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COMPREHENSIVE HEALTH CARE REFORM
AND COST CONTAINMENT

TUESDAY, JUNE 9, 192

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 9:30 a.m., in

room SD-21 5, Dirksen Senate Office Building, Hon. Lloyd Bentsen
(chairman of the committee) presiding.

Also present: Senators Baucus, Mitchell, Riegle, Rockefeller,
Daschle, Breaux, Packwood, Chafee, Grassley, and Hatch.

[The press release annotmcing the hearing follows:]
(Press Release No. H-27, May 18, 1992)

BENTSEN PLANS CLOSER LOOK AT COMPREHENSIVE HEALTH CARE REFORM, JUNE
HEARINGS WILL Focus ON SPECIFIC APPROACHES

WASHINGTON, DC-Senator Lloyd Bentsen, Chairman of the Senate Finance Com-
mittee, Monday announced three additional hearings in an examination of com-
prehensive health care reform proposals.

The hearings will be Tuesday, June 9, Wednesday, June 17, and Thursday, June
18, 1992 in Room SD-215 of the Dirksen Senate Office Building. The hearings will
begin at 9:30 a.m.

"Americans want comprehensive reform of our health care system, and we must
do that as quickly as possible. But while the need for reform is clear, arriving at
a legislative remedy will be neither simple nor easily accomplished," Bentsen said.

"I called a series of hearings, which began this month, to take a close, careful look
at the wide range of approaches to comprehensive reform. In June, the Finance
Committee will hold additional hearings to examine specific approaches for com-
prehensive reform in more detail," Bentsen said.

"On June 9 the Committee will focus on proposals for expanding employment-
based health insurance coverage. The June 17 hearing will center on proposals for
instituting universal coverage through public health insurance programs. And on
June 18 we will examine proposals for tax-incentive based health care reform,"
Bentsen said.

"Americans need assurance that they will have affordable health care when they
need it most, and I expect these hearings to help us in our efforts to reform our
health care system."

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

The CHAIRMAN. If you would please cease conversation and take
seats, the hearing will get under way. In the Senate and in the
House we know we have the best health care that is available in
the world for those people that can afford it. And while we agree
that the system is broken and needs very major reform, we have
not been able to achieve a consensus yet on how to accomplish it.



So, today the Finance Committee continues to consider those pro-
posals; proposals for comprehensive reform of the health care sys-
tem.

Today, we will be discussing those proposals that would ex pand
access to employment-based health insurance. In hearings on June
17th and 18th, we will examine the other approaches to health care
reform.

Of particular interest this morning are three bills that have been
referred to the Finance Committee. Senator Rockefeller introduced
the Pepper Commission recommendations as S. 1177.

S. 1227, the HealthAmerica Act, was introduced by Senators
Mitchell, Kennedy, Riegle and Rockefeller. And Senator Packwood
introduced S. 2114, the Comprehensive Health Insurance Plan of
1991.

These bills offer thoughtful strategies to improve access to health
insurance and slow growth in health care costs. About 140 million
Americans are covered under employment-related health insurance
plans.

Proponents of employer mandates or play-or-pay approaches seek
to build on this foundation while providing universal health insur-
ance coverage and controlling growth in health care costs.

On the other hand, questions have been raised about the impact
these approaches might have on employment, particularly in small
business.

I particularly relate to that because of my own State, where we
have 26 percent of the people without health insurance. And if we
do a mandate coverage by small business, it would have quite a
major impact there.

It is also argued-and I think it is legitimate-that we have
many unnecessary administrative costs. Great duplication; incred-
ible variation. And that is a flaw of any health care plan that
maintains a multiple payer system.

We have a number of expert witnesses with us today to discuss
these issues. Mr. Peter Magowan, president and chief executive of-
ficer of Safeway, speaking on behalf of the National Leadership Co-
alition for Health Care Reform; Mr. Bernard Tresnowski, who is
the president of Blue Cross and Blue Shield Association; and Mr.
John Motley, of the National Federation of Independent Business,
and others.

I look forward to hearing from all of the witnesses today about
what we can do to help Americans get the best in health care at
an affordable price. And once I have learned the best of each sys-
tem, I may introduce my own. [Laughter.]

Senator Packwood.
OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S.

SENATOR FROM OREGON
Senator PACKWOOD. Mr. Chairman, thank you. As we start these

hearings today, we clearly look forward to discussing the employer
plans and the government run single-payer plans. Also, the admin-
istration would basically have individuals provide most of their
own insurance through tax credits, or, to the extent that it was not
provided by employers, the administration tilts heavily toward in-
dividuals.



Each of the plans has some merit, although I think the demerits
of a single-payer system are overwhelming. If we are talking about
the Federal Government wiping out all insurance in this country,
and all of the people that work for the insurance companies, and
we are going to collect all of the money and pay all of the bills from
Washington, DC-I think Dr. Sullivan said it very well that that
kind of a system would have the compassion of the IRS and the ef-
ficiency of the Post Office.

I have introduced the Comprehensive Health Insurance Plan,
CHIP, of 1991, which bears a direct lineal ancestry to the bill I in-
troduced on behalf of President Nixon in 1973.

It requires employers to provide coverage for their employees.
Smaller employers get tax credits to ease them into it. The cov-
erage is quite complete; it covers both full-time and part-time em-
ployees, as defined; it includes preventive care. In every sense, it
is a comprehensive bill.

It is what we would call a play-only bill. The employers are not
allowed to opt out, and, instead, pay a tax and have a public plan
pick up that portion of it.

The reason I have excluded that is that I fear, in that kind of
a plan, the employers are going to do adverse selection. Those with

ounger employees who are healthy will cover them, and those who
ave older employees, or for whatever reason a variety of sicker

employees will opt out and pay the tax.
The tax will not pay the cost of the government program. And

we will end up with the same problems we have had in Medicare
about who should pay how much, and where should it come from.

So, I think, as the Chairman said, there is much good in a num-
ber of these plans. And I am frankly delighted that on the Senate
side, the majority, both Republican and Democrat, at least seems
to tilt toward the concept of employer payment.

I take my hat off to Senator Mitchell for the plan that he has
introduced. Employer payment and employer coverage, with the
government, really, as a last- resort coverer, rather than primary.

But if we are going to have. a single-payer plan-and I know we
will have hearings on that-which will cover all of the health costs
in this Nation-I would hope that the proponents would at least
address themselves to two issues on it, that they really need all
coverage-the Federal Government will say someplace between-or
total health costs, I should say, in this country this year will be
someplace between $820 and $830 billion a year. And the Federal
Government, at the moment, is paying roughly $230 or $240 billion
in health care costs.

So, if we are going to shoulder an additional $600 billion, rough-
ly, in costs, I would like to know who is going to pay for it. And
I know the argument that is made. We will no longer have any
health insurance premiums to pay; individuals will no longer pay,
the government will pay the whole thing. And that is fine.

But if we are going to have $600 billion in additional cost that
we are going to pay for, there is clearly going to be a shift in who
is paying.

And whether that is going to be an immense increase in the pay-
roll tax, or an immense increase in income taxes, or some kind of
new value-added tax, in fairness, I think the proponents ought to



say what is the method of paying rather than simply saying, well,
those who are now paying will not have to.

The other thing they need to address themselves to, if possible,
is if we are going to have the government pay all bills from dollar
one for all health coverage. Can they conceivably give any estimate
as to increased utilization if we have a system where the individual
is utterly not responsible for any costs and is entitled to all treat-
ment to be paid for fully by the Federal Government? That is my
grave misgiving about that kind of a plan, let alone the fact that
I think it cannot be administered fairly under any circumstances.

I would much prefer the employer-based plan. My preference is
play only, but I am amenable to discussing pay-or-play, so long as
we do not tilt the system in such a way that it is too easy for the
employer to get out of the play part and pay.

As I say, the government will get the worst risks, and I wager
that whatever tax we have to pay for that part of the plan when
we start will not be enough in the way of revenues in a very short
period of time.

I thank the Chair. I think these are going to be the most impor-
tant hearings we will have on this subject this year, Mr. Chairman.

The CHAIRMAN. Thank you. Well, we are fortunate this morning
to have the Majority Leader. The Majority Leader, along with all
of his other responsibilities, has become a very sophisticated stu-
dent of this subject and has been a major player in trying to find
the proper solution to it, and has joined in the authorship of a
major piece of legislation in this regard. We are delighted to have
you.

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

Senator MITCHELL. Mr. Chairman, thank you very much. I begin
by commending you for continuing these hearings on comprehen-
sive health care reform. I thank you and Senator Packwood for
your interesting and constructive comments.

I look forward to reviewing the testimony of today's hearing,
which will focus on proposals that utilize the current employer-
based system to assure access to affordable care for all Americans.

Mr. Chairman, I begin by asking unanimous consent that the full
text of my statement be placed in the record.

The CHAIRMAN. Without objection, that will be done.
Senator MITCHELL. And, since I must leave to be on the Senate

floor shortly, the questions I have for each of the witnesses be sub-
mitted to them in writing following the hearing.

The CHAIRMAN. That will be done.
[The questions appear in the appendix.]
Senator MITCHELL. Access to affordable and good quality care

should be t right for every American; a fundamental right o every
citizen in a democratic society. It is not now that right because a
right which cannot be exercsed is not a right, it is an illusion.

As many as 37 million Americans have no health care insurance,
and millions more have coverage which is inadequate to protect
them against the cost of a serious illness.

The rising cost of health insurance threatens coverage for all who
are currently insured. Nearly 1 million Americans lose their health



insurance coverage each year, oft:.n because their employers drop
the coverage because of the rising costs of premiums, or because in-
surers refuse to cover persons with pre-existing conditions.

The problem of the uninsured is not a problem principally of the
unemployed. The two groups are not identical. Two-thirds of the
uninsured are working persons or their dependents.

The most effective method of reaching those who lack health cov-
erage is to build upon the existing public-private health care sys-
tem. An equitable system that assures access for all while control-
ling costs muot ask every employer to share the responsibility of
providing health care coverage for their employees and their de-
pendents, while, at the same time providing meaningful assistance
to small employers to help them ineet this objective.

Last year, I and several of my colleagues on this committee intro-
duced legislation which we call Health America, legislation that
would require all employers to either provide health insurance to
their employees, or contribute Lo a public program which will pro-
vide coverage.

Building upon the current employer-based system, our proposal
guarantees employer-sponsored coverage for all individuals who are
working, regardless of their level t--ol-thei-inie6iii.- ------

The proposal also guarantees coverage for all individuals who are
not working through the creation of a new program which will re..
place Medicaid.

In order to reach the goal of providing quality, affordable care for
all Americans, the legislation has a budgeting and reimbursement
structure which will produce significant reductions in the rate of
cost increases throughout the system.

The crisis in our Nation's health care system is being fueled by
the rapidly escalating cost of providing care. We must control cost.
I repeat, we must control cost. There is no more important objec-
tive in health care reform than controlling the cost.

While I believe Health America includes the necessary provisions
to address the health care crisis and reform our failing system, I
recognize that it is but one of many proposals.

I am currently working with a number of my colleagues in the
Senate to attempt to develop a consensus for comprehensive re-
form. I am optimistic about our ability to reach that consensus. The
time to act is now. I look forward to the testimony to be presented
by today's witnesses.

And, Mr. Chairman, before I leave, I especially want to commend
Dr. Simmons and his organization for the very careful and thought-
ful analysis and approach they have taken to the problem.

And I apologize to each of the witnesses that I am not able to
stay to hear their testimony, but I will review it carefully. I thank
you for your contribution. Thank you, Mr. Chairman.

[The prepared statement of Senator Mitchell appears in the ap-
pendix.]

The CHIRMAN. Senator Riegle.



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

Senator RIEGLE. Thank you very much, Mr. Chairman. I appre-
ciate your leadership in pressing ahead in this area. I want to fol-
low the remarks of Senator Mitchell.

The bill that he and I and Senators Kennedy and Rockefeller
have put forward, I think, is a very rational, very sensible way to
attack this problem and to substantially improve it. In particular,
we have a strong system of cost control that comes into place.

Today, one of the witnesses, Mr. John Sheils, from Lewin-ICF,
will indicate that in terms of the independent cost estimates they
have done of our bill, if you take the cost control features as origi-
nally drafted, that organization estimates a saving over 5 years of
about $80 billion.

That bill has been reported out of the Senate Labor Committee,
however, in a form where the cost controls are even tougher, yield-
ing a projected savings over 5 years of $260 billion.

So, I think this is a direction that we must move with respect
to tightening down these costs. At the same time, we open up ac-
cess into the system.

I brought a clipping today of a story that ran in one of the De-
troit newspapers about a single parent woman who works and has
a modest income. She has some partial health insurance through
her work place, but her 6-year-old son, Anthony, has no coverage.
She cannot afford it separately because it is just too expenfii-re;_a d
is not provided through her work coverage. And in our system
today we provide no coverage whatsoever for youngsters in this
kind of situation.

In fact, we have about 300,000 children in the State of Michigan
today who are in Anthony's situation where they need health pro-
tection. The story goes on to describe how the mother is working
as hard as she can. They live in a house trailer.

She lays awake at night worrying about what happens if she gets
sick again, as she has been before, or, if her son gets sick, how that
problem is to be met.

In 1992 in America, we do not have to have that situation. And
every other country in the world has found a way now to provide
a health insurance plan for its people, and it is a wonderful invest-
ment.

Investing in our people and investing in good health is a bargain
because we are either going to invest in good health, or we are
going to ignore the investment and end up with bad health. Anl
then we end up paying the bill later, and it is far more expensive,
industry tremendous suffering and hardship along the way.

So, I want to draw attention to the supportive testimony that you
will be hearing from Lewin-ICF this morning. Also, the representa-
tives from the National Leadership Coalition, the Pediatricians,
and the College of Physicians, will also have important supportive
comments to make.

But, finally, I think it is very important that this gridlock over
which approach is best be broken, because we cannot just continue
in a situation where the cost of health care as a percent of the GNP
is rising as much as 2 percentage points a year. We are spending
over $800 billion a year.



It is the number one problem facing American businesses, large,
medium, and small. They are coming to see us every single day
begging for some kind of a rational overhaul of the health care sys-
tem.

Businesses want to provide health insurance for their workers.
Increasingly, they just cannot afford to do it, The cost shifting that
comes in as a premium on top is just breaking the back of more
and more businesses, and we can do something about it.

So, I recommend our plan, Mr. Chairman. I do not say it is per-
fect. I agree with the comments that Senator Packwood has made,
and my memory goes back, as we served together back in 1973,
and I remember those initiatives at that time.

We have lost two decades since that time. And I do not think we
can continue to have this happen. I think the country wants a re-
sponse.

I think we ought to be able to find a way to craft something that
is practical and that gives us the cost control impact and broadens
out the coverage so kids like Anthony, here, can be part of this sys-
tem of ours the way they should be. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you. Senator Breaux, for any comments
you might have.

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

Senator BREAUX. Thank you. Very briefly, I commend you for, I
think, approaching a conclusion to these hearings, in the sense that
we have heard a number of ideas. We probably have as many ideas
as we have Members of Congress, which I guess is part of the prob-
lem, as well as part of the solution.

But I think we are moving to the point of having to start picking
and choosing and sitting down and writing a plan. We have studied
it enough. We have had all the reports, we have had everybody
present testimony.

With this hearing, we will have completed the process of hearing
from people who have the ideas, and we are going to have to sit
down and put them down on paper. Hopefully, we will be able to
accomplish that this year.

I have an idea that is part of the solution, in my opinion, not the
whole solution. That is a medical care savings account where em-
ployers would give more discretion and flexibility to each employee
to make their own decisions about purchasing health care services.

Knowing that it is their savings accounts, they then become, I
think, more responsible, more wise in how they shop for medical
care, and how they use those medical care dollars if they know that
it is something that really belongs to them.

I am really concerned by the fact that many people, as long as
they think a third person somewhere else is paying for it, whether
it is the employer or the government, are not as conscious of their
spending when they have insurance as they would be if, in fact,
they had more control over those funds and know that they were
actually spending their money. So, that is one aspect that I hope
to pursue while we move towards a comprehensive solution. Thank
you, Mr. Chairman.



The CHAIRMAN. Thank you. Senator Daschle, for any comments
you might have.

OPENING STATEMENT OF HON. TOM DASCHLE, A U.S.
SENATOR FROM SOUTH DAKOTA

Senator DASCHLE. Thank you, Mr. Chairman. I, too, would com-
mend you for again demonstrating your leadership and commit-
ment to this issue by holding this second in a series of hearings on
health care. I would like to make three quick points.

The first, is that, as we consider all of the different possibilities
to solve the problem, I hope that we all agree on what the problem
is.

And, frankly, I do not think that there is a consensus as to how
we describe the problem. I believe that there are several aspects tothe problem.Obviously, everyone agrees on cost and access as two of the

major problems, but I do not see to the degree I would like discus-
sion about the allocation of what we spend. We misallocate so
many of our dollars today, and that has to be addressed.

We misallocate too much to paper work and administrative cost.
In my view, we misallocate too much to the most expensive end of
the health care delivery system.

The GAO was here just a couple of weeks ago to say that we
misallocate as much as $70 billion to fraud because, in large meas-
ure, we have a multi-payer system. So, there is a misallocation of
resources that we have got to address more effectively.

There also is a too high a degree of unnecessary care provided
in our system today. Arnold Relman says that it is much as 30 per-
cent. I think we have to address unnecessary care a lot more effec-
tively. And then, finally, the hassle factor.

I hope that the committee, as we consider the solutions, will lay
the solutions against the problems and ask ourselves in each one
of these cases, how does your solution address those particular
problems?

The second point, is that I do not think that we ought to be dis-
tracted by the method of payment. I think we should be more con-
cerned about the cost of the whole system. I happen to favor a shift
from a private premium to a public premium. But, overall, we
ought to consider what is the most efficient method by which to col-
lect the resources necessary to make this system work more effec-
tively.

The third point, is that we should also consider whose respon-
sibility it ought to be to provide health care in this country. If we
were going to start from scratch, if we were the founding fathers
and we were debating this issue, and the question was, we have
got a choice here: we ought to make it a responsibility of the em-
ployers, or we ought to make it a responsibility of the community.
If we really debated that question, I dare say everyone, including
all the employers, would favor that responsibility being put on the
shoulders of the community, not the employer.

Every other society has come to that conclusion, and I would
hope that ultimately we will, too. Health insurance coverage ought
not be an employer responsibility. I share the Majority Leader's op-
timism that we do see a consensus forming, at long last.
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And I think there ought to be several characteristics that are in-
cluded in any plan we ultimately develop. It ought to have effective
cost control; it ought to guarantee access; we ought to utilize the
technology that we have so available in this society; we ought to
utilize the private sector to the degree it is possible; we ought to
ensure personal choice; there ought to be portability; and, finally,
we have got to emphasize wellness promotion a lot more than we
have in the past.

So, I hope that we consider these points and I am impressed with
the impressive array of witnesses we have this morning, Mr. Chair-
man, and again commend you for the hearing.

The CHAIRMAN. Thank you.
Senator Grassley.

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

Senator GRASSLEY. Mr. Chairman, we have had a number of
hearings on this issue and I have nothing to add at the moment
to what I have said at our earlier meeting. Thank you for holding
these hearings and making the process work I am going to put my
complete statement in the record.

[The prepared statement of Senator Grassley appears in the ap-
pendix.]

The CHAIRMAN. Thank you very much, Senator. Mr. Magowan, if
you would proceed, please.

STATEMENT OF PETER MAGOWAN, CHAIRMAN, PRESIDENT,
AND CHIEF EXECUTIVE OFFICER, SAFEWAY, INC., OAKLAND,
CA, ACCOMPANIED BY RON ZACHARY, VICE PRESIDENT FOR
HUMAN RESOURCES, SAFEWAY INC.; AND HENRY E. SIM-
MONS, M.D., PRESIDENT, THE NATIONAL LEADERSHIP COA-
LITION FOR HEALTH CARE REFORM
Mr. MAGOWAN. Mr. Chairman and members of the committee,

thank you for this opportunity to speak with you about health care
reform. I am here on behalf of the National Leadership Coalition
of Health Care Reform. With me is Dr. Henry Simmons, president
of the coalition, and Ron Zachary, on my right, senior vice presi-
dent of Human Resources at Safeway.

By way of background, Safeway is the Nation's third-largest su-
permarket chain. We operate some 875 stores in 17 States and the
District of Columbia, together with an extensive network of dis-
tribution and manufacturing facilities. We are a highly labor-inten-
sive company, with approximately 110,000 employees.

I am here today because, as the CEO of a major corporation, I
am very concerned about the health of our employees and about
the financial health of our company and industry.

Last year, Safeway's cost for providing health coverage to our
employees and their dependents was almost $225 million. That was
more than four times our net profit for the year.

Especially with health care costs spiraling up so rapidly, these
numbers are alarming and they are unsustainable. That is why I
am actively involved in the National Leadership Coalition.

The coalition includes companies, unions, consumer and other
not-for-profit groups, and associations of health care providers. We



are the largest and broadest private-sector alliance in support of
comprehensive health care reform.

Last November, we proposed a package of reforms that would
guarantee health coverage to all Americans, include the quality of
the care they receive, and control costs.

We estimate that our cost control mechanisms, including expend-
iture targets that ratchet down the rate of growth 2 percentage
points a year and fee schedules, to keep spending at or below those
targets would cut America's health care bill, compared with what
we have spent in an unreformed system, $600 billion a year by the
end of this decade.

Our plan's guarantee of universal coverage builds on the current
employer- based system and it includes what has come to be called
a play-or-pay mechanism. But let us be clear on one point: play-
or-pay is not the plan. It is just one piece of a broader package of
reforms.

I can say that because I have noticed a tendency among some
participants in the health care debate to over-simplify, to assume
that someone, somewhere has proposed a plan that has nothing
more in it than a play-or-pay provision.

To the best of my knowledge, nobody has. We certainly have not,
as my written statement, which includes a detailed description of
our eight-part plan makes clear.

Our plan was built on four principles, and we would commend
them to the committee. The first, is that health care reform has to
address all three parts of the health care crisis concurrently-ac-
cess, quality, and cost-and not just because we need progress on
all three fronts.

This huge sub-economy we call the health care system is extraor-
dinarily interdependent. If we proceed with partial reform, if we
address only one component of the crisis, we will wind up just mak-
ing the other two pieces of the problem worse.

For example, a major expansion of access without concurrent im-
provements in quality and effective cost control would result in
more people receiving lower quality care at a much higher overall
cost.

Similarly, tough cost control by itself, unaccompanied by other
measures, would reduce both access and quality. And an effort to
bolster quality without attending to the other dimensions of the
health care crisis would drive up costs and further constrain ac-
cees.

The second principle that our plan is based on is our view that
health care reform has to work across the whole health care system
if it is to be effective.

As our experience with cost constraints and Federal health care
programs makes clear, if reform is not systemwide, gaining in one
piece of the system will just be offset by losses elsewhere.

Third, we believe that reform should build on the strengths of
the present system. Health care reform is a delicate balancing act.
We ought to make sure that in trying to create a better health care
system for the future we do not undermine our capacity to meet
the health care needs of our current population.



That is why the coalition, in considering possible plans for re-
forms, focused on alternatives that did not involve the potential for
major disruption in the delivery of health care.

We decided to craft a proposal that builds on current institu-
tional arrangements rather than trying to replace them all at once
with one model or another of health care delivery.

We decided, as well, to build around current financial arrange-
ments rather than propose a wholly new financial structure, such
as a national health insurance system that could require large tax
increases and economic dislocations.

Right now, 70 percent of the Americans who have health cov-
erage receive it through their employers. That is the central char-
acteristic of the American way of financing health insurance. We
think it makes good sense as a matter of practicality and prudence
to construct a system for universal coverage that pivots around this
existing base. In this sense, the employer-based system we propose
is an evolution, not a revolution.

And, fourth, we cannot afford to gamble with the health care sys-
tem. Some reform proposals center on devices that have not been
tested yet or much in the real world.

The coalition believes that we ought to err on the side of caution.
There is just too much at stake in the health care system for the
health of Americans and the vigor of our economy to take unneces-
sary risks.

In this respect, the coalition's plan may fairly be described as
conservative. It draws on techniques that have already been tried
and have succeeded in several States, in other nations, and in the
private sector.

Our plan satisfies the four principles I have just described. It ad-
dresses all three dimensions. I am through in about a minute, Mr.
Chairman.

The CHAIRMAN. Go ahead.
Mr. MAGOWAN. It addresses all three dimensions of the health

care crisis; it is systemwide; it builds on and around the strengths
of the present system; it is prudent; and it meets another standard'
for reform, as well. It has commanded support from an extraor-
dinary range of interests.

I hope that as the health care debate moves forward we can start
to dispense with some of the artificial categories that divide advo-
cates of reform instead of bringing us together.

The coalition's plan is, in fact, a hybrid of competition and regu-
lation; of private-sector empowerment and public-sector assurance
of economic, legal, and social policy reforms.

And the reason is very simple: this is a plan that was put to-
gether by pragmatists. It was not designed for ideological purity.
It was designed to work.

One last thought. The need for health care reform is truly ur-
gent. Every year we delay effective cost control, total U.S. health
care spending jumps 12 to 13 percent, siphoning off capital that is
needed to finance economic growth, putting American companies at
a growing cost disadvantage in world markets, and enormously
complicating our efforts to tame the deficit.

Every year we delay universal coverage, more Americans join the
tens of millions already living on the edge without health insur-



ance. And every year we delay initiatives to improve quality, more
of us risk mortal harm from sub- standard care.

We know that this relentless accumulation of cost, and fear, and
danger cannot be allowed to continue indefinitely. Let us work to-
gether-the public sector and private sector are cross divisions of
partisanship and idealogy-now, before the crisis gets even worse.
Thank you very much.

[The prepared statement of Mr. Magowan appears in the appen-
dix.]

The CHAIRMAN. Let me understand. If you had tried to work out
a balance where approximately one-third of the employers would go
for the public program, do you have other sources of revenue for
people who are not covered at the present time? How do you think
their health insurance should be paid for? I am not talking about
those that are employer-based, I am talking about otherwise.

Mr. MAGOwAN. We estimate that about three-quarters of every-
body would be paid for by employers, under our proposals.

The CHAmRMAN. Right. Right now, it is about 70 percent, which
is what you said earlier, I guess. All right. Where would you go for
the rest of that money?

Dr. SIMMONS. Well, that is the 0.5 percent payroll tax levied on
all employers and all employees, Mr. Chairman. In fact, every
American above the level of 200 percent of poverty, and every em-
ployer would pay 0.5 percent of payroll, up to 200 percent of pov-
erty.

The CHARMAN. So, you would just let Medicaid take care of the
rest, in effect?

Dr. SIMMONS. Medicaid would be subsumed into our program,
the acute care provision; Medicare would remain a freestanding
program.

The CHAIRMAN. Give me some of your feelings. We get so much
complaint from the providers about the multiplicity of forms, the
duplication, the complexity. What do you do to take care of that
kind of problem? I guess you get a fairly substantial change in the
number of employees going from one job to another.

Mr. MAGOWAN. If we had a standard medical plan with sort of
a standard insurance form instead of 1,500 different insurance
companies coming up with 1,500 different, individual insurance
forms, that would be a big step in the right direction.

If everybody was admitted into these hospitals without the hos-
pitals saying, do you have coverage, or you do not have, admissions
would be much simpler. The fact that it would be simpler would
also lower the cost of admissions into the hospitals.

The CHAIRMAN. Amplify a little more on your cost containment
for me, as to how you think that would be accomplished.

Mr. MAGOwAN. Well, we set targets that are 2 percent less than
the overall rate of inflation, each year ratcheting down the overall
rate of cost that we will tolerate to be 2 percent less than the over-
all rate of inflation in the country.

The CHAIRMAN. Who enforces that?
Mr. MAGOWAN. There is a national health board that would be

comprised of individuals representing consumer groups, govern-
ment, the providers, corporations, that would have overall super-
visory responsibility.



The CHAIRMAN. Would that get into the capital costs of the hos-
pitals?

Mr. MAGOWAN. Well, first of all, it would set rates and fee sched-
ules that would, if met, result in this lower cost. Then it would be
up to the local States to come in under those targets. So, they
would have to look at all elements of waste in the system, and
there are many things that we think would come about as a result.

For example, 20-30 percent of all procedures done in this country
probably do not need to be done. Malpractice insurance reform is
a big part of our cost containment effort.

Simplification of administration would also reduce these costs.
We pay 18-24 percent of the total cost in administration. In Can-
ada, it is around 11 percent, just because it is simpler.

The CHAIRMAN. When you put this kind of additional cost on
small employers who are not carrying this insurance at the present
time, would you anticipate that this would result in an increase in
wholesale prices?

Mr. MAGOWAN. Well, first of all, Mr. Chairman, I think that it
should be pointed out that 90 percent of small business that em-
ploys 25 or more people does provide insurance. If we are talking
about small business at 10 employees or above, 75 percent of them
do provide insurance. So, most small business is now providing in-
surance. But those that are not-.

The CHAIRMAN. Yes. But a lot of' that is just partial insurance.
A lot of it does not cover dependents.

Mr. MAGOWAN. Excuse me. Does not cover what?
The CHAIRMAN. Does not cover the dependents. A lot of it.
Mr. MAGOWAN. Well, I think for those that are now not providing

insurance, people worry, is this going to suddenly result in a large
extra cost for them. Maybe initially before the reforms actually kick
in there would be some additional extra cost.

We estimate the total cost of putting the system in in the first
year is an extra $35 billion. But, in the second year, we estimate
savings of $40 billion, and, by the end of the decade, savings of
$600 billion.

So, even if there is some initial cost, there is going to be substan-
tial reductions in the later years. I think a lot of small business has
not signed up for insurance because they are so worried about the
extra costs that they would have to face.

Many small businesses are discriminated against by the insur-
ance companies that base the rating for them on past experience
of that company, or for other similar small businesses.

The CHAIRMAN. We have passed legislation through this commit-
tee and through the Senate that would address that particular
problem for small business.

Mr. MAGOWAN. And that would be a big help for small business.
A small business in the bay area would pay insurance on the same
basis that big companies like Safeway do.

Dr. SIMMONS. It is gratifying, Mr. Chairman, that a number of
important small business groups are now advocating some of the
strong cost containment strategies that the democratic proposal
has talked about by Congressman Rostenkowski and others, includ-
ing budgets, expenditure targets, and capital allocation.



So, small business, I think, understands every bit as much as the
members of this committee how important it is to control costs with
new, much tougher techniques.

Mr. MAGOWAN. I might add, I think the State of Hawaii has a
lot of small businesses. And they have been with an employer-
based system for what, Henry, 20 years? And I do not think that
you could make an argument that the economy has suffered as a
result of that.

The CHAIRMAN. Well, and I guess they are down to two or three
insurance companies, are they not?

Mr. MAGOWAN. That, I do not know.
The CHAIRMAN. Yes. I think that is about right. We particularly

looked at some of the efforts of the States. Hawaii has a particu-
larly interesting set of numbers.

Senator Packwood.
Senator PACKWOOD. Mr. Magowan, let me make sure I under-

stand. You hope to be able to restrain medical costs to 2 percent
below inflation each year.

Mr. MAGOWAN. Two percent below each year.
Senator PACKWOOD. So, if inflation is 4 percent next year, you

would hope to hold medical increase to 2 percent.
Mr. MAGOWAN. Correct.
Senator PACKWOOD. Whereas, it has been running normally 5, 6,

7 points above inflation right now.
Mr. MAGOWAN. That is correct.
Senator PACKWOOD. That is a laudable goal. And I heard what

you said in response to the Chairman's question on enforcement,
but be a little more specific.

You are this National board, and the hospital in Bums, Oregon
wants to have a CAT scanner and somebody else wants to have
some kind of a machine in Bend, OR, and you have got something
in Poughkeepsie, NY, that wants to change.

How do you enforce, how do you supervise all of these costs so
that you are weighing what you are going to reimburse an anesthe-
siologist, versus the cost of a CAT scanner, and make it all squeeze
into the 2 percent below inflation lid?

Mr. MAGOWAN. Senator, I do not think we understood your ques-
tion. It is not 2 percent below inflation, it is cutting 2 percent of
the total growth each year until we reach the level of GNP or GDP
growth, if you choose to do that.

Senator PACKWOOD. Now, say that again.
Mr. MAGOWAN. It is cutting the total spending 2 percent a year.
Senator PACKWOOD. Right.
Mr. MAGOWAN. Not just the inflation rate, but 2 percent of the

total costs each year until total health care costs reach the level of
GNP growth. At that point, this independent commission that we
recommend putting in place will make the societal decision, can we
cut low, or do we need more, is there an epidemic. But that will
be a societal judgment there, authorized to make.

Senator PACKWOOD. All right. Now, let us round it off. Say the
total health care costs in this country are $800 billion.

Mr. MAGOwAN. Right.
Senator PACKWOOD. What would you hope it would be next year?

$800 billion less 2 percent?



Mr. MAGOWAN. That is - ght.
Senator PACKWOOD. So, rather than going up 10 or 11 percent,

which is what they have been doing, up $80 billion, you would hope
to cut it by $16 billion.

Mr. MAGOwAN. By 2 percent each year.
Senator PACKWOOD. Or almost in the first year a $100 billion cut

from where we would otherwise be but for some controls.
Mr. MAGOWAN. By the second year; that is right.
Senator PACKWOOD. All right. Now, how is that-
Mr. MAGOWAN. This is the chart that demonstrates that.
Senator PACKWOOD. I understand the demonstration. Of course,

you and I have met several times, and, frankly, I am impressed
with your plan. But I want to know now the method of enforce-
ment.

Mr. MAGOWAN. All right.
Senator PACKWOOD. As to how we get these costs now down just

$16 billion, but down $100 billion from where they would otherwise
be, because you are going to get them down the $800 billion figure.

Mr. MAGOWAN. That is right. Well, Senator, we would basically
use three techniques, two of which you are currently now using in
the Medicare program. That would be the DRG system, with its up-
date, the physician payment referral with its RBRVS, and the ex-
penditure target. Those are part of the techniques that are used in
our cost control mechanism.

They would be similar to those that have been used in State hos-
pital rate setting effectively in the States of Maryland, New Jersey,
Massachusetts, and New York, and have some similarity to those
mechanisms that are effectively used and have a track record of
success in West Germany, France, Japan, and even Canada.

So, those are the tools. We are not talking about untested, dream
theories here. Those are the techniques that would be authorized
to be used to establish the expenditure target, to couple that with
a rate-setting mechanism using the RBRVS that would meet the
expenditure target and a capital allocation mechanism similar to
that which you have authorized now for the use of Medicare.

So, those are the techniques that are established in this system
except with Medicare has not worked if you meant reduced the ac-
tual expenditures. We have not succeeded in doing that.

Dr. SIMMONS. Well, first of all, Senator, I think we cannot make
that statement in PHYSPRPPAC because that has just become au-
thorized to be the law of the land in late 1991, 1992. So, it is too
early to know that.

There, we would have to go on the experience of the States that
have done it and of other nations that have done it. But I believe
that the studies that GAO and CBO have made, and the reports
that we have had back from Physician Payment Reform and the
Prospective Payment Assessment Commission are that the evi-
dence is that they have definitely cut the rate of growth of Medi-
care spending. Total cost, no.

Senator PACKWOOD. Total cost, no. And part of the problem is
volume. No matter how much you cut if you have twice as many
tests as you used to have, your costs are probably going to go up
no matter how much you cut the reimbursement for the costs.

Dr. SIMMONS. Right.



Senator PACKWOOD. But what you are saying is very similar to
what Dick Darman said several years ago, and I think you mean
the same. He said, next year, what we propose is we are only going
to spend X amount of dollars on Medicare, and that is all we are
going to spend. And if that does not cover everything, we are going
to allocate it among the different providers, hospitals.

Dr. SIMMONS. Yes.
Senator PACKWOOD. And if somebody thought they were going to

be reimbursed $500,000 for a CAT scanner and there is not enough
money, they only et reimbursed $375,000.

Dr. SIMMONS. Right. Which is exactly the way other nations have
gone about it.

Senator PACKWOOD. But I want to make sure that everyone un-
derstands exactly what you are saying. This super board is literally
going to allocate on that basis.

And if you say we spend $800 billion. this year and we are going
to spend $784 billion next year-we would have otherwise spent
about $880, so you are going to cut roughly $100 billion-we are
going to cut the cloth to fit the budget.

Dr. SIMMONS. Right.
Senator PACKWOOD. All right.
Dr. SIMMONS. But, could I make, just for the record, a clarifying

statement on the expenditure target budget allocation? Basically, it
is this: we would call for the board being authorized to drop the
rate of growth 2 percent a year until it is equal to the rate of GNP.

Further translated, if the rate of growth now, which is, 12 per-
cent a year-it is supposed to be 12-15 percent a year over the
next 5 years, according to Commerce-next year we would factor
in a rate of growth of 10 percent, the following year, 8 percent,
until we go down to CNP growth.

Then a societal decision is made: should we spend more, should
we spend less, should we stay on target. And basically what West
Germany has succeeded in doing is keeping the rate of growth com-
mensurate with the rate of growth of GNP or GDP.

Mr. MAGOwAN. Medicare and Medicaid have done a pretty good
job in the last couple of years of lowering that rate of growth
through target setting. The problem has been, though, that it has
just gotten shifted into the private sector.

If the doctors do not get enough income from serving the Medi-
care and Medicaid patients, they are raising their rates, hospitals
are raising their rates to cover for it.

Senator PACKWOOD. Under your plan, I think I am inclined to
agree, you are going to have to limit that increase, also. They will
not be able to shift it,

Dr. SIMMONS. Oh, yes. That is the total factor of our plan, Sen-
ator. Cost-shifting is gone. There is no ability to cost-shift. You now
have a level playing field. Government does not control its problem
by shifting to the private sector.

Senator PACKWOOD. Thank you, Mr. Chairman.
The CHAIRMAN. All right. Thank you. Senator Breaux.
Senator BREAux. Thank you, Mr. Chairman, and thank the panel

for their presentation. Some argue that it should not be an employ-
er's obligation to provide health insurance for their employees. I
take it your position is just the opposite.



Mr. MAGOWAN. That is Correct.
Senator BREAUX. That it is an obligation of the employer to pro-

vide basic health benefits.
Mr. MAGOWAN. I think not only is it an obligation, but I think

it is the best way of having a more efficient system. I think it
would be a more efficient system than if the government does it.

Senator BREAUX. Let me ask, just to get a little discussion here,
on the question of caps on medical care costs which this commis-
sion, as I understand your plan, would come up with in order to
control costs.

Explain for me. You are in the grocery business in a major way.
Suppose people came to Congress and said, look, grocery prices are
too high, set up a commission and control prices of groceries. I
mean, give me a comparison of why it is all right in this area, or
would you agree that it would be the right thing to do in your busi-
ness, as well?

Mr. MAGOWAN. I would be opposed to price controls under any
circumstances by themselves. But that is not what we are talking
about. We are talking about price controls that are working in con-
junction with cost controls.

If you want to set up price controls in th grocery business and
you have got some method of setting up cost controls in it at the
same time, then let us talk about it.

But what we are trying to do with the health care proposals is
to link rate setting mechanisms, fee targets, et cetera, with very
tough, strict cost controls. Price controls, by themselves, I think,
would not be in anybody's best interest.

Dr. SIMMONS. Senator-
Senator BREAUX. Let me follow up on this point and I will let you

speak. How do you control the cost of the hospitals, and equipment,
and the buildings? You are controlling what they can charge, but
how do you control the end costs that they have to incur and now
pass on to the consumer?

Mr. MAGowAN. Henry, could you address the details of that?
Dr. SIMMONS. I am sorry, Senator, I was thinking of a previous

question. Could you repeat it? My apologies.
Senator BREAUX. How do you control the cost that the providers

have to incur and are now passing on to the consumers, costs like
the equipment they buy, the drugs they buy, the salaries they pay
for nurses, doctors, et cetera, in order to have a cost control pro-
gram?

Dr. SIMMONS. Well, in our mechanism we do not. What we say
to those that provide the care is that this is the amount of money
that we payers have available.

Now, you have to work within that and figure out a way to more
efficiently develop the product, which is basically the way each of
the States have done it, and the way other nations have done it.

But, to go back to your question as to whether the grocery busi-
ness would be under price or cost controls, I think the difference
in those two industries is, in the grocery business, it is a lot easier
and it really, truly is a highly competitive business, competing on
quality and cost with a knowledgeable consumer.



I can go into Safeway and see a unit price, and I can taste the
food and I can make a fairly good judgment, was it worth what I
paid for it.

We do not have those kinds of conditions in the health care sys-
tem, and that is why we felt we have had to reach for these new
mechanisms to control costs. We just have a less than ideal market
here that will not self-correct itself, in our judgment.

Senator BREAUX. Let me ask you, then, because I think it fits
nicely into the concept or the thought that I have been working on
for a medical care savings account.

How much does Safeway, if you have a figure, on average, pay
for a premium for your workers, do you know?

Mr. MAGOWAN. Mr. Zachary.
Mr. ZACHARY. Senator, it is about $2,700 a year, including de-

pendent coverage.
Senator BREAUX. All right. People tell me that 97 percent of the

people in America spend less than that $3,000 a year on health
care. Suppose you just gave that $2,700, or, say, a portion of that
to your employee and let them make the decision on where they
want to spend it, and then use the remainder to buy a catastrophic
policy for them.

What are your thoughts on that type of a medical care savings
account where the employee would have that account and be able
to use it as he or she felt was in their best interests?

Mr. ZACHARY. Part of the difficulty is really whether or not they
are a wise consumer. And the idea of educating all of the employ-
ees in terms of what are the best plans, and so on and so fort
I think, is one of the major difficulties with that.

Senator BREAUX. Well, there is no choice in that now as long as
a third person is paying for it. Right?

Mr. ZACHARY. Well, there are selection processes now between
HMOs and fee-for-service, and employees can make those kinds of
decisions. But to get into that, I think, is adding another layer of
complication on the system.

Senator BREAUX. It eliminates a lot of paperwork and bureauc-
racy as well, though, does it not? I mean, you do not have to fill
out an insurance form if a person has his account and can just go
pay his bill with it.

Dr. SIMMONS. Well, the insurance forms still exist on the other
end. I mean, I do not see how that can--

Senator BREAUX. No, no. Well, we can talk about it. It would not.
If a person has his account, he goes to the doctor, he pays the doc-
tor; he goes to the drug store, he pays the drug store. He does not
have to submit a form. It is his account; it is his money. Insurance
is not involved in the paperwork on that system. All right. Thank
you. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Daschle.
Senator DAsCHLE. Thank you, Mr. Chairman. Mr. Magowan, you

made an interesting statement just a minute ago that you think
that what you are suggesting is a much more efficient system than
if government does it.

As I look at all of the systems around the world and the degree
to which government does it in those systems, I look at the admin-
istrative costs, I look at the access, I look at the degree of con-



fidence that they have in cost containment, it seems to be directly
in conflict with the statement you just made. Perhaps you could
elaborate a little bit on what it was you meant by that statement.

Mr. MAGOWAN. What I meant was that in many countries--Ger-
many and France would be two examples-they are employer-
based. It is not up to the government.

It is up to the government in the U.K., it is up to the government
in Canada. In both cases, in the U.K and in Canada, one of the
elements that has been a result is rationing.

And we hear stories about people crossing the border from Can-
ada, for example. They cannot get services in Canada, waits in line,
people waiting a year for the hip replacement that they want.

There has been a fair amount of criticism of the state health plan
in the U.K. for more of these kinds of reasons. It does have the ad-
vantage of having much lower costs, and it does have the advan-
tage of full access.

Whether it has as much quality in their systems as in our sys-
tem now is, I think, a good question. Germany and Japan, I think,
come closer to providing that combination of all three things: better
quality, complete universal access, and at reasonable cost.

Senator DASCHLE. Would you like to see the degree of govern-
ment control in our system that Germany uses in its system?

Mr. MAGOWAN. I would be absolutely willing to put up with the
degree of control by the government in Germany. It is relatively
small in Germany. It is employer-based in Germany, and it is em-
ployer-based in Japan. It is employer-based in France.

Dr. SIMMONS. Senator, in further answer to your question on ad-
ministrative simplification-you and I have had this discussion-
we have thought very carefully about how we could optimally cap-
ture the major amount of waste in the system now which you know
exists.

Actually, as we have done the analysis, once you have a standard
benefit package which our plan calls for, as does yours, once you
have a standard benefit package as our plans calls for, as does
yours, once you have a uniform claim form, once you have elimi-
nated medical underwriting, then you really have captured a very
substantial part of the possible administrative simplifications with-
out going to a single-payer system, in our judgment. And we have
run these analyses, and there are very major savings here.

Now, whether they are quite as large as a single-payer, we would
not argue with you. But the other point we would make is, single-
payer brings some baggage with it which we believe our proposals
does not, and we could debate the strengths or weaknesses of that.

But there are substantial savings in administrative simplification
available without going to a single-payer system, in our judgment.

- Senator DASCHLE. To what degree do you believe you can save
administrative costs with the system you are suggesting?

Dr. SIMMONS, What level of dollars?
Senator DASCHLE. What percentage?
Dr. SIMMONS. Well, we have those figures.
Senator DASCHLE. If administrative costs are currently between

18 and 24 percent, what percentage do you think we will have if
we fully implement your system?



Dr. SIMMONS. Well, many billions is as many as I could say, Sen-
ator Daschde.

Mr. MAGOwAN. Well, we said, did we not, $600 billion by the end
of the decade over what they would otherwise be.

Senator DASCHLE. That really does not help us because we do
know-

Mr. MAGOWAN. I think the Senator is talking about administra-
tive savings.

Senator DASCHLE. Exactly.
Dr. SIMMONS. I do nnt have that figure, Senator.
Senator DASCHLE. Could I ask you, following up a little bit on

Senator Packwood's question. I am still troubled a little bit by this
enforcement mechanism, as well. You said expenditure targets, and
I understand that, and I understand the mechanisms by which you
hope to achieve those targets.

But what mechanism will give you the confidence that you are
going to hit those targets? How does the board work in that re-
gard?

Dr. SIMMONS. Well, whether it hits the target is obviously impor-
tant, but does not cripple the system if they do not.

Because basically the way it works, which is the way you have
designed physician payment reform and the way the West Ger-
mans and others do it, if you do not hit the target that year, then
the rate next year is adjusted so that you retroactively make up for
the shortfall, which is an advantage over a budget. A budget, if you
run out of money in November, you do not pay for any care in De-
cember.

Well, we do not think that is workable, and that is why we
picked the expenditure target rule, so it self-corrects a year after
the fact so you cannot game the system that way.

Senator DASCHLE. Well, I am out of time. I would only say one
thing, and I really hope that we consider this as we go through
this. I remember in the Cold War days that we would always fault
the Soviet Union for having this ideological truth.

The ideological truth in the Soviet Union wasG25 that capitalism
was bad, and, by God, the U.S.S.R. and all that it stood for was
good and no one could ever defy that truth.

I sense there is a little bit of that going on as we consider health
care. Our belief is, by God, we are the best, and in all cases, there
is no country that can compare and we ought not to look at other
countries and what they have done.

And I think that is a very serious problem. We should not be
blind to the savings, if we are blind to the mechanisms by which
other countries have addressed these problems much more effec-
tively than have we.

And I think there is some indication that that may be happening
as we consider this issue today and I would hope that we would
open up and be very objective as we consider the pluses and
minuses of our system, and that of others. I thank the panel, and
I thank you, Mr. Chairman.

Mr. MAGOWAN. I could not agree with you more. I really feel,
Senator, that we do try to do this. We have been up to Canada, we
have looked at their system. We met with the representatives from
Germany and Japan.



We have done a fair amount of research on this. There are cer-
tain elements of all of those systems that are better than ours. We
would agree with you. You ask what we pay for administrative
costs, I think that 18 to 24 percent of the total cost in the United
States is in administrative costs, and in Canada it is around 11 to
13 percent, just across the border. They have a much simpler sys-
tem, though.

The CHAIRMAN. Could I ask for clarification? You keep using the
figure of $600 billion by the end of the decade in savings. Are you
talking about cumulative savings from this point until then?

Mr MAGOWAN. No. That would be the saving per year in that
last year. If we do nothing about health care costs and they con-
tinue to go up in the next 8 years in the decade, as they have been
going up, then they will be at $1.9 trillion in the year 2000.

The CHAIRMAN. Mr. Magowan, I have listened to a lot of num-
bers. That is the biggest one yet insofar as the actual-[Laugh-
ter.]

Mr. MAGOWAN. That is what it is if you keep it going at 12 per-
cent. That is what it gets up to, $1.9 trillion. And with our reforms,
it would be $1.3 trillion, we think.

The CHAIRMAN. Of course, they are projecting more than 12. We
are talking about possibly 14 compounded.

Mr. MAGOWAN. Well, I think this estimate is at 12. Is it not?
Dr. SIMMONS. Yes.
Mr. MAGOWAN. Twelve percent is what gets us to $1.9 trillion.
The CHAIRMAN. I understood that. I understand compound inter-

est very well, too. Thank you. [Laughter.]
Dr. SIMMONS. Actually, Mr. Chairman, the Robert Wood Johnson

Foundation figures that they funded are even higher than this, of
savings.

The CHAIRMAN. Well, that is right. I have higher numbers inso-
far as the compound increase. But your $600 billion is the largest
cumulative annual estimated savings total I have seen. Go ahead,
Senator Grassley.

Senator GRASSLEY. I want to ask about the national board and
how it will work in regard to Medicare. Am I right that the Medi-
care program will be included in the expenditure limits and the
payment rates?

Mr. MAGOWAN. Yes.
Senator GRASSLEY. All right. Then, if that is the case, I want to

note that most of the providers in my State believe that Medicare
and Medicaid do irot pay the full cost of providing health care serv-
ices, and there is furthermore an assertion to that effect in the coa-
lition's short brochure.

So, I presume that including Medicare would be important, oth-
erwise it would continue to under-pay and the providers would not
be able to cost-shift to make up for the losses that they sustained
in public programs.

Could I assume, therefore, that the board could conceivably end
up recommending that Medicare spend more than what we in the
Congress and the administration would otherwise be inclined to
spend on it?



Dr. SIMMONS. Yes, that is a possibility that this board would rec-
ommend that. In fact, in our report, we call for definitely raising
Medicaid up above the unrealistically low level that it is now.

Senator GRASSLEY. Yes. Then I guess I would want you to com-
ment on an assertion that I want to make that I think it is quite
easy for us to see a little trouble in how Congress and the adminis-
tration could cede so much authority to an independent board,
given that Medicare is such a major part of the Federal budget.

Dr. SIMMONS. Well, Senator, we do not call for the Congress
ceding that. We call for the establishment of this board that has
the authority to make the recommendation to the Congress.

And, in Nancy Kassenbaum's particular way to treat that, she
would say that the commission would present to the Congress its
recommendation for the update in the fee schedule, and the Con-
gress and the President would be able to vote up or down on the
package, but not amend it.

Now, we have not gone into how that mechanism would be. No.
We do not think legally you could ever take that power to tax away
from the Congress.

Senator GRASSLEY. All right. So, the national board in regard to
Medicare, then, would not be governing the cost and the reimburse-
ment of Medicare, it would be recommending to Congress.

Dr. SIMMONS. Yes. That is built into our proposal.
Senator GRASSLEY. All right. I gather that you have moved away

from specifying a predetermined payroll tax rate to finance the pro-
gram recommended here.

I believe that you said in your statement that the rate would be
set at a level that would keep the ratio 3 to 1 between the number
in the privately-insured group, and the number in the State-admin-
istered program.

Could you tell us why you made this change, and how you settled
on the 3 to 1 ratio? And, also, are you able to say what the payroll
tax would have to be to maintain this ratio?

Dr. SIMMONS. Senator, this will take a little bit of a more lengthy
answer than you want, but our fundamental proposition, the coali-
tion agreed, was that we do not want a program run by the Federal
Government.

We have to have important Federal responsibility here, but we
would like to keep it predominantly private system under these
other elements that would control its problems.

And, therefore, we backed into our strategy, saying if we want
a predominantly private mechanism of insurance, and, obviously,
private delivery of care, then this tax rate has to be set at a level
that would give us about three parts of the total in the private sys-
tem, and one part of the total in a "public-sponsored" system. We
backed into the tax rate necessary to do that.

Now, when we did those figures-and these are now figures from
some time past-that is what gave us the tax rate of 71.75. When
we did our actuarial analysis, we found, from what average pay-
rolls are, it would give you that kind of a system.

And what that figure would be today since costs have already es-
calated over $100 and some billion since our report, we do not
know. But we do say that the tax should be set at a rate so that



we do not have an all public-sponsored system. That was a basis,
a principle which led us to the design of this proposition.

Senator GRASSLEY. You pointed out that criticizing the play-or-
pay proposal without taking into account the cost containment fea-
tures would be unfair and misleading.

Could you tell me and the committee a little bit more about how
you would coordinate the implementation of the cost containment
elements of the proposal with the implementation of the play-or-
pay aspects?

Dr. SIMMONS. Yes. And, again, this will be a judgment that the
Congress will have to make as it enacts a proposal, if it does, simi-
lar to ours.

Given the serious state of the economy and the deficit, you could
preferentially decide to put in the cost controls first and phase in
the access so that you do not take on an extra cost until you have
generated some savings.

And one of the possible ways that we have looked at internally
is to put the cost controls in day one, across the system, and, as
savings accumulate, which they would rapidly do, you could then
phase in access-women and children-until we have total access.
That is one option that the Congress could choose.

Sei.ator GRASSLEY. Mr. Chairman, this is just for clarification.
The problem here is so that small business would get the cost con-
tainment information and benefits before and not later than they
would have to start offering insurance or paying the tax.

Dr. SIMMONS. Yes.
Senator GRASSLEY. You say that takes care of the problem?
Dr. SIMMONS. Well, the way we have designed our program-we

heard the concern of small business. They say, why should we have
a mandate if we are not sure we can control costs? So, what we
do is, all right, let us put in the cost controls first. And on our pro-
posal, we phase in small business. They have a 3-year phase in,
both new and small businesses.

Senator GRASSLEY. Thank you, Mr. Chairman.
The CHAIRMAN. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman. Mr. Magowan, I ap-

plaud you for getting involved in the health care debate while run-
ning a pretty big corporation full time. I suspect you found it more
complicated, more time-consuming, and more difficult than when
you started-at least, that has been our experience on this commit-
tee.

According to your written statement, nearly one-third of your
employees are overseas-that's a very hefty number of employees.
Of 110,000 employees with 78,000 in the United States, the bal-
ance, I assume, is overseas.

Mr. MAGOWAN. They are in Canada.
Senator CHAFEE. In Canada. It seems to me, I saw one of your

stores in Great Britain. Could that be right?
Mr. MAGOWAN. When did you see it? [Laughter.]
Senator CHAFEE. Well, I will have to acknowledge-
Mr. MAGOWAN. We sold our stores in 1986 to the Argyle Corpora-

tion.
Senator CHAFEE. Oh, did you?



Mr. MAGOWAN. They are the third-largest food retailer in the
U.K. But they did retain the name Safeway.

Senator CHAFEE. I see. Well, I take very few trips overseas as a
Senator, so I-[Laughter.]

It was a long time ago that I was there. Now, it seems to me-
and no one can argue with the points you've made. We have consid-
ered those pointS in various proposals that have come before this
committee: malpractice reform, insurance reform, and reduction of
administrative costs.

The heart of your proposal, as I see it, is cost containment and
bringing down the rate of growth. And, if I am plowing old ground
here, forgive me. I arrived a little bit late.

Now, if we assume that last year the total health care costs in
the United States were $800 million--just to take a figure-and
that the cost of health care has been golg up at the rate of 12 per-
cent a year, you .are proposing not to continue increasing costs at
the rate of 12 percent a year, but rather, increase cost at the rate
of 10 percent a year until you get to the CPI.

Mr. MAGOWAN. Correct.
Senator CHAFEE. Now, in order to do that, as I understand it,

you'll create a bureau. Is that the correct word for it?
Mr. MAGOWAN. Commission.
Senator CHAFEE. Commission. All right. Now, how do they do it?

What do they say to Rhode Island Hospital? How are you going to
keep your costs down for somebody who is not on Medicaid, not on
Medicare, but is a Safeway employee who is going in for an appen-
dectomy? Anyone in the group can respond.

Mr. MAGOWAN. Well, let me just try to tackle your question, first,
and then I think Dr.-

Senator CHAFEE. Let us just say that the operation has been
$1,000. How are you going to lower costs by 2 percent?

Mr. MAGOWAN. We thought that the best thing to do, rather than
to tell them in every specific detail how to do it, was to set the
overall target and say, in this place you guys might figure out how
to do it this way, another place might figure out a different way
to do it. There are many places to look.

If you could argue that 20-30 percent of all procedures that are
done in the country do not have to be done, then maybe the local
hospital, or whatever, would say, we could cut down on the fre-
quency of all of these procedures.

If one particular hospital keeps it patients, on average, 2 days
more than another particular hospital does and they are made
aware of these facts, they might take a look at how long people
stay in the hospitals.

But we thought, rather than tell them specifically how to cut
costs in each area, better to set a broad, overall target-there are
many ways to get there-and let the individual, local board deter-
mine the details of it.

Senator CHAFEE. When you say "local board," what do you mean?
Do you mean a local board of the hospital, or some
governmental

Mr. MAGOWAN. No. State.
Dr. SIMMONS. Senator, basically it would work very much the

way the Congress has now currently designed the way it is going



to handle Medicare costs in escalation. And Rhode Island would be
basically subject to a DRG and an RBRVS with a conversion factor.

That conversion factor, determined by the level of total health
care services this board has set, 2 percent less each year until it
reaches the GDP. So, it is very similar to the way you have begun
to operate the Medicare program.

Now, the option would be for Rhode Island to seek a waiver from
that and set up its own mechanism, as long as it met the expendi-
ture target, which is allocated to the State of Rhode Island from
the national pool.

And that is fundamentally how it would work. And that is the
way it works, as I said, both in rate-setting States, here, in Can-
ada, and in several other nations.

Senator CHAFEE. Well, obviously, in my judgment, this is the
heart of your proposal.

Dr. SIMMONS. Well, Senator, actually, in our judgment, it is not
the heart of our proposal. There is no particular-we think every
one of those eight elements is important.

And, in fact, if you sat in our coalition meeting, I believe the coa-
lition members would say the heart of the proposal is the quality
and efficiency piece, without which we do not know how to contain
costs.

I believe you would get almost a unanimous judgment on that,
but, certainly, the cost containment is extremely critical, but no
more critical than the quality initiative.

Frankly, we are a little discouraged that that has not received
the attention that it needs nationally. Mr. Magowan, himself, is
deeply concerned about that.

Senator CHAFEE. Well, my time is up. But let me just say, it is
our belief, generally, that the quality of care-I notice your three
points-has not been a problem; but that does not mean that we
should not work on improving quality. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you. Senator Baucus.
Senator BAUCUS. Thank you, Mr. Chairman. I am curious, gen-

tlemen, under your system or any system, if there is some basic
reason why health care expenditures should go up at a rate faster
than the CPI. Is there anything endemic to health care that means
it should be higher or lower than CPI, or at CPI?

Mr. MAGOWAN. I think there are a lot of things that have caused
it to go up higher than the rate-

Senator BAUCUS. No. I am not talking about in the past. We
know what the past causes are. I am wondering about this plan
that you have. Are there any reasons why, or pressures to cause
health care to go up greater than CPI?

Mr. MAGowAN. I think there is a lot of pressures that are going
to cause it to go up greater than the CPI in the future. We have
got demographic changes that are very important.

Our Nation is aging. We are capable of prolonging life in a way
that was not possible before. There is a lot of new, exciting, but
very expensive technology and equipment that is being more and
more utilized.

Senator BAUCUS. But your proposal, though-I am sorry, I do not
sufficiently understand it-that health care expenditures under
this commission would be capped at CPI?



Mr. MAGOWAN. No.
Dr. SIMMONS. No, Senator. Senator, basically where we started

was this. You asked the fundamental and critical question: how
much should any society spend? How much do we, as a society,
w6ant to spend? We asked ourselves the same question. We did not
come to an answer, 10, 12, 15 percent.

But what we said was this: it does not seem to us that we can
defend whatever we are spending currently on health care, given
the amount of waste that we see in the system when other nations
run universal access at half, to two-thirds our cost.

So, we said, all right, let us at least cut it back to the rate of
growth of our total economy the way other nations have done. And
we can get there, in our judgment, without hurting people.

Senator BAUCuS. So, you do say that regardless of the pressures
that health care expenditures may have which increase health care
expenditures at a rate faster than CPI, regardless of all that, you
want to set up a system where health care increases are no more
than the CPI in the future. Is that right?

Dr. SIMMONS. Over 8 years.
Senator BAUCUS. Over 8 years. Over an 8-year period they are

going to get to the CPI, period.
Mr. MAGOWAN. Correct.
Senator BAUCUS. All right.
Mr. MAGOWAN. As other nations have done.
Senator BAUCUS. All right.
Dr. SIMMONS. And then we will say the judgment will be as a so-

ciety, and, obviously, ultimately at the will of the Congress and the
President, do we spend more or less than that it the future. And
that is a societal decision.

Senator BAUCUS. All right. Now, I am sorry. So I understand this
proposal a little better, how does this commission set health care
limits? In my State of Montana, St. Vincent's Hospital in Billings,
MT. Let us say that 8 years from now the commission sets a cap,
I guess, on health care expenditures overall, but let us say to hos-
pitals. What happens if St. Vincent's charges more than it has been
proportionately charging?

Dr. SIMMONS. Well, basically it is the same as the answer I just
gave to Senator Chafee. It is the same way that your hospital
would react under the Medicare program if they spend more than
the DRG allocation. They have to figure out a way to get compensa-
tion for that.

Senator BAUCUS. Then you are saying that essentially the DRG
system would apply to all patients?

Dr. SIMMONS. Well, that is one option that the Congress could
adopt.

Senator BAUCUS. What are you proposing?
Dr. SIMMONS. We did not propose whether it would be a DRG or

some other mechanism.
Senator BAUCUS. What are you proposing?
Dr. SIMMONS. We said there has to be that kind of a mechanism.

We did not say the mechanism. We said there has to be a fee
schedule, there has to be some allocation of the total budget, and,
from that, an all-payer rate-setting mechanism.



Senator BAUCUS. Does this commission, then, engage in global
budgeting per hospital?

Dr. SIMMONS. Yes. Global expenditure target.
Senator BAUCUS. Per hospital?
Dr. SIMMONS. No, it does not.
Senator BAUCUS. Then what happens if it is a target-by target

you mean overall for the Nation?
Dr. SIMMONS. Yes. A global expenditure target for all spending,

Federal and private.
Senator BAUCUS. And, again, what ha ppens if one hospital

charges more? I do not understand this, frankly.
Dr. SIMMONS. Well, it is the same way L'hat you are currently op-

erating the Medicare program and the way hospitals are run.
Senator BAUCUS. But there is cost-shifting to Medicare. That is

how hospitals get around it.
Dr. SIMMONS. Right. And that would be eliminated under our

program. You would have to learn to deliver care at a level that
society has to pay you. It would force that kind of efficiencies in
the system.

Senator BAUCUS. But I still do not understand how you deal with
the hospital that charges a lot more than it has proportionately
been charging if the only cap is a total national cap.

Dr. SIMMONS. Well, it is a total expenditure target nationally
that is allocated on a per capita basis to each State that is coupled
with a rate-setting mechanism that meets that target. It is the
same way you have designed the RBRVS right now in that you are
implementing in the country.

Senator BAUCUS. Oh, I see. So, it is a per capita allocation.
Dr. SIMMONS. Yes. The allocation.
Senator BAUCUS. It is per capita. I see. So, what do you do about

outliers? Let us say some hospital suddenly gets a whole rash of
AIDS cases or something and it just has big, heavy expenditures?

Dr. SIMMONS. Well, obviously the system has got to be designed
to be sensitive to those kind of aberrations. Frankly, Senator, we
did not get into that level of detail. We are up at a higher level,
and Senator Chafee has asked a very important detail question, as
have you. Frankly, we did not get into that level of detail.

Senator BAUCUS. Yes. See, the problem is, the Devil is in the de-
tails here.

Dr. SIMMONS. Oh, sure. But until you agree on the basic struc-
ture, you cannot even get to the detail.

Senator BAUCUS. Yes. I appreciate that. But I think you also
have to know the details, as well as the structure, before you im-
plement anything. I

Dr. SIMMONS. Absolutely. Before legislation.
Senator BAUCUS. Because otherwise we are going to get our-

selves, I think, in a lot of trouble.
Dr. SIMMONS. Sure.
Senator BAUCUS. Thank you.
The CHA IRMAN. Senator Hatch, for any comments you might

have.
Senator HATCH. I am delighted to welcome you here and am in-

terested in your proposal. I like most of the eight elements of the
coalition's plan to control costs.
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One of the problems with the current play-or-pay program, which
I have referred to as the Mitchell-Kennedy mandate, is that they
do an awful lot about imposing the play-or-pay mandate but do not
do much about controlling costs.

For instance, you provide for malpractice reform, or what I call
medical liability reform, and you call for national practice guide-
lines, which I think is quite similar to what I have been talking
about; getting a system where everybody knows what you work in,
and if you meet those guidelines you have an automatic defense
that you could easily raise in a malpractice suit.

Do you have any indication, Doctor, or any of your testifying here
today, what you think the direct and indirect costs are of defensive
medicine caused because of the fear of medical providers, and doc-
tors, and practitioners that they might be sued for medical liabil-
ity?

Mr. MAGOWAN. I think it said that 10 percent of all costs are be-
cause of malpractice.

Senator HATCH. Now, I not talking about because of malpractice.
I am talking because of the fear.

Dr. SIMMONS. Defensive medicine.
Senator HATCH. Defensive medicine.
Mr. MAGOWAN. Oh. Well, then the other part of it is that 20-30

percent of all procedures done in the country, we estimate, do not
need to be done. And the main reason why -we have that level of
excessive procedures is the threat of malpractice law suits.

Senator HATCH. It has been estimated anywhere from $20 billion
a year to $200 billion a year are unnecessary costs driven by the
fear of doctors and medical care providers that they might be sued
for medical liability. You do not disagree with that range?

Mr. MAGOWAN. I think it could be low.
Senator HATCH. In other words, it could be higher than $200 bil-

lion a year?
Mr. MAGOWAN. Well, no. Twenty to 30 percent.
Senator HATCH. Well, 30 percent of $817 billion is $240 some bil-

lion.
Mr. MAGOWAN. Yes.
Senator HATCH. Now, I agree with you. I think it is in the upper

limit, and if we could save just a fraction of that it would help. So,
you have that provided for, and some of your ideas are generalized
in your statement, but, still, I commend you for them.

When you talk about the payroll tax rate that these small busi-
nesses are going to have to pay, which I understand by your bill
you would phase in, you would phase in their obligation over a 3-
year period.

Mr. MAGOWAN. Correct.
Senator HATCH. Now, some small businesses will not be able to

ay, no matter what. The average small business only earns about
30,000 gross income per employee. So, there is not a lot of margin

to pay this 45 percent medical care that you cite in your statement.
But let us assume they can. What would be the percentage they

would have to pay if they did not play by providing insurance for
their employees?

Mr. MAGowAN. It is 7 percent.



Senator HATCH. You think 7 percent would cover their costs of
paying --into this, what-I call Federal health welfare system?

Mr. MAGOWAN. It might not fully cover their costs, but I think
everybody assumes that there will be some subsidy of these smaller
businesses in the rate mechanism. It cannot be so much of a sub-
sidy that everybody wants to jump into it.

So, we have estimated that to keep it at this ratio of 3 to 1 be-
tween what is provided by the private sector to the public sector,
it would be at about 7 percent.

And we think that small businesses now not providing insurance
would take advantage of that 7 percent, rather than set up their
own insurance system.

Dr. SIMMONS. Senator, under our proposal there is a substantial
subsidy built in to small business deliberately, and that comes from
the .5 percent payroll tax up to Social Security max, levied against
every American above 200 percent of poverty, and every employer.

The bulk of the payment for those who are uninsured and below
poverty comes from that pool, but some of it also comes from that
1.75 percent that is in our play-or-pay proposal, which was the fig-
ure that actuarily we calculated-

Senator HATCH. That is a more intelligent approach than what
we have been talking about in the Senate. Because basically what
you are saying is that there will be subsidization because right now
it is costing 12-13 percent to meet the needs of health care.

Dr. SIMMONS. Yes.
Senator HATCH. And small business makes up almost 50 percent

of the total employment in this country.
Dr. SIMMONS. That is why we deliberately designed it. In fact,

that is the genesis of a pay-or-play proposal, to soften the impact
and to give a subsidy to small business so they could, in fact, par-
ticipate in coverage.

Senator HATCH. You see, I am concerned even with the 7 percent
that many small businesses will not be able to play.

Mr. MAGOWAN. Ninety percent of them, though, now do provide
insurance. As the Chairman said, maybe not as full insurance as
everybody, but 90 percent of them do provide insurance.

Senator HATCH. That is right. That is true. But that does not
necessarily make it possible for them to continue in business if the
7 percent is more than they can pay. That is my point.

Mr. MAGOWAN. Right. But our hope would be that the systems
that we have will be able to drive down costs over a period of time,
much less than what they now are which will make it more attrac-
tive to them, because they are very scared of the rate of increase
and the uncertainty of that increase.

Senator HATCH. I understand that. Now, your plan counts on
DRG's and RBRV's to control costs. And you stated a bit earlier
that Medicare expenditures have not been cut, but that the rate of
growth of Medicare expenditures has been reduced. Are you consid-
ering the increase in Medicaid beneficiary costs as well as Part A
and Part B when you make that statement? And could you provide
us with your analysis so we can look that over?

Dr. SIMMONS. Yes, Senator. When we calculated the total cost of
implementing our universal access-$34 billion-we factored in
there the amount that would be taken to raise Medicaid to a more



reasonable pay structure, up to the Medicare level. And that is the
in the last page of our report. That chart is there, but we will pro-
vide it for the record, also.

Senator HATCH. If you would, we would appreciate it because I
am very intrigued with some of the things you are saying. Thank
you, Mr. Chairman.

The CHAIRMAN. Senator Rockefeller.
Senator ROCKEFELLER. Thank you, Mr. Chairman. I apologize for

being late. Mr. Magowan, you run a very large business, which you
have some employees, presumably, at the relatively lower end of
the pay scale.

Now, what Mr. Hatch wants us to believe, and others, is that it
is all right for you to say that because you are a big company, but
a small company cannot say that because a small company is not
going to have the margin that you do. You say 90 percent provide
already. That is higher than I would have guessed, but, neverthe-
less, people generally want to provide health insurance to their
workers.

What those who oppose all of this say it is going to put everybody
out of business. It is going to put hundreds of thousands, or a quar-
ter of million, out of business.

So, there has to be some way in which we are able to convince
small business that this will work for them, or, that in the course
of marking this process up, we will make it work for them.

And in that, it seems to me, comes the explosive issue of cost
containment. I want you to address that in terms of how cost con-
tainment, in fact, would help a small business, and any other argu-
ment you would use to small business to say, one, this can work;
two, the way we are going is not a disaster.

Mr. MAGOWAN. First of all, Senator, our company is not a low
wage rate employer. The average wage in our company, including
benefits, is almost $15 an hour.

Senator ROCKEFELLER. Well, then mark me down for wrong anal-
ysis. [Laughter.]

Mr. MAGOWAN. Well, I would say to small business, the hope
would be that these reforms are going to get America into a much
more competitive condition so that we can compete more effectively
in the world.

Senator ROCKEFELLER. Now, that works, but it does not work so
well with small business. You see, I am worried about Mr. Hatch's
people who are not exporting to Korea. These people are the corner
of the block in Ogden, Utah and they are trying to make a go of
it. Now, it is these folks that you need to address. What do you
say?

Mr. MAGOWAN. All right. Take a look at Hawaii. Hawaii has got
a lot of small business.

Senator ROCKEFELLER. No, I do not -want to use Hawaii. Hawaii
is surrounded by oceans, it does not have much alternative. Ogden,
UT. Ogden, Utah.

Mr. MAGOwAN. Ogden, Utah.
Senator ROCKEFELLER. That is what we want to talk about.

[Laughter.]
And talk about cost containment. I am just trying to throw out

the fattest snowball I can.



Dr. SIMMONS. Well, I would like to try that, Senator.
Senator ROCKEFELLER. All right.
Dr. SIMMONS. I think the best thing that could happen to small

business in Ogden, Utah, or anyplace else would be the adoption
of a program like this.

Because right now, as Mr. Magowan said, 95 percent of large or
small businesses do provide coverage. They are getting stuck with
these eqealations you know about, and those escalations would
cease under this program.

So, one, the cost containment provisions would help very sub-
stantially small business.

Senator ROCKEFELLER. Explain that, how they would help.
Dr. SIMMONS. Well, because their premiums would not continue

to increase at 20, 40, 50 percent a year. That is a thing of the past
with this ratcheting down that we are talking about. And then, of
course, the subsidy built into a proposal such as ours is substantial
for small business.

It would be, we calculate, deliberately structured so that lower
wage firms would probably find it less expensive to arrange their
care under this proposal, the public sponsor, than to buy it in the
open market. That is a deliberate design feature.

Mr. MAGOWAN. The insurance reforms we have proposed are di-
rectly designed to help small business. Right now, the small busi-
nesses pay considerably more than big businesses in the same geo-
graphic area. Under our proposals, those differences would be
eliminated.

Dr. SIMMONS. The elimination of medical underwriting, the in-
ability to renew because of one bad claim.

Senator ROCKEFELLER. And, in fact, you community rate, do you
not?

Dr. SIMMONS. Yes.
Senator ROCKEFELLER. You community rate insurance, whereas

the so-called Mitchell plan has a 1.3 band margin.
Dr. SIMMONS. Right.
Senator ROCKEFELLER. So your insurance would be even strong-

er.
Dr. SIMMONS. Right. Yes.
Senator ROCKEFELLER. So, the question is, are there any more

arguments you would bring to the table for small business?
Dr. SIMMONS. Well, first of all, the insurance reform, as Mr.

Magowan said, is very important. The elimination of medical un-
derwriting, the community rating, the inability to raise premiums
on the basis of one bad risk; that is very important.

The cost containment features we talked about: administrative
simplification, which cuts the total cost of care. The whole quality
thing. Senator Hatch, in response to your question, those are all
cost containment mechanisms, it is not just the three. Your mal-
practice reform is a cost containment mechanism.

Senator HATCH. No, no. I got that.
Dr. SIMMONS. Defensive medicine.
Mr. MAGowAN. The small businesses that are providing insur-

ance now are subsidizing the small businesses that are not.
And the small businesses that are not providing insurance now

at least would all be on the same boat if their competitors, many



of whom are also in small business, had to face a cost increase in
the first year or so while this was being implemented.

Senator ROCKEFELLER And you would say, would you not, to
small business, in order to get them on board-which is very im-
portant; they have a lot of leverage, they tend to like that-that
you would provide, in fact, subsidies in the mark-up were you in
our position, if this was something that was required.

Mr. MAGOwAN. Under our proposals they are starting off being
subsidized. And if that would not be enough to get them to partici-
pate, if that seven percent rate was inadequate, I think our figures
are not cast in stone.

We are also letting them phase in over a 3-year period of time,
so they are not suddenly face with a large increase that they have
not been able to prepare for.

Senator ROCKEFELLER. And you can see that going to 5 years, if
insurance reform were likely to take longer, et cetera. You would
be flexible.

Mr. MAGOWAN. Yes.
Senator ROCKEFELLER. So, small business needs to understand

that this is an open table that we are all negotiating at.
Mr. MAGOWAN. Exactly right. I mean, we had to come up with

some figures to put our proposals together, but they are flexible.
Senator ROCKEFELLER. Thank you. Thank you, Mr. Chairman.
The CHIRMAN. Let me say, we have other panels here, of course.

But I want to make one comment, Mr. Magowan, because your 90-
percent figure keeps disturbing me. When you tell me that small
business provides health insurance, 90 percent of them, I really do
not buy that.

Let me give you some numbers. These are the CRS numbers.
And, of course, the likelihood that health insurance is offered in-
creases substantially with the number of employees in a business.

But this is what the 1989 survey shows by the Health Insurance
Association of America: 26 percent of firms with fewer than five
employees offered health benefits; 26 percent.

And I will tell you what else I will bet you. I will bet you that
very few of them covered the dependents, and they had a high de-
ductible, and maybe co-insurance.

Now, that compares to 54 percent for firms with 5 to 9 employ-
ees; 72 percent for firms with 10 to 24; 90 percent for firms with
25 to 49; and 97 percent for firms with 50 to 99, and 99 percent
with firms with 100 or more. Of the employed uninsured, 50 per-
cent work for firms with fewer than 25 employees.

So, when you get to really small businesses, you have very little
insurance and that tends to be is modest coverage, indeed. That is
part of the problem we face. Thank you very much, gentlemen. We
are appreciative of having you. It has been helpful.

Now we will have Mr. Bernard Tresnowski, who is the president
of Blue Cross and Blue Shield Association. Well, Mr. Tresnowski,
we are delighted to have you back, and are looking forward to your
testimony.



STATEMENT OF BERNARD R. TRESNOWSKI, PRESIDENT, BLUE
CROSS AND BLUE SHIELD ASSOCIATION, CHICAGO, IL

Mr. TRESNOWSKI. Thank you, Mr. Chairman. I would appreciate
it if you would take my full statement and introduce it into the
record.

The CHAiRMAN. That will be done.
[The prepared statement of Mr. Tresnowski appears in the ap-

pendix.]
Mr. TRESNOWSKI. I will summarize. I am here today for one rea-

son, to talk about how we cai break the gridlock in the health care
reform debate.

The Blue Cross and Blue Shield Association believes that the
health care status quo no longer is acceptable. We acknowledge
that insurers need to clean up their own act. All the stakeholders
in reform need to make sacrifices if we are to reach a compromise.

Our alternative, which we call Community Partnerships for a
Healthy America, blends an employer-based coverage mechanism
with government subsidies to expand access for working and non-
working Americans alike. It begins in the work place where most
Americans already get their health insurance.

Most people like that arrangement, so let us start with that base,
fix the problems, and use it to extend health insurance to as many
Americans as possible.

We believe our proposal for reform constitutes a thoughtful, inno-
vative alternative to the two basic strategies for employer-based
coverage. That is, an across-the-board employer mandate, and a
play-or-pay strategy, the most common plan to broaden access
through the workplace.

Other employment-based approaches have a key severe flaw:
they make unrealistic assumptions about how much small employ-
ers can afford to contribute to health benefit costs.

Our plan would reform the system to make coverage universal
and portable between jobs, and it would do so without the high
tbxes or bureaucracy needed for a single-payer system.

It provides flexibility to add or change benefits to meet the needs
of employees, rather than having benefits determined by the politi-
cal process.

Our proposal recognizes that we cannot treat large and small
employers the same way. Just as most of them do now, large em-
ployers would be required to contribute to employee coverage.

Small employers could contribute to premium costs, or they could
decide only to offer, not pay for the coverage. Employees of small
employers would receive subsidies to help pay the premiums.

The Blue Cross and Blue Shield Association, however, fundamen-
tally believes that universal access to health care hinges on health
care cost containment.

We further believe that the only viable avenue to cost control is
to establish a system that encourages better medical practice and
health care delivery systems that are more efficient and responsive
to community health care needs.

This approach relies on reforming and continuously improving
delivery systems in every community in this country.

Our experience indicates that the techniques collectively known
as managed care can make health care more affordable. But man-



aged care, operating in the current health care financing market,
is still a long way from offering an effective cost containment strat-
egy.

We must move into a new generation of managed care. Just as
management techniques have been sharpened in other sectors of
our economy, similar improvements must be achieved in health
care financing and delivery.

I have not come here today as a defender of the status quo, to
ask you to leave things alone. Instead, we need to apply an aggres-
sive, comprehensive health care reform strategy based on the prom-
ising beginnings we see in managed care. We have to rebuild the
current system from the ground up.

Mr. Chairman, we are talking about a new way of doing busi-
ness, but we believe it is a way of doing business that can work
to the benefit of all Americans. Thank you very much. [Pause.]

Well, as I understand, you made a much more limited statement
than I would have preferred. [Laughter.]

Mr. TRESNOWSKI. I thought I left you speechless.
The CHAIRMAN. I would like to know a little more of the details.

As my friend says, Lhe Devil is in the details. So, I would like a
little more differentiation than what I have heard thus far as to
why your system is better. You obviously do not think managed
care alone, from what I heard, is going to stop the increase in the
cost of growth. Is that correct?

Mr. TRESNOWSK. No. I said I think we need to give managed
care a chance to work. People have been critical of managed care.

The CHIRMAN. Well, I understood that. But that, by itself, as I
gathered it from you, would not be sufficient. Is that correct?

Mr. TRESNOWSKI. No, I am not saying that.
The CHAnRMAN. Well, you see, that is why I need more of the de-

tails of what you have got.
Mr. TRESNOWSKI. All right. Let me deal with kt in two parts.

First, let me refer back to Senator Packwood's comments earlier
this morning when he talked about his CHIP program which re-
quires an employer mandate.

We have looked at the straight employer mandate; we have also
looked at the play-or-pay proposal. What we are suggesting on the
financing side is a blend of the two proposals.

What we are saying is, let us ask large employers to continue to
do just what they have been doing in this country: paying 80 per-
cent of the premium for their workers; 50 percent of the premium
for their dependents. We believe large employers should continue
to do that. If you want to call it a mandate, call it a mandate.

For the small employer, let us ask the small employer, because
they are different, to offer a group health benefit program, provide
for payroll deduction and negotiate with an effective health care
carrier. If that small employer wants to contribute to premiums the
way a large employer does, so be it. But we would not require a
small employer to contribute.

If they do not, what we are saying is, ask them to pay a 3 per-
cent payroll tax. If you will, a modified pay-or-play, and then re-
channel that money back to subsidize the premiums. That is the
financing piece.

The CHAIRMAN. Yes. I heard that.



Mr. TRESNOWSKI. Next, in terms of cost containment, we need to
build an infrastructure of what we called accountable health plans
in this country.

These are insurers that are operating at the community level
that compete not on the basis of their ability to select risk, but
rather on their ability and commitment to managing health care
costs at the community level. We view this as a second generation
of managed care.

It is a commitment by that insurance carrier to use techniques
of information technology to profile physician practices, to under-
stand what hospitals do in terms of delivering quality care, and to
effect changes in khe way health care is delivered.

Now, will that solve the problem of the escalation of health care
costs? I do not know. I cannot sit here today and honestly tell you
that it will. But I want to tell you that if you put a global cap in
place today, without building an infrastructure that effects care at
the community level, then you are going to be making a large mis-
take.

The CHAIRMAN. Bernie, let me understand again, because you
have just skimmed over the top of this. Are you saying that the in-
surer, because of what they will pay for, that they are beginning
to be the cost containment apparatus for the providers in the re-
gional areas?

Mr. TRESNOWSKI. Absolutely. That is right.
The CHAIRMAN. Is that what you are saying?
Mr. TRESNOWSKI. That is exactly what I am saying. What you

need to do, Mr. Chairman, is change the way health care is deliv-
ered at the community level. That is the only way we are going to
deal with the cost problem in this country.

And in order to do that, you need to change the incentives that
drive the system: the incentives that drive the physician practice,
the incentives that drive the hospital, indeed, the incentives that
drive the consumer. And what we mean by incentives is how you
pay.

The CHAIRMAN. All right. I understand that. But, then, is there
a competition between the insurers, amongst the insurers insofar
as selling this plan to the employer? Is that what you are saying?

Mr. TRESNOWSKJ. That is right.
The CHAIRMAN. And the competition is through not only the pre-

mium and what you will offer the coverage for, but how far that
coverage goes in the way of compensation, what it does cover.

Mr. TRESNOWSKI. That is right.
The CHAIRMAN. Is that correct?
Mr. TRESNOWSKJ. That is right. It is two things. It is the pre-

mium you charge which is a reflection of your ability to manage the
health care costs, and, secondly, the efficiency with which you do
your job.

The CHAIRMAN. Well, not just how efficiently you manage it, but
maybe what your coverage is.

Mr. TRESNOWSKI. Well, the coverage is defined. You define a
basic set of benefits under our proposal.

The CHAIRMAN. Who does that?
Mr. TRESNOWSKI. What is it?
The CHAIRMAN. Who defines the basic set of benefits?



Mr. TRESNOWSKI. You do. You do, in Federal law.
The CHAIRMAN. The government. All right.
Mr. TRESNOWSKI. Yes. You define what that is.
The CHAIRMAN. All right.
Mr. TRE&s4owsu. You can do it by saying you want primary care

in the physician's office, you want hospital care, you want preven-
tive services. You can then cost out an actuarial equivalent of that
and then make that the amount.

The CHAIRMAN. I see. Now, what about above that? Suppose I do
not want just the basic benefits for my employees, and I want
something a bit more generous. What do we do about that?

Mr. TRESNOWSKI. Carriers would be allowed to offer other pack-
ages. However, under our proposal amounts above that limit would
not be tax exempt for the employee.

The CiRAmMAN. Well, that gets his attention.
Mr. TRESNOWSKI. Well, what it does is-
The CHAtix AN. And what that does, of course, that makes that

employer or that employee feel it and maybe they become a little
more market-conscious of the costs.

Mr. TRESNOWSK1. That is right. That is right.
The CHAIRMAN. That is what you are driving at, is it not?
Mr. TRESNOWSK. Exactly.
The CHAIRMAN. Yes. All right. Senator Packwood.
Senator PACKWOOD. That last one that you just slipped by there.
Mr. TRESNOWSKI. I thought I would Catch your attention on that

one, Senator.
Senator PACKWOOD. Not tax deductible to the employer, and it

will be counted as income to the employee, both. Is that correct?
Mr. TRESNOWSKI. Yes, that is right.
Senator PACKWOOD. You have got a double enforcement mecha-

nism.
Mr. TRESNOWSKI. Well, the idea here is to serve as an incentive

for the employer to use these accountable health plans or these in-
surers at the community level.

Senator PACKWOOD. I think I understand what you are saying.
Forget this part. That part is easy to understand. You are going
to have the Federal Government set, by statute, a basic level of
care. And then the enforcement will come in the competition be-
tween insurers.

Mr. TRESNOWSKI. That is right.
Senator PACKWOOD. This is a direct descendent of Dr. Enthoven's

managed competition idea where you set a basic benefit level and
then the competition comes between those who will provide it.

Mr. TRESNOWSKI. That is correct. As a matter of fact, there is a
very good model of this. In fact, it was drawn up in this committee,
passed in the Congress, and signed by the Prezident in 1990. It
was the Medigap law where you defined the benefits.

Senator PACKWOOD. Yes.
Mr. TRESNOWSKI. You delegate it to the National Association of

Insurance Commissioners, the Development of Model Acts, the
State Insurance Departments have implemented them. You have
got an oversight responsibility in the Health Care Financing Ad-
ministration. And, do you know what? It works. That is the model.



Senator PACKWOOD. In one of the places--it is not a significant
difference-where you differ from my comprehensive insurance
plan is you use some of this payroll tax for subsidy, but you pur-
chase that insurance privately. You do not go into a public plan.

Mr. TRESNOWSKI. That is correct. Precisely.
Senator PACKWOOD. I have no other questions. I understand it

very well. I think, by and large, it has got much merit.
The CHAIRMAN. An interesting proposal. Senator Grassley.
Senator GRASSLEY. Thank you, Mr. Chairman. You have distin-

guished your proposal from the pay-or-play plans. But, if I under-
stand your plan correctly, it is basically similar in one very impor-
tant aspect, is it not?

And that is, that small employers who do not contribute to the
costs of their employee's insurance would face an assessment, Is
the difference on this point not that the small employer would pay
a smaller assessment in your plan than what other plans require?

Mr. TRESNOWSKI. Yes. It is the difference between 9 percent and
3 percent, or, in the Leadership Coalition, 7 percent/three percent.

Senator GRASSLEY. Your plan does rely heavily on subsidies, if I
understand you correctly.

Mr. TRESNOWSKI. That is correct, Senator.
Senator GRASSLEY. All right. Would all of the subsidy that you

envision go directly to the employee? How would that work? I guess
some sort of elaboration on how you anticipate that coming out.

Mr. TRESNOWSKI. Well, there are a variety of possibilities: vouch-
ers, refundable tax credits. There are a number of approaches that
could be applied to achieve the subsidy.

Senator GRASSLEY. So, is it your point to leave it very flexible,
or is it your point that you have not thought that out entirely yet?

Mr. TRESNOWSKI. No. No. As a matter of fact, we think that the
subsidies are very clear. I think the objective is to make sure that
every American has the wherewithal to purchase private health in-
surance, and the subsidy would accomplish that.

Senator GRASSLEY. Would the 3 percent assessment on sma',I
firms which do not contribute directly to their employees' health in-
surance go to the Federal Government?

Mr. TRESNOWSKI. Yes. It would go to the Federal Government to
be used to help finance the subsidies that would flow back to the
individuals. The subsidy would finance 40 percent of the premium
in the small group, and over and above that, based upon income
level, it would finance 50, 60, or even 100 percent if they were
below 200 percent of poverty.

Senator GRASSLEY. Do you have any sort of idea of what the sub-
sidy would cost?

Mr. TRESNOWSKI. We do not, to be honest with you. We are still
working with a group of economists to help us estimate the costs.

Senator GRALSSLEY. Mr. Chairman, I have no further questions.
The CHAIRMAN. Senator Rockefeller.
Senator ROCKEFELLER. Thank you, Mr. Chairman. Mr.

Tresnowski, frankly, my position is, I would rather take anything,
either play-or-pay, or, for that matter, single-payer, over what we
have now, just to sort of establish where I am coming from.

I think where we are now is so damaging and so bad, and folks
who are not walking up to the table on this are, in a sense, damag-



ing themselves. I am not saying you are doing that, but I just want
to establish where I am coming from.

I set my criteria for coverage for everyone, because anything else
means cost-shifting. Anything else means cost-shifting and cost
containment. And, when I say cost containment, I mean really
tough cost containment.

Now, I just want to push you on yours. The Wall Street Journal
had an article the other day about a family that wanted health in-
surance but could not afford it. Since you do not require employers
to purchase health insurance for their employees, you sort of nudge
them, but you do not require them to do it. And, therefore, in a
sense, you leave it up to the employee. Stop me if I am misstating.

Mr. TRESNOWSKI. Well, first of all, let me clarify that it is the
small employer that that would apply to. Large employers would
be mandated to provide the health coverage.

Senator ROCKEFELLER. Yes. But I mean the small employers is
where our argument is.

Mr. TRESNOWSKI. Yes, small employers. And they would pay the
3-percent tax which would be rechanneled to finance 40 percent of
the premium.

Senator ROCKEFELLER. Yes. So, but remember my first premise
is universal coverage.

Mr. TRESNOWSKI. Right.
Senator ROCKEFELLER. All right. So, you leave it up to the em-

ployees. What happens to people who, under the American rules,
they work hard, they play by the rules, they work every day, but
they do not qualify for medical help because their company does
not offer it, they do not have enough money to go out and buy it
on their own, and they have got to pay mortgages and other living
expenses. Now, what happens to these people under your plan?

Mr. TRESNOWSKI. Well, what we have done is required the small
employers to offer a group health benefit program. They have to
offer it. They have to go out in the marketplace and pick one-
hopefully Blue Cross/Blue Shield. They select a carrier for their
employees and set up an insurance program.

They then provide a payroll deduction for that employee, so that
the vehicle is in place. Now you get to the financing. What we are
saying is that if the small employer chooses to finance it like the
large employer, good.

If they decide not to, they pay a 3 percent tax. They pay instead
of play. That money is rechanneled and pays for 40 percent of the
premium of that health benefit plan that the employer has set up
for their employees.

Senator ROCKEFELLER. And, thus, for that health beneficiary,
pays 40 percent.

Mr. TRESNOWSKI. That is right.
Senator ROCKEFELLER. So that, as in Senator Packwood's plan,

in a sense, or as in President Bush's plan, you are on the way. He
happens to provide $3,750 tax credit that runs out at 150 percent
of poverty, but it is on the way. Yours does not get to full coverage.
I am not trying to shame you, I am just simply trying to get you
to say you do not provide fil coverage.

Mr. TRESNOWSKI. No, that is right. That is correct. Unless the in-
dividual is of an income level that would qualify for a full subsidy.
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Senator ROCKEFELLER. In other words, 100 percent of poverty or
less?

Mr. TRESNOWSKI. 200 percent.
Senator ROCKEFELLER. 200 percent. Is that sliding scale, 100-200

percent?
Mr. TRESNOWSKI. Yes. 200 percent of poverty would be 100 per-

cent contribution to the premium.
Senator ROCKEFELLER. All right. So, minus the 200 percent and

below, and minus those who, together with the 40 percent, can go
out, take on the private market, and buy health insurance, those
who remain wouldhave to find coverage.

Mr. TRESNOWSKI. No, they would not find it, it would be there.
They would just contribute to it.

Senator ROCKEFELLER. Well, they would have to be able to afford
and get coverage.

Mr. TRESNOWSKI. Right. Right.
Senator ROCKEFELLER. All right. Now, the second key test, obvi-

ously, is cost containment. And it was interesting reading your tes-
timony and then listening to some of your statements to Senator
Bentsen. In your own words, you talked about a new strategy of
managed care.

Mr. TRESNOWSKI. Right.
Senator ROCKEFELLER. Now, that is exciting.
Mr. TRESNOWSKI. Yes, it is.
Senator ROCKEFELLER. I do not know what it means.
Mr. TRESNOWSKI. I will tell you. [Laughter.]
Senator ROCKEFELLER. Then you talked about, let us change how

health care is delivered in America.
Mr. TRESNOWSKI. That is right.
Senator ROCKEFELLER. And between these two things we are

going to save so much money that we are going to have real cost
containment. I want you to help me understand how this deal
works.

Mr. TRESNOWSKI. Yes. I am not going to sit here and tell you, as
the previous witnesses did, that there is going to be a 2 percent re-
duction in the rate of increase. I certainly hope that is true. What
I am saying is we need to approach the change in the way health-
care is delivered at the community level. It just is not working.

Senator ROCKEFELLER. Well, give me examples. I am for that,
too.

Mr. TRESNOWSKI. All right.
Senator ROCKEFELLER. NOw, tell me. And when you say, we have

got to, is that something we do in Congress?
Mr. TRESNOWSKI. Let me give you an example right here in the

District of Columbia.
Senator ROCKEFELLER. Why is this not in your bill, the way we

are going to do this?
Mr. TRESNOWSKI. It is. It is.
Senator ROCKEFELLER. All right. Go ahead.
Mr. TRESNOWSKI. There is a good example of managed care right

here in the District of Columbia. Our D.C. plan profiled the prac-
ties of 7,000 physicians in the District. This data showed us re-
markable differences of substantial dimension in the way health
care is practiced.



After reviewing the physician practice pattern data, and consult-
ing medical advice, we selected those physicians who practice medi-
cine effectively and efficiently. Next, we developed our current net-
work based on that data.

Now, that is an example of the application of information tech-
nology to trying to change-the way medical practice is delivered.

Senator ROCKEFELLER. Outcomes research. You are talking about
outcomes.

Mr. TRESNOWSKI. No. I am not talking about outcomes, I am
talking about the way physicians practice. Outcomes is another di-
mension which I think holds great promise, but there you are talk-
ing about what happens to the patient. I am talking about how the
doctor go about his business.

Senator ROCKEFELLR. Mr. Chairman, my time is out. I remain
muddled. [Laughter.]

The CHAIMAN. Well, apparently he is offering a pretty good
package. I understand most of my staff is signed up with him.
[Laughter.]

Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman. Two things that

have surfaced as far as cost springs. One is so-called administra-
tive costs. All we have to do is cut down the number of insurance
companies' forms from 1,600 to one.

First, can that be done? Secondly, can managed care reduce
costs? Could you amplify a little bit on that, as you started to? Are
reductions in administrative costs feasible.

Mr. TRESNOWSKI. Well I just submitted an article to The New
England Journal of Medicine answering that question. I will be
glad to send it for the record, here.

Mr. TRESNOWSKI. But, in summary, what I have said is, if you
take Blue Cross/Blue Shield, our administrative costs as a percent
of revenue is 9 percent. If you subtract what we pay in taxes, it
comes down to about 8 percent.

If you compare that on a percentage basis to what Medicare pays
as a percentage we are very close. It is also important to recognize
that Medicare's revenues, or its costs are higher because of the na-
ture of the elderly population.

If you measure Medicare administrative costs on a per capita
basis to us, they pay more in administrative expenses than we do.
It is important that the numbers are viewed very carefully looked
at.
. So, having said that, there is an opportunity to save or adminis-
trative costs. I am co-chairing a committee appointed by Secretary
Sullivan to apply information technology, Electronic Data Inter-
change.

We hope to report, by the middle of July, our recommendations
on how the insurance industry could substantially improve their ef-
ficiency with the use of electronic, paperless processing.

Senator CHAFEE. All right. I am cutting you a little short here
because that light is always a worry.

Mr. TRESNOWSKI. Sure.
Senator CHAFEE. To what percentage do you think administra-

tive costs could be reduced? Could you then extrapolate that per-



centage into the dollar savings? Blue Cross is 9 percent. To what
percentage do you think we could get overall for the country?

Mr. TRESNOWSKI. Well, I would not just pick on Blue Cross, I
would take it across the board. I think we could save anywhere
from $40-$50 billion if we were to go to electronic data processing.

Senator CHAFEE. All right. That is per year, obviously.
Mr. TRESNOWSKI. Yes.
Senator CHAFEE. Now, let us go to managed care and some of

your thoughts on that.
Mr. TRESNOWSKI. Well, what I said is that the first generation

of managed care was reasonably successful. We were able to dem-
onstrate to the buyer a 10-15 percent differential in premium costs
with managed care, as contrasted with indemnity coverage, for ex-
ample.

That was a one-time savings, because it dealt mainly with pre-
admission certification, concurrent review-that sort of thing.

What we really need now is a more sophisticated approach-we
call it "Second Generation Managed Care"-and it needs to drive
at the fundamental way in which medical care is practiced and hos-
pitals do their job.

This second generation approach is what I described here in the
District of Columbia; we are also doing it in Minnesota, we are also
doing it in Arizona, you are doing it in Rhode Island-it is an ap-
proach where the health insurance carrier negotiates and effec-
tively changes the behavior of the way health care is delivered.

We perform small area variation studies, and then show the data
to a doctor so that he realizes that his hernia rates are twice what
they are in the next town. This process impacts his thinking.

Now, you have got to do that at the community level. You cannot
sit in Washington, or you cannot sit in some distant area, you have
got to do it where the action is taking place.

I happen to believe that doctors and hospitals want to do the
right thing, but unless they are told and explained what the vari-
ation is, they are not going to know.

A case in point. In the State of Maine, they found that the pros-
-tatectomy rate in the State of Maine varied by 100 percent from
city to city. Dr. Wennberg published those findings in the journal
of the State medical society in Maine but took no other action. The
next year, the rate of prostatectomies dropped 30 percent. And all
he did was report it; he just reported it.

My point is that I think that medicine is as much an art as it
is a science, and if you can impact it at the community level, there
is opportunity to substantially change the cost picture.

Senator CHAFEE. Mr. Chai 'man, I think this witness has made
a lot of interesting points. I am glad he testified, and I am glad we
had a chance to hear his views. Thank you very much.

The CHAiRmAN. Well, I must say I am impressed, too. It looks
like a hands-on approach that is beginning to reap some benefits.

Mr. TRESNOWSKI. Thank you, Mr. Chairman.
Senator CHAFEE. Everything you said about manage care would

apply not only to physicians but would also apply to the hospital.
Mr. TRESNOWSKI. Absolutely.
Senator CHAFEE. I think that you will find that hospitals that

are the most efficient in delivering a particular service, for exam-



ple, hernia operations, are efficient because of the volume of a par-
ticular service performed.

Mr. TREsnowsiu. We put together a network on organ trans-
plants of 73 institutions across the United States. We did it for our
major accounts. The interesting thing we found was that there was
a very high correlation between the costs, low costs, and the out-
come and the result of the procedure. In other words, the higher
the quality, the lower the cost in organ transplants.

Senator CHAFEE. Well, that is a winner all the way around.
Mr. TRESNOWSKI. Absolutely. It is a win-win situation.
Senator CHAFEE. We need more of that.
Mr. TRESNOWSKI. And that was not done through some arbitrary

standard, it was done by looking at the precise way in which those
institutions did organ transplants.

Senator CHAFEE. Well, that is what Dr. Enthoven has told us
many, many times when he has appeared before the committee.

Mr. TRESNOWSKI. Yes.
The CHAIRMAN. Is part of that lower cost and greater efficiency

because it is a more repetitive procedure in the institution?
Mr. TRESNOWSKI. Volume.
The CHAIRMAN. Volume.
Mr. TRESNOWSKI. Volume. Yes. The more you do it, the better

you get.
The CHAIRMAN. Yes.
Mr. TRESNOWSKI. Yes.
The CHAIRMAN. At least, we hope so.
Mr. TRESNOWSKI. Yes.
The CHm.mAN. Thank you very much.
Senator ROCKEFELLER. Oh, Mr. Chairman?
The CHAIRMAN. Oh, I beg your pardon.
Senator ROCKEFELLER. I am sorry, but I do not want Chairman

Tresnowski here to leave feeling so incredibly good. [Laughter.]
The CHIRMAN. I tried to get you out a little earlier.
Mr. TRESNOWSKI. I can always count on Senator Rockefeller to

make my day.
Senator ROCKEFELLER. I have two points to make. You do agree,

do you not, that what you are offering does not-except for people
at the 200 percent and 40 percent factor, except as they are able
to afford it-in and of itselJ" require universal coverage?

Mr. TRESNOWSKI. That i3 right. For a small fraction of the popu-
lation. Yes.

Senator ROCKEFELLER. And that cost-shifting, therefore, remains.
Mr. TRESNOWSK. Yes.
Senator ROCKEFELLER. And the new strategy of managed care

that you and I will have to talk about-I am teasing you in a sense
because it is the kind of thing you can say, new strategies to man-
aged care. Others will come in here and say, managed care is great,
but it does not do it.

So, if I am in your position, I have got a new strategy for man-
aged care. I am not sure what it is yet, but I am sure you are going
to explain that to me.

But if you cannot, do you not agree with the proposition that
when you are talking about physician behavior modification, when
you are talking about outcomes research, when you are talking



about utilization review, when you are talking about all of those
good things like malpractice reform that are going to happen to-
morrow with 66 lawyers in the Senate blocking it every step of the
way-not Chairman Bentsen and myself, but others-that you are
talking about cost containment over a period of really quite a few
years.

And my suggestion to you is that if it is true that the annual cost
per employee, if we do nothing for health insurance coverage for
the average business in America is going to be $22,000 by the year
2000, as some have suggested, that you really are banking a lot on
behavior modification over a period of the next 7 to 8 years. I
would question whether or not we have that time.

Mr. TRESNOWSKI. You said something earlier, though. You said
that it is time to move. I agree with that. If we do not move, as
I said in the opening of my statement, we are facing a medical
melt-down in this country.

Senator ROCKEFELLER. Well, then answer my question.
Mr. TRESNOWSKI. What I am saying to you is if you think that

in the next 5 years some magic bullet is going to solve the cost
problem, it is not going to happen.

What I am suggesting is put in place an infrastructure, put it out
there at the community level, and then let that play out. If it does
not solve your problem, there are other strategies that can be em-
ployed. But do not ignore the opportunity to effect change at the
community level. Put it in place. It is not there now.

Senator ROCKEFELLER. Empire came out yesterday for commu-
nity rating. Any comments?

Mr. TRESNOWSKI. Well, they have always had community rating
in New York.

Senator ROCKEFELLER. For every-
Mr. TRESNOWSKI. Blue Cross/Blue Shield has always used com-

munity rating in New York. As a result, we have been selected
against. Now, the Governor has joined with Blue Cross/Blue Shield
in support of community rating. But that is New York. It is a dif-
ferent situation in other parts of the country.

Senator ROCKEFELLER. I understand. Thank you.
Mr. TRESNOWSKI. Thank you.
The CHAIRMAN. Thank you very much.
Mr. TRESNOWSKI. Thank you.
The CHAIRMAN. Next is a panel consisting of Dr. William Custer,

director of research, Employee Benefits Research Institute; Dr.
Paul Griner, who is president-elect of the American College of Phy-
sicians; John Motley, the vice president for Federal Governmental
Relations, the National Federation of Independent Businesses; Dr.
Daniel Shea, president of the American Academy of Pediatrics; and
Mr. John Sheils, vice president of Lewin-ICF, Fairfax, VA.

Gentlemen, I have some responsibilities on the floor, so I will
turn it over to Senator Rockefeller to Chair. If you would proceed,
Dr. Custer.



STATEMENT OF WILLIAM S. CUSTER, PH.D. DIRECTOR OF RE-
SEARCH, EMPLOYEE BENEFITS RESEARCH INSTITUTE,
WASHINGTON, MX

Dr. CUSTER. Thank you, Mr. Chairman and members of the com-
mittee. My name is Bill Custer. I am the director of research at the
Employee Benefit Research Institute, a non-profit, non-partisan
public policy research organization based here in Washington, DC.

Through our research, we strive to contribute to the formulation
of effective health, welfare, and retirement policies. In keeping with
EBRI's mission of providing objective and impartial anaysis, our
work does not contain recommendations.

Presently, 139 million Americans, 64 percent of those under the
age of 65, receive health insurance through an employer or union-
based plan. While the benefits enjoyed by these Americans provide
them access to an ever-increasing range of health care services, the
costs of these benefits are growing rapidly and are not distributed
equally.

Spending on employer-sponsored health plans have tripled in the
last decade, reaching $186 billion in 1990. Health spending as a
percentage of total compensation increased by nearly 50 percent in
the same period.

For employers that provide health benefits, those benefits aver-
aged just under 11 percent of total compensation.

Senator ROCKEFELLER. Gentlemen, let me just get something
straight here at the beginning. There are five of you. Are you all
going to read?

I would like to sort of keep this to 5 minutes, because Senator
Packwood, Senator Chafee and I would like to ask some questions,
and you may want to debate amongst yourselves. Would you all
agree to keep it within 5 minutes?

Dr. CUSTER. Absolutely.
Senator ROCKEFELLER. All right. Thank you.
Dr. CUSTER. Health insurance costs in the private sector are not

currently distributed among all players. Ultimately, the costs of
employment-based health insurance are borne by employees in the
form of lower wages and salaries, lower levels of other benefits, and
fewer jobs, and by consumers in the form of higher prices for goods
and services and by taxpayers.

The distribution of these costs depend upon the size of the em-
ployment-based group, the employer's market power and labor and
output markets, and the demographics of the insured work force.

Health reforms have built upon the employment-based system to
more equally distribute the benefits of that system; either lower
the cost faced by groups without health coverage in an effort to en-
courage them to purchase health benefits, or require that those
groups purchase health insuran.:e from either public or private
plans. Both of these approaches distribute the cost and the bene-
fits of health care services.

Small employers often face higher and more variable costs of pro-
viding health insurance benefits in larger groups because of higher
administrative costs and an inability to pool risks.

Small group reforms that move toward community rating and
limit the risk factors that can be used to determine premiums in-
crease the cost for procuring health insurance for groups with rel-



atively good risks, while lowering insurance costs for relatively
poor risks.

In a voluntary system, some of these better risk groups may
choose not to purchase health insurance. In any case, small group
reforms, by themselves, may not lower the price of insurance suffi-
ciently to encourage many of the pren-ntly uninsured to purchase
health benefits.

Requiring all employers to provide health benefits to workers
and dependents would decrease the number of uninsured from 36
million to 10 million.

Because many of the uninsured work for small firms, exempting
employers with fewer than 25 employees would only reduce the
number of uninsured to about 25 million.

This analysis assumes that there are no changes in employment
as a result of an employer mandate. Clearly, if a mandate were im-
plemented without a transition period and other elements of total
compensation do not adjust, the cost of labor would increase sub-
stantially.

EBRI has simulated the effect of that and has estimated that be-
tween 200,000 and 1.2 million workers could become unemployed
as a result of a mandate that employers provide health benefits.
Again, these estimates assume that wages and other benefits do
not change as health benefits are added.

Or simulations also found that the cost of an employer mandate
will be borne primarily by small employers and their employees.
We estimated that an illustrative employer mandate would in-
crease spending by employers for health benefits by between $33
billion and $86 billion. Over 60 percent of these costs will be borne
by employers with less than 25 employees.

Pay-or-play proposals limit the costs that employers would face
under an employer mandate by allowing employers to pay a payroll
tax rather than provide health benefits.

We simulated that between 33 and 51 percent of Americans
would be enrolled in the public plan under an illustrative play-or-
pay proposal if the payroll tax were set at 9 percent, and all em-
ployers who had health benefits greater than nine percent of pay-
roll dropped their plans.

The percentage of the previously uninsured who would gain cov-
erage through an employment-based plan ranges from 43 to 78 per-
cent. If wages and other components of total compensation do not
adjust, some unemployment would occur also in a play-or-pay plan.
We estimated that between 130,000 and 965,000 jobs could be lost
with a 9 percent payroll tax.

The proportion of employers who would actually drop their
health benefits if a play-or-pay proposal were enacted depends
upon a number of factors, but, most importantly, the characteris-
tics of the public plan.

If the public plan were considered inferior to private plans, em-
ployers might continue to offer their private health benefits in
order to gain a competitive advantage in the labor market.

In conclusion, let me say that the absence of national health care
reform does not imply a static health care delivery system. Public
and private purchasers are independently developing and imple-



menting cost management strategies that will potentially have pro-
found effects on cost access and the quality of health care services.

I would be happy to answer any questions you may have. Thank
you.

[The prepared statement of Dr. Custer appears in the appendix.]
Senator ROCKEFELLER. Thank you. Dr. Shea, do you want to go

sIext, sir?

STATEMENT OF DANIEL SHEA, M.D., PRESIDENT, AMERICAN
ACADEMY OF PEDIATRICS, WASHINGTON, DC

Dr. SHEA. Thank you, Senator Rockefeller, members of the com-
mittee. I am Dr. Dan Shea, and I am President of the American
Academy of Pediatrics.

I am here today representing 43,000 members who are dedicated
to the health, safety, and well-being of infants, children, adoles-
cents, and young adults. Thank you for inviting me here to address
the important issue of children's access to health care.

The American Academy of Pediatrics commends the Chairman
and members of this committee for their legislative efforts to bring
about health care reform.

While there are a variety of proposals, we are all agreed that
health care reform must be addressed. My message t0day is simple
and direct, and there are three principles.

The first principle is that all children must be guaranteed finan-
cial access to care. The second principle is that an appropriate ben-
efit package be spelled out and guaranteed. The needs of children
must be addressed up front as Congress considers reform. Preven-
tive care must be included and specifically defined, not left to ---

chance in legislation, and it must be appropriately funded.
The third principle is that we must establish a single-tier system

where children's benefits are uniform, whether in a public plan, or
from the private sector. We cannot assume that by providing basic
benefits for everyone that children will be served well.

The fact is, children are different and have unique health care
needs. Currently, most proposals focus on adults and their acute
care benefits while remainiag vague on preventive care for chil-
dren.

To ensure that the needs of children are addressed, the AAP has
developed a proposal entitled, "Children First," providing for finan-
cial access for all children through age 21, and for pregnant
women.

Congressman Robert Matsui, of California, turned the academy's
Children First proposal into legislative action by introducing H.R.
3393, the Children and Pregnant Women Health Insurance Act.

H.R. 3393 is a play-or-pay plan which establishes health care as
a right for all children through age 21 and for pregnant women. It
serves as a first step toward other legislative proposals that could
cover the entire population.

By building upon an employer-based system of private health in-
surance, it avoids the major disruption to our current system. Im-
portantly, we expect that legislation similar to the Matsui bill will
soon be introduced in the Senate.



H.R. 3393, we believe, serves as the benchmark for the AAP to
evaluate all other House and Senate health care proposals as to
how they address children's needs.

Unlike most proposals, this legislation spells out in detail and
guarantees these child-specific benefits. It calls for a defined basic
comprehensive benefit package for both public and private plans.

The benefits break out into three baskets. In the first basket are
preventive care services, and these include scheduled office visits,
immunizations, prenatal and newborn care, and preventive dental
services.

The schedules of preventive care for children and prenatal care
for pregnant women are based on the AAP and the American Col-
lege of Obstetrics and Gynecology. There is no co-insurance applied
for these preventive services.

In the second basket are primary major medical services that in-
clude hospital, the services of a physician, nurse midwife, nurse
practitioner, and most other health professionals.

In addition, diagnostic tests, durable medical equipment, acute
dental care, prescriptions, and medically necessary nutritional sup-
plements would be covered.

The third basket includes mental illness and substance abuse
treatment, speech, occupational and physical therapy, hospice, and
respite care, and short-term skilled nursing facility services. Co-in-
surance applies to the second and third baskets.

H.R. 3393 also addressed the problems of Medicaid, establishing
a one-tier system of medical care by replacing with private insur-
ance the portion of the Medicaid program currently serving chil-
dren and--pregnant -women, and by requiring uniform comprehen-
sive benefits.

Additionally, H.R. 3393 does address "cQst containment. It
achieves savings through the promotion of preventive care, cost
sharing, and care coordination of medically complex children.

The legislation establishes a resource-based relative value scale
for pediatric and obstetric services, but it is important to under-
stand that children are not a significant factor in the increasing
health budget.

In fact, persons under 19 are nearly 30 percent of our population
and consume 10 percent of our health care expenditures.

Let me conclude by saying that the search for consensus on
health care reform is now under way. The academy strongly be-
lieves that such consensus can, and must begin with the health
care of our children and pregnant women, as outlined in H.R. 3393.
It spells out in detail and guarantees these health benefits that
children require.

The American Academy of Pediatrics urges prompt congressional
action to ensure that children will have access to health care that
they have a right to. We look forward to working with the Congress
in considering this issue. Thank you.

Senator ROCKEFELLER. Thank you, Dr. Shea.
[The prepared statement of Dr. Shea appears in the appendix.]
Senator ROCKEFELLER. Dr. Griner.



STATEMENT OF PAUL F. GRINER, M.D., PRESIDENT-ELECT,
AMERICAN COLLEGE OF PHYSICIANS, ROCHESTER, NY

Dr. GRINER. Thank you. The American College of Physicians is
pleased to have this opportunity to present our recommendations
on comprehensive health care reform.

With more than 76,000 members practicing internal medicine,
the college is the Nation's largest medical specialty society. I am
Dr. Paul Griner, president-elect of the college.

And, Senator Rockefeller, I would like to begin my remarks with
a reply to a basic question that you and others raised this morning,
and that is, how one controls health care costs.

Our proposal addresses cost containment through a combination
of control of supply and reduction in demand.

A combination of market forces including more organized and in-
tegrated delivery systems and thoughtful, regional regulation based
on need would constrain the supply of facilities, technology, and
manpower.

And reduction in demand would occur through administrative,
benefits, and tort reforms, more explicit criteria of good medical
practice and improved patient participation decision-making.

In brief, we feel that cost control measures must be married to
global budgeting and rate setting to avoid the problem of business
as usual with less money.

We are committed to the principle that universal access to care
can be achieved only through reform in the organization and fi-
nancing of health care.

And our position will outline a national policy to achieve that re-
form through four central elements: assuring access to care; assur-
ing high quality and comprehensive health care; controlling costs;
and promoting innovation and excellence.

We propose a universal insurance system with two streams of fi-
nancing: one private, and one public. Everyone would have health
care insurance; covered benefits would be the same for all.

We envision an integrated system in which employers and gov-
ernment would sponsor and support a range of insurance plans
which, in turn, would offer alternative practice arrangements from
traditional fee..for-service to a variety of organized delivery sys-
tems.

Patients and providers would not perceive any distinction be-
tween employer-sponsored and publicly-sponsored plans because
there would be no difference, except for the source of financing.

Our plan is designed to encourage employers to provide insur-
ance by taking steps to help insure that coverage is more affordable
and premiums more predictable.

We propose phasing out employer responsibility for retirees and
providing coverage for all patients who face catastrophic medical
costs through the public, as opposed to the private system.

The goal is to establish healthy competition between the public
and the private side to avoid conditions where employers opt to pay
because of high premium costs rather than to play.

Our support for an insurance-based system is grounded in our
belief that it will foster a wide range of practice arrangements of
benefit to patients and providers. We also believe in decentralized
administration under national criteria.



But substantial insurance reform is needed. Legislation such as
that sponsored by Senator Bentsen and others contain many of the
reforms that we support, such as elimination of exclusions for pre-
existing conditions, adusted community rating, and guaranteedin-
surance. But we feel these requirements must be in the context of
comprehensive reform.

Without cost containment strategies, new requirements for the
insurance industry might simply increase costs for the majority of
small employers and their employees.

Benefits reform is needed. The ACP proposes a benefits deter-
mination process that is patient-specific and medically-oriented. We
object to predetermined basic benefit packages that are designed to
limit rise without adequate attention to the needs of patients.

Benefits determination should be structured to address whether
a service is effective, valued by society, appropriate for a particular
class of patients or clinical circumstances, and, finally, appropriate
for the specific patient.

We propose substantial reforms for liability determination, as
well as strengthened efforts by the professions amd licensed au-
thorities to monitor physicians and correct problems. And, for the
sake of time, Senator, I will defer further remarks on malpractice
reform.

Cost control mechanisms are essential, as I indicated before. We
propose a national health care budget that ,ets limits on total
spending and drives a series of measures to address price, supply,
and demand for services.

The budget would be set at the national level, taking into ac-
count variables such as the changing health needs of the popu-
lation, new technology, and general inflation.

A national commission, in consultation with State authorities,
would develop a budget for each State based on its population and
disease burden. Operating within State budgets, the States may
choose to establish or recognize regional authorities that would fur-
ther oversee health care spending within the State.

States would be required to establish mechanisms for the pub-
licly and privately sponsored insurance plans to negotiate with
physicians, hospitals, and other providers.

In order to control costs, we believe that there needs to be some
regulatory overlay to complement market competition. The incen-
tives of the current system must be changed to correct the mal-
distribution of health resources that include manpower, technology,
and facilities.

We must change our thinking about regulation from the micro-
level of the individual physician/patient encounter to the macro-
level that deals with supply or inputs to the system.

So, we propose that States and communities, under Federal
guidelines, establish targets for the supply of health resources-
such as physicians, hospital beds, and major technologies-and in-
troduce controls to help avoid excesses of these resources.

We are fully committed to reform of the health care system. We
will be developing further refinements to our position over the
summer and hope that our comments today are useful to the com-
mittee as it moves forward on this shared goal. Thank you.

Senator ROCKEFELLER. Thank you, Dr. Griner.



[The prepared statement of Dr. Griner appears in the appendix.]
Senator ROCKEFELLER. John Motley.

STATEMENT OF JOHN MOTLEY, VICE PRESIDENT FOR FED-
ERAL GOVERNMENTAL RELATIONS, NATIONAL FEDERATION
OF INDEPENDENT BUSINESSES, WASHINGTON, DC

Mr. MOTLEY. Thank you, Mr. Chairman. On behalf of NFIB and
its more than 550,000 members across the United States, I want
to thank you for the opportunity to appear here today to discuss
one of the proposals before the committee, which is more commonly
called play-or-pay.

I would also like to submit, along with my testimony, two papers
which were done by the NFIB Foundation, one entitled, "It is
Cheaper to Pay Than to Play," and the second one is, "axes Based
on the Inability to Pay; Another Effect of Play-or-Pay."

Senator ROCKEFELLER. They will be included.
[The prepared statement of Mr. Motley appears in the appendix.]
[The papers appear in the appendix.]
Mr. MOTLEY. Thank you, Mr. Chairman. I will not repeat what

we have said in a number of testimonies before this committee be-
fore. Let me simply state that the cost and availability of health
insurance remains the number one problem facing small business
in America today.

In March of this year, along with VISA, NFIB released its most
recent "Problems and Priorities" study. The cost of health insur-
ance was number one, but now it has twice the importance of the
number two problem being faced by small business, which is the
impact of Federal taxation.

Ninety-four percent of NFIB members polled in the last several
years oppose a play-or-pay solution to the health care crisis. That
is 10 percent more than oppose a national health insurance pro-
posal. I believe that they oppose this proposal for five reasons.

Number one, small business owners believe that the provision of
health insurance is a fringe benefit, it is not an automatic compo-
nent of wages or compensation.

If it is to become an automatic component, then I believe that
that type of cost and responsibility should be shared by society as
a whole, and not by the employer community of the United States.

Number two, Mr. Chairman, the current proposals are funded by,
at least in most cases, open-ended payroll taxes. That is on top of
the current Social Security payroll tax, on top of unemployment
compensation, and most employers would also consider worker's
compensation to be a payroll tax. This is a significant addition to
payroll and to the cost of creating jobs in this economy.

Number three, we believe a payroll tax is regressive; that it im-
pacts lower wage earners more than others, and struggling busi-
nesses more than others. Firms that do not provide health insur-
ance in this country today have three times the number of lower
wage earners than firms that do.

According to NFIB's health surveys, those firms, where the
owner takes over $70,000 a year out of the business, over 90 per-
cent of them provi, e health insurance to their employees. Only
one-third of those that take $20,000 out of their businesses provide
health insurance.



Fourth, we believe that the proposals before the committee im-
pose a relatively expensive Federal standard plan which is beyond
the means of many small employers, particularly those who are not
doing well enough to afford it.

And, last, Mr. Chairman, but most importantly, we believe that
it destroys jobs and puts many small businesses in America at risk.

Whether you force a small business to purchase a health insur-
ance policy or to pay an excise tax, the effect is the same: it in-
creases the payroll cost for that business.

There are only three possible responses. One, is to raise prices.
Most small business in our economy are highly competitive, but
they are competing with Sears, Wal-Mart, and other stores who
have a lot more market presence than they do.

The second choice is to absorb costs, and when 40 percent of the
small business community in this country make less than $30,000
a year, there simply is not that much elasticity to absorb costs.

Third, is to reduce payroll. I believe-NFIB believes-that the re-
sponse will be arithmetic in that area. Let me just take an exam-
ple. If I am a small employer and I have 10 employees all roughly
making $10,000 a year-the figure is just picked for ease of com-
putation-and we added a $3,000 health insurance policy on top of
that, it is $30,000 more a year in payroll costs.

Now, let us say I do absorb $10,000 of that. My only other choice
is to let go two employees to pick up the $20,000 to cover the other
eight that I still employ.

And we at NFIB believe that that will be a very typical response
by many small business owners. And that is why many of the stud-
ies that have been released in the last 6 to 9 months indicate that
there will be job destruction. You just heard the witness down at
the end of the table testify on the results of EBRI studies.

The COMSAT Research released a study saying that it would be
9.1 million jobs at risk in the country; and the Joint Economic
Committee puts the figure at 712,000 jobs.

To us, destroyed jobs and the higher cost of providing new jobs
equals more people on public assistance and more people eligible
for the public side of the health insurance program.

In conclusion, Mr. Chairman, for these reasons, and for many
more which we have enumerated in this testimony and others be-
fore this committee, we remain very strongly opposed to the play-
or-pay or mandated concepts being put forward. We continue to
support the Chairman's bill, S. 1872, as a reasonable and doable
first step, one that will provide some relief to the small business
community. I will try to answer any questions that you might have.
Thank you.

Senator ROCKEFELLER. Thank you, Mr. Motley. Mr. Shells.

STATEMENT OF JOHN SHELLS, VICE PRESIDENT, LEWIN.ICF,
FAIRFAX, VA

Mr. SHEILs. Thank you. I was asked to discuss our estimates of
the reduction in national health spending under the cost contain-
ment provisions of the Health America Act. These cost containment
provisions are among the bill's most important features.

Between 1980 and 1990, health spending as a percentage of
Gross National Product increased from 9.1 percent in 1980 to 12.3



percent in 1990. Yet, despite this massive infusion of national
wealth into our health care sector, the number of uninsured per-
sons in tis country increased by 10 million persons during that
same period. The relationship between cost and access is a simple
one.

As health care costs rise, fewer and fewer employers and families
can afford insurance. Effective cost containment will be necessary
just to maintain even the current level of insurance coverage, let
alone its importance in expanding coverage.

The Health America Act includes several significant cost contain-
ment initiatives designed to reduce unnecessary health spending. It
also establishes a Federal health expenditures board charged with
setting national health spending targets and negotiating provider
reimbursement levels that are consistent with these spending tar-
gets.

In prior testimony, we estimated that the savings in national
health spending under these cost containment provisions would be
about $83 billion in the first 5 years of the program.

However, these savings would be partly offset by an increase in
utilization by previously uninsured persons so that the net savings
under the bill at that time would have been $46 billion.

Since that time, the Senate Committee on Labor and Health has
amended Health America to greatly enhance the effectiveness of
the health expenditures board.

These amendments give the board the authority to unilaterally
impose provider reimbursement levels which are consistent with
national health spending targets. We estimate that this enhanced
authority will increase the net savings under the Health America
Act to as much as $215 billion over the first 5 years of the pro-
gram.

The long-term stability of Health America hinges on effective cost
containment. Clearly, it is essential to stabilizing Federal costs
under the program, but it is also vital to maintaining private insur-
ance as an attractive alternative to covering workers under the
public program under the pay-or-play program.

In fact, effective cost containment will be vital in maintaining the
stability of any health care financing system, including the one we
now have.

Now, Mr. Chairman, I was also asked to discuss the potential for
lost employment under the Health 'America Act, and I would like
to take a minute to summarize what we have learned.

As you know, under the Health America Act, employers will have
the option of providing insurance or covering workers under a pub-
lic plan by paying a payroll tax currently contemplated to be about
8 percent of payroll.

Most economists agree that any loss of employment under the
plan will be concentrated primarily among minimum wage work-
ers. Since most employers of low-wage workers are likely to choose
to pay the tax rather than provide insurance, Health America rep-
resents an increase in compensation costs for minimum wage work-
ers of about 35 cents per hour. That is 8 percent of $4.25 an hour,
the minimum wage.

The question is, how will this increase in the effect of minimum
wage affect employment? There is a remarkable degree of consen-



sus among, economists that the loss of employment due to increases
in the minimum wage has historically been small.

Most of the employment loss has been concentrated among young
teens, many of whom will be exempt from the coverage require-
ment. Although some reductions in employment are expected
among young adults, increases in the minimum wage have histori-
cally had little measurable impact on adult employment.

Based upon a review of the literature on the minimum wage, we
estimate a loss of employment under the Health America Act of be-
tween 23,000 and 63,000 jobs.

This estimate is consistent with independent job loss estimates
for employer-based insurance expansions developed by Dr. Kenneth
Thorpe, Dr. Karen Davis, and the Congressional Budget Office.

This concludes my prepared remarks. I apologize if the testimony
was a little eclectic.

[The prepared statement of Mr. Shells appears in the appendix.]
Senator ROCKEFELLER. No. Thank you all very much. What I

would like to do is just ask one question of each of you, and I will
start with you, Dr. Shea, then work to Dr. Griner, Mr. Motley, Mr.
Shells, and then Dr. Custer, if I could go in that order.

Some would make the case that our health care system has gone
crazy. Bernie Tresnowski used the phrase "melt-down," that the

ssibility of a melt-down is genuine. I happen to believe that.
ost people think that the cost of health care will be between $1.5

trillion, $1.8 trillion, maybe $2 trillion in 7.5 years.
So, the cost of doing nothing is something that interests me.

When Lloyd Bentsen talks about doing health insurance reform, he
always couches that as being the first step. Therefore, at no point
do I, or any other student of this, look upon that as sort of what
we do to get health care under control. It would be a first step.
Would it be an acceptable first step, that is a question that has not
yet been decided.

But my question of all of you, starting with you, Dr. Shea, is
what is the cost of doing what we are doing right now, which is
debating this issue at length, in effect doing nothing about it?

Dr. SHEA. The cost of not doing prenatal care presently, we
factored, with Lewin-ICF, is $1.8 billion per year. The cost of not
doing anything with regard to immunizations is in a 10-14 fold
cost to pay later for not immunizing.

The global cost of not doing anything, I am unprepared to tell
you. But I can tell you that in the corner of the world that we work
in, doing nothing is a disservice to children and pregnant women,
is a cost to the United States dollar-wise and in tragedy, and I
think it is intolerable.

I am not going to use the term "melt-down." We have too good
a system in place. It needs help, it needs reworking, but we have
too good a system to describe it as about to melt down.

Senator ROCKEFELLER. Dr. Griner.
Dr. GRINER. Senator, the costs are enormous in a number of

areas. One, obviously, in the area of unmet health needs, the prin-
cipal concern. Dr. Shea just reflected on that.

I would focus particularly on unaddressed health care needs in
inner cities and rural areas beyond the generic issue of the total
number of uninsured.



We also have a major cost in terms of the unraveling of the infra-
structure of primary care and internal medicine throughout the
country as a result of enormous problems with dissatisfaction, has-
sle, and all of the administrative concerns that have been described
before.

And, finally, the concerns that are quite legitimate of industry
and business in losing their ability to compete effectively, both in-
ternally and throughout the world.

Senator ROCKEFELLER. Mr. Motley.
Mr. MOTLEY. I think that the first word that would come to my

mind is fear, fear by small business owners that they ire not going
to be able to continue to provide health insurance for their employ-
ees, their employees' families, themselves and their families. You
will see frantic efforts to try to control those costs and everything
failing over the years; and then eventually reaching the only pos-
sible decision for some of them. That is, calling everybody together,
say they are going to give them a couple of thousand dollars more
a year in salary, but they are on their own in terms of purchasing
health insurance. You will see fear that they are going to expose
themselves and their employees to situations that they cannot con-
trol and will not be able to get help for in the future. I believe we
have provided the committee with witnesses of that type in the
past. But that was only one isolated instance. I hear that story a
dozen times a week from NFIB members across the country.

Senator ROCKEFELLER. So, that is if we do not take the situation
and do something with it, these are the fears that your people
would express?

Mr. MOTLEY. Absolutely. It is fear that they are just going to
have to eventually have all of their employees end for themselves.
And they do not want to do that, Mr. Chairman. Two-thirds of our
members provide health insurance.

Of the one-third who do not, two-thirds would like to provide
health insurance. So, most of the employers, roughly 90 percent in
this country, at least by our polling, would like to be able to pro-
vide that as a fringe benefit.

Senator ROCKEFELLER. Thank you, Mr. Motley. Mr. Sheils.
Mr. SHEILS. Senator, Ouver Reinhart has an assignment he gives

in one of his classes. He gives his students projected rates of
growth in GNP and health care costs and he asks them to calculate
how long it will be before health care consumes 100 percent of
Gross National Product. And I do not know what the answer is, 30
or 40 years.

But the point is, that is ridiculous. Health care costs will never
consume 100 percent of GNP. Health care costs will level off even-
tually. This cost growth curve will bend back on itself. The ques-
tion is, how will it bend back on itself?

Will it bend back in such a way that the only people who have
access to health care are higher income persons? Will health care
evolve into a luxury good? Or will it bend back on itself in such
a way that everyone has access to health care, that access is pre-
served and expanded?

Public policy intervention is required to help us shape the out-
come, to help us decide which of those outcomes we will see in this
country.



Senator ROCKEFELLER. Thank you, Mr. Shells. Dr. Custer.
Dr. CUSTER. Thank you. The problem with health care now is

that the benefits and costs are not distributed equally. As health
care costs continue to rise, those distributions are becoming more
unequal and will continue to become more unequal.

What is happening now and has been happening for the last dec-
ade is the health care services market has been changing rapidly,
both the way it is being financed and the way it is being delivered.

And the leaders of that movement are the large employers who
have the wherewithal to expand the administrative funds to try to
manage their costs.

What I see in the absence of any government changes is that
those employers, those systems that can exert some market power,
that can make changes, will see changes, but that those smaller
employers and those individuals who are now outsid. the system,
that segment will grow.

Senator ROCKEFELLER. Thank you, Dr. Custer. I have a variety
of questions, but let me go, now, to John Breaux, if you have some.

Senator BREAUX. Thank you, Mr. Chairman. And thank the
panel for being with us and your presentations. I had asked, Mr.
Motley, Mr. Magowan, representing the larger businesses, whether
they felt that there was an obligation on the part of employers to
provide health insurance to their employees, and I would ask you
the same question.

Mr. MOTLEY. Let me answer. We asked that question in the sur-
veying that we do, and most of our members believe that it is not
an obligation of employers to provide health insurance.

They believe that individuals have obligations in those areas
themselves. I would qualify that by saying that most of them would
very much like to be able to provide help in that area.

Senator BREAUX. I was interested in some of Mr. Sheils' com-
ments about what happens if we had the play-or-pay type of plan,
what does an employer do with regard to the extra cost. And you
basically say you are going to cut wages, or you are going to in-
crease prices. And I think Mr. Motley was referring to that for
small business, an obvious problem that they are not going to com-
pete. It is going to be an inordinate burden on small business, as
compared to larger businesses.

Do any of your studies indicate anything that you would like to
add to that? I mean, I get the impression from Mr. Motley that
small businesses just cannot afford to do either and still stay com-
petitive.

Mr. SHEILS. Senator, I think that the expectation is that, over
time, most of this will come out of individuals' wages; that over
time the employers will probably slow the growth in wages relative
to what they would have been in the absence of this so that they
can meet their costs, so that they can stay within the constraints
of their market.

Senator BREAUX. But many of these would already be at mini-
mum wage, though, would they not?

Mr. SHEILS. That is right. And it is when you get to the mini-
mum wage workers that you really do have to concern yourself
with the potential for loss of employment. It is there that the em-



ployer is prohibited by law from lowering the wage level so they
can recover the cost of providing the insurance.

However, it is widely believed that many employers will be able
to pass much of this on in the form of higher prices. Minimum
wage workers tend to be concentrated in certain industries, in cer-
tain sectors of the economy.

I will give you an example. You have got two fast-food establish-
ments across the street from each other. One can hardly offer in-
surance, because that means they have got to raise prices and they
will lose market advantage.

But if both fast-food establishments have to do the same thing,
if they both have to pay this tax or provide insurance, then the
price of a hamburger in both establishments goes up by a dime or
a nickel apiece.

And it is believed that, to a large degree, that this added cost in
that environment could be passed on to the consumer in the form
of higher prices. And, in fact, economists will offer that as one of
the explanations for why the loss of jobs under increases in the
minimum wage has not been larger.

Economists have always been surprised at how small the job loss
was, and this is one of the explanations that they have offered to
explain why the job loss was, in fact, as small as it was under min-
imum wage increases.

Senator BREAUX. Mr. Motley, what about that argument? As I
understand it, the consumer, according to this, is ultimately going
to pay for it.

And if we are basically affecting people in the same segment and
everybody raises their prices, they are still competitive because
they all had to do the same thing in response to the extra cost.

Mr. MOTLEY. I think you will find many small businesses simply
are not in a position to react like that.

I think what we have to remember is that in the lower end of
our economy, which is extremely dynamic, we have many, many
firms coming into existence every year and many firms going out
of existence for a number of reasons, and they are subject to the
economic cycle.

Firms in New England today are still in very, very difficult
straits, and firms in other parts of the 'country are doing quite well.

Where I see this having the greatest impact is among new and
struggling firms; those firms which are really just holding on for
one reason or another, and because you are setting this in just like
Social Security taxes.

Whether they make money or not, they are going to have to pay
it. And when you get down to that minimum wage employee, there
is no more room to go.

I see it having a tremendous effect just in the area probably
where you do not want it to have an impact, and that is in the
lower wage earners and the smaller firms on Main Street who sim-
ply cannot make it in the economy.

Senator BREAUX. Maybe just one more question. If the only thing
the bill did was to require all employers to require health insur-
ance, we obviously then are looking at increased costs.

But there is a second part of it, as Mr. Shells points out, and
that is the cost containment portion of the legis action. And he



points out that while increases in costs are likely, he said increases
m costs are likely to be more than offset by the savings that result
from the program of cost containment proposed under the bill.

So, I guess what you are suggesting is that it is a two-prong ap-
proach. You are going to have increased costs, but they are going
to be offset because you are going to have cost containment, which
we do not have now.

Mr. MOTLEY. Are those costs not going to be offset for those peo-
ple who now have insurance and who are finding it difficult to pro-
vide it? It does not seem t me chat you are g ing to offset the costs
for people who do not provide insurance where you have a whole
new cost of business coming in. That is a cost which will never be
recouped through the cost containment measures that are there..

It is an annual outlay. You are now saying whether it be $1,000
or $3,000, or it be 12 percent of payroll, or 7 percent of payroll, you
are going to provide that every year, Mr. Employer.

And all the cost containment is going to do, frankly, is hold it o
7 of the 12 percent and make sure that it does not get up to 15
and 20, which will be a disaster.

Senator BREAUX. Any thoughts on that, Mr. Shells?
Mr. SHElLS. Yes. We do a lot of work with State commissions

who are appointed to address these issues at a State level. There
is a lot of work going on out there, and these commissions often
include a cross-section of business and provider groups.

Small business is almost always represented on these commis-
sions, and in talking to the small business representatives, their
greatest fear appears to be the concern that, while it might be a
7 or 8 percent payroll tax right now, what is it going to be down
the road?

How high is it going to be down the road if you do not control
costs? And their concerns are well-founded. In the absence of effec-
tive cost containment programs with real teeth in them, their con-
cerns are absolutely justified.

The tax rate, the cost of insurance is going to go up at the same
rate. The health care system is viewed by many employers as a
sinking ship. And they are very unhappy with the thought of being
mandated to climb aboard until we plug the leaks.

Mr. MOTLEY. I would agree very much with what was just said.
I do think there is one significant difference, though. Those people
who now provide health insurance are extremely fearful that if
they are required to provide a significant level without heavy cost
containment and controls that are in there, that they are going to
be placed in a lose-lose situation.

Senator BREAUX. Yes. Well, I do not think anyone is arguir. or
advocating that we do the requirement without cost containment.
I mean, I have not signed onto the bill, but I would never want to
do it unless we had some cost containment provisions.

Just to say everybody has got to provide health insurance with-
out addressing the cost is just half of the pie, and it is not nearly
enough. Thank you, Mr. Chairman.

Senator ROCKEFELLER. Thank you. Senator Riegle.
Senator RIEGLE. Thank you, Chairman Rockefeller. Mr. Shells,

the company you represent has done these independent estimates
of the cost-saving, cost containment part of the bill that Senators



Mitchell, Rockefeller, Kennedy and I have put together. And your
number, as a 5-year saving, is about $80 billion. Am I correct in
that? In terms of what is in our basic bill. I want to go to what
has come out of the Labor Committee estimate.

Mr. SHElLS. Oh. All right. The savings provision should generate
about $80 billion. That is right.

Senator RIEGLE. Now, the cost controls that have been included
which are tougher-and I support tougher cost controls-that are
in the bill that has just been reported out of the Labor Committee,
I understand that your estimates are that tbe 5-year saving there
is $260 billion. Is that right?

Mr. SHEILS. $260 billion savings. I encourage people to offset the
increase in utilization for previously uninsured persons. Once you
take that into account, you get a $215 billion net savings under the
program. That is the bottom line.

Senator RIEGLE. Well, I think that is positive and encouraging,
and it sort of comes off where we are now. I mean, the whole ap-
proach of going in the direction of improvements in our present
system, substantial improvements, that can start to bridge some of
the gaps, I think is he route to go.

There are some who say, do little or nothing, just a little tinker-
ing around the edges. I do not think that is a viable response, given
the way the problem is growing. And there are some who want to
go to the full Canadian-style plan, or the single-payer plan, and so
forth.

And I have not been able to convince myself that that is what
we ought to do. I like the in between type; I do not like the title
that it carries. But it does have to have the strong cost controls.

Now, let me just review for a minute. Every business organiza-
tion that has come in to see me, from large to small, the biggest
companies in America, General Motors, Ford, Chrysler, and others
in my State, and a lot of other large outfits, but my smaller compa-
nies as well, and very small ones, including the summary of the
Chamber of Commerce position, the NFIB position, am I right, Mr.
Motley, in thinking and believing that in terms of the list of issues
that are of greatest concern to your members that the cost of
health care is number one on the list right now?

Mr. MOTLEY. Yes, it is, Senator.
Senator RIEGLE. It is number one. I am finding that with every

other business organization, no matter how large or small. So, the
fact that smaller businesses are saying that is absolutely consistent
with what bigger businesses are saying.

Of course, bigger businesses oftentimes tend to be locked into
labor contracts where they have got even more expensive plans,
and they are in international competition in many cases, and they
feel they are really getting killed. They come in with their own per-
spective and their own sense of urgency.

But I am convinced from what I see that if we do not move
quickly with some major avenue of reform, that business through-
out the country is going to be damaged further. I think it has been
damaged already.

Most business people that I talk to want to maintain health cov-
erage if they possibly can. I just talked to a small business operator
in Northern Michigan who finally got squeezed so much that he



had to discontinue the health care coverage for his workers, and
even for himself, even though he is the person that, in effect, has
to keep the business going.

And he talks about it with such pain and frustration because it
is the last place he wants to get to, but he has been squeezed into
that corner because the costs have just gotten to the point where
they just are not manageable.

So, I would hope that we would not get imprisoned in set posi-
tions that do not let us work to some common position that may
not be everything that everybody wants.

It might not be, for example, Mr. Motley, that we can have some-
thing that is going to be precisely what you want, any more than
it is precisely what I want or somebody else wants.

Let me tell you what I think we can get if we are willing to move
and get to sort of a balance point. I think we can get serious cost
controls that will really make a difference for business in this coun-
try. I think that is achievable. I mean, if we set that as a goal and
we go for that goal together. There are a lot of elements in that;
I will not get into them.

I think we have got to have the broadening of coverage as well.
We start out by bringing in expectant mothers and children up to
the age of 19.

You were probably in the room when I held up that article about
this little six-year-old in Michigan who has a working mother and
has no health insurance. It is just inexcusable. I do not know
whether you have children; I certainly do. Our kids have to be cov-
ered. America's kids have to be covered under some kind of an in-
surance plan. It is just absolutely essential. We should not go an-
other day without it.

And the fact that we cover the children of the Members of Con-
gress, the President, and the Vice President, and so forth, and I
think probably all of you enjoy insurance coverage that covers your
families, the Nation that we can sort of be a bifurcated society and
just sort of forget about everybody else who is not in that situation,
no other modern country is doing that. They are all finding a way
to get the job done in terms of getting the coverage, and we have
got to have it, too.

So, I guess what I would ask you to do at this point, I have said
many times and I will repeat here now-I think Senator Rocke-
feller has expressed this view and I know Senator Mitchell has-
we are not locked in stone on our plan.

We are prepared to change elements of the plan. There are parts
that I think ought to be a lot tougher in the cost control area. In
fact, I think maybe we even ought to go beyond some of the things
that are in the bill reported out of the Labor Committee.

But if we stay sort of locked in positions where we make it ap-
pear that there is no way to overcome the differences and get to
a common point, we are going to be back here next year and the
year after.

Maybe not if Perot gets elected President, because he says he is
going to solve that problem and he may just do it. So, I do not say
that tongue-in-cheek. But I do not think that helps anybody.

I think anybody who wants to be a purist on this issue now real-
ly ought to get out of the debate, because I think it is holding back

60-871 0 - 93 - 3



reforms that could be had that would be good for everybody; small
business, medium-sized business, large business, and people in the
country that need health insurance.

So, my appeal to you is that we all work now to try to find that
middle ground that can sort of break this plarized debate and dis-
cussion. And I am prepared to go there with you.

We started out that way when we drafted our bill, with a biparti-
san group of 15 Senators, essentially evenly divided between the
two parties, and the principals in our bill came out of that biparti-
san working group.

But my hope would be that you would work with us now to try
to take and formulate a package that may not be precisely to your
liking, but one that would be better than what we have now. And
that is really your choice.

The choice now is more of the same: the increasing weight of a
system that is breakdng down, or intelligent reform and change.

Those are the choices. And if we do not come together on intelligent
reform and change, we are going to get more of what we have got
now. So, that is my appeal to you. Thank you, Mr. Chairman.

Senator ROCKEFELLER. Thank you, Senator Riegle. That is a Sen-
ator Riegle classic. [Laughter.]

Dr. Griner and Dr. Shea, I do not mean to be ignoring you two
folks. I do not want you to feel that you are unloved or unwelcome
here. Both of you have made very significant contributions.

Dr. Griner, I have got to say that you deal with cost containment
more effectively than Dr. Shea does. And Dr. Shea appears to me
to be saying, kids are too important, and they are not that big a
part of the equation. Therefore, cost containment may have to
apply elsewhere.

I want, Dr. Griner and Dr. Shea, each of you to explain to me
why you came to your views on cost containment. And, Dr. Shea,
in yoi.r case particularly in that cost containment seems to be
missing more in your proposal, although the pediatricians' proposal
is a superb one.

Once you establish an architecture for pregnant women and chil-
dren and you do iot establish that architecture minus ingredients
like cost containment, I mean, you cannot say no for children and

es for others, in my judgment. If you could both comment on that,
would appreciate it.
Dr. GRINER. Who would you like to go first, Senator?
Senator ROCKEFELLER. I am neutral.
Dr. GRINER. Let me, if you will, respond to the question of the

college's position en cost containment. As you would infer from my
statement, there are many provisions of our proposal that are ei-
ther similar to or virtually identical to the Health America Act.

I would say that the one area that the college is taking a very
strong supporting position on containing capacity that goes further
than HealthAmerica. That is to say, manpower, both the number
and mix of providers, and capital , facilities, and technology.

We do not feel that market forces alone, managed care alone, or
managed competition alone will be sufficient to gain control over
costs without the overlay or thoughtful regulation of supply.

I come from a city, Rochester, NY, where we have the lowest per
capita costs in the country, with almost universal access to services



that are of high quality. We have achieved that over a 40-year pe-
riod largely through containing capacity. And most of the people in
the system in Rochester, whether providers, patients, or payers,
are quite happy with the system.

I am speaking, now, as a representative of a community that has
been able to achieve this rather than my role at the American Col-
lege of Physicians. But the two hats that I wear are quite com-
plementary on the capacity control side.

So, at would be our major point, and it supports, also, the posi-
tion of the National Leadership Coalition on the need to control
capital.

Senator ROCKEFELLER. Dr. Shea.
Dr. SHEA. Senator, I am glad to have this opportunity to respond.

kept my comments under 5 minutes, so I was not able to there. But
let me remind you that in my formal comments, I talked about pre-
ventive care and I illustrated two facets of preventive care that
would return to the health budget one-half of what the Federal ex-
pense would be with our proposal. So, do not down-grade preven-
tive care as a cost-saving.

The next would be the cost-sharing that we would expect from
employers, employees, and from the public sector patients who can
afford it. The next would be the care coordination for medically
complex children, because they take a great deal of our health
budget, even though our health budget is minuscule compared with
the general health budget.

But let me take this a step further. The Matsui proposal calls for
a national advisory committee that would be appointed by the Sec-
retary of HHS. This committee would be comprised of health ex-
perts from various disciplines: pediatrics, obstetrics/gynecology,
general medicine.

Senator ROCKEFELLER. To do what?
Dr. SHEA. I will finish. This national advisory committee, using

PPRC and PROPAC input with regard to relative values for physi-
cian services and hospital services then would determine reim-
bursement and the conversion factor that would play into it that
would assure first-quality, and, secondly, accessibility of services.

And that recommendation would be made tu the Secretary of
HHS, and the Secretary, then, could determine the reimbursement
factors that would pertain. The important thing to remember here
is that we have searched for that magic number that children and
pregnant women would require next year, the year after, and the
year after, and it is an unknowable number to us. And this is why
we did not elect to go with a national cap or an expenditure target,
because we have had 25 years of children being short-changed
under Medicaid in the name of cost containment. We do not want
costs contained to their detriment.

Senator ROCKEFELLER. No. I understand that entirely, Doctor. I
'understand the sentiment, I understand the Medicaid history. We,
of course, get rid of Medicaid, because we have the same view that
is a lousy program that you have.

But to say that because the 25 past years have been confusing
and the future is potentially inept, to say that, therefore, we cannot
get into real cost containment which has to include expenditure
targets, expenditure caps, or whatever, negotiated rates. Based



upon all of that, is to separate yourself from the cost containment
movement in the interests of the care of kids.

Dr. SHEA. But we have a history for it. Children have been the
least well-served population in the United States over the past two
decades.

Senator ROCKEFELLER. I understand that. But you understand if
the first thing we are to do in the Congress-and I think it is the
most likely first thing we are going to do-is pregnant women and
children, which is right down your alley. If we come out of that
without some sort of a Federal health expenditure board or some
other type of rigid cost containment, that sets the pattern for the
future.

You do not want kids to be the cause of destroying the possibility
of maintaining the kind of health care system, at least in some
measure, that we have. My question was not very articulate. Actu-
ally, I do not need you to answer.

I just want to say to you, you cannot exempt yourself, in my
judgment. And you know how strongly I feel about kids. I spent all
day in Pittsburgh with the National Commission on Children yes-
terday looking at kids at all different levels of poverty, and the hor-
rific problems they are having getting medical care, including a lot
of 15-year-old mothers who either did not want to be mothers, did
not know how to be mothers, did not know anything about prenatal
care and had low birth weight babies.

I mean, I am right down that track, too. But cost containment
cannot be exempt for anybody. We are talking theology here. Cost
containment is a sacred matter. It cannot be put aside for anybody,
and the health care system is not going to work for kids unless the
health care system is controlled for all, in any event, in my judg-
ment.

Dr. SHEA. I will not refute what you are saying, and I do not
want to be argumentative. The only thing I would like to say is
that the budget for children and pregnant women that would as-
sure quality and accessibility of services-which I believe is what
you want-is an unknowable number.

Senator ROCKEFELLER. I am just suggesting to you that you may
be, by not dealing with cost containment in a really rigorous man-
ner, delaying the day that we get to the coverage of pregnant
women and children, which I feel may be the first thing that comes
out of the Congress. And I say that with great sincerity.

In other words, you may be the very first one to benefit from this
glorious day that Congress finally does something. And, therefore,
cost containment is going to have to be in that mix. I just suggest
that to you for thought.

Dr. SHEA. We hope the children will benefit.
Senator ROCKEFELLER. Well, I want the children to benefit, too.

I also want the system within which they are going to benefit to
be one which can last. And I guess that is my point.

Mr. Sheils and Dr. Custer, you gentlemen have a very basic dis-
agreement, and I want it to be on the record here. My understand-
ing, Dr. Custer and Mr. Sheils, is that when EBRI did this analy-
sis, the assumptions were based only on cost, but that the effective
cost containment and that the elimination-which can net $215 bil-
lion-and the elimination of cost-shifting were not considered. And,



therefore, you two gentlemen come to extremely different conclu-
sions.

And who is right and who is wrong, or who is closer, is very im-
portant, for example, to John Motley. Because if you are talking
from 25 to 63 as opposed to 600,000 to 900,000 jobs lost, that is
an enormous difference. And I would like you two gentlemen to
have a civil discourse on your approach for a few moments, if you
will be willing to do so.

Dr. CUSTER. Sure. First, we made an assumption that I do not
think is tenable that wages and other benefits would not adjust.
We wanted to illustrate who would bear the costs and that it would
be the employees, or the final beneficiaries of the benefits. So, we
made that assumption knowing that, in fact, it would very much
overstate the number of jobs that would be lost.

Second, what we did and what is hard to know is exactly how
effective cost containment would be in terms of determining the per
capital cost of a plan, so we used a range from $900 for an individ-
u l up to $2,000.

And that is why we get this million job range in looking at
straight employment because, frankly, some of these things are just
not knowable, and some of these estimates are totally dependent
upon the assumptions you wish to make on how people are going
to behave and what the final costs are going to be.

Senator ROCKEFELLER. Well, all right. Mr. Sheils. That is not the
answer I wanted. In a sense, I wanted you to contest what Mr.
Sheils is analyzing, and I want Mr. Sheils to contest what you are
analyzing so that I, in my infinite wisdom, can judge.

Dr. CUSTER. There is one more point that is important in terms
of determining the number of people who may lose their jobs, and
that is, it is not a minimum wage effect. Eleven million of the unin-
sured are below the poverty; at least 24 million who are above
there who are in families where the head of the household is going
to earn more than the minimum wage. So, it is not appealing to
the minimum wage literature, I think, and understates the poten-
tial impact.

Senator ROCKEFELLER. Mr. Sheils. You two gentlemen just sort
of have at it.

Mr. SHEILS. I suppose it is no accident that we are sitting so far
apart, Senator. I have been working very hard to develop a system
for estimating the costs of the health reform proposals since 1983.

We did not embark on that course, excepting the notion that a
lot of these things are unknowable. Indeed, there is a basis for de-
veloping these estimates.

I have been doing this kind of estimation in tax policy, public
policy for many, many years, and this is the difficult thing we have
ever tried to tackle. But we very much feel that there is a basis
for looking at this.

For example, the workers who do not have insurance today, if
you were to take them as one population, an actuary, look at them
as one population, you would pronounce them an excellent risk.
You would do so because they include a disproportionate share of
very young workers.

In percentage terms, the highest concentration of uninsured
workers is in the young adult group, the young immortals, the peo-



pie who--well, I remember my utilization of health care back then
and it was really quite minimal. But that is where we find that the
costs associated with insuring this group is relatively low.

We have estimated, for example, that the employer's cost of com-
glying with the Health America Act would, on average, be about

115 per month.
That would be the cost when you include the dependents, the

mix of dependents, and so on. We think it would be about $115 a
month under this benefits package. Would it be exactly $115?
Clearly, no. But we do not think that the range is as wide as $900
to $2,000.

As for the loss of employment, the economists are routinely sur-
prised-I mentioned this earlier-about how small the loss of em-
ployment has been when you increase the minimum wage. It just
does not work with the theory. The theory falls apart.

When you look at the results, it is very surprising. And, in fact,
there appears to be some evidence that employers are able to pass
on some substantial portion of the costs in the form of increased
prices.

There is an old joke. If you give three economists the same data
base, you will get three essentially different results. That did not
happen with the minimum wage literature. You came up with some
differences, of course, but basically the central thrust of the conclu-
sions is pretty much the same. We have developed our estimates,
we used-

Senator ROCKEFELLER. Well, can I ask Dr. Custer to respond to
that?

Dr. CUSTER. Well, again, I have to agree. I do not think the mini-
mum wage literature is the literature you want to appeal to, num-
ber one.

Again, I want to also say that the job loss estimates we look at,
we produced, were an attempt to be illustrative to demonstrate the
notion that costs are reallocated under all health care reform plans.

And this one, in a mandate or play-or-pay plan, a large portion
of those costs are going to be borne by the individuals that you are
trying to extend coverage to. Wages will adjust, prices will adjust,
things will happen. But you cannot pass on prices forever. The ex-
ample of the fast-food people across the street, if you raise the price
of hamburgers, fewer hamburgers are going to be bought. And one
of those fast-food places may well go out of business.

So, the jobs are lost in that way. In terms of the range of costs,
one of the things we did is that you can present not only econo-
mists but actuaries with the same data set, and they will come up
with different numbers because they have to make assumptions.

So, we tried to come up with a very broad range of what the
plans would cost so that the truth is somewhere in the range, eveni
though the range may be so large that you may find it difficult to
use in making policy decisions. And that is essentially what we did.

Senator ROCKEFELLER. But, do you understand what Mr. Sheils
is saying? You see, the stakes are very high here. If you say that
900,000 jobs plus, under one scenario, are going to be lost, do you
understand the impact of that on those of us who vote for any of
these things or against any of these things?



I mean, this sort of range business is very risky. In other words,
you are protecting yourself, in a sense, but the stakes are very high
here. And Mr. Shells is saying that he does not approach this with
the idea that the unknowable is, in fact, unknowable. And, in a
sense, you are.

You are leaving yourself an enormous amount of wiggle room,
but, in the meantime, throwing out some terrorizing information on
the political. landscape which is having an effect on people.

Dr. CUSTER. Well, I leave myself the wiggle room because, in
fact-you have had a lot of numbers thrown at you, you under-
stand-these numbers are based on assumptions of how people are
going to behave, assumptions of what costs are going to be. The as-
sumptions drive those numbers.

