poten-
tial for much more.

The recent and unprecedented growth of medical technology in the U.S. requires
careful study to determine whether individual technologies are capable of achieving
improved quality and longterm cost-effectiveness. The AMA supports outcomes re-
search and technology assessment to determine the effectiveness of treatments.

AI)I INSTnA'IVF/PROFESSIONAL I.ABI.ITY COSTS

Physicians' overhead costs in the United States are higher than in other countries
due primarily to the cost of soaring professional liability premiums and defensive
medicine costs which require greater utilization of the latest technology. During the
1980s, professional liability expenses rose dramatically, growing by 108%.

Insurance costs and fears of litigation led to sweeping increases in defensive medi-
cine. For example, just ten years ago, many obstetricians avoided the use of fetal
monitors, except for high risk patients, as intrusive and counter to the more hu-
mane, family oriented childbirth experience demanded by their patients. Some
OBGs believed wide use of the monitors would lead to more, perhaps unnecessary,
Caesarean deliveries.

Today, use of the fetal monitor during childbirth has become standard, due in
large part to liability concerns. Concurrently, the number of Caesarean births has
increased, for a number of related reasons, from 5.6% of all births in 1970 to 23.8%
in 1989.

Diverse billing and verification procedures also substantially increase providers'
adnbiistrative costs. Just as administration costs for public programs have in-
creased, so have office expenses for physicians. Studies show that physician practice
expenses have increased rapidly-by 47%, adjusted for inflation, from 1982 to 1989.
Many physicians must hire additional staff who must spend increasing amounts of
time handling government and private billing and insurance inatters. The cost of
small group health insurance, workers' compensation, salaries and medical equip-
ment also continue to rise.

Some studies have projected that the adoption of a Canadian-type, single payor
system could substantially reduce Itealth care spending, merely by eliminatig or
streamlining administrative costs. Other studies, however, point out that half of
U.S. administrative costs are attributed to functions that would be largely unaf-
fected by changes in reimbursement method, including professional liability, quality
assurance, medical supplies and nonphysician medical staff. U.S. administrative
costs reflect a higher level of capital reimbursement which cannot be eliminated in
the short run. Moreover, claims adjudication costs in the U.S. under a single payor
model will still remain higher than Canada as a result of broader due process rights
guaranteed by the U.S. Constitution. These studies suggest further that the very
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features of a single payor system that would reduce administrative costs would also
increase health spending by encouraging greater use of services.

hliere is no easy solution to the growing problem of health care access and cost
in the United States. The health care problems of the U.S., like! the enormous size
and diversity of the country itself, are highly distinguishable from our Europeain
and Canadian counterparts. Our enormous societal aond health problems and the
sheer size of our citizenry militate against the adoption of a single payor program
for budgetary and efficiency reasons.

What is clear is that long term, effective solutions to achieve the difficult goal of
cost containment in the U.S. must be ounded on accepted empirical evidence, en-
compass our societal values and include both the private and public sectors. An ef-
fective system must strive to first eliminate unnecessary spending by helping con-
sumners to utilize health care services cost-effectively aid provide disincentives for
over-utilization. The AMA advocates physician sharing of cost/fee information with
patients as well as the development of practice parameters to aid in assuring the
provision of appropriate care.

AMA PROPOSAL TO REDUCE IEAL'rH CARE COSTS

The AMA believes health care spending can be reduced aid considerable savings
achieved through the implementation of a national health policy that will capitalize
on existing resources, streandine spending and extend health care services to all eq-
uitably toid efficiently. The following points, set out in our Health Access America
proposal, summarize the AMA's recommendations to abate inappropriate health
care costs and achieve the private/public partnership this cou, try desperately needs
to attain substantial health care reform.

Practice Parameters
Inappropriate care inflates health core costs. Evidence indicates that rates of

health care services such as prostate, back and coronary artery surgery, as well as
diagnostic procedures such as angioraphy, vary widely among states and regions.
Further evidence indicates substantial disagreement on indications for performing
such procedures. The AMA is a leader in the development of practice parameters,
and we support further measures to enhance the value of every health care dollar
spent. Appropriate parameters must continue to be developed by the medical com-
munity to reach a consensus on the most effective treatments for a given condition
and to enhance the value of care by elininqting ineffective treatments and care. Ef-
fectiveness research, education and peer monitoring offers the most substantial
means of improving the cost/effectiveness ratio necessary to achieve any meaningful
overall reduction in cost.

Technology Assessment / Outcomes Research
The AMA supports outcomes research with technology assessment to determine

the effectiveness of medical treatment based on existing new technologies. Thle
AMA's Diagnostic and Therapeutic Technology Assessment (DATTA) program was
established in 1983 as a means to develop consensus on medical technology and
services. An example of the potential health and cost impact of this activity is seen
in the DA'TTA assessment of the FDA approved (19865) warren gastric bubble. Our
evaluation, completed in 1986, concluded that the device should be investigational
and that long-term studies were needed. Subsequently, the labelled use of this de-
vise was substantially modified. Use of this technology moderated from roughly
20,000 implanted prior to 1987 to about 600 subsequent uses of this device.

Managed Care
The AMA is working with a number of organizations to assess the effectiveness

of the variety of approaches designed to control utilization and cost of health care
known as "managed care." The AMA believes that the concept of managed care con-
tains significant potential for constraining health care spending. However, the AMA
does have concerns that managed care, when improperly conducted, can interfere
with clinical decision-making, reduce access to needed services and in turn jeopard-
ize patient care and outcomes.

Physicians will continue to meet with representatives of payor groups involved in
the development and marketing of managed care plans. We believe that jointly
agreed-u on guidelines for the structure and operation of managed care programs
are needed to prevent duplication and increased costs. Such vol witary guidelines
would encourage access and would not impair the physician's clinical decision-mak-
ing. These guidelines would be widely distributed to physicians and payor groups
and could serve as the basis for the development of needed legislation.
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Reducing Administrative Costs
The proliferation of health care forms and administrative procedures from varying

third p arty payors and government programs is inefficient and costly. All insurers
should be required to use the same ciaim form, the HCFA 1500. Federal law should
require the development of a undform system of electronic billing to both cut admin-
istrative costs and speed billing and cash flow. Physician md others need the option
of access to such an electronic claims system. Burgeoning technology relating to pa-
tient identification and record keeping also needs to be explored for administrative
savings.

Essential Benefits, Not State Mandatex: ERISA Reform
Employer-provided health insurance should continue to be the backbone of cov-

erage for the majority of Americans. But state mandates of expensive services drives
up costs, making benefits too costly for a number of employers. The AMA supports
preemption of state benefit requirements and a requirement for employers to pro-
vide an essential benefits package, such as that developed by the AMA for Health
Access America. Similarly, all plans should operate rauder the saone rules. Exemp-
tions for self-funded plans now applied under the federal Employee Retirement In-
come Security Act (ERISA) should be eliminated.
Liability Reform

In 1989, an estimated $20.7 billion was attributed to defensive medicine and li-
ability insurance premiums. Studies have shown this problem cmuiot be redressed
by changing who provides the reimbursement to physicians. Failure to significantly
address liability has already resulted in reduced access to obstetrical, neurological
and other high risk care specialties in many parts of the U.S. This serious matter
must be addressed in the process of taking steps to reform how our health care sys-
tem operates. Legislation such as S. 489, the "Ensuring Access through Medical Li-
ability Reform Act of 1991." introduced by Senator Hatch, will address the complex
issues of the medical liability environment that drives up costs and hinders access
to essential care.

ANTITRUST CONCERNS

The AMA recommends that medical societies be allowed to review fees, to arbi-
trate a fee and to mediate voluntary fee agreements between patients and physi-
cians. Currently, efforts of local medical societies to police or arbitrate patient dis-
putes concerrdng fees are discouraged by antitrust laws. The AMA recently asked
the Federal Trade Commission F'IC) for the regulatory authority to review physi-
cian fees and to discipline physicians who charge excessive fees. Under this con-
templated program, state or cotuity medical societies would perform most profes-
sional peer review of fees. State societies would also act as appellate bodies for opin-
ions or decisions of the county societies, and the AMA would participate as the ap-
pellate entity for the state societies.

The AMA strongly recommends the implementation of a peer fee review program
as consistent with FTC recognition that properly managed, professional fee peer re-
view can yield important pro-competitive benefits, and will serve to protect and pro-
mote the interests of patients-the consumers of medical services.
Insurance Reforms

Insurance reforms are necessary to reduce administrative costs and to increase
the availability of aflrdable insurance. Such reforms should include subsidized
state risk pools, the elimination of preexisting condition limitations, community rat-
ing and portability and continuity of coverage that will allow an employee and his
or her dependents guaranteed coverage in the event of a ob change. Portability and
the elimination of preexisting condition limitations will lower costs associatedwith
extensive risk underwriting designed to attract only low risk individuals.

Community rating amid open enrollment, will allow premiums charged to small
groups to be comparable to the per capita average of all the group insurance sold
in the same conuiunity for the same benefit package. This approach would elini-
nate the current discrimination against small employers that leaves a significant
number of working Americans uninsured or umderinsured.

Insurers should be required to offer one policy with the same required minimum
benefits. A maximum antual cost. exposure for the mandated miniinmum benefits
package should be allowed, with camera required to participate in a reinsurance
pool. Self-insurers should also help underwrite the reinsurance pool.

Finally, over-insurance must be discouraged. Patients must be sensitive to the ac-
tual costs of care. Studies show thaco-payments and deductible have had positive
impacts on reducing umieceesary utilization. Patients should be empowered by tax
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incentives and health IRAs, as well as access to fee information and cost sharing
to discourage unnecessary spending and utilization. Health IRAs should be enacted
to allow citizens to nave for health care and utilize their own pretax dollars from
tax-free accumulations for health care purposes.

RATE sErtNO/GLOBAL BtiXETS

Some proposals have focused on the use of a single rate or the establishment of
global budgets as the means to address the health care cost iss-ue. While these con-
cepts certainly should be discussed, we have serious reservations regarding direc-
tions that will divorce payment levels from the needs for care.

Extension of Medicare Rates
Some proposals advocate the extension of Medicare rates and policies to all

payers. As we have said previously to this Committee, it is premature to consider
extending the Medicare payment system to private insurers. 1he Medicare program
should not serve as the standard payment system because it is subject to budget
actions driven by federal deficits and an inadequate financing structure. We also are
deeply concerned that extension of Medicare rates represents a move toward a sin-
gle payor system and federal price fixing that ultimately will lead to patient dis-
satisfaction' with a health care system that is driven by political forces rather than
patient needs.

Global Budgets
Proposals that advocate the establishment of a target or global budget also raise

signrficant concerns because they substitute the concept of total costs for patient
needs as the determinant for health care decisions. As physicians, we see-major
problems with an approach Pventually is certain to conflict with our ethical respon-
sibility to put the patient' first.

CONCLUSION

Mr. Chairman, in conclusion, [ would like to reiterate that the problem of contain-
ing health care costs will not be solved immediately. Rather, this substantial con-
cern facing all Americans must be addressed carefully, consistently and increnmen-
tally. Numerous steps can be taken now. Provider and patient education and auton-
omy also are crucial if we are to achieve real gains in the next decade. The effort
must begin now, in ways that build upon our current system and strengths, but
eliminate duplication and obvious inequities.

Actions can be taken in this Congressional session. Incremental reforms such as
many of the items in S. 1872 can and must go forward to make coverage more read-
ily available and to address matters such as the professional liability crisis, Actions
can be taken that will allow the market forces to operate in ways that will empower
our patients to make better informed choices and encourage competition. Research
must continue to ensure that our technological growth and use of resources is more
cos-effective and linked to improved outcomes and quality of care. The AMA is eager
to participate in this effort.

PREPARED STATEMENT OF PAUL STARR

Mr. Chairman, I appreciate the opportunity to join this morning's discussion. The
uncontrolled growth in health costs and heightened insecurity about health insur-
ance coverage in America today are not only an index of problems in our health care
system. They are also an index of political mad private-sector failure. We have bad
twenty years of well-intentioned efforts by government and employers to stem rising
health costs within the existing system of insurance. Yet during the 1980s the
health sector grew by an additional I percent of the GNP every forty months. The
current dynamic of rising costs and eroding coverage threatens interests great and
small, from mighty corporations that face staggering benefit costs to millions of mn-
insured working families unable to afford decent care for their children.

Our record looks especially dismal in international perspective. From 1945 to the
early 19705, health care costs increased everywhere in the West as a percentage of
national income. In recent years, however, the health sector's relative growth in the
U.S. has run far ahead of its growth elsewhere. In 1989 (the latest year for which
international data are available), the leading nation. in Europe and North America,
as well as Japan, spent an average of 7.4 percent of national income on health care.
America's 11.6 percent th&. year was by far the highest. Per capita, the United
States spent 40 percent more on health care than Canada, the second highest
spender, and twice as much as major European nations, all with universal health
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insurance. And since 1989, the lJ.6 percent of GNP we spent on health care has
risen to more than 13 percent and seems headed for 17 percent or more by the end
of the decade.

To most Americans lucky enough to be insured, the health insurance premiums
taken out of their paychecks feel just like a tax-a tax whose annual increases their
representatives in Congress and the White House have failed to control.

Imagine if over the past twenty years we had been able to keep health spending
down to European-or even Canadian-levels: It would have been equivalent, in cer-
tain respects, to a vast tax cut, releasing private income for many other purposes.

Imagine the impact on government too. The growing cost of health programs has
crowded out other needs from public budgets at oill levels. That crowding out is one
reason for the disturbing shift. in the composition of public expenditures over the
past three decades from investment to consumption. This, too, does damage to the
national interest.

As if the direct costs of health care were not enough, the U.S. economy is also
suffering from indirect effects of our health care system. Take the following three
examples:

1. According to recent surveys, three out of ten Americans say they or someone
in their household have been unable to change jobs because of pTe-existing health
conditions that would be excluded from coverage by their new employer. When peo-
ple are deprived of their freedom to change jobs, the economy is also deprived of
he potentially greater contributions they could make elsewhere.

2. While the insurance system locks soie into jobs, it locks others into welfare.
The principal alternative to welfare lies in low-paying jobs that rarely carry health
benefits. Consequently, millions on welfare find that if they work, they cannot have
secure access tohealth care. Welfare lock, like job lock, hurts productivity-and
raises costs for government.

3. Conflicts over health benefits have become our leading cause of strikes, thereby
also reducing productivity.

Job lock and welfare lock-due to-limited health coverage and strikes over health
benefits are virtually unknown in the rest of the world's advanced economies. We
inflict these distinctive economic harms upon ourselves. For the past two decades,
we have told ourselves that America could not afford universEl health coverage,
even as other countries that guaranteed it both spent less for health care and avoid-
ed the damaging side-effects of our restricted and shrinking insurance system.

About ten years ago I wrote that the very meaning of national health insurance
was changing from a way to increase health expenditures to a way to contain
them.-but that the country's leaders had failed to comprehend the change. I hope
we are now at a turning point. The demand for health insurance security-and I
stress the word "security" because the problem affects people with coverage as well
as those without it-is 'a great, historic opportunity to rebuild our health care fi-
n mncing system and change its underlying incentives and organization.

And that is precisely what we need to do: There is a world of difference between
cost containment measures superimposed on the present system and cost contain-
ment that is embedded in the very structure of an alternative framework. The first
has been, and will continue to be, not only ineffective, but the source of more bu-
reaucracy, yet higher administrative costs, and increasing frustration and anger
from providers and patients alike. Only when we face up to the full problem, and
accept the need for systemic change, will we have any hope of remedy.

The ultimate objective of systemic reform, as I see it, is to reach deep inside the
process of health care and change the way everyone concerned-doctors, patients,
manngers-thinks about the decisions they face. At the core of the problem are the
"practice styles" of physicians, governing their everyday choices about when to order
tests, hospitalization, surgery, prescriptions, further visits. Reform works best when
it promotes a high-quality but conservative practice style-conservative in the sense
of conserving resources. Today, all too often, doctors take uncertainty as grounds for
treatment, even aggressive therapy with high risks. ("When in doubt, take it out,"
as one surgeon told me.) This kind of medical activism isn't just a threat to our eco-
nomic interests in controlling health care costs; it's also a misfortune for patients.
As countless studies show, health care expenditures endup producing, in aggregate,
disappointingly little improvement in health. "More" in health care is not better, if
by "better" we mean a healthier society; health care can cost less and count more
in beneficial impact, as shown by the record of other countries and by some health
care org anizations within the United States.

But how to create a more conservative practice style and, I night add, a more
conservative style of health care management? A radical change in orientation will
not spring up naturally, certainly not under the present system, w1ich has richly
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rewarded the opposite practices. It will not do simply to promote better research on
health care outcomes or chlges in malpractice law, neither of which will offer suffi-
cient motivation to revamp basic procedures. Nor will it suffice to create regulatory
programs, in either the public or private sectors, which look for the exceptional
cases of 4ross inefficiency, since the crux of the problem is accepted, everyday deci-
sion-making.

Two strategies, whose advocates are often strongly opposed to each other, offer
what I believe to be the best chance of induce' a change in health care decision
making and a reduction in the rate of growth ofhealth expenditures. One strategy
calls for budgetary control from the center- the other for competitive organizations
generating decentralized cost-sensitivity. lAut despite this dlfference, the two ap-
proaches have certain similarities. Since everyone else emphasizes the contrasts, let
me stress what the two strategies have in common.

Both strategies involve the creation of effective countervailing forces against the
health sector's internal tendencies toward expansion. The first-the strategy of glob-
al budget limitation--concentrates purchasing power either in a single payer or in
a governmental body acting on behalf of payers to set comprehensive budgetary ceil-
ings. We have long had a health care market dominated by sellers; this is an effort,
in effect, to uiify the buyers. The strategy seeks to impose hard budget constraints
on the providers: lump-sum global budgets for hospitals and fixed limits on total
compensation available to physicians in a region. These budget constraints are in-
tended to generate new decision-making environments, giving health care managers
and professional peers incentives and leverage to bring more conservative practices
and to match health care resources to needs. Such is the logic of global budget limi-
tation.

The competitive strategy, while more decentralized, also seeks to create greater
countervailing pressure against the providers and budget-constrained decision-mak-
ing environments where managers and peers have the incentive and leverage to in-
duce more conservative practices. In this model, the countervailing forces are health
maintenance organizations and other managed care plans, driven by competition to
match their resources to the needs of their populations. -The key step here is the
replacement of fee-for-service with capitation payment, which generates the func-
tional equivalent of a global budget-indeed, a more global budget, since capitation
payment yields a comprehensive budget cap on all services, not just on hospitals.

To be sure, the first strateSy relies more on "government," the latter more on the
"market." But such generalities are highly misleading because the first strategy
uses "government" in a different way from current regulation, and the second calls
for a different "market" from the one that currently exists. Because global budgetary
limitation relies on limits on total expenditures, it can dispense with much of the
failed micro-regulation of the health care system. Indeed, as many observers of com-
parative health policy have noted countries such as Germany and Canada that use
such budget limits actually have less micro-regulation of health care than do we in
the U.S.

The strategy of health care competition, on the other hand, requires construction
a different kind of market-a system that Alain Enthoven has aptly characterized
as "managed" competition-to overcome the legacy of past policies and to control the
tendencies toward market failure of a free market in health care. To get groups of
providers to compete against each other requires, not deregulating the market, but
actively reconstructing and managing it-for example, to combat opportunistic be-
havior by health plans that try to keep costs low only by enrolling healthy subscrib-
ers. The strategy of competition does not, therefore, dispense with public authority,
although the role of the authority here is more to maintain "fair play" among com-
petitors than to allocate resources or budgets.

Both strategies, finally, are carried out most effectively within the framework of
universal health insurance programs. Either budget limitation or health care com-
petition is a recipe for greater social inequity-and quite likely will not work in
practice-if we continue to exclude large parts of the population from coverage. No
policy for controlling costs will be politically stable or widely attractive if it does not
also answer the demand for health insurance security. Moreover, moving away from
an insurance system based on employment is essential, not only because tying in-
strance to specific jobs inevitably produces gaps, discontinuities, and inequities in
coverage, but because employers do not have the instruments--and generally do not
have the knowledge or incentive--to exercise effective discipline over health care
costs.

But which strategy to follow--overall budget limitation or health care competi-
tion?

The strategy of budget limitation has in its favor a proven record in other West-
ern countries. That is precisely what some hold against '.t---the record is imperfect,
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and the other countries are different from ours. The strate8 of health care competi-
tion is distinctively American, with n base in existing prepaid plans in the U.S. And
that is precisely what some hold against it--the record here is imperfect, and it is
hard to see how it will work throughout our country, as in rural areas where the
population is too dispersed to support competing health plaiw.

But we may not need one answer for the entire country. Rather, we ought to con-
sider universal insurance proposals that give the states, and even regions within
them, a structure to adjust the mix of competition and budget limitation. For exam-
ple, a promising proposal put forward in February by John Garamendi, California's
Insurance Commissioner, would create a "single sponsor" for health insurance in the
various regions of the state. These "sponsors," which the Garamendi Plan calls
Health Insurance Purchasing Corporations, would receive all employer and em-
ployee health insurance contributions and provide all citizens a menu of competing
private health plans at varying prices (at least two of which in each region would
be available at no extra cost). This is a unified system of health care competition
on the model that Professor Enthoven has proposed. But, in some parts of the coun-
try, where the competitive model is either impractical or lacks support the single
sponsor could organize a single-payer system of insurance relying on global budgets
for cost control.

Several national health insurance proposals betbre Congress, including S. 1446
(the "Health USA Act" introduced by Senator Kerrey) and S. 2613 (the "American
Health Security Plan, ' introduced by Senator Daschle, Senator Wofford, and Sen-
ator Simon), provide both for national financing of universal health insurance and
for the use of lMOs and other managed care plans by the states in carrying out
their programs. These proposals would allow phralism i the system, but they are
not especially designed to foster competition. They also do not have any mechanism
comparable to the Health Insurance purchasing Corporations of the Garaniendi
Plan-an active sponsor concerned with managing competition among alternative
private plans. One great advantage of such a mechanism is that revenue need not
be channeled through the Federal I'reasury- the local earmarking of funds for health
coverage may ease public suspicions that the required employer and employee con-
tributions will disappear into a mysterious black hole in Washington! Moreover, the
participation of private plans in the system will also ease fears of excessive con-
centration of power in government and reduce opposition from private industry, in-
cluding large insurance companies.

