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CeNTER For EconoMic PoLicy STUDIES

Princeton University, Princeton, NJ 08544-1021

TO: Richard Porter

FROM: Lisa S. Kruegeéj Assistant Director
(609) 258-5765

RE: Logistical Details

DATE: May 6, 1992

I enclose an updated program for the upcoming CEPS
Symposium with precise times and locations for all events
on May 15-16. Please note several minor changes,
including a 6:30 p.m. start time for cocktails on Friday
evening, followed by dinner at 7:30 p.m. in the Garden
Room at Prospect House on the University campus. A map,
indicating the location of Prospect and the Nassau Inn,
is also enclosed. If you need more detailed directions
to the Princeton area, please feel free to give me a
call.

We look forward to seeing you on May 15-16.

Encls.

(609) 258-4010
FAX (609) 258-6419



Program
CEPS Symposium
Princeton, May 15-16, 1992
Reforming America's Health Care System

Friday, May 15: Prospect House

6:30 P.M.  Cocktails

7:30 P.M. Dinner followed by address by Joseph Califano
(Dewey, Ballantine; former Secretary of Health,
Education and Welfare)

 Saturday, Mayrle: Nassau Room, Nassau Inn

9:00 A.M. Welcoming Remarks: Harvey Rosen
9:05 A.M. U.S. Health Care: The Facts and International

Comparisons

Uwe Reinhardt (James Madison Professor of Political
Economy, Princeton University)

Harold S8hapiro (President and Professor of Economlcs
and Public Policy, Princeton University)

10:00 A.M. Rising Medical Costs: A Physiéian's Perspective
Steven Schroeder (President, Robert Wood Johnson

Foundation)
'10:30 A.M. Coffee Break
10:50 A.M.  Health Care Reform: The Adminiétration's View

Gail Wilensky (Deputy Assistant to the President
for Policy Development)
Richard Porter (Counsel to the Vice President)

11:40 A.M. Alternative Modes for Delivering Health care
Henry Aaron (Senior Fellow, Brookings Institution)

12:30 P.M. Lunch - Palmer's, Nassau Inn

1:50 P.M. Panel on Health Care Provision: What Works and

What Doesn't?

Christine Grant, Chair (Senior Director, Government
& Policy, Merck Sharp & Dohme)

Samuel Havens (Senior Vice President, Prudential
Insurance Company)

Paul Starr (Professor of Sociology, Princeton
University)

3:00-4:00 Panel on The Politics and Economics of Health Care
Reform
Uwe Reinhardt, Chair
John Hilley (Chief of sStaff for Senator George
Mitchell)
Walter Maher (Director-Federal Relations,
Chrysler Corporation)

4:00 P.M. Light Refreshments and Informal Discussion
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PRINCETON UNIVERSITY

Alexander Hall, E2

Key Locations

Admissions (undergraduate), West College, F2
Admissions (graduate), Nassau Hall, F2