Senator ROCKEFELLER. But you did not do cost-shifting. You did
not do cost containment, did you? You did not include them.

Dr. CUSTER. Well, they are included implicitly in the range of the
cost of the plans.

Senator ROCKEFELLER. Would you agree with that, Mr. Shells?
That is, that he included cost containment and cost-shifting?

Mr. SHEILS. Well, if you included cost containment, it would real-
ly not change our-our estimates of employment loss were for the
initial year of the program. They reflected the costs that you would
find in these initial years.

Employment loss would increase over time if you do not control
costs. That is clear. If you control costs, then you get your effect
and the effects of this thing will pretty much stabilize.

But there has been a lot of talk. about the need of the problems
of stabilizing the play-or-pay program. It is unstable unless you put
in those cost containment previsions, and provisions that have
teeth in them. A lot of the nightmare scenarios do materialize with-
out that.

But, in any health reform system, single-payer, leaving the sys-
tem alone, there is going to be a plethora of nightmares unless we
control cost.

Senator ROCKEFELLER. But the Labor Committee output is now
what we accept as Biblical. It is not the pre-Labor Committee.

Mr. SHEILS. All right.
Senator ROCKEFELLER. It is the Labor Committee output. The

cost containment is hard, it is there, it does justify-I do not do
numbers-your 260 down to net 215 cost savings.

Mr. SHEILS. It largely evaporates without it, and I know that
there will be a lot of pressure to eliminate it. It is important to
keep in mind that a lot of the concerns that have been raised will
materialize if it disappears.

I would like to suggest that we change the way we think about
the job loss just for a minute, just to gain a little perspective on
it; 63,000 people. That is the high range of the estimate that is
very much consistent with some other leading authorities' figures
on this have suggested. That is a lot of people, Senator. That is a
football stadium full of people; a lot of votes.

But we have to look at it in the context of tradeoffs. What are
we doing here? We might lose tens of thousands of jobs. But we
will see tens of millions of people get insurance coverage. A quarter



of the uninsured are children; we will see children get their cov-
erage.

We also see many thousands of families today ruined financially,
wiped out by health expenditures in excess of their ability to pay
for it, underinsured and uninsured persons.

We estimate that there are about 1.9 million families in this
country under age 65 who will experience health spending in ex-
cess of 30 percent of income. Under this program, the number of
families who find themselves in that circumstance is reduced by 40
percent; 700,000 families.

Now, the job loss potential is small, but real. But the benefits
from this program are large, and they, too, are very real. And we
have to deal with these very difficult tradeoffs that the Congress
is going to have to make in looking at this.

Dr. CUSTER. I would agree with that. I would echo that, if I
could, that, in fact, what we tried to do is to draw out the fact that
you are going to have these costs-there is no such thing as a free
lunch-to get these benefits, and it is up to society and Congress
to decide how those tradeoffs should be balanced.

Senator ROCKEFELLER. All right. So none of you will starve, on
my watch. Let me end, John Motley, with you. I was very moved
by your statement in response to my first question, and I was glad
that I was moved.

That is what I wanted to be, and it struck me as an enormously
genuine statement on your part about the fear that people have.
There is no question in this whole mix that the people who have
to fear the most are those that have the fewest employees.

I mean, that is a given. Chrysler wants single-payer. They do not
have to pay anything that way.

Well, one of my fears has always been-although, I repeat, I
would take single-payer over the next 10 years over what we now
have. I would prefer that to sort kf going on the way we have, com-
ing up to the edge.

And, remember, health care is not that old a discussion. It is for
the folks sitting behind me, but for those of us in the Congress, like
trade, it is a fairly recent discussion.

You want to see this happen, you said your people want to see
this happen. And the costs of not having it happen are enormous.
So, all I want to say to you, John, is I terribly want to work with
you and NFIB and other small business groups.

The stakes are so high in this that what I am trying to say is
that I hope that we can work with an idea to make this work for
sr -ll business. In HealthAmerica new, small employers-would
not have to provide coverage for 2 years, tacked onto the 5 years
before implementation was phased in.

If we do not succeed in our efforts, we are going to have a single
payer system handed to us by the American people, along with our
heads. It will be better than what we have got now, in my judg-
ment, because it will have cost containment.

Health reform will upset a lot of people, but it will provide stabil-
ity. Even physicians and hospitals, in my judgment, will operate
better under the certainty of what is going to happen than the lack
of certainty that happens now.



I do not, however, want that to happen. I want something, and
it does not have to be pay-or-play precisely, but it has to be some-
thing that is more workable and more comfortable within the
American context.

But if you and I can kind of agree that we keep working in good
faith at trying to make this work for small business, that we do not
want small business to get shattered by this, remembering that
small business is the most vulnerable. In the Pepper Commission,
you remember, we proposed 40 percent tax credits for a period of
5 years for small business.

Under our bill, the 25 percent tax credit was permanent. And
there are a whole lot of other things we do in our bill which people
do not talk about much. I mean, we take into consideration the
self-employed, the self-incorporated; all issues that affect millions
of people.

So, I agree that based upon your reaction to my first statement,
which I thought was a very moving reaction, a very honest reac-
tion, and a very accurate reaction, small business has an enormous
amount, along with others, to lose if we have a health care melt-
down which I think we are in a position of having.

But I think that is what is happening. We can try and work this
out, and kind of the automatic response from my part-for exam-
ple, one of your witnesses here, I was harsh. In my judgment, I was
too harsh. I was confrontational. I was in a bad mood, or some-
thing. But I was harsh. But that damages things. That damages
things because that sort of hardens NFIB; that hardens me. That
is not what we need here, like Senator Riegle was talking about.
I think we have to work this out.

NFIB has a very powerful position in health reform. You have a
lot of sway in what can happen. Ninety-four percent of your people
do not like what is happening under pay-or-play.

It is true, also, that a lot of businesses may not understand the
benefits of our proposal, or they may not know that we can, in fact,
make more adjustments as we mark this up to make it more ac-
ceptable to small business.

So, it is really in that spirit that I want to close this hearing and
any comments that you might want to make.

Mr. MOTLEY. Well, thank you, Senator. I want to make just a
few. I think we certainly do agree with your sense of urgency, with
your sense of need to do something.

That, very frankly, is one of the reasons that we gravitated very
quickly to the bill that the Chairman of this committee introduced
because we thought in the political context that was one of the few
things that had an opportunity to move. We do have physicians
which differ on some things with the rest of the business commu-
nity, such as capping the deduction, which most of the rest of the
business community would not.

We did sendalette r around to the Senate which pointed out
many of the good things that you did have in your proposal. We
have one problem, and that one problem I think we are aware of,
and that is the employer mandate which is in there.

I was tempted at times to jump into the argument between my
two very esteemed colleagues on either end of the table here, but
decided that I had better not. Except that I do have one problem



in all of the discussion about cost containment and the shifting of
costs.

It seems to me that the arguments made for savings can only be
made from employers that provide health insurance today, and I
think we all agree that there are tremendous savings involved, and
they will benefit.

And that is why cost containment is an extremely, extremely im-
portant part of this. In fact, if we do not have cost containment,
the rest of it does not work, period.

But I still am terribly, terribly concerned about those small em-
ployers out there. In our membership, we have a higher percentage
as a whoje.

I think Senator Bentsen before quoted some statistics that only
33 percent of the employers with 10 or fewer employees provide
health insurance.

Those are the people that I am worried about, and I would go
back one more time to the foundation study that we did in 1990,
which is the thing, I think, that catapulted us into this debate.

And we asked a simple question there. It said, the NFIB founda-
tion reported that if employers were mandated to contribute $150
per month per employee for health insurance, 26.4 percent would
get out of business, and 23.9 percent said they would let all their
employees go and continue operating.

Now, that is a hurdle that I have. That is a hurdle that NFIB
has. We not only think it is not good for small business, we do not
think it is good for the American economy. We think it creates
problems on the other side of the equation. . mean, we have to take
care of those people some way. We very much want to continue the
discussion, we very much want to work with you and the rest of
the members of the committee.

In most of the speaking I do around the country on this issue,
the one statement that I start out with is that the status quo is
no longer acceptable. And I think, probably, we all agree upon that.

But that is a very unusual position for the American Main Street
business community to take, because they definitely prefer the sta-
tus quo on most things. So, I would very much like to continue to
work.

We have been involved and had many, many discussions with
you in the past. Some of the ideas put forward by Blue Cross/Blue
Shield here today are extremely interesting to us. Mr. Enthoven's
ideas are extremely interesting to us, and we would like to con-
tinue to pursue them.

Senator ROCKEFELLER. I will say something that will surprise
you, perhaps. Two or 3 years hence when we complete health re-
form-and I think that is when we will do it-I would not be
shocked if one of the final tradeoffs would, in fact, be what you al-
most suggested, and that is a tax cap for an employer mandate.
Now, if you suggest this provision to the average Democrat, he
would nm screaming from the room. But I am just saying that we
all must be flexible.

When you are confronted with a public policy issue this big, peo-
ple, as Senator Riegle has said, have to come to the table and be
prepared has to give up something in order that all can survive.
Surviving is in everybody's interests, including the smallest of



small businesses. At some point, without compromise, the whole
issue can be overwhelming us and won't get solved.

Mr. MOTLEY. Yes. Like Bernie, who testified just before I did, we
would, I think, agree that one of the things you have to take a look
at is capping the deduction for businesses, but also capping the tax-
free transfer to the employee. It has to be done on both sides.

Senator ROCKEFELLER. Well, that may happen, and it may not.
None of those things are ruled out in my mind, because the crisis
is too great.

Mr. MOTLEY. As part of the final solution. I think it is going to
take us awhile to get to that point.

Senator ROCKEFELLER. Yes. We need a spirit in which-every-
thing is on the table. As far as I am concerned, there are only two
restraints. There has to be universal coverage and there has to be
rigid cost containment.

Outside those two conditions there are all kinds of variations
that can take place. I just hope that as we proceed, we will keep
talking and drive towards the goal.

Now, having said that, I really thank all of you. You have been
kept well beyond when any reasonable discussion should end, but
you have been very, very helpful. There will be further questions.
I did not ask a quarter of what I wanted to ask. I really thank you,
and our hearing is adjourned.

Mr. SHEILS. Thank you.
Mr. MOTLEY. Thank you.
Dr. GRINER. Thank you.
Dr. SHEA. Thank you.
Dr. CUSTER. Thank you.
[Whereupon, the hearing was concluded at 1:10 p.m.]
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COMPREHENSIVE HEALTH CARE REFORM
AND COST CONTAINMENT

WEDNESDAY, JUNE 17, 1992

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 9:35 a.m., in

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

Also present: Senators Baucus, Rockefeller, Daschle, Breaux,
Packwood, Danforth, Chafee, Durenberger, and Hatch.

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

The CHAIRMAN. This hearing will come to order. Please cease
conversation as we get underway here.

This morning we continue to examine proposals for comprehen-
sive reform of the health care system. We find millions of Ameri-
cans are finding health cost unaffordable now. And the problem is
steadily getting worse.

In 1992, over $800 billion will be spent on health services in the
United States. That figure will double by the year 2000.

This series of hearings is to help the Finance Committee find so-
lutions to these challenges. Across this country, people are looking
for assurance that they will have access to affordable health care.

Reaching an agreement on the game plat is going to be tough
because there are many complex issues involved, but we have to
meet that challenge.

The hearings today and tomorrow will focus on two contrasting
approaches to health care reform, those that would establish uni-
versal health insurance coverage through State and federally-based
public programs and those that would use the Federal tax policy
and other incentive-based methods as a means of providing Ameri-
cans with access to affordable health insurance.

Originally, we had planned to discuss only the public program
field today and the tax incentive proposals tomorrow.

However, the visit of President Yeltsin requires that Senator
Kassebaum appear today. She will be in Kansas with him tomor-
row. Also, Secretary Sullivan asked to appear today, and we are ac-
commodating that request.

We have had four bills referred to the Finance Committee, sug-
gesting a public program approach to health care reform. Almost
1 year ago, Senator Bob Kerrey introduced S. 1446, the Health
USA Act of 1991.
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Earlier this year, Senator Paul Wellstone introduced S. 2320, the
Universal Health Care Act.

And then Senator Tom Daschle, a member 'of this committee,
joined by Senators Wolford and Simon, introduced S. 2513, the
American Health Security Plan.

Just last weet-, Senator Inouye introduced S. 2817, the National
Health Care Act of 1992.

Every one of these calls for a dramatic change in the health care
program of this country.

We will hear testimony from those that believe that nothing
short of a fundamental overhaul will work to give Americans access
to affordable health care.

But others argue that we can achieve this change without the
disruption that is associated with replacing our current health care
financing based largely on employment-related health insurance
coverage.

Last February, President Bush presented an outline of his health
care plan. And a key feature of that is a series of tax creditE and
deductions to assist individuals in purchasing private health insur-
ance.

While we have seen the statutory language for other pieces of the
President's plan, we are still waiting for the details of this part of
the proposal and legislative language.

Among our distinguished witnesses today is the Secretary of
Health and Human Services, Dr. Sullivan, who will discuss the
President's health care plan.

The President and others have proposed these plans as a means
of preserving as much as possible of our current system of health
care financing while addressing the lack of universal access and
rising health care costs.

Yet serious questions have been raised about the ability of these
approaches to guarantee every American access to health insurance
and get skyrocketing health care costs under control.

Our lead-off witness this morning is Senator Nancy Kassebaum
who will discuss S. 2346 which she introduced in March. Ms.
Kassebaum's BasiCare approach would maintain reliance on pri-
vate health insurance, but proposes significant changes in that sys-
tem, including regulation of insurance premium increases.

After that, we are going to hear from Senators Bob Kerrey and
Paul Wellstone who will present their proposals to the committee.

Because Senator Inouye is chairing another hearing this morn-
ing, we will submit his statement for the record.

[The prepared statement of Senator Inouye appears in the appen-
dix.]

The CHImRMAN. Following Secretary Sullivan's testimony, our
final panel of expert witnesses includes both proponents and oppo-
nents of the public program approach to health care reform.

So I am going to be looking for guidance. And I know .he mem-
bers of the committee will want to hear from these witnesses as to
how w,? can ensure affordable health care access for all Americans.

Senat4r Packwood, any comments you might have.



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

Senator PACKWOOD. Mr. Chairman, thank you.
As we go through these hearings, it is clear there are a few vari-

eties of health plans. You can encourage people to buy insurance
one way or another and hope that you get universal coverage.

Or perhaps you can compel, as Senator Kassebaum does, individ-
uals to purchase insurance.

You can go the employer plan and mandate insurance coverage;
Hawaii does-there employers have to provide coverage. They can-
not opt out and pay a tax and have the government pick up some
of the costs.

Or you can go the single-payer plan route. The one it is mostly
compared to is Canada where with a few exceptions all health in-
surance is wiped out as we now know it and the government be-
comes the payer. Call it what you want.

The plans vary a bit as to what they cover. In some cases, there
are some co-payments and in some cases deductibles.

The question on that I would ask is this. Our health expendi-
tures this year, public and private will be about $809 billion. The
Federal Government currently is paying about $230 billion, $230 to
$240 billion total.

So you have roughly $570 to $580 billion of additional cost that
the Federal Government is not now paying, assuming we were
going to pay all costs that we are not now paying.

I know the arguments about the GAO Report and how much can
be saved by going to a single-payer plan. The Congressional Budget
Office reduces that and its estimate is about half the size.

But if you took the GAO figures, it is around $70 billion, and
subtracted that from the additional 570, you are down to $500 bil-
lion in additional Federal expenditures.

I am fully aware that employers would no longer pay health in-
surance premiums. Someone else would buy health insurance, but
you are talking about a major shift of payment from somebody to
somebody.

And in fairness, those who advocate the single-payer plan with
the government paying ought to include in it how do they plan to
pay for it. If you did it totally with a payroll tax, it would be a pay-
roll tax of about 28 percent, counting current Federal expenditures.

If you did it with a combination of corporate and individual in-
come taxes, it would be immense increases. I mean, in excesses of
100 percent increases in the income taxes for corporations and indi-
viduals.

So I would hope that the witnesses would give us an indication
of how it would be paid for and not just slough it off by saying:
Well, there are going to be efficiencies and people will no longer
buy health insurance.

That is fair enough, but somebody is going to pay taxes. And be-
fore we get into a single-payer system, I think we ought to know
who this somebody is.

Thank you.
The CHAIRMAN. Senator Kassebaum, we are delighted to have

you. If you will proceed.



STATEMENT OF HON. NANCT LANDON KASSEBAUM, A U.S.
SENATOR FiROM KANSAS

Senator KASSEBAUM. Thank you, Mr. Chairman.
I very much appreciate being able to testify today, rather than

tomorrow. As you acknowledged, Senator Dole and I are going to
show President Yeltsin some wheat harvesting in Kansas tomor-
row.

Because this hearing was biLed originally as a hearing on the
single-payer plan, I would just like to reiterate that my legislation
is not a single-payer plan. I will try and be brief, as you have many
testifying.

I have spent months, as mamy of us have, in trying to sort
through the health care issue. My first priority was that I felt the
reform package had to have a strong cost containment mechanism.
To me, that is the heart to achieving any significant health care
reform.

Secondly, we had to have a financing mechanism. We just could
not put something forward without saying how we were going to
pay. for it. That incidentally is one of the reasons why my bill ended
up in the Finance Committee.

Third, I did not believe in mandatory requirements on employers.
Trying to find something that was simplified, without Federal
micro-management, and with strong cost containment was what
guided me in putting together my proposal.

If I may, Mr. Chairman, I am going to run through the basic
parts of my legislation I will also be glad to respond to questions,
although I know time is of the essence.

First, my legislation will simplify the insurance market around
a single, uniform basic benefits package that every private insurer
must offer and that every American will carry. I call this package
BasiCare.

No insurance company will be permitted to offer any non-
BasiCare plans that duplicate BasiCare benefits. They may, how-
ever, sell supplemental policies for persons wishing additional cov-
erage.

Second, the content of the BasiCare package will be determined
by an independent commission patterned after the current military
base-closing commission. Congress will have the power to vote up
or down on the Commission's recommendations, but not to amend
them.

It seemed to me that if Congress tries to get into determining ex-
actly what benefits are in the package, we will never be able to
adequately address the health care crisis before us.

Third, BasiCare will be subject to strict insurance rules protect-
ing beneficiaries from discriminatory rating and underwriting
based on health status.

Fourth, rising health care costs ll be contained by placing bind-
ing annual limits on the maximum allowable rate of increase in the
BasiCare premiums. This will be determined annually by the com-
mission.

This mechanism of cost containment will force insurers to work
with providers in negotiating efficient systems of health care deliv-
ery. They may offer BasiCare packages below that annual ceiling,
but they cannot go above it.



This cost-containment structure establishes the most efficient
and integrated network of health delivery, but not by means of
which we ourselves try to lay out every sign post along the way.
Rather, what we do is lay out a framework and force the private
sector to negotiate within it.

Fifth, health care coverage for the uninsured will be addressed
by offering low-income persons direct, public vouchers for the pur-
chase of BasiCare policies. This will incorporate Medicaid.

Sixth, Medicare will be assimilated into the BasiCare plan over
a 10-year period. Both Medicaid and Medicare will eventually be-
some part of BasiCare. Ultimately, we will all be carrying the same
package of basic benefits.

The BasiCare commission will be the authority to structure this
transition. Mr. Chairman, as you certainly recognize, that will not
b an easy thing .to do, but it can be done. And I believe for the
long run, it is greatly important that it be done.

Seventh, long-term care coverage will be included in this
BaiCare package. I believe this is very important, Mr. Chairman.
I realize the difficulties, the actuarial problems associated with
this, and the potential financial costs. However, I believe my chil-
dren should have to carry long-term care coverage in their benefits
package, it should not just be those who reach age 65 who begin
to worry about whether they should have long-term care insurance
and how to pay for it.

If we spread out the cost of long-term care coverage over a broad-
erpopulation, it will help us pay for it in the long run.

Eighth, financing for this legislation will be obtained from three
sources. One, a limited draw funds from the current Social Security
payroll tax, not to exceed 1 percent of that tax. One percent
equates to $56 billion in 1996.

I believe there is strong justification to use up to 1 percent of the
currently collected payroll tax. As we face the need tbr long-term
care, for example, I think this use of payroll tax revenue will be
beneficial to all.

The second financing piece will be a limit on the current 100 per-
cent tax deduction and exclusion for employer health benefit con-
tributions. Such deductions and exclusions will remain at 100 per-
cent, by will be limited to the cost of the BasiCare package.

Any additional health benefits an employer might offer would not
be deductible; only the cost of the BasiCare package would be de-
ductible.

Finally, financing for my plan would be supplemented by the ap-
propriation of existing Medicaid expenditures.

This legislation also includes malpractice reform, significant ex-
pansion of community-based primary care services, and measures
to increase the number of health professionals in under-served
rural areas.

I would like to conclude, Mr. Chairman, by stressing that what-
ever course we adopt on health care reform, I firmly believe it must
be comprehensive.

There has been a great deal of talk about incrementLU ap-
proaches and moving ahead with aspects of reform many of us
could agree on. Small business insurance reform initiatives are a
good example.



However, if we miss an opportunity to deal with e more dif-
ficult issues, such as cost containment, financing mechanisms for
access expansion to uninsured, and long-term health care, then I
think we have missed an opportunity to draw both the more easily
resolved issues and the more difficult resolved issues together.

All of this is not easy Mr. Chairman. You clearly laid out, as did
Senator Packwood, the difficulties we face with this. However, I am
convinced that if we continue to discuss and examine the complex-
ities of these initiatives we can come up with a comprehensive bill.

I would like to add that my co-sponsors are Senator Rudman and
Senator Burns. And in the House this legislation has been intro-
duced-with some modification regarding prescription drugs-by
two Democrats, Congressman Glickman and Congressman McCur-
dy, and a Republican, Congressman Pat Roberts.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator. Are you both going back to

the same markup?
Senator KASSEHAUM. Pardon?
The CHAIRMAN. Are you both leaving here to go to a markup?
Senator KASSEBAUM. Yes, we are, but I will probably have to get

back before Senator Wellstone. He has left his proxy. [Laughter.]
The CHAIRMAN. Well, I was about to keep you as a panel, but

with that, I will not. All right.
Senator KASSEBAUM. Let me just ask if my full statement could

be made a part of the record?
The CHAIRMAN. That will be done.
[The prepared statement of Senator Nancy Landon Kassebaum

appears in the appendix.]
The CHAIRMAN. Let me ask you a question. You are talking about

preserving the market approach on insurance and as I understand
it, combine that with a tough, regulatory process to hold down the
premium.

How do you keep the insurance companies, the ones who are
being squeezed on the premium, from cutting back on the quality
of care?

What we often get from consumer groups when we talk about
managed care is: Well, when the squeeze comes, they just cut back
on quality.

And in a turn, how do you respond to those that will be testify-
ing: Well, let us cut out that middle tier; and let us save that cost;
let us just go let the government administer the whole program?

Can you respond to those two questions?
Senator KASSEIBAUM. Let me start perhaps with the last com-

ment. I just feel we are increasingly becoming more micro-man-
agers regarding Medicare. My legislation will go in the other direc-
tion, for example, will have just one single form that needs to be
filled out.

I think when we hear from consumers and providers and insur-
ers. it is the paperwork that they talk about. It is the micro-man-
agement that can indeed hurt quality just as much.

So I think we have to simplify. I think we have to be continually
mindful of quality. And that is something you have to wonder
about in any plan, whether it is federally regulated or whether it
is being handled more in the private sector.



The commission, the independent commission that is established
under my plan, has significant authority and would, of course, be
a full-time commission which would monitor the system.

Also, you will have such large numbers in this system because
everybody is in the system that you are going to have both the in-
surers and the providers working together for their own best inter-
ests to make sure it is working at a high level of quality.

You obviously are going to have some winners and losers. For
some people because they are low risk, payments are going to be
higher and maybe for fewer benefits.

You are certainly going to have others at the other end of the
spectrum who will have more coverage for less cost. So, I think
whenever you are trying to deal with this, as you know, there are
winners and losers.

But I think overall what we are trying to establish in a signifi-
cant way is the means of controlling spiraling costs and not losing
quality.

And it will take some vigilance. I will grant you that. But I
would rather start without trying to cross every "t" and dot every
"i" from the Federal regulatory standpoint and hope that this broad
parameter will accomplish what we would desire.

The CHAIRMAN. One comment. Medicare is administered by the
private insurance companies under the direction of the Federal
Government.

Senator KASSEBPAUM. But significant direction from the Federal
Government.

The CHAIRMAN. And I must say with some gain. Let me state
that because the costs of Medicare have not increased to the extent
and the percentage that you are saying is happening in the other
part of the private sector.

Are there further questions of the Senator?
Senator DANFORTH. Mr. Chairman.
The CHAIRMAN. Senator Danforth.
Senator DANFORTH. Senator Kassebaum, we have had numerous

meetings both in the committee and among Senators on the whole
question of health care.

And I have reviewed your proposal, and not only reviewed it, but
asked constituents to look at it. And the response that I am getting
is very, very favorable.

I think this is really the soundest and most balanced single ap-
proach I have seen to what we should do about health care.

And my one question to you is is your list of co-sponsors closed
with Senators Rudman and Burns? And if not, would you accept
one more? [Laughter.]

Senator KA.SEBAUM. I would certainly be honored to do so. You
would be a valuable co-sponsor. Thank you. I will d,. that forth-
with. Maybe I should leave while I am ahead.

The CHAIRMAN. It sounds like you have a good exit line there,
Senator. [Laughter.]

Senator DASCHLE. Mr. Chairman.
The CHAIRMAN. Yes, Senator Daschle.
Senator DASCIILE. Mr. Chairman, I would just like to compliment

Nancy as well. She has made a major contribution as Senator Dan-
forth has indicated. And she has thought through many of these



questions very thoroughly. And I commend her for the contribution
she has made.

I am a little unclear with regard to access in terms of the sugges-
tion that I thought you just made with regard to vouchers.

Were one not to have access to those vouchers, does one then not
obtain any care? How do the vouchers work? Are they provided to
everybody who cannot pay any type of a premium?

Senator KASSEBAUM. Yes.
Senator DASCm[,E. So you guarantee universal access in that re-

gard?
Senator KASSEBAUM. Yes.
Senator DAsCfI.E. Okay.
Senator KASSEBAUM. Those who are uninsured would have

vouchers, 100 percent for those below the poverty level and phased
support for those up to 200 percent at a minimum. You just cannot
cut it off at the poverty level for those who do not have health in-
surance. I think there has to be some phase in for that. And those
cost figures run from $30 to $40 billion, as you know.

Senator DASCItLE. So the vouchers are made available to anyone.
I guess it i-, on a graduated basis, going up to a certain income
level, made available based first upon income and I guess second
upon family size and other factors that would determine their eligi-
bility for the program.

And one could make a commitment through that regardless of
circumstance, the vouchers would ensure universal access?

Senator KASSEBAUM. That is right. To Kansans who say, "Why
should we pay for those who do not have insurance? Why should
we worry about the uninsured?" I would say, we are paying for that
now. And it is far better for us to spread that cost out, and to deal
with this up front. And that, in part, is why I thought it was im-
,jortant to have a financing mechanism clearly included in the leg-
.lation.
You cannot talk about vouchers for care if you do not have strong

cost containment features.
Senator DAscItLE. The second question would be, as you describe

your plan, it appears Lhat it is similar in many respects to the
Medicare program.

And I know that sometimes painting anything by saying it is like
Medicare is the kiss of death. And I do not want to do that to your
well thought-out plan, but as the Chairman said, there are some
advantages to Medicare.

The administrative cost is 4 percent. In the private sector, it is
now about 16 percent administrative cost on the average. Some are
even higher than that.

But you do work through the private sector in contracting to pro-
vide that particular care in a certain area. The difference is, as I
understand it, you do not contract with business, you just mandate
that the BasiCare plan be made available to all of those who are
clients of that particular company. Is that correct?

Senator KASSEBAUM. No. What is mandated is that everybody
has to carry it. An employer does not have to offer to cover for their
employees. I would assume, and one would hope that they would.



And as a matter of fact, I think it would be something that would
be appealing to business because you have a basic care package at
lower cost.

Also, employers under my system are not going to be continually
in negotiations for what should be covered or not covered under
health care. This does not mandate that an employer must carry
insurance for their employees.

Senator DASCHLE. So if you have an employee who earns, say,
$20,000 a year and the employer has chosen not to provide that
coverage, the employee has passed the voucher threshold?

Senator KASSEBAUM. That is right.
Senator DASCIILE. So if he wants insurance, he has to buy a plan

from one of these companies. Is that correct?
Senator KASSEBAUM. That is right.
The CHAIRMAN. Any further questions?
Senator ROCKEFELLER. Mr. Chairman.
The CHAIRMAN. Senator Rockefeller.
Senator ROCKEFELLER. Mr. Chairman, all I want to do is to com-

pliment Senator Kassebaum.
As Senator Chafee and I know very well, one of the things that

is really needed in the Senate and in the Congress is people who
have different approaches towards health care reaching out to each
other.

I read your effort to be a deeply serious, a deeply purposeful,
deeply thought through effort, including cost containment.

Some provisions I might or might not agree with, but the point
is you have set out to try to be helpful and constructive in the proc-
ess. And I really value that.

One of the things that I worry about around here is that what
people are for is their first choice. And then if there is a second
choice, well, they are against that because it is not their first
choice.

What I see in you is the spirit to try to reach out to bridge this
gap between the different approaches. And I honor that. And I re-
spect that. And I want you to know that.

Senator KASSEBAUM. Thank you.
Mr. Chairman, well, I think all of us testifying here this morning

would clearly feel that way. I think there are parts of all three of
our packages that have some similarity and some differences.

I would just say, Mr. Chairman, I have sometimes wondered, as
I wandered into this whole health care reform issue, why one does
it, because it does become so complex. And you think you have
solved one problem, and you have only created three others. But
out of this, I am convinced that we will put together something
that will be useful.

And I appreciate being able to testify this morning.
The CHAIRMAN. Thank you very much, Senator.
Senator CHAFEE. Mr. Chairman.
The CHAIRMAN. Yes.
Senator CHAFEE. I just want to join in complimenting Senator

Kassebaum.
I understand how the basic package is set up and that there is

a limit on future cost increases. Maybe it is tied into the Consumer
Price Index or something like that.



But in any event, the next question that arises is would the in-
surers have a tie-in with the doctors and the hospitals like the
Alain Enthover arrangement so that they would have some system
of controlling costs?

Senator KASSEBAUM. The thrust of the system I am proposing to
create would be much of what Dr. Enthoven has spoken about, that
is, moving towards managed care or integrated networks of care.

I think that is inherent in what you would have to negotiate to
put a beneficial product together as an insurer under my system.

Senator CHAFEE. That essentially is your cost control mecha-
nism, is it not?

Senator KASSEBAUM. That is right.
Senator CHAFEE. One, the insurer would only pay "x" dollars.
Senator KASSEBAUM. That is right. And let me just add, Mr.

Chairman--and I do not want to take too much time--that there
have been many who have worried about balance billing by provid-
ers.

While it is not written in the legislation now, I certainly would
consider putting in language that a provider must accept as full
payment and reimbursement whatever he or she has contracted in
their insurance plan. There cannot be that additional balance bill-
ing.

Senator CHAFEE. Thank you very much.
The CHAIRMAN. Senator Baucus has a comment he would like to

make.
Senator BAUCUS. I, too, Nancy, thank you for your very valuable

contribution h, re.
As I understand it, you have the basic package to provide basic

care. And then for those who wanted supplemental care, they could
have supplemental coverage. Is that correct?

Senator KASSEBAUM. Yes. There can be any kind of additional
coverage, but it cannot be a competing BasiCare plan. And any
self-insured group let me say, too, can continue to self-insure, but
that plan has to be a plan with all the requirements that BasiCare
has.

Senator BAUCUS. How many additional policies do you con-
template under this scheme?

Senator KASSEBAUM. Who knows.
Senator BAUCUS. But a good number.
Senator KASSEBAUM. Well, maybe or maybe not.
Senator BAUCUS. Yes. And a question that comes to my mind is

this. What is to prevent the commission, because of scarce dollars,
from reducing the provisions in the basic package which will en-
courage many more people to buy supplemental insurance and
therefore tend to defeat the goals that we are striving for here?

Senator KASSEBAUM. Because under my bill there has to be cov-
erage for basic hospitalization, catastrophic, and preventive care.
Now, that is a pretty broad basic benefit package.

Let me add, because we are phasing in Medicare within a 10-
year period the BasiCare package is probably going to resemble in
many ways many of the benefits that Medicare covers.

The CHAIRMAN. I know the Senator is trying to get to her mark-
up.

Senator BAUCUS. I know. And I apologize.



I am just concerned that this is a concept like most of these that
sound good, but to some degree evade some of the basic problems
that we are going to have.

And I am concerned about a two-tiered system in this country
under this approach. That is pretty bothersome.

Thank you.
Senator KASSEBAUM. Thank you very much.
The CHAIRMAN. Thank you, Senator.
Our next witness will be Senator Wellstone who also shares the

same problem of trying to get back to that markup.
I would ask all the Senators, myself included, to limit any ques-

tions to 3 minutes at the most.
Senator Wellstone.

STATEMENT OF HON. PAUL WELLSTONE, A U.S. SENATOR
FROM MINNESOTA

Senator WELLSTONE. Thank you, Mr. Chairman. And I thank
Senator Kerrey.

Let me first of all say that I think that the challenge for us now
in the Senate is to move from the discussion of health care as a
problem or even as an issue to sound public policy that will make
a difference in the lives of people. That is clearly the challenge.

Now, I start with a proposition, number one. And the proposition
that I start with is that the health care system is in CRISIS-all
spelled in capital letters--or in critical condition if you want to be
clever with words.

And frankly, I think there is pretty broad agreement on that. I
have met with Stuart Butler from the Heritage Foundation. We do
not agree on a lot of issues, but I think we do agree on that ques-
tion.

Therefore, if you start with that proposition we are talking not
about incremental change, but we are really talking about rather
significant change, fundamental reform in the way in which we fi-
nancqe, administer, and deliver health care.

I think it is very important to get that proposition straight.
There is a second proposition that I want to lay out, because I

think this is a value question and I think we are now getting closer
to agreement on values.

Each and every citizen deserves the best quality, most dignified,
humane health care regardless of income, employment status, age,
region of the country, or current or prior health care condition.
That is terribly important.

Now, after having laid forth those propositions, let me move for-
ward and talk about the particular bill that I am here to discuss
today, S. 2320, the Universal Health Care Act. I thank you for this
opportunity.

I want to mention that Senator Simon and Senator-Yetzenbaum
are also co-sponsors of this bill. And there are some 70 members
in the House of Representatives that have signed onto it.

I am going to outline this bill. And I am going to start by saying
that I think the key challenge in making sure care is available is
cost control.



People do not wake up in the morning and look in the mirror and
say to themselves, am I liberal, am I a conservative, am I this or
that?

What they say about health care is, can we have some kind of
health care system in our country that will provide ne with some
reassurance that I will be able to afford decent coverage for myself,
or for my children, or that my grandchildren will be all right?

Now, I am not going to go through the litany of problems because
we have all heard that. I just simply want to make one other corn-
eiling point. Health care, national health insurance, universal
ealth care coverage in some form has become a political majority

issue.
The economics of health care have moved it away from being a

low-income issue to an issue that affec.,s the vast majority of people
in this country. And I do not think I need to tell members of the
committee why or how because I think you have heard that before.

The huge advantage of the single-payer health care bill has to do
with cost control. In many ways I find it ironic that the bill that
calls for the greatest structural change I think is the most fiscally
conservative.

And I believe there will be no major reform bill passed by the
United States Senate unless we have effective cost control.

This bill, 2320, the Universal Health Care Act, is strong on co.st
control for the following reasons. Number one, it does simplify and
streamline the administration and financing of health care. That is
terribly important.

There is a world of difference-ask consumers and ask provid-
ers-between coming in with a card and getting coverage, and hav-
ing to fill out all the forms to get paid.

And from a provider's point of view, it would be a great relief not
to have to constantly watchdog consumers and and ill out endless
forms to make sure people pay.

There is a world of difference when you do not have 1,500 dif-
ferent insurance companies, with all sorts of rules and regulations.
Instead, you streamline the administration and financing through
single-source funding. That is my first point.

My second point is one that I think we have to consider seri-
ously, Mr. Chairman, as we try to figure out our common ground.

As I loo at national health insurance issues comparatively
speaking, I think the evidence is close to irrefutable, those coun-
tries that have done well have established some kind of con-
centrated public authority to balance the power of providers.

That is where I think some of the sort of pro-competition models
fall short. And I think what you have with a single-payer system,
which by the way is administered at the State level if States so de-
sire, is you have a public authority that can negotiate global oper-
ating budgets, can negotiate capital budgets.

It is terribly important, as we think about the principles about
health care in this country, that we build in not only universal cov-
erage and not only comprehensive benefits, but also, Mr. Chair-
man, we have to build in some structure of accountability.

There has to be political accountability. Irrational cost shifting
does not work. The government financing it and then saying to the
private sector, "Fill in the check." does not work.



The real strength of a single-payer system is that you have this
concentrated public authority that can be a counter weight to the
power of providers. That is the second point.

The third point is on cost control. I believe this is absolutely criti-
cal to the consensus that we might reach.

We put a very strong emphasis, Mr. Chairman, in our package
of benefits on preventive health care and primary health care.

I want to make the point in as eloquent way as I can that I think
not only is this the right thing to do, not only is this the humane
thing to do, but I think there are enormous cost savings.

There are going to be some interesting studies coming out that
I think are going to point to that. My own experience was two par-
ents with Parkinson's Disease.

I just have to tell you I wish we had had more support for home-
based care as opposed to, at the very end of their lives, it having
to be institutional care.

Let me go on with just a couple of other points. And then I will
conclude. I think that another key thing about single-payer is that
on the one hand, it is very strong on cost control with single-source
funding, but it enhances consumer choice.

It is within the pluralistic framework. The government is in-
volved in the financing, but you do not have government-run nurs-
ing homes, government-run hospitals.

Consumers can choose HMO's, or fee for service. You have exist-
ing private-public sector all within a pluralistic framework, all at
a decentralized community and State level, which I think is hugely
important.

I want to speak to Senator Packwood's question. I think there
are two points to make conceptually in response to Senator Pack-
wood's question, which I can ill in with numbers if you so choose.

Number one, we will pay for services differently. We will pay far
less on administration. And that money instead will go into direct
provision of services for people.

And number two, we will pay for health care in a different way.
No question about it.

We will see an increase in public sector expenses, but we will see
a decrease in private sector expenses.

I would argue that as we look at where we are right now to the
year 2000, there will be huge savings, according to a variety of dif-
ferent estimates I have seen, for the business community, for all
of us, which I think is terribly important if we do not want our
health care system to bankrupt this economy.

I also would like to say that if you cost this out, I can safely say
to the vast majority of people in this country that with a single-
payer, universal health care coverage, you will pay no more out of

Pocket than you do now, and perhaps you will pay less. There will
much more bang for the buck and the services will be much

more comprehensive.
Finally, Mr. Chairman, there is enormous and concentrated eco-

nomic power opposed to this, but I have to say that we are talking
about an issue which ultimately presents a real challenge to the
Senate.

Are we going to have a system of democracy for the few or de-
mocracy for the many?



I think health care really puts all of us to the test. We ought to
be able to pass in the U.S. Senate and the House of Representa-
tives a comprehensive, universal health care coverage program re-
gardless of what kind of economic interests are opposed to it, be-
cause the vast majority of the people are calling for it.

The CHAIRMAN. Senator, in your proposal, as I understand it, you
totally replace the private insurance program and substitute a pub-
lic program for it.

And I know that there ore many, many Americans enthusiastic
about that approach, but there are also a lot of Americans that
have a deep concern about looking to the government solely to run
the health program for our country.

How do you respond to that?
Senator WELLSTONE. Well, let me respond in a couple of different

ways. First of all, Mr. Chairman, I think it is very important to
point out that the single-payer would be administered at the State
level.

States could contract out to insurance companies which would
not do the underwriting, but could administer the programs, if
States so desire.

My second point is that in the negotiations that take place at the
State level between the single payer and the providers, consumers
would be involved. I think a lot of decisions are made right now
in managed care about who gets coverage, who does not, with no
voice for consumers.

A whole lot of decisions are made by insurance companies that
write the rules of the game almost to the point, Mr. Chairman,
where for all too many citizens, you have to prove that you will
never use health insurance in order to be able to obtain it.

This would be out in the open, public negotiation and bargaining.
And I think quite frankly, that is the way we should fashion and
develop health care policies.

My final point is that I do think-because I think your question
is an important one and a profound one-that one of the real chal-
lenges for those of us who really believe we have to move in this
direction is to deal with, if you will, the ambivalence that people
have about government involvement.

I would simply say in this particular case what the polling evi-
dence shows is that while people are not sure of the exact propos-
als, people have reached the conclusion that there are certain deci-
sive areas of life in the United States of America, like education
and like health care, where it is appropriate that the public sector
really has a major involvement.

The CHAIRMAN. Let me say to the members of the committee who
have arrived late that Senator Wellstone has a markup he is trying
to get to. So if you would take that into consideration as you are
asking questions.

Senator DASCHLE. Mr. Chairman.
The CHAIRMAN. Yes, Senator Daschle.
Senator DASCHLE. Mr. Chairman, I want to commend our col-

league from Minnesota for an excellent statement and for the work
he has done on this issue like his predecessor who has just testi-
fied, Senator Kassebaum. He, too has made a major contribution.



I think you asked an excellent question. I would ask Senator
Wellstone whether or not another answer besides the good one that
he just gave might be that we have a vote on repealing the pro-
grams, the government-sponsored health care for those who al-
ready have it in our society.

Forty percent of Americans have government-sponsored health
care today. Let us have a vote in the Congress on taking away all
veterans health care. Let us have a vote on taking away all Indian
Health Service health care. Maybe we will have a vote on all Medi-
care health care.

The chances are if a vote were to be taken on any of tjiose pr,>-
grams, the overwhelming sentiment expressed by Republicans and
Democrats alike is that, no, those particular people ought to con-
tinue to get veterans health care, Indian Health Service, Medicare,
Medicaid.

And it seems to me if we have already demonstrated that for
that segment of people this is a very important contribution to
health care, we have to ask ourselves what is it that they have that
the other segments in this society do not want? What is it that they
are willing to fight for?

I just spoke to the VFW last weekend. And the single, most im-
portant thing on the VFW agenda this year is protecting the VA
system.

They said, "I do not care what else you do, do not take our veter-
ans health care away. It is absolutely essential that we retain the
identity and the system aS it exists today."

Here you have veterans, the hard core patriots of our Nation
fighting for a system that we are led to believe nobody else wants.
And it is sort of a paradox that I think is wurth exploring.

But I think the Senator from Minnesota probably gave the best
answer, but it occurred to me as you were answering that there is
another answer. And I just thought I would lay it out for the
record.

Thank you for your contribution, Senator Wellstone.
Senator WELLSTONE. Thank you.
[The prepared statement of Senator Wellstone appears in the ap-

pendix.]
The CHAIRMAN. Senator Packwood.
Senator PACKWOOD. Sena,-or Wellstone, you are one of the co-

sponsors of the companion bill to the Russo bill, the Senate bill.
Senator WELLSTONE. It is very similar.
Senator PACKWOOD. You mentioned cost. I want to ask you if this

is roughly the way you would pay for it?
This is the way Congressman Russo pays for it, but I want to

emphasize that he was basing this on 1989 cost. And he estimated
that we would need $411 billion in additional revenues. That would
be more like $570 billion today.

But for the moment assume the $411 billion. This is the way he
pays for it. One, increase the employer health insurance tax rate
from its current 1.45 to 7.5 percent and eliminate the wage, cap.

Two, eliminate the wage cap on the employees' health insurance
tax. It would not raise the rate, but it would eliminate the cap. So
to begin with, we shift it over tremendously toward employers.



Three, it would impose the health insurance tax on the remain-
ing State and local government employees.

It is a battle we have gone through perpetually, but it would
make the States pay the 7.5 percent that the employers pay. It
would keep 1.45 on the emplo.rees.

It would require a State contribution of $85 per resident and 85
percent of State Medicaid spending to the Federal Government. It
would increase the Part B premium from $31 to $55 on seniors.

It would increase the corporate income tax rate from 34 to 38
percent. And it would increase the personal income tax on all in-
comes over $40,000 for couples anti $20,000 for singles.

Although, I might add, the Hous, already used that up in the tax
bill they passed that was vetoed. So assuming that had not been
vetoed, you would have had to go higher on that.

And lastly, it would increase the tax on Social Security benefits
from its current 50 percent to 85 percent if you go over the thresh-
old.

Is that the way you finance your bil?
Senator WELLSTONE. Similarly, yes Let me go through it real

quickly, Senator Packwood. I would be pleased, by the way, to give
you a detailed account of this.

[The information follows:]

FINANCING FOR THE UNIVERSAL HEALTH CARE ACT OF 1992

Employers
* Imposes payroll tax of 6%
" Eliminates the current cap of $130,200 on wages subject to current 1.45%

Health Insurance (Medicare) tax (employer share)
" Increases top corporate income tax rate from k"4% to 38% for businesses with

o~er $75,000 in profits
Non-elderly individuals

" Personal income tax increases

Currrent bracket New bracket
15% 15?
28% 30 Yc
31% 34%

38 for family >$200,000

" Eliminates the current cap of $130,000 on wages subject to current 1.45%
Health Insurance (Medicare) tax (employee share)

Elderly Individuals
* Part B premium
* $25 a month for elderly above 120% poverty
* If currently taxed on Social Security benefits die to outside earnings, tax in-

creases firrn 50% to 85%
,States

* 85% of current state share of Medicaid expenses
* Per capita tax of $85 a year for each state citizen

Federal Government
1 Same dollar amount currently contributed

Senator WELLSTONE. Two points. Number one, I feel very strong-
ly-it kind of goes to part of what Senator Danforth's statement on
the iloor of the Senate was about yesterday.



I feel very strongly that we cannot introduce legislation unless
we are willing to talk about how we finance it. And then once you
do that, that opens up the debate.

We do impose a payroll tax of 6 percent. We do raise the cor-
porate income tax.. And these are the primary sources of funding.
And in addition, we do raise the income tax code progressively.

We have some additional ways of raising revenue which we have
spent a lot of time discussing with senior groups and others, Sen-
ator Packwood.

Now, my own view about this is it is far better to cost it out. And
that is why I said to you earlier, that conceptually, it is absolutely
clear. I do not think people in this country are in the mood for any
of us to talk of--it is like to use an old Yiddish proverb, "It is like
trying to dance at two weddings at the same time."

You can't say to people we should have a universal health care
coverage or national health insurance and then say to people you
can do it without financing it. Of course, we move more to public
sector expenditures.

But I want to say again, Senator Packwood, that what you will
see is two things. Number one, far less in private sector expendi-
tures.

Number two, a lot of the premiums that people are paying right
now are taxes. There are taxes. That is what people are paying, by
the way, for something far less than comprehensive coverage.

And finally, if we do not want to see 37 percent of GNP spent
for health care by the year 2030, we are going to have to put into
place an institutional arrangement to control cost.

My argument once again is that I believe the evidence is rather
irreducible and irrefutable that single-source finding is the best
way to do that.

Senator PACKWOOD. I find you very courageous to admit it. I can
find very few people that support the Russo that will own up to the
taxes that are going to pay for it. You left out a couple in here.

Senator WELLSTONE. Well, I have it all. I will give you the de-
tailed account.

Senator PACKWOOD. That is fine. I will take your word for it.
Senator WELLSTONE. Sure.
Senator PACKWOOD. We are talking about whether or not the

Federal Government would be more efficient than the private sec-
tor, whether or not we really would have fewer employees and less
overhead, and administer something with absolute effectiveness, I
question that.

Senator WELLSTONE. Yes.
Senator PACKWOOD. But even assuming that because Congress-

man Russo assumes those savings and so came up with these
taxes. I do not think many people have been faced yet with, "I did
not ntean that" in terms of paying for this.

-enator WELLSTONE. Well, Senator, let me be real clear. I know
ti Chairman is anxious to keep moving on. And I do not want to
take any more time, but let me just make a couple of quick points.

Whether it is the GAO study you mentioned or whether it is the
CBO study or whether it is a series of articles in the New England
Journal of Medicine, I think there are two points to be made. And



that is why I wanted to be very forthcoming with your question
about revenue.

I could argue that from administrative savings alone, you could
cover the uninsured and underinsured, but the point is we are talk-
ing about other benefits that are not included right now.

Long-term health care costs have to be covered. I think it has got
to be included in universal health care coverage. In addition, pre-
scription drug costs have to be covered. I told you the package of
benefits was tilted toward preventive h-aith care and primary
health care.

Again, I believe this is the direction we have to go in. And what
I say to people in Minnesota and what I say to people around the
country is, one more time, of course, we pay for it, but we pay for
it in a different way.

You pay out of your left pocket or you pay out of your right pock-
et. But when you pay out of your right pocket and you have single-
source funding, it is not health care costs skyrocketing and sky-
rocketing and skyrocketing, it is comprehensive, it is universal.

And now you have what you have been asking for which is some
reassurance that you will not have to worry about health care costs
that affect yourself and your children.

The CHAIRMAN. Are there further questions of the Senator?
Senator BAUCUS. Mr. Chairman.
The CHAInAN. Yes, Senator Baucus.
Senator BAUCUS. Very briefly. Senator, does your plan fold in In-

dian Health Service, the VA system, CHAMPUS, Medicare, and all
these programs together or not?

Senator WELLSTONE. The VA system is kept separate.
Senator BAUCUS. Indian Health Service.
Senator WELLSTONE. I think that is kept separate, too.
Senator BAUCUS. And the CHAMPUS system is also separate?
Senator WELLSTONE. Yes.
Senator BAucus. And the reason why you do not include those?

I mean, if you are going to single payer, why not go single payer?
Senator WELLSTONE. The reason that we do not include those is

that in discussions with a variety of different people about it, is
partly that it just became clear that people consider these pro-
grams very important. It is partly because of what Senator Daschle
said, Senator Baucus.

With the Veterans Administration and also Indian Health Serv-
ice, you have people who consider themselves to be in like an abso-
lute battle to preserve, what they have. And my perception was that
they felt somehow this would take away from what they already
have.

Senator BAUCUS. I only ask. I am struck when I am home the
number of times veterans walk up to me and they are very dissat-
isfied with the VA system because they do not qualify, either they
are not sufficiently service connected tr their incomes--they are
not paupers so they do not qualify. And it is a problem. Frankly,
a lot of veterans have expressed that.

Senator WELLSTONE. Well, I agree with that.
Senator BAUCUS. Thank you.



Senator WELLSTONE. Can I just very quickly say, Senator Bau-
cus, and to Senator Bentsen, I appreciated the opportunity to speak
here today.

There are changes we will make. And some of these questions I
think have to be looked at. Also, there is a question that was not
raised which is people that lose their jobs in the insurance indus-
try.

Where is the economic diversification? How do you deal with
that? Where will jobs be created?

I mean, this is not heaven on earth. There are imperfections. We
have to keep working through some of these questions. Our mental
health section is not good enough. And I think you raised a very
good question.

The CHARmAN. Thank you very much.
Senator DURENBERGER. Mr. Chairman, may I just ask that my

statement be a part of the record?
The CHAIRMAN. That will be done.
[The prepared statement of Senator Dave Durenberger appears

in the appendix.]
Senator DURENBERGER. And I compliment both of my colleagues.

I compliment my colleague from Minnesota who has leaped into the
toughest issue we have with both feet, both hands, all of his mus-
cular body. [Laughter.]

He was 6 feet tall when he was elected. [Laughter.]
And I know that his enthusiasm speaks for itself.
And particularly my colleague from Nebraska who I admire so

greatly. I remember his volunteering to come to the Pepper Com-
mission meetings, even though he was not on it, and sitting
through all those meetings with us.

With all due respect to some of our colleagues, when I watched
some of the Democratic candidates debate-particularly in the de-
bate that our colleague from West Virginia chaired up in New
Hampshire-our colleague from Nebraska was the only person who
first had a health care reform plan and then actually laid it out in
front of a national audience and then submitted himself to ques-
tioning before people who probably did not know the first thing
about it. He was very honest and very direct in his response to the
consequences that might come from the adoption of his plan.

Senator KERREY. It is a real winning issue, Senator. [Laughter.]
Senator DURENBERGER. I must say, I like our former colleague's

plan a little better than I like yours, but I wanted to say for the
record that both of you are to be complimented for having the cour-
age of your convictions.

Senator WELLSTONE. Thank you.
The CHAIRMAN. Thank you very much.
Are there any further questions?
[No response.]
The CHAIRMAN. Thank you very much, Senator.
Senator WELLSTONE. Thank you very much, Senator.
The CHAIRMAN. Senator Kerrey, we are very pleased to have you.

We are looking forward to your statement.



STATEMENT OF HON. J. ROBERT KERREY, A U.S. SENATOR
FROM NEBRASKA

Senator KERREY. Thank you, Mr. Chairman and members of the
committee.

I have a statement that I ask your consent to be a part of the
record.

The CHAiRMAN. That will be done.
[The prepared statement of Senator J. Robert Kerrey appears in

the appendix.]
Senator KERREY. I would like merely to summarize the proposal

Health USA that I and Senator Moynihan are co-sponsoring and
then to focus on the likely impact that a proposal like this-and
there are others that are similar. I listened to Senator Kassebaum's
proposal. I talked to her earlier.

It seems to me that there is in the midst of all the various pro-
posals some growing consensus on the need to control cost, the
need to address particularly the growing price for entitlement pro-
grams in our own deficit, the need to provide universal coverage.

There is it seems to me some consensus there. And I would like
to focus on that deficit portion.

In summary, Health USA is a State-based system. It provides
comprehensive and uniformed benefits for all Americans. It is a
pay-as-you-go proposal. It is publicly financed. However, it is pri-
vate health care.

And there is competition both in the delivery system of health
care itself and there is still competition in the delivery of either in-
surance or health care plans in the private sector.

My view is indeed that one of the central arguments is what can
government do well or what does the private sector do well?

And we ought to make certain that we have the private sector
do those things well that it can. And we have to provide an envi-
ronment in particularly where competition can continue to move to-
wards reduced cost and to increase quality of care for Americans.

I have, Mr. Chairman and members of the committee, struggled
as I suspect lots of you have as well to try to get my arms around
details of the cost. I have been told that we have spent $800 mil-
lion this year. That is the current estimate.

And when one tries to break that down in the various expendi-
tures, it is difficult to come up with a firm number.

We get different numbers from C130 than we do in the green
book. It is difficult to be terribly precise.

I have attempted for myself and for the members of the commit-
tee to break down all expenditures that we are making both from
the Federal Government and State and local government and in
the private sector to try to illustrate what would happen if you put
in place a pay-as-you-go system as a principle.

Simply saying essentially that if we want to provide a health
care benefit with any tax revenue, whether it is an increased pro-
gram or with the current program-if you want to provide a benefit
to Americans for health care, we should pay for it.

We should not sell bonds. We should not debt finance health care
benefits. That is a principle that is a part of Health USA. And I
am prepared to argue it with the people in my State that that
ought to be a part of any reform package that in the end is passed.



We spend, Mr. Chairman, about $21 billion a year through all of
the agencies of the Federal Government, FDA, the Block Grant
Program, vaccine programs, health professional loans, Indian
Health Service, CDC, NIH, and various other expenditures at the
Federal level.

I can provide the committee-in fact, I would ask that these
numbers as well be a part of the record.

Senator KERREY. In addition to that, Mr. Chairman, we spend
$131 billion for Part A and Part B Medicare. Those are checks that
are cut out to providers as the committee is well aware of. And we
spend the Federal share, $72 billion. Now, this is 1991 and 1992
expenditures estimated for this fiscal year.

The Veterans Administration, we will spend $13.7 billion. For
Federal employee health care benefits, we spend $14 billion. In the
Department of Defense for health care, we spend $14.4 billion.

We will spend approximately $265 billion this year for health
benefits. We will pay and write checks and hire people in various
agencies to provide health care of different kinds.

To pay for that $265 billion, we have one source of revenue. And
that is Medicare. As the committee is very well aware of, we do not
actually collect dollar for dollar every Medicare check that we
write.

We do not fully fund Part B. But for Part A and Part B, we gen-
erate about $105 billion worth of revenue. That is all we are col-
lecting.

We are writing $265 billion worth of checks. And we collect $105
billion worth of revenue. Now, the difference between those two is
approximately $161 billion.

Under the current method of financing our government, we defi-
cit finance about 28 percent of everything that we spend.

So it can be fairly said that the source of revenue for u.ir $265
billion is $105 billion of Medicare premium, $132 billion of general
fund taxes, all sources, and a $40 billion bond sale, $40 billion
worth of additional debt that we will acquire this year to pay the
bills for health care.

My proposal and others that are similar that insist upon pay-as-
you-go would have an immediate impact in that we would say we
are going to pay for all of our expenditures with current revenue.

Now, it would force a debate. I can go home once I have achieved
consensus that we are going to have pay-as-you-go and say, well,
we can cut $40 billion if that is what you would like, but one way
or the other, we have to pay for our expenditures for health care
with current dollars.

There is an assumption that I have in my proposal. And it does
indeed force a rather interesting debate once you get to the method
of payment.

In addition to that, Mr. Chairman, there are also some savings
because I am proposing in my proposal that we cap the rate of
growth under the Federal programs at the rate of inflation.

And I will provide the committee as well the potential savings in
that regard if you simply say that the growth of the Federal pro-
grams will remain at the rate of inflation.

It is difficult under current situation at times to make the case
that we get real deficit reduction with health care.
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I am arguing that one of the reasons that we have a difficult
time of doing hat is that the general public is not aware of how
much additional debt we acquire every single year just to pay for
health care bills.

In other words, if we did not add any additional programs, do not
pass Health USA-which is unlikely I would observe in this cur-
rent session of the Senate--do not pass any comprehensive reform,
if all we did is simply say we are going operate under the assump-
tion that if we are going to have doctor and hospital bills paid that
we should not sell bonds to do it, we have got to close the $40 bil-
lion expenditure gap just to get that done.

It is difficult to make the case therefore that comprehensive re-
form, such as Health USA, is going to reduce the deficit, but the
principle argument that I continue to make as an advantage of the
system.

I also advantages in the system in that we will have positive in-
centives for people to prevent illness, sickness, and disease in the
first place. There will be positive incentives on the financing side
for us to look for revenue sources that will help us do that.

There will be positive incentives as well for individuals to do the
right thing out in the work place. We have 31 million Americans
who next year will go to a welfare office to get health care benefits.

Fifteen million Americans who are out there working full-time
earning less than $10,200 a year.

All of us have seen the damage that is done when we provide an
incentive for Americans to go to the welfare as opposed to remain-
ing in the work force.

There are positive incentives that will occur as a consequence of
putting this kind of a universal package in place.

But the biggest short term benefit I believe for us will be that
we will be able to make immediate substantial progress on reduc-
ing this Nation's fiscal deficits.

The CHAIRMAN. Senator, that is a very interesting break down
and I think some additional for us that is quite helpful.

Actually in 1993, the projection of the tax expenditure for health
care is $53.6 billion.

Senator KERREY. What is that?
The CHAIRMAN. Just a little question of definition. So it is $53

billion for 1993 and estimated to go to $80 billion by 1997. That
gets the numbers a little closer to yours, Senator.

But as I look at this, you have some difference from a pure single
payer and you are giving some flexibility to the States. So I would
assume a State could go to single payer, pure and simple, with the
government administering it all; or I suppose -# could go to man-
aged health programs, too. It would be that kind of flexibility. Is
that what you are saying?.

Senator KERREY. Yes. It is unquestionably a managed model. It
encourages the development of managed care, but by making it a
State-based system, I am assuming that the Federal Government
does not do a very good of delivering health care.

I mean, one of the assumptions that I have in the proposal is
that when it comes to describing the details for procedures, we
would be well advised to allow inside of I think the continued
movement for the development of procedural guidelines.



It would be wise for us to 'allow the specific delivery systems to
be developed by the States themselves. I think one of things that
you, Mr. Chairman, have focused a great deal of attention on that
we struggle to do under the current system is to try to solve the
growing problem of rural health care delivery.

There is not a uniformed response. There is not unlikely to be
a uniformed solution. And under the current model, we have got
to get the Health Care Financing Administration to practically ap-
prove a systemwide and nationwide change.

And what I am proposing is the States would have a considerable
amount of flexibility inside uniformed benefits to do that.

The CHAIRMAN. Are there further questions of the Senator?
Senator DASCHLE. Mr. Chairman.
The CHAIRMAN. Senator Daschle.
Senator DASCHLE. I was just going to commend Senator Kerrey

for his testimony and for the work he has done as well. I think he
was the very first of any of our colleagues to introduce health care
legislaticn.

And it has been used as a means of comparison with virtually
every other bill that has been introduced. And I certainly commend
him for his leadership.

He has, in response to the question of the Chairman, indicated
the advantage to a certain extent already of a State-based system.

I happen to believe a State-based system is ultimately the only
way that we can address the problem nationally, given the tremen-
dous differences that exist throughout our country and the inad-
equacies of attempting to administer a national program from
Washington.

But I would like, if you could, Senator Kerrey, you to elaborate
a little bit more on what you see to be the real advantages of a
State-based system.

Senator KERREY. Well, to me the advantages of a State-based
system our that you can stipulate that you are going to have budg-
eted health care at the national level and that we are going to have
a pay-as-you-go system so that you got a shared responsibility in
that kind of environment, at least specifically in that regard.

In 1991, the State and local governments will spend about $136
billion for health care. We will spend $266 in 1992. These numbers
as you know, Senator, change so rapidly it is hard to get firm num-
bers. So I apologize for not having an estimate for 1992 State and
local.

State and local cannot sell bonds to pay for bills. So the State
government under the current environment has rapidly growing
costs for Medicaid as more and more people understandably in my
judgment move from a work place where they do not have health
care or they are underinsured, move into the ranks of welfare.

They are having growing cost for the Medicaid program. They
have to do pay-as-you-go. So If I can stipulate that we have a pay-
as-you-go system, you got a true partnership then with the State
and the Federal Government.

Under a State-based system, once you get to the managed care
decision, States are much more likely it seems to me to be able to
make in a way that satisfies the quality concerns that people have



for health, the detailed protocol decisions that very often have to
be made.

It will provide us with an opportunity immediately to do inter-
state cooperations. May I proceed? Nebraska and Wyoming, Ne-
braska and South Dakota, Nebraska and Colorado, Nebraska and
Minnesota, Nebraska and Iowa, Nebraska and Kansas, doing coop-
erative ventures where all they have to do is just contact one an-
other and reach an agreement much in the same way that we
today with higher education.

Today, we cannot do that. We have got to come back to the
Health Care Financing Administration in Maryland and get per-
mission from the Federal Government to be able to do that.

So under a stipulated system that has in it a pay-as-you-go
method, a stipulated system as well that says that we are going to
budget the health care, I think a State-based system as opposed to
a federalized system of decisionmaking is far preferable from a
qualitative standpoint.

The CHAIRMAN. Thank you, Senator Kerrey. Senator Duren-
berger.

Senator DURENBERGER. Thank you, Mr. Chairman.
Bob, just to set the framework for a question, let me tell you

what I believe in the larger context and that is one of the things
that we all believe in is equal access. And we believe in getting the
highest quality care we can.

We believe doing that in some way through a system of universal
coverage. And some of us would add universal coverage of financial
risk, which describes the parameters of the subsidy system we
would have to put under this.

I happen to believe that the universal coverage of the financial
risk part of it is basically an income security problem which ties
in with jobs and a lot of other things.

That is a responsibility this committee ought to be discharging
and this government ought to be discharging.

Now, the question deals with the issue of cost containment be-
cause that is the driving question around here.

I want to quote something from the Secretary's comments, who
is coming up next. I will ask him the same question.

He says, "The President," meaning President Bush, "believes
that individual's health care involves very personal decisions; con-
sequently, he also believes that the government should not inter-
fere in peoples' choices or treatment options. The government
should not restrict opportunities to take advantage of the best
health care in the world."

I happen to believe that we cannot tell who is the best. There is
a U.S. News out there on the stands today telling us which are the
best hospitals in the judgment of some physicians.

But I think part of the heart of our problem in America today
is that if we know that the Mayo Clinic or the University of Ne-
braska Medical Center are the best, then we ought to be sending
them all the business.

Do not send your heart business to somebody who is not as good
as some team in Omaha or in Rochester or some place like that.
And yet, we have not figurv'd that one out yet. We are spreading
our money all over the place.
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The reason Mayo is so good is they do it right the first time. You
do not have to come back a second time or a third time or some-
thing like that. That is where so much of the waste in the system
comes from.

I have not figured out how in this committee we could pass a
piece of legislation that gets the quote, cost containment benefit of
sending everybody to the Mayo Clinic.

But my question concerns your feelings about how much we can
legislate in this area of cost containment and how much we need
to give leadership to the private provider community to start dem-
onstrating who does what best with the least amount of money,
and then start sending our business to those people?

Senator KERREY. Well, first of all, I think the Mayo Clinic is an
excellent example of the kind of operation we should be trying to
create incentives to the development of that kind of center. It is
low-cost relative to many of the centers.

And it is surprising for people to make that discovery because
very often what happens in the debate about health care is that
people assume that if you have low-cost health care, you are not
going to get high quality.

They say, "Oh, well, Senator, you want to budget health care
which is the principle way you are going to control cost, you say
you want to have a pay-as-you-go system of health care, thus you
are going to restrict access in some fashion."

But the fact of the matter is that we see many examples of very
high quality health care occurring in an environment of fiscal re-
sponsibility and high efficiency.

One of the problems that we have, and I know, Senator, you have
seen it as I have, is reflected in my movie that I cite from time to
time, "Tin Men", where Richard Dreyfuss walks into a Cadillac
dealership and offers to buy a Cadillac.

And the guy says after he has loaded it up with options, "How
much do you want to pay for it?" And Dreyfuss says, "The truth
of the matter is, I do not want to pay anything for it."

Well, unfortunately and regrettably, that is the way we are with
health care. That is the way my attitude is. I want a Cadillac. If
you ask me how much I want to pay for it, "Well, not much." And
that is for me. I am even worse with my own children when the
demands are greater.

So what I believe we have got to do is have a very simple dec-
laration that we are going to say our health care system is going
to be pay as you go, to say that it is morally wrong for us to borrow
money to pay doctor and hospital bills, just as a principle, a simple
principle to drive into the current before you ever get to reform.

Although, I believe it will encourage us to advance reform even
further because Americans will discover that government is already
involved heavily in health care, making detailed decisions.

I appreciate the Administration saying they do not want to get
involved in health care decisions. I would assume that based upon
that principle that they would reverse some of the previous deci-
sions that they made directed doctors not to provide certain infor-
mation to their patients.

We have a great deal of government involvement today in health
care. The question for us really is what can government do well?
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let us have the private sector do those things that it can do well.

And I am perfectly willing to have that argument. Indeed, I
think we need to have that argument in the current system. Again,
whether you have reform or not, I think we should encourage com-
petition.

We need to encourage innovation out there. We need to reward
people for preventing illness, sickness, and disease.

I did not spend a great deal of time on quality today, but I want
to provide a financial system in America where people begin to ask
the question again, 'What can I do to get you healthy? How can
I make Senator Kerrey healthy?"

Today, the rewards do not flow to individuals who either ask or
try to answer that question.

The CHAIRMAN. Thank you. Are there any further questions?
Senator CHAFEE. Mr. Chairman.
The CHAIRMAN. Yes, Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman.
I think Senator Kerrey has made a very interesting presen-

tation-particularly his point that we are not paying currently for
the system. Now, we are borrowing.

I believe you said $40 billion of total Federal expenditures is cur-
rently being paid for.

I think that is worthwhile to point that out because many are
saying, "Come up with how you are going to pay for it." Well, we
are not paying for it now.

I was also interested in your point about cost sharing. It is a dif-
ferent point from what others have raised here. I think in the Sen-
ator from Minnesota's presentation, he did not mention cost shar-
ing.

You have a 20 percent co-insurance and under certain cir-
cuinstances I believe you except preventive medicine and hospital
services.

So I think you have made a very valuable contribution here. And
we look forward to studying it more as we go along. I want to
thank you.

Senator ROCKEFELLER. Mr. Chairman.
The CHAIRMAN. Yes, Senator Rockefeller.
Senator ROCKEFELLER. Thirty seconds.
Senator Durenberger made reference to this, but Senator Kerrey

was elected in 1988. And virtually one of the first things he did-
that was about the time that the Pepper Commission was starting
up.

He came and he said that he would like to audit. And he at-
tended much more than most of the commissioner members did.

And to say that he saw an issue early, not because of any politi-
cal consequences, simply because if the substance of the issue, he
went out and mastered it. And then he just did not go with the con-
ventional wisdom.

He devised his own approach, but then he did not devise it and
spring it. He took it back to the people of his own State and went
through as I understand scores of meetings with all kinds of small
businesses, large businesses, people of all kinds, all across Ne-
braska.



And then only after he had tested it at the consumer forum, so
to speak, brought it back and presented it to the American people
with great force and great passion.

So it is an extraordinary thing that Senator Bob Kerrey has done
in this country, really quite an extraordinary thing, nothing like it
that I have seen in terms of a single-purpose effort on the part of
a single, very capable person.

soam rofoundly proud to serve with him as a colleague.
Senator K E EY. Any more compliments? [Laughter.]
Senator KERREY. I got a lot of time. [Laughter.]
The CHAIRMAN. No. I think Senator Rockefeller has pointed out

something that is quite singular about your effort and much de-
served.

Any further comments?
Senator CHAFEE. I would say that he is-
The CHAIRMAN. You had better leave while you are ahead, Bob.
Senator KERREY. I will. Thank you. [Laughter.]
The CHAIRMAN. Mr. Secretary, we are delighted to have you.
I am sure that you have found this discussion interesting and

that it shows something of the intensity of interest and the concern
about this very major issue facing our country.

STATEMENT OF HON. LOUIS W. SULLIVAN, M.D., SECRETARY,
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES, AC-
COMPANIED BY KEVIN MOLEY, DEPUTY SECRETARY
Dr. SULLIVAN. Thank you very much, Mr. Chairman, and to the

members of the committee. Thank you for inviting me to address
the important issue of health care reform with you.

I am accompanied by Deputy Secretary Kevin Moley from the de-
partment.

I want to share with you the President's commitment to a health
care system for the future that attacks cost-driving incentives and
that ensures access for all Americans.

The President is committed to preserving, for all Americans, the
best of our world-class health care system.

We are prepared to work with you, Mr. Chairman and members
of the committee, to quickly enact practical reforms that will make
a real difference for Americans.

The President's Comprehensive Health Reform Program provides
effective solutions that address the concerns of all Americans, be
they businesses, consumers, State or local governments, and oth-
ers.

Cost shifting, inefficient delivery of care, and waste are all tack-
led, head on, in the President's program.

Soon, we will be submitting legislation that would reduce the
waste-inducing incentives in the current malpractice system.

Yesterday, we delivered legislation that attacks waste and ineffi-
ciency in the paperwork and information handling process for
health care.

If all the cost saving strategies mentioned in the President's plan
were implemented, Americans could see a savings of nearly a tril-
lion dollars by the end of this decade.

Through implementation of a combination of reforms that include
revisions in the private insurance and tax systems-which form the



centerpiece of the President's plan-Americans can quickly gain
the benefits. The goals which the President is determined to
achieve, include the following: Guaranteed access to health insur-
ance for all poor families through a system of credits with which
individuals and families can buy needed coverage.

Second, availability of affordable coverage for all Americans and
choices that will be of high quality and good value.

And third, a rational and stable private system in which individ-
uals can change jobs without fear of losing their coverage due to
health conditions, and where individuals do not have to worry
about a denial of coverage because of health status.

In addition, the President's plan calls for: modernization of our
public Medicaid system; promotion of prevention and the role of
personal responsibility; elimination of underlying factors that con-
tinue to drive up costs; and elimination of State-mandated benefit
and anti-coordinated care laws.

So the message I wish to leave with you today, Mr. Chairman,
is the President's strong belief that any system of health care re-
form cannot rely on a centralized, top-down system. That would sti-
fle choice and innovation.

The President believes an individual's health care involves very
personal decisions, as noted by Senator Durenberger. Con-
sequently, he believes that the government should not interfere in
peoples' choices or treatment options.

.The government should not restrict opportunities to take advan-
tage of the best health care in the world.

If our Nation adopted systems based on either the pay or play
concept or price fixing or national health insurance, the President
and I both believe that diminished quality, restrictions, and in-
creased rationing would be the outcome.

The situation today in government-controlled systems is decid-
edly not the outcome that Americans are expecting from reform of
the health care system.

Let me illustrate. In Britain today more than 1 million people
are on waiting lists for medical treatment and some wait for more
than 2 years for elective surgery.

In Canada, under pressure from a global budget, hospital stays
are 70 percent longer than in the United States, not because the
patients are sicker, but because the system encourages hospitals
not to release recovering patients in order to admit new patients
which are expensive-to-treat.

Canadian doctors, according to a recent report, are deeply con-
cerned about their ability to get access for their patients to special
care and medical technology.

In addition, let me report, a large majority of doctors in Canada
and Germany also believe their systems require major overhaul.

The approach to health care reform based on free markets and
tax-based incentives proposes a very different role for government:
one that helps rather than hinders American citizens and small
businesses.

The President offers straightforward solutions to attain his goals
through a decentralized, market-based system that is sensitive to
individual choice and community needs.



These are good, workable solutions for getting Americans afford-
able health care. Solutions which do not rely on the top-down, cen-
trally controlled system favored by others such as pay or play or
national health insurance.

In conclusion, the President's program proposes specific, com-
monsense measures that target and correct current problems while
building on the strengths of our current system.

Eighty-six percent of Americans today have coverage. They want
affordable coverage that is dependable. The President's plan would
achieve this. Those currently without insurance would, under the
President's plan, have access to their choice of affordable health in-
surance and mainstream medicine rather than a government-run,
one-size-fits-all program.

At a time when many American products and services have prob-
lems competing in the world's market place, our health care sys-
tem, in terms of quality and innovation, is second to none.

Preserving our world-class system will benefit all of our citizens.
Using existing strengths as a building block, we can make correc-
tions that make health insurance available and affordable for our
citizens without bringing more disruption, intrusion, and govern-
ment waste into our citizens' private lives.

This Administration, Mr. Chairman, would be delighted to work
actively with the Congress to make available to the American peo-
ple a workable health care plan founded on market-based prin-
ciples, quality, and individual choice.

Thank you.
[The prepared statement of Hon. Louis W. Sullivan appears in

the appendix.]
The CIRmAN. Thank you, Mr. Secretary. Mr. Secretary, it ap-

pears to me that the core of the President's proposal is using the
tax code as an incentive to get people to buy health insurance.

And I am sure in your career of medicine you have pursued
things a lot more interesting than the tax code, but I would like
to ask your reaction to the way it appears to me that this works.

Now, if you are talking about a tax credit and you are talking
about low income individuals, as I understand the proposal, that in
effect would pay for all of the health care costs for low income peo-
ple. Then when you get to a little higher incomes and you get to
the choice between a deduction and a credit, you begin to get a dif-
ferent result.

That is particularly true if you are looking at a deduction. So if
we get into that type of thing, let us look at the value of that de-
duction. If you have a family of four with an income of between
$21,000 and $50,000, you are talking about a 15-percent tax brack-
et. They would get a deduction worth about $550.

Now, if you get to those making more than $50,000, most of
those are in the 28 percent bracket, then you get almost twice as
much. Instead of $550, you get $1,050 for that family.

According to the Joint Tax Committee, you have about 59.8 mil-
lion tax returns in the 15-percent tax bracket that would get a
maximum of $550 out of the President's proposal. Yet most of
those, 27 million higher-income taxpayers, would get almost twice
as much. -
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How can you justify that much higher a subsidy for higher in-
come people who probably need the assistance less than lower-in-
come people? How can you justify that kind of differential for high-
er-income people?

Dr. SULLIVAN. Well, certainly, that is a very good point you
make, Mr. Chairman. And what we have crafted is a proposal that
indeed does build on the tax system.

This is not fixed in concrete. If there are better ways that we
could address that in working with the Congress, we are certainly
open to working with you to see what could be done to address
that.

The CHAIRMAN. I can assure you, Mr. Secretary, if anything
comes out of this committee, if I can influence it to that effect, we
will not have a twice as big subsidy for folks of higher income as
we do for those of lower income. I really see a serio,.is inequity in
that kind of an approach.

Dr. SULLIVAN. Certainly, the President's proposal represents a
beginning to assist not only the low-income individuals, those at
the Federal poverty level or below, but certainly provides help for
middle-income individuals.

We are not saying that the President's proposal is a perfect one,
but what we are saying is that it is better than what we have now.
It does provide assistance. And using the tax system, yes, it does
pose that kind of situation.

But clearly, if there are better ways that this can be approached
and have this paid for, we certainly would want to work with you
in achieving that goal.

The CHARMAN. I am encouraged to hear that, Mr. Secretary. I
see my time has expired.

Senator Packwood, do you have any comments?
Senator PACKWOOD. Mr. Secretary, a couple of days ago we had

the Governor of Hawaii here and his director of State health.
He went through his plan in Hawaij that they have had since

1974, which is an employer-mandate play only plan. There is no
pay. You cannot opt out of it.

There are some people that are not covered, the part-time em-
ployees, insurance and real estate sales people on partial commis-
sion, but for those, they are covered by a State insurance plan. And
they have the same level of benefits as those who are covered by
the employer.

We quizzed him extensively about is there something different
about Hawaii: Is it the climate, are people more healthy, or is there
a younger work force?

And his State Director was excellent. They had good studies say-
ing, "No. We are not significantly different." The argument that
there is sort of a moat around them does not distinguish them as
different.

We asked him if mandated insurance coverage had deterred the
attraction of business, has it hurt business? And he said, "No. It
has not dcne that." They are still attracting business.

"We c.ked what is wrong with the kind of a system which guar-
antees the coverage? He said when they started, their health costs
were comparable to California. Now, per capita, they are about 60
percent of California's.
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Insurance companies are continuing to come, but they have to
bid on a common package. The competition is between the insur-
ance companies to offer the best plan they can that guarantees the
benefits.

What is the matter with that approach?
Dr. SULLIVAN. Well, Senator Packwood, it so happens that my

Deputy, Mr. Moley, met with the Governor of Hawaii yesterday.
And we talked with him about that. So I would like to have him
comment, please.

STATEMENT OF KEVIN MOLEY, DEPUTY SECRETARY, U.S.
DEPARTMENT OF HEALTH AND HUMAN SERVICES

Mr. MOLEY. Well, Senator Packwood, I did not have the oppor-
tunity to have as an extensive conversation as you obviously did.
But in meeting with the members of the National Governors' Asso-
ciation yesterday, we, in fact, did spend considerable time talking
health care delivery.

And a couple of things I would point out with respect to Hawaii
and the Governor's comments yesterday in our meeting.

One is that they do still have some considerable concerns about
their system in Hawaii, one of which reflects concerns of a number
of other Governors-aboutLERISA, the-fact that many corporations
coming to Hawaii are covered under ERISA and consequently you
are not covered under the benefit program of the State.

But secondly, and I think it is an important-
Senator PACKWOOD. That I might add is a legitimate concern, but

it is no fault of their health plan.
Mr. MOLEY. That is correct. But it reflects the fact that they still

have problems in respect that all is not perfect.
But the other thing I think is maybe more important-and I will

like to have further discussions and based on what you have said
here today-is by virtue of the nature of industry in Hawaii, which
is very service oriented, they do have a tremendous number of
art-time employees, that is employees who are working under 20
ours a week who consequently are not covered under the state-

wide plan.
As a consequence, we do think there are some significant dif-

ferences.
Senator PACKWOOD. They are not covered under the employer

plan.
Mr. MOLEY. That is correct.
Senator PACKWOOD. But they are covered. And the same insur-

ance companies bid on administration of their coverage under the
State plan, it is privately administered.

What I cannot remember is whether the State funds it somehow
through taxes or if it is funded by the employers of the private
plans.

Mr. MOLEY. Right. There are payroll taxes associated with it.
And therein comes the larger rub in respect to ERISA. But quite
frankly, we would like to follow up with them and earn more before
responding further.

One thing I might mention, however. Although we are not sup-
porting a mandated program, a straight play program, from the
President's plan you could get to a mandated program.
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From either pay or play or some of the other national health care
systems that have been mentioned, you could not go back to a man-
dated system.

You could get there from the President's plan. You could not get
there from pay or play.

The CHAIRMAN. Senator Daschle.
Senator DASCHLE. Thank you, Mr. Chairman.
Mr. Secretary, much of your argument for the President's plan

is based upon the belief you again expressed this morning that gov-
ernment should not interfere with peoples' choices for treatment
options. Is that correct?

Dr. SULLIVAN. That is correct.
Senator DASCHLE. How does that correlate to the Administra-

tion's position on the gag rule?
Dr. SULLIVAN. Mr. Daschle, the Administration's position is that

for physicians in family planning clinics, the government does not
intrude in that discussion. The gag rule issues refer to non-physi-
cians.

The guidelines that the President has directed me to implement
were in response to the previous criticisms suggesting that we were
interfering with the doctor-patient relationship.

We are very sensitive to that. So we have implemented rules that
would not interfere with that. So those who are unhappy with the
guidelines now, have transferred their unhappiness to other health
professionals.

Senator DASCHLE. Well, I do not want to use my time to argue
that particular issue. I think I could spend the entire doing just
that because I disagree somewhat.

Would it not also follow that we are interfering peoples' choices
or treatment options with an array of governmental health pro-
grams today, the Indian Health Service, the Veterans Administra-
tion, Armed Forces health care, Medicare and Medicaid?

Do we not set out criteria by which the choices of care, the treat-
ments provided are all to a certain extent regulated through Fed-
eral policy?

Dr. SULLIVAN. They are regulated only in the sense of appro-
priateness and quality of care, not decisions on what the care will
be.

And let me also comment, Mr. Daschle, on one of your discus-
sions with Senator Wellstone previously concerning the VA system,
an example of where we believe government intrusion really inter-
feres with efficiency and good medicine.

You will recall that Secretary Derwinsky of the Veterans Affairs
Department and I had proposed a pilot study to utilize under-uti-
lized veterans' hospitals in remote, rural areas that did not have
other health care services for Medicare and Medicaid beneficiaries.

And as you know, we were directed by a vote from the Senate
of 93 to 3 not to proceed with the demonstration involving two VA
hospitals out of a total of 172.

Now, everyone tells me this is good policy, this is good efficiency,
this is good medicine, and this is appropriate, but politically this
is not something that the Senate would want to do because of the
concern of the veterans' lobbies.
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The veterans' lobbies have misinterpreted the intent of this be-
cause Secretary Derwinsky and I both believe that this in the long
run would preserve the V hospitals.

By having under-utilized facilities with the VA population, by the
year 2000, becoming much smaller, there is going to be pressure
that you and your colleagues are going to have to meet with the
budget stringencies that we have.

That is a good example of where politics gets in the way of-
where government gets involved in making decisions that are not
based on health care or efficiency, but pure politics.

Senator DASCHLE. I would only use that as an example of some-
thing entirely different. It seemed to me that was as clear an ex-
ample as we have seen in recent months of veterans trying to pro-
tect a health care system that they view solely as their own. And
it goes to the point I was making.

The last question. And if you can be very brief. It seems to me
that we really have one of two choices here.

You do not want government interfering with the peoples' choices
or treatment options, but it seems like our current system and the
one that you may be proposing would allow insurance companies
and employers to do that very thing.

We are talking about managed care. We are talking about setting
certain criteria to be made available for employees and the deter-
mination of eligibility for treatment.

Why are employers better suited to provide the criteria for choice
and treatment options than government?

Dr.-SULLIVAN. Well, first of all, Mr. Daschle, let me simply say
this one final quick thing on the VA option. That had built into it
the fact that there would always be first priority given 'L veterans.
No veteran would ever be displaced or denied service.

So the idea of protecting the service argument, that really is not
valid in so far as what we were instructed not to do.

So we continue to have expenditures that will be unnecessary,
access that will be denied to Medicaid and Medicare beneficiaries.

So that simply is a side issue I know, but I want to illustrate
what we are talking about with government intrusion where deci-
sions are made for the wrong reasons.

Now, so far as managed care or coordinated care is concerned, I
have visited coordinated care facilities. I have talked with doctors.
I have talked with patients and others.

There are many examples where care provided is superior, the
costs are less, the income of the physicians working in facilities are
competitive with others.

That is because coordinated care results in a reduction of inap-
propriate duplicate care. It has greater preventive services to help
control diseases.

So certainly if you look at this in one sense, yes, we are saying
that we have to make choices.

We simply have to make more informed choices, better choices
for the use of our health care dollars because our current system
has a lot of built-in, inappropriate choices, inefficiencies, duplica-
tion, and other cost drivers, malpractice, etcetera.

We must address those because we are saying that those expend-
itures are not for necessary care or needed care.
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It does not add anything. But that is what all of us are grappling
with when we are trying to bring our costs under control.

We are seeing that coordinated care is one of those strategies
that will help us to deliver appropriate care at less cost and get
more efficiency in the system.

The CHAIRMAN. Thank you very much, Senator. Senator Rocke-
feller, do you have some questions?

Senator ROCKEFELLER. Thank you, Mr. Chairman.
Secretary Sullivan, you used in your introduction that the Presi-

dent's-let me back up.
To me the test of any genuine reform in health care is two-fold:

it has to be universal, not in terms of just access, but coverage.
People in West Virginia have access to go buy Cadillacs, but they

do not necessarily have the money. So coverage of health care, uni-
versal coverage. And secondly, tough cost containment.

I may be misreading, but I do not think that the President's plan
meets that. What is interesting is around here is when you talk,
not just to Democrats, but with Republicans, there is a lot of frus-
tration expressed that the Administration which has such a chance
to come forward and take leadership on this is not doing it. And
I will not speculate on that.

You said all poor families would receive coverage, but your own
figures indicate that the tax credit of $3,750 which only applies to
people who make $6,700 or less a year.

For a family of four, it runs out at I think almost $10,000. It
runs out, no more tax credit at less than $10,000, but the official
definition of a family in poverty for a family of four is $13,400.

Now, I want to ask two questions. How can you say number one
that your plan approaches universality of coverage if it does not
even cover people up to your own definition, which you said, of the
rate of poverty?

And secondly, in terms-let just stop right there for the moment.
Dr. SULLIVAN. Yes, Mr. Rockefeller. Let me say there might be

some misreading of our proposal. Our proposal does cover a family
of four up to an income of $13,400, not $10,000. So it does cover
that.

Senator ROCKEFELLER. I thought we had taken this from your
testimony. Well, let us take the $14,000. In America, if you make
$15,000, if you make $17,000 md you have two kids, you are poor.
You may not be defined as poor, but you are poor.

If you have $21,000, you can afford certain things, but you can-
not afford to do most basic things.

Now, I want to get at again the question of universality of cov-
erage. You have a tax credit for the poor. You say it is up to
$14,000. Second, you have the deductibles.

For a family in West Virginia making $25,000, that is worth
about $600. The Chairman said $560. There is no difference be-
tween those two.

In the average cost of health insurance in West Virginia, which
I grant you is high, it averages around $7,000. The difference be-
tween $600 and $7,000 is so enormous that they cannot achieve
that at that end.

Where is universality through tax credits or through deductibles?
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Dr. SULLIVAN. Senator Rockefeller, let me say this. The Presi-
dent's plan would provide for a basic health care plan. Clearly,
there will be richer plans that people want to purchase that would
be available to them.

But we believe the obligation of government is to provide basic
services. And what the President's plan would do through our fi-
nancing mechanisms is to benefit some 95 million Americans
through either the insurance voucher system or the tax deduction
mechanism or the provision for self-employed individuals to have
their insurance premiums deductible up to 100 percent rather than
the current 25 percent.

So we are trying to provide, with limited financial resources and
all of the stringencies I think we all confront, a basic health pack-
age.

Two other comments I would like to make. One is that the value
of the voucher would provide basic coverage that is already avail-
able today in at least half of our States. Plans at the value of the
voucher are available.

But with the President's comprehensive plan, that we emphasize
should be looked at in a coordinated way because many compo-
nents in the plan would serve to reinforce the efficiency and the ef-
fectiveness of the program, such as health insurance networks,
malpractice reform, and other features of that.

So what we are saying is that we can utilize the dollars that we
are already spending more effectively and get much more with
that, with coordinated care, health insurance networks, etcetera.

Senator ROCKEFELLER. Secretary Sullivan, just answer this ques-
tion, do you think that universality of coverage and rigorous cost
containment is a fair test to put to any quote, comprehensive, end
quote, health care plan?

Dr. SULLIVAN. What we are saying is we are giving universal ac-
cess to basic health insurance. Now, no one has the same size
house or anything else here that is provided privately.

What we are saying is the government's obligation should be to
provide a basic level of services. We are not saying that the govern-
ment's responsibility is to provide everyone Cadillac service.

We believe that what we have is a basic health insurance pack-
age that would really be a tremendous improvement over what ex-
ists now. And we would hope that the perfect does not become the
enemy of the good.

I would say that in a perfect world, it would be great to have ac-
cess to everything. But I think we are all confronted with the fact
that we have limited resources, but believe that we have an obliga-
tion and can provide basic health coverage for everyone with the
President's plan.

The CHAIRMAN. Thank you so much, Senator. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman.
Dr. Sullivan, I have a problem with the importance you place on

individual choice. It seems to me-and I am prepared to be contra-
dicted-that freedom of choice is an enemy of cost containment.

You mentioned coordinated care here a good deal today. And
sometimes we call it managed care. But in any event, under those
programs, there is a limitation to choice. If you want to be under



106

this program, you have got to go to doctor "X." You've got to go to
hospital "A."

And can you explain to me why you keep referring to individual
choice and how that fits in?

Dr. SULLIVAN. Well, I would liken it to being at a university. At
the university, you have a choice of a number of faculty members
from which to take a course.

In a coordinated care program, there is a panel of physicians. So
perhaps in the broader sense, you would say there is some restric-
tion of choice because you are restricted to the panel of health pro-
fessionals in the coordinated care program.

But what we are looking at, Senator Chafee, is the fact that
there are a number of choices of health professionals and of health
care facilities in coordinated care programs. And these programs
are growing.

So if you compare today's number of choices with 5 years ago,
you will see that it is infinitely more. Five years from now, it will
be even more so because of the growth of these programs.

But what we are saying is that coordinated care does represent
a very good option because we have many examples where such
programs provide quality care as measured by any index in terms
of complication rates, recovery rates, etcetera, as well as cost con-
trol.

Senator CHAFEE. Good. Now, could you cite for me the authority
for your statement on page 4 that "Canadian doctors according to
a recent report, are deeply concerned about their ability to get ac-
cess for their patients to special care.?"

And then the next comment, "A large majority of doctors in Can-
ada and Germany believe their systems require major overhaul."

As you know, there is a lot of enthusiasm around this place for
the Canadian system, because it is held up to us as system that
works extremely well. I have my reservations about it.

And usually the reports are that it is favored by both patients
and by doctors. So if you have some contrary evidence, I would be
interested in seeing it.

Ane; one of the issues that most of us have put a good deal of
emphasis on-and I know you have as well-is that of primary and
preventative care.

Now that involves a substantial expansion of the community
health centers which I understand you support. Am I correct?

Dr. SULLIVAN. That is correct. We propose a $90 million expan-
sion, 15 percent expansion of our budget for community health cen-
ters, which would increase the number of sites available to our
community health centers to some 1,700. And it would serve almost
7 million people.

And also, Senator Chafee, the source for that citation of the Ca-
nadian doctors is a study by Dr. Robert Blenden of the Harvard
School of Public Health.

And there was an article citing the study in the Wall Street
Journal on June 9, just a few days ago. And this was a study fund-
ed by the Robert Wood Johnson Foundation.

Senator CHAFEE. I would be interested in seeing that. That deals
with both of them, the German and the Canadian systems.
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Dr. SULLIVAN. German and Canadian, yes. It cites that concern
of both German and Canadian physicians.

Senator CHAFEE. Okay. I will get that from you later. Thank you
very much.

Senator CHAFEE. That is a fast light we got here today, Mr.
Chairman.

The CHAIRMAN. Well, what we have is a 3-minute light. And
most of you use 4. And we have a lot of witnesses yet to be heard
from.

Senator DURENBERGER. Mr. Chairman, I am going to ask just
one question. You are in a position, Dr. Sullivan, where you can
help us a great deal.

The Chairman and I and others have reported out of this com-
mittee already a small-group insurance reform bill. Later we had
to take it out, because it was on a tax bill.

I have not yet seen an endorsement of that from the Administra-
tion. I think we need to know whether or not the Administration
would like to see that bill in some appropriate form passed this
year. And I think the President could give it a good kick.

The reality is the small group insurance reform, if we did it, is
going to help some people and it is going to help them at the ex-
pense of others, which gets me into the ERISA issue.

We cannot deal adequately with reinsurance pools and medical
uninsurability unless we get at the issue of ERISA.

We now have a reason to get at the issue of ERISA because a
Federal judge in New Jersey has sent panic all over this country
to the Governors because that Federal judge has said that the pro-
vider tax is an illegitimate form of raising funds to provide access
to coverage.

You met with the Governors, or your associates met with the
Governors, yesterday, as we all did. It seems to me that while it
is a difficult issue to deal with, this is an incredibly important time
to get our hands around that ERISA issue and decide what we are
going to do about it and how far we are going to go.

Senator Pryor and this committee and Senator Leahy have pro-
posals. I am drafting a proposal. There is no reason why we could
not do titat within the next month or so and we would cover sev-
eral problems.

We would cover the problem of reinsurance, small-group insur-
ance reform. We could cover the problems facing the Governors.

Senator Moynihan and I have a Medicaid managed care bill
which the Governors desperately need. The Governor of Missouri,
who is the chairman of the association, has this problem renewing
waivers.

We have a proposal here which I think most of the people on this
committee endorse one way or another, which we could get out and
get moving if we had your endorsement and some of your strong
effort behind doing that.

They want to get rid of the Boren amendment, which this com-
mittee passed. I am not sure I know where you stand on it. Then
we have the issue of the Medicaid waivers.

They are making some progress at the State level, which the
Chairman and others found out on Monday. They need a little help.
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I wonder if you could just take each of those issues and make a
commitment to the Chairman of this committee that within the
next of couple of days that the President, the Administration is
=going to get off the launching pad this summer with the help of
his committee on the kind of things that I have suggested here.

At least he could come to us with his proposal that would be
backed by the Governors and lay it here and ask us if we would
get it moving.

I think the Chairman has just been waiting now for about 5
months for something from the Administration in order to get our
bill back up again.

The CHAIRMAN. Well, I really appreciate that, Senator. I thor-
oughly endorse that request.

And I am looking forward to hearing the Secretary's answer. And
if it takes another couple of days, that is fine, too. [Laughter.]

Dr. SULLIVAN. We will be happy to get a response back to you,
Senator Durenberger.

As I indicated in my opening statement, we are here to indicate
our desire to work with the committee.

Dr. SULLIVAN. We think that there are a number of things that
have been introduced by you and by other members of the commit-
tee that while we may have differences with some aspects, we
think there is much that we certainly can support that we think
does have merit.

And I would like to have my colleague, Mr. Moley, comment on
some of those issues, including the ERISA issues because he met
with the Governors yesterday.

Mr. MOLEY. Senator Durenberger, we, in fact, as you know have
endorsed S. 2077, the Moyihan-Durenberger bill which would
eliminate the requirement for a Medicaid waiver to use managed
care. We think that would be an opportunity to break the gridlock.

And as you know, Congressman Ed Towns is the chairman of the
Black Caucus and he testified before a subcommittee of this com-
mittee introducing that proposal.

The CIwRMAN. We are running out of time. Get on to the
ERISA. [Laughter.]

Mr. MOLEY. On ERISA, we made a commitment yesterday with
the Governors to look at the Leahy-Pryor proposal.

However, we have some significant concerns in respect to the 980
State-mandated benefits and the concern about unintended con-
sequences of allowing those mandated benefits to creep back into
those programs and cause additional cost as well as administrative
costs to other health care plans. But we have promised to look at
it.

The CHARM I N. Well, you have a long list yet to try to complete
in the next few days for us. We will be looking forward to that.

Senator Rockefeller, you had a comment?
Senator ROCKEFELLER. Mr. Chairman, one point of clarification.
Mr. Secretary, in our dialogue before, it appeared to me that you

were trying to say to me that the tax credit for a family of four,
let us say, at $14,000, approximately the level of poverty, you were
not implying that the tax credit of $3,750 would be full for the fam-
ily at 100 percent of poverty, were you?

Dr. SULLIVAN. Yes. It would be the full $3,750.
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Senator ROCKEFELLER. I think this is very important. My under-
standing is that it is at a 100 percent only if the family makes
$6,700 or less and then it phases out.

At 100 percent of poverty, it goes down by 50 percent and phases
out all together at 150 percent of poverty.

Dr. SULLIVAN. It would phase out Senator Rockefeller, at 150
percent of poverty.

Senator ROCKEFELLER. Yes.
Dr. SULLIVAN. This would obviously be phased in over a period

of 5 years. But when it is fully phased in for a family of tour at
100 percent of the Federal poverty level, which is I think $13,400,
$14,000, they would be eligible for the full value of the insurance
voucher.

Senator ROCKEFELLER. Thank you.
The CHAIRMAN. Senator Hatch, I apologize for not having called

on you.
Senator HATCH. No, no. That is fine. Thank you, Mr. Chairman.
Mr. Secretary and Moley, I appreciate having you here and I ap-

preciate your leadership in this area.
As I view it, we have had a lot of people talk about how wonder-

ful it would be to have a single-payer system like Canada. But as
I view it, there are lots of problems with that Canadian system.

And you have pointed to just a few of them today, some of which
I have heard that although their primary care systems may be
somewhat roughly equivalent to ours, they are still dealing with
1950's and 1960's built hospitals that are rapidly becoming obsoles-
cent.

Their two-tier system does not compare. They have long cues or
lines. Their teenage pregnancy rate is 242 percent above ours ac-
cording to some statistics.

Their senior factor is about 11 percent of their 26 million are
senior citizens; 12.2 percent of our approximately 250 million are
senior citizens. You can go on and on.

Could you kind of get your crystal ball out and tell us what is
going tot happen over the next 10 years up in Canada and what
are going to be the pressures on their system as contrasted to ours?

Dr. SULLIVAN. Well, thank you, Senator Hatch. First of all, let
me point out a fact that is often forgotten or ignored when people
talk about the Canadian system.

The Canadian system when it was implemented back in the
1960's was tremendously disruptive. Physicians left Canada, came
to the United States, went to Australia, went elsewhere.

Senator HATCH. They are still doing that.
Dr. SULLIVAN. There were doctor strikes, as you know. And as I

mentioned in my testimony earlier, there are waiting lists for a
number of procedures.

In March of 1990, the University of Washington in Seattle signed
a contract with British Columbia Province to provide coronary by-
pass surgery for those who are on the waiting list.

And within a few days, more than 100 individuals had signed up
from the waiting list that was there.

So clearly, while I think that Canadians have made a decision
as a society that they will make less demands on their health care
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system than Americans make, that is the willingness to put up
with lines, with waiting lists, etcetera, we are a different country.

Canada is 25 million people. We are 250 million people. We have
perhaps over invested in some instances in high technology, but
Canada is under invested.

I think many of you have seen the program on 60 Minutes about
a year ago that showed the neurosurgeon in Toronto who had a pa-
tient with a suspected brain tumor that he had to wait weeks b -
fore he could have a MRI imaging technique done that did show
a tumor. And then the patient was subsequently operated on.

So clearly, there are problems that exist in that system, but Can-
ada has an advantage. It has a country called the United States
on its southern border.

And that serves as a safety valve for those who refuse to wait
or get tired of waiting who come across, and who you find in our
hospitals are receiving medical care that they have had to wait too
long for in Canada.

Senator HATCH. Well, thank you, Mr. Secretary.
Thank you, Mr. Chairman.
The CHAIRMAN. Thank you very much Mr. Secretary. We are ap-

preciative of your testimony.
Dr. SULLIVAN. Thank you, Mr. Chairman and members of the

committee.
The CHAIRMAN. Next we have a panel that consists of Dr. Ron

Anderson, who is president and chief executive officer of Parkland
Memorial Hospital, is here on behalf of the National Association of
Public Hospitals.

We are very pleased to have you back again, Dr. Anderson.
Then we have Dr. Richard Brown who is a professor of public

health at the University of California at Los Angeles.
Dr. David Himmelstein who is the associate professor of medi-

cine, School of Medicine, Harvard University.
Mr. Alan Peres who is the manager of the benefits planning for

Ameritech Corp. on behalf of the National Association of Manufac-
turers.

Dr. Theodore Marmor who is the professor of politics, public pol-
icy and management at Yale University.

Mr. Carl Schramm, president of the Health Insurance Associa-
tion of America. We are pleased to have you back.

Well, we have quite a distinguished panel here. We are looking
forward to hearing from you.

Dr. Anderson, why don't you lead off.

STATEMENT OF RON J. ANDERSON, M.D., PRESIDENT AND
CHIEF EXECUTIVE OFFICER, PARKLAND MEMORIAL HOS-
PITAL, DALLAS, TX, ON BEHALF OF THE NATIONAL ASSOCIA-
TION OF PUBLIC HOSPITALS
Dr. ANDERSON. Mr. Chairman, we appreciate the opportunity to

come before you today.
I would like to thank you particularly for your leadership in

Texas, being my Senator, and for the Senators who have visited
Parkland to see first hand what public hospitals in this Nation
face, but more importantly what public patients in public hospitals
in this Nation face.
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And Senator Daschle, Senator Bradley, and others of this panel
have visited us. And I would encourage you to see your public hos--
pitals in your own jurisdictions.

But patient care is my primary concern. I come to you as a physi-
cian as much than anything else today with 20 years experience in
the public sector.

I would like to have us try to come to a conclusion or solution
with our troubled health care system that would be good for our
patients. If it is good for our patients, it will be good for the institu-
tions that serve them. It will be good for this Nation's productivity.

But businesses are suffering under the escalating costs of health
care. Employers and employees are having a very difficult time.

And I have had the opportunity recently to be on our Governor's
Health Policy Task Force and hear from literally hundreds and
thousands of citizens who are in the private sector, who thirk they
are going to join the long lines of Parkland Hospital because of the
problems of small insurance reform in other places that this com-
mittee is looking at.

Anything tied to a job by definition is limited. If you lose your
job, you lose your insurance.

If like one architect in Dallas, you have a small business, you
may try anything you can to try to keep that small business so you
can buy health insurance when you have leukemia despite the fact
that you have $8,000 a month premiums and your whole business
is in jeopardy. You have lock-in. And this is a very, very common
problem.

Our health care system I believe is on the brink of moral as well
as financial bankruptcy. Self-interest and turfism must be put
aside to determine what is best for patients to be serviced because
we cannot afford the current system.

And in most discussions we have talked about what impact this
has on doctors, hospitals, insurers, lawyers, etcetera, we need to
put our first priority first. And that will be the patients.

The government cannot afford the current system either. We
need fundamental reform, not incremental change, which is like
squeezing a balloon. We cut some costs some place and then trans-
fer it down the road.

And really what you will find in the current system is that no
one is really accountable, not for costs and not for outcome.

Competition has not lowered costs and, in fact, may have even
increased them in many instances. And the fee for service system
has not been working to the patient's advantage and to control
costs.

The system is really rife with perverse incentives right now that
encourage utilization for boutique types of procedures while dis-
couraging preventive health care and primary health care or stop-
ping problems before they get much worse.

In Dallas and the rest of the Nation in 1990, we had a major
measles epidemic. There were 68 children who had lost their lives
in 26,500 reported cases.

It was found that most of these children actually saw a health
care provider, but because immunizations were not covered and for
a variety of other reasons, such as the categorical nature of our
public health system, these children were not immunized.
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We have a system overly dependent upon the medical model, cu-
rative medicine, not preventive medicine and public health. These
infrastructural issues are deeply underfunded.

While some workers are written out of health insurance, the high
cost of premiums has eliminated millions of others. This includes
enormous numbers of lower paid public employees and not just the
small business.

In Dallas, for example, the independent school district has 22,000
employees. And 4,000 of those employees cannot afford insurance
that is there. It is accessible, but it is not affordable.

The Nation's more than 1,500 private insurers each employ cost-
cutting measures. And sometimes these are quality related, but
many are not.

Many are just second guessing by non-physicians, non-nursing,
non-health care professionals. And it does not add anything to the
quality or does anything to establish standards of care.

The intrusion by the health care industry is far greater than any
intrusion from State or Federal Government.

The cost at Parkland, which is a licensed hospital of 940 beds,
is approximately $7 million a year for the paper chase.

This pays for a small army of 300 employees who do nothing
more than try to get people eligible for care or to get Parkland re-
imbursed for the 30 percent of patients with some reimbursement
potential.

We do 70 percent charity care. And I must tell you, the safety
net is absolutely running over.

We provide care within a health care system noted for staggering
waste estimated at one-third of $800 billion. Reducing waste could
fund reform. This waste is documented in handouts I have provided
to you in the bibliography.

(The prepared statement of Dr. Ron J. Anderson appears in the
appendix.]

Dr. ANDERSON. This waste includes ineffective care, unnecessary
procedures, fraud, malpractice-related fees, and defensive medicine.

And up to 40 percent of some major medical procedures, such as
coronary bypasses, an estimated 250,000 per year, may not need to
be done.

Maybe 1 million Caesarean sections may not need to be done.
And such waste is occurring at the time when we are talking about
rationing of care. And we are talking about disenfranchising even
more.

Because the majority of the Nation's poor are African American,
Hispanic, and other ethnicities, health care often breaks down
along racial lines, adding more to social inequality and inequity, a
separate but equal system.

Reducing waste would dramatically increased access to health
care. And while I applaud the current Federal efforts to do that,
I think only fundamental reform can do that.

Cost-containment efforts should include outcome-oriented empha-
sis on technology and delivery of services, tort reform, physician
guidelines for standards of car-and some of this is being developed
in Minnesota presently-regional health systems, negotiated global
budgeting, and rate setting.
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And I say negotiated because currently, physicians and hospitals
get what is set by Medicaid or Medicare. And at least we would
have an opportunity to come to the table for that discussion.

But I think we must build in accountability where the cost per
recipient per year is known. And perhaps we can cap the increase
in health care costs so we do not eat up education, economic oppor-
tunity, prevention for crime, and the other infrastructural issues
that bring us the health care problems that Parkland that must
face.

I will end by saying that there are a number of States who are
doing wonderful things, not just other countries.

The State of Hawaii has 6 percent of its overhead toward admin-
istrative overhead. This country has 22 percent in the private sec-
tor compared to 4 percent in Medicare.

We should learn from Minnesota's single-payer, serve-one-serve-
all system. There is a lot we can do if we continue the debate.

And I do not really want to encourage the Canadian system or
the German system, but a uniquely American system that says
that patients have a right to health care.

And if we ever made that bold step, I believe we would come up
with a much more innovative program that would not throw tech-
nology to the wind, but we would access technology to see what ac-
tually contributes to patient care and come back to the final thing.

The demographics are clear. We cannot throw away our minority
populations. We cannot throw away the poor. They are our future
productivity. And health care is an important infrastructure, but I
do not want to put all the money there.

I know that we are very concerned about education and the other
things we have to do. And if you educate and employ people and
give them a way out of hopelessness and helplessness and more to
lose-as they did not have anything to lose perhaps in the Los An-
geles riots-you are going to see a healthier society than all the
preventive health care that doctors can bring.

They can do much better with those kinds of interventions. So
please do not put it all on health care. Let us deal with the whole
infrastructure in this country.

Thank you.
The CHAIRMAN. Well, Dr. Anderson, that is a very thoughtful

statement.
I have known Dr. Anderson for awhile. And I have visited many

a hospital. I think he is the most dedicated and able administrator
that I have had the pleasure in contacting.

In listening to your statement, I understood you to say that the
most logical and ethical approach to health care is the single-payer
system.

Then I heard you also talk about the necessity of built-in con-
trols. Certainly, we have to have that.

But specifically, you mentioned managed care as a part of that
plan. Now, often we think of managed care up here as an alter-
native to the regulation implied by a single-payer system.

So would you tell me just what you mean by managed care?
Dr. ANDERSON. Senator Bentsen, I am on the board of the Kaiser

Health Plan for Texas. And I am really convinced that managed
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health care can save money. Sometimes it rewards under-utiliza-
tion like the current fee-for-service system rewards over-utilization.

But in our own hospital system, we have created a series of clin-
ics, community-oriented primary care clinics, staffed by principally
physicians in primary care, many of them are ethnically appro-
priate for the communities that they work in who not only get a
salary and an incentive for quality and productivity, but also a
public health bonus for the achievement of goals that we set to-
gether as a community oriented primary care.

We think that type of managed health care is real, but we have
used the term managed health care so often.

Like a clerk who called me to ask me if we needed to admit a
patient who was in the intensive care unit on a ventilator and who
had called throughout the hospital every 3 days to see if we could
send the patient home. They did not know anything about health
care, too.

I am looking at managed health care the way Hawaii does,
where you could have indemnity plans, a State plan, but also have
the opportunity to explore managed health care like they did.

A lot of their reasons for having lower cost is they have two real
payers in Hawaii: one is Kaiser Permanente and one is Blue Cross-
Blue Shield.

And I think we can do a lot in the inner cities with managed
health care concepts. I think we can do a lot in rural areas, con-
necting rural and urban systems of care into integrated health care
systems that are managed for trauma and burn care, prenatal care,
but for primary care as well.

I think probably the term I would rather use would be integrated
health care systems. And one of the problems now with community
health centers, which I think are very much needed, is that they
are often stand alone and not integrated with public hospitals.

They have no access to tertiary care or to hospitalization, even
their doctors cannot admit to those hospitals.

I would like to see public hospitals who have been on global
budgets from their county commissioners and their States have the
opportunity to lead us in that direction, to have an opportunity to
create integrated health care system.

We can learn a lot from managed health care I believe.
The CHAIRMAN. I would like to say to the members, I would like

to get through the testimony of all before we get back to the ques-
tioning. I have taken the liberty of intruding on that rule because
I have another meeting. I have to get involved in a 12:00 meeting.
Senator Daschle will be chairing.

Senator CHAFEE. Mr. Chairman, I also have to go at noon. Could
I just ask Dr. Anderson one quick question?

The CHAIRMAN. All right.
Senator CHAFEE. On page 3 of your testimony, you say that up

to 40 percent of common major medical procedures, such as 250,000
coronary by-passes and nearly 1 million Caesarean sections are un-
necessary.

How do you know? And what can we do about it? And who is
going to call the shot?
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I am not being critical. This is very, very revealing information.
You have a footnote filling where these figures come from. I am not
sure where it is. Footnote 2, Health Progress, November 1991.

Who is going to say which by-pass is unnecessary and which is
not?

Dr. ANDERSON. I believe it should be a panel of physicians and
others who look at this, not a panel of insurers or clerks or employ-
ers who have a vested interest in paying less, but a commission
that would take a look at the types of preventive care, health pro-
motion that should be provided as well as standards of care.

In Minnesota, they have explored this. And they are saving any-
where from 10 to 15 percent in actually improving the quality of
care using continuous quality improvement, looking at the science,
really, and applying epidemiology and public health tools to see
what really is necessary.

It's wrong to make more money by doing a Caesarean section on
a Medicaid patient just so you get to go home at night and do not
have to sit up all night with a mother, doctors do that.

If they are worried about malpractice, they will do that, too, be-
cause they want to be sure it is a good baby. And so they are more
likely to be able to do everything under sun at more expense and
avoid malpractice. So a Caesarean section becomes the option. At
Parkland, we do 16 percent-

Senator CHAFEE. But doesn't this tie in with the issue of mal-
practice? The Caesarean clearly must tie in with the threat of mal-
practice.

Dr. ANDERSON. Yes. Of 15,000 babies born at Parkland each
year, we do 16 percent Caesareans. In the private sector, studies
show they do 28 percent. Up to 35 percent of Caesarean sections
are done with no difference in outcome.

The key issue is to be outcome-driven to know what cost per re-
cipient per year is and to know what the outcome is and have that
be public knowledge.

Senator CHAFEE. Thank you, Mr. Chairman.
The CHAIRMAN. Dr. Brown, if you would proceed.

STATEMENT OF E. RICHARD BROWN, PH.D., PROFESSOR OF
PUBLIC HEALTH, UNIVERSITY OF CALIFORNIA, LOS ANGELES

Dr. BROWN. Thank you, Mr. Chairman.
I think that the issues that we need to address and come to

agreement on much less involve a particular model that any of us
might be advocates of than a set of reform goals-goals that we be-
lieve health care reform must achieve in order to be considered ac-
ceptable to us whether we favor a pay or play model or a Canadian
style health insurance or single-payer model, such as Senator
Wellstone's, or a universal tax-funded program, such as Senator
Daschle's or Senator Kerrey's.

I think we desperately need to achieve five fundamental goals in
reform. The first one is to cover the entire population for com-
prehensive health benefits. That is an obvious one. And I think
there is fairly universal agreement on all five of these.

The second one would be to create a system that provides equi-
table access to quality health services so that people who are in-
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sured, if there are different plans or programs, all have equal ac-
cess to the same kind of care.

Third, to make the financing systems for health services more eq-
uitable than it is. It is highly regressive now, where lower income
people pay far higher shares of their incomes for health insurance
premiums and out-of-pocket medical costs than upper income peo-
ple do.

Fourth, to control health care costs effectively and fairly, not put-
ting the burden where it is least able to be born.

And fifth, to obtain more value for the resources we now devote
to health care.

I believe there are two fundamental reforms that we must, that
Congress must enact to accomplish all five of these goals.

First, I think we need to replace the private payment of pre-
miums for health insurance with a tax-funded system, something
on the order of Medicare, but on a universal basis.

I think that that has enormous benefits. One of those benefits is
that it will untie health insurance coverage from employment. And
that in itself has benefits.

It has benefits of instantly creating a universal system in which
everybody has a stake in protecting that financing system.

It frees employers from the administrative burden of negotiating
or purchasing health benefits for their employees and dependents,
letting them do what they do best, which is to run their businesses,
not to negotiate health benefits.

It also eliminates disruptions in coverage and doctors and hos-
pitals when people have changes in their lives or changes in em-
ployment.

And finally, it can, give all people far more choice than they have
today or than they would have under competing proposals for the
kind of health plan or the particular physician or hospital that they
would like to get their care from.

Tax funding is also fairer because tax contributions of workers
and their families and the self employed are at least proportional
to their earnings. They can be made even more progressive through
the tax structure.

And tax contributions of employers under such a system are also
proportional to the wages that they pay, which is also fairer to em-
ployers and especially to small and economically marginal employ-
ers.

The second reform I think we need to enact is to control the cost
of care by reforming provider payment. We have had a great deal
of emphasis in this country in cost containment, cost control on the
side of controlling demand, controlling demand by increasing cost
sharing for patients.

And I submit that this is both unfair and ineffective. First of all,
it is providers, doctors in particular, who generate most, in fact, the
overwhelming proportion of health care expenditures in this coun-
try.

Patients are the people for whom they recommend and order this
care, but it is doctors who have the say and it is doctors who are
in the best position to be able to control those costs.

Universal national health insurance systems recognize this
greater control by doctors in their approaches to controlling costs.
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Under the Canadian model of national health insurance, the gov-
ernment is responsible for paying doctors and hospitals directly.

Copayments for physician and hospital care are prohibited in
Canada. Most Canadian provinces control their health spending by
the use of fee schedules and expenditure targets, very much like
the volume performance standards that Congress recently adopted
for the Medicare program.

Under the model represented by Senator Kerrey's Health USA
bill and similar proposals, this adapts some of the best features of
not only the Canadian and European methods of paying for health
services, but it does so on a particularly American foundation, the
foundation being the widespread existence and choice among
health plans.

Under Senator Kerrey's proposal, for example, which is not a Ca-
nadian-model system, each family or individual may enroll in the
health plan of their choice with the State program paying a capita-
tion payment to that plan for each person enrolled.

That plan is then responsible for managing the cost of the care
for that family. Hospitals would be paid for each admission based
on a negotiated annual budget target. P,-ofessional providers would
be paid under a set fee schedule with an overall expenditure target.

This system emphasizes cost containment methods that influence
provider behavior. And I believe that this is a fairer and more ef-
fective way to go about this. It uses financial incentives to control
cost rather than having micro-management of health services.

The only alternative is to increase the use of utilization controls
and patient cost sharing. Utilization controls intrude into clinical
decisionmaking by physicians.

And increased patient cost sharing deprives the less affluent of
needed care. Senator Kerrey's proposal minimizes the need for
these methods.

I believe that these two fundamental reforms, that is shifting
from private payment for health insurance premiums to a tax-fund-
ed system and restructuring the way we pay providers, can accom-
plish most of what all of us would like to see ir' a health care sys-
tem reform.

It creates a solid foundation from which our system can further
develop. And I believe that the single-payer national health insur-
ance proposals, both the Canadian model and the proposals like
Senator Kerrey's, are a standard against which other proposals for
health care financing may be judged.

Thank you very much.
[The prepared statement of Dr. E. Richard Brown appears in the

appendix. I
The CHAIRMAN. Dr. Himmelstein.

STATEMENT OF DAVID U. HIMMELSTEIN, M.D., ASSOCIATE
PROFESSOR OF MEDICINE, SCHOOL OF MEDICINE, HAR-
VARD UNIVERSITY, CAMBRIDGE, MA
Dr. HiMMELSTEIN. Thank you, Mr. Chairman and members of the

committee.
I am a practicing physician as well as an academic. And I rep-

resent here today an organization, Physicians for a National
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Health Program, of 5,000 American doctors, advocating a Cana-
dian-style, single-payer national health program.

I might note that we are the fastest growing medical organiza-
tion in the United States today.

I need not review with you all of the details of the crisis in our
health care system. We I think have quite broad agreement on that
crisis. I would point out a few of the problems that receive less at-
tention.

One is that despite 70 years of reliance on private health insur-
ance, we are, in fact, moving away from the solution through that
private health insurance mechanism, not towards it.

We have 10 million fewer people privately insured today than
was the case 10 years ago. And during that time, private insurance
premium revenues have risen more rapidly than at any time in
past history.

Moreover, many of those with private coverage have such inad-
equate coverage that they are unable to afford needed care despite
their insurance.

For instance, 5 million young women with insurance have cov-
erage that excludes maternity benefits. And very few Americans
have adequate long-term care coverage.

Hence, we have a problem not only of uninsurance, but of under
insurance. And any reform must deal with that problem as well.

Third, much of health spending, as Dr. Anderson has said, is
wasted on unnecessary and even harmful care and facilities. And
our pro-competition policies of the past decade have encouraged
medical arms race with a proliferation of unnecessary facilities.

For instance, while the American College of Surgeons tells us
that hospitals that do a small number of complex cardiac proce-
dures do not do enough to be good at it. A third of the hospitals
in California today doing open heart surgery are doing dangerously
low volumes that increase both the cost and the mortality rates.

Fourth, a well-funded misinformation campaign has sought to
misportray the Canadian health care system and its problems. Ca-
nadians receive substantially more care per capita than Americans
do, including many kinds of high-technology care. I have included
in my testimony a chart comparing the number of transplants per
capita in our two nations, showing that, in fact, Canadians receive
substantially more of a variety of these high-technology procedures
than we do contrary to the widespread impression.

[The prepared statement of Dr. David U. Himmelstein appears in
the appendix.]

Dr. HIMMELSTEIN. It is notable that Canadians spend almost
$1,000 per person less each year for health care than we do and
yet receive on average more care than we do. For any given level
of health spending, the Canadian approach yields more care and
less paper work than ours.

What we would advocate for this country is not a Canadian sys-
tem, but Canada Deluxe, that Canadian system inflated with the
$1,000 more per capita that we now spend.

The final point that I want to emphasize, and that I will dwell
on for a moment, is that our private insurance system, and a mixed
public-private program, require massive bureaucracy that can only
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be substantially and effectively reduced under a single-payer sys-
tem.

All of the alternatives achieve only a fraction of the potential ad-
ministrative savings of the true single-payer approach.

To review with you some of the data, on administrative costs I
am afraid my work has kicked off controversy in this area, our Na-
tion spends, according to the GAO, about 10 percent more of total
health costs on health administration than we would under a Ca-
nadian-styled program, saving potentially $80 billion this year. We
think that is a conservative estimate.

We will spend about 1 percent of gross national product this year
in the United States on health insurance companies' overhead, as
compared to one-tenth of that amount in Canada.

And again, a chart that is included in my testimony displays that
the overhead in other multiple-payer systems, notably Germany
and the Netherlands, is quite comparable to ours.

In fact, the Director of Health Statistics for the Organization of
Economic Cooperation and Development has commented that there
is a uniform difference in administrative costs between single-payer
and all other systems, with only single-payer systems achieving
significant administrative economies.

Managed care programs unfortunately offer essentially nothing
in administrative savings as compared to the current private insur-
ance bureaucracy. And again, I have included charts in my testi-
mony that refer to that.

An example that I think is particularly striking is that of the
Prudential managed care program in New Jersey, enrolling 110,000
individuals. And to supervise the care, 18 nurse reviewers, 5 physi-
cians, 8 provider recruiters, 15 sales representatives, 27 service
representatives, and 100 clerks perform only administrative func-
tions on behalf of the insurer.

Blue Cross-Blue Shield in Massachusetts to cover 2.5 million
residents of our State, employs 6,682 personnel, more than are em-
ployed by the entire Canadian national health insurance program
to cover 26 million Canadians.

And it is not just the insurance overhead, but the costs that are
inflicted on providers. The average physician in this country spend-
ing roughly 10 percent of gross income for their insurance paper
work. And my practice is no exception to that. And hospitals face
similar complexities.

Only through a single-payer approach can one get these adminis-
trative savings and devote ths money to providing the care that is
currently not being delivered.

All other approaches require either more funding or less care.
And the more one compromises on a true single-payer system, the
more one gives up either on cost containment or on access to care.

Thank you very much.
The CHAmRMAN. Thank you. That is quite interesting.
Mr. Alan Peres, if you would proceed, please.
I apologize now, but I do have to leave. Senator Daschle will be

chairing.
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STATEMENT OF ALAN PERES, MANAGER, BENEFITS PLAN-
NING, AMERITECH CORP., CHICAGO, IL, ON BEHALF OF THE
NATIONAL ASSOCIATION OF MANUFACTURERS
Mr. PERES. Thank you, Mr. Chairman.
Mr. Chairman and members of the committee, I am Alan Peres,

manager, Benefits Planning at Ameritech, a telecommunications
and information services company headquartered in Chicago.

I am pleased to appear here today on behalf of the National As-
sociation of Manufacturers.

I am particularly pleased to be here today as I have lived for 13
years in Canada, 7 of which I spent as a hospital administrator in
Montreal.

We thank you, Mr. Chairman, for holding this hearing on health
care reform and for introducing Senate bill 1872.

We consider that bill an important first step while we continue
to debate more comprehensive reform solutions.

Several months ago, Ted Koppel hosted a show on the health
care crisis. A well-known Chicago physician, a fierce advocate of
single-payer systems, talked about his recent 1-day trip to Toronto
to see first hand the Canadian system.

He said that system would work here because Canadians are just
like Americans. Well, let me tell you that Canadians are not Amer-
icans that are born with hockey skates on their feet and say, "oot
and aboot."

There are very big differences. And we need to understand those
differences as we look internationally.

A couple of years ago, one of the American television networks
had a detective show called "Night Heat". Suspects were arrested
and charged without ever being "Mirandized."

Well, that is because the show is Canadian and there is no equiv-
alent to the Miranda ruling in Canada, but I doubt that very few
Americans even noticed the difference.

While Americans have been inundated with information on the
Canadian health care system, we really do not understand the leg-
islative and cultural underpinnings that make that system work.

When looking to Canada, you must first look to its parliamentary
system which combines legislative and administrative functions
under the responsibility of a single cabinet minister. That person
is the person to whom you point at if something goes wrong or
something goes right.

There is no single Canadian way of doing things. Health care is
a provisional jurisdiction. There are 10 provinces and two terri-
tories, each with its own health care system.

Unfortunately, many commentators, even Canadians, talk about
the Ontario provincial system as if it applied to all of Canada.

It does not. One need only look to Quebec, the province to its im-
mediate east to see very real differences.

There is no American parallel to the Canadian government struc-
tures. We do not have clear jurisdictional provisions. We have sepa-
ration of powers.

Responsibility and accountability are defuse, sometimes to some
observers they appear to be nonexistent.

Canadian education from elementary school to post-graduate
studies is funded and regulatedl solely by the provinces.
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As a result, provincial governments control medical school budg-
ets. They control medical school slots, the number of residency
slots, and the mix of specialties to be produced.

In addition to the production of doctors, the government can in-
fluence the number of new physicians allowed to bill medical plans
through licensing and control of billing numbers and where doctors
practice through reimbursement differentials.

In at least one, there are controls on the size and specialty mix
of hospital medical staffs. Controlling physician supply, as some
evidence has shown, will significantly affect, in and of itself, health
care expenditures regardless of the method of payment.

Unlike the clear provincial responsibility in Canada, American
proposals for State-based program administration may be problem-
atic. Unlike Canada, we have many urban areas crossing State bor-
ders. In Canada, I can think of only one.

We frequently have bi-State if not tri-State urban areas. It is not
uncommon for Americans to cross State boundaries to work, shop,
and seek medical care.

The following can illustrate the resulting dilemmas. Should the
New Jersey government, for example, be allowed to encourage peo-
ple to use New York or Pennsylvania providers as a means to re-
strict its investments and its expenditures?

Will Massachusetts physicians and hospitals have to accept New
Hampshire reimbursement as payment in full?

Will New Yorkers be allowed to go across the country to facilities
such as the Mayo Clinic or M.D. Anderson Cancer Center?

Will patients even be allowed to cross borders? Who will make
those decisions?

It is easy to talk about portability. But will it be allowed t
occur?

Canadians are supposed to have portability under Federal law.
However, a Quebec resident receiving care in any other province
for any other reason is reimbursed at Quebec rates which are 30
to 40 percent below other provinces. The beneficiary is responsible
for the difference.

We also cannot ignore differences in patient expectations. In May
1989, the Chicago Tribune told of a Japanese law suit. A deceased
patient's family sued her physician, who told her she had gall-
stones. The actual diagnosis was gall bladder and liver cancer.

The suit contended that had the patient known of the cancer, she
would have agreed to surgery and would likely still be alive.

The court ruled that the doctor has no obligation to fully disclose
information which he or she feels may be harmful to the patient.

The article said that in Japan cancer is considered to be almost
always fatal. Doctors do not tell their patients of the presence of
cancer to maintain the patient's will to live.

Americans, on the other hand, have very high expectations fed
by a constant stream of news about the latest trends in medical
care. Americans search until they find the "magic bullet."

Our physicians use the latest technology both to meet their pa-
tients' expectations and to ward off liability concerns if they do not.
This, too, contributes to costs which are so much higher than those
in other countries.
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Essentially, the question we are facing is not which proposal is
right. It is what kind of health care do we want.

Do we want, for example, insurance for catastrophic and unpre-
dictable events? Or are we looking for prepaid benefits, including
preventive services?

And how much government involvement do Americans want in
the health care they receive?

The polls and focus groups do not show a clear understanding of
the issues by the people, let alone a consensus on solutions.

To quote a man from Flint, MI, recently interviewed about his
views on national health insurance: Yes, I would like national
health insurance, but I do not want the government involved.

Mr. Chairman, thank you for the opportunity to testify today.
I would ask that my written remarks be entered into the record.

I would be pleased to answer any questions that you or the com-
mittee may have.

Senator DASCHLE. Without objection. Your entire statement will
be made a part of the record, Mr. Peres. Thank you for your com-
ments.

[The prepared statement of Mr. Alan Peres appears in the appen-
dix.]

Senator DASCHLE. Dr. Marmor.

STATEMENT OF THEODORE R. MARMOR, PH.D., PROFESSOR
OF POLITICS, PUBLIC POLICY AND MANAGEMENT, YALE
UNIVERSITY, NEW HAVEN, CT

Dr. MARMOR. Thank you, Mr. Chairman.
I am here today representing officially no one I can think. As I

have listened today, I have thought that perhaps I represent those
who earn their income trying to make true statements about com-
parative health systems. And I have a written statement which I
assume you will put in the record.

Senator DASCHLE. Without objection. It will be made a part of
the record.

[The prepared statement of Dr. Theodore R. Marmor appears in
the appendix.]

Dr. MARMOR. Because this is late in the morning, let me try to
put more emphasis on my overall conclusions.

I thought the Chairman's introduction to this hearing N as ex-
traordinarily clear. When he said that Americans want substantial
and fundamental reform, I think he is right.

And when he went on to say that doing so in the Congress is dif-
ficult, he was surely right. And I will spend some of my time trying
to illusti ate why that is so.

It is we who have a political system that is organized in such a
way that there are lots of veto points. We got a dense, pressure
group jungle that makes it very difficult to get agreement.

And finally, we have a situation ideologically where something
like universal health insurance brings out both fundamental value
differences and fundamentally different views about how the medi-
cal world works.

So I am not going to review further any of that. What I want to
do is two things, one briefly and one slightly longer.
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The brief item is just to say that I do not recognize much of what
is said about Canada's performance in hearings like this. And I
think there are two intellectual errors that get made.

First, people like myself who think that Canadian national
health insurance has something to tell us are pushed into the silly
position of saying that there is no strains and problem up North.
Anybody who would think that about Canada would be a fool.

S it seems, Canada has to be problem free to be meritorious for
review. If we portray it as problem free, we cannot be truthful. So
that is a very bad starting point.

The second erroneous intellectual move is this: even if it is pretty
good up there in Canada, it is different down here and we cannot
earn from Canadians because we are not them and they are not
us. This is intellectual know-nothingism.

I would just like to summarize a lot of work I have done by say-
ing this: if the United States cannot learn something from the ex-
perience of Canada, it cannot learn from any country.

We are not identical. Canadian Medicare is not problem free. But
the United States and Canada are sufficiently similar that if one
were thinking about places to look, you would look there.

But let me turn to the real point of my testimony this morning
which is an analytical one more than a promotion of a single-payer
plan.

I have been struck that most of the discussion of something
called single-payer -has no theory about why a single-payer pays
less.

If you review the OECD countries' experience over the last two
decades, you will notice that the United States has had the worst
health cost experience. All those other countries at one point or an-
other in the 1970's and 1980's leveled off the proportions of their
income expended on medical care.

Some OECD countries have straightforwardly single-source med-
ical financing; some do not. But all of them have a much more sub-
stantial role of government in determining who gets what budget
for medical care and how much that budget is going to be.

But having said that, there is no elaborated, well understood rea-
son why it is so.

Why should it be so? After all, we have a single-payer system for
defense in the United States. And that payer was not notable in
the 1980's for cost control. It does not follow, in other words, as day
follows night, that a single-payer form alone does anything in par-
ticular.

Well, let me briefly suggest and leave open for questions what I
think is important about the form. First, the term "single-payer" it-
self is a terribly inadequate descriptor.

What we are talking about are health systems that have univer-
sal coverage, a politically accountable body, and a budget. Those
things in combination seem important, not one alone.

Second, it looks to me as if we confuse too much where the
money comes from than from the pressures on the people spending
the money. The money can come from lots of different sources.
What is important is the organization of restraining pressures.

After all, Canada, as one of the speakers said, has 10 different
provincial plans. The Federal Government provides some of the

60-871 0 - 93 - 5
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money and not many of the detailed rules-but a lot of the fun-
damental ones--and the rest of the provincial money is raised in---
lots of different ways.

But there is a single source of payment in every Canadian prov-
ince, just the way there is a single source in every Swedish coun-
try, just the way there is a single source all over Britain.

Now, why should a single source be restrained? Well, my only
suggestion to you is this: if you have a universal plan so that
everybody's stakes are affected by what the single payer does, and
if you have continuous demands for more, as you do everywhere in
the Western industrial world, what the single responsible, account-
able agency must do is balance increased cost against increased
claims for more care and pay.

That is to say, single payers must set the pressure for more
spending against the pressure for less spending.

Now, who is enforcing that restraint? Surely not physicians and
hospitals and patients; they are not the forces pressing for cost re-
straint.

What I would suggest to you is that the best organized source
of anti-inflation control in single-payer systems are the other claim-
ants on the public budget who lose when inflation in medical care
rises more rapidly than national income.

In other words, if you are thinking about why in Canadian prov-
inces there are tremendous pressures to restrain expenditures, it is
the Department of Education or the Department of Transportation
and all the other government departments that know that if the
rate of medical inflation is 1.5 times the CPI. There is going to be

-less money in their budgets.
And the provinces are counter-balanced, on the other side, by tre-

mendous constraints on tax increases.
As a last point, I would vote that the other alternative, of course,

when there is cost pressure, is to cut health benefits. And that is
where the universality principle is important.

Because if you have universality, with everybody's stakes in-
volved, you are not pressured in the direction of squeezing out ben-
efits as much as you are pushed in the direction of squeezing on
the payment levels and taking into the account whether the capital
supply is too lush.

And I just cannot miss this one point. The picture of the single-
payer is not limited to Canada-I use Canada as only an illustra-
tion of a single-payer-I am not restricted to it. There are Aus-
tralia, Britain, Sweden and others.

But in closing, I must note that if the United States were to drop
off the face of the earth tomorrow, Canada would be the most ex-
pensive medical care system in the world.

The imagery of Canada, as this starved, third-world Nation, un-
able to supply medical care to its citizenry, so detached from the
broader health standards and expectations, is one that Canadians
consider they consider it intellectual acid rain. [Laughter.]

And they are anxious to get an anti-pollution tax on this acid
rain.

Thank you very much.
Senator DASCHLE. Mr. Schramm.
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STATEMENT OF CARL J. SCHRAMM, PRESIDENT, HEALTH
INSURANCE ASSOCIATION OF AMERICA, WASHINGTON, DC
Mr. SCHRAMM. Thank you, Mr. Chairman. And thank you for in-

viting the voice, as it were today, of the private insurance industry.
I begin by trying to shed a little light from a different perspective

on some of what this panel has talked about in terms of inter-
national comparisons.

Last month, for the fifth time in my 5 years in this particular
assignment, I was in London at a seminar at Lloyds.

Lloyds as you may appreciate still provides the great majority of
the world's reinsurance for health insurance, including a very sub-
stantial part of reinsurance for American private insurance both
Blue-Cross and commercial insurance companies.

Among the 24 syndicates that provide this coverage and protec-
tion to the world's insurance market, are some of the best experts
as you might imagine in comparative judgments of insurance sys-
tems and health care systems.

Again, I was struck as the representative for the American in-
dustry at the seminars by the curiosity always put to me about
what is happening in the United States in terms of our public de-
bate around insurance.

And always the precedent in the question is, "With the rest of
the world moving to private insurance systems, how is it that the
United States has a full-scaled debate about single, centralized gov-
ernment replacement of private insurance?"

And indeed the speculation goes further in London to the direc-
tion of suggesting that within 3 or 4 years it is a virtual certainty,
private insurance will once again be observed in Canada.

I will join that observation with a second observation and that
is HIAA is the representative in the American insurance industry,
now almost in the world.

Last month, as is the increasing frequency in our offices, it post-
ed three international delegations. Agair, the question they put to
us is, "How does private insurance work?"

These delegations included high-level officials , including the Dep-
uty Health Secretary of Russia.

As public policy debate appears to be emerging in the eastern
bloc and other parts of western Europe, the question continually
put to us and our companies is "How is it that we can't, in fact,
establish a system like yours?"

Perhaps related to that is an observation in the last 10 years, 12
percent of the population in England has, in fact, been enrolled in
comprehensive private insurance systems.

The third observation I made relates to the comparisons we have
talked about. And it is important to observe that many countries
do much better than ours from a statistical basis.

I think you have had sophisticated comments from several panel-
ists today, including Professor Marmor, regarding the dangers of
drawing these comparisons.

It is instructive I would suggest to say that Canada is a different
place and yet is very similar to us. But from a perspective of what
the differences are, we should appreciate that in 1970 and in 1960
before the emergence of centralized government-financed payment,
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Canadians spent roughly two-thirds of the GNP or GDP share of
Americans on health care.

They are exactly in that same position now. And their rate of in-
flation, in fact, exceeds ours in terms of the annual increase in
costs.

I would suggest that that observation leads us to understand
that there are important things about Canada. There are things of
principle.

Canada, in fact, ensures that every Canadian has the financial
means to get the care, that is, in fact, critical.

And Canada has a debate about cost. It is a centralized and pub-
lic debate. And that is a critical advantage over ours.

But after that it seems to me we struggle with endemic problems
that are typical only in the United States. They are foreshadowed
in other countries to be sure, but their magnitude is only Amer-
ican.

There are supply-side problems. And you are all familiar with
the over supply of physicians and the twist in 25 years from a pop-
ulation of physicians that was largely primary care physicians to
one that is now almost 75 characterized as specialty and sub-spe-
cialty care.

That is part of our public debate that I hear very little of from
the halls of Congress.

We talk about obliquely influencing this through the reform of
markets and rules, managed care, etcetera, but, in fact, that is re-
ality that exists as a consequence of direct public policy emerging
from this body, the Congress.

Likewise, on the demand side, we see enormous over production
of surgery which is, in fact, a function of our supply side problems
with little discussion of directly influencing that.

We have a tort system that is endemic to this society. And others
have commented on it. And we have rules that the State influence
the way we behave in the insurance market both public and pri-
vate.

I would suggest that the answers lie in a route that we have
talked about that is a pedestrian route and is a hard route. It in-
volves reforming Medicaid. It involves reforming ERISA.

It involves changed tax treatment which this committee is con-
templating in a small group of reform offered by the Chairman and
Senator Durenberger and others.

It involves small group reform. Again, a leading area of interest
in action by this committee. It involves the emergence of managed
care.

I close just by making one observation on the small group reform
area, if I might. At the dawn of this year, 1992, two States had en-
acted small group reform proposals.

I am pleased to suggest that largely at the hands of the private
insurance industry working with a wide number of States, we now
have enacted 14 State bills that cover the guaranteed issue, rate
regulation in the small market, a mandate with coverage of whole
groups, and establish elimination of underwriting in the small
group market. And in a number of these, establish a private rein-
surance mechanism.
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So the job in terms of small group is moving. We appreciate the
interest and continued pressure from the Congress and this com-
mittee in particular. We are attempting to establish an important
precedent at the State level in this area.

Thank you.
[The prepared statement of Mr. Carl J. Schramm appears in the

appendix.]
Senator DASCHLE. Thank you, Mr. Schramm.
I want to thank each one of our panelists.
In my view, this is one of the best panels we have had on health

care in all the hearings I have attended here in the Finance Com-
mittee because of the tremendous representation demonstrated
here and articulated in the views of various philosophical ap-
proaches to health care reform.

And I must say, we all have been the beneficiaries of some excel-
lent testimony.

Senator DURENBERGER.
Senator DURENBERGER. Mr. Chairman, thank you.
I agree this is a really good panel. I do not know if I flatter them

too much to say they are the best or something like that, but it is
a good panel. [Laughter.]

The unfortunate thing is we always get to the panels about 12:00
or 12:30. We keep saying the same thing at every one of these
hearings. Maybe one of these days it will change.

I really regret that I am one-half hour into two different commit-
ments that I have made. I wish we could just stay here for an hour
and debate this.

I hope that with those of you particularly who believe that a sin-
gle-payer Canadian system is a good one, I would like to personally
continue a dialogue, because that has not been my impression.

But I am impressed in the way in which the arguments have
been laid out today.

My problem is this as a legislator. I heard Ted Marmor say
something about why do we not look at Canada and so forth. I
wrote down here that there is a distraction in trying to learn from
the experience of a foreign country which keeps us from working
to learn from the experience of the United States.

That bothers me a great deal. I believe everything you said about
the politics here, particularly the politics of how most of us for 20
years have been destroying the one institution that really could
help us get this job done in the name of our own political careers.
The media is brought into the same sort of thing.

But I worry about spending too much time going to other coun-
tries, looking at their systems because it distracts us from trying
to find out what it is that really works in America.

The second point is that when I was growing up, my health care
was a relationship between my family and Dr. Baumgartner who
lived about 10 miles down the road. He came with his black bag
and that was it.

The worst thing that ever happened to the system was when
somebody introduced my father to health insurance. [Laughter.]

Health insurance is a wonderful institution. I respect everybody
who is in it.
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The problem is from that point on, both of us could send our
bills, both me and my dad, and Baum could send his bills to the
insurance company. We developed a notion that neither of us was
responsible for the cost consequences of our actions.

We got wonderful things out of it, the greatest medicine in the
world, great doctors, all that sort of thing, but the downside is we
are breaking the bank and making health inaccessible for a lot of
people.

My problem with what I hear from supporters of the Canadian
system is that you are suggesting that we maintain this basic cost
insensitivity by saying, "Somebody else ought to pay all of these
bills," and by saying, as somebody said here this morning, that
"The tax of a premium is worse than the tax of a tax."

Well, maybe you can total it up. And you can say that the total
amount gets worse.

But from the standpoint of me as an individual consumer or me
as doctor or hospital administrator taking some greater responsibil-
ity for what I do, how I behave, how I make choices, it seems to
me there is an inconsistency in saying we are not going to expose
any of us to the cost consequences of our actions.

My third point is just to quote from my statement in the record
today about cost containment. Most Gf these plans depend on to
some degree on a national health budget with the provision that
providers be paid on a fee-for-service basis and hospitals and other
institutions be paid on a fixed budget.

These kinds of methods are very similar to the way providers are
paid in Canada and much like the system we have in Part B in
Medicare.

The problem for me having sat here for 14 years is that both
Canada and Medicare Part B have failed to contain spending.

Between 1980 and 1990, inflation adjusted cost per person rose
just as fast in Canada as in the United States, 52 percent the
and 53 percent here. And under the Medicare program, paymeiios
to physicians in this country rose 135 percent even after adjust-
ment for inflation.

We can debate what goes into that. All I am saying is that cost
containment efforts that rely on fee schedules are doomed to fail
in my view.

The best way to control cost-and I am just quoting myself-
[Laughter.]

Senator DURENBERGER [continuing]. It is not something that I
hear very often which is to improve the productivity of the health
care system. I am basically talking about putting a value on health
to begin, rather than the fetish we have for medical miracles, and
then changing the practice of medicine so that we get more health
for our health care dollars.

You heard me earlier talk about who knows whether Mayo was
the best in the country. A bunch of doctors said it is, but I do not
know whether it is the best.

But if it is the best, why in the world don't we send everybody
to the Mayo Clinic? Why are we spreading them out over all these
hospitals that you talked about with questionable care?

And that in part is changing consumer behavior and, in large
part, changing provider behavior.



129

I cannot see how government is going to get that job done. I can
see a role for my State of Minnesota, because of the nature of that
place, trying to put the spotlight on innovative provider changes.

But when I look at the United States, turning over to 50 govern-
ments or one government productivity, I just say to myself, "Gov-
ernment productivity is an oxymoron"-unless you can tell me it is
not.

Does anybody want to respond to that? Speak up anyone.
Dr. Brown. I think, Senator, that pointing to the example of

Medicare Part B is an interesting case because, in fact, what we
saw in Medicare in the 1980's was the implementation of effective
cost controls on Part A of Medicare, in-patient hospital care only.

And the response of doctors and hospitals was to push outside
the hospital everything that they could because there were not ef-
fective cost controls on Part B. And there still are not effective cost
controls on Part B.

There is the beginning of a system and a structure for paying
physicians, which it might, if it is implemented effectively and vig-
orously, lead to cost controls through the volume performance
standard, imposing some lid potentially together with fee controls.

In any kind of system, the total costs of that system are going
to be generated by the price of the unit of service times the volume
of services provided.

And if you control only the price just through a fee schedule, that
will be an ineffective way to control spending because we have seen
in this country and in Canada and in European countries that phy-
sicians will increase the volume of services they provide in re-
sponse to a freeze on fees.

A recent study by the GAO, which did compare the effectiveness
of expenditure and fee controls in France and Germany, looking at
changes that were implemented in those countries in the last dec-
ade or so, found that the simple imposition of a fee schedule essen-
tially accomplished nothing in cost control.

But the implementation of a fee schedule with expenditure tar-
gets or budget lids did do so. And only when the government or the
paying agency, which might be private in an all payer-system-
which I think is an excellent solution to the cost problems-has
budgetary control over the system.

Senator DURENBERGER. Dr. Anderson.
Dr. ANDERSON. Senator, I agree with you. We sometimes get de-

railed when we are talking about one system in particular.
The thing that really I wanted to come here today for is to not

let us get derailed on trying to simply define an insurance pro-
gram.

I agree with you about preventive health care and health pro-
motion and creating that infrastructure that needs to be there in
rural areas.

We have had 133 hospitals close in rural Texas. In the inner
cities, except for the public health clinic systems, they are not pro-
vide-r

A., .,u had national health insurance tomorrow and you wanted
a , of choice, you would not have one. You would add to the
burden in a two-tiered system at the public hospital.
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We would like to see us thinking about the infrastructure and
the productivity, not just to the health system, but the productivity
of our communities.

And so many times, we look at Dallas. It would be a non-major-
ity population in the year 2010.

And the business people are way ahead of us in many ways, look-
ing ahead at the demographics, not predictions, but projections.
And we hope they will look at us as they look at education and
business opportunities.

And other things have to be done, but I do not think the answer
is solely within the health system. And I agree with what you are
saying.

We need to look more broadly at the other infrastructural issues,
not just Canada or something else or not just medicine in the medi-
cine model, but health and community models.

And ultimately, we want to fund what we say we want. We fund
many anti-family programs. The connection of welfare and health
care just happened to be where Medicaid was.

Maybe federalization of Medicaid is one step closer to defining
what everybody should be provided.

I come from a State that is 49th from the lowest. And poor peo-
ple in Texas do not seem to be worth as much as poor people in
Minnesota. I think they are. I think under the Constitution they
should be. And it is unfair.

And I actually was told by someone from North Dakota. "How do
you handle poor people in Fargo?" And he said, "Well, there is a
bridge over to Mooehead."

Senator DURENBERGER. Right. [Laughter.]
Dr. ANDERSON. And so there is still a war between the States.

And it is all southern and northern.
Dr. MARMOR. I can see, Senator, that you are ready to leave.

Maybe we can just leave it for another time and carry on this de-
bate.

My only two points were that your comment about looking at for-
eign systems as a distraction really interested me.

I think there is something powerfully important about that. And
yet you are caught in my view in a dilemma.

If we do not like our experience over the last 20 years, we can
either look to theoretical models or we look to other peoples' experi-
ences as we try to fashion our adaptation.

So simultaneously, it is a source of some insight. And it is a
source of exactly the sort of distraction I find myself victimized by
answering mythical claims about a place that I actually know rea-
sonably well.

I think we need to ration the commentary on Canada to only get
sensible things said. [Laughter.]

Dr. MARMOR. Secondly, I did want to bring up this point. It is
fascinating to me that what you are suggesting is in some ways
less modest than the single-payer reforms are.

You are hoping to get productivity inducements in a range that
is beyond what the system of paying for health care can deliver.

My sense is this, to the extent single-payer plans work-and we
can dispute some of your numbers on that, but just forgive me for
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the moment. Let us stipulate that they have done better on cost
control.

To the extent that they have done better, they have not done so
by paying only for right things. They have done it by putting a
budgetary ring around the total system and enforcing players with-
in it to bargain and negotiate.

That is contentious. It is continuing. It never gets fully settled.
It does not bar efficiency gains, but it does not entail them either.

And I think we have intellectual competition between those who
believe that mathaged competition, at a decentralized level without
anybody choosing the outcome, will prove to be okay as opposed to
what I would call monopsonistic competition where competitors for
those budgets are providing the same restraints on the budget side.

Senator DURENBERGER. That is very good. Yes. I agree with that.
Dr. MARMOR. And if we talk about that, I think we would make

some progress.
Senator DURENBERGER. That is what is going on right now.
Dr. HIMMELSTEIN. Just a couple of things. I would agree with

what Ted Marmor says about the distraction and with much of
what you say.

My concern is that if we leave ourselves only with theoretical
models of what might work, if we pursue what Winston Churchill
remarked about as, "You can always rely on Americans to do the
right thing after they have exhausted all of the other possibilities."
It does not seem to me that is a constructive way to make health
policy. And it is what we have been doing.

We have gone through pro-competition models. We have gone
through a variety of public-private mixes.

Carl Schramm asked us to expand Medicaid, which we did in
1990. And we added 3 million people to the Medicaid roles, but we
had 1 million more uninsured despite that addition.

So I fear that kind of incremental policy change based on theo-
ries that have not been actually looked at in practice.

The question of who controls cost, one of the things that I am
acutely aware of as a physician is the extent to which the physi-
cians have enormous discretion about the cost of care and the prac-
tice of medicine.

And the attempt to scrutinize that on a case by case basis and
hire more bureaucrats to tell us what to do is really a losing exer-
cise.

My colleagues and I are far more creative than the bureaucrats
who try to supervise us are likely to be.

On the other hand, if you tell us what resources are available to
us and give us a reasonable amount of resources, we adjust our
practices very effectively to stay within that resource.

And the best person to not do an unnecessary operation is the
surgeon. They would much rather operate on someone who needs
the surgery than on someone who does not.

Now if you give them enough latitude so that they can do both,
they may do both. But make them make a choice, and they will op-
erate only on the person who needs it.

We know concretely that works. When the Massachusetts Gen-
eral Hospital's ICU beds were partially closed due to a nursing
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shortage, there was a sharp decrease in the number of intensive
care days.

And it was carried out in a completely collegial and informal
manner with no bureaucratic intervention, no harm to patients.
The doctors judged who needed those resources and who did not.
And those in need got those resources.

So that kind of supply limitation forces us to live within reason-
able limits. And it is a very effective budgetary constraint.

And finally, on the question of improving productivity, what I
suggest is that the attack on administrative waste is, in fact, an
enormous possibility for increasing productivity.

Between 1990 and 1991 in this country, we hired 98,000 addi-
tional clerical and managerial personnel in American hospitals, not
one of whom saw a patient.

During that same year, we decreased our clinical work force by
9,000 physicians in hospitals and 61,000 nurses, 9,000 psycholo-
gists and social workers, and 11,000 other clinical professionals.
That is a plummeting productivity in our hospitals due to the in-
creasing bureaucracy.

Senator DURENBERGER. Can we end it there?
Mr. PERES. Can I just get 2 minutes, 1 minute?
Senator DURENBERGER. One. [Laughter.]
Mr. PERES. Okay. I cannot quote a lot of statistics, but I would

like to give you a couple of anecdotes. We hear a lot of back patting
about the success of Medicare Part A and the controls.

Well, a couple of weeks ago, I learned of a case of an individual
who spent about 8 months in the hospital, a terminal case, a vari-
ety of lung problems.

Because of the controls, not the DRG controls, not the PRO con-
trols, because of the controls on the days reimbursed, the family of
that individual was stuck with a bill approaching $400,000.

Now, if that is the way the Medicare succeeds, I think that there
is a problem there.

We hear a lot about the Canadian budgeting. Well, I think if you
look at the actual experience, budgets have typically been overrun
very often on an individual-institution basis and on a provincial
basis.

And last year I read about in the annual report of a hospital I
knew very well the CEO said, "We met our budget. We have a
small surplus. The reason we have a small surplus is we had a
strike."

Lastly, about 4 weeks ago I got a call from a friend who is a CEO
of a hospital in Ontario. He said, "Gee, we only had this 1-percent
increase in expenses this year from the provincial government. Our
doctors came to us and said, 'Maybe we can get some U.S. business
to fill some beds.'"

I think it is kind of telling where people are looking to get the
extra money. Thank you, Senator.

Senator DURENBERGER. Thank you all.
Senator DASCHLE. Dr. Anderson, I have had the good fortune, as

you indicated, to visit your hospital and I must say I was extraor-
dinarily impressed with the service provided, with the people work-
ing there with your leadership.
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With the effort underway, if that is any indication of the way
public hospitals function in this country, our country is a lot better
off.

My question relates to the testimony of Dr. Sullivan, his proposal
as he has described it, the Administration's response to the need
for comprehensive health care reform.

To the degree that you can given your understanding of the pro-
posal, how would that work?

You are a physician first. You run a hospital second. You are
probably in the most credible position to analyze the effects of the
proposal as he has described it. Could you do so?

Dr. ANDERSON. Senator, I would commend some of the things
that are in the President's plan: the addition of community health
centers and the funding of some preventive and public health ini-
tiatives.

I think everybody has discovered that these are multiple-dollar
pay backs. And yet at the same time, as far as giving
empowerment to individuals to use our system, it would be hard
pressed to see that happen in the private sector.

In Denton County, TX, the county right north of us, there is the
most rapidly growing tax base in our State. It has 33 obstetricians,
gynecologists, none of whom accept Medicaid.

I am very concerned this would lead to tiering and it would lead
again to bigger public systems and not really lead to any real gain
at all.

I think that the majority of that is going to be beneficial to ven-
dors. As I said just putting the patient first, a pay or play is much
better for me as a hospital administrator or physician.

And in a way I think this is the case. It is going to be hard for
the working poor to take a $500 tax credit and buy anything with
it.

They might be able to buy primary care and preventive services,
but then what we will do for hospitalization or anything.

They lose their jobs when they come to our hospital and wait all
day in line. I think it would add to the lines. And I think we would
probably break out into public systems. Community health centers
would be the only people who would accept them.

So we better expand the infrastructure because I do not see the
private physicians-unless we go to the Minnesota plan.

And if you want to pay $500, you are really taking away money
for the doctor or the hospital, but it is going to cost a lot more to
care for those patients than that.

Somebody said it is better than what we have today. But to me
it is somewhat of an apology frankly. It does build on public health.
And I really would emphasize the need to do that, but I do not
think it is a solution for people standing in the lines at Parkland.

Senator DASCHLE. What I wanted to devote the bulk of the re-
maining moments of this hearing to is some way with which the
committee for the record and for future debate can sort out, as Dr.
Marmor was suggesting, the fact from the fiction, the rhetorical
pollution that exists both about our system as well as about foreign
systems.

And Senator Durenberger is correct. There is a distracting ele-
ment to it.
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But what advice would you have for us? Assuming all Senators
were sitting here this morning to hear what we have heard, how
do you sort it all out?

You have some who say the Canadian health experience has real-
ly been a disaster. The Secretary of Health and Human Services
saying that he believes that as a result of quote, diminished qual-
ity, restrictions, and increased rationing.

Number one, how do you sort it out? If you were we, how would
one do that effectively in order to ascertain some truthful and ob-
jective understanding about the degree to which those systems
work and have addressed the same problems that our country is
facing today?

Dr. ANDERSON. Senator.
Senator DASCHLE. Yes.
Dr. ANDERSON. There is an old saying of the samurai, "The great-

est samurai is the one who first conquers himself."
And while we are talking about the quality of care in Canada

and how it is not as good and they oftentimes don't treat hard-to-
reach populations, the truth is that many Americans go across the
border also to deliver babies, they cannot afford American medi-
cine..

We have people in south Texas that go across the border to Mex-
ico because they cannot afford health care in south Texas.

We have some major problems. We need to look inside. And
while we have the best health care in the world and the President
says this quite frequently, we do for those who pay; we do not in
many of the public hospitals.

Parkland is a hospital that the community invested in.
But Cook County Hospital in Chicago and Charity Hospital in

Louisiana would be very different situations if you visit those. And
people would not have the same quality of care. But, we all must
ration health care everyday.

At Massachusetts General, they ration daily. We do it implicitly
now. But the Canadians rarely ration, at least they have made that
decision not to do it.

And most of the time the decision to dialyze or not to dialyze a
65-year-old diabetic is made by a physician commissioned to deter-
mine whether it is going to be effective or not.