With some modifications, the two Senate proposals I mentioned miht provide a
basis for giving the states several options in the design of comprehensive health re-
form. One such option would be to build choice of health plan into a framework of
universal insurance that also includes various "upstream controls on health care
resources that should be regulated at the national level, such as training programs
in the medical specialties.

This suggestion of combining the strategies of budgetary limitatation and health
plan competition is now heresy to the advocates of each, and perhaps puzzling to
many others. But if we are going to replace our current system of "unsurance," as
my colleague Uwe Reinhardt calls it, with genuine security of coverage, we need a
new framework that generates an internal logic to conserve health care sp ending.
And that framework I believe, can use elements from both strategies I have de-
scribed and provide tor experiment mad adaptation in line with the great diversity
across the United States.

RESPONSE OF DR. STARR TO A Q! ESTION SunMrTT DY SENATOR WELT..TONE

Question. You commented favorably on citizenship-based systems of health care
coverage. Would you please discuss the limitations of employment-based systems ii
control in costs and creating universal access?

Answer. The existing emplo ent-based insurance system suffers, it seems to me,
from the following seven prob ems:

First, and most obviously, access to health insurance now depends on whether a
member of the household *is employed and what hind of employment that person
has. part-time and seasonal work generally do not qualify for benefits. Childiren and
spouses receive insurance cnly indirectly, incidentally, and haphazardly. In recent
years, the limitations of employment-based coverage of children have become espe-
cially severe. Between 1977 and 1987 the proportion of children covered by em-
ployer-based coverage dropped from 72.8 percent to 62.9 percent. As of the summer
of 1990, more than 25 million, children--about 40 percent of all children-lacked em-
ployer-based coverage.

Second, the employee group today the key unit (or 'risk poo") for the spreading
of health costs. Because of demiographic differences among tese groups, some peo-
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ple receive relatively low fisrance rates while others face rates that are prohibi-
tively high. Among the losers are those who work for small firm., or for firms with
relatively older workers, or in occupations believed to create high health risks or to
attract workers from high-risk groups.

Third, tbe system gives employers decision-making power over insurance and
medical care. Under traditional insurance plans that aflow the insured free choice
of provider and impose few controls, the employer's power is a relatively minor con-
cern. But the rise of health plans that more aggressively seek to controlcosts raises
more serious questions: Should employers mcron-manage the health care of their em-
ployee's families, or even select the plans that will manage that care?

Fourth, the tax subsidy of employer-provided insurance is much greater for high-
er-income than for lower-income Americans. The higher their income, the more like-
ly Americans are to get insurance from their employer, the more generous are those
benefits, and the more the tax subsidy is worth. The tax exclusion is a largely inivisi-
ble federal program that provides subsidies in inverse relation to need; the people
with the best insurance coverage get the most federal help to pay for it.

Fifth, employers and the plans they select have limited ability to control health
care costs. Once investment decisions about health care have been made--creatilng
a stock of hospital facilities, technological assets and physicians--it is difficudt for
any buyer to cut costs dramatically below what the system typically generates. The
chief effect of employers' cost containment efforts has been not to reduce costs, but
to shift them-back to their employees aid sometimes to other individuals with pr'-
vate insurance who have less clout in the marketplace.

Sixth, the employer-based insurance system generates extraordinarily high ad-
ministrative costs. while Medicare's administrative costs run about 3 percent, ri-
vate insurers absorb about 13 cents of every premium dollar in marketing and other
administrative costs, taxes, and profits--a figure that does not include the admins-
trative costs directly to the employer (or to the employee in filling out forms). The
share of insurance premiums going to administration are especially high for medium
size and small firms. For firms with fewer than fifty workers, insurance companies
absorb about 25 cents of every premium dollar; for firms with five or fewer workers,
insurers take 40 cents.

Seventh, employer-provided insurance has adverse effects on labor-management
relations and employment, entangling employers ini conflicts over health care, drain-
ing management time, and leading employers to make increasing use of uninsured
part-time and contract employees, who enjoy few rights and little security.

Although some of the preceding problems may be partly alleviated by health in-
surance proposals like play-or-pay that build on the existing employment-based sys-
tem, those proposals do not remedy all these difficulties. Indeed, there would con-
tinue to be gaps and inequities in coverage, great administrative waste, and prob-
lems in controlling costs.

It is time to devise a new system. As a Minnesotan, you are surely familiar with
the with the varieties of capitation payment plans the need to fit those plans into
the design of national health reform. If you put together a citizenship-based insur-
ance system with a role for capitation plms--and you recognize the need to control
opportunistic behavior by the plans-you wit], I am confident, come up with a pro-
posal similar to the Garamendli plan, even if "managed competition" is not what you
had in mind.

PREPARED STATEMENT OF DEBORAH STEELMAN

In June, 1989, Secretary Sullivan appointed the Quadrennial Advisory Council on
Social Security with a charge: to report on the financial security of American fami-
lies, today and in the future.

It is my honor as Chairman of this statutory, private sector, all volunteer Council
to testify on our findings and recommendations. Serving with me on the Council
were former government officials, consituers, health care providers, insurance, busi-
ness, and labor leaders. Every geographic area of America and both political parties
were represented, and our ages spaned six decades.

CHARTER OF THE COUNCIL

The work of the Council included a broader review than any previous Advisory
Council on Social Security. ]lie Secretary requested that we extend our study be-
yond the statutorily mandated review of Social Security and Medicare trust'fuid
solvency to a broader examination of trends in our Nation's income security and
health systems and their implications for the future fimicial security of American
families. The Public Trustees, David Walker and Stan Ross, strongly supported this
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course for our work. To fulfill the Secretary's charge, the Council designed an ambi-
tious and unprecedented review of social security, savings and investment policy,
pensio polic, Medicare, Medicaid, direct health care, private insurance and other
issues. nLpecif call, we looked at the financial ability of the current Social Security
Medicare, and Meciicaid programs to meet today's demands in income security and
health care. We examined the ability of these same programs to continue serving
future populations, including the '%aby boom" generation-the largest generation of
retirees our country has ever experienced. We also projected the ability of our econ-
omy to support these programs into the future, and their impact on our economy.

CURRENr I IEALTIt CARE STRVCMTR RE UNSUSTAINABLE

To begin, let me share with you some of the information contained in our study
Income Security and Health Care: Economic Implications 1991-2020. We convened
an expert panel, consisting of 16 preeminent actuaries and healthcare experts, mid
asked them to review the current economic conditions of our income security sys-
tems and our health care financing systems. In light of certain factors, they pro-
jected the economics of these prograins through the year 2020.

The report indicates that public expenditures for health care and income security
will continue to rise as a percentage of the federal budget and as a percentage of
taxable payroll. In the year 1990 Medicare and Social Security cost the equivalent
of 15 percent of the taxable payroll of the United States. Under the same projections
that produced the previous chart, Medicare and Social Security would cost the
equivalent of 32 percent of taxable payroll.This increased public responsibility will be born by a smaller portion of workers-
the baby boom's children. Because the elderly as a group are growing faster than
workers there will be fewer and fewer workers to support our public programs. '1he
worker/dependency ratio will drop from 3.4% today to 2.4% in 2020.

However, our income security systems appear relatively sound, including Social
Security, which is fiscally solvent well into the future. We also reviewed other
soi~rces of income that seniors rely on: pensions, savings, and earnings. We found
that there are vulnerable seniors, especially women living alone over the age of 85.
Nevertheless, we found that seniors as a roup are better off today than are work-
era. We also found that seniors will continue to be better off than workers-even
when the "baby boom" generation retires.

Instead, we found that it is the health care system that threatens to erode the
income and quality of life of our senior citizens and workers. The picture for health
care is grim. Therefore, the Council concluded that our report should focus squarely
on health care reform. If we do not reform the way we use, deliver and finance
health care, the serious potential exists to disrupt our quality of ife, our standard
of living, and our economy. That is the simple, urgent message of the 1991 Advisory
Council on Social Security Council. Without reform of our health care system, the
lon term financial security of all American families is at risk.

rloday, health care consumes almost 12 percent of our GDP and is growing two
to three times the rate of general inflation. Real health care costs are increasing
four times as fast as real wages. If health care costs grow at the rate they have
over the last twenty years, it will consume 31.5 percent of our GDP in the year
2020. This projection is quite conservative.

NECESSARY CHANGE IS OF UNPRECEDENTE) POLITICAL MAGNITUDE

This projection should not md will not come true. If one dollar out of every three
is spent on health care it would mean the debilitation of our economy and the bmk-
ruptcy of our nation. Therefore, the most important observation about these projec-
tions is the magnitude of the changes we must undergo to reduce health care costs.
We have rarely, if ever, accomplished through our legislative process change of such
magnitude. Change of this size cannot be accomplished without strong ead sus-
tained public support.

This Council, therefore, undertook an unprecedented review of the public's under-
standing and opinion about health care. We held 15 public hearings where we lis-
tened to Americans' concerns about health care-almost 1200 people talked to us.
We conducted 73 site visits in rural, suburban, and urban locations. In addition, we
conducted a public survey to help quantify what we had learned at these public
hearings.

PUBLIC PREFERENCE NECESSARY TO ENACT AND SUSTAIN CHANGE

In our site visits, we found an overwhelming range of contradictory opinions about
our health care system and Americans' desire for reform. What was the "right or
best" reform for one person or group was "abhorrent and unacceptable" to another.
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We heard frequently that reform was fine for the other guy-those that don't have
adequate access or financial resources. Just don't change my system, restrict my
choice, or increase my costs. The American people said loud and clear that they
want us to maintain our standards in providing them continued access to the best
medicine, the best doctors, and the best health care of any nation on earth.

But they also sent the message that we must reduce the unbearable costs of our
system. The American people desire change, but our hearings and our survey shows
no clear preference for any specific type of comprehensive reform. In fact, the Coun-
cil's public survey found that while 63% of Americans favor national health insur-
ance, as often reported, 67% favor a reforin based on managed care; 69% favor em-
ployer mandates; 71% favor a universal plan that would protect only against high
costs; and 65% favor an individual tax credit.

In other words Americans are not necessarily ideological about health care. They
do want change, but they haven't heard anything more than statements about "let's
go to national health insurance" or "let's do something drastic." Americans want to

ow more before they pledge solid support for any idea.
The challenge the Council faced was to find a way to best involve the American

people in the search for the riglt comprehensive reform. Americans must contend
with the conflict inherent in reducing costa, in their love of technology and their im-
patience with waiting lines, their freedom to choose their own doctor, mid make
their own choices about their care.

"SHOW ME"

Where do we start? The proposals for reform have proliferated as the public spot-
light onl health care reform has intensified. Many experts feel they have solved the
problem of the ultimate design .

The Council recommendations stress that the notion of "the ultimate design" is
just that, a design theory that may or may not work, and that currently holds no
particular majonty of support among thc American people. Perhaps because I hail
from Missouri, I have a special affinity for the "show me" insistence that resides
in all Americans. We want to know how change will affect our own health care. Will
it work? Will it accomplish what I want it to? Will it hurt me or my family? How
will it help me or my family? What changes will I experience?

The Council recommended a process by which we could judge each plan on experi-
ence, not what simply "sounds right" or 'might work. The Council identified five
criteria that we believe any plan should meet:

1. Every American must have access to health care, not ust access to
health insurance, but access to care. An insurance card is inadequate support
for many segments of our population. Many different kinds of services, including
home and long term care, rehabilitation, and community services, must be consid-
ered, not 'ust preventive and acute care services.

2. iHe ath care costs in the long-term must be significantly reduced. As
stated by ,Jeremy 1). Rosner for the Progressive Policy Institute, "[Thie) disagreement
over the best ways to control costs is nourished by the lack of data on each ap-
proach." We simply do not know what mechanism wil be result in the most signifi-
cant cost reduction. Theories should be put through the fire of experience. Certain
techniques may work better in certain areas of the country; the heavily regulated
health care markets of the northeast will respond differently than market-oriented
health care systems of the south and west.

3. Implementing reform cannot cause serious disruption in the
workforce. Health care currently forces inappropriate decisions ill the workplace
today; job lock is just one example. Reform must repair these inequities and should
not cause others, such as loclkng certain employment sectors into one type of cov-
erage or substantial job loss or job dislocation.

4. Reform should have a net positive effect on the general economy. The
health sector has produced more jobs in the last decade than any other, and it is
one of our economy's most rapidly growing export sectors. Cost reduction that re-
sults in net loss of employment is ccunterproductive and unacceptable.

5. Health care reform must be consistent with American culture and val-
ues. We must develop a system that meets with our concepts of freedom and rights
for individuals. Comprehensive health care reform will require strong and sustained
public support.

THE ACSS APPROACH: 'EST COMPREHENSIVE REFORM AND MOVE NOW ON CONSENSUS

REFORMS

The Council recommends two simultaneous levels of reform to achieve immediate
action:
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1. Begin experimenting with a range of comprehensive reforms at the state leval"
and

2. Enact consensus federal reforms now to improve access and reduce costs.

This double-barreled approach would cost approximately $2 billion in its first year
and $6.8 in the second. Yet this proposal would go farther faster to actually help
people now. The proposal provides universal access to care for all children and
would actually make services available to 20 million of the uninsured.

Neither the prototypes, nor our access and cost proposals, interfere with the larg-
er political debate on health care reform. (i the contrary, they will in fact support
and improve the public debate. They will build the necessary foundation for future
broad-scale systemic changes, change of such a magnitude that no quick fix or single
season of political debates can accomplish it.

"COMPREHENSIVE" REFORM: NOT JUST FINANCING

The Council defined comprehensive reform in an important way. We believe that
simply changing the way providers are paid is insufticient to address the complex
issues contributing to our access and cost problems. Most of today's debate on so-
called "comprehensive reforms" centers only on how we pay providers, a subset of
the financing reform issues.

Such a limited view of comprehensive reform will result in yet another "piece-
meal" approach of the variety that has built the system we currently suffer. Finance
reform will not eliminate AIDS (medical costs estimated to be V6-13 billion by
1992), tobacco-related illnesses (medical costs in 1990: $22 billion), gunshot wounds
(medical costs in 1991: over $4 billion); drug and alcohol-related costs (medical costs
in 1990: approximately $180 billion), low-birthweight babies (medical costs in 1990:
$2.6 billion), or illness caused by poor nutrition (for example, cost in 1990 for coro-
nary bypass surgery: $8.5 billion; cost for treatment and rehabilitation from strokes
in 1990: $13.2 billion).

Financing reform alone cannot prepare us for the changes in the ways our society
will age, and the type of care we will need, especially the dramatic increase in the
need or home care and long term care. As noted by David Osborne and Ted Gaebler
in Reinventing Government:

Our health care system was set up to deal with acute care: life threaten-
ing illnesses and injuries. It was so effective that today most people die of
chronic, degenerative problems--of "old age." Yet we continue to respond
with an acute care system of high-technology hospitals and highly trained
doctors. Ironically, it was our very success at acute, professional care that
left us with an elderly population desperate for something more.

Comparisons are often made between the per capita costs of the Canadian system
and the per capita costs of our own. This statistic is often cited as a reason to adopt
Canada's provider payment system. Yet, the pathology of Canada differs markedly
from the pathology of the United States. In fact, if we eliminated violence, drug aold
alcohol abuse, AIDs and crack-addiction among newborns, the United States would
spend about the same on health care-costs as Canada. Why aren't we spending as
much time debating these approaches to address these issues which would benefit
individuals and society far more than simply the reduction of health care costs, as
much as we debate rate regulation?

Financing reform alone will not address the multiple causes of what we know is
an unsustainable system, yet we continue to focus our energies here almost exclu-
sively. As the Progressive Policy Institute observed in its February 1992 paper, "A
Progressive Perspective on Health Care Reform":

The health care debate now focuses almost entirely on financial matters.
But health costs and outcomes are significantly shaped by individual re-
spojnsibility, corporate habits, community initiative, and cultural norms
within the medical professions. Conservatives often cite such factors as in-
dividual unhealthy behaviors as an excuse for not pursuing national re-
forms; liberals underemphasize these factors out of fear of somiding con-
servative. Both sides would benefit from actually doing something about
these non-financial factors, and making them a central part of their health
care agendas.

The Council believes that reform cannot be considered comprehensive without ad-
dressing all of the maior elements in health care reform: the role of the individual
in the use and financing of health care; our health care delivery system, aid our
health care financing system.
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STATE-FEDERAl, PARTN1ERIIP FOR COMPREHIENSI'VE REFORM

The Council recommends investing $3 billion in new Federal dollars for state ex-
perimentation. The Federal government would solicit states or community initia-
tives on a specific number of comprehensive reforms. Ideally, we would see every
major idea--single and all-payer systems. individual mandates, managed competi-
tion-implemented on a major scale within one year of receiving appropriations.
That is faster than any phase-in of any major proposal wider consideration today,
most of which require 3-6 years to phase in upon enactment.

Comprehensive reform at the state level would provide two essential elements to
today's debate: public support and knowledge.

This Federal leadership would result in cover ng millions of people while provid-
ing the opportunity to see how well costs are reduced. People could see how each
plan measured up, for themselves, for the country. We recommend a strategic id
aggressive initiative, conducted under Federal leadership, to work with states to en-
sure that we make the right decision, one that can last the next thirty yeArp, one
that changes our health care system for the better, not for the worse.

To any critic who decries this process as unnecessary, I challenge them to find
a current proposal which would get faster results, holds the promise for heater po-
litical consensus, and would not cause geat economic and workplace diEruptions.
We can start now to implement these reforms and quickly begi to understand how
they would work, what flaws are in their design, what people do and do not like.

Tie Progressive Policy Institute states that 'the lack of certainty over the best
approach to cost control argues for state-level experimentation." In fact, state enact-
ment of comprehensive reform is ha opening at an unprecedented pace. Oregon, Min-
nesota, Vermont and Florida have been some of the first to enact major changes.

OREGON reform provides improved coverage and rations healthcare by ranking
the costs and benefits of all services. The plan extends Medicaid coverage to all Or-
egronians living below federal poverty level; appoints the Health Services Commis-
sion to prioritize health services through a public rocess and an evaluation of "ef-
fective and appropriate care extends a Standard Benefit Package of care which is
defined by the prioritized list and the state budget process, to all Oregonians wheth-
er covered by Medicaid or through private insurance; requires all employers to pro-
vide at least the Standard Benefit Package to all permanent employees and their
dependents; establishes a high-risk pool to cover those denied insurance due to pre-
existing medical conditions. The plan reduces the level of services covered under
Medicaid. The state Medicaid program would not pay for wxedical treatments that
rank below 587 on a list of 709 medical procedures, including 'he treatment of viral
pneumonia, chronic bronchitis, and some common medically necessary pediatric
services.

MINNESOTA enacted HealthRight, a health care reform bill which calls for ex-
panded state-run children's Health Plan to include in-patient services for low-in-
come, uninsured children and their families; state-subsidized health insurance cov-
erage available on a voluntary basis to uninsured Miunesotans who are not eligible
for Medicaid and have incomes less than 276% of the national poverty level; small
group reforms permit rating for experience, age, and geography within acceptable
rate bands; specific funding mechanism (tax paid by doctors, pharmacies, drug
wholesalers, hospitals, and drug manufacturers who sell directly to the state, tax
on cigarettes and tax on health-care providers); benefit package for small business
to include prescription drug coverage; and establishes a commission to review ex-
penses, new technology, services, and high-cost pharmaceuticals, and.any provider
with an expense exceeding $600,000 must notify the Commissioner of feal th, and
a panel reviews the expense for clinical and cost effectiveness, and improvement in
health-care outcomes. It does not include employer or individual mandates, or artifi-
cial caps on insurance rates.

VERMONT enacted a health care plan that would guarantee health care for all
Vermonters by 1995. The bill creates a three-member Health Care Authority, con-
solidating the factions of several state agencies, to establish a common benefit
plan, set minimum standards for health insurance, and by 1994, to develop two op-
tiore for universal access; creates a single insurance pool; prohibits "cherry picking"
by insurers; immediately sets aside funds for health care for low to middle income
children; proposes the creation of at least four new family practice residency slots
within two ears at the University of Vermont- and protects insurance companies
from financial losses due to rating restrictions based on a persons age and health.

FLORIDA created a new Agency For Health Care Administration to carry out
regulatory functions such as faculty and professional licensure and hospital budget
review. The law creates a two phase approach, a voluntary program providing all
residents with access to an affordable basic benefit package and evelops a reinsur-
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ance pool for carriers and marketing standards, promotes the availability of insur-
ance to firms of 3-26 employees, adopts general insurance reforms governing exclu-
sive and preferred provider organizations dependent coverage, portability of cov-
erage, conversion policies, supplemental Medicare insurance, ong-term care insur-
ance, and minimum standards for disability. The second phase is a state-run pro-
gram which wo.dd be implemented in the event that the voluntary program is inef-
foctive. The law also addresses medical practice parameters, and the need for medi-
cal, nursing, and dental students to work in underserved areas.

MOVE NOW ON CONSENSUS REFORMS

Even as the states move forward with innovative approaches to comprehensive re-
form, it is unnecessary and unacceptable to delay federal enactment of certain con-
sensus reforms, including insurance reform and medical liability reform, and meas-
ures to improve access to care in communities throughout the nation.

Our cost reduction proposals focus on the cost drivers in hospitals, insurance, doc-
tors offices, and lawyers.

1. Lawyers: enact a stringent federal medical liability reform law;
2. Doctors: change the practice of medicine through removing incentives to over-

prescribe; reform medical education to include cost effectiveness information; pub-
lishing fees with qulity data; and establish a national registry for health care prox-
ies and living wills to enable the physician to better act upon the patient's wishes.

3. Insurance: enact small market reform, reduce administrative costs by requiring
uniform claim forms and electronic claim submissions; and reforming the rules to.
restore fairness to the small insurance market;

4. Hospitals: eliminate or modify unnecessary hospital beds by changing antitrust
rules that discourage hospital mergers and joint ventures; and encourage electronic
patient record-keeping; selective contracting in the private and public sector; estab-
lih Centers of Excellence for complex high risk procedures, develop a national proc-

ess for technology assessment, maintaining incentives for cost reducinrg innovation
and discouraging cost increasing innovation; research to improve our knowledge of
the biomedical and behavioral issues important to an aging society, including the
relationship between health care financing and service delivery.

Our proposals to expand access are powerful. We recommend investing $3 billion
in new federal dollars through five initiatives:

1. Expansion of school area clinics for children from birth through elementary
school. We recommend school-based insurance for children and young adults up to
age 22. Both programs would be subsidized for those below 185% of the poverty 1ime,
and both would be voluntary for all parents.