New South, ES Alumni Council, Maclean House, F2

Energy Research Lab, J2 Patton, F4

Elementary Particles Labs, K7

$/10/30

Nassau Hall, F2

Lourie-Love, G5

Tower Club, H4

Emergency, accident, fire, call 258-3333

Arch?leclural Lab, 17 Engineering 1912 Pavilion, H6 Wu, F5 Athletic event tickets, Jadwin Gym, J7
Architecture, School of, G3 Quadrangle, J2 Notestein Hall, H4 Forbes Collee Betts Auditorium, School of Architecture, G3
Armory, 16 Eno, G5 185 Nassau Street, H2 D‘;’ es Cofteg Bookstore (University Store), E3
Art Museum, F3 Feinberg, G4 171 Broadmead, L5 Bus stop, Palmer Square, F1
Baker Rink, F6 Fine, HS 116 Prospect, K3 Mathey College Career Services, Clio, F3
Bendheim, H3 Firestone Library, G2 Palmer, G4 Blair, E3 Communications/Publications, Stanhope, F2
Blair, E3 Fisher, H3 Palmer House, D1 Campbell, E2 Community and State Affairs, Nassau Hall, F2 -
Boathouse, H9 FitzRandolph Palmer Stadium, I5 Hamilton, E2 Daily Princetonian, 48 University Place, E3
Brown, F4 Observatory, K6 Patton, F4 Joline, E2 Dean of Students, West College, F2
Burr, H2 Forbes College, D6 Peyton, IS . Dean of the College, West College, F2
Butler Apartments, L7 48 University Place, E3 Princeton University’ Rockefeller College ‘Dean of the Faculty, Nassau Hall, F2
Caldwell Field House, J6 Foulke, E3 Press, 12 Blair, E3 ‘Dean of the Graduate School, Nassau Hall, F2
Campbell, E2 Frick, H3 Prospect House and Holder, E2 Dodds Auditorium, Robertson, H3 .
Chancellor Green Gauss, F5 Gardens, G3 Madison, E2 . Exhibits, see Art Museum; Firestone Library; -
Center, F2 Graduate College (residential ~ Pyne, E4 Witherspoon, E3 Gest Oriental !.ibrary. Jones, G4; Mudd Library;
Chapel, G2 and dining complex), B6  Robertson, H3 Wilson College _and Natural History Museum, Guyot, H4
Clapp, G5 Green, H2 Rock Magnetism Lab, G5 Class of 1927Clapp, G5 ‘Fmancml Aid (undergraduate), West College, F2
Class of 1901, E4 Guyot, HS School of Architecture, G3 Class of 1937, G4 Gardens, P“’SP‘;C‘ House, G3
Class of 1903, F4 Hamilton, E2 70 Washington Road, H4 Class of 1938, G5 Igy"l"h‘)s:“m it T i Center, G4
Class of 1904-Henry, E4 Henry, E4 Speiman, E5 Class of 1939, G5 bVt enter,
Class of 1905-Foulke, E3 . Henry House, F2 : Stanhope, F2 Dodge-Osbom, G5 Hzlrlt?:]glies:ﬁ:::sa(n rsonnel), Clio, F3
Classof 1915, F5 __Hibben Apartments, G9 _ ____ Stevenson, J4 ~Feinberg, G4—— - —Human Resoufces rDeMum__de P
Class of 1922, G5 Holder, E2 Tennis Pavilion, FS Gauss. FS Library. Fi Ay L OCBE O
. > ry, Firestone, G2; Archives, Mudd Library, I3
Class of 1927-Clapp, G5 Hoyt, H2 Third World Center, J3 Walker, F4 Limousine service (to Newark airport),
Class of 1937, G4 Jadwin Gym, J7 Thomas, HS Wilcox, G5 - Palmer Square, Fl i
Class of 1938, G5 Jadwin Hall, HS Train station (Dinky), ES Parking, visitor, I'ol 16, lot 10A:;
Class of 1939, G5 Joline, E2 University Store, E3 Graduate College parking information, Stanhope, F2
Class of 1940, G5 Jones, G4 Von Neumann, K3 o L President, Nassau Hall, F2
Class of 1941, G5 Laughlin, E3 Walker, F4 Residential and dining Princeton Alumni Weekly, Princeton University Press, 12
Class of 1942, F5 Lenz Tennis Center, G7 West College, F2 complex, B6 Princeton Weekly Bulletin, Stanhope, F2
Clio, F3 Little, E3 Whig, F3 Wyman House, B6 Provost, Nassau Hall, F2
Computer Science, 12 Lockhart, E3 Wilcox, G5 Public Safety, Stanhope, F2
Computing Center, K4 Lourie-Love, G5 Witherspoon, E3 Eating Clubs Public telephones, Chancellor Green Center, F2
Corwin, H3 Lowrie House, A2 Woolworth, G3 Campus Club, H3 Purchasing, Amory, I6
Cuyler, F4 Maclean House, F2 Wu, F5 Cap and Gown Club, J4 Registrar, West College, F2 '
DeNunzio Pool, J7 MacMillan, F6 Wyman House, B6 Charter Club, J4 Restrooms, Chancellor Green Center, F2
Dickinson, G3 Madison, E2 Cloister Club, J4 Richardson Auditorium, Alexander Hall, E2
Dickinson Street Magie Apartments, G9 Undergraduate Colonial Club, I3 gnagk bar, Charg:llor (l:ree(r; Cemér, F2 -
Housing, D3 McCarter Theatre, ES . . tudent center, Chancellor Green Center,
Dillon Gyen, F4 McCormick F3 Residential Colleges g‘i’;:"fsd(;“t%” Taplin Auditorium, Fine Hall, IS
Dinky (railroad station), ES ~ McCosh, G3 Butler College Elm Club. 13 Taxi stand, Nassau Street, F1
Dod, F3 McCosh Health Center, G4 Class of 1915, F5 Ivy Club. 14 Theater, Intime, Murray-Dodge, F3; McCarter, ES
Dodge—Osbom, G5 Mestres (Madison), E2 Class of 1922, G5 vy d u 'I Club. 14 Tours (Orange Key Guides), Maclean House, F2
East P P Moff Class of 1940, G5 Quadrangle Club, Treasurer, New South, E5
St Fyne, offett. H5 Terrace Club, H4 ,
Edwards, F3 Mudd Library, 13 Class of 1941, G5 : » Women'’s Ceptcr. Burr, H2
3 Tiger Inn, 13 Woodrow Wilson School, Robertson, H3
1879, H3 Murray-Dodge, F3 Class of 1942, F5 ' .