I think that is one of the real myths about this: what is likely
to benefit from outcome? I guess I would make the same challenge
I have to my friends from Oregon who have brought this debate
forward, too, about rationing. -_-

How can we talk about that and debate about that when we have
a lot of fraud, we have problems with tort reform, and defensive
medicine? And we have not funded the infrastructure things in
public health that we know will work.

I would like to see us fill the gap, see what the costs we have
in America are, see what the big chances and opportunities, and
get together and develop a national health plan and policy biparti-
san and attack some of the inefficiencies in our system.

I would tell you, for $817 billion, I would take the challenge
today in a single-payer system if you let me also do an infrastruc-
ture, tort reform, creating enough primary care doctors, changing
the incentives that are out there.
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And I would not be sure that I would need that much more
money, but you are going to spend a lot more money than that if
we just continue to go with the same system.

I think the first step is let us be introspective and not criticize
others in the their filings. They are evolving every day. And we
need to evolve, but right now we seem to be paralyzed.

And I think the biggest thing we do not have is the commitment
to health care has arrived and the commitment to a national health
plan is bipartisan.

You cannot solve public health problems in 2-year or 4-year elec-
tion cycles. You need decades and generations to do so.

Senator DASCHLE. Mr. Peres.
Mr. PERES. I have to agree with Senator Durenberger. I think we

have spent a lot of time, a lot of effort talking about the means
without knowing what the end is. There is a lot of rhetoric, a lot
of tnth, and a lot of falsehood both pro and con of foreign systems.

Bu I think we first need to understand what is it that we want
and then we have to figure out the way to get there, not argue the
means.

As I said in my remarks, do we want an insurance system, do
we want a benefit system? What is the public health role? Is it tied
in or not with medical plans?

I mean, those are the issues we ought to be deciding upon. And
then decide the way to get there. Because if we continue to argue
about is Canada good or not, we are not going to move along any
further in the debate.

Senator DASCHLE. But how do you answer Dr. Marmor's point to
Senator Durenberger that you really only have two choices?

You have the theoretical model or you have the real model, mod-
els experienced by others. And that you are really forced into one
or the other set of models in order to determine the effectiveness,
the efficacy of a given approach to health care delivery.

Mr. PERES. I think that right now you could look at them as per-
haps as two ends of a spectrum. Maybe we end up somewhere in
the middle. As I was trying to point out in my remarks, we are not
Canada.

There are a lot of things which contribute to the success of their
system or the success of the German or any other system which go
beyond specifically how they finance and deliver health care.

And I think those are the things we need to identify. We need
to say this is the American way of doing things. And this is what
we want. I do not know that it is an either-or proposition. As a
matter of fact, I do not think it is an either-or proposition.

And, yes, people by and large are satisfied in Canada, but I also
know, having family and friends there, you can talk about anec-
dotes or problems, but I do not think that that benefits the debate.

Senator DASCHLE. Dr. Himmelstein.
Dr. HIMMELSTEIN. I think frankly if there is one thing I would

say can help us clarify the debate it is to try and take the enor-
mous resources on one side of the debate off the playing field.

We have at this point some medical care industries that make
enormous revenues from the provision of services in the current
system. And at this point, they are funding large-scale campaigns
on this issue out of those health care dollars.
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So the insurance industry from its premiums, from the money
that we pay for our health care, is deducting tens of millions of dol-
lars for this information campaign, not to try to enlighten this de-
bate, but to protect their interests. The pharmaceutical industry
the same thing.

And I think one of the questions for the American people is to
what extent do we want to fund out of what we spend for health
care a disinformation campaign as part of this debate. And frankly
I think election reform is one of the major issues involved here, too.

We have disproportionate power from the groups that are cur-
rently making large sums of money off this system. And as long as
we allow them to use that money and power to influence the future
of our debate, we will not have a balanced debate on this.

Senator DAsCHLE. Mr. Schramm and then Dr. Marmor.
Mr. SCHRAMM. Thank you, Senator.
I would suggest, unlike what Dr. Himmelstein has just stated,

that rather than to drive this into a further polarized debate about
who is spending what to disinform, it is important to appreciate,
that most of the partisans and participants in this discussion do
not come with the view to disinform fellow Americans. That is cer-
tainly not the case with the insurance industry.

I think one could make the case that there are professors and
physicians and hospital administrators who are engaged in advo-
cacy of their positions, without the motivation imputed that there
is misinformation as the reason they participate in the debate.

It seems to me Dr. Anderson put us on the right trail when he
said essentially the Japanese twist of the Aristotelian view, know
thyself.

American society embraces and encourages and nourishes more
experts on health policy by a factor of 10 than all the other coun-
tries put together.

We know from a clinical standard and from a research standard
more from a statistical base and an empirical than any other coun-
try by a factor of 5 or 15.

Enormously more is known about our system in the United
States than any other place. We have a much higher level of reflec-
tion and consciousness of it.

But still there are fundamental questions that are not even part
of the debate. And I alluded to several in my direct testimony
today.

It seems to me rather shocking in the United States that we pro-
ceed with this debate without any difference or clue about the ac-
tual health status of this population.

It would seem to me that one of the important and critical ques-
tions that we have to ask ourselves is what we are getting for all
this money. Are Americans getting healthier?

I would allege on the basis of my hunches and my research, that
we have spent another 5 percent of our GDP in the last 15 years
without any demonstrable or evident increase in the standards of
the health in this population.

There is no increase incremental or any other kind of increase
that you could detect statistically in longevity.
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You cannot find any increase. And actually there is some de-
crease in the majority population in the incident of deaths at birth,
but these are extraordinarily crude measures.

Now, it seems to me that if we took this debate in the terms of
saying: All right. Our objective is to make the American population
a good deal healthier.

That would put us in the business of looking at where it was that
we spend money to improve health status. The first thing that
would put us in this business is looking very hard at the question
of what we are buying by way of providers.

We know positively that adding another 100,000 doctors into our
resent group of 600,000 doctors will not have any impact on the
ealth status of this population. We know this positively.
We know positively in terms of new hospital beds, too. I think

there is agreement among our health policy people and physicians
and hospital administrators that we do not need new hospital beds.

We know that the epidemic of cancers and so forth are influenced
more by pollution of the environment.

We know that we are robbing our preventive health practices,
our State health departments, our municipal health departments of
the revenues once used to support immunization programs. We do
not spend those monies because we are lumping it all into acute
delivery.

And I would suggest that one of the most important things we
do is basically cut off all the passports to travel out of the country.
And say that this is our problem.

We spend much more on a per capita basis than any other coun-
try. Given the money that we spend, we ought to be able to craft
a highly efficient and equitable system that covers anybody and is
still marching towards a goal of making the society healthier as a
result of that spending.

Senator DASCHLE. Dr. Marmor.
Dr. MARMOR. Well, the first thing I would do is change the form

of the hearings you run. It seems to me that this particular forum
is designed to emit noise, create claims, and not to resolve them.

And my suggestion is a very hard one to follow. You are not
doing this by accident. But my sense would be this-and to try to
keep to the question that you actually asked. You asked, "What
should you do to do separate fact from fantasy?"

Well, I think you have one of two choices. One, on the narrow
comparative topic that you raised, you might actually inspect what
another government agency has done in a fairly serious way: look
at who the GAO has written about, Germany and France, and
Japan, as well as Canada.

Do not treat that work as the gospel, but treat the GAO as a
group that had to live with defending these analyses as reasonable
claims

And have a series of panels which are drawn from people who
you have some good reason to believe are not only knowledgeable,
but are actually committed to defend seriously the truthfulness of
what they say.

And have a serious engagement with a set of reports that have
already been done. I think the trouble is that claims are made here
which are picked up by reporters and then banded about, like, for
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example, the claim about Canadian doctors done this morning by
Secretary Sullivan.

If Secretary Sullivan behaved that way as a physician, I would
be worried for his patients. He did not know what he was talking
about. He had to be shown where the reference was. Well, that is
not the way to establish the truth about comparative health sys-
tems.

My point would be you have got to take into account that with
this big an industry, the stakes are huge. With this scale of eco-
nomic stakes, everybody is going to feel pressure to come up with
a position that is comfortable to their own group. That is true of
all us, myself included.

The only way you get countervailing intellectual forces is to cre-
ate an environment in which there is punishment for people misus-
ing their expertise.

When I think about the commission in 1983 on the Social Secu-
rity, I think about that again as an area where enormous con-
troversy was created. And a set of serious people were given a seri-
ous task.

And someone like Robert Meyers, a Republican who has worked
on both sides of the aisle, had to come up with defensible claims
in a way that changed the ordinary process.

So either between a commission of the kind that you were sug-
gesting or a special set of hearings in which the format differs from
the ordinary one. There would not be prepared statements before-
hand, but there would be background material given and questions
asked and a debate in front of you.

I think unless you do that what happens is that these hearings
become devices for ventilating already predigested views. And the
consequence is that the populace feels ill served by what is pre-
sented to them as a truth-seeking exercise.

I have gone around the country this year. I have been astounded
at the anger people feel about the gap between what they are told
about medical care and their experience about medical care as in-
surance unravels.

But they are not in the position to sort out what goes on in, let
us say, Manitoba as opposed to Minnesota or in Vancouver as op-
posed to Seattle or in Montreal as opposed to Boston.

And they are not in a position to make any judgments, for exam-
ple, about whether constraints and the supply of physicians seem
to be important in cost control, the point that Carl raised earlier.

So without overtaxing one's aspirations for exploration of the
truth, I think you could set up a framework in which the rewards
for presentation here would be somewhat different and in which
the preparation for it would be substantial enough so that you
would know you had at the table people who were prepared to chal-
lenge in a very direct way and defend their challenges.

That is about all I can think of.
Senator DASCHLE. Well, this job is hard enough as it is. It is hard

enough if all we had were the facts and a truly objective analysis
of what it is that we must do in order to accomplish our goals.

Dr. MARMOR. That alone would be hard.
Senator DASCHLE. That would be hard enough. But this whole

issue is so clouded with anecdotal and other kinds of information
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that distort the facts and cloud the choices and make our whole job
even far more complex.

The obfuscation of information is so incredibly alarming that it
really causes me concern.

And I am not just saying one side or the other. As everyone has
indicated, a clear indication that as a result of the information pre-
sented here, we are not even going to get to first base unless we
clear up some of that misunderstanding prior to the time we make
these hard choices.

Dr. MARMOR. In every other system that I have looked at among
the vast industrial democracies, in every single one before they
universalized insurance, they had some kind of commission that
settled partly factual questions and brought forward to the govern-
mental decisionmakers some degree of prepared baseline informa-
tion.

That has been true of every single one of them. The famous Hall
commission in Canada is just one illustration. We are backing into
universal health insurance. And it may be that we need to do
something like the Hall Commission in our forum with our own pe-
culiarities.

But we will never do it completely. We do not have royal commis-
sions. We are not a monarchy. We do not have an old monarchy.
We do not have that kind of authority.

The institute of medicine one might have hoped in another con-
text, but that does not seem quite right for this setting and so on.
But every one of the CECD countries did something special to pre-
pare for the avalanche of claims about information.

Senator DASCHLE. Dr. Brown.
Dr. BROWN. I would add to what Ted said only that I think that

those kinds of hearings in which people who really have studied
particular countries or done so comparatively could be very produc-
tive. They would be useful particularly if the people who are in-
vited to testify or participate in that debate are not invested in see-
ing a particular outcome in this country that was modeled after one
or another country or not modeled after any other country.

I also think it is obviously important to remember that every sys-
tem has advantages and disadvantages. And I think for ourselves,
the task is to shift through what are the things that we can build
into our system or build on or rebuild that will minimize the dis-
advantages and maximize the advantages, drawing from wherever
we feel it is appropriate.

I think that few of us up here would be advocates of adopting an-
other country's system. And that, ip fact, is kind of the convenient
attack by opponents of comprehensive reform who may often refer
to a proposal as a "Canadian-style system" simply to distract atten-
tion from the details or the structure of that proposal and focus in-
stead on what may be fairly superficial similarities to another
country whose system they are opposed to and where their real
agenda may be undermining support for such a structural change.

Senator DASCHLE. Well, this has gone on very long. And I appre-
ciate very much your testimony.

I just have to ask Carl one last question. I have never heard
until this morning in your testimony that other countries in other
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parts of the world are moving much more towards a private sys-
tem.

What examples would you share with us in that regard, Carl, to
illustrate your point?

Mr. SCHRAMM. Well, certainly, Great Britain is a very important
and I think stunning example.

Senator DASCHLE. Great Britain is moving dramatically towards
a private health care system?

Mr. SCHRAMM. Well, in the last 10 years, we now find 12 percent
of the population of Great Britain covered by private insurance.

Senator DASCHLE. As opposed to what 10 years ago?
Mr. SCHRAMM. Zero percent 10 years ago.
Senator DASCHLE. Zero.
Dr. BROWN. Wrong. Not true. It was 5 or 6 percent 10 years ago.
Senator DASCHLE. Let me just ask Mr. Schramm to finish.
So you use Great Britain as an illustration. Are there any oth-

ers?
Mr. SCHRAMM. The dramatic points that I was making in terms

of the movement in this direction from Lloyds is where I based my
fact there. I apologize if I am incorrect on that.

And also in Great Britain is the notion that the insurance capac-
ity, the reinsurance capacity is now trying to rebuild the health
planning in Czechoslovakia and in Russia and in several other
Eastern bloc countries.

Senator DASCHLE. So you are saying in eastern Europe, they are
moving from a governmental system to a private sector system for
health care delivery.

Mr. SCHRAMM. Yes.
Senator DASCHLE. And so you got Britain and the Eastern Euro-

pean countries as illustrations of that fact.
Mr. Schramm. Right. We also have evidence from New Zealand

and also have evidence of a growing interest, if not, a significant
emergence of a reborn private system of co-insurance or wrap
around insurance in one of the Scandinavian countries.

Senator DASCHLE. Dr. Marmor.
Dr. MARMOR. The only thing I would add to that is that you have

to be careful what you mean by the growth of a private system.
Every one of these systems is struggling with pressures of medi-

cal care costs in a period of economic recession. And it is just true
that everywhere they are looking around for ways of balancing cost
against increased care.

What I think is striking is that misleading implications are eas-
ily drawn from their struggles.

For instance, in Great Britain, almost none of the proposed
changes would shift the public financing of medical care, but would
rather change the relationship between doctors and hospitals and
open up some choice for them.

Now, that is an example of public sector competition which has
nothing to do with a model of private insurance. Private insurance,
in fact, is having a quite difficult time dealing with these changes
in Britain.

In the Scandinavian countries, I think it is correct as Carl says
that because of some bottlenecks in their publicly-funded hospitals,
there has been some experimentation with some add-ons, a kind of
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exit alternative. But that is from a 100 percent publicly-funded
hospital scheme.

So looking at the adjustments of countries that have already got-
ten their populations covered and have got their costs roughly in
line with their growth of income is very different from the problem
we have.

We are looking forward to try to get our house in order. They are
looking sideways to see whether they can get in a slightly better
order.

Mr. SCHRAMM. I do not mean to mislead, Senator. I do not think
we should look at the emergence in Great Britain or Scandinavia
or New Zealand or the interest in Russia and say: oh, my gosh, the
public systems do not work.

I think it is much more instructive to suggest even hypo-
thetically, let us say, we are returning in 3 years and we find 10
percent of the Canadian population, upper income people, essen-
tially choosing 100 new Federal statutes in Canada that would
allow such a change of private insurance protection.

I think Ted is really on the right road. What I think we see
emerging there and the caution I would deliver from the observa-
tion of the emergence of the private market in these other coun-
tries is that in every single one of these countries, the engines un-
derneath that devil us are virtually the same.

They move faster. They had comprehensive government protec-
tion. It erodes, just as our own public programs have eroded, be-
cause there is not a composite view of exactly how to deal with the
over supply of physicians, the over capitalization and decay of hos-
pital capital, the entrance of new medical technology that we lead
the world in, but we export to all these countries.

So what I suggest is that the balance that must be struck in any
country is that country's to deal with.

And the observation that these public programs may be crum-
bling, I only offer to suggest that there is no Valhalla in Scandina-
via; there is no garden of paradise in England or Canada. They are
struggling inside their own problems with the same engines that
we face.

Dr. HIMMELSTEIN. But what should be clear when asked this
question, "Would you go back to an American-styl' system or do
you prefer tohave-the Canadian-style system?"-

Three percent of Canadians said they would prefer to go back to
a U.S.-styled system which one of my Canadian colleagues pointed
out to me is their illiteracy rate that is one-fifth of the number who
still believes that Elvis is alive in that country. [Laughter.]

Dr. HIMMELSTEIN. So the growth of private insurance in Canada
is a non-issue. No political party in Canada is willing to say that
it advocates that publicly. And far from 10 percent of the popu-
lation, a very tiny, tiny minority would even want that to happen.

Senator DASCHLE. Dr. Brown.
Dr. BROWN. I would add that the issues that are being struggled

over in these countries are how to control the growth of health care
spending, how to redirect and reallocate the spending and the re-
sources that they now put into health care to produce more of the
kinds of outcomes that all of us favor, to emphasize things like pri-
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mary care, to bring down somewhat the growth of the hospital sec-
tor and its ability to endlessly absorb medical care dollars.

That certainly has been the motivation in Sweden. And there is
no interest in Sweden in privatizing the insurance system in Swe-
den.

In England, John Majors had to promise, publicly swear that he
would, in fact, strengthen the national health service, not disman-
tle it, in order to get reelected. And his first announcement upon
reelection was that he would fulfill that vow to strengthen the na-
tional health service.

In New Zealand where the system was by all accounts insuffi-
ciently funded, there was a debate that emerged in the parliament
over whether or not to institute a system of private health insur-
ance or instead to raise taxes to support the national program they
have.

I was visited just 2 weeks ago by the Director of the Mental
Health System in New Zealand who told me that just a couple of
weeks before, politicians had cut short what they expected to be a
very lengthy and contentious public debate about this issue be-
cause the populace was so overwhelmingly opposed to private
health insurance and favored an increase in taxes because they felt
they got great value for their tax dollars.

And I think that is the lesson that we can all draw from tax-fi-
nanced public and universal health insurance programs throughout
the world: when they produce value for what people and those
countries put into them, they have enormous popular support and
people do not resent paying taxes to support them.

Mr. PERES. Senator.
Senator DASCHLE. Yes.
Mr. PERES. If I may. And I know-you- want-to-end the-hearing.
Dr. Himmelstein's quip about the 3-percent illiteracy rate equal-

ing the 3-percent support for private health insurance hit a real
nerve.

And I think you asked what can we do and we heard some com-
ments that we should not have the people with a vested interest
in the room because they have a vested interest. We should have
erhap s-as I think was Dr. Brown or Dr. Marmor said-we should
ave disinterested experts, perhaps academics.
But I do not know that anybody is disinterested. Maybe they do

not get tlidir-spc-ific dollars, their salary from an insurer or a
pharmaceutical firm, but everybody has an interest.

What I have not heard is let us ask the people. Let us find out
what they want out of the health care system. Let us get them to
help define what they mean by reform. What do they mean by the
national health insurance because they do not agree?

There are some efforts that I know are ongoing to try and do
that. I think that that would be a very good first step.

Senator DASCHLE. Well, I think you are right, Mr. Peres. It is a
good first step. But I also think we need leadership. We are not
going to accomplish what we need to set out regardless of what it
is we finally choose to do if it is not from very strong national lead-
ership.

And in my view, it has got to start with the White House. If you
want my honest opinion, I do not think we are going to get any-
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thing done until we have leadership in the White House that works
with the Congress in coming up with a comprehensive solution that
will bring us the desired result far beyond that which we heard
proposed by the Secretary this morning.

But we have made another contribution to the debate this morn-
ing. As I said earlier, I think this has been an excellent panel. I
appreciate the testimony, the information provided. Your comments
were very helpful.

With that, the hearing stands adjourned.
[Whereupon, the hearing was recessed at 1:25 p.m. to be re-

sumed at 9:30 a.m. on Thursday, June 18, 1992.]
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OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S.
SENATOR FROM TEXAS, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. If you would please be seated and cease con-
versation, then we will get under way.

The American health care system, obviously, is in serious need
of reform. I think we are reaching crisis proportions on it. Spending
on health care continues to grow at double-digit rates, rapidly out-
pacing the general growth in our economy.

Millions of Americans are struggling to afford the health care
services that they need, worrying whether or not health care will
be available when they need it, or when a sick child or an elderly
parent needs it.

Agreeing on that is the easy part of it. Agreeing on the solution
is a lot tougher. We are getting a feat diversity in offers on what
various members of Congress and so-cal led experts in the field
think will take care of the problem.

But, nevertheless, we are committed to enacting legislative solu-
tions to these problems, and today's hearings are going to help us
do that.

During the last month, the Finance Committee has continued its
examination of these issues in a whole series of hearings intended
to explore these specific proposals for comprehensive health care
reform.

Today's hearing focuses on proposals that would use the Federal
tax pohcy and other incentive-based methods as a means of provid-
in 4 Americans access to health care.

Yesterday we heard testimony from Health and Human Services
Secretary Sullivan about the President's proposal; from Senator
Kassebaum about her proposal, and pending before this committee
are a number of other bills that take this general approach, includ-
ing S. 1936, a product of the Senate Republican Task Force on
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Health Care introduced by Senators Chafee, Dole, and 21 other Re-
publican Senators last November.

Senator Symms has offered S. 2095, the Affordable Health Insur-
ance Tax Act, which makes a number of changes in the tax treat-
ment of health insurance.

At the opening of this Congress, Senator Cohen and Senator
McConnell each offered health care plans that include tax credits
for the purchase of health insurance. They will join us this morning
to discuss their plans.

There is still more to come, including a proposal that would give
favorable treatment to employer-based medical savings accounts
under development by Senator Breaux.

We will also hear this morning from our House colleagues, Con-
gressmen Stenholm, Andrews, and Cooper. We will discuss the in-
novative plan put forth by the Cunservative Democratic Forum
Health Care Task Force.

We have a number of other distinguished health experts who will
share their views on these proposals, and I look forward to the tes-
timony of our witnesses. I defer, now, to Senator Packwood for any
comment he might want to make.

Senator PACKWOOD. Mr. Chairman, I have no opening statement.
The CHAIRMAN. Thank you. Senator Breaux.

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

Senator BREAUX. Just a brief statement, Mr. Chairman. Just,
also, to commend you for your diligence in pursuing this. It is an
easy subject. It is something, despit some who say, just fix it, or
just do it, that is very complicated and it deserves the time and the
attention that you have given to this subject in order to come up
with a plan that makes sense and will work and serve the needs
of the American public.

I just want to refer, Mr. Chairman, for the record, to the chart
that I have here, which really summarizes the medical care savings
account legislation that I have introduced. We have a number of co-
sponsors on this bill. Senator Coats has a similar bill. He is work-
ing with me and has indicated he wants to co-sponsor this one, as
well.

This addresses a particular aspect, I think, of the problem that
needs to be addressed. If you look at the chart, these figures that
are on this chart represent one area of the country. This particular
area is in middle America. It is the cities of Denver, Peoria, IL,
Cincinnati, and Scranton. These figures are an average of what it
costs for insurance in those areas.

The middle line, the $4,500 line, is the cost of employer-provided
health insurance in those cities. That is what the employer contrib-
utes, per employee, on average: $4,500 for each employee to insure
that employee and his family.

Now, if you look on the left, in that area that we are talking
about which is similar to all other areas, 94 percent of people who
have insurance have less than $3,000 of expenses for health care
in a year's time; 94 percent spend less than $3,000 a year on pay-
ing for their benefits in health expenses.
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What this plan suggests is that let us take that $3,000 that that
employer is contributing already in insurance premiums and give
it to each employee in a medical care savings account for that em-
ployee. And that employee would then have a savings account with

3,000 in it.
Now, the rest of the remaining money the employer would use

to buy-which our plan would require him to buy-a catastrophic
plan for that employee and his family to cover any expenses over

3,000.
The average cost of that plan in these areas that I am talking

about is $1,395. You still have $1,500 left, so that is about a $105
savings from the $4,500. The employer is still contributing the
same amount.

Now, here is the advantage of this plan. That employee then has
that money to use to pay for his medical expenses. And, as we have
seen, 94 percent of the people never spend that much in a year.

That employee would have that money to keep in his account,
and if he does not spend it all in the first year, he gets to carry
it over. And he gets to carry it over each year that he pays.

If he withdraws it for purposes other than medical purposes, he
has to pay income tax on it. He also has to pay tax on the interest
that is built up in that savings account.

But say this employee is generally a healthy employee. I have
been fortunate. I do not think I have ever had in my lifetime
$3,000 of medical expenses in 1 year.

That employee would have the right to keep that account and
carry it with him. If he loses his job, he still carries that account
with him and is able to use it to take care of his medical expenses.

I think a couple of things happen. Number one, I think there is
a problem with people not being as careful as they should be in
paying for medical expenses as long as somebody else is paying for
it.

As long as Medicare gets the bill, or an insurance company gets
the bill, many people want the most, the best, and the most often
and there is not a lot of diligence in how they pay for medical care
that they use in their lifetime. This would change that, because
this money belongs to that employee.

That person would be more careful in how they spend their
money, be more selective, seek the best bargains, go to the hos-
pitals that provide care at a good price, and doctors that do a good
job at a fair price. So, they become much more disciplined in how
they spend their health care dollar because it is now their own
health care dollar.

The second thing it does, is to really address the question of ad-
ministrative expenses. We eliminate red tape by this. Under this
plan, when that person goes to the doctor, he does not have to fill
out forms. A doctor does not have to fill out forms.

He goes to see the doctor for a $50 or $100 visit; he pays the doc-
tor. The doctor tells him how much it is, the hospital tells him how
much it is. You do not have to write up and send off forms, you
do not have to use the bureaucratic mess that is now costing us a
great deal.

Public Citizen's Report says that from 20-24 percent of American
health care costs go for administrative costs. This would eliminate
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a large portion of that. Insurance companies have told us that it
costs as much for them to process a $500 claim as it costs for them
to process a $50 claim.

So, this plan does two things: It gives more discipline to the per-
son in how he spends his health care dollar; secondly, it eliminates
the bureaucratic administrative costs for all of those claims of
under $3,000 in a year.

An-l as we have seen, just as one example, 94 percent of the peo-
ple in this country spend less than that amount per year in health
care costs. There is a requirement under this plan that the em-
ployer pay for the catastrophic health care plan. He cannot walk
out on his responsibility to the employee. So, any cost over $3,000
is covered by a catastrophic plan which the employer contributes
to.

And, finally, Mr. Chairman, I would point out, obviously this is
not comprehensive. It does not address the millions who do not
have insurance. But it is just, I think, one ingredient in a larger
part of the solution that I think merits our consideration and favor-
able reaction to, and would recommend it. Thank you.

The CHAJRMAN. Senator, thank you very much. We will be look-
ing forward to hearing more about your proposal. Our first witness
this morning is Senator Bill Cohen, a U.S. Senator from the State
of Maine, who has been a student of this subject. We are very
pleased to hear his proposal.

STATEMENT OF HON. WILLIAM S. COHEN, A U.S. SENATOR
FROM MAINE

Senator COHEN. Thank you very much, Mr. Chairman. I appre-
ciate the invitation to offer a few comments this morning. I might
point out we also have an Aging Committee hearing going on in
which, among others, Mr. Jack Palance is going to be testifying and
talking about the benefit of art and music.

And I am sure it is going to be beneficial for us to learn how it
enables him to do three one-handed push-ups during the Academy
Awards. I will be leaving shortly to find that out.

The CHAIRMAN. Well, I must say, as we have gone through these
proposals, we have been doing a bit of aging ourselves.

Senator COHEN. And not many one-handed push-ups. Mr. Chair-
man, I think, as you have pointed out very clearly, that the need
for health care reform has reached critical portions.

It is, in fact, a moral imperative. We face the ironic situation at
a time when expenditures are skyrocketing and most Americans
are going without needed care.

As Lester Thurow, the noted economist, has observed, health
care is rapidly becoming wealth care as these costs are spinning
out of control beyond the reach of the average American.

While we have the best health care system in the world, the very
things that make it the best-the scientific breakthroughs, the
technology, and the quality of care-also make it the most expen-
sive. Arid, as costs escalate and climb, access declines.

We are also faced with the ironic situation that Americans want
not only cheaper care, they want better care. We are faced with
what seems to be an irreconcilable conflict between increasing ac-
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cess, controlling costs, and maintaining high quality. And that, in-
deed, is the challenge that all of us face.

As you pointed out, there are a number of bills pending in the
Senate. At least 20 bills have been introduced.

The focus, so far, has been upon the differences that exist be-
tween these bills. What I would like to do is focus upon what the
various plans have in common, and also voice my objection to the
thought that we should resist any sort of temporary or piecemeal
approach to reform, regardless of the fact that these reforms are
needed, necessary, and, indeed, productive. I do not believe that en-
actment of these needed reforms would undercut the comprehen-
sive approach that might be agreed upon next year, the year there-
after, or whenever. And I would like to go on record as being
strongly in opposition to that particular view.

I would point to today's editorial in the Washington Post that en-
dorsed the proposal that you currently have pending before the
Senate and add my own support.

I believe we ought to move forward with whatever pieces of the
puzzle that we can adopt that will prove to be beneficial and pro-
ductive in the effort to improve the health care system.

I would like to focus just quickly upon a number of the common
elements. For example, a common element of both Republican and
Democratic proposals is insurance market reform to make coverage
more available, affordable, and predictable, particularly for small
businesses.

Ironically, the very people who need the care most are the ones
who cannot get the insurance, and, therefore, are excluded from the
system. The insurance companies have to stop competing with each
other about whom to exclude and start concentrating on how to
make affordable policies available to all Americans. And I believe
that your proposal moves very much in that direction.

It is also estimated that as much of a quarter of the uninsured
lack coverage because they have been priced out of the market by
increases in State-mandated benefits.

Most of us agree that it is time to preempt the more than 800
specific State-mandated benefits in order to make affordable basic
benefit packages that emphasize primary and preventative care
available to small businesses and individuals.

Most of us agree that it is time to make insurance more afford-
able for self-employed individuals and their families by granting
them the same tax benefits currently granted to big business-to
equalize those tax benefits or to come as close as we can to equaliz-
ing them.

We all agree that we could reduce administrative costs by as
much as $100 billion a year, by replacing the more than 1,100 in-
surance forms that clog the system with a simplified, standardized
electronic claims processing system.

We agree that it is time to reform the medical liability tort sys-
tem which spends more on legal overhead than on compensating
victims, and which adds an estimated $20 billion a year to the na-
tion's health care costs.

There is also agreement that increased funding should be pro-
vided for outcomes research to establish which drugs and proce-
dures are most effective under which circumstances to improve
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quality of care and to eliminate the costly practice of defensive
medicine.

And most of us are concerned about the proliferation of expensive
medical equipment and high-tech machinery that has contributed
to an equally dazzling explosion in health care expenditures.

These services can, in fact, be delivered more efficiently and ef-
fectively by allowing cooperation between hospitals rather than
competition, and without fear of being sued by the Justice Depart-
ment for violating antitrust statutes.

I have introduced as part of my own measure a bill that would
allow hospitals to cooperate and share technology without fear of
prosecution.

And, finally, we all know that health insurance alone is not going
to ensure good health. Americans have to be encouraged to engage
in healthy behavior and to accept more responsibility for their
physical well-being.

Investments in health promotion and prevention offer returns
not only in reduced health care bills, but longer life and increased
productivity. As Dr. Michael Creighton has observed, the future of
medicine lies not in treating illness, but in preventing it.

So, Mr. Chairman, these concepts, which are all in my proposal,
have been endorsed by the administration. They are in your pro-
posal, they are in the Republican Task Force proposal, and they are
also in the Mitchell-Rockefeller proposal.

So, I would urge the committee to fix upon those common items
that we can all agree upon and move as quickly as possible on
them. Not delay until next year, as some have advocated, until we
can have a total comprehensive bill that all of us, or a majority can
adopt.

I think there are things that we can do and should do as quickly
as possible and focus not upon what divides us, but upon what
unites us. And I thank the Chairman for this.

[The prepared statement of Senator Cohen appears in the appen-
dix.]

The CHIRMAN. Senator, I sincerely appreciate your comments
there, and I strongly share them. We have passed, with good bipar-
tisan support, our Better Access to Health Care bill. And it does
begin to take care of the problem of people working for small busi-
ness.

You are seeing a situation where the premiums continue to
mount and a small business person raises the deductible, then the
co-insurance, then they drop the dependents, and then they drop
the policy altogether.

You are seeing insurance companies come in and cherry-pick and
say, we will take 24 of your people, but we are not going to take
her because she has a heart condition. And that is the person that
may need it the most.

We are seeing job lock because employees cannot change jobs be-
cause they have a child that has leukemia, someone has a bad
back, and they are afraid they cannot get health insurance in the
next job that they might take.

All of those things we have addressed and we can make a major
step; not a final one, by any means. But we are going to offer some
relief to millions of people and some security of health insurance
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accessibility as we work toward comprehensive health care reform.
So, I strongly agree with your views in that regard. Senator Pack-
wood.

Senator PACKWOOD. No questions, Mr. Chairman.
The CHAIRMAN. Senator Breaux.
Senator BREAUX. No questions.
The CHAIRMAN. Thank you very much.
Senator COHEN. Thank you very much, Mr. Chairman.
The CHAIRMAN. We appreciate it. I understand that Senator

McConnell has had a conflict with another committee and will not
be able to present his testimony. I call, now, on Senator Dan Coats.
We are very pleased to have you this morning and look forward to
your testimony.

STATEMENT OF HON. DAN COATS, A U.S. SENATOR FROM
INDIANA

Senator COATS. Mr. Chairman, thank you very much for the op-
portunity to briefly speak to you this morning. And Senator Pack-
wood and Senator Breauk, I thank you for this opportunity.

You are going to be hearing very shortly from a good fend and
a good Hoosier, J. Patrick Rooney, who, I think more than a year
ago, introduced me to a concept that I think holds a great deal of
promise in terms of dealing with the current problems we have
with access to care, and, particularly, cost of health care.

That concept has been tested and modeled and I have talked to
numerous people engaged in the health care field throughout the
State of Indiana and found a great deal of receptivity and excite-
ment for the concept, and I would like to just briefly present it.

It is very similar to what Senator Breaux has introduced today.
It is called HealthSave. I introduced the legislation on April 7. I
have seven Senators co-sponsoring it here in the Senate.

I was attracted to it because it was, of all the plans presented
to me-and I have spent, now, more than a year talking to admin-
istrators, doctors, nurses, providers, users, employers, insurance
people, and others, trying to get a handle on what has turned out
to be a very complex problem-a plan with the most promise in
terms of achieving real savings.

And it does so because it recognizes a very human behavioral
idea. If if we fail to recognize this idea we will only have paper sav-
ings and not real savings.

It is a very basic concept-if you give the consumer of health
care an incentive to live a healthier lifestyle and to be a wise shop-
per for health care costs, that incentive will produce real savings.
And HealthSave does that.

Its concept is very simple. It takes the IRA concept and creates
medical savings accounts. It allows an employer to create for the
employee a medical savings account of, say, up to $3,000 per year.

And the employee, or the owner of that account, to the extent
that they can save money and not spend it on health care expendi-
tures, the money accrues interest. The money is their property.
This is a very basic human incentive to, I think, taking better care
of yourself, looking at preventive care, and being a wise shopper.

Now, the concept that HealthSave incorporates is based on the
fact that the average employer-at least in the mid-West--cur-
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rently spends about $4,500 a year in health care expenditures, for
the purchase of a policy for an employee and their family.

Now, we know that we can purchase roughly a catastrophic cov-
erage policy for around $1,500. I am just using rough numbers
here, Mr. Rooney can offer the actual actuarial numbers based on
research.

But the employer can purchase for the employee and their family
a catastrophic policy of $3,000 limit, which will cover all expenses
over $3,000. Then, subtracting that from the $4,500, take the re-
maining $3,000 and give it to the employee in the form of a medical
savings account.

To the extent that that employee and their family do not use that
$3,000, it accrues. In my bill, on a tax-free basis, and in Senator
Breaux's bill, on a taxable basis, but it accrues to that particular
employee.

So, what does this motivate the employee to do? He and his fam-
ily suddenly become preventive-conscious. Because, to the extent
that they can modify their diet, their health habits, their exercise
habits, their smoking, their drinking, whatever they can do on a
preventive nature, they end up saving money.

Secondly-and maybe just as important, if not more impor-
tantly-they become shoppers for health care. And we move from
a concept of, it does not matter what I spend because someone else
is picking up the cost, to it does matter very much what I spend
because, to the extent that I do not spend it, that accrues as sav-
ings to me and my family and is available, then, upon retirement,
for purchase of long-term care coverage, for protection against
major medical expenses, and, under my bill for retirement; under
Senator Breaux's bill, just for the first two.

From that standpoint, then, the individual becomes a player in
the system. And without making the user a player in the system,
I do not think we will get away from this problem that we cur-
rently experience, and that is, someone else is paying for it, I have
paid my premium, I am going to run it up to my deductible as fast
as I can, and then everything after that I am not going to worry
about. It is just human nature to do so.

But, if that money becomes mine, or that money can accumulate
and become mine upon retirement, I am suddenly going to start
asking some very important questions. Do I need this procedure?
Is there a cheaper prescription medicine available to treat me? Can
someone else do it cheaper? Is this really necessary?

This is the way we shop for cars, or refrigerators, or microwaves,
or VCRs, or televisions and most everything else. The one area we
do not ask questions and compare prices and actually shop is in the
medical care field because it is picked up by someone else.

So, HealthSave, which I introduced on April 7th, has seven spon-
sors. I am going to co-sponsor Senator Breaux's bill. We are going
to try to work together to achieve some bipartisan support for this.
It is the concept that I think is important.

J. Patrick Rooney is going to explain that, and I am proud that
a Hoosier has devoted so much of his time in talking to Senators,
traveling around the country trying to encourage a concept that I
think is very important. And I look forward to his testimony, and
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I think you will find it very interesting. I appreciate the oppor-
tunity to discuss HealthSave with you this morning.

[The prepared statement of Senator Coats appears in the appen-
dix.]

The CHIRMAN. Thank you very much, Senator. It is an interest-
ing proposal. Senator Breaux has discussed it, and apparently we
are going to get further testimony on it: So, I am very pleased to
have you present it. Senator Packwood.

Senator PACKWOOD. No questions, Mr. Chairman.
The CHAIRMAN. Senator Breaux.
Senator BREAUX. I will take just a moment to thank Senator

Coats for being here and for working on this plan. I did not under-
stand it in the beginning. Employers can already do this, but the
difference is, when they give, say, that $3,000 to the employee,
there is an incentive for the employee to spend it all. Because, after
the end of the year, whatever is not spent, it reverts back to the
employer under the current tax law.

Our proposal is different because it allows that employee to ac-
crue those savings, and, instead of being an incentive to spend it
all, it is an incentive to be more careful in how you spend, knowing
that if you do not spend it all, that it reverts over to the next year,
and the next year, and builds up each year thereafter until you
have a real big nest egg that can be used for retirement, could be
used for long-term health care when that person reaches that stage
in his life when he needs it.

So, the real difference in the tax situation is that a person who
has this account is not encouraged to spend it all, but, in fact, is
encouraged to spend it more wisely and allow it to build up each
year. And I think, from a tax standpoint, that is the change we are
talking about.

In our bill, the interest build up, which dramatically reduces the
cost, is a taxable income to that employee. The $3,000 contribution
is already deductible by the employer, so there is no change there.
So, I think it is a good concept. Congratulations to the Senator for
working on it.

The CHAIRMAN. Senator Durenberger, for any comments you
might have.

Senator DURENBERGER. Thank you, Mr. Chairman. I appreciate
very much the contributions to my learning that all of my col-
leagues have made.

And my old friend, Pat Rooney, who really began as a student
working with my father who was a teacher and a coach at St.
Johns many years ago-he is much more than a Hoosier, Senator
Coats.

Senator COATS. Well, Pat is a Hoosier. I do not care how you de-
scribe him; we are going to claim him.

Senator DURENBERGER. All right. Well, we will split him.
The first question I would like to ask is, what is the value you

see in hanging onto the employee in this whole system?
There are people-I think the Heritage Foundation is one of the

best examples and you are probably generally familiar with their
roposal-who say, "What is the point of keeping the employer in
ere, anyway? Have the employer pay cash the old-fashioned way-
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wages and salaries-to employees and let the employees then make
decisions about where they are going to get their health insurance.

Have you come to this particular approach, which seems to me
to be kind of half-way in between those two? Have you come to this
because you see some particular value in not taking the employer
out of the loop, but keeping them involved in some way?

Senator COATS. Well, I see no reason why this cannot be applica-
ble both through an employer-paid plan and an individual plan.
And I think we could easily provide this concept to both of those
plans, just because there are so many Americans that are cur-
rently-it is just sort of ingrained in all of our minds that one of
the benefits available through employment is an employer- pro-
vided health insurance plan.

I think it would be a radical notion at this point in the debate
to simply say we are going to scrap all employer-paid insurance
plans.

Senator DURENBERGER. But you see this as working under either
circumstance.

Senator COATS. There is no reason why this cannot work in a
dual system. Employers can choose it if they wish. In fact, we are
working to try and incorporate this for those that are currently not
covered by insurance, or underinsured, an we are working with the
administration in terms of their voucher plan so that those vouch-
ers could be used to set up individual medical accounts. And that
takes it, then, beyond just those currently covered under employer
plans and makes it available to uninsured.

Senator DURENBERGER. That gets me to the second question, and
maybe partially answers the second question, which is the tradi-
tional way of looking at these medical savings accounts is that they
are available to some-those with a little bit of spare cash on the
margin-and they are not available to a lot of other people.

But if you tie it together with some kind of a voucher plan or a
tax credit. I suppose you are getting a little bit closer to leveling
out the economic disparity.

Senator COATS. Absolutely. Because this question of access has
to go together with cost. We have to deal with the dual problems.
And if we go forward with, say, a voucher type plan or where a cer-
tain amount of credit is provided, there is no reason why an indi-
vidual who is not currently covered under an employer's plan, or
perhaps not even employed, could not take that voucher or that
credit that is available to that individual and take it to a bank or
financial institution that is offering the medical savings account
and use it to set up his or her own account.

We might even have a plan whereby they could also purchase the
catastrophic. I think that the purchase of the catastrophic is impor-
tant here-the umbrella coverage-because without it, you con-
tinue to have that problem of, a major lifetime, high-cost illness
coming along ar taking out a lifetime of savings and a lifetime of
earnings and assets? The comfort of having an umbrella policy pro-
viding coverage for catastrophic illness or cost, I think, is an inte-gral part of all this.

And, then, underneath that, you have your basic costs that most
families incur every year. You have the protection and safety of the
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catastrophic, but you also have the incentive of being health con-
scious and cost conscious.

Senator DURENBERGER. I think the only other thing I am left
with a concern about-and I ask this question to everybody eventu-
ally-is the notion that somehow if people are paying the first
$1,000 or $2,000, they are going to change the system in some way.
In my experience with the system, I am not sure it is going to hap-
pen.

I think we need the George Halvorsons in here. If you buy
George's plan, and you let George ask the questions about alter-
native drugs, and you let George ask the questions about alter-
native procedures, you are going to come out a lot better than Dan
Coats taking one of his kids in there and arguing with a doctor
whom he has been seeing for a long time. I am certainly not con-
vinced that, because I have to spend my own dollars, that auto-
matically I am going to be able to cut a deal with a doctor who is
going to do something better for me for less money.

Senator COATS. Well, I base it on the fact that, in my own per-
sonal experience and the experience that I think is true to most in-
dividuals, if we can personally profit or save from decisions that we
make, we are much more inclined to be involved in the decision-
making process than if someone else is doing that. I look for the
best deal when I am out buying a product, if I know it is going to
save me money. It is the difference between owning a house and
renting a house.

If you rent a car or a house, you just naturally do not take care
of it. You are not as conscious about doing things up front that will
save you money later on-you know, that old, pay me now, pay me
later concept-as you are if you own it yourself.

Senator DURENBERGER. Right.
The CHAimAN. Thank you very much, Senator. We appreciate

your testimony this morning. Next, we have a panel that consists
of Congressman Charles Stenholm; Congressman Michael Andrews;
and Congressman Jim Cooper. If you gentlemen would come for-
ward, we would be pleased to-

Representative STENHOLM. Mr. Chairman, we have had a vote
call. Would it be possible for us to let someone else go and us come
back?

The CHAIRMAN. Yes, of course. We will do that. Next, we have
a panel consisting of George Halvorson, who is the president and
chief executive officer of Group Health in Minneapolis, MN, on be-
half of the Group Health Association of America; J. Patrick Rooney,
who is president and chairman of the board of the Golden Rule In-
surance Co. If you will come forward, please.

Senator DURENBERGER. Mr. Chairman, if I may, let me thank
you for calling both of these witnesses. They both happen to be
very dear and personal friends of mine, and people that I admire
greatly for their expertise. I compliment you on your wisdom in
asking them to come and testify on this issue.

The CHAIRMN. Mr. Halvorson, if you would proceed, please.

60-871 0 - 93 - 6
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STATEMENT OF GEORGE HALVORSON, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, GROUP HEALTH INC., MINNEAPOLIS,
MN, ON BEHALF OF THE GROUP HEALTH ASSOCIATION OF
AMERICA
Mr. HALVORSON. Thank you, Mr. Chairman. Good morning, Mr.

Chairman, Senator Durenberger, members of the committee. It is
a great honor for me to appear before you to talk about this ex-
tremely important topic.

My name is George Halvorson. I am the President and CEO of
Group Health, Inc., a 320,000-member staff model HMO located in
Minnesota.

As a staff model HMO, we own and operate our own clinics and
care facilities, employing physicians, nurses, lab technologists,
pharmacists, et cetera. We currently have about 3,800 employees,
,rnd 3,500 of them deliver care.

I am also the Chair-elect of the Group Health Association of
America, GHAA. GHAA is -the nation's largest and oldest trade as-
sociation for HMO's and GHAA members enroll most of the 38.6
million people in this country who are members of HMO's.

I was also a member of the Minnesota Health Care Access Com-
mission that helped to create the HealthRight legislation that we
hope, in Minnesota, will bring down the cost of care for us. And I
will be a member of the new HealthRight Commission that is being
established to help accomplish that goal in Minnesota.

I am here today to make a couple of comments about the reasons
why this Congress should consider the inclusion of HMO's in any
solution that you develop for the health care cost problems.

And then I would like to offer a thought about the underlying
flaws that will need to be corrected in the health care financing
system before any of the proposals that you are considering will
have any chance for success.

Let me begin with the performance of HMO's. Mr. Chairman,
HMO's work. HMO's deliver more benefits for less money than any
alternative form of either health care financing, or delivery.

In 1991, for example, according to a national A. Foster Higgens
study of U.S. employers, employers spent 14.7, percent per em-
ployee less fcr HMO coverage than they did for traditional health
insurance coverage for-their employees.

That 14.7 percent savings is even more impressive when you con-
sider that HMO's offer much more comprehensive benefits than
traditional insurance with an actuarial value ranging from 15 to 25
percent higher than traditional insurance. The difference in the in-
surance world is paid out of pocket by the patient.

So, we have a proven track record of providing more health care
for less money, and even the American Medical Association last
week publicly acknowledged our success and our value.

HMO's also have the potential to significantly reduce the cost of
administering health care. One of the problems of health care de-
livery in this country is the amount of money that is being spent
on health care administration.

Well-structured HMO's can operate at administrative overhead
levels that are 40-50 percent below levels that are common in the
insurance industry.
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Our plan, for example, has a pure administrative cost of about
7 percent of total expenses. Our sister plan in Seattle, Group
Health Cooperative of Puget Sound, does even better, with an ad-
ministrative cost burden of only 5.1 percent. Those numbers, as you
know, compare very favorably with the cost numbers from the Ca-
nadian single-payer system and we offer much more comprehensive
services.

The largest HMO in this country, the Kaiser Foundation Health
Plan, puts even the Canadian system to shame, with an adminis-
trative expense in 1990 of only 2.5 percent.

So, in other words, you have in front of you a mechanism that
can deliver more care for less money while wasting fewer dollars
on administrative overhead. And I urge you to include us in your
planning for the future.

Before closing, I would like to make one final comment. Most of
the health care reform measures offered to date focus on fine-tun-
ing the current health care delivery system by changing underwrit-
ing rules, modifying the tax policy, or mandating the availability
of coverage from either insurers or employers.

Those approaches all have their place, but they simply basically
polish the wart. The real underlying problem is that we have a dys-
functional health care marketplace and we reward the wrong kinds
of health care performance. Any economic system does exactly what
it is paid to do.

And we pay our health care providers for units of care, techno-
logical complexity, and heroic medicine. We do not pay for im-
proved health care outcomes or cures.

There are more than 7,000 billing codes in our payment system
for units of care and procedures, and there is not one single billing
code for a cure. This is a situation that creates many of the prob-
lems that exist in the health care delivery system today.

And we do not even let the consumers know which providers do
a better job of providing cures so the consumers themselves can
make knowledgeable choices. The consumers do not know which
health care providers give them the best chance of surviving a
heart attack, avoiding pre-term birth, or having cancer detected at
an early stage while it is still curable.

These are all measurable results and consumers should know
those responses. The differences are significant, but they are not
available to the consumers. The health care delivery system does
not currently pay for results.

As a result, we basically, in this country, have a non-system with
hundreds of thousands of health care providers sub-optimizing on
a daily basis and not functioning as a health care system.

We will not achieve better health care efficiency in this country
until we pay for efficiency. We will not achieve better outcomes
until we pay for outcomes.

Every proposal in front of you simply fine-tunes the current in-
herently flawed system and continues to create the inherently per-
verse incentives of that system. Thank you, Mr. Chairman.

The CHAiRMAN. Do you need to make any further comments in
summary, or have you finished?
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Mr. HALVORSON. Well, basically, my final comment would be that
health care needs to be delivered through a system of care with a
focus on outcomes.

And, as long as we continue to treat health care as a cottage in-
dustry with independent providers focusing on their economic in-
centives, and as long as we do not pay them for the outcomes of
the process but only pay them for the cost of the process, we will
not achieve efficiency.

And every proposal that I have seen continues to use fee-for-serv-
ing scorekeeping as a mechanism for determining health care costs.
As long as that system stays in place, then the incentives of the
providers will be in direct conflict with the incentives of the buyers.

The CHAIRMAN. All right.
Mr. HALVORSON. That needs to be changed.
[The prepared statement of Mr. Halvorson appears in the appen-

dix.]
The CHAIRMAN. Mr. Rooney, we are looking forward to your testi-

mony.

STATEMENT OF J. PATRICK ROONEY, CLU, PRESIDENT AND
CHAIRMAN OF THE BOARD, GOLDEN RULE INSURANCE CO.,
INDIANAPOLIS, IN
Mr. ROONEY. Mr. Chairman and members of the Senate Finance

Committee, my name is Pat Rooney. I am chairman of the board
of Golden Rule Insurance Co. and I am here today to talk about
medical care savings accounts.

In a report issued last year, the Congressional Budget Office said
that the normal discipline of the marketplace does not work in re-
gard to medical care because, as soon as we go through the deduct-
ible, we are all spending somebody else's money.

The function of medical care savings accounts is to get medical
care spending under control and to restore the normal discipline of
the marketplace.

Here is an example. It is already established that the average
spending for a family of employer-purchased group insurance is
$4,500 a year. You can buy a catastrophic policy that will pay ev-
erything for about, I think it is $1,395 a year, but I use $1,500 as
a nice, round, convenient number.

But if you did that, bought for the employee the policy that
would cover everything above $3,000, guess what? You would have
$3,000 left that could be put into a medical savings account for the
employee and family each year.

Now, if the employee had a major expense, like $30,000, the em-
ployee would be home free because the $3,000 would cover the first
3,000, and the employer's catastrophic policy would cover the next

$27,000. But in most years, the employee's family will spend a lot
less than $3,000 a year.

Under present law, the employer can do the same thing that we
are talking about. The employer can create a medical care savings
account for the employee and put $3,000 in it.

Under the present law, however, the use-it-or-lose-it rule would
apply. And, as a result of that, since the employer is contributing
money that the employees know is attributable to their income, the
employees hasten, at the end of the year, to use the whole thing
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up, whether they need it or not. They have no reason to spend the
money wisely. With the medical care savings account, the same
money goes to the employee that the employee can use for medical
care.

And, at the end of the year, any money not spent is rolled over
to be accumulated for the benefit of the employee and family, just
like an IRA, which can be used for retirement, and can be used for
long-term care and can be used to pay the COBRA premium if the
employee loses his or her job and needs to have a fund with which
to continue insurance until the employee gets a new job.

If we do that, there is no question. It will knock a big hole in
what is currently being spent on medical care. You know, though
we talk a lot about high-tech medical care, the fact is, the majority
of the spending is on medical expenses below $3,000.

In the United States, in most communities--excepting Chicago,
New York, Los Angeles, some of the very high-cost places--only six
out of every 100 people will spend as much as $3,000 on medical
care.

And, so, a major source of the saving in the medical care savings
account is a saving on insurance administrative costs. Insurance is
not an efficient place for small claims, and that is why we would
propose to establish the medical care savings account, let the em-
ployee have the money, let the employee spend the money for the
small claims.

Now, there are two additional advantages. One, that I have al-
ready mentioned, the medical care savings account, is portable,
would belong to the employee, and when the employee lost the job,
this would create a fund with which the employee could continue
to pay premiums to the former employer, under COBRA, and stay
insured.

The other advantage is for the low-income employee. The low- in-
come employee today has a deductible, and, at the beginning of the
year if the child has an ear infection, the employee has to come up
with the deductible out of their own pocket.

Or, if the employee wishes to get preventive care for a member
of the family for immunizations, generally the employee has to pay
for that out of their own pocket.

If we had medical care savings accounts, the money in the medi-
cal care savings accounts could be used to pay for the first dollars
of medical care. With that, I am finished. Thank you.

[The prepared statement of Mr. Rooney appears in the appendix.]
The CHAIRMAN. Thank you. Mr. Rooney, I do not have a lot of

confidence that if you have a child about to come under the knife.
you do a lot of bargaining with the surgeon about what the price
is going to be, if I may.

Mr. ROONEY. Senator Bentsen, I have some hearing loss.
The CHAIRMAN. I have been through a lot of this testimony, but

I think I understand human reactions rather well. I think what
you look for is what you hope is the best care for that loved one.
Price becomes very secondary, and that is what concerns me, frank-
ly, in this kind of an approach.

The other thing I look at is an actuarial number that has been
dven to me. You are talking about businesses currently paying
4,500 for a family of four, with a $250 deductible, and that under
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your plan you would have a policy you would sell with a $3,000 de-
ductible for only $1,500.

The actuaries tell me that the insurance company cannot sell
that policy with a $3,000 deductible for only $1,500. They argue it
is not possible to cover the risk.

They say it is more likely that that policy with a $3,000 deduct-
ible will cost about $2,400, and that, instead, you are putting only
about $2,100 into the employee account. Tell me what your argu-
ment would be the actuaries on that one.

Mr. ROONEY. I am sorry, Senator. Your last statement I did not
hear.

The CHAIRMAN. I am trying to understand how you would re-
spond to what I have been given in the way of numbers by some
actuaries who say that once you get a $3,000 deductible, that it is
not that simple to just say, then, the extra amount is going to be
$1,500, and that is the premium you charge. They argue that it is
going to cost about $2,400 to cover that risk. How would you re-
spond to that?

Mr. ROONEY. That is simply not correct in most of the country.
There are some high-cost areas of the country in which the whole
thing, all of the numbers go up. First of all, the $4,500 is no longer
$4,500 in New York; it is probably $7,000. So, you would have to
ratchet everything up.

But our number of $1,500 will work in Heartland, U.S.A., Cin-
cinnati, Peoria, Denver, Richmond, VA, places of that sort. But it
is correct that there are some high-cost places where both the
$4,500 is higher and the $1,500 is also higher.

If the premium for the present insurance is $7,000 a year, you
could actually subtract $3,000 for the catastrophic policy and you
would still have $4,000 left. And all we have to do is fund the med-
ical care savings account to the tune of $3,000.

The CHAIRMAN. Let me get another point because of my time lim-
itations.

Mr. ROONEY. Go ahead.
The CHAIRMAN. If all employers adopted your approach, then it

seems to me your company and other private insurance people
would be in the catastrophic business, catastrophic care coverage
alone, in a market like that.

Would you be willing to accept that Federal regulation would re-
quire insurers to cover all individuals, guarantee the renewability
of policies, charge premiums that are not based on experience-rat-
ing of individuals? No more cherry-picking. How would you respond
to that?

Mr. ROONEY. Well, that covers a lot of subjects.
The CHAmRMAN. No, it is pretty basic. Are you going to allow that

kind of Federal regulation under your proposal?
Mr. ROONEY. One of the things that would be involved in the

higher deductible is that it certainly does minimize the risk of sub-
standard people. For example, a person with diabetes might nor-
mally be uninsurable.

But if the insurance starts at $3,000 where the person is self-
funding, the needed care to maintain proper supervision of the dia-
betes, in most instances, the existence of a $3,000 deductible makes
the diabetic normally insurable.
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So, my simple response is going to a portion that is self-funded
with a catastrophic portion on the top makes underwriting much
simpler. In our case, by the way, also, we are working on such a
product.

The CHAIRMAN. Yes. But I do not believe that that is an answer
to what I have asked you. Would you, under those kinds of condi-
tions, be willing to accept the Federal regulation where you had to
provide coverage to all people without exception in that regard?

Mr. ROONEY. Yes.
The CHAIRMAN. You would. All right. Mr. Halvorson.
Mr. HALVORSON. Yes.
The CHAiRMAN. One of the points Mr. Rooney makes about man-

aged care was made at yesterday's hearings as well. And there is
a certain amount of administrative overhead associated with re-
viewing the medical treatment of individuals in deciding which
care is appropriate or not appropriate. How would you respond to
what Mr. Rooney contends is an advantage of his proposal?

Mr. HALVORSON. The advantage being that there would not be
that administrative overhead?

The CHAIRMAN. Yes.
Mr. HALVORSON. I think Mr. Rooney's advantage is seriously

flawed at several levels, one of them being the fact that consumers
will not understand how to purchase care appropriately; there is no
sense of the value.

Another is that the care will continue to be purchased through
non-systems, and health care is much too complicated today to be
delivered through a non-system.

The third flaw is that 40 percent of the people incur 4 percent
of the cost; 4 percent of the people incur 40 percent of the cost. For
the 40 percent that are now non-users who now incur zero claims
cost, and, therefore, zero burden to the health care delivery system,
under this proposal, each of those people would suddenly become
a $3,000 expense.

You have to save an awful lot of money if you took 40 percent
of the people and turned them into $3,000 expenses. So, I think the
proposal has some serious flaws in a number of areas, not the least
of which is the fact that it does not rely on any particular efficiency
in the care system, and relies on individual consumers to somehow
determine which care provider would be the most efficient.

That information needs to be made available to the American
public, but it is complicated and it cannot be made available on an
individual providr basis, and it certainly would be something that
would be beyond the ability of any individual consumer to deter-
mine.

The CHAIRMAN. Senator Packwood.
Senator PACKWOOD. Let me ask Mr. Rooney, although, Mr.

Halvorson, if you know the answer to this, you can help me. There
is a very bright young woman named Debbie Steelman who knows
the health business well.

She was in the Reagan Administration and she is a consultant
around here who has testified many times. She is now in her own
business; she is self-employed. So, she can only deduct 25 percent
of her insurance premium costs anyway.
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She tried to buy, individually, a policy with a $5,000 deductible
with catastrophic coverage above it, and she said she could not buy
it: she could not find it. She could afford the first $5,000, she would
pay the first $5,000. She wanted to be covered. Is it true that those
policies are hard to find, or impossible to find?

Mr. ROONEY. That is correct. They are.
Senator PACKWOOD. Why is that?
Mr. ROONEY. Well, one of the reasons is the problem of regula-

tion. We used to offer a policy with $5,000 and $15,000 deductible.
In the transactional costs of dealing with insurance departments

all over the Nation, we found that for individual coverage it is easi-
er to concentrate on policies with lower deductibles. We offer today
policies with deductibles from $250 to $2,500. We are not, today,
offering a $5,000 and $15,000 deductible, though we used to. Now,
we are planning to do so again.

Senator PACKWOOD. When you say the transactional costs, you
mean just qualifying your policy in the State.

Mr. ROONEY. That is right.
Senator PACKWOOD. And that the market for a policy is so small

that it is not worth the trouble?
Mr. ROONEY. That is right.
Senator PACKWOOD. All -'ight. Mr. Halvorson, let me ask you

about managed care. We have had some witnesses and others who
have not been witnesses. I think of Mike Peevey at Southern Cali-
fornia Edison who has a big enough company that they are trying
managed care in the company.

And he indicates that they do quite well at first, but then the
savings disappear after awhile and they are finding their costs
going up just as much as before they had managed care. They are
starting from a lower base, but they are now escalating up again.
Is that a typical experience?

Mr. HALVORSON. I think the disparity between the managed care
costs and the standard insurance costs are continuing to increase.
I think we are seeing that the upward cost trend in managed care
is less than the upper cost trend in standard insurance.

But we compete in the same macro-environment, so when we
hire surgeons, we hire surgeons in the same environment where
they have fee-for-service reimbursement available to them. And
what we need to do is basically change that overall macro environ-
ment in order to achieve efficiency.

In order to achieve maximum efficiency, we need to create a sys-
tem where the providers function in a way where they are re-
warded for improving health care outcomes, not for performing pro-
cedures.

And as long as they are rewarded for performing procedures and
rewarded very well, we will see a system where we have to hire
and compete against that particular environment.

Senator PACKWOOD. Let me ask you a question about the Hawai-
ian system, because the Governor was here to testify a couple of
days ago.

And, of course, there they have an employer mandate. And you
cannot opt out of it. It is not play-or-pay, it is p lay. And it is com-
munity-based and statewide. And you do not have any variances
between Lahaina and Honolulu, nor in ages.
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The Governor says it has worked out very well to restrain costs
and it is kind of an Alain Enthoven concept. The competition is
among the insurance companies to write it, and it is to their bene-
fit, obviously, if they can keep their costs down because the pre-
miums trail pay out. Is there anything wrong with that concept?

Mr. HALVORSON. That is an excellent concept. The single biggest
barrier to health care reform in this country at the State level is
ERISA.

Senator PACKWOOD. He mentioned that. Yes. And it is becoming
a bigger and bigger problem.

Mr. HALVORSON. It is a massive barrier.
Senator PACKWOOD. Yes.
Mr. HALVORSON. I served on the Health Care Access Commission

in Minnesota; before that, the Regulatory Reform Commission.
Every time we came up with a solution that would work for health
care costs in Minnesota, we discovered that we could not apply it
to the 40 percent of America that is self-insured.

Senator PACKWOOD. Yes.
Mr. HALVORSON. And, so, we have gone through some fairly cir-

cuitous approaches to come up with solutions. If you could do a sin-
gle thing this year that would make a difference in health care
costs, it would be to reform that particular provision.

Senator PACKWOOD. I have heard that from person after person.
Mr. Rooney, let us go back to these medical savings accounts again.
You are a 35-year-old woman, you work at Woolworth's in Bend,
Oregon. You are lucky if you make $15,000 a year.

Mr. ROONEY. I agree.
Senator PACKWOOD. So, the employer, instead of paying, I doubt

if it is $4,500 in Bend, assuming it is the woman, her spouse and
kids; I do not know what it would be, but they change it and he
says, Sally, I am going to put $3,000 into a medical savings account
for you and you are to pay your medical expenses out of that. Then
I will buy you a policy that will cover expenses above $3,000. And,
at the end of the year, Sally, if you have not spent it, you would
get to keep it, tax free.

It would seem to me that that is a tremendous incentive for Sally
to not undertake any kind of preventive care or just to avoid the
doctor until she is in terrible shape because she would like to have
the $3,000 tax free.

Mr. ROONEY. Is that a question? Shall I respond?
Senator PACKWOOD. Yes.
Mr. ROONEY. All right. That is a possibility, and that, indeed,

may happen. But compare it with the present situation. In the
present situation, that same Sally, if she has insurance at all, she
probably has a policy with a $250 deductible.

So, if she is going to get preventive care or she is going to take
the child with an ear infection to the doctor at the beginning of the
year, she has to pay the whole thing out of her pocket.

And if we had the medical care savings account, there would be
a fund available to pay the first dollar of medical care. And this
Sally, who may be a single mother with a couple of kids, it will be
a big help to her, compared with the present situation.

Senator PACKWOOD. I understand that. I just think she would be
tempted to save it if she could.
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Mr. ROONEY. Well, all right. Today she may not be able to pay
it herself.

Senator PACKWOOD. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you. Senator Breaux.
Senator BREAUX. Particularly, that true, r would say to Senator

Packwood. I mean, I remember when we had young kids at home.
I had four children and we had about a $300-$400 deductible for
each one of them.

And then I would get one finally up to the $400 deductible and
I said, man, now the insurance is going to pay all my bills. And
the next kid gets sick and we start back from ground zero and
work up to $400. The third kid got sick.

I had to start working from ground zero for every kid before the
insurance company ever paid a darn thing. I said, why am I paying
this insurance? Because I am just paying deductibles for all my
kids. And starting out, that is a difficult thing to do. And I think
the savings account would have the first dollar paid for for every
child in that family. I mean, the money would be there. It would
be available.

Let me just ask. We have got two competing philosophies here.
Mr. Rooney, you are saying that the individual has enough ability
to determine how to shop for medical care in this country and get
the best deal.

Mr. Halvorson, the concept of managed care is one that some-
body manages a person's care for them and they hopefully will be
able to get a better deal. I do not know that they are inconsistent.

Mr. Rooney, is there anything that would prevent a person who
has that savings account from using a portion of it to go to a man-
aged care facility to have their services provided?

Mr. ROONEY. Sure. They could do that. Absolutely. One other
thing I wish to remark on. On Monday of this week, I was with
Dr. Paul Ellwood, who is the Nation's authority on what he calls
"managed outcomes."

And I visited with him in Jackson Hole, Wyoming a couple of
weeks ago. The $3,000 policy that covers everything above that, we
are planning, with the counsel from Dr. Ellwood, to start measur-
ing the outcomes on the physicians and the physician's groups that
treat our policyholders.

It would be a great plus to us. We could use it in the market-
place if we could say to our customers, we know where you can go
to get better outcomes when you have medical care. And there is
nothing to prevent that from being integrated into this medical
care savings account proposal. It would make it better, not worse.

Senator BREAUX. If that could be shown to the individual who
has his medical care savings account as a good deal, there is no
prohibition, I know, in my legislation, and I guess in your rec-
ommendations, that he or she should not be able to use that for
a managed care facility to take care of their family needs.

Mr. ROONEY. I am sorry. You said it would not prevent them
from using it?

Senator BREAUX. There is no prohibition on that.
Mr. ROONEY. That is absolutely correct.
Senator BREAUX. Let me ask. Senator Coats has a similar bill.

My bill requires that the employer, under my proposal, provide a
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catastrophic plan for the amount over and above the amount in his
medical care savings account.

Mr. ROONEY. That is right.
Senator BREAUX. Do you see a problem with the requirement

that it has to be done?
Mr. ROONEY. No.
Senator BREAUX. My proposal also has a formula for determining

how much would be put into the savings account of the individual
employer and it would be based on the premium differential that
the employee would have from the year before when he went into
this program.

In other words, if he decides to get a $3,000 deductible policy,
that would be the amount that would go into the savings account.

Mr. ROONEY. That is right.
Senator BREAUX. Is that consistent with what you are rec-

ommending?
Mr. ROONEY. Absolutely. Yes, it is.
Senator BREAUX. I also say, in order to reduce the costs, that the

interest built up in that $3,000 account that that person was enti-
tled to and is carried over every year, that the interest that is built
up is a taxable income to the individual. Do you have any com-
ments on that?

Mr. ROONEY. Well, I suppose every one of us would like tax-free
anything. But the important issue for the employee is the fact that
the employee could spend the money and if there was a residue
left, the employee got to keep it.

Well, that is the big-bucks item for the employee. In the last 20
years, there has only been 1 year when I would have spent as
much as $3,000 in my family for health care. And, you know, I am
not a kid anymore. So, that is the big issue for us; for most people.

Senator BREAUX. Let me ask a final point. The thing that con-
cerns me is the report by Public Citizen and I think is consistent
with the findings of the Congressional Budget Office as well, is an
analysis by the firm of Lewin-ICF is that 20-24 percent of all
American health care costs go for administrative costs, including
the bills, et cetera, that are all involved.

How would your proposal reduce the administrative costs in the
health care system in this country, in your opinion?

Mr. ROONEY. Well, first of all, we have established that only 6
out of every 100 people in most places are spending more than
$3,000. So, as far as insurance claim processing, only those six peo-
ple would have a claim processed by the insurance company.

Everybody else would be going to their account, and it is like an
account at the bank, or it can, in fact, be an account at the bank.
The processing cost on that would be infinitesimal. It will be big
savings, compared with what it is today.

Senator BREAUX. No insurance forms to fill out.
Mr. ROONEY. That is right. None. And the doctors, of course, love

that, as most doctors have at least one extra employee for the pur-
pose of filling out forms. And it works on both ends. The doctor fills
out the form, the insurance company reads the form. If you do not
have to have the form at all, it saves on both ends.

The CHAIRMAN. Thank you.
Senator BREAUX. Thank you, Mr. Chairman.
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The CHAIRMAN. Senator Daschle, for any comments you might
have.

Senator DAsCHLE. Thank you, Mr. Chairman. I would only ask
one question. It was recently reported that, at current trends, the
cost to the employer by the year 2005 in providing health care to
employees will exceed actual salary. That is how steep the in-
creases are expected to be over the next 10 years.

To what degree do you think that trend will create pressure in
public policy among employers, and others, to separate the cm rent
requirement of employers providing insurance to their employees?
In other words, are we going to break the link at some point in the
future between employment and health insurance?

Mr. RooNEY. There are various proposals out there. The Heritage
proposal is to break the link. What we are proposing is to break
most of the link because the employer would only buy insurance for
the big claims. And the employer would give the rest of the money
directly to the employee and say to the employee, spend it wisely.

When I say spend it wisely, it means the employee will ask the
price up front. I am here in Washington today. If I want to take
a present home for my wife, you can count on the fact that the first
thing I will do is I will ask the price. People do not ask the price
regarding medical care. Oftentimes there are alternative ways to
get the service.

But, anyhow, the simple answer is, by the employer buying only
the catastrophic and giving the rest of the money directly to the
employee, it goes most of the way toward what you are talking
about.

Senator DASCHLE. Are you predicting, Mr. Rooney, that at some
point we are going to be looking for alternatives to our health care
system that do not rely upon the employer/employee relationship?

Mr. ROONEY. Sure.
Senator DASCHLE. Mr. Halvorson?
Mr. HALVORSON. Senator, the link between the employer and the

health care delivery system will have been broken long before 2005
if rates continue to go up at the levels you are talking about.

There will be a massive backlash in the next several years rel-
ative to the cost of care and we need to achieve significant reform
as quickly as possible in order to bring those costs down. The re-
form ought to be focused on delivering the most efficient and effec-
tive care and ought to be focused on using health care dollars most
wisely.

And it is very clear that, if that is done appropriately, the result
will be better quality care than we are seeing today as well, be-
cause better quality care is actually less expensive than poor qual-
ity care.

Outcomes based care is less expensive than procedure-based
care. What we need to do is have a massive reform in that direc-
tion, and, until that reform takes place, everything else is window-
dressing.

Senator DASCHLE. So, in essence, neither of you feel that there
is so much longstanding tradition and preference to the current
method of employer responsibility that that alone could sustain
this notion that it is going to be the employer's responsibility for
the indefinite future; that the economic pressure itself on the em-
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ployer will cause the political dynamics of this whole issue to turn
so much so as to break that link sometime in the near future. Is
that what you are telling us?

Mr. HALVORSON. There are definite advantages for employer-
based health coverage. If the costs go up at the rate that we are
talking about, the employers will not be able to afford to maintain
that link. If the cost of health care in your example exceeds the
cost of salaries, the employers will be a massive political force for
change.

Senator DASCHLE. I thank you both. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you. Senator Durenberger, for any com-

ments you might have.
Senator DURENBERGER. Just a couple of questions of each wit-

ness.
George Halvorson, I think you just hit the nail on the head. And

I thank Tom for that question, because the crucial issue here is if
he is right then the tough thing that is being illustrated here-and
I admire the insight of the Chairman and the staff of putting this
particular panel together-is whether our business is going to be
to reform the way health care is delivered in this country, or are
we going just going to continue to change the way it is paid for?

I think what I heard Mr. Halvorson say is our reform focus bet-
ter be on getting better care for less money, or we aren't going to
make it. Just changing the way people buy into the system, this
is what we have been doing for the last 10-12 years around here
with DRG's, RBRVS's and things like that, and we are not making
it.

My first question is about Bob Packwood's question to you about
Southern California Edison and the managed care savings dwin-
dling. My experience in Minnesota has been-and I will say your
company might be different from some of the others-is that you
have to distinguish between static managed care savings and dy-
namic managed care savings.

You have to distinguish what the economists call static savings,
which is the one-time deal. If you can cut the charge for a particu-
lar service, you get a one-time savings, but it does not last. If, in
fact, you can change the way that doctor practices medicine in
some way and prescribes services and so forth, then you have got
more of a dynamic change that is going to be ongoing.

Is it fair to say that it is really important for us to be able to
distinguish between those two kinds of managed care services?

Mr. HALVORSON. I would say I agree with you totally. The major
issue that we face, again, is the incentives. The incentives of the
system need to be aligned with the public policy incentives of the
country and the I 1, er.

A very quick example of how incentives can be very perverse re-
lates toVBACS (Vag.ual Birth After C-Section). Everybody in med-
icine knows that 60 percent of women who have had a prior C-sec-
tion should have a sub,. quent birth normally. And the fee-for-serv-
ice system over-reware - repeat C-sections.

So, instead of a 60 percent number nationally, we have about an
8-percent number. Instead of 60 percent, we have about 8. That is
a terrible waste of money; it is a terrible burden to the women who
are going through unnecessary major abdominal surgery; it is not
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good health care for the children; and it is initially where there is
a lot of medical controversy. But we do not pay for a healthy out-
come. What we pay for, instead, is a given procedure.

So, what we are seeing is far too many C-sections, far too much
money being wasted on lower-quality care. We can improve both of
those by paying for healthy outcome.

If you have a managed care system whose inherent structure
continues to be fee-for-service, and if the employers, in particular,
and the buyers insist on scorekeeping on a fee-for-service basis,
then we have an inherent, ongoing problem.

We need to change those incentives. And there are multiple
cases. There are cases in heart surgery; there are cases in diabetes
treatment; there are cases in avoiding pre-term birth. We, in our
plan, have reduced pre-term birth by 47 percent lower than the
State average.

The things that we do to bring down pre-term birth are not re-
warded by the fee-for-service system. We could not even bill for
them under typical fee-for-service procedures. So, if we were in a
fee-for-service environment, we would be underpaid for doing the
right thing and overpaid for doing the wrong thing.

Senator DURENBERGER. So, in effect, what we are dealing with
here is whether or not we are going to manage the existing fee-for-
service system-

Mr. HALVORsON. Yes. right.
Senator DURENBERGER. Or are we going to start managing the

outcomes of the delivery system?
Mr. HALVORSON. Exactly.
Senator DURENBERGER. Because Mr. Rooney's proposal does not

try to take us into that, one of tle apparent shortcomings in the
large deductible is that it presumes, as my colleague when he was
testifying presumed, that somehow at that level we are going to
continue as customers to buy these discreet services-these 9,000
different doctor services and these 468 hospital services, and Lord
knows what else.

While this is a good idea that people ought to get more involved,
the idea is that the deductible maintains the current fee-for-service
system and presumes that you and I are knowledgeable buyers of
those services.

I have got a couple of questions, Pat, that I have not been asked
you before, and maybe you can respond for the record, because it
would be helpful. There are many things that I want to do on the
record to compliment you on this proposal-on catastrophic cov-
erage, the stop-loss, those kinds of features. We are really dealing
with this deductible area.

One, you said there was going to be a lot of administrative sav-
ings. But if people are buying discreet sets of services, somebody
has to decide which of those services qualify for the deduction and
which do not qualify for the deduction. That sounds to me like a
fair amount of paper work.

Second, unless you mandate or John mandates in his bill some
kind of a pass-through of the savings to the employees rather than
letting the savings stay with the employer, I think we are creating
some potential problems.
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Third, maybe you can speak to the issue of Medigap. Our experi-
ence here is that when we put up a relatively small deductible for
the elderly, they rush out and buy Medigap to cover the deductible.

What evidence is there that, when you put up $2,500 or $3,000
deductible that employees, typical Americans, are not going to rush
out and do the same thing and try to cover themselves for the de-
ductible with an insurance plan? In other words, using the tax-pre-
ferred dollars to buy into a system that you are trying to avoid?

Mr. ROONEY. First of all, the deductible has been eliminated be-
cause the employee has that much money in their savings account.
Now, why waste that money on buying insurance from us? They
can pay for it. They are not at risk for big dollars.

If they pay for the first $3,000 of medical care and if they only
spend $1,500, the balance they have they can save. Senator
Breaux's legislation does provide that that would roll over into the
savings account. So, help me. I have lost track of your other ques-
tions.

Senator DURENBERGER. Well, I won't belabor the point. It would
be helpful, I think, for the record, if you would take these questions
and respond.

Mr. ROONEY. I am sorry. I have lost track of the first one.
The CHAIRMAN. Go ahead. We will do it.
Senator DURENBERGER. Well, it was on Medigap. I asked the

question about Medigap. On the first one, why do you not just re-
spond for the record? That is the requirement that the savings be
passed through the employees rather than stay where they are.

Mr. ROONEY. It does provide that the saving pass through to the
employee. That is my reading of the law. That is the way it is al-
ready.

The CHAIRMAN. All right. Thank you.
Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman. Just a couple of

quick questions of Mr. Halvorson. First, I was fascinated by your
testimony on page 6 where you show that the HMO's devoted 9.4
percent of their total 1989 expenditures to administrative cost, and
the larger ones got it down to 2.5 percent.

That is as low as anybody can get them, I assume. That is a
very, very encouraging figure. As has been pointed out here, we
hear figures casually tossed about that the administrative costs of
the American health care system account for anywhere from 20-30
percent of total cost. So, those figures are encouraging.

Secondly, and just a brief, quick answer. I am sorry, I missed
your testimony. You may have touched on this. Do you find that
there is a prevalence of anti-managed care laws in the States; that
the legislation we have preempts those?

Mr. HALVORSON. We are seeing an increased trend in various
States, largely pushed by insurance companies and individual phy-
sicians who are not very eager to be measured relative to their out-
comes for anti-managed care legislation. There are quite a few bills
being introduced around the country that give us some cause for
concern.

Senator CHAFEE. And normally these laws say what, you cannot
have a restricted list?
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Mr. HALVORSON. There are a number of issues. One of them is
you car.not work with the restricted list; you cannot create stand-
ards of membership; that a given provider has to be reviewed by
basically peers of his or her choice. There are a number of kind of
professional protection types of things.

Senator CHAFEE. Are there anti-trust problems that you run into
when you have those lists?

Mr. HALVORSON. Are there anti-trust problems? Excuse me. I do
not understand the question.

Senator CHAFEE. Do you encounter anti-trust problems, should
you come up with a restrictive list?

Mr. HALVORSON. It is possible to do that in a way that creates
anti-trust problems. It is not usually a problem.

Senator CHAFEE. All right. Now, one of the shots that is taken
against managed care is--and this touches a little bit on Senator
Durenberger's question-that it only produces a one-time savings--
that is, a person goes into managed care, they realize a savings,
but, then, from that lower base, the rate of increase is commensu-
rate with the increases that take place with the fee-for-service sys-
tem. What is your answer to that?

Mr. HALVORSON. My answer to that is that we have just begun
to achieve the savings that are possible through appropriately man-
aged care. The application of CQI, Continuous Quality Improve-
ment techniques, the deeming processes to medicine are in their
embryonic stages.

Every single project that I have seen so far has had very positive
results, and those results come from looking at health care as a
system and looking at populations in improving health and not just
delivering individual incidence of care.

And the results of those projects, I think, is going to have a mas-
sive positive impact on both health care quality and health care ef-
ficiency in the future. And those are only possible through-

Senator CHAFEE. But so far, the HMO's and the managed care
people are finding that their costs are going up about at the same
rate as the fee for service?

Mr. HALVORSON. Actually, in our market that is not true. In our
market, once you reach critical mass with managed care, once you
have enough managed care providers so managed care sets the
agenda rather than having fee-for-service set the agenda and the
policies, then we can get much more control.

In our marketplace we have closed down 10, 400-bed hospitals in
the last 10 years by reducing the amount of hospital days we used.

Senator CHAFEE. A final quick question. We all believe if we con-
duct our lifestyles in a better fashion we will be healthier: no smok-
ing, use seat belts, et cetera.

Senator CHAFEE. I notice some insurance companies advertise for
non-smokers only, for example. Does it work out that way, that
those who seem to have the healthier lifestyle, indeed, do have
lower medical costs? We all think it is true, but do you find it
actuarily so, Mr. Rooney? Is there any way you can trace that?

Mr. ROONEY. Well, there are a number of things. One of the
problems, of course, is tracing it and getting valid information. But,
yes, we believe that lifestyle makes an immense amount of dif-
ference.
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One of the problems, incidentally, is the present insurance sys-
tem fairly well redeems the people from the consequences of their
own bad decisions.

I mean, if my insurance picks up at $250 and if I am diabetic
and I fail to maintain proper control of my insulin balance, well,
when things go wrong, the insurance company pays for it. I am not
financially at risk in any significant way.

Barbara Lutzenheizer, past President of the Society of Actuaries,
says about the medical care savings account idea, that if the people
had more financially at stake for themselves they would do a better
job of doing the proper preventive thing in a number of ailments
where it makes a big difference. Preventive care makes a big dif-
ference.

Senator CHAFEE. All right. Thank you, Mr. Chairman. Thank you
both.

The CHAIRMAN. Gentlemen, thank you very much. It has been
very interesting testimony. Thank you. It has been good to have
you.

Mr. ROONEY. Thank you.
Mr. HALVORSON. Thank you.
The CHAIRMAN. We, next, have a panel of distinguished House

Members who have taken a great deal of interest in this issue and
we are looking forward to their presentation.

Congressman Charles Stenholm; Congressman Michael Andrews;
Congressman Jim Cooper, from Tennessee. I want to particularly
welcome my friends and my colleagues from Texas. We are de-
lighted to have you. Congressman Stenholm, would you proceed?

STATEMENT OF HON. CHARLES W. STENHOLM, A U.S.
REPRESENTATIVE FROM TEXAS

Representative STENHOLM. Mr. Chairman, it is always a pleasure
to testify before your committee, and I appreciate this opportunity
of coming here today, along with my colleagues, Jim Cooper and
Mike Andrews, to discuss with you the health reform proposal that
we will soon introduce on behalf of the Conservative Democratic
Forum.

Of course, I always personally consider it a great opportunity to
participate in any endeavor with the senior Senator from my State.

I have always said that, in many ways, our health care system
is the best in the world. Why else would the wealthy of other lands
travel here for difficult surgery; why else would the rest of the
world look to us to develop the technologies which will defeat those
diseases which have plagued humanity for centuries; why elsie
would we have an ever-increasing population of octogenarians and
those even older in their nineties living fulfilling lives?

But there are other ways that our health care system does not
work. The message has been delivered loud and clear to Members
of Congress that our health system is broke, and, as usual, Mem-
bers of Congress have a great desire to have the government fix it.

Last fall, a number of members of the Conservative Democratic
Forum, a group of 60 moderate and conservative Democrats within
the House of Representatives, began discussing the void we felt ex-
isted in the health care reform debate occurring in Congress.
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We agreed that improvements needed to be made in the afford-
ability and the accessibility of health insurance for Americans. But
we were not convinced that it was necessary to destroy our private
enterprise system of insurance and health delivery, nor is it nec-
essary to ut thousands of Americans out of work by burdening
their small business employers to the point that they were forced
out of business.

We felt that the majority of House Democrats, not to mention
American consumers, were looking for a plan that was significant
enough to actually make real changes in our health delivery sys-
tem, but not one that wrought the wholesale enormously costly
changes which were commonly being discussed with national
health care, or play-or-pay models.

It reminded me of that time of a story of a young mother that
came into her newly-carpeted living room and found her five young
children huddled excitedly in the room.

She walked over and was horrified to find that there were five
baby skunks that her children had found there. And she said at the
top of her lungs, children, run, which they promptly did, each pick-
in up a skunk and running to a different portion of the room.

It seemed the American public had been hollering to we, in the
Congress, to run, act, do something. But what we felt some of our
health care leaders did was grab a skunk and run to different parts
of the room. [Laughter.]

Some grabbed the nationalized health care insurance skunk;
some grabbed the play-or-pay skunk; and some grabbed new and
different skunks. And we kind of thought we could come up with
a better skunk. [Laughter.]

It was then that we appointed a CDF Health Reform Task Force,
and in May made our first public announcement of the ideas that
we are submitting for consideration by the Congress in the health
care to you this morning, Mr. Chairman and members of the com-
mittee.

Some of the ideas of our plan came from a variety of other bills
seeking to improve our health system. For example, we borrow
heavily from your insurance reform, Mr. Chairman.

Other parts of our proposal include innovative rew ways to deal
with access and cost of health care. One thing that quickly became
clear to us in the CDF was that everyone must be asked to share
in the responsibility of solving the problem.

The Federal Government must increase funding for Medicaid,
community and migrant healt h centers, and things like childhood
immunizations and other preventative care.

Hospitals and doctors must do much more in the areas of disclos-
ing costs and outcome information; following proven strategies for
health delivery and giving consumers the opportunity to make bet-
ter choices.

Insurance companies must reform their exclusive policies and
make uniform their claims forms. Individuals must accept a great-
er responsibility for their own state of health through preventative
care and in paying at least a minimum amount for all care.

But, in addition to the new responsibilities of our plan, there are
also some goodies for everyone. For hospitals, there is an effort to
deal with the anti-trust laws that prevent cooperative agreements
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among hospitals if those agreements can maintain consumer choice
and reduce cost.

For both hospitals and doctors, there is a long-overdue mal-
practice reform; for senior citizens, there is new Medicare coverage
for things such as mammograms, certain cancer screening; and, for
children, there are immunizations.

To try to capsulize, our proposal seeks to create a market where
consumers can shop for health care based on cost and quality like
any other consumer product.

We want consumers to have all the information that will help
them make the best health care decisions possible and will encour-
age them to make those decisions while they are healthy, not when
they are sick and in a bad position to be wise consumers.

One of the central philosophies of the Conservative Democratic
Forum is fiscal responsibility. That means that when this bill is in-
troduced within a few weeks, we will have agreed upon financing
for our bill.

We believe that this proposal fills a significant void in the health
care debate and we will be working towards these principles of cost
containment and accessibility as we debate health reform for this
Nation.

Of course, at this point, it is anyone's guess as to whether we
will be able to have a comprehensive health care reform signed into
law this year.

Even if all we do, though, is pass smaller pieces of the pie, we
want to make sure that we are part of that process, trying to help
determine whether that pie will be cherry, chocolate, or coconut
creme.

We thank you for your attention to our ideas. At this time, I
would like to turn to Jim 'ooper, the Chairman of our CDF Health
Task Force. Both Jim and Mike have done a superb job in putting
together the specifics of our bill and will be able to provide you
with some additional details at this time.

[The prepared statement of Representative Stenholm appears in
the appendix.]

The CHAIRMAN. Thank you. Congressman Cooper, if you would
proceed.

STATEMENT OF HON. JIM COOPER, A U.S. REPRESENTATIVE
FROM TENNESSEE

Representative COOPER. Thank you, Senator, and members of
this distinguished committee. My job is to describe why our skunk
is odorless. I am going to focus on the market mechanism that
makes our plan so effective at cost containment.

We fundamentally change our Nation's current fee-for-service
system and third-party payment system. We do it not only to
achieve the static savings that have been described here today, but
also the dynamic savings.

As Mr. Halvorson, the preceding witness said, we need to change
the macro-environment, and that is what our plan does. We have
drawn heavily on the work of Mr. Enthoven and Mr. Ellwood of the
Jackson Hole group; also, a not-for-profit hospital chain called
American Health Care Systems.
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We have drawn heavily on the work of many of the members of
this committee, as well as Senators Kassebaum and Bingaman. We
have a coalition that we think is forming to, perhaps, even achieve
a majority of House support; a near impossible task on these is-
sues.

We would like, first, to set up large purchasing groups and also
large provider groups. And I will describe the mechanism that we
will be using. First, we need a federally-defined basic benefits pack-
age for health care needs of the average American family in the av-
erage year.

We would like an SEC-type board to get into the specifics of this
package, but it is very important that there be no first-dollar cov-
erage so that there is no free lunch, no free health care, either, and
people shop according to price.

And once Americans have had an opportunity to compare apples
with apples, knowing that either plan is a basic health care pack-
age providing the same benefits, they are going to become very
price sensitive.

We would want to preempt the various State mandates which
have unnecessarily differentiated insurance packages and driven
up the cost of insurance.

Services beyond those in the basic health care package would
still be available, but they would be purchased without tax subsidy.
They would be purchased with the taxpayer's own money, not his
neighbor's money.

We would like to pass this sort of basic health care package on
the floor of the House, at least, with a base closing type mecha-
nism, such as the mechanism we use to close certain military bases
in our country.

We would like to require employers not to pay for health care
benefits for all employees-we are not for pay-or-play-but we
would like to require employers to provide a simple menu of choices
to all their employees and to provide those employees with a simple
payroll tax deduction so it would be easy for the employees in com-
panies where the employer did not pick up the whole cost to pay
for the cost of these plans themselves.

We would like to provide government help to employers in pro-
viding this simple menu so that employers are not overburdened
with a lot of paper work, and we have a mechanism for doing that
so that these simple menus could be offered nationally.

Once employees are able to choose between different basic health
care plans, they will be very price-sensitive, indeed, and the lowest
cost plan will end up with most of the business, which we think
is a very important outcome.

Again, enhanced benefits, add-ons above basic care, would still be
available like they are under Medigap today, but using the tax-
payer's own money, not their neighbor's money.

We would like to preserve the current tax benefits that are avail-
able for basic health care plans, but we would like to limit-and
I am going to be very specific in the way I describe this-the em-
ployer's tax deductibility.

As the committee is well aware, there are two primary tax bene-
fits available today. One, is the exclusion to the employee; a largely
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invisible but very valuable tax benefit for the employee. We would
keep that completely intact. We would not touch that at all.

But there is a second benefit. It is the employer's deduction. We
would like to limit that to the cost of the basic health care plan
in the area. Deluxe plans would no longer qualify for full tax de-
ductibility.

They would only qualify to the extent that they include that
basic care element. So, to the extent you want an add-on, an en-
hanced benefit, you would have to pay for that with your own
money.

That small change right there saves a great deal of money-$10
billion a year-money which we would like to use to expand access
to health care in our system, and we have other financing mecha-
nisms, such as changing the Medicare disproportionate share pro-
gram, and other things.

But it is not only important for the revenue it raises, it is also
vitally important because it forces shopping for the first time for
low-cost, quality health care plans and it would also discourage the
offering of some of these first-dollar health benefit plans that cer-
tain fortunate corporate CEO's have been able to get unlimited tax
subsidies for purchasing.

We would like to establish large purchasing groups so that our
small business, as the Chairman well is aware and has helped in
his plan a great deal, to allow them economies of scale and pur-
chasing, to allow them risk-spreading, to allow them group rates so
that we can cut into sometimes administrative charges that are as
high as 40 percent.

We need to lower these administrative costs so that small busi-
nessmen are, in fact, buying insurance, not buying into expense in-
surance company overhead. Well, that is on the purchasing side.

On the provider side, our changes are equally fundamental. We
would like to set up accountable health partnerships, groups which
could be led by insurance companies, by hospitals, by doctors, by
entrepreneurs, or any other health care providers, but groups
which would do several things: have extensive outcomes reporting
so that consumers would know what they were buying, so they
would know the mortality rates and other important statistics.

And these would be reported on a fair, population-based method
so that you would not be discriminated against if you were a geri-
atric practitioner versus a pediatric practitioner.

We would also pre-qualify these partnerships so they would be
able to provide the care to the people who needed it. And these
could be HMO's, staff model, or otherwise; they could be PPO's,
IPA's; the- key thing is they have to be efficient. Efficient. We do
not want to pre-judge the delivery mechanism, although my per-
sonal guess is that staff model type HMO's would win out.

These groups would have to take all-comers. They would have to
be responsible for a representative slice of the American popu-
lation. They could not cream-skim; they could not search for the
young, healthy and wealthy 20-year-olds that so many of our insur-
ance companies today want to have.

They would have to compete on the basis of providing quality
health care to a fair slice of the American public instead o shed-
ding risks, instead of getting rid of older, unhealthy Americans.
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Another very important change is we would like to bundle health
insurance and health care as a single product. No longer would
consumers be buying the promise of an insurance company that
would pay some provider some money.

You would be bargaining with that health care provider/ insur-
ance company for health care for the coming year, much as is avail-
able today for the Federal employee in the current Federal Em-
ployee Health Benefit system; a system that, by the way, is even
praised by the Heritage Foundation for its progress in helping av-
erage Americans shop in a more intelligent fashion for health care.

These are very important changes. They would change the sys-
tem, as Mr. Durenberger and others were pointing out in their
comments. Not just shift who pays for it, but change the fundamen-
tals in a way that will give us real cost containment by setting up
these large purchasing and provider groups, having tough negotia-
tions between them, having a low-bid system.

Guess what? Prices can go down, not just up. There are many
areas of our country which have been traditionally and unneces-
sarily high-cost areas. We can cut out the waste in those areas
with this efficient market mechanism. I appreciate the indulgence
of the Chair in explaining why we have, we think, the odorless
skunk.

The CHAiRmA. Interesting presentation. Congressman Andrews.

STATEMENT OF HON. MICHAEL A. ANDREWS, A U.S.
REPRESENTATIVE FROM TEXAS

Representative ANDREWS. Thank you very much, Mr. Chairman.
And, if I could, I would just like to add a few points to what Jim
has tried to enumerate.

We have a system today, when all of us go to get health care in-
surance, if you think about it, when you go to shop for insurance
you always ask about cost.

Senator Breaux used the example of his two children and the
deductibles, and that is a problem that all Americans face every
time they try to buy insurance, is the increased cost.

When you get sick, or you go to get health care, most Americans
never ask about cost. What I think is not particularly compelling
about tlW -proposal of Mr. Rooneys that I really honestly think if
my child gets sick, if my wife or my mother gets ill, or I get sick,
I do not care about the cost.

That is one of the last things that I am concerned about, and I
am certainly not going to make a decision on the health care of my
child based on saving money in some fund.

And that is part of the problem, because we have a system that
rewards inefficiency that multiplies the cost.

And what ve have tried to do is bond these two parts of health
care together-the insurer and the delivery system-where we, as
consumers, shop once a year, almost like you buy a car, with a lot
more information about how good a doctor is, how efficient a hos-
pital is.

Competition between these different large partnership groups,
we think, would be intense, primarily because the least costly part-
nership group in a region would set the ceiling on the cost.
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That is where we get, we think, the $10 billion, because we are
going to save money because no one gets rewarded if they want to
spend more than the least expensive plan.

We think we are onto something here. Politically, I would sug-
gest to the committee that I do not think any other plan can pass
the House. I do not think we can change policy by going to a Cana-
dian system, or any other proposal that some of my Democratic col-
leagues have called for, or some of the plans that are presently
being considered in the House by the Republican side.

Representative Stenholm is absolutely right: we have got to pay
for the system. And that is one question that all of us have to ask
every proponent. We raise $10 billion by putting in a ceiling.

We think there is going to be additional cost as well, and I think
we have got to be honest about paying for it. Raising tobacco taxes
is one way I think we should look down the road to offset some of
the health costs that are involved in our system.

But we have to deal with the cost problem and I think that our
program, our proposal, more than any other that is being debated
in the House right now, tries to get to that cost issue.

[The prepared statement of Representative Andrews appears in
the appendix.]

The CHAIRMAN. Thank you. Congressman Cooper, now, you
talked about removing the deductibility to the employer above the
basic package, retaining the exclusion for the employee. Now, sup-
pose they go above the basic package, what about the exclusion for
the employee? You would obviously preserve it for the basic pack-
age. How about if we give ourselves a more generous plan?

Representative COOPER. We would observe the exclusion as it is
today, completely intact, so that if the employee chose a deluxe
plan, the employer would not get the full tax deduction, but the
employee would still have all of that excluded from the employee's
income.

The CHAIRMAN. All right. What do you do about the availability?
I have listened to Alain Enthoven and I thought he had some very
good suggestions. But one of the things that concerns me is the
question of the availability of HMO's for rural areas. What do you
do about that?

Representative COOPER. Many rural areas would not non-market
areas. We would have to acknowledge that because there is a doc-
tor shortage today; there is likely to be a doctor and health care
provider shortage in the future.

That is why, as Congressman Stenholm stressed, we would have
to push community health clinics a great deal, the national health
service corps, and other proven Federal programs to get more
health care out where it is needed in rural areas.

We would also have to acknowledge that market sort of price set-
ting might not work in a rural area, since there is a physician and
health care provider shortage.

So, Dr. Enthoven and we recognize that in rural areas and. other
underserved areas, we need to acknowledge the shortages and have
government mechanisms to fulfill the needs in those areas. In the
vast majority of the country, markets can work and should be al-
lowed to work.
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I should add-and we have not stressed it adequately today-we
would completely transform the current Medicaid program. Today,
Medicaid serves less than half of the population under poverty.

We would cover everyone under a 100 percent Federal program
up to 100 percent of poverty. And from 100-200 percent of poverty
we would have a buy-in system on a sliding scale so you would be
heavily subsidized in your purchase of Medicaid.

And that will go a long way toward covering virtually all of the
uncovered today who are not employed. And we feel that really
four-fold expansion of Medicaid would go a long way toward provid-
in perhaps not perfect universal access, but 95-98 percent univer-

access to insurance.
The CHAIRMAN. CBO Director Reischauer, when he was testify-

ing, was alleging some uncertainty in the cost containment ap-
proach of this and was talking about a global budget cap on na-
tional health spending, and then that the HMO's operate under
that kind of constraint. What is your reaction to that?

Representative COOPER. Recent talks with CBO have indicated
they are more willing to score savings from a market mechanism.
It is true they have traditionally relied on global budgeting caps as
a crutch to help them score. We just want to make sure that the
global budgeting cap does not undermine our market mechanism.

So often, as Mr. Halvorson and other witnesses have testified, if
you have a global budget cap, HMO's and other efficient providers
are not required to be as efficient as they can. They will come right
under your cap when they could be providing service just as good
down here at a lower price level.

We want to make sure that any sort of cap that this committee
may consider does not involve the sort of shadow pricing that you
lose much of the efficiency of your system.

Fee-for-service, alone, is a very inefficient and costly mechanism
that we have relied on for a long time that has encouraged a great
deal of shadow pricing. And, as you heard from the earlier panel,
it is one of the primary reasons HMO savings are not as great as
they could have been.

So, if you consider a global budget cap, please do not let it inter-
fere with the market mechanism, which is a very delicate mecha-
nism, which will be ruined if you have a bureaucratically set fee,
arbitrarily set cap limit, that will enable them to come right under
and reap all sorts of profits they are really not entitled to when
they can provide service a lot cheaper.

A good example is in California this last year. Governor Wilson
had a terrible budget problem. He had to limit the State contribu-
tion in employee health care plans to $150 a month. People were
saying it could not be done.

Well, all of a sudden, five HMO's were able to come in well under
$150. They had never been pushed that hard before, but they were
able to do it.

The CHAIRMAN. But you are saying they came in well under the
$150, and did not come in just under the cap. Now, why is there
not still some competition?

Representative COOPER. Well, perhaps if Governor Wilson had
been limiting the contribution to $100, they could have come in
under $100. We do not really know the full extent of the savings
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unless the market is really allowed to operate. Whatever number
you pick, whether it is $150, or $200, or $100, the HMO's will prob-
ably come in $5 cheaper.

The CHAIRMAN. Yes. But you just told me they came in substan-
tially under the $150.

Representative COOPER. But we do not know, if an even lower
had been produced, they could have come in under that. These
groups need to be pushed to the limit. They can perform if we force
them to perform. But an arbitrary cap will encourage shadow pric-
ing, which will enable them to come in right under.

The CHAIRMAN. Senator Daschle.
Senator DASCHLE. Thank you, Mr. Chairman. I want to welcome

my three colleagues and commend them for the thought and the
work that they have put into this proposal. It certainly has a sub-
stantial degee of merit, and I applaud them for proposing it.

I know them to be not only three excellent policymakers; people
whose careers I have watched for a long time, but they are also
three good politicians. And I want to ask them about the politics
of this thing that is intriguing to me personally. I have talked
about this before in other meetings.

Veterans have a government-sponsored program that they will
fight for and go to the mat for if they have to. The military has
a government-sponsored program that they will fight for and go to
the mat for; Indians; seniors; all with government-sponsored pro-
grams which will defend, protect, and argue for to whatever degree
necessary to protect their interests.

You mentioned the politics of all this. What I am curious about,
if you could enlighten us, given your perspective, what is it that is
unique in politics and everything else, that argues for a completely
different system?

Representative COOPER. If I may respond.
Senator DASCHLE. Yes.
Representative COOPER. I think trust in government today is at

an all-time low. People are afraid of government rationing of health
care; of long lines; of bureaucratically arbitrary determinations of
which hospital or what State is going to get what health care.

Senator DASCHLE. But, then why, Jim, would yot not see all of
these groups coming forward saying, get rid of it; I do not want
what I have got. This is ridiculous. I cannot stand it. I want to get
into that private sector which is more efficient, where we do not
have lines, and where there is no rationing.

Representative COOPER. I do not know about the gentlemen, but
all I hear fro-om my veterans is how inadequate the VA hospital sys-
tem is; how they are afr:tid it is second-rate care; how most veter-
ans who can afford it do not go to VA hospitals.

It is true they will fight to defend the system, but they want it
dramatically improved. They are mad at the second-class care that
is oftentimes offered today.

The biggest response I get in my speeches is when I steal Connie
Homer's line and say, if you like the compassion of the IRS, the
efficiency of the Postal Service, and Pentagon prices, you will love
the government-sponsored health care system.

Representative ANDREWS. I think most polls show right now,
Senator, something like 70 percent of the American people are for
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radical change-not just change, but radical change-in our health
care system.

As, I think, one of the earlier witnesses testified, by the first part
of the next century we will be spending about one-third of our tax
dollar every year on health care costs if we do not make some dra-
matic changes.

There are special interest groups out there, from senior citizens
groups, to labor union groups, business groups, that do not want
changes in the system. And I agree: it is going to be very, very
hard politically to make the kind of dramatic change we are going
to have to make.

Things around the margin are not going to change the problems
we have with costs that continue to go up. And if we want to have
a system which rewards inefficiency, which we have now, that
drives those costs up, then we should just deal with the margins.
But if we want to make some fundamental changes, we are going
to upset a lot of special interest groups to get there.

Senator DASCHLE. But, do you see the paradox? On the one hand,
you have Americans, who, I am told, constitute about 40 percent
of our constituency out there that are under government-sponsored
programs fighting for the status quo, recognizing the shortcomings,
arguing that there ought to be nore, but certainly defending the
program under which they now receive care.

Then, on the other hand, you have got 60 percent of the people
outside of the program saying, we do not want that, or at least pre-
sumably saying that. How is it that those whc are under the pro-
gram fight for it; those who are not in the program claim to argue
against it?

Representative ANDREWS. Well, one of the biggest proponents for
catastrophic health insurance was AARP. Most Americans wanted
the benefits; very few Americans wanted to pay the premiums for
those benefits.

It is one thing to propose additional benefits or want more out
of a system which drives costs even higher; it is something else to
pay for it. And that, as I said earlier, what I think is the hardest
question of all. We have got to pay for the program.

Senator DASCHLE. But are we paying more or paying in a dif-
ferent form? That is the real question. Are we actually paying
more?

Representative STENHOLM. If I might interject there. I think that
is the fundamental question that we are all getting to. And when
you mentioned the special interest groups, et cetera. the idea of
competition examination based on the merit is something we pro-
pose for all groups. We cannot do this in a vacuum. It has to be
done-

Senator DASCHLE. So, you would abolish the Veteran's Adminis-
tration.

Representative STENHOLM. No. I say we do not come to that con-
clusion at this point. But I think, as I now serve on the Budget
Committee, and right now, this afternoon, will be the third meeting
looking at what we can do to get our fiscal house in order.

You immediately come to the question of budget fiscal matters
and health care costs. And immediately we have the Veteran's
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Committee coming to us on the Budget Committee making sugges-
tions of needed improvements that cost money.

And, therefore, as we look at how we are going to increase the
cost and provide accessibility, I think this is the kind of debate that
we have to get into.

And I think if this concept is good, we will see our veterans com-
ing forward and proposing changes to adapt to it. If it is not, I
think we will have just the opposite. But we do not know that
today, and this is why we propose this as something to be looked
at and answered.

Senator DASCHLE. I am out of time. I thank you again, and com-
mend you.

The CHAIRMAN. Senator Durenberger, for any comments you
might make.

Senator DURENBERGER. I would like to begin with a comment.
This is pretty exciting. I am really pleased to see the three of you
here, and I am pleased to see your leadership on the House side
and on the Senate side. I think you are right on.

I mean, I think everything you have done in terms of both your
goals, your objectives and your means to achieve them, I think, are
going to provide everybody with a vision of where we ought to go.
The realities of how quickly it gets done, and some of those sort
of issues, are something we can debate at another time.

As I understand the proposal, it meets one of the first tests that
any politician ought to meet, and that is a national goal of equal
access to superior quality health care through a system of univ ,rsal
coverage of financial risk.

The second thing that I observe about it is that it deals with the
realities that you cannot get there from here unless you contain
costs, and that that cost containment is not going to get done by
a government agency, or DRG's, or RBRVS's, or some other muck-
ing around with the fee-for-service system that we currently have,
as we have all been doing over the last 10-12 years.

It also seems to deal with the reality that we are not going to
make it unless we deal with the inequities in the financing in this
system.

The tax subsidies are inequitable; the access in the social insur-
ance system is inequitable; it is clear that access through work in
this country is totally inequitable if we are sayhig people get treat-
ed differently depending on where they work.

The mechanisms that I understand you are using to get at cost
containment, if-I had to choose one word, I would call it productiv-
ity-making the whole system work better by having everybody in
the system do what they do best.

You start with the health plan because we, who used to be good
buyers of health care in this very complicated system, no longer
can buy discreet services. But one thing we can do is buy a good
health plan.

The problem with being able to buy a good health plan today is
we have got 1,500 people out there masquerading as good health
plans and competing against a George Halvorson and a handful of
other good health plans at the premiums level, rather than at the
services level. Would you agree with that?

Representative STENHOLM. Absolutely.
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Representative COOPER. Yes.
Senator DURENBERGER. So, if we are going to try to get all of us

up to speed on what role we play as consumers, you want to do it
at the health plan level. One of the necessities, of course, in getting
to that is finding some way to challenge some large number of the
current health insurers or health plan folks to go back into the
property and casualty business, or do something else.

One way to do that is to provide a federally-qualified health plan
with a set of prescribed services that folks who are just in the prop-
erty and casualty business probably are not going to want to try
to sell to us.

My difficulty, in struggling with the same issues that you are, is
in trying to describe what those services ought to be. I suppose the
other part of the issue is how to price those services in a way that
is competitive.

It is fair to say that another key in consumers "buying right" is
that the services ought to be comparable. We all talk about the
Federal Employees Health Benefit Plan as being the ideal em-
ployer relating to their employees.

But then we offer up 22 different kinds of plans which are priced
differently, their services are described differently, and we, the
Federal employees, are not verylgood consumers.

Could one of you address that- issue a little bit? Because that
keeps getting put up here as an ideal way of doing things.

Representative COOPER. Let me, first, thank the gentleman for
his kind words about our proposal, and I would urge the gentleman
to talk to some of his colleagues in the House and let him use his
credibility to promote our plan in the House.

You are pointing out exactly two of the key problems. Defining
the basic benefits package is going to be very tough. It is going to
take a committee of experts to do it.

I do not really feel that the Congress is well-equipped to do that,
but I think we should have an up or down vote on a package of
basic health benefits. You are exactly right that we need to have
a competitive pricing system so that we can get those costs down.
I do not really know what the price of a basic health plan should
be, but we should have several different types of providers compet-
ing to be the most efficient, and then we will know what the right
price is.

That sort of competitive bidding system, once you are comparing
apples with apples-and that is the key thing-you need a feder-
ally-defined basic package so that you are not able to lure a whole
segment of the market with an offer of free eyeglasses, or another
segment of the market with an offer of free dental care.

One of my colleagues on the Ways and Means Committee pointed
out to me that he was about to switch his Federal Employee Health
Benefits Plan because he is going to have some dental work done
next year.

And he is, therefore, going to get a great dental plan. That is ex-
actly the sort of adverse risk selection that should not be tolerated
in any good, new health care system in this country.

The CHARMAN. Thank you very much. Senator Chafee.
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Senator CHAFEE. Thank you, Mr. Chairman. First, I want to
commend each of the gentlemen here. I have worked with Con-
gressman Cooper on other efforts in preventative medicine.

We are the driving force behind mandatory seat belts and motor-
cyclist's helmets, which has not brought me tremendous support in
Rhode Island from the Motorcycle Association. [Laughter.]

I do not know how your folks are doing with you, Congressman.
Representative COOPER. I got denounced by the Tennessee State

Legislature for having succeeded with you in passing the legisla-
tion nationwide.

Senator CHAFEE. Well, I can just report that we have a great big
parade every year, and all of the motorcyclists gather together in
one spot. And none of them wave to me with all five fingers, let
me tellyou that. [Laughter.]

The CHAIRMAN. I would say, Senator, I led that fight years ago
and I saw a strange coalition of one of the most liberal Senators
in the Senate and one of the most conservative ones. And I could
hear those motorcycles running up and down the aisles in Califor-
nia as they ran over us on that issue.

Senator CHAFEE. As I understand what you are proposing, it is
essentially the Enthoven system. And let me see if I can just brief-
ly describe it. Your belief is that managed care does not produce
substantial long-term savings when it competes with fee-for-serv-
ice. They come in just below.

All they have got to do is just price themselves a little lower. And
it is only when they compete with other managed care plans that
we are going to see the desired result, i.e., the long-term savings.
Is that your argument?

Representative COOPER. That is exactly right, Senator. And, an
addition I should make is that Mr. Enthoven is for a pay-or-play
type universal coverage. We do not feel that can pass the House
of Representatives, so we have excluded that part of his plan from
our package.

Senator CHAFEE. Now, one of the complaints about the Enthoven
system is that the suggestion is unworkable in rural areas with a
very diffuse population, although I think he has used the illustra-
tion of a small water district that has four people that are mem-
bers of some plan he talks about. And each of you are from rural
areas, I believe, so obviously you think this will take care of your
folks.

Representative COOPER. Charlie Stenholm and I are from a very
rural area. Mike Andrews represents Houston, Texas.

Representative STENHOLM. From Houston. A small city in Texas.
[Laughter.]

Representative COOPER. My district is 100 percent rural. I have
no town larger than 19,000 people. Mr. Stenholm's district, I think,
is even more rural than that, perhaps.

Senator CHAFEE. And, obviously, you believe that your plan takes
care of rural folks successfully.

Representative COOPER. And I have gotten an excellent response
from health care practitioners in my rural area.

Senator CHAFEE. Now, the administration set forth the package,
and then it is sent up here and can only be rejected. Is tha the
way it works when you are comparing it to the base closure?
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Representative COOPER. Well, I would not call it an administra-
tion package. We would like to set up an SEC-type health care
board for our country and have them study what should be in-
cluded in a basic health care package.

And then at least the House would have one up or down vote on
what is in that package. If we start each adding our own favorite
health care service, we will soon no longer have a basic health care
package. It will be the most extravagant health care package ever
devised.

Senator CHAFEE. Well, that worries me, too. And we all know
what has happened in the mandated benefits in the various States,
and I am afraid if we are not careful we are liable to get the same
thing up here.

Now, as I understand your proposal, anything above the basic
package would not be deductible by the employer, and the em-
ployee would have to pay for it with after-tax dollars; it would not

deductible by the employee.
Representative COOPER. Exactly right. One add on is we would

like to, as many folks would like to, for the self-employed individ-
ual, raise deductibility up to the appropriate 100 percent level.

But if you pay your own premium for your health insurance, you
would only be able to get that deduction for your basic health care
package. Even the self-employed would have to pay for the deluxe
add-ons with after-tax dollars.

Senator CHAFEE. So, the self-employed would be able to deduct
100 percent of the cost of the basic package.

Representative COOPER. Exactly. And that is a long overdue
change in our tax system.

Senator CHAFEE. Well, we have been struggling with that here,
too. We have been trying to get money for it. That is the only dif-
ficulty, or else we would certainly go a lot further than we have.

Now, you heard Mr. Halvorson with his citing the statistics in
the fee-for-service that comes up with the Caesarean sections. You
are confident that that would not occur under your managed care
proposal?

Representative COOPER. Absolutely right. Because no longer
would fee-for-service be rewarded; no longer would these unneces-
sary C-sections be rewarded.

The gentleman probably knows that if we have the same percent-
age of C-sections today in America as we had in 1980, we could
save $1 billion a year just right there. But, because of the fee-for-
service/fee-for-procedure payment system, so many unnecessary
procedures are being done in America today.

Senator CHAFEE. Thank you, Mr. Chairman.
The CHAIRMAN. Senator Grassley.
Senator GRASSLEY. I want to be complimentary, as Senator

Durenberger was, about your efforts. I am not sure, at this point,
that I can disagree with your solution, but I know that solutions
are very complicated and we had better not reach a judgmcnt too
hastily on some of them.

I helped work on the task force that Senator Chafee had put to-
gether, and I am a co-sponsor of that bill. That will give you a
rough idea where my starting position is. I just have one question,
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and that is, how would your approach affect existing health care
plans for Federal employees and members of Congress.

And I do not ask that because I think that we have the ideal pro-
gram, or I do not want to affect our program. I just want to know
how your proposal would interact with that.

Representative COOPER. The Federal Employees Health Benefits
is a darn good system now, but it could and should be improved
in the ways we have described for all of America.

And I would like to toss out to this committee the idea that if
we need to act this year, perhaps going ahead and reforming Fed-
eral Employee Health Benefits is something we could and should
do this year to make that system work even better than it does
toda by defining a uniform, basic benefits package and by chang-
ingdeductibility.

That would be a 9-million-person experiment, and, for the first
time, instead of Congress exempting itself and Federal employees
from laws we pass for the rest of the Nation, we would be leading
the way by using ourselves as guinea pigs, trying it out on our-
selves first. And I think that would be a very important and bene-
ficial change in usual Congressional procedure.

Senator GRASSLEY. So, then, your program does not in any way
exclude and exempt Federal employees and Congress from its bene-
fits.

Representative COOPER. Absolutely not. In fact, what it really
does is try to share some of the benefits that Federal employees
that have been enjoying for some time now with the rest of the
American public.

Senator GRASSLEY. Well, I think you need to be complimented on
that point, not only because it sets a good example for other areas
of law that Congress has exempted itself from that we should not
be exempt from, but also because there are benefits that need to
be made available more widely. And what is good for the rest of
the country ought to be good for us in Congress.

Secondly, some of the programs that are highly focused here do
exempt Congress and Federal employees. And I think that ought
to immediately send a signal to the public at large that if it is not
good enough for Congress or the Federal employees, then, is it real-

very good for the country at large?
Representative COOPER. I agree completely with the gentleman.
Senator GRASSLEY. Thank you, Mr. Chairman.
Representative STENHOLM. If I might comment a little further.

Another part of our plan we have not talked about a great deal
today. But where there are good ideas, demonstrations, pilot
projects seem to be in order, and that is what Jim was just saying
in this case.

But there perhaps can be other areas that we can isolate in
which someone has an idea that is worthy of trying. But before we
do it on a national basis, let us try it and see if it works if we can
find groups or individuals or instances where that would make
sense.

Senator GRASSLEY. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you very much. I think the testimony has

been excellent. I think you have given a lot of thought to it. It is
very productive.
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I must say that on my Better Access to Affordable Health Care
bill that passed the Senate with very substantial bipartisan sup-
port, that there is a health commission there that could serve to
define the basic benefit program that you are talking about.

And I was pleased to see that you have adopted some of the pre-
ventative health care measures in addition that we have in that
legislation. So, I think you have made a major contribution. We are
very appreciative. Yes?

Representative STENHOLM. Mr. Chairman, one other brief com-
ment. You asked about the rural consequences of this.

The CHAIRMAN. You and I share that concern.
Representative STENHOLM. I certainly do. My district, 32 coun-

ties, 32,000 square miles; is about as rural as you can get. We have
had 11 hospitals close in the last 10 years.

I take off my Conservative Democratic Forum hat for just a mo-
ment and put on the Rural Health Care Coalition co-chairman's
hat, which I share with Pat Roberts, of Kansas, and would say that
176 of us are looking very carefully at what we do in the overall
health reform to make certain that we do not shoot rural America
in both feet again as we have done with some of our other efforts
in the past.

And I would offer this thought, and I know, Mr. Chairman, you,
of all people, are very familiar with the Rural Electrification Pro-
gram. I think we can learn something from that endeavor as we,
in fact, determine how to provide access to health care.

One of the primary goals of rural electrification was universal
coverage, to provide coverage to everyone. We have done a pretty
darn good job at that, and we have done it at a competitive price,
and it has worked.

I think we can borrow from that concept. In fact, we can learn
from the examples. Now every rural hospital in Texas-and I sus-
pect I speak for every State right now-has had a tremendous
struggle of meeting those rules and regulations that we have
passed.

But most of them are making it. And I do not know of anybody
right now that is in there with us and is willing to roll up their
sleeves and work with this committee and with the House and all
of us in trying to find these answers. And we know that that is
going to be one of the guideposts that we are going to want to use
on our side.

The CHAIRMAN. Well, as you know, we have passed legislation to
try to help those rural hospitals in getting the Medicare compensa-
tion up to where it is comparable with the urban areas, and we are
making some headway on that. Gentlemen, thank you very much.

Senator BREAUX. Mr. Chairman.
The CHAIRMAN. Yes, Senator Breaux.
Senator BREAUX. In the interest of time, let me just make a com-

ment and commend our colleagues for what I think is a major con-
tribution. A lot of work, I can te 1, has gone into their proposal.
And I think it certainly behooves us to study it very carefully and
see if it cannot be advanced in this committee. Thank you.

The CHAmRMAN. I would like to comment. Senator Durenberger is
the principal co-sponsor of that particular piece of legislation to
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which I was referring. He has been a very major contributor to it.
Thank you, gentlemen.

Our next panel consists of Dr. Stuart Butler, the vice president
and director of domestic and economic policy studies from the Her-
itage Foundation; Dr. Judith Feder, who is the co-director of the
Center for Health Policy Studies, Georgetown University; and Dr.
Kenneth Thorpe, associate professor, Department of Health Policy
and Administration, University of North Carolina. Senator Breaux
will act as chairman of this part of the hearing, since I have a con-
flict in another engagement.

Senator BREAUX. Gentleman and lady, welcome to the committee.
Dr. Butler, we have you listed first, if you would like to proceed.

STATEMENT OF STUART M. BUTLER Ph.D., VICE PRESIDENT
AND DIRECTOR OF DOMESTIC AND ECONOMIC POLICY
STUDIES, THE HERITAGE FOUNDATION, WASHINGTON, DC

Dr. BUTLER. Thank you, Mr. Chairman, for the opportunity to
testify on the reform of the health care system. I see these hearings
aspart of a national debate that is long overdue.

The American people are well aware of the symptoms of today's
flawed symptoms-such as inflation and gaps in coverage-and
they want action to correct them, but are uncertain about what
needs to be done.

A national debate can and should crystallize the option so that
the people can give Congress clearer guidance on what structura
reform should be undertaken.

Mr. Chairman, I can well understand that in an area as politi-
cally sensitive as health care, Congress is hesitant to enact sweep-
ing reform that may trigger a backlash, as the catastrophic care
legislation did in 1988; thus, there is interest in enacting only mod-
est reforms.

While some of these measures would help somewhat, only fun-
damental reform can create a universal system based on sound eco-
nomic and political principles that will address the demands of the
American people.

The national debate should center on the answers to some basic
questions about the structuref a national health care system. I
believe two questions are crucial. One, in a universal'ealth sys-
tem, who ultimately should decide what medical services a family
can receive-the government, employers, or the family itself?

And, two, what economic mechanism is most likely to restrain
costs with the highest degree of economic efficiency-government.
central planning with sweeping price controls, employers trying to
force their employees to reduce their health care demands, or
consumer choice in a competitive market?

When you strip away all of the details of the various bills and
proposals, the debate -eally boils down to differcntanswers to
these two questions. I believe the only successful, efficient, and
popular universal health system will be one that is based on the
democratic principle of consumer choice and which uses the eco-
nomic power of consumer choice in a competitive market to restrain
costs.

Such a system does not exist today, Mr. Chairman, because the
market is profoundly distorted and the consumer incentives are de-
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structively perverse because of the tax treatment of health care
spending.

By effectively restricting tax relief for health care spending only
to plans sponsored by an employer, and doing so without limit, we
created most of the problems we now are trying to solve: Families
losing coverage when they lose or move their jobs; too much tax
help going to the rich and too little going to the poor; employees
of struggling, small firms having no coverage; employees of larger
firms having no incentive to economize.

The key to creating a universal health system based on consumer
choice is to reform this tax treatment. The Heritage Foundation
has developed a proposal to do that.

Under the Heritage Consumer Choice Health Plan, the existing
tax exclusion for company-provided health plans and other deduc-
tions for health spending will be replaced dollar-for-dollar in a
budget-neutral way with a new refundable tax credit available to
all working families for the purchase of health insurance or out-of-
pocket medical expenses.

All families not on welfare or in the Social Security system would
be required to enroll in at least a basic plan. Full details of the
Heritage proposal accompanies my prepared statement, Mr. Chair-
man.

In addition, I have made available to you and the committee the
complete analysis of the proposal by the firm of Lewin-ICF, so that
members can see all the assumptions on which it is based and all
the projected effects on government, businesses, and households.

In the interest of full and open debate, Mr. Chairman, I would
urge you to request all other individuals and organizations present-
ing plans to this committee to disclose similar proprietary informa-
tion.

As you will see from the material I have provided the tax reform
I propose would mean lower after-tax health costs for the vast ma-
jority of Americans and significant assistance for the working poor
to afford coverage.

But the proposal would have other important implications. It
would create a national health system for America. All families will
be under Medicare, Medicaid, or the new plan.

It would mean that Americans no longer would be dependent on
their employers for subsidized access to the health system. Fami-
lies could choose from among a wide array of health plans and re-
ceive the refundable tax credit. In effect, this would be like extend-
ing the Federal Employee Health Benefits Program to every family.

Significantly, the proposal would encourage organizations other
than employers to act as sponsors of health care plans.

This would mean that workers could move jobs without any
interruption or change in their health care plan, and that workers
for small firms would have the sam; choice of health plans and the
same degree of tax subsidy as workers in large firms.

We anticipate, too, that millions of Americans under our proposal
would pick plans offered through a union, as many Federal employ-
ees do. Andwe believe families in rural areas might choose plans
offered through a number of organizations, such as a farm bureau,
or even a church-based group.
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In fact, we expect groups of black churches to be an obvious
sponsor of health plans in the inner city. Further, the proposal
would introduce keen competition between plans, spurred by the
incentive for consumers to pick the best value for money.

And I emphasize here that we are talking about consumers pick-
ing between plans to provide them with a complete range of serv-
ices, not bargaining with doctors on individual prices.

This powerful dynamic would restrain costs without sacrificing
efficiency. We anticipate that one result of this would be a far
greater inclination among families to choose managed care plans.

I would note that Consumer Choice and the FEHBP has encour-
aged managed care and kept the rate of cost increase markedly
below that in the private sector. Thank you, Mr. Chairman. I would
be happy to answer any questions that you may have.

Senator BREAUX. Thank you, Dr. Butler.
[The prepared statement of Dr. Butler appears in the appendix.]
Senator BREAUX. Dr. Feder.

STATEMENT OF JUDITH FEDER, Ph.D., CO-DIRECTOR, CENTER
FOR HEALTH POLICY STUDIES, GEORGETOWN UNIVERSITY,
WASHINGTON, DC
Dr. FEDER. Thank you, Senator. It is a pleasure to have the op-

portunity to speak before you this morning on tax incentive based
approaches to health care reform.

In my view, the effectiveness of any reform proposal, whether tax
incentive based or otherwise, rests on its capacity to achieve two
fundamental goals: health care coverage for all Americans and con-
tainment of health care costs.

These objectives, on which analysts, and, I would argue, most
policymakers agree are critical not only on moral grounds to ensure
universal access to health care for all Americans when they need
it; they are also essential to achieve equitable and stable health
care financing that neither shifts costs from one purchaser to an-
other, nor absorbs an ever-growing share of the Nation's resources.

You have discussed a lot of tax incentive based plans this morn-
ing, and I understand you had the administration testify yesterday.

These plans differ a geat deal, and I want to focus my remarks
on what I would call the gap-filling approach: strategies designed
to help Americans get insurance through tax credits-or sometimes
other means, and to encourage competition to contain costs. That
approach differs from Stuart Butler's proposal, and I will comment
on his proposal if we have time.

The gap-filling approaches that we are talking about are the ad-
ministration's proposal, Senator Cohen's proposal, and I think Sen-
ator Chafee's proposal falls il that category. Let me describe some
of their general features and then focus in particular on the admin-
istration proposal.

In general, gap-filling tax credit proposals, while they would en-
hance the capacity of some Americans now lacking coverage to ob-
tain it, have several limitations.

First, they leave too many uninsured Americans still uninsured.
Rather than guarantee all Americans affordable coverage, gap-fill-
ing approaches leave insurance a catastrophic expense beyond the
means of moderate income Americans.
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Second, they potentially shift private to public financing of sig-
nificant health care costs. Rather than target public benefits to the
neediest, such approaches benefit the already privately insured and
may encourage employers to reduce contributions and coverage for
their employees.

Third, as currently structured, most of them fail to contain costs.
Rather than guarantee participation by all purchasers in a system
that assures appropriate payment for appropriate services, such
approaches rely on encouraging the spread of managed care, a
strategy that, by itself, perpetuates the capacity of some to shift
costs to others and that has not slowed rates of increase in health
care costs over the last decade.

Now, let me focus in particular on the administration's plan.
That proposal would cover, at best, half the currently uninsured.
Tax credits in most plans are limited to people within certain in-
come levels.

In this plan, tax credits drop almost to zero for families with in-
comes at 150 percent of the poverty level, meaning that a family
of three with an income of $17,000 would have to spend more than
20 percent of their income in order to obtain health care unless
their employer provided coverage.

Second, the proposal would leave currently insured Americans at
risk. The insurance reform proposals that are included in most
broad strategies of this type can guarantee the availability but not
the affordability of employer-based insurance.

The administration proposal fails to guarantee insured Ameri-
cans that their employers, already struggling with insurance costs,
will continue to provide them protection.

And, finally, the administration proposal would do little to con-
tain costs. By simply extending to small employers the opportunity
to pursue managed care to small employers that large employers
have already found inadequate in containing their costs, they fail
to do the job.

Now, turning briefly to the Heritage Foundation proposal, it is
different from the administration's and the others that are encour-
aging coverage because it requires coverage.

But, in so doing, it undermines the risk pooling that we have got
in the employer-based coverage system and, in fact, exacerbates the
very problems you are trying to deal with involving excessive ad-
ministrative costs and risk selection in the insurance industry by
leaving individuals on their own to seek and shop for care.

In my view, Senators, universal coverage and cost containment
can only be achieved when government assumes responsibility for
building a health care system that guarantees all Americans af-
fordable coverage and requires all purchasers to participate equally
in a system to contain costs. Thank you.

Senator BREAUX. Perfect timing. Thank you very much, Doctor.
[The prepared statement of Dr. Feder appears in the appendix.]
Senator BREAUX. Dr. Thorpe.
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STATEMENT OF KENNETH E. THORPE, Ph.D., ASSOCIATE PRO-
FESSOR, DEPARTMENT OF HEALTH POLICY AND ADMINIS-
TRATION, UNIVERSITY OF NORTH CAROLINA, CHAPEL HILL,
NC
Dr. THORPE. Thank you, Mr. Chairman and members of the com-

mittee. Thank you for inviting me to testify and comment on tax
incentive approaches to health care reform.

My comments will focus on the potential impact such programs
may have based on empirical research that I and others have done
evaluating similar approaches.

The centerpiece of these proposals under discussion today is the
provision of tax credits and deductions to assist individuals in pur-
chasing health insurance.

The proposals differ with respect to the target population and the
extent of the subsidy. For discussion, I use a prototypical approach
where individuals receive a refundable tax credit of up to $1,200
per year, and families receive one limited to $2,400 per year.

My remarks will analyze these tax incentive proposals along
three dimensions. First, how many currently uninsured would pur-
chase health insurance?

Second, what impact would the tax credits have on those that
currently purchase private insurance, either through an employer
or directly? Third, what effect would the proposals have on reduc-
ing the growth in health care spending?

Go to the first issue. How many of the uninsured are likely to
use tax credits andpurchase them?

According to the Congressional Budget Office, over 19 million un-
insured families would be eligible for a tax credit with eligibility
limited to $40,000 per year, and nearly $20 million at levels out-
lined by the President's proposal. Thus, nearly all the uninsured
would technically be eligible for a credit.

In 1992 dollars, an individual policy costs yearly about $2,100;
the family policies typically exceed $5,000, although, clearly, there
are variations across the country.

These credits would finance approximately 57 percent of an indi-
vidual policy and 48 percent of a family policy. Two sources of data
allow us to provide some estimates in the number of uninsured
who are likely to take up on these types of tax credits: surveys, and
actual observations on how people act in the market.

With respect to surveys, I have seen a number of them and I can
tell that they are fairly poor predictors of actual behavior. What I
have done is try to rely on results from pilot studies and evalua-
tions that I and colleagues at Harvard have recently completed in
New York State.

We have examined the willingness of people to purchase sub-
sidized health insurance, both employers and individuals, at sub-
sidy levels that seem to be similar to those that I just outlined
above.

I think the results of the pilot projects that we looked at were
somewhere underwhelming, in that fewer than 10 percent of those
eligible in the three New York State sites that are focused on indi-
viduals actually ever purchase insurance.

The results from the recent experiments which provided similar
premium subsidies to those envisions in the President's plan and
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other proposals suggest that these voluntary approaches will have
limited effect in reducing the number of uninsured.

From what I can tell from these results, a low estimate would
be anywhere from 3-4 million, and a high estimate would be some-
thing on the order of 10 million. That would leave approximately
23 million people without health insurance.

Second, what effect would it have on private insurance, that is,
those individuals that currently have it? Again, since individuals
can take tax credits up to incomes that are actually quite high,
nearly 75 million individuals who are currently privately insured
would have access to these types of credits.

Moreover, the average annual payroll of smaller firms, approxi-
mately 2.6 million establishments with 100 or fewer employees
that currently offer health insurance, is typically less than $25,000
a year.

Again, there would be strong incentives for those employers to
drop their coverage. So, I think failure to lock these establishments
in to maintaining insurance would dramatically increase the Fed-
eral cost of these proposals, directing most of the benefits to people
that already have health insurance at fairly high incomes.

The President's subsidy approach is even more problematic. I
provide an example in my testimony showing how the President's
plan potentially could shift billions of dollars of currently privately
financed premium contributions to the Federal Government, and
Federal taxpayers.

Finally, what effect are these proposals likely to have on the
growth of health care spending? Most of them rely on managed
care and increased cost sharing to limit the growth in spending.

Research evaluating managed care has produced mixed results.
It largely depends on the design of the managed care program.
Group model HMO's that have been described earlier in today's
proceedings really seem to be the most effective, but a mid-range
estimate is something on the order of 10 percent reduction in
spending.

More aggressive market-based approaches that rely on cost-shar-
ing I think would save some money, but if you look at the results
from the Rand Health Insurance experiment, they suggest that
even if we had cost-sharing and aggressive price shopping along
the lines that Dr. Butler has identified, that would have, at most,
reduced the rate of real growth between 1950 and 1980 in health
care spending by about 10 percent.

In summary, voluntary tax credits will allow some individuals to
purchase insurance. It is likely to have a minor effect on reducing
the number of uninsured, and I think they are ill-equipped to ad-
dress the growth in health care spending.

I also think they have a fundamental flaw in a voluntary system.
The higher the tax credit, the more likely you will have more unin-
sured purchase policies, but you will also disrupt existing private
insurance arrangements.

Smaller credits are even less effective in reducing the number of
uninsured. The former is not particularly target-efficient and in-
creases Federal cost, and the latter approach results in a small re-
duction in the uninsured.
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Just in closing, I think if you look around the table at a broad
range of proposals, the one consistency that I do see is that we
should not retain a voluntary insurance system. We do, however,
have differences of opinion about who should provide coverage.

But to really address this issue of delivery system reform and
cost containment, and, clearly, the uninsured, we have to start
from the vantage point that everybody has health insurance.
Thank you, Mr. Chairman.

Senator BREAUX. Thank you, Dr. Thorpe.
[The prepared statement of Dr. Thorpe appears in the appendix.]
Senator BREAUX. Dr. Butler, I read your proposal as mandating

health care insurance. I am surprised that the Heritage Founda-
tion would propose a mandated anything.

Dr. BUTLER. Well, we seem to surprise a lot of people sometimes,
Mr. Chairman. But unless you have everybody under a system, you
have certain problems. You have got to be prepared, without a
mandate on individuals, to say that if somebody chooses not to
cover themselves---despite all the help you are going to give them-
you will let them live with the consequences.

As a society, we are not prepared to do that. Therefore, to avoid
,this "free rider" problem, as well as other problems, I think it is
necessary to have a mandate. I think it is the only way that a tax
credit system, or any other system, can really work.

Senator BREAUX. Your proposal speaks, to a large extent, to giv-
ing individuals a greater say, and a greater choice, and more re-
sponsibility in making their choices about health care coverage.

And we have heard some discussion and testimony that people
are simply not capable of making those choices when it comes to
health care. They want the best, they want it the quickest, they
want it to take care of the needs of their children, their families,
and themselves.

And it is not something that someone sits down and says, all
right. Where can I go to get the best treatment for this particular
procedure? Can you change consumer behavior in this area, or do
you think currently people are capable of making that distinction
and the proper choices?

Dr. BUTLER. Let me draw a distinction between two ways in
which consumer choice can operate. One, which is envisioned by
Mr. Rooney with his MediSave account, that individuals would
shop around between doctors, asking for price lists and so forth. I
do not think that is ever going to come about, and it mistakes the
way in which consumer choice can and should, operate.

The other type of consumer choice is something which you, Mr.
Chairman, exercise every year, as do the staff members behind
you. Each fall you choose a health plan for the following year. You
shop around with a lot of information. And if janitors on Capitol
Hill, and messengers, and Congressmen and staffers can do this
every year, I tend to feel that the ordinary American can probably
do that, too.

Senator BREAUX. So, you are distinguishing between the choice
between the physiciahs and the hospitals and the choice of the pol-
icy selection.
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Dr. BUTLER. Absolutely. And I share the views of the previous
panel of Congressmen from the House that picking plans, not treat-
ment or surgeons, should be the basis for consumer choice.

The most effective reform is the one which requires individuals
to choose a plan, a basic set of services as set down by Congress,
but gives them the freedom of choice to pick which type of system
of delivery they wish. Government then would invite entrepreneurs
and others with innovative cost-effective methods to provide those
services to come forth and bid for each family's dollars.

That is the kind of system that works already within the Federal
employee system. It works in the rest of the economy with very
complex purchases, such as automobiles. That is the model that
can and should apply in the area of health care.

Senator BREAUX. Where is the element of cost containment in
that proposal, though?

Dr. BUTLER. The same as in every other area of the economy
where consumer choice operates. When an individual is given an
array of choices of different prices, different quality, and different
sets of services, the cost control is that the providers of those serv-
ices, those packages that have to compete for their dollars, must
find better and better ways of combining quality and price if they
are going to succeed in the marketplace and survive.

That is the method of cost control which has been far more effec-
tive than any other than we know of, including government price
controls, fee setting, and all of the regulatory paraphernalia that
we have in the Medicare system. That system of individual
consumer choice works much more effectively, it is demonstrated to
work more effectively, and I think we shculd apply it in the area
of health care.

Senator BREAUX. So, your cost containment is the marketplace?
Dr. BUTLER. And I am quite comfortable with that.
Senator BREAUX. Dr. Feder, do you have a comment on that?
Dr. FEDER. I would be happy to comment, Senator. I am sitting,

wondering what evidence it is that Dr. Butler is drawing upon to
show that the marketplace has been so effective.

I think we have far more evidence, both from international expe-
rience and from our own States' experience, that rate determina-
tion-budgeting and rate regulation--is far more effective than any
competition we have seen in controlling costs.

With regard to the general features of the plan and Mr. Rooney's
plan that so interest you, I do have a concern. My concern is that
advocacy of this approach rests on the judgment that consumers
are driving the bulk of health care costs, that consumers choose to
use too much.

Senator BREAUX. Well, he would also argue some of the studies
show 20-25 percent of it is administrative costs, which could be
greatly reduced, too.

Dr. FEDER. Well, the administrative costs are a separate issue
and I would talk about that, too, if you wish. But in terms of the
cost of services, I think that if we look at medical expenses, we find
that the bulk of medical expenditures are going to people who are
quite sick and spending substantial amounts, and that those ex-
penditures are driven by physician and other provider choices be-
yond the control of the individual.
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So, I think we can have individuals responsible for some share
of their bills, but to put all the weight of the system of cost contain-
ment on that design feature, I think, is likely to be decidedly inef-
fective.

Senator BREAUX. Well, I would just make another comment.
Under the legislation I have introduced, we are not shifting at all
to the consumer. We are giving that first amount, 3,000, as an ex-
ample, which statistics show us 94 percent of the people in the
country have costs of that much or less a year, but for the amounts
above that for consumers for catastrophic problems is there would
be catastrophic insurance that would be purchased for that.

Dr. FEDER. Yes. I did not mean to say that you were shifting all
the financing.

Senator BREAUX. Yes.
Dr. FEDER. But I think you are relying on that front-end to do

your cost containing and I think you have still got a big problem
of containing costs in your catastrophic segment.

Senator BREAUX. Yes. Senator Chafee, questions?
Senator CHAFEE. Thank you, Mr. Chairman. Dr. Butler, as I un-

derstand it, under your proposal insurance no longer would be ei-
ther deductible by the employer, nor non-taxable to the employee.
Am I correct in that?

Dr. BUTLER. You are partially correct. In distinction to the pro-
posal from the previcus panel, if an employer were to provide a
plan as a part of compensation, than under our proposal it would
continue to be counted as cost of labor, and, therefore, would be de-
ductible by the employer.

But the full value of that plan, if the employer provided it, would
count as taxable income for the employee. Of course, the employee
would be eligible for the new tax credit system that I proposed.

Senator CHAFEE. If he fell within the lower income limits.
Dr. BUTLER. Well, it would be a different level of tax credit, de-

pending on his income. But, yes.
Senator CHAFEE. Oh. So any employee would get some tax credit.
Dr. BUTLER. It would be more efficient to have a system in which

the tax credit was available only for a basic package and would be
scaled back completely for those beyond a certain income. Politi-
cally I am not so sure that that would fly.

Senator CHAFEE. Now, I guess there are several arguments
against your proposal. First, the argument that you have heard
here and you have heard other times, I am sure: the difficulty that
the unemployed would have potential insuree would have in mak-
ing the choice. He is low-incume level, low-education level.

And what you are saying is he must go out and purchase the in-
surance with this refundable tax credit that you are giving him.
First, what are the mechanics? How do you make sure that the
person sleeping on the grate down here by the Federal Trade Com-
mission is going to get the insurance?

Dr. BUTLER. We are talking about a broad change where the in-
dividual would either be in Medicaid, Medicare, or covered by this
proposal. The individual sleeping on the grate almost certainly
would be under a direct government-sponsored program such as
Medicaid.
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So, we are not really talking about those individuals making
choices so much as the person that is working for a small dry
cleaning company today with three employees who has no coverage.

That individual would get a refundable credit, or a voucher, in
effect, if he is low-income. And because he or she is not an author-
ity on health care, the person would probably join an organization's
plan that they felt comfortable with; maybe a union plan, maybe
their church plan.

Senator CHAFEE. Yes.
Dr. BUTLER. In other words, they would likely go to organizations

they trust and which would be sponsors of health plans. So that
they would not have to depend on their knowledge of the health
care system to make a good choice.

Senator CHAFEE. And you point to the fact that the Federal em-
ployees health benefits program is an example of how people-
many of them from low income, many of them with limited edu-
cation--can go forward and make their own choices.

Dr. BUTLER. Well, they clearly do. And, as you know, Senator,
some of the less-educated persons working for the Federal Govern-
ment do tend to join organizations or pick union-sponsored plans,
such as the Mail Handlers, because they do trust those organiza-
tions as being likely to act on their behalf.

Under our proposal, through the tax credit mechanism, we sim-
ply would permit that kind of process to occur throughout the coun-
try.

Senator CHAFEE. Now, I am probably repeating a question that
has been asked you before, but where does the cost containment
come in? And, referring back to Mr. Halvorson's example-I do not
know whether you were here-I'd like you to comment on the ex-
cessive use of the Caesarean operations and how that adds up.

First of all, it is dangerous, but, secondly, the cost is substantial.
Where, under your plan, would be the incentive not to do that type
of operation?

Dr. BUTLER. Let me answer that in a broad way, then in a spe-
cific way, because I think that will answer you fully. The broad
way, as I said before, is that when people are choosing between
plans and they see the prices, have a fixed subsidy, and are offered
an array of alternatives, they have a strong incentive to look for
the plan that combines the best quality and price.

Now, when you look at precisely how the cost control works, you
then have to look at the incentives for the organizations trying to
market those plans. They have a strong incentive to look at all
kinds of ways of keeping costly procedures under control, to review
costs, and to select physicians and facilities within their plan so as
to make the entire plan competitive.

So, the way in which competition really achieves cost control in
our type of system is, that it forces the organizers of plans to evalu-
ate the physicians. So if they saw a physician routinely doing
Caesareans and pushing the cost up of their plan, you can be as-
sured that that physician either would have to change their proce-
dures or would not be in the plan the followingyear.

This is the same dynamic as in other parts of the economy where
organizers who are trying to market products and services are con-
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stantly looking at how to make sure that there is not over-charging
or inefficiency within their particular plan.

Senator CHAFEE. Somehow, I have the feeling-and this has been
expressed before-that trying to wrestle with health insurance-in-
surance generally, but I suppose health insurance more than oth-
ers--is not quite similar to going out and buying a refrigerator, or
going out and buying an automobile. Maybe it should be. But I, as
a member of the Federal Employees Health Benefit Plan, I find it
rather mysterious and am totally-

Dr. BUTLER. Well, Senator, it is not the only mysterious purchase
that we all make. Buying a car, I can assure you, is something
which I dread. But, the act is, that in a system where I am al-
lowed to go out and purchase a car I would probably hire the Con-
sumer's Checkbook, here in Washington, to go out and do the bid-
ding for me.

That is the kind of thing that happens under a consumer choice
system. So, while the system may be mysterious, the issue is, what
system, in general, is more likely to lead to satisfaction and cost
control? That is the issue.

And I would argue that it is one like the one you and the mem-
bers of your staff and other Federal employees have, which permits
you to explore alternatives. This introduces a very powerful driving
force in the structure of the entire system.

And just as you see in the rest of the economy, it does not re-
quire everybody to be fully-informed and to be an aggressive shop-
per for the market to begin to develop cost-conscious and effective
plans. All it requires is a key group of people to be price leaders
in those areas. That forces the providers to begin to shape up. It
is true in every area of the economy, and it would be true in health
care.

Senator CHAFEE. My time is up. I have some more questions, but
this round is up. If you want to proceed.

Senator BREAUX. Let me ask Dr. Thorpe one question. It seems
like one of the points you are making is that subsidies, and assist-
ance, and tax credits is not sufficient to get people to purchase in-
surance. They are not going to do it anyway. I mean, how do you
know that?

Dr. THORPE. Well, again, the numbers that I was talking about
are based on actual attempts to pursue similar approaches in New
York State, and, indeed, through a series of demonstrations the
Robert Wood Johnson Foundation sponsored where they offered
employers and individuals heavily subsidized health insurance
packages with subsidies that are very similar to those that are pro-
posed in both the President's plan and some of the Senate bills that
you are currently looking at. So, they are based on actual behavior.
Some people purchase them. There is no question about that. As
I mentioned, something on the order of 10 percent of those that
were offered a heavily subsidized policy actually bought them. That
leaves the issue of why they did not purchase them.

And a couple of things we fodnd in our follow-up surveys were,
one, even with the subsidy levels that we are talking about, as
large as they are, for many low-income individuals at 60, 70, 80
percent of poverty, they are fundamentally making monthly deci-
sions about whether or not to retain a health insurance premium
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and pay the premium that month, or go ahead and buy bread and
clothes; basic decisions that, for some months they will be willing
vo carry the insurance, other months they just cannot afford to
carry the policy.

And the second problem that we found is that, even though today
the policies are subsidized, if you have an insurance policy that is
going up in the 15-25 percent range and after-tax income going up
at 3, 4, and 5 percent, the value of the subsidies quickly erode.

Most of the subsidies were fixed-price subsidies, and unless you
are going to radically increase the value of the vouchers year in
and year out, you run into problems.

And if I may just comment on this issue of cost containment real
briefly, because I think it is really very essential to the questions
that you are asking.

One of the things that I note in this debate is that economists
are a very closed club. And sometimes I like to think I am in the
club, depending on my point of view.

But economists will define the issue of cost containment almost
as a tautology; that if you have a market, that the observed rate
of growth in spending is the right rate of growth.

It is the tautology that under certain definitions of a market, if
you can create a market, whatever number evolves is the "right
number" and you have cost containment.

But there are two problems with that. One, is that even though
the market-based approaches, such as Dr. Butler's proposal, the
Heritage proposal, and Alain Enthoven's proposal try to move us
closer to what a competitive market would look like, it falls far, far
short of the economist's ideal maxim of a competitive market.

And, as a result, there are still very substantial structural prob-
lems in the delivery system and in other parts of the health care
market that would deviate us away from a "right rate of growth"
under a market-based system.

Secondly, we get into this debate about regulation versus com-
petition. And I think the point is that neither-and they are sort
of extremes-are probably "the" desirable proposition. I would sug-
gest that we do have a substantial body of evidence that shows
that when you combine regulation with competition that you can
have a health system grow at a rate that is within the State prod-
uct of a particular State.

If you look at figures one and two that I provide in my testimony,
I have given you four examples of States that have adopted innova-
tive systems, Massachusetts being an example, where you combine
competition and managed care in group model HMO's with a rate-
setting structure that I think produce fairly impressive results.

Those all-payer systems have rates of growth that are substan-
tially below what the Federal Employees Health Benefit Plan have
been.

So, we get into this false dichotomy of regulation versus competi-
tion. I think both are probably desirable. I think it is probably in-
corect to think that just because we can invoke some more com-
petitive pressures into the system that everything is fixed and it
will be fine.
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So, as somebody who looks at economics in its purer sense, even
with those fixes, we are not likely to see a market-based competi-
tive market and the economist's ideal ever materialize.

Senator BREAUX. Well, thank you for that response.
Anything else, John?
Senator CHAFEE. Yes, thank you. Just a couple of more questions

for Dr. Thorpe. I was astonished. I think in the printed record you
said that only 10 percent of those eligible for the subsidy in your
study. I think in your verbal testimony you said 7. But, whatever
it is, it is very, very low, of those eligible for the subsidy used it.
And this is, apparently, a subsidy that New York State gives.

What were those sites? Was there another good health delivery
system there? Was it an area where there are community health
centers, for example? What were the characteristics of the popu-
lation; poverty, drug abuse, language barriers, and so forth? Could
you touch on that briefly?

Dr. THORPE. Oh. Sure. There were five sites in total for the two
different pilots. There was a pilot that was directed towards em-
ployers that employed fewer than 20 workers. And then there were
three separate pilots that were focused on individuals that had an-
nual-incom-es below 200-percent-of poverty.

The ones that I was talking about in my testimony today were
in the three sites. Two of them were in New York City; one in Man-
hattan, one in the Bronx, and one in upstate New York.

So, the characteristics of those sites are quite different. The ones
in New York City did have some opportunity for the previously un-
insured to use public hospitals and clinics.

The sites upstate, the public hospital option was not there. There
were not, really, the same sort of opportunities to use public facili-
ties in the upstate site.

Language barriers existed, but the health plans, as vendors for
this demonstration, were chosen specifically because of their ability
and history of dealing with the populations in those local jurisdic-
tions.

There was a large Hispanic population in the Bronx. The Bronx
Health Plan had a long history of dealing with that population be-
cause they have a Medicaid HMO in the same area.

So, the characteristics are quite different, as is access to other
types of delivery systems, such as public hospitals.

The thing that we found perhaps troubling and interesting at the
same time was that the results in each of the sites were different.
The one upstate had a little bit better results. That was more in
the 10 percent range of eligibles actually purchasing; people who
did not have access to community health centers and public hos-
pitals.

The ones in New York City where those facilities were available,
the penetration rates were substantially lower, perhaps in the 3-
and 4-percent range.

Senator CHAFEE. Maybe they did not have any physician to go
to.

Dr. THORPE. Well, again, the Bronx Health Plan-
Senator CHAFEE. I am setting aside the community health cen-

ters.
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Dr. THORPE. Sure. One of the features of the Bronx Health Plan
was to bring the uninsured within the same sort of managed care
network that the Medicaid population has available in that juris-
diction, which means that you are linking them up with a gate-
keeper. So, some of them might not have had the history of having
a physician that way.

But one of the things that the Bronx Plan did try to do was ex-
plicitly link, upon enrollment, people up with a gatekeeper physi-
cian. And the same thing was happening at Roosevelt Hospital in
New York City.

It is true that in New York City the history of receiving services
has been through the emergency room, and having that link with
the physician has been very tenuous. But there were attempts to
try to overcome that in the plans.

In the upstate sites, that was less so, because the people in the
upstate sites were primarily not receiving primary care services
through an emergency room, but were receiving it either out-of-
pocket through a physician or during some points of the year they
actually did have insurance.

Senator CHAFEE. Dr. Feder, are you an admirer cA what has been
accomplished by the community health centers? Do you think they
are doing a good job?

Dr. FEDER. I think the community health centers are playing an
essential role, Senator. Because I would argue that even if we get
everybody- covered, get everybody an insurance card, we still need
to invest in ensuring the availability of providers in some under-
served areas, whether they be inner cities or rural areas.

That is what the community health centers aim to do, and I
think continued support for that program is critical.

Senator CHAFEE. Well, thank you, Mr. Chairman. Mr. Chairman,
I must say, these having been very, very useful. I believe the issues
of cost containment, universal access, and quality are all important
and vital.

But it seems to me the most frustrating element to try to get a
handle on is that of cost containment. I think we can cover every-
body, but how to do it without the costs going out of sight and
changing what is taking place now in the medical costs of our soci-
ety is the most challenging, I find.

Senator BREAUX. Well, thank you, Senator. And thank the panel
very much for being with us and for their testimony. This will con-
clude the hearing and the committee will stand adjourned till fur-
ther call of the Chair.

[Whereupon, the hearing was concluded at 12:24 p.m.]
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Patient care has long been my primary concern, As chief executive officer of Park-
land Memorial Hospital in Dallas, and chair of the National Association of Public
Hospitals (NAPH) and the Texas Board of Health, I deal with it every day. And as
we consider how to resolve the problems with this country's troubled health care
system, I cannot help but believe that if we create a system that's good for patients,
it will be good for the people of America, the institutions of America, and America
itself.

The majority of Americans have repeatedly said they want health care reform.
Businesses are suffering from the escalating costs to insure employees. And em-

ployees who have health insurance are worried they may lose it as so many others
have before them. Health insurance is tied to jobs, and anything attached to a job
is by definition limited. Lose your job, lose your insurance. Or, if you don't lose your
job but you or a family member develop a medical problem like cancer, you may
become locked into that job-unable to move to a better-paying one because the new
firm will not insure a preexisting malady.

Our health care system often does not serve patients well and is on the brink of
moral and financial bankruptcy.

Self-interest and turfism must be put aside in determining what is best for pa-
tients to be served, because we cannot afford the system as it now stands. Govern-
ment can't afford it. Businesses can't afford it, and individual people can't afford it.
Indeed, health care costs are affecting our nation's competitiveness in the world
market. We need fundamental reform; not incremental change which is like squeez-
ing balloons. The costs just bulge somewhere else. The current system is account-
able to no one.

Competition hasn't lowered costs and, in fact, may have increased them. Fee for
service is not working. The system is rife with perverse incentives that encourage
utilization for boutique procedures while discouraging services that actually prevent
disease and stop medical problems from getting worse and more costly to treat.

Much of the 1990 measles epidemic could have been averted, for example, if all
insurers and health services covered immunizations. Instead, this easily preventable
disease killed 68 children in a raging nation-wide epidemic of 26,500 reported cases.
Many of the non-immunized children had been seen by physicians in the year prior
to the epidemic, but immunizations were not offered. This occurs because our cur-
rent system is overly dependent on the curative medical model whereas preventive
care and public health are underfunded and categorical in function.. Previously, only the unemployed and working poor lacked access to timely health
care. Now, individuals of many socioeconomic levels are in a similar strait when in-
surers deem them or a co-worker high risk.

Particularly compelling are the cases of a Dallas architect with leukemia and a
6-year-old boy who needs surgery to prevent his retardation. Their plight was illus-
trated to me in testimony before the Governor's Health Policy Task Force in Texas.
The architect has sold his house and lives with his parents. His wife must work,
and his son, an honors student, has left the University of Texas to help support the
family.

The architect takes less than minimum wage from earnings so he can buy group
health insurance for his eight-person firm. The firm's premiums now cost more than
$8,000 per month-all because he had leukemia. How can the small group insurance
market work when experience rating has this sort of impact on small businesses
like this and all its employees?

(201)
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In the second instance, a northwest Texas farmer must sell his livelihood, a farm
that has been in the family for three generations. He needs to finance a surgical
pocedure that will prevent his 6-year-old son from becoming retarded. Children are
born with a "soft spot" on the top of their head, but this child was born with the
sutures already closed. When premature closure of the cranial sutures occurs, the
brain can't grow, unless the sutures are surgical broken during various stages of
childhood. In his infancy, the child had such surgery at a cost of $5,000. He now
needs the procedure repeated so his bain can continue to grow normally, but the
surgery is now anticipated to cost more than $30,000. The farmer is self-employed
and does not have insurance. He makes too much money to qualify for Medicaid or
the Chronically Ill and Disabled Children fund in Texas. The farmer will have to"spend down" or sell his livelihood in order to meet his child's needs.

While some workers are written out of insurance coverage, the high cost of pre-
miums eliminates millions of others. This includes enormous numbers of lower-paid
public employees on the local and state level. Of the 22,000 Dallas Independent
School District employees at least 4,000 cannot afford premiums. Approximately
500 Parkland employees also are in that predicament but we plan to ask our Board
of Managers this year to let us devise a plan to cover these employees on a sliding-
scale basis.

The nation's more than 1,500 private insurers each employ cost-cutting measures
that include second-guessing physicians as well as underwriting techniques to elimi-
nate high-risks.