2. Coordinated efforts to prevent infant mortality.
3. Improved access to health care by increasing the number of community health

centers by 250, bringing the total federally sponsored community health centers to
over 800, and we recommend increasing the doctors and other health professionals
in rural areas and iiner cities through doubling the budget and redirecting the pri-
orities of the National Health Service Corps. We propose initiatives to improve
emergency services in rural areas. Finally, we recommend federal legislation to re-
form the insurance market for small employers of 60 or fewer employees to preempt
state benefit and anti-managed care laws and replace them with federal standards.

4. Insurance reform to ensure that anyone changing jobs will suffer neither pre-
existing condition nor exclusion clauses, and to prevent price spikes and other mar-
keting practices that make insurance costa unpredictable and unaffordable.

These recommendations provide a framework for the future: combined, they pro-
vide access to care for 20 million uninsured Americans, they reduce costs now in
areas we know savings can be achieved, and they provide us a roadmap to achieve
comprehensive reform on the' fastest track possible.

The road to success in health care reform must be paved with strong public sup-
port, sound ideas, impeccable results and a great dose of common sense. This Coun-
cil struggled to find that combination.
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STATEMENT OF THE AMERuAN ASSOCATVON FOR RFsPIRATORY CARE

The Americia Association for Respiratory Care (AARC), a 33,000 member profes-
sional association of respiratory care practitioners from across the country, shares
the growing concern of our colleagues within the health care community over the
direction of U.S. health care policy. Inadequate access to care and the spiraling cost
of providing health care creates a growing urgency to restructure the current health
care system. The laborious debates on the future of this country's health care policy
have already begun in Congress. The decisions which must be made will not be eay
or painless. The AARC believes that any viable reform package must incorporate
three major elements:

(1) Universal Access.-Any plan must result in the development of a system
that assures all Americans, regardless of age, income, employment setting, or health
status, access to quality, cost-effective, and comprehensive health care. The majority
of Americans have an employer-based health insurance program. This system is
fraught with inequities. This system leaves 35 million Americans, 10 million of
whom are children, without health care coverage. The system relies upon the will-
ingness and financial ability of employers to provide insurance. We must strive to
implement a system, whether employer-based or single payor-based, which provides
the "me opportunities for all citizens to receive adequate health care when needed.

(2) Delivery Site Neutrality.-Current policies and procedures have been slow
to recognze the more appropriate and less costly sites of care. Inpatient hospital
care has been shown to utilize the most resources of all health care delivery sites.
While appropriate care could be rendered in the home, nursing home, or outpatient
setting, federal laws and regulations often do not permit ey change of venue, This
rigidity has resulted in fragmented and often inconsistent payment policies across
various facilities and settings. The health care system n'iast retain the flexibility to
adapt as medical tecluology advances to providing needed services in the most ap-
propriate care settings.

(3) Cost Containment,-ncentives for cost efficiency must be an integral compo-
nent of reform. Inappropriate cost shifting to other sectors of the health system
nust be avoided. Outcomes research, practice guidelines, technology assessment,
and managed care must all be a part of any reform effort.

We believe the above components of reform must be offered together to truly im-
plement a comprehensive and cohesive retooling of the current health care system.
Many faults of the current system arose out of incremental, albeit well-intended,
changes to amendments in health care policies. A piecemeal approach to health care
reform will simply perpetuate the current inequities of the system.

As Congress begins to address these enormous reform challenges, we urge mem-
bers to recognize the importance of home care services as an integral part of the
health care delivery system. Home care services have proven to be a cost-effective
alternative to expensive acute care hospital stays. As the population ages, as the
spread of AIDS continues, aid as medical advances allowing teclology-dependent
patients to lead more productive lives outside the hospital. the need for respiratory
care services and the professionals who are trained and educated to provide the care
will increase. Because respiratory patients will continue to be discharged from the
hospital still requiring care, respiratory services will increasingly be in demand in
the alternate care site. Overall, government health care policy has not kept pace
with the advancement, of medical technology. In particular, this lis been Ile case
for respiratory care services. When the Medicare/Medicaid program was first devel-
oped, respiratory care was fully recognized as a viable component of hospital serv-
ices. Coverage and reimbursement for this service in the hospital has never beenl
in question. However, iii terms of the coverage for respiratory care services rendered

(399)
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outside the acute care institution. Medicare/Medicaid policy has barely advanced in
the past 20 years. he scope of respiratory care services has developed significantly
beyond those services that can be delivered only in the hospital setting. Where res-
piratory patients were once confined to a hospital bed, the same patients may now
be cared for in a skilled nursing facility or the patient's own home. As national
health reform is debated and structured, it is the respiratory community's rec-
oinmendation that Congress should recogize the role that respiratory care plays in
the provision of cost-effective health care in the alternate site. TIere is a p reponder-
ance of evidence on the cost-effectiveness and treatment efficacy of rendering res-
piratory care in alternate care sites. The studies documenting cost effectiveness of
respiratory care have varied in methodology, scope, and time frame. 'Ile conclusion
is still the same: home respiratory care saves money.

" In the early 1980s the Department of Health, Education and Welfare sponsored
a study that. tracked 776 chronic obstructive pulmonary disease (COPD) pa-
tients (i.e. those suffering from a degenerative disease of the luig), who re-
ceived respiratory services from a qualified respiratory therapist. The results of
the study showed that hospital readmiissions for these patients were reduced
from 1.28 per year to .55 per year. Furthermore. for those patients who were
re-admitted to the hospital, the length of stay was decreased from 18.2 days to
5.7 days. The study estimated the savings for these 775 patients totaled
$1,097,250 (1980 dollars).

" A 1991 economic analysis of home medical equipment services was recently
completed by the firm l.,ewin/l('F. The study focused on how the availability of
home medical equipment services affected the cost of care for patients in three
separate diagnostic categories. One of the categories studied was patients suf-
fering from CON'J). l,ewirICF determined that $520 per patient per episode
could be saved if a COPD patient was to receive care in the home rather than
in the hospital. With an estimated patient population of 93,000 COPI) patients
per year, savings to the health care system amounts to over $48 million per
year.

* A recent Gallp survey studied the cost of providing hospital care to chronic
ventilator patients. By survey estimates, there are over I 1,600 chronic ventila-
tor patients currently in I r.S ' hospitals costing an estimated $789 per patient
per day. Gallup calculated that $9 million was being spent daily by hositals
or the care of these ventilator dependent patients. Once a patient is medically

able to be discharged, it takes an average of 35 days to place a chronic ventila-
tor dependent patient in an alternate care site such as the horne or skilled nurs-
ing facility. That translates to an excess of $27,00( per patient in necessary
hospital costs. Outdated reimbursement policies which limit the patient's access
to respiratory care services outside the hospital are to blame for the discharge
delays.

" A 1989 consensus conference co-sponsored by the AARC, the Food and Drug Ad-
ministration, and the Health Resource Services Administration, which was at-
tended by over 60 national organizations and associations, studied the problems
associated with the introduction of respiratory care equipment into the borne.
One important recommendation from the consensus meeting called for modifica-
tion by third-party reimbursement policies to allow homebound respiratory pa-
tients to receive, when necessary, care from respiratory professionals.

As members of Congress debate the various health reform initiatives, we urge
them to recognize the importance of allowing patients ini need of respiratory care
services access to the care in the most cost-effective setting and provided by profes-
sionals who are formally trained and educated in the field of respiratory care.

The current focus on the issue of health care reform in America provides the pol-
icy-makers of this country a unique opportunity to reshape the health care system
as it enters the 21st century.

STATEMENT OF THE AMERICAN ORTIOTIC AND PROSTHETIC ASSOCIATION

I. INTRODUCTION

The American Orthotic and Prosthetic Association (AOPA) is the national mem-
bership organization representing the approximately 1,300 facilities that provide
orthotic and prosthetic (O&P) patient services to the physically challenged through-
out the United States. Practitioners employed by AOPA members design and fit
orthoses (braces) and prostheses (artificial limbs) that enable these physically chal-
lenged individuals to overcome often serious arid crippling injuries and return to
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productive lives. AOPA appreciates this opportunity to comment on the important
issue of health care reform in this country.

I. ORTHOTICS AND PROST1ETICS (O&P) AND DURABLE MEDICAl. EQUIPMENT (DM.E) ARE
DIFFERENT AND DISTINCT DISCIPLINES

In the past, confusion over the differences between O&P and DME has caused pol-
icymakers in the Congress to inadvertently consi'zr action which dramatically af-
fects the O&P industry and profession due to discrepancies in how O&P is defined.
While "orthotics" and "prosthetics" has been broadly defined by Congress to include
a number of items not typically utilized in an O&P practice or items considered to
be "DME" by the O&P field, "orthotics" is strictly defined by the O&P field As
"orthoses or traces" and "prosthetics" is strictly defined as "artificial limbs."

The wide differences between O&P and DME were recognized by Congress in the
Omnibus Budget Reconciliation Act of 1990 (OBRA '90). Section 4163ta)(1) provides
for the creation of a separate statutory section, 42 U.S.C. Section 1395inh), that
pertain only to O&P and moves the O&P reimbursement provisions out of the sec-
tion that addresses DME. This statutory separation allows Congress to consider
O&P in its own right and underlines the impropriety of treating and evaluating
O&P and DME in the same manner.

It is the foremost request of the O&P field that O&P be treated and evr!uated
separately from DME relative to any health care reform initiative implemented by
Congress.

U1. COVERAGE OF O&P SI1OUI.D BE INCLUDEDI, IN ANY BASIC BENEFITS PACKAGE

The goal of the orthotic and prosthetic (O&P) field is to restore patients to their
optimum level of function, thereby reducing dependency and enabling the patient
to remain a productive, economically independent member of society.

The O&P field recommends that any legislation designed to reform the current
health care system should recognze O&P as an essential ingredient of any basic
health care benefits package and should incorporate the following principles:

" Universal Access to Care-All American citizens, regardless of age, income, dis-
ability or employment must have access to a basic benefits pack age which in-
cludes appropriate, affordable, quality O&P health care services.

" Comprehensive Health Care Services-Health care reform should insure the
availability of a full range of services, including O&P, necessary to provide a
continuum of quality health care, and should provide access to all needed serv-
ices in the most appropriate settings. A basic benefits package must provide a
beneficiary with the appropriate O&P device and all related professional serv-
ices, and must be made available in the most accessable hospital or community-
based settings.

" Quality Health Care Services-Health care reform should require that all reha-
bilitation service providers and health care facilities be accreditated or certified
by a recognized accreditation/certification body and/or in compliance with rel-
evant state licensing or other regulatory requirements.

The O&P field strongly supports the implementation of measures that would pro-
mote the quality control of healthcare services provided to beneficiaries and urges
Congress to subject all providers of services, including O&P, to certification to aa-
sure a consistent level of quality care. Although O&P practitioners provide
healthcare services for which they are highly trained and subject to certification,
there are no national certification requirements for the provision of O&P services.
We oppose any proposal to prohibit certification by private agencies, and take this
opportunity to draw your attention to a study done by the Institute of Medicine, Al-
lied Health Services-Avoiding Crises, which concludes that certification by private
agencies is far preferable to licensure by state agencies, since it assures most of the
benefits of licensure at a fraction of the cost.

0 Consistency in Coverage/Cost-Effectiveness--Consistency in coverage of deci-
sions for O&P devices, operational efficiency and cost-effectiveness should be
primary goals of health care reform.

Iv. COVERAGE AND REVIEW CRITERIA

The O&P field supports the development of coverage and review criteria and
stands willing to work with Congress to establish a uniform national coverage and
utilization review criteria as they relate to O&P.
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V. ('OMPFTIr, BI TNo

While the concept of competitive bidding may lend itself well to the purchase of
ordinary manufactured products, it is inappropriate for the purchase of customized
devices and high quality health care services O&P services involve the activity of
a highly-trained, certified health care practitioner who provides the patient with the
roper individually custom-fabricated orthosis (brace) or prosthesis (artificial limb).
addition, the orthotist or prosthetiat is responsible for instructing the patient how

to properly use the orthotic or prosthetic device and must often work with the indi-
vidual patient during the course of his or her disability or rehabilitation over an ex-
tended period of time, oftentimes for a lifetime.

The fact that these highly individualized O&P health care services are so inex-
tricably tied to O&P devices that are customized to suit the needs of only one indi-
vidual makes competitive bidding inappropriate for the O&P industry. To impose a
competitive bidding system on the O&P industry would, in effect, reward the O&P
practitioner for reducing the quality of health care services and delivering a mar-
ginal product.

VI. MANDATORY ASSIONMENT

The O&P field is unequivocally opposed to the concept of mandatory assignment.
The imposition of mandatory assignment requirements on O&P practitioners would
effectively threaten the overall quality of care for O&P patients and limit access to
O&P health care services.

Access to quality O&P services would be threatened, particularly in rural areas,
because the absence of balance billing would make operation of a financially mar-
ginal facility problematical. The overall quality of care of all beneficiaries would be
adversely affected because the practitioner would have to treat more patients to re-
coup the costs of running a facility. In addition, the patient would be forced to find
another O&P practitioner in those cases where it would be economically unfeasible
for the current practitioner to provide services.

Vfl. STANDARD HEALTH INSURANCE CARDS/FLECTRONIC BILLING AND VERIFICATION
SYSTEMS

The O&P field supports, in general, the implementation of any measures that
would serve to facilitate billing and claims processing and reduce unnecessary pa-
perwork. The ability to conduct eligibility verification, billing, claims adjudication,
and payment electronically through the use of standard health insurance cards by
all insurers and payers would effectively eliminate the confusion and paperwork as-
sociated with these procedures. The standardization of electronic billing systems, in-
cluding bill formats and standard coding of diagnoses and procedures, would result
in new claims processing proficiencies and would enable the O&P practitioner to
provide quality 'health care by focusing on the patient rather than the billing proc-
ess. The O&P field also supports, in general, the utilization of technology that would
facilitate the ability of providers to verify eligibility and benefits by electronic means
and recognizes the advantages of using electronic funds transfer teclmology as a
means of expediting the payment process.

However, while we support the utilization of existing teclmology to achieve effi-
ciency of operations it is the wifortunate fact that a majority of O&P providers do
not have access to this teclmology at present. With the exception of a small number
of member companies, the majority of O&P facilities can be characterized as "Mom
and Pop" operations. 'ihese operations oftentimes do not have the means or the so-
phisiication to take advantage of some of the existing technology. It is, therefore,
the position of the O&P field that any health care reform pckage should not make
the uke of this technology mandatory in order to protect those small businesses that
are economically fragile.

VIII. CONCLUSION

The O&P field urges Congress to treat and evaluate O&P separately from DME
in considering the various health care reform proposals before it arid takes the posi-
tion that coverage of O&P healthcare services should be included in any basic bene-
fits package. We support efforts to provide all Americans with access to appropriate,
affordable, quality health care services and stand willing to work with the Congress
to help achieve this goal, particularly as it rplates to O&P.
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AMERICAN SUBCONTRACTORS ASSOCIATION, INC.,

Alexandria, VA, May 29, 1992.

Hon. BOB PACKWOOD,
Ranking Minority Member,
Committee on Finance,
U.S. Senate,
Washington, DC.

Dear Senator Packwood: The American Subcontractors Association (ASA) would
like to express its strong commitment to reform of our current health care system.
Although many proposals have been introduced in Congress, little action has been
taken thus far to seriously address the issue of reform.

The American Subcontractors Association is a national trade association with
more than 7,000 member firms representing all major construction trades in 72
chapters nationwide. ASA is the only national organization that speaks exclusively
for the interests of union and non-union construction subcontractors, regardless of
trade specialty.

Earlier this year, the ASA Board of Directors met to discuss possible health care
reform options. ASA would like to inform you about the health care initiatives that
were approved by our members.

ASA members feel that it is imperative that our first goal must be to reduce the
current cost of health care. ASA sugests that the first step toward cost reduction
be legislative reform of the civil justice system with respect to medical malpractice.
Escalating costs of malpractice settlements are being directly shifted to the
consumer, thus making medical care unaffordable for the majority of Americans.

Secondly, ASA strongly advocates the development and implementation of stand-
ardized claims and data forms. Administrative costs would be substantially reduced
and the savings could be passed along to the consumer.

In addition to cost reduction, ASA recommends several initiatives to better enable
the consumer to retain health insurance. An increase in the tax deduction for the
cost of providing health insurance for the self-employed would make health insur-
ance more affordable. Thiis savings would give the se~f-employed an incentive to pro-
vide health insurance, while also easing the financial burden cssociated with main-
taining a health insurance program.

ASA supports legislation to establish a program of voluntary federal certification
of managed-care programs and of utilization review programs. These programs
would place a more effective system of checks and balances on the propriety of medi-
cal services provided to a patient.

Finally, ASA recommends that legislation be enacted to prohibit insurers from de-
nying coverage on the basis of pre-existing conditions. Further, ASA believes legisla-
tion should be enacted to restrict variations in premiums for small employers to fac-
tors such as health status, claims experience, length of time since the policy was
first issued, industry, or occupation. Small employers are finding it increasingly dif-
ficult to absorb the increased costs of health insurance for employees and these ini-
tiatives would be a step in the right direction.

The American Subcontractors Association urges the Committee (Subcommittee) to
seriously address the issue of health care reform during this session of Congress.
In so doing, it is ASA's hope that you will keep in mind the options I have outlined
in this letter. Instead of increasing the burdens on businesses and other consumers,
cost reduction is the most critical element to making health care more affordable
for everyone.

ASA thanks you in advance for your efforts and sincerely appreciates any positive
action you may take in this regard.

Sincerely, WAYNE T. RUTH, Chairman, Government
Relation-s Comnuttee, American
Subcontractors Association.

STATEMENT OF TIlE HF, ALT- INDusTRY MANUFACTURERS ASSOCIATION

The Health Industry Maniufacturers Association (HIMA) appreciates the oppor-
tunity to submit this testimony to discuss HIMA's perspective on a comprehensive
revision of America's health care system. HIMA is a national trade association rep-
resenting nearly 300 companies that manufacture medical devices, diagnostic prod-
ucts, and health care infformation systems. HIMA companies' sales represent more
than 90% of the domestic market.
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HIMA supports a market-based approach to system-wide health care reform that
will expand access to care, reduce costs, and maintain the high quality of health
care Americana have come to expect. We believe that the American health care de-
livery system is the best in the world. Any reforms should build on this existing
solid foundation, and individual choice should be the principal mechanism for deter-
nining medical expenditures, utilization of health care services, and resource alloca-
tion.

More specifically, HIMA believes that:

* Insurers and providers should be encouraged to develop, and employers and
public assistance programs to make available, a wider choice of health care

lans that more adequately fit the needs of consumers.
* 'osts should be moderated thorough market-type incentives that encourage ra-

tional utilization and cost-effective delivery of health care services.
* The public and private sectors should be encouraged to provide access to health

care through various insurance approaches.

HJIJA has not proposed or endorsed any global health care reform proposal. We
claim no special expertise in many of the insurance and tax laws that are involved
in formulating a comprehensive plan. HIMA is using the principles we mentioned
earlier to evaluate all of these proposals, and 'we will continue to monitor them
closely.

However. HIMA companies do have extensive expertise in the development and
use of medical technology. We are committed to using this expertise to fashion strat-
egies that will reduce costs without compromising quality of care. We will tailor
these ideas to fit within the framework of any major health care reform plan that
is considered by Congress.

One issue that has attracted a good deal of attention is the cost of administration
and overhead for hospitals, doctors, and patients. Our industry is especially well
qualified to discuss this question because a number of our companies specialize in
the development and production of health care information systems-both software
and hardware.

HIMA believes that properly designed and managed administrative simniplification
would improve patient care and reduce costs. Before we explain our position on the
most effective way to injplemeiet administrative reforms, we would like to provide
some background about the administrative costs of health care in our system todey.

Observers of all persuasions have noted that the administrative costs of the U.S.
health care system are far in excess of those of virtually any other system. In a 1987
study published in the New England Journal of Medicine, 1U.S. administrative costs
comprised 24.1% of total health care costs; in Canada, administrative costs were
only 11.1%. At the current annual U.S. expenditure level of about $700 billion, the
difference in these two administrative percentages aggregates to over $90 billion an-
nually. It is obvious that any reduction in administrative costs which allows dollars
to be returned to direct patient care will be beneficial.

A number of bills have been introduced in this Congress that emphasize methods
for improved manipulation of payment, fiscal, and administrative data. 1liis focus
underscores a fundamental, yet often under-appreciated fact concerning health care:
health care is ar information industry. Most health care providers spend the major-
ity of their time creating or using information. Only a small percentage of this infor-
mation is then abstracted and used for submission to payers, reviewers, and other
agencies.

Unfortunately, although it is an information industry, health care lags behind vir-
tually every other information industry in its level of expenditures on information
support and in its use of automation to improve efficiency, efficacy and quality.
While most other information system industries spend from 5-10% ot their operat-
ing budgets on information systems, health care institutions typically spend only
one to two percent, leaving the bulk of the repetitive and error-prone clerical work
to be performed manually, often by highly compensated professionals.

The health care information systems suppliers that are members of HIMA provide
services and systems for clinical, administrative, and financial processing to many
of the hospitals and physicians in the United States. Most HIMA HIS members
have been actively involved for some time in the very efforts which are now being
studied by this Committee.

HIMA is also a sponsor of the Health Industry Business Communications Council
(11113CC) a consortium representing health care business partners. 1-111CC was
founded iy HJMA, the American Hospital Association, the Health Industry Distribu-
tors Association, the Pharmaceutical Manufacturers Association, and the National
Wholesale Druggists Association. 3lTe primary charter of the Health Industry Busi-
ness Communications Council is to facilitate standardized communications among
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participants in health care delivery. manufacturers, distributors, providers, and
payvors.

Now, we would like to share our perspectives about the moat efficient way to use
health care data. HIMA believes that a uniform data set should be adopted that
eventually includes all relevant patient data. Although the optimum data set d,'s
not currently exist, that should not prevent the immediate use of a very good data
base that can be steadily improved.

There are a number of data sets that could be used now as a legitimate tarting
point. For example, the Health Care Financing Administration's (HCFA) Uniform
Clinical Data Set {UCDS). This 1600 element set is not perfect, but it is very good.
And it is much more important to start with one carefully constructed data set than
to wait until the ideal has been developed.

In order to provide one more opportunity for input, the selected set should be no-
ticed forpublic comment for a reasonable period before the Secretary of Health and
Human Services (iHS) promulgates it. The final modified set should be the only
data that provriders are required to maintain. All the information requested by
payOrs, reviewers, and other agencies would come from this set.