OFFICE OF THE VICE PRESIDENT

WASHINGTON

May 18, 1992

Professor Harvey S. Rosen
Co-Director 4

Center for Economic Policy Studies
Princeton University

Princeton, NJ 08544-1021

Dear Harvey:

Thank you for having me up to your august institution on
Saturday to give the Administration's view on health care. Not
many people seemed to buy our plan,'but I am comforted that,
after listening to everyone else, I am more convinced that we are
on the right track.

One fellow in biotechnology venture capital came up to me
after my remarks to complain about FDA. Things are getting so
bad, his founders are starting to weigh options for getting out
of the business. Their experiences with the FDA sound like
something out of Kafka.

I am glad that you are so happy being back in the academy.
I guess your strategy for dealing with a midlife crisis paid off
== and you don't even have any car payments for a Porsche!

I am enclosing receipts for $25.00 for parking, train and
cab expenses during my trip. I hope your Center can cover them.

I hope it is not another year before I see you again. Best
wishes to Marsha and your family.

Sincerely,

Tt YA
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CEPS Advisory Board
W. Michael Blumenthal
Chairman

William G. Bowen
William W. Bradley

E. Gerald Corrigan
Richard B. Fisher
Thomas H. Kean

Owen J. Roberts
Donald H. Rumsfeld
Paul S. Sarbanes

John C. Sawhill
Murray L. Weidenbaum
Marina v.N. Whitman
Albert M. Wojnilower

CEPS Faculty Steering
Committee

Alan S. Blinder
Director

Harvey S. Rosen
Co-Director

Lisa S. Krueger
Assistant Director

William J. Baumol
Stephen M. Goldfeld
Peter B. Kenen
Burton G. Malkiel
Paul A. Volcker
Robert D. Willig

CENTER For EcoNnomMic PoLicy STUDIES

Pﬁnceton University, Princeton, NJ 08544-1021

May 14, 1992

The Honorable Richard Porter

Office of the Vice President

Room 200

0ld Executive Office Building
Washington, DC 20501

Dear Dr. Porter:

Enclosed are your train tickets for your trip to
Princeton on Saturday, May 16th. You will be met by A-1
Limousine and the driver will be displaying a sign with
Gail Wilensky's name on it. You will be departing the
train on the south side of the tracks. Please remain on
that side--do not go through the tunnel to the north
side. The driver will take you both directly to the
Nassau Inn.

We have left your return ticket open. Should you
decide to catch the 1:22 p.m. train from Trenton back to
Washington with Gail Wilensky, a driver will pick you up
at 12:45 p.m. at the Nassau Inn. If you decide to take
a later train, we can easily arrange for a taxi to take
you to the Trenton station.