I was caring for a middle-aged man who had thrombophlebitis in his leg. A simi-
lar situation in 1984 almost killed him, causing a severe pulmonary embolism that
blocked 75 percent of his two pulmonary arteries. Because of his history, we admit-
ted him. A clerk from his insurance carrier questioned the decision several days
later. I explained and reexplained that the previous life-threatening event and his
current condition required 10 days of absolute bed rest and anticoagulation therapy
as well as evaluation for silent pulmonary emboli (clots floating to the lungs). Nev-
ertheless, the carrier continued to call throughout the patient's hospitalization to
check on his discharge date and to "give me permission" to continue his hospitaliza-
tion. All that second-guessing had nothing to do with quality and didn't save one
dollar.

The intrusion of insurers into the health care industry is greater than any govern-
ment regulations and exacerbates costs. The combination of state, federal and pri-
vate insurance paperwork constitutes a staggering bureaucratic cost that is part of
every hospital's budget.

The cost at Parkland, which is licensed for 940 beds, is approximately $7 million
annually. This pays for a small army of more than 300 employees whose only task
is to process reimbursement claims and related forms. It must be done if we are
to get paid. Parkland is a safety net hospital-a public, partially tax-supported hos-
pital that largely cares for the working poor and the jobless who have no health in-
surance. About 70 percent of our patients are in that category, and I must tell you
our safety net' is running over.

We provide care within a health care system noted for its staggering waste-esti-
mated at one-third of the $800 billion annual health care bill, according to articles
published in prestigious medical journals, such as Journal of the American Medical
Association and the New England Journal of Health.' The waste includes, ineffec-
tive care unnecessary procedures, fraud, malpractice-related fees and defensive med-
icine-that's when doctors order tests just to guard against malpractice. Up to 40
percent of common major medical procedures, such as the 250,000 coronary by-
passes and nearly one million Caesarean sections performed annually, are unneces-
sary,2 according to published medical studies.

Such waste is occurring at the same time about 34-37 million Americans have
no health insurance and 60 million others are believed to have insurance inadequate
to cover serious illness. Twenty-four percent of Texans don't have health insurance,
affecting half of the state's Hispanic residents. Because the majority of the nation's
poor people are African American, Hispanic and of other ethnicities, health care
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breaks down along racial lines, causing more social inequity. Patients without insur-
ance receive health care through an implicit rationing process that tends to discour-
age using it. This happens at Parkland and other urban public hospitals through
inconvenience and 8-12 hour waiting lines because few other hospitals care for the
poor. Reducing the existing waste would dramatically increase access to health care.
While I applaud federal efforts to do just that, only fundamental reform can effect
the systemic changes needed.

As chair of the National Ass-zi'tion of Public Hospitals, I urge that a national
health plan and policy be developed that stops giving to one group of people, while
omitting others. We should leave the company of countries like South Africa and
join other industrialized nations in making health care a right. If we follow what
is morally and ethically right, we would logically implement a single payer system.
It is the most affordable and would have the broadest and fairest tax support. But
it must have built-in controls or it will be as fatally flawed as the current system.
Cost-containment reforms a)ould include an outcome-oriented emphasis on tech-
nology and delivery of services, tort reform, physician guidelines for standards of
care, regional health systems, and negotiated global budgeting and rate-setting for
institutions and physicians. We must build in accountability, where the cost-per-re-
cipient per year is known, and annual increases are capped. Managed health care
has to be part of the plan.

I realize that national health policy may end up as something different than we
may want, but it is unconscionable not to have a bipartisan health plan in this
country.

We can learn what's best by studying the states and other countries. A number
of systems do not bankrupt their economies, yet surpass our public health efforts
in issues as fundamental as reducing infant mortality.

The State of Hawaii has exceptionally low administrative costs that compare fa-
vorably with the world's best. Administrative overhead is at 6 percent, largely be-
cauze il,'s a system of few payers--primarily Blue Cross, Blue Shield and Kaiser
Permaniente. Hawaii launched its State Health Insurance Plan in 1974. And after
nearly 20 years of providing near-universal health coverage, they are starting to see
a healthier population, but it's not just because nearly 98 percent of Hawaiians are
insured. Recognizing that health insurance alone wouldn t improve the health of
hard-to-reach populations, the state also invested in the public health infrastruc-
ture.

We should also study Minnesota's single payer, serve-one-serve-all system, which
recognizes that many patients otherwise wouldn't be accepted. This erases the kind
of gaming that goes on in Texas and the rest of the country where in some counties
no physicians will accept Medicaid patients. Minnesota also is experimenting with
physician standard of practice guidelines. My counterpart at St. Paul's public hos-
pital estimates these guidelines can shave a minimum of 10-15 percent from high-
cost areas, while improving quality and maintaining access. Standard of practice
guidelines are part of Minnesota's tort reform. Malpractice juries are informed when
physicians follow or deviate from guidelines. This is expected to reduce the volume
of malpractice litigation and costs.

New York is exploring an insurance clearing-house concept, called Unycare. A
central board sets policy and streamlines insurance policies, regulations and forms.
The state also is imposing community ratings to stop insurers from limiting high-
risk categories in the small group marketplace.

Many of these efforts could be applied nationally, as well.
We additionally should make health insurance portable by severing its link to em-

ployment. We may have to subsidize some industries to avoid considerable loss of
jobs if we opt for a play or pay system. For example, if the farm industry were
forced to insure migrant workers, food costs would have to go up and create the
equivalent of a regressive, hidden tax for consumers.

Fundamewa al reform under a single payer system would replace today's arbitrary
Medicare and Medicaid fee setting. And global budgeting would force hospitals to
manage an annual budget adjusted only for volume of services. This would largely
eliminate certificates of need but would emphasize the value of health planning ef-
forts.

Public hospitals have always operated under fixed constraints, and in a single
payer system the best of them could lead the nation in developing integrated health
systems. Perhaps some will evolve into regional systems-filling the fundamental
need to link rural and urban health care. As you know, rural hospitals are rapidly
disappearing- 133 Texas hospitals have closed since 1980. The majority were rural.

Incentives should be available to encourage affiliation agreements between rural
and urban hospitals. Cost-based reimbursement, for example, would compensate for
the added cost of delivering life-saving as well as preventive health care services to
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rural communities. Even if the single payer option occurs, we probably should ex-
p and the legislation for the Essential Access Community Hospital program and the
Rural Primary Care Hospital program. These programs currently require states to
develop a health care network that provides two levels of care in rural areas, full
service referral hospitals and primary care hospitals. We must retool and manage
rural resources better through integrated health care systems so upgrades of care
can be arranged in an expeditious manner for trauma, perinatal care, burn care and
other critically ill patients in rural areas.

We must also reform our medical education system. Our health care delivery sys-
tem will never be adequate as long as there are not enough primary care givers
being trained and supported financially-this includes doctors and allied health pro-
fessionals. A real difference between the U.S. and Canadian or European health
care systems is that the vast majority of Canadian/European physicians are trained
in primary care while less than 15 percent of American physicians are. Current poli-
cies must change because they stimulate the oversupply of medical specialists.

For decades we have talked about having the best health care system in the
world. Now, we need to turn our brag into fact.

While our technology is undoubtedly the best, its applicability is limited to who
can affordl it. And fewer and fewer of us can. A health policy would continue to allow
us to embrace new technologies. But before we pass along the costs, we should know
what the technology really buys. What's ita purpose? What's the outcome for pa-
tients? This is particularly important at a time when we're about to have a renais-
sance in pharmaceuticals that carry enormous cost as well as power to treat disease.
At Parkland, our pharmaceutical costs increased 20 percent per year, for the last
two years. Price hikes were the main cause, which a single payer system would pre-
vent.

I urge that a national health policy assures more than high-tech medicine and
health insurance. It should promote health and prevent disease by also building a
public health infrastructure.

It should guarantee universal access to a socially defined level of care. This should
be every citizen's right, not privilege.

Good health is a need-fulfillment right that is a prerequisite for the full expres-
sion of many of our constitutional rights. The right to vote and freedom of expres-
sion are difficult to exercise when you are debilitated by hunger and compromised
by pain or illness.

Health does not happen in a void, nor should national health policy. Providing eq-
uitable health care is only a start. We cannot .put all our money into health care
and expect to have a healthy society. We will remain societally sick if we don't also
address infrastructural decay-the accompanying social ills of illiteracy, joblessness,
inadequate housing and crime.

Perhaps the violence in Los Angeles would not have happened if the participants
had more to lose. If the rioters had good-paying jobs, decent housing and were well
educated, there ,probably would not have been any rioting. They would have found
another way to express their disgust with the Rodney King verdict.

Clearly, we must give people more to lose. Our youth are at stake, particularly
our minority youth. Indeed, our country's productivity is at stake.

As a nation, 'we stand at a defining moment. Will we measure up? Will we allow
the continued increase of health care costs and the numbers of disenfranchised?

This nation is at a moral crossroads and faces the possibility of losing its soul.
How we deal with the health care crisis will determine whether we are mediocre
or great.

As a physician, I am expected to do the right thing for my patients, and that's
what we should be doing for all of this nation's patients.

We need to finally begin meeting the needs of patients and the communities they
live in. We must put selfish interests aside and do what is right by developing a
fundamental reform package that makes health care affordable, accessible, corn-
prehensive, competent, and most important, accountable.

Thank you for this opportunity to share my support for a single payer reform for
America.

Attachments.

PRICE RATIONING SH, TNS SOCIAL JUSTICE [BY RON J. ANDERSON, MD]
Until the relatively recent ground swell of support for national healthpolicy re-

form, discussions about universal health insurance had stalled on zcro for nearly
half a century.

Efforts to legislate reform began with President Harry S Truman and the Demo-
cratic Party in 1948, when they proposed national compulsory health insurance. 1

2
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In doing so, they helped forward the concept that health care is a right every Amer-
ican should enjoy.

Unfortunately the notion of guaranteeing a baseline of medical benefits to every
citizen didn't get very far.

Today, 16 percent or approximately 40 million Americans have no health insur-
ance, 2 and at least 50 million others have insurance inadequate to cover serious
ilness. 3 4 Many of these men, women, and particularly children, suffer preventable
illnesses; the direct result of a status quo that tolerates lack of health care for cer-
tain groups at the same time it spends staggering sums on high-tech and boutique
medicine.

This is the sorry legacy of a trend in this country to allocate health care on the
basis of socioeconomic class--a pattern that, as Emily Friedman describes in a
scathing review of Medicaid, goes back to the first private hospital in the United
States where the "undeserving" poor were separated from the "deserving" poor.
There were bad poor and good poor, based on the offensiveness of their illness and
social condition.

6

This ugly habit was formally endorsed in 1965 with the creation of Medicaid-
a joint federal-state health care program where eligibility is unrelated to medical
need. 5 Like welfare, Medicaid allows state-by-state latitude in the amount, duration
and scope of services.6 The program forsakes universal mandates in honor of a
state's right to discriminate according to its own biases. Consequently, costly last-
minute, resurrection medicine is usually favored over early intervention and preven-
tive services.

Most of the current proposals for reform continue to build on these fundamental
flaws, and few would significantly alter the plight of today's uninsured and
underinsured. Many are just cost-shifting schemes based on the "price rationing"
that Uwe E. Reinhardt calls "integral" to free-enterprise medicine: the withholding
of truly needed health care from those unable to pay.

As long as resources are allocated by socioeconomic status and not medical need
or scarcity, ethical problems arise. Ethically skewed proposals seek to preserve ex-
isting rationing, which occurs when health care is regarded as a private obligation
and public programs contain eligibility criteria unrelated to health status. Implicit
rationing occurs everyday through inconvenience and long queue-s in public hospitals
and health clinics because no one else will care for the poor.

This undeclared rationing is more egregious than Oregon's proposal to openly
limit care among Medicaid beneficiaries; but neither is ethical in the midst of to-
day's abundance. To be ethical, a scarcity must exist. Indeed, rationing assumes
scarcity. The fundamental definition of rationing is the equitable allocation of scarce
resources; hardly the case in a country whose annual health care expenditures were
more than $700 billion, exceeding 12 percent of our gross national product.8 9 10

This is higher than any other industrialized nation and is expected to increase to
nearly $800 billion this year.

Considering that as much as a third of the total cost may comprise waste, fraud
and ineffective care, 7 health care providers, insurers, lawyers and bureaucrats obvi-
ously are benefiting more than patients, employers or taxpayers who pay for health
care.

Administering our bureaucratic system, which comprises more than 1500 private
insurers," costs up to 24 percent of total spending.9 12 Studies suggest that more
than 30 percent of current health care services are unnecessary and could be elimi-
nated. 13 Up to 40 percent of common major medical procedures, such as the 250,000
coronary bypasses and nearly one million Caesarean sections performed annually, 14

are unnecessary." Physician-owners of imaging and testing facilities tend to order
four times the tests of non-owners--a clear conflict. 16 Most physicians practice de-
fensive medicine by ordering extra tests to hedge against malpractice. Physicians
bilk Medicaid between $6 billion and $16 billion each year,iS and that's just part
of the fraud-related costs of our health care system.

Waste of this magnitude allows the invisible business of price rationing to refuse
otherwise deserving women a technology as beneficial as mammography. The Unit-
ed States is saturated with four times as many mammography machines as usage
warrant, 7 and the resulting low utilization rate must be subsidized through unnec-
essarily high fees of $100 or more-usually not covered by insurance. Similarly, the
1990 measles epidemic could have been averted if all insurers covered immuniza-
tions. Instead, this easily preventable disease killed 68 children in a raging nation-
wide epidemic of 26,500 reported cases. 17

Meanwhile the debate about rationing continues, with each side arguing over
whom to exclude; but as Daniel Wikler so aptly describes the ethics of rationing
health care, "one loses some debates simply by joining them."i Only when health
care is every American's right can the debate at last be elevated to an ethical plane.
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Certain principles are not debatable; and from an ethics perspective, equal access
to a socially defined level of health care should be a right, not a privilege. It is a
need-fulfillment right that is a prerequisite for the full expression of many of our
Constitutional rights. The right to vote and freedom of expression are difficuit to
exercise when you are debilitated by hunger or compromised by pain. 19

For many years, the state of Hawaii has been virtually alone in attempting to cor-
rect such wrongs by making health care more equitable among its residents. Ha-
waii's State Health Insurance Plan is a near-universal program that has been in
place since 1974, and its Canadian-like access is responsible for increasing the per-
centage of insured residents to 98 percent of Hawaiians.20

In stark contrast, Oregon's Health Plan proposal completely sidesteps the rights
issue and reallocates existing resources in a manner that doesn't affect the wealthy
or insured. Only Medicaid patients are affected. The plan's stated goal is to contain
costs by providing a baseline of health care to each of Oregon's estimated 400,000
uninsured residents 2' and -reducing the overall number of health care measures
now open to a smaller Medicaid population. The plan makes more money available
to provide the reduced services to all Oregonians living in poverty, or so the argu-
ment goes.

Clearly, the plan is being funded on the backs of the poor.
By basing the provision of care on non-medical criteria, we are continuing the du-

bious American trait of blaming victims for their diseases and socioeconomic class.
This is a silent and cruel discrimination tool that helps perpetuate inequity, particu-
larly among the races. The majority of minorities are low-income Americans and
therefore have limited access to health care.

The United States and the Republic of South Africa are the only industrialized
nations that consider health care a privilege, and the parallels of the two nations
are shamefully evident. Slacks in both countries suffer higher rates of infant mortal-
ity 22 -the death rate of black Americans is 1/2 times higher than whites of the
same age, and the mortality rate of black infants is Nice that of white babies. 23 This
is in addition to a greater prevalence of diseases in blacks, such as tuberculosis,
pneumonia and measles, which have been nearly eliminated among whites in both
countries.22

As long as we tolerate inadequate health care for any of our citizens, each of us
is vulnerable to a similar plight. Increasing numbers of us are being eliminated
from health care, as exemplified by the current disintegration of' the health insur-
ance market for small businesses--employer of half this country's uninsured work-
ers.24 Insurers increasingly are adopting practices that limit the ability of small
groups to obtain sufficient insurance, including dropping a firm from coverage of
jus one of its employees uses high-cost treatment, such as chemotherapy.

True reform cannot occur as long as health care is a commodity and defined by
Files of pills or procedures to be parceled out. It is not a static snapshot of someone's
ife. It's a fluid motion picture drawn by many social influences and should be

viewed as such, if we are to develop a synergy against conditions that create and
breed the litany of health care problems facing us today including teenage preg-
nancy, substance abuse, trauma, and AIDS.

Health care cannot be addressed separately from the collateral social ills of illit-
eracy, unemployment and under-employment, crime, and unfit housing. As Reed
Tuckson, MD, so eloquently stated in a recent interview, "health is the place where
all the social forces converge to express themselves with the greatest clarity." 25 The
absence of health is personified in babies who don't get enough to eat and children
shot as they lay sleeping in their beds or playing outdoors. It's no longer unusual
to read about toddlers gunned down, the innocent victims of crazed gunmen or hos-
tile gangs.
What difference is there between killing our children with the stray bullets of

drive-by shootings or the miserable public health neglect that kills with measles?
Taking our lead from Emily Friedman, who quotes Raul Alfonsin, the first civilian
president of Argentina after the military dictatorship fell in 1983, we should ask,
'When a country kills its own children, shouldn't we admit we have touched rock
bottom?" 17 When will we hold ourselves to a higher standard?

We should begin by acknowledging the value of every citizen-implicit in guaran-
teeing basic health services to everyone.

Fundamental to reforming our health care system should be the equitable, man-
aged health care concepts of outcome, utilization review, and continuous quality im-
provement. Through rational reforms that rid the system of defensive medicine, ex-
cessive bureaucracy and other waste, price rationing won't be necessary.

But in doing so, we also will have to reform our thinking, viewing the poor
through a new pair of glasses that permit us to see them as an opportunity, not
a social burden. By acknowledging the value of each citizen's humanity, we will rise
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above the "us and them" mentality that now permits us to step over homeless peo-
ple sleeping on the sidewalk. When we begin to do something to reduce the physical
suffering of others, true reform of our health care system can occur. Perhaps that's
where the Canadians have risen above us. They seem to value people more than
we do.

[Ron J. Anderson, MD, is President & Chief Executive Officer of Parkland Memo-
rial Hospital, Dallas, Texas; chairman of the Texas Board of Health; and chairman
of the National Association of Public Hospitals]
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ABSTRACT: Academic medicine is entering a
period of introspection created by changing pat-
terns of health and disease and changing patterns
in reimbursement and health policy. To respond
to existing health challenges, innovative strat-
egies for health care delivery and education must
be devised. The migration of medical education
and health care delivery into centralized and
frequently difficult-to-accese campuses is being
reviewed by payors, policy analysts, and pur-
chasers of care. One proposed solution to this
problem responds to the Identified shortomings
in medical education and some of the failures of
our health care delivery system. Community
Oriented Primary Care (COPC) and the related
discipline of Community Responsive Medicine
define health-oriented stratgies that blend tra-
ditional primary care and public health. The
classroom In Community Rspnsive Medicine is
the community. The curriculum is defined by the
elements and skills necessary to Improve the
health status of the target community. The model
allows the student and resident to appreciate and
experience the entire spectrum of health and
disease and to understand the sequence of events
that may lead to illnem. Tertiary cae is a critical
curriculum component, but in CoamualtI Rs-
sponsive Medicine the curriculum is balanced
between the ambulatory and tertiary care set-
tings. Community Reepomasve Modicine defines
a role for new leadership that can ret re on-
sive educational and health care delivery systems
accou ntable to the communities they serve. "BY
[NDEXING TERMS: COPC, CommunIty re-
sponsive medicine Involution; Discipline. [Am J
Med Sci 1991; 302(5):313-318.1
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N ationally, the underuse of ambulatory care and
preventive health services has placed significant

, omanda on public hospitals and emergency rooms."
Earriers to access, both financial and nonfinancial, as
wail as the failure of medicine-particularly medical
education-to promote, rein,orce, and teach compre-
hensive community-bared primary care have contrib-
uted to this inappropriate pattern of health care use.
This pattern bypassed the most coat-effective and
health effective services that can be provided in the
community.1-

e
Community responsive medicine represents tho ac-

ademic discipline of Community Oriented Primary
Care (COPC). COPC is a hialth-oriented strategy that
blend traditional primary care with public health ser-
vices.

7 
Primary care, the structural foundation of

COPC. can b defined as the array of health services
provided by a practitioner to a patient that ar acces-
sible and acceptable to the patient, comprehensive in
scope, coordinated and continuous over time. and for
which the practitioner is accountable for quality and
potential effects of the services.

7"
The distinguishing characteristics of COPC emerge

from its community focus. COPC defines the geo-
graphic and demographic characteristics of its target
community and aplies health resources to respond to
identified needs. Critical to the concept is the 'om-
munity's active part.ipation in problem identification
and prioritization. The effectiveness of the program is
measured in terms of its impact on the health status
of the target population.A In public health terms,
COPC is a denominator-driven system that ultimately
assesses effectiveness through a formal epidemiologic
evaluation of the population at risk.

Community responsive medicine minimiss fra-
mentation by reducing barriers such as transportation
or cultural insensitivities. This concept embraces the
concept of "one-atop shopping," which promotes "
colocation of related services, such as laboratory, phar-
macy. radiology, health education, Women, Infants and
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Children (WIC) feeding program, surveillance, and
immunizations.

Community responsive medicine seeks to define a
:discipline that merge the art and science of medicine
with the concept of health or wellness. The components
of this discipline have been incorporated in only a
handful of academic campuses nationwide. However,
changing patterns of health policy and reimbursement
may herald a significant redirection in medical aca-
demic Priorities toward community reponsive medi-cine.:.to

Invokmton of Medic~n
A number of interrelated factors contribute to the

need to embrace a new academic discipline that can
provide medical education in a community setting,
promote heal h. nd be responsive to the needs of the
at-risk popu' tit i."' Despite some recognition from
academia, public health, and the payors of care that
community-basad educational strategies should be
supported, significant barriers exist. Medical education
has been delivered predominantly in large, centralized
medical centers and ciimpuses."

'
1
°
-

' # 
During the last

century, health care delivery has undergone a process
of involution. This has brought most components of
health car delivery geographically closer to the medical
classroom. The process of involution has prompted the
migration of health service delivery away from the
community and population at-risk to within close
proximity of centraliz, ' medical centers and academic
campuses.

At the same time, a parallel phenomenon of com-
partmentalization has occurred. Subepecialization of
medicine into organ and sub-organ specific depart-
ments was fostered by reimbursement reforms and the
supporters of research.-"

3 
From the mid 1960s and to

the late '80a. medical knowledge benefited from an al-
gorithmic growth in scientific advancements and an
eraof unprecedented investment in medical technology.
Medicine failed to ffectively coalesce thes compart-
ments of knowledge into a continuum of medical ed-
ucation that enabled students to see the sum of the
parts." Concomitantly, the health care delivery system
adopted this compartmentalized approach to medicine.
This fote,ed a categorical response to car and im-
poeed further barriers to patients asking help for
problems that cut across more than one organ system.
Because of these trends, the practice of medicine did
not become synonymous with improved health status
or functionality.

The financing of medical education and research
provided gret in-.. stu to these two parallel proceed
of involution anc compartmentalization. Trends of
health care financing in the 1960G '70g. and80a created
a wide schism between health and medicine. Medicine
increasingly focused on diagnostic technologies and
curative tacticss' Preventive strategies and com-
munity and public health were largely neglected by

medical educators. The academic system failed to cre-
ate or cultivate role models who could reverse these
trends. Th process of involution amplifed many ex-
isting financial and nonfinancial barriers to cars, such
as tansportaion, and y affected the health-
seeking behavior of such subipopulations as the frail
elderly, school-aged childrm the working poor. and
pregnant women. The migration of care away from the
community has been convenient for the educators, re-
searchers, and providers of car, not for the seekers of
cam

The oft
Current patterns in medical student applicant pools,

residency selection, reirzbursement strategies, and the
organizational structure of academic institutions have
amplified the effects of involution and compartmen-
talization. Fewer students are applying to medical
schools, and still fewer select primary care residen-
ci." In 1974. 42.624 stulents competed for 15.066
first-year positions in medical schools, while in 1968
26,278 students applied for approzimately 14,000 po-
sitions."' During the mama period. there was a decrease
in the percentage of senior medical students selecting
graduate medical educational opportunities in primary
car Expressed interest of medical school graduate
for primary cae specialist declined significantly from
1981 through 1989.1' The reduced interest was noted
in fazoily medicine. pediatrics, and general internal
medicine. Amon g th graduate who do ,elect a primary
care residency, an ever increasing percentage am re-
ceiving advanced training in one or morn subpecialties.
Thee trend hav contribute to a diminishing pool
of practicing primary care physician nationwide.s

Since 1963. the ratio of primary care physicians to
populaton and the peetag of pbysician in primary
cam b v decreased. The ratio of office-based primary
care physicians to population was 53 per 100,000 in
1963. 1h national rempone in 1963 to this information
was to implm"Ut lpgslative and policy reform that
would improve the number and distrIuion of primary
cae physicians throughout the bowing two decades.
Thes changes included escalation of the National
HeaMlth Se Corp and the re support of primary
care residency program through federal prat&-

In 1986 the ratio of pimary caem phyaciaas to
population remained relatively unch-nged-52 per
100.000. Primary car physicians represented about
50% of all physicians in 1963 se opposed to 34.3% in
1966. During the 1960* the federal government re-
sponded with cuts for both of than programs initiated
during the 196s

While data sa there ma a ahortiall of primary
care physicians, nueros disimentives and barriers
throughout the heakh car industry impede efforts de-
signsd to chane the Asa quo, 

L
LU Currsnt reim-

bureesnent atraen am inp dint and procedurally
oriented and do not provide sufficient financial ien-
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ties for expansion of ambulatory medical educa-
tion,-'" Patient revenues have contributed an ever in-
creasing proportion of support for undergraduate and
graduate medical education over the last 3 decades.
Because of direct and indirect acknowledgement of
these costs in programs such as Medicare, inpatient
services have contributed the largest share of the rev-
enue that can be directed to medical education. Better
reimbursement margins for high-tech diagnostic in-
tensive care and inpatient services continue to reinforr,
the teaching of medicine in tertiary care centers. A
shift from an inpatient-dominated curriculum to a bal-
anced inpatient and ambulatory curriculum would re-
duce revenues and the ability of institutions to cost
shift educational expenses.

Medical research has shaped medical curriculum.
improved our ability to diagnose and treat disease, and
has greatly contributed to the body of .ne'ical knowl-
edge and the tools required to practic. m-dicine. The
present structure and focus of reseach awards also
have directly influenced the content and the location
of the academic classroom for undergraduate and
graduate medical education. From 1960-1983. the Na-
tional Institutes of Health and other granting insti-
tutions and foundations significantly expanded the di-
rect and indirect support for medical education. Federal
support for medical schools (29%) represented the sec-
ond largest revenue contribution to medical education
in 1987-88, second only to patient revenues ( 39 %).
Parallel with the growth of revenues from these two
categories has been an unprecedented explosion of
technological advances in medicine. These advances
prompted a sbstantial investment in centralized cam-
puses and medical centers and created a disincentive
fur developing community-based curriculum or faculty.
The greatest benefactors of this knowledge and tech-
nology were the sickest patients who were able to access
the centralized campus. There has been disproportion-
ately little trickle-down of this knowledge to commu-
nity- based care and preventive medicine.

The organizational structure of most academic fac-
ulties has substantially influenced medical education.
The decentralized departmental structure of most
medical schools creates an environment that com-
partmentalizes curriculum and knowledge and in which
ambulatory care is more often a burden than a priority.
This dominance of structure over ideology pretcts
patterns of tenure and promotion within the faculty.
Departmental dominance generally parallels the rela-
tive contnbuUon of that department to patient-derived
revenue and research grants."

Changing Inc*nMves
Increasing attention has been recently directed to

the need for curriculum reform and the development
of compatible incentives.'' 

I 1  
Preventive and early

iatervention strategies for patient care are pining
stature as critical elements in our armamentarium

against disease. The public sector, which has completed
the health objectives for the year 2000, and the private
sector have brought attention to the concepts of health
promotion and disease prevention. Managed care in
some areas of the country has marketed preventive
strategies successfully. Medical education has generally
lagged behind.'."

Academia has begun to recognize a changing pattern
in the seventy and acuity of illness. Patients are being
admitted to hospitals for shorter and shorter penods
of time as the hospitals attempt to decrease the average
length of stay (ALOSI. These changes, partly in re-
sponse to changing reimbursement strategies under
Medicare, provide medical students with a shorter
glimpse uf the patient, his or her disease, and the effects
of therapeutic interventions." " 'z For the student or
resident, a hospital admission becomes a task-oriented
encounter with few diagnostic or therapeutic decision
points. Many of the opportunities for medical students
to understand the pattern of disease and wellness have
been transferred to the ambulatory setting. However.
students or residents rarely receive adequate exposure
to ambulatory settings where a continuum of health.
disease, and illness can be appreciated or exposure to
an appropriate role model can occur. As a result, a
medical curriculum has been promulgated that provides
an inadequate transfer of knowledge and experience
and in which preventive strategies remain inadequately
understood, practiced, or experienced.

Clinical clerkships recently have come under criti-
cism from students. Although a cornerstone of many
academic medical schools, the clinical clerkship in in-
ternal medicine has been characterized as a course in
"advanced pathophystology..... .. In a recent analysis
of graduating medical students, respondents stated that
because of the changing milieu of hospital-based med-
ical practice, they are exposed only to the sickest pa-
tients who increasingly require the care of senior res.
idents and fellows, while medical students often become
superfluous to task-onented care."ti" ' 0 There is little
exposure to health-effective or cost-effective medicine.
and students are often relegated to "scut work." Be-
cause of the falling number of applicants for most pri-
mary care residencies, these concerns are drawing in-
creasing attention.

In addition to a concern that the number cf primary
care physicians may not meet the health needs of the
country, geographic issues are providing incentives for
a rethinking of medical education and the skills re-
quired to initiate change. Both urban and rural solu-
tions are needed in health care. The inner city and
rural America provide unique challenges to practicing
physicians. Increasingly these challenges require that
physician acquire a better understanding of the entire
community and associated risk factors that contribute
to health and disase. Successful physicians must be
aWle to access and interact with a broader array of re-
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lated health and social services to improve the health
status of the community.

Business has long been a leader in health and health
care innovation. It is beginning to recognize distressing
trends relevant to the labor force for the years 2010-
•02. Projections show that the labor force will become
increasingly Black and Hispanic but that current
health trends and mortality rates in minorities, if not
corrected, might require the nation to export jobs or
import labor. To respond appropriately to this need.
the location of health services and the sensitivity with
which care is given must change. To accomplish this.
cultural and ethnic barners to delivery of care must be
addressed at the earliest opportunity and continually
reinforced during medical education? Many advances
in minority recruitment and retention in medicine have
been insufficient, and over the last decade previous
gains have been diminished." " Current efforts to train
minority health professionals in medicine need to be
enhanced. Curriculum reform must respond to this
need and acknowledge and discuss cultural barriers to
health care. Ambulatory care strateges, will be a part
of this response and will confer the secondary benefit
of providing role models for the youth of these com-
munities.

The need for accountability within medicine will in-
fluence medical curriculum." " Health outcome re-
search and outcome standards are being promoted by
those who pay for health care and those who regulate
health care delivery. Accreditation organiLzations such
as the Joint Commrston on Accreditation of Health
Organizations (JCAHO) are instituting quality assur-
ance programs that embrace outcome evaluation. Many
hospitals are embracing quality improvement philos-
ophies that go beyond the concepts of quality assur-
ance. To meet these evolving requirements, future
graduates of medical schools will require a broader ar-
ray of skills, such as developing and managing health
status indicators. This need will be greatest for those
who choose o teach and train others but will also be
very real for physicians who choose a purely clinical
practice setting. It is clear that the needs and incentives
that shape medical education are changing, and there
is concern that medical curriculum as currently struc-
tured does not adequately prepare physicians for the
challenges they now face.'" In addition, chanrn fi-
nancial environments may force us to rethink our cur-
rent system of medical education. The development of
innovative community-based curnculums will require
leadership. role modeling, prepared and enthusiastic
educators, and an appropriate setting for such training.

the Reipoess
Any reform in medical education wdil depend upon

the development of leadership that will assert its vi-
sion., &a I 'itir To foster and nurture local academic
leadership, the current dominance of structures over
ideology must be reversed. The present hierarchy of

research over clinical tracts must be better balanced.
The net worth of both pursuits must be weighed in-
dividually end held accountable for pre-esetablished
objectives and outcomes. Tenure, if it is retained as an
incentive, must be applied equally to promote accom-
plished faculty members in both areas. In addition, ca-
reer advancement and development must exist even
after tenure is offered.

To successfully respond to the health care challenges
outlined. a restructuring of the medical curriculum is
needed so individuals with the appropriate experience
and skills in community responsive medicine are de-
veloped. Several authors have defined and established
curriculums that are responsive to these needs.-" " In
general, such a curriculum cannot be structured as
elective time. The experience must approximate as
closely as possible the actual day-to- day practice of
community respor iv-. medicine. At the skill attain-
ment level, additio ial time must be devoted to public
health and health policy. Specifically, students must
have a broader understanding of public policy, public
health, preventive medicine, biostatatics, epidemiol-
ogy, and ethics. Coursework in teaching students to
teach would benefit their role as health educators in
community responsive medicine. Experience in devel-
oping and implementing health and social service pro-
grams at a community level should be mandatory.

The Centers for Disease Control of the Department
of Health and Human Services have long had a prac-
ticurm in epidemiology and biostatistics that engenders
these basic skills and provides a comm.ruty classroom
for their application. The breadth of experinc and
understanding derived from this approach has been
significant and could provide a model for academic in-
sututions.

While there has been substantial discussion and de-
velopment of model curriculum. les work has focused
on where this classroom should be situated to accom-
plish this reform in medi education. There is a model
of community practice that can provide an ideal setting
for both undergraduates and gradiate medical educa-
tion-Community Oriented Primary Care (COPC).
which represents a melding of primary care practice
and community public hialth."

'1 There have been sev-
eral succesful applications of the COPC concept in
this country. Seven came studies, including urban, rural.
and academic models, were reviewed in a report pub-
lshed by the Institute of Medicine in 1983.15 While
most of the systems descnbed had not implemented
all aspects of COPC. all had defined their target com-
munity through a needs assessment process sid were
providing a wide array' - related health services either
directl' or through co:,tractural arrangements. The
success of two programs, one in rucaon, Arixona and
another in Oregon. provided the needed impetus for
the re titalization of their departments of community
medi va d the expansion of the academic curriculum
to tncluoe a community-based classroom.

N. e v lam f"1 5O ~ WF
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In 1986, Parkland Memorial Hospital defined an
ambitious strategy to better serve the health care needs
of the residents in Dallas County through the estab-
lishment of a community-based care system. Recog-
nizing the increasing demand for ambulatory cam and
education on its congested central campus, which it
shares with the University of Texas Southwestern
Medical School, Parkland adopted the concept of
COPC. The hospital obtained county tax support for
this initiative, designed to improve the delivery of
comprehensive primary and preventive care within the
communities at risk and to decongest the central cam-
pus. The program was implemented in 1989 and cur-
rently focuses health services in 6 at-risk communities
in Dallas County that were targeted in a county-wide
needs assessment conducted by Parkland. Physicians
working in these health centers and the community
are granted faculty status by the univr -it and provide
attending coverage on the inpatient& iL of Parkland
Hospital and Children's Medical Center. In addition
to providing unique inpatient and ambulatory teaching
opportunities, this arrangement enables the COPC
program to provide continuity of care for the practice
and inpatient settings. The program operates 6 health
centers and extends care into a variety of nontradi-
tional settings, such as homeless shelters, schools,
churches, and elderly activity centers. This configu-
ration generated over 110,000 patient visits in 1990.
By 1993, over 200,000 patient visits are anticipated.

As a secondary gain, it was hoped that the ambu-
latory setting within the central campus could become
a referral system for the COPC program. It was ex-
pected to evolve as an ambulatory care center of ex-
cellence that could more appropriately focus on sub-
specialty- and technologically dependent ambulatory
medicine. Initial evidence indicates that the centralized
ambulatory care center is being ured by the COPC pro-
gram as a subspecialty referral system while continuity
of care is maintained at the community level.

To create an appropriate mechanism and atmo-
sphere for the physicians practicing and teaching in
COPC. a unique group practice was established. This
multi-specialty group, Community Health and Medical
Primary and Preventive Services champP

4
S, had as

its onginal challenge the need to recruit 20 physicians
during the tirst yerr. This recruitment goal was met
and surpassed, as 23 physicians were hired during fiscal
year 1990. The group is ethnically diverse-Black and
Hispanic physicians account for 56% of its member-
ship, women account for more than 66% of the group,
and 5 members possess advanced degrees in public
health or fellowship training in clinical' -- earch. Clin-
ical faculty status was negotiated for th , group mem-
bers in their primary specialty and in the Department
(f Community Medicine because only University of
Texas Southwestern faculty can admit to parklandd .
The group fills a critical void by "role modling" pn-
msr care and public health to medical students, res-

idents, nursing students, and allied health profession-
als. The cultural and ethnic diversity of the group pro-
vides an additional opportunity for "role modeling"
within the minority communities served by the pro-
gram

Perhaps the mcat innovative component of the group
practice is the linkage of an incentive pay program to
the achievement of health outcomes. Health status ob-
jectives are delineated that address health problems
identified by the health center staff and the community
leadership. Outcomes are linked to known effective
strategies for preventive health care. An example of
such a targeted outcome might be a 10% reduction in
morbidity and mortality related to breast cancer in the
targeted community through the application of breast
self- examination classes and screening mammography.
Progress toward achieving this outcome is monitored
through data sources such as the Parkland Tumor
Registry and the hospital's Patient Management In-
formation System. A variety of outcomes and process
measures are selected each calendar year and tracked
longitudinally. Incentive bonuses are paid when objec-
tives are reached.

Preliminary evidence suggests that efforts to redirect
health care (not just medical care back into the com.
munity have improved the health of the community.
Data show that since 1968, when the predecessor of
our program-the Children and Youth Project- -began
in West Dallas, inpatient admissions from West Dallas
have fallen, teenage pregnancy in the Hispinic and
Black communities has declined, and death rates for
adolescents have been substantially reduced.)

Conclusion
To ispond to future health challenges, innovative

strate es for health care delivery and education munt
be devised. First, the current pattern of patient .are
delivery must be revised, in which an infrastrctiur is
created primarily to support the needs of medical ed-
ucation and research and that only secondarily re-
sponds to the needs of the patient. The health status
of the patient and perhaps the community must be the
first priority of the system. Also, a greater proportion
of medical education must be accomplished in a more
functional setting designed to improve the health of
the patient.

Second, medical education needs to embrace a health
model as opposed to a medical model, which often nar-
rowly focuses on pathophysiology. The incorporation
of a health-oriented curriculum will define new aca-
demic elements, such as epidemiology, ethics, preven-
tion, surveillance, biostatistics, and public health, for
study by students 2nd residents. Third, medical edu-
cation must adopt a curriculum that will promote a
change in classroom venue. A more balanced curncu-
lum is required to develop physician competencies in
the centralized tertiary care center and in the corn-
munity setting. Recent surveys indicate that graduating
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residents often feel inadequately prepared for coin-
munity-bksed practices.

Finally, academia will be called upon to large rms
for new "town" physicians or clinical faculty who can
provide effective primary care leadership and become
tenured role models. The mix of patients who become
"teaching material" is changing as paying patients with
a choice avoid teaching institutions. Linkags with a
new generation of "town" physicians (such as
CHAMP 4

S's group practice) will improve educational
opportunities in the community as well as increase
revenues for the medical center. Maintaining a diverse
patient mix will allow teaching hospitals to evolve as
systems that are more patient centered and that deliver
care in a fashion that is valued by patients.

Academta must be cognizant of the potential for sig-
nificant reform of the health care reimbursement sys-
tem that could create a system of choice for all patients.
A, educators, we must not only establish the appro-
pnate content and location for the medical curriculum,
but determine whether we are supporting the devel-
opment of delivery systems that could be maintained
if a majority of our patients could choose where to re-
ceive care. Furthermore, we must identify and imple-
ment the system most likely to provide the greatest
impact on the health status of our communities and
best prepare young physicians to meet existing and
future health challenges.
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Aqmu'ig he Texas

Iff MW J. AMRUOUA, Ma - TI!ee, TM

eaith car et- in rural
an urban arem of Totas
hi - function d

as separate syatem of cwAeswn
though Lately they ea ba-din similar
financial problems.

The stale's health-cae crUis is
naturally tricreasng the difficulties,
but it also is providing the oppolUsm-
ty. indeed the impetua. to weaw
these two health care safety ne" into
a coordinated system fto the benet
of all Texans.

The impetus for big-aty hospital
that they are now feeLig the full in-
pact of some unavoiable financial
woes that dosed nearly 100 smaller
hospu,'s dunng the 19 M t than
60 of them were rural hospitals - S4
Texas counies do not hae a hospial
and another 67 each hane# only one
hospital with less than 50 beds. Ln-
deed, these latter facilities a an en-
dangered species.

The lack of equtable reimburst-
rnent from Medicare and Medicaid
and shnnn local tax bases ame mak-
Ing at tougher for inne-city public
and rural hospdals to Moin" to
meet patients needs. The ony factor
that remains constant In the wo1ets-
ing funding crunch ir the relented
Increase in the volume oi indigent
and uninsured patentM coTvastd
against a decre-an ability to sa
ahead oi rising css

The problems ot innse-<iry public
and nonprofit hoptas are ref ected
in the closure a thnsmnd do0SUe
of emergency moml municipal amv-
bulance systems that are on
overload' moot a the tim and the

need for "dirasx' poliies m min s
of staffing shortags. when hospitals
am o-r capacity or when further de-
rman would erisly mopw'h pa-
bient Care.

At Dallas' Parkand Memori
Hospital. which is a Leve I Trauma
Center we hav rm cy room pia
bents waiting two days aer ad mi-

sion bdoas we can uwn them from
the ER to a hospital bed. V* wuain-
ly hae the capasft, bit our capaci-
ty ts not sufficiere to meet the de-
manrd. Inner-cify violence and drug
war hav mat-kedy increased the
trauma load for the hospitals par.
bicpating in D&as trauma netwLt

Because of their sza. the capacity
problem of urban public and non-
profit hospitals may not be so ap-
parenm to th ri i hospital ad-

.. I rat ra, *,yvician &At the
gap is vmy rest. ad probably aff e
many nrW people needig transfer
for ctn l ll ne o mjury

The insr cit the ieum-t pitoblem.
was dramatically llustrated in
Housion lat yer when Heaiann

Hospital dropped out of the emer6en-
cy room business. Leaving Ben Taub.
the nearby public hoGpW. absolute-
ly chocked by the overflow of
parent

Herm said its decision to close
off ambulance traffic wee ire ed to
ate. the revenue drain of unfunded
trauma pdents3 who require mien-
ave nursing care a costly factor dur-
ing a naonwide nursing shortage
that demands providing increasigly
ompettiv ueews.

The problems caused by such
measures in rural and urban areas
constitute mKte than an idigent care
isue. They we heakhcae issues that
potenially affects us all Lfesavin

(mt an PW 1

We treat every package with respect.
We 1w mkW mmw 10E
%on m t1W ffm IM

W& Upe. Cam %%% ea ftI
W, 0.WM ; A~ in

NldwsM M" a"v~ " W
Mda Ad- etiemit .

-NANW wes I o
lo" NAt C40 ..eU

b r tadu mo 10 W resot *
wM beetn p' en atim yoi ad

lho lit 11~ tu U06.wt
Cam Seaca R "d my,
plg m I aI0 lpeodd a L
Cd 534-M8 b*

3C6UWM

' U -ic

EAST rEXA muicD i %mL ra ma niv 17

BEST AVAILABLE COPY



215

I a.s aavi dr- - nemimy
for ihe wealthY recher or
busvewemmt hinusd i highiWy ac-
cis as they as for the Ssroky

For the wa being of Al paum
pabes we should begin wcaking
together for leguilaeiw support to
cradnmutually benficayosa
car e urban ad rural am of
defined repgs widi mu sa

Many possibililes axialt for
b'odening the hith cm sefty net.
but so fac we hav been tying o ad-
dp. Capa"t mild Capabiliy issues in
a disjoined mair without ade-
quate state support. This must
change-

V* need a legislative package tha
gits urban public hospitals bkm-
twes to help enmgeed rural
hospitas through a backup system of
tertiary, medical, neonatal and
traum. care servi The assistice
could also be in the form of
aanan on oelp or purchasing

agreements to help keep rural

tiesi -rlbarns iidv an-
in sew th wuavwei

f adf it IS hi titi thlit Stc
ssm w dow deas dw pro-

psois sImI th Wlegition of
19S9t (1afiis 1111 W by Rep. Writ
MdM M UL, iMl tC -in r ml

A te w a n del Assit-

pmF. "rA e).shi dv maud

anci bucinrndk~fi~mn te u

Such poepisis-qin -m in
regulatory asd reimbunsemen

to mew tm to - haus sc.
types foId e r a Hieited

bandur aneeasgnnt to Lug rt

wad4evel Ps~ midnaad -hsa
extssid~ i to ovarum benefit.
mediac" A si~c FedWitldearly
woud be bootme than the void crated
by the 1ome of hoopatak in many

TOMn Coainis In 9th yse ao
Ii ama - hae been

Int oz th cmk -cam

tiond rurl be" cae By"= i fll-
Dutin money had ite mused so
narrowly on hospiWa construction
The aaiality oft the money en-
ciwr~d omy Una k s Chamiber
of Cemsmerce to p IN. their ow

Another concept that could cost-
dkfctissl be adapted 00 sthihig rural
he ititiu is the Community Oriented
primary Care ptognam (COPQ cur-
rently being implemented by
Perkand. COPC ,s a series of
neighborhood health centers that
focus on disease presentinthdrough
prmary cam public health and
disease preen dton blended with
health education. oe otos moat at-
tractive features is thet it reduces ii-
mness and. consequendy future
demands for costly secondary and
hatisty care. In rural areas, the pro-
pam could be Linhed to a uefersi net-
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U.S. Congress
BY JIM CHAPMAN

MW 60~ of campuims
8ullW" op * I, T=m

so of my Membershipon th House Appropeia-

ly inolad h i d dopmerd anddvtm So naioa helth

am~ poicy. The Appriomx Coca-
its has authority to cocrl

and aulio expendtures. and
tedom. ha a dkect ipact on or
natbos heaft car sy~mL

Fi= red e t with 14 yer e-
peri" as a for the Hopkins
C Meimria Hospial Dirict
aid my I owumna for Ow
adablty af hnith cm in ung

Amrica. I ha a deep understand-
Ing of th dvral medwalcornuity.
With thi I - ui- . I hew taken a
leadi role in tte House Rural
Health Cam Calitiort The 144
memer sam coalition as the mat
voc adeoca" i rrie heath Ca in
the Houn of Representatives.

io e Coatinclman conmr-
Wt on the nol health agenda for
Ead Terim and Amrimn. Rscn
R=Wa Hath, CoAltm asesm ir-
dude lIsaaed payments to
Meknae.dependesit sia rurdhospital Sid k,,,mmdre
Fes Jo, .'bilar arid muses to

-wm inn lid Atiiderevd areas
I we my soile in Wsahiigton as Ser-

ving as an advocate and liaison for
rural health provikers. In Much. I
held a Congressional Forum on
Health. in conjU~no with the
Hopkins County Qiamber of Comi-
mem to bring the health am debate
to the First Conpgesamnal District.
Doctors, hospital administrators,
muses ma odr East Team oined-nc~ig Congreeman Mike An-
denw (D-Tea). Conpesman Carl
Punell (R-Mchtgan) and Jerry
Sconc. Pgional Director of thu
Health Cast Financing Adminitra
tion joined me to discuss the crtical
needs cf mu regio s health system.
A majority of my PFei -me the mrsl
of my c untt conmn regard-
ing the problems they face in thewt
poisces or hospitals This Frum
aLowed me an opportunity to pin a

tmzier undmtanding o the curem
suetin in East TW.

rw mmq probke associated
with the Teas Medical Foundations
post-procedure dedication proce
ame to my '"M as resmit kt-
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Seaetery of Health and Human Ser-
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Cam Challenge

27yar old CasxWelanemal
-44was evaluated in 1987

-because c recent nausea
and vomuing. She had been well un-
til appr-atwy two yew previously
when she noted the insidious onset
of nausea with occasional vomitng.
The nausea was not constant but
would occur during at lease pat of
ever dav. 11 did not seem to occur at
any parcular timeof day. It was not
affected by position or food intake.
The patiert had undeqrone an arte,
sive evaluaon elsewhere. Laborakey
cta had included a normal CDC sed
rate. SMA-20, urinalyss, and amy-
lase. An esophavsastroduodeno-
scopy small bowel seres flexblie
sigmoidoscopy barium enema. ab -
dornnal ultrasound, oral cholecys-
togram, nuclear gstric emptyin
study. abdoaunal/peh€ic and head CT.
and chest x-ray were all within r -
ma limits. The patient was told that
her LUness was psychoptm inorngm.
She then sought a second opinion.

The patient was othervw healthy.
She was married and worked lull
ftue as a secretary for a cohstructi
firm. She and her husband denied
anv excess suss or emotional pro-
blemns. She had a healthy Fr-on r eold
daughter. Thee war no hissry of
travel. She did not smoke or drink
- rid took no miedicatious on a regular
basis. Metocloprawkd was used c-
casionally with variale resuts. Her
lamav hsto y was unemarkable. She
had no unusual childhood lnesses.
There we- no known allergic. She
had no pet or animal expoem.

The patient dened anorema but
reported a 10 pound weMh loe.
Ther was no hiory of km, dls.
or night swea. There war no history
of GI bleeding& dyqph+ag peptic
ulcer disease. pancawabdo hepatitis.
abdominal pan. or change u oel
haits The paert deIed heedachie

or visa"sym Her periods
werea veguLarL Then wae no history of
urinary, cardiac, or pulmonary
symptoms.

Her topeasm was 9&3 degies.
Her pulse wae 70 and regull. Her
bood psmu wes ll5 with t or-
thostatic change The respason
were 22. The patient weighed 120
pounds. 1he palist was a weil
developed ianile in no saw dei s
11 skdi wm normal. Pupils we
eu ad reactive. The aderar ware
asidnr The fundoacopK mm war
normaL The mouth cam was nor.
mal. The neck was supple. Thawe wee
no lym.phaidasiopathy, or thvmega-
ly. The -m were cle The heat -
amt revealed no murum. glops or
rube The abdomen was soft. flat and
non-tandes No tras were no.

talm revealed hee neave
brown stiool Niwolokm well
-l, norma The ani Pit wer

without cyanosis, clubbing, or
edem. Laboratory dt revealed a
whif, blood col r-, -of 9.2 thousand
with a normal difiemirail. Hct wae
39% wih noan indices. Plaide

work of urban hospital
&ut mos l-imporny, we should

uge out Lealatm to begim plan-
r*i k a sae of read n hse that ad-

trms auma. neonatfi innsvew
car and othnr teirary CIO iaes
thma req irt a higher uind of-bhan smaller nual fac -.
will ~r be able to handle. Such a-la should ban MWa and urban
mm ao a ufed ey tm of ca r.
Current tie faLther you trafm
the Level I and Level U1 Trauma

count was nonrul Sedimentaton
rif wa 14. Urinalysis was normal.
SMA-2D was normal. A dLagnsti
test was performed. Consader these
qssesltiOrCs:

1. What was the diagnostic t?
2. What was the diagntosis?
3. Wha was the recommended

dtheapy?
Please see D, ", we's sue for

Aswem

Center of major urban areas the

preater your chance of dying if you
re cr y inured. Studies of

trauma deafts in and around Dallas
County show tha itidividual rie-
ly inured two counties away from
Dallas an 35 tima more likely to die
from theg injuries compared to
Dallas residents who sfer "u r m-
jtris but hew access to critical
trauna care. System to deliver such
cam must be established baIn all c-
Waing: capact in rural commnunties
dries up for ood. Furthe any
healthcare sysem ,ievel ped muat
make good bus-s a sense for

(O ,w o n pqS)
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emrw inWod or it wN no

In addit o &~ rai Also own
be addrmed.

Fi~aprcais azm drMM ail~,-
outofobsen c-1UlTamscurirs

%-Wed by House 811 18 nteI
I~nm mut e W o"owin Children':

frastructuiv of any sysem of care.
Perhaps a suat blockpa pproach * Diabetic
Or enhanan5 Medicaid disprropor-
fint shmcul__ punegr multi-den
the coat of such, a ruralturbmn safety
net Thssol*o n diint x Arch supj

toaeshare of services & hi * Mensani
thoapitals provide to coathn types 4
patients such as AMPS patiets. This
&s a critcal need because reimbwise-
ment Ls wodeullv iruldequat in Toma.

ab"ty of urban safety net tkipitala to
respond to other critical heolib cane
needs. Last year. (or mnple.

39h wiuilonpewo59dhsg --

camkperons with AIM
The AIDS epidemiac probably %vill
rxSPill over into rural hoseials to

a" gneat extent, but the high coat ckf
UN a few such AIDS palent could

economically break some rural

pacdew. At th e ow sot.

agenie involvd in cdN.~ Ow AMS
pabents. Thesefforts%,A nmtaap.
plied to the Ioqnr' e- d of
elderly in eithe or r s tb* set-
"~otfcvnhatawsu zoiwme',

of panti n aither disataloms Fat
rural parnw sudh a contium
Would create came at the rdgti plama
at the r*gh hse. and Owe r*Wh cma.

But no matter howe ig"Osorive %Ve
ir n tristo oohv o msrpeovby

wewill have to deal wit the isse at
helhmanpoww The ahortp df

nursee is crakecl soft-wide.
AtParkland.we annot open beds

Ft. V*h area. stevea thPousand
nurses ane sorely needed ks funded

ft&1W 00 MW p"
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on spinal orthoses
s corrective footwear
Arthritic *'iotwear Including
sity Insoles

)orts, buildups, shoe lifts, shoe repair
d women's walking shoes

)W~ & C(04W19Z ina 1 937



218

vacant, But ,s bed as t problemis in big ones the musing ahortap
is absolutely crtia in rura aresi
which aou-t for 20 peir e of the
state's population but have only 10

-percent of the states nurses.
The shortage of many types of

allied health professionals is ewn
worse.

Progressive legilaio a needed to
provide state fuding support for
community college districts and
unversmites so they cam bed up thesr
training programs for allied health
profess goals u well as m s. Stu-
dent waiting Limt am commonplace
because ther s a shortage of facul-
ty, Inctntives should be developed to
encourage new graduates as well as
physicians and midlevl practitioners.
to work tn inner-city and rural areas.
We especially need a new kind of
paraprofessional in rural atm sonl o
a "utility inhelder able to do EKG&
draw blood, and do simple Lab test.
if we don't develop sudh plounpote
tud personnel, the manpower shor-
tages will contnue to cripple our
healthcarerefom effiot.

It is tie to put turf aside. The bar.
ners that we have paced around
para-pr vessonal and physician e-
tenders ar goig to have to come
down. Unfortunately. some phys
cians amerey uded the own
wmhNtry because they understand
the importance of using nurse prac-
ntone and physician asstants to
expand the level of avaable care.
Nursing trnonalium conceninqg
associate versus baccalaureate levels
or vocatina levels must be resolvd
in accordance with community
necds. ncu just professional dlemies.

Consuier the value of specially
trained uud-level practiwws in
genuncs whes they could exend the
rural family physicians' role in long-
term care fis ionnaes Medical
Assistance Facil CMept was
possible only when progressive
klgiation allowed physician o max-
ume the use of such manpower

source. To be successful In Tew^ a
fair system mwA be devvioped for
reimbursing physicians who use
physician extenders; otherwise,
physians win not be able to his
them.

V* ctrold also expore the deelo-
menit of an innonvw 'Joift venture
between primary care piwas phys.

dimvv or Ntione Heed- So vteC=",,m ,,WWIM wad te pdf h,,W
T5 The edeon would help pro.

vide needed pub health hn-eh
ions in rural areas. particularly

where public health progum anr
eisher nmirwz or ursvailable Stat
and loa hea de&ptzrinte could
use these physicana on a pe-ttimw
basis to psoid some public health
se ivces in designated coatrinnides.

Such a prog!am could allow
primary cae physicians to receive
added om pesa ik foe providing

-ai - ti their
fiscal aituatiors and. at the tome. pro-
vied a less cosly alternative to the
einploymem of potentially under-
e-plonye li health ph

&Ma the Tes Department c
Health rould help train such plys

dam and provide formal oTamina
dns that sdm a cmdtficste of add.ad co tence in public health. An
analogous program in gena is of-
hked by the American B od of Ina r
nal Memdcs end the Amercan
Academy of Femidy Physic ia n LoW
fae it. this special approach is need-
ed because few physicians am ready
trained in public heath much le
environm ntal health or
evidenDoloag The Tom D" tment
of Health has few Master's of Public
Health as a patetg of employees
than vielsily any other health
deparmnt in the nation. An in-
-nvv I-betw, and uniquely

Teun solution could be tried, at least
on a pilo baei. to me our public
health needs in rural and frontier

This -at manpower on the front
lines of health care would dos pgeat
deal to extend the health care safety
nhet to ICdUde UWe Patients.

Aleo by usng the anticipated in-
-sin Inmuatbrs of National Health

Service Corps physicians and

we may be able to keep aseigneses in-k lWM The proper models
could own eeoxmp them to convert
to a prvt peactscepublic health

wWanid becatne a men putznt
Part ad the cooiasiutles they serve.

In Dallas. we we doing tis with
our Coamtusuty Orienited Primary
Care pogam which has developed
a norproftpsyao ts grou praocie

The abil"s of thee physicians to lik
up to a sysem of definitive care has
besr an ,mpormta key to reciustmetn
and rewtson. The same car be done
fr an urban-nral syswm of care to
provide not only transfer l aQcp, but
also continuing medical education.
peer support and work rea.

This bm us to the need for
senvous statewide and regional health
planning Contrary to past belies in
Ta. the meraon of health planning
and 'e-porALration s not sc iaistc or
wore.

We hav a choice between the
tyranny of urgency or a new
pragmatsm to wisely guxe out
mwardsip of health cars serv-ces for
all Teauns. urban and rural. We must
do this for the well being o( out pa-.
bents and the betterment of our

Rim t Ansidevsm. M. Del.. ls Prysaies
anid anwf Fsur' Officer of Pvrkund
Mawsrtel Hoeptal. Deall Tre.m

Congrens(w e.,
ance companies and businesses.

Mom than 23% of non-elderly Tex-
una do not have health insurance; ow
in fous. At the same time. 9D% of

-uisured Amerans sn workers
with families The strun placed upon
our health care syshm by the unm-
suried is tremendous. In 1987, Toxns
provided $14A billion uricospai-sated
or "fre" car. Patchwork surgery to
kIprov the SY"i kc the uninued
will not succeed.

The nation must develop a com-
prehe r ve national healM cam plan
to mee the needs of the uninsured
and our health can irastructure.
These changes would be profound
and signuicandy aier ou health care
system yet it early needs Wpove-
ment. All Americans should be
assured of affordable e rqap of thew
appropriate health care costs,
regardlse of incou. trugh prmte
or ioenetfn nced urance.

Accesa to health cae for persons
lack i nsurance ia a growing con-
can f all An ricans md health pro-
lersionals involved in or sysfm.
Three out of four Amencana favor
cow form of a national health cae

program. Unforumatly Americans
ame indecisiv shout their willingness
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Special Articles

Is It Time for Universal Health Care in America?

Ron J Anderson MD

The time is rapidly approaching when we will have
to decide how to rescue the sinking ship of health
care in America. The safety net of our public t'vspitals
is overflowing with patients from the 37 million
uninsured Americans who hve no other aces to
health carp.' Furthermor %% ether we recognize it
or not, we all are heade forn the same health-care
lifeboat, and unless we ensure places for everyone,
we will suffer individually and as a society.

The need for universal health care has been
acknowledged by many groups. Several congressional
commissions have studied the issue. The most recent,
the Bi-Partisan Commission on Comprehensive
Health Care-better known as the Pepper Commis-
sion-oudined an all-inclusive plan that would cover
medical treatment, long-term care, and nursing-home
care for all Americans. However, the Commission
did not recommend a way to fund the estimated S66-
70 billion cost.

A group called Physicians for a National Health
Plan. the American College of Physicians, and other
such bodies are on record as asking for a national
heith plan.' Recent surveys show that nore than
two thirds of Americans ae dissatisfed with the cost
and the access limits of the current system.'

In the absence of a new initiative, society's haves
and have-nots are paying for a system that encourages
the most expensive forms of resurrection medicine
whdle containing costs by limiting health-care access

Dr A ndeno is Presadent and Chief Executive Officer oParkland
Memorial Hostal. Dallas. Texas.

A ve.ion of this paper was presez'-d by Dr Anderson as the
Program Committee Speoial Lectur -t the Annual Meeting o(
the American Associauoa for Respiratory Care on December 10,
1990, in New Orleam, Louisia.

Repnnis Ron J Anderso MD. Parkland Memorial Hospital.
5201 Harry Hines Blvd. Dallas TX 75233.
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to whole populations of people. In addition to paying
for their own health care, the haves pay for the care
of the poor implicitlythrough inflated hospital charges,
spiraling insurance costs, and rising taxes. The have.
nots pay explicitly for limited access with their health,
their dignity, and even their lives.

The problems are hardly solved in existing
programs for the poor, despite heroic efforts by some
sectors. Many private nonprofit hospitals work with
neighboring public hospitals and community health
centers to form local networks of care for those who
cannot pay. Nevertheless, demand almost always
outstrips supply.

Although Medicaid was estabKshed as a state-
operoted program to finance health care to the poor.
it covers only 24 million people-about half the total
who need it. Two thirds of Medicaid's resources are

'consumed by the elderly and disabled, who comprise
one third of Medicaid beneficiaries. The remainder
are women and children who qualify as being poor.'

According to the Census Bureau, 75% of the 37
million individuals without health insurance are the
working poor-either employed themselves or
employed persons' dependents.' They don't receive
health insurance through their employers, and they
earn too much to qualify for Medicaid.

Because the reimbursement rate for services to
Medicaid patients is notoriously low in many states,
private physicians and hospitals often shun Medicaid
recipients, not to mention the uninsured working poor.
For example, studies done in the 1970s and 1980s
show that 40% of obstetrician-gynecologists did not
serve Medicaid patients As a result, these patients
must go to the nearest public hospital, making a
mockery of the freedom-of-choice concept promoted
by physician lobbies.

Medicaid coverage and reimbursement vary by
state, depending in part on each state's willingness
to finance the options available through federal
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matching funds. Coverage ranges from penurio
spending limits in some states to broad services and
eligibility in others. Texas is among the worst states,
covering only the poorest of the poor (approximately
the lowest 20% of Texans live below the federal
poverty level'). Medicaid reimburses my institution,
Parkand Memorial Hospital in Dallas, for only about
45% of costs.

This inadequate and crazy-quilt approach not only
delivers care to the poor haphazardly, but it unevenly
distributes costs as well. Safety-net hospitals like
Parkland respond to the bulk of health needs of the
poor by providing uncompensated care. They
additionally are being asked to serve as the health-
care bulwark against infant mortality, teenage
pregnancy,AIDS xrt Acocair and violence-related
injuries.

Nationally, the cost of unsponsored care (uncom-
pensated care less appropriations from state and local
governments) was $8.3 billion in 1988! However,
$2.2 billion of this cost was carried by only 57 of
the nation's 6,780 hospitals.' These safety-net
hospitals, therefore, comprise less than 1% of the
nation's hospitals yet provide 27% of the uncompen-
sated care, or an average of $38.5 million annually
per hospital.

In Texas, approximately 80% ofthe uncompensated
care is provided by seven of the state's largest urban
public hospitals, including Parkland.' More than three
million Texans live below the federal poverty line,
which is an income of $12,675 for a family of four.
They represent nearly 20% of the state's population;
more than one third are children.'

In Dallas, approximately 350,000 residents live
below the poverty level.'0 They are the primary urers
of Parkland, which serves as their family doctor and
is the only public, tax-supported hospital in Dallas
County. Approximately 70% of Parkland's patients
qualify fo, charity care: More than 40,000 patients
were admitted in 1989, and the Outpatient clinics
and emergency room handled a total of 582,700
patient visits.

Despite a neighborhood dinic system that provides
prenatal care to 88% nf the women who deliver at
Parkland, a serious lac' of prenatal care, particularly
in the first and second trimesters, remains a major
problem. Nearly 15,000 babies are delivered at
Parkland each )ear, representing 42% of all births
in Dallas County. Approximately 10% of the babies

RESPIRATORY CARE a FEBRUARY '91 Vol 36 No 2

suffer low birthweighs or are premature, requiring
intensive care at a minimum cost o$1,500/day. Such
problems at recurring themes at public hospitals
across the nation. creating increasing health-care
demands that serve as a negative barometer of the
economy.

When the economy goes down, the demand for
health care goes up, and public hspitals and public
health-care systems take care of a disproportionate
share of the indigent patients who have no other place
to turn. It works until volume exceeds capacity, then
quality of care is often sacrificed, along with the
patient's dignity.

The strain on public hospital capacity is being
exacerbated by the epidemics of AIDS, crack cocaine,
and violence-and by the widespread prevalence of
alcohol and drug abuse among pregnant women.
Surveys of private and public hospitals say that at
least 10-20% of pregnant women report using drugs
or alcohol during their pregnancies." The damage
done by such abuse offsets gains made in improved
prenatal care, to the point that we are losing ground
in efforts to reduce low birthweight, infant morbidity
(eg, congenital anomalies, learning disabilities,
affective disorders, and withdrawal), and infant
mortality. 1 

,
.1

The heaviest burden of caring for iiMs AIDS
patient falls on the public ctor. Of the tutio's AIDS

-pbents, 50% are treated in les than 5% o( its hospiult
with the average revenue per patient visit being about
14% of the cost," This paten is also true 6or Parkland,
which cares for approximately 60% of the AIDS patients
in Dallas County. The nearly $10 inion annual cot
is largely unreimburd

Crack cocaine is the newest epidemic to strike our
society, and it is remarkably associated with the spread
of AIDS. Crack also is the primary factor in the
rampant violence currently attacking major urban
areas. Violent crime is at an all-time high in Dallas,
where police reported a 24.7% increase in violent
crimes for the ftrst etht months of 1990, compared
to the previous year." The impact is reflected in the
number of trauma cas, treated at Parkland, which
increased 30% in 1990.

With the surge in drug-inuced violence, the
associated need for trauma care is spilling over into
those Dallas private hospitals that are voluntary
members of the city's Emergency Medical System.
These hospitals do not have to continue the-
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partnership and could withdraw their support. This
has already happened in Houston, Los Angeles,
Chicago, and Miami, where the lone public hospital
in each community must deal with virtually all the
city's trauma.' 6

But urban areas are far from alone in fading the
difficulties of ensuring the availability of health care.
The safety net of health care has all but disappeared
in rural areas. Hospital closures and lack of obstetrical
services are a problem in almost every state with
a significant rural land mas and population.

In the decade of the 1980s, Texas 1L4 the nation
in hospital closures, with 105 shut down; more than
60% of these were in rural areas. In 54 Texas counties
there is no hospital at all; another 67 counties have
only one hospital, which has less than 50 beds. Most
of those remaining hospitals are not likely to survive
through this decade. Of the state's 254 counties, 114
have no obstetrical services and offer only marginal
pre-hospital care."

Throughout the nation, doctors in small towns often
cannot find dedicated and adequate transportation
and inter-hospital care to transfer critically ill patients
to urban hospitals capable of caring for them. They
also encounter significant problems in getting urban
hospitals to accept their non-paying patients. This
is a critical health-care issue, considering that rural
areas do not have the capability to handle trauma.
neonatal intensive care, high-risk obstetrics, and other
severe medical problems.

There is something desperately wrong in rural and
urban areas alike. While millions of Americans do
not have ready access to the system, some private
hospitals are practicing boutique medicine, trying to
earn a maximum profit while half their beds are
empty.

This nation's health-care system is broken, because
it is driven by utilization. American health insurance
pays for the most expensive typo,, of care and
treatments, but it does almost nothing to encourage
preventive medicine and health promotion. We can
no longer afford this approach when hospitals cannot
charge enough to cover their costs; when individuals
as well as corporations cannot afford health-insurance
premiums; and when insurance companies and the
federal and state governments cannot and, I suspect,
will not continue to finance fee-for-service, resurrec-
tion medicine in an open-ended, blank-check fashion.
Already payer intermediaries second-guess nearly

everything that providers do-in a manner as onerous
as any government regulatory scheme. What's worse,
despite the best efforts of the access-review firms,
they still are not able to adequately control costs
or ensure quality of care.

There Is a Better Way

We can create continuums of care that de-
emphasize institutional care by addressing the well-
being of patients. We need to create systems of health
care that stress functionality as well as longevity in
place of traditional medical-care systems, and we
should fairly reward such new efforts. We are starting
to do this for the underserved residents of Dallas
thrrug; Parkland's Community Oriented Primary
Ca ! (..OPC) program. The goal is to decongest the
hospital's outpatient clinics and take health care into
neighborhoods of high morbidity and mortality,
where residents have not had access :o primary-care
services.

Parkland established COPC neighborhood health
centers in 1989, and has already treated more than
90,000 patients. The centers focus on disease
prevention and health education to reduce illness-
and, consequently, to lessen future demand for costly
secondary and tertiary care at Parkland. In 5 years,
we hope to see 200,000 annual visits in such settings,
at 60% of the cost of providing similar services at
our 140-clinic, subspecialized facility at Parkland.

Preventive health measures work, as exemplified
by prenatal care, which pays for itself many times
over by reducing the need for neonatal intensive care.
Indeed, the West Dallas pilot program that COPC
is based upon decreased hospitalizations of children
75%, cut infant mortality 60%, and reduced teenage
pregnancy 43% in less than a decade of operation.
We also found that the cost of doing a better job
is only a fraction of the previous cost, even before
considering the contributions of improving the health
status of a community and its members' productivity.

Parkland's experience shows that managed health
care for indigent populations can be delivered
efficiently and effectively through COPC programs.
If fur,.. d by Medicaid on a larger scale, these
program .s would offer a vehicle that could allow
sliding-scale purchase of primary medical careby
the uninsured working poor.

The COPC model also could be easily adapted
to rural areas. The program could create a lifeline
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of care to undeserved rural areas by linking them
to referal networks with urban hospita Closed rural
boils could be retooled and stffed to function
as COPC health centers or Medical Assistance
Facilities that render prmary an emergency care
and limited ospiehaimio before referring more
critically ill or injured patients to urban hospittls via
established network

Some system must be established before all existing
capacity in rural communities dries up for good. To
survive, the system must make good business sense
for everyone involved, and it must create a win-win
situation for both the urban and rural care providers.

One of the primary faults of our current system
is that it is, 't good business for our nation's economic
vitality 1 at's why we are on the verge of a
precipitous change in health care. As increasing
rcmbers of American employers find that they cannot
afford to buy health care for their employees, the
overall health of the American worker will decline,
resulting in our inability to compete in the world
market. Additionally, the current high cost of health
care is being passed on to purchasers of American
products, thereby undermining our nation's compet-
itive position in the global economy.

As a consequence of today's inadequate and costly
health-care system, big business and big labor are
calling for universal health care. Neither can afford
to finance health care as it is practiced today, and
they know that a healthy work force is essential to
compete against countries whose infant mortality rates
are a fraction of ours. Good pubc health creates
healthier communities and a more productive work
force.

It is through enlightened self-interest, then, that
large corporations and unions already are concluding
that universal health insurance is the way to address
uncompensated care, control costs, and protect access.
They are tired of shifting the costs. They want
everyone to pay their share.

Workers who have health insurance as part of their
benefits may have to pay more for elective coverage.
If they want more than basic coverage, they should
not be &'."e to buy it with tax-exempt income as
they currt..dy do, unless as a society we are willing
to provide similar coverage for citizens who require
dirt tax support.

Generous health-care benefits foster utilization, as
does competition for the insured: The wealthier and
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healthier of our citizens. However, the overall cost
could be minimized if we practiced medicine by
emphasizing a universal program of health promotion,
disease prevention, and public health.

We can always do better, and sometimes at lower
cost. For example, we need better access to the value
and contributions of new technology. We also need
to assess more carefully the way we address certain
clinical situations differently from location to location
and from physician to physician, this could be done
through better quality care reviews and through
methodologies such as small-area analysis. All this
should be done in the spirit of continuous quality
improvement.

Costs most certainly would decrease if we - ery
willing to recognize the interrelatedness of health, tre.
education, economic opportunity, and decent housing.
It is economically indefensible to continue to treat
health problems related to poverty without also
treating the root causes. By addressing the infrastruc-
tural issues of education, employment, and housing,
society could transform many of its poor into
taxpayers,

The fact that we have 37 million people without
ready access to health care is an economic catastrophe
for us all. We cannot become a more competitive
country if we throw away whole populations of
people. Neither can we enjoy internal tranquillity.
Our most important resource is our population. In
an information-driven, technological society, people
will be either our greatest asset or a burgeoning
albatross of homeless, unhealthy, uneducated, non-
productive citizenry.

This should plague our conscience as health-care
professionals. Our concerted and individual efforts
can make the difference in how communities and
our nation aodress these problems. We must
contrbute to the debate and let our concerns and
contributions serve as a lantern to guide those who
make policy decisions.

Ethically, no matter what our station in life, we
are of equal value. In the final analysis, we must
recognize the universality of man in regard to disease
and death and thus declare health care a basic righ
in this country. Once we make the ethical commit-
ment and develop the political resolve, we will find
the resources to provide universal, high quality,
patient-valued health access for all our citizens.
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Guest editorial

COMMUNITY-RESPONSIVE MEDICINE:
A CALL FOR A NEW ACADEMIC DISCIPLINE

DAVID R. SMITH, MD.
Medical Director and Chief Executive Officer

Community-Oriented Primary Care
Parkland Memorial Hospital

RON J. ANDERSON, M.D.
President and Chief Executive Officer

Parkland Memorial Hospital
5201 Harry Hines Boulevard

Dallas, Texas 75235

P ooR AccFs To HEALlII c. is one of the primary deficiencies of our modem
medical system. Despite the fact that the U.S. Department of Health and

Human Services (DHHS) has identified comprehensive health care to the indi-
gent as one of this nation's priority health concerns,' access to health care has
declined in this country in recent years, primarily as a result of the growing
number of individuals-an estimated 37 million-without health insurance.
Equally large numbers of individuals, in particular women of childbearing age
and children, are underinsured.

Another indicator of access, ambulatory care visits, declined by 30 per-
cent between 1982 and 19 8 6 .0 The underutilization of ambulatory care placed
even greater demands on public hospitals and emergency rooms as patients
presented for treatment of preventable and episodic health problems. This
pattern bypasses the most cost-effective and health -effective services which can
be provided in a comprehensive primary care setting. Community-responsive
health care minimizes fragmentation by reducing barriers such a5 transporta-
tion and by co-locating related services, such as laboratory; pharmacy; radiol-
ogy; health education; Women, Infants, and Children (WIC) services; and
immunizations, in one site. This concept of integrated care has been labelled
"one-stop shopping."'

Community-responsive medicine can be considered the academic disci-
pline of Community-Oriented Primary Care (COPC) 7 COPC is a way of
practicing medicine that blends traditional primary care with public health

Journal of Health Care for the Poor and Underserved, Vol. 1, No. 2, Fall 1990
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services. Primary care, a structural element of COPC, "can be defined as that
array of health services provided by a practitioner to a patient that is accessible
and acceptable to the patient, comprehensive in scope, coordinated and con-
tinuous over time, and for which the practitioner is accountable for the quality
and potential effects of the services."7 Primary care focuses on the individual
patient or "user" and does not assume responsiblity for the health status of the
community at large. In contrast, COPC is driven by the deflated need for health
services identified within the target community. By combining obstetrical,
gynecological, pediatric, and adult medicine with public health services such as
immunization and communicable disease control, COPC pro-actively aims to
reduce the incidence of diseases that can lead to costly hospital care. COPC
providers are accountable for resultsand take responsibility for the health status
of a defined community. The community is empowered through education and
involvement in the process to identify and rank its health problems."'

The COPC concept has had successful application in this country. The
National Institute of Medicine reviewed seventh casestudies in a report published
in 1983.' The case studies spanned both urban and rural practice settings as
well as programs with academic affiliations. Not all of these systems had every
aspect of COPC, but all had defined their target community and were providing
directly or indirectly a wide array of related health services such as outreach,
mental health, translation services, and immunizations. Two programs, one in
Tucson, Arizona, and another in Oregon, prompted the revitalization of their
respective departments of community medicine and fostered the expansion of
the academic curriculum to include a community-based component.

In Dallas, Texas, Parkland Memorial Hospital has implemented a large
COPC Program supported in part by county taxes. The program focuses health
services to six at-risk communities in Dallas County that were identified in a
county-wide needs assessment conducted by Parkland. The program is affili-
ated with the University of Texas Southwestern Medical School. Physicians
working in these health centers are granted faculty status by the university and
provide attending coverage on the inpatient units of Parkland Hospital. This
arrangement enables the COl'C Program to provide continuity of care for the
practice and inpatient settings. The Program operates five health centers that
handle in excess of 110,000 patient visits annually.

This effort to bring health care to the community and to be more respon-
sive to its needs has resulted in significant improvements in the health of the
community. Our data show that since 1968, when the predecessor to our
program, the Children and Youth Project, began in West Dallas, emergency
room admissions in the city have fallen, the incidence of teenage pregnancy in
the Hispanic and African-Americdn communities has dropped, and death rates
for adolescents have been reduced.

The battlefield

Parkland Hospital's COPC Program is a local response to a national
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problem. The health care industry is an immense machine. Driven by the
provision of catastrophic and highly technological care, the industry consumes
approximately 600 billion dollars per year, recording 100 million physician
visits per year and 35 million hospitalizations. While expenditures per individ-
ual exceed $2,100 per year, the distribution of these resources is not equitable?-10

While efforts to control this runaway train have failed, critical measures of this
nation's health status remain unconscionably unanswered. For example, dur-
ing the 1980s alone, health care expenditures grew by approximately 120
percent, while black infant mortality remained twice that of whites.

In addition, the development and deployment of new medical technolo-
gies easily outpaced efforts made to assess their efficacy. Indeed, new and costly
technologies are often approved for reimbursement under insurance plans
prior to any rigorous evaluation of efficacy .lq But during this same period,
preventive health services were, as a whole, non-reimbursable. Individuals
such as indigent minorities, who are at greatest risk of poor health outcon'xs and
could most benefit from access to preventive and therapeutic primary care,
remained disenfranchised. Their entry point into the health market is often
through a crowded emergency room ill-equipped to deal with chronic medical
conditions or to provide preventive health services. The relative, and at times
absolute, lack of access to preventive health services for those at greatest risk has
been described as "reverse targeting.""

These unmet needs for comprehensive access to health services were the
driving forces behind the establishment of community-oriented primary care.
Like the people it serves, community-responsive medicine rarely demands or
receives conspicuous billing. As a result of its undistinguished heritage and
lackluster economic performance, the discipline remains grossly understated,
misunderstood, and unappreciated. The history of the assessment of commu-
nity medicine by the medical profession sheds some light on its relatively low
position in today's medical hierarchy.

Born in poverty

Community-responsive medicine traces its roots to health care for the
poor. Ancient Rome created hospitals for the care of slaves, and European cities
in the 13th century established hospitals for the poor. It was not until 1632, in
Paris, that organized health services were developed for the poor in a non-
hospital setting. This effort created what was known as the "Bureau d'Adresse,"
initially dispensing social services and subsequently medical advice. The
founder of this center, physician Theophraste Renaudot, soon came under
heavy criticism from the University of Paris, which believed his efforts were
calculated to create a rival medical school. The University appointed an
investigatory commission that denigrated the work of the dispensaries and
labeled Dr. Renaudot a charlatan and sorcerer. A parliamentary court ordered
that Dr. Renaudot's consultative services be terminated. Despite this setback,
the court directed the Medical Faculty of Paris to set up "a system of charitable
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consultations for the poor... within the week." This system was established in
1644. The concept of a system of dispensaries providing ambulatory care
flourished throughout the 17th century and culminated in adecreeby Louis XIV
in 1707 that called for the creation of a dispensary by every medical faculty in
the nation.1413

A similar scenario occurred in England during the 17th century. The
Royal College of Physicians promoted the idea of ambulatory services through
the establishment of dispensaries in 1675. The effort met with similar opposition
as the Society of Apothecaries cried "foul" and questioned the quality of
pharmaceutical advice given by physicians in the dispensaries, which were
providing care at lower cost to patients. An analysis of the confrontation
revealed that the physicians were serving the poor who would otherwise seek
"medical" attention at the apothecaries. As if a harbinger, economics played a
pivotal role and ultimately prevailed when the physician-supported health
services were abandoned. z' s

Dispensaries became a part of the American health care system in 1786,
largely through the efforts of Dr. Benjamin Rush. Rush, one of four physicians
to sign the Declaration of Independence, was among the first Americans to
articulate the folly of a two-tiered system of care--one for the affluent and one
for the poor. Additionally, he promoted the concept of ambulatory care as a
cost-effective model and a place where "the sick may be relieved at much less
expense to the public than in a hospital where provision, bedding, firewood, and
nurses were required for accommodation." The first dispensary was estab-
lished in Philadelphia and the concept grew and t -on embraced the cities of
New York and Baltimore. 1Z1 s

Dispensaries survived into the twentieth century in this country largely
as a result of a need to provide clinical expet-ience for medical students. This
symbiosis would later be replaced by a more parasitic relationship between
education and service delivery. Patients cared for in these settings were often
perceived as teaching material. Caring for too many patients thus detracted
from the educational experience. The conflict of missions between research,
education, and patient care surfaced as a potential impediment to system
reform, and direct competition between patient care and education for scarce
and often fixed health dollars would become a consistent and more formidable
force. During the early and mid-twentieth century, the role of dispensaries was
gradually subsumed by large outpatient departments in urban hospitals in
order to provide a more convenient setting for faculty and specialty clinics.
Without an increase in overall financial support, dollars that had once gone for
the provision of patient care were now consumed in salaries and administrative
overhead for the teaching institution.16Ia

Today, health care is highly influenced by special interests. Indeed, the
health care industry is analogous in some ways to the military/industrial
complex, an amorphous and entangled public/private-sector venture which
employs hundreds of thousands of individuals across the country. Both entities
are large in terms of expenditures and payroll, vital to local economies, export-
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able, fueled by a d rve for new technology, and worthy of political attention. But
placing priori ties on technological achievement and economic profitability, and
in efforts designed to support our affinity for "resurrection medicine,""' not
only denies resources to others in need, but frustrates the will to create a system
of care capable of reducing fragmentation, duplication, and access barriers.
Disjointed programs force individuals at risk, or who are sick, to make choices
and trade-off one service for another. This approach has created a "system of
missed opportunities," 20 whereby, for example, a woman seeking a pregnancy
test at one clinic is not enrolled on the same day to enter prenatal care or family
planning. Instead, she is told to return in six weeks to another clinic at another
site for services. The odds increase against her returning until late in her
pregnancy or at the first pains of labor.

In addition, the trend in health policy is to create a new program for every
new health problem. This "disease of the month" approach can circumvent
important issues and problems. The more different, the less attractive, or the
less vocal patients are, compared to the mainstream, the more likely are they to
be le't out. With the creation of new legislation comes the justification for more
regulations, more guidance, more bureaucrats to administer the programs,
more powerful agencies, more grant wri ters, and more auditors. Unfortunately,
this growth in infrastructure also breeds more confusion among providers,
payors, bureaucrats, and patients, and more non-productive turf battles as
agencies, bureaus, universities, and clinics scramble to compete for limited
resources.2

Competition for funding and prestige often finds community medicine
drawing the short straw. Federal programs which have historically supported
the development of community-responsive medicine, such as the National
Health Service Corps, the Community and Migrant Health Program, and
primary-care training grants from the Bureau of Health Professions, have
struggled to remain at "level" funding. When appropriation levels during the
1980s are controlled for inflation, the National Health Service Corps and the
Bureau of Health Professions realized a dramatic cut in funding while the
Community and Migrant Health Centers scrambled to keep pace with inflation,
this at a time when overall health care expenditures for the nation increased by
approximately 120 percent."

The role of academia

Academia has played at times a disruptive role in the history of commu-
nity-responsive medicine. Just as the University of Paris impeded the efforts of
Dr. Renaudot, today academia often confers the title of "LMD" (Local Medical
Doctor) or worse on physicians who practice in such settingsIWm How many
students have heard a professor of medicine, surgery, orobstetrics question the
desire (if not sanity) of students or residents to provide prinury care in a
community setting? There has been and continues to be a sharp demarcation
between "town" and "gown" physicians, a denuration that exists, in part,
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because of the relatively low value placed upon community-based primary care
curricula in both undergraduate and graduate medical education, and the
specter of inferior medicine being practiced in these settings. 2'

Academic medicine comprises two competing and contentious siblings:
research and medical education. On many medical campuses, a rather clear-cut
hierarchy dictates that education remains secondary and subservient to re-
search, and service delivery is subservient to education. Primary care and
community medicine are searching for their rightful place in this hierarchy. It
is a hierarchy dictated by the corporate bureaucracy of medical education,
which to a substantial degree determines medical curricula. In tune with the
adage, "He (or she) who has the gold, rules," grants for research and reimburse-
ment for high-technology tertiary care define the power brokers in academia.
Loss leaders and less profitable departments such as primary care, community
medicine, and outpatient areas are frequently not able to sit at the head table of
academic decision makers.

Similarly, curriculum committees are influenced by the departments
which can afford to pay the salaries of the most residents and research fellows.
The expectation is that a body will be available to that department for service
needs throughout the year. This has resulted in curricula dominated by
rotations in intensive care and procedure-oriented subspecialty departments
that are equally well-endowed and reimbursed. Meanwhile, rotations designed
to introduce young physicians to comprehensive primary care or community-
responsive medicine are sacrificed or may be offered as unattractive elec-
tives.2L Undergraduate medical education has placed a similar high pre-
mium on the traditional hospital-based curriculum and avoids such disciplines
as epidemiology, prevention, and public health.21 -24

One outcome of the current method for establishing medical curriculum
might have been forecast in 1988 with the failure of a large number of family
practice programs to fill their residency positions. Programs in pediatrics and
internal medicine experienced a similar downswing in applicants and an
upswing in unfilled residency positions in 1989. There is growing concern that
this nation may not have enough primary care physicians to meet the needs of
our aging population, or the complex primary care demands created by the HIV
epidemic and substance abuse. 1=",1 In 1963, primary care physicians repre-
sented 49.2 percent of all practicing physicians, while today they represent less
than 35 percent of all practicing physicians.2' The ratio of primary care physi-
cians to the overall population has remained essentially unchanged since 1963
when the figure was approximately six primary care physicians per 10,000
population. To place these numbers in perspective, the United States has a
much smaller ratio of primary care physicians to population than does Canada
or Western Europe.3'"A  In Canada there are approximately 11 primary care
practitioners per 10,000 population, representing 68 percent of all physicians in
that country',25-

Our pattern of rapid growth in subspecialty medicine has revived the
debate as to whether or not there is an oversupply of physicians. Current
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prognosticators suggest that there indeed may be a shortfall of primary care
physicians, which is accelerating as increasing numbers of pediatricians and
internists turn to subspecialization.?1

Thus, the academic culture is neither creating nor encouraging the
development of effective role models in community-oriented medicine. Indi-
viduals commited to community medicine and public health are often per-
ceived as eccentrics who exist in spite of the system and are merely in search of
an institution that will grant them tenure. These humanistic and competent
clinicians may be shifted to non-tenu e clinical tracksbecause of their perceived
failure in the basic sciences. This trend accelerated during the 1970s and early
1980s with the privatization and corporatization of medicine ard medical
education.

Zero-sum financing

Because of the reality of fixed resources, the rivalry between research and
health care delivery often results in an "either/or" funding ultimatum. The
modus operandi for health financing in the 1980s was to assume that there is a
fixed pie of available health dollars, and that research and health care delivery
must compete for it. This mechanism of financing and reimbursement pits one
program against another, offers few rewards for collaboration and integration,
and further fragments health services and their support networks in research
and education. The result is a fractured, flawed delivery "system" which forces
a mother with finite mobility and time to decide between seeking care for her
sick child at a well-baby clinic, to the exclusion of going across town to visit a
WIC office, uptown for immunizations, and downtown for post-partum care.

The outcome of such zero-sum competition for limited resources has the
additional unfortunate effectof "robbing Peter to pay Paul." It ignores potential
savings that can be realized by avoiding illness and repudiates the belief that
improved health status is interrelated with education and economic opportu-
nity.

Community-oriented primary care seeks to remedy the flaws in this
disjointed, fragmented system by first ubxkitstanding the needs of the commu-
nity, and second by providing these and related services in one location within
the community. The leadership and committed corps of health professionals
needed to implement this program must be nurtured and supported by a new
experiential academic discipline, community-responsive medicine, which
embraces the concept of COPC and moves the academic medical classroom into
the community.

Conclusion

The need for an effective response to this nation's health care deficiencies
has never been more apparent, and never more desperate. The reluctance of the
health care industry and the medical profession to embrace systemic change or
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to address academia's competitive priorities, community medicine's under-
class status, policy makers' infatuation with "diseases of the month," and
needless competition for fixed assets have placed this nation in the tenuous
position of failing to meet the health care needs of many of its constituents. This
nation and its leadership have ventured into an abyss of responding to isolated
and narrowly defined health problems with narrowly focused resources.

Community-responsive care is well positioned to respond to this chal-
lenge. Medicine responsive to the needs of the community reflects an attempt
to move beyond the current maze of disjointed programs which fail to capture
and maintain Individuals in a comprehensive care system. The concept of "one-
stop shopping," recently promoted by the United States Public Health Service
to describe a model of prenatal care for this country, is also an appropriate model
for health care in general.

The success of community-responsive medicine will demand the prepa-
ration of physicians and other health professionals who can recognize the
evolving needs of society and respond with effective preventive and therapeu-
tic measures. It will require health care providers who can function beyond the
limits of categorical programs, and face head-on the sexually active teenager
who is homeless, out of school, alcohol-abusive, and at risk for AIDS.

To address the conflict between patient care and education that often
appears in academic settings, it may be beneficial to remove community health
from the academic arena, where it has resided intermittently, and recognize the
strengths of both while acknowledging their fundamentally different missions.
Financial incentives to maintain both components would have to be developed
and maintained, and be non-competitive. An even more appropriate response
would be to build on mutual strengths, and to challenge academia to produce
physicians capable of responding to the health needs of a community. Critical
to this response will be a commitment to attract and develop effective primary
care role models.

The federal government, too, must lead. Federal support--one barome-
ter of national health priorities-for service delivery has grown only sparingly
over the last ten years, while dollars for research have expanded substantially.
Similarly, aside from the growth in Medicaid expenditures, the majority of
which still go toward catastrophic and long-term care, federal DHHS expendi-
tures for primary care service delivery show negligible growth in the past
decade after correction for inflation."8 The federal government must recognize
the contributions of small programs such as the National Health Service Corps,
Area Health EducationCenters, and of grants to primary care training programs
in general internal medicine, pediatrics, and family practice. The National
Health Service Corps in particular has been successful in providing a "curricu-
lum" for community-responsive care where academia has been unwilling or
unable to do so. These experiences must be maintained, augmented, and
brought into the mainstream of professional education.

Our search for a health care system grounded in a comprehensive
response to community needs will require innovation, reform, and changes-
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changes in financing, reimbursement, policy, and medical education. It will
require change from the dominance of structure over ideology, innovation
through the disruption of the influence of special interests, and reform as this
nation discovers both the will and the way. This nation has a vested interest in
the health of its citizens as we speed toward the twenty-first century with an
aging population, a potential shortfall in our labor force, and the next public
health crisis which will test our system of care.

Today, community medicine as a primary care discipline may be on
vastly unequal footing with such giants as inpatient care, medical education, or
research. Yet history suggests that its quest for acceptance is in good company.
Li ke the efforts of Drs. Harvey, Jenner, rasteu r, and Lister, community medicine
has endured opposition, neglect, and scorn. Whether the field will yet emerge
as an accepted alternative to current practice, as did the work of these earlier
pioneers, will be the test of our national resolve to reform.

REFERENCES

1. Sul livan L. Healthy people 2000: National health promotion and disease prevenhon objectives.
Washington, DC Department of Health and Human Services, 1990.

2. Thorpe KE, Seigel JE. Covering the uninsured-Interactions among public- and private-sector
strategies. JAMA 1989 Oct 20 262(15): 2114-8.

3. Institute of Medicine. Prenatal care: Reaching mothers, reaching infants. Washingtona, DC
National Academy Press, 1980.

4. Hubbell FA, Waitzkin H, Mlshra SI, et al. Evaluating health care needs of the poor: A
community-oriented approach. Am J Med 1989 Aug; 87:127-31.

5. Freeman HE, Blandon Ri, Aiken LI-I et al. Americans report on their access to health care.
Health Aff 1987; 6: 6-18.

6. Unpublished report. "One-stop shopping- for perinatal services. Maternal and Child Health
Bureau, U.S. Department of Health and Human Services, 1990.

7. Institute of Medicine. Community-oriented primary care: A practical assessment. Washing-
ton, DC: National Academy Press, April 1984.

8. Community-oriented primary care: New directions for health services delivery. Conference
Proceedings. Institute of Medicine, Washington, DC, 1983

9. Levy S. The :iumph of equivocation. New Eng J Med 1989; 321(25): 1750-3.
10. Chambliss L., Reier S. How doctors have ruined health care. Financial World 1990 Jan 9: 46-

52.
11. U.S. Public Health Service. The financing and delivery of clinical preventative services.

Washington, DC: U.S. Dept. of Health and Human Services, June 1988.
12. Solomon, HM. Public welfare, science, and propaganda in seventeenth-century France.

Princeton, NJ: Princeton University Press, 1972.
13. Roemer, M. Resistance to Innovation: The case of the community health center. Am J Public

Health 1988; 78(9): 1234-9.
14. Clark G. A history of the Royal College of Physicians. Vol. 2. Oxford: Clarendon Press, 1966:

427-47.
15. Hawke DE. Bmjamin Rush: Revolutionary gadfly. Indianapolis: Bobbs-Merrll, 1971: 320-2.
16. Winslow C. The life of Herman Biggs, physician ad statesman of public health. Philadelphia:

Lea and Febiger, 1929.
17. Pomeroy JL. Health center development In Los Angeles county. JAMA 1929; 93: 1542-50.
18. Mullen F. Primary care service and training programs in retrospect Funding trends 1965 -

1985. Proceedings of the Health Resources and Services Administration Conference, Primary
Care Medical EducAtion, U.S. Dept. of Health and Human Services, 1988.

19. Stern BJ. Social factors in medical progre New York, NY: Columbia University Press, 1926,



233

228 Community-Responsive Medicine

20. Smith D. Testimony on HJV Health Serviles before Committee on Government Operations,
U.S. House of Representatives, July 28, 1989.

21. Bloom SW. The medical school as a social organization: The sources of resistance to change.
Med Educ 1989 May; 23(3): 228-41.

22. Schroeder S, Zones JS, Showstack )A. Academic medicine as a public trust. JAMA 1989 Aug
11; 262(6): 803-12.

23. Ershler I. Comprehensive primary health care: A letter toa medical student. Arch nt Med 1989
Nov; 149(11): 2404-6.

24. Barnett P, MidtlingJE. Public policy and the supply of primary care physidans. JAMA 1989
Nov 24; 262(20): 2864-8.

25. Council on Long-Range Planning and Development, American Medical Association. The
future of general internal medicine-Coundl report. JAMA 1989 Oct 20; 262(15): 2119-24.

26. National Resident Matching Program. 1989 results. Evanston, IL, March 1989.
27. Clare F, Spratley E, Schwab P, et aL Trends in health personnel. Health Aft 1987; 6: 90-103.
28. Schroeder, SA. Western European responses to physician oversupply- Lessons for the United

States. JAMA 1984 Jul 20; 252(3): 373-84.

PREPARED STATEMENT OF REPRESENTATIVE MIKE ANDREWS

Mr. Chairman, thank you for the opportunity to testify today about health care
reform. As a leader in the health reform debate, you know first hand the complexity
of this issue. k

My colleagues, Congressmen Jim Cooper and Charlie Stenholm, and I have pro-
posed a solution that is not lacking in complexity. It is easy to say: "I'm for the Ca-
nadian system." But unfortunately, there are no easy answers.

The proposal under consideration in the House of Representatives to put price
controls on all providers is simply a step in the direction of a single payer system.
It turns the insurance industry into a regulated utility and removes the spirit of
innovation from the health care system.

But Americans are crying out for a solution. Polls show that 70 percent of the
public want radical change.

The reason is obvious: America's health care system has stopped working. It does
not work for the woman who gets breast cancer and can't switch jobs because the
insurance company won't cover the treatments. It does not work for the small busi-
ness that can't afford to cover its employees. It does not work because the cost of
health care keeps going up.

Medical costs have doubled since 1980. The price of premiums paid by businesses
has tripled. Thirty-seven million Americans do not have health insurance. The
American people are demanding action, but are-not comfortable with the proposals
madt, Cir.

Other lemoc uiti proprsals try to fix th problems by having the government
run the health care 8yst, .-n. The Administration's proposal does not do enough to
control costs.

We are calling for a new approach to health care reform. It is called managed
competition. We owe a great debt to the Jackson Hole Group led by Dr. Paul
Ellwood and Alain Enthoven for developing these ideas.

Right now, insurance companies compete on avoiding bad risks. We want insurers
to succeed when they manage risk.

Right now, hospitals and physicians can bill insurance companies regardless of
how good they are. We want providers to be accountable for their results.

We want to create a market where consumers can shop for health care and health
insurance as a single product. Americans should be able to buy health care based
on cost and quality like any other consumer product.

We want to bond together the insurance companies and providers. Physicians,
hospitals, and insurers should make more money when people are healthy, not when
they are sick.

Under our plan, health care providers will have an incentive to find and use less
expensive procedures because their bottom line will be the same as the insurer.
Both will want to provide effective health care at the lowest cost.

The system we have now allows too many hospitals to provide the whole range
of specialized care. For example, a study in California determined that one-third of
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the hospitals doing coronary bypass operations failed to meet the volume standard
set by the American College of Surgeons. At a lower volume, physicians do not have
enough experience to be effective. The result has been a higher mortality rate in
these low-volume hospitals.

Many of those patients would have lived had they gone to centers of excellence
with high volume like the Texas Medical Center. Under our proposal, they would
have lived because providers will be organized more efficiently and effectively.

The tax code also encourages wasteful health spending. For every extra dollar
businesses spend on health care, only 69 cents comes out of their pocket. The other
31 cents comes from the government. This government subsidy encourages ineffi-
ciency.

The most abusive example is a health plan with first-dollar coverage. This means
that the business pays for every health care expense including the deductibles and
copayments. This arrangement takes away the incentive for consumers to use the
health care system prudently.

Our proposal limits the tax deduction for businesses to the cost of the least expen-
sive insurance plan. Businesses can buy more expensive plans, but they will not re-
ceive a taxpayer subsidy.

If we will eliminate first-dollar coverage plans, we also add an incentive for people
to stay healthy. Americans must take more responsibility for their health.

Prevention is the key to controlling health care costs for the individual. We will
ensure 100 percent immunization levels for children. We will gve flu vaccines to
older Americans. And we will require health insurance plans to have no deductibles
or copayments for preventive care.

It is incredible that our health care system does not measure quality. We rarely
collect data on whether a patient gets better or not. We need to know when the
health care is working. Under our bill, providers will be required to disclose their
performance in a public report.

We are not getting our moneys worth from health care. Economics teaches us
that if supply increases, then prices should fall. The supply of hospitals and physi-
cians has been growing rapidly since the 1960s. Yet, health care costs have risen
steadily over that time. The cost of health care has risen from 9 percent of the gross
national product in 1980 to nearly 14 percent today. Clearly, the market isn't work-
in e market will work if we arm consumers with information about the cost and

quality of health care. We need to get value for our money.
Not everyone will be able to afford health insurance even once we control costs.

The average American family without health insurance has an income less than
$20,000. The average uninsured adult works for a small business with fewer than
25 employees.

Our plan targets these families. Small businesses will pay lower premiums be-
cause they will have the benefit of group rates through health insurance purchasing
cooperatives. Our plan will guarantee health coverage to 40 percent of the unin-
sured in Texas, offering financial assistance to an additional 30 percent who are be-
tween 100 and 200 percent of poverty.

Our plan is the only corr.rehensive health reform bill that can be enacted this
year. It does not call for price controls, which the Administration strongly opposes.
It greatly expands access to health care, which Democrats strongly support. It is a
plan that will make the health care system work once again.

PREPARED STATEMENT OF E. RICHARD BROWN

I am Richard Brown, professor of public health at the UCLA School of Public
Health. I have conducted many studies of health insurance coverage and access to
health care, and I have been very involved in the development of public policy pro-
posals to address the crisis of the uninsured and rising health care costs. Thank you
or inviting me to testify about proposed reforms of our health care financing sys-

tem.
Literally nine out of ten people in the United States believe that we must reform

or rebuild our fragmented, unequal and costly scheme of private medical insurance,
public program coverage, and lack of any coverage. The dilemma is, of course, what
should we do with it? Should we enact President Bush's proposed package of tax
credits and tax deductions for middle- and upper-income persons, vouchers for the
poor, and some small-idroup market reforms, making only modest changes in the
current voluntary private health insurance arrangement? Should we reform the sys-
tem by requiring employment-based coverage through a "play or pay" mandate? Or
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should we transform the system into a universal national health insurance pro-
gram?

I would like to respond to this dilemma by laying out the goals that I believe
health care financing reform should achieve to resolve our systemic problems. I will
then describe the two fundamental reforms that will achieve these goals. These re-
forms are the core of national health insurance, but several alternative models em-
brace these necessary changes, including one model that I will specifically discuss.

GOALS OF REFORM

It is widely agreed that our health care system suffers from many ills---chronic
conditions of spiraling costs, inadequate coverage, and insufficient effectiveness. Ev-
eryone agrees that these virulent problems are disabling our health system, and
many fear that they are fatal. The measures of these ills are both their absolute
magnitude and their severity relative to other industrialized countries.

A close examination of the comparative performance of our health system con-
firms what a few brief points will convey: the costs, coverage and effectiveness of
the United States's health care system compares unfavorably with the systems in
most other industrialized countries. The United States has the most expensive
health care system in the world: this year we will spend a 50 percent greater share
of our GNP on health care than any other country in the world, 40 percent more
dollars per person on health care than the second most expensive country. These
excess economic resources going to health care add to the labor costs of American
products and services, diminishing our international competitiveness and imposing
a heavy absolute burden on business and on workers. Despite these extraordinary
expenditures, we are the only industrialized nation that leaves cne-quarter of its

opulation with inadequate medical coverage or without any coverage at all. Per-
aps most important, health indicators of the American people compares unfavor-

ably with those of many nations that spend much less on medical care than we do.
At least 21 other countries have lower infant mortality rates than ours, and our
children have embarrassingly low rates of immunization against preventable ill-
nesses. And these expenditures do not even buy happiness: compared to other indus-
trialized democracies, Americans are among the least satisfied with their health
care system.

Health care reform must provide coverage for those who have none, but it must
do more than shift people from the ronks of the uninsured to the insured. In my
opinion health care reforms should accomplish five goals:

(1) cover the entire population for comprehensive health benefits,
(2) create a system that rovides equitable access to quality care,
(3) make the financing of health services more equitable,
(4) control health care costs effectively and fairly, and
(5) obtain more value for the resources we devote to health care.
There are two fundamental reforms that I believe will accomplish all five of these

goals. First, we should replace private payments for health insurance premiums
with a program that, like the Medicare hospital insurance program, is tax funded.
Second, we should reform the way we pay providers in order to control health care
costs effectively and fairly. Other changes may be desirable, but these two fun-
damental changes in our health care financing system, while politically difficult, are
essential to create the foundations of a financially sound, fair and effective health
care system.

REFORM 1: REPLACE PRIVATE PAYMENTS FOR HEALTH INSURANCE WITH TAX-FUNDED
PROGRAM

The enormous benefits of shifting from private health insurance to tax-funding

greatly outweigh any political liabilities.

Tax funding will untie health insurance coverage from employment
Perhaps the most important benefit is that a universal tax-funded system will c,

the link between employment and health insurance coverage. Compared to propos-
ale that keep health insurance based on employment, uncoupling it from employ-
ment will:

* create a universal financing system to cover everyone for full benefits.
Being in a program that serves the entire population is the best protection for
low-income groups and the elderly who otherwise would de end on separate
public programs. Only in a universal program, through which the middle and
upper classes get their care, can lower-income workers and the poor avoid isola-
tion in a program that is politically vulnerable to the budgetary axe. This is
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their fate today, as it would be in other reforms that create a public program
only for those not fortunate enough to be covered bv an employer who "plays."

Sfree employer from the administrative bu-4-ps of providing health ben-
efit. Negotiating or running medical be, efit plans is a significant cost to any
employer and especially to small firms. Czarating coverage from employment
willenable employers do what they do best-'un their businesses.

" eliminate disruptions in coverage and c'u nges in health plans and phy-
sicians when enrollees become divorceci i.? widowed, disabled or re-
tired, unemployed or change jobs. These az 'real concerns of people now
covered by job-based health benefits, and only reforms that make coverage inde-
pendent of employment would eliminate these disruptions.

" give all people more choice among private health plans, doctors and
hospitals. Wen coverage is separated from employment, people can choose
any health plan or doctor, rather than selecting from an employer's offering of
one or very few plans.

Tax funding for health care is fairer
Tax funding also is a fairer way to finance health services than insurance pre-

miums and heavy cost sharing. Private insurance premiums, including employ-
ment--based benefits, are regressive because their flat dollar charges fall dispropor-
tionately on people with lower earnings and profits. Financing with tax revenues is
more equitable because:

" tax contributions of worry and the self-employed are at least propor-
tiondl to earnings. Tax rates automatically adjust what people pay to their
incomes rather than requiring a separate, often humiliating and expensive ad-
ministrative process to decide who gets subsidies under a premium-based sys-
tem.

" tax contributions of employer are proportional to labor costs, an advan-
tage for mary businesses that pay low wages and have low profit margins. Be-
cause these conditions generally characterize new businesses, adopting a tax-
funded system rather than one that requires employers to buy health insurance
will facilitate an important engine in our economy. A tax-based financing sys-
tem can also reduce or eliminate the need for a separate subsidy program for
employers.

Tax funding, as opposed to our present private payment of insurance premiums,
will separate coverage from employment, and it will be fairer.

REFORM 2: CONTROL COSTS BY REFORMING PROVIDER PAYMENT

The second fundamental reform that we desperately need is to change the way
we pay providers. There are at least two somewhat different models to what is com-
monly called national health insurance, but both involve restructuring payment to
doctors, hospitals, and health plans. Cost control is very effective under a universal
tax-funded system of national health insurance, in large part because governmental
monopoly over health care payments gives government both the need and the means
to control provider payments. In addition, administrative expenses are much lower
because there is less paperwork.

Under the Canadian model of national health insurance, the government program
is responsible for paying providers directly for the population's health services. This
model of paying providers appears to be far more effective than our current system
in controlling costs and ensuring access to quality care, although there is some dis-
pute among health economists about just how effective it is relative to our own.
Clearly, this model has succeeded, where ours has failed, to keep increases in health
spending in line with increases in the GNP, to protect families against increases in
medical costs, and to provide sufficient access to quality care to make Canada's pop-
ulation the most satisfied with its health care system among the major industri-
alized countries.

The model represented by Senator Kerrey 's Health USA bill and similar proposals
adapts some of the best features of Canadian and European health care financing
systems to the best foundations of the United States's own delivery system. This
model relies on private doctors, hospitals, and other providers to deliver care, and
it gives the public increased choice among private and public health plans that orga-
nize the delivery of care. It combines the efficiency and equity of a tax-funded fi-
nancing system with the effective cost controls of an all-payer system in paying pri-
vate providers and health plans. This model controls costs through budgeting and
financial incentives on health plans, as well as on providers and patients.
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The Health USA model
Under Senator Kerrey's Health USA proposal, the federal program will pay state-

administered programs an average of 87 percent of the cost of caring for the state's
population; the states pay the balance. Each individual or family may enroll in any
health plan approved by the state program, including many private plans or a plan
run by the state program. The state program will pay approved plans a capitation
payment for every person enrolled making the plans responsible for providing or
arranging care for their enrollees. Through the approved plan of their choice, enroll-
ees will receive covered services and obtain their care from participating physicians
and other professional practitioners, hospitals and other facilities.

Under Health USA, the plans will pay professional providers either fees, as part
of an all-payer system of fee schedules and expenditure targets, or capitation pay-
ments or salary. Physicians and their appropriate practitioner associations, with
whom they share a common interest in preventing costs from escalating, will receive
practice profiles to help them keep within their overall expenditure target. Hospitals
will be paid for each admission, based on a negotiated annual budget, and will be
paid their marginal costs for additional services above budget targets. (This ap-
proach avoids penalizing hospitals that serve larger-than-expected volumes of pa-
tients but also does not provide incentives for hospitals to aggressively market serv-
ices.)

This specifically American payment system emphasizes cost-containment methods
that influence provider behavior a strategy that encourages providers to use re-
sources more wisely. This enerai approach to paying providers has proved success-
ful in Europe, Canada, andrepaid health plans in the U.S., and it has been adopted
in principle by the U.S. Medicare program. Because physicians and hospitals gen-
erate the overwhelming share of medical costs, they are in the best position to con-
trol costs. Putting health plans at financial risk for all required benefits for the
specified capitation payment (plus allowed copayments) lives them incentives to
control costs, while the provider reimbursement systems gives them effective meth-
ods to do so.

The only alternative to budgeting the system and deliberately shaping provider
behavior through financial incentives is to increase the use of utilization controls
and patient cost sharing. Utilization controls, by trying to directly regulate doctors'
behavior, necessarily intrude into physicians' clinical decision making and under-
mine professional autonomy. Increasing reliance on patient cost sharing deprives
the less affluent of needed care, a cost-control method that is inequitable and not
good for the public health. Senator Kerrey's proposal minimizes the need for these
method,,.

The "managed competition" strategy's method to control spending relies heavily
on cost sharing for health plan premiums as well as for medical care. Employers
and families shop for less expensive plans, and plans compete by bargaining with
providers for discount reimbursement rates. This strategy forces patients to choose
a cheaper, lower quality health plan if they cannot afford to pay the added costs
of better plans. Enrollees in basic private plans and any public program will be
stuck in a lower tier with less access to quality care, while the more affluent popu-
lation and their employers will find themselves shelling out owing sums of monei
for the care they need. The all-payer system in Health USA, on the other hand,
forces health plans to compete for patients on the basis of their quality and services,
bringing everyone into one equitable financing system while enabling everyone to
choose the health plan that offers them the type of care they want and need. Yet,
it controls costs at every level of the health care system.

These two fundamental reforms-replacing private payments for health insurance
premiums with a tax-funded program and restructuring how we pay providers-will
create a solid foundation from which our health care system can develop into one
that offers more value for the dollars we spend. Whether we consider these reforms
as a package that we call national health insurance or as separate.,elements of com-
prehensive reform, they are both necessary to cure what ails our health care system.
Whichever specific models are included under these broader reforms, they will give
everyone greater choice of providers. They will reduce out-of-pocket costs that most
people pay when they need to see a doctor. And they will end the ever increasing
drain on employers, workers and our economy.
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National health insurance is the standard against to which to judge other propos-
als to reform our health care financing system I think you will agree that other
approaches do not measure up to the univeisal coverage, accessibility, extensive
choice, and cost controls of either of these specific models of national health insur-
ance.

Thank you for considering to my testimony.

PREPARED STATEMENT OF STUART BUTLER

Thank you, Mr Otairman. for the opportunity to testify t y on ways in which muket-
based reforms can achieve the goal of universal. affordable health c iu Amer. I would
emphasize that I testify in a personal capacity, and my cornets shouldd oot be construed u
representing any official position of The HeritAge Fouldation.

I would like to break my cornment= into three parts. First, I wtll discuss how ",e have the
worst of all worlds today -- a market" for health cae rendered dysfun,,tonal by perverse
incentives emanating from the tax code. In my view this corrupted market is the roo cause of
the inflation arsd uninsurance problem in heAlth care. Without tle reform of the incentives, we
cannot achieve our goals of affordable &ccess.

Second, I will discuss how a reformed market could be constructd and how it would1
work. In particular. I will discuss bow consumers would make choices in such a system, and how
this would lead to cost contr!.

And third, I will review some of the bills now before Congress that seek to acheve
maket-based reforms.

WHY TODAY'S HEALTH "MARKET" DOES NOT WORK

The vast majority of working Americans obtain their health care services through a
medical plan offered through their place of work. The value of these plans is excluded from the
worker's taxable income. Moreover, even though the cost of the plan is par of an employee's
total compensation, that employee is not in a position to choose an alternative plan to that offered
by the employer -- unless he or she is prepared to lose substantive tax benefits -- and the
employee's use of health services has no direct impact on the cost of his or her plan. Therein lies
the problem.

In this system, the prices of most services are subsumed within an insunnc package, the

price of which is set according to the experience rating of a company-based group. The specifics
of each package are determined by the employer (or through negotiation berweeo the employer
and organized employees), and between the employer L.A4 providers (directly or though an insurer
as intermediary). In addition to the cross-subsidy from low-risk to high-risk employees implicit
in the group rating approach, therm is an additional cross-subsidyfrom general taxpayers to
covered employees by virtue of the tax exclusion available for company-provided plans.

It should be noted that this system came about more or less by l-crideunL The Canadian
and British systems, by contrast, were designed ano-eated after an intense national debate. This
did not happen in the U.S. When cash wages in the US. were controlled during World War II,
expanding fringe benefits L-came a way for employers to attract scarce labor. Rulings by the
lnteraJ Revenue Service after the war firmly established the tax-fre status of such benefits.
These policy decisions were not taken to create a health system for working Americans, but to
deal with much more limited issues.
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Thiz system does avoid many o( the drawbacks o an unfetterd market for hath can
Wl prices do function within the system, they influence choices made by providers. insurers
ad third-party payers rather than by the consumers of health services. Thus price does mo pose

an unacceptable barrier to reasonable access for most covered consumers (although limits oa
coverage. copayments and deductibles eventually can amount to a financial barrier). Consumer
confusion regarding the choice of plan, and in many instances even the selection of a provider,
is avoided by the employer takdng on this responsibility.

Yet the problem with this system is that it is still driven in large measure by consumers
remcting to price at the point of consumption -- it is just that the prices encounted by the
consumer bear ittle or no relation to COSL This absence of real prices for the consumer, either
for specific services or for a health package, leads to an economic dynamic that makes cost
control and the goal of universal access such perplexing problems in today's health care system.
Hence the calls for radical ref,-r

The Side-Effets of Vte System

Effect #1: Inflation. In this system, consumers make what are for them quite rational
economic decisions, yet t, y do not face directly the full economic consequences of their
decisions. In particular, they have the incentive to overdemand services that are underpriced or
"fre" to them. Even though the heavy use of services means that the cost of their insurance
premiums rise, they have Little incentive to consider that. One reason is that with premiums set
according to the group's aggregate demand, one individual sees little connection between his use
of services and the premium. Another reason is that the employer is seen as paying the premium
.- even though labor economists would point out that cash wages and fringe benefits combine
to form a total, market-determined compensation package, and thus are "paid for" by the
employee.

Effect #2: Opposition to cost-controls. The tax treatnent of benefits, mcreover, leads
to an understandable resistance among employees to attempts by employers to encourage workers
to control their health costs by introducing copayments and similar financial devices to raise cost-
consciousness. Company-provided plans are tax exempt, while out-of-pocket payments with rar
exceptions are not. Thus the employee has the perverse incentive to prefer a package with no out-
of-pocket element over a medically identical package including a copayment with a lower total
COSL

Effect #3: Competition by over-supplying services. Among the other consequenos of
this distorted market is the incentive for providers of services to compete for patients on the basis
of available services, rather thar. )n benefit compared with cost. Thus an expensive "arms race"
occurs in the medical sector, in wrich hospitals and physicians entice customers with increasingly
sophisticated but costly equipment and procedures. Thi party payers respond by questionjag in
detail the treatments agreed by physician and patient, to the imitation of both.
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Effed #4: Gaps In Insurance. In nation, the tax teatynent of health cae is a
significant contributor to the huge gaps of coverage in the U.S. system. Families with company-
provided plans receive financial assistance through the tax exclusion, while most individuals
without such coverage receive no such tax help. Moreover, the most tax assistance goes to
employees in the highest tax bracket with the most generous plans. Meanwhile workers without
company plans must pay in after-tax dollars for insurance, and face prices for services that ar
driven up by the rational but inefficient decisions of consumers insulated by company-paid plans.
Many such workers and their families respond to the effects of this inequitable tax treatment by
not buying insurance. In fact, approximately three-quariers of the uninsured ar employed
individuals or the dependents of workers.

The Responm. of Congres
The response of many policy makers to this unsatisfactory and increasingly unpopular

system is to propose alternatives that try to move even further away from a traditional consumer-
driven market. One proposed alternative is a government-financed si, gl, payer system, based on
the Canadian or British models. Another is to try to deal with the ga is an coverage by requiring
employers to furnish employees and their families with a minimum level of benefits or contibute
to a public program to deliver similar benefits to uninsured workers and their families.

Problems of single-payer systems. The single-payer approach would eliminate con sumer
choice entirely as a device to achieve economic efficiency and cost control. Instead it would
substitute a system of allocation based on fixed budgets and government-administered fees to
providers. In such a system, officials must use "objective" methods to determine value and
benefit, in contrast to the subjective consumer determination in a normal market. Whatever the
virtues might be of such an approach, the world's experience with price and budget controls --
in health care or the entire economy - is that controls must become ever more pervasive and
elaborate, shortages and explicit rationing become a permanent feature of the system, and
measurements of value become more arbitrary and contentious.

Problems or employer-mandates. Mandates on employers do not establish a total budget
for health care, nor in their basic form do they change the incentives facing the consumer. Thus
mandates pose problems as a discipline for demand-induced treatment cost escalation and as a
method for controlling total health costs. Most mandate proposals try to address this by including
very complicated mechanisms intended to guide consumer choices and avoid cost shifting. Some
versions would introduce into the private sector the fee-setting features of a government-
sponsored single-payer system.

The assumption behind each of these alternatives is, of course, that consumer choice is
of little use as a tool for cost control or resource allocation in health care. Yet it is possible to
imagine a very different system of health care in the U.S. that wou I be based on consumer
choice, rather than seeing it as irrelevant or a problem. Under this anangement, cost control at
the macro level is achieved by changing the environment in which microconomic decisions are
made by consumers of health care.
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CREA71NG A CONSUMER-SASED SYSTEM

Creating a consumer-based health care system would involve several important elements.
Among them:

1) Consumm must hae a wke choice of pnm.

Th key to cost control with efficiency in a market system is for consumers able to
choose between competing producers on the basis of undistorted prices. This does not happen
today because the tax system discourages America-! from choosing ,. lhn offered by anyone
other thin their employer. Ending the disrimination in the tax code in favor of insurance at the
place of work largely would permit families to choose a plan sponsored by an organization other
than their employers. For instance, a family might choose a plan offered through a union, or a
church, or a farm bureau. The important thing is that the tax code should not penalize the family
from making a sensible decision on the basis of value for money.

In addition, providing the same tax relief for out-of-pocket expenses as for insurance
premiums would induce many consumers to accept higher copayments and deductibles in order
to reduce premium prices -- thereby encouraging patient to question the prices of providers.

Incentives for consumers: If the tax code were more neutral in this way, the costs and benefits
of health packages would be compared without the perverse incentive to choose an expensive one
merely because it was provided through an employer. Choosing between health plans is not, it
should be noted, the same thing as choosing between individual physicians or hospital services
on the basis of prices. But it would lead indirecdy to a similar resulL In a tax-neutral market for
health plans, consumers would be invited to consider trade-offs. One plan -- such as those still
common today in older, unionized companies -- might fully reimburse virtually all services and
place few limits on choices of physician or hospital. Such a plan would be expensive compared
with another that also placed few curbs on physician choices but imposed a significant
copayment. It would likely be even mome expensive than a managed care plan with tight limits
on the consumer's choices once they enter the health car system.

Incentives for plan .'anizers: Connder such a situation. If the consumer has a free choice
of plan, without ary tax bias in favor o(, l r the other, the consumer's sensitivity to the price
of each package ,vl tend to lead to efficient cost controls within each package competing for
the consumer's &dUars. In a managed care plan, the consumer in effect chooses to accept Limits
on his choices once receiving came in return for a less costly but satisfactory package of services.
But to remain competitive, the plan must provide overall satisfaction compared with alternatives,
and so plan managers must strive for the best combination of plan price and the quality of service
by their chosen providers. Simtiarly, a plan allowing greater choice of physician and course of
treatment must introduce reasonable and efficient price incentives to ncourage the patient to
economize if its premium price is to be competitive.



242

Thus even though the consumer may not directly question the quality and price offered
by each provider, his ability to choose between plans means that plan managers are driven by the
consumer's reaction to the overall price he is offered to assemble a package of providers, services
and incentives for the patient that curbs costs and promotes efficiency.

The analogy with auto purchases: As an analogy to this process under which individual
physician and hospital charges and quality are indirectly determined by the consumer, consider
the purchase of a car. When a typical American buys a car, he does not and would not want to
negotiate with a carburetor manufacturer, a dre company, an upholsterer and so forth to assemble
his car. He buys a package, and rival companies compete in offering him a package. Each
company knows that what mattes to the consumer is the overall performance and price of the
package, and perhaps some specific features. Constantly influenced by the consumer's likely
reaction to combinations of quality and price in the assembled car, knowledgeable companies
engage in a detailed examination of the price and quality of components offered by competing
suppliers. Thus titi ough the buyer of the car does not directly question the cost and quality of
each element in the package, he does so indirectly through the car company competing for his
business. A patient, in effect, wo',.d have exactly the same influence on providers in a market
with competition between health plans and consumers with the incentive to compare cost and
overall quality.

Similarity to the FEHBP: This essentially is the way in which the Federal Employee Health.
Benefits Program (FEHBP) operates, and why it is able to keep its cost increases one-third below
that of the private sector. Federal employees are free to choose between a wide array of plans,
with the premium and out-of-pocket cost made explicit and the same method of government
assistance no matter which plan they choose. Because these plans must compete. plan managers
have to take steps to keep service costs under control without sacrificing quality.

2) Consumers need to be subsidized.

A simple open market for medical care and services means consumers who required a
heavy volume of medical services would in many instances face prohibitively high medical bills
or insurance premiums. Thus a market-based health system does require them to be cross-
subsidization.

Today's employment-group system relies on equal premiums for different individual risks
as a principal method of cross-subsidy. As insurers and corporate benefits manager know all too
well, this system is very vulnerable to healthier members of the group "escaping* to other health
plans priced more in line with their lower risk. But an alternative method of cross-subsidization
would be to allow consumers the freedom to choose between alternative plans priced according
to plan and the t'yer's health risk, and then to subsidize the buyer directly so that he could
reasonably affoX, he premium. An example of such a method of cross-subsidization would be
a sliding-scale tax credit .a offset premium and out-of-pocket health costs, with a voucher or
refundable credit for those paying little or no taxes. In this arrangement, the percentage credit
would be determined by the individual's total anticipated outlays on premiums and direct health
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costs compared with his income; the higher that ratio the higher the percentage credit.

Subsidizing through the tax code rather than through equal premiums would avoid most
of the problems associated adverse selection. In fact, "adverse selection" .. considered a problem
in health care -- is the equivalent of "consumer choice" in other sectors .- normally considered
a virtue of the market system and the key to efficiency and cost control. Changing the method
of cross-subsidization would make it a virtue in health care.

3) Consunrw Ignorance has to be 9ddrsse.

An efficient market requires consumers to make well-informed decisions, a on the face
of it this might seem difficult to achieve in a consumer-driven market for health care. For one
thing, "user-friendly" information is in short supply for patients in today's U.S. system (as it is,
of course, in the government-run systems in Canada and Britain), and even with such information
it would be difficult for many if not most Americans to m ket confident choices.

Why consumer information would emerge: The lack of usable consumer information today,
however, is the result of the weak incentives for rational consumer choice rather than some
inherent imperfection in health care markets. When a system provides little incentive for
consumers to compare quality and price - and even more important a strong tax disincentive
against choosing any alternative to a company-sponsored plan -- it is hardly surprising that there
is a dearth of information on which a consumer can determine good value for money.
Significantly, in the Federal Employee Health Benefit system there is abundant information in
various forms. Besides official government handbooks, a detailed comparative guide to competing
plans, giving such information avenge likely expenditures under each plan for various categories
of family, is published by the Center for the Study of Services, a Washiagton area consumers'
organization. In addition, Washington's talk shows and newspapers are full of discussion about
rival plans during the period in which plans can be chosen. With consumer choice a feature of
the entire U.S. system, there is every reason to expect similar information to be demanded and
supplied throughout the country.

Similarly, corporate buyers facing mounting health benefits costs increasingly are
demanding information on quality and outcome from providers, and using this information to
chose providers for their plans. With the consumer an active ingredient in the system, rather than
a passive observer as he is today, the managers of health plans would have a strong incer, ive to
make such information available to consumers or to consumer organizations, rather than as today
only to corporate benefits managers.

Helping consumers choose - the role of non-employment groups: Consumers unable to
digest even user-friendly insurAnce or medical information would do what consumers do in
similar situations when they are unfamiliar with a produce or service -- rely on a trusted
professional or agent. Primary care physicians and insurance brokers are obvious examples of
experts who are routinely turned to assist with complex medical or insurance decisions.
In addition, a likely development under the consumer model outlined would be the emergence
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of new groups acting as organizrs or broken of plans. Tbe current tax treatment of consumer
health purchases encourages only employer-sponsored plans. But under the tax treatment outlined,
other organizations would be natural candidates to organize health plans. Some of these, as today,
would be provider-based, such as health maintenance organizations. Others would be groups with
the characteristics of a "friendly society." Unions would be an obvious sponsoring groups, since
members of the union could reasonably expect the union to act wisely on their behalf. In fact,
union-organized plans are a feature of the federal employee system, attracting non-members as
well as members. Other possible groups would include farm bureaus (some of which already
organize plans), alumni associations, churches and groups representing those suffering from
particular chronic illnesses, such as diabetes. In the latter case, the plans no doubt would feature
a particular set of specialized services needed by group members. Besides acting as reliable
agents for consumers, such groups would provide many of the benefits normally associated with
insurance groups today. As bulk purchasers, for instance, they would be able to negotiate with
providers and insurers, and offer lower marketing and administrative costs in exchange for
discounts.

The consumer could in addition be assured of a certain range of basic services within each
plan by government regulation. As a legal condition of sale, a comprehensive health plans could
be required to contain certain features, such as catastrophic stop-loss protection. In addition,
consumers could be required by law to purchase a plan with at least this basic package of
features, to assure all families were adequately covered.

ASSESSING THE PROPOSALS

Several proposals have been forward to introduce market mechanisms in varying degrees
into the health care system.

1) The Hertae Consumer Cholce Helth Plan

A market-based proposal has been developed by myself and Edmund Haislmaier. It would
exchange the current exclusion in a revenue neutral manner for a system of refundable credits,
and it would require all non-retire families to purchase a basic health plan, with credits available
against premiums and the cost of supplementary medical services.

The Heritage Consumer Choice Health Plan also would make important changes to the
way health insurance functions. In effect, the proposed reforms would create true insurance, with
risk carried over time by the insurer, in place of today's "insurance" -- which is in large part
simply an annual charge to pay for a group's anticipated health costs that year.

The details of the Heritage proposal are contained in an supplement to this prepared
testimony.
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2) The R*WdeW Plon

President Bush's proposal has some features in common with the Heritage proposal, but
differs in some fundamental ways.

By offering a health voucher to the poor, and tax deductbility for non-employer
sponsored plans for the currently uninsured, the President's proposal is a major step toward
creating a market-based health system in America. Americans currently uninsured would receive
financial help, through the tax system or through a voucher, to obtain a health plan. They would
have the right to choose a plan from any licensed source, such a union or directly from an
insurer, with the same form of government assistance whichever plan they chose. Further, they
would have the incentive to pick the plan with what they considered the best value for money.
Thus the President's plan would introduce the main features and dynamics of a consumer-based
system.

The chief limitation of le President's proposal is that while it would help the uninsured,
and give these American the incentive to choose wisely, it would do very little to change the
incentives or to open up new plan choices for Americans currently insurAd at the pace of work.
Thus it would have much less impact on cost control than the more comprehensive Heritage
proposal.

3) (S.2095) The Affordable Health Insurance Tax Act (Symms)

The Symms bill would introduce a tax credit for a portion of the cost of a health plan
purchased by a family. As such it would move in the direction of the Heritage proposal by
granting tax relief for plans other than those obtained through an employer.

The Symms bill also contains the interesting innovation of a tax-shielded medical savings
account, designed to encourage Americans to shoulder directly a larger share of their medi-al
costs and thereby to seek better value for money in health costs and insurance.

Again, the Heritage plan is more comprehensive and it is budget neutral. The medisave
account is compatible with the Heritage proposal, although most of the purposes of the account
would be served by the equal tax treatment of insurance and out-of-pocket costs under the
Heritage plan.

4) (S. 1936) The Health Equity and Access Improvement Act (Chafee)

The Chafee bill introduces, among other things, a new refundable credit for health care
purchases for low-income families. It makes other tax reforms, such as raising the health tax
deduction for the self-employe%, to 100 percent, and it offers various tax credits to small
businesses to help them provide insurance to employees.
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The Chafee bil also is an important step forward. Unfortunately it chooss a complicated
solution over a simple one. Rather than introducing one comprehensive tax credit, allowing all
Americans to choose from a wide range of plans beyond those offered by the employer, the
Chafet approach introduces a number of specialized credits and deductions to maintain the
employment-based system that is in pan the chief deficiency of the current US health system.

Several other bills also contain Lax credits or other tax incentives to permit families to
offset the cost of obtaining insurance if it is not available through the place of work, such as
S.314 (Cohen).

A group of other bills, and some provisions of certain bills already mentioned, seeks also
to make the "supply s.Je" of the insurance market operate more competitively by reforms to
require insurance to be made available to small firms -- sometimes called small group market
reforms. These n assures could be beneficial in alleviating some of the worst symptoms of the
current crisis (such as the lack of affordable insurance for employees of small firms),
Unfortunately, the bills do not tackle the underlying drawbacks of system based almost
exclusively on employment, such as the perverse tax incentives and t.ae cost advantage enjoyed
by large employer groups. They simply deal with one side-effect.

If Congress were to adopt a comprehensive tax reform approach, which would allow
employees of small frms to join alternative groups, the small market reforms would become
unnecessary. The appropriate insurance reforms in that environment would be to require insurers
to accept high risk individuals at a reasonable premiums and to renew policies at the choice of
the customer. In other words, reforms to accommodate individuals choosing their own group,
rather than steps based on the assumption that many Americans must remain in artificial, small
groups based on employment.

Mr. Chairman, I understand that Congress is receiving little clear guidance from the
American people as to how they want the health care system improved -- even though Americans
are clamoring for reform. I understand also that in such a political environment the incentive for
Congress is to make relatively modest changes. But in my view these will have a negligible
effect on the system, and will only increase public frustration. Fundamental reform is needed,
and reform based on two related foundations, that assure public satisfaction and economic
efficiency -- individual choice and a consumer-driven market.
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February 12, 1992

A POLICY MAKER'S GUIDE TO THE HEALTH CARE CRISIS
PART I THE DEBATE OVER REFORM

3y thL M D. e-, MhJX

INTRODUCTION

The United States health care system has of,-e under increasing criticism in
recent years adis fast becoming a central is ue in this year's national election.
The reason: although the U.S. system has obvious virtues, there is widespread
d sacion with the system among ordinary Americans.

For most of thee Ae , the quality of cate is not the central problem. In-
deed, the quality of the U.S. system is the envy of the world. People flock to
America when they want the best-even people from Canada, despite its
vaunted national health system. And Americans rarely go abroad for health care.

The chief concern of Americans, surveys snow, is with the way in which
health benefit plans arm organized and financed. They worry about losing
benefits when they change jobs or joining the ranks of the uninsured when they
are laid off. They fret about being wiped out financially by a disease that is not
covered by their plan or whose cost exceeds their coverage limits. They com-
plain about the seemingly endless paperwork associated with even a minor in-
surance claim. And if they are employers, they are frustrated at their lack of suc-
cess in trying to hold down exploding health benefits costs.

Fundamental Reform Sought. Various bills before Congress, as well as
proposals under discussion around the country and a plan unveiled recendy by
the Bush Adrmnswranon, seek fundamental reform of the U.S. health care sys-
tem. Some would replace it entirely with a government-run system like that of
Britain or Canada. Others would require all employers to provide at least a basic
package for all their workers and their families, or pay a tax to fund government-
organized health benefits for those without company insurance.

Others still, including a proposal ftora The Heritage Foundation, suggest a dif-
ferent approach. These proposals start from the 1, :rise that the health system is
in such bad shape because the tax and regulatory treatment of health plans has
distorted the health system in such a perverse manner that anything resembling a
normal market has broken down. What these proposals would do is change the
rules so that consumers would have the incentive and the means to choose the

Stuan Butler is Director o(mesic Policy Studies and the Roe Institute for Economic Policy Studies
at The Hexrage Foundatim.
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health plan they want, and the ability to afford at least a basic plan.

Under the Heritage Foundation Consumer Choice Plan, which will be dis-
cussed in Part H of this Talking Points series, the current tax break for employer-
provided health benefits would be replaced with a tax credit for health play or
medical services *ained from any licensed source, not only an employer.
Like the other major approaches being debated, this relatively simple change
would have profound effects on the health care system.

This Talking Points Part I examines the reasons for the concern about health
care. It then summarizes and analyze the major options for reform.

WHAT'S WRONG WITH THE U.S. HEALTH CARE SYSTEM?

The first thing to understand is that the U.S. health system actually is several
systems. There are government-operated systen;, - ich as the Veterans' Health
Administration, in which hospitals are owned by he government and doctors
are government employees. These are much like the core of the British National
Health Service.

Then there are government fRnanced and regulated systems--chiefly
Medicare and Medicaid. According to the Congressional Budget Office,
Medicare covers about 27 million elderly Americans (another 3 million disabled
individuals also are covered) and Medicaid provides primary coverage for about
15 million non-elderly Americans. In these programs the government pays
private doctors and hospitals set fees to treat certain, individuals. These function
much like the Canadian system.

Then, for the vast majority of working Americans, there is a system of
employer-sponsored private health Insurance. About 150 million Americans
under the age of 65 are covered in these company plans.

Q. What is driving the calls for major reform?

A. While there ar concerns about every sector In this system, the politi-
cal debate today centers on the private insurance system. While most
Americans do not fault the quality of the health care they receive from employer-
provided health plans, they grumble loudly about other features. Among them:
they can lose coverage or have worse coverage if they change jobs; employers
always seem to want to cut benefits or make the employee pay more for
coverage; mountains of paperwork accompany every claim.

See Sawal N. Butler and Edmund F. Haislmair, eds., A National Health SystemforAmerica (Washington,
D.C.: The Hentage Foundation. 1989): Stuart N. Butler. *Using Tax Credits to Create an Affordable Health
System." Heritage Foundauion Backgrowder No. 777, July 20. 1990 Stuart M. Butler, "A Tax Reform Stategy
to Deal With the Uninsured.* The .owrn4l of the Aerican Medical Asswciation, Volume 265. May 15. 1991.



249

Q. So why do oe Americans have company-providad plans?

A. It Is a historical accident driven by two connected events. First, when
wage controls were instituted during World War l firms encountering severe
labor shortages increasingly expanded fringe benefit, especially health benefits,
to aac workers Second, the Internal Revenue Service ruled after the war that
such health benefits would, without limit, be free of federal income and Social
Security tax. These events, not any national consutsus that employers are the
best people to organize health benefits, brought about the system that deter-
mines the health care available to most Americans.

Q. How does the tax law encourage employer-based plans?

A. Under cm.rent law, if a worker accepts a health packageqrom h, or
her employer, the Insurance element of that package Is tax-free. Any cut-of-
pocket payments by the employee (such as deductibles or items n t included in
the plan) ace not tax-free and must be paid for in after-tax dollars. If the
employer does not provide insurance or the employee prefers some other plan,
the employee gets no tax break for buying insurance or medical services himself.

Q. Why does this tax treatment cause problems?

A. The employment-msed system artificially encouraged by the tax
code leads directly to the problems commonly cited by Americans u the
reasons why fundamental reform is needed. Among them:

Problem #1:3 you chmge your job, you must chang your helt overage; I
Mo 10 yourjo yoU yo covwe.

Because health insumrce for most families is employment-based, when a
worker changes or loses jobP. suddenly the family's health coverage changes
or is lost If the new employer provides insurance, it can men a major
change in benefits. Sometimes families lose benefits they like; often they
will have to switch to a new doctor that is included in the new plan. Often a
change of job can mean financial disaster. Even if coverage is available from
the new employer, usually there are "pre-existing condition" clauses in the
plan, meaning the family will not be covered for an existing illness. And if

2 Including cases where the empdoye "self-uimes," that is. carries the insurance risk himself. and cases were
the imance takes the form o(momldy payments to a pre-paid manapd health plan, such a a Health Main-
tenance Organization (HMO). For self-nmployed individuals. only 25 percent of the cost of a plan is tax-free.

3 There certain exceptions, he marn one being adecion available under Schedule A ofthe tax fom
(itemized deducoons) for oat.o-pock mcots thin exceed /2 percent of adjusW gross income.
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the new employer does not offer insurance, or the worker becomes un-
employed, the family must gamble with its health or buy its own coverage-
without a tax break.

This is why so many of the 34 million Americans who are uninsured at
some time during a year actually are workers-sometimes well-paid workers
-- or the dependents of workers. In fact, about 80 percent of uninsured
Americans are workers or the dependents of working Americans.

Q. But is this problem really due to employment-bawd Insurance?

A. Yes. This so-called portability problem does not occur with other major
forms of insurance or major household expenditures. When a worker changes
jobs he does not suddenly lose his life insurance and have to take a medical ex-
amination and apr'y -t perhaps higher life insurance rates---or be rumed down
as a bad risk. He does not lose his car insurance. Nor does he have to refinance
his mortgage. The rason is that these important items are portable because they
have nothing to do with employment. And more important, the beneficial tax
treatment of, say, Life insurance or mortgage interest has nothing to do with
employment. Only a family's health insurance availability and tax treatment
depends on the bread winner's place of employment

To understand the absurdity of today's tax treatment of health care, imagine a
different America. In this America, the only way to receive a tax break on life in-
surance payouts or whole life insurance investments is to have insurance
provided by an employer. And suppose, by contrast, a tax break is available for
health plans whatever their source. The newspapers then would be full of heart-
rending stories about families losing life insurance when they changed jobs, of
widows left penniless when an older worker was laid off and could not afford a
new policy because of a heart condition. But there would be no stories in such
an America about workers losing health benefits when they changed jobs, be-
cause thai would not affect health insurance.

Problem #2: N you work for @ small firm, you are more likely to lack insurance.

Like other forms of insurance, the cost of health insurance generally is
less when people are covered in a large group. Among the reasons: indivi-
dual risks can be spread by the insurer across the group and so there is a
smaller "risk tmrmium" charged for a large group policy; paperwork costs as-
sociated with premium colections and marketing are smaller. This is why
buying insurance tU'. -)ugh an organization (such as an automobile club or
some other member-ip group) normally is cheaper. With employment-
based health insurance, this means that the fum with 3,000 employees gen-
erally can get a much better rate than a firm with three employees. Worse
still, the small firm can find its premium costs skyrocketing if it hires a
fourth employee who has a large family or a checkered medical history, The
reason: the cost of one high-risk employee cannot be spread widely.
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The high cost of health insuraie for small groups is why small employers
are much less likely to provide health benefits and thus why so many unin-
sured Americans work for these firms. Some 43 -rcent of uninsured
workers are employed by firms with 25 or fewer workers. It is also why all
attempts to encourage wider employment-based Insurance run into an enor-
mous problem-how to make insurance affordable for small firms.

The fact that an individual works for a small firm, of cors, does not af-
fect the cost of his life insurance, his homeowner's insurance, or his auto in-
surance. This is because the premiums are not based on employment groups.
To be sure, an employee of a small firm could join a large group to obtain
the economies of scale and risk-spreading to reduce rates-perhaps a health
insuac plan organized by a union, his church, the state farm bureau, or
even an automobile club. This does not happen because there would be no
tax relief for plans obtained through these non-empl yt groups.

Problem 03: If you w well-aid, you get a large tax break for heath coveage. N
you we ow-l*M, you get Itle or nothkn.

The tax-free fringe benefit status of company-based plans is much like a
normal tax deduction (except that there is also relief from Social Security
taxes). This means that the higher the tax bracket of the employee, and the
more generous the health plan, the larger the tax break. This "tax exclusion"
was worth $66.6 billion in 1991 in federal taxes avoided, and another $8.3
billion in relief from state taxes.

But according to Lewin/ICF, a Washington, D.C.-based econometrics firm
specializing in health spending analysis, nearly 26 percent of this tax relief
goes to households with incomes in excess of $75,000 per year, and just
over 6 percent to households earning below $20,000. At the federal level, a
household earning $ 100,000 or more has a tax break worth an average of
$1,463 each year. A working family earning under $10,000 gets an average
of $50 in tax help. If the family has no health plan (far more common for
low-paid workers than high-paid workers), them is no tax break at all.

What this means is that the revenue cost of the tax exclusion is heavily
ski'ed towards upper-income earners. This in turn means the government
gives little or no help to those working Americans who find it hardest to af-
ford medical care. The system is great for Chrysler chief Lee lacocca, but ter-
rible for the part-time janitor at a local Chrysler dealership.

4 The relief from federal income tax was S39.7 billion. The relief from Social Security (including Medicxe) taxes
was S2&9 billion.

5 Esutmtesi aered forThe Heritage Fowdation by Lewin/ICF, Januay 15,1992.

60-871 0 - 93 - 9
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Problem 04: The wplw4y md sysam &m=xnv owhuunm hi.r
pq:MWOOO cmid high.r preun.

The tax ~eatment of company-based insurance means that a $10 headache
prescription or a $30 routine teeth cleaning covered by an insurance plan is
tax-free while a $5 botle of Tyknl or a $i box of =W floss is not. Conse-
quently, workers and unions pre for even the moot routine items to be in-
cluded in health insurance plans This mem that company-povided health
plans often "insure" woruke and the r i s again completely predict-
able minor health cosm. And every dine a small cost is incurred, forms have
t be filled out and procm d, adding to the cost o the health plan. But this
costly system of oveuinsurance is quite rational for the employee, even
though it means high premium costs (which niinely come out of his total
compensation, of course) because it means these routine, minor costs are tax-
free.

Workers would never insure thmnelves in this way for other aspects of
their daily life, such as automobile car Americans understand well dt if
they were to "insure" themselves against the cost of an odi change, new tires
tune ups, or even (to complete the analogy with noutine health care) the cost
of the weekly gasoline fill-up, the price of the extra insurance would far ex-
ceed the cost of paying for the items themselves. That is also the cas for
health insurance, according to a study by the Dallas-based National Center
for Policy Analysis. Nevertheless, wors press their employers to oven-
surm them for health care because insurance is tax-ftee and because they live
und the illusion that company benefs somehow &m free.

Problem 05: It is esmny dMbkaut ' eI aIw t hod dom costs

In any normal major retail purchase, say ofa life insurance policy, or a
car, or a house, there is a buyer and # sller. The buyer pays the seller and is
the one who consumes the product & service There may be expert inter-
mediaries, involved (a broker ux a rea estate agent, for instance), but they
represent one of the sides in the tran=con

In employment-provided health insurance the buyer-seller relationship is
very different because a third party (the employer) entes thr. picture. The
employer is not the consumer of health services yet he buyi the coverage
and pays the hospital or doctor (directly, if the employer self-insures, or in-
directly if the employer buys health insmrance).

This third party arrangement leads to a very different relationship between
the consumer- he patient) and the seller (the doctor or hospital) in health
care oasactioas. For the patient, it means the cost of a service usually is of
Little or no concern, since the bill will be sent to the employer.

To be sure, as Labor economists point out, the cost of company health
coverage is part of the employee's total compsatio package and thus ul-
timately comes out of the worker's pay, just as the "employer's share" of So-
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cial Security axes does. But the employee sees little or no direct relationship
between the cost of a particular treatment and the size of his paycheck. Tbus.
there is lttle or no incentive to economic. Similarly there is no reason for
the doctor to mention cost when suggesting a test or procedure to the patient.

To understand what this means for coss, imagine if companies "insured"
their worms few the cost of buying and pairing the family car. Families
would have little reason to bargain with a dealer - why would they accept a
stripped-down car when they could have one loaded with options and "paid
for" by their company? And car mechanics would do very well. A squeak
under the hood? Why not have the repair shop take the engine apart? Or bet-
ter still, why not put it a new engine? After all, the company is paying.

In company-based hearth insurance, then, the patient and doctor are con-
c=jed about benefits, but not costs. Meanwhile, tt c ,npany is concerned
about costs, but not benefits. This is a recipe for t" ) things: rapidly rising
costs and friction between employees who do not want to lose benefits and
employers who want to cut costs. Employer health care costs are surging.
They rose 21.6 percent in 1990 and 12.1 percent in 1991.The rate in 1991
was about four times the general rate of inflation. But as employers fiercely
resist these efforts. According to the AFL-CIO, about three-fourths of strikes
today cener on health benefits.

THE REFORM OPTIONS

There are three principal ways to reform the health care system for working
Amencn (leaving aside reform of Medicaid, Medicare, and other health
programs). Each of them places somebody in firm control of how many health
care dollars are spent and who gets what services. Each has profound implica-
dons for the economy and the health care of American families.

Option One: This first plan is known as "Play or Pay." This actually.would
bud on the current employer-based system while expanding Medicaid. In this
sse employers and the government would make the major decisions regard-
ing what service Americans will receive and how much will be spent.

Option Two: The second plan recognizes that employer-based insurance is
the heart of the problem. Known as the "Singe-payer" or "Canadian" ap-
proach, this would substitute the government for employers, with the govern-
ment paying for health care out of taxes and paying doctors and hospitals accord-
ing to fees negotiated between providers and the only legal buyer-the govern-
menL The government also would set total spending lev,.'*i for health care in
America.

Option ThrN: The third plan, known as the "Consumer Choice" model,
also recognizes the flaws of the employment- based system. But instead of let-
ting the government take over, it would give consumers the ability to make the
major decision in health care spending. It would do this by changing the tax
treatment of health purchases to enable families to purchase ueir own plans.
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HOW THE PLAY OR PAY APPROACH WOULD WORK

Under dhis approach, employers would be given a cho : provide at least a
basic comprehensive heath package f workers and their families or pay a
payroll tax to fund coverage und a public program, similar to Medicaid. The
main bill before Congress band on play or pay (S. 1227) is sponsored by Senate
Majority I deGeorge MischlL, t Maine Demnocrati

This legislation would mean universal coverage. But it would have serious
side effects. Among thm:

Side Effect #: HNl of alw ftrbg* ArIcms would be "l d Into a
supr4fdlald progrn. When faced with a choice between providing a
health plan and paying a tax, many employers would opt to end coverage and
s! iply dump their workers into the public program. With the 7 percent
payroll tax proposed as the basis for the Mitchell bill, the Washington, D.C-
based Urban Institute estimaes that 51.7 million workers would lose their
emploer-sponsomd coverage (one-thir of w.orlevs who now have company
plans). This would mean 112 miio Americans would be in a Medicaid-
t)e program.

Side Effect #2: Amnrlmu would e hug. tax hlcm If the public pro-
gram were to be as large as reliable estimates suggest. high payroll or incme
taxes would be needed to support it. The Urban Institute estimates that with a
7 percent payroll tax, the public program would be underfunded to the tune
of $36.4 billion per year. Even raising the payroll tax to 9 percent would only
shave that shortfall to $25.2 billion. This would leave the government with
three choices: 1) operate the system in the red. with the red ink adding tens of
billions of dollars to the deficit; 2) raise taxes gaerally, slowing growth and
cutting after-tax incomes; or 3) hike payroll taxes well beyond the level en-
visioned by the bill's sponsors. But any increase in payroll taxes is a tax on
employment and means fewer jobs, especially for the lower-paid.

Side Effet #3: sUrwm cast would sowo. The cost of health coverage
for employers would rise under the Mitchell bilL With a minimum benefits
package in the Mitchell bill, the Urban Institute estimates that the extra cost
to employers of providing insurance (or paying the tax) would rise by $29.7
billion, or 23 percent. For large firms, this means an average hike in health
costs of 21 percent, and a 71 percent rise for firms with fewer than 25
employees. Moreover, if itinimum benefits were mandated by Congress,
un?,ins would have the incentive to lobby Congress for across-the-board in-
creases in basic benefits, rather than negotiating wi.th individual firms.

6 For an analysis of the Mitchell bill, see Edmund F. Haishnakr, "The Mischt1 HealhAmaica Act: A Bait and
Switch for Amercan Works" Haritage FoundaIssfeBUUedA No. 170. Janmary 17.1992.



255
Similarly, medical groups would lobby for certain procedures to be included
in the mandatory benefits package (as they have done successfully at the state
level). These pressures could increase insurance costs dramatically, leading to
mome and mom workers being shifted into the public program.

Sde Effect 94: SnWIl npoy would lace new hardship. The Mitchell
bill does give small firms several years to comply with the play or pay re-
quirement, and it includes various complex tax benefits to offset some of the
high cost of small-group insurance and it would dtlay the mandate to play or
pay for four years. But even these breaks add to the complexity of a sup-
posedly simple approach and merely give a four-year breathing space.

Q. Is play or pay an example of "bait and switch"?

A. While purporting to be a simple extension of the current system,
play or pay almost certainly would evolve Into the government.run system
publicly eschewed by its supporters. It baits and then switches.

Rea on #1: Employers increasingly would have the incentive to pay
rather tan play, for the reasons indicated above.

Reason 92: The Mitchell legislation includes draconian anti-discrimina-
tiot measures against any employer providing insurance who appears to use
health condition as a reason not to tire or to lay off an individual (a natural
response by employers if they are required by law to cover all families).
Faced with the prospect of costly civil rights suits if they provide insurance,
it is Likely that more and mom employers would choose the public option.

Reason #3: Play or pay proposals. tricluding the Mitchell bill, set up all
the apparatus needed to in trtAce a Canadian or British national health sys-
tem. This includes boards ugotiate fees and set overall budgets-the
centul feature of the Canadian system. The legislation is replete with refer-
ences to these boards being "advisory" or offerng "recommendations" but
few Washington isiden doubt that the board's decisions soon would be man-
datory. Thus Americans might vote for comprehensive employer-provided
benefits, but eventually they would find themselves in a super-Medicaid pro-
gram.

Q. Will Congress suffer from the bait and switch?

A .. Absolutely not. Once again, Congress exempts itself. The Mitchell bill
would not apply to Congress. the executive and judicial branches, or federal
workers.
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HOW THE SINGLE-PAYER APPROACH WOULD WORK

The second approach reasons that pivue markets in health cam simply do not
work, and that in this one part at the economy the government can do a better
job than the private sector. The model used is Canada. By using the government
as the central buyer ofhealth car allocating remoucs negotiating fees with
physicians and hospitals and curing out insurano middlemen. advocates of a
Canadian-style system for America insist that overhead costs can be slashed,
costs kept down, and quality improved. This best of all possible worlds trms out
to be snake oil. Among the reason:

Reason #1: Canada Isvwy dWhrum from Am@r

While the Conmn system sass Canadians, it probably would not satisfy
Americans or even work in the context of U.S. inswtui,,n For insmnce:

Or The poiltal cubu b dlmanL Canadians, like Britors. put a premium on
equality, and accept the long waiting tines that come with a system based
on rationing (see below). Americans likely would not.

IU- The pollcal lntbilW we dftres Canada's parliamentary system, with
its strog parties, is much less pre to special interest lobbying than the
U.S. Congress. That makes it easier for the Canadian government to place
strong constraints on doctors and bospils--and poeients. A Canadian sys-
tem ir America also likely would lead to tk .,5Ailed micro-management
by Congress that is seen in Medicare and the Veterans' health proga m

Reason #2: Thwe would has to be expikc rgaonkK

When the government sets an overall budget for health spending, but then
declares that care is "free" to all citizens, heavy demand and limited supply lead
inevitably to shortage and rationing. This is routine in Canada.

Q. Couldn't there be rating in the U.S.?

A. No. Under the Canadiam syten, rationing tmk two main forms.
First, hospital and other budgets am set by government. And second, doctors
routinely make rationing decisions every day--not to save a very premature
baby, not to admit immediately a parent with mild chtm pains, not to order a
CAT scan on a crsh victim with a headache. Doctors can do this in Canada be-
cause they do not work under the malpractice system facing American doctors.
U.S. doctors would find themselves in court if they made r, ioning decisions
like their Canadian counterparts. This means that the doctor-rationing process
that is key to the Canadian system would be impossible in the U.S.

To make rationing work, two things would have to occur. First, Congress or
the states would have to gut the medical liability laws-no easy political task in
face of severe opposition from the trial lawyers and "public interest" groups. Or
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second, Congress would have to legislate detailed priority lists for treatments
and make no funds available for low-priority treatments--in effect, forcing doc-
tors to ration. The political problem with this, as Oregon is discovering as it tries
to introduce priority lists for Medicaid, is that Americans get very angry when
treatment for their condition is at the bottom of the list. Trying to set national
priority lists would be a nightmare for Congress, and would invite constant
modification based on lobbying by patient groups and provider organizations.

Reason 3: The vaxe ovwhed svins ofthe CaMia sytm
wel h ep, et.

Supporters of the Canadian system say that billions of dollars could be cut out
of the overhead in the U.S. system simply by replacing insurance companies
with a government monopoly. The argument is that monopoly is efficient in
health cur competition inefficienL To be sure, therm are indeed great inefficien-
cies in. je J.S. health insurance system, but these are due to perverse consumer
incentives and not to deficiencies of competitive markets.

Supporters of the Canadian system tell only half the story. Any health system,
like any business, can reduce overhead by eliminating procedures to make sure
that resources arm used wisely, staff are acting efficiently with an eye on cost,
and inventory is kept at economical levels. It can institute budget limits so that
the cash simply runs out when too many procedures are performed. But this
does not lead to efficiency. On the contrary. In the U.S. health system an enor-
mous amount of paperwork is devoted in health care, as in other parts of the
economy, to make sure that health resources are used as efficiently as possible.
This certainly generates paperwork but it promotes efficiency and reduces the
cost to the economy of keeping patients away from work.

In Canada there are few if any such procedures to promote efficiency. Thus in-
efficiency is rife in the health system, with hospitals occasionally shutting down
for want of key resources, long waiting lists for certain procedures, and outdated
equipment in many hospitals. Moreover, when Canadians are waiting for treat-
ment and unable to work, this imposes costs on the Canadian economy.

Reasn #4: The Cmadlan system may be more expeive, not chae, than
the U.s. system.

Supporters of the Canadian system point to the lower percentage of gross na-
tional product spent on health care as proof that the Canadian system is better at
controlling costs. But various studies explode this myth.

Wdr Trenc 's the wne. If there were savings achieved in the Canadian system,
they were made before the system became a national health plan in 1971.
Ever since the mid- 1970s, however, the rate of increase in costs in Canada
has been virtually identical to that in the U.S.

Vr Creative accounts cts costs. The Canadian system appears less costly
because Canadia does not include many of the costs in its health spending
data that the U.S. does. Example: the construction costs of hospitals are
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not fully included in Canada's health care spending statistics while in the
U.S. they are. Example: the costs of treating doctors and other health
worker. ae not fully included. If the Canadian employed the same ac-
counting methodology as the U.S., says Jacques Kramy of the internation-
&l accounting firm of Bogart, Delafieid, lenier, Inc., based in New Jersey,
Canadian health costs would rise by at leat I percent of GNP.