The designated data set should be updated annually to accommodate new infor-
mation that clinicians, providers, and carriers can justify adding. The goal should
be to eventually have all relevant health care data in the system.

The use of a uniform data set would lead to savings from systems used to deter-
mine the adequacy, appropriateness, and sufficiency of services such as utilization
review, quality assurance, and other concurrent andpost treatment analyses. These
procedures are a major focus for both providers and payers, and are a key to both
the cost and the quality of care. Examination of the administrative overhead in-
vested in assuring these parameters reveals a large number of additional areas
where costs can be reduced or eliminated.

About one-tlird of a physician's time and almost one-half of a nurse's time is
spent doing clerical/admnistrative work, time that could be far more effectively in-
vested in patient care. Some of this clerical work is directly related to the reim-
bursement scenarios described above: attestations; a variety of coding schemes re-
quired to meet a variety of payors' requirements; anid extraction of certain clinical
data elements to meet audit criteria. This list varies from hospital to hospital, but
in all cases collecting the data involves virtually all providers. Much of the rest of
this clerical administrative time is spent in attempting to assure that the right
thing is happening to the right patient at the right time and then documenting
what actually did happen.

State-of-the-art hardware and software already being delivered by health care in-
formation systems vendors can significantly decrease the amount of time profes-
sional providers must spend delivering "paper care" instead of patient care. On-line
integrated patient-centered systems assure that the proper information necessary
for making both clinical and administrative determinations about a patient's status
is collected when available anid delivered when and where it is needed, rather than
being managed in separate time-absorbing and error-prone steps well after the
event.

Point-of-care based automation allows appropriate screening of data to be per-
formed as care is being given, whether it be at the bedside, in the emergency room
examination area, or in a physician's office. Since data is captured in real time, it
can be checked for appropriateness, completeness, and errors as care is delivered,
not days or weeks later as is currently the case.

Of course, detecting such potential problems as they occur not only enhances qual-
ity, but also eliminates the large numbers of administrative staff who now attempt
to detect such problems retrospectively.

Sinilarly, automated sche duling and operations optbiization capnbilities allow
care-givers to transfer the task of attempting to assure proper resource utilization
to the computer, which does a far better job at this kind of rote process. 'Tis kind
of task transfer allows care-givers to get back to the job delivering care, rather than
spending time attempting to figure out the best way of managing too few resources
for too many patients.

With the on-line availability of most or all clinical and administrative data, qual-
ity assurance and utilization review activities can be performed at central sites in
an automated fashion, rather than on a case-by-case basis using expensive chart re-
viewers. As practice parameters, case management, care maps, and other concurrent
control mechanisms are put into place, the ability to monitor such controls both
within the institution and at payor locations using largely automated techniques
will not only enhance the quality of care, but will significantly decrease the often
error-prone and always clerically intensive evaluation process. Even better, the
availability of uniform data will make such reviews more fair and more reliable.
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Because of the pervasive nature of the clarical/administrative burden in the deliv-
ery of patient care, most state-of-the-art, integrated patient-centered systems have
generally been shown to save from one-half hour to one and one-half hours per pro-
vider per shift when properly implemented. Since 60-80% of health care operating
costs are personnel costs, this amount of time saving can provider a significant level
of cost reduction.

Most importantly, these savings are not achieved at the expeime of quality. Rath-
er, the elimination of the highly error-prone paper documentation and con rol ss-
tem actually improves quality by amounts as high as 40%. Finally the automation
of the bulk of the clinical record allow,- facile extraction, with little human interven-
tion, of information necesmry to perform not only care appropriateness and reason-
ableness checking, but also to support the kind of medical effectiveness research
currently being undertaken by the Agency for Health Care Policy Research and oth-
ers.

These state-of-the-art alpprocches to health care automation have an additional
advantage as well. Most 'changes in administrative systems over the years have
been designed primarily to save money for payors. New forms, new data screens,
and the like have generally been imposed by payors on providers in an effort to
make the payor more efficient or to distribute fewer dollars.

Oftentimes these changes cost providers substantially in terms of both time and
money. The technologies described above create a unified and level playing field for
information, allowing significant paperwork reduction and administrative reduction
for both payor and payee. This win-win situation bodes well for the adoption of such
new systems.

Now we would like to comment on reforms that would improve billing and claims.
First, we recommend that uniform formats, on-line data interchange, and consistent
audits and screens for all components of health care delivery be standardized. Many
hospitals in different states use the same basic software provided by HIMA HIS
members. Nevertheless, each hospital must pay (in one way or another) for modi-
fications to allow that software to respond to the peculiarities of a particular state's
non-uniform use of the uniform bill. HIMA believes that mandating a truly uniform
bill format, with uniform data elements and codes, accepted by all insurers and pub-
lic payors would be one of the simplest mechanisms for obtaining immediate health
care system-wide administrative savings.

Once unified forms and codes are adopted, the transition to electronic billing and
fiscal transfer would be a facile aid natural next step. The technology is in place
now to deliver these benefits; all that is lacking is a mandate for the uniformity that
will make it practical. The basic technology for an all-electronic reimbursement sys-
tem has been available for some time aid is supported by most vendors. However,
the multitude of data formats (over 400 by some estimates) has made the necessary
technologic investment overwhelming for most. HIBCC has represented the HIS
manufacturers in the ANSI X.12 deliberations which have lead to the new ANSI 836
standard a small but important step forward in this area.

Several HIMA HIS manufacturers have already incorporated on-line verification
of eligibility and benefits directly into their health care system-wide information
systems. The incorporation of such checking as a seamless part of the hospital's
total information system rather than as a separate stand-alone eligibility checking
step, further serves to eliminate administrative overhead, while automatically pro-
vi ding the necessary verification of a participant's insured status.

HtMA also recommends the standardization of audits and screens for billin, and
clinical data, information which is often reviewed as part of determining eligi ility
and continuation of benefits. This would provide another singularly significant con-
tribution to reducing administrative costs.

One of the reasons why uniform bills are not uniform is that different
intermediaries and carriers have elected to apply different audits and screens to
their bills. These audits typically require clinical and administrative data elements
wldch vary from payor to payor. Compounding this is the fact that independent in-
surers, HMOs, employers, and other payors and auditors impose yet other screens,
tests, and audits on data, many of which may not be readily performed using data
from standard UB82 submissions.

Today, not only must each health care provider independently determine (via con-
sultation, receipt of memoranda, and other mechanisms) what the rules of the day
are, but this information must then be transmitted to the health care information
systems vendor, who must then charge for the appropriate programming and testing
to allow the institution's information system to provide the appropriate information
in the appropriate way, until it changes again.

Multiplied by all 60 states and the large number of payors in each, the manage-
ment of this audit control task becomes daunting for payors, providers, and informa-



407

tion systems purveyors, causing a significant administrative burden for each partici-
pant. Eliminating the complexities of this process via the use of a standard set of
audits and screens would not only be a significant contributor to reducing adminis-
trative work, but would likely also improve the quality of the data extracted.

IHIMA urges this Committee to give careful and expeditious consideration to ad-
ministrative cost savings legislation that follows the principles mentioned above.
Unlike many of the proposals for reform thut are controversial, there is widespread
support for legislation that would advance the positive changes in this area that are
already well under way in the private sector. The technology is available. The politi-
cal will to act is all that is lacking.

Finally, Mr. Chairman, we would like to comment on Medicare-type provider pay-
ment rates, which are included in some health care reform plans that Congress is
considering. HIMA believes that it is premature to mandate the establishment of
payment rates using Medicare methodologies. Imposing such rates on a broad basis
in a short time frame would have a serious impact on the health sector of our econ-
omy. We should have a deeper analytical andpolicy understanding of the impact
this kind of rate would have on non-Medicare services and patients before deciding
whether to implement this particular approach.

Thank you, Mr. Chairman, for the opportunity to present our views on health care
reform.

STATEMENT OF TE MAYO FoUNDArlON

tEALTI POLICY PRINCIPLES

The Mayo Foundation recognizes that national health policy is an issue of major
importance, and that a number of significant proposals have been made to reform
the national health care system. While Mayo is not attempting to develop a specific
proposal, we believe that certain principles should guide policy makers in developing
national health policy.

(1) Guaranteed basic level of health insurance coverage-some basic level
of health insurance coverage should be available to all, regardless of ability to pay,
in order to ensure the societAl good.

The defuition of the basic lhvel of coverage should he made at the Federal level,
as well as the decision on heiv to guarantee individual coverage (employers, individ-
uals, government).

(2) Individual freedom 'o purchase additional services-in order to promote
freedom of choice those v,'o wish to purchase additional services should lie free to
do so, and should be free to purchase services outside of their coverage plait and
without regard to plan reimbursement limits.

(3) Freedom of choice-the patient should be free to choose his or her own
health care providers, or to voluntarily choose n insurance plan which limits pro-
vider choice. It is appropriate for insurers to use financial incentives to encourage
the use of high quality, cost effective providers, as long as patients retain the right
to choose other providers if they are willing to personally accept responsibility for
additional costs iecurred Consumer choice is necessary to ensure quality care, com-
petition, and innovation.

(4) Private providers-a system of multiple private providers of care should he
maintained in order to gmrantee freedom of choice and innovation.

(6) Multiple payers-a system of multiple payers should he maintained to en-
sure patient freedom of choice, competition, and innovation.

(6) Reimbursement-reimbursement should be adequate to ensure excellence
and innovation, but should also provide incentives for efficiency and quality.

(7) Patient responsiblity-in order to promote a more productive society, the
system must encourage patients to take responsibility for their own health, through
liealthy lifestyles and cooperation in preventing illness and injury. Individuals
should also he involved in decisions on their treatment, including decisions on when
the use of life sustaining technology to prolong their own life is desired.

(8) Education and research-the system must ensure that adequate and identi-
fied finding for education and research is provided. The education system must en-
sure all adequate supply (.f medical persominel while maintaining high education
standards. Medicine s iould increase research into the effectiveness of diagnostic
and treatment modalities, and disseminate the result. of such research to practicing
physicians. Education and research are necessary to provide for continuously im-
proving future health care.

(9) Cost control-high quality care must he provided in a cost efficient manner.
A cost control program should include:
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(A) patient financial responsibility through copayments and deductible, as a
method of controlling utilization and making better choices as to when to use
the health care system,

(B) limiting the tax-exempt status of health insurance to the basic benefit pack.
age as an incentive to include deductibles and coinsurance,

(C) research to develop practice guidelines with the goal of eliminating unnec-
essary services as well as encouraging necessary services,

(D) support for the testing of new technologies in order to ensure that they im-
prove outcomes in a cost effective mamer,

(E) malpractice reforms to reduce defensive medicine and wasted resources,
(F) elimination. of State health insurance mandates that go beyond the basic

level established pursuant to paragraph (1),
(G) uniform claim forms for all third party payers in order to reduce adminis-

trative overhead costs.

(10) Quality assurance and ethical standards--patients should receive high
quality care. In order to ensure the integrity of the health care system, physicians
and other health care providers should practice in accordance with high quality and
ethical standards enforced through a system of responsible peer review.

(11) Voluntoerism and philanthropy-in order to address unmet health care
needs, the system should encourage volunteerism md philanthropy.

STATEMENT OF TIIE NATIONAL ASSOCIATION OF HOSIERY MANUFACTURERS

The National Association of Hosiery Manufacturers (NAHM) is the trade associa-
tion representing the interests of those companies in the United States which
produce all types of men's, women's, and children's hosiery. NAHM members manu-
facture and Sell 86% of the hosiery marketed in the U.S.

Business employers, both large and small, are becoming discouraged from provid-
ing medical coverage for their employees. Large employers see a system with no-
cost containment out of control, and small employers are subject to "tightened un-
derwriting" the process used by insurance companies to calculate the risks of cover-
in# a particular individual or group. Although small companies employ 58% of all
pnvate-sector workers they lack market power which prevents them from negotiat-
ing cut-rate deals with insurers. An estimated 34.6 million Americans (14%) were
without any form of health insurance coverage in 1990. More than 85% of these un-
insured (over 29 million) are workers or their dependents. Every year the number
of people who are "going bare," insurance company language for the uninsured,
grows by one million.

The growing ranks of insured adversely impact the health care system. For ex-
ample, hospitals recorded approximately $1.3 billion in free care and bad debt in
1989. Much of that uncompensated care was financed by increased charges, known
as 'cost shift.," to patients with insurance. Demand for uncompensated care is al-
ready forcing hospital trauma-care units in emergency rooms to close, which threat-
ens quality care or all.

Congress is now giving widespread attention to the health careproblem as evi-
denced by over 35 legislative alternatives and numerous others in draft form pend-
ing between the two chambers. Central to the debate is the issue of how to expand
access for the uninsured and underinsured without fueling inflation in health care
costs at a time when significant new federal or state spending is questionable.

The NAHM l,egislat.ive/Regulatory Committee (ILRC) and Hmuman Resources Com-
mittee (HRC) have just completed an extensive analysis of the health care reform
issue. The Committees reconunend a health-care program with built-in cost contain-
ment strategies structured to assure competitively priced services and products.
They further support the concept of universal health care access on at least a basic
level. Accordingly, users would be guaranteed a specified level of coverage, required
to pay into the system in some mamer, and educated in the efficient utilization of
health care programs.

Cost containment strategies would promote preventative care and limit waste,
over supply of te hnology, and excessive over treatment of patients. Medical mal-
practice reform would be an inherent component of an improved health care system.
The present method of cost shifting should be restructured in a manner which pro-
vides equitable burden sharing for those providers funding the health care system.

The NAHM appreciates the opportunity to submit comments on health care re-
form. If you require any further assistance, please feel free to contact me.

Thank you for your time and consideration.
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STATEMENT OF iE NATIONAL ASSOCIATION OF PUBLIC HOSPITALS

I am Larry S. Gage President of the National Association of Public Hospitals
(NAPHI NAPs members include over 100 of America's metropolitan area safety
net hospitals. These 100 institutions (taken together) comprise America's most i-
portant health and hospital system. With combined revenues of over $10 billion,
these hospitals provide over 50% of their services to Medicaid and low income 'lin-
sured and underinsured patients. This handful of institutions already serve as "na-
tional health insurance" by default in most of our nation's urban areas.

I am pleased to have this opportunity to submit testimony on the condition of
safety net hospitals in America today and, in particular, on NAPH's concerns with
national health reform proposals. Our failure to provide universal health coverage
and access to care has for years been the single most glaring deficiency of our na-
tion's health system--one we share only with South Africa mnoztg Western stations.
In the past two decades alone there have been nearly a dozen major national health
insurance initiatives, offered iy the most important political leaders of our era, as
well as scores of more modest proposals. Unforttuiately, each of these proposals has
generated influential opposition as well, virtually paralyzing all efforts to achieve
needed reform. As a result we have advanced very little in this arena since the en-
actment of Medicare and Medicaid.

My testimony addresses four major points:
First, I would like to bring the Committee up to date on the need for health re-

form and the changing nature of the patient population that is relying on America s
safety net hospitals today.

Second, I have briefly set forth NAPHs principles for achieving national health
system reform, against which we believe all of the specific bills before the Commit-
tee shouldd be considered.

Third, I have provided comments on major legislative proposals now pending be-
fore this Committee, including, the President's proposed health care reforms.

Finally I will discuss the importance of continuing to address the more immediate
needs of our safety net hospitals between now and the implementation of any com-
prehensive, nationwide reforms.

TIlE NEED FOR HEALTH SYSTEM REFORM

The level of current attention to comprehensive health care reform is welcome and
necessary. The following illustrates the urgency of this situation:

" 34-,37 million Americans are completely without health insurance; another 60
million are insured only part of the year or have health insurance that will
prove inadequate in the event of a serious illness.

" The Medicaid Program now covers less than half of the Americans who are liv-
ing below the federal poverty level. Eliibility levels in many states are a dis-
grace; for example, a family of three living in Alabama would have to earn less
than $1416 per year to be poor enough to qualify for Medicaid.

" Physician participation in the Medicaid Program is decreasing rapidly, leaving
beneficiaries to seek care in already overcrowded public hospitals or, worse, to
forgo needed care entirely.

" Safety net hospitals are bursting at the seams. 55 NAPH member hospitals
across the nation average over 80% occupancy with many hospitals approaching
100% occupancy.

" The cost of care for over one third of all patients discharged is not sponsored-
even b7 Medicaid-in NAPH member hospitals; over 40% of all outpatient visits
are uninsured.

" The services provided by safety net hospitals are in danger of deterioration as
obstetric units, emergency psychiatric units, trauma centers, drug abuse treat-
ment programs, burn centers, neonatal intensive care units overflow at a time
when state and local budget crises often require reductions in funding.

" Emergency and clinic patients are waiting longer to see doctors or be admitted.
58% of NAPH hospitals report periodic waits by emergency department patients
of 12 hours or more for admission, and half of all hospitals report that some
patients are forced to wait more than 24 hours.

Our failure to provide for universal health coverage is forcing or nation's handful
of safety net hospitals to treat an ever-broader population of Americans who have
no access to other providers because they have lost their jobs their insurance, or
both. Rarely are these individuals able to become eligible for Medicaid-yet rarely
can they afford the cost of a serious illness either. Consider the following brief sto-
ries, which are representative of thousands of uninsured individuals who receive
care from NAPH member hospitals around the country.
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A 48-year old woman suffered front severe varicose veins on her leg. She lost her
lIMO coverage wheni the factory where she worked closed. Her legs deteriorated and
an ulcer developed. She was bed-ridden for six montl before seeking treatment at
Cook County Hospital. The doctor who examined her wishes that Congress could see
what her legs looked and smelled like whon she came to the hospital. 11is woman
was treated in the clinic, her ulcers improved and she is now back on her feet.

A 66-year old woman's medical insurance was cancelled when her husband lost
his job. The woman had diabetes but her doctor declined to see her when she lost
her insurance. After examining her in his office, he sent her to Cook County Hos-
pital with a note reading "please admit patient to hospital." Her blood sugar of 648
was five times the normal level and could have lead to coma and death. The doctors
at Cook County treated her diabetes and she now visits the Fantus Health Center
to control her blood sugar.

A 34 year old woman lost her health insurance when she was laid off from her
secretarial job. At the time, she was xudergoing treatment for ovnrian cancer but
when her insurance ran out, she stopped going to the hospital for treatment. Her
neighbor became concerned and called Nassau County Medical Center (NCMC)
which said that she could receive treatment even without insurance and imme-
diately set up appointments to treat the woman. She is currently receiving treat-
ment and doing well.

A man who owned his own construction business had a heart condition that had
to be monitored. When his company went out of business he stopped going to the
hospital for tests. He called NCMC and was told that he could receive the tests re-
gardless of his ability to pay. This gentleman is still going to the hospital for regular
monitoring.

A 39 year old woman no longer qualified for health insurance coverage when she
was cut back to part time at her grade school secretarial job and could not pay the
premiums. She fell ill with severe stomach pains, but could not afford to go to a
doctor. When the pains became so extreme that she could not lift her infant son she
called D.C. General Hospital and they said they would treat her. She was admitted
and diagnosed with multiple (very serious) hernias which required surgery. She was
in the hospital for more than a week but is now comfortably back at home and goes
to D.C. General for regular check-ups.

A middle-aged man recently lost his job as a real estate developer. When he lost
his job, he lost his health insurance. While unemployed and uninsured, he fell in
the bathtub and hit his head. He went to Parkland Memorial Hospital in alass for
treatment and required brain surgery. He was in the hospital for about a week and
recovered quickly. When he left, he still had some cognitive problems but he contin-
ues to visit Parkland for therapy and check-ups.

A middle-aged woman workedin real estate and depended heavily on her commnis-
sions for income. She could not afford health insurance. Recently, she became ill and
went to Parkland. She was diagnosed with a spinal cord tumor, but decided not to
have surgery because the tumor was not malignant. However, she required a lot of
tests and was in the hospital for a long time which really ran up her bill. She still
comes to the neurosurgery clinic for check-ups, but is able to do her own urinary
catheterization at home.

A 47 year old man who is self-employed remodeling house trailers cannot afford
health insurance, even though his wife works, too. Recently, the man suffered a
stroke and came to Parkland to be treated. He is now confined to bed, requires
round-the-clock care and has a feeding tube. His family was unable to qualify for
AFDC to help with expenses, but Parkliand was able to arrange for home services
anyway.

A middle-aged man came into San Francisco General Hospital with back pain he
had sustained while working as a carpet cleaner. He had been laid-off from his job
just three weeks prior to coming to the hospital. His wife worked, but even with
two incomes they could not afford health insurance. At the hospital, the doctors
found that he had multiple slipped discs and had torn some ligaments. lie was
treated and sent home. He continues to use San Francisco General for his primary
care.

In short, while you are debating how to provide access to care, the nation's safety
net hospitals are providing that care now, and they are providing it to more and
sicker patients than at any othe- time in our nation's history. It is imperative that
policy-makers respond to these needs and enact both incremental and comprehen-
sive health system reforms.



411

NA1II PRINCIPLES FOR TJEATTIF SYSTEM REFORM

NAPH has not developed a single, comprehensive proposal of its own, but rather
has chosen to outline the characteristics we would like to see in any national health
plan that is adopted by the Congress. The following principals, at a minimum, have

een endorsed by NAP H member hospitals at essential to any national health plan-

* While incremental improvements are acceptable, the goal of any national health
p lan must be universal access or coverage for all.

" However, it must be recognized that there will always be individuals who fall
through the cracks, even under a universal healthplan; NAPII believes that it
is both necessary and acceptable to provide access or such persons through the
preservation of a strong and well -fin-uiced institutional safety net.

" A national health plan must require consistent, national eligibility, service and
provider payment standards for the Medicaid program (and any additional re-
sidual plan that is adopted to cover the currently uninsured); and serious con-
sideration should be given to the federalization of Medicaid (together with its
expansion to serve all of America's medically indigent) or its elimination and
merger with Medicare.

" A core national dnituiun benefit package must be developed that is not so rich
as to he unaffordable, yet covers essential preventive, primary care and hospital
services, and guards against the burden of catastrophic illness.

" The present system of private insurance can contuue under a national health
p lan but insurance reform is an essential part of any national health package;
the federal government should preempt state regulation to the extent necessary
to set national standards for health insurance plans, which include mandating
nnimum benefit lpackages oni all employers above a reasonable size, reinstate-
meat of community rating, and curbing current trends toward exclusion of pre-
existing conditions (or setting post-ilhess limits on specific diseases such as
AIDS).

" Any national plan must include a heavy emphasis on preventive and primary
care and must provide adequate support for initiatives to encourage changes in
lifestyles.

* Fin ally, states must be permitted wider latitude to experiment with new plans,
including the ability to waive ERISA constraints on the regulation of self-in-
sured businesses.

CURRENT MODELS AND PROPOSALS FOR HEALTH SYSTEM REFORM

Before commenting specifically on the range and type if health reform proposals
currently under consideration by the Committee, it may be useful to point out that
NAPH's principles can be met in several ways and by several different kinds of pro-
posals, as well as by an approach that combines elements of various bills.

q. Single Payer Proposals
The single payer plans successfidly respond to the issues raised by NAPH's prin-

ciples. They start with NAPH's premise that access should be universal and fnuild
upon it. They do not simply reform the Medicaid program, but rather, eliminate it
entirely. They allow states the option of administering the program. They also call
for preventive and primary care services. While these proposals respond to many of
NAPH's concerns, unfortunately, they may not be politically feasible because, critics
contend, the nation carnot afford a single payer system.

Senators Daschle and Wofford have proposed a comprehensive approach (S. 2513)
that would provide universal access by creating a state-based, single payer system
similar to Canada's health insurance program. A federal health care board would
set premiums as taxes, establish global budgets and design standard benefit pack-
ages.

Senator Bob Kerrey also advocates a single payer system (S. 1446) which would
create a universal system replacing Medicaid, Medicare and CHAMPUS. Federal
minimum benefits and standards would be established and states could provide ad-
ditional benefits. The program would be funded through a 6 percent payroll tax, ex-
cise taxes, and an increase in several existing taxes.

2. "Play or Pay' Proposals
At present there appears to be growing interest on Capital Hill in "play or pay"

proposals. Tiese have the advantage of leaving largely undisturbed the current
hea th delivery system. At the same time, many of these proposals incorporate the
majority of NAPH' principles. They generally call for universal access, though often
on a phased-in basis. They also stress reform of the Medicaid program, reform of
private insurance and emphasize preventive and primary care services.

58-769 - 92 - 14
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The most comprehensive such play or pay proposal is HealthAmerica (S. 1227),
sponsored by Senators Mitchell, Kennedy, Riegle and Rockefeller. The "play" compo-
nent of the plan consists of a public insurance program, AmeriCare, which will re-
place the Medicaid program. The public plan will be financed by state and federal
contributions and administered by the states which will be bound by national stand-
ards for eligibility, reimbursement, and coverage. HealthAmerica seeks to reduce
the ite of health care cost inflation by encouraging states to establish purchasing
consortia for their insurance plans and to set up cost-effective managed care sys-
tems. The bill also contains incentives for states to provide beneficiaries with alter-
natives such as managed care systems.

The legislation would also create a federal Health Expendittre Board which will
be an independent agency responsible for creating national health care expenditure
goals. The board will manage negotiations between providers and purchasers to set
rates for services that fit within established expenditure goals.

The Pepper Commission advocated a play or pay approach to health system re-
form, andits recommendations are embodied in companion bills sponsored by Sen-
ator Rockefeller (S. 1177) and Representative Waxman (II.R. 2635). These bills
would also guarantee universal access to basic health care insurance coverage
through employer plans or a public insurance plan.

3. Incremental Approaches
Incremental reform proposals would sacrifice the principle of universal access in

the interest of preserving and improving current market mechanisms. In general,
incremental approaches will only increase access to the extent the market responds
to incentives created by legislation. But, it is doubtful that market incentives will
result in universal access.

Chairman Bentsen's proposal (S. 1872) would encourage small employers to offer
their employees health insurance coverage by (i) increasing tax deductions for self-
employed individuals, ii) establishing rinimum federal standards for benefit pack-
ages offered by small employers, and (lii) prohibiting exclusion of pre-existing condi-
tions.

Senator Dturenberger's proposal (S. 700) would tax insurance companies that fail
to provide certain minimum benefit packages to small business.

4. Competitive Plan.
Senator Chafee's competitive plan (S. 1936) closely parallels the President's pro-

posal, which I will comment on below, but differs in several ways. It would rely on
tax incentives to increase enrollment in private insurance plans by using tax credits
for small business, preventive care and managed care. Senator Chafee s bill would
also create a new public program for indigenfe below 200% of the federal poverty
level who are ineligible for Medicaid.

With respect to NAPH's other criteria, a majority of the bills before you ade-
quately meet most of our proposed standards. in addition to expanding access to
health care, many of these proposals seek to reform the lort system, expand or re-
form Medicaid and create demonstration projects. However, none of te current pro-
posals satisfy all of our criteria.

THE PRESIDEN'eS PROPOSED NATIONAL ItEALTH PLAN

7. Refundable Tax Credit
The centerpiece of the President's health plan-a refundablp tax credit for the

non-Medicaid poor, coupled to a tax deduction for middle income families--is fatally
flawed in a variety of ways. In addition to being very expensive, with no discernable
financing method, the voucher plan ignores several important realities about the
population at which it is aimed.

While intended to be available "even to Americans who do not file tax returns,"
in fact it appears that the vouchers will initially be available ONLY to people who
do not presently file tax returns--a serious problem in reaching the intended popu-
lation. Eigibility is set under the plan, not on the basis of the federal poverty stand-
ard, but rather on the basis of having an income below the "tax threshold"-the
level below which filing is considered unnecessary. Reaching out through the mecha-
nism of the tax system to its nonparticipants will almost certainly guarantee a low
participation rate.

lhe plan discusset the possibility of individuals receivinE vouchers even without
(or prior to) filing tax rettirns. What will be (lie eligibility gt.idelines? Will unearned
as well as earned income be counted? Will there be asset tests in addition to income
tests? Who is to determine eligibility under this new plan? 'I'be announcement refers
vaguely to delegating this responsibility to states (current Medicaid eligibility bu-
reaucracies?) or to federal Social Security agencies. Yet most state Medicaid eligi-
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ability bureaucracies are already overworked and underfunded. In fact, because of
bureaucratic rigidity aid often:absurd verification requirements, such agencies fail
in many states to enroll even half of all the potentinlly eligible Medicaid recipients.

The plan suggests that states should set benefit standards that are "equal in
value" to the vouchers. Why does the President believe states will do any better de-
signing a benefit package tor his new vouchers than they have in regulating other
insurance products? All of the flaws that even the President admits exist under our
current system-high administrative costs, adverse selection, etc.-would be un-
avoidably a part of these new private plans from the outset. in addition, this re-
quirement directly conflicts with the President's aim of permitting small businesses
to join together to offer group plans by preempting state benefit standards.

The President's prcrposal to make coverage voluntary is one of the most serious
flaws in his plan. To assume that low income individuals who will be eligible for
these vouchers will have the desire and the ability to be "educated consumers" of
health care and thus, "shop around" for coverage, is simply preposterous. In fact
many low income patients do not even apply for coverage until they need care, and
are usually not certified until long after they have received care. How quickly can
eligibility be determined for a sick individual who has not previously enrolled in any
plan? Will this be possible under the President's voucher plan? Will all insurers he
required to accept patients receiving care at the time the apply? Will the hospital
itself have to enroll a sick individual in a suitable plan. If the patient proves to
be eligible, will coverage apply retroactive to previously rendered hospital services,
as it does under Medicaid?

Finally, how soon after employment or loss of insurance will an individual be
eligible for a voucher? What is the basis for this determination? Will past income
be used as a test? How far back will they look? Six weeks? Six months? Will that
result in a coverage gap? Will an applicant be able to rely on projected future in-
come (or lack thereof)? How will that be determined?

2. Proposed Medicaid Reforms
The President's Medicaid proposals to limit Medicaid payments to acute care hos-

pitals are also a matter of serious concern. If, as the plan proposes, only acute care
costs are capped (i.e., limited to CPI inflation plus an as-yet undetermined 2-470
add-on), and tids is done only for the non-elderly poor (i.e., Medicare-Medicaid cross-
over patients would not be incl'ided in thin equation), this virtually eliminates Med-
icaid as a potential funding source for the President's plan. The plan would also ex-
clude "disproportionate share" payments from any CPI-related cap but strongly sug-
gests that states should be able to reduce such payments as the voucher plan is im-
plemented. Capping the growth of such a listed universe of Medicaid payments
would generate serious problems for hospitals serving the poor.

3. Delegation of Federal Responsibilities to States
One of the most peculiar aspects of the President's plan is the strong suggestion

tlwt states should take over his voucher plan and merge It with Medicaid,
using current DSH payments as one fading source for such an expanded plan.
What is especially annoying about this aspect of the proposal is that the President
went out of his way in his Cleveland speech to blast Democratic proposals, including
a Canadian-style single-payer system, as "turning our health system over to govern-
ment." Yet hia own plan is in effect a blueprint for doing precisely that-
and in a Canadian-style manner, to boot. Apparently, the President either was not
informed or failed in his speech to point out that the Canadiau system is in fact
run through the Provinces, and that Provincial plans differ from one another. The
fact is, the President's plan not only permits, but actively encourages states to do
their own thing-with a substantial infusion of Federal money to augment their cur-
rent Medicaid spending. So, instead of one national governmental program-we'll
have 501 This would only perpetuate aid magnify all of the state-by-state inequities
of our current Medicaid program.

4. Other Concerns
In addition to those major flaws in the President's plan, there are a number of

other elements of the plan that are of concern.
The Medicare proposals, while ambiguous to a certain extent, are potentially trou-

blesome, since they focus almost exclusively on limiting the rate of increase in pro-
vider payments. In particular, reductions in medical education and DSH payments
are clearly envisioned, as "the subsidies are made duplicative by the new tax credit
and deduction." (It should be noted, however, that this is the first time a Republican
Administration has even tacitly acknowledged that the Medicare disproportionate
share adjustment is a valid expenditure for cross-subsidizing care for the non-Medi-
care poor.) In addition, the proposed consumer-oriented '"bue books" op, "average
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cost and quality of services" could perpetuate the mistakes of Medicare mortality
data.

5. Positive Aspects of President's Plan
For all of its flaws, we believe there are a number of things to be admired and

supported.in the President's plan. While these elements by themselves do not add
up to system-wide reform, they clearly deserve to be considered by the Congress as
a part of any more comprehensive plen.

* The President's proposals for insurance system reform are impressive and high-
ly supportable, including the elimination of preexisting condition requirements,
portability, mid enabling new kinds of group plams to be created for small em-
ployers (apparently waiving antitrust laws as well as preempting state insur-
ance regulations in the process).

" Malpractice reform is another area where Federal leadership is long overdue,
and where the President's proposals appear to have teeth.

" Perhaps most gratifying from NAPIs perspective is the President's support. for
substantially increased funding of Community Health Centers, Migrant Health
Centers and the National Health Service Corps.

" Secretary Sullivan is also to be praised for the inclusion of preventive health
measures in the President's plan. However, we are concerned about the budget
for these measures because, try as we might, we cannot identify mywhere near
the $26.4 billion in projected FY 1993 spending that is included in the Presi-
dent's plan for preventive health programs.

* Some of the President's proposals for administrative streamlining are long over-
due, especially his proposals for electronic claims processing and reater stantd-
ardization of medical claims. We are concerned, however, that while the Presi-
dent attributed considerable systemic savings to these proposals, he developed
no mechanism for chmneling those savings into needed expansions of coverage
and service for the currently uninsured.

6. Lack Of Funding
Ultimately, the truly fatal flaw in the President's voucher program is that he pro-

poses no method of paying for it. Even where savings are assumed from other re-
forms no effort is made to translate those savings into real program expansions.
And the few money-raising provisions that were apparently in the President's origi-
nal proposal-means testing Medicare premiums for high income retirees and plac-
ing a cap on the deductibility of insurance premiums for the wealthy-did not sur-
vive the final cut. Yet these financing ec hanisms and others, as unpalatable as
they may be to some constituencies, must be considered as fundamental to any plan
for reform, alongside an enforceable mechanism for ensuring that all employed
workers have adequate coverage.

TIrE NEED FOR CONTINUING SUPPORT FOR SAF RTY NEr IIOSPITALS

The President has suggested that Medicare and Medicaid disproportionate share
payments could be substantially reduced under eis plan. This implies that, if his
plan were enacted, there would also no longer be a need for the institutional health
safety net that rehes on these payments. We can ody note that the same thing was
said alut the enactment of Medicare and Medicaid. Given the likelihood that fu-
ture reforms will continue to be incremental and piecemeal NAPH believes strongly
that a substantial need for our public health safety net will continue in our nation's
metropolitan areas.

The recent riots in Los Angeles clearly underscored how our current health safety
net fills gaps in our health care system. Reports now emerging tell of extraordinary
heroism and dedication by [1,.A. County medical md administrative staff, especially
at the Martin Luther King/l)rew Medical Center, in the middle of the war zone.
Without Cowity facilities and services the death toll would have been far higher
and many of the injured would have een worse off. The care that was delivered
had nothing to do with the insurance status of the riot victims but rather with the
geographic location of safety net institutions with the capacity to provide the needed
care. The health care marketplace had nothing whatsoever to do with the availabil-
ity of these essential health services.

At the same time, however, it was clear that the County system in Los Angeles
was stretched to the very limit. The EMS system broke down entirely, for obvious
reasons, and while King/Drew Medical Center experienced an amazingly low 34%
absentee rate among employees, it is not an over-staffed institution to begin with,
and may staff members had to labor around-the-clock to keep the facility open.
Without constant attention and support for the needs of city and county health sys-
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teams this level of care will simply be unavailable in the future. Even if national
health insurance were adopted this year, these institutions will need continued sup-
port well into the future because:

* Any new system is likely to be phased in over a long period of time.
• Even with coverage, many of our current uninsured will be little better than

Medicaid patients, who today find their access restricted in many states to those"open door" hospitals and clinics who will serve them.
it is also important to recognize that many of the current uninsured also suffer
from a variety of health and social problems very different from those of middle
America-AlDS, drug abuse, tuberculosis, and teenage pregnancies are often
augmented by homelessness, joblessness and lack of education; while no health
care provider can fully cope with all of these problems, our urban safety net
hospitals are the only ones even trying to do so today.

* In addition, we must recognize that even for insured individuals today, with the
dramatic cost containment efforts already being imposed by both public and pri-
vate payers, many expensive and unprofitable services (such as trauma, burn
care, and neonatal intensive care) are also far more likely to be available in
safety net hospitals.

* Finally, many safety net hospitals are simply located in the geographic areas
where most of our uninsured Americans reside---areas which, even if national
health coverage were fully implemented, most other health care providers will
continue to be unwilling or unable to serve.

For these reasons, we must be extremely careful about dislodging any current
funding mechanisms for safety net hospitals until we are certain that we have a
workable system that is already fully implemented and able to take their place. The
final section of my testimony focuses on a number of short term needs that must
be met over the next several years to support the nation's safety net hospitals.

CAPITAL FINANCING FOR SAFETY NET HOSPITALS

Safety net hospitals face a substantial need for adequate capital to rebuild and
equip our nations health infrastructure. A new NAPH study estimates that there
are at least $15 billion in unmet capital needs among these essential urban provid-
ers. Yet these hospitals also face significant barriers in obtaining access to capital,
as well as in their ability to repay incurred debts entirely from patient care reve-
nues. In order to meet these needs, a new Federal capital fitcing initiative is
clearly needed.
NAPH has drafted a major new capital financing bill that has recently been intro-

duced in the House by Representative Pete Star! (H.R. 4521). This bill would fi-
nance up to $15 billion in capital improvements for disproportionate share hospitals,
as well as provide loan guarantees, interest rate subsidies and grants to meet both
general and specific safety net capital needs. Eligibility for such a new program
would involve a high standard of need in urban and rural areas, and hospitals ac-
cepting assistance would have to be willing to meet long-term indigent care and
community service requirements, and perhaps other reporting and utilization re-
quirements. We look forward to working with this Committee to develop appropriate
legislation in this area.

MEDICAID REFORM

We would like to take this opportunity to point out that continued reform of the
Medicaid program is essential, whether or not a consensus is reached on the broader
issue of health system reform. Recent improvements in the Medicaid program have
expanded eligibility for pregnant women and children, permitted states to continue
using a variety of mechanisms for providing extra parents to disproportionate
share hospitals, and permitted public and pnvate hospitals to participate in the fi-
nancing of Medicaid expansions through voluntary donations and the transfer of
funds by local governments to states. In addition, states like Florida, New York and
New Jersey have used provider taxes or aJl-payer systems to redistribute revenues
and enhance Medicaid payments. It is imperative that states be permitted to con-
tinue to make use of these alternative sources of revenues, at a time when many
are suffering severe budget crises.

However, even with the availability of the augmented payment sources described
above, only about half of all states pay significant differentials to "disproportionate"
safety net hospitals. In fact, as a result of the Medicaid legislation enacted last )e-
cember, it may prove more difficult in the future for states that have not already
improved Medicaid disproportionate share hospital payments to do so. A number of
states continue to subject hospitals to inadequate base payment rates as well, as
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is evidenced by the proliferation or lawsuits brought by hospitals against state Med-
icaid agencies around the country, Both reasonab e and adequate Medicaid
payment rates, and meaningful disproportionate share hospital payments,
must be enforced upon all states.

DISPROPORTIONATE SHARE AN) MEDICAL ED)UCATION ADJUSTMENTS

"Disproportionate share hospitals" continue- to experience significant operating
deficits of over $9 million or 6% of the average operating budget for these hospitals.
While Medicare patients are a relatively small proportion of the patient load in safe-
ty net hospitals (only 10% compared to 34% on average for the hospital industry),
Medicare DSH adjustments play an important role in easing the strain of deficits
on these hospitals. Medicare is usually the single most important non-indigent
payer in many safety net hospitals, and as such, constitutes an essential part of
their patient care revenues. Growth in this program from just $200 million in its
first year to well over $1.4 billion in 1991, together with Congressional restraint in
making any further reductions in the indirect teaching adjustment, has resultpd for
the first time in real dollar gains in Medicare reimbursement for safety net hos-
pitals, although these gains have not succeeded in erasing their deficits.

DIRECT OPERATING SUPPORT FOR SAFETY NET HOSI'rrALa

While Medicare clearly has a role to play in sharing the financial burden of safety
net hospitals, it is also true that additional measures are needed. In particular, as
the debate over universal health coverage drags on it is imperative that the Con-
gress enact some form of nationwide institution a support for safety net hos-
pitals.

Ideally, this should take the form of a national uncompensated care trust fund,
with dedicated sources of revenue. Legislation developed by Representative Rosten-
kowski and introduced in the House 1ast year (11.11. 764) could serve as a model.
That legislation would create a trust fund with the proceeds of a small tax on health
insurance premiums. Such a tax could generate potentially $600 million to $1 billion
for distribution to high volume providers of uncompensated care. Other potential
funding sources that have been mentioned include taxes on alcohol, tobacco and fire-
arms, as well as a national excise tax on hospital utilization.

CONCLUSION

I thank the Committee for this opportunity to submit testimony on behalf of our
nation's safety net hospitals and to share our views on national health reform pro-
posals. We hope to have further opportunities to share our views and to work with
the Comnmittee to arrive at a rational and pragmatic approach to achievable health
care reform.

STATEMENT OF Tin NATIONAl. EMPLOYEE BENEFITS INSTITUTE

The National Employee Benefits Institute ("NEBI") is an organization composed
of Fortune 1000 companies. NERF members wish to assist in the development of a
comprehensive health care reform program for the U.S. NEBI would like to thank
Senator Bentsen and the members of the Committee on Finance for permitting orga-
nizations such as NEBI to submit comments regarding comprehensive health care
reform.

SCOPE OF REFORM

General. NEBI recognizes that the health care system in the United States is in
crisis. No one group is singularly responsible for this crisis, nor ceu one group re-
solve it. All interested parties--health care provt rq, consumers, payers, insurers
and others-need to be uivolved in developing a comprehensive reform strategy. Due
to the interdependent nature of the issues,NEBrs comments must be viewed as a
complete package aiid not as separate recommendations.

Need for OLerah Reform. Fundamental and systematic reform of our health care
system is needed in order to control the problems of cost, access and quality in the
United States. Such reform should preserve, as much as possible, that which is good
about our current health care system. While, it may be necessary to implement this
reform through a gradual step-by-step process, incremental reform should only be
done as part of an overall systematic national health care reform strategy. NEBI
believes that separate state-by-state reform or incremental reforms will merely push
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more money into the system without satisfactorily addressing access, cost and qual-
ity.

hEALTt CARE COST8

Controlling Costs. The total cost of health care in the U.S. is too high, both in
terms of what value our citizens receive for the dollars spent,'and as compared to
what our international competitors spend to provide health care to their citizens.
Reform proposals should be structured to assure reasonable control of these costs.
Equally important, they should establish mechanisms that, in the aggregate, will
bring the rate of inflation in these costs down to levels more consistent with the
growth of other sectors of the U.S. economy.

Fair Distribution of Costs. Larger employers and their employees have carried an
unfair triple burden by (1) paying for their own health care (2) paying taxes tW sup-
port health care for others, and (3) paying cost shifts from those employers that pro-
vide no health benefits and those government health programs which provide low
provider payments.

NEBI members and their employees are willing to pay their fair share, but expect
reform proposals to redistribute the costs more equitably so all employers, individ-uals with the ability to pay, and government programs pick up their air share. [n

a competitive model system, government programs should not have the power to leg-
islate fees, but should be required to negotiate provider network fees in the market-
place as private payers do.

Consumer Responsibility. The principal goal of our private insurance systems and
public health care delivery systems is to make medical evaluation and treatment
services reasonably available to those who suffer specific illness or injury. Consumer
responsibility for the frequency and cost of the medical services they choose should
be promoted through significant cost-sharing of premiums aid service fees.

Improving the health status of our population is primarily an individual respon-
sibility. School based programs should assist by providing education in preventive
health, personal care, coping and adapting skills and effective medical consumerism.
Similar programs should be available to the adult community as well. Financial in-
centives should be promoted which encourage individuals to improve those poor
health habits and correctable medical conditions which predispose one to more seri-
ous illness or injury.

Provider Responsibility. Health care cost, quality and access cannot be controlled
by government or private payor programs alone. Providers of health care must as-
sume greater responsibility for these three variables. To assure provider responsibil-
ity, provider network delivery models should be promoted. In these mod.els, control
of the cost and quality of care provided is pushed down to local organized delivery
groups which have a significant financial and professional stake in providing effec-
tive, efficient and acceptable services. Providers who purposely commit fraud or
abuse or those who are unable or unwilling to improve significant quality problems
should be excluded from or appropriately restricted in these organized delivery
groups.