Or Duo4grp dlferens. The Canadian system is not treating the same
kind of population. Thes lifereyle and demographic differences account
for cost and quality differences. For example, the teenage pregnancy rate
in the U.S. is two-and-a-half times that o( Canada and U.S. drug use is
higher. This leads to a higher proporto of low bizthweight babies. The
U.S. population also is older than Canada's. Such differences impose
higher costs on the U.S. system, and also explain many of the apparent
quality differences suggested by crr le ifant mortality rates and other na-
tional data. Them is, moreover, a sin pl%, "botnorm line" about quality in the
U.S. and Canada. It is this: Canadians fly to U.S. when they want the best
treatment Americans do not fly to Canada.

Reason #5: A CmadMl system in the U.S. would mom a rapd slide towrd
wCsl paf .

One stark intmational lesson of price controls is that they become ever more
complicated and pervasive. The Canadian have resorted to increasing regula-
ton to combat the atw-mpts of doctors and patients to "game" the system or
avoid controls. To imagine how such a system would work in the U.S. it is un-
necessary to fo fther than Medicare, which is very similar in design to the
Canadian system, with the government setting fees and regulating hospitals and
doctors. Every year the regulations grow.

Reason #6: Agovmewme-ni hMlth sy m vbly would be a two-ti sys-
tm bmsd on money &W podcal cmeceen.

Ordinary Canadians wait patiently in line to be treated. Those with money and
political clout do not. When a businessman in Toronto is told his chest pains are
not serious enough to wauuzit immediate treatment. he takes a plane to Buffalo,
New York. Trips achs the border to get faster and better treatment ame routine
for Canadians who can afford it. Politicians also do not wait. Either they go to
the U.S. or they use their connections to jump the queue. Example: When
Quebec Premier Robert Bourassa was diagnosed with skin cancer in 1990, he
headed straight to the National Cancer Institte, near Washington, D.C. for treat-
menL

It is hard to imagine a U.S. senator, or a campaign supporter of the senator,
waiting for a bed in a government-run system in the U.S. A bed would be found,
as well as the best doctors; othen would wail Or the senator, like others with
healthy incomes, would go to wherever he could get private treatment
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HOW A CONSUMER CHOICE SYSTEM WOULD WORK

Under a consumer choice approach, there would be changes in tax law and in-
surance rejamlions to empower the consumer to exercise greater control over
the health care economy. Essentially, the aim would be to introduce the same
market dynamics in health care-with consumers seeking the best value for
money anm providers competing for the consumer dollar-that work so efficient-
ly in the re't of the economy.

One constmer-based system has been proposed by The Heiage Foundation,
and is known as the Heritage Consumer Choice Health Plan.' This will be the
subject of "'art 1 of this series of Talking Poinu.

Another, very similar proposal hasbeen advanced by the Washington D.C..
based American EnterprisegnstitUt. Still another by the Dallas-based National
Center for Policy Analysis. And while the recently announced health reform
plan of the Bush Administration is less sweeping than these proposals, it con-
tains some key elements of the consumer choice approach.

While these models do differ significantly in detail, they tend to include
similar steps. These are:

[ Step #1: Consuwers would have the sme tax breaks whatever the
source of their health plan, not Just for employer-baud plans.

By giving the same tax benefits to the purchase of health care insurance
whether a plan is obtained by a family through an employer, a union, directly
from an insurance company, or from any other source, consumers would be
given the opportunity and incentive to "shop around" for the best value and not
to overinsure. In addition, employees of small firms would have roughly the
same choices as employees of large furms. Some proposals would set up a
"health care IRA," or tax-free savings account, and a family could use this
money to buy insurane or to pay for medical services.

2r Step 12: Mor assistance would go to those who need it most to
obtain health care.

Unlike today's system, in which the biggest tax breaks go to those who have
the biggest incomes and the most generous company-sponsored plans, the con-
sumer choice plans would give most help to those who need it most. This
generally is accomplished by introducing a refundable tax credit in place of the

7 See footnoe .
8 Mark Pauly. Patricia Danzon, Paul Feldstein, and John Hoff. "A Plan for 'Responsible National Health

Insurance,'" Health Affairs, Volume 10, No. 1. Spring 1991.
9 An Agendafor Soling America's Health Care Crisis (Dallas, Texas: The National Center for Policy Analysis,

1991).
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current tax exclusion for company plans. Tax credits do not favor upper-income
families, and with a refundable credit the family receives a check from the
Treasury if its tax credit exceeds its tax liability-so families too poor to pay
much tax also are helped.

[~Stop 03: Regulaton cunsntly thwaatb Inovat~v health p&an
tui be ended

State mandates on insurance companies, federal and state insurance rules, and
federal anti-trust regulations all make it difficult for new types of health plans to
emerge to serve the consumer. Consumer choice plans thus include provisions
to reduce this red tape. to increase competition among health care proviers.
Some include federal peemption of state laws, others would make it easier for
plans to avoid thewe or federal rules.

Q.What would a comunm-baut s) *em mean for American familes?

A. It would mean that families could shop around for the beat conthna.
tlon of quality and price In health insurance, just as they do with other in-
surance purchases, and get the same tax relief wherever they obtained a plan.
That would make health insurance like life insurance or mortgage payments, in
that tax relief has nothing to do with the place of work.

It would also mean, just as with other forms of insurance, that the family
would not lose its coverage just because the policyholder changed jobs or suf-
fetrd a spel of unemploymen.ThUS it would solve the main problems faced by
Americans families who move or lose their jobs.

Q. Wouldn't families have to become experts In health care?

A. No more than one has to become sn engineering expert to buy a car,
or an architect to buy a house. In major purchases of this kind, families con-
sult experts to help them make choices, or they choose a product from a trusted
organization or seller. The same would be tru in health care. Typically families
would not choose to bargain with individual doctors over the cost of services,
any more than they bargain with auto component manufacturers and have a car
built for them. Instead they would choose a comprehensive health plan.

Further, they would normally turn to a trusted plan sponsor or an expert to
help them make a decision. A typical family night choose a plan sponsored by
their union, or church, or they might simply k their family doctor or insurance
broker to recommend a plan.
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Q. How would camumer-band systems control costs?

A. They would do so In the ume way that consumer choice achieves
cost control In every other major area of the economy: consumers sensitive
to price seeking the best value for money.

Q. 1s there any evidence that such a plan works?

A.- -Yes. Larp corporations with "cafeteria" plans that include a range of
health care options for their employees have seen their costs rise less rapidly.
Even more striking, the Federal Employee Health Benefits Program (FEHBP),
which covers nearly 10 million federal workers and their families, as well as
retirees, gives civil sevants a wide range of plans and the financial incentive tc,
choose the best value for money. The result: Over the last decade the rise in
costs in the FEHBP has averaged about two percentage points less than in the
private sector. During the last three a ars, the premium increases have averaged
about half that of the private sector.

CONCLUSION

The debate over health care is one of the most important domestic policy dis-
cussions since Congress debated the creation of the Social Security system in
the 1930s. The decisions that Congress makes will involve close to one trillion
dollars a year in curent spending. The pocketbooks of every American will be
affected, as will their health.

Reform of the health care system thus must not be the product of election-
year posturing and rhetoric. It must be based instead on careful attention to the
facts, and there must be reasoned discussion of the causes of today's problems
and the merits of rival reform options. If Congress debates health care reform in
this way, it will be possible for the U.S. to create a comprehensive health care
system that becomes the envy of the world.

10 Robert E. Moffi, 'Consmer Choice in Health: Leaning from the Federal Employee Health Benefits Program,"
Heritage Foundaion Backgrouwder No. 878, Febnary 6. 1992.
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I 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 REPI A 'ED 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.

~fl.4I Rimary)5"Imu
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FEDERAL RESPONSIBILITY ,

EXISTING HEALTH TAX EXPENDITURES
ELIMINATED ($77.4 BILLION).

Federal tax exclusion for employer
sponsored health benefits: $66.6 billion
Federal tax deduction for health expenses
over 7.3% of AGI: $ 2.5 billion

-- State tax exclusion for employer
sponsored health benefits: $ 8.3 billion

* REFUNDABLE TAX CREDIT FOR PREMIUMS AND
UNREIMBULSED 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%

(redit

Lewi.JICF

a Includes the health care Earned Income Tax
(EITC) and deductions for self employed.
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FEDERAL RESPONSII BITY LII : (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

Belo, i0% 18%

10%. 209% 36%

20% or More 55%

Le~w~/lCF)SP'ANtU



266

INDIDUAL RESPONSEI[LT

0 ALL PERSONS NOT OTHERWISE COVERED BY
MEDICARE OR MEDICAID ARE REQUIRED TO
PURCHASE INSURANCE.

* MIMUM STANDARD COVERAGE REQUIRED FOR
ALL AMERICANS

$1,000 deductible ($2,000 per family)
$5,000 cost.sharing maximum

RENEFIT COINSURANCE

Inpatient Hospital Services (365.day per stay maximum) 80%

Outpatient Hospital Services 80%

Hospital Alternatives (extended or %iome health care) Yes

Physician Services 75%

Prenatl/Well.Baby/We-Clld Care 75%

Diagnostic Tests 7S%

Prescription Drugs (inpatient) 75%

Emergency Services 100%

M H hNot Covered

Dental Care Not Covered

Vision Care Not Covered

AVERAGE MONTHLY COST OF THE PLAN IS $69.33
PER PERSON.

ACTUARIAL EQUIVALENT ALTERNATIVES ARE
PERMI'ITED.

3Lt*CIFb"'Mu 1
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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"

-- Employees may not take cash in lieu of coverage.

0 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 WELL 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.

LewW/iCF
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STRC~rREOF INSURANCE MA4RKriin

*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

r is, pned to carrers
-. ~~ be 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.

"n4.u LewinlCF
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'FFINANCIG

* THE FEDERAL TAX CREDIT WILL BE REVENUE
NEUTRAL.

Tax credit financed by elimination of existing health tax
expenditures
Tax credit levels adjusted to be revenue neutral.

* STATE AND LOCAL GOVERNMENTS WILL
TRANSFER TO THE PU3JIC PROGRAM NET
SAVINGS IN HEALTH SPENDING TO ASSIST IN
FINANCING THE FEDERAL TAX CREPIT.

LeAwICF)1PrWLZ
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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 premittm financed cafeteria plans to further reduce
administrative costs.

* WORKERS NOW COVERED BY EMPLOYER
INSURANCE

Those in poor/fair -jealth will select plans that maintain their
existing level of coverage

-- Those in good/excelent 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
-- AU 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.

Lf@2AW/ICFIs".041U
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AD IIST RAIV COST ASSUMIONS I

ADMINISTRATIVE 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 PE R "ENT OF CLAIMS. THIS RETENTION RATE
WAS ESTIMATED AS FOLLOWS:

ADMUC[STRAIM COSTS FOR IDvIUAL COVERGE
AS A PERCENTAGE OF CLAIMS

Current Potcy" Assumed Level Under

Tax Credit"

Claims Administration 9.3% 8.0%

General Administration 12.5 10.0

Interest Credit .1.5 .1.5

Risk and Profit &5 2.7

Commissions 8.4 0.0

Premium Taxes 2.8 2.7

Total 40.0% 21.9%

a Hay/Huggin estimates of admin'stratve costs ror groups with I to 4 members under
Curet policy.

b Hay/fuvrin estimates of admlnlstratIve costs for groups with I to 4 members under a
voluntary risk pooling arrangement adjusted to assume that Insurer profits as a percent
of claims corrmpond to the national average observed In the current system.

SOURCE9 CongressIonal Research Service, Cost and Effects of Extending Health Insurance
Coverage, Wahington, DC, October I.

LewlnA/ICF)5rw"U
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IMPACT ON NATIONAL "ELT"

LewMWICF
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Table 1
CHANGE IN NATIONAL HEALTH SPENDING BY

SOURCE OF PAYMENT
(In Billions)

, IPACT ON MAYORS

Household Payments 129.90
Pren lum Payments 882
C it. if-Pocket Spending 62.7
Tax Credits (94.9)
Eliminate Tax Exclusion 63.9

Private Eplkmb (112.4)

Feded Govfrxnets (S.1)

State Governmeutse (23.2)

NET CHANGE IN HEALTH SPENDING

Changed in Health Speeding (.)
Utilization for Newly Insured &9
Utilization for Currently Insured (21.8)
Insurer Administrative Costs 2.1

a The increases In household health spending will be offset by increased wages
of $148.7 billion.

b Reflects elimination of employee coverage. Employer savings in health
spending will be offset by Increases In wages not shown hre.

c Reflects elimination of employee coverage and savings to county hospitals.

SOURCE: Lewin/iCF estimates using the Health Benefits Simulation Model
(HBSM).

L4wl1CF16"Imu
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Table 2
SOURCES AND USES OF FEDERAL FUNDS UNDER

THE TAX CREDIT PROGRAM IN 1991
(in billions)

SOU = Or FUNs USES OF FUNDS

Elimination of Tax Exclusio $.6 Tax Credits $84.9

Federal Income Tax 39.7 Civil Service Plan 0.5
OASDI PayroU Tax 21.2 Health Benefits (4.6)
HI Payroll Tax S.7 Wages 4.6

OASDI and HI Taxes 0.S

Eliminate Deduction for Health Expenditures 2.5 Corporate Income Tax Loss" 2.S
in Excess of' 7.5 Percent ofr AGI

Contribution from State and Loal 13.8
Goverments

Total Sources of Funds $87.9 Total Uses of Funds $87.9

a We assume that the full amount of the employer share of the increase in OASDI and IlI payroll taxes is
absorbed by employers as reduced profits resulting in a change in corporate income tax payments.

SOURCE: Lewi/ICF estimates using the Health Benefits Simulation Model (HBSM).
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IMPACT ONSTAGE AND LOCAL I
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Table 3
SOURCES AND USES OF STATE FUNDS UNDER

THE TAX CREDIT PROGRAM IN 1991
(in billions)

CHANGES IN REVKUES CHANGES IN EXPENID'URIKS

Ellmin atlmof State loo= Tax Exclusion' $83 Public Hospitals $(131)

Premium Taxesb  (0.1) State and Local Worker Benefits 2.0
Current Revenues 1.6 Health Benefits (23.8)
Revemes Under Policy 1.5 Wages 23.8

OASDI and HI Taxes 2.0

State Corporate lcncoe Tax Loss (0.6) Contribution to Federal Tax Credit It8

Net Change in Revenues $7.6 Net Changc In Expenditures $ 7.6

a Te increase in wages under the program will result in an increase in state income tax payments.

b 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 (HBSM).
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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 care $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 $104.8)

a Includes the employer share of expenditures for workers, dependents and retirees.

b Employer contributions for 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 I payroll taxes is assumed to be
absorbed by employers as reduced profits resulting in a change In corporate
income taxes.

SOURCF: LewinfICF estimates using the Health Benefits Simulation Model (HBSI).
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IMPACT ON HOUSEHOLD HEALTH
I ~ SPENDING
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Table S
CHANGE IN HOUSEHOLD HEALTH SPENDING

(In Billions)

Health Spetwing

Premium Payments $ 88.2
Employee Contribution In Employer Plans (415.2)
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 7.3% AGI) 2.3

Net Change In Health Spending 129.9

WAGE

Increased Wages (offset to change in health spending) (148.7)

Net Impact on Households $(18.8)

SOURCE- LAwiWICF esimats using the Health Benelits Slmsulatdo Model (RBSM).



282

Table 6
FAMILIES BY ANNUAL OUT-OF-POCKET

EXPENSES AND PREMIUM PAYMENTS UNDER
CURRENT LAW IN 1 9 9 1 a,b

ToW Out-of-Podt Famiime Total Family Spendt
Epean ad Preiums (-- mW ,) (bUls..)

0. 500 4.3 $ 0.4
500- 1,000 8.S 6.7

1,000. 2,500 18.8 32.S
2,500. 5,000 28.2 103.3
5,000- 10,000 1.1 1003

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 head Is under age 65.

SOURCE Lewin/1CF estimates using the Health Benefits Simulation Model (HBSM).
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DISTRBUIONAL IMPACT OF
ALTERNATIVE TAX CREDIT

SFORMUAS
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Table 7
FEDERAL AND STATE TAX CREDIT AMOUNTS

UNDER ALTERNATIVE FORMULAS C" 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

A malyme. rfled budget neutral adjustmenst to the tax credit fwmuL

SOURCE: Lewin/ICF estimates using the Health Benefits Simulation Model (iIBSM).

BEST AVAILABLE COPY
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FEDERAL TAX CREDIT ALTERNATIVES
(Continued)

TAX CREDIT VERSION #3
-- 75 percent of premiums up to $275 per family member, pius 14 pe cent of premiums

over $275, plus

Unreimbursed Expeses as a Percent of Percent Reimbrsed
Gross Income

Below 10% 8
10% -20%36/

S205% or More 55%



Table 8
AVERAGE NET IMPACT OF ALTERNATIVE TAX CREDIT OPTIONS ON FAMILIES By

FAMILY INCOME I"I

I CHANGE DO AflU-AX UEALTh UW(INUMI FItrOf AflT-TAX (RAVNJ U 11142M

-#1 (18 .k ,. U 41 lUe (IVhUN- 7 1) JUN% 411 tie) bN
I 02 p 14m (412) ( .,. a 1 5i4,. (06 (417 034 (W)4 itUw @ . 74

k 44m 0 -me -2 (111~h. ~ (44. 1) * 4 40711 ) ) (In( ~ . ) 77n



Table 9
DISTRIBUTION OF FAMILIES BY CHANGE IN HEALTH SPENDING NET OF

CHANGES IN AFTER TAX INCOME UNDER THE TAX CREDIT PLAN IN 1991 ,,b

TAX CREDIT MODi

Chmge in Iiemih Spending Net of Version #1 Version #2 Version #3
Chang" in Inwcme"

Net Increase of $20 or More 42.2% 45.2% 43.4%

$1,000 or More Increase 17.3 17.7 17.7
$S00 -$999 Increase 9.0 118 9.3
$250 - $499 Increase 9.4 8.6 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 l)ecrease 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 Decrease 13.2 12.1 13.1

$1,000 or More Decrease 23.1 19.7 21.8

Net Decrease of $20 or More 54.0% 50.9 5i.8

All Families 100.0% 100.0% 100.0%

a Assumes tax credits ore set at levels which result in no net change In public expenditures for health care. Estimates
are for the initial year of program implementation. The net impact of the pla ,bn individual families will vary over
time due to year to year fluctuations in health services utilization.

b incliu,., only families with head under age 65.
c Includes the increase In wages under the program less the net change in household health spending including:

changes in premiums and out-of-pocket spending; taxes ton increased wages; and tax credits.
SOURCE- Lewin/ICF estimates using the I lealth Benefits Simulation Model (IIBSM).

BEST AVAILABLE COPY



Table 10
(Tax Credit - Version #1)

DISTRIBUTION OF FAMILIES BY THE AMOUNT OF THE CIiANGE IN TOTAL FAMILY
IFALTH CARE EXPENSES FOR PREMIUMS AND OUT-%-,F-POCKET COSTS

(INCLUDES ONLY FAMILIES WITH HEAD UNDER AGE 65)a

lM"ENT OF AL FOMIES 3Y TOTAL FAMILY INCOME

Reduel. is Fa, illk Caluerata Ia Family Nealib Caskl* T - , gmU H.rS

Nom 11SO0-999Fatay
locom

All I ,00a 4
Fandlif

C$10,000 100.0% 10.8% 13.6% 230% 3.1% .0% 18.0% 10.2% 6.2% 4.4% 4.4% 5.3%

S10k-S14,999 1000 17.7 14.8 15' 2.0 1.1 4.5 6.0 5.0 6.5 10.4 16.3

$1k.19,999 100.0 15.5 7.8 10.8 3.6 2.5 3.0 3.5 5.3 10.5 27.2 30.4

$20k-29,9" 1000 16.3 83 81 4.3 2. .4 1.9 7.7 20.0 15.9 23.9

S30k-$39.999 100.0 16.1 8.4 5.8 62 2.3 0.7 2.4 '.7 &0 IS 33

$40k-$49,999 100.0 18.3 5.9 481 5.4 30 1.6 2.6 5.7 7.3 14.1 312

50-$59,999 100.0 20.1 68 4.5 4.4 2.5 1.1 2.2 4.6 10,0 16.3 27.4

$75k-$100.000 1000 20.0 6.9 4.5 6.2 2.6 0.0 4.1 5,2 8,8 :60 z5.1

$100,000+ 100.0 26.9 220 8,2 2.9 1-2 0.0 2.7 3.7 7.0 15.1 22.3

TOTAL 100.0 17.3 9.0 94 44 2.I 39 40 5.5 8.2 3.2 23.1

Aau;E- Lax credits ate wet at ews whach result il 00 net change An publ OeapetIdttuics for healitb cam. Estimates are for the Initial Year of program
implmentation. The net impact of the plan on indiVidual family will vary over lame due to yeas to year fluctuaiom m health savem utsltzA "

SOURC-I .ewn /CF estimates s1ng the Hicalth Bcfits S mulatio Model (IItSM).

BEST AVAILABLE COPY

200-2,4 20-99 t00-149



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

ECDNT OF i. FAMUJIM XY z ICOW

1,00+Fmly I AUl
InCOme IFamtI~a

W0-9" 230-499 100-249 20-9 No

Chiarg

<$10,000 1000% 5.3% 13.7% 15.7% 57% Z4% 15.7% 9.7% 7.3% 8.0% 80% 8,5%

S1Ok-S14.999 100.0 138 252 4,2 4.5 33 3.9 4.4 . 2 6-5 9.7 19.5

Sisk-$19999 100.0 13,0 12.2 85 3.2 2-5 24 4.2 59 127 13.7 21.7

$20k-$29.999 100.0 14.5 11.7 8.1 3-o 2.5 2.5 3.8 6.4 9.2 15.5 22.7

$30k-S39,999 100-0 16.8 97 8.2 5.1 2.4 1.5 2.i 5.5 7.7 12,9 28-2

$40k-$49,999 100.0 19_9 8.2 92 5.0 2.7 0.8 3.2 5-4 8.1 15.3 22 2

S50-$59,999 1000 238 10.1 69 5.0 18 10 2.6 5,9 12.2 104 20.2
$75k,-$100,000 1000 25.6 101 7.1 46 4.1 1-6 2.5 6.1 7.6 1.4 :6.3

S100,000+ 1000 37,5 96 52 2.4 4-7 0.7 3,8 4.6 4.7 9.7 17.2
TOTAL 100.0 177 11.8 86 4.5 2.6 37 4.1 60 9.0 1211 19.7

- i i .,

20-" 14141,20 S6-9"

Aubo i cds ate ad1 atl lkbh which rmull i no w change i ribhc expcnaidturc for halth care Estllimaes mec fo ihic 0lial yeaur of r"r

mplientatiaon. The aci impact othe plan am indvAdual fanmiti; will vary ovr lae due to year to year fllueAutaoaa i health aeuvra uiulattm.

SOURCE Lcwaa/ICF cotamates using thc Health Benefits Simulataon Model (I IIfSM).

lacrame lis Family lleaftb C4*b

I I.

e aire n Fa il .......ob



Table 12
(Tax Credit - Version #3)

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)s

UC r OF AL VAMJUS W TOAL FAMY ICOME

UaeivetI& ruVan* Ihailk cabit

2&-9F-MUInmel

<010,000 100.0% 9.5% 12.6% 21.1% 3.9% 2.3% 16.1% 9.4% 6.2% 6.3% 6.0% 6.7%

SlO1-Si4,.99 100.0 16.6 15.1 15.9 1.9 2.5 40 5.2 4.8 7.0 10.4 16.A

S15k-S19,999 100.0 15.1 85 11.5 3.9 2-7 2.3 38 S-2 10.9 165 19.5

S20k-,29999 100.0 16.1 9.0 7.6 5.0 1.6 0.9 3.5 7.7 10.2 14.5 23.8

S30k-9,999 100.0 166 9.5 8.3 4-0 2.i 1.2 2 s 5.2 7.9 11.2 31.6

-40k-$49."9 100.0 19-6 5.6 6.2 6.0 3.5 0-8 IA 7.2 5-1 159 28.5

S508-S59,99 100.0 21.3 7.4 6-0 3-3 3.2 1.2 2.8 4,1 10.4 16.6 23.6

S751-$1O0.000 100 21.5 6.9 9.1 4.4 1.5 19 2.4 i 45 10.3 14 o 23.4

s10.00- 1000 30.6 12.0 5 3 27 1.3 LS 0.9 56 83 110 20.7

TOTAL 10 17.7 93 100 4.0 2.4 36 3.8 13.1[I 211
TOA 0 . 1 1 .51,

a Asatune Lax credits arc sa at levels which result is an act change in pubic cipeniditures for health care. I.- .-:Cs are for the initial year of program
implemn'ilton. ne set impact of the plan on indmidual families will vasy wvr tune due 1o year to year flur.-,tison in health nervios ullidatit

SOURCE LetAvIICF e€samates uingth I llcalth Benefits Simulation Model (lit!SM)
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Table 13

CHANGE IN AVERAGE FEDERAL TAX BENEFITS PER
FAMILY BY FAMILY INCOME UNDER THE TAX

CREDIT PLAN IN 1991

Family Income
Less Than $10,000
$10,000 - $14,999
$15,000 - $19,999
$20,000 - $29,999
$30,000 - $39,999
$40,000 - $49,999
$50,000 - $74,999
$75,000 - $99,999
$100,000 or More

Cwr.t Tax
Exictu a

m W we

$ 50
207
366
594
857
986

1,373
1,427
1,463

NET CHANGE IN TAX BENEFITS

Tax Credit
Verslon #1

Tax Credit
Versiom #2

Tax Credit
Version #3

Il- e m I -

$372
462
444
365
365
256
(13)
(32)

47

$684
664
612
451
401
182

(232)
(34S)
(285)

$476
517
487
372
388
24
(84)

(129)
(ss)

All Familiesa $ 802 $2S0 $250 $250

a Includes federal Income
and HI payroll taxes.

taxes and the employer and employee share of the OASDI

b The tax credits are structured to be budget neutral.

SOURCE: Lewin/ICF estimates using the Health Benefits Simulation Model (HBSM).

Lewin1CF)IFMLI
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PREPARED STATEMENT OF SENATOR JOHN H. CHAFEE

Thank you Mr. Chairman. Today we will discuss two very different types of health
care reform proposals. First, proposals in which the federal and state governments
play a key role in the provision of health care services and regulation of spending
on health care. Secondly, we will discuss the Administration's reform proposal,
which is a market-based approach. I look forward to hearing about this proposal in
greater detail.

With respect to universal approaches, clearly, there are things we can learn from
other nations. This type of program has much appeal in that it provides universal
access to health care services and guarantees cost containment. The Canadian sys-
tem's ability to provide access to primary and preventive care services is something
we should strive toward. However, the Canadian health care system, and many of
the proposals to be discussed here today rely on global budgeting as a means of cost
containment. I have serious concerns about how such an approach would translate
into our health care system. In February of this year, President Bush outlined a
health care reform proposal. Parts of that proposal have been introduced in Con-
gress. Yesterday, Secretar?-Sullivan announced the transmittal of the Health Insur-
ance Information Reform Act of 1992 which, when fully implemented, will reduce
administrative costs in our health care system and provide consumers with more in-
formation in the selection of health care providers based on quality and cost. I com-
mend Secretary Sullivan and others in the Administration for their continued efforts
in this area. I am hopeful that some of their ideas will form a basis for compromise
in enactment of a health care reform bill.

I look forward to hearing the testimony of today's witnesses and hope that hear-
ings such as this will lead us to agreement in the near future on how to address
this crisis in our health care system.

PREPARED STATEMENT OF SENATOR DAN COATS

I want to thank Senator Bentsen and my colleagues on the Senate Finance Com-
mittee for providing me with an opportunity to discuss the important issue of im-
proving tax incentives for health care reform. I also appreciate your inviting my
good friend, J. Patrick Rooney, to today's hearing. The concept that I am advancing
in the HealthSave proposal, is a Hoosier bred idea which Pat has been advocating
across the count or some time. Pat has devoted tireless hours to widening access
for the uninsure d and lowering the health care costs for working men and women
who presently have health insurance.

Today it is becoming strikingly clear that the delivery of health care in the United
States cf America n-eds to be reformed. The status quo is unacceptable. I am con-
vinced the real dividing line in this debate is whether government control of health
care is the answer or whether solutions are to be found in the choices of the private
sector.

Today people are many times insulated from the true cost of health care and false
security is provided through insurance. The Congressional Budget Office recently re-
ported that,

"a major reason for high and rapidly health costs is the failure of the nor-
mal discipline of the marketplace to limit the quantity of services supplied."

To resolve this problem, I offered S. 2540, with the support of Senators Cochran,
Gorton, Lugar, and Smith in early April of this year. The bill is titled HealthSave
and it now has seven cosponsors. HealthSave would function similar to an individ-
ual retirement account by allowing individuals to save tax free for incidental medi-
cal expenses. Health care insurance would be used for its fundamental purpose-
large medical expenses. Under HealthSave, the employer would be encourged-not
mandated-to purchase an umbrella policy for large medical bills to cover the costs
of catastrophic events. HealthSave would then allow an employer to provide each
worker an allowance for medical care--up to $3,000 which would be adjusted to in-
flation. With the $3,000, an employee could purchase additional coverage and have
resources to cover deductibles.

Any money left unspent would belong to the employee. Unlike section 125 of the
Internal Revenue Code, the employee would not be forced to use it or lose it. In-
stead, money not used for health care could accrue tax free in the health savings
account, similar to an IRA, an be used for future medical expenses, longterm care,
or retirement.

Let me put it in human terms. A woman from Indianapolis recently called a local
hospital to find out the costs of mammogram. When told the costs would be $250,
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she asked if the hospital ever offered specials--and was told that during mother's
day week the price dro ped to $50. If HealthSave were in effect, this kind of wise
medical shopping wouldincrease--and the quality and cost savings to health care
consumers would increase accordingly. HealthSave would enable this constituent to
choose her own doctor, make her own health decision, and would provide financial
incentives for a healthier lifestyle.

In closing, I believe we must become wiser in the way we live and the way we
purchase health care. We must begin to be more honest, begin to be more realistic,
and begin to have the courage to face the real causes of the health care cost di-
lemma. To accomplish this goal, we need to accept personal responsibility for choices
that determine our health and realize that health services do not naturally ensure
good health.

I understand Senator Breaux, a member of this committee, will introduce a simi-
lar proposal to HealthSave today. This proposal has my support and I hope that we
can work together in a bipartisan manner to advance this concept and get it passed
into law. The concept we are advocating offers a way to work through the tax code
and reform flexible spending accounts by empowering individuals to save money,
manage their own health care costs, and reduce their medical costs.

PREPARED STATEMENT OF SENATOR WILLIAM S. COHEN

Mr. Chairman, as the Committee knows all too well, the problems plaguing our
nation's health care system have reached critical proportions, and the need for re-
form is not just clear, it is compelling.

Ironically, at a time when American health care expenditures are skyrocketing,
more and more Americans are going without needed care. As economist Lester
Thurow has observed, "health care is becoming wealth care," as costs spin out of
control and out of reach for millions of Americans.

The American health care system is the best in the world, but only for those who
can afford It. The very factors that make it the best--the scientific, medical and
technological advances; the highly trained specialists; the up-to-the-minute facilities
and equipment--make it the most expensive. And, as expenditures climb, access de-
clines.

Unfortunately, Americans want not only cheaper care, but better care, creating
a seemingly irreconcilable conflict between quality and cost. The challenge before us
is to find a way to control costs in order to guarantee access without sacrificing
quality.

At last count more than 20 health care reform bills-including my own Com-
prehensive Health Care Act-have been introduced in the current Congress. Some
proposals, like my bill, build upon our current employer-based system by offering
financial incentives to broaden access to care. Others, like the "play or pay proposal
introduced by Senators Mitchell, Rockefeller and Kennedy, buld upon our existing
system, but mandate coverage. Still others abandon our current system entirely in
favor of a government-run, taxpayer-financed system like Canada's.

To date, most of the debate has centered on how these proposals differ. However,
there is much more agreement than is generally acknowledged, and I believe that
there are steps that we can and should be taking now to slow the growth of health
care costs and increase access to quality care for millions of Americans.

For instance, a common element of both Republican and Democratic proposals is
Insurance market reform to make coverage more available, affordable and predict-
able, particularly for small businesses. Ironically, the very people who need care
most are the ones who cannot get insurance and are therefore excluded from the
system. Insurance companies must stop competing with each other about whom to
exclude and start concentrating on how to make affordable policies available for all
Americans.

It is estimated that as many as one-quarter of the uninsured lack coverage be-
cause they have been priced out of the market by increases in State-mandated bene-
fit laws. Most of us agree that it is time to preempt the more than 800 specific state-
mandated benefits in order to make an affordable, basic benefit package, emphasiz-
ing primary and preventive care, available to small businesses and individuals.

Most of us agree that it is time to make insurance more affordable for self-em-
ployed Individuals and their families by granting them the same tax benefits cur-
rently granted to big business.

We all agree that we could reduce administrative costs by as much as $100 billion
a year by replacing the more than 1,100 insurance forms that clog the system, with
a simplified, standardized electronic claims processing system.
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We agree that it is time to reform a medical liability system which spends more
on legal overhead than on compensating victims, and which adds an estimated $20
billion a year to our nation's health care bill.

There is also agreement that increased funding should be provided for outcomes
research to establish which drugs and procedures are most effective under which
circumstances to improve quality of care and eliminate the costly practice of defen-
sive medicine.

Most of us are concerned about the proliferation of expensive medical gadgetry
and high-tech machinery that has contributed to an equally dazzling explosion in
health care expenditures. These services can be delivered more efficiently and cost-
effectively by encouraging hospitals and other providers to share expensive medical
equipment or services.

Finally, we all know that health insurance alone will not insure good health.
Americans must be encouraged to engage in healthy behavior and to accept more
responsibility for their physical well-being. Investments in health promotion and
prevention offer returns not only in reduced health care bills, but in longer life and
increased productivity. As noted author and physician Dr. Michael Crichton has ob-
served, "the future of medicine lies not in treating illness, but in preventing it."

Mr. Chairman, these concepts, which are all in my proposal, have also been en-
dorsed by the Administration. They are also in your proposal, they are in the Re-
publican Task Force proposal and in the Mitchell-Rockefeller proposal.

We have passed the point of agreement and it is now time for action. These are
significant reforms that will take us closer to our goal of ensuring access to afford-
able health care for all Americans, and they are achievable this year.

According to the ancient Chinese proverb, "A journey of a thousand miles must
begin with a single step."

With perhaps less than 50 legislative days remaining, we should be focusing not
on what divides us, but on what brings us together. The reform of our nation's
health care system Is perhaps the most critical challenge facing our nation in this
decade. The crafting of a bipartisan agreement on these issues-and perhaps oth-
ers-will lay a foundation upon which we can build more comprehensive reform in
the future.

Mr. Chairman, again, thank you for the opportunity to testify.

PREPARED STATEMENT OF WILLIAM S. CUSTER

I am pleased to appear before you today to discuss employment-based health care
reform proposals. My name is Bill Custer. I am the Director of Research at the Em-
ployee Benefit Research Institute (EBRI), a nonprofit, nonpartisan public policy re-
search organization based in Washington, DC. EBRI has long been committed to the
accurate analysis of public policy employee benefit issues. Through our research, we
strive to contribute to the formulation of effective and responsible health, welfare,
and retirement polities. In keeping with EBRI's mission of providing objective and
impartial analysis, our work does not contain recommendations.

INTRODUCTION

Presently, 64 percent of Americans under age 65 receive health insurance through
an employer- or union-sponsored plan (Employee Benefit Research Institute, 1992).
For most of the 138.7 million nonelderly Americans with employment-based cov-
erage, the level of benefits offered, the range of choices in providers, treatments, and
sites of care are superior to any publicly provided benefits presently offered in the
United States. An EBRI/Gallup survey conducted in December 1991 found that 73
percent of Americans with health benefits rated their health benefits as excellent
or good.

The employer share of national health expenditures has remained virtually con-
stant since 1980, but national expenditures for health have grown faster than in-
come. As a result, health benefits as a percentage of compensation (averaged over
all workers whether they receive health benefits or not) have grown from 4.4 per-
cent in 1980 to 6.3 percent in 1990 (Bureau of Economic Analysis, 1992) (table 1).
An A. Foster Higgins survey conducted in 1991 found that among employers who
offered health benefits, the average health plan cost was 10.9 percent of payroll 1
Spending on employer-sponsored health plans has tripled in the last decade. In

i This survey is of predominantly medium- and large-sized employers.
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1980, spending on employer health care benefits totaled $64.8 billion. By 1990, those
expenditures had almost tripled, reaching $186.2 billion (Levit, 1991).

Table 1.-TOTAL EMPLOYER OUTLAYS FOR GROUP HEALTH INSURANCE AND
MEDICARE HOSPITAL INSURANCE, AND EMPLOYER HEALTH SPENDING AS
A PERCENTAGE OF TOTAL COMPENSATION, 1960-1990

Ye pr~~en? raO Em peo " on Heatn care aa pesentae
Year M . ~Medicare ho"'Ta ar. o oa : ~ i(billions e dollars) ance (billions ol dolars) of total comperetio

1980 .................................................... $ 3.4 $0.0 1.1%
1965 ..................................................... 5.9 0.0 1.5
1970......................................... 12.1 2.3 2.3
1975 ..................................................... 25 .5 5.6 3.3
1960 .................................................... 61 .0 11.6 4.4
1961 .................................................... 71.7 15.9 4.8
1962 ..................................................... 82 .6 16.8 5.2
1983 ..................................................... 9 1 .5 18.7 5.4
1984 ..................................................... 100 .3 20.6 5 4
1985 ............................ 107.4 22.7 5.5
198 ............................ 113.7 26.1 5.5
1987 .................................................... 122.9 27.7 5.6
199 ......... ................... 138.7 29.6 5.8
19G ......... ................... 157.7 31.8 6.1
1990 .......................................... 174.2 33.6 63

Source: U S, Depatment of Commerce Bureau of Economic Analysis, Survey of Current Buuiness, January 1998
(Washington, DC U S. Government Prding Office, 1992), The National Income and Product Accounts of te United
Stlte., 195o-82 (Washogton, DC: US, Government Printing Offkce, 1966); and The National Income and Products
Accounts of the United Stases, Statistical Supplement 1959-1988, vol 2 (Washington, DC: US. Government
Printin Offic, 1992).

Health insurance costs in the private sector are not currently distributed equally
among all payers. The cost of employer-sponsored health insurance depends on the
characteristics of the employer's work force, risk factors attributed to the industry,
and the employer's market power in the local health care services market. There
are significant differences in health care costs across regions, industries, and be-
tween large and small employers.

Ultimately the costs of employment-based health insurance are borne by employ-
ees in the form of lower wages and salaries, lower levels of other benefits, and fewer
jobs; by consumers in the form of higher prices for goods and services; and by tax-
payers. The distribution of these costs depends on the relative market power of the
employer in their input and output markets and their relative market power in the
health care services market.

These considerations have led many to argue that tying the financing of health
care to the labor market results in an inequitable distribution of both benefits and
costs. The number of nonelderly Americans without health insurance has increased
to 35.7 million. Individuals without health insurance are predominantly nonworker,
self-employed, workers in small establishments, or persons in families headed by a
member of one of these groups (table 2). These individuals face the highest costs
of obtaining health insurance coverage, especially when those costs are calculated
as a percentage of family income.

Table 2.-NONELDERLY POPULATION WITH SELECTED SOURCES OF HEALTH
INSURANCE, BY INDUSTRY AND SIZE OF FAMILY HEAD'S EMPLOYER, 1990-

Work status and finn size of family Total Empoyer provided Other Total Medic- No health in-
head T private Tol Direct private pic aid erage

[in mnilhonsl
Total ........................................... 215.9 158.3 138.7 70.3 68.4 19.7 29.2 21.6 35.7

Family Head Works ............... 192.9 151.6 134.6 67.5 67.1 17.1 17.0 11.4 30.5
Under 25 ........................... 49.7 31.8 22.5 11.0 11.4 9.3 5.3 3.8 14.0
25-99 .................. 25.2 18.5 16.8 8.4 8.3 1.6 2.5 1.9 5.0
100 or more ...................... 118.0 101.3 95.3 48.0 47.3 6.1 9.3 5.6 11.6

Fanity Head
Does not Work .................. 23.0 6.7 4.1 2.8 1.3 2.6 12.2 10.2 52
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Table 2.--NONELDERLY POPULATION WITH SELECTED SOURCES OF HEALTH
INSURANCE, BY INDUSTRY AND SIZE OF FAMILY HEAD'S EMPLOYER, 1990-
Continued

Work sat rd Ifn slin of aly Tota Total Employw prove Ot Total M"c- No huM h-
heed TO Pvl* Tota Direct lrdec pVvaeto pubic Lid urr ___

Self-Employed ............................ 17.6 12.7 7.7 3.4 4,3 5.0 1.2 0.7 4.1
Under 25 ................................ 162 11.5 6.6 3.0 3,7 4.8 12 0.7 4.0
25-99 ..................................... 1.0 0.9 0.7 0.3 0.4 0.1 0.0 0.0 0.1
100 or more ........................... 0.4 0.4 0.3 0.1 0.2 0.1 0.0 0.0 0.0

Wage am Salary
Workers .................................. 175.4 138.9 126.8 64.1 62.8 12.1 15.8 10.6 26.5

Under 25 ........................... 33.5 20.3 15.8 8.1 7.8 4.5 4.1 3.2 10.0
25-99 ................................. 24.3 17.7 16.0 8.1 7.9 1.7 2.4 1.9 4.9
100 or more ...................... 117.6 100.9 95.0 47.9 47.1 6.0 9.3 5.6 11.6

[Percentage within industry and firm size categories]
Total ................... 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Fafily Head Works ............ 89.3 95.8 97.0 96.1 98.1 86.8 58.2 52.8 85.4
Under 25 ........................... 23.0 20.1 16.2 15.7 16.7 47.1 18.0 17.8 39.1
25-99 ................................ 11.7 11.7 12.1 12,0 12,2 9.1 8.4 8.9 13.9
100 or more ...................... 54.6 64.0 68.7 68.3 69.1 30.9 31.8 25.8 32.5

Family Head
Does not Work .................. 10.6 4.2 3.0 3.9 2.0 13.0 41.8 47.5 14.5

Self-Employed ............................ 8.1 8.0 5.6 4.9 6.3 25.5 4.2 3.2 11.5
Under 25 ................................ 7.5 7.3 4.8 4.2 5.4 24.6 4.0 3.1 11.1
25-99 ..................................... 0.4 0.5 0.5 0.5 0.6 0.8 0.1 0.1 02
100 or more .......................... 0.2 0,2 0.2 0.2 0.3 0.3 0.0 0.0 0.1

Wage and Salary
Workers ................... 8.........2.... 8! 87.7 91.5 91.2 91.8 61.5 54.0 49.3 74.0

Under 25 .............. 15.5 12.8 11.4 11.5 11.4 226 14.0 14.7 27.9
25-99 ................................. 11.2 11.2 11.6 11.6 11.6 8.5 8.3 8.8 13.7
100 or more ...................... 54.4 63.8 68.5 68.1 68.9 30.5 31.7 25.8 32.4

Source: Employee Benefit Research Instiule tabuLiatliom of the March 1991 Current Populaton Survey
Note: Details may not add to totals because ~viduals may receive coverage from more than one source.

S. 2114 and S. 1227, as well as other proposals, incorporate two general ap-
proaches for expanding employment-based health insurance to those groups not
presently covered. One is to lower the costs faced by these groups in an effort to
encourage them to purchase health benefits. The other is to require that they pur-
chase health insurance from either public or private plans. Both of these approaches
redistribute the costs and the benefits of health care services.

SMALL GROUP INSURANCE MARKET REFORM

Small groups often face higher costs per participant because of their higher per
capita administrative costs and insurance companies' limited ability to pool risks.
By removing barriers that prevent insurers from pooling small groups, employment-
based coverage may expand to include many of the employed uninsured in small
firms and their dependents (who constitute 39 percent of the nonelderly uninsured).

Many proposals, including S. 1227, would impose community rating with limited
adjustment allowed for age and sex differences. Some analysts argue that mandat-
ing community rating or eliminating demographic adjustments would raise rates for
many groups and create adverse selection.

Adverse selection occurs when individuals with greater health risks are dispropor-
tionately enrolled in a particular plan. Community rating limits insurers' ability to
charge different premiums to groups on the basis of risk because the premium
charged under a community rating scheme would limit the risk factors used to de-
termine the premium. As a result, premiums for groups that represent good health
risks would rise with the implementation of community rating, while premiums for
groups repesentin& bad risks would fall. Some of the good neks would choose not
to purchase health insurance as a result of the premium increase, while more of the
bad risks would purchase health insurance. The result would be an increase in the
pool's average risk, increasing premiums and potentially creating a vicious circle
that would end with an unsustainable health insurance market. The likelihood of
this scenario actually occurring depends on the sensitivity of the demand for health

IN
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insurance to changes in premiums among good and bad risks as well as on the abil-
ity of individuals to determine their own risk status.

S. 1227 mandates that all Americans receive coverage through either a public or
a private plan. In this case, community rating would increase the costs of insurance
for the good risk groups, providing them with a greater financial incentive to choose
to enroll in the public lan. Conversely, poor risks would see their premiums de-
crease, making it more likely they retain private benefits than under experience rat-
ing. The net impact of these incentives will depend on several factors including the
payroll tax rate, the local community rates, and the perceived quality of the public
plans.

Another mechanism for preventing adverse selection is to reinsure the poor risk
by direct subsidization through a state ri,3k pool. A number of proposals include
measures that would encourage the creation of either public or private reinsurance
pools to reduce the effects of adverse selection. These pools would allow individual
insurance plans to cap the costs of the poorer risks, permitting them to offer lower
premiums than would otherwise be possible.

The development of reinsurance markets, or state risk pools to subsidize the in-
surance costs for poor risks may alleviate some concerns about restrictions on pre-
miums. However, public and private reinsurance schemes distribute the cost burden
differently. If a private reinsurance market develops, the costs of providing ex-
panded access to poorer risks will be borne by the purchasers of insurance. The pre-
mium paid by individuals and employers for health coverage will include the pre-
mium paid by insurers for the reinsurance of poorer risks. On the other hand, the
burden of the costs of a public risk pool will depend on the financing mechanism
for that pool. Most state risk pools are now financed by state insurance premium
taxes.

Researchers evaluating the Robert Wood Johnson Foundation (RWJF) projects for
the medically uninsured found that small employers' primary reason for not offering
health insurance was the high cost of coverage-85 percent of employers not offering
insurance cited high premiums as an important reason (McLaughlin, 1991). Al-
though the RWJF demonstration projects did not reform local small group insurance
markets the way that current national proposals would, their goals are similar: to
stabilize the cost of insurance to small businesses and distribute these costs more
equitably. Previously uninsured small employers began to offer insurance to their
employees during the enrollment phase of the demonstration projects. However, only
17 percent of employers who previously did not offer insurance enrolled even in the
most successful RWJF project targeted at small employers (McLaughlin, 1991). If
the experience of these projects is representative of national experience, small group
insurance market reform by itself may result in a minority of small employers
choosing to purchase health insurance.

EMPLOYER MANDATES

Requiring all employers to provide health benefits to workers and their depend-
ents would decrease the number of uninsured from 36 million to 10 million (table
3). Because many of the uninsured work for small firms, exempting employers with
fewer than 25 employees would only reduce the number of uninsured to about 25
million. This analysis assumes that there are no changes in employment as a result
of a mandate, even though health benefits represent a significant component of total
compensation (10.9 perce:'t of payroll among employers who offer health benefits)
(A. Foster Kiggins & Co., 1992). Clearly, if a mandate were implemented without
a transition period,, so that other elements of total compensation (such as wages)
could not adjust, the cost of labor would increase substantially, possibly causing
some loss of jobs.

Table 3.--COVERAGE EFFECTS OF AN ILLUSTRATIVE EMPLOYER MANDATE,
1990

[Millions)

Number covered under
Pe ts lm Small exempt mandate Un,,esal mandate

Total .................. ............. 240.9 248.9 248.9
Private

Direct em ployer .................................... 71.2 86.6 117.7

indirect em ployer ................................... 68.7 75.3 71.4
O ther p vate ......................................... 19.5 13.9 5.4
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Table 3.-.COVERAGE EFFECTS OF AN ILLUSTRATIVE EMPLOYER MANDATE,
1990--Continued

m , Number covsse u

Medicare ....................... 31.4 30.6 292
M eccaid ............................................... 172 15.5 13.3
CHAM PUS 3  . .. . .. . . .. . .. . .. . .......................... 4.8 1.8 1.0

Urni sured .................................................. 36.0 24.6 10.3

1 The mandate requimso aM employers wvth 25 or more employees to provide health uOsrance to employees wortr~g 25 or more hours
per week

The mardate rnres SM er1POr to povde o more thn 19 hours per week
'Crian Hea5 and Medic o ogram of t e Servces.
Source: Employee 6enefe F earch no e sinulaboi usWi March 1991 Current Population Surve.

EBRI simulated changes in employment that would occur as a result of mandat-
ing that all employers offer health benefits (wages and other elements of total com-
pensation were held constant). The sensitivity of employer demand for workers to
changes in the price of labor is crucial in this simulation. The EBRI analysis used
a range of estimates of this sensitivity based on economic literature (Hamermesh,
1986). It should be noted that other values supported by the economic literature
could be cited that would increase or decrease the estimated employment effects by
large amounts. The other crucial assumption used in this simulation was the coats
of the mandated health benefits. Without specifying the actual component services
that would be covered, separate EBRI simulations were conducted using different
estimates of the average annual cost of health benefits per individual employee-
$970, $1,450, and $2,430. The cost of each additional dependent was assumed to be
60 percent of the individual cost. Again, these estimates assume that wages and
other benefits do not change as health benefits are added. Clearly, if wages adjust,
fewer individuals would become unemployed as a result of a mandate.

EBRI's simulations estimated that between 200,000 and 1.2 million workers could
become unemployed as a direct result of a mandate that employers provide health
benefits to their employees. The higher estimates were the result of higher average
costs of the mandated health plan and greater price sensitivity of the demand or
labor.

EBRI analysis also found that the cost of an employer mandate would be borne
primarily by small employers and their employees. EBRI estimated that an illus-
trative employer mandate would increase s ending by employers on employer-spon-
sored health benefits by $33 billion to $86 billion. The wide range between the esti-
mates is related to assumptions about health plan costs. If employers with fewer
than 25 employees were exempt from the mandate, spending would increase by $12
billion to $33 billion. Costs for employer-sponsored health benefits would also be re-
distributed. Workers who had previously been covered under another employer's
plan would now be covered directly under their own employer's plan. For example,
under a mandate with an average health plan cost of $1,450 per individual em-
ployee and no employer size exemptions, about $20 billion in costs would be redis-
tributed from one employer to another. About 45 percent of these transferred costs
($9 billion) would be redistributed to small employers. If small employers were ex-
empt from the mandate, the total costs redistributed among all employers would be
only about $5 billion.

The question of whether uninsured workers and their families would be better off
if health insurance were extended to them under an mandate centers on the issue
of whether they are uninsured by choice. Do workers select jobs that do not offer
health benefits in order to receive higher levels of cash compensation or other bene-
fits? IV employees are choosing a total compensation package that does not include
heal, benefits, any measure that forces them to accept a package with health bene-
fits v I make them worse off.

Ho 3ver, society may benefit by forcing individuals to purchase health insurance.
Indiv -usls who choose not to purchase health benefits are gambling that they will
not n d health care services. They may make that bet knowing that care will be
availr'Ie to them in the case of a catastrophic event. Thus, society may bear at least
a par of the risk that the individual chose not to insure against.

An nployer mandate is essentially a payroll tax, although the burden of that tax
is noi distributed equally across all employees, employers, or consumers. Some of
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the costs of mandated health benefits would be passed on to employees in the form
of lower wages, lower levels of other noncash benefits, or unemployment. Low-in-
come workers would have less opportunity to trade wages for health benefits and
would be more likel to experience the effects of an employer mandate in the form
of unemployment, Some of the costs might be passed on to consumers in the form
of higher prices. The remainder of the costs of a mandate would be borne by the
investors and owners of the firms subject to the mandate. The distribution of this
burden would vary by industry, region, firm size, and ownership type.

PLAY-OR-PAY EMPWYER MANDATES

Play-or-pay proposals limit the costs that employers would face under an em-
ployer mandate by allowing employers to pay a payroll tax rather than provide

health benefits. The revenue generated by the payroll tax would be used to at least
partially fund a comprehensive public program.

Estimates of chases in health insurance coverage and costs of such a plan vary
substantially, depending on the behavioral assumptions chosen. Simulations of these
proposals must determine which employers will continue (or begin) to provide health
insurance and which will instead pay the public plan to cover its employees. A re-
cent study by the Urban Institute assumed that employers would base their choice
of whether or not to participate in the plan on cost alone (Zedlewski, 1992). If their
average per capita premium would be lower under the pay option, employers would
enroll their workers in the publicplan. The study analyzedboth a 7 percent and
a 9 percent payroll lax. It found that under the 9 percent tax scenario nearly 40
percent of nonelderly Americans would be enrolled in the public plan, and under the
7 percent scenario 52 percent would be enrolled in the Dublic plan.

EBRI simulation of a play-or-pay mandate also made the asumption that employ-
ers whose actual or prospective health benefit costs were greater than the payroll
tax would choose to enroll employees in the public plan rather than provide health
benefits directly. Again, three different estimates of the average annual cost of
health benefits per individual employee were used in the simulation-$970, $1,450,
and $2,430. The cost of each additional dependent was assumed to be 60 percent
of the individual cost. This simulation produced estimates which found that between
33 percent and 51 percent of all Americans would be enrolled in the new public plan
if the payroll tax were set at 9 percent. The percentage of nonelderly enrolled in
the public plan would range between 24 percent and 45 percent. The percentage of
the previously uninsured who would gain coverage through an employment-based
plan ranges from 43 percent to 78 percent. Of the new enrollees in the public plan,
between 10 million and 45 million would have previously received benefits through
an employer-sponsored health plan. The relative size of the public plan has impor-
tant implications for the distribution of the costs of play-or-pay proposals.

Assuming that all employers whose health care costs were greater than 9 percent
of paoil dropped their health benefits and paid the payroll tax (assuming a play-
or play mandate with an average cost of $1,450 per employee), such a proposal could
increase overall employer spending by approximately $45 billion. Employers with
fewer than 25 employees would face increased costs of $18 billion.

If wages and other components of total compensation could not adjust, some un-
employment would result. EBRI analysis estimated that between 131,100 and
965,000 jobs could be lost under a play-or-pay proposal with a 9 percent payroll tax.
Again, as under an employer mandate, these estimates assume no transition period
nor any adjustment in other components of total compensation. In practice, the im-
pact on employment is likely to be lower than these estimates indicate,

The proportion of employers that would actually drop their health benefits if a
play-or-pay proposal were enacted depends on number of factors. If the public plan
were considered inferior to private plans, employers might continue to offer private
health benefits in order to gain a competitive advantage in the labor market. An
employer's willingness to continue health benefits may depend on the characteristics
of its local health care market. Employers that lack confidence in their ability to
manage their health care costs may be more likely to drop health benefits. Con-
versely, if the public plan attracted a large proportion of poor health risks, the cost
of private insurance may fall, prompting many employers to continue to offer health
benefits. The characteristics of the public plan are, therefore, the most important
determinant of the willingness of employers to drop their health benefits.

S. 1227 requires that the newpublic program o er the same benefits as mandated
of private plans. Providers would be reimbursed at levels at least equivalent to Med-
icare reimbursement rules. Although states would receive a federal matching grant,
they would administer the program and eventually assume an increased funding
role. Given the state and federal budget constraints it seems unlikely that real pro-
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vider income from AmeriCare would match that available from some private plans.
The public plan's ability to set fees and monitor utilization and the pressures of po-
litically determined budgets would likely decrease most providers' income. The re-
duced number of private plans, coupled with employers' willingness to drop health
benefits as costs increase, would limit cost-shifting to the private sector.

These factors coupled with employers desire to offer benefits that attract and re-
tain a skilled workforce, may mean that many employers would continue to offer
health benefits even if the costs of such benefits as a percentage of payroll exceeded
the payroll tax. This would especially be hue if the perceived quality of care in the
public plan was inferior to the quality of care received by privately insured patients.

Conversely, limits on provider revenues may reduce the number of providers,
their ability to invest in technological innovation, and their ability to finance health
care services research. It is unclear how this would affect the quality of care in the
short run. Many argue that the United States has overinvested in health care tech-
nology and overtrained physicians. A reduction in expenditures for these purposes
may free resources needed to finance care for those who have faced access barriers
in the past. However, in the long-run there may be less innovation in health care
and fewer of the best and the brightest entering the medical profession.

The absence of national health care reform does not imply a static health care
delivery system. Public and private purchasers are independently developing and
implementing cost management strategies that could potentially have profound ef-
fects con the cost, access, and quality of health care services. Changes in the way
that Medicare reimburses physicians, which began to be implemented in 1992, may
alter the willingness of physicians of different specialties to accept Medicare pa-
tients and thus alter the type of treatment available. Both public and private payers
are refining and implementing utilization management procedures that may alter
incentives to providers and consumers. Private payers are beginning to selectively
contract with providers in the hope of encouraging cost-effective practice styles.
While these changes have the potential to reduce the rate of health care cost infla-
tion, they may also segment the market, further differentiating the care received by
those with private health insurance, beneficiaries of public programs, and the unin-
sured.
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RESPONSES OF DR. CUSTER TO QUESTIONS SUBMITTED BY SENATOR MITCHELL

Question. In your testimony you state that EBRI's simulations estimate a job loss
of between 200,000 and 1.2 million workers as a direct result of a mandate that em-
ployers provide health benefits to their employees.

(1) First, is this simulation based on an employer mandate, as in Hawaii or as
a play or pay model as in S. 1227?

(2) Second, are you familiar with the testimony presented by both Daren Davis
and Prof. Ken Thorpe which cite estimates of job losses at about 50,000? These esti-
mates use information from experience with minimum wage data. Have you taken
such information into account? How do you explain the discrepancy between your
estimates and those of Karen Davis and Ken Thorpe?

Answer. As you are well aware, there are a considerable number of claims and
counter-claims have been made about the impact of the various health carepropos-
als. Reputable researchers have made widely different estimates on the effects of
the various reforms. These differences reflect in part the vagueness of the proposals,
but also the assumptions and methodologies used to estimate their impacts.

As a non-partisan, non-profit research institute EBRI's role in the health care de-
bate is to provide objective information on the trade-offs inherent in all the health
care reform proposals. To that end we developed our own micro-simulation model
to: understand how researchers arrive at widely different estimates, examine the
sensitivity of those estimates to different assumptions, and understand the weak-
nesses in the methodologies employed.

One of the important issues of a policy in which all employers are required to pro-
vide health insurance to their employees is who bears the costs of that insurance.
Policy analysts have universally concluded that the costs of that coverage are borne
by employees in the aggregate. Yet analysts have developed estimates of the em-
ployment effects of an employer mandate that range 50,000 job losses to losses of
over a 1 million.

EBRI simulated the effect on employment of both an illustrative employer man-
date assuming that all employers would be required to offer health benefits to all
employees who worked more than 19 hours a week and a play-or-pay model similar
to that contained in S. 1227. There are three critical assumptions that all analysts
have to make to estimate the impact of employment of a mandate: (1) how do wages
and other benefits adjust when health insurance is required to be an element in
total compensation; (2) how sensitive to changes in the costs of labor is employer
demand for workers; and (3) how much would a mandated health plan cost. EBIU
assumed that wages and other benefits did not adjust in estimating the
number of individuals who would lose their jobs as a consequence of &
mandate that employers provide health benefits to their employees. The
EBRI analysis used a range of estimates of the sensitivity to changes in the costs
of labor of employer demand for workers based on economic literature. Without
specifying the actual component services that would be covered, separate EBRI sim-
ulations were conducted using different estimates of the average annual cost of
health benefits per individual employee: $970, $1,450, and $2,430. The cost of each
additional dependent was assumed to be 60 percent of the individual cost.

The range in the estimates of the number of people who would lose their jobs as
a result of mandates comes from the various combinations of benefit costs and sen-
sitivity in the demand for labor to changes in costs. The estimate of 1.2 million for
example can only be reached by assuming that employers are very sensitive to costs
of labor and the health benefit package is very expensive. As is apparent the esti-
mates of job loss (and of the total costs of the policy) are extremely sensitive to the
assumptions used in the simulation.

We also simulated the effects of a play-or-pay model similar to that contained in
S. 1227. Using the same range of assumptions as described above, EBRI analysis
estimated that between 131,100 and 965,000 jobs could be lost under a play-or-pay
proposal if other labor costs did not adjust.

The analysis performed by Drs. Davis and Thorpe assumes that wages and other
labor costs adjust downward to completely account for the increased costs resulting
from a mandate that employers provide health insurance to their employees. As a
result the employer's cost of hiring a worker does not change, and the only effect
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on employment is for those workers whose wages can not adjust downward because
of the minimum wage law.

Which assumption is the proper one to use depends upon the time horizon of the
policy analysis. In the long run the assumption used by Dr. Davis and Dr. Thorpe
maybe more accurate. In the shorter run, however, wages and other benefit costs
will not have time to adjust and there will be employment effects for workers above
the minimum wage. These employment effects are likely to vary by geographic re-
gion, occupation, industry, and size of employer. The effects on employment can be
mitigated by announcing the policy well before implementing an employer mandate,
andby transitioning small employers into the mandate at a slower rate than large
em loyers.

The ultimate aim of these simulations was to understand who will bear the costs
of expanding health insurance coverage through mandating that employers provide
it to their employees. Regardless of what assumptions are used it is clear the recipi-
ent of that coverage wil [inevitably bear the costs of that coverage, either through
loss of job or lower wages and other benefits. Arguments have been advanced on
both sides of the issue of whether this is a fair, equitable, or efficient result.

PREPARED STATEMENT OF SENATOR DAVE DURENBERGER

[June 8, 1992]
I appreciate this opportunity to thank the chairman for calling this series of hear-

ings on national health-care reform and for his leadership in assembling expert wit-
nesses to address the pluses and minuses of the proposa s now before the Congress.

I also wish to put on my record my grave concerns with the proposed "play or
pay" systems of financing and delivering health care. I see four major problems.First, employer mandates just won't work. When every business must either pro-
vide insurance coverage itself or pay a specific percentage of its payroll, every busi-
ness will do its own calculation of which method will be more profitable. Companies
with low-cost coverage will play while companies with high-cost coverage will pay.

The government fund will get all the high-cost risks and its costs will skyrocket.
That in turn will require either a higher payroll tax or greater subsidies from gen-
eral revenues. If the payroll tax increases, more firms will be forced out of business
by increased payroll costs that will be, after all, neither related to profitability nor
negotiated with employees. Then their employees will be unemployed and unin-
sured.

If the payroll tax isn't increased, more and more firms will choose to pay rather
than play. We'll end up doing indirectly what the bill's proponents say we wouldn't
do directly: go to a single-payer system. Worse, that one-mayor system would be
funded by businesses without regard to their ability to pay.

Second, we must remember that our root problem is containing the growth in
health-care costs. We wouldn't have an access problem if we didn't have a cost prob-
lem. The only workable way to control the cost of our system is to change the prac-
tice of medicine, to make sure the people making the spending decisions have the
incentives to get maximum health from every dollar. What won't work is controls
on fees.

Our experience with fee-for-service reimbursement in Medicare ana Medicaid
should be a strong reminder that controlling fees is not the same as controlling
costs. You also have to constrain the utilization of health care-and do it in a way
that makes maximum improvement to people's health and allows continued innova-
tion in health-care delivery.

Third, how are we going to pay for these plans? There may be administrative sav-
ings-but play-or-pay is a complicated system and I'm not all confident that admin-
istrative savings willbe substantial. Even then, will these savings persist? After all,
the Canadian system spends less on administration than we do, but that system
hasn't been any more effective in constraining the growth in health spending.

Fourth, these packages do not have bipartisan support. I don't see consensus in
the House or Senate around any of the several approaches to reform. It sometimes
seems that everyone's first choice is their own plan, and their second choice is to
do nothing.

Mr. Chairman, I do see bipartisan support, and support in both houses, for S.
1872, the Bentsen-Durenberger proposal to reform the small-group insurance mar-
ket. I believe that bill would increase access to the system at minimal cost to the
taxpayer. It is not the entire solution to the grave problems facing our health-care
system but it is an excellent step in the right direction. I'm sure you are with me
in my desire to see S. 1872 become law soon.

Thank you.
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PREPARED STATEMENT OF SENATOR DAVE DURENBERGER

[June 17, 1992]
Good morning, Mr. Chairman, and good morning, everyone.
Our topic this morning is comprehensive health care reform, and the presence this

morning of three Senators and Dr. Sullivan as witnesses demonstrates just how im-
portant this topic is.

I know there's a lot of reform proposals in the Congress, and sometimes I'm as
frustrated as anyone else that there's not more consensus on the direction the coun-
try should go in. Yet all the discussion and all the proposals are encouraging signs.
They signal that a lot of talented people in the Congress and the Administration
and the health-care sector are grappling with very difficult issues and trying to ar-
rive at a solution.

I commend the Administration and my colleagues Senators Kassebaum, Kerrey,
Wellione and Daschle for their initiative in bringing forth comprehensive reform
proposals. I do have some questions and concerns about the various rlans, especially
the single-payer plans, but it's a public service for you to have worked on these pro-
posals and to bring them forward.

When I look at single-payer plans, I can see why people are drawn to their sim-
plicity and to the universal coverage. Many people refer to Canada, and I think it's
probably true, as Owe Reinhardt commented, that the Canadian system works bet-
ter for Canadians than the our system does for us.

Yet we're not Canada, of course, and we should learn from the problems they have
had as well as from their successes.

Let me describe three particular areas of concern that I have with single-payer
systems, and I will be very interested in any guidance that our witnesses can give
the committee on these points.

First is the nature of cost containment. The plans proposed by Senators
Wellstone, Daschle and Kerrey all rely to varying degrees on a "national health
budget," with physicians and other providers paid on a fee-for-service basis and hos-
pitals another institutions paid on some kind of a fixed budget.

Those reimbursement methods are very similar to the way providers are paid in
Canada, and for that matter the reliance on fee for service is just like Part B of
Medica,-e. The problem is that Canada and Medicare Part B have failed to contain
spending.

Between 1980 and 1990, inflation-adjusted cost per person rose just as fast in
Canada as in the U.S.-a 52 percent increase in Canada and a 53 percent increase
here. And under our Medicare program, payments to physicians rose by 155 per-
cent-155 percent!-between 1980 and 1991, even after taking inflation into ac-
count.

The point is that cost-containment efforts that rely on fee schedules are doomed
to fail.

This is made even more crucial by HCFA's projection that the number of practic-
ing physicians will increase 20 percent between 1990 and 2000. In any other market
except health, that kind of supply increase would mean lower incomes for physi-
cians. But with fee-for-service reimbursement, the government sets the fee but the
physicians set the number of services. Price control is not cost control.

The best way to control costs-and it's not something I hear about very often-
is to improve the productivity of the health care system. I'm talking about changing
the practice of medicine so we get more health from our health-care dollar.

This productivity improvement cannot be legislated and it cannot be ordered up
by Washington officials setting some kind of a national health budget. The best we
can do is to set the right incentives for the people who make the clinical decisions
on a case-by-case basis. We can make the real improvements when the individual
caregivers balance health benefits and resource costs in asking questions such as:

-Should this patient undergo heart surgery or will changes in diet and lifestyle do
more for his health?

-Should this patient be on expensive intravenous antibiotics or inexpensive oral
antibiotics?

-Will this follow-up visit do the patient any good?
-- Should this person be in a hospital, a nursing home or a home-care program?

Capitation funding is often held up as one way to get the incentives right, and
I'm disappointed that the single-payer plans I've seen include managed care as an
afterthought, if anything.

My second area of concern about these plans-and it's also related to fee-for-serv-
ice funding-is how we encourage innovation. I'm thinking about both clinical inno-
vation-developing new treatments for patients-and innovation in delivering
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health care, where the U.S. has been a world leader in managed care, new roles
for health professionals and much more.

When I think of government setting national budgets and particular fees for par-
ticular services and budgets for individual institutions, I see stifling rigidity. Gov-
ernment can do many things, but I don't think of government as a center of innova-
tive thinking and risk-taking.

I think risk.taking will flourish much more readily in a less centralized system.
It gets back to our challenge of putting together the right balance of private enter-
prise and social goals.

My third area of concern is about implementation. We're talking about reorganiz-
ing $800 billion worth of economic activity, or 12 percent of the GNP of the world's
largest economy. To try to change that overnight is to roll the dice with the U.S.
economy.

Canada's system was put in place province by province over 23 years, starting
with universal hospital insurance in Saskatchewan in 1948. Yet Senator Wellstone's
proposal would create a system that would cover much more than the Canadian sys-
tem-and it would create it on January 1, 1995.

We need to reform the health-care system, but we need to do it carefully. There's
too much at stake to jump over the cliff and hope everything works out. Reform
could be done in stages, or it could be done on a state-by-state basis.

I'd like to end my remarks by thanking the witnesses again for their contribution
to the debate and by asking that they take into account the three issues I've men-
tioned-how to really achieve cost control, how to encourage innovation and how toimplement reform.

Thank you.

PREPARED STATEMENT OF JUDITH FEDER

Mr. Chairman, members of the Committee, am pleased to be here this morning
to comment on tax-incentive based approaches to health care reform. My comments
will reflect my twenty years of experience in health financing research, my primary
responsibility as Co-Director of the Center for Health Policy Studies at the George-
town University School of Medicine, as well as analyses conducted under my direc-
tion as staff director of the U.S. Bipartisan Commission on Comprehensive Health
Care (the Pepper Commission).

In my view, the effectiveness of any reform proposal, whether tax-incentive based
or otherwise, rests on its capacity to achieve two fundamental goals: health care cov-
erage for all Americans and containment of health care costs. These objectives, on
which most analysts agree, are critical not only on moral grounds-to ensure uni-
versal access to adequate health care. They are also essential to achieve equitable
and stable health financing that neither shifts costs from one purchaser to another
nor absorbs an ever-growing share of the nation's resources.

Despite their capacity to enhance access to health insurance for some Americans
who now lack it, tax-incentive proposals fail to achieve these goals. Proposals de-
signed to fill gaps in our insurance "system" leave insurance too expensive for sig-
nificant numbers of the currently uninsured, do little or nothing to secure adequate
coverage for the currently insured, and provide even cost-conscious purchasers in-
sufficient support to control their health care costs. Experience tells us that, even
with incentives and reforms, reliance on the marketplace alone can neither guaran-
tee coverage nor contain health care costs.

The following raises some general questions about tax-incentive based approaches,
then focuses on the potential and limitations of the specific ?et of initiatives the Ad-
ministration has proposed.

GENERAL QUESTIONS

Although tax-incentive based proposals vary in specifics, they tend to share the
following limitations:

* Limited Coverage. Tax credits to promote health insurance coverage among
the uninsured can enhance coverage for some Americans who now lack protec-
tion. However, as contemplated in most bills, tax credits cannot guarantee the
affordability of insurance. Evidence indicates that even substantial tax credits
for small employers, along with reforms, will be insufficient to guarantee the
availability of employer-based coverage. Without employer contributions to pre-
miums, fixed-dollar credits that vary with income will leave the cost of insur-
ance a "catastrophic" expense beyond the means of many moderate income fami-
lies.
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* Potential Shift from Private to Public Financing. Rather than targeting
limited public resources to the population in greatest need, tax credit proposals
have the potential both to undermine the provision of employer-based insurance
and to substitute public for private financing for health insurance premiums.
More than 25 million Americans with incomes below 200 percent of the poverty
line now have health insurance from their employers. Not only would tax c re-
its benefit those who already have insurance; the availability of tax credits
could also lead employers of low wage workers to discontinue coverage or reduce
their contributions in the face of enhanced government support, The result
could be taxpayer costs far greater than such proposals initially anticipate. (Es-
timates prepared for the Pepper Commission indicated that a shift from private
to public coverage would increase the cost of one suchproposal by 40 percent.)

" Insufficient Cost Containment. Tax-incentive based proposals typically en-
courage the expansion of managed care and other mechanisms to promote com-
petition as a means to contain costs. However, experience indicates that the im-
pact of these measures on the nation's costs will likely be quite limited. Over
the past decade, employers have become acutely sensitive to the costs of insur-
ance and many have aggressively tried to manage their employees' care. Reli-
ance on managed care does seem to produce some savings to the purchaser at
initiation. But providers remain able to offset one employer's discounts with
higher charges to others, and costs continue to rise at rates comparable to those
in the fee-for service system.

THE ADMINISTRATION PLAN

The Administration's health care proposal aims both to expand coverage and con-
tain costs. Most significant with respect to coverage, it would provide refundable tax
credits to enable low income people to purchase health insurance coverage. In addi-
tion it would allow higher income people to deduct insurance premium costs from
taxable income. Furthermore, the plan would introduce insurance and other reforms
to promote greater and more equitable availability of insurance. Finally, the plan
would pursue cost containment through a variety of measures including promotion
of more effective insurance competition, insurance networks, managed or coordi-
nated care, and administrative simplification.

Coverage. The Administration's proposal to provide up to $3750 as a refundable
tax credit for families with incomes below the federal poverty level, phasing down
to a minimum of $375 per family at 150 percent of the poverty level, would address
a significant gap in the nation's safety net for the poor. Currently, Medicaid pro-
vides coverage for only about half the population with incomes below the poverty
level. About a third of the uninsured have incomes below 100 percent of the poverty
standard; about half, below 150 percent. The proposed credit would enable many of
these individuals to purchase coverage.

However, exactly how many people could purchase adequate coverage with this
credit remains an open question. According to an Urban Institute survey, costs of
non-group family coverage (through Blue Cross plans) range from about $2000 to
$8000 around the country, for families with parents aged 30-89. Further variation
exists, based on age, sex and health status of family members. Although the Admin-
istration plan proposes measures to limit some of this variation, the adequacy of the
plan to guarantee adequate coverage would vary considerably from place to place--
a function of state policy in defining coverage, insurers' willingness to provide ade-
quate coverage at the credited amount, and the basic, costs and characteristics of
the local health care marketplace.

The phasing-down of the refundable tax credit to a minimum at 150 percent of
poverty poses a far more substantial barrier to coverage expansion. A family of 3
with an income of $17,000 would receive only the minimum credit or tax deduction
under the plan. Even if the cost of coverage were $3750, that means that--uness
a family's employer contributed to insurance premiums-the family would have to
contribute about 20 percent of their income in order to buy insurance protection.

In other words, the minimum credit or deduction somewhat reduces insurance
costs; but its impact is so slight that, without participation by their employers, the
cost of coverage is likely to be well beyond their means. Currently insured workers
may derive some benefit from the deduction, reducing their share of premium costs.
But the deduction's impact on price will be too small to make insurance affordable
for workers now most likely to lack insurance protection-workers in firms that do
not provide it.

The Pepper Commission evaluated a proposal similar to the Administration's that
provide graduated insurance subsidies to peoples with incomes up to 200 percent
of the poverty level (higher than the Administration proposal's standard for credit
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eligibility, but without the deduction above that level). Estimates prepared for the
Commisaoin, using relatively generous assumptions about eligibles' participation, in-
dicated that under this proposal, at least half the currently uninsured would remain
uninsured, despite the subsidies. Estimates of the impact of the President's plan,
developed '.eparately by the Employer Benefits Research Institute and Ken Thorpe
of the University of North Carolina find a similar impact-at best-for the Adminis-
tration'splan.

The Ad ministration plan describes its insurance reform proposals as the means
of providing "insurance security" for all Americans. New rules regarding insurers'
treatment of preexisting conditions and renewability of coverage would, indeed, se-
cure coverage for individuals now at risk of losing it once they become ill. And pro-
piiSed changes for underwriting rules and risk sharing would similarly improve ac-
cess to coverage. In fact, changes of this nature are essential if the risk-spreading
insurance purports to provide is to be returned to the market iace.

However, while greater risk-spreading improves the availability of insurance, it
cannot guarantee its affordability. New rules that require insurers to accept greater
risks will expose insurers to higher costs. And, as long as insurance purchase re-
mains voluntary, these greater risks remain the most likely new purchasers of in-
surance protection. As a result, insurance premiums are likely to rise-reducing
rather than enhancing the availability of coverage.

Further, experience with efforts to expand employer provision of insurance sug-
gest that, as long as employer provision of insurance is voluntary, even reductions
in insurance costs do little to induce employer coverage. Recent analysis of a New
York experiment by researchers at the University of North Carolina and Harvard
found that even substantial subsidies increased the proportion of employers offering
insurance only 3.5 percentage points. They concluded that, in a voluntary system,"many small firms would not offer their workers health insurance even with sub-
sidies as large as 50 percent to 75 percent of the premium."

As a result, under the Administration proposal, higher income people have "insur-
ance security" only as long as their employers are willing to provide them coverage.
For the two-thirds the uninsured with incomes above 100 percent of the poverty
level-as well as the currently insured whose employers are already struggling with
insurance costs-the plan provides no real guarantee.

Cost Containment. Most Americans now rely on employers to provide their health
care coverage. The Administration plan counts on employers to continue playing
that role. Recognizing the burden to employers health insurance has become, the
plan promotes mechanisms to reduce employer insurance costs. Specifically, by pro-
posing insurance reform, the Administration plan encourages insurers to compete by
managing care, rather than avoiding risks; by facilitating insurance networks, the
plan alms to reduce small employers administrative costs and enhance their capac-
ity to negotiate with insurers and providers for lower rates; and by overriding state
statutes, the plan aims to expand reliance on managed or coordinated care plans.

These measures, if accompanied by adequate consumer protection, have the poten-
tial to reduce some purchasers' insurance costs relative to current levels. However
the capacity of these measures to slow the nation's double digit health care inflation
is decidedly limited. Research indicates that, unless choice of providers is signifi-
cantly restricted, managed or coordinated care arrangements have little or no im-
pact on users' health care costs. Furthermore, whatever impact exists, seems limited
to a one-time reduction, on establishment of the plan. Over time, even the most suc-
cessful managed care arrangements experience premium cost increases on a par
with the traditional fee-for-service system.

Although the Administration plan might expand small employers' access to man-
aged care arrangements many large employers have already tried, it ignores the fact
that large employers are coming to recognize these arrangements are inadequate to
contain costs, Large employers who have aggressively pursued managed care-Geor-
gia Pacific, Xerox, Southern California Edison, Chrysler-have come to recognize
that on their own, they cannot achieve adequate cost control. Although they would
not abandon their role in managing care, they believe it can only be effective within
a broader framework that requires all employers to provide insurance and estab-
lishes national budgets for expenditures, within which managed care and other pro-
viders must operate.

Without such measures, current proje,-ions that employer-paid premiums will
rise from 7-8 percent of payroll to over 20 percent of payroll by the year 2000 re-
main a major concern.

Summary. If the standard for evaluating a reform proposal were whether it im-
proved coverage or reduced costs for some Americans, the Administration proposal
would get relatively high marks. But the proposal falls significantly short of both
universal coverage and reductions in health cost increases for the nation. While it
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improves coverage for the low income population, it achieves neither coverage secu-
rity nor cost containment for the vast majority of Americans.

CONCLUSION

In conclusion, most tax-incentive based health reform proposals are limited by
their basic premise: that, with a little government help and encouragement, the
marketplace can provide all Americans health insurance coverage at affordable
costs. The facts are otherwise. Universal coverage and cost containment can only be
achieved when government assumes responsibility for building a health care system
that guarantees all Americans affordable coverage and requires all purchasers to
participate equally in a system to contain costs.

PREPARED STATEMENT OF SENATOR CHARLES E. GRASSLEY

[June 9, 1992]
Thank you, Mr. Chairman. I do not have a lengthy statement, since I have com-

mented on this subject at earlier hearings of the committee on the reform issue.
I do appreciate the opportunity to hear from, and to question, exponents of addi-tional major reform proposals. Today's hearing on employer-base a proaches is

particularly important given that several of the major reform proposals being con-
sidered would continue to base health insurance on employment.

I look forward to hearing responses to the criticisms that have been directed at
some of these approaches.

As I said at earlier hearings, we seem to be grid-locked at the Federal level, and
discussion and debate on the merits and demerits of the major approaches might
help build the critical mass of opinion that's going to be needed if we are to move
forward on this very major problem.

I look forward to the testimony, Mr. Chairman. I will have some questions.

PREPARED STATEMENT OF SENATOR CHARLES E. GRASSLEY

[June 17, 1992]

Thank you for convening what I am sure will be another useful hearing on specific
proposals for health care reform.

To date I have not been enthusiastic about single payer reform plans of the kind
we will hear about today.

At a general level, it seems to me that such proposals assume too easily that
many of the most important budget and rate-setting decisions can be taken from
the national level, administered from the center, if you will, whether by some new
independent national commission or board or by a new Federal agency.

I am skeptical that this can be done efficiently and effectively from the national
level in a way that takes into account the great diversity of our health care system
and the great diversity and scope of our country. I don't believe that our experience
with the Medicare program, insofar as that might provide some indication of how
some of these proposals might work, has been particularly encouraging.

Insofar as these proposals rely on global national health care budgets and rate-
setting to achieve some specified level of spending, can we be sure that resources
will be allocated efficiently or to necessary and high quality care. To be sure, we
will be able to say with confidence that we are only going to spend X number of
dollars, but how do we know, for instance, that global budgets and rate-setting will
squeeze out of the system only the unnecessary care we hear so much about and
will not squeeze out necessary care?

The call for large new Federal resources also concerns me. Senator Kerrey's plan,
for instance, would be paid for with increases, some substantial, in at least ten dif-
ferent Federal taxes. In fairness, I am sure that in Senator Kerrey's plan other out-
lays by individuals and companies would go down and perhaps the plan con-
templates an over-all reduction in health care spending.

Nevertheless proposals for such substantial increases in Federal tax revenues
ought to be looked at carefully, it seems to me. Once virtually our entire health care
system gets linked with Federal taxes, the system is likely to become a political foot-
ball, kicked around during the budget cycle just as Medicare is now.

Mr. Chairman, I will just conclude with one other point. Somehow, there seems
to be a particularly strong temptation among advocates of single payer approaches
to fall in love with the way other countries do it-a particularly strong temptation
to tell us that we only need to look at Canada, or look at Germany, or look at
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France or the Netherlands for examples of better ways to organize a health care sys-
tem.

I'm afraid I have to remain a skeptic that much of what we hear about these
other countries will tell us very much about how we should proceed here in the unit-
ed states. In fact, I'm not even sure that some of the simple indicators that are con-
stantly thrown up at us are particularly meaningful once you take into consider-
ation demographic differences, behavioral differences between populations that have
great relevance for health care status and the problems the health care system must
solve, and the political and cultural differences that one of our witnesses will dis-
cuss today. Usually, the kinds of comparative generalizations made aren't really
based on rigorous cross-national comparisons.

That is all I have for the moment, Mr. Chairman. I look forward to the testimony.

PREPARED STATEMENT OF SENATOR CHARLES E. GRASsLEY

(July 18, 1992)

Mr. Chairman, I want to start by commending those members of this committee
and of the Senate and House who have developed health care reform plans for their
efforts to craft solutions for what we all realize is a seriously flawed system. I be-
lieve that all of these plans are serious efforts to improve health care for our citi-
zens.

Nevertheless, as I noted in the statement I submitted for the hearing record yes-
terday, I have not been enthusiastic about single player reform plans of the kind
we heard about yesterday. Neither have I been enthusiastic about play or pay ap-
proaches.

It seems to me that we would run great risks by implementingsuch reform plans.
It seems to me that they have conspicuous deficiencies which should make us cau-
tious about implementing them.

As I noted in my statement for yesterday's hearing, I think the notion that we
can administer, efficiently, fairly, and effectively, through a commission independ-
ent board, or federal agency, the reimbursement for virtually the entire health care
system, suffers from the failing the Greeks called Hubris.

Play or pay plans, some of which rely on such reimbursement features, raise the
added risk that many small businesses will not be able to afford the play or pay
requirement, and thus we may see more small business failure, downward pressure
on the wages of small business employees, or slowed creation of small businesses.
Perhaps such plans can be made to work in the environment of individual states,
and perhaps individual states should be given latitude or encouraged to try such
approaches. But I think we should be very cautious before imposing them from the
Federal level.

Obviously, we run risks by not pursuing reforms in the health care system. The
longer we delay taking steps to improve the system the larger get these risks. The
high, and rapidly increasing, costs of health care are hurting many of our citizens
and doing great harm to American businesses.

I find myself, therefore, more in sympathy with the kinds of approaches we will
hear about today which are predicated more on active consumer involvement and
consumer choice than on top down, national budgeting and rate-setting methods.

Certainly, these approaches are not without flaws. And I am sure we will hear
about those flaws today.

But it seems to me we can greatly improve our health care system, and run less
of a risk that we make a bad situation worse, which we are certainly capable of
doing, by trying approaches closer to those we will hear about today than the other
types currently under consideration.

PREPARED STATEMENT OF PAUL F. GRINER

The American College of Physicians (ACP) is pleased to have this opportunity to
present our recommendations on comprehensive health care reform. With more than

000 members practicing internal medicine, the College is the nation's largest
medical specialty society. I am Dr. Paul F. Griner, President-Elect of the College
and Chairman of the Access to Care Steering.Committee. I am General Director of
Strong Memorial Hospital in Rochester, New York.

OVERVIEW

From our perspective as a professional society of physicians whose goal is excel-
lence in medicine, we see a system failin all who are a part of it-patients, physi-
cians and other health professionals, purchasers, and insurers. Most of the problems
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have been well documented: 35 million or more Americans without health coverage,
excessive utilization of high technology existing side-by-side with substandard care,
spending that increases at astonishing rates without commensurate gain in health
status, a system that promotes acute care at the expense of preventive services and
technology-based subspecialty care at the expense of primary care. As practitioners,
we feel the fear of uninsured or underinsured patients at the prospect of severe ill-
ness, and appreciate the dilemma of those who feel themselves locked into jobs for
fear of losing their health coverage. And we confront every day the crushing bu-
reaucratization of a system that diverts time, energy, and resources away from pa-
tient care, frustrating the ability of physicians and patients together to treat illness.

As we have sought solutions, three aspects of our current system appear particu-
larly troubling. First, it promotes a dichotomy and conflict between the private and
public sides of the system. Public programs lacking a powerful constituency are un-
derfunded, and the total system suffers from enormous and unnecessary administra-
tive complexity and cost. Second, benefit packages are comprised of circumscribed
lists of covered services that reflect more the needs of the payers of health care than
those of the patients. Third, we have not implemented effective cost control strate-
gies, which are necessary both to make the system affordable and to reverse the in-
trusive regulatory burden.

America urgently needs comprehensive health care reform. ACP believes that uni-
versal access to care can be achieved only through system-wide reform in the organi-
zation and financing of health care. Our position will outline a national policy to
achieve that reform through four centra, elements.

-- Assuring access to care. First, we propose a universal insurance system that re-
lies on private and publicly sponsored insurance plans. All public programs of
health care would be consolidated, so that everyone is guaranteed insurance
coverage, funded through a combination of private premiums and public reve-
nues.

-Assuring High-Quality and Comprehensive Health Care. Second, we propose
that all medically effective services be covered when they are appropriate to a
particular patient, rather than excluding a necessary service because it is not
in a predetermined package )f benefits.

-Controlling Costs. Third, we propose a national health care budget with a mix-
ture of centralized and de-centralized mechanisms to influence the price, vol-
ume, supply, and demand for health care services.

-Promoting Innovation and Excellence. Fourth, we propose measures to enhance
the crucial institutional underpinnings that sustain excellence in medical care-
research, education, effective information management and an improved envi-
ronment for the practice of medicine.

ASSURING ACCESS TO CARE

The ACP proposes a universal insurance system with two streams of financing,
one private and one public. Everyone would have health care insurance. Covered
benefits would be the same for everyone: all medically effective and appropriate
care. Public plans that result in a second class of care for segments of the population
would cease to exist.

We envision an integrated system in which employers and government would
sponsor and financially support a range of insurance plans, which in turn would
offer alternative practice arrangements, from traditional fee-for-service to a variety
of organized delivery systems. Patients and providers would not perceive any dis-
tinction between employer-sponsored and publicly-sponsored plans, because there
would be no difference except for the source of financing. We reject proposals that
relegate the "public plan" to second-class care.

Our plan is designed to encourage employers to provide insurance by taking steps
to help ensure that coverage is more affordable and premiums more predictable. To
encourage private, employer-sponsored plans, we propose phasing out employer re-
sponsibility for retirees and employees over 60, and providing public coverage for
all patients who face catastrophic medical costs. The goal is to establish a healthy
competition between the public and private sides in which employers can choose to
provide health insurance through a public program or private insurance. However,
we seek to avoid conditions where employers opt to "pay" because of high premium
costs to "play."
Insurance Reform

Our support for an insurance-based system is grounded on our belief that it will
foster a wide range of practice arrangements of benefit to patients and providers.
We also believe in decentralized administration, under national criteria. This should
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not be interpreted as support for the way insurance companies now do business.
Substantial reform is needed. Legislation such as that sponsored by Senator Bent-
sen and others contain many of the reforms that we support, such as elimination
of exclusions for "pre-existing conditions," adjusted community rating and guaran-
teed issuance. These requirements must be in the context of comprehensive reform.
Without cost containment, for example, new requirements for the insurance indus-
try might simply increase costs for the majority of small employers and their em-
ployees.

Competition among insurance plans under the ACP approach would be based on
price and value offered to corporate and government purchasers, not on the basis
of benefit "packages," risk selection, or underpricing of provider services. Streamlin-
ing administration and other efficiencies might result in lower premiums. Providing
better value through provider selection and organization might make other plans
competitive even at a higher price.

There would be strong incentives for plans to organize delivery systems for effec-
tive and efficient management of care. Quality improvement and cost reduction
could be achieved through primary care networks, multi-location group practices,
and new organizations and financial relationships between hospitals and their medi-
cal staffs.

Underserved Populations
Even with universal insurance, there will still be underserved rural and urban

populations. We must expand the public health system and consider innovative
ways to address the geographic maldistribution of providers. Capital will be needed
to develop or upgrade facilities and equipment. More effective integration of health
services at the regional level will be required.

Meeting the needs of dispersed rural populations is especially challenging. ACP
members in rural practices are committed to their patients. to their communities,
and to providing the highest quality of care. This is clearly the kind of medicine we
want to foster within our health care system. Physicians point to inadequate reim-
bursement rates, federal regulations that do not take into account the realities of
rural practice, and the closing of small hospitals as barriers to recruiting and retain-
ing health care professionals in rural areas, In a reformed system, we must build
in incentives to bring dedicated professionals to underserved areas, and keep them
there.

ASSURING HIGH-QUALITY AND COMPIFIENSIVE HtEAILTH CARE

Benefits reform is needed now. The ACP proposes a benefits determination proc-
ess that is patient-specific and medically oriented. It provides all Americans with
care that is both effective and appropriate to their needs. We object to predeter-
mined basic benefit packages that are designed to limit risk without adequate atten-
tion to the needs of patients. Health services for both publicly- and privately-spon-
sored plans should be identical.

Benefits determination should be structured to address whether a service is effec-
tive, valued by society, appropriate for a particular class of patients or clinical cir-
cumstances, and beneficial and appropriate for the particular patient.

This process should provide reimbursement for all services patients require. Addi-
tional services such as cosmetic surgery or hospital amenities could be paid for out-
of-pocket or through supplemental insurance, neither being tax deductible expenses.
Finally, because our plan calls for all medically effective and appropriate services
to be covered, individual state legislative mandates for coverage would be elitni-
nated.

Quality Assurance and Utilization Management
A reformed system must include a restructuring of external oversight and quality

of care. An end to the crushing regulatory intrusion that dominates practice today
.vould be a major trade-off for some of the constraints that will come in a reformed
s ystem.

Time-consuming, intrusive case-by-case review has not been shown to irmiprove the
quality of care but has contributed significantly to mounting frustration and dis-
satisfaction within the profession and among patients.

Under a national health care budget, organizations that are the locus of clinical
care such as group practices or hospitals will have incentives to provide cost-effec-
tive, high quality care. Practice guidelines and profiling will help determine whether
individual treatments are appropriate and whether overall patterns of care fall
within guidelines.
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Malpractice Reform
We propose substantial reforms for liability determination, as well as strength-

ened efforts by the profession and licensing authorities to monitor physicians and
correct problems. Tort reform will set the stage for the journey back from defensive
medicine, but it will not be enough. We must rethink the entire process of liability
determination, including a role for innovative administrative processes as formu-
lated by the AMA/Specialty Society Medical Liability Project. Liability legislation in-
troduced by Senator Hatch and others contains several of the tort reforms that
would help get the system back on track: a cap on awards for non-economic dam-
ages; elimination of joint and several liability; modifications to statutes of limita-
tions; and limits on attorney contingency fees.

Des, '.e the fact that medical liability premiums for internists are among the low-
est co,,.pared to other specialties, a survey conducted by ACP revealed that our
members rank medical liability close to the top of those issues that must be ad-
dressed to achieve a better health care system. This seems to indicate the pervasive-
ness of liability in clinical decision making, resulting in additional costs to the sys-
tem and impacting the physician/patient relationship. The problem is often noted by
rural physicians who feel especially vulnerable without the back-up of other special-
ists in their communities.

CONTROLLING COSTS

Cost control mechanisms are essential elements of our reform proposals. The
United States can no longer sustain the current level of growth in health care ex-
penditures. As health care takes an increasingly large portion of the nation's re-
sources a- well as individual income, a broad consensus is developing that health
care reform must include cost control.

A National Health Care Budget. We propose a national health care budget that
sets limits on total spending and drives a series of measures to address price, supply
and demand for services.

The budget would be set at the national level, taking into account such variables
as the changing health needs of the population (including its aging), new technology,
and general inflation. A national commission would recommend the budget, which
Congress would approve. The commission, in consultation with state authorities,
would develop a budget for each state based on its population and disease burden.
Operating within state health budgets, the States may choose to establish or recog-
nize regional authorities that would further control health care spending within the
state.

Managing Price Insurer/Provider Negotiations. States would be required to estab-
lish mechanisms for the publicly and privately sponsored insurance plans to nego-
tiate with physicians, hospitals, and other health care providers. Using research-
based methods for valving services such as the RBRVS and DRGs, providers would
agree on conversion factors that would set a uniform fee schedule for each year.
Qualified managed care organizations could negotiate an overall budget that is
based on enrollment, age distribution of enrollees, and expected morbidity.

Payments to providers under the various fee schedules, multiplied by expected
utilization of all services, could not exceed the state's allocation under the national
health care budget. A state health care agency would monitor utilization patterns
by service category and study variations from predicted use. The state (or regional
agencies within the state) would have the authority to take steps to .3tay within the
state's allocation of the health care budget.

It' a state's health care expenditures exceed its budget allocation, even after cor-
rections to the conversion factor, health care spending would not come to a halt. Ex-
penditures that could not be attributed to unanticipated illnesses or other factors
would trigger reductions in the fee schedules or other remedial action for the follow-
ing year. The national budget is a device to introduce fiscal discipline and evaluate
whether expenditures reflect expectations and goals; it is not a mechanism to cut
necessary care.

A great deal of cooperation among providers will be necessary under a national
health care budget of this kind. Providers will have to create a climate of clinical
decision making in which unnecessary care is not tolerated.

Managing Supply: Regulatory Approaches. The incentives of the current system
must be changed to correct the maldistribution of health resources that include
manpower, technology, and facilities. The appropriate mix of economic and other in-
centives may be more important in determining the quality and cost of a reformed
system than whether its basic structure is employment-based, publicly financed, or
marketplace-based. The problems are well known: hospitals a short distance from
one another with duplicative high-technology services, free-standing clinics that
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skim away high revenue generating procedures, and physicians that are attracted
to specialties that are in oversupply and in areas already well or over-served.

We must change our thinking about regulation from the "micro" level of the indi-
vidual physician patient encounter to the "macro" level that deals with supply or
inputs into the system. We propose that states and communities, under federal
guidelines, establish targets for the supply of health resources, such as physicians,
hospital beds, and major technologies, and introduce controls to help avoid excessive
supply and utilization of these resources.

Of special urgency is the necessity to increase the number of primary care and
generalist physicians. The output of our training programs must change from the
current distribution of 35 percent generalists and 65 percent specialists to a balance
in the profession as a whole. To achieve this will require major changes in how the
country educates medical students and residents and how they are paid once they
enter into practice. Fees must be substantially augmented for evaluation and man-
agement services that form the core of practice for generalists, and for physicians
practicing in underserved areas. Finally the practice environment must be im-
proved for generalist physicians if the infrastructure for personal health care is to
be sustained in this country. Freedom from intrusive oversight and enormous ad-
ministrative burdens are absolutely essential.

CONCLUSION

There are important and practical details to be developed that will be included
in the final ACP proposal. We are fully committed to reform of the health care sys-
tem and hope our comments today are useful to the Committee as it moves forward
on this shared goal.

PREPA10FI) STATEMENT w GEORGE IIALVORSEN

Good morning Mr. Chairman and members of the Committee. My name is George
Halvorsen and I am President and CEO of Group Health Inc., an liMO based in
Minneapolis, Minnesota. We currently have more than 320,000 members and in ad-
dition to commercial enrollees, our members include Medicare and Medicaid eligi-
bles as well as federal employees, retirees and their dependents. To provide care we
contract with more than 1500 primary and secondary physicians, we have 55 medi-
cal centers or clinics and we contract with 21 hospitals. I have recently been asked
to serve on the Minnesota Health Care Commission. This 25 member task force is
charged with implementing the state's newly enacted Health Right plan and with
devising a cost control strategy for the sLate which reduces costs 10 percent each
year for the next 5 years.

I am here today as Chairman elect-of the Group Health Association of America,
Inc. (GHAA). GHAA is the nation's oldest and largest trade association for health
maintenance organizations (HMOs) and similar managed care systems. GHAA
member plans enroll most of the 38.6 million people nationwide who are members
of HMOs.

This Congress has before it a daunting challenge--to make changes in a health
care system to assure that the tens of millions of people in this country who lack
health coverage or those who lack adequate coverage, get access to needed services.
If this weren't enough, the reforms you endorse must also provide that coverage is
affordable, both to the employee and the purchaser, be it a private employer or the
government. You must also assure quality of care. Finally, you must make changes
which restructure incentives and aid in cost containment. According to a recent arti-
cle in the Journal of American Medical Association, health care spending is doubling
every five years and could reach $1.4 trillion in 1996.

I am here today to talk briefly about the advantages of HMOs and managed care.
The single most important point I wish to make today is that HIMOs and other simi-
lar managed care programs must be recognized in any national health care reform
proposal. Programs limited to cost reimbursement alone, whether a Canadian model
or any other, eliminate the incentives we give to consumers, providers and pur-
chasers. The rational, balanced incentives found in the HMO delivery system should
be a model. It would be a shame if this country did not learn a lesson from other
countries that have created health care systems that have no role for HMOs or lack
sufficient incentives for their continued existence. In fact, many of these countries
are now coming to GHAA and to our member HMOs asking how they can restruc-
ture their systems so that HMOs can develop and have effective participation.

HMOs have enjoyed the bipartisan support of Congress and the past five Adminis-
trations. They are currently featured in managed care provisions of pending health
care reform legislation sponsored by Democrats and Republicans alike. And in fact,
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some of these health care reform proposals attempt to create incentives for HMOs
and managed care systems. Senator Chafee's bill is an excellent example; it encour-
ages employers to use HMOs and managed care by providing a tax credit. And legis-
lation introduced by Senators Bentsen, Rockefeller, Mitche'l and Riegle also seek to
remove a serious barrier to managed care growth through federal pre-emption of
state anti-managed care legislation. GHAA supports using the tax system to encour-
age the purchase of cost effective health coverage. We also support the goal of mak-
ing consumers aware and responsible on issues of cost. A tax based approach alone
however, doez. not address the issue of the uninsured.

Simply, we offer many advantages to members and their employers. liMOs have
a well established track record in providing affordable, quality, cost effective and
comprehensive health services. This is demonstrated by the growth in enrollment
in HMOs. In the past year, national enrollment grew by 2 million people. In many
states, HMO enrollment is significant. In California and Massachusetts, one in
every three people are enrolled in an HMO. Minnesota, Oregon, Arizona, Hawaii,
Wisconsin, Maryland, Colorado and Connecticut, all have more than I in every five
people who are members of an HMO. HMOs also enroll more than 2 million Medi-
care beneficiaries, 1 million Medicaid eligibles and 27 percent of the 9 million fed-
eral employees, retirees and their dependents who participate in the Federal Em-
ployees Health Benefits Program.

We are able to provide affordable aind comprehensive health care because of the
way incentives are structured. Through the integration of financing.and delivery of
health care to an enrolled population, HMOs avoid the perverse incentives of the
traditional fee for service system which -rewards more care with more money when
more care is not necessarily better care. For example, in the fee for service sector,
the more tests performed, the higher the income of the provider.

Access to care, emphasis on prevention and early intervention and the coordina-
tion of health care services in the HMO are not only cost effective, all lend them-
selves to a quality of care that is enhanced. Many studies back this up, showing
quality of care in IMOs that is equal or superior to that found in the fee for service
sector. And in fact, the only health providers who have their quality of care re-
viewed for ambulatory care are liMOs with Medicare risk contracts.

lIMOs have incentives in place to provide care to the patient in the most appro-
priate and cost effective manner-often providing care in an ambulatory setting.
HMOs are well known for their lower utilization of inpatient days-established
liMOs provided 316 days per 1,000 enrollees under 65 versus a national average
of 499 days per thousand in 1989. liMOs also have a lower rate of discretionary
surgery than the fee for service sector, but an equivalent rate on non-discretionary
surgery, according to a recent RAND study.

Our ability to be cost effective means that a comprehensive benefit package can
be offered and allows minimal or nominal cost sharing. It is not enough to offer ben-
efits, they must be affordable.

Much attention has focused on the cost effectiveness of HMOs, particularly com-
pared to the premium increases in the indemnity market. HMO premiums have gen-
erally increased at a much slower rate than indemnity insurance. For 1991, accord-
ing to a Foster Higgins study, employers paid 14.7 percent per employee per year
less for HMO coverage than or traditional health insurance. Unfortuiately, a direct
comparison of HMO premiums with insurance premiums does not tell the whole
story. In the last several years, the personal cost to the individual or family with
indemnity coverage through increasingly high deductibles and coinsurance, has in-
creased their barriers to care.

At the same time, HMO copayments have remained low, encouraging access and
appropriate use of health care services. HMOs focus on preventive and primary
care. Nominal amounts are charged for a primary care visit-the average office visit
in 1991 cost $5. Most HMOs provide a prescription drug benefit, usually with a $3-
5 copayment per prescription. For many preventive services, including well-baby
care and immunizations, HMOs require no copayment.

Administrative costs have also received much attention. Well-run health care sys-
tems must perform certain basic administrative functions-they must collect reve-
nuea/premiums, pay health care providers, and manage utilization. With most
health insurance-indemnity insurance and government-financed coverage such as
traditional Medicare, an individual purchases insurance from one company and gets
health care services elsewhere. Because HMOs combine the two in one company, it
is misleading to compare HMO administrative costs directly with those of programs
that do not directly provide and finance health care.

GHAA data show that HMOs devoted 9.4 percent of their total 1989 expenditures
to non-medical administrative costs. However, larger HMOs such as Kaiser Founda-
tion Health Plan, which spent just 2.5 percent on administrative costs in 1990, and
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Group Health Cooperative of Puget Sound, which spent 5.1 percent the same year,
have reduced the amount spent on administrative costs.

HIMOs have a number of natural advantages that explain these lower administra-
tive numbers: tIMO administrative systems are more streamlined; proper utilization
management is part of HMO design-not an add-on; and IMO cost sharing is sim-
pler to administer.

In summary, HMOs provide comprehensive, cost effective, quality health care.
Their advantages impact both the member or patient and the purchaser. It is crucial
as you consider the many different approaches to restructuring the health care sec-
tor to provide care to the uninsured and get control of escalating costs, that you con-
sider the impact on lIMOs and create an appropriate role, in fact encourage, man-
aged care.

PREPARED) STATMENT OF SENATOR HATCH

IJune 9, 1992]

Mr. Chairman, I commend you for your leadership in scheduling these much need-
ed hearings so that we can move this debate toward some constructive end during
this session. This is a balanced and learned panel you have brought together today,
and I look forward to hearing their insights.

The prevalence of today's employer provided health care coverage is largely the
result of several factors: wage andprice controls during World War II that led to
the use of health care benefits as part of non-cash for wage replacement; following
the war, pressure from labor unions to include health care benefits as a bargainable
issue; and federal tax incentives such as the "employee exclusion" and "business ex-
pense deduction." The result is that nearly 139 million Americans have employer-
based health insurance coverage today. That's the good news.

However, the bad news is that the cost of health care rising at three times the
rate of inflation has taken its toll. We know that the number of medium and large-
sized firms that cover the full cost of health insurance for workers and their depend-
ents is droppitig. Employers cannot afford continual premium increases and have
been cutting back on the benefit plans they offer. Workers with insurance are bear-
inga larger burden in terms of cost-sharing and higher deductibles.
we have heard testimony in this Committee before that many small businesses

would like to offer health insurance to their employees, but are prohibited by the
cost. Almost 90 percent of all firms that have fewer than 20 employees are operating
on vry small profit margins. For example, a study done by Catherine McLaughlin
of the University of Michigan found that about one-quarter of the small businesses
surveyed that did not offer health insurance were grossing less than $30,000 per
employee. After subtracting salary and overhead costs, this would not appear to be
an amount that could sustain the cost of providing health insurance.

I know that the Employee Benefit Research Institute has estimated that in 1988
nearly 50 percent of uninsured workers were either employed or self-employed in
firms with fewer than 25 employees. So we have in the end a difficult and complex
problem of how to extend coverage to this group of workers in a manner that is r f-
ordable for the workers and for small businesses.

I look forward to hearing from our panelists.

PREI'AREI) STATEMENT OF ORRIN G. HATCH

[June 17, 19921

Mr. Chairman, I commend you for your leadership in convening this series of
hearings on health care reform.

Last week, the Finance Committee examined the employment-based approach to
insurance that builds on the existing health care system in America. But, today we
will focus on a very different approach that would "wipe the slate clean" and put
inplace a very different system of health care delivery.

Our nation is facing a crisis in health care. Our nation looks to Congress for lead-
ership-leadership that can ensure quality health care to the millions of Americans
who now go without the basic health care enjoyed by the majority of our citizens.

I believe, however, that the health care system we develop in America rist be
based on what is beat in our present system and what our citizens tell us are the
essentials of any system, including the freedom of choice.

I believe we should avoid what call tee "grass-is-greener-on-the-other-side-of-the
fence" attitude. Proponents of single-payer systems seem to push us toward a radi-
cal transformation of our existing health care system.
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Clearly, major changes are needed, but can single-payer systems preserve what
is beat and uniquely American? Are highly regulated single-payer systems compat-
ible with our American culture and values? Will they work with our mix of health
care providers and medical education training system?

I am troubled by the complex decisions about medical resource allocations being
made, directly or indirectly, by the Federal Government, far removed from the levels
where services are actually provided. I do not understand why this would be pref-
erable to individual doctor-patient decision making.

While we can learn from the successes and mistakes of our international col-
leagues, I am skeptical about whether we can simply superimpose a foreign health
care model on American citizens. Our economy is different, our political institutions
are different, our demographics are different, our culture and values are different,
and our needs are different.

Smoking costs our nation $52 billion annually, with drug abuse following close be-
hind at $44 billion. Over 65,000 Americans are admitted to hospitals annually for
gunshot wounds. Gunshots and other assault injuries cost Americans $4.4 billion
each year. Over one million American women seek medical care every year for inju-
ries caused by domestic beatings. The total annual cost of sexually transmitted dis-
eases in our country, excluding AIDS, is over $3.5 billion. The cost of AIDS in the
United states is projected to be between $5 and $13 billion in 1992. These indicators
of our culture and needs are far different, I believe, from the culture and needs of
our neighbors to the North.

Mr. Chairman, I have come this morning to learn and to listen to the testimony
of these distinguished panelists. I look forward to this hearing. Thank you.

PREI'ARED STATEMENT OF SENATOR OWIIN G. I ATC1!

June 18, 19921

Mr. Chairman, this is an important hearing. I look forward to exploring ways that
our current federal or state tax laws might be modified to help more individuals and
their families obtain health insurance coverage. About one in ten Utahns are unin-
sured-and we are all familiar with the numbers nationwide.

While I must state my strong preference for market based reform solutions
front, I am also interested in learning how such solutions can expand access to aI
Americans, control costs, and maintain quality.

The current tax treatment of employer-paid health insurance premiums has aided
the expansion of employer-based health care; but, unfortunately, it has also contrib-
uted to health care inflation. Individuals shielded from the true costs of health care
by these subsidies have less incentive for cost containment.

We heard testimony last month in this committee that one way to control health
care costs would be to replace the current open-ended tax subsidy to employer-pro-
vided group insurance with refundable tax credits. I am interested in learning more
about this approach from our panelists today. I know that the Heritage Foundation
has such a proposal, and I look forward to hearing from them.

PREPARED STATEMENT OF DAVID U. IIIMMEI.STEIN

Mr. Chairman, Members of the Committee, thank you for the opportunity to tes-
tify here today. My name is David U. Himmelstein. I am a physician in the practice
of internal medicine in Cambridge, Massachusetts, and Associate Professor of Medi-
cine and Director of the Center for National Health Program Studies at Harvard
Medical School and the Cambridge Hospital. I also represent here today Physicians
for a National Ilealth Program, an organization of nearly 5,000 physicians through-
out the nation which advocates a universal, comprehensive, publicly administered,
single payer national health program.

I am pleased to be able to enthusiastically endorse the health care reform legisla-
tion recently proposed by Senator Wellstone. This legislation is the only fully satis-
factory health care reform proposal offered in the Senate in the past two decades.
Unfortunately, the alternative proposals to Senator Wellstone's all would make dele-
terious concessions to insurance companies and other powerful special interest
groups. Such concessions would undermine the effectiveness of health care reform,
leading to unnecessary cost increases, and compromises in the quality of care.

While I will not review the full litany of problems afflicting our health care sys-
tem and the debate over reform, let me point out a few disturbing trends that have
received ,-elatively little attention. First, for the past d,&,ade there has been a steady
decline in the number of Americans covered by p. ,,ate insurance. Ten million fewer
people have private health insurance today than in 1982. At the same time, the

60-871 0 - 93 - 11
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total premiums collected by private insurance companies have gone up more rapidly
than ever. These trends are illustrated in Chart 1. As a result, even record expan-
sions of public programs, such as the one-time Medicaid expansion that took effect

', during 1990, have failed to keep pace with the rising number of the uninsured.
Second, even those with coverage often have grossly inadequate policies. For in-

stance, five million young women have insurance policies that exclude maternity
care. Despite Medicare, seniors now pay more than 18 percent of their total income
for health care costs, a 50 percent increase over the past decade. Among insured
Americans under the age of 65, 12 percent of those with a serious or chronic illness
experience major financial problems due to illness during any given year, and 15
percent are unable to afford dngs, physical therapy or other needed care. [fence,
reform must address the problems of those who currently have coverage, as well as
the uninsured.

Third, we cur . ntly spend vast sums on health care that actually worsens health.
For instance, ac. rding to a Rand Corporation study, 14 percent of coronary artery
bypass surgery is clearly unnecessary; it does patients more harm than good. In-
deed, the Rand researchers found six patients who had normal preoperative coro-
nary angiograms, i.e., no disease in their coronary arteries, but underwent surgery
nonetheless. The record for many other types of operations is even worse. In addi-
tion, our duplicative investments in technology sometimes actually worsen the qual-
ity of care. For instance, the American College of Surgeons has suggested guidelines
for the minimum volume of complex procedures that a hospital should perform an-
nually in order to develop and maintain competence. Yet, more that a third of Cali-
fornia hospitals that perform open heart surgery have dangerously low volumes that
raise both death rates and costs. Similar patterns of duplicative facilities leading to
lower levels of competence and worse patient outcomes are evident for transplants
and other complex and expensive procedures.

Fourth, a campaign largely funded by insurance firms and pharmaceutical manu-
facturers (using money collected from patients as part of their health cai-e costs) has
misportrayed Canada s experience. Canada's system has indeed controlled h,'alth
spending (Chart 2). Moreover, as compared to Americans, Canadians receive more
physician services, more hospital care, and even more of many high technology pro-
cedures such as transplants (Chart 3). All of this while spending almost $1,000 less
per capita on health care. In comparing our care and Canada's, we should keep this
enormous cost differential in mind. A Canadian-style system in the U.S. would be
Canada deluxe; with no need for any waiting lists or shortages of any kind for the
foreseeable future. For any given level of health spending, the Canadian approach
yields much more care and much less paper.

Fifth, while we are denying needed care to millions of Americans, we have a sur-
plus of medical facilities, equipment, and personnel. Indeed, much health policy over
the past two decades has focused on the oxymoronic task of rationing this surplus.
The result has been the development of a huge health care bureaucracy whose prin-
cipal concern is keeping sick patients away from empty hospital beds and idle doc-
tor's offices.

My own research, along with my colleague Dr. Steffie Woolhandler, was the first
to document the growing toll that such bureaucracy extracts from American medi-
cine. Over the past two decades, the number of health care administrators has
grown four times as rapidly as the number of physicians or other health personnel
(Chart 4). Insurance company overhead now consumes nearly 1 percent of the Gross
National Product in our nation (Chart 5). Moreover, the insurance industry inflicts
enormous paperwork burdens on hospitals and physicians (Charts 6 and 7). In the
twelve months between March, 1990 and March, 1991, American hospitals added
98,000 additional managerial and clerical personnel. Meanwhile, the number of
nurses declined by 61,000, the number of physicians employed in hospitals de-
creased by 9,000, and other clinical professionals decreased by 20,000 (Chart 8). The
General Accounting Office has estimated that a Canadian-style national health pro-
gram could eradicate much of this administrative waste, saving enough on paper-
work reduction to cover all of the uninsured and improve coverage for the
underinsured without any increase in total health spending. We think the GAO esti-
mate is conservative.

Senator Wellstone's proposed legislation would realize these massive administra-
tive savings, and use them to provide much needed care. This legislation would also
freatly strengthen health planning, allowing the elimination of much of the waste-

! duplication of technology that currently drives costs up and quality down. More-
over, it would provide an effective framework for hard bargaining with the drug and
equipment industries which currently sell their products at inflated prices in the
United States. Indeed, drug prices are, on average, 38 percent lower in Canada than
in the U.S. (Chart 9), even though most drugs in Canada are purchased from U.S.
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pharmaceutical firms. The chart also shows that the multiple payer health care sys-
tems of Holland and Germany have drug prices as high as in the U.S., because such
systems lack the leverage to negotiate prices with drug firms.

No alternative to a single payer system can capture all, or even most of the ad-
ministrative savings of the single payer approach. Pay or play proposals would fail
to pare the wasteful insurance company overhead costs, and might even increase
them. For example, half of the state revenues to subsidize premiums of workers col-
lecting unemployment under Massachusetts' pay or play law have been eaten up by
John Hancock's overhead costs. Even implementing the so called "smart card" to
standardize health care billing and paying would achieve only very modest savings
on health administration, at most one-seventh of the savings achievable under a sin-
gle-payer system. Hospitals would still have to maintain elaborate internal account-
ing apparatufoes to attribute costs and charges to individual patients. Moreover, the
smart card approach would do nothing to lessen the burden of utilization review
that currently accounts for a significant proportion of physician and hospital admin-
istrative expense. In contrast, the single payer approach abolishes the need for such
case-by-case utilization review and other micromanagement of clinical practice, be-
cause a single payer system controls costs and utilization through the enforcement
of overall globalbudgetary limits.

Managed care approaches similarly offer little hope of reducing health care bu-
reaucratic costs. HMO's are as administratively costly as indemnity insurers (Chart
10). As shown in Chart 11, a single managed care program in New Jersey that cov-
ers 110,000 persons employs 18 full-time nurse reviewers, 5 physicians, 8 provider
recruiters, 15 sales representatives, 27 service representatives, and 100 clerks.
These personnel contribute nothing to clinical care, besides the harassment of pa-
tients and providers.

Unfortunately, neither Senator Kerrey's bill, nor the legislation offered by Sen-
ators Daschle and Wofford would create a true single payer system with the advan-
tages that I have outlined. Senator Kerrey would have the government collect all
health care dollars, an important advance over the current system. But he would
then disburse those dollars through a limited number of private insurers in each
state. Since even the most efficient private insurer has overhead costs four to five
times higher than those in Canada's national health program, this structure assures
the waste of more than $10 billion each year which could be devoted to providing
needed care under a true national health program. Moreover, the Kerrey plan would
likely force most Americans into large managed care organizations which severely
restrict patients' freedom to choose their provider. In contrast, Senator Wellstone's
bill would assure a completely free choice of doctor and hospital to every American.
The Kerrey bill would also make the payment of hospital global budgets unneces-
sarily complex, adding yet mc.rc administrative costs.

Senator Daschle andWofford's bill, like Senator Kerrey's, would allow a promi-
nent place for for-profit managed care organizations, which are really just insurance
companies in a different guise. Moreover, Senator Daschle and Wofford's legislation
would allow private insurance coverage duplicating the public program. Failure to
ban competing private insurance would require the perpetuation of the costly bu-
reaucracies that administer and deal with such programs, ,hi would continually en-
danger the adequacy of funding for the public program. Private insurance would
only be attractive if the public coverage were inadequate, assuring massive insur-
ance industry lobbying to undermine the public program. Allowing wealthy Ameri-
cans to buy out of the public system would erode the support of our most powerful
citizens for adequate public funding of the national health program.

In summary. every compromise to the single payer approachbrings with it either
added costs or decreased care. As shown in Chart 12, multiple payer systems such
as those in Germany and the Netherlands are, without exception, far more adminis-
tratively costly and complex than single payer systems. As a result, multiple payer
systems can only achieve cost containment through mechanisms such as limiting the
number of non-physician health personnel (Chart 13), andpaying these few person-
nel extremely poor wages (Chart 14). Thus, adopting the German style of cost con-
tainment Cor the U.S. would imply laying off several million clinical personnel now
employed in hospitals (while maintaining most of the administrative jobs), and cut-
ting the wages if the remaining health work force by more than 30 percent.

I want to close with some happy news. A single-payer national health program
enjoys extraordinarily broad support among the American people. While the power-
fu! insurance lobby vigorously opposes such reform, two-thirds of the American peo-
ple consistently support it. Indeed, surveys of Americans and Canadians have found
remarkably similar attitudes towards health care in the two nations (Chart 13). Ca-
nadians overwhelmingly support their current national health program, and Ameri-
cans clearly want a similar reform. Unfortunately, our politicians have been far less

-- 4-
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responsive to the desires of the American people than Canada's political establish-
ment has proven to be.

For seventy years we have pursued patchwork reforms of health care in this na-
tion, rejecting national health insurance. During that period every other developed
nation has enacted pr grams ass urn universal coverage, and effectively containing
costs. Several of these efforts n oer nations, especially the Canadian experience,
offer useful guides to a successful program. Let us at last implement a single payer
national health program that can harness the extraordinary resources for health
care available in our nation to provide the highest quality care for all Americans
at a cost that we can afford.

CHART 1 - NUMBER OF PEOPLE WITH PRIVATE INSURANCE
AND TOTAL INSURANCE PREMIUMS, 1960-1990
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CHART 2 - HEALTH COSTS AS % OF GNP:
U.S. & CANADA, 1960-1991
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CHART 3 - TRANSPLANTS, U.S. AND CANADA, 1988
TRANSPLANTS PER 100,000 POPULATION

HEART &OR KIDNEY UVER BONE
LUNG MARROW

(1988-40)

IJu.S. ECANADA
SOURCE: OECfl 1I" A ANN INT MED 11Sr2;il:$0?



320

CHART 4 - GROWTH OF PHYSICIANS & ADMINISTRATORS
1970-1989 (1970-1)
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CHART 5 - INSURANCE OVERHEAD AS A % OF GNP
U.S. v. CANADA, 19651991
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CHART 6 - HOSPITAL BILLING & ADMINISTRATION
UNITED STATES & CANADA, 1987
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CHART 7 - PHYSICIANS' BILLING & OFFICE EXPENSES
UNITED STATES & CANADA, 1987
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CHART 8 - SHRINKING CLINICAL WORKFORCE?
CHANGE IN HOSPITAL EMPLOYMENT, 1990-1991
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CHART 9 - PRESCRIPTION DRUG PRICES
IN FIVE COUNTRIES
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CHART 10 - HMO EFFICIENCY?
INSURANCE OVERHEAD: HMO&, PRIVATE INSURERS & CANADA'S NHP
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CHART 11 - MANAGED CARE BUREAUCRACY?
EMPLOYEES OF PRUDENTIAL MANAGED CARE IN NJ
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CHART 12 - INSURANCE OVERHEAD, 1990:
U.S., GERMANY, NETHERLANDS & CANADA
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CHART 13 - NUMBER OF HOSPITAL WORKERS PER BED
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PREPARED STATEMENT OF SENATOR DANIEL K. INOUYE

I wish to thank this Committee for requesting my views on universal health care
coverage through single-payer health insurance programs. We are all keenly aware
that the health care crisis is threatening our entire Nation, and we must all work
together toward the goal of assuring that every American has access to the quality
care that is available in the United tates.

On June 9, I introduced S. 2817, the National Health Care Act of 1992. This com-
prehensive proposal was developed by the National Association of Social Workers
oind significantly changes the way our Nation finances and delivers health care.
Like other single-payer national health care proposals, this bill would replace the
patchwork of multiple public and private insurance plans with one publicly-financed
health insurance plan that is administered by the federal and state governments.
The plan would cover expanded comprehensive care--much more than is currently
available in the typical insurance package. Every American would receive the same
level of comprehensive benefits through the use of a uniform, single system that al-
lows for equitable, cost-effective care to all.

What Ibelieve makes this plan unique is that it goes beyond recommendations
for a new payment and administrative system to issues of health police and delivery
system improvement that must surely be addressed as well if our goal is to provide
appropriate, quality care for all. Accordingly, the bill includes such service delivery
improvements as: a focus on prevention and health promotion services, including
health education in the schools, workplace, and other community settings; the use
of care coordination services to ensure efficient use of available health and mental
health resources; expansion of community-based health and mental health services;
and establishment of state screening and cue coordination systems for the delivery
of long-term care. Additionally, the plan provides for research and demonstration
grants to develop alternative models of health care delivery for special populations;
to study the impact of psychosocial well-being on illness and disease; to develop ap-
proaches in encouraging healthy lifestyles; to study effective intervention models for
the mentally impaired; and to examine the impact of cue coordination on treatment
effectiveness and efficiency. Federal grants would also be available for innovative
state-wide or local prevention, health promotion and health awareness programs.

S. 2817 treats mental health care and substance abuse treatment in the same
fashion as care that would be provided for a physical ailment. No arbitrary limits
on care are imposed, nor are added copayments or deductibles attached to mental
health services to decrease the utilization of needed care. The plan recognizes that
mental health and substance abuse service needs, like those for physical health cue,
can be considered in a framework that includes preventive care, primary cue, and
long-term care. Care coordination and an emphasis on the use of home and commu-
nity-based treatment are viewed as the primary means of managing chronic and/
or costly care in mental health and substance abuse, just as they may be used in
managing chronic and long-term health cue.

I believe there are many compelling reasons why this Committee should consider
the use of a single-payer national health care system as the means to extend quality
care to all Americans. By definition, a single-payer system offers the greatest oppor-
tunity to save money through eliminating inefficiencies in our current systems of
care and to control the growth of health care spending through the use of national
and state spending caps, as well as through the use of a planned system of health
care resource distribution. Because the system provides the opportunity to use re-
sources so efficiently, comprehensive health, mental health, and long-term care cov-
erage can be extended to everyone in the United States. The single-payer system
also offers improved quality of care by providing access to those Americans who are
now uninsured, underinsured, or living in areas with limited health care services
to select the highest quality providers of their choice. I also believe that a single-
payer system provides unparalleled opportunity for the formation of critical national
health care policy and the design of innovative delivery systems that is offered
through no other health care reform package.

While Hawaii does not have a single-payer health care plan, the state benefits
from many of the advantages that can be achieved through a single-payer system
because insurance coverage in Hawaii is primarily provided by two insurers, leading
to a more efficient and simplified way of administering health insurance, as well re-
sulting in a broader pool through which the health care risks of our population may
be shared.

As you may know Hawaii is often referred to as "The Health State." In Hawaii,
we believe that good health is a right of all people and a responsibility that must
be shared by all people. Our state has worked very hard to make that right a reality
for al of our residents, In fact, 98 percent of our residents are now covered by our
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state's health insurance programs, which include our Prepaid Health Care Act that
requires employers to provide health insurance to qualified employees, Medicaid,
and the State Health Insurance Program (SHIP). SHIP was created to extend cov-
erage to those individuals who were not covered through Medicare, Medicaid, or em-
ployel3' health plans and could not afford to purchase premiums on their own. In
addition, our state has made a real investment in promoting public health, has
made significant progress in implementing a long-term care plan for our elders and
disabled, and has devoted concerted effort to the provision of preventive and pri-
mary care services to maintain a healthy population.

Hawaii has a very proud history of working for universal health care coverage for
its residents. Our Prepaid Health Care Act was passed by the state legislature in
1974, and the state has worked very hard throughout the past 17 years to use exist-
ing systems and develop new systems of care to cover the various segments of our
population. Hawaii's experience has been exemplary. But, quite frankly, I am not
certain that the condition of our nation's health care crisis will allow other states
the necessary time to replicate our system of care for their own unique populations.
Additionally, I would assert that all states disparately need assistance now to con-
trol health care costs.

I believe that a single-payer national health care system offers the greatest oppor-
tunity for meeting health care consumers' needs-needs that have been too often
overlooked in our national debate on health care reform. We look at health care pro-
viders' needs through a reform system; we look at the business community's needs-
particularly businesses that employ a small number of employees; and we consider
the role of the private health insurance system in a universal program; but, we don't
often factor in the kinds of initiatives that will lead to the attainment and mainte-
nance of good health. "Access" is a word that we use often. Unfortunately, however,
we usually mean access to health insurance coverage, and not necessarily access to
appropriate care.

I believe that if we were to focus on health care consumers' needs, our debate on
health care reform might shift in a different direction. We might begin to focus on
the creation of a health care system that:

" provides the same level of quality care to all, regardless of income, employment
status, age, preexisting condition, geographic area, or current level of insurance
coverage;

" is easy to understand and to use, eliminating the current confusion over
copayments, deductibles, maximum benefit levels, and claims denials;

" allows consumers the freedom to select their own health care practitioners and
not be restricted in choice to only those health care professionals who partici-
pate in a given provider network;

" provides security to the millions of American families who feel vulnerable be-
cause they are uninsured, underinsured, or have simply lost confidence in the
ability of their insurance coverage to provide for their future health care needs;
and

" is supported through progressive financing and administered efficiently so that
the United States can afford it--both now and in the future.

The National Health Care Act of 1992 takes the health care consumer's needs inlo
account and develops a system that focuses on the provision of quality, appropriate
care for all.

Again, I wish to thank this Committee for requesting my views on universal cov-
erage through public health insurance programs. A summary of the bill is attached.

SUMMARY OF THE NATIONAL HEALTH CARE ACT OF 1992 (S. 2817)

The National Health Care Act of 1992 fundamentally restructures the current
health care system. This bill would offer full coverage for high quality, cost-efficient,
and equitably-financed health and mental health care to all Americans. The na-
tional health plan proposes a federally-administered, single-payer system with state
responsibility to ensure delivery of health services, payment to all providers, and
planning in accordance with federal guidelines. The plan provides coverage of com-
prehensive benefits, including long-term care. Enrollees have the freedom to choose
among a full range of public and private providers, including alternative delivery
plans.

The national health care plan is financed primarily through a progressive federal
dedicated tax on personal income and employer-paid payroll and corporate i.,come
taxes. States are expected to pay their fair share through a formula-based contribu-
tion.
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While it's anticipated that the plan's costs may initially come close to the current
level of health care expenditures, the unique delivery system improvements and the
cost containment features built into the proposal are expected to decrease health
care expenditures over time. The national health plan expands coverage to the 37
million uninsured, as well as the millions who are underinsured, and eliminates the
inequities in paying for health care that characterize our current system.

COVERAGEENROLLMENT: All persons residing in the United States are cov-
ered through the national health plan. Each person has the freedom to choose from
among any of the participating public and private providers, facilities or care deliv-
ery options. Individuals willenroll in the national health plan in the state in which

F reside.
overage through employers or other privately purchased health insurance is dis-

continued, although private insurance plans may provide coverage for services not
covered under the national health plan.

BENEFITS

* Care coordination services.
" Primary prevention and health promotion services, including comprehensive

well-child care for everyone 0-21; perinatal and infant health care; routine, age-
appropriate, clinical health maintenance examinations for everyone over 21;
family planning services; and school-based primary prevention programs.

* Outpatient primary care services.
" Mental health services.
" Substance abuse treatment and rehabilitation programs.
" Inpatient and outpatient hospital services, including emergency and trauma

services.
" Inpatient and outpatient professional services.
" Laboratory and radiology services.
" Long-term care, including home id community-based services.
* Hospice care.
" Prescription drugs, medical supplies, and durable medical equipment.
" Dental care.
" Hearing and speech services.
" Vision care.

EXCLUSIONS: Health services excluded from coverage include cosmetic surgery,
except medically necessary reconstructive surgery; and certain amenities in inpa-
tient facilities, such as private rooms, unless medically necessary.

COST-SHARING: There are no copayments or deductibles for health care services.
However, residents of nursing homes and other residential facilities are required to
pay a modest room and board fee. These fees may be waived for those below the
poverty line.

IMPROVED SERVICE DELIVERY PROVISIONS: The National Health Care Act
provides unique and improved prevention and health promotion services; promotes
comprehensive, coordinated, and continuous care that addresses the total health
needs of every person through the use of primary care providers, care coordination
services, and the promotion of comprehensive, integrated health delivery plans; pro-
vides access to health services to underserved populations; promotes the expansion
of community-based health and mental health services; and establishes state screen-
ing and care coordination systems for the delivery of long-term care.

ADMINISTRATION: A new independent federal agency is established to admin-
ister the national health care plan. The new agency will receive policy direction
from an appointed national health care board representing health experts and con-
sumers. All responsibilities of the Health Care Financing Administration are trans-
ferred to the new agency. Medicare, Medicaid, CHAMPUS, the Federal Employee
Health Benefits Program, and the Department of Veterans Affairs' health programs
are folded into the national health care plan.

The agency provides the states with an annual global budget for all covered
health care expenditures. The global budget for each state is based on a formula
that considers size of population, age distribution, the cost of delivering care, socio-
economic factors, and a number of key health status indicators. State global budgets
will include all state health block grant funds.

The states, in accordance with federal guidelines, will ensure the implementation
of all state health services, determine the distribution of health care funding, de-
velop and administer a mechanism to pay and reimburse health care providers,
work with localities in undertaking health planning and coordination with appro-
priate social and human services, implement a quality assurance program, admin-
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ister a consumer advocacy and information program, and license and regulate all
health care providers and facilities.

PAYMENT TO PROVIDERS: Hospitals will receive a prospective global budget,
to be developed through annual negotiations with the designated state agency. Glob-
al budgets will only be used for operating expenses. Separate funds for capital ,x-
pansion and purchase of expensive highly-specialized equipment will be subject to
approval by the state. Other health care facilities will be paid either on the basis
of a prospective global budget or capitation as determined by the state.

Autonomous health care practitioners and group practices will be reimbursed on
the basis of fee-for-service, although group practices may choose capitation. The re-
imbursement rate will be based on a negotiated national fee schedule, adjusted for
regional variations.

QUALITY ASSURANCE AND CONSUMER PROTECTION: The agency will es-
tabl ish a National Council on Quality Assurance and Consumer Protection that is
responsible for determining guidelines and overseeing the quality assurance system.
Quality assurance standards and certification and licensing criteria will be estab-
lished for all health care providers.

Peer Review Organizations (PROs) as provided for in Title XI of the Social Secu-
rity Act will be extended to cover all types of health care providers and services.
The PROs will be responsible for utilize review and quality control. The composition
of PROs must be multidisciplinary to reflect the types of services reviewed. Each
PRO is required to have a Consumer Board to oversee the PROs, make rec-
ommendations on PRO contracts and carry out educational programs.

The federal agency will develop a national health care data base to study quality,
effectiveness, utilization and cost of care with respect to all types of health and men-
tal health services.

Federal and state consumer advocacy programs will be established to administer
ombudsman programs, hotlines for complaints, consumer information and education
programs. In addition, the national health plan contains a consumer bill of rights.

PLANNING: The national health plan requires state and local planning. At each
level, the health planning function will include collecting and evaluating data to de-
termine the supply of and demand for health resources, the distribution of such re-
sources, and the health needs of the population in a given jurisdiction. Goals ad pri-
orities will be formulated to serve as guides to the development of health policy ad
programs at each level of government.

FINANCING: The national health care plan is financed primarily from a federal
dedicated tax on personal income and employer-paid payroll and corporate income
taxes. Additional sources of revenue include a state contribution based on a formula
that ensures that each state pays its fair share, and an increase in the cigarette
and alcohol tax.

All revenues are placed in a National Health Care Trust Fund. All current federal
appropriation for health programs are folded into the national health program and
transferred to the Trust Fund.

RESEARCH AND DEMONSTRATION GRANTS: The plan provides funds jor re-
search efforts to: develop alternative models of health delivery for special popu-
lations; study the impact of psychosocial well-being on illness and disease; develop
approaches to encouraging healthy life-styles; study effective intervention models for
the mentally impaired; and to examine the impact of care coordination on treatment
effectiveness ad efficiency.

Funds would be available to continue to develop quality indicators for measuring
treatment effectiveness in all types of health care settings, and to develop practice
guidelines for physicians and other health care practitioners. Research will also be
directed at reducing the number of unnecessary medical and diagnostic procedures.

Additionally, special federal grants would be available for innovative state-wide
or local prevention and health promotion programs.

MEDICAL MALPRACTICE REFORMS: A special commission would be estab-
lished to develop i ecommendations for medical malpractice reform. The goals of
such reforms are to reduce the costs associated with malpractice insurance, reduce
the basis for malpractice claims, target physicians and other health care providers
who are incompetent, and develop mechanisms thqt will protect consumers who are
victims of malpractice.

PREPARED STATEMENT OF SENATOR NANCY LANDON KASSEBAUM

Mr. Chairman and members of the committee, I appreciate the opportunity this
morning to address the issue of health care reform and, in particular, the BasiCare
Health Access and Cost Control Act, legislation I introduced earlier this year.



328

At the outset, let me stress that my BasiCare legislation is not a single-payer pro-
posal, unlike the other bills to be considered at today's hearing. In fact, were it not
that I will be accompanying Russian President Boris Yeltsin on his visit to Kansas
tomorrow, I would be appearing at tomorrow's hearing father than today's. I thank
the chairman for graciously allowing me to reschedule.

Mr. Chairman, I do not wish to belabor points already made by others regarding
the seriousness of the health care crisis, nor do I wish to spend time this morning
criticizing reform options with which I disagree. Rather, what I want to do is outline
a compromise reform approach I believe offers a workable path out of the current
impasse on health care reform.

My BasiCare legislation is comprehensive in its expansion of access to the unin-
sured, but it provides such expansion without resorting either to employer mandates
or to single-payer coverage, both of which carry significant logistical and political
liabilities.

The BasiCare plan is also firm in its restraint of rising health care costs. Impor-
tantly, however, these restraints are carefully structured to avoid government
micromanagement of the health care system through rate- or fee-setting. My ap-
proach, which involves overall limits on the allowable rate of increase in premiums,
may offer a bridge between those who insist on binding cost containment and those
who fear over-regulation of the health care market.

Broadly speaking, Mr. Chairman, the basic intent of this legislation is to achieve
much of the simplicity, stability, and cost control of a Canadian-style public system,
but without giving up the private market incentives that have helped make the
quality of American medical care the envy of the world.

Although no single plan can please everyone, I believe this approach may at least
offer sufficient common ground on which to begin building a bipartisan consensus
for co mprehensive health care reform.

The BasiCare Health Access and Cost Control Act has been cosponsored by my
colleagues Warren Rudman and Conrad Burns in the Senate; and in the House, it
has been introduced by Democrats Dan Glickman and Dave McCurdy, as well as
by Republican Pat Roberts. As far as I am aware, this makes BasiCare the first
comprehensive health care reform proposal to have bipartisan, bicameral support.

Mr. Chairman, let me take a few moments to highlight some of the most impor-
tant provisions of this legislation. With your permission, I would also ask that a
more detailed discussion of the bill accompany my statement in the Record.

First, my legislation will simplify the insurance market around a single uniform
BasiCare benefits package that every private insurer must offer and that every
American will carry. No insurance company will be permitted to offer any non-
BasiCare plans that duplicate BasiCare benefits, although they may sell supple-
mental policies for persons wishing additional coverage.

Second, the content of the BasiCare package will be determined by an independ-
ent commission of health care experts. As under the current military base-closing
system, Congress will have the power to vote up or down or, the commission s rec-
ommendations, but not to amend them. The u rose of this approach is to help as-
sure that the sensitive task of developing the benefit package is not unduly dis-
torted by political pressure.

Third, BasiCare will be subject to strict insurance rules protecting beneficiaries
from discriminatory rating and underwriting based on health status.

Fourth, rising health care costs will be contained by placing binding annual limits
on the maximum allowable rate of increase in BasiCare premiums. Such limits will
create strong motivation for new efficiency in the health care delivery system, pri-
marily by forcing insurers to manage the risk of rising costs by negotiating with pro-
viders for the establishment of efficient, integrated networks of health care delivery.

Unlike many of the other health care cost-containment proposals now under con-
sideration, my approach does not seek to micromanage health care payment through
government-sponsored rate- or fee-setting mechanisms. Rather, under my plan, the
role of government will be simply to set firm overall cost parameters within which
the private health care system must operate.

In many respects, the new integrated care networks envisioned under BasiCare
resemble the so-called "accountable health partnerships" described in Dr. Alain
Enthoven's "managed competition" model. An important difference, however, is that
such networks under the BasiCare legislation would be subject to binding overall
cost limits, whereas the Enthoven model would rely solely on market forces to keep
costs down.Fifth, health care overage for the uninsured will be addressed by offering low-

income persons direct public vouchers for the purchase of BasiCare policies. This
system will replace and expand upon the current Medicaid program.
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Sixth, Medicare will be gradually assimilated into BasiCare over a ten-year pe-
riod, with the BasiCare commission being given authority to structure the transi-
tion.

Seventh, basic long-term care coverage will be included in the BasiCare package.
I fully recognize the logistical difficulty and the potential financial cost of including
long-term care in a bill like this one. Nevertheless, I believe it is imperative that
we not shut long-term care out of the picture as we struggle for a solution on health
care reform.

Under my bill, persons of all ages will carry BasiCare's long-term care coverage
as part of their BasiCare package, thereby neatly spreading the cost of such cov-
erage and minimizing the burden on any sing e individual or family.

Eighth, financing for this legislation will be obtained from three sources: (1) a lim-
ited draw of funds from the current Social Security payroll tax, not to exceed 1 per-
cent of the tax, (2) limiting the current ICO percent tax deduction and exclusion for
employer health benefit contributions to the cost of a BasiCare package, and (3) ap-
pro priation of existing Medicaid expenditures.

Finally, this legislation also includes malpractice reform, a significant expansion
of community-based primary health care services, and measures to increase the
number of health professionals in underserved rural areas.

Mr. Chairman, I want to conclude by stressing that whatever course we adopt on
health care reform, I firmly believe it must be comprehensive. Incremental reforms,
such as small group insurance market reform, would certainly improve on the status
quo. However, passage of such measures in the absence of comprehensive change
would, I believe, seriously compromise Congress's ability and motivation to follow
up with tough action on the real problems at hand, namely cost containment and
expanding access to the uninsured.

Achieving meaningful consensus on comprehensive reform will not be easy. Indeed
the complexity and political sensitivity of this issue make health care reform per-
haps the most daunting policy challenge now before Congress. However, Mr. Chair-
man, this is precisely the kind of challenge we in Congress are elected to address.
As we proceed, I sincerely hope we can pull together in a bipartisan search for real
answers to this very real problem.

Thank you,
Attachment.

"BASICARE" HEALTH ACCESS AND COST CONTROL ACT

KEY COMPONENTS

" Simplifies the insurance market around a single uniform benefits package
(BasiCare) that every insurer must offer and that every American will carry.

* The BasiCare package will be a required offering of all private health insurance
carriers and will be carried by all Americans. No insurance company will be
permitted to offer any non-BasiCare plans that duplicate BasiCare benefits, al-
though they may sell supplemental policies for persons wishing additional cov-
erage.

" The content of the BasiCare benefits package will be determined by an inde-
pendent expert commission. As under the current military base-closing system,
Congress will have the power to vote up or down on the commission's rec-
ommendations, but not to amend them.

• BasiCare will be subject to strict rules protecting beneficiaries from discrimina-
tory rating and underwriting based on health status.

" Health care costs will be controlled by placing binding annual limits on the
maximum allowable rate of increase in BasiCare premiums, as well as through
administrative standardization of the single BasiCare package.

" Firm limits on annual BasiCare cost growth will create strong motivation for
new efficiency in the health care delivery system, primarily through expanded
development of coordinated systems of care negotiated between providers and
insurers.

" Health care access for the uninsured will be addressed by offering low-income
persons non-transferable vouchers for the purchase of BasiCare coverage. This
system will replace and expand upon the current Medicaid program.

" Medicare will also be gradually assimilated into BasiCare, and long-term care
coverage will be included in the BasiCare package.

" Financing will be obtained through (a) a limited draw of funds from the cuicent
Social Security payroll tax, not to exceed 1 percent of the iax, (b) limiting the
current 100 percent tax deduction and exclusion for employer health benefit
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contributions to the cost of a BasiCare package, and (c) appropriation of existing
Medicaid expenditures.
The plan also includes malpractice reform, a significant expansion of low-income
community health care services, and measures to increase the number of health
professionals in underserved rural areas.

SUMMARY OF PROVISIONS

A. Creation of BasiCare
1. Congress will determine the broad foundations of the Basiare package, but

it will not be directly responsible for the details of the plan's composition. Among
the foundations that Congress will require, however, will e:

a. Basic hospitalization coverage;
b. Basic outpatient services;
c. Protection against catastrophic out-of-pocket costs;
d. Coverage against extraordinary long-term care costs; and
e. Coverage for preventive care services of significant proven and recognized

value in averting serious and costly medical conditions.
2. Actual development of the BasiCare package will be conducted by an eight-

member independent, expert commission. Half of the members will be appointed by
the president and the other half by the congressional leadership. All will serve on
a full-time basis for five year terms.

3. The commission will define a benefit plan which, in its judgment, represents
a minimum but fair coverage package. At its discretion, the commission may rec-
ommend limited variation in plan structure to accommodate delivery of BasiCare
services in a managed care setting, provided that such variation does not com-
promise the basic uniformity of the national BasiCare package.

4. As under the current system for closing military bases, Congress will have the
power to approve or disapprove the commission's recommendations, but only as an
un-amendable package. The purpose of this mechanism is to help assure that the
process of developing the benefit package is not unduly distorted by political pres-
sure.

5. The BasiCare commission will have authority to make adjustments in the
plan's content, as needed, to reflect changes in technology or in the nation's health
needs. It will also have significant oversight responsibility for the health care sys-
tem as a whole.

6. The commission will be charged with ongoing oversight of the quality of health
care delivery-particularly as the system reacts to implementation of the new
BasiCare structure. The commission will be required to factor findings on quality
into any recommendations it makes to Congress on the content or the cost of the
BasiCare package. It will also be authorized to contract with local and regional enti-
ties for the collection and dissemination of health care quality and cost data to con-
sumers.

B. BasiCare's Role in the Insurance Market
1. All insurers in the health insurance market will be required to offer BasiCare

and to accept its conditions.
2. Insurers will be barred from selling non-BasiCare policies that duplicate

BasiCare benefits in any way. Supplemental policies however, will be allowed (see
Sectio)n F. below). Such supplemental policies will be permitted to cover only those
benefits not covered by BasiCare.

3. When the program is fully implemented, BasiCare policies will be subject to
strict ratin an underwriting rules aimed at assuring availability and curbing risk
selection. These will include:

a. Guaranteed Issue and Renewal: Insurers will be limited in applying pre-
existing condition restrictions on the issuance of policies and will have to guar-
antee acceptance of all small groups and individuals wishing to purchase cov-
erage. Similar standards will also be applied to policy renewal.

b. Community Rating: Insurers will be required to set rates on the same
terms to all BasiCare policyholders, both group members and individuals. Ad-justments in community rating will be permitted for the age of enrollee, but will
be held within limits, which will narrow over time. Community rating will apply
both to group and individual policies.

c. Portability: Persons will no longer have to fear lack of access to coverage
due to a change in employment.

4. Insurers failing to comply with the above reforms will be subject to a federal
excise tax on gross premium income.
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5. All persons will be required to carry a BasiCare policy, either through a group
or individually. Low-income persons will receive direct public assistance for the cost
of such coverage (see Section C. below).

6. Employers will not be permitted to discriminate against employees based on
health status.

7. Self-insured groups will be permitted to continue self-instring provided they
can demonstrate that: (1) they are offering a BasiCare-equivalent benefit plan that
adheres to all of BasiCare's conditions, (2) they can show that their costs do not dif-
fer substantially from those of insured BasiCare plans, and (3) they can dem-
onstrate sufficient financial reserves to assure'solvency and protection of patient
benefits.

8. "Stop/loss" coverage sold to self-insured groups will also have to follow the same
rating, issue, and renewal standards specified for BasiCare (see above).

9. BasiCare policies will be exempt from all current or future state benefit man-
dates. The federal preemption for BasiCare will also apply to state legislation re-
stricting the use of managed care.

10. The health insurance tax deduction for self-employed persons will become the
same as that for incorporated group plans. Currently, the group deduction is 100
percent while the self-employed receive 25 percent. Under the new program i the de-
duction for both categories will be the same-100 percent for the cost of the
BasiCare package (see Section E.2 below).

11. Insurers will likely find it desirable to coordinate the development of reinsur-
ance mechanisms (risk pools) to better accommodate the rating and underwriting
changes noted above. As under current law, state governments will also be per-
mitted to create or contribute to such pools.

12. Timing: The above-described system for national standardization of the new
BasiCare package will go into effect following congressional approval of the commis-
sion-proposed BasiCare package. This should occur three years after enactment.
Preceding this will be a phase-in period, beginning at enactment, in which the small
employer market will be subject to a variety of somewhat milder rating and under-
writing reforms aimed at increasing fairness and availability of coverage in that
market.

C. BasiCare Coverage for Low-Income Beneficiaries
1. The new BasiCare package will replace and supplant current Medicaid cov-

erage. This will apply not only to Medicaid's acute care coverage, but to its long-
term care coverage as well.

2. The low-income BasiCare assistance program will be administered through non-
transferable federal vouchers redeemable directly to BasiCare carriers or employer
plans. Such vouchers will indicate the applicable percentage of BasiCare costs a per-
son or family is eligible to receive. Amounts corresponding to that percentage will
be credited to the carrier by the BasiCare program.

3. To facilitate "one-stop shopping" for recipients, the process of application and
approval for assistance will be coordinated with actual enrollment in a BasiCare
plan.

4. This legislation specifies minimum income levels for which voucher assistance
must be provided, but it leaves the commission discretion to propose increases in
these levels, as it may deem appropriate to correspond with the new BasiCare bene-
fit package. At a minimum, persons below 100 percent of the federal poverty line
wi receive full voucher assistance, and persons between 100 and 200 percent of
poverty will receive assistance on a sliding scale based on income. Even persons re-
ceiving full voucher assistance will be required to pay a small per-service copayment
to discourage overutilization.

5. The switch from Medicaid to BasiCare will assure that medical providers are
no longer reimbursed at a lower level for treating low-income patients, as they are
under the current Medicaid system.

6. To provide for a smooth transition from Medicaid to BasiCare, the Medicaid
program will be retained as an administrative unit for a period of five years follow-
ing standardization of BasiCare. During this transition period, present Medicaid-eli-
gible beneficiaries will continue to receive any current Medicaid benefits that may
not be included in the new BasiCare package.

7. Federal matching funds for Medicaid benefits not included in the BasiCare
package will be discontinued at the end of the transition period, unless the commis-
sion has recommended-and Congress has approved-an alternate plan for disposi-
tion of such benefits.

8. Most federal and state funding currently going to Medicaid will be transferred
to the BasiCare low-income assistance program (see Section E.1 below).
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D. Cost.Containment Through BasiCare
The BasiCare system will put in place several strong levers for maintaining cost-

control in the health care system. These include:
1. The benefit package itself The BasiCare commission will be charged with limit-

ing the scope of benefits to a reasonable minimum. Recognizing that defining a core
is necessarily a subjective and difficult task, the commission will nevertheless be
largely insulated from the strong provider and consumer pressure that has led, for
example, to expensive state benefit mandates under the current system.

2. Annual limits on the rate of increase in BasiCare premiums: Insurers will be
required to limit annual increases in BasiCare premiums to a federally defined max-
imum percentage. More specifically, the BasiCare commission each year will set a
maximum allowable percentage for such premium increases. This percentage will be
binding on all insurers.

As it initiates this system of premium increase limits, the BasiCare commission
will also have authority to establish an average base premium for the BasiCare
package from which future allowable increases will be measured. This is to guard
against the possibility of insurers setting initial rates unreasonably high in anticipa-
tion of future increase limits. The commission will be permitted to apply limited geo-
graphic variation in the base rate to reflect regional differences in the cost of provid-
ing the BasiCare package.

By establishing a single, maximum allowable percentage of increase, government
will be putting insurers themselves at risk for rising costs, thereby creating a strong
incentive for efficiency. The government's role will be to set the overall budget pa-
rameters; finding the best way to live within these means will be up to thehealth
care system itself-and not to government bureaucracies.

Unlike other cost-control proposals, this approach will avoid the pitfalls of govern-
ment micro-management of specific insurance rates and provider fees.

It is likely that insurers will react to the new budget controls by forming orga-
nized care relationships with providers in order to share the financial risk with
those providers. Under such arrangements, both insurers and providers will have
a direct financial stake in keeping costs down and delivering care as efficiently as
possible.

3. Oversight of provider billing: It is anticipated that the BasiCare premium limits
described above will create a market situation in which the only way either provid-
ers or insurers can survive financially will be to enter into organized networks of
care with each other, under which provider payment would likely be limited to nego-
tiated amounts.

However, to guard against the possibility of unreasonable provider overcharges to
consumers, this plan also gives the BasiCare commission authority to intervene with
balance billing limitations in the event such charges do become a problem.

4. Paperwork standardization: All billing and claims paperwork associated with
BasiCare will be standardized across carriers, and steps will be taken to provide for
universal electronic billing.

E. Financing of BasiCare
The cost-controls noted above should create sizable reductions in the proportion

of out-of-pocket costs now paid by most Americans for health care. Unavoidably,
however, these savings will be at least partially offset by new costs associated with
expanding coverage to the currently uninsured (see Section C. above).

Avenue scurces included in this bill are:

1. A limited draw of funds from the current Social Security payroll tax, not to ex-
ceed 1 percent of the tax: The Social Security payroll tax is now set at a level higher
than is necessary to assure adequate reserves for present and future retirees. As
the consumer group Families U.S.A. and others have argued, it is appropriate that
at last a modest portion of these resources be devoted to the very useful purpose
of overhauling our declining health care system. Just 1 percent of the current tax
would equate to $56 billion a year in 1996, and even more as time goes by.

2. Limiting the tax deduction and exclusion for employer contributions to employee
benefit plans: Under current law, 100 percent of employer payments to employee
health plans are deductible to the employer and tax-exempt to the employee. This
will be changed to allow such deduction and exemption only for contributions associ-
ated with BasiCare coverage. Additional payments for supplemental coverage will
be taxable.

3. "Capturing" existing Medicaid funding: As Medicaid is replaced by BasiCare,
its current funding will be redirected to the BasiCare program. At the federal level,
this will be accomplished by posting existing Medicaid expenditures to BasiCare and
indexing the amount upward each year according to inflation. Similarly, the states
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will be required to contribute to BasiCare an amount proportionate to their current
Medicaid match. This, too, will be indexed upward with inflation.

F. Role of Supplemental Insurance
1. As mentioned above, BasiCare will act as the primary health insurance source

for all citizens, but persons or groups will be able to purchase supplemental policies
for services not covered by BasiCare.

Leaving room in the market for a supplemental insurance market will serve a
dual purpose. First, it will allow persons or groups the freedom of choice to tailor
coverage to their own particular needs. Second, a priyate supplemental market will
provide greater incentives for the development of innovative treatments than might
be the case were BasiCare the only available option.

2. To guard against potential abuses of the supplemental market, the BasiCare
commission is given strong oversight authority to monitor behavior in the new sup-
plemental market and to intervene with explicit consumer protection or cost controls
should market abuses or unreasonable cost growth develop.

G. Assimilation of Medicore
1. The commission will be directed to develop a comprehensive proposal for inte-

gration of the current Medicare program into the BasiCare system. Such proposal,
in legislative form, will be required no later than the fifth year after the new
BasiCare system has been implemented. This proposal will be considered in Con-
gress under the same terms of limited debate as the initial BasiCare package (see
Section A, below).

2. CHAMPUS and FEHBP will also be assimilated into the BasiCare system.

H. Expansion of Community Health Services
-New federal funding will be allocated for Community Health Centers (CHCs)

and for other state and local public health clinics. Such centers have a good
record of providing inexpensive, cost-effective treatment to indigent and low-in-
come persons. Authorization is $600 million annually in new funding for these
programs.

I. Malpractice Reform
1. Provides federal preemption for comprehensive medical liability reforms. These

include: mandatory periodic payment of future awards, caps on noneconomic and pu-
nitive damage awards, mandatory offsets of awards for collateral sources of recov-
ery, and court-determined reasonable attorneys' fees.

2. Establishes a program of grants to states to encourage implementation of alter-
native dispute resolution (ADR) systems, such as fault-based, no-fault, or binding
arbitration. Authorization is $250 million annually for three years.

3. Establishes special demonstration projects to test implementation of no-fault
systems of compensation. Authorization is $20 million annually for three years.

J. Joint use of Equipment and Services
1. Clarifies antitrust law regarding joint service ventures to facilitate collabora-

tion among hospitals for the purpose of sharing expensive high technology equip-
ment or services.

2. Specifically, this provision amends the National Cooperative Research Act to
allow joint service ventures by two or more hospitals for the delivery of costly serv-
ices. It will apply the rule-of-reason standard to joint service ventures that are chal-
lenged, allowing the court to consider the competitive benefits of the venture.

K Expanding the Supply of Health Professionals in Rural Areas
1. Significantly expands funding for the National Health Service Corps, a program

to place doctors and other health professionals in underserved areas in exchange for
scholarship or loan repayment assistance. Authorization is $120 million for each of
the next five years.

2. Physicians will be allowed a tax credit equal to $1,000 a month for practice in
a rural health professions shortage area. Nurse practitioners and physician assist-
ants will be eligible for a similar credit equal to $500 per month.

3. Provides additional tax incentives for rural practice, including deductibility of
National Health Service Corps loan repayments and deductibility for the cost of
basic medical equipment.
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PREPARED STATEMENT OF PETER A. MAGOWAN

Hr. Chairman and members of the Committee, thank you for this
opportunity to discuss health care reform with you. I am the
chairman, president, and chief executive officer of Safeway Inc.
I am here on behalf of the National Leadership Coalition for
Health Care Reform. With me is Dr. Henry E. Simmons, president
of the National Leadership Coalition, and Ronald F. Zachary,
senior vice president-human resources at Safeway.