ACCESS TO IIEALT7 CARE

Health Care Access Limited. Access to health care in the U.S. is a problem that
must be addressed. Reform proposals should assure that every citizen in the United
States has reasonable access to at least a minimum specified level of health care
services. Reasonable access to health care does riot mean the same thing as having
health insurance coverage, nor does it mean that every citizen should be guaranteed
the financial ability to go to any health care provider he or she wants. Reasonable
access to health care services can be facilitated through public or private insurance
systems, or provided directly through expansion of public health service or private
clinics and hospitals, school-based programs, or through a range of other managed
delivery mechanisms.

Mixed System of Funding and Delivery. Reform proposals should build on our tra-
dition of competitive insurance options and mixed funding, while providing a solid
public "safety net" to assure reasonable acceps to all citizens through a public health
delivery system. Individuals and groups should retain their right to purchase pre-
mium based private insurance options. The poor and otherwise uninsured should be
provided access to care through a public, tax based system. To allow maximum ac-
cess to competitive private insurance options, the individual tuderwriting and com-
munity rating aspects of "small group reform" should be enacted. In addition, indi-
viduals and employers should be allowed to form group purchasing arrangements
without exposure to anti-trust liability, and health insurfuce costst for the &elf-em-
ployed should enjoy the same tax-advantaged status that it does for employers. Risk



418

pools should be encouraged to permit those who cannot afford or obtain coverage
ecause of health conditions to be covered for at least catastrophic events.
Those employers that do not offer insurance, mid those individuals who have the

means but do not purchase insurance, should have to pay a special tax designated
to pay for their anticipated costs in the public program. The poor, medically indi-
gent, and other uninsured individuals should be provided access to at least a mini-
mum specified level of care through a publicly operated or managed health care de-
livery program.

Choice of Benefit Level. Employees and employers should retain the right to decide
how important full health care insurance coverage in am compared to other salary,
benefit and personal spending priorities. All employers should be required to offer,
at a minimum, a policy which covers a good percentage of any catastrophic and in- *
predictable annual health care costs as well as certain preventive care programs (te-
pecially for children) which have proven value. The minimum specified level of
health care services accessible through the public "safety net" programs should be
somewhat more comprehensive, based on the inability of individuals in that pro-
.gram to purchase additional private insurance or pay directly for noncovered serv-
ices.

QUAIJTY OF CARE

Quality of Services. Reform proposals should address the quality of health care de-
livered to our citizens. But health care reform must view quality in a broader con-
text than individual patient treatment episodes. Quality improvement programs
should be able to continually analyze and improve the distribution, effectiveness and
relative cost efficiency of the care provided and ihs overall impact on population
health indicators.

To address quality in this way, reform proposals should include mechanisms to
systematically collect data, generate comparative information, conduct outcomes re-
search and produce bpthinal treatment protocols. Likewise, a system of review
should be established to assure that new and existing medical technology and proce-
dures meet effectiveness and relative cost efficiency standards prior to general diffu-
sion into the marketplace.

OTHER REFORM PROPOSALS

Tort Reform. Sign-ificant tort reform that reduces the chance of frivolous mal-
practice suits, identifies problem providers for corrective action, and ties award lev-
els to the actual cause and extent of injury.

Federal Preemption. Federal preemption of state benefit, mandates and state anti-
managed care laws. Elimination of any law that limits the ability of multiple em-
ployers to act as a single purchasing group.

Health Planning. National and regional health planning to evaluate the allocation
of resources and the overall effectiveness of the system.

National Identification Systenm. National individual provider identification system
for use by all payers to allow better identification of provider quality,.cost and ac-
ceptability.

Simplification of Administration. Simplify the administration of insurance based
benefits programs by encouraging a standardized form of paper and electronic eligi-
bility identification, claims submission, payment for services, data collection and re-
porting.

Medical Education Reforms. Significantly restructure the funding for medical edu-
cation and treatment so as to increase the percent of physician and non-physician
primary care givers and encourage more efficient alternative approaches to care.

STATEMENT OF THE NATiONAL REHABILITATION CAUCUS

This statement is su)rmitted on behalf of the members of the National Rehabilita-
tion Caucus (NRC) listed below. The NRC is comprised of national organizations
representing a wide range of health and rehabilitation professionals, consumers and
institutional and home and community based-providers of rehabilitation services. As
a broad based and diverse coalition, the NRC has a unique and important perspec-
tive on the problems of our current health care system and its member organiza-
tions have a compelling interest in the evolving debate on health care reform and
costa.
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I. BACKGROUND

Rehabilitation is an integral part of the current health care delivery system. Re-
habilitation services are individualized, goal-oriented medical services designed to
maximize functional ability, prevent further deterioration, reduce or eliminate pain
and promote quality of life and independence for people, who through accident or
illness, have acquired a temporary or permanent disability. These services are pro-
vided by qualified health care professionals including physiatrists, occupational
therapists, physical therapists, speech-language pathologists, audiologists, rehabili-
tation nurses, respiratory therapists, and others such as psychologists and social
workers. Rehabilitation services are delivered in a variety of settings, depending on
dia ostic and therapeutic requirements, including hospitals, nursing facilities, com-
prehensive outpatient rehabilitation facilities, rehabilitation agencies, pain centers,
other clinics and independent practitioners.

Millions of people receive rehabilitation services annually-peale who have had
a heart attack or stroke, have arthritis, cancer and other painful disorders or a lieu-
rological disorder, have had joint replacements or have experienced a traumatic ac-
cident or debilitating illness, or suffer from pulmonary disease such as emphysema
as well as children with congenital or acquired physical impairments.

Rehabilitation is goal oriented and cost effective in that it reduces the potential
for subsequent complications and thereby the likelihood of recurring medical treat-
ment. Over 80% of people receiving rehabilitation services resume independent liv-
ing. Peter Drucker, a well known management consultant, has said, "The health
area in which we have made the greatest progress in recent decades has been reha-
bilitation; to restore badly injure d people to functioning. Of all health care dollars,
they are the best spent."

A survey conducted by the Health Insurance Association of America found a sav-
ings of $11 for every $1 invested in rehabilitation services and a savings per claim-
ant of between $1,600 and $250,000. Similar results have been shown in studies
conducted by several insurance and case management companies. Northwestern Na-
tional Life Insurance Company finds that rehabilitating workers can save companies
$30 for every $1 spent. Available data indicate that premium costa, if any, associ-
ated with coverage of medical rehabilitation services are modest when contrasted
with potential cost due to lack of prevention of complications, institutionalization
and extended institutionalization. For example, according to 1990 figures from Blue
Cross/Blue Shield of Massachusetts, the cost of full coverage in inpatient and out-
patient settings of occupational, physical, and speech language pat Iology therapies
and services amount to 1.5% of the average individual montlily insurance premium
or $3.70.

II. COUNTS

In light of the above, we have reviewed the major measures health care reform
measures, including S. 1872, S. 1227 and S. 2513 and wish to offer specific com-
ments. Our broad statement of principles is attached.

A. Coverage
Our primary concern is the approach taken in the benefits packages. We urge that

appropriate rehabilitation services and providers be recognized explicitly within any
minimum benefits package incorporated into health care reform legislation. There-
fore our first recommendation is that the definition of inpatient and outpatient hos-
pital care be clarified to include inpatient and outpatient rehabilitation care. Sec-
ond, we recommend that community based medical rehabilitation services delivered
outside the hospital also be included in the benefits package. To do so would parallel
current practice in covering these services. While the Medicare benefit package is
a good starting point, we also support the recognition of habitation services in S.
2613, the American Health Security Plan, introduced by Senaior Daschle on April
2, 1992.

The Medicare definition of hospital specificall y7 references rehabilitation hospitals
and the therapeutic services they provide. Medicare has traditionally covered inpa-
tient and outpatient rehabilitation hospital services since 1966. See Sections
1861(b), definition of inpatient hospital services, and (e) definition of hospital, (s)
definition of medical an other health services, (p) outpatient physical therapy serv-
ices, (g) outpatient occupational therapy services, and (cc) defiritMon of a comprehen-
sive outpatient rehabilitation facility.

Most Medicaid programs also cover inpatient and outpatient rehabilitation hos-
pitals services. Also at least 75% of the states cover outpatient physical therapy atid
each state offers at least one outpatient rehabilitation service. See Sections



420

1902(a)(10) and 1905(a)13). Also commimdty based rehabilitation services are pro-
vided through the home and community based waiver programs.

Commercial insurers also recognize these services. TheHealth Insurance Associa-
tion of America has issued two bulletins regarding the coverage of rehabilitation
services by insurance carriers.

Finally, many Blue Cross and Blue Shield p lan cover at least inpatient rehabili-
tation hospitals and units and the services they provide and in recent years have
broadened coverage of community based rehabilitation.

B. Using Medicare Methodology as Optional or Mandatory Rates
Several of the bills require the Secretary of HHS to establish optionalpayment

rates for hospitals, physicians and such other classes of providers as the Secretary
specifies. These payment rates are to be based on Medicare parent rates and
methodologies. Such methodologies for payment for inpatient and outpatient hos-
pital services may provide for an adjustment to take into account the costs incurred
by hospitals in providing care for which no or only partial payment of the rate is
made.

Currently most rehabilitation hospitals and units are Medicare providers and are
exempt from the Medicare diagnosis related group (DRG) based prospective pay-
ment system (PPS) under which most acute care hospitals are paid. They were ex-
cluded because the DRGs did not include data from rehabilitation hospitals and
units and do not recognize diagnoses with long lengths of stay. Comprehensive out-
patient rehabilitation facilities (CORFs) are paid on the basis of reasonable cost.
Other rehabilitation providers and professionals are paid on a basis of reasonable
cost or charges.

Under current law the effect of any such charge for rehabilitation providers would
be to restrict revenues for all patients to cost as defined by Medicare law and regu-
lations, and for hospital providers impose TPFRA limits on all such payments for
inpatient services. Other rehabilitation providers would be equally affected. While
most of the examples that follow reflect the impact on rehabilitation hospitals con-
cep tuaUy the outpatient providers and the professionals would be similarly adected
if Medicare methods and rates were applied to them. The result would be disaster
for this critical element of the health care system for the following reasons:

-If there continues to be any uncompensated care without more specific provi-
sions for recovery of these costs, providers would have no way to cover the cost
of this care and would be forced to deny many services to indigent patients or
face ruin,

-Providers would not be able to generate adequate funding for working capital
for ongoing operations and/or new programs or for replacement or improvement
of physical facilities,

-Because of inequities in the TEFRA system providers would be paid widely dif-
fering rates for the same services, compounding the current effect of Medicare
policy,

1. Uncompensated Care.
Generally, Medicare cost reimbursemetnt methodology does not recognize the cost

associated with uncompensated care in calculating reimbursement for Medicare pa-
tients. In fact, Medicare reimbursement is actually reduced if a hospital's charity
load increases. This is because Medicare cost reporting practices require that costs
of operation be allocated to indigent patients (and thereby away from Medicare) in
determining the cost of serving Medicare patients. Thus, present Medicare policy
contains a clear and powerful disincentive for providers to take charity patients.

This policy is bad as things stand. If the Medicare policy were extended to all ray-
era it would eliminate the ability of hospitals to generate any revenues to cover indi-
gent care. Unless coverage is provided for all patients, the adoption of a coat-based
payment system for patients with coverage means that there is no way to finance
services to those without coverage.

To properly effect this policy for cost-based providers, any legislation should pro-
vide that all charges which are not collected, in whole or in part, should be excluded
from calculation of Medicare costs and any additional cost per discharge arising
from such exclusion should not he subject to TEFRA limits( for inpatient services),
the broader implications of which are discussed below.

2. Cost Principles and Capital Generation.
Any such change must also recognize all the real costs of delivering health care

that Medicare does not now recognize either for inpatient or outpatient services or
for other outpatient services such as those delivered by comprehensive rehabilitation
outpatient facilities. Medicare's reasonable and allowable cost principles simply do
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outpatient facilities. Medicare's reasonable and allowable cost principles simply do
not recognize as operating costs the real cost of delivering health care to the Medi-
care population. This is beat illustrated by the failure of Medicare payment meth-
odology to recognize the need for working capital and, because depreciation is based
on historic cost, to provide adequately for capital investment in new facilities and
equipment. Currently, hospitals are able to compensate for these deficiencies in
Medicare policy by higher rates for other payers. If this door were closed, cost-based
providers such as rehabilitation facilities would be gradually, or not so gradually,
driven out of business.

It is no secret that to adequately provide for Medicare beneficiaries, providers
shift costs to other payers to cover their costs at a minimum. Certainly this is
viewed with disdain by policy makers. However, even if every provider were paid
the same, i.e. Medicare costs, and no shifting were possible, the simple problem of
not enough payment to cover costs still remains. The basic problem is that Medicare
does not pay an adequate amount for a financially healthy entity, be it nonprofit
or for profit, to survive. It does not allow a return on funds, be they characterized
as surplus or profit, to reinvest in the strength and growth of the facility. In addi-
tion to capital, this would include putting funds into programs such as expanded
patient care modern equipment and the like. Until this critical fact is addressed,
expanding Medicare rates and methods to all payers is simply a way to cut provider
reimbursement. It is not true cost control.

3. Effects of TEFRA Limits.
'1he problems addressed above with Medicare payment methodologies exist even

without the effect of TEFRA limits. When the effect of limits is added, there is a
clear formula for disaster.

The Tax Equity and Fiscal Responsibility Act of 1982 provides for the imposition
of limits on Medicare cost reimbursieit for inpatient rehabilitation services. Such
limits are based on Medicare operating cost per discharge in a base year. '[his
amount is updated annually theoretically to recognize the cost of inflation. [he
maximum amount a hospital receives in subsequent years is tho number of dis-
charges times the cost per discharge. If the hospital's costs exceed this cost per dis-
charge it does not receive additional funds from Medicare. However for cost report-
ing periods beginning on or after October 1, 1991 it can receive 50% of the amount
by which it exceeds its limits up to 110% of the limit. If the facility's Medicare costs
are less, it receives a small incentive payment.

TEFRA is based on the presumption that all operations' remain stable. It pre-
sumes that case mix, severity, utilization, and patient acuity remain stable; that the
updates will be adequate to account for inflation and any changes; and that manage-
ment can keep costs within the target limits if there is any change. However in
reality, this is not trite. These assumptions are no longer proving to be valid. Case
mix, utilization, and acuity have changed in most facilities since their TEFRA base
years, with the result that many facilities have costs above their limits. As a result
many facilities' costs have increased. Because updates have been below the rate of
inflation, the only way for most facilities to stay below their limits is to cut average
Medicare length of stay. The principal way to do that is to, on average, take less
complicated cases. Hence, there is an inherent bias against admitting more com-
plicated cases that could benefit from rehabilitation.

A substantial majority of hospitals ald units subject to TEF1A limits are exceed-
ing them. For the most recent period for which data is available through HCFA, FY
1989, 29 rehabilitation hospitals and 287 rehabilitation units were over their limits
with aggregate cost over Medicare reimbursement of approximately $116 million.

If such limits were applied to payment for all patients, most of these freestanding
hospitals would not survive and undoubtedly many of the units would be discon-
tinued.

One of the NRC members, the National Association of Rehabilitation Facilities
(NARF! io now engaged in a major research effort to develop a patient classification
system for inpatient rehabilitation. This is essential to consideration of a PPS for
rehabilitation. Replacement of the TEFRA system is badly needed. It certainly
should precede any broader application of Medicare payment methodology.

Rehabilitation hospitals ^nd units are in a far different position under M dicare
than are hospitals wider the Medicare PPS. Whatever the defects of the latter,
there is the potential for some profit margins to be applied to costs of uncompen-
sated care and other requirements not recognized by Medicare principles of cost re-
imbursement. Under cost reimbursement there is none. Any reductions in cost re-
duce Medicare reimbursement. Any costs above TEFRA limits are not reimbursed,
except to the extent allowed by HCFA-granted adjustments, an arduous process at
best.
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4. Site Substitution.
Any change in payment will create incentives to move services beyond the door

of the acute hospital as they seek to shift costs to-other sites. This is one of the phe-
nomena that has occurred with the institution of PPS. Rehabilitation hospitals and
units and other rehabilitation providers saw and still see Medicare patients coning
to their facilities much earlier from onset of their condition than prior to the PS.
There would be additional pressure on acute hospitals to send all patients to other
sites, including rehabilitation, if Medicare rates and methods were used for all pay-
ers.

5. New Populations.
If the payment rates were extended to other payers, a number of new populations

would be covered. Many younger rehabilitation patients are more severely ill, need
more intense services, and have longer lengths of stay. For example a significant
number of younger stroke patients are more severely debilitated than adults. Ex-
panding Medicare would be based on the false assumption that payment reflects
practices that are parallel for this group and Medicare patients. Typical new groups
would be children with congenital or acquired disabilities, and younger adults with
spinal cord injuries and traumatic brain injuries. I'lie needs of these populations
would have to be reflected by increasing the parent rates to account for the in-
creases in the cost of treating these patients, either on a per discharge or per diem
basis.

6. Conclusion
Medicare payment methodologies should not be applied to all patients treated by

rehabilitation providers wdese and witil, at a minimum, there is coverage for all
patients or alternative meus are provided for coverage of uncompensated care and
the TEFRA system is replaced by a rational and equitable alternative.

C. Definition of Small Employer
Several bills define small employer as one with 1-51 employees. We recommend

that this number not be increased, and would prefer that it be decreased to 25 em-
ployees.

D. General Requirenents
The NRC supports the alternative mechanisms that are to be available within a

state to assure insurance availability to the defined small employers. For example
under S. 1872, this mechanism includes a program for assigning high risk groups
among all insurers. We support the need to address and assure access for high risk
groups. The NRC has heard too frequently of various occupations and professions
that have lost insurance or cannot afford it. Many times we find that the patients
our facilities serve are in these occupations.

E. Community Rating
Various bills allow insurers to make certain adjustments for premiums across

small employers and requires a form of community rating based on an area no
smaller than a couity or an area that includes all areas in which lie first three
zip code numbers are the same. The NRC supports community rating over group
rating to lower premium costa by spreading the risk.

F. Copayments and Deductibles
The NRC cautions that the Committee consider that even a 20% as a copay or

deductible may prove too high for some persons with disabilities.

G. Preexisting Conditions
The NRC supports the provision on non-discrimination based on health status. We

also support the intent to limit exclusions for preexisting conditions to 6 months.
We would recommend that all preexisting conditions clauses be deleted to eliminate
the possibility of lack of receipt of health care for persons with disabilities and
therefore the almost total bar to coverage that these provisions create.

H. Portability
The NRC supports provisions to assure the portability of insurance so that em-

ployees are not faced with staying in jobs that are unsatisfactory or losing health
insurance if they leave. This is the fabled "job lock".

. Managed Care
NRC has several concerns with these typ-s of managed care programs based on

the current experience of our members. First, with respect to any type of utilization
review program, we recommend that reviewed's have experience and training for the
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area they are reviewing. This means that physical therapists must review the work
of other physical therapists and physiatrists or other phIsicians with training and
experience in rehabilitation must review the work of similarly qualified physicians.
Al too frequently this is not the case with disastrous results.

Under current managed care plans for the non-elderly, our members find that
many HMOs are not providing full and adequate coverage for inpatient and out-
patient rehabilitation hospital and other outpatient rehabilitation services. In some
quarters this is due to a fear of additional costs. Even the federally qualified HMOs
that by federal regulation are to deliver 60 days of rehabilitation services often do
not. The result is that the patient is not restored to an independent life when this
may be possible. For many patients, tis means transferring to Medicaid and then
finding themselves dependent on services based on the lottery of which state they
live in. Also NRC members have heard that in over 9 states that Medicare risk con-
tracting HMOs will not' inform enrollees about their rehabilitation benefits and
send them to a less appropriate level of care denying them a needed benefit that
in many cases, as with the younger ae groups, is medically necessary and required
because of illness, injury, or their disa ling condition.

J. Other

1. Outcomes Research,
NRC supports continued outcomes research. With respect to rehabilitation, we

firmly believe that. it will be shown to be cost effective and efficient.

2. Prevention.
We commend inclusion in the benefits package of several recognized screens and

procedures which when utilized help detect disease early and thereby prevent death
and serious illness. Rehabilitation plays a major role in prevention of certain com-
plications such as bed sores and deep vein thrombosis, for example.

Rehabilitation is cost effective because it teaches families/caregivers and patients
self care and prevention of future problems which reduces potential future medical
costs and overutilization of health services. Government/payer attention to wellness,
prevention and healthy lifestyles/habits has long been the focus of rehabilitation so
rehabilitation is well positioned to assume that role. Rehabilitation also maximizes
potential, preserves gains made and enables clients to be independent of the health
care system thereby further reducing costs. Prevention and healthy lifestyles are
cost effective.

3. Access to Rehabilitation Services.
In many regions of the country there are shortages of rehabilitation personnel, in-

cluding physical, occupational, and speech therapists. These shortages are especially
acute in rural and urban areas.

Many states have responded by allowing care to be provided in innovative ways
which serve to provide greater access to rehabilitation services. Some states have
created special benefits for rehabilitation services in health insurance laws which
some bills would preempt with lesser benefits. Any federal plan should not inhibit
innovative state responses and in fact build on the states' experiences without ra-
tioning care.

We would be pleased to discuss any of these concerns anr' '"commendntions with
ou or your staff. If you have any questions please feet e to contact Carolyn
dollar, Chair of the NRC, and General Counsel and Director .f Government ReIa-

tions, National Association of Rehabilitation Facilities 703--648-9300 or Fred
Somers, Vice Chair of the NRC and Director of Government Relations, American Oc-
cupational Therapy Association, 301-948-9626.
Attachment.
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The National Rehabilitation Caucus (NRC) is comprised of national organizations
representing a wide range of health and rehabilitation professionals, consumers and
institutional and home and community-based providers of rehabilitation services. As a
broad-based and diverse coalition, the NRC has a unique and important perspective on
the shortcomings of our current health care system, and its member organizations have a
compelling interest in the evolving deliberations on health care reform.

The Caucus advocates reform which incorporates the principle of universaL
nondiscriminatory access to a continuum of comprehensive benefits ranging from
preventative to continuing care services. Assured appropriateness and quality of care,
improved system efficiency and equitable cost-containment should also be central goals
of health care reform. Inherent in these principles is, in our view, a need to recognize
medical rehabilitation as an essential ingredient of basic, cost-effective, quality health
care. While many of the legislative proposals pending before the Congress contain
positive and constructive features that are consistent with the principles we believe are
necessary to effective reform, others fall short in their efforts to address fundamental
health care needs.

MEDICAL REHABILITATION SERVICES

Rehabilitation services are individualized, goal-oriented medical services which are
designed to maximize functional ability and promote quality of life and independence for
individuals who, whether through accident, illness, congenital condition or birth injury
have acquired a temporary or permanent disability. These services are multidisciplinary
in nature and are provided by qualified health care professionals including occupational
therapists, physical therapists, rehabilitation nurses, physiatrists, respiratory therapists,
speech-language pathologists, audiologists, orthotists, prosthetists and suppliers of
rehabilitation equipment.

Medical rehabilitation services are available in a variety of delivery settings, depending
on diagnostic and therapeutic requirements. These include freestanding rehabilitation
hospitals, rehabilitation units in acute care hospitals, nursing facilities, comprehensive
outpatient rehabilitation facilities (CORFs), rehabilitation agencies and clinics, home
health agencies and the offices of qualified independent practitioners.

NEED FOR REHABILITATION

It is estimated that over 35 million Americans have conditions that interfere with their
life activities and more than 9 million have physical and mental conditions that prevent
them from working, attending school or maintaining a household. The numbers of
Americans with disabling conditions are projected to increase significantly due to factors
such as medical and technological advancements which save and prolong life, and the
aging of our population. Medical rehabilitation services have proven to be a necessarv
and cost-effective treatment for the conditions that can prevent Americans from
maximizing their potential.

Persons benefiting from rehabilitation services include, individuals who have sustained a
heart attack or stroke; have arthritis, cancer or a neurological disorder; have undergone
amputations or joint replacements; have developed sensory deficits and/or chronic
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intractable pain; have experienced a traumatic accident or a debilitating iUness or suffer
from chronic pulmonary disease; and children who are born with or develop physical
impairments. Medical rehabilitation speeds recovery, prevents recurrence or
rehospitalization and maximizes the restoration of functional capacity. Rehabilitation
services are essential to ensure that these individuals can function as independently as
possible and return to their homes, communities and jobs.

COST EFFECTIVENESS

Rehabilitation has proved a cost-effective alternative to extended institutional acute care,
as a variety of studies have demonstrated. For example, a survey conducted by the
Health Insurance Association of America (HIAA) of its member companies found a
savings of S1I for every $I invested in rehabilitation services, and a savings per claimant
of between S1,500 and $250,000. Similar results hay.- been demonstrated in studies
conducted by insurance and case management companic

Under the current syste n " surance premium costs associated with coverage of medical
rehabilitation services a. e extremelyy modest when contrasted with potential cost savings
and the enh-inced quality of life patients can achieve with the availability of such
services For example. according to 1990 figures from Blue Cross-Blue Shield of
Massachut-etts ihe cost of full coverage in inpatient and outpatient settings of
occupati(,,] therapy, physical therapy and speech-language pathology services amounted
to 1.5 perccw of 'he average individual monthly insurance premium, or $3.75 (Source:
Blue Cross aiod owlu,- Shield Associa! on, Washington, DC/Figures are a composite rate
combining all groups).

RECOM.'0iENDAk1ONS FOR REFORM

The National Rehabiljtation Caucus endorses the following principles and recommends
that Congress incorporate these elements into any health care reform initiative:

Universal Access/ 'scriinlio

All Americans, regardless of age, income, disability or employment, must have access to
a basic package of appropriate, affordable, quality health care. Access should be based
on health care need as opposed to employment status or income level. Discriminator,
health insurance industry practices should be eliminated. Arbitrary rating and
underwriting practices, such as exclusions based on preexisting health conditions and
waiting periods, are unfair and particularly discriminate against persons with disabilities
Continuity and portability of coverage should be assured for all Americans.

Comcnrehenslveness

Health care reform sboul:" Insure the sivallability of a full range or services necessary' to
provide a continuum of quality cprm, and should provide adequate access to these
services in the most appropriate settings. A core health benefits package must include
coverage of medical rehabilitation services In hospital and home and community-based
sewtings.0 Benefits should also include coverage for items that are critically important to
achieving functional independence such as prosthetics, orthotics, durable medical
equipment and assistive technology.
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Oualitl/Apronriateness of Care

The promotion of appropriate, quality care is essential to a health care system that
values outcomes, while containing system costs. A central element of reform should be
accelerated efforts to develop research-based, multidisciplinary practice protocols to
verify therapeutic effectiveness and provide guidance to practitioners and consumers
alike. From the medical rehabilitation perspective, measures of quality and
appropritteness should be based upon defined standards of care which incorporate
uniform uncional assessment and outcomes measures.

The Caucts supports a coordinated health care system that assures individuals the type
and level of treatment most appropriate to their medical condition. However, the
Caucus is concerned that flaws inherent in many of today's managed care models would
be continued and promoted by health reform proposals that mandate managed care.
Certain current and contemplated forms of managed care can create disincentives for
treating persons with disabilities and other , -rsons suffering from severe disease or
injury. Neither managed care nor individt, case manager te, ' should be considered a
panacea in the quest for reform of the health care system. Cise managers must be
trained professionals with a clinical understanding of rehabilitation and the unique
health care needs of persons with disabilities to assure appropriate, quality care.

Efficiency and Eoul.

An efficient and equitable health care system should appropriately distribute resources,
as well as responsibility, and must Include effective and fair cost-containment
mechanisms.

A balanced health care system demands that emphasis and recurces be distributed
along a continuum of care, beginning with preventive services and including acute care,
rehabilitation and continuing care services.

Health care reform must provide incentives to reduce unnecessary or duplicative health
care and administrative costs. Cost containment efforts should not be based on
inadequate reimbursement for health care providers or limited, non-comprehensive
benefit packages. Efforts to control system costs predicated on non-comprehensive
benefit packages and insufficient reimbursement for health care providers. will not
promote system efficiency and will stifle efforts to promote quality care and successful
health outcomes for all Americans.

Although the Caucus has chosen to reference home and community based care
only In relation to recommendations on comprehensiveness, home and community.
based services are justified in the context of each of our recommendations.
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STATEMENT OF ON LOK, INC.

Mr. Chairman and Members of the Senate Finance Committee: On Lok Senior
Health Services and its replication program, Program of All-inclusive Care for the
Elderly (PACE) are the only organizations applying maaged care concepts to an
acute and long-term care service delivery system for frail elderly certified by the
state as eligible for nursing home coverage.

According to Robert Kate in his Final Report on the Qualitative Analyses of the
Program of M-inclusive Care for the Elderly (PACE),

The On Lok model is important as the most extensive program of
capitated care for elderly persons in need of long-term care. This is a group
with high needs and correspondingly high service costs for complete service
capitation. The TFFRA JIMOs cover primarily basic Medicare services ori-
ented to acute care. The Social Health Maintenance Organizations (S/
HMOS) provide a modest long-term care coverage for the deliberately small
proportion of their clients needing such care. (page 2)

The concept of PACE began in 1973 when On Lok Senior Health Services opened
one of the nation's first adult day centers. By 1979, On ,ok was providing com-
prehensive services which distinguish the PACE model and by 1983 operated with
full risk and fixed monthly capitation payments from Medicare, Medicaid and pri-
vate funds.

Several pieces of federal legislation have supported the growth of the PACE
model: (1) Social Security Amendments of 1983 (P.L. 98-21, §603) authorized On
Lok's Medicare (222) and Medicaid (1116) waivers for a three-year demonstration;
(2) Consolidated Omnibus Budget Reconciliation Act of 1985 (P.L. 99-272 §9220) ex-
tended On Lok's waivers indefinitely; (3) Omnibus Budget Reconciliation Act of 1986
(P.L. 99-509, §9412) authorized extension of On Lok waivers for up to 10 public or
non-profit community based )ranizations; (4) Omnibus Budget Reconciliation Act
of 1987 (P.L. 100-203, §411V) slowed the replication sites to assume financial risk
progressively duri-ag the demonstration period; (5) Omnibus Budget Reconciliation
Act of 1990 (§4744) added five more sites (up to fifteen); created Medicaid-waiver
start-up option; and requi, A states to use the same income and assets eligibility
rules for PACE enrollees P I nursing home residents.

Currently eight sites v e operating wnder waivers, and others are in various
stages of development.

As authorized by fe, .- l gislation, each PACE demonstration site must: focus
on the nursing home , .rti' ed population; maintain participants in the coummity
for as long as medically. -ocially and economically feasible; provide comprehensive
medical and supporti. r- ervices through a multidisciplinary team- be a public or
nonprofit organization, and assume financial risk by accepting fixed capitation pay-
ments to cover all service needs.

PACE puts together in one organization all medical, restorative, social and sup-
portive care. The service range exceeds traditional Medicare and Medicaid benefits
by far, extendinF from hospital and nursing home care to podiatry, dentistry, groom-
ing, transportation and home-delivered meals.

No matter how costly a PACE participant's care becomes, continued coverage and
care are guaranteed for the fixed monthly , rate. Services are provided as long as nec-
essary, no artificial benefits limits are imposed, a,.d no additional co-payments or
deductibles are required for any needed services.

The PACE multidisciplinary team consists of primary care physician, geriatric
nurse practitioner, nurse, social worker, rehabilitation therapists (physical, occupa-
tional, speech), recreation therapist, dietitian, health worker and driver. The team
assesses each participant's social and medical problems, develops a care plan, di-
rectly provides most of the services and manages care by contractors such as medi-
cal specialists and hospitals.

Upon enrollment an initial assessment is done an assessment summary and plan
of care developed and sent to the State Medicaid Office for level of care determina-
tion. All enrollees must be over 55 years, live in the service area and be eligible
for intermediate or skilled nursing care. PACE utilizes the financing principles of
lIMe for a population that are, by definition, users of services. Case management
and assessment are an integral part of service provision and allow for close monitor-
ing and rapid response to changes in health status. PACE programs provide the full
range of acute and long-term medical care, health and health-relatedservices need-
ed by a very frail population.

As you review the various health reform proposals, please consider two factors
that are essential for the survival of the PACE program.
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1. long-term care and health reform proposals are oft.a in separate bills. legisla-
tion needs to allow for and encourage the consolidation of long-term care wit, I the
health benefits and allow such Plans to service exclusively special populations such
as frail elderly certified for nursuig home.

2. To superimpose an assessment and case manageme it agency over PACE would
be costly, cumbersome and would lower the quality of care. Legislation is needed
to exempt these plans from assessment and case management requirements by a
separate case management agency.

Recently introduced legislation, such as H.R. 3535 Roybal, 'The U.S. Health Pro.
gram Act of 1991" S. 2571 Mitchell, et l, 'Long-Ternt Care Family Security Act of
1992" and H.R. 4848 Waxman and Gephardt, "Long-Term Care Family Security Act
of 1992" do contain such provisions recognizing the unique nature of PACE.

Additional information about the PACE program is enclosed.
PACE is a viable option. Our hope is that proposed major changes in the health

care system will allow the continuation of PACEand not prohibit its development.
Thank you for consideration of my suggestions.

Effective National Health Care Reform
Means RETHINKING Long-Term Care

Population pressure mounts...

1990 7 million in need of long-term care

2020 12 million in need of long-term care

The present long-term care system leads to:
* Institutional care
* Discontinuous, duplicated services
* Little control over cost or utilization
• Highr and higher costs

An older person, in failing health, faces:
* Fragmented care
• Repeated, lengthy hospital stays
* Family stress

* Early nursing home placement
• Impoverishment

Two choices for the future...
1. Build 100 nursing home beds each day until the year 2000

/ 2. Support community-based services such as:

V1 PACE-Program of All-inclusive Care for he Elderly
/ vlore humane, community-based care

/ Better cost control
/ Greater client and family satisfaction

V Less expensive care - no deductibles or co-payments
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PACE: An Integrated Approach
to Care Provision

The PACE model entails fresh ideas for both the delivery and financing
of care.

Focus on the Frail Elderly
Only frail elderly persons are enrolled-

those who meet their State's Medicaid health
standards of eligibility for institutional care.
Through PACE, they are able to:

,/ remain as healthy as possible at
home in their communities

v maintain their independence,
dignity, and quality of life.

Typically, a frail older person has
complex, continually changing me dical,
functional and psycho-social F aL ems. The
PACE professional team has complete
flexibility in designing a care plan tailored to
the individual's needs.

Home
Care

Adult Day
Health Care

Acute
Hospital

All-Inclusive Care
The PACE model offers and

manages the full spectrum of health,
medical and social services required
to keep the frail elderly person as
independent as possible. This includes
preventive, rehabilitative, curative and
supportive services provided in day health
centers, homes, hospitals and nursing
homes. These services are provided by a
team that includes:

* physicians
* nurses
* physical therapists
* recreation therapists
• occupational therapists
• dieticians
• social workers
* home health aides
* drivers

Care

Home I
Care Medical

Specialties,

Primary
Medical
Care

- Restorative
Therapies

X-ray
Laboratory
Ambulance

One-Stop Shopping
All care is provided by one non-profit

health care organization, generally in the
same setting, a community day health center.
The individual and the fanrily are spared
from having to negotiate needed s, rvices
with multiple providers and pract.doners.
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PACE: A Cost-Conscious Approach
to Financing

PACE makes fundamental changes in the financing of health-care
services.

Pooling of Health and
Long-Term Care Dollars.

The current system i a* --s distinctions
between funding for "sLort-term health
care" and "long-term care" that are
unwieldy and often meaningless when
applied to the frail elderly. Setting aside this
distinction, PACE pools all existing
resources-Medicare, Medicaid and private
dollars-to achieve maximum efficiency.
Currently, special waivers must be obtained
to permit this pooling. It is hoped that in the
future, the PACE model will become an
integrated part of government health-care
financing.

Incentives for Quality and
Cost Control

...The PACE provider receives a set
monthly fee per participant. This
"capitation" financing method motivates the
program to keep the frail elderly person
functional and ambulatory, which in turn
keeps the Frovider's costs low by reducing
the need fer high-cost institutional care. (By
contrast, t-e "fee-for-service" approach
motivates -:he provision of ever-more
services at ever-higher costs. If the patient
gets sicker and needs more- care, the provider
gets more dollars.) With PACE, Medicare,
Medicaid and/or individuals each pay a
fixed monthly premium. This amount is
based on the participant's entitlement, not
the level of frailty or service utilization.

Assionption of Financial Risk
The organization is responsible for all of

the care that participants need; it cannot shift
costs back to the public sector. This
assumption of financial risk provides an
added incentive to keep participants as
healthy and ambulatory as possible, while
limiting public spending. At the same time,
safeguards are in place to assure that
"savings" are not achieved through denial of
necessary care and services.

Savings to Federal and State
Governinents

Because PACE services are more
economical to provide, PACE organizations
have agreed to accept 95% of the costs
experienced by Medicare for a comparable
population in the fee-for-service sector. The
cost to Medicaid is reduced as well. Where
individuals pay a portion, their cost is less
than for comparable nursing home care.
Savings from reduced usage of costly
hospital and nursing home care are plowed
back into services which are not ordinarily
covered by Medicare and Medicaid--either
by type of service or frequency. For
example, meals, transportation, non-
prescription drugs and physical and
occupational therapy.
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PACE's Early Returns

The PACE replication's success reflects careful planning and
development.

The Prototype
The PACE model was developed by On

Lok Senior Health Services in San Francisco.
In response to the urgent needs of the
community's frail elderly, On Lok's
approach evolved over two decades,
maturing in the 1980's into a well-defined
service and financing system. This fresh
model proved so successful that, in 1986, On
Lok began working under specific Federal
law with other non-profit organizations to
replicate the PACE model in other areas of
the country, using the "each one teach one"
approach.

New Sites Nationwide
With the support of the Health Care

Financing Administration and the State
Medicaid agencies, a select handful of care
provider organizations across the country

Pre partici at 1g in a program to replicate
the PACE .nodel. By early 1992, replication
programs were already up and operating at
eight sites: Boston, MA; Columbia, SC;
Milwaukee, WI; Portland, OR; Denver, CO;
El Paso, TX; and The Bronx and Rochester,
NY. Others are under development,
following a strategy of gradual growth.

These replication programs are critical.
The experience gained will allow the
refinement of the PACE model to suit
diverse communities nationwide.

Several hundred non-profit groups and
organizations have expressed interest in
sponsoring additional PACE sites. For
example, the Boston site has received
funding from the State of Massachusetts, the
Robert Wood Johnson Foundation and the
Boston Foundation to explore further
multiple replications in that State.

i"~Rcheser. NY at6,I4.M

o I
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An Exciting Record of Success

The early results from the PACE replication sites show the PACE
model of providing care in a community setting is working!

Lower Nursing Home Use
Although ev: ry ne enrolled in a

PACE program,; eligible for nursing
home care, fewer than 6% actually
have to be placed in a nursing home.

94%
at
home 6% in

nursing
home

Lower Hospital Use
a6 -- , oDespite the extreme frailty and

advanced age oF their participants,
PACE sites have progressively

00 reduced the need for hospital care.
At On Lok, the prototype,
participants use fewer hospital

hospItal days per 1000 per year days than the general 65+
01 '4" "4, population, which includes both

13 35 17 1 I healthy and frail elderly.

New Relationships between
Medicare and Medicaid

PACE brings the Health Care Financing
Administration anL, 'he State Medicaid agencies
together for efficlen. coordination and better care.
This cooperation links health and long-term care and
results in savings to both.

Quality Care
Most importantly, more and

more frail elderly persons are
receiving quality care through
PACE while maintaining their way
of life in their home towns.

3.0(

zat
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Preparing for Nationwide Adoption

Systematic, controlled growth is the strategy of choice to make this
new care model available throughout the United States.

Major Change Takes Time
PACE represents a significant departure

from the current system's independent and
organizational approaches to care. State and
federal governments must adopt new
methods of reimbursing and regulating care.
Health care professionals and providers
must master new approaches to providing
service. Elderly people and their families
must learn about a new alternative.

The Stakes Are High
Any new venture entails risks.

Consumers must be protected while
providers learn to operate this new, risk-
based model. But the potential for gain is
enormous. By building the model slowly
and carefully, the risks will be minimized
and the benefits maximized for everyone.

Careful Development Process
The same careful thinking and planning

hi.c went into the replication of the On Lok
approach is now being directed toward
preparing the PACE model for successful
adoption in diverse settings nationwide. The
two decades of operating experience
acquired by On Lok, and the new data and
experience being accumulated by the
replication programs, will help greatly in
this venture.

Each One Teach One
Using the "each one teach one" system,

new sites develop with extensive technical
assistance from PACE staff who have
experience working with the model. Their
practical guidance gives new programs the
best chance for successful operation and
consistently high quality of care.

Challenges Ahead

Vl' Build consumer and community awareness about PACE
rV Provide hands-on assistance to care teams at new PACE sites

,e" Codify quality assurance mecha.riisms for PACE

/ Obtain reinsurance for PACE provider organizations
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PACE: A Public-Private Partnership

PACE thrives on a diverse base of support, including government,
foundations, research institutions and community agencies.

federall and State Government
Health Care Finanong Adrnimstratiri

Office o Research and Dcveprfsetnt
California Department o Health Servcs
Colorado Department o Soeral Siervice
Massachusetts Department oN Public Welfare
New York Departnenl of Social Serc%
Oregon Sentor Servces Division
South Carolina Finance Commission
Texas Department of Human qevces
Wisconsm Bureau at Health Care Finanng

Private Foundations
Boston Foundation. Boston, MA
Colorado Tnu. Denver, CO
Duke Endowment, Charlotte, NC
Evelyn and Walter Hass. Jr. Fund. San Francisco. CA
Faye McBeath Foundation. Milwaukee, WI
Fred Meyer Chantable Trust. Portland. OR
Henry J Kaiser Family Foundation. Menlo Park, CA
John A. Hartford Foundation, New York. NY
Kare Fourdation. San Francisco. CA
Meadows Foundation. DaUas. TX
Milwaukee Foundatson, Milwaukee, WI
New York Cootmudty Trust, New York. NY
Presbyterian/St. Luke Community Foundation, Denver, CO
Providence Medal Foundation. Portland. OR
Pubbc Welfare Foundation, Washington. DC
Retirement Research Foundatmin. lricago, IL
Robert Wood Johnson Foundation, Prince on .NJ
San Francisco Foundation. San Francisco. CA
Unitedl Hospital Fund of New York. New York, NY

Research Institutions
kbt Associates, Inc., Cambrtdge. MA

Pinnapal Investigator Laurence Branch. Mr D
(Impact Evaluation Coetractor)

School of Public Health, Univermty o Minnesota, Minneapolis
Pinncpal Investigator- Robert Kane, M D. P D
(Process Evaluation Contractor)

PACE Replication Project
Technical Assistance and Coordint ic i

On Ul., Inc, .an Francico, CA
Executive Dircctnr Mane Louise Ansak
PACE Director latn Shon. I'h D,

Prototype
On Lnk Senior FHalth Services

1441 Puivel Street
San Francisco, CA 94133 (413) 969-257
Di, or: Jennie Chin Hansen

Replication Sites
Bienvivir Senior Health Services. Inc.

61( Welch Stree, Suite A-2
El Paso, TX 79903 (915) 779-2555
Excrutve Diro tor Rcemarn Casadlo

Community Care for the Elderly
184) N Farwdl A e. Suite 2)07
Milwaukee, WI 33202 (414) 276-4357
Executive Director Kirby Shiat

Coetirehlcve Care Management. Beth Abrahan Hospital
612 Allerton Avenue
Bronx, NY 10467 (212) 920V 910
Vice residentl Susan Aldrich

Elder Service Plan, East Boston Neighborhood Health Center
10 Cove Street
East Bston. M A 02128 (617) 567.S801
Director Gertatric Servtces. Jean Ma-,an

Independent Living for Senors, Rochester General Hospital
355 N Park Drive
Rochester, NY 14609 (716) 366-2025
Eaeutive Director Ken Naples

Providence Elderil'Iace, Providence Medical Center
4540 NEClisan Srect
Portland, OR 97213 (503) 230-6591
E arJaive Director Nancy Gorslhe

PaLnctia SeniorCare. Rchland Memorial Hospital
2 Richland Medical Park Suite 401
Columbia SC 29203 (803) 253-4597
Prolec Director. Judy BaskUs

Total Loegtefr Care. Inc, Presbyttnx./SL Luke's Medical Center
1801 East 19th Avenue, #608
Denver. CO 80218 (30)3947515
Execiutive Director LInda Barley

Sites in Development.
Coalition for Elder, Independence. Inc, Oakland, CA
Maluhia, Horolulo, HI
Sutter SeniorCare, Surter Health Services, Sacramento, CA
Umopa Care, Bthel New Life, Inc, Chicago, IL



436

Public Policy Agenda for PACE

The progress, momentum and broad applicability of the PACE model
are already bringing excitement and hope to health care reform
deliberations.