By way of background: Safeway is the nation's third largest
supermarket chain. We operate 875 stores in 17 states and the
District of Columbia, together with an extensive network of dis-
tribution and manufacturing facilities. We are a highly labor-
intensive company, with approximately 110,000 employees -- 78,000
in the United States.

I am here today because I am very concerned -- about the
health of our employees and about the financial health of our
company and industry. Last year, Safeway's cost for providing
he .ti coverage to our U.S. employees and their dependents was
almost $225 million. That was more than four times our net Rrof-
it for the year. Especially with health cave costs spiraling up
so rapidly, these numbers are alarming -- and they are un-
sustainable.

That is why I have been actively involved in the National
Leadership Coalition for Health Care Reform. The Coalition is
the largest and broadest private-sector alliance in support of
comprehensive health care reform. Our membership includes many
large corporations, such as Safeway, Chrysler, Xerox, Time-
Warner, Southern California Edison, Anheuser Busch, Georgia-
Pacific, and Dayton-Hudson -- and a growing number of small
businesses as well. It includes labor organizations, such as the
Service Employees International Union, the United Food and Com-
mercial Workers International Union, the American Federation of
Teachers, and the National Education Association. It includes
consumer and other not-for-profit groups, such es the American
Association of Retired Persons, the Families USA Foundation, and
the Christian Children's Fund. And it includes organizations of
health care providers, such as the American Nurses' Association,
the Association of Minority Health Professional Schools, and the
Texas Heart Institute. I have attached to my testimony current
lists of our organizational and individual supporters (Exhibits A
and B).

The National Leadership Coalition is a non-partisan alliance.
Our honorary co-chairmen are a Democrat and a Republican: former
Presidents Jimmy Carter and Gerald Ford. And our co-chairmen are
a Democrat and a Republican: Paul G. Rogers, former chairman of
the House Subcommittee on Health and the Environment, and Robert
D. Ra former governor of Iowa.

The organizations that I mentioned, and many others, have
come together in the belief that we face a genuine crisis in
American health care -- a crisis that is so grave, and so urgent,
that comprehensive reform is needed as soon as possible. After
18 months of study and deliberation, the Coalition reached con-
sensus on a broad package of reforms. We released our proposal
in November of last year.
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MisconceDtions about "Play-or-Pay"

At the outset, let me make some brief comments about the
framing of the health care debate. Our plan includes, among its
many other provisions, a mechanism that has come to be called
-play-or-pay" -- a requirement that employers either purchase
health insurance for their employees and their families directly
or enroll their employees and their families in insurance under
public sponsorship and pay a tax toward the cost.
And, I should mention, under our proposal, employees whose firms
chose the pay option would also contribute, throvah a payroll
tax, to the financing of insurance.

That phrase, "play-or-pay," concerns us for two reascna. The
first is it sounds punitive -- as though any plan that ino:luded
tqch a provision has to be, ipso facto, bad for business.
,afeway doesn't believe that, and neither do any of the other
companies, large and small, that support the Coalition's plan.
To the contrary, we believe that our plan -- which goes way
beyond that provision to include tough cost controls, initiatives
to improve the quality of care, the development of organized
delivery systems, administrative simplification, and insurance
reform -- would be good for business and good for the economy.

And that leads me to our second concern about the phrase
"play-or-pay," which is that it is often used to distort what we
and others are proposing. I recently wrote a #All Street Journal
op-ed piece, a copy of which is attached (Exhibit C), responding
to an analyst who had criticized our proposal as though it had
nothing in it other than a play-or-pay mechanism. That critic
was not alone in taking this tack of oversimplifying our proposal
-- and then attacking the oversimplification. So as we debate
health care reform, let's try to hold fast to a distJnction be-
tween play-or-pay provisions and the plans in which chey are
found. A play-or-pay requirement wouldn't make sense all by it-
self, but it works well in the context of our broader proposal.

I want to address two sets of issues today:

o first, how the Coalition developed its proposal -- and, in
particular, why we favor what the Committee has termed
employment-based health care reform.

o second, what, specifically, the Coalition's plan for
reform includes; here I want to stress the breadth of our
proposal and how its elements work together.

Z i Three Crises

._-When-the Coalition began its work in 1990, we did not move
directly to a discussion of various options for reform. Instead,
we began by considering what problems needed to be addressed, and
then we developed principles to guide our thinking about alterna-
tives. It was only after we had reached agreement on the nature
of the problems and on the requisites of reform that we sorted
out the options and reached consensus on a proposal. We found
this process of thinking through the issues together, step by
step, essential to building the shared understandings that made
agreement, among so many diverse interests, possible.

Our view of the health care crisis is that it has three com-
ponents -- and that they are interconnected and mutually rein-
forcing.

The first is a crisis of 2ost. It is clear that health care
is a crucial issue of economic, as well as social, policy -- that
our efforts to encourage sustained economic growth have to in-
',lude effective constraints on health care costs. Health care
spending in Ambrica is spiraling out of control -- $738 billion
last year, an anticipated $817 billion this year, and, unless we
act soon to slow the growth in health care costs, more than one
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and a half trillion dollars a year by 1997. These numbers are
staggering, and they may seem literally incredible -- until we
consider that our current level of sending would have seemed
equally incredible not so long agc.

Last year, corporate health care expenditures were the equi-
valent of 45 percent of net corporate profits -- and just the
one-year jump in health care costs amounted to 36 percent of the
total growth in our gross national product. Increases in health
care spending are draining off capital that could otherwise be
used to finance growth and the creation of jobs. They are making
it more difficult for American firms to compete in world markets
against companies from countries with much lower health care
costs -- which is to say, aUl countries. By way of example, we
spend twice as much on health care per person as Germany and 2.3
times as much as Japan.

Increases in health care costs are also enormously complicat-
ing our efforts to tame the federal deficit,
as the recent Senate debate about entitlement caps made clear.
They are impinging on our efforts to find resources to respond to
other pressing domestic needs, such as initiatives that would
help our cities and improve the education of our children. And,
not least, they are pricing millions of Americans out of the
health care market.

And that leads to the second crisis: the crisis of agqjM.
On any given day, more than 35 million of our fellow citizens --
one-third of them children -- have no health coverage, and mil-
lions more are under-insured. They live in constant physical and
financial jeopardy. And even these number understate the crisis
of access. In the course of a year, nearly 50 million Americans
will be without health coverage a portion of the time -- more
than one is% every five Americans. What's more, in a difficult
economy, many who have coverage now ,-orry about losing it.
That's why the polls tell us that gut. anteed coverage is what
Americans most want from health care reform, by margins of more

-- than-four- to-one.

The third crisis is the least often recognized: the crisis of
qrualit . Most of us assume that American health care is first-
rate. But the truth is that only some of it is. There is, to
begin with, a stunning amount of variation in the frequency with
which particular procedures or courses of care are used. A few
examples from recent studies make the point: Tonsillectomies
were found to be eleven times more common, on a per-capita basis,
in one Vermont town than in a neighboring community; the use of
lumpectomies for the treatment of breast cancer -- instead of
mastectomies, in which a woman's entire breast is removed -- was
six times more common in Massachusetts than in Kentucky; and
coronary bypass operations were more than twice as common, and
carotid endarterectomies less than half as common, in New Haven
than in Boston. The central explanation for these differences
seems to be this: We just do not do enough systematic assess-
ments of the effects of alternative technologies and treatments
-- and to the extent that assessments are done, the results are
not made sufficiently accessible to health care professionals.
As a result, these professionals do not know as much as they
would like to know -- or as much as we would like them to know --
about what works, when.

What about the skill wi' i ohich health care is delivered? It
is difficult to generalize about levels and consistency of skill,
but an analysis of hospitals in New York state, conducted by the
Harvard Medical Practice Study Group, is a chilling indicator: If
the patterns found in New York are typical of what transpires
nation-wide, Americans may experience as many as 1.2 million un-
expected adverse effects from hospitalization each year -- and as
many as 180,000 may die as a consequence. Half of those deaths,
according to the investigators, would be due to negligence. And
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two recent studies found that in-hospital death rates for
patients undergoing heart bypass operations varied by as much as
a factor of four from hospital to hospital (3 percent to 12 per-
cent) -- and by as much as a factor of five from surgeon to
surgeon (2 percent to 10 percent). For all that we spend on
health care, many Americans suffer -- and, apparently, many die
-- because of care that is not good enough.

Our crisis of quality is also manifested in an extraordinary
level of inefficiency: According to the former editor-in-chief
of the New Enaland Journal of Medicine, at least 20 to 30 percent
of what is done by well-meaning physicians in good hospitals is
either inappropriate, ineffective, or unnecessary. Two Secre-
taries of Health and Hunan Services have estimated that waste in
our health care system amounts to between $100 billion and $150
billion a year.

Guidina Principles

What became clear to us as we wrestled with these three
dimensions of the health care crisis is that for reform to be ef-
fective, it has to address all of them at once -- and not just
because we need progress on al.- three fronts. The American
health care system is exceedingly interdependent, and we run the
risk, if we settle for partial reform, of just changing the mix
of problems. For example, a major expansion of access without
concurrent improvements in quality and effective cost control
would result in more people receiving lower-quality care at a
much higher overall cost. Similarly, tough cost control by it-
self, unaccompanied by other measures, would reduce both access
and quality. And an effort to bolster quality, without attending
to the other dimensions of the health care crisis, would drive
up costs and further constrain access.

We decided, then, that we had to develop a package of reforms
that would work together to guarantee health coverage to all
Americans, control costs effectively, and improve the quality of
care. But more than that, we needed to make sure that the
reforms we developed worked across the whole health care system.
One lesson from the federal government's experience with measures
to control its own health care spending is that reform that
focuses on one piece of the system shifts costs to another; it is
not mere coincidence that the advent of fee schedules to con-
strain federal health care reimbursement has been accompanied by
outsized jumps in insurance premiums for the private sector. Un-
less reform is system-wide, gains in some sectors or for some
consumers of health care will be offset by losses elsewhere.

The third principle that guided our think ng about reform,
and that we would commend to the members of t e Committee, is
this: Reform ought to build on and around 4he strengths of the
present system. Health care reform is a delicate balancing act.
We should make sure that in trying to create a better health care
system for the future, we do not in the process undermine our ca-
pacity to meet the health care needs of our current population.
That is why the Coalition, in considering a range of possible
plans for reform, focused on alternatives that did not involve
the potential for major disruption in the delivery of health
care. We have proposed a public-private partnership that would
build on and around current institutional arrangements -- rather
than trying to replace them all at once with one model or another
of health care delivery.

We constructed our plan for reform around current financial
arrangements as well, rather than propose a wholly new financial
structure, such as a national health insurance system, that could
require large tax increases and economic dislocations. Right
now, 70 percent of the Americans who have health coverage receive
it through their employers -- that is the central characteristic
of the American way of financing health insurance. We think it
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makes good sens*, as a matter of practicality and prudence, to
incorporate and augment, rather than jettison, the purchase of
insurance by employers -- to construct a system for universal
coverage that pivots around this base.

The fourth principle that the Coalition followed is simply
this: We cannot afford to gamble with the health care system.
There are reform proposals circulating now that center on devices
-- whether financial or structural -- that have not been tested
yet, or much, in the real world. I have attached to my testimony
two op-ed pieces -- one by former Iowa governo- Robert D. Ray,
who co-chairs the Coalition, and the other by Ur. Simmons -- that
discuss such proposals (Exhibits D and E). The Coalition
believes, strongly, that we ought to err on the side of caution.
There is just too much at stake in the health care system -- for
the health of Americans and for the vigor of our economy -- to
tnke unnecessarv risks. In this respect, the Coalition's plan
may fairly be described as conservative. It draws on ideas that
have already been tested and proven tj work in the United States
-- in individual states, at the federal level, and in the private
sector -- such as expenditure targets, fee schedules, and the as-
surance of universal coverage through an employer-based system.
It's cn American health care plan -- and a sensible one.

The Coalition's Provosal

The Coalition's plan grew out of, and satisfies, the princi-
ples I have described: It addresses all three dimensions of the
health care crisis it is system-wide; it builds on and around
the strengths of the present system; it is prudent. And it meets
another standard for reform as well; It has commanded support
from an extraordinary range of interests.

Ours is the most comprehensive plan for health care reform
proposed to date. It has eight main elements:

1. Universal Coverage and Individual Resoonsibility

Every American would be guaranteed .cuess to a defined, com-
prehensive package of health benefits. The particulars of that
package are described in Exhibit F. Those who are not otherwise
insured would be able to receive their insurance coverage -- and
the same package of benefits -- under public sponsorship, through
an initiative that we call Pro-Health (and that would incorporate
the acute-care portion of Medicaid). Our proposal would empower
and reigurg every American to obtain coverage, at least to the
extent of the standard benefit package -- from an employer, by
individual purchase, or through Pro-Health.

Employers would have two options -- either to provide
coverage to their employees and their families or to enroll them
in Pro-Health and pay a payroll tax to help finance the cost. In
keeping with our emphasis on individual responsibility, we would
also require employees whose firms chose the latter option to
contribute, through a separate payroll levy, to the financing of
insurance. Most employers purchase insurance for their workers
now, but their premiums are leaping up, often more than 20 per-
cent a year, under the current, uncontrolled system. Our plan,
with its tough cost-controls, would save these firms money and
allow them to plan for what many now see as an essentially unpre-
dictable expense. Small businesses that do not provide coverage
now, and start-up firms, would be phased into compliance with the
plan over three years. We anticipate that for many firms with
low average wages, the option of enrolling employees in Pro-
Health would be attractive. The payroll tax rate associated with
this alternative would be set at a level calculated (and adjusted
as needed) to produce and maintain at least a three-to-one ratio
between those insured directly, by themselves or their employers,
and those who are insured through Pro-Hea3'h.
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2. Cost Control

The Coalition's plan includes the toughest, most comprehen-
sive set of cost control measure yet proposed. At its center
are three tools: first, annual system-wide expenditure targets

that would cut the rate of qrovtA in the nation's health care
bill two percentage points a year until it matches the rate of
growth in the GNP; second, payment rates for providers, set at
levels calculated to keep overall spending at or below the annual
expenditure targets and third, annual targets and rate factors
to constrain capital spending.

Other pieces of the Coalition's proposal would work in con-
junction with these three measures: increased use of preventive
care, which would decrease the need for more expensive actute
care later increased efficiency in care as a result of our qual-
ity initiative and the development of organized delivery systems;
reductions in the unnecessary use of technologies and procedures,
due to increased assessments research and the promulgation of na-
tional practice guidelines a decline in defensive medicine as a
result of the guidelines and malpractice reform; and administra-
tive simplif !cation.

In the report we issued last November, Excellent Health Care
or.A'l Americans at a Reasonable Cost, we estimated that the

Cot.J i on's plan would reduce overall health care spending, rela
tvi to what it would be in an unreformed system, by $40 billion
in the second year of implementation -- and that by the end of
this decade, savings would exceed $600 billion a year.

3. Initiatives to Improve the Quality of Care

The Coalition's plan calls for the development, under the
auspices of a new public-private National Bodrd on Health Care
Quality, of national practice guidelines that codify the best
available information about the effects of alternative tech-
nologies and procedures. These guidelines would be used in deci-
sions regarding payments to providers and as standards in mal-
practice cases. The Board would disseminate the guidelines to
those who deliver care and make them readily available to others
-- employers, insurance companies, and consumers -- who wish to
be informed about them.

"'he Board would fund new research, in order to generate more
and better data about the effects of technologies and procedures.
In addition, it would work to upgrade the skill and efficiency
with which health care is provided -- for example, by helping
health care organizations institute continuous quality improve-
ment programs.

4. Organized Delivery Systems

The Coalition recommends a major effort to encourage the
emergence of organized delivery systems (ODSs), one-stop health
care providers that would be responsible for a wide range of ser-
vices, including inpatient, outpatient, and long-tirm care. ODes
would compete with each other and with the fee-for-service sector
on the.r ability to manage the quality and quantity of care they
provide -- and, as a consequence, would have strong incentives to
develop and enforce practice protocols, institute programs of
continuous quality improvement, and avoid waste. But we recog-
nize that the full flower 4.ng of organized delivery systems would
not be the product of a single season, or even of a single
decade. As with other good ideas for delivery system reform,
this one has to be preceded, and encouraged, by tough cost con-
trol, and it has to be nurtured in the context of a comprehensive
package that encourages, and creates tools for, increased ef-
ficiency and quality.
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5. Insurance Reform

Current insurance practices make it difficult for many small
businesses to obtain health insurance for their employees at rea-
sonable rates. To encourage more small businesses to provide
health coverage for their employees directly, each insurer would
be required to do three things: first, offer small groups the new
standard benefit package (all state mandates regarding minimum
benefits would be eliminated) -- and accept all groups that seek
health insurance in the geographic area served by the insurer;
second, set premiums on the same terms, with a return to com-
munity rating, for all groups in an area; and third, renew all
policies with premiums adjusted on an area-wide, not firm-by-
firm, bacis. The plan's system-wide cost controls would help to
make sure that the savings that t ese measures would confer on
some businesses would not be oxEsit, through the magic of cost-
shifting, by premium hikes for other firms.

6. Maloractice Reform

National practice guidelines would go a long way toward
reducing the amount of malpractice (and the incidence of
defensive medicine). Moreover, because they would serve as evi-
dence in malpractice cases of what is considered best practice,
they would help to protect health care providers from frivolous
lawsuits. To change the law and policy governing malpractice,
the Coalition also proposes holding ODSe liable in malpractice
cases involving care given under their auspices, testing (and
then adopting; alternatives to malpractice litigation, establish-
ing a new recredentialing system -- focusing on patterns of prac-
tice -- for health care professionals, and instituting a variety
of tort law reforms.

7. Aftinistrative Simolification

The administrative costs of the current health care system --
estimated to account for as much as a quarter of overall spending
-- are unproductive uses of our scarce resources. The Coali-
tion's plan -- in particular, the establishment of a standardized
benefits package, universal coverage, uniform rates and claims
forms, and electronic billing -- would result in a health care
system that is less costly, and less cumbersome and frustrating
for health care professionals and patients alike.

8. Management and Oversight

The Coalition's plan involves :he creation of a public-
private partnership for the improvement of the American health
care system. An independent National Health Review Board -- with
members representing health care providers, payers, and con-
sumers, as Wii as government -- would be responsible for over-
seeing that effort and for setting expenditure targets and pay-
ment rates. Analogous State Health Review Boards would certify
ODSs, manage the operations of Pro-Health in the states, and ad-
minister payment methods.

We are heartened that 9o many organizations, from so many
sectors affected by and participating in the health care system,
have either joined the Coalition directly or issued proposals of
their own that are similar in many respects to our own. There is
good reason to hope that with leadership from you, the members of
this Committee, and from your colleagues, a consensus can be
forged, across the conventional alignments of economic interest
and partisan identification, in support of comprehensive reform.
We want to work with you to that end.

I will close with a message of urgency. Every year we delay
effective cost control, health care spending in this country
jumps 12 to 13 percent. Every year we delay universal coverage,
more Americans join the tens of millions already living on the
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edge, without health insurance. And every year we delay initia-
tives to improve quality, more of ua ris) mortal harm ftrt sub-
standard care.

We know that this unrelenting accumulation of cost and fear
and danger cannot be allowed to continue indefinitely. And we
know that it doesn't have to. Let's work together -- the private
sector and the public sector, across divisions of partisanship
and ideology. Now, before the crisis gets even worse.

EXHIBIT A
Acme Steel Company

American Association of Retired Persons
American Federation of Teachers, AFL-CIO

American Iron & Steel Institute
American Nurses' Association, Inc.
American Psychological Association

American Physical Therapy Association
Anheuser Busch Companies

ARMCO Steel Co., L. P.
Association of Minority Health Professional Schools

Bethlehem Steel Corporation
Children's Defense Fund
Christian Children's Fund

Chrysler Corporation
Cold Finished Steel Bar Institute

Control Data Corporation
Cox Enterprises Inc.

Dayton Hudson Corporation
Del Monte Foods

Familiei I SA Foundation
Georgia 'a ific Corporation

G.ant Food Inc.
The Great Atlantic & Pacific Tea Company, Inc.

Gross Electric Inc.
The Heights Group
Hunt Wesson Inc.

Inland Steel Company
International Brotherhood of Elcctrical Workers, AFL-CIO

International Multifoods
James River Corporation

Johnstown Corporation
Keebler Company

Keller Glass Company
LTV Steel Company

Lincoln Telephone & Telegraph Co.
Lockheed Corporation
Meredith Corporation

National Education Association
National Steel Corporation

Northern Telecom Inc.
Norwest Corporation

Olympia West Plaza, Inc.
Pacific Gas & Electric

Preferred Benefits
The Quaker Oats Company
Ralphs Grocery Company

Safeway Inc.
Service Employees International Union, AFL-CIO

Southern California Edison Company
Strategic Marketing Information, Inc.

Texas Heart Institute
Time ,. irner Inc.

United Food and Commercial W xeis International Union, AFL-CIO
United Paperworkers International Union, AFL-CIO

United Steelworkers of America, AFL-CIO
U. S. Bancorp

The Vons Companies, Inc.
Westinghouse Eectric Corporation
Wheeling-Pittsburgh Steel Corp.

Xerox Corporation
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EXHIBIT 8

Individual Supporters of the Proposal of

The National Leadershin Coaltion for Health Care Rerorm

Former President Jimmy Carter

Former President Gerald Ford

Governor Booth Gardner
Governor of Washiantom

The Honorable Frank Carlucci

The Honorable Barbara Jordan, J.D.
LB.J. School of Public Affairs

Stuart Altman, Ph.D.
Dean, Florence Heller School
Brandeis University

Roger J. Bulger, M.D.
President A CEO
Associa tor of Academic Health Centers

Robert 4. reyasel. MD.
President A CEO
The Johns Hopkins Health System and Johns Hopkins Hospital

Charles C. Edwards, M.D.
President
Scripps Clinic A Research Foundation

Harvey Fineberg. M.D.. PhD.
Dean
Harvard School of Public Health

Donald C. Harrison. M.D.
Senior Vice President and Provost for Health Affairs
University of Cincinnati Medical Center

Thomas N. James M.D.
President
The University of Texas Medical Branch at Galveston

Ronald P. Kaufman, M.D.
Vice President for Health Sciences
University of South Florida

Peler 0. Kohler, M.D.
President
Oregon Health Sciences University

M. David Low, M.D., Ph.D.
President
The University of Texas Health Science Center at Houston

Donald A. Brennan
President & CEO
Sisters of Providence. Seattle

Gilbert S. Or-enn. M.D.. Ph D.
Dean. School ' Public Health
University ot Wvalbington -

James A. Pittman, Jr-, M.D.
Dean, School of Medicine
University of Alabama Academic Health Center

James Cuthbertson
President A CEO
Texas Heart Institute

Neal Vansetow, M.D.
Chancellor. Tulane University Medical Center

Edmund D. Pellegrino, M.D.
Director, Center for the Advanced Study of Ethics
Georgetown Uoiversity

Ralph Sayderman. M.D.
Chancellor for Health Affairs
Duke University School of Medicine
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EXHIBIT D

Health Credits? A Sickly Idea
Hem's a Plan That Jn T Do Anything to Make the System U6rk

ft Robsit D. Raty

I MILLIONS of Americaa
don' hive health insurance be-
cause they can't afford it, why

mc tII lm a Ux caedit to pay for
it? a a-tire Replubka I

vaderstand the Appeal of a strot
that works - a MW = "M 0vel
tough the market. And i'm not
-;rpr- d that members of Cos.
rm and-to iV, from p re-
pwi;-; Bush adeunisutao
hove the idte O ciekh lea
creit ir nta I found it kst-
mg as wel, but ha ome to rot,-
o-nit that ow heath system has
developed ailments so extensive
and acute that a tax credit would
have r leI impact than I" opo-
ne tI hope.

To ie why there i a mismatch
between th ills of the health care
system and the ta-credit prescrip-
tMa. corner briafy what those Wa
Are ad how they reiforce eh
other.
At T ewverqs riu Too many
Amencans-34 millionaire than
one-Uhaid of them chdldren-.Mve
ac eath coverage. And their num-

ber is growing as conpasa byi ca
workers or. as insurance prm muma
escalate. elminate coverage.
a N1W ew cri Lam year, Amer.
ica spent 13 percent o( its GNP on
health care--$73 billion. And otw
health care cota ar cimbial at
doubledigt annual rites. Thia year.
36 percent of o u eomw c growth
wa be emen up by imcreaaesin
health car spending. What's more.
hih health calr costs pat U.S.
firm at a ddatage rebtm to

veaeas competitors-we d.
iorc s , k twissm a M
u lt care r perso as Germany

and 2.3 tiam a mud an Japan.
a TW eqaliCty rs.a Most d as w
ame that U.S. health care i firt-
rate. to fact the qU of care
varie widely. For examp. two re-
cmt udi found that death rates
fat patiautdergoig hear by-
paaa operatis differed by as much
As a fator of four from hospita to
bosp andl by An much as a (acto
of Ive bom surgeon to surgeon.

Now comder bow a tax credit
would masuir up again thaet
wasda. A tax credit would not slow
health speidin in fbM It w*u in

lab"' RNy st COCairuw q'Me
Faeieof Laeiep C~elhfiubv1

A1f Care Refecu a ad pimsdi

Aasts Me w Ate RepwW acem
geaWieof ./Owe fiem Igois 1W

Sit by pumpan more money
into thi system. To control cst.
and atop cot-ahiftn to business.
we seed to aet a spending target
and develop a fair fee schedule to
keep total sytem costs at or below
that level. Teata the process used
for hospital rekmbrsetent under
medicart-and it wors.

Nr would a tax credit improve
quality. For that we md to do
me and bette research n alter-
notm treatments And twinolo-
gie-and to develop, acttce
gideline so that ca p" viers
have the best orinati avadable
o how to help patients.

Which leves us With the ques-
tion of health coverage. All the re.
cent public opinion polls I've seen
ahow the overwheM majority of
Amencas-scros pobl par.
tes-be ve this county should
assure universal acet to health
care. How well would a tax credit
serve thi propose

o w that question, let'sLook at the isesm involved mn
designing what is called a

refundable utx credit. Here's how rt
would work For those who buy
health insurance direct. bustead ,f
recivirg it as an emloye bemfit
at under a government program.
the cost-up to a specied imt-
could be offset agi t federal tn-
ome tax ability. A uxpayer whose
tax iabdity was les than the credit
wowd rerve a government check
(at the diference.

The first dilemma a tax credit
plan faces has to do with the size of
the credit. U the credit as large rel-
stt to the cost of health ansur-
sacs, it wW induce more people
without rovege to obtsi it-but
as cost the Treasury more. A
credit of. for example. $1.000 per

perm ouldcosi 834bdk ev-
try one f the uninsured-i I no-
body ese-were to take Advantage
af it. But em a credit this large
would not guarantee aoccts to
healh covea.

Million f lo'wac m neri-
cans would not be in a position to
pay the cost of health nsurance up-
frmt-a fac of their lvet that
would not be altered by the avail.
abIity Oia refundable tax credit the
oowing year. And even f we could

somehow get past that problem.
many e'ould still fd the residual
co rof insurance too high: it is n
unusual for mdivid coverage to
rim more than 1.80 a year.

Moreover, reliance on a tax cred-
it to assure coverage assumes that
cost is the only imazpedunt. It is

not. Some Amercans have trouble
obtainin coverage because of pre-
gsing awdcal conditions. high-
risk employment or other factors
that make my collealue in the in-
surance industry leery-barrers
that would remain absent changed
n insurance rles.

A smer ux credit would he
cheaper but fall still shorter of asaur-
ime universal coverage. Recent ac-
adenc dies indicate that refund-
able tax credits of about 5500 to
600 for an k 1nual an $1.200 to
$1,400 for a Lnly might reduce the
n~unber of uninsured Americans
frm 34 million to 29 mdllin--otl a
modet 11.0

The second dilemma for a tax
,ei pilan has to do with targeting.
Uf a tax credit is available to aUl tax-
payers (or at least to those with ir-
comes below a ceAlmg), much of the
revenue lot because of the credit
will go to people ho already p. V for
pan or aU of their own insura1'ae. On
the other hand, if a credit ii limited
to those who do ot have health o*.-
erage. tome emplo'rrs will be in-
duced to terminate their emp )eet'
coverage And keep the a'ins.

This would obv)ously drioc up the
cos of the tax credit. What's more.
it could have the perverse effect of
actually reducing insurance coverage
d the credit were too modest to al.
low many people to buy adequate
tinsurance. Any Plan that Ofters a

government-subsdzed alternatitve to
direct employer insurance creates
some incentive for toipanies to opt
out of providing coverage, but with a
tax credit. companies Could §ave au
their current cost.

it has recently been suggested
that an employer.based strateig-
Sudh S the one included in the re-
forms proposed by the National
Laderslup Coalition for Health Care
Reform. which I co-chair-would
also diplKe workers from private
insurance. That is a ma'4unceprt n.
Employers would either Purchase
irmsrance drctly for arrkera or
help finance overagi. idirrctil) -by
enrolhng erpoyets in pri are uvur.
niti under pub ic P.oiv)rshp and

paying a payroll tax. Lther way. eni-
ployeea and their fatnilws would be
priately insured-Ad ad would
have coverage.

The Amencan heath rArj .) ,teni
is huge-bigger than the whole
economies offall but six r.tpor3-ind
at's extraodinarily complk-Ated
Sooner or Later. well haie in c, n.
front its problems he3d-nt wih i
comprehensive reform that is equal
to the usk. I vote for ,,onqr



Cheaper Health Care (for the Rich)
By Henry E. Sinmons

W.%SNIMTONrresdent Bush's proposall

for health care reform.
unveiled with much fan-
fare in February, is now
making its way to Capil
Hill- piece by piece, and

quietly. Two proposed bills - aboui
insurance reform for small grops aL
ta deductions for the ief-empblyed -
wrm forwarded last weeL Several
more are said to be i the worts. So far
the plan has not caught an - in part.
became it domn't L Jude rlle
measure to slow the rime of health
care cots; in part, because It doesn't
specify how the anal coat of 35
billion would be financed.

But the fundamental poltk:al prob
am of the plan is also its main sub-

stant shoreoming: It doesn't
guaratse coverage for every Ameri-
can. As poll after poil makes clear.
that is the one objective for health
care reform that the pubIc over-

Henry E Simmons, a physical, is
preside of the NMtMn La.adersh-
Coo o for Heooat Coro ReRLm.

whelmingly supports, by margns of
more than 4 to I.

For Americans at or below the
poverty level, the President's plan
would provide tax credits to cover
ksurance costs They would be worth
up to I1 I0 for individuals. 2.50 for
married couples and $3,750 for fam-
Wes of three or more members.

Bush's plan won't
help the unins; 1red.

Would theme credits enable thoee
without health coverage to buy it?
Not at current Insurance rates.

For Inaviduals. the cost of compre-
hensve bea,." coverage averages
"13100 a year - V" more than a
512A0 tax credit. For families of four.
cerage would typk&Dy cost more
than $.4000 a year - at let 51135
mom than the p o creod.
- A lat's MVOK aS tIW Admifentr-
doe's plan does, that i es ivpea
numm p-ab we quickly be

developed The President's proposal
would phase the credits In over five
years, Increasing them "c yeir by
the rate of inflation in the overall eon-
omy. Assuming a 4 percent annual
inflation rate, a tax credit worth $3.750
this year would be worth 54,M52 in 107.

But the Commerce Department
projects that health care costs will
rime at least 12 percent a year over
the next five years. So a family Ino.-
ance policy costing $3,750 today, as-
suming me is developed, would cost
at least 6,01 in 1917. To obtain cov-
erage, the poorest families would
have to Come up with an extra 52,047
that year. That's just not in the cards.

For thoee above the poverty level -
about two-thrds of the 35 million unin-
sured Americans - the plan would be
of little help. The further their Income
rise over the poverty line. the small-
er their tax credits would be. For
those with incomes 50 percent higher
than the poverty line, the tax credit
would amount to only about 10 percent
of the cost of coverage.

Uninsured families of very modest
means would have to sped at least
$3;3 a year on health insunuce -
mny that most of them can't even
CMceIe Of piecin together - 1n

order to get only a 5375 tax cred
This would keep them firmly in th
ranks of the uninsured.

Taxpayers with higher Income
would not be given tax credits; ratty
or. they would be allowed to deduc
health care costs from their pre-ta
incomes, up to the same dollar valu
limits that cap the tax credits.

But the value of a tax deductio
depends an one's tax bracket. Thai
in the 15 percent bracket would ge
little more than half the benefit ths
the more affluent taxpayers in the 2
percent bracket would receive. Those
who need more help would get ks&
and with health care costs rising at 1
percent a year, their modest saving
would be swamped by price increase
early in the second year of the plan
five-year phase-in period.

The President's plan contains som
good Idea - about insurance rule'
malpracUce reform and reduction c
paperwork - that ought to be Incluc
ed In any comprehensive reform
package. But it would not give Amer
cans what they most want fror
health care reform: the assurance
that, come what may. they and their

ildrme will be covered. C
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EXHIBIT F

TRE NATXOAL IZADE!P COALITION FOR HEALTH CARE REFORM

PROPOSED BENEFIT PACKAGE

Overall deductible (person/family)

Annual out-of-pocket limit (person/family)

Hospital services '365-day maximum stay)

$200/$400

$1500/$3000

80% (20% co-pay)

Hospital alternatives (extended or home health) 80% (20% co-pay)

Surgical services

Qualified provider services

X-rays and laboratory

Prescription drugs

Essential emergency services

Mental health care and substance abuse
with a lifetime maximum

Routine physicals/tests

Well IDaby/child with vision, dental, &
hearing

SOURCE: Report of The National Leadership
Care Reform: Excellent Health Care for All
sonable Cost, November 1991.

80% (20% co-pay)

80% (2C% co-pay)

Sot (20% co-pay)

80% (20% co-pay)

80% (20% co-pay)

S0t (20% co-pay)

80% (20% co-pay)

100% up to age 18

Coalition For Health
Americans at a Rea-

PREPARED STATEMENT OF THEODORE R. MARMOR

THE PROBLEMS OF AMERICAN MEDICAl. CARE REFORM: THE CASE FOR UNIVERSAL
COVERAGE AND SINGLE PAYOR FINANCING

I. The Risks of Apparent Consensus and Premature Compromise
American medical care, the media tells us regularly, is in serious trouble. Costs

are too high, access and quality too variable. Indeed, there is relentless incantation
about our $700 billion plus medical industry, conswning over 12 percent of our
GNP, while failing to insure some 37 million Americans and leaving most of us one
illness or one job change away from being medically uninsurable. These alarming
numbers, moreover, emanate from all parts of the political spectrum. Most "liberal
commentators would accept the pro-market Heritage Foundation's declaration that
"America's health care system is on the critical list and needs intensive care."

It ii not clear, however, that the extraordinary agreement on these ills across
party, occupation, income, region, and age will produce effective policy reform, For
while this consensus permits (and may indeed generate) reform, it does not guaran-
tee any particular remedy. Moreover, the remedies most widely discussed as prob-
able are likely to reflect as much the current constraints on political action as the
critical needs for health care improvement. Those constraints are of at least three
types:
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First, our political system alone makes the process of legislative change difficult.
It is designed for delay, not actionas every civics book explains. It is also character-
ized by myriad and conflicting governments (federal, state, and local) and an abun-
dance of policy entrepreneurs. The standard result is many proposals and no agree-
ment on which to enact.

Second, what our institutions make difficult our ideological predilections make
even more so. Historically, Americans have been ambivalent about government,
turning towards it in dire need (the Depression, world wars) and spurning it in
times of greed (the 1920s, the 1980s). For two decades, the nation's most prominent
leaders have stressed government's liabilities, not its capacities. The media has am-
plified the mocking and one result has been continued erosion of American con-
fidence that its public institutions can right the obvious wrongs of American life.
The further result is that reformers in a problem area like health care are power-
fully constrained in what they can propose without unleashing propagandistic at-
tacks.

Finally, interests (and interest groups) fu her restrict our political maneuverabil-
ity. America cannot finance medical reforms with "tax" dollars without the prospect
of anti-tax dismay. This constraint popularly identified with Ronald Reaganis now
embedded in the conventional wisdom of political reporting. It means that finding
fig leaveslike patient charges and mandated health insurance coverage to hide the
tax implications of universal health insurance is a full time occupation for many pol-
icy technocrats in Washington and the state houses. A related constriction affects
how private health insurers are treated in most reform proposals. Maintaining jobs
in that industry despite its widespread unpopularity among our citizens appears
necessary if one is to avoid the unleashing of well-financed campaigns against
Washington bureaucrats seeking to limit the supposedly desirable "pluralism" in the
way Americans pay for their health care.
2. The Possibility of Bold Reform: Single Payor Models

These constraints have resulted in a view among politicians that bold reform spe-
cifically universal, single payor plans fashioned on the Canadian example is too am-
bitious. But polling data suggests the p,, 1iicians are in fact too timid. One 1990 sur-
vey of ten industrial nations, for example, found Americans the least satisfied with
their health care arrangements. Only ten percent thought our system "works pretty
well." Eighty -nine percent agreed it needs either "fundamental changes" or "com-
plete rebuilding." The publicbut not most of the special interest groups in medicine
seems prepared to accept big changes. More recent polls show unequivocally that
the American social ethic is not very different from that of other industrial democ-
racies with universal health insurance. According to one, fully 83 percent of Ameri-
cans "believe that the government should be responsible for health care for the
sick." What these polling studies also show, however, is that Americans are ambiva-
lent about whether governmental programs in health care can be administered with-
out wasteful inefficiency.

Why is Canada's national health insurance (which they call "Medicare") so attrac-
tive to those advocating more far-reaching reform?

1. Canada's economy, values and political institutions are similar to our own. Like
the United States, Canada is a large country with a highly urbanized and diversi-
fied market economy. Free enterprise and free spirits are valued. They have, like
us, a federal system of government, with important powers (greater even than in
the United States) reserved to provinces (the analogue to our states).

Every industrial nation in the world has adopted some form of national health
insurance except the United States. All are happier with their health care systems
than we are. It we are going to follow their example, it makes sense to look for mod-
els in those countries most like our own. An American system will have to be unique
in many respects, but it would be foolish not to learn what we can from our neigh-
bors.

2. Canadian Medicare is responsive to local preferences and preserves freedom of
choice while guaranteeing that every one has financial access to care without bureau-
cratic hassles. Canadian Medicare is substantially financed and wholly administered
by provincial governments. Provincial plans differ markedly from one another, re-
flecting local preferences. In fact, no province is required to provide health insur-
ance benefits. It is the availability of federal matching funds (providing roughly 40
percent of provincial health care budgets) that has led them to do so.)

The federal government does not prescribe the details of provincial health care
plans. But it does require that they embody five principles to receive federal fund-
ing. They must be universal (covering all citizens), comprehensive (covering all nec-
essary hospital and medical care), accessible to all (imposing no deductibles or co-
payment obligations on individuals), portable (each province recognizing the other's

60-871 0 - 93 - 12
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coverage), and publicly administered (under control of a public, non-profit organiza-
tion).

These principles are intelligible to all Canadians, and they enjoy broad support.
Physicians work for themselves rather than the government, and full patient choice
of physicians is preserved. Canadians can go to any doctor they choose, as often as
they and their doctor feel it is necessary. They never have to complete an insurance
form for either hospital services or medical care. Physicians and hospitals never
have to hound their patients for payment. There are no insurance claims adjusters
looking over the shoulders of patients, and no "managed care" officials questioning
individual treatment decisions.

Coats are contained through the provinces' control over aggregate budgets. If total
billings by physicians exceed budgeted targets, physician fees are subsequently re-
duced. Hospitals (run by private not-for-profit organizations) operate on the basis
of negotiated annual budgets rather than individual billings.

Budget negotiations between medical care providers and provincial health care
administrators are periodic, noisy, contentious affairs but unlike the negotiations of
private insurance companies and providers of "managed care" in the United States,
they are out in the open for the public to sze and are subject to public influence
through the political process.

Provincial health administrators are constrained by the budget decisions of pro-
vincial parliaments. Hard decisions have to be made about how to allocate scarce
dollars (e.g., do you fund more heart bypass operations or another well-baby clinic).
Mistakes are made, but the provincial agencies are highly visible entities, account-
able to the public for their decisions.

3. Canadian Medicare has proved reasonably effective at controlling costs. Before
the introduction of universal health insurance in 1971, Canada financed its medical
care the same way we did. They spent approximately the same percentage of their
GNP on medcir-l care as we did, and their costs were increasing at about the same
rate as ours. Since then, Canada's health care expendituresin relation to their na-
tional income have somewhat flattened while ours have skyrocketed. Canada now
spends thirty percent less of its GNP on medical care than we do, and the difference
is growing.

4. Canadian Medicare has met the test of public approval. In the ten-nation survey
mentioned earlier, Canadians were the happiest with their health care system.
Fifty-six percent reported overall satisfaction compared to our ten percent.

It would be foolish to ignore Canada's example, just as it would be foolish to try
to replicate it in every detail. American problems require American solutions, but
we don't have to reinvent the wheel. Canadian Medicare offers an attractive, prac-
tical model for dealing with our medical care woes, and many of our political leaders
know it. To remedy our shortcomings we need more pressure from the public and
less special interest group propaganda.

3. The Political Economy of Single Payor Systems
There is, however, a complexity here that has not yet been fully explored. Single-

payor systems have, at least by comparison with the current non-system in the
United States, produced relatively more restrained health care expenditures in the
last fifteen years. But what about the single-payor structure is at work? Why should
this cross-national result be the case? Without knowing that, there is too much of
a black box quality about the explanation. We have discussed the results so to
speak, but not the reasons.

This is, of course, a complicated subject in political economy and I can only sketch
out what I take to be the outline of an answer. But what I would emphasize is the
distribution of the winners and losers from increases in health care expenditures.
Everywhere among the industrial democracies, there are pressures to spend more
on medical care; it is presumed, though with increasing expert dispute, that more
medical care means better health. So the question is how expenditures for what is
presumed social improvement are constrained? In pluralistic systems of finance,
each payor is interested in her health costs, not the costs of health care. Any cost
shifted represents a 100 percent gain to that payor; hence the competition in such
systems to have someone else pay whenever possible. In the United States, that
means attention to cost-sharing by patients (shifting costs backward), government
requiring private insurance to pay Medicare benefits for certain retired workers
(shifting costs sideways) and the reverse, as when companies reduce or eliminate
their health benefits and turn employees into potential charity cases for local hos-
pitals and doctors. Under such systems, total costs are reckoned at the end of the
year, discovered, not chosen. The results are expensive, as the American experience
testifies.
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It also testifies for the single-payor solution of monopsony bargaining over the
price and volume of health care in a political jurisdiction. Single payor systems rest
on the notion that, because every marginal dollar of expenditure for health care is
income for identifiable and organized health care providers, the payor side must
have correspondingly concentrated interest in those marginal dollars to balance
those stake-holders who regard each unit of expenditure as benefit, not a cost. The
balancing of these interests does not mean health care expenditures will assume a
particular level and stay there. But it does appear to provide the necessary condi-
tions for establishing some equilibrium in expenditure levels. (Whether some system
will emerge that can "harness" competitive forces to improve health care perform-
ance is at best speculative. What has emerged has not and Canadaprovides another
illustration of the general type that throughout the industrial world has, in fact, re-
strained costs.)

The cost control question has been answered at the macro- level. At a micro-level,
it involve's the questions of medical care supply and payment details. The sharp in-
creases in physician supply have everywhere strengthened the pressures for in-
creased utilzation and expenditures over recent decades. Other analysts have esti-
mated that the Canadian physician supply has increased by over 10 percent, with
the supply of physicians exceeding the growth in population by 2.3 percent per year.
What is fascinating is that this rate of growth in physician numbers practically
matches the increased per capita utilization of health care services over the same
period. I must warn that a belief in the restraining effect on expenditure of excess
numbers of physicians is a very serious expensive mistake.

What about hospital bed supply? Here, the Canadian experience is best thought
of in connection with more recent American experience. The trend line of length of
stay is downward in both the United States and Canada. But it is clear that there
are very substantial variations in length of stay and therein lies a clear lesson for
others wondering about how much to augment the supply of hospitals in advance
of expanding financial access to care. The relevant lesson seems something like this:
the reduction of the supply of hospital beds may well be the single most important
prod to primary and preventive care that lies within a nation's range of
policyrelevant tools. How long one must stay in hospital varies not just with the rel-
evant medical condition but the availability of alternatives to hospital use. This is
relevant not only to the beginning of lifebirthsbut to the treatment of the frail old.
What Canada shows beyond doubt is that an ample supply of hospital beds, com-
bined with increases in the old, produces a substantial increase in the use of hos-
pital beds for what is nursing home care. (Beyond that, there is simply wasteful use
of amply supplied hospital beds: eg., patients coming in one or two days before sur-
gery to "get ready.")

Thus, it is appropriate to consider the redistribution of health care supply across
communities. Perhaps it is safe to say that the huge distances and spread out popu-
lation of Canada do not present obvious parallels to the circumstances of other na-
tions.Turning to methods of payment for health care, the global (as opposed to line-
item) budgeting of hospitals as against the per diem or method of insurance funding
that had been the pre-NHI norm in the west has been strongly endorsed. There are
no panaceas here and each funding mechanism has the vices of its virtues. But
among the virtues of global budgeting is ease in knowing what is committed to
health careparticularly its most expensive component. Global budgeting in Canadian
practice has involved a trade-off between the increased predictability (and control-
lability) of hospital spending and greater autonomy of hospital decision-making
about how to spend the global budget. There are ample means in the Canadian sys-
tem to restrain capital expenditures (separately budgeted) and additional means
through decisions on operating costs that will be included in the global amount. But
analysts seem now to agree that Canadian use of hospital beds (as opposed to the
technological use rates within hospitals) has been unnecessarily ample. This is but
one example that Canadian performance on health might be improved by less rather
than more expenditure.

In sum the Canadian experience portrays a medical care system that works, that
delivers decent care to an entire population at outlays that while always pressuring
decision-makers, are relatively stable and quite amazingly popular. If ever there
was an example of a public institution that was both expensive and admired, it is
Canadian national health insurance. None of these features depend on peculiarly
Canadian values in politics, society, or economics. The particular institutional de-
tails do, of course, show their origins, but other nations could extract the essential
features of the Canadian system and adapt them to their institutional architecture.
Whether they would have similar effects depends on whether the new user differs
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in some significant way from those nations whose practices conform to the Canadian
pattern as well.
4. Conclusion

The reform of American medical care is indisputably high on the contemporary
political agenda. The extraordinary consensus on the need for far-reaching
changeranging across the ideological spectrumforeshadows policy adjustments in the
1990s. But it does not guarantee policy satisfaction at the endof the day. To find
the right combination of effective and acceptable reform, we need to explore what
our historical experienceand the lessons of other regimestells us about desirability
and feasibility. In doing so, we ought to ponder the widespread use in other systems
of politically accountable single-payor methods of financing care. And we ought as
well to wonder why polities both similar to and different from our own have come
to essentially the same conclusion about the necessity and acceptability of single-
payor systems of countervailing power in modern medical care financing.

PREPARED STAr.- ;ENT OF SENATOR MITCH MCCONNELL

Mr. Chairman, I appreciate the opportunity to come before this Committee to offer
my views on health care reform. This issue is clearly on the minds of Americans-
just last month my office received over 500 letters on health care from constituents
back home.

While no consensus exists on the path of reform our nation should follow, there
is general agreement that high costs and limited accessibility are major problems
associated with our current health care system. In Kentucky alone, some 700,000
people are uninsured or under-insured, and over half its counties have health pro-
fessional shortages.

It is true America spends more on health care than any other nation in the world.
In 1990, we spent $660 billion-a whopping price tag that amounts to $2 billion a
day for medical care. According to some projections, this spending will continue to
increase to a level that is excess of 16 percent of our GNP by the end of this decade.

Another grim statistic is that over 34 million Americans are without health insur-
ance. Most are younger citizens, from poor and low income families. Thegood news
is that 85 percent of Americans have some form of health insurance, and most are
satisfied with the health care they receive.

There are no easy solutions to the health care crisis we now face. We cannot let
business continue as usual, nor should we implement radical proposals that som'
of our colleagues have offered. In my opinion, we need to search for solutions within
our current system. The prescription to this crisis must not have a crippling side
effect on the quality health care most Americans enjoy today.

My views on reform are embodied in legislation I introduced in February 1991.
S. 454, the Comprehensive American Health Care Act of 1991, strikes a balance be-
tween the extremes of business as usual and reinventing our system entirely. My
bill addresses America's most urgent health care problems in wh t I feel is an ap-
propriate and responsible manner.

Let me briefly explain the highlights of my health care plan:

EXPANDING HEALTH CARE ACCESS

To expand health care access for uninsured and underserved Americans, my plan
takes a multi-pronged approach. First, it provides a tax credit for health insurance
to low- and moderate-income families. Those who qualify could receive a credit of
up to $1,750. Under my plan, the credits are graded according to income, with no
credits extended to individuals who make in excess of $40 000 per year.

Second, my plan increases federal support for rural health care by eliminating the
Medicare Part A reimbursement differential between urban and rural hospitals.
Under current law, this differential is to be eliminated in FY 1995-my bill would
speed up this process. Our rural hospitals must be placed on equal footing with
their urban counterparts.

Third, I propose to revitalize the National Health Service Corps. There are cur-
rently 1,409 physicians and other health care professionals serving in the Corps in
areas that are underserved and economically depressed. By increasing funding for
NHSC's scholarship and loan repayment programs--where the Federal government
repays a portion of a medical students' loan in exchange for service in Corps--we
can place more medical professionals in areas where they are desperately needed.

Fourth, my bill increases funding for Area Health Education Centers. These Cen-
ters provide continuing education and clinical instruction for physicians, nurse prac-
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titioners and other health care professionals in medically underserved areas. AHECs
provide an important incentive for health care professionals to settle in rural areas.

Finally, my bill allows county health departments to apply for federal grants to
provide immunization sewvces, mAjernal and infant care, health education and pre-
ventative health services. Our *lRren--our nation's greatest asset-stand to bene-
fit from expansion of these services, particularly as certain catastrophic diseases are
once again on the rise. For example, specialists at the Centers for Disease Control
recently determined that more cases of pertussis, or whooping cough, exist than
were previously reported.

CONTAINING HEALTH CARE COSTS

To control the high costs associated with health care, my plan offers some needed
reforms of the medical liability system. The fear of medical malpractice suits has
adversely affected rural health care, curtailing prenatal care and delivery in many
Kentucky counties.

The reforms I am proposing-abolishing joint and several liability, requiring any-
one who brings a frivolous malpractice suit to pay part of the other side's legal costs,
and encouraging alternative dispute resolution-are endorsed by the American Hos-
pital Association and the American College of Nurse-Midwives, among others. Ac-
cording to a recent article in American Medical News, of the 1,003 physicians ran-
domly selected and interviewed, 84 percent performed extra tests to protect them-
selves against malpractice suits. These costs, Mr. Chairman, are borne directly by
patients and insurance companies.

My plan also requires the Secretary of Health and Human Services to review
Medicare regulation of rural hospitals to determine how requirements could be
made less administratively and economically burdensome. If there is one area of
health care reform where I know a consensus can be reached, it is in cutting bu-
reaucratic red tape.

LONG-TERM CARE

Finally, my plan addresses the most difficult problem facing America's seniors:
the cost of long-term care. I propose a refundable tax credit to pay for long-term
care insurance premiums. While all low- and moderate-income Americans would be
eligible to receive the credit, assistance is targeted to be of the greatest benefit to
our seniors. These credits vary according to income and age, with none extended to
individuals at income levels of $40,000 and above.

Mr. Chairman, I ask that a detailed chart on long-term health insurance credit
be made part of the hearing's record.

My bill also restores many of the important benefits lost in the repeal of the Medi-
care Catastrophic Coverage Act. Home health care coverage is expanded to a maxi-
mum of 38 days, and Medicare coverage would be provided from Home Intravenous
Drug Therapy Services. Further, my plan deters deceptive insurance practices by re-
quiring the Secretary of Health and Human Services to establish a certification sys-
tem for health insurance for the elderly.

TAX CREDIT REFORM IS THE RIGHT APPROACH

I don't presume that S. 454 has the all the answers to our health care problems,
but it is a step in the right direction. Some may ask, why tax credit reforms, why
don't we just reinvent the whole system with our government as a central player?
As Secretary of Health and Human Services Louis Sullivan warned the Senate Coin-
mittee on Labor and Human Resources last March, reinventing our system and in-
creasing the role of government in health care will only serve to subject "our health
care sector to the whims and vacillations of budgets, politics, commissions and bu-
reaucrats ... " which will have a direct impact on the quality care Americans have
come to expect.

I don't have much faith in a "pay or play" reform approach either. When faced
with a choice between paying an additional payroll tax or providing health benefits
for their workers, many companies will opt for additional taxes, dumping workers
on some form of public insurance plan. By some estimates, 51.7 million Americms
currently covered under employer-based plans could end up on a public plan. The
million dollar question-literally-is whether the additional payroll tax would ade-
quately cover these workers health care needs.

The recent findings of Kentucky's Task Force on Health Care Access and Afford-
ability demonstrates support for implementing change within our current health de-
livery system. Established by Governor Jones, the Task Force travelled throughout
the Commonwealth last month and held 15 public hearings on health care reform.
Their findings, which are to be reported to a special commission, include suggestions
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similar to those I put forth in my bill-specifically, lowering costa through medical
malpractice reform and expanding coverage in rural areas through incentives such
as the National Health Serve Corps.

Mr. Chairman, it i, vital we improve our imperfect health care system. What can
accomplish this is the same good old American ingenuity and commitment to excel-
lence that has made medical care in our country the best in the world.

In closing, let me express my gratitude to the Committee for holding this impor-
tant hearing today. While some members may disagree with the reforms I advocate
I know we 3hare the same goal of expanding affordable, quality health care to all
our citizens.

A HEALTH INSURANCE TAX CREDITS

Provides low and moderate income Americans tax-based assistance to purchase
health insurance. Amount of credit is determined by income level and actual insur-
ance expenditures. Credit is not available at income levels of $40,000 and above,
and is made refundable to reach taxpayers below filing threshold. Health Insurance
credit is reduced by the amount of health benefits received through the Supple-
mental Earned Income Tax Credit.

$20,000 and below to $24,999 ....................................................................................................... $1,750
25,000 to $29 ,9 9 ....... ................................................................................................................ 1,2 50
3 0 ,0 00 to $3 4,999 ............................................................................................................................ 7 50
35 ,000 to $39 ,999 .......................................................... ........................................................... 250

B. LONG-TERM CARE INSURANCE TAX CREDITS

Provides senior and other Americans with tax-based assistance to purchase long-
term care insurance. Assistance weighted to provide most assistance to seniors, but
all taxpayers are eligible to receive the credit, which varies by age and income. The
credit is equivalent to the applicable percentage of qualified long-term care insur-
ance premiums, subject to the dollar lirn.ation. Credit is not available at income
levels of $40,000 and above, and is made refundable to reach low-income Americans.

Age M.Doore b.ni.. . . . .

Mae than 70......................................................................................... $3,000
More th an 60 but le than 70 ................................................................. ................ 2,400
M ore than 50 but ss than 60 .......................................................................................................
M ore than 40 but s th n 50 ........................................................................................................ 12
40 or less ....................................................................................................................................... 6 00

ho" cae perceiage

$20,000 and below to $24,999 ........................................................................................................... . 70%
2 5,000 to 29 ,999 .................................................................................................... ......................... 50
30 ,000 to 34 ,999 .................................................................................................................................... 30
35,00 0 to 39 ,999 ................................................................................................................................... 10

PREPARED STATEMENT OF SENATOR GEORGE J. MITCHELL

Mr. Chairman, I commend you for holding the first in a series of hearings on com-
prehensive health care reform. Today's hearing will focus on reform proposals that
attempt to utilize the current employer-based system to assure access to affordable
health care for all Americans.

Access to affordable, quality health care should be a right for all Americans, not
merely a luxury for those who have the economic means to purchase health insur-
ance. As many as 37 million Americans have no health care coverage, and millions
more have insurance coverage which is inadequate to protect them against the cost
of serious illness.

Furthermore, the rising costs of health insurance threatens coverage for all whL
are currently insured. Nearly one million Americans lose their health insurance cov-
erage each year, often because their employers drop the coverage because of the ris-
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ing costs of premiums or because insurers refuse to cover persons with pre-existing
conditions.

The problem of the uninsured is not principally a problem of the unemployed-
two-thirds of the uninsured are working persons or their dependents whose jobs do
not provide health insurance.

I believe the most efficient and effective method of reaching these individuals and
others who currently lack health coverage' is to build upon our existing public-pri-
vate health care system. I believe an equitable system that assures access for all
while controlling costs must ask every employer to share the responsibility of pro-
viding health care coverage for their employees and their dependents.

Last year, I and several of my colleizues on this Committee, introduced
HealthAmerica-legislation that requires all employers to either provide private
health insurance to their employees or contribute to a public program which will
provide coverage.

Building upon the current employer-based system, our proposal guarantees em-
ployer sponsored coverage for all individuals affiliated with the workforce regardless
of income. Our proposal also guarantees coverage for all individuals outside of the
workforce through the creation of a new public program which reforms and expands
Medicaid.

In order o reach the goal of providing quality, affordable health care for all Amer-
icans, this legislation has a budgeting and reimbursement structure which will re-
sult in significant reductions in the rate of cost increases throughout the system.
The crisis in our nation's health care system is being fueled by the rapidly escalat-
ing cost of providing quality care to our citizens, so we must control costs to assure
access.

While I believe HealthAmerica implements the necessary provisions to address
the health care crisis of this country and reform our failing system, it is but one
of many proposals.

Reforming the health care system will be a long and arduous task. Although, most
of us believe there is a serious problem, few can agree on the solution.

We all must acknowledge, however, that the time to act is now. I urge my col-
leagues to examine these proposals carefully and continue their efforts to fix a se-
verely broken system. I look forward to the testimony to be presented by today's wit-
nesses.

PREPARED STATEMENT OF JOHN J. MOTLEY

Thank you for this opportunity to testify before the Committee on Finance on re-
forming the health care system by mandating that employers provide certain levels
of health insurance or pay a new payroll tax to enroll their employees in a public
health care program. The National Federation of Independent Business (NFIB) ap-
preciates the opportunity to share with the Committee the data and conclusions we
have accumulated on the small business health insurance market.

NFIB is the nation's largest small business advocacy organization, representing
more than 500,000 small and independent business owners nationwide.

BACKGROUND

Health insurance was first cited as the number one problem for small business
owners out of 75 potential problems in 1986 in the NFIB Foundation's survey, Prob-
lems and Priorities. Again in 1992, Problems and Priorities showed that the cost of
health insurance is still the number one problem, but it is now twice as critical as
number two, which is "federal taxes on business income."

An earlier foundation study , "Small Business and Health Care," found that small
business owners want to offer health insurance as a fringe benefit out of both a
sense of familial obligation and competitive necessity. Over two-thirds of NFIB
member firms already offer health insurance. In general, these firms tend to be
more mature, more profitable, and have more full-time employees than their coun-
terparts that do not offer health insurance. Despite being fairly stable, these small
firms experience high initialjpremiums and hi her renewal premiums.

Two-thirds of those who do not now offer health insurance would do so if they
could afford it. Their access to health insurance and quality health care is largely
determined by affordability. The cost of health insurance can be the greatest payroll
line-item in a small business-exceeding the combined cost of workers compensation
and liability insurance. Between 1987 and 1991, the cost of health insurance for a
single employee rose 79 percent and for family coverage, 72 percent. According to
a poll by Foster and Higgins, the average per employee cost of health insurance in
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1991 was over $3,500. For the typical small business, the figures are considerablyhigher.he ability of the small business owner to provide insurance is influenced by the

costs of premiums and the profitability of the business. According to "Small B usi-

ness and Health Care," 91 percent of respondents reported that the cost of health
insurance was becoming prohibitively expensive. For many small businesses, 20 to
300 percent annual premium increases, small profit margins, struggling regional
economies, and restricted cash flow all contribute to the increasing difficulty small
business owners have in purchasing health insurance.

In an attempt to retain coverage, almost all employers have tried spreading the
pain by increasing employee deductibles and copayments. However, small business
owners still tend to pay 100 percent of their employees health care premiums. Em-
ployers of all sizes have been trying to find ways to control and slow rapid premium
increases. Larger firms have been able to turn to cost containment mechanisms in-
cluding self-insuring and managed care arrangements. By virtue of their size, small
businesses have very little access to managed care or other cost-containment meas-
ures. They are also unable to obtain the benefits of self-insurance and therefore
must comply with expensive state mandates, pay state premium taxes, and shoulder
a larger portion of the carrier's administrative expenses.

To the severe detriment of small business, the health insurance market was
changed dramatically by the enactment of ERISA. Increasing health insurance
costs, induced by the passage of ERISA, have forced almost 60 percent of the busi-
ness community to self-insure to escape costly state regulation and taxes. This
leaves small Main Street businesses who are not able to self-insure exposed to what
is left of a distorted health insurance market. These small firms are subject to state
mandates and premium taxes, medical underwriting, huge administrative costs, uni-
lateral insurance company decisions, and high premium increases.

The market, so distorted, has led to aggressive underwriting, which artificially
raises premiums as insurers seek to protect themselves from all foreseeable health
risks. These practices induce premature and frequent changes from carrier to car-
rier, which in turn, leads to unforeseen adverse consequences, such as: preexisting
conditions requirements imposed on new customers which can leave employees and
owners without coverage for critical medical conditions; increased premiums each
time a small business changes carriers in pursuit of lower premiums by increasing
the carrier's administrative costs and by paying brokers' commissions; and frequent
changes precluding the formation of small business associations or pooling mecha-
nism.

There has been a growing consensus that past government actions have thrown
both the health care and health insurance market into turmoil. While there remain
strong differences of opinion on how to deal with health care and access for the un-
insured, there appears to be broad agreement on the steps that need to be taken
to correct the health insurance market. From 100 percent deductibility for the self-
employed to insurance market reforms and from preemption of state mandates to
small business insurance purchasing groups, there is agreement. Whether someone
calls these changes "a first step," a "down payment on reform" or an "incremental
solution," they need to be made now, in 1992 before the 102nd Congress adjourns.

For some time, these needed and agreed upon reforms have been held hostage by
those who believe that they should only be included as part of a larger, more com-
prehensive solution, such as a "play or pay" approach. If the small business insur-
ance market reform provisions are enacted by themselves, so the argument goes, the
momentum for a more radical solution diminishes. Therefore, these changes need
to be held back, as hostages, to extract business community or moderate support
for the more radical approach.

The so-called comprehensive or universal solutions on either the left or the right,
from "play or pay" to single payer to complete individual responsibility, do not have
the support of the American people let alone a majority in Congress. Therefore, none
of these more grandiose solutions can be enacted until the political debate is more
mature. However, the business community, particularly the small business commu-
nity, cannot wait that long. The status quo is no longer acceptable.

"Play or Pay"
Ninety-four percent of small business owners adamantly oppose a mandatory em-

ployer provision of employee health insurance, according to NFIB surveying. Em-
ployer mandates are administratively and financially burdensome. Sm business
owners do not believe that the government should interfere with the benefit deci-
sions arrived at by employers and employees. "play or pay" will ultimately hurt em-
ployees who will frnd that they will be unable to negotiate with their employer when
unique circumstances occur.
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While the "play or pay" proposal vary, all would require employers to provide
health insurance to their employees that work more than 18 hours a week or pay
a 7 to 9 percent payroll tax. NFB believes that the administration of a public sys-
tem will cost more than the estimated 7 to 9 percent. In fact, the Small Business
Administration estimates that the actual cost will be 12 percent of payroll.

The Minority Office of the Joint Economic Committee estimates that the direct
costs of "play or pay" in the first year will exceed $87.8 billion. Yet, "play or pay"
does not alleviate the high cost of providing health care, which is the primary rea-
son small businesses do not offer it.

To pay for it, "play or pay" levies a substantial tax increase of $2,000-$3,000 on
those who are least able to pay. The new tax burden will fall mostly on lower in-
come employees who are at or near the bottom of the income scale through lower
wages, reduced hours, and fewer employment opportunities or on employers who
will forego earnings to pay it. This is a regressive tax for low income Americans who
would effectively be paying the full cost of their health insurance.

If Congress carefully examined who is not now providing employee health insur-
ance, they would find it would be small employers who are new or financially
strapped. These small employers who offer health insurance less frequently than
higher income firms, have a much greater proportion of hourly workers and have
nearly three times as many low-wage workers as firms that offer health insurance.

According to an NFIB Foundation study, a direct tie exists between business prof-
itability and the provision of employee health insurance. Over 90 percent of those
taking more than $70,000 out of the business in the prior year provided employee
health insurance, while only a third of those who took $20,000 or less out of the
business did so. As business profitability increases so does the propensity for small
employers to provide employee health insurance.

Study after study shows that millions of jobs would be put at risk if " play or pay
were enacted. For instance, COMSTAD Research Corporation concluded that 9.1
million jobs would be put at risk; the House Joint Economic Committee concluded
that 712,000 workers would lose their jobs in the first year of implementation; and
the Employee Benefit Research Institute estimates that between 200,000 and 1.2
million workers could lose their jobs as a result of an employer mandate.

While the numbers may differ they point to an unavoidable conclusion. A payroll
tax is the most damaging tax that can be placed on new or financially unstable busi-
nesses.

It is important to understand that payroll taxes must be paid even before the first
dollar is earned. They are not taxes on income; they are taxes on jobs. Today, em-
ployees and employers jointly pay 15.3 percent of the wage of every worker in FICA
taxes alone. Added to this are unemployment insurance, workers compensation and
other payroll taxes. Any increase in payroll taxes can only be paid for by hiring
fewer workers.

An NFIB Foundation Study reported that if employers were mandated to contrib-
ute $150 a month per employee for health insurance, 26.4 percent would get out of
business and 23.9 percent would let all employees go and continue operating.

The "play or pay" proposal is nothing more than a "Trojan Horse" for national
health insurance. "Pla or pay" will force many small business owners to place their
employees into the public system. It will be cheaper to pay than play-providing em-
ployee health insurance will cost an employer more than the payroll contribution
to the public plan-at least temporarily. However, at some point the payroll tax will
have to increase because health costs will still be out of control.

In addition, NFIB is deeply concerned about the inclusion of standard plans, or
even categories of coverage, in the "play or pay" proposal. while those being dis-
cussed do not mandate Cadillac plans that cover many of the most expensive treat-
ments, iley still will be priced beyond the ability of many small firms to pay for
them.

Secondly, a standard plan set in law just begs to become the target of legislative
gamesmanship. After all, that is how the current system developed over 800 man-
dates. While NFIB prefers to have the design of plans completely in the hands of
insurers, basic plan options seem to be a workable compromise.

NFIB believes the play or pay" approach for solving our health care crisis is ill-
devised. It would be devastating to small employers and their low-wage employees
and we strongly oppose it.

OTHER HEALTH CARE REFORM PROPOSALS

While the focus of this hearing is on the "play or pay" model for health care re-
form, NFIB will briefly comment on two other approaches being discussed in Con-
gress.
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- Single Payer
NFIB members oppose a single payer system. They believe that a federally run

program would substantially exacerbate the health care crisis. The government
would have to substantially raise taxes, politically ration care and technology, and
cut back on research and development efforts.

Countries that have national health care systems are also trying to reform their
programs. They are experiencing escalating health care costs. They are stifled by
a very rigid system that does not control utilization, and they are having to elimi-
nate hospital beds, lay off health care workers, cap doctors income, and limit entry
to medical schools. The Ontario Health Insurance Plan has allocated to hospitals a
2 percent increase for 1992 and a I percent increase in 1993 and 1994. What action
did the hospitals take? In Toronto, 20 percent of the hospital beds were eliminated
and additional beds are expected to be lost in the future.

In 1987 health care spending in Canada was 8.7 percent and 11.8 percent in the
U.S. However, for over a decade Canada's economy has been growing about 2 per-
cent a year faster than the U.S. economy. If inflation is excluded from the calcula-
tion, the rate of growth in per capita health care spending for both nations has been
about the same--4 percent a year.

Why would the United States want to move in a direction that clearly would not
alleviate spiraling health care costs? In fact, many of the countries that rely on a
single payer system realize that their systems are in need of reform. They are even
coming to the United States to learn more about managed care techniques.

The United States should not be considering a single payer system when it is
clear that the future of such systems are in jeopardy.

Small Business Insurance Market Reforms
Since 1940, the number of people covered by public or private health insurance

has increased from 40 percent to 84 percent. This success can be built upon and
coverage can be increased through a combination of incentives, a return to market
principles, and reforms of current law, supplemented with a new reliance on non-
employment based insurance purchasing. Such changes taken together represent a
persuasive and comprehensive approach to ensure that a significant number of
Americans are covered by health insurance.

NFIB supports a health care reform package that includes the preemption of state
mandated benefits, preemption of state anti-managed care laws, a low cost basic pol-
icy that can be marketed nationally, health insurance purchasing groups, 100 per-
cent deductibility of health insurance premiums for the self-employed, restriction of
the preexisting condition limitation, rating bands, guaranteed availability of health
insurance policies, guaranteed rmnewability, risk pools, medical malpractice reform,
health services and outcomes research, and simplification of health insurance ad-
ministrative costs. These provisions taken together could reduce and stabilize the
cost of health insurance for those who currently have it and for those that cannot
now afford it.

NFIB recognizes that guaranteeing issue of health insurance to small business
owners, restricting the preexisting condition exclusion, and limiting the variation in
premiums between and within blocks of business will increase premiums for some.
Yet, we believe that as a part of a balanced package, premiums will decrease for
many and will stabilize for all. According to Aetna, only 5 percent of all cases would
experience a 10 percent rate change if legislation such as Senator Bentsen's bill, S.
1872, was enacted and only 2.9 percent of total insured individuals would experi-
ence a cost increase greater than 10 percent.

A 1991 NFIB survey found that 73 percent of small business owners support
guaranteed issuance of health insurance policies as a part of a balanced health care
reform package despite the possibility that this provision could increase premiums.
They believe that the insurance industry should be required to issue a policy to any
business that wants to obtain coverage.

This Committee must understand that those in the private sector who oppc--e
small business insurance market reform are generally the ones who are causing tne
problem. They are the ones who are insuring only healthy individuals, and they are
the ones that are bringing employers in at a low premium only to substantially in-
crease the premium six months down the road even without any claim submissions.
Small business insurance market reforms will eliminate many of these unconscion-
able rating practices.

Conclusion
NFIB strongly believes that any health care reform bill must effectively address

the most critical problems facing small business owners today, the cost of health in-
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surance. Health care reform must stabilize the small business health insurance
market and make available to small business owners affordable insurance choices.

The "play or pay" proposal is an ill-conceived approach to the health insurance
coverage problem which will only exacerbate the current health care crisis. Health
insurance coverage provided under "play or pay" proposes a massive new tax fi-
nanced by those least able to pay--the working poor and near-poor-which includes
small employers.

NFIB commends Chairman Bentsen for recognizing the need to reform the cur-
rent system. Small business owners believe that small business insurance market
reform is the beginning of the process of health care reform-it is by no means the
end. They just ask for the process to get started by implementing reforms that will
provide them access to affordable health insurance not only for their employees but
for themselves and their dependents.

No one can afford to wait for the political debate to end, action-relief-must
come now. We urge Congress to explore areas of agreement and move legislation
that can be signed into law before the 102nd Congress adjourns. Thank you.
Attachment.
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The NFIB Foundation

IT'S CHEAPER TO PAY THAN IT IS TO PLAY

A coma$Aly discussed approach to resolving the health
insurance coverage problem is "play or pay.0 The approach
requires employers either to provide employee health insurance
or to pay a fine/ tax/penalty. Revenues from the fine are
then used to help do-fray the costs of providing uncovered
employees with a speci-fied level of health insurance.

Many consequences of the play or pay approach and its
generic parent, mandated coverage, are subject to debate.
But one clear consequence of the approach, as currently pro-
posed, is that it offers incentives for many, if not most,
employers to pay the fine in lieu of providing employee cov-
erage. As employers respond to the incentives provided, tOie
incidence of private health insurance coverage will fall sig-
nificantly and the revenues that the fines generate will be
insufficient to cover public costs. Thus, play or pay sub-
stitutes public insurance for private at an unknown, but sub-
stantial cost, to the taxpayer. -

The following observations are based on the specific pto-
visions of S. 1227, HealthAmerica: Portable Health Care for
All Americans Act. However, their tenor is equally applicable
to Massachusetts' failed universal health care program and the
fall-back position in Oregon's current experiment with tax in-
centives to small employers for providing employee health in-
surance.

Play or Pay?

Health insurance is expensive. Table 1 presents the em-
ployer's cost of health insurance (80% of the premium) for
full-time employees as a percent of payroll by various sized
per employee payrolls and per employee monthly insurance pre-
miums. The monthly premium levels are total per employee
premiums, including both the employer's and the employee's
share. Note on Table 1 that the employer's share of an aver-
age premium for family coverage ($250 per month) for the
average wage earner (just over $11/hr in wages and $15.50/hr
in total compensation) is equivalent to about 8 percent of
payroll. By comparison, the employer share of FICA (Social
Security tax) is 7.65 percent.
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Two points stare from Table 1. The first is that it is rela-tively more expensive to provide health insurance for lower per em-
ployee payrolls than it is for higher per employee payrolls. Forexample, the employer's share of a $250/month premium for a work
force filled with minimum wage employees equates to somewhat lessthan 1/3 of average hourly payroll; for a payroll consisting of $12
to $12.50/hr employees, the employer's share equates to about 10
percent. The reason for the difference, of course, is that insur-
ance premiums are fixed fees and do not change with wages. The
consequence is that if compelled to provide coverage, employers
would find it relatively less attractive to hire lower skilled
(lower wage) employees and relatively more attractive to choose the
pay option under a play or pay scheme.

Tal-le I
HEALTH INSURANCE PREMIUMS AS A PERCENT

OF PER EMPLOYEE HOUPLY PAYROLL

Full-Time Employees (37.5 Hours/Week --- 52 Weeks/Year)
Employer's Share of Premium -- 80 Percent

PAYROLL/
EMPLOYEE/ Per Employee Monthly Health Insurance Premium

HOUR SIQ0 Im 1W IQ S5 S400
$4.00 12.3 18.5 24.6 30.8 36.9 44.6 49.2$4.50 10.9 16.4 21.9 27.4 32.8 39.7 43.8
$5.00 9.8 14.8 19.7 24.6 29.5 35.7 39.4
$5.50 9.0 13.4 17.9 22.4 26.9 32.4 35.8
$6.00 8.2 12.3 16.4 20.5 24.6 29.7 32.8
$6.50 7.6 11.4 15.1 18.9 22.7 27.5 30.3
$7.00 7.0 10.5 14.1 17.6 21.1 25.5 28.1
$7.50 6.6 9.8 13.1 16.4 19.7 23.8 26.3
$8.00 6.2 9.2 12.3 15.4 18.5 22.3 24.6'
$8.50 5.8 8.7 11.6 14.5 17.4 21.0 23.2
$9.00 5.5 8.2 10.9 13.7 16.4 19.8 21.9
$9.50 5.2 7.9 10.4 13.0 15.5 18.8 20.7$10.00 4.9 7.4 9.8 12.3 14.8 17.8 19.7

$10.50 4.7 7.0 9.4 11.7 14.1 17.0 18.8
$11.00 4.5 6.7 9.0 11.2 13.4 16.2 17.9
$11.50 4.3 6.4 8.6 10.7 12.8 15.5 17.1
$12.00 4.1 6.2 8.2 10.3 12.3 14.9 16.4
$12.50 3.9 5.9 7.9 9.8 11.8 14.3 15.8
$13.00 3.8 5.7 7.6 9.5 11.4 13.7 15.1$13.50 3.6 5.5 7.3 9.1 10.9 13.2 14.6
$14.00 3.5 5.3 7.0 8.8 10.5 12.7 14.1
$14.50 3.4 5.1 6.8 8.5 10.2 12.3 13.6
$15.00 3.3 4.9 6.6 8.2 9.8 11.9 13.1
$15.50 3.2 4.8 6.4 7.9 9.5 1i.5 12.7
$16.00 3.1 4.6 6.2 7.7 9.2 11.2 12.3
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Chart 1 illustrates the pay option. The chart's x-axis de-

picts the average per employee hourly payroll. The Y-axis depicts
the per employee health insurance premium as a percent of payroll.
S. 1277 sets the initial fine, or the pay option, at approximately
eight percent. The horizontal line represents the employer's rela-
tive cost under the pay option. It is a constant percentage. No
matter what the level of the average per employee payroll, the tax
is 8 percent of which the employer pays at least 4/5's. Thus, if
the payroll for a group of full-time employees amounted to $1,000/
week, the pay option would cost the employer $64/week (80 percent
of the $80 fine) and employees $16/week (20 percent of the $80
dollar fine); if the same group of employees were paid
$10,000/week, the em-ployer's share would be $640 and the
employee's $160. Insurance premiums, a measure of the cost of
health care, are irrelevant to the pay option and, therefore, do
not appear on the chart.

Chart 1
EMPLOYER COST AS A PERCENTAGE OF PAYROLL

UNDER THE "PAY" OPTION

Percent of Per Employee Hourly Payroll
50

30

20O

10 -

0
$4 6 $10 2 14 $16

Per Employee Hourly Payroll

Chart 2 superimposes the play option on the pay option. Since
the cost of health insurance is relevant to the play option, and
since the costs of a minimum policy under S. 1277 can only be esti-
mated, two premium levels -- $200/month Pnd $300/month -- are pre-
sented. The levels were chosen because they fall on opposite sides
of the current $250 monthly average, though the 20-30 percent an-
nual growth in health insurance premiums implies both estimates are
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conservative.

The curved, bloping lines on Chart 2 portray the play option
at the two premium levels. Note that the dashed, sloping line re-
presenting the $200/month play option intersects the solid, hori-
zontal line representing the pay option at about the $12.50/hour
level. The intersection point means that on a payroll of full-
time employees costing an average of less than $12.50/hour, the pay
op-tion is the less expensive for the employer (and often for the
em-ployee as well).

Should the premium be $300/month rather than $200/month, the
incentive to choose the pay option is even greater. In fact, the
heavy, sloping line representing the $300/month premium level does
not even intersect the horizontal line on Chart 2. The intersec-

tion occurs somewhere off the chart, at a much higher level, about
$23/hr or $45,000 a year.

Chart 2
EMPLOYER COST AS A PERCENTAGE OF PAYROLL

UNDER THE "PLAY" AND "PAY" OPTIONS

Percent of Per Employee Hourly'Payroll50

Pay Option

40 $200 Play Option

- $300 Play Option
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Per Employee Hourly Payroll

The second point staring from Table 1 is the relevance of the
premium's size. A $150/month premium for an $9/hour per employee
payroll equates to a little over 8 percent of payroll, but a $300/
month premium for the same per employed hourly payroll amounts to
16 percent. Thus, the size of the premium becomes a critical fac-
tor in an employer's decision to play or pay, and there is every
reason to believe the premium will be closer to $300/nonth than to
$150/month.
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The initial cost of the minimum benefit plan will largely be
dictated by the benefit levels S. 1277 requires. It will subse-
quently be influenced by the cost containment measures in the leg-
islation, the added demand placed on the health care delivery sys-
tem due to the availability of new and greater health services, and
the more rapid growth of health care prices than of wages. Thus,
the legislated minimum as well as other measures affecting health
care costs will significantly influence the pay or play decision.

Part-Time Employees

Employers hiring significant numbers of part-time employees,
defined for present purposes as 17.5 hours per week, will be pushed
even more sharply toward the pay option. Table 2 presents the em-
ployer's cost of health insurance for a payroll composed exclusive-
ly of part-time employees at different average per employee payroll
levels and premium costs. The table was calculated to accommodate
the S. 1277 requirement of a minimum 50 percent share for part-
time employees rather than the 80 percent for full-timers.

Despite the smaller share of premium, note how the incentives
to adopt the pay option are greater for part-time employees (Table
2) than for full-time employees (Table 1). A $250/month premium
for a part-time employee costing $8/hour equates to 21 percent of
payroll; for the identical employee working full-time, the figure
is 19 percent. The same fundamental relationship among full-time
and part-time employees occurs no matter what the level of wages
or premiums. Thus, the incentives are to avoid part-time workers
(75 percent of whom prefer part-time work), select the pay option,
and reduce hours beneath some legis-lated minimum where health
insurance mandates no longer apply.

TaS Incentives

S. 1277 provides tax incentives that effectively lower the
premium cost. The most important of these tax incentives is a 25
percent credit on the first $3,000 of per employee premium for each
full-time employee earning less than $20,000 per year. (The credit
applies only to those firms with fewer than 60 employees.)

To assess the incentive effects of the credit, examine Table
3, a modified version of Table 1. A $20,000 annual income trans-
lates into payroll of about $11 per hour. Table 3 contains a
horizontal dashed line located between $11/hour and $11.50/hour.
The credit does not apply to an employee falling above (above in
the sense of higher or more income) that line. A second, vertical
line lies between the $250/month premium column ($3,000 annually)
and $300/month column. It separates the premium sizes that would
be eligible for an entire credit from those that would be eligible
for a partial credit.

The credit's primary effect flows on those falling in the low-
er, left portion of the chart, i.e., left of the vertical line and
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below (in the sense of lower income) the horizontal line. In other
words, the credit's largest relative impact is on lower wage em-
ployees who have average to below average health insurance bene-

Table 2
HEALTH INSURANCE PREMIUMS AS A PERCENT

OF PER EMPLOYEE HOURLY PAYROLL

Part-Time Employees (17.5 Hours/Week -- 52
Employer's Share of Premium -- 50 Percent

PAYROLL/
EMPLOYEE/
-HOUR

$4.00
$4.50
$5.00
$5.50
$6.00
$6.50
$7.00
$7.50
$8.00
$8.50
$9.00
$9.50

$10.00
$10.50
$11.00
$11.50
$12.00
$12.50
$13.00
$13.50
$14.00
$14.50
$15.00
$15.50
$16.00

Weeks/Year)

Per Employee Monthly Health Insurance Premium
sIQm .I A "2Jo S3o So oI

16.5
14.7
13.2
12.0
11.0
10.1
9.4
8.8
8.2
7.8
7.3
6.9
6.6
6.3
6.0
5.7
5.5
5.3
5.1
4.9
4.7
4.5
4.4
4.3
4.1

24.7
22.0
19.8
18.0
16.5
15.2
14.1
13.2
12.4
11.6
11.0
10.4
9.9
9.4
9.0
8.6
8.2
7.9
7.6
7.3
7.1
6.8
6.6
6.4
6.2

33.0
29.3
26.4
24.0
22.0
20.3
18.8
17.6
16.5
15.5
14.7
13.9
13.2
12.6
12.0
11.5
11.0
10.5
10.1
9.8
9.4
9.1
8.8
8.5
8.2

41.2
36.6
33.0
30.0
27 5
25.4
23.5
22.0
20.6
19.4
18.3
17.4
16.5
15.7
15.0
14.3
13.7
13.2
12.7
12.2
11.8
11.4
11.0
10.6
10.3

49.5
44.0
39.6
36.0
33.0
30.4
28.3
26.4
24.7
23.3
22.0
20.8
19.8
18.8
18.0
17.2
16.5
15.8
15.2
14.7
14.1
13.6
13.2
12.8
12.4

57.7
51. 3
46 .2
42.0
38.5
35.5
33.0
30.8
28.8
27.1
25.6
24.3
23 1
22.0
21.0
20.1
19.2
18.5
17.8
17.1
16.5
15.9
15.4
14.9
14.4

65.9
58.6
52.7
48.0
44.0
40.6
37.7
35.2
33.0
31.0
29. 3
27.8
26.4
25.1
24.0
22.9
22.0
21.1
20. 3
19.5
18.8
18.2
17.6
17.0
16 5

fits. A smaller effect will be realized on those falling in the
lower right portion of Table 3, i.e., lower wage employees with
average to above average health benefits. The smaller effect stems
from the credit's applicability to only the first $3,000 of per em-
ployee premium.

The credit's effect on those falling in the lower left porti-n
of Table 1 is to reduce the health insurance premium as a percent
of payroll by 1/4. For example, the employer's share of a $250/
month premium on a $10.0/hr employee would decline from 12.3 per-
cent to 9.2 percent. The credit in this case would not provide the
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employer an incentive to chose the play option over the pay option.
However, if the employer elected the play option, the credit would
provide an incentive to retain low wage employees. The employer's
share of a $150/month premium on a $7.50/hour employee would pro-
duce a different result. His share would decline from 9.8 percent
to 7.3 percent. The credit in this case would serve to reverse the
incentive from the pay option to the play option. The boxed area
on Table 3 shows the limited range of wage and premium levels where
the credit reverses incentives.

Table 3
HEALTH INSURANCE PREMIUMS AS A PERCENT
OF PER EMPLOYEE HOURLY PAYROLL AFFECTED

BY TRE TAX INCENTIVES IN S. 1277

Full-Time Employees (37.5 Hours/Week -- 52
Employer's Share of Premium -- 80 Percent

PAYROLL/
EMPLOYEE/

$4.00
$4.50
$5.00
$5.50
$6.00
$6.50
$7.00
$7.50
$8.00
$8.50
$9.00
$9.50

$10.00
$10.50
$11.00
$11.50
$12.00
$12.50
$13.00
$13.50
$14.00
$14.50
$15.00
$15-.50
$16.00

Per Employee
tin LW

12.3
10.9
9.8
9.0
8.2
7.6
7.0
6.6
6.2
5.8
5.5
5.2
4.9
4.7
4.5
4.3
4.1
3.9
3.8
3.6
3.5
3.4
3.3
3.2
3.1

18.5
16.4
14.8
13.4
12.3
11.4
10.5
9.8
9.2
8.7
8.2
7.8
7.4
7.0
6.7
6.4
6.2
5.9
5.7
5.5
5.3
5.1
4.9
4.8
4.6

Weeks/Year)

Monthly Health Insurance Premium

24.6
21.9
19.7
17.9
16.4
15.1
14.1
13.1
12.3
1i .6
10.9
10.4
9.8
9.4
9.0
8.6
8.2
7.9
7.6
7.3
7.0
6.8
6.6

6.2

30.8
27 4
24.6
22.4
20.5
18.9
17.6
16.4
15.4
14.5
13.7
13.0
12.3
11.7
11.2
10.7
10. 3
9.8
9.5
9.1
8.8
8.5
8.2
7 .9
7 .7

36.9
32.8
29.5
26.9
24.6
22.7
21.1
19.7
18.5
17.4
16.4
15.5
14.8
14.1
13.4
12.8
12.3
11.8
11.4
10.9
10.5
10.2
9.8
9.5
9.2

44.6
39.7
35.7
32.4
29.7
27.5
25.5
23.8
22.3
21.0
19.8
18.8
17.8
17.0
16.2
15.5
14.9
14.3
13.7
13.2
12.7
12.3
11.9
11.5
11.2

49 2
43.8
39 4
35.8
32.8
30.3
28 1
26 3
24.6
23.2
21.9
20.7
19.7
18.8
17.9
17.1
16.4
15.8
15.1
14 .6
14.1
13.6
13.1
12.7
12.3

The credit's effect on those falling in the lower right por-
tion of Table 3 is smaller and diminishes as the premium size in-
creases. For example, the employer's share of health insurance on
a $9.00/hr employee whose premium runs $300/month equals 16.4 per-
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cent compared to 21.9 percent if the premium cost were $400/month.
But, the credit is the same under both circumstances (25 percent
of the first $250/month). The credit's effect, therefore, is to
lower the former to 13.0 percent of per employee monthly payroll
(a 21 percent reduction) while the latter's would drop to 18.5
percent (a 16 percent reduction). But in no instance does the
credit reverse incentives. Incentives where premiums are above
$250/month -- even with the credit -- always favor the pay option.

Most businesses have a broad range of wage levels. Since the
play or pay decision is calculated from payrolls and the credit is
calculated for single employees, the credit's effect is not as
"clean" as outlined above. Even so, the following do occur: small
firms hiring relatively more employees at less than $10/hour bene-
fit more than those hiring relatively few at that wage -- though
the credit does not change the incentive to hire fewer high wage
rather than more low wage employees. Premiums under $250 per em-
ployee receive a relatively, though not necessarily an absolutely,
higher tax subsidy than do higher cost health insurance coverage.

How Many Small EmDloyers Impacted?

Table 3 shows that the employer's share of the average pre-
mium reaches 8 percent of payroll at the $15+/hr level on a full-
time employee. The $15 figure translates into a business whose
AVERAGE full-time employee costs (with fringe benefits and payroll
taxes) nearly $30,000 a year. How common is a small business
payroll averaging $15 per hour or less? Or, how common are firms
that devote more than 8 percent of its payroll costs to health
insurance?

A senior consultant for Noble Lownde& recently asserted that
the cost of corporate health care in 1990 was 14 percent of pay-
roll, up from 5 percent in 1980 (see, Business Insurance, June 21,
1991). For smaller firms, the situation is less clear but no less
disturbing.

A survey conducted by The NFIB Foundation in early 1990 found
that 63 percent of small employers reported covering at least some

of their employees (Small Business and Health Care: Results of a

Sl rve ). About 38 percent reported covering all. Since S. 1277
requires coverage of most employees, Table 3 shows the employer's
share of health insurance as a percentage of payroll only for those

firms covering everyone. (The bill exempts new firms and employees
working less than 17.5/hrs/week.) Note that in 1989, 40 percent

paid health insurance premiums in excess of 8 percent of payroll
and 1/5 paid in excess of 10 percent. But, the cost of health in-

surance has risen by 1/3 to 1/2 since that time. Such increases
would have pushed an even greater proportion of these owners toward

the pay option. The increases also slide a substantial number of

those formerly paying 7 to 8 percent of payroll into the above 8

percent range. Thus, between 50 and 60 percent of those now cover-

ing all employees pay more than 8 percent of payroll for employee

health insurance.
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What if the 3/5's who cover only some of their employees or
don't have coverage are required to play or pay? Are they any dif-
ferent than those who cover all employees with health insurance?
The answer is *yes." These people generally own businesses which
do less well, meaning fewer employee benefits, lower wages ani low-
er business earnings. nefer back to Table 1. It shows that the
play option costs relatively more on lower wage employees than on
higher wage employees. Thus, those wich only partial coverage or
no coverage, the 3/5's not included on Table 4, would usually find
the incentives to pay even stronger than would those who provide
coverage for all. The principal exception probably would be those
too financially weak to continue operation.

It does not follow from these data that half of the small
business pop% lation would today find the 8 percent penalty finan-
cially more attractive than purchasing insurance. The tax credit,
which would lower that proportion, cannot be calculated from the
numbers available here because the credit only applies to certain
lower-income employees. We don't know which firms had low-income
employees at the time of the survey and which did not. In addi-
tion, only the employer's premium cost, not the total cost, was
obtained. S. 1277 could force the employer's current premium share
higher thereby making the pay option more attractive for those who
now pay less than 8 percent of payroll. Yet, it could also provide
a cushion for those now paying more than 80 percent of the total
premium, allowing them to cut back to the 8 percent penalty level.

Table 4
SMALL EMPLOYER'S COST OF EMPLOYEE HEALTH
INSURANCE AS A PERCENT OF PAYROLL - 1989
(Employers Covering All Employees Only)

PERCENT OF PERCENT OF
AYOL EMPLOYES

< 4 19
5 - 6 18
7 -8 18
9 - 10 20
> 10 20
No Answer

100

Despite these uncertainties, what can be said is that iuge
numbers of small businesses would find it in their financial .nter-
ests to choose the p&y option. Even if the :),rmeter4, were as wide
as 25 percer-t on the low end and 50 percent in the high, the dif-
ference would amount to between cne and two million small employ-
ers who would find it cheaper to ray than tc play.
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Raising the Fine

One possible means to eliminate or reduce the incentive to
choose the pay option is to raise the fine. Charge more than 8
percent; charge 10 percent or even 12 percent. S. 1277 keeps this
option open by giving the Department of Health and Human Services
the constitutionally questionable power to set the fine (tax).

A higher fine would reduce the proportion of small business
owners choosing the pay option, and thereby reduce the overall pub-
lic subsidy. Return to Chart 2. Raise tha horizontal line (the
pay optio,) from its current 8 percent to 10 percent. The $200
play option now intersects the pay option at about $9.50/hr; the
$300 play option intersects the pay option at $14.50/hr. Raise the
horizontal line again. This time raise it to 12 percent. The $200
play option intersects the 12 Fercent pay option at about $8/hr and
the $300 play option intersects it at about $12.50/hr.

The pay option Is less attractive under the 10 percent scen-
ario than when the fine was 8 percent. It is even less so when the
fine is 12 percent. Rut, given average wage levels and escalating
health care prices, huge numbers of small employers would still
have a strong incentive to pay rather than play. For example, a
business owner with e wn.:kfcrce consisting of $10/hr, full-time
employees whose health insurance premiums are average and who uses
the tax credits of S. 1277 would currently find the play option
marginally more attractive than a 10 percent pay option. If the
insurance premium rose 20 percent next year -- and that is not un-
reasonable -- the incentives would be reversed. Thus, even if the
fine were pegged at 10 percent, small business owners with firms
populated by somewhat lower than average wage earners and who
understand that health costs will rise faster than wages would
rationally opt to pay.

The consequences of a higher fine will be even more pro-
nounced for low-wage and part-time employees than it otherwise
would. The fine already falls heavily on these workers because
they are the ones who eventually must pay it in the form of lower
wages and fewer job prospects. Raise the fine, and wages and job
prospects decline further. Thus, low-wage and part-time employees
as a group will be in the ironic position of subsidizing health
caxe for many people with more income than theirs.

C2ncluston

The incentives in the play or pay approach to health insurance
coverage for a significant number of employe s are to pay. They
are particularly strong for employers hiring unskilled and part-
time workers. A small business owner with 8 employees at $9/hr and
2 part-time employees at $6.50/hr, for example, could cut health
care costs in HALF (from an average premium) by paying the fine.

Moreover, since small employers pay at much as 20 percent more
for the same coverage as do large employers, small business employ-
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*es could enjoy relatively greater benefits in the federally sub-
sidized program even when employer costs are the same under the
play and pay options. Greater relative benefits is the second in-
centive pushing small business owners to the pay option. The third
incentive is elimination of the "hassle" of shopping for and pur-
chasing insurance, and acting as the mediator between the insurer
and employees.

Financial considerations are the primary reason many small
business owners do not now purchase employee health insurance.
With health care costs rising faster than wages; small employers
will find it increasingly difficult to maintain current coverage,
let alone expand it. The incentives in S. 1277 push small employ-
ers in the same direction, only harder. S. 1277 will encourage
many employers to drop existing private employee health insurance
packages and to not purchase new ones, by offering a more financ-
ially attractive Federal alternative. Thus, it is likely that a
huge number of small business owners, perhaps a majority, will
elect the pay option. And, if huge numbers select the pay option,
S. 1277 effectively begins a Federal take-over of private health
insurance, offering the unhappy prospect of a nationalized Medi-
care-type public insurance system replete with uncontrolled costs.
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TAXES BASED ON THE INABILITY TO PAY:
ANOTHER EFFECT OF "PLAY OR PAY"

Mandatory employer provision of employee health
insurance is a tax levied on those least able to pay.
Whether the tax is direct ("pay" option) or indirect
("play" option) depends on an employer's choice. But in
either case, the effect is the same -- a large, new tax
liability that must be paid principally by those who can
least afford to do so. That is true whether one assumes
the new tax burden falls on employees through lower wages
and fewer employment opportunities, or on employers who
will forego earnings to pay it. Unfortunately, the
negative redistribution effects of "play or pay" have
gone largely unnoticed in the current debate, mocking the
re-distribution concerns lying at the political heart of
the vigorous debate over the so-called middle income tax
cut and various other issues.

It is well-known that working Americans without
employer spon-sored health insurance usually fall near
the bottom of the income scale. If one believes that
these low income Americans would ef-fectively pay the
full cost of their health insurance under "play or pay,"
as do most economists, then the proposal is by definitior
reqresive. The reason is that the proposal for all
intents and purposes levys a substantial tax increase
($2,000 - $3,000 a year) almost exclusively on the
working poor and near-poor. However, if one believes
that employers will absorb the increase by reducing their
income, as do many social activists, then regressivity
may not be an issue.

The following paragraphs demonstrate that one's
belief about who ultimately pays the cost of a "plry or
pay" health insurance program is irrelevant ;o ths
reqressivity discussion. They show that even if
employers do absorb program costs, or even a fraction of
their costs, "play or pay" remains a highly regressive
approach to resolution of the health insurance coverage
problem.
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Business Profitability and Emplovee Health Insurance

A direct tie exists between business profitability and the
provision of employee health insurance. Owners who take more out
of their businesses in the form of salary, earnings, draw, etc.,
are more likely to provide employee health insurance, while those
who take out less income are less likely to do so. In fact, a 1989
survey conducted by The NFIB Foundation found that over 90 percent
of those taking more than $70,000 out of the business in the prior
year provided employee health insurance.' Just a third of those
who took $20,000 or less out of the business did so.

Exhibit 1 presents the direct relationship between income from
the business and provision of employee health insurance. The data
create an almost stair-like pattern. As business income rises in
$10,000 increments, the propensity for small employers to provide
employee health insurance rises as well. In other words, where
businesses are relatively profitable, small business owners tend to
provide health insurance as an employee benefit. Where businesses
are marginally profitable, small business owners tend not to.

"Play or pay" demands that all employers not currently provid-
ing employee health insurance make a significant financial contri-
bution to the health care costs of their employees. But who is not
now providing health insurance? Those drawing comparatively little
from the business are the ones usually not providing the benefit.
Therefore, if one believes that employers will bear the cost of a
"play or pay" program, the burden absorbed by employers primarily
will fall on the group least able to afford it. Under these cir-
cumstances, the financing system of "play or pay" is regressive.

Critical observers might question the validity of the self-
reported income figures used to make the association found on
Exhibit I. They might also wonder about the bar on Exhibit 1
labeled "N/A," noting that only 61 percent of the "N/A" group
provided employee health insurance. Those observers could reason-
ably ask how large this group of respondents was and where did its
members fall on the "take-out" scale. The short answers to these
two questions are that a check within the survey indicates that the
income data are reliable and that the "N/A" group reflected the
distribution of the income data across the reporting population.
The following section addresses those data reliability questions.
Readers not wishing to review these data nuances should skip the
section and proceed to the section on owner income and business
size.

'Hall, Charles P., and Kudor, John M., Small Business and
Health Care: Results of a Survey, The NFIB Foundation:
Washington, D.C., 1990.
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Check on the Reliability of Income Data

The income question ("Aboit how much did you take out (salary,
draw, earnings, etc.] of your business last year?") appeared at the
very end of the survey. It provided respondents possible answers
in $10,000 increments up to $70,000. In addition, the query otfer-
ed a "Prefer Not To Answer" option. These broad ranges were de-
signed to provide respondents with a degree of comfort in reporting
a private matter that narrower ranges or actual dollars figures
would not have. As it was, 19 percent chose the "Prefer Not To
Answer" option and five percent left the question blank.

Exhibit I
SMALL BUSINESS OWNER "TAKE-OUT" AND THE

PROPENSITY TO PROVIDE EMPLOYEE HEALTH INSURANCE
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A check on the income inquiry was included earlier in the
survey. It was designed to uncover similar, though not identical,
data, and to provide a comparative point for the income question.
The check query posed the following proposition, "I could earn more
working for someone else than in this business." Respondents could
answer on a five point scale ranging from "Strongly Agree" to
"Strongly Disagree." Factors such as personal opportunity costs,
newness of the business, etc., would affect agreement or disagree-
ment with the proposition. However, financial success of the
business should be the most prominent factor in the assessment.
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Note the close relationship exhibited on Exhibit 2 between the

belief that an owner could earn more elsewhere and low take-out,
i.e., earnings. More than 2/3's of those reporting take-out of
$10,000 or less agreed that they could earn more elsewhere. At the
other end of the scale, over 3/4's of those reporting take-out of
$70,000.cr more did not believe they could earn more elsewhere.
The chart's bars are, in fact, almost symmetrically positioned. As
income rises, the percent disagreeing rises and the percent agree-
ing falls. As income falls, the opposite occurs. The c,rrelation
between the answers to both questions is very high. Moreover, the
point where more begin to disagree with the proposition than agree
with it comes at $40,000, just about the point cf median family
income for a family headed by someone with above average education
and in their 40's. As a result, the data Are mutually reenforcing
and suggest reasonable reporting accuracy.

Twenty-four (24) percent of survey respondents failed to an-
swer the "take-out," i.e., income, question. This group conceiv-
ably could be loaded with owners doing very well, yet providing em-
ployee health insurance infrequently. On the other hand, it could
be loaded with those who are not doing well, yet offering insurance
far in excess of their means. One way to address the issue is to
cross-reference (cross-tab) the check question with the 24 percent
who didn't answer the income question. If a comparatively large
percentage of the non-respondents disagreed with the notion that

Exhibit 2
AGREEMENT WITH THE PROPOSITION THAT "I COULD EARN

MORE WORKING FOR SOMEONE ELSE THAN IN THIS
BUSINESS BY REPORTED 1989 BUSINESS Tp"*E-OUT
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they could earn more elsewhere, then we might conclude the group is
heavily (and disproportionately) populated by those doing well.
The opposite would also be true.

Exhibit 3 demonstrates remarkably little difference as measur-
ed by the check question between those who answered the income
question and those who did not. The two populations are the same
for all intents and purposes. The small difference that did exist
suggested that non-respondents do somewhat better than respondents.
At the same time, non-respondents did not offer insurance as often
as did respondents (63 percent versus 60 percent)! The cumulative
effect is to modestly reduce the slope of the increases in insur-
ance provision as take-out rises. In other words, small business
owners with relatively low take-outs are somewhat more likely to
provide employee health insurance than the data on Exhibit 1
suggest. The opposite is also true. Yet, the fundamental rela-
tionship is unchanged. Those doing comparatively well exhibit a
high propensity to provide employee health insurance, while those
with doing comparatively poorly exhibit a high propensity to
provide none.

Exhibit 3
RESPONDENT AND NON-RESPONDENT TO THE INCOME SURVEY QUESTION
BY AGREEENT/DISAGREeLENT WITH THE PROPOSITION THAT THEY

COULD EARN MORE WORKING ELSEWHERE
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Owner Income and Business Size

W. David Helms, President of the Alpha Foundation, a Washing-
ton-based health research and consulting organization, observed
that the health insurance coverage "problem is with the very small
employer, or the micro-employer," i.e., businesses with less than
10 employees. 2  He noted that half of the employed uninsured could
be found in firms of less than 10 employees and another 18 percent
in firms of 10-24. How does this phenomenon relate to an employ-
er's financial capacity to provide employee health insurance
benefits?

The smallest employers not only are the ones who least often
provide employee health insurance, they are also the ones who take
least out of their firms. Examine exhibit 4. It presents owner
take-out by size of firm. Note the employee size of business Helms
identified as the "problem." Forty-five percent of those who owned
firms with 1-4 employees reported taking-out less than $20,000 in
1988.. That percentage falls almost by half when moving to the next
largest size classification, i.e., the 5-9 employee group. Still
almost one in four took less than $20,000 out of their businesses.
The percentage of those who took out less than that amount falls
rapidly as the businesses size increases. The opposite occurs as
well. Relatively few owners of businesses employing 1-4 people
took $60,000 or more out of the business. The same is true of
those owning businesses with 5-9 employees, but the percentage
rises along with firm size.

The data presented in Exhibit 4 provide corroborating evidence
of the blatantly regressive nature of the "play or pay" proposal
under the assumption that employers ultimately absorb the cost. We
already know that the proposal is regressive if the employee ulti-
mately aborbs the cost. But, if "play or pay" is also regressive
when the employer absorbs the cost, shouldn't those people sensi-
tive to the concerns of the less-fortunate be appalled at. the
scheme? It would seem so. Yet, many are not. How can that
inconsistency be resolved?

A Reoressive Tax or a Simple Premium?

An argument can be made for "play or pay" recognizing that the
financing mechanism is regressive. The argument runs that those
paying the bills, i.e., the formerly uninsured, effectively are
also those receiving the benefits. Thus, the tax is really not a
tax at all. It is merely a premium paid for health insurance, and
good social policy requires that everyone have health insurance.
Regressivity is not an issue under these circumstances.

2W. David Helms, "Experiments with Incentives for the Smallest
Employers," Rescuing American Health Care: Market Rx's, The NFIB
Foundation: Washington, 1991, p. 50.
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Exhibit 4
OWNER TAKE-OUT BY EMPLOYEE SIZE OF BUSINESS

Employee % of Total Income from Business
sizeofu Po ulatto ! - 40-59

1-4 52 45 36 12 7
5-9 23 24 40 23 14

10-19 13 15 38 26 22
20-49 a 10 24 26 40
50* 4 4 15 16 65

F6pul10 toal from WSA dots, U

That argument is supported by the nearly five million people
who purchase non-group health insurance with under $15,000 in an-
nual income, or the nearly ten million who purchase it with less
than $30,000.3 This group manages to purchase health insurance on
modest incomes. Others can as well. Add tax credits for the very
poor and some real progress can be made on the non-coverage prob-
lem.

If that argument were to be made, no reason exists for small
employers, those most affected by "play or pay," to be included in
the process. Conventional wisdom holds that small employers bring
group economies to their uninsured employees if nothing else.
There is some truth to that argument. But we also know small
business owners already pay substantially more for the same cover-
age than do larger insured units. The participation of the small
employer, therefore, serves to raise the premium for the low-income
insured by requiring the employee's participation in a small rather
than a large group. It would be much simpler, fairer and cheaper
to fashion large purchasing groups, by-passing small employers, and
eliminating the need for a "play or pay" scheme.

Conlusion

Most economists argue that employee benefits are paid by em-
ployees in the form of lower wages and less employment. That means
health insurance provided under "pay or play" would be financed by
the people that would receive coverage. Thus, the working poor and
near-poor would receive the benefit, bit they also would pay the
bill. A strong argument can be made for that position -- those who

3 elms, op cit.
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receive benefits should pay for them. Yet, it is precisely because
the poor and near-poor usually cannot pay for their insurance given
other financial demands that a coverage problem exists.

Adding a significant financial burden to the working poor and
near-poor bothers many people. But even if employers ultimately
bore the cost of health insurance, nothing would change. A serious
regressivity problem would remain. Small employers who do not pro-
vide employee health insurance are also the ones who take compara-
tively little out of their businesses. They, too, are often part
of the working poor or near-poor. To tax then to provide the
health insurance for other members of the working poor or near-poor
makes no more sense than simply requiring the poor to purchase
insurance. In fact, it makes less sense because the marginal
employer would usually have to absorb the costs of more than one
person/family, making the tax all that more severe.

Most "play or pay" proposals do incorporate tax credits or
subsidies of a similar nature. Those credits are intended to
ameliorate some of the most egregious regressivity inherent in the
"play or pay" approach. But, to increase the credits sufficiently
to eliminate, or nearly eliminate, regressivity abandons "play or
pay" as an approach. To purge the credits puts an extreme burden
on the working poor or near-poor whether they be employees or em-
ployers. Thus, the inclusion of credits in "play or pay" legisla-
tion primarily functions to acknowledge and underscore its liabil-
ities.

"Play or pay" is an ill-devised approach to the health insur-
ance coverage problem. The plan proposes a huge new tax. And, the
huge new tax would be apportioned on the inability to pay. There
are better ways to finance health care.

PREPARED STATEMENT OF AiAN PERES

Mr. Chairman and members of the Finance Committee, I am Alan Peres, Man-
ager of Benefits Planning, Ameritech Corporation. Ameritech is a telecommuni-
cations and information services company headquartered in Chicago. Ameritech has
75,000 active employees and over 45,000 retirees. The cost of providing coverage to
this group and their dependents exceeded $410 million in 1991. Accompanying me
is Sharon Canner, NAM's Assistant Vice President for Industrial Relations.

I am pleased to appear today on behalf of NAM's 12,500 member companies, 8,500
of whom have fewer than 500 employees. Over 97 percent of these firms, according
to a 1989 survey, provide coverage for both their workers and dependents, but the
future of such coverage is threatened by staggering cost increases which cannot be
sustained.

We commend you, Mr. Chairman, for convening this hearing today to explore solu-
tions to this problem, the related issues of quality and access and for raising the
level of debate by introducing S. 1872 in 1991. NAM believes that S. 1872 is an im-
portant first step toward health care reform and we strongly supported S. 1872 dur-
ing committee markup and in subsequent floor action.

While there is widespread agreement on the need to improve access and cost con-
trol, there is widespread disagreement on the means to achieve those ends. How-
ever, we cannot afford to wait for full consensus while costs continue to escalate
In the meantime we should enact certain incremental market reforms such as those
proposed in S. 1872. Further, forcing ahead with a ma'or restructuring of the health
care system is risky, given the difficulty in anticipating the effects of reform on a
ve ry complex financing and delivery system.

is testimony will make general comments on national health insurance propos-
al-S. 2320, S. 1446 and S. 2513-introduced by Senators Wellstone (D-MN)
Kerry (D-NB) and Daschle (D-SD), respectively, discuss the Canadian system and
offer observations on the philosophical approach of single payer national health in-
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surance programs. We will also offer NAM's recommendations on health system re-
form.

PROPOSALS FOR A NATIONAL HEALTH INSURANCE PROGRAM

We appreciate the thoughtfulness and hard work which went into the develop-
ment of S. 2320, S. 1446 and S. 2513 by Senators Wellstone, Kerry and Daschle
respectively. These bills aim to achieve universal coverage through use of a social
insurance financing mechanism. They take different approaches to governmental ad-
ministration private sector involvement in delivery and financing, and cost-sharing
by individual citizens. Consumer cost-sharing as shown in studies such as the Rand
Corporation health insurance study, does reduce utilization as well as control plan
costs. In fact, several Canadian provinces Vre now considering cost-sharing (no cost-
sharing is currently permitted in Canada) as a means to reduce their governmental
outlays.

None of the three plans presents a clear proposal for medical liability tort reform
and its relationship to defensive medicine costs, which are estimated to add 10 to
20 percent to health costs yearly. S. 2320 makes no mention of liability tort reform,
S. 1446 leaves the recommendations for reforms to a national commission and S.
2513 would make grants to states on medical liability reform.

Our purpose today is not to discuss the merits, or take issue with any one bill,
but rather to address an issue of greater concern-the philosophical approach of a
government-administered system of health care.

THE CANADIAN HEALTH CARE SYSTEM

The single payer system with which Americans are most familiar is that of Car-
ada. Over the past few years volumes of information on the Canadian health care
system have been published in scholarly journals, and in newspapers and maga-
zines. Programs frequently appear on radio and television.

Generally, this information focuses on the advantages and disadvantages of the
single payer Canadian model without discussing the legislative, judicial and cultural
underpinnings which make that system work in Canada. Only when those factors
are clearly understood can we determine whether that system, or parts c^ it, is theright approach for the United States.

Many Americans learn about the Canadian system from study tours and from
reading articles. Some have spent a couple days in Toronto, but Toronto is no more
typical of Canada than the Lower Fast Side of Manhattan is of the United States.
Toronto is the richest part of the richest province. However, to truly understand the
important subtleties of this system, one must spend considerable time living in that
country. I lived in Canada for 13 years and worked in the health system for 7.

People often speak of the Canadian health care system as if it were a monolith.
It is not. There are 10 provincial and 2 territorial systems. While the provinces
must meet certain federal guidelines for cost sharing, even those sidelines are
sometimes bent or ignored. As the Canadian government implements its announced
intention to reduce to zero its health block grants, more significant interprovincial
differences may occur, particularly in the less prosperous provinces.

Cultural and Political Differences. Canada is geographically a huge country. Most
people, however, live near the U.S. border. It is our largest trading partner, yet
largely overlooked by many Americans. There are differences and they are signifi-
cant. Some of those may be as important to the control of health care costs in Can-
ada as the social insurance single payer system itself.

In 1966, the United States Supreme Court handed down the Miranda ruling, re-
quiring police officers to inform people arrested of crimes of their constitutional
rights is change was quickly adopted by American television shows about police.
At that time, Canadian television was dominated by American-made shows. The re-
sult was an expectation that people arrested in Canada must be "Mirandized." No
such right, however, exists in Canada. It is likely that no American watching a show
about Canadian police would even notice that arrests were not accompanied by sus-
pects being "Mirandized."

There are many factors which contribute to the success of the Canadian health
care system. Single payer is but one of them.

The Canadian system of government is the most notable. It is a parliamentary
system of government. Responsibility and accountability rests with the Minister ofHealth in the respective province as health care is a provincial responsibility. The
minister not only makes policy, but implements it as well. That individual must
publicly defend the actions of the ministry before the provincial parliament. Laws
are passed because the party in power wants them passed. Through party discipline,
the prime minister or provincial premier generally prevails in achieving his or her
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political goals. Party discipline is relaxed in few instancefi where members are al-
led to vote their consciences.

The government controls no! only the health system, but the education system
which prepares new physicians and other professionals at the undergraduate, grad-
uate, post-graduate and residency levels. It also controls the licensing system. In
several i provinces, there have been significant reductions in residency and medical
school openings. In Quebec, there are restrictions on the number of physicians on
hospital medical staffs. Some provinces have placed restrictions on where new phy-
siciand may open practices, or on the amount of reimbursement when physicians
choose to settle in areas judged to be over-doctored.

No such parallel authority exists in this country. While Congress or state legisla-
tures pass laws, it is up to the administrative branch to implement those laws. No
clear focus of responsibility or accountability exists for performance of existing pro-
grams, let alone a program as complex as the a single payer system envisioned in
current proposals.

Portability of Benefits and Reimbursement. In many areas of Canada, there has
been a trmnd toward regionalization of governmental services-education, police, fire
and transportation, to name a few. Canada has many urban areas, but none cross
provincial boundaries with the exception of the area of Ottawa, Ontario and Hull,
Quebec.

Compare this to the United States. The urban area of Washington, DC crosse.'i
political borders of three states. The New York metropolitan area encompasses three
states. Some would contend that the area from Boston to Washington is a single
urban area. There is significant interstate use of health services in these and many
other areas..

Single payer systems tied to state boundaries are politically feasible but may riot
adequately address issues of regionalization and specialization across state bound-
aries. Portability of benefits and reimbursement become important issues to contend
with. What happens to a person living in Virginia and working in the District? Or
someone living in Moline, Illinois who needs special services available only across
the river in Davenport, Iowa? Should the New Jersey government be allowed to re-
strict hospital investment as a cost control measure and encourage people to go to
New York for treatment? Will Massachusetts ph y sicians and hospitals be required
to accept New Hampshire rates as payment in full? These problems will exist.

Canadians don't typically lease their province for health care. When they do their
provincial plan is suppose to be portable, meaning it is obligated under law to pay
for services in other provinces. While generally true, this Federal law is not en-
forced. A resident of Quebec treated outside of Quebec for routine or emergency
care, is reimbursed at Quebec rates. Quebec rates are 30-40 percent below those
of other provinces. The patient is responsible for the difference.

Reimbursement problems, like that noted above for Canada, are an indication
that private insurers do not have a monopoly on ouch problems. Moreover, govern-
mer t insurers are no more benevolent than private ones. To cite an example, in the
late 1970's a man fror- Montreal, while traveling overseas, suffered a heart attack.
He was treated and returned to health. He paid his bill and submitted it to the
Regie d'Assurance Mahidie, the Quebec government medical services insurance plan.
The bill was for the equivalent of $10,000 in the currency of the foreign country.
Between the time of his return, and the time that the Regie reviewed the bill the
local currency was devalued by 40 percent. The Regie insisted on repaying the man
in the local currency, at the devalued level, not in Canadian dollars at the rate of
exchange which was used to settle the bill in question. This resulted in a significant
out-of-pocket expense for him.

PATIENT EXPECTATIONS AND LIABILITY

An example from Japan will illustrate yet another concern about drawing from
other countries without understanding the context within which tho health system
operates. In May 1989, the Chicago Tribune reported on a lawsuit filed by a pa-
tient's family in Ja pan against the patient's physician. The woman in question was
diagnosed with gall bladder and liver cancer. Her physician told her that she had
gal l stones.

The woman died. Her family sued the physician on the grounds that had she
known that she had cancer, she would have agreed to surgery.

The Court ruled that the physician had no obligation to fully disclose information
which he or she feels may be harmful to the patient. The article went on to say
that in Japan, cancer is considered to be almost always fatal, and physicians do not
tell their patients about the presence of the disease as it will destroy their will to
live.
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Consider the implications of that decision within an American context. We have
ever-increasing expectations of treatment and cure ("the magic bullet"), along with
a growing insistence on informed consent and information on the range of treatment
choices. Armed with a diagnosis a patient can go to any number of physicians in
multiple specialties looking for "the cure" for their problems.

Physicians in this country are armed with a growing number of medical, surgical
and pharmaceutical treatments available to combat and cure disease. Combing this
with fears of malpractice litigation would create an increased volume cf medical
services provided a. tremendous cost to the system. This example demons rates the
cultural subtleties about health care in another country and the potentivi folly of
the United States adopting a foreign system whose success depends on certain cul-
tural assumptions.

Returning to Canada, malpractice cases are heard by judges, not Juries. In addi-
tion, cases are not taken on a contingency basis and a losing plaintiff musr. pay the
court costs of the defendant. Lawyers are discouraged from taking cases other than
those they are likely to win.

CITIZEN EXPECTATIONS OF GOVERNMENT

People in other countries look to their governments for a different range of serv-
ices and functions than do Americans. In Canada, there are crown corporatib,,s-
private companies owned by government. They exist to fulfill a govermint goal in
addition to producing a product. These include broadcasting, transportation, and
utilities. These corporations are often in competition with privately-owned compa-
nies. Government has owned aircraft manufacturers, steel mills, and other busi-
nesses seen as vital to the economic health of a region or particular inciustrial sec-
tor.

In Europe, one can look at the development of Airbus and the Concorde as an-
other mode). In France, banks owned by the government play a major r.)Ie in owning
industrial companies in France and other European countries.

These models of government participation in the economy have been an anathema
to most Americans. It may also explain why government involvement in health care
in other countries is easily accepted.

Putting aside the cost and technical details of a single payer health system (and
these are not insignificant details), the essential question is how mich government
involvement do Americans want in the health care they receive. rhe polls, focus
groups and media stories produce very mixed messages, which are not sufficient on
which to make a m or change to the delivery and financing of health care at this
point. A Flint, Michigan man recently participating in a focus group p on national
health insurance, indicated he liked the idea of national health in,,urance, but didn't
want the government involved.

Meanwhile, we can learn from states, like Vermont, Minnesota, Florida, Connecti-
cut and others which have enacted legislation to expand access and improve cost
control. These models may provide some valuable lessons for poicymakers in devel-
oping federal health care re Form legislation.

CONCLUSIONS AND RECOMMENDATIONS

Adopting the model of a government-administered health care system in the Unit-
d States makes certain assumptions about this country. Just because other indas-

trialized nations, who appear similar to us, have successfully used this model, it
may not necessarily work here. Differences between us and these nations are enor-
mous, ranging from the differing roles of government in the economy and in day-
tA-day life, expectations citizens have of government, different forms of government
(parliamentary government in Canada, for example), unique3 judicial and cultural
factors and consumer expectations of medical care.

The national health insurance proposals developed by Ser ators Wellstone, Kerry
and Daschle make a useful contribution to the policy debate. These proposals do not,
however, take into consideration the potential impact of radically restructuring our
health care system-for example, the complexity of geographical boundaries and
what this means for reimbursement and service delivery.

While the debate intensifies on broad comprehensive refo.-m, some 35 million per-
sons continue to lack health care coverage and spending continues to consume an
ever increasing proportion of GNP (now at 14 percent). Yet there is consensus on
certain incremental market reforms like those contained in S. 1872. To begin ad-
dressing reform for the short term, we urge the Congress to pass this legislation,
many provisions of which are contained in the President's and in other Republican
and Democratic proposals. Further, we urge the committu e to closely look at the ex-
periences of state reform efforts and their implications foi national legislation.

60-871 0 - 93 - 13
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For its part, NAM is working with its members and the Congress in support of
proposals which balance expanding access with concerns for controlling cost and im-
proving the quality of care delivered. We are conducting a survey of our members
on health care reform proposals and on individual company costs. It will update our
1989 survey on corporate costs and provide insight into employer views on various
approaches for long term reform. Results will be shared with the Committee when
they become available later this summer. In the meantime, we offer the following
recommendations on reform, as articulated by the NAM Beard of Directors on Octo-
ber 19, 1991:

1. The NAM supports development of a national pluralistic health policy through
continuation of a public private system of health care delivery and financing, but
recognizes major reforms are necessary.

2. Everyone should have access to appropriate and necessary health care. Access
to care must be coordinated with respect to cost and quality concerns.

3. Each person should be responsible for obtaining either private or public health
care coverage. NAM opposes mandating employers to provide health care benefits.
A critical objective should be to eliminate cost-shifting to the private sector, and
within the private sector from employers who do not provide benefits to those who
do.

4. Health care spending should be brought in line with our nation's resources and
reasonable expectations for improvement in health status.

5. Access to health care is a concern and responsibility for all of society and thus,
in both the private and public sec,'ors any fnancing mechanism should not dis-
proportionately impact any one segment of the economy.

6. Providers should continuously improve the value of health care by delivering
quality for health care dollars expended, supporting outcomes research and practice
guidelines, making data available to assist purchasing decisions and actively partici-
pating in man.iged systems of care; purchasers must work in tandem with providers
to achieve thia quality-based system.

7. Medicare and Medicaid and other publicly-supported health programs should
have adequate e budgets, pay providers properly and fairly to eliminate cost-shifting
to the priva'le sector, and adopt efficient cost management and quality goals that
emphasize rianaged care.

8. Medicare should continue to be the primary payer for the elderly and disabled.
9. Improve the legal environment for more effective and efficient health care deliv-

ery by enacting federal tort reform to help reduce defensive medicine costs and im-
prove access, providing protection for sponsors of employer health plans, amending
laws and eliminating barriers to the use of managed care and group purchasing of
health coverage and services.

10. A parties--purchasers/employers, providers, federal and state governments,
insurers, labor and consumers-must work together to solve the critical problem of
access to care, which cannot be solved without corcurrently addressing problems of
cost anJ quality.

PREPARED STATEMENT OF SENATOR JOHN D. ROCKEFELLER IV

I hope everyone appreciates how far we have come. It was not long ago that
health care reform was not a major issue, whatsoever-not in Congress, not in the
media, not in the elections.

When I became Chairman of the Pepper Commission, most people thought we
were embarking on a useless exercise. I was warned away from taking on the job.
Health care is nothing but trouble, I was told-the issues are too complex, you'll
have to talk about taxes, the interest groups will never budge, it's not an issue with
voters. It's a thankless task.

I took the job anyway, and I have not regretted it for one minute. I have literally
c missed the country to talk about the changes we need in our health care system.
I have seen and learned a lot.

In this time, I have seen tremendous progress in moving the issue of health care
forward.

We're not here today for a non-stop hand-wringing session over the problem ltd
time for a dead-serious discussion of e choices we face to solve the probe lei.

In 1990 when the Pepper Commission released its plan for health refuirm, it was
declared dead on arrival. But in the last year, detailed form plans-with spec ifics,
with price-tags, and with some of the trade-offs involved-have been laid d,vn.
You'll hear them discussed today. They come from both ,iides of the aisle. Well hve
the opportunity to compare HealthAmerica to Senator Packv. -x 's employ,-r mar,
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date proposal. We'll hear from a major coalition with business participation and
from several key physician groups.

I think we have a real chance to enact comprehensive health care reform. True
opportunity for the bold changes we need to make is lurking.

The explosion in health care costs, plus the recession, has struck fear in the
hearts of the middle class. The average yearly costs of health care for an American
family has gone from about $1800 in 1980, to $4300 last year.

Thct same cost explosion is making it impossible for businesses and industries to
both provide health insurance and remain competitive.

And now, the explosion in federal health care costs, in Medicare and Medicaid,
is becoming the driving force behind our budget deficit-the four or five trillion dol-
lar debt that our children will ultimately inherit.

And there are signals--from the polls, from the primary elections, and from any
town meeting that you walk into these days-that we need to solve the health care
crisis. To break the gridlock that stands in the way.

The American people are demanding specific answers to their specific problems.
And if they keep doing that, and make the November elections a referendum on re-
sult',-inptead of rewarding irrelevant symbols and posturing-we have a real shot
at fixing our health care systern so it works the way it should.

In my book, every candidate and both parties should be graded on whether they
are willing to meet the two real tests of health reform-universal access to health
care and meaningful cost containment.

When I put my ear to the ground, the public says they want leadership. They rec-
ognize that the federal government has to step in and take some control over the
system. They think there's too much money being made off of health care: by the
insurance industry, the drug companies, and a lot of the hospitals and doctors.

The pressure from the American people is to control costs. That's the way, they
believe, we can expand access. They want a country where we can say all American,
can have quality, affordable health care.

I remain convinced that the approach recommended by the Pepper Commission
in 1990 is the most effective, practical way to meet these tests-and to radically
change our health care system.

It's the foundation of the H,;althAmerica bill that leading Senate Democrats have
come together to support, and to push forward.

Our bill lays out-step by step--a detailed program for controlling cost and guar-
anteeing affordable, quality coverage for every man, woman, and child in America.

ts basis is cooperation. Between employers, physicians, hospitals, consumers, in-
surers, and others--pulling together to save our system. Give and get, we say.

All employers would be required to do what most do already. They have a choice.
Provide basic health coverage to their employees and dependents--or contribute a
reasonable amount to support a new, decent public program that will replace the
indecent Medicaid.

Play or pay. In return, companies now covering their workers won't have to keep
paying the costs that get shifted onto their books from the uninsured. In return,
they can count on an insurance market where prices won't keep spiraling out of con-
trol. If they are small businesses, we address their concerns with tax credits and
subsidies to get started.

Our plan forces insurance companies to stop refusing coverage to the sick and the
elderly. Redlining and cherry pickin g-refusing to write policies for certain areas or
industries--would come to a dead halt.

We say that it's time for tough cost containment. We propose an independent Fed-
eral Health Expenditure Bcard. Private citizens, not government bureaucrats, would
mediate negotiations between insurers, consumers and providers. Fees and spending
limits would then be set---the way the Federal Reserve Board sets discount rates
and monetary targets-to help draw order out the jungle of fees and rates that
plague health care billing.

This is a plan based on sharing the burden-but for shared benefits. It demands
cooperation from business, insurers, doctors, and hospitals. It offers a rational,
workable system that wcn't bankrupt the country-but will save lives and dollars
being squandered.

Listen carefully to thone that testify today to make sure that their proposals meet
the same two key tests. Don't be mislead by scare tactics that millions of people will
lose jobs, or that everyone will be forced into a public program and will have to wait
for care. We'll never allow that to happen. And if a plan won't assure coverage and
won't control costs, it's not satisfactory.

The Majority Leader of the Senate, George Mitchell, is personally spearheading
a drive to bring Derocrats together around a single comprehensive plan. And it
doesn't stop there. With the support of Senators Mitchell and Dole, I've agreed to
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cocair a bipartisan effort to promote meaningful health reform. Our nation is cry-
out for change and we must seize the moment.

Wrups representing business, consumers, and providers are stepping up the pres-
sure. And in turn, the pressure is heating up on them to bring something to the
table.

And efforts are building and building to make health care one of the issues in the
coming elections-in every state, at every level.

We have come a long way on this issue. And I, for one, have no intention of letting
this opportunity go by. With your help, I know we can rebuild our health care sys-
tem.

PREPARED STATEMENT OF J. PATRICK ROONEY

MEDICAL CARE SAVINGS ACCOUNTS

Mr. Chairman Members of the Senate Finance Committee, my name is Pat Roo-
ney. I am the Chairman of Golden Rule Insurance Company of Lawrenceville, Illi-
nois. I am pleased to be here today to discuss with you my support for the concept
of Medical Care Savings Accounts. I strongly believe such accounts can be an impor-
tant component in addressing the problem of runaway health care costs.

Last week when I was in Phoenix, I was going to buy my wife a present. The first
thing I asked was the price. Why? Because I was using my own money. Likewise
when Americans bu" a car, or a refrigerator or a stereo, they compare price and
service and value.

In most cases, Amei -ans do not ask the same questions when it comes to medical
services. Last month there was a letter to the editor of the New York !Times that
illustrates this problem. The writer of the letter complained to Blue Crcss about the
insurance carrier's inability to control what the hospital had charged. The author's
wife had a tiny glass shard removed from her finger tip. The minor surgery cost
more than $2000. The author called in to the insurance company about a part of
the bill and was told that since he didn't suffer any cost why should he care what
it cost? By the way, the family doctor told them he could have done the surgery in
the office for $100.

The reason I tell you these two stories is to show you how consumer behavior
changes when we are spending our own money or someone else's.

In April of 1991, the Congressional Budget Office issued a report entitled: Rising
Health Care Costs. The report said, the normal discipline of the marketplace doesn t
work regarding health care because as soon as we reach the deductible, we are
spending someone else's money.

To restore the normal discipline of the marketplace, we must get the self-interest
of the consumer involved again when purchasing health care.

And, Medical Care Savings Accounts would do that.
Right now, employer-purchased health coverage costs on average $4,500 a year for

a family.
The employee may be paying some of that, but it is all going to the insurance

company. in exchange, the family gets a health insurance policy with a low dollar
deductible, usually $100 or $250. But once the low deductible is met, the insurance
pays all or virtually all of the bills.

With Medical Care Savings Accounts, we are taking the same amount of money
that is currently being spent and just redistributing it.

Instead of sending $4,500 a year to the insurance company, the employer would
pay out. $1,500 for a policy with a $3,000 annual deductible, and then there would
be $3,00 left to put in a Medical Care Savings Account for the employee's family.
If the employee spent.more than that $3,000 on medical care, the insurance policy
would protect them to $1 million. But, and this is where the self-interest of the em-
ployee comes in, if there was money left at the end of the year, they would keep
it and roll it over into a medical IRA. And each year the process would start over-
the employee would get $3,000 in the Medical Care Savings Account, and would be
protected by the high deductible catastrophic policy if medical expenses went over$3000.*

If an employee is a wise consumer of medical care and has no catastrophic event
that year, the employee will be part of the 90 percent of all insureds who spend less
than $3,000 on medical care each year. Just think of the savings formation, some-
thing this country desperately needs.

And, look at the savings on the insurance administration. Because people will be
paying for the first $3,000 of medical care out of this account, the insurance com-
pany doesn't have the contractual obligation to scrutinize every $50 claim that
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comes across the desk. As an insurance executive, I can tell you that we are no good
at processing the small claims. It costs us too much. With Medical Care Savings Ac-
counts, we would just debit the person's account.

What I have just talked about is the first reason for having Medical Care Savings
Accounts: They will bring the self-interest of the consumers to bear on the cost of
medical care because the consumers will start asking, "What's this going to cost?"

The savings that would belong to the employees are largely' brought about by the
immense reduction in the administrative costs in processing the sirnall claims.

The second reason for Medical Care Savings Accounts is that the account is port-
able-it goes with the employee.

Today a lot of workers fear they might lose their job and then be without insur-
ance. With Medical Care Savings Accounts, if you lose yor job, you would have
money in the account to pay your former employer your COBRA premiums until you
found a new job and got on their insurance. A recent study published by Blue Cross
showed that 70 percent of all uninsureds are uninsured for 12 months or less-half
are uninsured for four months or less.

Medical Care Savings Accounts can knock a big hole in the uninsured popu-
lation-without a cost to the US Treasury-by simply creating the fund that will
enable employees to stay insured until they get a new job.

The third reason for Medical Care Savings Accounts is that such accounts would
eiminate the deductible, which is an immense help for the financially stressed em-
ployee.

Under the present insurance system-and under most of the reforms that are
being proposed-the financially stressed employee (frequently a single mother) may
not have that first $250 deductible to pay for'taking a sick child to the doctor in
January. With Medical Care Savings Accounts, we have essentially removed the de-
ductible because she would have the money in the account provided by the employer
to pay for any medical care she or that sick child needed.

Members of the Finance Committee, the people need your help. We need to
change the tax law to permit any money left in a Medical Care Savings Account
at the end of the year to roll over into a medical IRA without adverse consequences
to an employee. Employers can set up these accounts now, but any money left at
the end of the year must be spent by the employee on medical care or it must revert
to the employer (the Flexible Spending Account use-it or lose-it rule).

The current tax treatment can often actually add to the problem. It makes people
spend more because they don't wart "their money" to revert to the employer.

We need to change the incentive. Let the employees nave the money and roll it
into the IRA. We need to have the employees asking about cost because it's "their
money."

LET'S SUMMARIZE

In the present situation-or in most of the proposed legislation-$4,500 a year on
average is being paid by the employer to the insurance company to pay for a fami-
ly's insurance. In some places, it's higher. That's sunk cost. The employee doesn't
get any of it back.

If the child has an ear infection in January, your insurance is no help because
you haven't yet spent your $250 deductible.

In the year when you have your gall bladder taker. out, it costs you the $250 de-
ductihle plus a 20 percent copayment on the first $5,000. A total of $1,250 out of
youz pocket.

With a Mcdical Care Savings Account, the same $4,500 is spent but only $1,500
goes to the insurance company to purchase a high deductible policy. $3,000 'goes to
the employee to use for medical care.

If the employee's family spends only $1,000 on medical care, there is $2,000 they
can keep.

When the gall bladder iurgery happens, the first $3,000 of medical expense comes
out of the Medical Care Savings Account. The rest comes from the insurance plan.
The employee is fully protected.

In the year %here the child has an eat infection in January, the employee has
the money to pay for the doctor's visit and prescription. Any funds left in the ac-
count at the end of the year are available to rollover into a IRA.

Which would you rather have? I'd rather have the Medical Care Savings Account.

THE DATA-AT THE $3,000 THRESHOLD

Example No. 1: Heartland America, which includes Denver, Peoria, Cincinnati,
and Scranton
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Example No. 2: Chicago

Percent of h ed pers w4i m in excess of teO ........................................... 6.0% l5%
Per~n ol clai dolas m excess of Ores d i .e., ftesol equals a p p o doe-

d m b e ) ........................................ ........................................................................... _........... 3 U A0 38.0%
Tyical errplyer-purdas group pweni for twa ......... ....I..... .. . $4,500 $6,000
Cost of tM e1a pok y (V eshoid $3.000) ............................................................................. $1,500 $2.500
DoAa s tft could turned over to wplcye kom wtKh employee could pay low dofl

d ia s lot lamt ................. ................................................................................................. $3 ,000 $3 ,500

Claims paid by the employee out of pocket have no administrative overhead for
claim administration.

Claim distribution analysis is based on work done by Tillinghast.
Assumptions: Based on employer group experience with cost containment provi-

sions (i.e., precertification of specified services and inpatient stays, concurrent re-
view, and large case management). The benefit package included preventive serv-
ices.
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WEDNESDAY, MAY . 1992

Health Insurers Pay Bizarre Hospital Charges
To the Editor:

Blue Cros ad Blue .9"Id ca
avoid insolvc-icy by other means ta
a rate increase: i can reduce expen.
dtiure by taking a closer book at each
hospital bill before selttlthe claim.

Each itrm of a bill is paid by Blue
Cross and Blue Shield accord into a
sian4ardUad sdiedule of price bu
no q u*on Is raised about the neces-
sity of P4 services charge

A patient handing a signed insur.
ance claim form to a hospital admit.
ting nurse is handing over a blank
check The hospital fill in the
amount. Few patients. since the mon.
eyis not theirs. eumne their copy o
the bill I did it once.

My wife had a microscopic glass
shard in her finger tip of which she
was hardly aware. Once. visiting a
friend in a hospital, she menion it
to the fnend's surgeon. who told her
by alt means to com* to the hospital
and have the shard removed.

At the appointed hour, my wile was
surprised to find herself in te pres-
ence of two surgical residents in addi-
tio to the attendig surgeon and two
nurses. The cam of the operating.
which required an tncison less than a
quaner-inch in the flige tip under
local anesthesia, was $2.200, exchld-
ing the physician's fee. In addition.
5200 was charge for the removal of
stitches. Not a word ao the btlI de-
scribed the nature of the opersti.

My family doctor was amused by
the figures. He could have performed
the identical "operaio" in his office.
he sidl, at a coat o 5100.

I called 8ke Cross and Blue Shd
and discussed the matter with a ,_-
pervtsor. I wai diurbed by the 5W
charge for the recovery room, in
which my wife spent an impatient
Quarer-hour. The supervisor re-
mained polite as I explained, but I
could detect anger in her voice. The
gist of her position was that. since I
did no4 icur any crts, the matter
was not my conce.

When damage to a building or an
Automobile is reported to an insur.
•nce company. it dispatches an inves-
ligator to appraise the damage be-
fore paying for the repairs. If it did
not. it would soon be out of businesL
Hospits should not be exempt from
a similar policy.

Nothing prevets Bh- Cross and
Bhu Shield from mailing a copy of
the hospital bill to the patient with a
request t0 chet* the nature of the
ipieraiion and the length of stay in ihe
hospital. A visit from a Blue Cros

and Blue Sield representative could
be htlpuL Hospials would become
mote careful I ther veracity was
questioned. JACQUES LiiER

Holiiswood. Queens, April I1, 1"3
0

BEST AVAILABLE COPY
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PREPARED STATEMENT OF CARL SCHRAMM
I am Carl Schramm President of the Health insurance Association of America

(HIAA). HIAA is a trade association of over 275 pnvate health insurance companies
that provide health insurance to over 95 million Americans. Over the past few
years, HIAA has dedicated significant time and effort to analyzing health access and
cost problems in order to develop practical solutions. We have shared our views at
numerous Congressional forums, including testimony before this Committee. I am
pleased to appear before you again today as the Committee continues its work on
reforming the health care system in the United States.

In discussing universal coverage and single-payer systems, the Canadian model
has received the most attention and analysis. But rather than begin my testimony
as an American commenting on the Canadian health care system, Mr. Chairm8-i,
I would like to offer the words of Dr. Gur S. Singh, president of the British Colum-
bia Medical Association from February of this year.

"Canadians should be thankful to the American system for the vast im-
provements in health care technology that have occurred in the past couple
of decades. Canada used to be the leader in medical research and develop-
ment-now we rely heavily on other countries to make up for our defencies.
What would happen if every other country in the world followed took our
lead? Would there be further improvements in health care?

Instead of condemning the American system and urging Americans to
adopt the Canadian health care system, Canadians should be praying that
President Bush's proposal to guarantee uninsured Americans access to
quality health care is accepted and that the American system remains oth-
erwise unchanged. Such changes will allow the American system to con-
tinue to provide the necessary safety valve to an overly restrictive Canadian
system, which will only get worse as furthp,- bureaucratic controls are
adopted.

Canadian politicians would love voters to believe that all is well in lotus
land, that our health care system remains the finest in the world, that
every Canadian has unfettered access to all medical services, and that the
American health system is evil. The reality is that none of these beliefs
holds true."

Mr. Chairman, in the time remaining, I can only add detail to Dr. Singh's re-
marks.

A CANADIAN STYLE SYSTEM

Several of the more than fifty proposals now before Congress call for an act of
desperation by the United States: The adoption of Canadian-style public health in-
surance. It is characteristic of wisdom not to do desperate things, said Thoreau, and
several factors evince why adopting the Canadian system would be injudicious.
Claims are made that Canada has controlled health care costs more effectively than
the United States since Canada spends only 9 percent of its gross national product
(GNP) on health care, as compared to over 12 percent of GNP spent in the United
States.

9 Despite these claims. Canada has not controlled health care cost escalation
If trends in health care costs per capita are analyzed, it becomes clear that Can-

ada has fared little better than the United States at controlling cost escalation.
Since 1971 (when public universal insurance was implemented in Canada), health
care costs per capita have grown at an average rate of 10.7 percent per year in Can-
ada, compared to 10.6 percent per year in the United States. The percent of GNP
devoted to health care grew more slowly in Canada than in the United States not
because Canada controlled health care spending, but because Canada's economy
grew faster than ours. Between 1971 and 1990, Canada's economic output per capita
grew 60.5 percent in real terms, compared to only 37.2 percent growth in the United
States.

* Canadians endure long waits for major surgery, and the standard of care is be-
ginning to fall behind current available technologies

More importantly, Canadians have to put up with the health care consequences
of government attempts to control costs. Because there are no charges to patients,
access to care for "sniffles, sneezes, and splinters" is no problem in Canada, but
some patients in need of serious surgery have to wait many months for their oper-
ations, due to lack of facilities. Modern diagnostic equipment is also in short supply
in some provinces, which leads to long waits for such tests as computerized tomog-
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raphy scans and mammograms. Provincial authorities tacitly have admitted that
waiting lines for heart surgery are too long, since they agree to pay for Canadians
to have surgery in U.S. hospitals.

Controlling health care budgets does not eliminate unnecessary care and waste
in the health care system

While arbitrarily restricting access to expensive high-technology procedures, Can-
ada's provincial health plans make no attempt to determine whether care ordered
by physicians is really necessary, despite the large volume of evidence (in the U.S.
and elsewhere) that a significant proportion of services ordered by physicians are
unnecessary, ineffective, or actually counter-indicated. Inappropriate care, which
may constitute as much as 25-40 percent of all care rendered according to some es-
timates, is the real cause of waste and excess expense in the health care system.

* Canadians are stuck with a "one size fits all" system

Canadians lack choices-not of specific doctors and hospitals, but of the overall
delivery system and the extent of !overage. In the United States, if an employment-
based group chooses to reduce its current outlays for insurance premiums and pro-
tect themselves only against very mbjor medical bills, for example, they can buy
lower-cost insurance.

These choices are not available to Canadian citizens. All must belong to the same
system and accept its deficiencies as well as its benefits, unless they choose to be
restricted to the very few private hospitals and physicians or to seek care outside
the country. Thus, if the government seeks to control costs by restricting the avail-
ability of hospital beds or new equipment, citizens who need care must either wait
for service or pay privately to go outside the system.

* The Canadian system would be in worse shape if it did not have the U.S. health
care system right next door

First, as Dr. Singh revealed, Canadians need not spend large sums developing
new medical technology-they can wait for the United States to develop it and reap
the benefits when it is ready. Second, the United States relieves the pressures that
would otherwise build requiring expansion of the Canadian system and additional
spending. For example, with few exceptions (e.g., cataract surgery), it is almost im-
possible for individuals to shorten their waiting periods for surgery within Canada
because there are virtually no private hospitals; but Canadians who are willing and
able to pay privately to obtain care sooner can come to U.S. hospitals and clinics.
If the United States were to adopt the Canadian system, this safety valve for Cana-
dians would no longer exist, nor would there exist one for Americans.

This naturally begs the question of where would those needing treatment in the
United States turn? Certainly not to another socialist system like the United King-
dom. About 100,000 have been waiting at least one year and up to three for "elective
surgery" such as cataracts operations and hip replacements. If this were to happen
in the U.S. on a comparable scale, the entire state of Delaware would be waiting
years for medical care to be able to do such "elective" activities as walking and see-
ing.

* Administrative Costs
One of the major rationales national health insurance advocates give for their

claim that government-run health insurance would be cheaper than our current sys-
tem is that administrative costs are lower in government-run systems. Canada and
Medicare are the examples usually cited. No doubt there are some administrative
functions that become unnecessary under a government run program. But, more
often, the functions and costs are still there but are simply ignored under govern-
ment accounting rules. Private insurers, for example, must set aside contingency re-
serves against the risk of unexpectedly high medical claims. Government simply
hopes for the best and allows the deficit grow larger if initial estimates are too low.

Also frequently ignored is the fact that one of the major "administrative costs" in-
curred by insurers is the premium tax they pay to state governments, and other
taxes and fees, amounting to about 3 percent of total premium. These tax revenues
would be lost if a government-run system were to be put in place.

But let's put this administrative cost issue in proper perspective. Clearly, it costs
us more to administer our pluralistic health care system than it costs the Canadians
to run their unitary system. The issue is not so much what it costs but whether
we get something of value in return. For example, in this country you can mail a
first class letter for 29 cents, if you want to. But if it absolutely, positively has to
get there the next day, many people willingly pay much, much more. I think there
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are two main areas where private insurance is out-performing government insur-
ance in this country. First is service and second is the commitment to managing
care for cost-effectiveness and quality. It's pretty clear to me that one of the reasons
Medicare is so cheap to run is that it provides no customer service. Both patients
and providers say that it's impossible to reach Medicare on the phone to deal with
a payment problem. I'm sure you get those complaints in your offices every day from
irate constituents. In the private market, on the other hand, providing good service
is one of the ways insurers compete for business.

More importantly, over the past 10 years, private insurers have invested literally
billions of dollars to establish managed care networks because they believe that
managed care is the only rational way to make our health care financing system
more efficient while preserving high quality care. When experts agree that 25 to
perhaps 40 percent of medical services provided yield no significant medical benefit,
and in some cases are downright harmful, it is clear that we need to focus adminis-
trative resources gn making sure that the medical care our insureds receive is ap-
propriate and of good quality.

Uovernment-run systems are notoriously poor at this kind of individual judgment.
The PROs and their predecessors have been at best marginally effective; and legal
requirements make it impossible, for all practical purposes, for government to de-
velop effective managed care systems based on selection of efficient physicians and
hospitals, as private insurers are aggressively undertaking to do. Thus, government
health insurance programs in most other countries, such as Canada, typically ad-
dress cost control by simply limiting physician fees and putting a cap on hospital
expenditures without changing the way medical services are rendered. Moreover,
Canadians may claim that their system is not "socialized medicine," because provid-
ers are not directly employed by the government, but there is little doubt that the
allocation of health care resources is centrally planned, just as it would be in a so-
cialist state: In Canada, all major hospital decisions to invest in new technology or
services must be approved by the provincial governments.

The consequences of this kind of approach are clear from the Canadian example.:
New, high-tech services simply are not adequately available in Canada, and there-
fore, patients who need them have to wait in line. A recent Harvard School of Public
Health study reveals that Canadian doctors "are highly concerned about their abil-
ity to get access for their patients to special care and medical technology."

Overall, Canadians wait three times longer than Americans to see specialists and
to have elective surgery, according to the 1992 Harvard study.

This "rationing by queue" is the inevitable result of government attempts to con-
trol costs by restricting health care budgets while publicly espousing a commitment
to universal access. Because anything new represents an additional cost, existing in-
efficiencies, and leads to obsolescence.

The essence of the American health care system, in the Aristotelean meaning of
the word, that quality which is enduring and immutable, is its ability to adapt
quickly to changing needs and to develop and rapidly employ new and better ways
of treating illness. Such responsiveness is clearly not possible when all major re-
source allocation decisions are made by government, particularly a government con-
cerned primarily with cost control.

While many issues have been called before Congress, Mr. Chairman, few have re-
ceived the attention that national health insurance has over the years. Since the
late 19th century when Bismarck established a health program for Prussian work-
ers to lessen the appeal of Marxism and Socialism, there have been calls for a simi-
lar system in the United States. While the health insurance industry recognizes the
need for change and is answering the call, we feel that a move toward the socialist
system of Canada would be, in the words of the French politician Boulay de le
Meurthe, "worse than a crime, it would be a blunder."

HIAA has put forth a proposal to prevent such a blunder that r quires the Fed-
eral and State Governments to live up to their responsibility of taking care of the
poor and near-poor while we ensure that health insurance coverage is available to
all Americans.

Toward this end, the health insurance industry must extend coverage to all indi-
viduals within a group and guarantee its "portability." Limits must also be placed
on how much a carrier can raise rates for a specific group above and beyond general
increases in trend factors. State governments must authorize private not-for-profit
reinsurance organizations and risk pools. At the federal level, all insured plans
must be exempted from state mandated benefits. The 100 percent tax deduction
must be given to all small business entities, including the self-employed. Low in-
come individuals must also be allowed access to primary and preventive health care
service packages.
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The private sector led by the insurance industry is already moving ahead with

major health care initiatives, anti-fraud measures and the streamlining of adminis-
trative costs. We are particularly confident that managed care can not only deliver
medical treatment of a high quality, but reduce costs by as much as 50 percent as
companies have happily reported. One-third of the country's population is presently
enrolled in some type ofmanaged care program.

Mr. Chairman, opportunity is transient as Goethe once observed. We now have
a unique opportunity to reform health care in the United States with the support
of the Administration, Congress, the industry, and most importantly, the American
people. But efforts to force the United States down a socialistic path to a Canadian
system will squander the moment. And as an Arabic aphorism reminds us, "Ne-
glected, opportunity rarely returns."

At the beginning of the century, in the early years of the automobile industry, fir.
Chairman, Americans could only buy one type car from one company that was con-
trolled by one man. But Henry Ford would sell the Model-T in any color the buyer
wanted, so long as it was black. Such will be the "service and selection" Americans
will experience if a Canadian-type national health insurance program replaces the
present system in the U.S.

Americans deserve the best medical care, not a system that is merely fair and
uniform. Millions of citizens in the former Soviet Union queued to buy the Volga,
the state-produced, standard-issue car that was cheaper than anything made in the
U.S.: Most are still waiting. Does the U.S. want this to be the model for the health
care system?

PREPARED STATEMENT OF DANIEL W. SHEA

Mr. Chairman, members of the Committee, I am Daniel Shea, M.D., President of
the American Academy of Pedir trics. I am here today representing 43,000 physician
members who are dedicated to the health, safety and well-being of infants, children,
adolescents and young adults. Thank you for inviting me to address the important
issue of children's access to health care.

The American Academy of Pediatrics commends the Chairman and members of
this Committee for their legislative efforts to bring about health care reform. Legis-
lation such as S. 1227, the HealthAmerica Act, introduced by Senate Majority Lead-
er George Mitchell, and S. 2114, the Comprehensive Health Insurance Plan, intro-
duced by Senator Robert Packwood, have helped to focus the issue of expanding em-
ployment-based health insurance coverage. While there are a variety of proposals,
we are all agreed that health care reform must be addressed.

My message today is simple and direct. The American Academy of Pediatrics
(AAP) believes all children must be guaranteed financial access to necessary, appro-
priate and effective health care services.

The needs of children must be addressed up front in the health care reform de-
bate, with an appropriate benefit package spelled out and guaranteed. Children's
benefits must be uniform, regardless of whether they receive them through a public
plan or the private sector. Too often it is assumed that if we provide basic benefits
for everyone, then children will be provided for. The fact is, children are different
from adults and have unique health care needs. A specific benefit package for chil-
dren has been defined by the Academy and should be guaranteed up front, or they
will fall to the end of the line, with the very real possibility that their needs would
be inadequately addressed or even ignored.

To ensure that the needs of children are addressed in the health care reform de-
bate, the AAP has developed a proposal to address access to health care for children
and pregnant women. This proposal, entitled "Children First," provides for financial
access to health care for all children through age 21 and for all pregnant women.

Congressman Robert T. Matsui (D-CA), turned the Academy's "Children First"
proposal into legislative action by introducing H.R. 3393, "The Children and Preg-
nant Women Health Insurance Act." H.R. 3393 is a play or pay plan which estab-
lishes health care as a right for all children and pregnant women and could serve
as a first step for other legislative proposals that could cover the entire population.
We expect that similar legislation will be introduced in the Senate shortly.

We believe that H.R. 3393 serves as the benchmark to evaluate all other health
care access proposals from both the House and Senate, to ensure that children and
pregnant women are first, not last on the priority list, to receive the health care
they need.
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THE CASE FOR CHILDREN FIRST

The Academy believes all United States citizens deserve proper medical care, but
we believe that, as we move towards universal health care reform, the first step
should be health care coverage for children and pregnant women. Our children sim-
ply cannot afford the time it may take to debate and enact a universal health care
reform bill. Children's access to health care has been neglected by our society. As
this Committee recognizes, we cannot afford to ignore this crisis any longer. The
time has come for the United States to become a nation that makes the health and
well-being of its children its highest priority.

The fact is, children, our most vulnerable population, are 29 percent of the popu-
lation, but they represent 36 percent of the uninsured. Approximately 12.2 million
children have no health insurance, sixty-five percent of whom live in families whose
income is above the federal poverty line. Add to these another 10 million children
who are uninsured during some part of each year. Additional tens of millions more
children are underinsured. These uninsured are without adequate benefits for nec-
essary treatment services and for even th- most basic care needed to prevent unnec-
essary disease and death. Still others are "uninsurable" because of preexisting
chronic or recurring conditions. Families with children who have complex health
problems should not be further burdened with often impossible decisions about how
to pay for the critical and often multiple health services needed.

PROBLEMS WITH INSURANCE

Unfortunately, even plans that do cover dependents often fail to meet the health
care needs of children, since their needs are not the same as adults. Most child
health services are provided as outpatient services, and these services are often not
covered by health insurance. Private health insurance plans most often have an
array of benefits designed to cover an adult pattern of utilization (inpatient care and
high-cost procedures), but they do not address children's needs.

VALUE OF PREVENTIVE CARE

Not only are uninsured children unable to receive medical attention when they
are sick, but they also fail to receive preventive care. The uninsured, concerned
about the costs involved, too often wait until an illness is advanced before seeki..g
care. Without preventive care, these children are much more susceptible to commu-
nicable and other illness, and once sick, have no insurance to pay for their care.

Preventive care, the hallmark of pediatric practice, is poorly covered if at all, de-
spite the economic payback and medical efficacy of childhood immunizations, pre-
natal counseling and care, and screening for anomalies that may prevent or lessen,
lifetime disability when detected early. The Academy believes that preventive care
is critical to any proposal designed to provide a healthier future for our children.

There are abundant data that show that lack of preventive care leads to serious
health consequences. Uninsured children tend to experience delays in care leading
to more expensive, and less effective treatment with poor outcomes. Tragically, out-
breaks of preventable diseases are increasing. Between 1983 and 1990, the incidence
of measles increased nearly 1800 percent despite the fact that this potentially dead-
ly disease is easily prevented by immunization. The goal of the U.S. Public Health
Service was to reduce the annual number of measles cases to 500 by 1990. Instead,
the nation averaged 500 cases and more than one death per week that year.

We need health care reform that specifically addresses the unique health care
needs of children so that they no longer have to suffer unnecessarily. Vaccines have
been highly effective in preventing infectious diseases. Along with the obvious
health benefits, vaccines are cost-effective as well. For every $1 spent on immuniza-
tions, we save an estimated $10 in future health care costs.

Prenatal care, perhaps the best investment society can make in terms of imme-
diate and long-term savings, is frequently excluded from private insurance. For
every $1 spent on quality prenatal care, more than $3 can be saved by reducing the
number of low birthweight babies. Delay or absence of prenatal care may lead to
unnecessarily complicated pregnancies.

THE FIRST STEP

The health care reform movement has produced many proposals and the search
for consensus is now underway. The AAP strongly believes that such consensus can
and must, begin with the health care of our children and pregnant women. The AAP
also believes that Congressman Robert Matsui's legislation, H.R. 3393, modeled
after the Academy's "Children First" proposal, should serve as the first step of what-
ever health care reform package Congress decides to adopt.
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H.R. 3393 includes the following Academy principles:

Guaranteed financial access to health care for all children (through age 21) and
all pregnant women

All children through age 21 and all pregnant women will be guaranteed financialaccess to necessary, appropriate and effective health care services, regardless offamily income, employment status, ethnic origin, geographical location or health sta-tus. Beneficiaries would be provided with private health insurance with comprehen-sive benefits either through employers or a state administered fund.Similar to other play or pay plans, we require employers to provide qualified pri-vate insurance to employee's dependents who are under age 22 or pregnant, withthe employee paying no more than 20 percent of their insurance premium. If theemployer chooses to provide insurance through the State Administered InsuranceFund, they would be required to pay a 3.2 percent payroll tax (up to the Medicarewage base) and the employee would pay a 1 percent payroll tax (up to the Medicare
wage base).

The Academy supports the play or pay approach as an attainable mechanism,since most Americans already receive their health insurance through their own ora family member's employment. By causing minimal disruption to the current sys-tem, play or pay offers a pragmatic approach which can be implemented now. Cur-rently health care costs are inequitably distributed among businesses since someprovide health insurance while others do not. H.R. 3393 will alleviate this cost shift-ing by involving all businesses in the provision of health insurance while makinghealth insurance more affordable for small businesses through group participation
and community rating.
• A basic, comprehensive benefit package

Similar to Medicaid's mandated Early and Periodic Screening, Diagnosis, andTreatment (EPSDT) Program, the Academy calls for a mandated basic, comprehen-sive benefit package for both public and private plans. Benefits required include:
(1) Preventive Health Care: Preventive health office visits, immunizations, andlaboratory tests; prenatal care; newborn infant care; child abuse assessment; andpreventive dental care for children. The schedules of preventive care for childrenand prenatal care for pregnant women are established standards of care developedby the AAP and the American College of Obstetricians and Gynecologists. There areno deductibles or coinsurance applied for preventive services.(2) Primary Major Medical Services: Inpatient and outpatient hospital services;physician services; professional services of nurse midwives, nurse practitioners, andother health professionals; diagnostic tests; durable medical equipment; acute dentalcare for children; prescription drugs, and medically recommended nutritional sup-

plements.
(3) Extended Medical Services: Mental illness and substance abuse treatment;speech, occupational, and physical therapy services; hospice care; respite care; and

ahort-term skilled nursing facility services.
* A one-class system of medical care to replace the pregnant women's and chil-

dren's portion of Medicaid
The American Academy of Pediatrics believes that regardless of initial safeguards,any public Plan designed primarily for low-income people would eventually degen-erate into a second class system of care as the result of inevitable political and eco-

nomic pressures.
Medicaid, itself, has exaggerated a two-tiered system of care in which eligibility,benefits, and reimbursement limited by lack of funds, vary from state to state.Medicaid still retains a welfare stigma and must be applied for with a means-testadministered by the public aid system. Despite recent Medicaid expansions, 28 per-cent of children (3.5 million) in families below the poverty line remain uninsured.Medicaid, although needed in the short run, is not viewed as the long term solution

we need.
H.R. 3393 addresses the Medicaid problem by establishing a one-tier system ofmedical care by replacing, with private insurance, the portion of the Medicaid pro-gram currently serving children and pregnant women, and by requiring uniform,

comprehensive benefits.
* Pre-existi:,g condition clauses eliminated
Uninsurability due to preexisting medical conditions would be eliminated. Theseclauses represent a serious aid unnecessary barrier to care for uninsured children.

. -_ -, - -_r,
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COST CONTAINMENT

While H.R. 3393 does contain innovative cost containment measures, it's impor-
tant to understand that children are not a significant factor in our increasing health
budget. In fact persons under age 19 are 29 percent of the population but account
for only 11% of all health expenditures. The average annual medical care spending
for ayoung person is less than Va of that for an adult under age 65 and % for one
over 65.

H.R. 3393 achieves savings through the promotion of preventive care, cost-sharing
(premiums, deductibles and coinsurance) and care-coordination for medically com-
plex children. The legislation establishes a resource based relative value scale for
pediatric and obstetric services. It requires the Secretary of Health and Human
Services (HHS) to establish a National Advisory Committee, composed of pediatri-
cians, family physicians obstetricians, and experts on maternal and child health.
The National Advisory Committee will advise the Secretary of HHS on appropriate
payment amounts (including the conversion factor) and factors that influence the
adequacy of health funding for children and pregnant women (such as quality of
care and distribution of services).

CONCLUSION

The present status of US children's health care demands that their needs be ad-
dressed first, rather than last, in the coming debate. Their benefit package must be
appropriate, as opposed to "bare-bones" and specific to their needs, not left "to be
spelled-out" later.

We believe "Children First" provides an attainable first step towards universal ac-
cess to health care. Most important, it spells out in detail, and guarantees, health
benefits children require. It provides access to health care while minimizing disrup-
tions in existing health-arefinancing and delivery systems. We can address our
children's needs now while the debate continues over universal health care reform.

The AAP urges prompt Congressional action to ensure that children have access
to the health care they are entitled to. We look forward to working with you as Con-
gress considers this issue.

Thank you.

PREPARED STATEMENT OF JOHN SHELLS

My name is John Sheils. I am a Vice President with Lewin-ICF, a Washington-
based consulting firm, specializing in health care financing issues. I have performed
financial analyses of various health care reform proposals for severalpublic and pri-
vate organizations including: the U.S. Bipartisan Commission on Comprehensive
Health Care (the Pepper Commission); the Congressional Research Service; the Ad-
visory Council on Social Security; several state commissions; the American Hospital
Association; and other private organizations. I have been asked to summarize some
of our estimates of the cost implications of the Health American Act as reported by
the Senate Committee on Labor and Health.

Our analyses of S. 1227 have addressed several issues, the results of which I sum-
marize here today. My testimony is presented in three parts. These are:

e Part 1: Savings in National Health Spending under the Health American Act;
* Part 2: Public plan Enrollment Under Pay or lay;
* Part 3: The impact of the Health American Act on Employment.

Our findings are presented below.

PART ONE: SAVINGS IN NATIONAL HEALTH SPENDING UNDER THE HEALTH AMERICAN
ACT

The 1980s were a paradox of dramatic increases in health spending and dimin-
ished access to care. Health spending as a percentage of gross national product grew
from 9.1 percent in 1980 to about 12.3 percent by 1990 (Figure 1). Despite the dra-
matic growth in the share of our national wealth devoted to health care, the number
of persons without health insurance increased from 24.5 million in 1980 to over 33.3
million by 1990. Rising costs have made health insurance less affordable, which has
contributed to reductions in insurance coverage, increased uncompensated care
costs, and increased the strain on state and local indigent care programs. Cost con-
tainment will be an essential element of any program to expand insurance coverage
and could prove vital in maintaining even the existing level of access.

The importance of containing the growth in health spending is evident in current
projections of health spending for the next decade. The Health Care Financing Ad-
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ministration (HCFA) projects that per capita spending on health care will increase
at an annual rate of 8.2 percent per year through 2000. This is about twki the pro-
Sected rate of inflation. In 1992 health care costs are estimated to be about $809
billion. By 2000, health spending is projected to more than double. This rbyresents
a real increase (inflation adjusted) in per capita health spending over this period
of about 37 percent.

The Health America Act would expand access to health insurance coverage while
implementing a program of system-wide cost containment. The program would lead
to an increase in health services utilization as insurance is extended to previously
uninsured persons. However, these increases in costs are likely to be more than off-
set by savings resulting from the program of cost containment proposed under the
bill, which includes the establishment of a Federal Health Expenditures Board
charged with establishingNational Health Spending goals.

We estimate that the Health American Act as reported by the Senate Labor and
Health Committee version will result in a net reduction in health spending of be-
tween $83.9 billion and $215.3 billion over the 1993 through 1997 period. As ex-
plained below, this savings estimate applies only to the Labor and Health Commit-
tee version of the Bill, which empowers the newly created Federal Expenditures
Board to impose provider reimbursement rates which are consistent with National
Health Spending goals. This differs from the earlier version on S. 1227 which sub-
stantially limits the Board's ability to set reimbursement levels. We estimate that
the impact of the earlier version of S. 1227 would be a net reduction in Health
Spending of about $46 billion over five years compared with five year savings of up
to $215 billion under the Labor and Health Committee Bill.

Our estimates of the potential impact of the bill on national health spending are
discussed below.
A. Utilization Increase for Previously Uninsured Persons

The Health America Plan would extend coverage to all Americans by 1997. This
will be done by: (1) requiring employers to either provide insurance or cover their
workers under a public program by paying a payroll tax; aud (2) covering non-work-
ers under a public program. Expansions in coverage will be phased-in between 1993
and 1997 as follows:

* Beginning in 1993, the employer coverage provisions of the Bill will apply to
firms with 10C or more workers. Coverage of pregnant women and children
under the public plan will also begin in this year.

* In 1996, the employer coverage provisions will be extended to all firms with 25
or more employees.

* The employer coverage provisions will apply to all firms beginning in 1997. Cov-
erage of non-working adults under the public plan will also begin in this year.

Utilization of health services by previously uninsured persons is expected to in-
crease as these individuals become insured. Utilization of health services by pre-
viously uninsured persons is assumed to adjust to the levels reported by insured
persons with similar age, sex, income and health status characteristics.

The cost of increased utilization for newly insured persons would be $7.2 billion
in 1993 growing to $14.7 billion by 1997 as the expansion in coverage is fully
phased-in. The total increase in utilization for newly insured persons would be $52.1
billion during the 1993 through 1997 period.
B. Cost Containment

The Health America Plan establishes a Federal Health Expenditures Board which
is responsible for setting aggregate national health spending "goals" for future
years. Separate expenditure goals will be set for: hospital services; physician serv-
ices; laboratory services; pharmaceutical products; durable medical equipment; and
other health sectors (other than long-term care) deemed appropriate by the board.
While the Bill provides guidance on how these expenditure goals are to be deter-
mine, it does not specify the specific criteria to be used (i.e., per-capita spending
growth rates, spending as a percent of GNP, etc.).

The Bill requires that the Board negotiate with provider representatives to estab-
lish reimbursement levels and methods of payment consistent with meeting spend-
ing goals for hospitals and physicians. If the Board and provider representatives fail
to reach agreement, the Board has the authority to unilaterally impose reimurse-
ment levels and methods for hospital and physician care which are consistent with
these spending goals. The Board is required to negotiate spending controls with hos-
pitals and physicians only. However, the Brard has the option of requiring negotia-
tions with other health sectors as well.
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The Health America Plan includes several cost containment initiatives that will
contribute to savings under the Bill. These include:

* Small Group Insurance Market Reforms to eliminate underwriting prac-
tices and reduce other administrative costs.

* Outcomes Research designed to develop medical practice parameters that will
eliminate unnecessary and ineffective treatments.

* Technology Ammment to determine the appropriate use and reimbursement
levels for new technologies.

* Promote Competition by requiring providers to publish rates.
* Expand Managed Care by pre-empting state legislative barriers, assuring

small business access to managed care plans, and providing managed care alter-
natives under public health programs.

* Pre-empt State Mandated Benefits to permit insurers to develop low-cost in-
surance products.

* Reduce Administrative costs by consolidating administration for small em-
ployers through an insurance consortia, and creating quality improvement agen-
cies to coordinate utilization review.

We estimate that these initiatives will result in savings of $67.7 billion over the
1993 through 1997 even in the absence of establishing a federal expenditures board
(Table 1). These savings would be supplemented by additional savings through pro-
vider rate negotiations under the federal expenditures board program as discussed
below. (The methods used to develop these estimates are discussed in Appendix A).
C. The Impact of Expenditure Goals on Health Spending

The Health America Act would establish a Federal Health Expenditures Board
charged with setting National Health Spending goals. The Board is also charged
with negotiating provider reimbursement rates with representatives of the health
care pro-ider community. In the version of the Health America Act reported by the
Senate Labor and Health Committee, these negotiations are' binding, thus enhanc-
ing the Board's ability to set rates which are consistent with National Health
Spending goals. This differs from the earlier version of S. 1227 in which the Board-
negotiations with providers were non-binding.

n thia analysis, we estimated this impact of the Federal Expenditures Board as
estimated under the Senate Labor and Health Committee version of the Bill. The
impact that the Federal Expenditures Board will have on health spending is dif-
ficult to predict. The Bill does not specify the criteria for setting expenditure goals,
and relies upon a negotiated process with unpredictable outcomes. However, the es-
tablishment of an expenditures Board together with the other cost containment pro-
visions of the Bill is likely to result in savings to the health care system.

To illustrate the potential savings achievable through the Federal Expenditures
Board, we considered two scenarios. In the first scenario, we assume that the Board
succeeds in slowing the growth in per-capita hospital and physician spending, cur-
rently proj cted to grow at twice the rate of inflation (8.2 percent), to about 175 per-
cent of the rate of inflation (7.2 percent). In the second scenario, we assume that
the rate of growth in hospital and physician spending is reduced to about 150 per-
cent of the rate of inflation (6.2 percent).

Under the first scenario, the net reduction in health spending (i.e., health spend-
ing reductions offset by increased utilization for previously uninsured persons)
would be $133.9 billion over the 1993 through 1997 period (Table 2). The net reduc-
tion in health spending under the second scenario would be $215.3 billion over the
same period.

While savngs are difficult to project, the savings estimated in our second scenario
represent a high-range estimate of what might be reasonably expected to occur
under the program. For example, studies indicate that in states with hospital rate
setting programs, the rate of growth in health spending has been reduced by 30 per-
cent.i By comparison our second scenario assumes that the rate of growth in health
spending is slowed by 25 percent. Moreover, our second scenario implies a reduction
in health speeding of about 4.0 percent over the 1993 through 1997 period which
seems modest in the context of expenditure budgeting.

Under the second scenario, health spending as a percentage of GNP would start
to level-off at between 14.1 percent and 14.3 percent beginning in 1995 (Table 3).
By comparison, health spending is projected to reach 15.7 percent of GNP by 1997
under current policy.

1C.J. Schramm, S.C. Renn, and B. Biles, "New Perspectives Onstate Rate Setting," Health Af-
fairs, Fall 1986.
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D. Differing Versions of the Health America Act
It is important to distinguish between the two versions of the Health America Act.

On September 23, 1991, testified before the Senate Finance Subcommittee on
Health for Families and the Uninsured on the potential for cost containment under
the Health American Act which preceded the Labor and Health Committee Amend-
ments. I testified that under that version of the Bill the net impact of the Health
America Act would be a reduction in National Health Spending of $46 billion over
five years. However, this testimony did not reflect the Senate Labor and Health
Committee Amendments which greatly enhance the effectiveness of the Federal
Health Expenditures Board. We estimate that these Amendments increase the po-
tential net savings under the Act to $215 billion over the 1993 through 1997 period.

PART TWO: ENROLLMENT IN PUBLIC AND PRIVATE INSURANCE PROGRAMS UNDER THE
HEALTH AMERICA ACT

Under the Health America Act, workers and dependents in firms that pay the tax
rather than provide insurance would be covered under a public program. Although
many employers will find it advantageous to cover their workers under the public
plan, we estimate that if the Health America Act were implemented in 1993 with
a payroll tax of 8.0 percent, the number of persons with private health insurance
would actually increase. The number of workers and dependents with private insur-
ance would increase from 141.0 million persons per month under current policy to
143.4 million persons per month under the Health America Act. While many firms
that now offer insurance will shift to the public plan (about 16 million persons),
about half of workers in firms that do not now offer insurance will elect to provide
private insurance resulting in a net increase in private coverage of 2.4 million per-
sons.

Our analysis also indicates that the Senate Labor and Health Committee version
of the bill, which includes greatly enhanced cost containment provisions, would
avert a substantial erosion of private health coverage in future years. Our study in-
dicates that in the absence of significant cost controls, the rising cost of health care
will over time make it increasingly attractive for employers to abandon private cov-
erage in favor of the public plan. However, this shift to the public plan over time
is largely averted by the substantial reduction in the rate of growth in health spend-
ing that can be achieved under the Senate Labor and Health Committee version of
the bill.

The methods used to develop these estimates are described below.
A. Employer Response

The Health America Act requires employers to either provide insurance for work-
ers and dependents, or cover these individuals under a public program by paying
a payroll tax. An employer who decides to provide insurance must pay 80 percent
of the premium for a specified minimum benefits package for all persons working
17.5 or more hours per week to be exempt from the payroll tax. In cases where the
employer chooses to pay the tax rather than provide insurance, all workers in that
firm and their dependents will become covered under the public plan where they
will receive coverage comparable to that required under the minimum benefits
standard. In addition, all non-workers will be covered under the public plan.

We developed estimates of the number of persons enrolled in private insurance
and the public plan. In developing these estimates we assume that employers will
cover their workers under the public plan wherever this is the least costly alter-
native available to them. We estimated the number of workers and dependents who
are in firms that would find it advantageous to cover their workers under the public
plan using the Lewin-ICF Health Benefits Simulation Model (HBSM). The model is
based upon representative surveys of employer and employee characteristics includ-
ing:

" A representative sample of employers which provides information on employer
health spending, payroll and worker characteristics. These data are basedupon
a survey of 850 small, medium and large employers conducted for the Small
Business Administration.

* A representative sample of individuals which include information on employ-
ment characteristics, sources of insurance coverage and health expenditures.
These data are based upon the National Medical Care Utilization and Expendi-
tures Survey (NMCUES) which we have updated to reflect more recent data on
population characteristics, income, insurance coverage, and health expenditures.
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This collection of data provides a basis for estimating the number of employers
who would face a financial incentive to enroll in the public plan and estimate the
cost of covering individuals under the plan.2

1. Firms that Do Not Now Offer Insurance
Among firms that do not now offer insurance, we assume that employers will com-

pare the cost of paying the tax with the cost of providing private insurance that con-
forms to the minimum benefits package required under the Health America Act. We
assume that all employers who find that the payroll tax option is the least costly
alternative will elect to cover their workers under the public plan. All employers
who find that the cost of insurance is less than paying the tax are assumed to pur-
chase insurance.

While circumstances will very across employers, we estimate that at an 8.0 per-
cent tax rate, firms with an average annual payroll of less than $17,250 per year
will generally find if less costly to pay the tax than to purchase insurance. Using
HBSM, we estimate that among firms that do not now offer insurance, the average
employer share of the cost of insurance under the Health America Act will be about
$115 per employee per month ($1,380 per year). Firms with an average payroll of
$17,250 will on average be indifferent between paying the tax and purchasing insur-
ance because it is at this point that the cost of insurance equals the payroll tax (i.e.,
8.0 percent of $17,250 equals $1,380). Thus, firms with an average payroll which
exceeds $17,250 per year will generally find it advantageous to purchase insurance
while firms below this average payroll level will find it less costly to pay the tax.

2. Firms That Now Offer Insurance
The problem is more complex for firms that now offer insurance. In firms that

now provide insurance, the employer cost of employee health benefits is equal to
about 7.5 percent of payroll for workers who have coverage. This suggests, that at
a payroll tax rate of 8.0 percent, substantial numbers of persons will shift to the
public plan. However, this reasoning overstates the potential for migration to the
public plan because it ignores that in many firms, health costs exceed 8.0 percent
of payroll only because they offer coverage which is far more comprehensive than
that required under the Health America Act.

For example, about 63 percent of all workers who now have employer coverage
are covered under a plan which is more comprehensive (i.e., cover more services
with lower employee cost sharing) than the plan required under Health America (as
measured by actuarial value). For these employers, shifting to the public plan im-
plies a substantial downgrade in coverage for their workforce. Since many of these
more comprehensive plans are found in unionized workplaces or in highly competi-
tive labor markets, it is unlikely that significant numbers of employers will adopt
such a downgrade in coverage.

Moreover, even if these employers do decide to adopt a coverage downgrade, they
generally will find it less costly to obtain this coverage in the private market. This
is because many of the firms with comprehensive benefits plans typically have more
highly compensated workforces where the cost of paying the tax would exceed the
cost of buying the Health America minimum benefits package in the private market.
This is illustrated in the following example:

Consider a firm which in addition to covering the basic physician and hospital
care required under the Health America Act, covers dental care, eyeglasses, and
prescription drugs. Also, assume that the plan has a lower deductible than the
maximum allowed under the Act and the employer pays 85 percent of the pre-
mium. This firm exceeds the Health America minimum standard in terms of
both covered services and employee cost sharing. Such a firm could easily have
health care costs as high as nine or ten percent of payroll. These employers will
often find that they can obtain the minimum level of coverage required under
the Health America Act in the private market for an amount which is equal to
six or seven percent of payroll. In these instances, an employer who decides to
downgrade to the Health America standard will find that it' is less costly to pur-
chase the Health America benefits package in the private market than to pay
the eight percent payroll tax. Moreover, the cost of maintaining their existing
level of coverage will be reduced under Health America as working spouses now
covered as dependents become covered under their own employers' plans.

2For a more detailed description of the data and methods used see: Lewin-ICF, "The Health
Benefits Simulation Model (HmSM)," Technical Documentation, Submitted to the Office of Re-
search, Health Care Financing Administration, April 13, 1990.
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In our analysis, we assume that employers that now offer insurance will shift to
the public plan only in instances where the cost of paying the tax is less than the
cost of purchasing the minimum benefits package on the private market.

B. Enrollment in The Public Plan
With a payroll tax of 8.0 percent, we estimate that there will be an average of

43.2 million workers and dependents per month enrolled in the public plan if the
program were fully implemented in 1993 (Table 4). In 1993, there will be about 45.6
million workers and dependents per month who under current policy would be in
noninsured employment: of whom about 26.7 million would become covered under
the public plan and 18.9 million would become covered under private insurance. In
addition, about 16.5 million workers and dependents will be shifted to the public
plan from existing private plans by employers who decide to discontinue private cov-
erage.

Private coverage will actually increase by about 2.4 million persons under a 8.0
percent tax rate. This is because the increase in private coverage among persons
who are now in firms that do not offer insurance (18.9 million) will exceed the num-
ber of persons shifted from private coverage to the public plan (16.5 million).

Enrollment in the public plan is very sensitive to the level of the tax rate. In gen-
eral, higher tax rates discourage enrollment in the public plan while reductions in
the tax rate tend to make participation in the public plan more attractive. For ex-
ample, if the tax rate were increased from 8.0 percent to 10.0 percent, the number
of workers and dependents enrolled in the public plan would decline from 43.2 mil-
lion persons to 21.2 million persons. At a tax rate of six percent, enrollment in the
public plan would rise to an average of 76.7 million persons per month.

Regardless of the level of the tax rate, there will always be a revenue shortfall
under the plan. That is, revenues for workers and dependents under the public plan,
including employer tax payments and employee contributions, will be insufficient to
cover the cost of providing coverage to persons covered under the public plan. This
is because employers will generally pay the tax, thus covering their workforce under
the public plan, only if this is leap costly than providing insurance. Because the cost
of covering these individuals under the public plan isargely the same as the cost
of private coverage, we can expect that public plan revenues will always be less
than the cost of services provided to public plan enrollees.

With a payroll tax rate of 8.0 percent, the revenue shortfall under the plan will
be about $9.4 billion in 1993. The amount of the shortfall will generally increase
as the tax rate is reduced. The revenue shortfall, which will be covered by general
revenues, can be thought of as a subsidy to lower wage workers.

The estimates presented in Table 4 apply only to workers and dependents. In fact,
non workers who are not otherwise covered under Medicare will be covered under
the public plan as well. Average monthly nonworker enrollment under the public
plan would be 41.5 million persons, many of whom are former Medicaid enrollees
who are transferred to the public plan under the Health America Act.

C. Public Plan Enrollment in Future Years
A major concern with the "Pay or Play" approach is that enrollment in the public

plan will become increasingly attractive to employers as the cost of care increases
relative to the payroll tax rate. For example, we estimate that at an 8.0 percent pay-
roll tax rate, about 23.2 percent of all workers and dependents would become cov-
ered under the public plan in 1993. Based upon the current projected rate of growth
in health spending, public plan enrollment would rise to about 30 percent of all
workers and dependents by the year 1997 in the absence of effective controls on
health spending.

This growth in the public plan would be largely averted under the version of the
Health America Act reported by the Senate Labor and Health Committee. Under
this version of the bill, the rate of growth in health spending will be controlled
through a provider rate setting system implemented through the Federal Health Ex-
penditures Board. Due to these cost controls, private insurance will continue to be
an attractive alternative to the public plan for most employers. We estimate that
under the Labor and Health Committee version of the bill, this growth in public
plan enrollment over time is largely eliminated with public plan enrollment sta-
bilized at about 25 percent of all workers and dependents through 1997.

Our estimates indicate that enrollment in the public plan over time will be sub-
stantially more stable with the Senate Labor and Health Committee cost control
amendments than without. This analysis illustrates that effective cost containment
is a critical element in maintaining the stability of the Pay or Play approach over
time. Indeed, no health care financing system will be stable as long as the cost of
care continues to grow substantially faster than our national income.
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PART THREE: THE IMPACT OF THE HEALTH AMERICA ACT ON EM-9,')YMENT

The Health America Act increases the cost of compensation for workers who are
not now covered by insurance. It is unlikely that employers will absorb the full
amount of this increased cost in the form of reduced profits. Employers are likely
to either: (1) raise prices, thus passing the cost of complying with the Act on to con-
sumers; or (2) reduce labor costa by lowering wages or reducing employment. The
available evidence suggests that employers would probably adopt some combination
of these responses.

Perhaps the greatest concern is the potential for lost employment. Most econo-
mists expect that the potential loss of jobs will be concentrated among minimum
wage workers where the employers do not have the option of passing on the cost
of insurance in the form of lower wages. Under the Health America act, the employ-
ers' cost of compensation for a worker at the minimum wage would increase by 35
cents per hour (i.e., eight percent of the minimum wage ($4.25) for workers covered
under the public plan. Based upon a review of empirical studies of past increases
in the minimum wage, we estimate a loss of between 23,000 and 63,000 jobs under
the program. This is consistent with other job loss estimates for employer based in-
surance expansions prepared by Dr. Kenneth Thorpe, Dr. Karen Davis and the Con-
gressional Budget Office (CBO).

This loss of employment must be viewed in the context of trade-offs. While some
job loss is expected, Health America will provide improved access to needed health
care for tens of millions of Americans. Moreover, the Act would protect many thou-
sands of uninsured and underinsured families from the financialruin that so often
accompanies a major illness. For example, we estimate that the number of non-el-
derly families with uninsured medical expenses in excess of 30 percent of family in-
come will be reduced by about 40 percent (700,000 families) under the Health Amer-
ica Act.

The methods used to develop these estimates are discussed below.
A. Potential Job Loss

The potential for job loss under the Health America Act is explained by economic
theory on the relationship between wage levels and worker productivity. In the long
run, employers will not pay workers more than the value of their productive output
(i.e., in economic jargon, employers will pay a wage such that the marginal cost of
additional labor equals the worker's marginal product). Thus, if an employer's com-
pensation costs increase, as they would under the Health America Act, the employer
can be expected to reduce other forms of compensation such as wages and pensions
so that total employee compensation costs are consistent with the value of worker
outputs. This suggests that employers will seek to offset the added cost of insurance
in tae form of lower wages rather than reducing the level of employment.

The one major exception to this theory is among minimum wage workers. Employ-
ers of minimum wage workers are essentially prohibited from lowering wages to off-
set the added cost of insurance under the Health America Act. These employers may
reduce minimum wage employment so that total compensation costs are consistent
with the value of productive outputs.

Under the Health America Act, the cost of compensation for minimum wage work-
ers is effectively increased by 35 cents per hour. That is, an employer who covers
their workers under the public program by paying the eight percent payroll tax will
incur an additional 35 cents per hour in compensation costs (i.e., eight percent of
$4.25 per hour). Thus, the effective minimum wage would increase from $4.25,
where it has been since 1991, to $4.60 per hour in 1993. [Interestingly, the effective
minimum wage after adjusting for inflation between 1991 and 1993 would be rough-
ly the same as it was in 1991.] The question, therefore, is how many jobs will be
lost due to a 35 cents per hour increase in the effective minimum wage?

The effect of the minimum wage on employment has been widely studied by sev-
eral leading labor economists. These studies reveal an unusual degree of consensus
on the impacts of the minimum wage on employment. These studies generally find
that the loss of jobs is small and-concentrated primarily among teenagers. However,
most teenagers are exempt from the Health America Act because they are either
covered as dependents under their parent's plan or they work less than 17.5 hours
per week. Although minimum wage increases result in some job loss among young
adults (i.e., 18 to 24) studies have generally found little measurable impact on adult
employment. However, it should be noted that studies of minimum wage impacts
on adults are far less numerous than are studies of the impact on youth employ-
ment.

In earlier testimony before the Senate Labor and Health Committee, Dr. Kenneth
Thorpe indicated a potential loss of 50,000 jobs under the Health America Act (a
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reduction in total employment of less than one tenth of one percent). This estimate
was based upon recent research by Wellington indicating that a 10 percent increase
in the minimum wage is associated with a 0.6 percentage point reduction in the em-
ployment to population ratio.3 Based upon a survey of empirical research compiled
ayD Charles Brown and others we estimate a potential loss of between 23,000
and 63,000 minimum wage jobs. This estimate was developed based upon the range
of estimated changes in employment reported in the literature for an eight percent
increase in the minimum wa .

4

These estimates are largely consistent with earlier testimony by the Congres-
sional Budget Office (CBO) on the impact of S. 1265/H.R. 2508. This bill would have
required employers to provide private insurance to all workers without giving the
employer the option to cover their workers under the public plan. CBO estimated
that this bill, which represented nearly twice the increase in the effective minimum
wage required under Health America, would result in up to 100,OPO jobs lost. Pre-
sumably, CBO's job loss estimate would be lower for the Health America Act,

B. Likely Employer Responses
Given that job loss is expected to be small under the Health America Act, we can

expect that employers' primary response will be to pass on the cost of complying
with the Act in other ways. Many economists note that such increases in comensa-
tion costs often have "shock" effects that stimulate new efficiencies in production
which could absorb some of the added costs of health America. However, it is likely
that employers will respond by either reducing wages over time or increasing prices.
CBO has testified that it would take up to three years for employers to implement

these reductions in compensation. Wage adjustments will typically take the form of
lower wage increases than would have been expected under current policy. This sug-
gests that a gradual phase-in of coverage requirements, such as the phase-in sched-
ule called for under Health America, could minimize the disruptions associated with
these compensation adjustments.

There is also some evidence that employers will pass on much of the increase in
costs to consumers in the form of higher prices. The populations affected by the Act
tend to be concentrated in certain sectors of the economy such as the food service
industry. Under Health America, all producers in these sectors will face roughly the
same increase in costs so that prices could increase throughout that sector without
putting individual producers at a competitive disadvantage. To the extent that
prices increase, the cost of the coverage expansion will ultimately fall on consumers.

APPENDIX A.-METHODOLOGIES USED To ESTIMATE THE IMPACT OF COST
CONTAINMENT INITIATIVES UNDER S. 1227

The methodology we used to estimate the impact cost containment initiatives
under S. 1227 is described below:

A. NATIONAL HEALTH SPENDING: CURRENT PROJECTIONS

Estimates of national health spending under current policy in future years are
based upon health spending projections developed by the Health Care Financing Ad-
ministration (HCFA). HCFA projects that per-capita health spending will grow by
about 8.6 percent per year through 2000 which is about double the projected rate
of inflation.5

B. UTILIZATION INCREASE FOR PREVIOUSLY UNINSURED PERSONS

Utilization of health services by previously uninsured persons is expected to in-
crease as these individuals become insured (either through employer coverage or the
public plan). Utilization of health services by previously uninsured persons is as-
sumed to adjust to the levels reported by insured persons with similar age sex in-
come and health status characteristics. The total increase in national health spend-
ing for newly insured persons would be about $14.7 billion if the program were fully

3 Alison J. Wellington, "Effects of the Minimum Wage on the Employment Status of Youths:
an update," Journaf of Human Resources, 26(1)1990:27-45.

4Bfased upon a review of several empirical analyses of the minimum wage, Brown reports a
range of percentage changes in employment that would be expected with a 10 percent change
in the minimum wage, We adjusted this range of percentage changes to reflect-the fact that
Health America implies an eight percent increase in the effective minimum wage and applied
these percentage changes to the portion of the workforce that is covered by the Health America
coverage requirements. See: Charles Brown, Curtis Gilroy, and Andrew Kohen, 'The effect of
the Minimum Wage on Employment and Unemployment, Journal of Economic Literature Vol.
XX (June 1982), pp. 487-528.

5Health Care Financing Review/Summer 1987/ Volume 8, Number 4.
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implemented in 1992 which represents an increase in national health spending of
about two percent. However the increase in insurance coverage and the resulting
increase in utilization under S. 1227 would be phased-in between 1993 and 1997 as
follows:

* Beginning in 1993, the employer coverage provisions of the Bill would apply to
only firms with 100 or more workers. Coverage of pregnant women and children
under the public plan would also being in this year.

" In 1996, the employer coverage provisions will be extended to all firms with 25
or more employees.

" The employer coverage provisions will apply to all firms beginning in 1997. Cov-
erage of non-working adults under the public plan will also begin in this year.

This phased expansion of coverage is reflected in the utilization estimates shown
above.

C. ADMINISTRATIVE SAVINGS UNDER THE PUBLIC PLAN

We estimate that under the provide-or-contribute model about 15 million workers
who are currently insured under private employer health plans will be shifted to
the public plan. These include workers and dependents in firms that now offer in-
surance who find it less costly to pay the tax than offer insurance.

This will reduce administrative costs by shifting individuals from small employer
plans where administrative costs average about 28 percent of incurred claims to the
public plan where administrative costs for small groups are estimated to be only
about 15 percent of claims.6 Total savings in administrative costs are estimated to
be about $800 million in 1992.

The legislation also calls for insurance market reforms which will limit underwrit-
ing practices resulting in reduced insurer administrative costs. Estimated savings
resulting from these changes are discussed below.

D. REDUCE UNNECESSARY AND INEFFECTIVE CARE

The proposal includes two provisions designed to reduce costs associated with un-
necessary and ineffective treatments. These include:
Expanded Development of Medical Practice Guidelines

The proposal calls for expanded use of medical practice guidelines in both public
and private sector programs. A growing body of research exists on Medical practice
guidelines which would be implemented under the program.

Medicare-It is estimated that research performed to date on 20 major procedures
has produced practice guidelines which if fully implemented would result in savings
to Medicare of up to $2.5 billion (in 1991 dollars).7 We assume that the savings from
these practice guidelines will phase-in over a three year period beginning in 1992.
Medicare savings from ongoing medical guidelines research is assumed to increase
by $500 million per year (in 1991 dollars) starting in 1995.

Private Sector-It is estimated that existing practice guidelines data could reduce
premium costs in employer based plans by as much as three percent.8 We assume
that these savings will occur primarily among persons not already enrolled in plans
with selective contracting arrangements. Savings are assumed to be phased-in over
a three year period. Potential savings are assumed to increase by 0.25 percent of
premiums beginning in 1995 as new research becomes available.
Technology Assessment

A program would be initiated to determine the appropriate use and reimburse-
ment levels for new technologies. For illustrative purposes we have assumed that
this program induces a 12 month lag in the adoption of new technologies. We esti-
mated the impact of this assumption by imposing a 12 month lag in the portion of
health care inflation attributed to service intensity (It is estimated that about 25
percent of health care inflation is attributed to a growth in service intensity).9

5Estimates of administrative loads under various public and private insurance models are
based upon estimates provided by the Congressional Research Service.7Unpublished data provided by Karen Davis of Johns Hopkins University.

8Presentation by Mark Chasim to the Florida Task Force on Private Sector Health Care Re-
sponsibility.9Based upon Levrin/ICF analysis of HCFA data on the components of health price inflation.
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E. PROMOTE COMPETITION
Provider competition would be encouraged by requiring providers to publish their

rates. These data would encourage providers to be more competitive and would fa-
cilitate selective contracting. This competitive model is used in California and is es-
timated to have reduced the annual rate of growth in hospital costs by about 10 per-
cent.10

We assume that under this provision, the growth in hospital spending will be
slowed by 10 percent per year. Savings are assumed to occur only in states that do
not now have hospital rate setting system, s or a comparable competitive model
(these include California, New York, Maryland, New Jersey and Massachusetts).
Savings are assumed to be phased-in over a three year period.

F. ENCOURAGE MANAGED CARE

The Legislation includes several initiatives to expand managed care. These in-
clude:
Pre-empt State Legislative Barriers

The proposed legislation would pre-empt all barriers to selective contracting, utili-
zation review and other managed care practices. We assume that this will result in
a 10 percent increase in the number of workers in HMO's.11 We also assume that
HMO s will reduce health spending for newly covered groups by about 10 percent.
These savings are assumed to be phased-in over the course of three years.
Small Business Access to Managed Care Plans

Carriers would be required to offer managed care options to all small groups. We
assume that HMO enrollment among fu-ms with under 25 employees would rise to
the level observed in large firms. Managed care plans are assumed to reduce costs
by 10 percent for workers who enroll. These savings are assumed to be phased-in
over the course of three years.
Provide Managed Care in The Public Program

HMO's will be made available to workers covered under the public plan. We as-
sume that the percentage of workers enrolling in these plans will be comparable to
the percentage of privately insured workers covered under HMO's. Savings are esti-
mated to be 10 percent for persons who become covered under these plans. Savings
are assumed to be phased-in over a three year period.

G. PRE-EMPT STATE MANDATED BENEFITS

The legislation establishes a federal minimum benefits standard which pre-empts
state mandated benefits. State mandates include: newborn care (46 states), psy-
chiatric care (37 states), chiropractors (35 states), Dental care (27 states) and other
services. State mandated benefits have been estimated to add about 15 percent to
the cost of health insurance.12

Of the benefits required by states, the federal standard would require coverage
of psychiatric and newborn care which accounts for about 53 percent of the cost of
state mandated benefits. Thus 47 percent of the cost attributed to state mandates
(about seven percent of premiums) is potentially eliminated. These savings do not
apply to self-insured plans because they are already exempt from state benefit man-
dates under ERISA.

We assume that half of all employers who ngw purchase insurance will eliminate
coverage for state mandated benefits that are not required under the federal bene-
fits standard (i.e., some may wish to retain dental coverage etc.). Utilization of these
services tbr persons in plans that discontinue these benefits is assumed to decline
by about 20 percent.13

H. ADMINISTRATIVE COSTS

The legislation includes several initiatives to reduce administrative costs in pri-
vate insurance. These include:

10James Robinson and Harold Luft, Competition, Regulation, and Hospital Costs, 1982 to
1986," JAMA, November 11, 1988, Volume 260, No. 18.1About 15 percent of all workers are in a Health Maintenance Organization. GHAA's Na-
tional Director of HMOs, 1990 edition.

"Jon Gabel and Gail Jensen, "the Price of Mandated Benefits," Inquiry 26:419-431 (Winter
1989).

"5 We assume that a one percent change in the price of health services to the individual is
associated with a 0.2 percent reduction in utilization of these services.
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Insurance Consortia
An insurance consortia is established in each state to consolidate administrative

procedures for insurers with small market shares. It will also facilitate the system
wide development of cost saving innovations such as "smart" cards for electronic
claims transmittal.

Industry analysts estimate that electronic claims transmittal will save about 50
cents per claim for a maximum potential savings of $400 million per year. For illus-
trative purposes, we assume that under the consortia's leadership, all insurers will
convert to the electronic claims transmittal systems over a five year period.
Establish Quality Improvement Agencies

Quality improvement agencies would be created in each state to work with provid-
ers to develop a program of continuous quality improvement and implementation of
cost effective methods of delivering care. The agency would periodically certify pro-
viders as practicing in a cost effective manner thus exempting them from utilization
review for a period of up to a year. This will avoid duplicative provider review and
focus limited resources on providers who appear to be inclined to over-prescribe.

We assume that the primary impact of this provision will be to improve the effec-
tiveness of utilization review. For illustrative purposes we assume that this provi-
sion improves the cost saving potential of managed care plans by 10 percent. 14

These savings are assumed to be phased-in over a period of three years.
Small Business Insu-ance Reform

The legislation would substantially limit insurer underwriting practices and elimi-
nate pre-existing condition limitations. This will reduce insurer administrative costs
associated with approving a policy and reduce claims processing costs by eliminating
the need to cross-reference claims with pre-existing condition limitations.

Administrative costs for small employers would be reduced from their current
level of about 28 percent of claims to about 21 percent of claims. We developed this
estimate by assuming that the portion of administrative costs in small groups at-
tributed to general administration and claims processing costs would be reduced to
the levels observed in larger firm size groups (i.e., firms with 25-50 employees). 15

These savings are assumed to be reflected in premiums immediately upon imple-
mentation of the program.

"4We assume that HMO's reduce costs by about 10 percent and PPO's reduce costs by about
five percent. We assumed that the reduction in costs under these arrangements is increased by
five percent.

"6 Based upon administrative data developed by Hay/Huggins Inc. for the Congressional Re-
search Service (CRS).
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Table I
CHANGES IN NATIONAL HEALTH SPENDING UNDER SELECTED COST CONTAINMENT INITIATIVES

(In Bglions)

Initlaves 1993 1994 1995 1996 1997 Five Year
Total

Administrative Savings ln"'#ir Public Plan (0.35) (0.38) jii.42) (0.73) (1.88)

Uncessary/ineffective Care
Outcomes Research (1.70) (3.71) (6.45) (7.97) (9.86) (29.69)

Technology Assessment (1.10) (1.31) (1.55) (1.83) (2.14) (7.93)

Promote Competition (0.40) (0.87) (1.31) (1.44) (1.71) 5.73

Encourage Managed Care
Pre-empt State Legislative Barriers (0.10) (0.22) (0.36) (0.39) (0.43) (1.50)
Small Business Access to Managed Care (0.10) (0.33) (0.48) (0.52) (0.57) (2.00)

Provide Managed Care In Public Program - (0.10) (0.22) (0.32) (0.48) (1.12)

Pre-empt State Mandated Benefits (0.60) (0.65) (0.72) (0.78) (0.86) (3.61)

Administrative Costs
Insurance Consortia (0.05) (0.1,1) (0.24) (0.39) (0.57) (1.36)

Quality Improvement Agencies (0.18) (0.39) (0.65) (0.71) (0.77) (2.70)

Small Group Insurance Market Reform (1.69) (1.84) (2.02) (2.21) (2.41) (10.17)

Total Savings (5.92) (9.88) (14.38) (16.98) (20.53) (67.69)

a Method used to develop these estimates are discussed in Appendix A.

Source: Lewin-ICF estimates.
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Table 2

ILLUSTRATION OF THE POTENTIAL IMPACT OF THE "HEALTH AMERICA PLAW
ON NATIONAL HEALTH SPENDING IN 1993 THROUGH 1997

IMPACT OF HEALTH AMERICA PLAN

HeM Spending Under
Current Policy

Utlizbatlon Increase
for Newly Insurede

Impact of Cost Containment Proriam

ilustrative
Scenario #2d

illustrative
Scenario #14

Net -MP of Health America Plan

Illustrat"ve
Scenario #1 ©

Scenaro #1c Scenario n

1993 $ 888.7 $ 7.2 $ (7.2) $ (14.2) $ 0.0 $ (7.0)

1994 976.2 7.9 (157) (31.0) (7.8) (23.1)

1995 1,072.7 8.7 (25.7) (50.8) (17.0) (42.1)

1996 1,164.1 13.6 (37.1) (73.1) (23.5) (59.5)

1997 1,263., 14.7 (50.3) (98.3) (35.6) (83.6)

Total 536L0 $52.1 $(1360) $997.4) S(83,) $(215.3.
1995-1997

Proections provided by the Health Care Financing Adrnfltration, Office of the Actuary: Data from the Office of National Health Statistics.

Utliat of Health services for piously uninsured persons Is assumed to increase to levels reported by insured persons with sml cAractrlstlc

Asumes tha the rate of growth in health spending Is reduced by one percentage point per year (L.., the rate of growth in per capita health spending
Is reduced to 175 percent o Inflation).

Assumes that the rate of growth in health spending 1 reduced by two percentage points per year (.., the rate of growth in per capita health spending
Is reduced to 150 percent of Inflation).
Lawin-lCF estimates.

YOM

a

b

d

source:

0
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Table 3

Illustration of the Potential Impact of the "Health Amirica Plan"
on National Health Spending In 1993 Through 1997

HEALTH SPENDING AS A PERCENT OF GNP

Year Current Policy a  Scenario #b Scenario #2 ¢

1993 13.8% 13.8% 13.7%

1994 14.3% 14.2% 13.9%

1995 14.7% 14.5% 14.1%

1996 15.0% 14.7% 14.2%

1997 15.4% 15.0% 14.3%

a Projections provided by the Health Care Financing Administration, Office of the
Actuary: Data from the Office of National Health Statistics.

b Assumes that the rate of growth In health spending is reduced by one percentage
point per year (I.e., the rate of growth in per capita health spending is reduced to 175
percent of Inflation).

c Assumes that the rate of growth In health spending is reduced by two percentage
points per year (i.e., the rate of growth in per capha health spending is reduced to 150
percent of Inflation).

Source: Lewin-ICF estimates.

Lewln-ICF35FNW0443



Table 4
Workers and Dependents Enrolled Under The Public Programa,b

I Workers & Dependents Enrolled In Public Plan__________I (Average Monthly Enrollment In MIllionb)________
Payroll Tax PrivatelX T d Persons In Non-Insured I Revenue Shortfa!lRate Insured Enrollment From Existing Employment Under Under Public(In Percent) Employer Plans Current Law Pland

(In billions)
5.0 80.8 105.8 55.8 50.0 $49.5
6.0 109.9 76.7 36.0 40.7 28.4
7.0 128.9 57.7 25.0 32.7 13.9
8.0 143.4 43.2 16.5 26.7 9.4
9.0 158.9 27.7 8.6 19.1 4.5
10.0 165.4 21.2 5.6 15.6 2.3

Asmse la ecrxh twA n ni'n' in~~n~ A f. ., . - - -

.... -... .. ply "V U LO lJdLl'XU Uo wnlcrver approacn minimizes employercosts.
b Tables show the average monthly enrollment figures for workers and dependents. An additional 41.5 million non-workers per mfoonthl

will be covered under the public plan.c An average of 141.0 million workers and dependents per month will be covered under private insurance under current law in 1993.d The shortfall is computed as total fund expenditures for workers and dependents, including benefits and administration, less tax and
premium revenues received.

Source: Lewin-ICF estimates using the Health Benefits Simulation Model (HBSM).

I

a
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PREPARED STATEMENT OF CONGRESSMAN CHARLES STENHOLM

Mr Chairman, it is always a pleasure to testify before you and your Committee,
and I appreciate the opportunity of coming here with my colleagues Jim Cooper and
Mike Andrews to discuss the health reform proposal we will soon introduce on be-
half of the Conservative Democratic Forum. Of course, I always appreciate the op-
portunity to participate in any endeavor which my senior senator is conducting. Be-
tween the three of us Texans gathered in this room today, there is no doubt in my
mind that we can find the right answers to our health care challenges.

I have always said that in many ways our health care system is the best in the
world. Why else would the wealthy of other lands travel here for difficult surgeries?
Why else would the rest of the world look to us to develop the technologies which
willdefeat those diseases which have plagued humanity for centuries? Why else
would we have an ever increasing population of octogen-arians-and those even older
in their 90s and beyond-living fulfilling lives?

But there are other ways that our health care system does not work. The message
has been delivered loud and clear to Members of Congress that our health care sys-
tem is "broke" and, as usual, Members of Congress have a great desire to have the
government fix it.

Last fall a number of Members in the Conservative Democratic Forum (CDF)-
a group of 60 moderate and conservative Democrats within the House of Represent-
atives-began discussing the void we felt existed in the health care reform debate
occurring in Congress currently. We agreed that improvements needed to be made
in the affordability and accessibility of health insurance for Americans. But we were
not convinced that it is necessary to destroy our private enterprise system of insur-
ance and health delivery; nor is it necessary to put thousands of Americans out of
work by burdening their small business employers to the point where they were
forced out of business.

We felt that the majority of House Democrats, not to mention American consum-
ers, were looking for a plan that was significant enough to actually make real
changes in our health delivery system, but not one that wrought the wholesale,
enormously costly changes which were commonly being discussed with national
health care or "pay or play" models.

It reminds me of the story I heard where a mother walked into her house and
noticed that her five children were all huddled around something in her newly car-
peted living room. Noting their excited chatter, the mother walked over to see what
the clamour was all about and found in the middle of the group a family of baby
skunks. Fearing for the aroma that might soon be spread if the animals became agi-
tated, she screamed, "Run, children, run." And they all did run to different corners
of the house--each with a skunk in hand.

The American public has been hollering to the Congress "Run, Act, Do Some-
thing!!" And what we felt some of our health care leaders did was grab a skunk and
run to different parts of the Congress. Some grabbed a nationalized health insur-
ance skunk, some grabbed a "Play or Pay" skunk and others grabbed new and dif-
ferent skunks.

We kind of thought we could come up with something better than a skunk. It was
then that we appointed a CDF Health Reform Task Force, which in May made our
first public announcement of the ideas we are submitting for consideration by the
Congress and the health care consumers of America. Some of the ideas in our plan
came from a variety of other bills seeking to improve our health system. For exam-
ple, we borrow heavily from your insurance reform, Mr. Chairman. Other parts of
our proposal involve innovative, new ways to deal with access and cost of health
care.

One thing that quickly became clear to us in the CDF was that everyone must
be asked to share in the responsibility of improving our health system and its costs.
The federal government must increase funding for Medicaid, Community and Mi-
grant Health Centers, and things like childhood immunizations and other preven-
tive care.

Hospitals and doctors must do much more in the areas of disclosing costs and out-
comes information, following proven strategies for health delivery and giving con-
sumers the opportunity to make better choices.

Insurance companies must reform their exclusive policies and make uniform their
claims and forms.

Individuals must accept a greater responsibility for their own state of health
through preventive care and paying at least a minimum amount for all other care.

But in addition to the new responsibilities of our plan, there are also some
goodies" for everyone. For hospitals, there is an effort to deal with the anti-trust
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laws that prevent cooperative agreements among hospitals, if those agreements can
maintain consumer choice and reduce costs.

For both hospitals and doctors, there is long-overdue malpractice reform.
For senior citizens there is new Medicare coverage for things such as mammo-

graims and certain cancer screening, and for children there are immunizations.
To try to capsulize, our proposal seeks to create a market where consumers can

shop for health care, based on cost and quality like any other consumer product.
We want consumers to have all the information that will help them make the best
health care decisions possible, and will encourage them to make those decisions
while they are healthy, not when they are sick and in a bad position to be wise con-
sumers.

One of the central philosophies of the Conservative Democratic Forum is fiscal re-
sponsibility. That means that when this bill is introduced within a few weeks, we
will have agreed upon financing for the bill.

We believe that this proposal fills a significant void in the health care debate and
we will be working towards these principles of cost containment and accessibility
as we debate health reform for this nation.

Of course, at this point it is anyone's guess as to whether we will be able to have
comprehensive health reform signed into law this year. Even if all we do is pass
smaller pieces of the pie, the Conservative Democratic Forum wants to makes sure
that we are part of it all, trying to help determine whether that pie will be cherry,
chocolate or coconut cream.

Thank you for your attention to our ideas. I will now turn to Congressman Jim
Cooper of Tennessee, the Chairman of the CDF's Health Task Force. Both Jim and
Mike have done a superb job of putting together the specifics of our bill and will
be able to provide you with some additional details at this time.
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Proposal of the Conservative Democratic Forum
Task Force on Health Care Reform

HIIGHILHGHTS

Cost Control

- Cost control through mariaged competition: Providers and insurance companies
will form health partnerships which will be publicly accountable for costs and medical
outcomes. An SEC-like board will be established to set the scope of uniform, effective
health benefits, standards of accountability, and standards for insurance. Health
partnerships will be required to disclose cost and outcomes information so consumers can
shop for the most effective h :a] ) care.

* Change in tax treatment of insurance: Employers will be allowed to deduct basic
insurance costs, but not the excess costs of policies which exceed the scope of basic
benefits. Basic insurance policies must require co-payments to make consumers cost-
conscious, and must be provided through publicly accountable health partnerships.

* Preventive health will be strongly stressed, including full immunization of children,
substantially increased prenatal care, and the promotion of healthier lifestyles.

• Malpractice reform will reduce the costs of expensive litigation and the cost of
defensive medicine.

• Paperwork reduction: Insurance companies will be required to develop uniform claim
forms, and the federal government will devise a plan to significantly reduce paperwork.

Universal Access

• Access for low-income individuals: A new federal program will purchase
insurance for all people below 100% of the poverty level. Individuals and families between
100% and 200% of the poverty level will receive a federal subsidy for the purchase of
insurance. States will gradually assume responsibility for long-term care.

• Insurance reform: More small business will be able to afford insurance by joining
Health Plan Purchasing Cooperatives. As a member of a cooperative, small businesses will
be required to make a choice of insurance plans available to their employees, but will not be
required to pay for health inst.. since. Employees of all businesses will benefit from a
prohibition on pre-existing conddons limitations which will prevent "job-lock." Insuance
companies will not be allowed to use "experience rating" to charge higher rates for
individuals who have had a history of higher medical expenses.

- Tax fairness: All employees, including the self-employed, will be allowed to deduct
100% of basic insurance costs (Under current law, the self-employed can deduct only
25% of costs).

* Basic access: Funding for Community Health Centers and National Health Service
Corps will be substantially increased.
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SUMMARY

Managed Competition - The Heart of Cost Control

Providers, Insurance Companies, and Patients

Through changes in the tax code, we strongly encourage providers and insurance
companies to form Accountable Health Partnerships (AHPs) - improved and expanded
versions of today's Health Maintenance Organizations, Preferred Provider Organizations, and
other group practices. AHPs will I ! & lowed to organize in whatever way they believe will
allow them to provide care most eft, .ieitly.

Like today's HMOs and other groups, AHPs will be responsible for looking after the
total health of individuals in a cost-effective way, and will offer insurance and health care as
a single product. Unlike today's health groups, they will be publicly accountable for costs and
outcomes, and will be judged on their overall effectiveness in taking care of people.

AHPs will have to offer insurance in a dramatically different way than it is offered
today. In our current system, insurers can "cherry-pick" the healthiest individuals, and deny
coverage or charge extremely high rates for others. Insurance companies can also deny coverage
for individuals with pre-existing medical conditions. Under our proposal, those practices will
be prohibited.

CDF Proposal: We would allow AHPs to provide tax-advantaged health insurance only if
they meet federal standards:

* AHPs must offer a standard health plan based on federally-defined uniform,
effective health benefits, and they will be publicly accountable for medical outcomes. They
may offer more comprehensive plans, but employers who purchase those plans will receive a
tax break only for the least costly package of basic benefits.

- AHP plans must eliminate experience rating, where premiums vary based on how sick
people have been and how many claims they have had in the past. Premiums will be allowed
to vary only based on factors like age and geographic location.

e AHP plans will not be allowed to disqualify individuals based on pre-existing
medical conditions.

" AHP plans must require copayinents for medical services (except for preventive care).

* AHPs will be allowed to contract with "Centers of Excellence" for costly high-tech or
specialized services.

* AlPs will be exempt from all state mandates on benefits.

2

60-871 0 - 93 - 14
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Small Businesses

Small businesses face two major disadvantages that discourage them from providing
health insurance:

1. As much as 40% of the premiums paid by small businesses goes toward
administrative costs of health insurance.

2. Small businesses do not have enough employees to spread the risk of insurance
around, and if even a few employees have high medical expenses, insurance can quickly become
unaffordable.

To reduce administrative costs and spread risks, we will re ui. v small businesses (up to
100 employees) to join a Health Plan Purchasing Cooperative (HI-?C), though they will not be
required to pay for coverage for their employees. In a sense, HPPCs will act as the health
benefits manager for small businesses.

* HPPCs will be state chartered, not-for-profit organizations, with exclusive
geographic territory. States will have the option to allow businesses of up to 10,000 employees
to join their HIPPC.

e HPPCs will make unnecessary the burden of COBRA insurance continuation coverage
for small businesses.

* HPPC administrative expenses will be financed by a surcharge on individual
premiums; small businesses will not have to pay to join a HPPC.

CDE nropaL Small businesses will be required to join a HPPC, but will not be required to
make a direct contribution for health insurance.

Universal Access

Medicaid Reform

Medicaid is the main program providing health services to th: -"or. The program is
financed through matching funds from the federal government to the st. tes, and covers both
acute care (e.g. hospitals and physicians) and long-term care (e.g. nursing homes and care for
the mentally disabled).

Medicaid has a complicated set of requirements for eligibility, and today only covers
about half of the people below the poverty line. The criteria for coverage vary substantially
from state to state. In general, eligibility for Medicaid is linked to eligibility for welfare,
though pregnant women and children may receive Medicaid coverage even if their incomes are
above the welfare cut-off.
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DF Propw&h We will replace Medicaid with a new federal program which will

gradually phase in acute care coverage for all Individuals below the poverty line. Individuals
will be members of a Health Plan Purchasing Cooperative, and will have a choice of health
plans. The federal program will pay premiums on their behalf. Individuals and families
above the poverty line but below 200% nf poverty will also be part of the HPPC and will
receive a partial subsidy for the Furchase of insurance. States will gradually assume
responsibility for long-term care.

States will benefit if acute care is financed completely with federal funds, because
acute care is growing much faster than long-term care. In FY 1990 acute care was 55% of
Medicaid spending. In FY 1991 acute care was 59% of Medicaid. Not only will all of the states
save money by only having responsibility for long-term care, but they will have the flexibility
to try innovative approaches.

Eligibility for this new program will be separated from eligibility for welfare, 'n(' the
)rr ,ram will operate much more like private insurance. Medicaid will adopt the same
uniform, effective health benefits as private insurance. All participants will be required to
make nominal co-payments for all but preventive services.

Schedule of coverage:

Income Level (As a % of poverty) Premijum Paid

Below 100% 0
100-200% Sliding Scale based on income

COSTS:

Based on 1991 expenses, extending Medicaid coverage to all individuals below 100% of
poverty would cost $14.2 billion.

The subsidy provided on a sliding scale will range from zero to $15.5 billion, depending
on available revenues. With maximum funding, the subsidy would average $400 for
individuals and $1,200 for families.

The transition to making acute care 100% federal will cost approximately $2 billion a
year.

Access In Rural and Other Underserved Areas

Practitioners are scarce in many rural areas, and there are few opportunities for
corr -etition. In those areas an Accountable Health Partnership could include all providers
the v ea, and the providers would be held to the same standards of accountability as all ot. .'r
providers. Rural health partnerships will be allowed to contract for capital-intensive or
high-tech services.

CDF ProposaL We would substantially improve access to basic care for rural and
inner-city residents through a $100 million increase in funding for Community and Migrant
Health Centers (current funding $594 m.), and through a $25 million increase in funding for the
National Health Service Corps (Current $120m.).

COST: $125 million
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Making Managed Competition Work

Tax Treatment of Health Insurance

Current law provides two tax benefits for the purchase of health insurance:

I. Individuals are allowed to exclude from their Income any amount their
employer pays toward health insurance coverage. This tax exclusion is available for any kind
of health insurance policy, and because -t offers a subsidy of as much as 31% on the purchase of
insurance, it has been pointed to a o.' e of the factors contributing to health inflation. This
subsidy will cost the federal governor tent $38 billion in fiscal year 1992.

2. Most businesses are allowed to deduct the full cost of any health insurance
they provide to their employees. However, the self-employed and certain businesses are only
allowed to deduct 25% of this cost.

CDF Propoal: To discourage inflationary 'Rolls-Royce" health insurance policies, which
don't control costs, we will limit the amount that any business can deduct for health insurance
to the least costly health plan (providing federally-defined minimum benefits) offered by an
accountable health partnership in their region.

Employers will have to pay tax on any coverage they provide above the basic benefits
or if they purchase coverage from a non-accountable insurer. This approach will not affect the
employees' tax exclusions described above.

We will equalize the deductibility of health insurance by allowing all businesses
(including self-employed) to deduct 100% of the minimum cost of health benefits in their
region.

COSTS:

Limiting the deduction to the minimum cost of a health plan In a region will save an
estimated $5 to $10 billion annually.

National Health Board and Accountability

Managed competition will work only if the market is carefully overseen and providers
are held publicly accountable for the care they provide.

COF Pro~osal: We will establish an independent national health board with
responsibility to oversee the health market, much like the Securities and Exchange
Commission oversees the financial market. The board will:

* Establish Basic Uniform Effective Health Benefits
" Establish Standards for reporting prices and health outcomes
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* Recommend limited antitrust exemptions for hospitals and physicians to prevent the

duplication of costly high-tech items and services

* The board will be designed to function independently. Its recommendations will be
submitted to Congress and will have to be approved or rejected on an up-or-down vote.

e The board will be advised by expert industry boards which will focus on benefits and
insurance standards (this will work in much the same way as the Federal Accouniting Standards
Board advises the SEC).

@ Revenues to run the board would come from a small fee (maximum $5) per enrolled
member in AHPs.

Consumer Information

Accountable Health Partnerships will be required to report full information on the
outcomes of treatments and the costs of their plan. This information will be given to consumers
and employers to allow them to choose the most efficient providers. The information will also
be used by providers to help them change their practice styles.

This new accountability is fundamentally different from the current practices of some
managed-care groups, where doctors are second-guessed on a case by case basis. Under the CDF
proposal, information will be gathered on a statistically significant population basis, and
doctors should have more clinical autonomy.

CD? Proposal: AHPs which do not report the required information will not be allowed to
offer tax-advantaged health insurance.

Other Cost Control Provisions

Preventive Health and Personal Responsibility

The best way to reduce medical costs for individuals is to keep them healthier. The
defects of our current system include our failure to immunize all children, failure to provide
adequate prenatal care and failure to aggressively promote healthy lifestyles.

CDF FroRMIl Following the recommendations of the feder I Healthy People 2000 report,
we would ensure 100% childhood immunization and improved prenatal care (see new Medicaid
program). We would also expand public health program to control diseases like tuberculosis
and would significantly expand programs to combat smoking, alcohol and drug abuse, and
otherwise promote healthy lifestyles.

We would also increase preventive health services for older Americans by expanding
Medicare coverage for colorectal cancer screening, mammograms and flu vaccines. (This
approach is based on the Bentsen-Rostenkowski Medicare Preventive Services Act - HR 2565
and S 1231).
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Malpractice Reform

Unnecessary litigation and defensive medicine have contributed to rising medical costs,
and must be controlled as part of health reform. In some regions of the 'ountry the high cost of
liability insurance has not just driven up costs, but has reduced access to care, especially for
high-risk services like obstetrics.

CPr.Rsak We would make substantial changes in the law, Including limiting non-
economic damages, allowing periodic payment of large awards, and reducing unreasonably long
statutes of limitations. We would supersede state laws, except where they are more stringent
than federal law. These changes would be combined with new accountability requirements
which would identify sub-standard providers. (This approach is based on IR 3516, sponsored
by Mr. Kyl and Mr. Stenholm).

Paperwork Reduction and Administrative Simplification

At least $5 billion in annual health care expenditures could be saved by reducing the
paperwork required by the nation's 1,500 insurance companies with their multitude of forms.

CDF Pro voal Require all Insurance companies to develop standardized and simplified
forms. Require the Secretary of HHS to devise a plan to shift to electronic filing of claims and
reduce paperwork in Medicare and other federal health programs by at least 5% a year for five
years.

Financing

When this proposal is introduced In legislative form this Spring, it will include
financing to make it budget-neutraL The new financing is expected to be approximately $50
billion over 5 years.
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PREPARED STATEMENT OF LOUIS W. SuuvIAN

INTRODUCTORY REMARKS

Thank you for inviting me to address the important issue of health care reform.
I want to share with you the President's commitment to a health care system for
the future that attacks cost-driving incentives and ensures affordable access for all
Americans. The President is committed to preserving-for all Americans--the best
of our world class health care system.

THE PRESIDENT'S COMPREHENSIVE HEALTH CARE REFORM PROGRAM

We are prepared to work with you, Mr. Chairman and members of the Committee,
to quickly enact practical reforms that will make a real difference for Americans.
The President's Comprehensive Health Reform Program provides effective solutions
that address the concerns of all Americans-be they businesses, consumers, or State
and local governments. Cost-shifting, inefficient delivery of care, and waste are all
tackled head-on in the President's Program.

Soon we will be submitting legislation that would reduce the waste-inducing in-
centives in the current malpractice system. Yesterday, we delivered legislation that
attacks the waste and inefficiency in the paperwork and information handling proc-
esses for health care.

If all the cost saving strategies mentioned in the President's Plan were imple-
mented, Americans could see a savings of nearly a trillion dollars by the end of the
decade.

Through implementation of a combination of reforms that include revisions in the
private insurance and tax systems--and which form the centerpiece of the Presi-
dent's Plan-Americans can quickly gain the benefits from the goals which the
President is determined to achieve, including:

" Guaranteed access to health insurance for all poor families through a system
of credits with which individuals and families can buy needed coverage;

" Availability of affordable coverage for all Americans and choices that will be of
high quality and good value; and

" A rational and stable private system in which individuals can change jobs with-
out fear of losing their coverage due to health conditions, and where individuals
don't have to worry about a denial of coverage because of health status.

Additionally, the Plan calls for:
* Modernization of our public Medicaid system;
" Promotion of prevention and the role of personal responsibility;
" Elimination of underlying factors that continue to drive up costs; and
" Elimination of State mandated benefit and anti-coordinated care laws.
The bottom-line message I wish to leave with you today is the President's strong

belief that any system of health care reform cannot rely on a centralized, top-down
system that stifles choice and innovation.

The President believes an individual's health care involves very personal deci-
sions; consequently, he also believes that the government should not interfere in
peoples' choices or treatment options. The government should not restrict opportuni-
ties to take advantage of the best health care in the world. If our Nation adopted
systems based on either the play or pay concept, price fixing, or national health in-
surance, the President and I believe diminished quality, restrictions and increased
rationing would be the outcome.

The situation today in government-controlled systems is decidedly not the out-
come Americans are expecting from reform of the American health care system. Let
me illustrate:

-In Britain more than one mi]i,. people are on waiting lists for medical treat-
ment and some wait for more than cwo years for elective surgery.

-In Canada, under pressure from a global budget, hospital stays are 70 percent
longer than in the U.S.-not because the patients are sicker but because the
system encourages hospitals not to release recovering patients (especially the el-
derly) rather than admit expensive-to-treat new patients.

-Canadian doctors, according to a recent report, are deeply concerned about their
ability to get access for their patients to special care and medical technology.

-In addition, let me report, a large majority of doctors in Canada and Germany
also believe their systems require major overhaul.
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The approach to health care reform based on free markets and tax-based incen-
tives proposes a very different role for government: one that helps rather than
hinders American citizens and small businesses.

The President offers straightforward solutions to attain his goals through a decen-
tralized market-based system that is sensitive to individual choice and communit
needs. These are good, workable solutions for getting Americans affordable health
care which do not rely on the top-down, centrally controlled system favored by oth-
ers such as pay or play or national health insurance.

CONCLUSION

In conclusion, the President's program proposes specific, commonsense measures
that target and correct current problems while building on the strengths of the ex-
isting system. Eighty-six percent of Americans have coverage- they want affordable
coverage that is dependable. The President's plan would achieve this. Those cur-
rently without insurance would-under the President's plan-have access to their
choice of affordable health insurance and mainstream medicine rather than a gov-
ernment-run-one size fits all-program.

At a time when many American products and services have problems competing
in the world's market place our health care system in terms of quality and innova-
tion is second to none. Preserving our world-class system will benefit of all our citi-
zens. Using existing strengths as a building block, we can make corrections that
make health insurance available and affordable for our American citizens without
bringing more disruption, intrusion and Government waste into our citizens' private
lives.

This Administration would be delighted to work actively with Congress to make
available to the American people a workable health care plan founded on market-
based principles, quality and individual choice.

PREPARED STATEMENT OF KENNETH E. THORPE

Mr. Chairman, members of the Committee, thank you for inviting me to testify
and comment on tax-incentive approaches to health care reform. My comments on
the potential impact such programs may have will be based on several years of em-
pirical research evaluating similar approaches.

Several reform proposals are currently before the Congress that rely on tax cred-
its or deductions to expand health insurance and control the growth in health care
spending. Though I will not provide specific comments on each proposal, or the
President's proposal, several common themes emerge. In short, I believe the debate
over health care reform focuses on four related questions:

1. Should health insurance be voluntary or compulsory? If compulsory, whose re-
sponsibility is it to provide insurance; employers, individuals or the government?

2. What are the new costs of such a plan, and how would these costs be distrib-
uted between the public and private sector?

3. How would we finance the government's share of the costs?
4. To control the growth in health spending, should the U.S. rely on market-based,

or regulatory controls or both?
The reform proposals you have considered in your deliberations provide substan-

tially different answers to these questions. Those you are considering today, for in-
stance, provide a fundamentally different answer to the first question than more
comprehensive efforts to reform health care. In particular, most of the tax-incentive
proposals retain a voluntary system of insurance; relying on reductions in the cost
of insurance to reduc, the number of uninsured.' This approach is substantially dif-
ferent than other reform proposals, such as those advanced by the Heritage Founda-
tion, and many economists, that rely on tax-incentives but make insurance compul-
sory. My comments focus on the former set of proposals.

GENERAL DESCRIPTION OF THE PROPOSALS

The centerpiece of the propcsals under discussion today is the provision of tax
credits and deductions to assist individuals in purchasing health insurance. The pro-
posals differ with respect to the target population and the extent of the subsidy. For
discussion, I use a prototype approach where individuals would receive a refundable
credit up to $1200 per year and families are limited to $2,400 per year. This is simi-

l Included within the tax-based voluntary proposals are the President's Comprehensive Health
Reform Program, S. 454, S. 314, S. 1936, S. 2038 and S. 2095.
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lar to the tax credit levels in S. 314 and S. 454 though slightly lower than outlined
in the President's proposal. Most proposals relate the value of the subsidy to ad-
justed income. I assume all families and individuals with annual earnings less than
$40,000 are eligible. Cost containment in the proposals rely either on in&reased cost
sharing, managed care, or both.

ISSUE
My remarks will analyze the voluntary tax-incentive proposals along three dimen-

sions:
1. With the refundable tax credits, how many currently uninsured would purchase

health insurance?
2. What impact would the tax credits have on those currently insured either

through an employer or by direct purchase (ie. nongroup coverage)?
3. What effect would the proposal have on reducing the growth in health care

spending?

I. HOW MANY UNINSURED ARE LIKELY TO USE THE CREDITS AND PURCHASE INsURANcE?

According to the Congressional Budget Office, over 19 million uninsured families
(defined per tax law) would be eligible for a tax credit with eligibility limited to
$40,000 per year and nearly 20 million at levels outlined by the President. Thus
nearly all the uninsured would be eligible for a credit. What the credits will pur-
chase will differ by region, worker occupation, and other factors influencing insur-
ance premiums. For ease of illustration, I compare a typical insurance policy for in-
dividuals and families as reported by the Health Insurance Association of America.
In 1992 dollars, an individual policy costs $2,100 and family policies typically exceed
$5000. The credits would finance 57 of an individual policy and 48 of a family policy.

Two sources of data allow us to estimate the number of uninsured likely to pur-
chase insurance under these conditions; surveys of willingness to pay (which gen-
erally produce upper estimates) and actual market behavior. Numerous surveys
have ask,-d firm owners and individuals whether they would purchase insurance
under different subsidy levels. In one survey, over 75 percent of uninsured single
individuals wee not sure, or would not purchase any policy even with a 70 percent
premium subsidy. Results were quite different for those in families, with the results
nearly reversed.

Survey results are notoriously poor predictors of actual behavior, and this appears
the case with actually purchasing a health insurance policy. Evaluations I, along
with colleagues at Harvard, recently completed examining the willingness of em-
loyers and individuals to purchase heavily subsidized health insurance products in-
dicate the survey results likely overestimate actual behavior. For instance, fewer
than 16 percent of all firms that currently do not offer benefits are likely to offer
insurance even with the insurance premiums heavily subsidized.2

We have also recently completed studies in New York State that examine the
number of individuals that purchase insurance with even larger subsidies. These
pilot projects provided subsidies directed toward individuals at or below 200 percent
of poverty. Insurance plans were offered for $7 to $100 per month, depending on
actual income and family structure. These premiums represented a subsidy of up
to 90 percent, substantially larger than those detailed under the tax credit plans
highlighted earlier. Like the proposed tax credits, the value of the subsidy phased-
out at higher income levels. Moreover, a substantial investment was made to iden-
tify those eligible and market the policies to them; an investment generally not
specified in most legislative proposal. The results of the pilot were somewhat
underwhelming, fewer than 10 percent of those eligible in the 3 New York State
sites actually purchased insurance.

The results fiom recent experiments which provided similar premium subsidies to
those envisioned in the President's plan and other proposals suggest these voluntary
approaches will have a limited effect on reducing the number of uninsured. The re-
sults from the individual pilot projects in New York indicate that as few as 3 to 4
million would purchase coverage; the employer-based results suggest 5 to 6 million,
while 10 million purchasing insurance is suggested by other researchers. 3

2This is an upper estimate. Only an additional 4 percent of firms actually offered insurance
with a 50% subidy, see Kenneth E. Thorpe, at aL "Reducing the Number of Uninsured by Sub-
sidizing Employment-Based health Insurane, JAMA 192; 267.S4&-4&

8For a suvey of this literature see Howard Chernick, et aL 'Tax Nlic Toward Health Inur.
ance and the Demand for Medic 4 Service JourmaL of(Heaf& EAcoomics 6 (1) 1987:1-26.
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II. WHAT IMPACT WOULD THE SUBSIDIES HAVE ON FIRMS THAT OFFER HEALTH
INSURANCE?

Though each proposal is careful to limit eligibility to those not covered by Medi-
care or employment-based coverage, substantial incentives for an employer to drop
health insurance benefits exist. Of the nearly 90 million workers covered through
employer-based insurance, nearly 75 million have annual incomes within the range
of subsidies offered under the President's plan. Moreover, the average annual pay-
roll of smaller firms-this includes over 2.6 million establishments with 100 or
fewer employees--that offer health insurance is typically less than $25,000 per year.
Failure to "lock-in" those establishments that currently offer insurance will dramati-
cally increase the federal costs of these proposals.

;9e President's subsidy approach is even more problematic. Under his proposed
plan, all individuals with annual income (for married couples filing jointly with one
or more dependents) at or below $80,000 per year could take a tax credit or a deduc-
tion. The deduction allows individuals to deduct the difference between the employ-
er's contribution for health insurance and $3,750. Suppose one could actually pur-
chase a policy at this price, and the employer paid 80 percent of the premium, or
$3,000, with the individual paying $750. The employee could deduct the $750, a
cash value of $210 for families earning over $35,000 (and only $113 for tower in-
come families). Once employers recognize this relationship, they would have a
strong incentive to reduce their contribution by an equivalent amount (here $210),
reducing their contribution to $2,790. This allows the employee to deduct $960
($3750-$2790), a cash value of $269 reducing the effective annual insurance cost to
$691. This allows both the employer and employee to reduce the annual cost of
health insurance by shifting $221 dollars to the federal taxpayer!

Table 1.- GAMING THE SYSTEM: USING THE TAX DEDUCTION TO SHIFT
COSTS TO FEDERAL TAXPAYERS FOR A FAMILY EARNING $80,000 PER YEAR

C~~rre wro ao ~ doptin of Pr"s-
Currnt plicydent's plan

Em ployer Pays ................................................................................................ $3000 $2838
E m plo yee pays ........................................................................... ...................... 750 69 1
Fede ral G ovt P ays .......................................................................................... 0 2 2 1

Net of employror contribution and new corporate income tax 1aIiliy.
'Net of employee contnbut and tax sutsidy.
Federal figure does not include lax expenditure related to empioye-sponsoed fringe benets

Il1. WILL THESE PROPOSALS REDUCE THE GROWTH IN HEALTH CARE SPENDING?

The President's proposal, and others currently under consideration in the Finance
Committee rely largely on managed care, and increased cost sharing to limit the
growth in health care spending. Research evaluating managed care has produced
mixed results; the extent of savings depend on the quality of the plan, the potential
for savings and plan design. Research evaluating managed care indicates that, rel-
ative to conventional plans, savings could range from 0 percent to 20 percent; with
10 percent a mid-point estimate.4

More aggressive, market-based approaches would change the federal tax law,
treating employer-sponsored contributions as taxable income. This, according to the-
ory, would make consumers more cost conscious, resulting in increased deductibles
copays, fewer benefits insured, and active choice. Even if all the above had occurred
during the past 30 ears, results from the largest health insurance experiment ever
conducted, by Rand, indicate that the such approaches would have limited effects.
Between 1950 and the mid-1980's, inflation adjusted spending on health care in-
creased 7 fold. Implementing the aggressive increases in cost sharing and "price"
consciousness would according to the Rand results, have reduced this growth by
less than 10 percent.

Though competition is desirable it will not, by itself, reduce the growth in health
spending. One approach is to mix competition with an all-payer rate setting ap-

4Point of service plans are one such "successful" approach, see Ron Goetzel, Kenneth E.
Thorpe, J. Fielding and K. Pelletier, "Behind the Scenes of a POS Program", Health Care Bene-
fits, March/April 1992:33-37. This state of the art plan generated a 13 percent reduction in
spending.

a Willard G. Manning, et al. "Health Insurance and the Demand for Medical Care" American
Economic Review June 1987:251-277.
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proach as Massachusetts experimented with during the mid-1980's. Alternatively,
one could examine the results from New York State, and Rochestex, New York
where all payer rate setting (with less competition) was used. The results from these
experiments are clear, and in each case health spending relative to gross state prod-
uct outperformed the remaining states and Canada (see Figures 1 and 2).

IV. CONCLUSION

In sum, voluntary tax credits will allow some individuals to purchase insurance.
They are likely to have a minor impact on reducing the number of uninsured, and
appear ill-equipped to address the growth in health care spending. Moreover, tax
credits in a voluntary system have a fundamental flaw: larger credits will result in
fewer uninsured and larger disruptions of existing private insurance. Smaller cred-
its are even less effective in reducing the uninsured. The former is not particularly
target efficient, and increases federal costs, and the latter approach results in a
small reduction in the uninsured. What seems clear is the consensus developed
among potential reformers of the health system as diverse as Alain Enthoven, and
proponents of the Canadian system point in one direction: addressing the underlying
issues of cost growth and the uninsured requires the adoption of a universal health
insurance system.
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PREPARED STATEMENT OF BERNARD R. TRRSNOWSKI

Mr. Chairman, Members of the Committee:
Most of the people in this room today, and most respected observers of the health

care system, would agree that we are on the brink of a medical meltdown.
We all know the grim statistics:
o More than 35 million Americans have no health insurance.
* Health care expenditures are inching toward $1 trillion and 15 percent of gross

national product.
* And we know all too well that a $1 trillion health care tab simply will not wash

in a faltering economy in which many worthy needs vie for scarce dollars.
These facts all lead to the same conclusion: health care is becoming less affordable

and less available and unless we do a better job controlling costs, any attempt to
broaden access is doomed to failure.

But I would submit today, Mr. Chairman that we need not be resigned to failure.
We can make a commitment to meaningful reform of our health care delivery and
financing systems. We can preserve the best of our current system but make it more
accountable and responsive to health care consumers. We can do this by expanding
employment-based health insurance coverage. We can do it with approaches tailored
to the communities where people live. We can do it through partnerships among ev-
eryone involved in health care. It would be a new way of doing business, but it
would work.

Mr. Chairman, the Blue Cross and Blue Shield Association believes that the
health care status quo no longer is acceptable. We advocate reform of the health
care financing and delivery systems. We recognize the need to alter the way health
care is financed and delivered in this country. And we acknowledge that insurers
need to clean up their own act if health care costs are to be controlled and access
to care broadened.

The focus of this hearing is expanding employment-based health insurance cov-
erage. Expanding access to health care through broader insurance coverage is a
commonly held goal that ao far has met with only limited success. The reason is
clear: access costs money, and there is precious little to spend. Today I would like
to talk about how costs can be controlled and access broadened in the context of the
Blue Cross and Blue Shield Association's proposal for health care reform, "Commu-
nity Partnerships for a Healthy America."

Our Association's proposal would go a long way toward reconciling the cost/access
dilemma. We recognize that, in today's budget climate, to broaden access to care we
must rein in out-of-control costs and make health care benefits more affordable. Our
proposal does this by building strong incentives for value and economy into the de-
livery and financing of care.

BUILDING ON WHAT WORKS: PRIVATE, EMPLOYMENT-BASED HEALTH INSURANCE

The Blue Cross and Blue Shield Association's health care reform initiative begins
in the workplace, where the vast majority of Americans already receive health in-
surance protection. Employer-based, private-sector coverage is the logical vehicle to
extend health insurance to as many Americans as possible. An estimated 85 percent
of the 160 million people with private health insurance are covered by their employ-
ers, while nearly 80 percent of the more tbqn 35 million Americans lacking insur-
ance coverage are full- or part-time workers , -heir dependents.

Another important reason for building on p, vate insurance provided through the
workplace is that most people like their employer-based insurance. However, many
worry about losing those benefits in the future. Employers that offer health insur-
ance are buffeted by annual cost increases that reflect the rapid increase in medical
care costs. These increases chip away at profit margins, forcing many employers to
trim or eliminate coverage. Workers with health insurance watch their contributions
rise, their deductibles and co-payments increase and their benefits shrink. Countless
employees suffer "job lock," forced to keep jobs that no longer satisfy them in fear
that a move would leave them uncovered for a pre-existing ailment or with no
health insurance at all. Worse, a seemingly stable job, and the health insurance that
comes with it, can disappear overnight, as often has happened during the recent re-
cession.

Reform of the system to make coverage both universal and portable between jobs
can be accomplished without the excessive tax increases or the government bureauc-
racy that would be needed for a single-payer system. It can be accomplished with
employer-based private insurance that provides flexibility for adding or changing
benefits to meet the needs of individual employees rather than having benefits de-
termined by the political process. Private insurance is responsive to public needs.
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We believe our proposal for reform constitutes a thoughtful, innovative alternative
to the two basic strategies for employer-based coverage: an across-the-board em-
ployer mandate and a "play-or-pay" strategy, the most common plan to broaden ac-
cess through the workplace.

We see a key, severe flaw to both these approaches: they make unrealistic as-
sumptions about how much small employers can afford to contribute to health bene-
fit costs. To ask small employers that are not now contributing to employee health
care costs either to assume the full costs of those benefits or to pay as much as a
9 percent payroll tax would significantly burden the segment of our economy on
which we rely most heavily for new job creation.

We see further problems with the play-or-pay model, one being that it would
evolve into a single government-funded and -operated national health program. This
approach has inherent in it'a significant incentive for employers to drop employ-
ment-based health insurance and instead pay the payroll tax penalty. For such a
tax to be politically acceptable, it may have to be set below the actual cost of provid-
ing benefits. Employers then would find it less costly to send their employees to the
public pool than to provide benefits directly. If too many employers exercised that
option, a massive government-run program, with all its disadvantages, would
evolve.

We also fear that the centralized system that could result from the play-or-pay
approach would diminish responsiveness to individual health care needs of employ-
ers and employees. No longer could employers and employees negotiate to determine
the most appropriate benefit package. Nor would the accountability and responsive-
ness of the employer-managed system be retained, especially with regard to individ-
ual employee problems. Instead, all employees would be forced to work through an
elaborate bureaucracy.

Finally, play or pay depends on price controls and regulations that are incompat-
ible with effective cost containment. Setting arbitrary limits on how much is spent
on health care or on the cost of a particular service fails to address the need to man-
age the use of health care services. Costs cannot be contained unless there are in-
centives for individuals to change the way they use the health care system and for
providers to change the way they practice medicine.

The Blue Cross and Blue Shield Association alternative addresses these issues.
It blends an employer-based coverage mechanism with government subsidies to ex-
pand access for working and non-working Americans alike. Instead of public insur-
ance pools to cover employees whose employers do not contribute to coverage, our
proposal relies on the private insurance market for employment-based coverage.

Our proposal recognizes that we cannot treat large and small employers the same
way. Just as most of them do now, large employers would be required under our
plan to contribute to their employees' coverage for basic benefits. Employees would
be required to accept the coverage, and those at or below poverty would be sub-
sidized for their share of the premium. Subsidies would be available on a sliding
scale for workers above poverty level.

Small employers would have two choices. First, they could contribute, just as
large employers do, to the cost of the premium for basic benefits. Employees would
be required to pay the balance of the premium, with low-Income workers subsidized
for these costs. Alternatively, small employers could decide only to offer private cov-
erage for the basic benefits. They then would contract with a private insurer and
make payroll deductions but would not contribute directly to the cost of the cov-
erage. Employees of small employers would be required to accept the coverage, but
everyone would receive a subsidy of at least 40 percent of the premium. Employers
that only offer-and do not contribute to---coverage would pay an assessment of ap-
proximately 3 percent of payroll to help offset the cost of this 40 percent subsidy.
Those with low incomes would be subsidized on a sliding scale; those below poverty
would be fully subsidized.

All workers would be covered in their employment setting under private insur-
ance. Even those employees whose employers do not contribute directly to the cost
of coverage would receive affordable private group health insurance. There would
be no need for a public pool.

Non-workers would be required to purchase the basic coverage. Everyone, regard-
less of income, would be subsidized for 40 percent of the cost of the basic benefit
package. Additional subsidies would be available for low-income families. Non-work-
ers at or below poverty level would be covered under an expanded Mediceid program
but would have the option of purchasing private coverage on a subsidized basis. Mr.
Chairman, we believe the approach outlined above is the most viable proposal for
expanding access to health insurance through the workplace. It is a compromise
that avoids extreme solutions and unacceptable alternatives. This proposal is a rea-
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sonable option for consensus between those who favor employer mandates and those
who would opt for % government-operated health care system.

BEYOND MANAGED CARE

The Blue Cross and Blue Shield Association believes that universal access to
health care hinges on health care cost containment. We further believe that the only
viable avenue to cost control is to establish a system that encourages better medical
practice and health care delivery systems that are more efficient and responsive to
community health care needs. This approach relies on reforming and continuously
imprving delivery systems in every community.

Our health care reform proposal, Community Partnerships for a Healthy America,
is the culmination of more than 60 years experience with local health care delivery
systems throughout the country, 10 years experience as the country's largest man-
aged care organization, and two years of work to frame a national health care re-
form proposal.

Our experience indicates that the techniques collectively known as managed care
can make health care more affordable. But managed care operating in the current
health care financing market is still a long way from offering an effective cost-con-
tainment strategy. We must move into a new generation of managed, care. Just as
management techniques have been sharpened in other sectors of our economy, simi-
lar improvements must be achieved in health care financing and delivery. I have
not come here today as a defender of the status quo, to ask you to leave things
alone. We need to apply an aggressive, comprehensive health care reform strategy
based on the promising beginnings we see in managed care. We have to rebuild the
current system from the ground up.

To progress from managed care as we know it today to an effective cost-contain-
ment policy, health care reform must address four challenges:
1. First, we must change the nature of competition among carriers in the private

health care financing market. Competition should be based on cost-effectiveness
and quality of service, rather than on ability to select the best risks

The simple truth is that in today's health insurance market the easiest way to
lower your premiums and increase your profits is by avoiding or disenrolling people
with expensive health care needs. It is much more difficult to achieve the same re-
sult by selecting the best providers, giving them the best incentives and information,
and organizing them into the most efficient group practices. Trying to promote cost-
effective care in this environment is like trying to teach kids in a school where fla-
grant cheating is allowed and accepted.

Our health care reform proposal would address this problem by changing the
rules of competition. We call for federal standards, enforced by states, for all entities
that sell health benefits coverage. We call these entities "Accountable Health Plans."
The reforms we suggest would prevent carriers from competing to avoid risk. Those
counterproductive energies would be rechanneled into competition to achieve econo-
mies without sacrificing quality. We also would make the offering of an acceptable
managed care program a condition of being in the health insurance business. Over
time, every health insurer would have to move an increasing portion of its member-
ship into approved managed care networks, or "Community Care Partnerships," to
retain its license to market insurance.

Any insurer unable or unwilling to meet these new requirements would not be
allowed in the marketplace. We believe that this combination of market practice re-
form and managed care enrollment requirements would dramatically in-rease the
intensity and quality of managed care activity in the market.

2. Second we must provide employers and individuals with stronger incentives to en-
roll in Community Care Parnerships

We see this as a matter of supporting and accelerating a trend already underway.
Left on its own, the marketplace is moving to managed care networks, but it would
move more quickly with additional incentives.

That movement need not take place at the expense of customer satisfaction or
choice of provider. Our public opinion polling indicates a large majority of support
(75 percent) for health care reform that includes incentives to use managed care
networks of physicians and hospitals with a record of providing high-quality, cost
effective care. This support is reflected in the increased movement already under-
way to managed care networks. Ninety-two percent to 96 percent of Blue Cross and
Blue Shield managed care members are satisfied with the quality of their medical
care. More than 80 percent are satisfied with their access to care, choice of physi-
cians and waiting times. These results are comparable to or better than those for
traditional health benefit programs.
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With growing acceptance of managed care by employers and members, it is time
to create strong incentives for all employers to enroll their employees in managed
care networks. To do this we would make the employer deduction for employee
health benefit payments increasingly contingent on enrollment of employees in a
Community Care Partnership.

3. Third, we need to promote greater accountability of insurers for meeting commu-
nity health care needs

In discussing health insurer requirements and employer incentives, I referred to
Accountable Health Plans. We propose that states would certify these Plans based
on federal standards. We believe it is essential that there be non-prescriptive na-
tional standards defining the important elements of Accountable Health Plans.
However, we believe that states should 1-e responsible for interpreting these stand-
ards.

Federal standards would define an Accountable Health Plan as an entity that:
provides a full range of basic benefits; provides services under selective provider
contracts that protect patients from balance billing; has or arranges for a program
that profiles provider practice patterns; has or arranges for certified programs for
utilization review and quality assurance; and has or arranges for a program to mon-
itor and improve enrollee health.

Accountable Health Plans should be responsible not just for delivering cost-effec-
tive health care, but also for developing initiatives to improve enrollee health. It will
be particularly important to allow states and Accountable Health Plans ' experi-
ment with new approaches rather than mandating adherence to a specific set of ac-
tivities.

With this new accountability structure in place, we would also propose that all
state "anti-managed care" laws be overridden for approved Accountable Health
Plans.

4. i ourth, we need to disseminate information about the best health care delivery sys-
tem practices

The forms and techniques of managed care are evolving rapidly. There is a tre-
mendous amount of work underway to develop new ways to deliver health care,
more effective incentives for health care providers, and better methods of evaluating
medical practice and giving physicians the information they need to improve it.

Under our proposal, Accountable Health Plans, insurers, employers, state and fed-
eral regulators and Congress all would have a stake in finding the most effective
ways for organizing and improving health care delivery. Network managers and in-
surers would apply information to improve their performance. Regulators and Con-
gress would ensure that federal standards and state application of these standards
promote the highest quality, most cost-effective health care networks and afford net-
work managers appropriate latitude to experiment.

We propose that a national health reform proposal include the designation of a
national organization, dedicated to studying managed care and health care delivery
system practices, and reporting to Congress, regulators and the market on the most
effective practices. This research would help to assure that insurers, employers and
health care providers are aware of the most innovative and effective managed care
strategies.

CREATING A COST-MANAGEMENT INFRASTRUCTURE

In conclusion, Mr. Chairman, we face an historic, strategic choice that will affect
the character of our health care delivery system for decades to come. We are all
tired of unrelenting health care cost-increases that infringe on access to care for far
too many Americans. And it is tempting to try to deal with the problem once and
for all with a supposedly guaranteed solution.

But we are not going to deal with the problem once and for all. It will be withus for the foreseeable future. It will be with us be-cause we will continue to seek
ways to prolong life by finding more expensive ways to treat health care problems.

The question for this committee is not how to solve the access dilemma by getting
rid of the health care cost problem. The question is how to balance access and cost
10, 20, 30 years from now in a way that best promotes health and delivers the most
value to the citizens of this country.

To do that, we need a health care cost-management infrastructure in this coun-
try-one that will change fundamentally the incentives for providing and financing
health care services. These changes are beginning to emerge in communities around
the country. We urge you to take action to nurture them, make them more account-
able and help them to be riore effective.
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The Blue Cross and Blue Shield Association is committed to developing an infra-
structure that will enable us to deliver the best health care we can afford to every
citizen. We look forward to working with the committee on this important issue.

RESPONSES OF MR. TRESNOWSKI TO QUESTIONS SUBMITTED BY SENATOR MITCHELL

Question No. 1. Under your plan, you have a play or pay option for small busi-
nesses with the pay option requiring a 3% payroll tax to subsidize employees pre-
miums. Explain why you believe 3% is the appropriate payroll tax for the pay op-
tion. Don't you find this low tax rate an incentive for all small businesses to choose
the pay opion? Will the 40% subsidy for employee premiums be completely funded
with the 3% pa roll tax?

Answer. Small Employer Payroll Tax Option. You questioned why we chose 3 per-
cent as the payroll tax level for small employers that do not contribute to their em-
ployees' coverage. We distinguish between responsibilities for large and small em-
ployers in our proposal to recognize the special affordability problems faced by some
small employers. We tried to settle on an amount that would be affordable for most
small employers, whi still requiring them to contribute in a significant way to the
health care costs of their employees.

According to our initial e , lysis, the 3 percent payroll tax would generate enough
revenue to finance the 40 p cent subsidy for employees of employers that only offer
coverage. (This compares to the 80 percent subsidy that would be required of large
employers.) However, as with all numbers used in the health care reform debate,
the payroll tax level necessary to support the subsidy over time is subject to change.
We believe that small employers already offering coverage and contributing to the

costs of that coverage will continue to do so. Small employers that do not currently
offer coverage may very well opt for paying the 3 percent tax instead of financing
80 percent of their employees' coverage (as required under our proposal). Their em-
ployees would use the 40 percent subsidy (with additional subsidies available for the
low-income) to purchase private coverage.

Question No. 2. Do you believe the "encouragement" of managed care is a strong
enough cost containment measure?

Answer. Cost Containment. You asked whether "encouraging" managed care is a
strong enough cost containment measure. The answer is no. But our proposal goes
considerably beyond "encouraging" managed care.

The first and most important element of our cost containment strategy is elimi-
nating insurers' ability to compete based on risk selection. Risk selection currently
is the most powerful cost containment tool available to insurers-they can hold
down costs much more easily by screening out high risks than by trying to manage
overall health care costs.

Under our proposal, insurers no longer could use risk selection to maintain com-
petitive prices. Instead, they would have to compete on the basis of their ability to
manage costs. Our cost containment strategy would further this goal by channeling
more and more of the marketplace into advanced managed care networks-we call
them Community Care Partnerships-networks of high-quality, cost-effective provid-
ers who would manage the overall care of their patients. We would require both in-
surers and employers to enroll increasing percentage of their enrollees/employees
into these CCPs over time. For insurers, we would make it a condition of qualifica-
tion as an Accountable Health Plans, and for employers, we would make it a condi-
tion of the tax-favored treatment of their health care expenditures.

Question No. 3. What is your opinion on small businesses pooling this employee
risks and their purchasing power to buy health insurance? Does this option fit in
under your roposal.

Answer. Small Employer Pooling. Finally, you asked our opinion on pooling of
snall employers' purchasing power to buy health insurance. We support many of the
goals of purchasing group proposals, but we believe many of their objectives can be
met through the types of reforms recommended in the Blue Cross and Blue Shield
Association's health care reform proposal. Our proposal would extend insurance
market reforms across all insurance markets, not just the small group market. In
addition, the market reforms we recommend would result in a reduced number of
carriers (because carriers that did not want to or could not meet the requirements
would exit the market). This would result in greater pooling of risk among remain-
ing carriers. Our proposal also would achieve the objective of reduced administrative
costs, through our requirements in that area.

Through these and other reforms, our proposal would result in a more responsive
and more streamlined health care market-one that would better meet the needs
of small employers. While it may be useful to experiment with health insurance pur-
chasing groups to meet these same objectives, given the untested nature of these
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arrangements, and the high degree of market disruption they would cause, moving
forward with such proposals on a wide-scale basis would be a very high-risk strat-
egy.

PREPARED STATEMENT OF SENATOR PAUL D. WELLSTONE

Mr. Chair, thank you for the opportunity to address you and the Committee today
on the need for a single payer health care system.

Let me first say that the challenge before us now in the Senate is to move beyond
discussing health care as a problem, to developing sound public policy that will
make a difference in the lives of people.

I start with the proposition that our health care system is in a state of crisis.
I have learned this from my own experiences with family, with friends, with loved

ones. I have learned this as I traveled across Minnesota in my campaign for the
Senate, as over and over again people impressed upon me how the system is failing
in oh so many ways. I learn this virtually every day as a Senator as I speak with
people from across Minnesota, as I read their letters, as I meet with health care
providers, as I attend Senate hearings.

And if our health care system is in crisis, then what follows is that we need to
reform our medical system, we need change.

And I believe nothing short of fundamental reform will do.
Any reform must address the two underpinnings of our crisis: the crisis of access

and the crisis of cost. That is, millions upon millions of Americans without any in-
surance or with too little insurance, and health care costs skyrocketing out of con-
trol.

We must solve our crisis of access and our crisis of cost simultaneously.
And our goal must be this: Every citizen deserves access to affordable, quality

health care-regardless of income, regardless of employment status, regardless of
current health condition, regardless of age.

Let's compare this goal to our present realities:
There -re now more uninsured Americans than at any time since the creation of

Medicare and Medicaid in 1965, and millions more, increasingly the middle class,
with too little insurance.

The United States is the only major industrialized country other than South Afri-
ca whi, 1i fails to guarantee all of its citizens access to medical care-a reality, a dis-
gracef, reality.

A q irter of our health dollar is spent on billing and administration, instead of
on th. acti' 1 care of people in need. And the number of health administrators is
ris U' times as fast as the number of physicians or other health workers.

Iie T oited States spends more on health care than any other nation, more than
13 pe- rent of our gross national product. We are projected, on current course, to be
sper ing 17 percent of our GNP on health care costs by the year 2000 and 37 per-
c. by the year 2030. This we cannot let become a reality.t;ealth care expenditures amounted to over 100 percent of after-tax business prof-
its in 1991.

We have the most expensive health care sy stem in the world, yet the least com-
prehensive and the least popular emong developed countries.

It is the most expensive, and the most confusing and bewildering for consumers--
for physicians and other health care providers.

Today there are more than 1,500 private health insurance companies. In large
p art, they compete based on risk selection-that is, insuring only the healthiest in-
dividuals they can find-instead of competing on efficiency or service.

We have let a private industry, the private insurance industry, write the rules,
make the decisions abcut who gets insurance and who must go without.

And what has the insurance industry decided about who gets care and who does
not? The industry has decided that it will seek to maximize its profits by insuring
only well people. People who are most in need of medical care frequently cannot get
health insurance.

This turns the very concept of insurance on its head. You can only get insurance
when you can demonstrate that you won't need it.

This isn't to say that all insurance companies have bad intent. But insurance com-
panies are operating in a system with perverse incentives.

It will be these realities that will make health care reform a reality. Because the
reality is, we have no other choice.

It is time to make sense out of the system.
I believe we need fundamental reform, a complete overhaul of a health care sys-

tem that is too costly, too arbitrary, too unfair.
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The single payer system I have proposed in S. 2320 is the simplest, fairest, and
most effective route to comprehensive, quality, affordable health care lor every
American.
The huge advantage of the single payer system begins with cost control. It would

streamline and simplify the adrmnistration o. health care, while preserving and en-
hancing consumer choice in the delivery of h..,alth care.

Services would still be delivered by private hospitals, HMO's, doctors, and other
health care professionals.

The system would also save money by emphasizing primary and preventive health
care, that is less costly and more effective than the kind of wasteful and unneces-
sary specialized services we see so much of today, largely because it is the kind of
care health insurance plans now cover.

Every other industrialized country in the world has expanded access and con-
trolled costs, more effectively than we do, by using some kind of concentrated public
authority. There simply is no other match in negotiating with the pharmaceutical
drug industry, the hospital supply industry, and, in the case of the U.S., the insur-
ance industry.

Whether they are single payer systersis or multiple payer systems, the public sec-
tor plays the lead role in setting costs and benefits. This means the health care sys-
tem can establish national health expenditure budgets and global operating budgets
that really do control costs.

Capital costs for health care would be budgeted on a state-wide basis. This would
allow for a rational and controlled system of decision-making instead of the current
system, which has been accurately described as a "medical arms race."

Government is already heavily involved in the health care system. But under the
current system, decisions are made, rules are written, in the context of a fundamen-
tally flawed health care structure.
For example, the rules and regulations for Medicaid and Medicare are too com-

plex. That's in large part because of we are struggling to fit these programs into
our current complex patchwork of health insurance programs. And it's also because
cost pressures are now forcing bottom-line decisions since there is no overall frame-
work to get control of skyrocketing health care costs.

The single payer system I am proposing is the least intrusive and the most effec-
tive. It lets the government do what it does best. It collects the funds and sets the
broad guidelines for a fair and comprehensive system. It leaves administration at
the state and local levels.

Private doctors, mid-level professionals hospitals and clinics would operate just
as they do today, except that they would be able to return to the business of caring
for patients based on what they need. They would get out of the business of deciding
who gets what care based on ability to pay, and get out of the business of bureau-
cratic administration.

And this system also builds in a structure of accountability to the public.
In large measure, the cost of a national health insurance program could be borne

by the savings gained f-om administrative efficiencies and other cost control meas-
ures.

In fact, a report released last year spring by the General Accounting Office found
that adoption of a single payer system like Canada's in the United States would
save an estimated $67 billion a year in administrative costs, far more than nec-
essary to pay for insurance for all uninsured Americans.

_ Another studypublished by the NewEnglandlo-urnal of Medicine found that we-
could save even more money if were as efficient as Canada in administering our
health care system, perhaps more than $100 billion a year.

My proposal eliminates cost-sharing. Cost-sharing discourages utilization of both
needed and unneeded care by those who can't afford it, with poscible harm to low-
income populations. And there would be additional costs for administration of co-
payments. Most importantly, there is overwhelming evidence that it does nothing
to control expenditures, which are primarily provider driven. Though low-income pa-
tients may stay away, providers have learned to fill their practices with patients
who can afford to pay. Health insurance plans in the United States have increased
individuals premiums, co-payments and deductibles dramatically in the last decade,
with no success in holding down costs. Utilization of services has not grown appre-
ciably in the last decade, and in hospitals it has declined. But increased provider
charges have been the major cause for health care inflation. It is exactly this kind
of unbridled excess that my proposal would control.

Preliminary reports from studies of U.S. populations that went from no coverage
to coverage for health care suggest that including the uninsured in a national health
care system will not increase costs significantly. In fact, universal coverage, and
comprehensive benefits, are key to cost control in systems from the state of Hawaii
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to the nations of Europe. We would end cost shifting, from uninsured to insured,
from uninsured long term care services to insured hospital services.

I firmly believe that it will be the potential for cost control and cost savings which
will drive the health care debate and drive health care reform.

And it is this potential for cost savings which is in large part responsible for the
growing support-.inside and outside Washington-for a single payer system.

It is this cost saving potential which has the ability to bring together unusual coa-
litions in support of a single payer system. This is not a liberal issue or a conserv-
ative issue. This is not a Democratic issue or a Republican issue. This is not a busi-
ness issue or a labor issue or a consumer issue.

A national health insurance program is certainly in the best interest of consumers
of health care.

And I wholeheartedly believe that it is also in the best interest of health care pro-
viders. Our present health care system is filled with too much paperwork and too
much bureaucracy. Practicing medicine has become more and more of a hassle.

The situation has become so bad that a recent Gallup poll showed almost 40 per-
cent of physicians in the United States probably would not go to medical school if
they had to do it all over again.

But a national health insurance program would streamline our health care sys-
tem. Providers would be able to spend more time on patient care and less time on
billion and bureaucracy.

And what will be the cost of a national health care system?
The most realistic answer to this question is that we can achieve universal access

through a national health care system for the same level of spending as today.
The money will be spent in different ways from today. We will save money in ad-

ministrative costs, and plow that money back into medical care.
And the money will be raised in different ways from today. There will be no more

spending for insurance premiums for covered benefits. There will be no more out-
of- ocket spending. Instead, we will be publicly financing the system.

Yes, I'm talking about raising taxes to finance the system. But these new taxes
will be offset by reduced private spending for health insurance. And these taxes will
be dedicated to a national health trust fund to insure that these taxes are spent
on health care, and only on health care.

Look at it this way. Say right now I'm an individual, maybe a farmer, who is
spending $1 for private health insurance. One dollar out of my right pocket. Under
a national health insurance system, I wouldn't spend that $1 from my right pocket.
Instead, I'd be spending $1 from my left pocket, in taxes.

Or let's say I'm a business owner. Right now I'm spending $1 for health insurance
for myself and my employees. Under a national health insurance program, the same
scenario. I keep the dollar in my left pocket, but I am taxed the dollar in my right
pocket.

So higher taxes, but no higher spending for health care. In fact, for 95 percent
of Americans, it will be less spending. Our figures show that an average family of
four will spend $1,620 less each year in taxes than they currently spend out of pock-
et for health care services, insurance premiums, co-payments and deductibles.

In S. 2320, the national health expenditure will be set at the level of spending
for the year preceding implementation of the national health care system. This is
very achievable.

The GAO report that I mentioned earlier estimated that we would save $67 billion
Iw-administrative-costs in-the-"rt- ar of a single payer system. The GAO also
found that it would cost about $64 billion in additional spending to pay for insuring
the uninsured and providing additional services to those currently with insurance.
So there would be a net savings nationwide of about $3 billion.

A more recent study by the CBO, using some different assumptions from GAO,
found that we would have a net savings of $26 billion dollars under a single payer
system. In other words, taking into account both the increased savings from admin-
istrative costs and increased spending to cover the uninsured and underinsured, we
would save $26 billion a year.

Over time, our savings would be even more dramatic-because the system will
provide us with a mechanism for drastically reducing the rate of increase for health
care spending. In part, this is accomplished by providing that health care spending
will be allowed to increase only as much as the annual percentage increase in GNP.

A national health insurance program can live up to its billing. This is a program
that can work.

It does work for our neighbor to the north, Canada. We need to study the Cana-
dian example, learn from its successes and failures and use American innovation
and technology to establish the finest-and most efficient and equitable-health sys-
tem.
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No one is saying we should adopt the Canadian system wholesale in the United
States. We must preserve the strengths of our health care system---our HMO plans,
our centers of excellence like the Mayo Clinic, our technological advances. We will
preserve the diversity of private health care settings and health care practitioners.

There have been some scare stories about the Canadian system. Recently the
health insurance industry, which stands to lose the most from comprehensive health
care reform, has financed an ad campaign promoting these stories. To put it mildly,
these stories have been greatly exaggerated.

The truth is polls show Canadians to be more satisfied with their health care sys-
tem than citizens in any other country-and Americans are the least satisfied.

What about the issue of rationing?
The truth is the United States already rations health care-in "irrational ways,"

according to the Journal of the American Medical Association. At present, we ration
health care by ability to pay, by health status, and by employment status. People
who cannot afford health insurance do not get the same health care as others. Peo-
ple who need health care the most because of serious illness are blacklisted; they
cannot get private health insurance because of pre-existing conditions. And people
who are self-employed or who work for or own small businesses or who are unem-
ployed are often unable to get insurance.

At $800 billion a year, there are more than enough resources to provide every citi-
zen the health care they need, without delay. A national health insurance program
would grant them equal access to that care. Medical care would depend on a profes-
sional assessment of medical need rather than on insurance status. And the na-
tional health insurance program would give us the framework for reasoned planning
and decision-making about how to invest and spend our health care dollars.

What about physician satisfaction under a national health insurance program?
In Canada, there are more than double the number of applicants for each medical

school spot than in the United States. The number of physicians leaving Canada
dropped dramatically to only 386 in 1985. And a recent survey in Canada found
two-thirds of doctors describing themselves as satisfied or well-satisfied.

Polls in the United States consistently show support for the proposition that
health care is a right and support for a national health insurance program. Polls
also show that Americans are willing to pay more in taxes for a more fair and equi-
table system.

We must listen to these voices. We must decide whether there will be democracy
for the few, or democracy for the many. We must work together to make reform a
reality. The vast majority of the people are calling for nothing less.
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COMMUNICATIONS

STATEMENT OF THE AMERucAN BAR ASSOCIATION

Mr. Chairman and Members of the Committee: I appreciate the opportunity to
present the views of the American Bar Association un medical professional liability
in the context of proposals to increase access to health care. am Ronald Mallen, a
member of the ABA's Special Committee on Medical Professional Liability.

Since 1972, the ABA has been on record in support of legislation that would pro-
vide for every American to have access to quality health care regardless of a per-
son's income. In February 1990, the ABA'sHouse of Delegates reaffirmed its sup-
port of such legislation and recommended that any such legislation should include
the following characteristics:

1. Universal coverage for all through a common public or public/private mecha-
nism through which all contribute;

2. A single payer system to facilitate expenditure control;
3. Appropriate containment of administrative and health care costs, and of admin-

istrative burdens on employers;
4. Mechanisms to assure the quality and appropriateness of care; and
5. Freedom of choice, procedural due process, and administrative simplicity for

consumers.
The American Bar Association is concerned about the ability of Americans, includ-

ing its own members, to obtain affordable health insurance. Health care at a reason-
able cost has been an American expectation, and a concept the American Bar Asso-
ciation supports. Likewise, access to the American legal system has been a fun-
damental right tracing back to the origins of this country.

The ABA understands the concerns being expressed about the issue of medical
professional liability and is deeply committed to having a legal system in America
that is effective and just, one that protects the rights of plaintiffs and defendants.
Two ABA entities worked towards this end by developing recommendations for the
ABA's House of Delegates. They are the Special Committee on Medical Professional
Liability and the Action Commission to Improve the Tort Liability System.

The ABA Special Committee on Medical Professional Liability was composed of
a balanced group of plaintiffs' lawyers, defense lawyers and representatives of aca-
demia, and the judiciary. The Committee was chaired by our current ABA President
Talbot S. D'Alemberte, then Dean of the Florida State University College of Law.
The Committee was charged with studying legislative initiatives in the medical mal-
practice area and developing ABA policy proposals for the Association'R policy-
makers to consider. In February 1936, the ABA House of Delegates adopted a reso-
lution at the recommendation of the Committee. (A copy of that resolution is ap-
pended to this statement as Appendix A.) The Committee was then disbanded, how-
ever, it was reactivated this past August.

Near the end of 1985 the ABA, through its President, appointed an Action Com-
mission to Improve the Tort Liability System. The 14-member Commission was
asked to develop specific proposals to improve the tort liability system. The mem-
bers of the Commission were federal trial and appellate court judges; a state Su-
preme Court justice; corporate counsel, including those with insurance experience;
consumer and civil rights advocates; academicians; and practicing plaintiffs and de-
fense lawyers.

In February 1987, the ABA House of Delegates considered the Commission's rec-
ommendations and adopted the resolution appended to this statement as Appendix
B. The ABA takes the position that these proposals to improve the tort system can
and should be implemented by the courts and legislatures at the state, and not the
federal level.

(435)
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Our ABA policies reflect the ABA's recognition that the issue is of vital impor-
tance not only to the legal profession but to the medical profession, the insurance
industry and, most of all, to the public.

The public has the most at stake in this issue. When a person suffers injury as
a result of ne ligence by health care services, he or she must have the right to seek
recovery for the full measure of those damages. We believe that right is severely
threatened by those who call for major changes in this country's tort law system,
and particularly by those who propose that limits be placed on the amount of dam-
ages persons may seek in compensation for their injuries caused by the negligence,
or carelessness of health care providers.

We are particularly concerned with proposals to alter the system of medical mal-
practice to cave out exceptions in the tort law system for one group of potential
defendants--in this case, doctors and other medical professionals. It is the ABA's
belief that the rights of injured persons to recover fully for injuries caused by the
wrongful acts of others must be protected. We are concerned that those who seek
major changes in the way the tort law system deals with cases of medical mal-
practice are willing to trade away the rights of all individuals in the hope of easing
a perceived burden on some or reducing the overall costs of health care. Since medi-
cal malpractice insurance costs make up only a small fraction of the dollars spent
on health care in the United States, the changes in the tort laws would have no
real impact on costs of health care.

In addressing access to health care proposals, that contain provisions on medical
professional liability, three questions need to be asked. First, what is the cost sav-
ings that can be achieved? Second, have such provisions, when enacted, lowered
health care costs in states which have adopted their essential elements? Third, what
are the consequences to the traditional American legal system and to the rights of
injured persons? In other words, does a cost shifting from the medical professional
who caused the injuries to the person who was injured or to a governmental agency
achieve anything more than an illusory savings?

WHAT IS THE COST OF THE MEDICAL-LEGAL SYSTEM?

The American Bar Association does not purport to possess the expertise to ana-
lyze all of the reasons for escalating medical costs. We do, however, have the ability
to analyze the interrelationship of the legal system and those costs. Moreover, we
are able to determine the consequences of proposed legislation upon the American
legal system and those seeking compensation for injuries.

The major components that have been cited as contributing to the rising cost of
health care are:

* Reliance on modern, sophisticated and expensive treatments;
" Innovative treatment of illnesses, such as heart disease, AIDS and cancer;
* An aging population, which adds to Medicare and Medicaid expenditures;
* High administrative costs of the health care system; and
* The medical-legal system.
Studies concerning the medical-legal system show that its impact on the national

expenditures is not only questionable but also insignificant.' The Congressional
Budget Office states that medical-legal costs, as measured by medical malpractice
insurance premiums, account for 0.74 percent of the national health expenditures. 2

The other component of cost attributed to the legal system is that of so-called "de-
fensive medicine." Varying figures for the cost of "defensive medicine" have been es-
timated, ranging upwards to two percent of the total cost of our national health
care.

To address the subject of "defensive medicine," there must be agreement upon the
meaning of the phrase. There is no agreement upon the definition. 3 That uncer-
tainty has resulted in the inability to statistically measure the cost. 4 In published
studies, "defensive medicine" has included erroneously the cost of the consequence
of physicians' financial incentive to direct patients for tests and examinations in fa-
cilities in which physicians have a proprietary interest Some have considered the
cost of new technology and advancements in medical knowledge, care, and treat-
ment. In that regard, patients expect the use of very modern, sophisticated and ex-
pensive technology to refine diagnosis and eliminate uncertainties.

Therefore, to examine the impact of the medical-legal system, the necessary in-
quiry is to what extent physicians direct medical expenses that are unwarranted for
the treatment or diagnosis of patients, and are not motivated by personal financial
interests. In other words, an expense is only attributable to the medical-legal system
when the sole reason for that expense is concern by the physician about a medical
malpractice claim. There appears to be no study to measure that cost, and there ap-
pears to be no basis for assuming that competent and reputable physicians impose
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such expenses upon their patients without a justifiable medical reason. The Con-
Fressional Budget Office concluded that "defensive medicine is probably not a major
factor in the costs of medical care." 6

To the extent that physicians' concern about liability results in more conscientious
medical care, then "defensive medicine" is certainly desirable.7 When the fear of tort
liability deters medical injuries, then health care costs are lowered by avoiding the
costs associated with medical injury.8 Thus, if liability concerns are a deterrent, pro-
visions that relieve physicians of concern regarding negligent practices can actually
result in an increase of health care cost.

Because no reliable studies have been done to estimate the cost of so-called defen-
sive medicine, the Office of Technology Assessment has been asked to study the
issue and is expected to complete its study within the next twelve months.

MEDICAL MALPRACTICE LITIGATION

The cost of medical malpractice insurance, in part, reflects the cost of the medical-
legal system. In contrast to the increase in health care costs, medical malpractice
costs have decreased slightly. Ihe number of medical malpractice claims peaked in
1985, and has continued to decline.

In 1989, malpractice insurance premiums were less than one percent of the total
health care costs in the United States, and premium cost decreased by about four
percent for 1990. The Physician Payment Review Commission agrees that the cost
of malpractice insurance is "probably not excessive." In comparison to other compo-
nents of health care costs, administrative costs, for example, are 10 to 24 times the
cost of all medical malpractice claims.

WHAT ARE THE CONSEQUENCES TO THE PUBLIC OF PROPOSALS TO CAP NONECONOMIC
DAMAGES OR ELIMINATE THE COLLATERAL SOURCE RULE IN MEDICAL MALPRACTICE
CASES?

These type of proposals are ill-advised. Elimination of the collateral source rule
solely favors physicians by passing on the cost of the medical injury to another
health care provider. Often, an injured person has the benefit of health or disability
insurance which pays for a portion of the additional medical costs attributable to
the injuries caused by a physician's negligence. Typically, the insurer will assert a
lien against its insured's recovery or pursue a subrogation claim. Under such pro-
posals, the negligent physician would get a credit for the insurer's payment, and the
insurer could not recover from the person who injured its insured. An obvious con-
sequence of the loss of lien and subrogation rights by a health or disability insurer
will be an increase in those premiums. The net result is no reduction in health care
costs but a windfall benefit to the defendant physician and his or her insurer at the
expense of the injured person.

Proposals to limit noneconomic damages deprive individuals of compensation for
the consequences of medical malpractice injuries. No one has stated that such inju-
ries are not real or severe. In act, noneconomic injuries may far exceed the eco-
nomic damages. These proposals, if enacted, would make seriously injured persons
who are the least able to afford it receive less than full compensation while less seri-
ously~injured persons would be fully compensated. This would be grossly unjust.

A bottom line is whether the economic benefits to the public in reducing health
care cost is significant enough to warrant depriving other members of the pubhc-
inured persons--of full and adequate compensation from those responsible for their
injuries. With the cost of the entire medical-legal system constituting less than one
percent of health care costs, a pertinent inquiry is whether such proposals would
have any noticeable impact except upon injured persons.

Such proposals would not eliminate the less than one percent of health care costs
attributable to medical professional liability since no one seriously urges that physi-
cians should be immune from liability. Rather, such proposals are directed at those
injured persons who are ultimately compensated. One study indicates that only 25
percent of the persons who present malpractice claims are compensated. These vic-
tims of medical negligence are the subject of such proposals. Any savings in the cost
of health care would be a small fraction of a percent. Thus, even on an economic
analysis, such proposals, if implemented, will not have a measurable impa,,t upon
the cost of health care. Such proposals, however, would impact severely and dra-
matically upon the persons who are victims of medical malpractice.

Thank you for giving us this opportunity to present our views to you.
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1. According to the 1992 U.S. Industrial Outlook prepared by the U.S. Depart-
ment of Commerce, national health care outlays accounted for approximately 13%



438

of the GNP, totaling $738 billion up about 11% from $666 billion in 1990. The medi-
cal-legal component in the same period, however, appears to have decreased.

2. Testimony, Robert D. Reischauer, Director, Congessional Budget Office, State-
ment before the Committee on Ways and Means, U.S. House of Representatives,
March 4, 1992.

3. The American Medical Association has estimated the cost of defensive medicine'
based upon a survey of physicians who were asked, for example, whether they or-
dered more tests because of the perceived risk of a medical malpractice claim. The
AMA, moreover, recognized other reasons contributed to a affirmative response,
stating, "like other defensive measures, all defensive medicine cannot be character-
ized necessarily as overuse but can reflect necessary improvements in p tient care."
Statement on behalf of the American Medical Association to the Senate Finance
Subcommittee on Medicare and Long Term Care Regarding Medical Liability Re-
form, October 16, 1991, page 4.

4. The Physician Payment Review Commission (PPRC) has questioned such fig-
ures, noting that "Studies that use physicians' estimates of the amount of defensive
medicine they practice are not sufficiently reliable to make quantitative estimates."
Physician Payment Review Commission 1991 Annual Report to Congress, page 374.

See also Patricia M. Danzon, "Liability for Medical Malpractice." Journal of Eco-
nomic Perspectives, vi,!. 5, no. 'p, Summer 1991, pades 51-69.. 5. Mark N. Cooper, "Phytbi.Jan Self-Dealing for Diagnostic Tests in the 1980: De-
fensive Medicine vs. Offensive Profits," Consumer Federation of America, October 3,
1991, reported that the rapid spread of physician ownership of diagnostic testing fa-
cilities is a much more likely cause of rising diagnostic costs than fear of mal-
practice liability.

A January 1991 study by the State of Florida's Health Care Cost Containment
Board looked into physician ownership of health care facilities. It found that joint
ventures among health care providers resulted in higher health care costs due pri-
marily to the over-utilization of services.

6. Testimony, Robert D. Reischauer, Director, Congessional Budget Office, State-
ment before the Committee on Ways and Means, U.S. House 'of Representatives,
March 4, 1992, Appendix F, page 30.

7. Patricia M. Danzon, "Liability for Medical Malpractice." Journal of Economic
Perspectives, vol. 5, no. 3, Summer 1991, pages 51-69. Ms. Danzon concludes that
liability concerns have brought about some efficient changes in practice.

The Physician Payment Review Commission's Annual Report also discusses other
possible causes of inefficient and inappropriate defensive medicine.

" Physicians and hospitals benefit Fnancially by delivering more care.
* Insurance does not deter physicians from ordering additional tests because in-

surance provides funding for that which a patient could not otherwise afford.
" So-called defensive medicine practices often have become the standard of care

adopted by the medical community, and reflect an advancement in technology
or care.

8. Testimony, Robert D. Reischauer, Director, Congressional Budget Off ice, State-
ment before the Committee on Ways and Means, U.S. House of Representatives,
March 4, 1992, Appendix F, page 32.

9. U.S. Industrial Outlook 1992, Department of Commerce, page 43-2.
10. 1989 Profitability Study (By Line By State) and 1990 Profitability Study (By

Line By State), National Association of Insurance Commissioners, 1990 and 1991.
Physician Payment Review Commission 1991 Annual Report to Congress, page

372.
11. See Woolhandler S., Himmelstein D.U., The Deteriorating Administrative Effi-

ciency of the U.S. Health Care System. New England Journal of Medicine, 1991; 324;
1253-1258. Administrative costs are estimated to range between 10% and 24% of
health care costs.

12. The Department of Commerce, State of Minnesota, conducted a study of all
claims filed with insurers in that state, North Dakota and South Dakota against
physicians from Janua-y 1, 1982, through December 31, 1987. The study found that
claims frequency did not materially change over the time period nor did the cost
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.APPENDIX A

R28OLUTIOW aP9ROVSD 8 THE
ADUXCAN BM ASSOCIATION

ZOOSE OF DlRLIATES

FEBRUARt 11, 1986

BE IT RESOLVED,

I. The American Bar Association urges appropriate ABA
entities, such as the Action Comilesion to Improve the Tort
Liability Systea and the Comission on Professionalism, to
continue to consult, where appropriate, with representatives of
the American Medical Association and others in the health care
industry, the Insurance industry, state and federal governments
and appropriate segments of the public with the glal of seeking
a broader consensus on how more equitably to compensate persons
injured in our society. The problems associated with medical
professional liability are common to all areas of tort law and
should be evaluated in the context of their broader
Implications for the tort system as a whole. The Legal and

..Ndical professions should cooperate in seeking common
solutions to these problems and should avoid any efforts to
polarize the discussion of these problems, which would serve
neither the public interest nor the interests of either
profession.

2. Consistent with these goals, the American Bar
Association adopts the following principlesi

A. The regulation of medical professional liability
is a matter for state considerations and federal
involvement in that area is inappropriate.

a. There should be rigorous enforcement of
professional disciplinary code provisions which
proscribe lawyers from filing frivolous suits and
defenses and sanctions should be imposed when those
provisions are violated.

C. rhere should be more effective procedures and
nc:eased funding to strengthen medics1 ILcensLng and

disc~plinary boards at the State levels and efforts

should be increased to establish effective risk
management programs in the delivery of health care
services.

D. No JustifLcation exists for exempting medical
malpractice actions trom the rules of punitive damages
applied in tort litigation to deter gross misconduct.

BEST AVAILABLE COPY
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E. No disclosure o financial worth by a defendant
in a tort action should be requited unless there is a
Showing by evidence in the record or proffered by the
plaintiff that would provide a legal basis for
recovery of punitive damages.

r. Notices of intent to sue, screening panels and
affidavits of non-involvement ace unnecessary in
Medical malptactice actions.

G. tNo justification exists for a special rule
gove:ning malicious prosecution actions brought by
health care providers against persons who sued them
for nalpractice.

H. Trial courts should scrutinize carefully the
qualifications of persons presented as experts to
assure that only those persons ace permitted to
testify who, by knowledge, skill, experience, training
or education, qualify as experts.

I. :he collateral source rule should be retained;
and :n-id parties who have furnished monetary benefits
to plaintiffs should be permitted to seek
reQ1:u:seMenc out of the recovery.

J. Contingent fees provide access to the couctso
and no justification exists for imposing special
restic:ions on contingent fees in medical malpractice
ac:ions.

K. The use oL structured settlements should be
encouraged.

L. Collection and studof data on the cost and
causes of professional liability claims should be
undertaken to evaluate and develop effective loss
prevention programs.
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APPENDIX a

81SO LJON AHIPOV(8Y THE
AUICAN 1R AMSCAMOKHOUSE OF DELEGATES

February 16-17€ 1987
(Report No. (23)

Be It lejolved, That the American Bar Association adopts

the 101ol norscoamendatona:

A. Insurance

1. The American Bar Association should establish a
comLesion to study and recommend ways to improve the liability
Inaucance systea as it affects the tort system.

a. Pain and Suffering Dame e

2. There should be no ceilLnge on pain and sufferin 8dames, but Lnstead trial and appellate courts should ake
greater use of the power of.remitttur or additur with
reference to verdicts which are either so excessive or
Inadequate as to be clearly disproportionate to cosaunLt
expectations by setting aside such verdicts unless the afected
parties agree to the modiftcation.

3. One or more tort award commission@ should be
established, which would be empowered to review tort awards
during the precedLn year, publish Inforuatio on trends, and
suggest guidelines for fture trial court reference.

4. Options should be explored by appropriate ABLA
entities whether additional guidance can and should be liven to
the Jury on the range of dsagee to be awarded for pain and
suffering in a particular cae.

C. PunitLvq Danats

S. Punitive damages have a place in appropriate
cases and therefore should not be abolished. However, the
scope of punitive damages should be narrowed through the
following Naures:

a. Standards of Conduct and ftoof

Punitive. daoawee should be limited to cases
warranting special sanctions and should not be comonplace. A
threshold requirement for the submission of a punitive damages
coose to the finder of fact should be that the defendant
demonstrated a conscious or deliberate disregard with respect
to the plaintiff. As a further safeguerd the standard o
proof to be applied should be "clear and convincing" evidence

o gh° :de o an lesser standard such as 'by a preponderance
of t eidenc.
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b. The Process of Decision

(1) Pr*-Tri - Appropriate pro-trial procedures
should be routinely-ut to e Liinate fvLvolous claims for

punitive damages prior to trial, with a savings mechanism
available for lace discovery of misconduct meeting the standard
of liability.

(2) Tria - Evidence of net worth and ocher

evidence relevant o-l-to the question of punitive damages
ordinarily should be introduced only aftar the defendant's
liability for compensatory damages &ad the amount of those
damages have been determined.

(3) Pos€-Tris - As a check against excessive

punitive dame swaidi; irdts including such awards should

to subjected to close scrutiny by the courts. The trial court

should order resittitur wherever Justdified. Excessiveness
should be evaluated in light of the desiro of reprehensility
of the defendant's acts, the risk undfi'hken by the plaintiff,

the actual injury caused, the net worth o the defendant,

whether the defendant has reformed its conduct and the degre*
of departure from typical ratios (as reflected in the best

available empirical data) between cospenetory and punitive

damage$. if necessary to assure such audiea I review
appropriate legislation should be enacted, Opinions Issued by

trial or appellate courts either upholding or modifying an
award should specify the factors which were considered and

relied upon.

c. tiultiple Judgment Torts

While the total amount of any punitive damages

awarded should be adequate to accomplish the purposes of

punitive damages, appropriate safeguards should be put in force

to prevent any defendant from being subjected to punitive
damages that are excessive in the aggregate for t he $AO
wrongful act.

d. Vicarious LLabilitY

With respect to vicarious liabilLty for punitive

damages the provisions of Section 909 of the Restatement
(Second) of Torts (1979) s!,ould apply. Legislatues and courts

should be sensitive to adopting appropriate safeguards to

protect the master or principal from vicarious liability for

the unauthorized acts Of nonsanagertal servants or sents.

a. To Whom Awards Should Be Paid

In certain punitive damages cases, such as torts

involving possible multiple judgents against the same
defendant, a court could be authorized to determine what is a

reasonable portion of the punitive damages award to compenate
the plaintiff and counsel for brinling the action and

prosecutinc the punitive damage claim, with the balance 
of the
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award to be allocated to public purposes, wbcn cou&e InvoLve
methods ot dealing with multiple tort claims such as
consolidation of claims or forms of class actions. The novelty
of such proposals and the absence of any adequately tested
ptogrs.s for implemenating require further study before an
informed judgmeut can be made as to whether, or to what extent,
such proposals will work in practice. We urge such studies.
The concept of public allocation of portions of punitive damage
awards La single judgment actions i also worthy of
consideration to the extent workable methods of itplementation
way hereafter be developed.

D. Joint-snd-Several LLiablLty

6. The doctrine of joint-and-several liability
should be modified to recolnise that defendants whose
responsfbility is substantially disproportionate to liability
for the entire loss suffered by the plaintiff are to be hold
liable for only their equitable share of the plaintiff's
noneconomic loss, while resainin9 liable for the plaintiff's
full economic loss. A defendant a responsibility should be
regarded as "substantially disproportionate" when it is
significantly less than any of the other defendants; for
example when one of two defeadats is deter ined to be less
than 251 responsible for the plaintiff's injury.

£. Attorneys' Fees

7. Fee arrangesents with each party Ln tort cases
should be set forth in a written oreement that clearly
identifies the basis on which the fee is to be calculated. In
addition, because many plaintiffs may not be familiar with the
various ways that contingency fees may be calculated, there
should be a roquireent that the contingency foe Information
for. be given to each plaintiff before a contingency fee
agreesnt Is signed. The content of the information for.
should be specified in each jurisdiction and should Include at
least the maxi um fte percentage, if iany in the jurisdiction,
the option of using different ee percentages depending on the
amount of work the attorney has done in obtaining a recovery,
and the option of using fee percentages that decrease as the
size of a recovery increases. The form should be written in
plain Ealish, nd, where appropriate, other languages.

G. Courts should discourage the practice of taking a
percentage fee out of the gross amount of any judgment or

settlement. Contingent fees should normalli be based only on
the not amount recovered after litigation disbursements such as
filial foos, deposition costs, trial transcripts, travel,
expert witness fees, and other expenses necessary to conduct
the litigation.

9. Upon complaint of a person who has retained
counsel, or who is required to pay counsel faes, the fee
arrangement and the too mount billed say be submitted to the
court or other appropriate public body, which should hays the
authority to die1low, after a bestal a7 portion of a fee
found to be "plainly excensive" in light of provailLng rates
and practices.

60-871 0 - 93 - 15
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F. Secrecy and Coercive ASreements

10. Where information obtained under secrecy
amreements (a) indicates risk of hazards to other persons, or
(5) reveals evidence relevant to claes baaed on such hazards,
courts should ordinarily permLt disclosure of such information,
after hearing, to other plaintiffs or to government agencies
who agree to be bound by approprite sagreements or court orders
to protect the confidentiality of trade secrets and sensitive
proprietary inforuation.

11. No protective order should contain any provision
that requires an attorney for a plaintiff in a tort action to
destroy information or records furnished pursuant to such
order$ including the attorney's notes and other work product.
unless the attorney for a plaintiff refuses to agree to be
bound by the order after the case has been concluded. An
attorney for plaintiff should only be required to return copies
of documents obtained from the defendant on condition that
defendant agrees not to destroy any such documents so that they
will be available, under appropriate circumstances, to
government aSencies or to other litigants in future cases.

12. Any provision in a settlement or other agressmnt
that prohibits an attorney from representing any other claimant
In a similar action against the defendant should be void and of
no effect. An attorney should not be permitted to slg ouch an
agreement or request another attorney to do so.

G. StrealinaLas the Litigation Process: Frivolous Claims
anUunacessryaq!ar

13. A "fast track" system should be adopted for the
trial of tort case. In recommending such a system, we endorse
a policy of active judicial management of the pre-trial phases
of tort litigation. Ve anticipate a system that sets up A
rigorous preotrial schedule with a series of deadlines intended
to ensure that tort cases are ready to be placed on the trial
calendar within a specified time after filing and tried
promptly thereafter. The courts should enforce a firm policy
against continuances.

14. Steps should be taken by the courts of the
various states to adopt procedures for the control and
limitation of the scope and duration of discovery in tort
cases. The courts should consider, among otheriaitiatives:

(a) Ac an early schedulia conference, ILiiting
the number of interrogatories any party may serve, and
establishing the number and time of depositions according to a
firm schedule. Additional discovery could be allowed upon a
shovLag of good cause.

(b) When appropriate, sanctioning attorneys and
other persons for abuse of discovery procedures.



445

13. Standards should be adopted substantially similerto those set toreh In Rule It of the Federal Rules Of till

Procedure as a means of discouraSiag dilatory motions practice
and frivolous claim end defenses.

16. Trial judges should carefully examine, on a
case-by-case basis, whether liability and da8e issues can or
should be tried separately.

17. NonunanLoue jury verdict@ should be permitted in
tort cases, such an verdicts by five of si or ton of twelve
jurors.

18. Use of the various alternative dispute resolution
mechanisms should be encouraged, by federal and state
legislature, by federal and state courts and by all parties
who are likely to, or do become involved In tort disputes with
others.

H. InJury PreventLon/Reductt n

19. Attention should be paid to the disciplining of
all licensed prolessiools throulb the following measures:

(a) A comLtment to impose discipline, where
warranted, and funding of full-tim staff for disciplinary
authorities. Discipline of lawyers should continue to be the
responsibility of the highest judicial authority In each state
in order to safeguard the rights of all citizens.

(b) In every case in which a claim of negligence
or other wrong fu conducts made against a licensed
professional, relating to his or her profession, and a judgment
for the plaintiff is entered or a settlement paid to an injured
person, the iysuraoce carrier, or in the absence of a carri or,
the plaintiff s attorney should report the face and the amount
of p taymn to the licensing aCthority. Any agreement to
with hold such infotution and /or to close the files from the
disciplinary authorities should be unenforceable as contrary to
public policy.

I. Mss Tort

20. The Aserican Dor Association should establish a
commlsion as soon as feasible, Including members with
expertise in tort law, insurance, environmental policy, civil
procedure, and regulatory design, to undertake a comprehensive
study of the mass tort problem with the goal of offertng a et
of concrete proposals for dealLng in a fair and efficient
manner with these cases.

J. Concluding Recommndation

21. After publication of the report, the ABA Action
ComLssion to Improve the Tort Liability ystem should be
discharged of its assignment.

BEST AVAILABLE COPY
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STATEMENT OF THE AMERICAN PHYSICAL THERAPY ASSOCIATION

Mr. Chairman, the American Physical Therapy Association (APTA) commends you
for holding this series of hearings on comprehensive health care reform and appre-
ciates the opportunity to provide tis testimony.

The American Physical Therapy Association (APTA) is a professional membership
organization representing over 52,000 physical therapists, physical therapist assist-
ants and students of physical therapy across the United States. APTA has long been
committed to improving and ensuring access to appropriate and necessary health
care.

It is APTA's firm belief that every American should have equal access and equal
availability to comprehensive high quality health care services, including physical
therapy. Practicing in one of the fastest growing professions, physical therapists
have sought to improve the health and quality of life of people of all ages for over
70 years.

APTA believes that any comprehensive health care reform should provide cov-
erage beyond the services provided for under the current Medicare system, particu-
larly in the areas of rehabilitation services, long term care, catastrophic and chronic
care. Specifically, APTA believes the following components should be included in any
health care reform package:

* a nationwide and uniform program for long-term care and catastrophic health
insurance for all those currently eligible under the Medicare program;
* coverage for self-help and adaptive devices and all durable medical equipment
not currently reimbursed;
* a nationwide and uniform system of benefits for those who cannot provide for
their own health insurance with particular emphasis on the needs of the chil-
dren of the uninsured;
* extension of rehabilitation benefits on a periodic basis, to cover those individ-
uals who have had previous restorative care but are now at a maintenance level
in order to assure that they do not lose the capability that they have developed;
* expansion of the availability and accessibility of health screening, preventive
and early care services by providing recognition and reimbursement to a variety
of health care personnel;, and
e increased educational funding to ensure a sufficient number and variety of
health care personnel in order to meet continuing health care needs.

While APTA has not endorsed any one proposal, we do appreciate this opportunity
to put forth recommendations which we believe are necessary for a truly effective
comrehensive health plan.

Many of the comprehensive health care proposals before Congress call for a fed-
eral commission or commissions to oversee health care as an essential component
of rebuilding the system. We urge, however, that recognition also be given to the
need for such health care review boards to truly and broadly represent all health pro-
fersions who are providers within the system. The Federal government must begin
to recognize the fact that Medicine does not equal health care, that health care,
when it must be rendered, is competently rendered by many whose training is dif-
ferent than a physician's but certainly whose training provides them with the com-
petence to provide skillful care within the scope of that training.

In this same vein, administrative simplicity is not just desirable-it is imperative.
Bureaucratic hierarchies must be streamlined and paper work at all levels-from
payor to provider-must be decreased. A single form for reimbursement must be in-
stituted, and it should be standardized throughout the country with all carriers
using exactly the same format with no additional requirements tacked on (e.g. re-
quiring photocopies of progress notes, etc.)

Truly effective health care reform must address the following:

PHYSICIAN SELF REFERRAL

The APTA has long opposed physician referral for health care services to a facility
where the referring physician has a financial interest, a situation we characterize
as referral for pro fit. Evidence gathered in 1991 by the Florida Cost Containment
Board concluded that physicians utilize services at a far higher rate when they have
an investment or financial interest in a health care facility. The Florida study found
that physician self-referrals result in a significant increase in public and private sec-
tor hea lth care costs.

This adverse impact and unethical conflict of interest has been shown to affect
physical therapy services. The Florida study specifically reported that physician-
owned physical therapy centers provided 43% more visits per patient than other
physical therapy centers, generating approximately 31% more revenue per patient.
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The Florida study also examined physical therapy services which are delivered in
comprehensive rehabilitation facilities and found that, in this setting, 35% more
physical therapy visits were provided per patient when the facility was physician
owned. These 35% more visits generated approximately 10% more revenue per pa-
tient.

The pattern which emerges when the number of visits are expressed relative to
the sum of full time equivalent licensed physical therapists and physical therapist
assistants is that facilities with physician ownership rendered about 40% more vis-
its per full time equivalent licensed physical therapy practitioner than did other fa-
cilities. In addition, the study found a tendency in the physician-owned physical
therapy centers to provide care by substituting nonlicensed medical workers for li-
censed practitioners. According to the study, "These findings indicate that joint ven-
ture (i.e., ventures with physician ownership) physical therapy centers provide a
lower quality of care because both licensed therapy workers and nonlicensed work-
ers spend less time with each patient."

As long as physician referral is required and as long as physicians are permitted
to invest in services to which they refer, there can be no semblance of competition.
Those physical therapists who choose not to have some financial arrangement with
a referring physician will experience steadily diminishing referrals as more and
more physicians decide to grab a piece of the pie and monopolize the supply for
which they are certifying the demand.

We are especially encouraged by the fact that this issue is being addressed in the
House of Representatives. Not only does H.R. 5502, which is currently pending in
the Ways and Means Committee address this issue, but remedies are also a part
of H.R. 5325 which has been proposed by the Republican leadership in the House.

Despite the often striking differences between these two approaches to health care
reform, it is both instructive and encouraging that similar approaches are embraced
by both parties in the House in an effort to eliminate this pernicious practice. We
urge the Senate to take similar action to eliminate this abuse from the delivery of
health care services in all payor settings.

IMPROVE ACCESS TO PHYSICAL THERAPY SERVICES/FREEDOM OF CHOICE

A comprehensive health care proposal should emphasize the many strengths of
our current system and seek ways to expand this system. The current system fea-
tures the potential for freedom of choice. Specifically, under our current system, in-
dividuals have the freedom to choose their own physician and hospital. Yet this free-
dom of choice is withheld in many other contexts. For example, although physical
therapists are licensed in every State and are required to complete formal education
and clinical training, 23 States, the District of Columbia, and Puerto Rico, require
a physician referral as a prerequisite to the delivery of physical therapy services,
despite the fact that the legislatures of these States have determined physician re-
ferral to be superfluous and unwarranted as a absolute matter of course.

Freedom of choice is further restricted by Medicare laws which mandate physician
referral across the board, even in those 27 States where the legislatures have en-
acted laws to allow patients to be treated directly by a physical therapist. In ddi-
tion to referral, Medicare further requires thirty day physician recertification of the
Medicare beneficiary's continuing ne-ed-for physical therapy and thirty day physician
visits to demonstrate that the beneficiary is under the care of a physician.

In many cases, there is no clinical reason for the patient to be under the care of
a physician. In these cases it is the care of a physical therapist that is needed, not
the services of a physician. Yet Medicare will not cover the services of a physical
therapist unless the patient is under the care of a physician.

Elimination of pol icies such as these would greatly improve access to needed
health care services. In fact the only beneficiaries of these roadblocks are those phy-
sicians who are paid to recertify the continuing need for services and who are also
paid to keep Medicare beneficiaries under their care when it is not even their care
that is required.

Mandatory referral limits the right of the public to make their own health deci-
sions and to receive care from the practitioners of their choice. Greater access within
the current system will promote earlier, more effective and less costly medical care.

Faced with severe shortages of rehabilitation professionals, including physical
therapists, the 27 States referenced above have responded by removing these ar-
chaic and counterproductive barriers to access. We encourage Congress to do so also
with respect to federal health care progams. Until this step is taken, however, we
urge that Congress at least defer to the considered judgment of the State legisla-
tures in this area of regulating professional practice. Innovative approaches to im-
proving access to health care services should be encouraged rather than stymied.
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PREVENTION

Physical therapists also play an important role in prevention, a key component
in any health care reform proposal. Specifically, prevention should include expand-
ing access to primary health care in order to provide comprehensive health edu-
cation health promotion, and disease prevention activities. For these measures to
play the important role that they must in the future health of all Americans, phys-
icaltherapists must be included in any health prevention plan.

Physical th erapists are uniquely qualified to develop personalized conditioning
programs that help prevent injury and promote fitness. In determining an indivi -
uals functional and fitness level, therapists evaluate aerobic capacity body struc-
ture, body composition, body balance, muscular flexibility and muscular strength.
Physical therapists are qualified to teach prenatal and post natal exercise classes,
perform posture screenings in local schools, teach back-care classes to prevent back
pain and injury, and identify potentially dangerous work sites.

Individually and collectively all of us have an obligation to preserve our own
health, however an investment in physical therapy services in any health care re-
form package will result in healthier behaviors and individuals, a critical component
to economic cost savings.

CONCLUSION

Mr. Chairman, the APTA recognizes that a variety of health care reform proposals
have been put forward by members of this Committee, others, and the President.
Clearly, the statistics on the number of uninsured and underinsured demand atten-
tion. Although the current American system may deliver the world's best quality
care and the world's most sophisticated health technology it is, inaccessible and
unaffordable to millions. The United States needs comprehensive reform. A truly
comprehensive approach should offer a wide range of services, in a variety of set-tings

W must begin to reform with a revamping of the public's entire perception and

outlook towards health-and that should not be one of care, but one of health pro-
motion and maintenance of health. The undeniable statistics of the rapidly ap-
proaching 21st century indigo te that the numbers of individuals between the ages
of 65 and 75 and between 75?and 85 which have consistently risen within the 1980s
and early 1990s will continue to increase. The impact of these persons over 65 years
of age who are prone to debilitating, disabling disorders is awesome to all of us in-
volved in physical therapy and certainly to every other member of the health com-
munity. It is estimated that 4 out of every 10 Americans will have two or more
chronic conditions by the year 2000.

To meet the challenges for major reform of the health care system, the APTA of-
fers several observations. First and foremost, physical therapy and other health pro-
fessional practitioners must always be guided by the dual philosophies of primary
prevention of long term health problems and, when that is not possible, then second-
ary prevention whenever possible to preclude the problem from becoming more se-
vere or to preclude its recurrence entirely. Thus, prevention programs in health re-
form must go well beyond well-baby programs and routine physical check-ups. Adult
and senior citizen health promotion programs must be inextricably woven into the
fabric of the health system s design.

True health care reform requires fundamental revisions. Abuse within our system
benefits no one and places unnecessary stress on our economy. Physicians and other
primary care providers are increasingly playing a self-serving role where financial
interest or investment in health care is the bottom line. Such situations lead to
misutilization reduced quality and increased, unnecessary costs.

The APTA believes that a truly comprehensive approach to reform will provide
a continuum of health care and support services throughout an individual's life.
Long-term care, chronic and acute care, preventive care and freedom to choose a
health care provider must be an integral part of health care reform.

While Congress and the Administration seek a legislative solution, the APTA will
be happy to work with the Committee to enact necessary reforms in the health care
system that will allow Americans access to quality, cost-effective health care, includ-
ing rehabilitation services.
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AMERICAN SuBcoNTRACTORs ASSOCIATION, INC.,
Alexandria, VA, May 29, 1992.

Hon. LLOYD BENTSEN, Chairman,
Committee on Finance,
US. Senate,
Washington, DC.

Dear Chairman Bentsen: 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 suggests 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. This savings would give the self-employed an incentive to pro-
vide health insurance, while also easing the financial burden associated 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 rrgard.

Sincerely,
WAYNE T. RUTH, Chairman, Government

Relations Committee, American
Subcontractors Association.

STATEMENT OF THE ASSOCIATION OF PRIVATE PENSION AND WELFARE PLANS

I. INTRODUCTION

The Association of Private Pension and Welfare Plans (APPWP) is pleased to sub-
mit these comments to the Senate Committee on Finance on concerns we have on
health care reform. The APPWP is a nonprofit organization founded in 1967 to pro-
tect and foster the growth of America's private employer-sponsored employee benefit
system. Its more than 400 members include both large and small plan sponsors as
well as plan support organizations such as investment, and actuarial firms, and
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other professional benefit organizations. APPWP members directly sponsor or ad-
minister pension and health benefit plans covering more than 100 million Ameri-
cans. All APPWP members provide health insurance for their employees, and most,
but not all, members are self-insured. Our members represent the views of a very
broad range of employee benefits specialists who plan, design, provide and pay for
health care benefits.

The APPWP fully supports universal, equitable access to quality health care. As
a national policy, this makes sense because as President Bush has stated, hnaih
care is a right. It also makes sense because universal access would reduce certain
practical and economic inefficiencies in our system that result in costly use of emel-
gency facilities, poor health and loss of productivity due to lack of preventive or pri-
mary care, and extensive cost shifting among payers. Also, from a purely parochial
view, American business needs a current and future workforce that is healthy.

The business community will support reform that incorporates these principles:
that our system remain a voluntary private sector, employer-based system, that the
costs of our system be fairly shared among all payers, that the costs and means of
paying for reform be stated realistically and rationally up front, and that sustained
and system-wide cost containment be its hallmark.

I1. AN EMPLOYER-BASED SYSTEM IS THE MOST APPROPRIATE SYSTEM FOR TIHE UNITED
STATES

The APPWP strongly believes that any reform of America's health care system be
employer-based. A health care system that is basically a private system is m-re like-
ly to sustain a high quality and cost-effective delivery system. America's employers
are doing a most commendable job of providing health care for their employees and
dependents. Currently, America's employers provide health care coverage to over
188 million American workers and their dependents; over eighty percent of the civil-
ian, full-time workforce is covered through employer-sponsored plans. Even among
smaller employers, where coverage is the weakest, and where much attention has
been focused in terms of reform, coverage is still significant: nearly two-thirds of
companies with fewer than 100 employees provide health insurance to at least some
of their employees; 60 percent sponsor a plan for all their employees.

Furthermore, employer health care benefits are a real bargain for the U.S. 'i'reas-
ury. Tax incentives for health care encourage employers to provide these benefits
to almost all of their regular workers in the low- to middle-income ranges. We've
heard much lately about altering the tax status of these benefits and capping either
or both the employer's deduction, or the employee's exclusion, of the health care
benefit. We wish to emphasize, however, that, according to "Benefits Bargain," a re-
cent APPWP study of the tax subsidy for private sector benefits, that workers with
family incomes below $20,000 get a relatively larger share of the actual benefits and
a larger share of the related tax expenditures than their share of federal income
taxes. Our study showed that private health benefits paid are t.3 times foregone
federal revenues.

This employer-based system is neither static nor cheap. Bt the APPWP believes
that sustaining and building upon the private sector employer-based health care
system is the safest, wisest course for expanding and improving America's health
care system. The plurality and flexibility of such a system are highly valued by the
American people. As the needs of our employees and their farailies change, and the
character and expectations of our workforces change, so too do the programs we de-
sign and offer our employees change to fit the times. The flexibility of a private sys-
tem permits technological and service-oriented developments that provide the best
medical care in the world.

The substantial role of employer plans in our system is by itself a good argument
for continuing to organize health care financing through employers. The costs, dis-
locations, and redistribution of risk that would result from changing this role are
so substantial that it seems hardly practical to consider a complete restructuring
of this role.

Employers are more able than governments to tailor health plans to the needs of
their particular workforces. This capacity to quickly design or modify health benefits
also contributes to the employers' unique ability to experiment with new ideas in
providing benefits, to modify benefits to meet changing health care delivery pat-
terns, and to discover new ways to manage the cost of health benefits. There has
been considerable testimony from employers reflecting the innovation and energy
that is being channeled tdE" into improving the management of health benefits.

Employer provision of healin benefits is also an effective way to organize large
groups that efficiently distribute risk. Having individuals acquire health insurance
through employment ensures that their participation in health insurance groups is
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motivated by factors other than the cost of health insurance and thus not an inter-
ference with the random assignment of health risk.

Employers also bring a business perspective and a concern about cost-effective-
ness to th e health care system. Employers can operate as knowledgeable purchasers
to gain the greatest value for patients from health services they purchase. While
it is also possible for government to act as a knowledgeable purchaser on behalf of
patients, it is a more difficult role for a political entity that must be responsive to
a variety of constituencies in addition to the patients themselves. Government's con-
cerns about health care resource limitations may be diluted by conflicting concerns
about provider opportunities.

III. ERISA'S FRAMEWORK FOR EMPLOYEE BENEFITS AND THE NEED FOR PREEMPTION

Employer responsibilities and employee rights in the provision of employee bene-
fits are governed by the Employee Retirement Income Security Act of 1974 (ERISA).
The relationship of ERISA to health benefits is not always well understood, and
ERISA has often been credited or blamed for a variety of health care consequences
not directly related to this Act.

ERISA is in its essence a broad umbrella of protection for participants in em-
ployee benefit plans, including health plans. For health benefits, ER1SA requires
plans to report and disclose plan provisions to the federal government and to plan
participants, sets standards of fiduciary responsibility, provides participants with
private rights of action to enforce their claims to benefits, and requires the oppor-
tunity for continuation of coverage under group health plans after termination of
employment. For-pension benefits, ERISA provides additional standards for partici-
pation and vesting of benefits and funding of pension plans, as well as a system of
pension plan termination insurance.

In order to maintain consistent treatment of participants of plan sponsors operat-
ing in a number of states, ERISA (under section 514) broadly preempts "any and
all" state laws related to employee benefit plans. While this section went on to ex-
clude state laws regulating insurance, banking or securities from ERISA preemp-
tion, it further specified that employee benefit plans are not to be deemed to be in-
surance, banking or investment companies for the purpose of state regulation.

The Supreme Court, in Metropolitan Life Insurance Co. v. Massachusetts, inter-
preted section 514 of ERISA to create two separate classes of employee benefit plan:
"self-insured" and "insured." Under the court's distinction, ERISA governs self-in-
sured health plans-plans in which a plan sponsor bears the risk for employees'
health costs, though they may purchase administrative services only (ASO), stop-
loss protection, or minimum premium plans (MPP) from an insurance company.
State insurance flaws apply to plans that are entirely purchased from insurance
companies.

The single nationwide regulatory framework that is provided through ERISA pre-
emption is a necessity for companies, such as many APPWP members, that operate
employee benefit plans in more than one state. ERISA has enabled these multi-state
employers to avoid having to separately qualify or meet divergent state require-
ments with a single plan in a multiplicity of jurisdictions. It has also protected par-
ticipants by setting uniform standards for the financial operations of employee bene-
fits plans and providing participants with uniform private rights of action to ensure
that benefits are paid.

The limitation of ERISA's nationwide regulatory structure to self-insured health
plans has left insured plans subject to added costs imposed by state premium taxes
and state-mandated health benefits. The advantage of experience rating a large
group and managing its health care costs, added to the protection from state taxes
and mandated benefits afforded by ERISA preemption has encouraged large num-
bers of plan sponsors to drop their insured plans and seek ERISA's protection
through self-insurance over the last decade. Today, health plans in which an em-
ployer has assumed all or part of the risk (e.g. ASO, MPP or stop loss plans) account
or 55 percent of total commercial insurance business. While self-insurance is most

typical among the largest employers, a recent survey by benefits consultants and
APPWP member, A. Foster Higgins & Co., Inc. indicates that small employers
(those with fewer than 500 workers) are converting to self-insurance at a most rapid
rate.

Those plan sponsors that cannot self-insure, for one reason or another, particu-
larly the smallest businesses, are left behind to cope with state regulation, including
the increasing burden of state-mandated health benefits. State mandates reduce the
flexibility that plan sponsors have to meet employee needs and control costs. They
impose additional costs by requiring that plans cover specific benefits (such as in
vitro fertilization, or long term care); pay groups of non-physician providers (such
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as chiropractors, podiatrists, naturopaths or acupuncturists); or insure specific par-
ticipants, (such as non-custodial children or dependent students).

Although proponents have argued that mandating benefits can reduce costs-for
example by substituting lower-paid health professionals for physicians-the experi-
ence with most mandated benefits has been that they increase costs by requiring
payment to new practitioners for categories of services not previously covered.
study by the Health Insurance Association of America, (HIAA), of health insurance
costs in Maryland in 1986 concluded that, overall, state mandated benefits raised
the cost of family coverage there by 17 percent.

Despite a growing concern about state benefit mandates the total number of man-
dates in force in the fifty states continues to grow rapidly. The number of benefit
mandates in effect has risen from fewer than 200 in the mid-1970s, to 816 as of
1990, according to the Blue Cross and Blue Shield Association. In fact, the most re-
cent two-year period, 1989-90, has seen the largest single enactment of new benefit
mandates yet-116 new laws! In all, there now are more than 50 different types of
mandates benefits in force, with as many as 35 mandates in effect in the most man-
date-prone states. The variability in benefit mandates from State to State also adds
costs. Insurers who market plans in more than one State tend to incorporate the
sum of all mandated benefits in the States in which they operate in order to provide
uniform plans for their customers.

While the overall trend is still toward more mandates, a few States have begun
to respond to concerns about state benefit mandates by enacting a series of "anti-
mandate" laws. In the last few years, sixteen states have enacted laws requiring an
evaluation of the financial and social impact of additional mandates as a condition
for enactment. Three states prevent mandates from applying to insured plans until
they also apply to self-insured plans. Nine states have enacted mandated benefit
waivers to enable insured plans for small groups (25 to 50 or fewer) to meet a lower
minimum state standard and avoid mandated benefits.

We believe that it is an unfortunate result of the limitations placed on ERISA
that plan sponsors' decisions to self-insure are motivated more by the need to escape
burdensome state requirements than by a judgment that self-insurance is the most
effective way to bear health risks and manage health insurance costs. Not all em-
ployers are large enough or have good enough risks to self-insure.

Small employers should have the same advantages that larger employers can de-
rive from large pools and self-insurance-risk spreading, negotiating discounts with
providers, and protection from state benefit mandates. While a variety of pooling ar-
rangements have been tried for small employers, they have often been unable to
overcome the adverse selection problems that arise from the voluntary association
of separate risk groups.

Employers too small to self insure may have some of the advantages of pooled
risk, preemption of State mandated benefits, and managed care by joining multiple
employer welfare arrangements (MEWAs). However, an uncertain regulatory envi-
ronment continues to restrain the use of MEWAs. Some uniform approach to defin-
ing and regulating these voluntary associations, and other small market reforms are
necessary if small businesses are going to have an effective mechanism to benefit
from the risk-pooling of large self-insured plans.

APPWP believes a better solution is to extend the protection afforded under
ERISA to all employee benefit plans-whether insured or self-insured-and clearly
limit the state regulatory involvement to insurance reserve requirements and
consumer protection. Preemption of State benefit mandates should apply to the
health benefit plans of all employers. If that is not possible, the Congress should
at least give small businesses nationwide waivers from state benefit mandates simi-
lar to the state-based waivers already in effect in nine states.