But continued s. p ort from key public policy makers is vital. Here's what you
can do to help.

/ Help expand the number of PACE replication sites. Achieve
systematic growth through the "each one teach one" approach of
practical guidance and technical assist-ace

t Develop a revolving matching loan fund for start-up of PACE sites

/ Support governmental health insurance that integrates health-care
and long-term-care programs

A Federal Legislative History: PACE Authorization and Amendments
1983 Social Security amendments authorized On Lok's Medicare and Medicaid demonstration,

permitting the first PACE program. (P.L. 98-21, §603)
1985 Consolidated Omnibus Budget Reconciliation Act made On Lok's program permanent.

(P.L. 99-272, §9220)
1986 Omnibus Budget Reconciliation Act authorized up to 10 PACE demonstrations.

(P.L. 99-509, §9412)
1987 Omnibus Budget Reconciliation Act authorized progressive assumption of financial risk by

PACE sites. (P.L. 10-203, §4118)
1990 Omnibus Budget Reconciliation Act increased PACE demonstrations to 15 and equalized

Medicaid eligibility rules for PACE enrollees and nursing home residents.
(P.L. 101-508, §4744)

Please help us extend this progress as we move through the 1990's!

PACEIs
On Lok, Inc.

1441 Powell Street
San Francisco, California 94133

415/989-2578, ext. 300
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STATEMENT OF SOUTHERN CALIFORNiA EDISON CO.

Mr. Chairman and Members of the Committee: I appreciate the opportunity to
submit testimony on the options for controlling our nation's health care expendi-
tures. Southern California Edison is the nation's second-largest electric utility, pro-
viding service to ten million people in a 60,000-square-mile territory in Central and

Southern California. Edison is heavily involved in both providing and paying for
health services for our 55,000 employees, retirees, and their family members. Since
1903 we have operated primary health care services in-house, which today include
eight primary care clinics, two first-aid stations, and a large corporate pharmacy.
In 1991, there were more than 62,000 patient visits in our clinics and 200,000 pre-
scriptions filled in our pharmacy. We also self-huid and self-adinister our own
health plans, including the. processing of all medical claims.

As a major employer that has assumed a substantial responsibility for the health
of its employees, Edison urges the Congress to develop a strong federal initiative
to manage the growth in national health care spending. While you may expect a cor-
poration to be motivated to advocate national reform by a failure to control its own
costs, Edison's position evolves from our success in managing our health care costs,
and the understanding we have gained of the need for national reform.

EDISON'S COST MANAGEMENT EXPERIENCE

The decade of the 1980s was a period of very rapid growth in health care costs
for Edison as well as for other employers. In just ten years, our annual spending
on health care has grown fivefold-rising from $21 million per year in 1981 to $103
million per year in 1991. During the 1980s our costs were rising at an average rate
of 22 percent a year. At that rate of increase, health care costs would have begun
to affect Edison's competitive position in an increasingly deregulated utility indus-
try. In 1989, we responded with a major effort to restructure our health care plans.

Our reform was aimed at encouraging our employees to take more responsibility
for their health, developing financial incentives for the use of efficient, high quality
providers, and managing utilization to minimize unnecessary, inappropriate and
harmful health care. at a approach has worked very well for us--our long term an-
nual growth rate has now been reduced from 22 percent to about 10-12 percent.
Let me detail the components of our reform.

Incentives for Efficient Use of Care
First, we created financial incentives for participants to realistically evaluate

their health plan needs and to use health care more efficiently. We have done this
through a combination of new options which include our indemnity plan called
HealthFlex, self-funded HMOs and health care reimbursement accounts.

HealthFilex offers a choice of three deductible options and minimizes copayments
for employees who use our preferred-provided network. For employees who prefer
an HMO alternative, our self-funded Mo options provide that delivery alternative
while allowing us to include this experience in our health care group insurance risk
pool. Employees may now elect to put pre-tax funds in a flexible spending account,
which they can use to-pay deductibles, copay ments or other out-of-pocket portions
of their health care bills. This creates new alternatives for employees when consid-
ering how to manage their own health care costs. For example, they might select
a "rich" option where contributions are required or select a higher deductible option
with a lower cost and cover the out-of-pocket expense through their reimbursement
account.

A large proportion of our employees have responded to these incentives. To date,
88 percent of Edison employees have enrolled in one of our lower-cost alternatives-
either the HealthFlex options (72 percent of employees), or our self-funded HMOop
tions (16 percent of employees). Due to the changes in incentives for employees mak
ing health plan selections, we have realigned the risks assumed by the various op-
tions and created a more equal distribution of health plan experience. These
changes saved $24 million in 1989 through 1991 over the anticipated expenditures.

Management of Health Care Utilization
Second, we focused our utilization management efforts on helping participants get

necessary and appropriate care in several key areas: hospitalization, outpatient sur-
ge ry, mental health services and substance abuse treatments. This works in tandem
with our preferred provider network of 7600 physicians and 85 hospitals which we
have built by credentialing and monitoring providers to identify those best able to
deliver quality services at pre-set rates. We also initiated a five-year effort to phase
in managed care and cost sharing features for future retirees. We implemented ac-
tive management of our inpatient admissions and outpatient services, with financial
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incentives to direct plon members to our selected preferred providers for a savings
of $42 million over our expected costs for 1989 through 1991.

Incentives to Reduce Health Risks
Third, we created financial incentives to encourage our employees and their

spouses to reduce their own health risks. We use two financial incentives: a Preven-
tive Health Account that provides $150 toward the use of preventive services, and
a Good Health Rebate that provides cash incentives for participants who are within
screening guidelines for five cardiovascular risk factors or who undertake a program
to reduce any elevated risk factors. 1is program has worked well to date-although
it is entirely voluntary, we annually screen more than 45 percent of eligible plan
participants for the Good Health Rebate. The gains in health status for our employ-
ees and the savings for our health plans will come in the future.

Results
In short, at Edison, we set out to involve our employees in the management of

our health care costs-and our efforts are paying off. In a three year period-1989
through 1991-we spent approximately $66 million (or 20 percent) less than if we
had not implemented these programs. We achieved a high rate of screening, counsel-
ing, and behavior change with our preventive health efforts.

Future Directions
We are moving toward the development of a filly integrated "organized delivery

,ystem" for our employees. To date we have contracted with selected providers to
deliver quality services at reasonable prices. We have encouraged our employees to
take an active role in managing both their own health and health care treatment
through a series of financial incentives. We have measured, monitored, and man-
aged the delivery of care in order to enhance our ability to improve the quality of
care without raising the price.

Our next step is to strengthen our quality controls, tighten our networks, coordi-
nate care through primary care physicians and transition into an outcome-managed
system. We are moving to establish seamlesss" administration of services for all pa-
tients, directed by their primary care physicians, with the support of a patient care
management team. Our goal is to enhance employees' satisfaction alnd their incen-
tives to use our networks by increasing our assurance of quality and simplifying the
patients' role in using the system.

Nevertheless, we still are dealing with only one aspect of the broader cost-contain.
ment problem-creating incentives for efficient utilization of health services. As long
as our fragmented system of paying for care continues, the other factors contribut-
ing to rising health care costs-the proliferation of technology and capital, the over-
supply of specialists, the increasing costs of medical malpractice liability-will con-
tinue to be beyond aniy single corporation's control.

EDISON'S PROPOSAL FOR FEDERAL ACTION

Competing philosophies for solving our nation's health care problems have led to
policy gridlock in Washington. While this is not solely the result of a disagreement
over how to control costs, the cost containment issues are some of the most difficult.
Experts appearing before this committee will argue for pure concepts: creating more
price sensitive consumers, managing care, regulating rates, or establishing global
budgets. All of them will have sound reasons for contending that one approach or
the other-taken in its pure form-will work. And all of the proposals, taken indi-
vidually, would probably have some effect on costs.

It would be a tragc waste of this nation's resources, however, if we allowed na-
tional health expenditures to double while we deliberated on which pure reform ap-
proach to adopt. Another decade of debate on how to slow expenditure growth will
teach us little new about what will work. A decade from now we will still have to
plunge ahead without a perfect solution. The difference will be that we will be start-
ing from a base of $1.6 trillion rather than $800 billion in expenditures.

If there is any lesson to us from the lower health costs of Canada and Europe
the lesson is not in how they controlled their costs, but that they acted to control
costs, and that they had the courage to act before they had all the answers. These
actions alone helped to avoid in Canada and Europe the substantial increases that
were characteristic of the American health care system in the 70s and 80s and have
now become a permanent part of our cost structure. We cannot turn back the clock
and retrieve those lost resources, but we can avoid greater losses in the future.

We believe that a significant reduction in the rate of growth in health costs is
too urgently needed and too elusive to lend itself to only a single approach. There
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is no need to wait for the right answer. The Congress should combine the best of
the tools that have been conceived mid attempt them at].

Even before the Congress decides on how to blend competing approaches, it can
act to establish the infrastructure for reform that will be needed regardless of the
final course adopted. By "infrastructure" we mean the data bases, the information,
the local entities, and the capabilities that will have to be in place and ftrictioning
before any reform approach can be fully implemented. The immediate enactment of
"building blocks" for reform, such as those we specifically recommend below, will
give the country a sense of movement on this issue and greatly accelerate the pace
of implementation once comprehensive reform is enacted.

Let me elaborate. Edison approaches national cost containment in three parts-
restructuring of the health care delivery system in the long-term; significant cost
containment measures consistent with these delivery system reforms in the short-
term; and, as I mentioned before, the building blocks for reform that could go into
effect this year or next.

Delivery System Reform
Our optimal choice is to create a cost-effective delivery system focused on quality.

In a perfect world, market concepts would work to drive health care delivery to effi-
cient levels. For this to happen, providers need to have incentives to deliver high
quality services at a low cost. These incentives would come through the financial
involvement of providers in health care delivery systems that would compete for
members (patients) on the basis of quality and cost. The competition would depend
on knowledgeable and price sensitive consumers who would intelligently shop for
the most efficient and highest quality organizations.

Organized Delivery Systems
In our preferred model, each community would have several large, vertically-iite-

grated, "organized delivery systems" providing, within each one, a full continuum
of health care services. Individual consumers (employees) would select the best orga-
nized system by comparing each system's publicly disclosed measures of cost and
quality for comparable benefit packages. Consumers would be sufficiently luowl-
edgeable to evaluate differences in quality and cost between competing systems.
They would be price sensitive by virtue of receiving a fixed benefit amount from
their employer and paying all of the cost difference between their chosen package
with their own after-tax dollars. With a proper risk-adjustment mechanism to pre-
vent plans from lowering their costs by selecting or attracting only low-risk mem-
bers, we believe these systems and the providers in them would be motivated to im-

rove quality and lower costs in order to attract more members. One option for re-
ucin the advantages of risk selection would be to pool all employer contributions

and distribute risk-adjusted, p er-capita payments to the plans on the basis of the
demographics of their enrolled population.

One of the most attractive features of this model is its emphasis on improving the
qualify of medical care. T7he capacity ot" orgmtized delivery systems to provide a full
con'Ainuum of services would enable them to emphasize preventive care where it can
be cost effective, to provide services in the most appropriate and least-costly set-
tings, and to maintain continuity of care, resulting in better treatment outcomes.
Competitive pressures on the delivery system to excel in the publicly-disclosed qual-
ity measures would encourage careful provider selection, rigorous monitoring of
practice patterns and patient outcomes, on-going provider training and upgrading
of skills, and the use of multi-disciplinary treatment teams and comprehensive case
management. Organized delivery systems would develop the data resources and the
continuous quality improvement techniques to measure outcomes, identify effective
practice patterns, and move the standard toward the optimum level of care.

Obstacles to Organized Delivery Systems
The most significant objections that have been raised to thc emergence of this

kind of delivery system are that it would limit the physician's freedom to practice.
For many physicians today, however, the "freedom to practice" is fast becoming an
illusio ndependettpractitioners are dealing with multiple insurers rid a variety
of external claims and practice review requirements that subject their medical judg-
ment to the scrutiny of anonymous third-parties. Organized delivery systems would
offer providers a significant reduction in the "hassle factor." Because physicians are
at financial risk in these systems, their judgments about cost and effectiveness of
treatment affect their own profitability, and thus remain their own and their col-
leagues' responsibility. Organized delivery systems offer providers the additional
benefit of the opportunity to work with and learn from multidisciplinary teams of
colleagues.
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Employee resistance to restriction in their choice of providers is another objection
to these systems. In fact, the trend in networks has moved away from the 'closed
panel" or restricted choice models by permitting members to elect to use non-partici-
pating physicians at the "point-of-serice." The provision of a "point-of-service" op-
tion is necessitated by a general lack of trust of the quality of the provider networks
and the need to overcome employee ¢resiatance by providing reassurance that if
something serious happens they can go "out-of-nietwork." Organized delivery sys-
tems would provide members this reassurance through ank entirely different ap-
proach-the broadly. publicized quality standards documenting the excellence
achieved by their own organized delivery system. We believe our employees would
be more then willing to exchange their freedom of choice of providers for the oppor-
tunity to participate in a high quality system of care. And in fact, we plan to test
this idea over the next few years.

Incentives for the Development of Organized Deli'er, Systems
We believe federal policy should encourage the growth and eventual dominance

of orgmized delivery systems. To this end, we recommend a number of legislative
provisions. First, there should be a definition of organized delk',ery systems that dis-
tinguishes these quality-based systems from the average managed care plan or
I1MO of today. This might be accomplished through the adoption of federal stand-
ards and the certification of organized delivery systems-not unlike ".he standards
the Chairman and this committee proposed in 9. 1872 and the Senite version of
H.R. 4210 for managed care plans. Federal standards would address provider selec-
tion, monitoring and outcomes measurement, practice standards, physician edu-
cation and recertification, continuous quality improvement, public disclosure of cost
and quality measures, standard benefit packages, and members protections (such as
the i ght to appeal decisions). It is important in developing this definition to recog-
mize that organized delivery systems a1L intended to achieve a higher standard of
quality. The definition should not be broadened to accommodate existing federally-
certified .MOs.

lhere should also be a financial incentive for employers to select organized deliv-
ery systems aid for employees to enroll in them. TIie government might provide fi-
nancial support for the start-up costs and quality assurance systems development
associated with organized delivery systems. Medicare and Medicaid might partici-
pate on terms that are more favorable to the organized delivery systems than the
current Medicare risk contracts. If limits on the tax exclusion of health insurice
are enacted in the future, organized delivery system benefits might be the standard
for the full exclusion.

Finally, the governmIent should help in educating consumers about the value of
selecting organized delivery systems. Better constmner education would go hmd-in-
hand with federal certification to reassure employees about the quality of these sys-
tems.

Short-term Cost Containment Meamsres
Our vision of organized care systems is a vision for the long run. While we would

prefer to rely' on this kild of market dynamic to slow the growth in national health
care expenditures, we do not expect to see these kinds of systems develop rapidly
enough to prevent a doubling of health expenditures in this decade.

As a result, we firmly believe more immediate action is needed within the next
few years to slow expenditure growth. Our short-term strategy is intended to have
a direct effect on the major factors raising health care costs without interfering with
the movement toward organized delivery systems.

An End to Cost Shiping
Cost shifting is a reflection of the ability of providers to resist pressures from

payers to provide care more efficiently. Providers compensate for reduced revenues
from one group of payers by raising charges to another group. As government pay-
ments are reduced, providers maintain their high costs and sitiR their losses to the
smallest private payers. This cost shift raises health insurance premiums for small
groups and contributes to the growing number of persons no longer covered by
health insurance.

Inadequate Medicare and Medicaid payments are one major source of the cost-
shift. Edison believes the Congress Lust address the urgent need to raise additional
reve~iues from broad-based sources to pay fairly for Medicaid and Medicare bene-
ficiaries and reduce the amotut of cost-shifting.

Merely paying more for vernment beneficiaries would only raise total expendi-
tures unless it is done in the context of a system to moderate payments generally.
Edison believes that the federal goverunent should create a system of all-payor rate
negotiation to ensure that every health care payor, no matter how small, can benefit
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frum the rates negotiated "y the largest purchasers. This ne otiation can be con-
ducted at the local level aid can involve different rates for different providers-in
much the same way as managed care entities today negotiate rates with providers.

Most importantly, these negotiated rates can nelp to encourage more cost-effective
delivery of health care. And where payment methods already encourage cost-effec-
tive care, such as in the risk-based payments for organized delivery systems, the
payors could be exempt from the all-payor rates. Eventually, as organized delivery
systems predominate, rate negotiation would disappear along with the fee-for-serv-
ice payment system.

A Limit to National Expenditures
While all-payor rates may eliminate inequities and stabilize financing, they do not

prevent 'Acessive utilization of health services from driving-up national expendi-
tures. To develop certainty and predictability in health care financing, Edison be-
lieves an overall limit should be set on increases in total expenditures-a national
expenditure target. A national target will give us all a yardstick for measuring our
progress toward cost containment, and it will provide some modest assurance to em-
ployers that there is so'ne limit to their health care spending.

A Rational Allocation of Resources
In the end, however, much of this effort will be futile unless we also constrain

the endlessly increasing supply of health care. Excess supply in the health care in-
dustry increases prices rather than reduces them, as it would in most other indus-
tries. While recent Heath Care Financing Administrati'n IHCFA) efforts to limit
payments for new capital and technology under Medicare are helpful, they should
not be confined to the government. All payors -ieed to be involved in the effort to
eliminate unused hospital beds, encourage fewer specialty physicians, and slow the
spread of expensive technologies, if these efforts are to be truly effective.

Greater Value from Health Care Spending
Finally, we need to be assured that we are getting a dollar's worth of health care

for a dollar's worth of cost. Edison is willing to manage its health programs to avoid
unnecessary and inappropriate care and encourage the highest quality of medical
care. We need the leadership of the federal government to generously fund outcomes
research, encourage the development of medical practice standards, and ensure that
payors remain free to identify, contract with, and reward providers who can deliver
appropriate, high quality medical care.

Imnediate "Building Blocks" for Reform
Even if the Congress were ready to enact a significant cost containment plan

today, there is little chance that it could have much of an effect in the next few
years. Before any strategy can work, it would need better data than we have now,
some structure of local, state, and national bodies to oversee its implementation,
and some common process for managing the emergence of new technologies. In
short there will need to be a health cost containment infrastructure in place for na-
tional reform to work.

We have a choice. Congress can wait to enact comprehensive reform and then
wait again while the infrastructure is developed; or Congress can develop the infra-
structure now and have it up and running when comprehensive reform is enacted.

Edison would like to commend the Chairman and this committee for having in-
cluded a number of provisions to develop a reform infrastructure in S. 1872, and
in the Senate version of H.R. 4210-the tax legislation vetoed by the President.

Edison has in the past recommended the enactment of six "building blocks" of fed-
eral policy that would serve as a foundation for comprehensive reform. These are
consistent with the cost containment provisions in H.R. 4210. They are:

(1) A National Council on Health Care and state and local councils that would
monitor national and state-level health care expenditures, propose non-enforceable
expenditure targets, report annually on causes of expenditure growth and proposed
solutions, and eventually become the entities conducting payment negotiations;

(2) A single national health care claim form, such as the HCFA 1500, that would
be used by all providers and third-party payors, could be entered into an electronic
claims system, and could generate statistical records for a national health care data
base;

(3) A national data base of significant provider capital purchases to generate sta-
tistics on the allocation of new capital and technology;

(4) A national technology assessment agency with responsibility for determining
the efficacy of both new and existing procedures and equipment, and publishing cov-
e-rage guidelines for payor;
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(5) Medicare/Medicaid waivers to permit states to initiate new payment methods
that could eliminate cost shifting and improve access for the uninsured, and, over
time, would incorporate Medicare and Medicaid payments; and

(6) Waivers of federal antitrust restrictions on community multipayor consortiums
to permit group negotiations with physician and hospital groups.

We believe these "building blocks" could be implemented this year without great
expense and would lay the foundation for developing the comprehensive reform we
hope will follow.

CONCLUSION

In conclusion, it is frequently said that Washington's health care reform gridlock
reflects a lack of public consensus on how to restructure our health care financing.
The many public opinion polls on this subject seem to reinforce the idea of a con-
fused public--there are about equal numbers of citizens who prefer a single-payor
system, support "play-or-pay," and favor incremental reform. Legislation cannot ad-
vance, it is said, as long as there is this kind of public uncertainty.

While the public may be uncertain about how to restructure the financing and ad-
ministration of the system, we believe most Americans are in agreement on the
need for cost containment. When asked how to control costs, most Americans point
to the need to eliminate wasted services and to the potential for a mre efficient
health care delivery system providing a higher quality of medical care. No matter
what expediencies we must adopt to bring expenditure growth under control, cost
containment will ultimately be achieved through incentives that effectively change
provider behavior and improve the quality of care.

We believe there is a convergence of views between payors and providers recogniz-
ing both the need a id the feasibility to move toward a quality-based health care
delivery system with the incentives to both encourage consumers to use care more
wisely and physicians to provide care more efficiently. Edison's transition to a 'third
generation of managed care is already a step toward this future. Other kinds of
managed care entities are moving in this direction as well. This is a road this coun-
try has already begun to travel, and with the help of the Congress could travel at
a more rapid pace.

The transformation of health care delivery, however, will take time. Time during
which national health expenditures will continue to grow rapidly and during which
the base for health care costs will expand. To prevent this continued expansion in
the short-term there must be visible limits placed on the resources going into the
system. Edison believes these limits can be specified at the federal level, but imple-
mented at the local level in the form of negotiated all-payor rates, overall expendi-
ture targets, and careful resource allocation.

We believe the first order of business, and the sim plest, for the Congress should
be to establish the infrastructure for health care reform. Immediate legislation to
implement federal, state and local health care councils, to develop necessary data
resources, enhance technology assessment , and provide specific waivers for payment
consortia would give the-nation a positive signal, provide the needed "building
blocks" for reform, and shorten the implementation time once real reform is enacted.

Progress of any kind, at this point, would be welcome. We believe Americans are
ready for a national solution to the health care problem and are awaiting a sign
from Washington. Enacting the "building blocks" is a relatively painless way to pro-
vide momentum for reform and pave the way for a future in which better managed
care will simply mean better health care for all Americans.
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