Laws to Restrict ERISA Preemption are Misdirected
APPWP is particularly concerned about bills introduced in the House and Senate

this year aimed at sheltering a class of State law from ERISA preemption. The pro-
posed legislation is a response to the U.S. Supreme Court's decision in Pilot Life In-
surance Company v. Dedeaux (481 U.S. 41(1987)) in which the court ruled that
ERISA preempted state common law causes of action.
H.R. 1602, introduced by Rep. Howard Berman (D-CA), would add a new clause

to ERISA section 514(bX2XA) to "save" from preemption state statute or common
law that provides a remedy for unfair insurance claims practices against insurance
companies or other insurers.

APPWP is very concerned about these bills as they would specf additional statu-
tory limits for the application of ERISA preemption. Restrictions in ERISA preemp-
tion that would expand State regulatory authority over employee benefit plans
would impair the ability of employers to design uniform plans and manage them ef-
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fectively to meet the needs of their workforces. It would' also raise questions about
the uniform application of private rights of action now wisely provided under
ERISA. In particular, H.R. 1602 would expand the separate treatment now accorded
insured and self-insured plans, and raise the costs of insured plans by exposing
their managed care efforts to significantly greater liability under State common law,
and take us in the opposite direction of cost containment and malpractice reform
most all of us seek.

IV. COST CONTAINMENT OUR BIGGEST CHALLENGE; LIMITS TO COST SHIFTING OUR
MAJOR OBJECTIVE

Just as we employers struggle with accommodating society's changing definition
of family and family needs, so too are we faced with the bigger struggle of contain-
ing health care costs that already represent one-hundred percent of U.S. corporate
after-tax profits. The 1 980s saw explosive health bare cost increases for American
corporations, with double-digit increases occurring almost annually. Per capita costs
in the U.S. increased 139 percent in the decade of the 1 980s, from $ 1026 in 1980
to $2425 in 1990; per employee costs grew to $3161 in 1990, from $2600 a year ear-
lier. National health care expenditures have increased at twice the rate of general
inflation for the last ten years. From 1988 to 1990, health care costs rose 46.3 per-
cent, and have grown to represent 14 percent of payroll in 1990 from 5 percent in
1980. Corporate health care spending, which now represents 30 percent of total na-
tional health care spending, also represents 4.2 percent of private gross domestic
product (GDP), from 1.3 percent at the beginning of the 1980s. Health care benefits
have come to represent 46 percent of employee benefit costs, up from 24 percent in
1967. These cost increases parallel similar health care cost increases for society as
a whole, and point to our biggest challenge in health care reform. There is a limit
to what U.S. corporations can pay for health care, and a limit to what level of bene-
fit support can go from pensions to health care.

Due to our unique multi-payer system, not all payers felt these cost increases
equally. In the 1980s, more than ever before, American business drew the short
straw on costs, and came to represent the ultimate cost "shiftee"--the payer to
whom the bulk of uncompensated or under-compensated care was ultimately passed.
Cost-shifting has been estimated to represent an 11 percent tax on corporate Ameri-
ca's health care bill.

The apparent non-stop escalation in health care costs and Americans' apparent
insatiable appetite for health care services is being challenged strongly by govern-
ment and business, but it still appears that health care inflation is winning.
Throughout the 1980s, as costs threatened corporate bottom lines, and our ability
to compete with other industrial trading partners, new approaches to cost contain-
ment were born. For the government payer, diagnostic-related group (DRGs), reim-
bursements ushered in a new era for America's hospitals, just oi the impending re-
form of physician reimbursement, the resource-based relative value scale or RBRVS,
will do the same for America's physicians. However, corporate America is sadder but
wiser since DRGs came into being. While we applauded the government's attempts
to contain rising Medicare expenditures, we have come to realize, both through Med-
icare and Medicaid, that when providers believe they are being underpaid, charges
to private payers rise. It is with some anticipation, and some trepidation, that we
watch as RBRVS come into effect.

Corporate America has done much to contain its costs in the late 1980s through
designing and implementing managed care programs. As all employers deploy some
features of managed care, such as negotiated discounts with-preferred providers,
some of the impact of cost shifting can be lessened, but not all. We urge that any
reform of our health care system be based on the principle that all payers must pay
their fair share. Cost shifting may be impossible to eliminate entirely from a pri-
vate-sector-based health care system with many payers, but much can be done to
reduce significantly cost shifting from public to private sector. America's employers
wish to work closely with policy makers to assure that cost shifting is reduced.

The APPWP is not prepared to endorse spending targets or caps or aggressive
rate regulation by government bodies at the state or federal level. Rate regulation
is not an attractive option for American business, no matter what sector of the econ-
omy is being discussed. As pension plan designers and providers as well as health
care plan providers, our members can tell you, that our private sector pension sys-
tem is so burdened with regulation it can barely breathe, let alone grow. Despite
our great faith in managed care and its expected rapid evolution to new forms of
financing and delivery of care, most of our members remain pessimistic about our
long-term capability of not only reducing health care costs, but of at least keeping
annual increases near even with the general rate of inflation.
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As representatives of corporate payers and insurers, we can assure you that the
APPWP's views on this matter will represent a sound consensus as to how far the
private sector is willing to permit intervention in the health care market place.

The APPWP believes strongly that we must effectively control the growth in na-
tional health expenditures and that requires a national cost management policy.
This policy should build upon the existing employer-based, multiple payer system
and encourage a reliance on managed care techniques to eliminate unnecessary
medical care and improve the quality of care for patients.

A national program to manage the cost of providing health care should include:
(1) An end to cost shifting from government to private payers and among private

payers through an improvement in Medicaid payment rates and through opprtuni-
ties for private payers to benefit from Medicare methods in the payment of provid-
ers;

(2) Efforts to expand the use of managed care techniques to all health plans-par-
ticularly to develop methods to extend managed care to small employers--including
government plans, and Federal preemption of State anti-managed care laws;

(3) Broad ERISA preemption of State laws affecting benefits and coverage under
employee benefit plans, including state benefit mandates;

(4) Efforts to increase the involvement of employees in selecting and paying for
health care coverage through greater cost sharing and education;

(5) Additional Federal resources to improve the quality of health care through an
expansion of research in medical outcomes, and an effort to improve the use of out-
come information in treatment and coverage decision, including the development of
physician protocols and national technology assessment;

(6) Medical malpractice reform, including the development of standards of neg-
ligence and treatment practice guidelines, the use of arbitration, limits on punitive
damages.
. (7) Expansion of health insurance coverage should build upon our employer-based

system without resorting to the use of rigid employer mandates or the disincentives
of taxes on health benefits.

V. MANAGED CARE CAN EFFECTIVELY CONTROL AN EMPLOYER'S COSTS

The experience of our member companies with managed care initiatives teaches
us that managed care can help control a company's soaring costs while enhancing
the quality of health care for employees. Employers and insurers are experimenting
with alternative approaches to managing employee utilization of health care, select-
ing qualified providers, and reducing unnecessary medical care to control costs.
APPWP supports efforts to encourage broader use by employers and the public sec-
tor of known successful managed care techniques.

State Anti-Managed Care Laws May interfere
Unfortunately, employer and insurer innovations in managed care are increas-

ingly encountering resistance from provider interest groups and growing efforts by
State legislatures to limit managed care practices. Several States have passed or are
considering laws that would limit utilization review, restrict the formation of pro-
vider networks, or require "freedom-of-choice" of pharmacies (preventing use of mail
order or formularies) for prescription drug purchases.

Utilization review limitation includes efforts to restrict the use of non-local medi-
cal protocols, impose credentialing or residency restrictions on physicians perform-
ing utilization review, prohibit utilization review of psychiatric, chemical depend-
ency or chiropractic treatment, or impose stringent appeal requirements. Network
restriction and "freedom-of-choice" efforts would limit the use of selective contract-
ing, the exclusion of non-network providers, and the negotiation of reimbursement
discounts.

Laws that would Orevent payers from holding providers to accepted standards of
practice and restrict payer reviews of reimbursement claims interfere with efforts
to reduce unnecessary and inappropriate medical care. APPWP believes the continu-
ing enactment of State "anti-managed-care" laws will tie employers' hands in the
effort to control their health care costs, and will contribute to an escalating level
of health care expenditures in the system as a whole. The APPWP is concerned
about anti-managed care efforts sweeping the country and supports federal legisla-
tive efforts to preempt State laws that would interfere with the operation of man-
eged care activities.

VI. EXPANDING ACCESS THROUGH THE VOLUNTARY SYSTEM

There are several general public policy options under discussion that would sig-
nificantly expand access foe the uninsured. For those who think only the govern-
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ment can adequately and fairly provide health care for the American people and
contain costs a one-payer government-sponsored social insurance program is es-
poused. For those wbo believe that the employ --based system implies a responsibil-
ity for all employers to provide all workers with health care benefits, mandates of
some dimension are prescribed. For those who believe that there is already too
much government involved, even with the private sector, elimination or limitation
of federal tax subsidies for employer-based health care benefits is advocated, with
some even suggesting that individuals be mandated to provide their own health ben-
efits with the aid only of tax credits and nGt their employers.

As strong advocates of the private sector approach, the APPWP advocates these
approaches to expanding access:

" a serious, long-term battle plan to contain health co:o costs across the board
and improve the operation of the health care marketpuae ;n the United States;

" increased incentives for employers to provide and maintain health benefit pro-
grams for their employees, including an end to cost shifting, retention of current
tax subsidies for private health care benefits, small market insurance reforms,
pre-emption of state benefit mandates, expansion of managed care, etc.;

* fulldeductibiity of health insurance premiums for the self-er, ployed; and
" a credible public program, such as a restructured or reformed Medicaid, that

would not only cover all poor persons, but provide equitable and rational pro-
vider reimbursements. Expanding direct provision of services to targeted popu-
lations should also be included. Such a renewed public health care program
would provide an attractive buy-in or buy-out option for the working uninsured
as welL We recognize that a viable public program for the uninsured must in-
clude the nonpoor in order to be adequately funded by the government, and
would require significant, additional revenues.

The APPWP categorically rejects a government sponsored one-payer, one-size-fits-
all health care system as an answer to our Nation's health care dilemma. We can
assure members of Congress that you do not want to be in the position of an em-
ployee benefits manager, having tc decide what coverage you can afford for our
plan's participants; which services, treatments and providers would be covered, and
who would receive what kinds of treatments, surgery, or transplants. For that is
what would happen under a one-payer system in our form of government: the Con-
gress would have to decide ultimately many of these critical details. This is a job,
in all due respect, that is not suitable for elected representatives.

Also, many who advocate a government system maintain that its enormous ex-
pense, which is usually woefully underestimated by its advocates, would be "cov-
ered" by the savings realized from reduced administrative costs. We do have high
administrative costs in our system, and there are ways to reduce those costs, such
as universal claims forms and electronic billing, and other such improvements the
APPWP would support. However, we believe that if you want to know what's going
on in your system, and better manage it, you have to spend some money. Duplica-
tion, unnecessary paperwork-which applies to both the private and public sectors--
can and must be reduced. We're swimming in paperwork. But the suggestions that
we should emulate the Canadian administrative procedures seem attractive at first
glance, but on closer examination, its flaws become more apparent. Canada "man-
ages" its system basically through the means of global budgets, and less with the
sensitive hand guided by hard data and analysis. The additional administrative dol-
lars being spent on managed care are paying back handsomely in savings and im-
proved quality.

First, much of what has been said about administrative costs exaggerates that
cost azid its contribution to overall health care cost inflation. Second, much of our
so-called administrative costs go toward finding out what goes on in our system. We
collect extensive, critical data about our health care system and how it is operating
in order to have a better idea about its failures, successes, and weaknesses. These
data help us understand and manage our system better. Canada, and other nations
with simple and low-cost administrative systems, now wish to emulate our informa-
tion gathering capabilities in order to begin to better and more sensitively manage
their systems. While there is much that we can do to simplify and lessen adminis-
trative costs, we must be careful not to overlook its positive aspects.

We believe that access can be enhanced through such incremental changes to the
small health insurance market and by containing costs. The APPWP is on record
in support of the Health Insurance Association of America (HIAA) plan to enact
small market reforms. We believe that those who actively block effective incremen-
tal changes because they are holding out for the "big fix" which may still be years
away are being unfair to those who could be helped now by more modest, yet impor-
tant changes.
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VII. MANDATES

Obviously much has been said about mandates in the context of health care re-
fo m. For some of those committed to an employer-based system and to universal
access as a national public policy, mandates seem the only logical option to effec-
tively expand access, especially to the working uninsured. We would disagree.

Because APPWP members provide quality health benefits to their full-time em-
ployees and their families, most proposed mandates would have only a modest effect
on most of our members. However, the employer community has always opposed
new mandates because they don't want the government telling them what they have
to do, and because mandates though they may start out modestly, quickly grow in
expense due to expansion and complex regulation. No matter how minimum or mod-
est a health benefit mandate would begin, one only has to look over the vast array
of state mandates to see how difficult it is for legislators to keep a mandate to a
true minimum. Furthermore, any mandate would have to be designed to com-
plement and sustain the private, employer-based system. We have seen no pay or
play proposal as yet that would accomplish this objective.

We have also stated that while we oppose mandates, we would find a coverage
or "offering" mandate less onerous. Under a coverage mandate, employers would be
obligated to provide an unspecified, perhaps actuarially-equivalent benefit package
for his or her employees. This unspecified package provides the employer the flexi-
bility to design a program to best suit his or her worlkforce. Under an offering man-
date, an employer would be mandated to merely offer access to a group health plan,
with no requirement to contribute, other than minimal administrative expenses.
Such an approach can be found in HR. 3410 recently introduced by Rep. Barbara
Kennelly. The APPWP will study closely and debate all these mandate options.

We must emphasize again, any mandate would have to be carefully designed so
as to preserve and strengthen the private sector system, not work to undermine or
sap its viability. It would have to include by design, incentives and safeguards that
would inhibit dumping" of private employees into the public plan. We fear that the
play or pay proposals we have seen thus far would provide a slippery slope to na-
tional health insurance, which we cannot endorse. Finally, while most mandate pro-
posals include certain incentives and cushions to small employers, as they must, the
problems of large employers with similar problems-highly mobile, low income,
short-term employees-must also be recognized and dealt with.

We still believe that all efforts for voluntary expansion through heater incentives
and cost containment, as well as a restructured Medicaid, should irst be exhausted
before any form of mandate be contemplated.

VIII. CONCLUSION

The APPWP represents the most experienced and committed benefits profes-
sionals from all across the policy spectrum. If we can reach consensus on some of
these key issues of rate regulation, spending targets, taxes, and mandates, then we
trust that the Congress can do so as well. To bring that time closer, we suggest that
the President of the United States call for a health care summit, bringing together
all the key stakeholders and payers and wring from that disparate assemblage a
commitment and a consensus to make the needed improvements to our health care
system. We also need political leaders who will be honest with the American people
about the burdens of reform and how they must be shared equitably by all. We can
no longer promise the American people open-ended health care for which they pay
little or nothing. Reform of our system will not come easy or cheap.

We must have policy makers who will be honest with the American people about
the costs and burdens of reform. For most Americans, reform proposals now under
consideration may mean such changes as higher unemployment, higher taxes, lack
of freedom of choice, rationing of care by age or degree of illness, qeues for certain
treatments and procedures, and higher out-of-pocket expenses. For those without
coverage, however, reform should mean improved access to care. But we cannot mis-
lead the American people and tell them that they will be issued a health card with
which they can go get any medical care or service they want or believe they need
without additional substantial cost to them, and to our society's ability to support
other basic needs. That kind of thinking actually got us in the mess we're in now.
It's time to tell the truth.

STATEMENT OF BLUE CROSS AND BLUE SHIELD OF MARYLAND

My name is Carl J. Sardegna, and I am Chairman and CEO of Blue Cross and
Blue Shield of Maryland, Inc. I am submitting this written testimony for inclusion
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in the hearing record on health care reform, of the United States Senate, Committee
on Finance.

It is a great pleasure to have the opportunity to discuss health care reform and
a market-based solution that I believe has real promise. I would like to thank the
Committee on Finance for holding its hearings on health care reform because public
debate about the fundamental requirements for true reform is essential if we are
to resolve the critical problems with our health care system.

In Maryland, the House Economic Matters Committee under the leadership of its
Chairman, Delegate Casper Taylor, has taken the initiative and pushed health care
reform to the forefront of public debate. We have, for the first time, a real oppor-
tunity for fundamental reform.

As this Committee knows only too well, growing concerns about health care costs
and poor access have stimulated the development of multiple health care reform
proposals.

Proposals from members of the House and Senate, medical specialty societies,
public interest groups, and organizations such as the Heritage Foundation, to name
a few sources, are piling up on the p" blic policy table at a rapid clip.

Yet when all of these proposals are distilled, three models stand out:

-"single payer" in which the government runs the health care system in one way
or another;

-"play or pay" which mandates employer financial contributions to expand ac-
cess; and

-"consumer choice" which involves the use of tax credits or vouchers to give con-
sumers a direct financial incentive to behave as responsible buyers of health
care-or in other words, to put market incentives into the health care system.

I support the version of the Consumer Choice approach which is being actively
considered in Maryland as a statewide demonstration. I believe it can work in Mary-
land, and I believe it offers a model for the nation as well, because unlike the other
approaches, it achieves four critical health care reform goals:

First, it provides universal and continuous access for all to standard in-
surance benefits without regard to employment or health status;

Second, it moderates costs by using competition to pressure insurers and
health care providers to operate efficiently, and to put more purchasing power
in the hands of consumers;

Third, it is budget neutral and uses an equitable financing methodol-
ogy; and

Fourth, it preserves what is good about our system-a system that fos-
ters competition and innovation, encourages the development of technology, and
a,lows Americans to keep what they value so highly, the right to choose doctors
they trust, without long waits for care.

All four goals must be achieved if we are to see true reform in this country. The
iecemeal solutions of the past have simply not worked. In fact, they have exacer-
ated our problems.

I contend that neither the "single payer" nor the "play or pay a proach offer via-
ble solutions for "fundamental reform. The "single payer" model forces cost control
through global budgeting, by price regulation and by capping the volume of services.
As in every other country where this has been tried, the inevitable result is ration-
in and waiting lines.

also believe that this model will discourage innovation in the development of
new medicines and technologies. Furthermore, consumer research repeatedly shows
that while most Americans want reform they do not want a system run by the gov-
ernment.

The "play or pay" approach leaves one-third of the uninsured population uncov-
ered, including many unemployed and part-t'me workers. This model also puts an
enormous financial burden on employers, without offering them aniy hope of reduc-
ingtheir health care benefit expenses and becoming more competitive.

Finally, both approaches would require a substantial infusion of funds into a sys-
tem that already costs too much, at a time when the country is staggering under
the weight of our deficit. Neither approach 'would encourage competition or yut
market forces to work to moderate cost increases.

It probably goes without saying, that one of the reasons that health care costs are
consistently higher than the Consumer Price Index is that the end users of the
health care services, consumers, and those who order health care services, health
care providers, have been shielded from the economic consequences of their choices
by insurance.
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Imagine what would happen if everyone in this country had a food card for the
price of an annual premium, that provided access to any grocery store, and covered
costs, with a deductible or co-pay, of whatever food products the store manager rec-
ommended. The lack of market place incentives would surely result in a steady esca-
lation of foc, ' 3s.

Simply put, we need market place incentives in the health care system that put
the consumer in the driver's seat. The Consumer Choice Health Plan being debated
in Maryland does that. In this model:

1. Every individual, including those currently served by Medicaid, and
excluding only those already covered by Medicare, would purchase a com-
prehensive standard insurance plan from a qualified carrier. Purchase of sup-
plemental insurance would be optional.

2. Consumers would purchase the standard insurance from their employ-
ers or shop on the open market. Those who are unemployed could obtain insur-
ance from designated public agencies or brokers.

3. The standard inLurance would be similar to comprehensive plans avail-
able on the market today and would include preventive as well as acute care bene-
fits.

4. Issuance of the standard insurance would be guaranteed and renew-
able without regard to health status or claims experience. In other words, no more
exclusions on pre-existing conditions, and no more loss of insurance when you
change jobs.

5. All individuals, not just those at lower income levels, would receive a re-
fundable tax credit or voucher to use toward the purchase of the standard insur-
ance.

6. The tax credit would be progressive and the amount would be geared to
pay 100% of the estimated cost of the standard plan for those below the poverty
level, and scaled down to where it would provide 50% of the cost of the standard
plan for families with incomes over $100,000. (See Table 1).

7. Health care benefits received by individuals will be treated as taxable
income and the deduction for out of pocket medical expenses will be elimi-
nated. Today, high income individuals benefit from a hidden tax subsidy because
they do not pay taxes on the value of health care benefits paid by their employers.
The value of this subsidy is $65 billion nationally and $1 billion in Maryland.

It is important to note that the value of the progressive tax credit is calculated
to offset taxes in a way that families earning less than $50,000 will break even or
gain financially from this proposal, assuming the employer does not contribute any-
thing to the plan. If the employer holds the employee harmless, which I believe most
will do, even those earning $100,000 or more will break even (See Tables 2 and 3).

8. The workplace would remain the focus for purchasing health care benefits
for most consumers. All employers would offer a standard and a supplemental insur-
ance plan to their employees, but financial contribution to the plan would be op-
tional, just as it is today.

9. Employers would all pay a 4% payroll tax as their only mandatory con-
tribution to health care benefits. This is significantly less than the 8 to 10% of
payroll they are paying today. For those employers who are not contributing today,
it would provide an affordable way for them to participate.

10. Consumer protection would be built in. In order to do business in the
state, carriers would have to be qualified. To be qualified they would have to offer
the standard insurance, meet certain financial criteria including caps on administra-
tive expenses, and be proficient in managing the cost and quality of care.

Let's look at how this would work in an employment setting. First, an employer
would arrange through a qualified carrier or broker to offer a standard and supple-
mental plan at group rates to its employees, and decide the level of its financial con-
tribution.

An employer who wanted to maintain the same benefits plan that was in place
before consumer choice, would already be financially ahead of the game, because the
cost to the employer to fund the identical plan will be reduced by the amount of
employee tax credits now available to defray the cost.

We estimate that employer savings will be between $500 and $1,000 per em-
ployee, depending on the level of health care benefits currently provided (See Table
4).

Employer savings could be passed on to employees as increased wages, invested,
or retained as earnngs or profit.

Employees, knowing the value of their tax credit, and how much the employer
would pay (in other words, how much they have to spend), would decide whether
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to purchase the standard plan from the employer or search for a better deal on the
open market, as well as whether to purchase any supplemental benefits.

Comparison shopping would be greatly simplified because the standard insurance
benefit would be just that-standard.

When consumers know how much money t .y have to spend and can truly com-
parison shop, they will be far more value conscious. Insurers will be forced to offer
insurance products at or below the target price associated with the full value of the
tax credit to stay in br.o~ness.

Just as an aside, I can tell you from our experience at Blue Cross and Blue Shield
with consumers who purchase insurance directly, that they are very value conscious
and they put enormous pi essure on us to deliver good insurance values.

Under the competitive pressure generated by the Consumer Choice Health Plan,
qualified carriers will in turn contract with health care providers in organized deliv-
ery systems that can demonstrate the ability to deliver quality care in an efficient
and cost conscious manner. This is managed care in action. Obviously, selective pro-
vider contracting is happening today, but it will intensify and expand and become
much more sophisticated than it is today.

Consumer demand for value will also put enormous pressure on the entire sys-
tem-health care providers and insurers alike-to find ways to eliminate waste in
the system.

The Consumer Choice Health Plan also assumes the adoption of a uniform claim
and installation of electronic networks throughout the state to eliminate the cost
and burden of today's paper-bound processes. The Plan also assumes that there will
be caps on administrative expenditures.

One of the cornerstones of the Consumer Choice Health Plan is its funding mech-
anism. There is enough money in the system today to expand basic insurance to all
and to fund the tax credit. The funds just haven't been allocated equitably. The five
principle sources of funds are as follows:

1. Individual income taxes associated with the elimination of the tax exclusion
for health care benefits as well as the deduction for out of pocket medical expenses.

2. A 4% employer payroll tax. As I said before, employers who contribute to
health care benefits today pay between 8 and 10% of payroll.

3. Increased corporate tax revenues on any increased profits earned to the ex-
tent that employee tax credits reduce the level of employer expenses for health care
benefits.

4. Federal and State public funds currently spent for the acute care part of
Medicaid and other public health programs.

5. Uncompensated care dollars no longer need to cover hospital bad debt.
It all adds up to a program which is budget neutral. (See Table 5) It can be done.

The math works for Maryland and it works for the nation.
Can the Consumer Choice Health Plan be successful? Yes, I believe it can. The

current Federal Employees Program is somewhat structured like the Consumer
Choice Health Plan, in that it offers a specified amount of financial contribution
which is known to Federal employees together with wide choice of plans.

I believe that the success of the FEP program in moderating cost increases can
be attributed in large part to the design which gives consumers a clear role in mak-
ing their purchase decisions.

As you can see, this proposal varies in significant ways from that proposed by
President Bush and somewhat from that proposed by the Heritage Foundation.

The Bush proposal provides a tax credit for individuals at the lower income scale,
but offers no explicit fundingmechanism. It also continues the tax deduction for em-
ployer based insurance which insulates consumers from the market.

The Heritage proposal goes much further, by repealing the tax exclusion for
health care benefits, and imposing an individual mandate, as well as expanding the
tax credit to a wider income band. However, the Maryland Plan relies much more
heavily on employers to participate through the requirement that all employers offer
insurance as well as help finance the tax credit through the 4% payroll tax.

In conclusion, I believe that the strength of the Maryland Consumer Choice
Health Plan is that it achieves all four reform goals in an integrated way. It pro-
vides universal access to a standard benefit which eliminates the need for a sepa-
rate public program for acute care Medicaid.

The Consumer Choice Health Plan brings competitive pressures into the system
to control costs. It equitably reallocates funding so that it is budget neutral. And
it preserves what is good about our system.

Obviously there are aspects of this proposal that are controversial and details that
are subject to further discussion. But I believe that the principles inherent in the
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Plan are solid and equitable. The truth is that fundamental reform requires every-
one to give a little to make it work.

If the problems of the system are looked at from an integrated rather than a
piecemeal perspective, I think we will have a real shot at success.

At this point, Cas Taylor and others are working hard in Maryland to implement
the Consumer Choice Health Plan as a statewide demonstration.

We strongly believe that experimentation at the statewide level is the way to go
because of the dramatic changes that potentially could occur with a significant part
of the national economy under a permanent change of such scope.

We urge you to consider a tax credit approach like the Maryland Plan as a viable
alternative in reforming our health care system. Additionally, we urge you to adopt
legislation which provides the necessary waivers and funding for statewide dem-
onstrations.

Thank you for the opportunity to comment.
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STATEMENT OF THE CONSUMERS UNION

Consumers Union I appreciates the opportunity to present our views on the need
for major reform of the American health care system. Few topics have so dominated
our concerns as the failure of the health care system to accommodate all citizens.
Consumers Union has supported the principle of extending access to high quality
health care to all Americans for over 50 years. In 1939, Consumer Reports noted
that forty million Americans received inadequate medical care and called for enact-
uxqnt of the Wagner National Health bill, which would have been a "cornerstone for
a national health program." 2 In 1946, Consumer Reports supported the Wagner-
Murray-Dingell Bill, which would have established Federal compulsory health insur-
ance.3 In 1974, Consumer Reports published a comprehensive comparison of five
proposals for "national health insurance" and established five goals that a national
eath insurance plan must meet to serve the consumer interest.' Consumer Re-

ports published a 2-part series, "The Crisis in Health Insurance," in the August
990 and September 1990 issues. Most recently, our July 1992 article "Wasted

Health Care Dollars" concludes that $200 billion dollars are wasted evcry year on
unnecessary medical procedures and administrative costs.

There are four main points in our statement:
-The health care crisis affects everybody in this country, not just the roughly

15% of the population that lacks health insurance.
-We need fundamental reform of opr health care system. Addressing the symp-

toms alone would lead to new probims in the future.
-A single payer system is the only solution that can achieve the twin goals of

universal access and cost control, by exploiting the substantial savings in ad-
ministrative costs and reallocating these dollars to provide access to health care.

-- Critics of the Canadian health care system present a distorted view of the situa-
tion with regard to rationing, queuing, development of innovative technology.
The Canadian system works well, and is well-liked by Canadians.

HEAVY TOLL OF THE CRISIS, AFFECTING VIRTUALLY ALL AMERICANS

1. The health care crisis affects everybody in this country, not just the
roughly 15% of the population that lacks health insurance. It takes a heavy
toll especially on the middle class-through "job lock," inordinately hig
premiums, and the lack of access to health care.

Some people argue that Congress should not overhaul the health care system be-
cause so much is going right, and that the uninsured represent a relatively small
percentage of Americans. But this viewpoint distorts the reality that all Americans
are at risk, even those of us lucky enough to have employer-provided coverage
today. We are all at risk because a major illness or accident could lead us to lose
our health insurance or could lead to an unaffordable increase in premium. Our Au-
gust 1990 article told the story of David Curnow, formerly a partner in a San Diego
law firm. He was injured in an accident, when (while riding his bicycle) he was
struck by an uninsured motorist. While his insurance carrier paid most of his bills
(which totaled nearly ($250,000), he has considerable out-of-pocket costs for the
home-health aide services he needs every day. But before long, his health insurance
benefits will run out. Eventually he will qualify for Medicare because of his disabil-
ity, but he will be unable to get coverage for expenses not covered by Medicare. If
he is able to return to work, it is not very likely that he will find a firm that has
an insurance company willing to accept the health risk he poses.

We are all at risk of suffering "job lock" because of concerns about our inability
to switch jobs because of the inability to get health insurance through a new em-
ployer. "Job lock" can occur for a varety of reasons: a pre-existing condition clause

I Consumers Union is a nonprofit membership organization, chartered in 1936 under the laws
of the State of New York to provide information, education, and consel about consumer goods
and services and the management of family income. Consumers Union's income is derived solely
from the sale of Consumer Reports, its other publications and films. Expenses of occasional pub-
lic service efforts may be met, in part, by nonrestrictive, noncommercial 'contributions, grants,
and fees. In addition to reports on Consumers Union's own product testing, Consumer Reports,
with approximately 5 million pid circulation, regularly carries articles on health, product safe-
ty, marketplace economics and legislative judicial and regulatory actions which affect consumer
welfare. Consumers Union's publications carry no advertising and receive no commercial sup-
port.

I'The Wagner Bill & Mr. Gannett,' Consumer Reports, April 1939, p. 20 and "By Popular
Demand," Consumer Reports, February 1939, p. 32.

Bureaucracy in Medicine?," Consumer Reprts, April 1946, p.110-111.
4"National Health Insurance; Which Way to Go"' Consumer Reports, February 1976, pp.

118-124.
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in a prospective employer's insurance could be burdensome because it precludes cov-
erage for expensive needed care; prospective employers might not have any health
insurance benefit; employees might face high premiums if th prospective employer
either has a high cost policy or requires a large percent of the premium to be paid
by employees. The New York Times recently reported that three in ten Americans
say that they or someone in their household havt stayed in a job they wanted to
leave mainly to keep the health benefits. "Job locC was a major concern for both
people with low incomes (22% of adults with household income under $16,000) and
or people with middle and high incomes (36% of adults with household income be-

tween $15,000 and $30,000; 34% of adults with household income between $33,000
and $50,000; and 18% of adults with household income over $50,000).6 The extent
to which concern about health insurance is stifling th,: mobility and no doubt moti-
vation of workers in American companies is truly alarming.

We are all at risk if spiralling health care costs lead our employers to either
drop health insurance coverage or cut back benefits. Consumer Reports told the
story of a small employer (an eight-employee TV repair shop) in Bakersfield, Califor-
nia that could no longer afford to pay half the premium for employees' health cov-
erage. Its employees had to pay the full pre-nium for coverage that doubled in price
in 1 year, with premiums for one employee (whoec wife had had cancer surgery) of
over $10,000 per year. Over half of the non-elderly population without health insur-
ance are working adults. Health conditions of some employees, like Kay Nichols
(who at age 38 has glaucoma) lead employers to be either locked-into existing health
insurance policies (unable to shop around for a lower-priced policy) or to face dif-
ficult-to-acce pt exclusions for new policies.

We are all at risk if our employer requires us to pay an increasing share of the
premium. In 1984, Hewit Associates, a benefits consulting firm, found that 37 per-
cent of large employers paid full premiums for their workers. By 1988, only 24 per-
cent provided these benefits. 48 percent of the low wage members of the Service Em-
ployees International Union (whose members are hospital workers, janitors, and
government employees) were offered insurance but turned it down because they
could not afford the premiums.

NEED FOR FUNDAMENTAL REFORM

2. We need fundamental reform of our health care system. Addressing the
symptoms alone would lead to new problems in the future.

A variety of types of legislation has been introduced-ranging from modest re-
forms of the small group market to more comprehensive "pay or play" proposals to
fundamental reform of the health care system through a single payer system. Con-
sumers Union believes that only through establishment of a single payer system will
we meet our goals of universal access and cost control.

I would like to comment on the "pay or play" approach. The key drawbacks of a
"pay or play" approach are:

-By continuing to rely on the 1500 or so insurance companies, this approach
loses the opportunity to tap the $67 billion per year administrative expenses
(approximately 10 percent of the nation's health care bill) that could be used
to pay for health care. (The Medicare program provides support for the principle
that public programs are low in administrative costs, with the percent of Medi-
care revenues spent on administration between two and 3 percent.)

-- While "small group reforms" would restrict insurers' ability to charge risk-based
premium differentials, there is .no getting around the fact that insurance compa-
nies will profit by finding new ways to compete in this marketplace. It is dif-
ficult to predict exactly where this will lead, but with an eye on profitability
driving the system, there may well be new means of excluding undesirable risks
and new marketing strategies.

-This structure could cede the relatively poor risks to the public program (which
will consequently appear to be relatively high cost) and allow the private sector
to cream the best risks. This will be the case when companies compare their
costs of participation in the public program with the costs of private insurance;
those companies whose private health insurance would exceed the 9% payroll
tax [1993J of the public program are most likely to sign up for the public pro-
gram.6

5Erik Eckholm, "Health Benefits Found to Deter Job Switching," New York Times, Septem-
ber 26, 1991.

'Relatively high average-wage employers are less likely than low average-wage employers to
join the public system. To the extent that low-wage employers employ a relativelygoung work
force, this will help decrease the adverse selection into the public program. It is difthcult to pre-
dict with precision the risk distribution in the public program.
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-Americans are seeking a health care system that treats people fairly and they
are seeking a system that is relatively easy to understand and to use. While
pay-or-play proposals do take some steps to simplifying the market through use
of uniform claims forms, there is no way to get around the fact that the propos-
als are extremely complicated and hard for the average consumer to under-
stand.

A SINGLE PAYER SYSTEM CAN ACHIEVE TWIN GOALS: ACCESS AND COST CONTROL

3. A single payer system is the only solution that can achieve the twin
goa s of universal access and cost control, by exploiting the substantial sav-
igs in administrative costs and reallocating these dollars to provide ac-
cess to health care.

We believe that Americans would be well served by a single-payer health care sys-
tem. With careful planning and adequate funding, our country could build on the
Canadian experience and could assure that all Americuis have timely access to high
quality medical care, as well as access to beneficial innovative technology. A single
payer health care system offers a huge savings of administrative costs. The General
Accounting Office estimates that if the United States adopted a Canadian-type of
single payer system, we would save $34 billion in insurance overhead and $33 bil-
lion in hospital and physician administrative costs (1991 figures).7

In order to better understand the Canadian health care system, I contacted-by
phone and by letter-some prominent Canadian doctors andhealth policy research-
ers. My aim was to explore and better understand possible failings of the Canadian
system. What I encountered was universally positive and supportive of their system.
Below is a sampling from their letters:

"Our university health insurance plan is one of government's most popular and
publicly a proved programs "

"It would be very difficult to generalize on the public perception in Canada of the
extent to which queuing for surgery is a problem. There have been very vocal inter-
est groups dealing with cardiac surgery for example, but polls have shown that
there is a high level of overall satisfaction in Canada with the health care system."9

"There has so far been very little pressure to modify the health care system by
allowing private insurance. Polls show that Canadians are highly satisfied with the
existing system and indeed they also show considerable resistance to any possibility
of a two-tier system." 10

Consumers Union supports adopting a single payer health care system and tap-
ping the substantial administrative cost savings to expand access to health care and
to expand coverage to eventually include long-term care for all Americans. Consum-
ers would continue to have freedom of choice of health care provider. It is sound
public policy to reallocate the 67 billion dollars that could be shifted from adminis-
trative costs to expand health care coverage and improve health care.

THE CANADIAN SYSTEM WORKS WELL AND IS WELL-LIKED

4. Critics of the Canadian health care system present a distorted view of
the situation with regard to rationing, queuing, development of innovative
technology. The Canadian system works well, and is well-liked by Canadi-
ans.

Rationing. Some critics of the Canadian system charge that it results in rationing
of health care. It has almost become a cliche that health care is rationed by price
in the United States, with the insured getting high-quality health care and the un-
insured lacking access to ade health care. But the situation in this country is
more complicated than this. Dr. C. Everett Koop recently showed that emergency
room care in the United States is already rationed to some degree because of a
mismatch of capacity with need. And the state of Oregon is leading the way with
a proposed experiment of rationing of health care services for the poor, in order to
provide access to a broader array of effective health care services for the near-poor.
Large-scale rationing of health care in the United States will become a reality un-
less a major reform of the health cre system is enacted. More and more com-
panies will follow the developing trend of cutting back on their coverage of high cost

7 "Canadian Health Insurance: Lessons for the United State. Report to the Chairman, Com-
mittee on Government Operations, House of Representatives, g eneral Accounting Office, June
1991 p. 63.

8Michael B. Decter, Deputy Minister, Ministry of Health, Ontario, Canada, letter of Octber
11 1991.

4Dr. Charles J. wright, Vice President, Medical, Vancouver General Hospital/British Colum-
bia's Health Sciences Centre, letter of August 12, 1991.

10 Dr. Adam L. Linton, President, Ontario Medical Association, letter of August 16.
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procedures if costs are not contained. It is crucial that Congress address this very
real need to take steps to control costs because the cost spiral will lead to very real
rationing in this country. The best way that Congress can avoid inappropriate ra-
tioning is to adopt a single payer system, with application of the findings of out-
comes research, so that we can not only reallocate the $67 billion of administrative
costs in the present system to provide health care, but in addition we can assure
that our dollars are spent on effective procedures that benefit the patient.

Queuing. Similarly, critics of the Canadian system charge that Canadians must
waitin long lines to receive care. When I contacted several doctors and researchers
in Canada to explore this charge, I met with a-universal response that this concern
is overblown. First, it is important to separate the issue of supply of health care
personnel and technology from the issue of how the care is paid or. Instituting a
sin le payer system alone will not lead to queues, considering the fact that the U.S.
health care system currently has excess capacity. Second, Canadians do not have
to wait for emergency care. Third, waiting lines typically occurred when patients re-
quested a certain doctor or hospital. One of the strengths of the Canadian single
payer system is the freedom consumers have to select the doctor they want; one re-
sult is that Canadian consumers-like American consumers-may have to wa'. to
get treatment by the doctor of choice. We should not talk about "queues" without
acknowledging that our system often has them as well. Fourth, in an efficient
health care system, some waiting time is needed in order to use equipment and per-
sonnel efficiently. The alternative to modest waiting times is excess capacity that
results in out-of-control health care costs and possibly unnecessary treatment. "The
real issue for any health care system dedicated to universal access is not that
queues exist for some services, but rather how best to measure monitor, and man-
age them," concludes Dr. C. David Naylor in his recent article about queues for
open-heart surgery in Ontario."

I would like to share with you some comments on the subject of waiting lists from
Dr. Charles Wright of Vancouver General Hospital. The comments demonstrate the
need to look at the issue of waiting lists from the perspective of managing waiting
lists and developing optimum waiting lists, instead of dismissing a single payer sys-
tem because of an irrational fear of waiting lists:

It would be very difficult to document the effect of waiting lists on health
consequences, but informed opinions suggest that they are minimal. It is
necessary to remember that a waiting list is absolutely essential in order
to run an efficient elective surgical system in which patients are treated
only for appropriate indications. The debate comes as to how long an appro-
priate waiting list should be. So many elective surgical procedures are
'judgmental'. That is, there is r, t a switch (contrary to what the general
public often believes) which says that you either do nor do not need sur-
gery. It is a question of balanced judgment. Surgery is often one among
many alternatives, and the degree of disability at which the risks of death
and complications of surgery become justifiable is very much a matter of
opinion. This applies to some of the largest volume and cost items in our
repertoire, for example, major joint reconstructive surgery, cardiac surgery,
urological surgery, plastic surgery, etc. What is often not realized is that
most surgery falls in a grey area where judgment is required and where
the indications for operation may be more or less strong.' 2

I believe that when more and more Americans realize that t;,eir family, their
spouse, their children are at risk of being left out of the line for health care in the
United States, that they will be willing to accept a system that treats them fairly
and allows them to join the line for health care in a rational health care system.

Innovative Technology. Critics of a Canadian type of health care system argue
that if America adopted it, Americans would have less access to innovative tech-
nology. There are two issues here-the question of development of new technology,
and the accessibility of the technology to consumers across the country. With regard
to the development of new technology, I do not believe that whether a country has
a single payer health care system is the dominant factor in whether it is a leader
in the development of new technology. One issue is the availability of venture cap-
ital. Another factor is that pharmaceutical companies and medical technology devel-
op ment companies operate on a global basis and consider worldwide demand for
their products. The United States, for sure, has been the location for the develop-
ment of new technologies. But it does not presently have a monopoly on the develop-

' IC. David Naylor, "A Different View of Queues in Ontario," Health Affairs, Fall 1991, p. 111.
12 Dr. Charles J. Wright, Vice President, Medical, Vancouver General Hospital/British Colum-

bia's Health Sciences Centre, letter of August 12, 1991.
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ment of innovative technology, as demonstrated by the fact that extracorporeal
shock wave lithotripsy (for treatment of kidney stones and gallstones) was developed
in Germany.

The second key issue is the accessibility of innovative technologies to" citizens of
a country (referred to in the literature as diffusion). There is no question about the
fact that if you compare the number of people served by unit of selected medical
technologies (e.g., open-heart surgery, cardiac catherization, organ transplantation,
radiation therapy, extracorporeal shock wave lithotri sa, magnetic resonance imag-
ing), there are far fewer people per unit in the United states than in either Canada
or Germany.13 But as researcher Dale Rublee points out, "The differences can be
interpreted to suggest overprovision in the United States rather than
underprovision in Canada or Germany." In Canada and Germany, some efforts have
been made to limit new technologies to help assure tnat they are cost-effective. For
example, MRI's are prohibited outside of hospitals in Canada. The important lesson
for the United States is not that we should seek to emulate Canada's pattern for
diffusion of technology, but that a conscious effort should be made to take cost-effec-
tiveness into account in making decisions about location of expensive medical equip-
ment. In the long-run, this will benefit all of us.

HOW TO GET FROM HERE TO THERE

We believe that there is growing awareness that our health care system needs a
major overhaul. But we also acknowledge that in order to achieve the type of reform
we support, Americans need to be strongly behind the proposal. The fist step is for
Congress to acknowledge the need to go beyond "small group reform" an oth er
small-scale reforms of the system, and make a commitment to developing a blue-
print to achieve both universal access and cost control through a single payer sys-
tem. We need not only political leadership from Congress (and hopefully at some
point the Administration), but we also need continued education efforts from groups
ike Consumers Union.

Once the commitment is made to achieve universal access and cost control
through a single payer system, the question of how to phase in a program will need
to be considered. We urge you not to turn to "pay or play" as the ultimate solution,
for reasons outlined above. Instead, we urge you to consider phasing-in the program
by starting, for example, with doctor coverage, then hospital coverage, home care
services, and nursing home coverage. If you choose to phas3-in population groups
(e.g., children, pregnant women, people 60 to 65 years old), we urge you to do so
only as part of a larger plan that by design will include everybody on a fixed sched-
ule, for fear that we repeat the experience of the 1960's, when only the poor and
the elderly's needs were addressed.

In conclusion, I would like to thank the Committee for giving Consumers Union
the opportunity to present our views. We look forward to working with you to make
high quality health care a reality for all Americans.

STATEMENT OF MELANIE D, GRAHAM, M.D.

THE UNIVERSrTY OF ALABAMA AT BIRMINGHAM HOSPITAL,
Birmingham, AL, July 21, 1992.

Dear Members of the Committee on Finance: This letter is in regard to the new
physician differential reimbursement rates imposed by Medicare. I am a senior resi-
dent in the field of Radiation Oncology and am about to enter private practice. I
am directly affected by the new Medicare physician fee schedule and am opposed
to it for many reasons. The first of thesc is that this is an unfair practice which
discriminates against young physicians. As young physicians, we are in a great deal
of debt after supporting ourselves through medical school and residency with the
help of loans. Yet because we are new physicians, we will be paid less even though
we are working as hard if not harder than established physicians in the community.
I feel that as newly trained physicians, we actually have more to offer in terms of
knowledge of the most recent developments in our respective fields. Therefore, I do
not feel that we should be reimbursed less. Our patients, however, may see that
there is a differential reimbursement rate and may confuse this with a lower quality
of care.

"'3 Dale A. Rublee, "Medical Technology in Canada, Germany, and the U.S., Health Affairs,
Fall 1989, p. 180.
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I fully support the Medicare system and I believe that the elderly and disabled
deserve quality medical care. However, with the reductions made under the radiol-
tgy fee schedule and now the additional reductions under the new physician fee
schedule, it may substantially decrease my ability to accept Medicare as payment
in full. I hope that this will not be the case because I feel that it will be the patient
in the end who suffers.

Thank you for taking the time to consider my opinion on this issue.
Sincerely,

MELANIE D. GRAHAM, M.D./tch,
Department of Radiation Oncology.

STATEMENT OF THE GRAPHIC ARTISTS GUILD

Mr. Chairman and Members of the Committee, the Graphic Artists Guild greatly
appreciates the opportunity to submit testimony in favor of single payer health care
legislation. Thie Graphic Artists Guild is a national advocacy organization represent-
ing professional illustrators, graphic designers, cartoonists, surface and textile de-
signers, computer artists and other creators. Affordable, quality health care with
universal access is one of the top ,priorities for the Graphic Artists Guild and its
2,700 members. In fact, the Guild s National Board of Directors has unanimously
endorsed Universal Health Care legislation (S. 2320 and H.R. 1300) to demonstrate
our institutional commitment to a single payer health care system.

Our nation's current health care system hurts each of the members of the Graphic
Artists Guild as well the Guild as a not-for-profit organization. Ninety per cent of
Guild members are "freelancers," single-proprietorships who must secure their own
insurance coverage. Because private insurance barriers arbitrarily "redline" artists
and other creative occupations, Guild members are either denied coverage outright
or forced out of plans by constantly rising premiums. These rising premiums result
in a decline in membership for the Guild, our dominant source of revenue, as well
as higher staff costs to remain competitive.

DECLINE IN GUILD MEMBERSHIP DUE TO RISING INSURANCE PREMIUMS

In response to member demands, the Guild has been offering a variety of insur-
ance products to its members for over twenty years. Although the Guild receives no
royalties or other income from these offerings, the organization did enjoy a rise in
membership from those who needed insurance. However, as premiums for those
products rose, Guild membership declined proportionately.

For example, in 1985 the Guild had more than 3,200 members, of which627 par-
ticipated in the Theater and Entertainment Industries Group Insurance Trust
(TEIGIT), the plan offered by the Guild and underwritten by Connecticut General-
CIGNA. Today only 225 participants remain, and Guild membership has declined
to 2,700.

CURRENT OPPRESSIVE HEALTH CARE SYSTEM

The Guild sees every detlar paid in health insurance premiums as an oppressive
tax, an exorbitant payment for inferior service. In 1985, a single, 35.-year old Graph-
ic Artists Guild member paid $1,110.56 for a year's comprehensive coverage with
a $200 deductible. Today, a 35-year old single Guild member pays $2,811.60--a
253% increase! In addition, the deductible has increased five-fold to $1,000. Family
premiums rose comparably. For instance, a 35-year old artist with a family of four
spent $3,038.56 in 1985 with a $200 deductible per person. However, today it costs
$7,854 (again, a 258% increase), the deductible has increased to $1,000 per person
and fewer procedures are covered.

We cannot emphasize the regressive effect of the current health care system
enough. A Guild family whose household income is $12,000 pays the same $7,854
as the Guild family whose household income is greater than $100,000. Guild mem-
bers are literally forced to choose between insuring their families against potential
medical catastrophes and putting food on the table or paying rent.

In addition, older members who have been paying premums for years, are now
being denied coverage or priced out of existingplans. Private insurance carriers will
continue to collect premiums from young andhealthy individuals, who require mini-
Mal health care. Yet when these individuals reach their senior years, and therefore
require more medical care, they are either dropped or priced out of health care
plans. Something must be done to remedy this injustice.
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CURRENT HEALTH CARE SYSTEMS THREATEN VIABILITY OF THE GUII AND THE SMALL

DUSINESSES OF OUR MEMBERS

Costs for the Guild staff insurance plan have risen comparably. Fringe benefits
(including medical, hospitalization and life insurance) reflect 22.5% of tofal payroll
which is a 27.4% increases over last year. This problem is adversely affecting the*
ability of small businesses, whether for-profit or otherwise, to remain competitive

-in the market. As a small business employer, I would gladly pay an additional 7.5%
payroll tax that would replace the 22.5* 1 am now paying to private carriers and
Blue Cross/Blue Shield.

To counter the effects of these prohibitive, uncontained health insurance costs,
some small businesses (including graphic design firms who rely on freelance artists)
are changing the status of there employees to independent contractor. This effec-
tively relieves the small business of the obligation to provide fringe benefits. Of
course, this practice carries severe consequences if the Internal Revenue Service de-
termines those workers to be employees.

WE NEED RADICAL CHANGE

The costs for obtaining and maintaining quality, affordable health care are out of
control for everyone in this country. Currently, various plans for providing national
health care are being debated. Some of these plans still entrench private insurance
companies in the "business" of health care, while many don't address the needs of
those who are not traditionally employed, such as many artists. This country need

plan that covers everyone for everything with no out-of-pocket expense and the free.
dom to choose your own doctor. We need a sin gle payer health care system.

A single payer system would allow the Guild to focus its marketing efforts on the
benefits and services to meet its mission and not focus on insurance premiums. Po-
tential members, with their health needs met, could in turn concentrate on the pro-
fessional goals.

All Americans have a right to affordable, quality health care. In recognition of
this, the Graphic Artists Guild National Board of Directors has unanimously en-
dorsed the universal Health Care Act of 1991, Rep. Marty Russo's (D-IL) H.R.
1300, and its Senate counterpart, Sen. Wellstone's (D-MN) S. 2320. Under these
plans a single, publicly-administered program health insurance program to provide
affordable, comprehensive, quality health care to all Americans would be estab-
lished. The national health insurance program would simplify and streamline the
administration and financing of health care. This single universal system would
eliminate billions of dollars now wasted on administrative costs. Also, increases in
future costs would be controlled through annual budgets and national fee schedules
so that health care dollars are spent efficiently and effectively. Meanwhile,
consumer choice would be increased through the delivery of services by a greater
selection of health cat providers--everyone can choose his or her own physician or
source of care.

There would be no gaps in coverage and no barriers to care. This means com-
prehensive benefits for every American-including hospital and physician care, long-
term care, prescription drugs, preventive care, dental and vision care, and defined
mental health benefits. The government would become the sole health insurer.

Under Universal Health Care legislation, U.S. citizens and legal residents receive
a national health card which they would simply show to receive health care from
the health provider of their choice. Everyone has the same health plan. This plan
would not change when a person changed jobs or moved to a different state. There
would be no more discrimination based on age, health, income and employment.

Also, the Guild believes that dramatic savings will be experienced by the health
care system due to the fact that the medical costs which are factored into all liabil-
ity insurance and liability claims will no longer be a consideration in a single payer
health care system since everyone is unconditionally covered.

The money to pay for Universal Health Care legislation is the same money cur-
rently being spent on health care except it will be collected in a fair and equitable
manner. A National Health Trust Fund would be established under the We stone
Russo bills to collect revenues only to be used for health care expenses. The national
health insurance program would be financed through a federal, state and local gov-
ernments, taxes on corporations and wealthy individuals, as well as an employer
payroll tax. Ninety-five percent of all Americans will pay less than they pay now.

The benefits a single payer health care system are obvious. Artists, as well as all
Americans, will get the health care they need rather than the health care they can
afford. No longer will coverage be dictated by what their insurance company is will-
ing to pay. In addition, our federal and local governments would save billions in un-
necessary health care administration.
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Artists, united, can help make universal health care a reality. We've proved our
ability to succeed in the past, through organized legislative efforts such as the Art-
ists For Tax Equity (AFTE), and were committing similar resources to achieving a
single payer health care system. The Guild has drafted a statement to organize Art-
ists United for Universal Health Care (AUUH), a coalition to include actors, art
therapists, composers, craftsman, dancers, designers, directors, foundations, graphic
artists, illustrators, journalists, museums, musicians, painters, photographers,
sculptors, writers and others, united by a common goal: establishing an effective na-
tional health insurance program benefiting all Americans.

STATEMENT OF THE INDEPENDENT INSURANCE AGENTS OF AMERICA

Mr. Chairman and members of the Committee, my name is George Stancil. I am
a partner in the Cornell Insurance Agency in Grayling, Michigan and Chairman of
the Independent Insurance Agents of America's (IIAA) Health Care Task Force.
ILAA is th., ration's largest insurance agent association, representing over 220,000
agents and their employees throughout the country. I am pleased to have the oppor-
tunit to submit testimony to you today on expanding and improving employment-
base Y health insurance coverage.

IIAA has a keen interest in the health care debate for two reasons. First, though
our members sell all lines of insurance (predominantly property/casualty), an in-
creasing number of agents are entering into the health care market. The second,
and possibly more important, reason for our interest in this issue is that our mem-
bers are ail small business-people. The average insurance agency employs only
about ten people, though some can have as many as 200 employees or be as small
as a two person shop. Our members confront the same obstacles and frustrations
as any other small business in trying to insure their workers.

Earlier this year ILAA developed a health care policy statement which strongly
supports market reforms and, if implemented, would vastly improve the employ-
ment based system of health insurance. As you know Mr. Chairman, our position
closely mirrors legislation you have introduced, the "Better Access to Affordable
Health Care Act of 1991" (S. 1872). We commend you and others for offering a rea-
sonable approach to curing a large part of our health care crisis. While IIAA has
concerns about the specifics of a few provisions in S. 1872, we strongly support the
ideals and goals of this legislation. We look forward to working with you on this
legislation and hope that others who may have more ambitious proposals will see
that your plan is workable, politically feasible, and a productive first step toward
insuring the citizens of this country.

Today in this country there are over 30 million Americans who do not have health
insurance coverage and consequently adequate health-care. Of this number, some,
three-fourths are employed or are dependents of a worker. Estimates have shown
that nearly half the uninsured work in a company or office with less than 50 em-
ployees. Obviously, the smaller the business, the more difficult it is to provide cov-
erage. Insurance companies have traditionally steered clear of small businesses be-
cause they represent a higher risk in proportion to premiums paid. More often than
not, however, a small business simply cannot afford the insurance products avail-
able to them. It seems clear to us that the prime focus of any legislation on this
matter is to make health care more affordable and ultimately, health insurance
more accessible.

IIAA strongly believes that cost-containment measures would greatly relieve the
burden of health care costs. We support many of the cost containment measures in-
cluded in your bill: the establishment of a commission to advise on cost contain-
ment; and the encouragement of managed care programs and utilization review. The
concept of managed care was developed by the insurance industry to trim the costs
of full-service medical care. Most agree a basic health care package which includes
the use of managed care and/or utilization review would represent a huge cost sav-
ings to an insurance program.

Your proposal also calls for the pre-emption of state mandated health benefits.
Each state has developed its own blueprint for what every health care policy should
include. In theory this would seem both logical and appropriate. The insurance in-
dustry is regulated at the state level and IIAA strongly supports state regulation.
However, these state mandates no longer resemble the common sense components
they once were. In 1972 there were less than 50 state mandates for health coverage
across the country-in 1992 there are nearly 1000. While we applaud individual
state efforts to trim the burdensome and costly mandates themselves, we fear that
the only way to achieve this goal is federal pre-emption. A state-by-state repeal
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would most likely last well into the next century. The American people simply can-
not wait that long.

As we studied this issue, we found a phenomena with which I am sure you are
familiar. Increasingly, doctors, hospitals and other health care facilities devote an
ever larger amount of time and manpower to paperwork. Many doctors now have
a full-time staff person who just files insurance forms. The administrative costs are
passed on to the patient and needlessly raise the cost of health care. Indeed the in-
surance industry pleads guilty to the explosion in bureaucratic paperwork involved
in filing a claim. Filing a claim should not take a degree in advanced form tech-
nology. For this reason IIAA strongly supports the use of common forms by all in-
surance carriers. Familiarity will ease the burden for doctors and patients alike.
Furthermore, we would strongly encourage the use of an automated claims system.
This concept could be reviewed byyour proposed cost containment commission.

Another way to trim the cost of health care is medical malpractice reform. IIAA
believes that this is an essential ingredient to any reform package. While some re-
ports show that only 5% of medical costs can be directly attributed to malpractice
insurance, the indirect costs permeate the entire health care delivery system--esti-
mates are as high as 25%. The possibility of multi-million dollar malpractice judg-
ments looms over every medical procedure: it raises insurance costs, spawns defen-
sive medical treatments, encourages doctors to leave specialties for fear of litigation,
and needlessly increases the cost of equipment used in medical facilities. We rec-
ommend the establishment of a qualified "suggested procedure" system by peer re-
view or other commission. A system which allows the injured to recoup losses for
medical costs and lost wages should be implemented. Such a system would also
limit or cap non-economic damages and tighten the standards for awarding punitive
damages.

Over 50% of IIAA's membership is self-employed. As a group, the self-employed
have probably fared the worst in the current health care crisis. Large corporations
and companies have the ability to acquire insurance because of a larger risk base.
More importantly, a large corporation is able to deduct the cost of health insurance
supplied to its employees as a business expense. This huge tax advantage allows the
big guys to be magnanimous and caring. However, I wonder if they would provide
the same benefits if they did not have the tax benefit. The self employed are only
able to deduct 25% of the cost of health insurance on their taxes. It is no wonder
that so few of these entrepreneurs actually insure themselves. These people need
the same incentives as larger companies to provide health care for themselves. We
strongly support your proposal to raise the tax deduction for the self-employed from
25% to 100%. We believe, in the long run, this will save money by eliminating un-
compensated care and cost shifting.

We believe any proposed solution to the skyrocketing costs of health care and the
lack of access to health insurance must include insurance reforms as well. It is a
crime that the people who most need insurance-the sick-are the ones who have
the most difficulty acquiring it. There needs to be reform in underwriting. Small
firms should not be excluded from doing business with an insurance company be-
cause of the high risk. A business which rovides health insurance must be able to
do so for all of their full-time employees. There needs to be guaranteed renewability
unless in cases of negligent premium payments. An employee should not be denied
coverage because of a prior condition, a practice which has created a new phenom-
ena called "job-lock". Workers now stay in their jobs, not because they can not find
better employment elsewhere, but because they would be denied insurance coverage
at a new job. Portability of health benefits would help both the workers and the
economy.

These insurance reforms would obviously change how the insurance industry does
business. To offset the increased risk taken on by insurance companies, a risk pool
or reinsurance mechanism must be established in order to maintain and preserve
the stability of an insurance program. We believe this risk pool should be funded,
in part, by socieLy and not solely by hi h risk groups.

Any attempt to control costs and mSe health care more accessible to more Ameri-
cans must also require responsibility and accountability on the part of the patient
as well as insurance programs and health care providers. In this regard, the focus
of insurance services should be placed o1 preventative care: yearly check-ups, inocu-
lations, etc. I note that your legislation adds early cancer detection and flu shots
to the medicare package. It is a well accepted fact that early detection of disease
is a cost-effective method of srving the patient. In fact, while many believe that
insured people waste valuable health care resources by seeking medical care too fre-
quently, we believe the opposite. People who wait to see a doctor or uninsured peo-
ple who do not receive care until they are in the emergency room end up costing
society far more than those who go to a brain surgeon for a headache.
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Small steps such as these will help eliminate waste and alleviate the financial
burden borne by all who come into contact with the system: doctors hospitals, pa-
tients and insurance companies. Your legislation embodies many of these sugges-
tions and we commend you for your efforts.

While ILAA believes these basic reforms should be enacted, we strongly support
maintaining the current system of health insurance and delivery in this country. We
believe that your proposal and proposals being offered by other groups, which cor-
rect the failures and inequities of this system, is the only practical way in which
to address the problem of over 30 million uninsured Americans. By implementing
these adjustments and improvements to the employer- based programs currently
used, some experts believe nearly half of those currently uninsured would be able
to acquire health insurance. Clearly there would still be people without insurance;
people who have fallen through the cracks because they are unemployed or between
Jobs. We see the need for the government to play a role in helping those remainingin the ranks of the uninsured, but strongly contend that a reformed employer-based
system will maintain America's rank as the best health care system in the world.

Once again, I thank you for the op ortunity to express the position of the Inde-
pendent Insurance Agents of America before the Committee.

STATEMENT OF THE INTERNATIONAL LADIES' GARMENT WORKERS' UNION

This testimony on single payer health plans is submitted on behalf of the 175,000
members and 140,000 retired members of the International Ladies' Garment Work-
ers' Union. Our members are employed in producing women's and children's ap-
parel, accessories and related products. They'live and work in more than two-thirds
of the nation's fifty states, as well as in Puerto Rico and Canada.

It is no accident that poll after poll, study after study, town meeting upon town
meeting, editorial after editorial, in growing numbers, cry out for change in Ameri-
ca's health care system. Change that addresses not only the problems of the unin-
sured and the underinsured, but basic change under which no one would be just
one job-loss or one illness away from loss of health care protection. Change to re-
structure and simplify an incredibly complex, ineffective and wasteful hodge podge
of a nonsystem for financing and delivering health care and technology.

Our nation's health care system is in critical condition. Widespread public and
private efforts to contain and manage costs fall far short of their goal to deliver af-
fordable quality health care to all Americans. Double-digit annual increases in
health care costs continue to far outstrip the increases in the general cost of living.
The United States now spends more on its health care system than any other nation
in the world, now over $800 billion annually, much of it to remedy what could have
been prevented. The United States is a model for the world medical community in
research and technology, yet our health care system, despite its advances and our
high spending, is failing miserably in its basic objective: to provide decent and ade-
quate care for all Americans.

The failure of our health care system is evidenced by one of the highest infant
mortality rates in the developed world, ranking twenty-first behind such nations as
Britain, Canada, Japan, Ireland, Italy, Spain and Germany. In life expectancy, the
U.S. ranks sixteenth for females and seventeenth for males. Of the twenty-four
member countries of the Organization for Economic Cooperation and Development
(OECD), the United States is the only country besides Turkey in which government
health care spending is less than half of the total spent by the nation. The govern-
ment share ranged from 37% in Turkey and 42% in the United States to 95% in
Norway, with an OECD average of 76%.

Some thirty-seven million Americans are without health insurance. They include
nineteen million employed workers and ten million children. Tens of millions more
are inadequately insured. As costs escalate and good jobs are lost, the number of
uninsured rises each day. Even the insured are adversely affected, as the skyrocket-
ing costs of the failing system are continually passed on to them. Many must delay
or pass up needed care or preventive measures due to the burden of mounting
deductibles and copayments. Often they wind up needing more costly acute. care.
All of us live in fear that our coverage will end due to an illness or job loss.

Under proposals for incremental change, the basic failures and inadequacies of
the existing system remain intact, while more money is thrown at providers, insur-
ance companies and administrators without any meaningful controls. High adminis-
trative coats, waste, fraud, deductibles and out-of-pocket costs persist and major
items, such as prescription drugs, continue uncovered. The elderly, the sick and the
poor remain in separate inefficient public pools financed by the resentful largesse
of those who in no way benefit from these programs. Healthier groups opt for pri-
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vate coverage when they are "winners" and readily join the public plan when they
are "losers." It is clear that incremental change is a false nostrum--a patchwork ap-
proach which would inexorably lead to the perpetuation of existing inequities and
costly duplication of efforts. The health care system of our nation is not a game tobe played.

In the health care arena, the marketplace cannot be more efficient than public
planning and programs. Left uncontrolled, the private sector will inevitably continue
to concentrate on profitable paying patients and moneymaking services, abandoning
less lucrative services, such as preventive care, and bypassing the less financially
endowed or riskier patients, such as the unemployed and the sick. One can expect
the wholesale dumping onto the public system of unprofitable services, higher-risk
patients and those less able to pay. The cherry-picking of risks will continue and
a two-tier system will evolve, with the public system saddled with skyrocketing
costs.

COBRA self-pay continuation of coverage is but one example of a failed incremen-
tal solution. It imposes costly and complex administration on providers and encum-
bers the sick and unemployed with high premium costs when they are least afford-
able. To deal with ever-increasing costs, benefit funds and employers, led by the
government, raise deductibles and co-insurance, institute premium copayments and
otherwise reduce benefits. None of these actions begin to address the problem; they
merely shift costs and exacerbate an already untenable situation.

Small business insurance reform is another false nostrum which will do nothing
to contain soaring medical costs. In fact, a GAO report indicates that such so-called
reform may actually make health insurance premiums more expensive for some.
Using this limited approach to increase accessibility fails to address the basic need
for meaningful cost control or increased access to the system. Similar efforts in 43
states have not resulted in any substantial increase in the number of insured work-
ers. To the contrary, it appears that driving up premium costs for a portion of the
already insured could actually result in a net decrease of insured Americans.

Malpractice reform, as currently proposed, severely undercuts patient protection
in a delivery systerl which has an abysmal record of self-monitoring or regulation
of the quality of health care. Any reform in this area should be based on the estab-
lishment of appropriate treatment protocols and regimens which will protect both
patients and providers, in addition to curtailing malpractice premium costs.

Within our own union environment, of our fifteen United States health and wel-
fare funds, thirteen suffered cash deficits in 1991, as expenses continued to outrace
income. Two funds' reserves were almost totally exhausted. Employer contributions
in 1991 covered only 58% of payouts and, after the addition of investment income,
still fell far short of benefit costs.

The unabated increase in the cost of providing health care taxes a further toll as
many employers, to remain competitive, must close their plants or shift production
to low-wage, low- benefit sources, frequently overseas. This is especially prevalent
in the labor-intensive industries of our nation, such as the apparel industry. Ours
is a highly competitive industry made up of small businesses paying modest wages.
Its low wage base produces an oppressive health cost burden, in excess of 15% of
payroll. Elsewhere throughout the developed world the cost of health care for all
workers is in some part, if not entirely, financed by public funds rather than as a
direct addition to wages.

The ailin& United States health care system needs serious immediate attention
to effect major overhaul, beyond band-aids and aspirin. To achieve real reform and
t, remedy the failures of our current system, we need not start from scratch, as an
attractive working model is already in operation-the Canadian system. Under such
a model, the existing United States system of care and network of providers would
remain in place. It is only the method of payment and financing that would change
to the use of an efficient and simplified universal administrative apparatus. In ef-
fect, a single payer would be created.

Our Canadian members and families are enthusiastic about their comprehensive
inexpensive health care system. It covers all necessary hospital and medical care.
It imposes no deductibles or copayments. Canadians don't forfeit coverage when
they-switch or lose jobs. It's there when they are sick. It* gets better when they re-
tire. There is a single system covering young and old, rich and poor, sick and
healthy, single and married, employed and unemployed. Canadians can uee what-
ever doctors or hospitals they choose and they never ever have to fill out an insur-
ance claim f.)rm! They are never hounded by physicians or hospitals for payment
of bills. The Canadian Medical Association and physicians overwhelmingly support
the system. Employers are not oppressed by ever-rising double-digit health care
costs whlch impair their ability to compete with foreign rivals or local competitors
who don't provide health coverage.

60-871 0 - 93 - 16
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The Canadian system is substantially financed by the federal and provincial gov-
ernments and administered provincially under control of a public nonprofit organi-
zation. It sharply contrasts with for-profit systems.

In the United States, it was reported that the owners of the Hospital Corporation
of America made a $2.1 billion profit on their investment as a result of going public,
just one example of how for-profit health providers drain money away from health
care. For-profit insurance companies make their money not by being efficient, or
managing care, but by weeding out the sick and insuring only the healthy. Studies
show that, to reduce risks, insurance companies deny coverage to those who work
in construction companies, hotels and restaurants, social clubs, doctors' offices, non-
profit organizations, family businesses and the arts, among other occupations.

The American system of private health insurance is wasteful and inefficient. The
health insurance industry spends fourteen times as much on administration, over-
head and marketing per dollar of claims as does the whole Medicare program. In
1988, the U.S. system spent eleven times as much on administration per dollar of
claims as the Canadian system. A Johns Hopkins University study showed that the
average time spent by a physician in the United States in administrative work is
close to 16% of practice time. This includes filling out forms, filing claims, making
follow-up calls, answering questions, and requesting approval for treatments. The
number of health administrators is growing three times as fast as the number of
doctors in the nation. The U.S. Government Accounting Office has projected that the
savings from a Canadian-type system in administrative costs alone would pay for
the uninsured and eliminate deductibles and coinsurance.

Every developed nation on the globe, except the United States and South Africa,
has s ,ne form of national health insurance in place. In all of these countries the
people and the governments are more satisfied with their systems than we are. We
believe a single payer model to be the most efficient an,4 effective approach. An
American model will in many ways reflect our own unique American base and char-
acteristics, but it will draw from the experience of Canada and others, discarding
or modifying what doesn't work, adopting what does work, and finishing it off by
incorporating the positives of our own experience.

We believe that our nation can and must adopt a single payer health delivery sys-
tem which provides a single class of care for all, regardless of age, gender, income,
family status, health condition, residence or employment situation. The system must
be based on prevention, early detection and intervention, including the full ttiliza-
tion of effective new technology. It should eliminate ineffective treatments and un-
necessary tests but provide effectual and efficient treatment in a full range of facili-
ties, The system must include full consumer participation and oversight and contain
procedures to ensure quality care, true cost containment and accountability.

Our nation needs and wants national health insurance and we need it now! Amer-
icans will support a restructured system with universal access to comprehensive
quality care, progressive financing, cost containment and administrative simplicity.
It can be done. It must be done.
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STATEMENT OF MOBILE TECHNOLOGY INC.

Mr. Chairman and Members of the Senate Finance Committee: I
appreciate this opportunity to submit my comments about health
care cost containment and improvement, as the committee considers
various legislative approaches in developing a health care reform
proposal.

I am the President and Chief Executive Officer of Mobile
Technology Inc. (MTI), headquartered in Los Angeles, California.
KTI was founded in 1983, and literally pioneered the development
of mobile superconductive magnetic resonance imaging (MRI)
services. We have emerged as the largest provider of medical
shared services in the U.S., operating in over 40 states. KrI
provides a variety of shared services -- mobile diagnostic
imaging and treatment technologies with trained clinical and
technical personnel. Our mobile units include MRI, computed
tomography (CT), lithotripsy, and mammography. One of the reasons
I founded MTI was to offer hospitals and physicians the weans to
acquire advanced technology- without investing in costly
diagnostic equipment.

We, as a provider of medical services and as a consumer with over
700 employees participating in a cafeteria health cave benefit
plan, are very interested in the current health carG reform
debate. With health care expenditures for 1990 alone totaling
$666.2 billion -- and projections of $1.1 trillion (in 1990
dollars) for the year 2000 -- I feel very strrngly both as a
provider and consumer that something has to be done to control
this ever spiraling phenomena.

We have seen, on a first hand basis, the rapid advances in
medical technology contributing to a "medical arns race".
Hospitals compete with one another to have the newest and best in
technology available in order to attract patients and to keep
doctors from shifting to rival hospitals. An example of this was
reported to Congress last year by the General Accounting Office
(GAO). GAO cited a case where three MRIs were utilized in the
county of Altoona, Pennsylvania, despite the availability of a
MRI in the next county.

GAO concluded:

With these machines, physicians apparently performed more
MRI scans per resident than were done in Philadelphia and
many other hospitals in the state. Although hospitals
purchase capital equipment, it is the physicians who bill
Medicare and other payers for the services they provide
using that equipment. Unnecessary capital acquisition
drives up overall health spending and all payers --
business, government and private insurers -- foot the bill.

The proliferation of techTology and services is an important
factor in the rising cost of health care. According to
Diagnostic Imaging's 1990 Report, total annual MRI costs alone in
1989 approached $3 billion. Advanced diagnostic equipment and
radiation therapy equipment can contribute from 10 to 50 percent
to overall U.S. health care spending, depending on the survey
source.
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However, new technologies, such as the RI, have enabled
physicians to diagnose and treat patients more effectively. For
example, today, more than 37 million Americans of all ages suffer
from arthritis. According to Joel Silverfield, a Tampa
rheumatologist in a recent Arthritis Today, "... the NRI has
largely replaced the CAT scan in arthritis diagnosis." Dr.
Silverfield notes that, "the MRI often shows exactly what the
problem is in a joint, helping us to distinguish arthritis from
other problems such as torn cartilage or avascular necrosis..."
Moreover once arthritis has. been diagnosed, doctors track the
progression of the disease an. monitor the effectiveness of
treatment by analyzing changes in tissue through MRI.

Arthritis is only one area that MRIs are being utilized because
of their effectiveness in diagnosing patients. Cardiologists are
awaiting the development and approval of an echo-planar MRI, a
technology that will allow doctors to measure the flow of blood
in a patient which will help to prevent heart attacks and
identify blood clots.

New technologies such as MRI offer tremendous potential to
improve the quality of health caia. Access to these technologies
is vital, but the cost of access must be controlled. If an
incentive for shared systems is built. into the Medicare
reimbursement system, you would see a marked decrease in the
growth of health care costs. More hospitals would use shared
services thereby reducing the actual costs of maintaining and
operating highly advanced -- and expensive technology.

Current transition rules accompanying the Medicare reimbursement
system for inpatient hospital care only address the sharing of
equipment among providers. What is needed to stem the
proliferation of duplicate equipment and technology is an
incentive built into the reimbursement system for shared services
provided through service agreements with shared -ervice
companies.

For those hospitals who have been providing MRI services through
contracts with shared services vendors, such incentives would
reduce the purchases of new MRI systems, reducing unnecessary
investment in new technology and encouraging more effective
resource utilization.

How would shared services cut costs?

1. Sharq se c -provide cost-effective access to the newest
diagnostic and treatment technologies. Fixed MRI units work, on
average, five day- a week. Whereas, those used through a shared
services network ar utilized an extra day a week - - or to
translate, there is 20 percent more utilization of assets, and an
overall cost savings. In addition, without incentives to share,
many hospitals will acquire MRIs that would be fully utilized
under three days ea:h week. Once again, this proliferation of
equipment will further increase health costs unnecessarily.

Average operating costs for- MRI systems including depreciation
and staffing is $1.:i million annually. If you assume a MRI unit
is being used five times a day, five days a week, 50 weeks a
year, you are processing 1,250 cases a year and the costs per

,case would equal $1,040. Now if you process 20 cases a day 6
days a week, 50.-tim es a year, you process 6,000 cases a year and
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the cost per case would equal $216. Thus one key to reducing the
economic impact of new technology is to have high utilization of
assets.

2. Increased use of shared services will provide the benefits of
these new technologies while stpmming the increase in healthcare
costs associated with the purchase and operation of expensive
diagnostic technologies such as MRI. Last month the Advisory
Council on Social Security released its findings on our health
care system. The Council cited "technology explosion" as one of
the "internal forces that contain perverse incentives that
increase health care spending."

The Council further noted:

The range of beneficial diagnostic and therapeutic
interventions has been expanding rapidly for several
decades...

A new medical technology does not usually reduce spending
because, in addition to the capital cost involved, it also
generates new costs for operation and maintenance.
Diagnostic therapies such as MRI, for example, require not'
only the facility in which images are made, hut also
technicians trained in the proper use of the equipment and
physicians who understand the new "output*. The costs of
operating new equipment often exceed the amortized cost of
the equipment itself...

With shared services arrangements hospitals, clinics and group
practices not only gain access to the newest diagnostic and
treatment modalities but also eliminate having to make a long-
term commitment of capital for equipment purchase, repair and
maintenance, facility space, staff and training.

Let me share with you just two examples that are illustrative of
the benefits of shared services:

Through a shared network, hospitals in Milwaukee, Wisconsin
have gained cost-effective access to mobile MR and CT units
that provide the latest technology which individually would
have been cost prohibitive.

A hospital in Valdosta, Georgia, shows why it makes economic
sense to use shared services for lithotripsy. The volume of
kidney stone candidates did not justify the purchase by the
hospital of a $1,500,000 piece of equipment that would be
utilized 25 times a year. Because South Georgia Medical
Center is part of a lithotripsy network with six other
institutions it has access to this new technology at a
greatly reduced cost factor. The lithotripter visits the
Valdosta facility every third Friday and treats ai average
of 1 to 4 patients.

3. Without shared services, the cost of jcquiring and operating
new technologies by hospitals is extremely high. during UP
health care osts. Despite the appropriateness of shared
services as part of the solution to runaway health costs, the
temptation to purchase dedicated technology, even if it will be
underutilized, remains strong. Decades of routine spending for
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new equipment and programs 1,ave entrenched an attitude among many
hospitals and physicians tat they must have their own facility
regardless of whether it is used efficiently. This tendency is
imbedding tremendous costs within the health care system as new
technology is being purchased. More efficient sharing of
resources could save the medicare programs nearly $500 million in
payments for MRl services alone.

The Advisory Council further reported:

The proliferation of technology and services is an important
contributor to higher spending. Hospitals add duplicate
programs, equipment and technology to attract physicians and
patients. According to one report, hospital spending on
equipment increased an average of 16 percent in 1990 and is
projected to rise another 10 percent in 1991.

New technologies are often viewed as a profit source without
evaluating tho community need for them. Diagnostic imaging
systems and laboratory capacity have sometimes been
purchased pri'aarily with an eye to generating revenues.
When utilization review, payment systems, and market
competition fxil to discourage unnecessary use of such
technology and services, the result is excess costs.

Physician ownership of diagnostic facilities also
contributes to more spending. A study by the Inspector
General of the Departmont of Health and Human Services found
that physiciais who own or invest in laboratories order 45
percent more tests than those who do not.

4. The use of sha-ed services can also ensure that experienced
clinical and techr cal staff are available for these new
programs. Hany hospitals, and especially rural facilities, have
difficulty recruiting and retaining highly trained personnel.
Shared services provide experienced clinical and technical staff,
as well as training programs for hospital staff.

It is also important to note that shared services not only allows
for a tremendous savings, but, it does so at no sacrifice to
quality. I have been asked on numerous occasions whether the
quality of shared services is equal to that of dedicated
services. In polls of both physicians and patients, the use of
shared services for MRI more than satisfies physician concerns
about availability. With equipment, such as MRI, designed
specifically for shared use, the technological capability and
performance is identical to a dedicated facility. In short,
there is no reason to sacrifice quality in order to control costs
in this instance.

Shared services would certainly meet two of the goals of Congress
-- contain costs and provide wider access to high quality health
care. Without attention on our part, traditional forces will
make it difficult for shared services to emerge as an important
part of the solution to our growing health care problem. Let me
reemphasize how important it is that incentives are built into
the reimbursement system for shared services provided through
service agreements with shared service companies. By creating an
impetus in the medicare reimbursement system to utilize a shared
services system, hospitals and physicians will be motivated to
reduce health care costs.
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STATEMENT OF THE NATIONAL ALLIANCE F OR THE MENTALLY ILL

Mr. Chairman, the National Alliance for the Mentally Ill (NAMI), a 140,000 mem-
ber grassroots advocacy organization comprised of family members of persons with
severe mental illnesses, as well as those persons themselves, appreciates your invi-
tation to comment for the hearing record on health insurance reform. As you know,
at least 3.5 million Americans are afflicted with a mental illness that can be cat-
egorized as severe and persistent, yet only 20% of those actively seek treatment
services. While stigma is a major factor, lack of access to desperately-needed serv-
ices has always been a major deterrent.

Members of the Republican Task Force testified before your Committee cn June
18, 1992 in favor of health insurance reform that relies on voluntary tax incentives
to increase access to care for the nation's 35-40 million uninsured citizens. Cer-
tainly tax incentives to purchase insurance coverage is a reasonable element to com-
prehensive reform, but it is only part of a national solution. On the other hand, this
approach embodies a proposal that we find most disturbing--the override of state
minimum benefit mandate laws, which in the case of mental illness or mental
health mandates, are presently in effect in over 30 states. For many millions of
Americans these state legislative efforts guarantee at least a minimal level of insur-
ance coverage against the costs of treatment. While our members have been active
at the state level in working for these mandate laws, the National Alliance for the
Mentally Ill is, at the present, in the forefront of moro comprehensive efforts to rem-
edy this nation's legacy of callous discrimination against persons afflicted with a
treatable biologically-based menteil illness. Our 140,000 members all share a com-
mon experience with their insurance coverage-inadequate protection against finan-
cial catastrophe when a family member is unexpectedly diagnosed with and must
seek treatment for an episode of schizophrenia or severe depressive illness. Persons
with a severe mental illness routinely face arbitrary day and dollar limits on mental
illness treatment services; extraordinary cost-sharing unlike that for any other
physical illness; and discriminatory lifetime benefit limits on covered services. Per-
sonal bankruptcy or loss of one's home or other assets is typically the cruel result
of unreimbursed bills for intermittent hospital stays and prescription medications.
With resources depleted, the person with a severe, but treatable, mental illness
must then rely on services from the under-funded, under-staffed public mental.
health system where admission criteria are rigid and budget cuts are closing entire
hospitals. It is not difficult, Mr. Chairman, to predict the next "treatment setting"
for these persons-the streets of our towns and cities and the local jails. We call
to your attention the just-released HHS/HUD Report, "Outcasts on Main Street" for
a shocking glimpse at the scope of this problem, part of which results from sub-
standard insurance protection.

Mr. Chairman, NAMI holds these tax-incentive-based proposals to the same
standards against which all of the other current reform proposals are evaluated, We
have articulated these on a number of occasions bginning in August of last year
when our national Board of Directors opted not to endorse the Senate Democratic
"Pay or Play" proposal. The standards we seek in comprehensive reform efforts in-

I. Access to affordable third-party health -insurance coverage for all Americans
at affordable levels of out-of pocket expenses.

II. Coverage of disorders of the brain equal in scope and duration to coverage
of all physical disorders.

I1. By consequence, elimination of any arbitrary lifetime limitations on bene-
fits payable for the treatment of mental illness.

. Coverage of all proven-effective modes Df treatment-inpatient, out-
patient, pharmacologic, case management, rehabilitative, and others appro-
priate to the individual's needs.

V. For persons dependent on the public sector (Medicare and Medicaid) cov-
erage of mental illness benefit at least as comprehensive as presently available.

Regrettably, all of the small group market reform and tax-incentive-based propos-
als fail to meet any of our standards, because they do little to assist persons with
mental illness, as well as all persons with disabilities. For example, the proposed
deductions will not be e dequate to cover the cost of insurance today, let alone the
more comprehensive coverage we seek. Persons with mental illnesses and their fam-
ilies will still incur large out-of-pocket expenses, since the value of the deduction
will presumably be applied to the purchase of a yet-to-be-developed state-defined
"bare bones" insurance package, which will certainly not adequately cover treatment
costs associated with severe mental illnesses. H.R. 5325, the "Action Now Health
Care Reform Act of 1992," introduced by the House Republican Leadership, seeks



482

to implement reforms through the states with standards based on model laws and
regulations developed by the National Association of Insurance Commissioners
(NAIC). States will define "basic" and "standard" insurance policies which will most
likely regard mental illness treatment services as "optional" benefits.

Ft rher, moving a step backward instead of forward, state-mandated benefits
would be repealed, and states instead would be required to negotiate a "bare
bones" health care package with the insurance industry for an individual state-de-
fined package c€ benefits. Today, some 30 states, including the District of Columbia,
require that minimum mental health benefits be either provided or offered. Of those
30 states, 17 states (Colorado, Connecticut, the District of Columbia, Hawaii, Kan-
sas, Maine Maryland Massqchusetts, Minnesota, Montana, New Hampshire, New
York, Nordh Dakota, O5hio, Oregon, Virginia, and Wisconsin) require coverage of in.
patient and/or outpatient treatment of mental illness. The remaining 13 states (Ar-
kansas, California, Florida, Georgia, Illinois, Kentucky, Louisiana, Missouri, Mis-
sissippi, Tennessee, Vermont. Washington, and West Virginia) require that insur-
ance companies make available or offer certain benefits for mental health care. But
under small market reform proposals no state would be required to cover treat-
ment for mental illness. History has taught us that without state or federal statu-
tory protections, the insurance industry win not offer this coverage voluntarily.

If state mandates, which currently require that a certain level of mental health
coverage be offered, are eliminated, then persons suffering from mental illnesses
may be able to get general medical insurance, but not necessarily any mental illness
coverage. The preemption of state benefit mandates, which supposedly promote ad-
ministrative aavings, will be counterproductive if each state is responsible for defin-
ing its own "basic' and "standard" benefit packages without a Federal minimum
standard that includes adequate mental health coverage. Persons with mental ill-
nesses could find themselves worse off than they are now.

If a new federal law is going to preempt state minimum benefit laws, then it must
replace therm with a specific federal minimum benefit. This benefit should be com-
prehensive, and equivalent in scope and duration to coverage for other severe ill-
nesbes. The approach outlined in HR. 5325 woald not make the system of benefit
design more uniform, but rather move in the opposite direction. A federal benefit
standard facilitates the provision of health care to all Americans, not just those who
might have the good fortune to reiid, in a so-called "high effort" state. If a specific
federal benefit is to be set, it should replicate the comprehensive coverage outlined
in the new bill introduced by Senator Pete Domenici, "fhe Equitable Health Ir.sur-
ance Coverage of Severe Mental Illnesses Act of 1992." Six Senators have co-spon-
sored this bill as of today.

This bill is the only proposal currently before Congress which adequately re-
dresses the mental illness benefit inequities which are now institutionally rooted in
the American health insurance industry. S. 2696 defines equitable, non-discrimina-
tory coverage of mental illnesses as health insurance that would "cover services
that are essential to the effective treatment of severe mental illnesses in a
manner that is not more restrictive than coverage provided for other major
physical illnesses, that provides adequate financial protection to the per-
son requiring the medical treatment for a severe mental illness, and that
is consistent with effective and common methods of controlling health care
costs for other major physical illnesses."

Senator Domenici s legislation provides: stop-loss protection for catastrophic ex-
penses; coverage of unlimited facility based care, with cost control using
recertification review, a mixed prospective and cost-based payment method, and a
deductible equal to one day's cost at the facility; coverage of unlimited outpatient

medical management with coinsurance and provider reimbursement set on a par
with other medical procedures to encourage use of cost-effective ambulatory treat-
ment; coverage of visits for psychotherapy, with coinsurance and fees set to ensure
effective cost control of high-demand services; and coverage of prescription drugs es-
sential to the cost-effective treatment of severe mental illnesses.

The "Equitable Health Insurance Coverage of Severe Mental Illness Act" (S. 2696)
outlines a model benefit package that could easily be inserted into any of the broad-
er insurance reform plans (i.e., "pay-or-play," "single-payer." "small-market reform,"
etc.). If enacted, this bill will actually decrease this nation's investment in mental
health care costs as persons will now be entitled to reasonable levels of cost-effective
treatment and will therefore not be dependent upon the public sector.

Mr. Chairman, we thank you for allowing NAMI to comment on the shortcomings
associated with tax-incentive reform efforts. We ask you to join with us, Mr. Chair-
man, and help craft a comprehensive federal response to a long-overdue blight in
our health care system. Thank you.
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STATEMENT OF THE NATIONAL ASSOCIATION OF SOCIAL WORKERS

The National Association of Social Workers (NASW) represents 140,000 profes-
sional social workers nationwide, two-thirds of whom practice in health and mental
health care settings. The association is pleased to submit this written testimony for
the record of the Finance Committee Hearingon Universal Coverage through Public
Health Insurance Programs.

NASW has a longstanding history of advocating for a national health care pro-
gram that can provide comprehensive health, mental health, and long-term care
services to all Americans. Our association has invested considerable energy in the
current debate on health care reform, and in 1990 the Board of Directors approved
the NASW National Health Care Proposal. On June 9, 1992, this proposal was in-
troduced by Senator Inouye as S. 2817, the National Health Care Act of 1992. S.
2817 would replace the more than 1500 public and private health insurance pro-
grams that currently exist with a single-payer, publicly-administered system.

S. 2817 provides coverage for comprehensive health, mental health, and long-term
care benefits. In addition to traditional hospital and outpatient primary care, the
bill includes: disease prevention and health promotion services; care coordination
services; mental health care that is covered in the same fashion as physical health
care; substance abuse services; rehabilitation services; long-term care, including
home and community-based services; hospice care; prescription drugs and dental
and vision care. The bill also includes service delivery improvements, such as the
use of integrated health ser ices to enhance continuity of care and service efficiency,
care coordination for individuals with chronic or multiple health problems, improved
planning for health and mental health service delivery for inner city and rural pcpu-
!ations, and screening and care coordination systems for the delivery of long-term
care.

NASW believes that the single-payer approach provides the best respoIse to our
nation's health care crisis. A single-payer system offers tite means to ensure that
every American has access to high quality health, mental health, and long-term care
services. And we believe that suLh a financing ann payment Qystem is ore that the
United States can afford-both now and in the future.

A single-payer system is the only reform proposed thua far that adequately ad-
dresses the problems of both access and cost. Everyone would be covered under the
same plan, eliminating the man) tiers of private and public health care coverage
that are available today. Cost containment and administrative cost savings are key
elements of the single-payer approach with the opportunity to control costs through
global budgeting, negotiated payment rates to providers, and efficient distribution
of health care resources and technology. In fact, the U.S. General Accounting Office
(GAO) reported that the U.S. could achieve savings of $67 billion in the short-run
by shifting to a Canadian style, single-payer system. Both GAO and the Congres-
sional Budget Office have stated that a single-payer system could save enough funds
to allow universal coverage without consumer cost-sharing.

The most commonly expressed concern that is directed toward the single-payer
approach in Washington. D.C. is: "It's not politically feasible." While not under-
estimating the weight of this concern, it's important to note that it is a remark that
is usually expressed inside the Capitol Beltway. It is also a statement that more
aptly reflects concerns for certain segments of the health care industry rather than
the merits of a single-payer approach to the population as a whole.

In assessing political feasibility, it is important to look at the benefits that the
following interest groups could achieve through a single-payer health insurance sys-
tem:

BENEFITS FOR HEALTH CARE PROVIDERS

" Elimination of much of the administrative overhead and paperwork that cur-
rently consumes a large portion of health care providers' time, such as billing,
collecting, and reviewing payments for 1500 insurance programs, each with
their own rules and requirements for obtaining payment.

" Greater professional autonomy--clinical freedom-for health care providers to
deliver care without the interference of outside parties whose primary interest
is to contain costs.

" Guaranteed payment to providers, thus eliminating the need to recover costs for
uncompensated care through cost shifting, as well as the fear of closure or cur-
tailment of services due to uncompensated services.
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BUSINESSES

" Elimination of domestic and international competitive disadvantages for compa-
nies providing health coverage for their employees.

" Confidence in hiring new employees without worrying that hiring an older per-
son or someone with a preexisting condition will raise insurance costs.

" Fair distribution of health care costs among all businesses, limiting the dis-
proportionate financial burden that now exists among those firms that provide
good benefits.

" Controlling runaway medical inflation and eliminating waste would limit busi-
nesses' investment in health care and allow them to improve their operations
and expand job opportunities.

BENEFITS FOR CONSUMERS

" Universal coverage for comprehensive care regardless of income or pre-existing
conditions.

" A "user-friendly" system of obtaining care-a single-payer system is simple to
use and simple to understand.

" Flexibility for workers to move from one employment to another without fear
of losing health insurance benefits.

" Consumer freedom to select their own providers.

BENEFITS FOR SENIOR CITIZEN CONSUMERS

" Coverage of prescription drugs and long-term care services, two of the highest
costs that seniors face today.

" Elimination of out-of-pocket costa and balance billing for covered services, Medi-
care deductibles and cost-sharing, and the need for Medigap insurance.

" Protection for retirees who face cutbacks in coverage andor increased cost-shar-
ing as businesses reduce retiree benefits.

" Protection for retirees from losing health care benefits if their firm goes bank-
rupt.

Everyone is vulnerable through our current system of health insurance coverage.
The polis reflect that feeling of vulnerability.

* A 1989 survey by the Census Bureau found that in a 28-month period more
than one American in four (28%) reported they were without health insurance
coverage for some period of time. A recent New York Times/CBS poll similarly
found that 29% of the public lacked health insurance at least temporarily dur-
ing the past year.

" A 1990 Los Ange/es Times survey found that one in six adults (18%) under age
65 reported their health benefits were reduced over the previous two-year pe-

iod. The same poll also showed that Americans pay an average of 26% of their
health care bills out-of-pocket, and one in six (19%) report paying more than
40% of these costs directly.

" A 1991 New York Times/CBS poll showed that one in ten Americans have at
least some time stayed in a job they wanted to leave mainly because they did
not want to lose health coverage. This phenomenon, known as "job lock," is most
common among middle-income households.

Other polls also reflect the growing sentiment among the U.S. population for
change in the health care system.

" A 1988 poll conducted by Louis Harris and Associates and the Harvard School
of Public Health, showed that 89% of Americans believe that the U.S. health
care system requires fundamental chance or complete rebuilding.

" In two surveys conducted in ten nations, it was found that Canadians were the
most satisfied with their current health care system and Americans the least.
The countries surveyed were the United States, England, Canada, Netherlands,
Italy, West Germany, France, Sweden, Australia, and Japan.

* A 1990 Los Angeles Times poll showed that 66% of Americans would prefer the
Canadian health care system over the American system. This poll replicated a
1988 poll conducted by Louis Harris and Associates, which found that 61% of
Americans expressed a preference for the Canadian system. Both polls showed
that the desire for the Canadian system was strongest among middle-income
Americans.

" An NBC survey conducted in 1989 found that 67% of the American public fa-
vored "a comprehensive national health plan that would cover all Americans and
be paid for by federal tax revenue."
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Two years ago very few individuals or gups supported a single-payer national
health program. Today, single-payer plans have been introduced in 20 states around
the country and have received significant support.

HOW DO WE PAY FOR A SINGLE-PAYER SYSTEM?

A single-payer system does not require massive dollars from new sources of reve-
nue. What it does require, however, is a transfer in how we collect and pay for
health care through the tax system. We believe we need to shift the dollars cur-
rently spent on health care-a combination of premiums, copayments, deductibles,
and out-of-pocket costs now paid by American families and businesses, along with
current federal and state contributions-to a more efficient and equitable system of
payment.

DOES A SINGLE-PAYER SYSTEM PRESUME RATIONING OF CARE?

We all know that rationing occurs now. When 37 million people are uninsured,
when only 41% of those below the poverty line receive Medicaid benefits, or when
1/5 of all pregnant women do not receive prenatal care, as was the case in the
1980's, there is rationing. Our two-tier health system provides inferior, limited, or
no care to those who are poor, without insurance, or underinsured.

We know from data published by health analysts, the General Accounting Office,
and the Office of Technology Assessment that tens of billions of dollars are currently
spent on unnecessary procedures and inefficient use of health resources-dollars
that can be used for needed care. We also know that there is inefficient use of hos-
pitals. The average occupancy rate of hospitals is 65%. This means we pay an astro-
nomical amount of fixed costs to keep these hospitals in business. Clearly, we need
to consolidate some acute care hospitals, convert others into specialty hospitals, and
turn others into other needed facilities, such as rehabilitation centers or community
outpatient centers. Again, this will save money and allow for better, cost-efficient
care for everyone.

More equitable distribution and efficient use of health care resources, the estab-
lishment of practice guidelines, better consumer education, and expanded review of
the quality and cost of care will enable this system to meet the health needs of most
Americans. While some rationing may occur, we believe that it will be far less than
we have now. We also believe that people will be willing to accept some limitations
if they have access to good, quality health care when they need it.

In addition to our views on the advantages of the single-payer approach to na-
tional health care reform, the association would like to st'bmit a few comments re-
garding two other categories of reform legislation being considered by this Commit-
tee-the small group mar..et health insurance reform approach and the employer"play or pay" approach.

SMALL GROUP MARKET HEALTH INSURANCE REFORM

The small group market reform approach proposes to increase access to health
care through the purchase of private health insurance. Most of these bills propose
to eliminate state mandates that require insurance policies to cover specific types
of services or service providers. In addition, many of these proposals would overturn
state laws that protect consumers through regulating the use of managed care and
utilization review. The theory behind the insurance reform proposals is that small
employers will purchase insurance coverage for their employees it if is made more
affordable by limiting benefits and limiting regulation of managed care.

The more positive aspects of some insurance reform proposals include provisions
that attempt to regulate private insurance coverage for small groups. These include:
a prohibition on denying coverage to groups on the basis of health status or other
criteria; limits on premium increases; limits on the use of pre-existing condition ex-
clusions; and policy renewal requirements.

Disadvantages of the small group market insurance reform approach include:
* Small group market insurance reform does not address the underlying problems

of rising health care costs and declining access. Because it focuses attention on
the small group market, the problems of individuals seeking insurance, people
in larger groups, and employers who self-insure remain unaddressed.

* Small group market health insurance reform can not make coverage sufficiently
affordable to significantly expand coverage. According to the Robert Wood John-
son Foundation, which has funded small group reform efforts, at best only 20%
of those small firms not now providing insurance would do so under these pro-
posals.
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" Even if persons with pre-existing conditions can obtain coverage, the scaled-
back benefit packages fail to provide many of the services they need including
mental health, prescription drugs, rehabilitative services, and home care.

" Use of the private insurance model to expand access is too costly. Private insur-
ers, who spend 33.5 cents to provide a dollar's worth of health care, can not
compete with a government-run insurance system such as Medicare, which
spends only 2.5 cents per health care dollar for administration.

" None of the insurance reform proposals address claims denials--profit-minded
insurers will still have an incentive to deny claims.

NASW is particularly concerned with the "bare bones" coverage that is offered
through many small group market health insurance reform proposals. They are no
bargain, and we think it is poor public policy to suggest that insurance coverage can
be made more affordable by eliminating critical benefits and consumer protections,
and by shifting costs to the beneficiary.

EMPLOYER "PLAY OR PAY" APPROACH

The employer "play or pay" approach also represents an incremental approach to
health care reform and attempts to increase access to health care coverage to as
many Americans as possible through employer-based, private health insurance and
an expanded public program. It provides employers a choice-either provide the
basic benefit package to employees ("play") or "pay" the government to insure their
employees. Universal coverage is achieved through an expanded public plan that
would cover current Medicaid beneficiaries, the unemployed, and workers whose em-
ployers opted to "pay." Most "play or pay" proposals also include insurance reform
provisions.

The greatest criticisms aimed at the employer mandate approach are the difficulty
in containing costs and inability to generate cost savings. In fact, many critics sug-
gest that the approach creates a system in which employers will opt to "play" for
younger healthier workforces and "pay" for higher risk workforces, leaving the fed-
eral government with the job of providing coverage for segments of the population
for whom it is most costly to insure. In addition, businesses which opt to "play" are
faced with an open-ended financial responsibility for a defined benefit level, which,
because of inadequate savings, can increase dramatically over time.

We believe that th. quality of health and mental health care that is available in
the United States is superior to that offered in most nations. Unfortunately, Ameri-
cans are spending increasingly more for 'health care and receiving less than citizens
of most other countries in the industrialized world. On October 2 the Department
of Health and Human Services reported that the nation's health spending reached
a record $666.2 billion in 1990. According to the Democratic Study Group's special
report on health care in May, health care in the U.S. is the most expensive in the
world. The DSG special report indicat-s that the cost of U.S. health care is not due
to a greater use of health services in the U.S. than in other countries, nor does it
result in higher rankings on the basic indicators of health status as compared to
other industrialized nations.

Our association's policies support the provision of health care as a basic right, not
a commodity. Accordingly, we believe that the goal of health care reform ought to
be the assurance that quality health, mental health, and long-term care services are
available to all Americans. NASW is convinced that a single-payer national health
care program is the means to accomplish this goal. Accordingly, we are peased to
support both S. 2817, the National Health Care Act of 1992, and S. 2320, the Uni-
versal Health Care Act, which have been referred to this Committee.

STATEMENT OF TIHE NATIONAL CENTER FOR PouCY ANALYSIS

INTRODUCTION: WHY HEALTH CARE COSTS KEEP RISING1

The reason why health care costs keep rising is clear. When we enter the medical
marketplace, most of the time we are spending someone else's money rather than
our own. If we paid for food, clothing, housing and life's other necessities the way
we pay for health care, the cost of those items also would soar.

Under most employer-provided health insurance plans, employees effectively have
a company credit card lowing them to spend freely in the hospital equivalent of
a shopping mall. There are plenty of experts ready to help shoppers learn what is
available. The shoppers enjoy the benefits of the spending spree, and employers get
the bill.
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It would be a mistake to believe that employers ultimately pay this bill, however.
Health insurance is a fringe benefit which substitutes for wages in the total em-
ployee compensation package. The more costly health insurance becomes, the small-
er the remaining funds available for wage and salary increases. The ultimate vic-
tims of waste in the medical marketplace are employees. This is one reason why
take-home pay has been relatively stagnant over the past two decades, even though
total compensation has been rising.

THIRD-PARTY HEALTH INSURANCE

Many people believe that health care spending should be determined by medical
"needs." Yet if we followed the practice of spending health care dollars whenever
a need was being met (or a medical benefit created), we could easily spend our en-
tire gross national product (GNP) on health care. In fact, we could probably spend
half of the entire GNP on diagnostic tests alone.

The Potential Demand for Health Care. What prevents medical costs from
being even higher is that patients are constrained by obstacles such as time, money
and inconvenience. For example, medical science has identified 900 tests that can
be done on blood. 2 Except for the cost and inconvenience, why not make all 900 part
of our annual checkup? Similarly, an annual checkup could include a brain scan,
a full body scan and numerous other tests all of which are valuable even to people
who appear healthy.

As an example of how the demand for the services of primary care physicians
could soar, consider: 3

" In any given year, Americans make about 472 million office visits to primary-
care physicians.

" If only 2 percent of nonprescription drug consumers sought professional care
rather than self-medicating, the number of patient visits would climb to 721
million.

" The number of primary-care physicians would need to increase by 50 percent
to meet the increased demand.

* If every person who now uses nonprescription drugs chose professional care over
self-medication, we would need 25 times the current number of primary-care
physicians.

How Third-Party Insurance Increases the Demand for Health Care. The
vehicle by which we spend other people's money in the medical marketplace is third-
party health insurance (provided by an employer, an insurance company or govern-
ment). Prior to 1965, increases in health care costs were relatively mod est because
a large part of the payment was made out-of-pocket by patients. Since then, Medi-
care and Medicaid have expanded government third-party insurance to more and
more services for the elderly and the poor, and private health insurance has ex-
panded for the working population.

" About 95 percent of the money Americans now spend in hospitals is someone
else's money at the time they spend it.

* Four-fifths of all physicians' payments are now made with other people's money,
as are three-quarters of all medical payments for all purposes.

When patients pay only a fraction of the real cost of the health care they receive,
they have an incentive to over-consume. Since we pay only 23 cents out-of-pocket
for every dollar of medical care we receive, we have an incentive to continue con-
suming until medical care is worth only 23 cents on the dollar to us.

The expansion of third-party insurance coverage since 1965 has had a predictable
consequence: health care spending has soared from 6 percent to 12 percent of GNP,
and the rate of increase shows no sign of abating.

Numerous studies have shown that the amount of medical care people consume
varies with the out-of-pocket price they have to pay-often with no effect on health.
For example: 4

* A Rand Corporation study found that people who had access to free care spent
about 50 percent more than those who had to pay 95 percent of the bills out-
of-pocket (up to a maximum of $1,000).

* People who had free care were about 25 percent more likely to see a physician
and 33 percent more likely to enter a hospital.

* Despite these differences in consumption, there were no apparent differences
between the two groups in health outcomes.6

The Rand study was conducted from 1974 to 1982. A $1,000 deductible over that
period would be equivalent to a deductible between $1,380 and $2,482 today.
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Third-Party Payment of Small Medical Bills. Using insurers to pay small

medical bills is especially wasteful. It is comparable to using an insurance company
to pay monthly utility bills. That might be convenient, but the convenience would
be costly.

* Studies show that physicians spend an average of $8 for each insurance claim
they submit.

" Most employers and insurance companies spend another $8 for every check they
write.

* If the third-party payer investigates the legitimacy of a claim, a $25 physician's
fee can easily generate another $25 in administrative costs thus doubling the
cost of medical care.

Considering that a substantial portion of insurance claims are for small-dollar ex-
penses, using third parties to pay small medical biils adds substantially to the na-
tion's annual health care costs.

THE SELF-INSURANCE ALTERNATIVE

People familiar with insurance have always known that it creates perverse incen-
tives for the insured. In order to take advantage of the benefits under a policy, the
beneficiaries do things they would not otherwise do.

In recognition of this fact, insurance in most fields is restricted to risks beyond
the control of the insured. (For example, automobile casualty insurance does not pay
for oil changes, tire rotations, break adjustments and other routine maintenance
even though these activities are important for the health of a car and the safety
of the driver.) Financial advisers almost always recommend high-deductible policies
because small-dollar claims are the ones where the most abuse is likely to occur,

---- and-the -premium s -needed -to- over-these clairis--are--fte- mu-c too high- elative-
to the extra coverage. The same principles apply to health insurance.

The alternative to third-party insurance is self-insurance. Rather than relying on
insurers to pay every medical bill, we could put money aside in personal savings
for the small expenses and use insurance only for rare, high-dollar medical episodes.
As we shall see, such a practice would result in much lower premiums and curtail
a great deal of wasteful spending.

Yet instead of exploiting opportunities for self-insurance and taking advantage of
its benefits, in health care we have moved in the opposite direction with insurers
paying for all manner of routine expenses, including checkups and diagnostic tests,
even when there is no illness and no risky event has occurred. Why have we failed
to apply the lessons learned in other insurance fields to health insurance? The most
Important reason is the tax law.

HOW THE TAX LAW ENCOURAGES THIRD-PARTY INSURANCE AND PENALIZES INDIVIDUAL
SELF-INSURANCE

One strange feature of the tax code is that a physician's fee paid by an employer
(or an employer's insurance carrier) is paid with pretax dollars, whereas fees paid
out-of-pocket by employees must be paid with after tax dollars. As a result, the tax
law encourages (subsidizes) 100 percent health insurance coverage (with no
deductibles and no copayments) for all medical expenses.

Federal tax law has an enormous impact on employee benefit plans because indi-
vidual marginal tax rates are so high. Even a moderate wage earner in the U.S.
economy gets to keep less than 70 cents out of each additional dollar earned.

" For an employee facing an income tax rate of 15 percent and a combined (em-
ployer plus employee) Social Security tax rate of 15.3 percent, federal taxes take
30.3 cents out of each additional dollar of wages.

" If the employee faces a 6 percent state and local income tax, the marginal tax
rate is 36.3 percent, leaving the employee with less than two-thirds of a dollar
of wages in the form of take-home pay. The results are even worse for employ-
ees in higher tax brackets:

" Workers in the 28 percent federal income tax bracket face a marginal tax rate
of 43.3 percent leaving them with less than 57 cents in take-home pay out of
each additional dollar of earnings.

" If state and local income taxes apply, these workers take home only 51 cents
of each additional dollar of earnings.

Because wages are taxed and health insurance benefits are not, health insurance
is more valuable to employees than additional wages.6

• For an employee in the 15 percent tax bracket (and facing a 15.3 percent FICA
tax), federal tax law makes $1.44 of health insurance benefits equivalent to a
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dollar of take-home pay because $1.44 in gross wages will be reduced by 44
cents in taxes.

" For an employee who isin the 28 percent bracket, $1.76 of health insurance
benefits is equivalent to a dollar of take-home pay.

" For a higher-paid employee also facing a 6 percent state and local income tax
rate, $1.97 of health insurance benefits is equivalent to a dollar of take-home
pay.

A great deal of waste can be present in the purchase of health insurance and still
allow health insurance to be preferable to wages. For example, if an employer at-
tempted to give the higher-paid employee $1.97 in wages, the employee's take-home
pay would be only $1.00 after taxes are paid. As a result:

* For a highly paid employee, $1.97 spent on health insurance need only be worth
$1.01 to be preferable to $1.97 of gross wages.

" Thus, 96 cents of $1.97 (or 49 percent of the premium) can represent pure waste
and still leave health insurance preferable to wages for the employee.

This is why employees tend to prefer generous (and wasteful) health insurance
coverage--coverage that they would not buy out-of-pocket without tax subsidies.
Note also that the higher the tax bracket, the greater the economic incentive to pur-
chase more health insurance. Higher-paid workers tend to dictate the contents of
employee benefit plans and impose their choices on all other workers. Moreover,
many current employee benefit plans were shaped decades ago, when marginal tax
rates were much higher and the incentives for waste even greater.

The total tax deduction for employer-provided health insurance is about $60 bil-
lion per year roughly $600 for every American family. Although this system may
appear to benefit large companies with more generous employee benefits, in many
cases these companies are trapped by benefit plans that are eating into company
profits, raising production costs and keeping wages lower than they otherwise would
be. The current system not only encourages and subsidizes rising health care costs,
italsoharms the very-in-dustries and comp-nies- which-are subsidized the most.

WHY LOW-DEDUCTIBLE HEALTH INSURANCE IS WASTEFUL

Because employees (through their employers) are able to purchase health insur-
ance with pretax dollars, but individuals are not allowed to self-insure (personal
savings) for small medical expenses with pretax dollars, people often buy low-de-
ductible health insurance and use insurers to pay for small medical bills that would
be much less expensive if paid out-of-pocket.

The Cost of a Low-Deductible Policy in Cities With Average Health Care
Costs. The cost of catastrophic health insurance is usually quite low. Consider a
standard individual health insurance policy for a middle-aged male in a city with
average health care costs, such as Indianapolis. If the policy has a $2,500 deduct-
ible, the policyholder is at risk for $2,500. The insurance company, on the other
hand, is at risk for $1 million. Given an average premium, this health insurance
costs the policyholder about 6/100th of one penny in premiums for each dollar of cov-
erage.

Now contrast this policy with a $1,000-deductible policy which has a 20 percent
copayment for the next $5,000 of expenses. In theory, the $1,000 deductible gives
the policyholder $1,500 of extra insurance coverage. But because of the 20 percent
copayment, the additional coverage actually is only $1,200. 7 People who choose the
$1,000 deductible will pay about $255 in additional premiums in return for $1,200
of additional insurance coverage. As a result each additional dollar of insurance cov-
erage costs the policyholder 14 cents.8

" Lowering the deductible from $1,000 to $500 costs 64 cents in additional pre-
miums for each additional dollar of insurance coverage.

* Lowering the deductible from $500 to $250 costs 77 cents in additional pre-
miums for each additional dollar of insurance coverage.

In general, buying a $250-deductible policy rather than a $500 deductible is a
good deal provided that the policyholder is confident he will have at least $500 in
medical expenses. Even in that case, the gain is a small one-a dollar's worth of
medical expenses for each 77 cents in premiums. For the vast majority of people,
however, a low-deductible policy is quite wasteful. Considering the administrative
expenses, insurers on the average will pay out only 54 cents in claims for each 77
cents in premiums. Policyholders as a group, therefore, will pay far more in pre-
miums than they will receive in benefits.
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The Cost of a Low-Deductible Policy in Cities with High Health Carecosts. In general, the higher the health care costs in an area, the more expensivelow-deductible health insurance becomes. In the city of Miami:
" Lowering the deductible from $2,500 to $1,000 is quite expensive 33 cents foreach additional dollar of coverage.* Lowering the deductible from $1,000 to $500 is inherently wasteful costing$1.79 for each additional $1.00 of coverage.* Lowering the deductible $500 to $250 costs $2.20 for each additional $1.00 ofcoverage $1.20 more than any possible benefits tLe policyholder could derive.

OPPORTUNITIES FOR PREMIUM SAVINGS IN LARGE GROUPS
Considerable savings are possible for individuals and families who choose higherdeductible policies for two reasons. First, when policyholders spend more of theirown money on small medical bills, they are more prudent consumers holding downmedical costs and, therefore, health insurance premiums. Second, when people havethe choice between higher and lower deductibles, healthy people tend to choosehigh-deductible policies while less healthy people choose low deductibles. Thus,those who choose high deductibles are a less risky group.suppose, however, that an employer with a large group of employees increasedthe deductible for every member of the group the healthy as well as the sick. Inthis case, any reduction in total medical expenses would be due solely to changesin the employees' consumption behavior. But even if there are no behavior changes,health insurance premiums can be cut substantially.The Experience of Large Groups. Many people-including representatives oflarge employers and large insurance companies question whether there are substan-tialsavings in raising the deductible. On the other hand, the claims experiences oflarge groups show that substantial savings occur. The reason for the colifusion isthat apparently contradictory statements can be made about the distribution ofclaims. Consider the following statements:

------- -About 4 percent of the people account for 50 percent of health care spendingand 20 percent of the people account for 80 percent of the spending.* About two-thirds of all health care spending is on medical bills of $5,000 or less.
The first statement, popularized in a widely distributed Blue Cross-Blue Shieldpublication,9 implies to many people that most of the money is spent on people whoare very sick. By contrast, the second statement implies that most medical bills aresmall bills. Actually, both statements are correct.In this case, 50 people spend $60,000, or $1,200 per person on the average. Asmall percentage of people spend most of the money and at the same time two-thirds of spending is on medical bills below $5,000. If the example were broadenedto include a much larger group, the extremes of the distribution would become moreevident. A few people would have medical expenses of several hundred thousanddollars, and many others would have no medical claims.When individuals are given a choice, those who choose a $1,000 deductible ratherthan a $250 deductible can expect a one-third reduction in health insurance pre-miums. A one-third reduction in claims costs (and therefore in premiums) 10 is pos-sible for a large group if the deductible is increased from $250 to about $2,500. Con-sidering that higher deductibles cause people te change their behavior, however, aone-third reduction in premiums for a large group will probably occur at a deduct-

ible between $1,000 and $2,500.
WINNERS AND LOSERS WITH HIGHER DEDUCTIBLES

Except in those instances where people pay more in premiums than the value ofcoverage they receive, higher deductibles represent a gamble. On the one hand, ahigher deductible results in premium savings. On the other hand, it puts policy-holders at greater risk. Thus, some people will gain from a higher deductible andothers will lose. A prior, most people won't know which group they are in.The vast majority of people would gain from a higher deductible. In any one year,about 70 percent will have very few medical expenses-accounting for only 2V2 per-cent of all health insurance claims. Those who have large medical bills, on the otherhand, will be worse off. Yet as we show below, even people who have high medicalexpenses in any one year will be better off with a high deductible, provided theydo not have recurring large medical bills over any years.Take a leukemia patient, for example, who faces large medical expenses indefi-nitely into the future. With a high annual deductible, the out-of-pocket costs for thispatient simply rise over time.
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Yet there are ways of structuring health insurance so that even potential leuke-
mia patients are better off with a high deductible. Instead of the annual deductible
which is common these days, health insurance could have a per condition deductible
as was common earlier. With a per condition deductible, a person diagnosed with
cancer would pay the deductible only once, and insurance would pay all of the re-
maining costs of the cancer treatments-even if those costs were incurred over
many years.

ALLOWING PEOPLE TO SELF-INSURE TO HELP THROUGH MEDICAL SAVINGS ACCOUNTS

To help eliminate the perverse incentives in the current system, we should allow
individuals to make tax free deposits each year to individual Medisave accounts.
These accounts would serve as self-insurance and as an alternative to the wasteful
use of third-party insurers for small medical bills. Funds in the accounts wou!d
grow tax free, and withdrawals would be permitted only for legitimate medical ex-
penses. Funds not spent during a person's working years could be spent on post-
retirement health care or rolled over into a pension fund.

Medisave accounts would be the private property of the account holder and be-
come part of an individual's estate at the time of death. If created by an employer,
they would be personal and portable for the employee. Medisave contributions
should receive at least as much tax encouragement as payments for conventional
health insurance.1 1

Medisave Accounts With a $1,000 Deductible. Most people have no medical
expenses in any given year, and it is not uncommon for people to go for several
years without incurring medical costs. Medisave balances would grow if not spent
in the case of an individual who switches from $260 deductible to a $1,000 deduct-
ible, with $400 in premium savings each year. Let's compare benefits of the two al-
ternatives:

* With a $250 deductible and a 20 percent copayment, the policyholder would pay
$400 out of the first $1,000 of medical expenses and health insurance would pay
80 percent of the remainder. 12

" With a $1,000 deductible, the policyholder would be at risk for $600 more each
year.

" With a $1,000 deductible and a Medisave account, however, the policyholder
could have at least $400 additional cash each year so at worst would pay an
additional $200 in medical expenses out of personal funds.

" On the other hand, if the policyholder makes it through the first 18 months
without any medical expenses, he is clearly better off with a Medisave account
even if he has $1,000 of medical expenses in year two.' 3

" If the policyholder has no medical expenses for five years, he will have accumu-
lated $2,441 in his Medisave account enough to make the Medisave option prof-
itable even if he then has a $1,000 medical expense for each of the next 48
years!

Medisave Accounts With a $2,500 Family Deductible. As noted above, a fam-
ily in a city with average health care costs can expect to save about $1,749 in insur-
ance premiums if they choose a $2,500 rather than a $250 deductible. Medisave ac-
count balances would grow over time if none of the money were spent. Let's compare
this Medisave option with a conventional health insurance policy:

" A family with a $250 deductible and a 20 percent copayment (up to $1,000) is
at risk or $700 on the first $2,500 of medical expenses in any given year.1 4

" With the Medisave option, the family will have $1,750 in their account the first
year, leaving them at risk for an additional $750 only $50 more than under a
convention policy.

• Allowing for interest accumulation, this family will be better off with a
Medisave account even if they have $2,500 of medical expenses at the end of
each year, every year, indefinitely into the future.

Encouraging Self-Insurance: A Revenue Neutral Proposal. One way to en-
courage Medisave accounts without any loss of revenue to the federal government
is to allow employers and employees to choose higher-deductible policies and place
the untaxed premium savings in Medisave accounts.15 For employees, there would
be no change in the amount reserved for health care benefits or in the total tax sub-
sidy for employee benefits. Yet the change would encourage prudence, eliminate
waste and give employees greater control over their health care dollars.

Currently, many large employers maintain flexible spending accounts (FSAs) for
their employees under Section 125 of the Internal Revenue Code. Under this ar-
rangement, employees can reduce their salaries and make contributions to an indi-
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vidual FS1iAs with pretax dollars. The funds are then used to purchase medical ex-
penses at the employee's discretion. The only difference between an FSA and a
Medisave account is that FSA funds are governed by a "use it or lose it" require-
ment. If employees fail to spend the entire amount in their FSAs in one year, they
forfeit the balance.16 Thus, FSAs create the opposite incentives of Medisave ac-
counts--employees are penalized for not spending FSA funds. A small change in the
tax law could change this perverse incentive into a positive incentive: "use it or keep
it."

Extending Medisave Accounts to Others: A Non-Revenue Neutral Pro-
posal. Although the federal government grants generous tax subsidies to employer-
provided health insurance, only a 25 percent deduction is given to self-employed
people who purchase their own health insurance. No deduction is given for the pur-
chase of health insurance by the unemployed, employees of firms which do not pro-
vide health insurance or employees who must pay for health insurance coverage for
their dependents with aftertax dollars.

Most of the 33 million Americans who lack health insurance have no tax encour-
agement to obtain it. One of the most effective ways to increase the number of peo-
ple with health insurance would be to grant a tax deduction (or tax credit) to indi-
viduals who purchase health insurance with aftertax dollars. Since the choice to
purchase health insurance would remain voluntary, this would create far fewer dis-
tortions in the labor market than would employer mandates. 17 At the same time we
extend tax encouragement for third-party insurance to all Americans, we should
also establish tax incentives to self-insure for small medical bills. 18

Creating Medisave Accounts in Public Programs. Under the current sy stem,
the political pressures governing Medicare (for the elderly) and Medicaid for the
poor) are to expand benefits and refuse to pa3 for them. One consequence is that
most doctors won't see a pregnant woman on Medicaid and here is increasing evi-
dence of health care rationing for other Medicaid services. There is also increasing
evidence of rationing under Medicare.

Medisave accounts could solve problems in both programs. For example, pregnant
Medicaid women might have an account to c-raw on which they could freely spend
in the medical marketplace. This would empower patients and expand the number
of providers to whom they have access. Similarly, the elderly could choose higher
Medicare deductibles and make deposits to their own Mledisave accounts.

Medisave Accounts in Singapore. Medisave accounts have been in existence in
Singapore since 1984. Unlike the proposals made here, in Singapore contributions
to Medisave accounts are mandatory-part of the government's program of insisting
that people save to meet needs that might otherwise have to be met by the state.
Not only are the accounts mandatory, they are the principal form of health insur-
ance in a country that only recently encouraged third-party insurance for cata-
strophic medical expenses.

ADVANTAGES OF MEDICAL SAVINGS ACCOUNTS

Creating individual and family Medisave accounts would represent a major depar-
ture from the current system of paying for health care. These accounts would have
immediate advantages which would become even more important over time.

1. Lowering the Cost of Health Insurance. Medisave accounts would allow
eople to substitute less costly self-insurance for more costly third-party insurance

for small medical bills. To the degree they are self-insured, people would no longer
face premium increases caused by the wasteful consumption decisions of others. And
to the extent that third-party insurance was reserved for truly risky, catastrophic
events, the cost per dollar of coverage would be much lower than it is today.

2. Lowering the Administrative Costs of Health Care. Because we rely on
third parties to pay a large part of almost every medical bill, unnecessary and bur-
densome paperwork is created for doctors, hospital administrators and insurers. By
one estimate, as much as $33 billion a year in administrative costs could be saved
by the general use of Medisave accounts.

3. Lowering the Cost of Health Care. Medisave accounts would institute the
only cost control program that has ever worked patients avoiding waste because
they have a financial self-interest in doing so. When people spent money from their
Medisave accounts, they would be spending their own money, not someone else's an
excellent incentive to buy prudently. By one estimate, the general use of Medisave
accounts would reduce total health care spending by almost one-third.

4. Restoring the Doctor-Patient Relationship. Medisave accounts would give
individuals direct control over their health care dollars freeing them from the arbi-
trary, bureaucratic constraints often imposed by third-party insurers. Physicians
would see patients rather than third-party payers as the principal buyers ef health
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care services and would be more likely to act as patients' agents rather than agents
of an institutional bureaucracy.

5. Giving Patients More Control Over the Services They Are Insured For.
Every group health insurance plan includes some services and providers, and ex-
cludes others. But the preferences of the group may not necessarily be those of the
individual. In addition, state legislators are increasingly imposing their views on
private group policies through mandated health insurance benefit laws. To the ex-
tent that individuals were self-insured, they would make these decisions for them-
selves.

6. Enjoying the Advantages o: a Competitive Medical Marketplace. In most
places, a patient cannot discover the cost of even routine surgery prior to entering
a hospital. At the time of discharge, patients are confronted with lengthy, line-item
statements not even their doctors can read. Thus, the people who make the purchas-
ing decisions cannot find out what the price is in advance and cannot understand
what they were charged afterward. The evidence suggests that these problems are
created by our system of third-party payment and are not natural phenomena of the
marketplace. When patients pay with their own money (e.g., cosmetic surgery in the
United States and most routine surgery at private hospitals in Britain), they usually
get a package price in advance and can engage in comparison shopping.

7. Enjoying the Advantages of Real Health Insurance. Because third-party
insurance pays almost ail U.S. medical bills, to a large extent health insurance is
not really insurance. Inst-ad, it is prepayment for consumption of medical care. One
consequence of this situation is that people with preexisting health problems often
cannot buy insurance to cover other health risks. A system of Medisave accounts
would encourage a market for genuine catastrophic health insurance and would
make such insurance available to more people.

8. Expanding the Benefits of Self-Insurance Over Time. The funds in most
Medisave accounts would grow over time, allowing people to choose higher deduct-
ible policies--thus relying less on third-party insurers and increasing their control
over their health care dollars.

9. Creating Incentives for Better Lifestyle Choices. Since Medisave accounts
would last over an individual's entire life, they would allow p-ople to engage in life-
time planning-recognizing that health (and medical expenses) are related to their
lifestyle choices. People would bear more of the costs of their bad decisions and reap
more of the benefits of their good ones. Those who don't smoke, who eat and drink
in moderation, refrain from drug use and otherwise engage in safe conduct would
realize financial rewards for their behavior.

10. Expanding Health Insurance Options During Retirement. Medisave ac-
counts would eventually become an important source of funds from which to pur-
chase health insurance or make direct payments for medical expenses not covered
by Medicare during retirement. Such funds would help America solve the growing
problem of long-term care for the elderly.

USING MEDISAVE ACCOUNTS TO LOWER THE ADMINISTRATIVE COSTS OF HEALTH
INSURANCE

Health insurance not only creates perverse incentives but its overuse also leads
to high and unnecessary administrative costs. For example, the cost of marketing
and administering private health insurance averages between 11 and 12 percent of
premiums. 19 Dealing with private and public third-party payers also creates admin-
istrative burdens for physicians. A study by the American Medical Association esti-
mates that a physician spends an average of six minutes on each claim and the phy-
sician's staff spends an average of one hour. Those physicians who contract with
outside billing services pay about $8 per claim. 20

Medisave accounts offer a way of cutting these costs dramatically while at the
same time maintaining and even improving the quality of care.

Health Care Debit Cards. A general system of Medicave accounts would lead
naturally to the use of health care debit cards. Patients could, for example, pay for
physician visits by using their cards just as people now pay for merchandise at re-
tail stores. Several health care debit card companies al-eady exist, including Pulse
Card, headquartered in Kansas City, Kansas and Security Plus, headquartered in
Newport Beach, California.

2 1

With an increase in volume and with increased competition, the administrative
costs of using health care debit cards would be quite low, relative to the cost of
using third-party payers. Currently, the overhead cost for credit card companies is
as low as 1.29 percent. Moreover, for most transactions between patients and physi-
cians, this would be the only administrative cost other than paperwork deemed nec-
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essay for putely medical reasons. Private and public insurers would not need addi-
tionalpaperwork except when total costs exceeded high patient deductibles.

Health Care Debit Cards and Medical Records. Health care debit cards could
be combined with another technological innovation to reduce other costs and im-
prove the quality of care. Several companies are experimenting with technology that
would put a patient's entire medical record on a credit card.22 This would allow phy-
sicians immediate access to each patient's complete medical history. Putting medical
records on a credit card could be costly. But it might be less costly than the current
system under which physicians treat patients about one-third of the time without
access to their records.9

The Benefits of the Canadian System Witho :.t the Costs. Advocates of the
Canadian system of national health insurance cite two principal benefits: (1) pa-
tients entering the health care system need produce only a national health insur-
ance card in order to receive care, and (2) the administrative costs of the system
are lower because the paper-work is reduced and other costs such as marketing-
are eliminated.

Against these advantages, there are severe disadvantages. Because patients are
spending other people's money at the time they consume "free" health care, the po-
tential demand is unlimited and Canadian provincial governments control costs by
limiting technology and forcing physicians and hospitals to ration health care. As
Canadian waiting lists grow longer, there are increasing reports of unnecessary pa-
tient deaths and increasing numbers of Canadians crossing the border for U.S. med-
ical care. In addition, because of the perverse incentives the system creates for pro-
viders, physicians often over-provide some services while hospital managers try to
avoid the costs of acute care by housing chronic patients who use the hospitals as
expensive nursing homes.

24

A system of Medisave accounts plus health care debit cards could produce the
benefits of the Canadian system without the adverse side effects. A valid health care
debit card would be proof that a patient could pay small medical bills and had third-
party insurance to pay large ones. Unlike the Canadian system, however, patients
using debit cards would have strong incentives to purchase care prudently ber,.ase
they would be spending their own money.

A BALLPARK ESTIMATE OF THE ECONOMIC EFFECTS OF MEDISAVE ACCOUNTS

A number of studies have compared administrative costs of health insurance in
the United States with those of Canada's national health insurance. For example,
Table I shows three estimates of the administrative savings that could be realized
by adopting the Canadian system as well as an estimate of the costs of eliminating
out-of-pocket charges. The potential savings in administrative costs range from a
Lewin/ICF estimate of $34 billion to a General Accounting Office (GAO) estimate
of $67 billion. 25 However, the effect of eliminatirg all deductibles and copayments
swamps these savings and leads to a net increase in costs.

We believe the estimates of potential savings from reduced administrative costs
are much too high for three reasons. First, government accounting practices always
lead to underestimates of the real cost of government provisions of goods and serv-
ices. Second, these estimates completely ignore all indirect costs (e.g., the costs of
rationing and of physician and hospital rc3ponses to perverse incentives) caused by
Canada's method of paying for health care. Third, many of the administrative activi-
ties in the U.S. health care system are not designed merely to control spending; they
also are designed to prevent inappropriate medical care and maintain quality. The
United States is not likely to follow the Canadian practice of giving hospitals global
budgets and forcing physicians to ration health care with few questions asked. 6

Nonetheless, Table I is interesting for a different reason. What the GAO cal-
culates as the rock-bottom cost of administering a health care system is probably
on the high side when compared to a system of Medisave accounts and health care
debit cards. We used the GAO method to estimate the potential reduction in admin-
istrative costs under a system of Medisave accounts and health care debit cards, and
the Rand Corporation's method to estimate the likely reduction in health care
spending if people had high-deductible health insurance. Table 1I shows the prob-
able effects of a generalized system under which everyone (including Medicaid and
Medicare patients) has third-party catastrophic insurance and uses health care
debit cards, drawing on individual Medisave accounts to pay small medical bills. As
the table qhows:

A system which combines catastrophic third-party insurance with Medisave ac-
counts should reduce administrative costs by as much as $33 billion.
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" Because the presence of high deductibles would make patients more prudent
purchasers of health care, total spending should go down by as much as $147billion.

" After extending catastrophic health insurance to the currently uninsured, the
net total savings are $168 billion-almost one-fourth of what the United States
now spends on health care.

Table I.-ESTIMATES OF THE ECONOMIC EFFECTS OF ADOPTING THE CANADIAN
SYSTEM IN THE UNITED STATES

ll3fns of daWA

..I.. PNWP GAO

nsur :e overhead ................................................................... -$22 -$27 -$34
Physician administrative expenses ........................................... -1 -9 -15
Hospital administrative expenses .............................................. -11 -31 -18

Total ....................................................................................... -$ 4 --$ 7 -$67
Expansion of coverage for the current insured .......................  +$54 +$54 +$54
Expansion of coverage for the currently u isured'I .................. +$19 +$19 +$19

Total effect ........................................................................... +$39 +$6 +$6

'Based on GAO estimates for inoe, sed hospv pendng and GAO eatiaes. iricreased to reflect the Rand results for physioan
spending.

Source: General Accounting Office, Canadian Heakh Isurance: Laeso for the United State Ju 1991, pp. 62-67; L S
Lesn and J. Sheds, National Health Spending Under Alternative Univeras Aces pnposate (Wa.ngon,
DC: Lwirt'ICF, Oclaoer 26, 1990) Prepared or fte AFL-CIO; and K. Grmbech at al.. Ux" Benefts, Conse-afive Spending: The
Physicians tor a National Heahin Program ProposaL" Jownre of the Auericaan MedicalA eiation, Vol. 265, No. 19,
May 15, 1991, pp. 2549-2554.

Table I.-ECONOMICS EFFECTS OF COMBINING UNIVERSAL HEALTH INSURANCE
WITH MEDISAVE ACCOUNTS AND HEALTH CARE DEBIT CARDS

[Blons of dolas]

Chang in Costs
Afustmer

Low estimate High estimate

Savings in Administrative Costs:'
Insurance O verhead ................................................................................................ -$8 -$17
Phy.,cans Administrative Expenses ........................................................................ -5 -10
Hospital Administrative Expenses ............................................................................ -3 -6

Total 1.................................................................................................................... -$16 -$33
Coverage for the Currently Uninsured 2 

.......
........ .. .. . .. .. .. .  .  ..  + 12  + 12

BE havioral Response
3  
.................................................................................................. 

- 90  - 147

Total effect .......................................................................................................... - $94 -$168
'Based on GAO esmateas of t poWU saWgs i admin'sa t e *n 4rsstenhs .For high Wimate, one-hat

01 sawgs attained in reduced irsurance overhead, f oi sawigs ned i reduced ptysian adrmnasttiw costs =-4 nc itd
01 sags ataied in reduced hospital adrrnistraWe cos. For o snate, one-ha ci those amounts. See GAO, Canadian
Health Insurance, Tati 51, p. 632 Based on GAO and LewhlC estmate See J. Needlemn. st a.. The Health Care Financing System and the
Uninsured (Washigon, DC: LewiMCF, Apri 4. 1900). Prped for te Hem Care Froing Admk.trabon.3Based on Ratid asw.nates. For high esli9rae. 23 perca reducWin WW heW lwe cserosts ecx ' msur" ve ovreac, reseatc
and puic health experctres. For lw esnato. spencg is recud by 45 percent f phtsiam and 10 percint fo hospW,.

CONCLUSION

Primarily because of U.S. tax law, most Americans are overinsured. People use
health insurance to pay for non-risky medical episodes, including diagnostic tests
and routine checkups. They also use health insurance to pay small medical bills
they could pay more economically from personal funds. As a consequence, the ad-
ministrative costs of the U.S. health care system are much too high and patients
and physicians are often wasteful.

Health care costs in the United States could be reduced substantially if people re-
lied on third-party insurance for catastrophic expenses only and paid small medical
bills with health care debit cards, drawing on individual savings accounts. No one
should be forced to self-insure for small medical bills. But Congress should create
the opportunity for people to do so by giving just as much tax encouragement for
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deposits to individual medical savings as if currently grants to employer payments
for third-party insurance.
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STATEMENT OF THE OIL, CHEMICAL AND ATOmIc WORKERS INTERNATIONAL UNION

My name is Nolan W. Hancock. I am the Citizenship-Legislative Director for the
Oil, Chemical & Atomic Workers International Union AFL-CIO (OCAW). On behalf
of OCAW, I submit the following statement to be included in the record of the Sen-
ate Finance Committee hearings on single payer liealth care systems.

Our union represents approximately 100,000 workers employed nationwide in the
oil refining, chemical production, pharmaceutical production and nuclear industries,
and the corn milling and processing industries.

One of the most critical issues affecting working men and women and their fami-
lies today is the legislative challenge to improve health insurance coverage and con-
tain health-care costs.

Our union, along with many others in the Labor Community have long supported
federal legislation that would assure all Americans access to essential health care
services at a price they can afford. Now, organized labor, organized medicine and
many in the business community are offering proposals to achieve these same objec-
tives.

We believe the time is right for Congress to take advantage of this growing na-
tional consensus and to take the lead in creating a national health care program
that will reduce health care costs, expand access to all Americans and improve their
quality of health care.

Our present employer-based system that once provided health protection for work-
ing Americans, their dependents and retirees, is collapsing around ts. These out-
of-control health care costs are driving insurance premiums beyond the ability or^
workers and employers to pay. A study by the AFL-CIO Employee Benefits Depart-
ment found that in 1990 health care was the major issue for 55 percent of striking
workers. The study also confirmed the cold reality of the risk of job loss in a strike
over health care. Last year 69 percent of all permanently replaced workers had
struck over health care benefits as the major issue.

The nation's health care bill is enormous--and it's getting bigger. When other
goods and services are exorbitantly and ridiculously priced, we can forego them,
however, it is often difficult to forego medical treatment.

In 1987, the U.S. spent 11.2 percent of its Gross National Product (GNP) on
health care-that is approximately $512 billion total and represents a $1,926 dollar
per capitol expenditure. That's up from 10.9 percent of the GNP in 1986.

According to Consumer Reports (September 1990), in 1990, the nation's medical
bill will total some $666 billion, or about $2,664 for every man, woman and child.

One reason we spend so much on health care is that, unlike countries with na-
tional health care systems, there is no systematic effort to control how much doctors
charge or hospitals spend. Our health care system is profit-driven.
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It isn't citizens need to be healthy which comes first, but instead the profit needs
of doctors, hospitals, insurance, drug and medical equipment companies. The na-
tion's 1,500 insurance companies are also a big contributor-to rising health care
costs. We deny health care to millions, but waste $19 billion a year in industry prof-
its and overhead. In this country, 12 percent of revenues are consumed by overhead
versus 2.5 percent in Canada. We waste another $20 billion (1987 figure) for hos-
pital billing and bureaucracy.

Prescription drugs are the same. According to a report released by Senator David
Pryor, (D-AR), the price of prescription drugs in the U.S. is substantially higher
than the costs of the same drugs in Canada.

With little effort to control costs, over the past decade, insurance industry profit-
eering and bureaucracy have combined with excess hospital capacity, the skyrocket-
ing costs of physician malpractice insurance, and the growing use of unnecessary
medical procedures to send health care costs soaring. Our present system makes the
sick get sicker and the poor get poorer.

If the current trends continue, by 1998 workers will be spending 27 percent of
their take home pay on health insurance premiums alone.

We are all aware of the appalling figures. There are more than 37 million Ameri-
cans without health insurance and 53 million additional Americans with inadequate
coverage to protect them from a catastrophic illness. Truly one third of all Ameri-
cans are priced out of adequate health care. The system is broke and cannot be fixed
by the band-aid approach. OCAW believes that our health care system needs a
major overhaul.

Several legislative proposals are now before this Congress. While these proposals
are encouraging in terms of opening up the debate on health care and attempting
to rectify some of the current wrongs, they represent a patchwork approach which
in most cases fails to confront some of the fundamental problems in our system. And
they do not enjoy much support from the public. Whereas 73 percent of the respond-
ents in a current poll supported a proposal for a national health program, only 30
percent supported a program that would only benefit the uninsured. In many pro-
posals, the wasteful- private insurance industry is left intact and the estimated $30
billion squandered annually on the bureaucracy is not addressed.

After meeting with the health care community in the U.S. and Canada seeking
a solution to our national health care crisis, OCAW has endorsed the National
Health Program advanced by the "Physicians for a National Health Program
(PNHP)" which is a single-payer system and is modeled after the Canadian pro-
gram. We believe that a National Health Program providing cradle to grave cov-
erage is the only solution that makes long-term sense.

Polls in Canada show that 95 percent of the people there are in favor of their
NHP, and only 3 percent would go back to the American-style program they used
to have. Nine out of 10 Canadians say their health care system is one of the reasons
Canada is the best country in the world in which to live. Even two-thirds of Cana-
dian doctors favor their program and physician incomes are among the highest in
Canada-four to five times the average industrial wage.

SEE GRAPH BELOW

THE PUBLIC'S VIEW OF THEIR HEALTH CARE SYSTEM IN TEN NATIONS,
1990

Mino charges Funarntat Compely re- Per caplal heath ex.
neweddr chneed buml system 3  pendeure (U.S. dollars)

Canada ............................ 56% 38% 5% $1,483
N etherlar s ..................................................... 47 46 5 1,041
W est G ermany ................................................ 41 35 13 1,093
France ............................................................ 4 1 42 10 1,105
A ustralia .......................................................... 34 43 17 939
Sweden ............................. 32 58 6 1.233
Japan ..................................... ................. 29 47 6 915
United Kingdom .............................................. 27 52 17 758
Naly ................................................................. 12 46 40 84 1
United States .................................................. 10 60 29 2,051

'On the sunrvey, fte ques on was worded as follow On e wtoe, the health care system worts prety wet, and only minor
chaneare necessary to make it work beO.'

I T are some good t in our heath are system, but knda renW dwo am needed to make it work bWtW."
'Ou heath care system has so much wrong with it that we need to compleely rbuld it"
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THE PUBLIC'S VIEW OF THEIR HEALTH CARE SYSTEM IN TEN NATIONS,
199-Condnued

ism w ucp hh ex-I ww pmdn (US. hm
I v' I-=

Source: Harerd-Harft4TF. 1990 Ten-Nmio Sum".

We believe a national health program should be a public insurance plan adminis-
tered by state and regional boards. It should be a single payer program--the U.S.
Government. The program should provide all U.S. residents with free health care
on demand. This includes doctor visits to a physician of our choice, hospitalization
expenses, prescription drug bills, treatment for mend health, long-term illness,
dental services occupational health services, necessary medical equipment and any
other health-related expense. In short, a National Health Program would:

" Improve access
" Contain costs
" Minimize bureaucracy
" Cover all Americans
" Provide free choice of physicians, clinics and hospitals
" Abolish discriminatory private insurance

Following is a summary of the Physicians National Health Program which this
union supports:

" The most important feature of PNHPs proposal is the removal of all financial
barriers to medical care. Every American would be covered for necessary medi-
cal care by a public insuranceplan administered by state and regional boards.

" Coverage would include standard medical care as well as care for mental
health, long-term illness, dental services, occupational health services, and pre-
scription drugs and equipment.

" Patients would receive a National Health Program (NHP) card entitling them
to care at any hospital or doctor's office. Patients would not be billed for ap-
proved medical care. They would not pay any deductibles, co-payments, or out-
of pocket costs. All approved costs would be paid by the NHP.

" Most hospitals and nursing homes would remain privately owned and operated,
receiving an annual "global" lump sum from the NHP to cover all operating
costs. Global operating budgets would be negotiated with the NHP board. Cap
ital expansion funds would be distributed separately by regional NHP boards
on the basis of health planning goals.

* Private doctors would continue to practice on a fee-for-services basis with fee
levels set by the NHP board. HMOs would receive a yearly lump sum from the
NHP for each patient. They could not retain money they failed to spend on care,
thereby removing incentives to skimp on care. Neighborhood health centers,
clinics and home care agencies employing salaried doctors and other health pro-
viders would be funded directly from NHP on the basis of a global budget.

" The NHP would pay pharmacists wholesale costs plus a reasonable dispensing
fee for prescription drugs on the NHP formulary. Medical equipment would be
covered in a similar fashion.

" Private insurance which duplicated NHP coverage would be eliminated, saving
an estimated $15 billion a year in industry profits and overhead, more than half
of the 18 percent hospitals now pay for administration would be saved under
this plan.

" The program would be phased in over a three-year period with initial dem-
onstration projects in a few states. During the phase-in period, the NHP would
be funded by the same sources that now fund health care. Thus, Medicare and
Medicaid would make lump sum payments to the NHP and employers would
pay health insurance premiums directly to the NHP.

The program would be federally mandated and funded through the Federal Gov-
ernment. Administration would fall to state and local authorities.

Regional planning would result in more rational allocation of resources and less
duplication of equipment. The U.S. currently spends 22 percent of total health care
expenditures on administration. Canada spends 12 percent on administration.

A new study on how to restructure the U.S. health care system to provide insur-
ance for all and cut costs was carried out by the "Economic and Social Research In-
stitute," headed by health economist Jack Meyer and commissioned by the Robert
Wood Johnson Foundation.
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The economic study titled "A National Health Plan in the U.S." concludes the
United States would save about $240 billion dollars on health care costs the first
ear and $4.3 trillion dollars over the next decade if it switched to a Canadian-style
ational Health Insurance System. The study finds the savings over the decade

would be about equal to the entire U.S. Economy in 1991, and that business firms
would be among the big winners because their health insurance outlays would be
less.

This study concludes that a conversion to a national health care plan would re-
lease resources from the health care sector to the rest of the economy. It would
transfer money from providers, insurers, and firms that have not been providing
health insurance, to employers who do provide insurance, to workers, and to con-
sumers. The report shows that the potential short-term and long term financial sav-
ings from containing health care spending are great.

This study as many before it brings one to conclude that the U.S. would be wise
to adopt a National Health Care System patterned after the Canadian National
Health Care System.

We have reviewed many of the health care bills currently before this Committee
and those which have been introduced on the Senate side.

We are especially interested in those bills that provide for the single payer option
which we believe is essential to achieve significant savings, and those bills that pro-
vide for universal coverage.

We are among those unions who support H.R. 1300, introduced by Congressman
Marty Russo, (D-Ill). OCAW also supports S. 2320, introduced by Senator Paul
Wellstone. These bills implement most of the key features of a Canadian style Na-
tional Health Care Program.

CONCLUSION

Our proposals for a National Health Care Program are based on our experience
at the bargaining table representing thousands of workers in various industries
across America.

Workers are the first to feel the sting of higher health care costs out of their pay
checks. They are the ones who are losing access to our health care system that
purports to be the best in the world. They are the ones who face the prospect of
on the job injury and industrial health hazards, and our members work in some of
the most potentially hazardous industries in America. These are decent hard work-
ing men and women who are the backbone of America and they deserve as citizens
to have adequate health care coverage for themselves and their families.

We are prepared to work with this Committee and its staff, with our membership
and their employers, and with coalitions and consumer groups to provide a national
health care program for all Americans.

Thank you for the opportunity to have our statement on this important issue in-
cluded in the Committee's hearing record.

STATEMENT OF THE PATHOLOGY PRACTICE ASSOCIATION

The Pathology Practice Association is a national association of pathologists from
private practice, hospitals, independent laboratories, and academia. We appreciate
the opportunity to comment on the proposed use of the Medicare Fee Schedule by
all payers.

During the 102nd Congress a vast amount of legislation has been introduced to
reform the health care system. Many bills offer a comprehensive approach, address-
in such key issues as universal access for patients, adequate reimbursement to pro-
viders, and maintenance of costs. These are all laudable goals and we support them
fully.

However, in this time of severe budget constraints, the Administration and Con-
gress are concerned particularly with ways to curtail the rising cost of health care.
Recent discussion has centered on the methods of cost containment, which is also
the focus of this hearing. During this debate, some have suggested using the newly
established Medicare Fee Schedule (MFS) to determine rates for private payers. We
believe this would be a grave error, and could lead to a greatly diminished level of
quality health care in this country.

We oppose the use of the MFS by private payers for several reasons. First, we
believe at this time, that a discussion of the applicability of the MFS to all payers
is premature. It is difficult to understand why Congress would be willing to extend
the reach of the MFS to the entire health care industry without studying even the
preliminary effects of the MFS on the Medicare system. In the area of pathology
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services, there are serious errors in the relative values assigned under the RBRVS
and we believe time and experience with the new MFS will prove this to be true.

We believe the Medicare Fee Schedule, which at Ue time of this hearing is barely
five months old, should be allowed time to prove its reliability for containing costs
as well as ensuring equitable payment to physicians under the Medicare program
before it is taken up by private payers. The Physician Payment Review Commission,
whose role is to advise congress on "reforms of the methods used to pay physicians
under the Medicare program," has just released its Annual Report to Congress
which includes sound advice on this matter. In the report, the PPRC states: "Fur-
ther refinements necessary to assure equitable payment to physicians should be
made in the Medicare Fee Schedule."

It has been the position of the PPA that the new MFS must indeed be modified
if it is to be equitable to physicians.

For this reason, we believe Congress should heed the PPRC and resist any temp-
tation to force the new MFS on private payers. It is very possible that major prob-
lems will be uncovered during the transition period which will need to be corrected.
In fact that is precisely the reason for phasing in the MFS, to allow the system time
for testing and adjustment. Again, we recommend that Congress wait and review
the effects of the MFS over the transition period-and act to correct major flaws--
before considering its appropriateness for any other payers.

Secondly, use of the F by all payers could cripple the pathology profession's
ability to attract new people to medicine. For a variety of reasons, not the least of
which include numerous changes to pathology reimbursement over the last ten
years, R serious shortage of pathologists has been projected by several independent
studies.

While we have yet to see exactly how the MFS has impacted our profession,
HCFA estimates that pathologists will see a 20 percent drop in their Medicare reve-
nues when the MFS is fully implemented. Were private payers to begin using this
schedule as well, in four years many dedicated professionals in our profession may
experience a cut in their revenues of double that amount.

The PPRC's recently released report entitled, "optional Payment Rates for Physi-
cians," warns, "current Medicare rates of payment to physicians are knot necessarily
the level that should be received from all payers. To the degree that federal policy
determines the rates paid by others, consideration of physician incomes will have
to be incorporated as well."

We cannot more strongly agree. The PPRC's forecast of the impact which the new
MFS might have on physicians if extended to all payers is based on limited data.
It does not examine, for example, the specific impact on pathology services. Even
where more extensive data has been developed with respect to the RBRVS and the
new Medicare Fee Schedule, it is difficult to know for certain what the actual im-
pact will be on physicians, and specifically on pathologists. Without extensive, reli-
able data, it would be premature and inadvisable to extend the MFS to all payers.

Beyond the devastating impact it could have on our ability to attract new people
into the field of pathology, we believe the MFS as presently constituted is simply
not the appropriate vehicle for cost containment for private payers. We believe our
position is consistent with the findings of the PPRC.

Turning again to the PPRC's report on optional payment methods, the Commis-
sion states, "There is little basis to conclude that Medicare rates would be the ap-
propriate level if applied to all payers. . In considering these analyses of private in-
surers using Medicare rates, an important point to bear in mind is that the overall
level of Medicare payment rates is not necessarily the 'right' level. Unlike hospital
paymerit, Medicare physician payment was never tied to a measure of costs. In-
deed, Medicare payment rates have been significantly influenced by the condition
of the federal budget.

Finally, we would also like to take this opportunity to respond to charges by some
who suggest that the reason for the rapid rise in health care costs is the high cost
of specialist health services. The United States offers the highest quality health care
in the world precisely because of the knowledge and skills of, and advanced tech-
nology utilized by, our medical personnel.

Administrative costs and further federal regulations, much like those we are dis-
cussing today, impose a heavy burden on the entire health care system. We believe
these and a variety of other factors significantly contribute to the high cost of health
care in the country. It is much too simplistic to blame rising health care costs on
the payments for physician services.

In fact, according to the fall 1991 Health Care Financing Review published by
HCFA, in 1990 physician services accounted for only 21 percent of total personal
health care expenditures and only 20 percent of total expenditures for health serv-
ices and supplies under public programs. Controlling that small fraction of total
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health care costs by extending a flawed and untested MFS to private payers is sim-
ply not going to effectively achieve the kinds of cost containment this committee
wants.

If excessive administrative or other unnecessary health care costs can be curtailed
by some kind of universal payment system, we strongly, recommend the private sec-
tor-including carriers, physicians, and others--be the agents of such a solution, not
the federal government. For example, perhaps various parties within a state could
reach a consensus on a form of universal payment system which would satisfy the
parties within that state. Regardless how such systems might evolve in the future,
we strongly recommend against tasking the federal government, for all the reasons
cited earlier, with the assignment of developing and administering a payment sys-
tem affecting health care services not reimbursed by the federal government.

In conclusion, the PPA strongly opposes the use of the MFS by private payers as
premature, inappropriate, and ineffective in achieving the goal of cost containment.

STATEMENT OF THE U.S. PUBLIC INTEREST RESEARCH GROUP

Mr. Chairman, the U.S. Public Interest Research Group (U.S. PIRG) appreciates
this opportunity to express our support for a single-payer national health care pro-
gram that provides universal, comprehensive coverage for all Americans under a
single, publicly funded program. U.S. PIRG is the national lobbying office for state
PIRGs around the country. PIRGs are nonprofit, non partisan consumer and environ-
mental advocacy organizations with more than a million members across the coun-
try.

We commend Senators Wellstone, Simon, and Metzenbaum for sponsoring S.
2320, the Universal Health Care Act of 1992. This legislation will control the sky-
rocketing costs of health care, and at the same time, make high-quality health serv-
ices available to all people in the United States.

THE NEED FOR REFORM

The U.S. is facing a health care crisis. Americans spend more money on health
care and receive less in services than citizens in any other western industrialized
country.

Ninety-seven million Americans are without adequate insurance to protect them
from financial ruin in the event of a serious illness. Of this group, some 37 million
have no insurance at all. In addition, millions of other consumers are at risk of los-
ing their benefits if their employer changes insurers, if they become sick, or if they
lose or change their jobs.

The average American family will spend $4,296 this year on health care and is
expected to spend $9,397 by the year 2000. The U.S. spends more per capital, and
a greater proportion of its gross national product (GNP) on medical care than any
other nation. Over the past decade, health care spending has grown 60 percent fast-
er than general inflation and now comprises 14 percent of the GNP. Americans will
spend $817 billion for health care this year.

Clearly, the current private insurance system is unable to control health care
costs, and maintenance of the system will only continue to erode the health and
well-being of the nation by denying millions of Americans access to medical care.

ADMINISTRATIVE WASTE

The upward spiral of health care spending is fueled in part by the administrative
waste and red tape created by having 1,500 different insurers-each with its own
rules and claim forms. The U.S. spends 24 cents on every health care dollar on ad-
ministration, while Canada's single-payer system costs only 11 'cents of every dollar.

THE SINGLE-PAYER SOLUTION

The single-gayer system of health care guarantees universal access to comprehen-
sive, quality health care at a price that Americans can afford. Under a single-payer
plan, health care costs of all Americans would be paid by a single, public entity like
Social Security or Medicare. The current network of 1,500 different insurance com-
panies would be replaced by a single agency that would pay for all health care serv-
ices. This agency would not run the health care delivery system, but would replace
the inefficient system of paying for health care. The current mix of private and pub-
lic doctors and medical professionals would remain; the single-payer system would
merely simplify the bill-paying process and eliminate the complex and repetitive
billing system, which costs consumers billions of dollars a year.
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All Americans would receive a national health care card, entitling them to bene-
fits without out-of-pocket expenses. Consumers could go to the health care provider
of their choice for treatment simply by presenting the card. Health care providers
would be guaranteed payment, and they would no longer alter treatment to fit the
insurance status of their patients.

The system would be progressively financed through a combination of corporate
and personal taxes. These taxes would replace the premium and out-of-pocket costs
now paid by businesses and families. Costs would go down for 95% of the people.

CONSUMERS BENEFIT UNDER A SINGLE-PAYER SYSTEM

A single-payer plan would benefit consumers in several ways:
Saves Money. The General Accounting Office reports that the U.S. could

save as much as $67 billion in administrative costs by moving to a single-payer
system. Consumers would no longer have to pay out-of-pocket costs, which now
account for almost one-quarter of total health care expenditures.

Provides Universal Access and Better Benefits. Under the single-payer
system, every American would be provided with benefits they need, including
payment for prescription drugs home- and long-term care, rehabilitative serv-
ices, vision and dental care, anA mental health services. Under the current sys-
tem, cost-sharing burdens and out-of-pjcket costs for prescription drugs and
long-term care often create financial hardships and serious obstacles to health
care.

Freedom of Choice. The single-payer system would allow every person to
seek out the best care available by choosing his or her health care provider at
no additional cost. Under the current system, many Americans have little or no
say in selecting their health care providers.

Improved Quality of Care. The singlepayer system would give every
American access to a comprehensive range of services with special emphasis on
preventative and primary care. Increased access to prenatal care and early diag-
nosis of illnesses would improve infant mortality rates and life expectancies for
all Americans, and particularly for those millions of people who are presently
uninsured or underinsured. The single-payer system would also focus more re-
sources in areas that are underserved by the current system and will create
centers of excellence for special treatment procedures to ensure that highly ex-
perienced practitioners Provide the best possible care to patients.

Provides Security. Under the single-payer system, no one would be denied
coverage due to a pre-existing condition or forced to pay exorbitant premiums
because they are considered high risk. The single-payer system would not in-
clude such exclusions or discriminatory practices that could result in denial of
health care benefits and financial disaster for individual Americans.

CONGRESS SHOULD ENACT A SINGLE-PAYER HEALTH CARE SYSTEM

The cure for America's ailing health care system is a single-payer national health
care program. We urge this committee to consider the many benefits of the single-
payer system over the current system and to support the reforms necessary to pro-
vide comprehensive and affordable health care for all Americans.