If you have any further questions, please do not
hesitate to call me.

Sincerely,

fhglles b fl po

Phyllis J. Durepos
Secretary for CEPS

Encl.

(609) 258-4010
FAX (609) 258-6419
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Program 5
CEPS Symposium ’
Princeton, May 15-16, 1992
Reforming America's Health Care System

Friday, May 15: Prospect House

6:30 P.M. Cocktails

7:30 P.M. Dinner followed by addresslby Joseph Califano
(Dewey, Ballantine; former Secretary of Health,
Education and Welfare) :

Saturday, May 16: Nassau Room, Nassau Inn

9:00 A.M. ' Welcoming Remarks: Harvey Rosen
9:05 A.M. U.S. Health Care: The Facts and International

Comparisons

Uwe Reinhardt (James Madison Professor of Political
Economy, Princeton University)

Harold Sshapiro (President and Professor of Economics
and Public Policy, Princeton University)

10:00 A.M. Rising Medical Costs: A Physician's Perspective
Steven Schroeder (President, Robert Wood Johnson
Foundation)
10:30 A.M. . Coffee Break
10:50 A.M. Health Care Reform: The Administration's View

Gail Wilensky (Deputy Assistant to the President
for Policy Development)
Richard Porter (Counsel to the Vice President)

11:40 A.M. "Alternative Modes for Delivering Health .Care
Henry Aaron (Senior Fellow, Brookings Institution)

12:36 P.M. Lunch - Palmer's, Nassau Inn

1:50 P.M. Panel on Health Care Provision: What Works and

What Doesn't? :

Christine Grant, Chair (Senior Director, Government
& Policy, Merck Sharp & Dohme)

Samuel Havens .(Senior Vice President, Prudential
Insurance Company)

Paul Starr (Professor of Sociology, Princeton
University) , . o

3:00-4:00 Panel on The Politics and Ecohomics of Health Care
Reform ,
Uwe Reinhardt, Chair '
John Hilley (Chief of Staff for Senator George
Mitchell) '
Walter Maher (Director-Federal Relations,
Chrysler Corporation)

4:00 P.M. Light Refreshments and Informal Discussion
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i Statement of PAUL STARR
Princeton University
Hearings Before the Senate Finance Committee
May 6, 1992 ,

Mr. Chairman, I appreciate the opportuni;y to join this
morning’s discussion. The uncontrolled growth in health costs and
heightened insecuritylabout health insurance coverage in America
today afe not only an index of problems in our health care
systém. They are also an index of political and private-sector
failure. We have had twenty years of well-intentioned efforts by
government and employers to stem rising health costs within the
existing system of insurance. Yet during the 1980s the health
sector grew by an additional 1 percent of the GNP every forty
months. The current dynamic of rising costs and eroding coverage
threatens interests great. and small,‘ffom ﬁighty corporations
that face staggering benefit costs to millions of uninsured
working families unable to afford decent care for their children.

Our record looks esbecially dismal in international
perépectiye. From 1945 to the early 1970s, health care costs
increased everywhere in the West as a percentage of national
income. In recent years, however, the health sector’s relative
growth in the U.S. has run far ahead of its growth elsewhere. In
1989 (the latest year for which international data are
available), the leading nations in Europe and North America, as
well as Japan, spent an averagé of 7.4 percent of national income
on health care. America’s 11.6 pércent that year was by far the

highést. Per capita, the United States spent 40 percent more on



health care than Canada, the seéond highest spender, and twice as
much as major European nations,|all with universal heaith
insurance. And since 1989; the 11.6 percént of GNP we spent on
health care has risen to more than 13 percent and seems.headed
for 17 percent or more by the end of the decade.

To most Americans lucky enLugh to be insured, the health
insurance_premiums taken out of thei; paychecks feel just like a
tax--a tax whose annual increases their representatives in
Congress and the White House have failed to control.

Imagine if over the past tkenty years we had been able to
keep health spending down to Europeén—for even Canadian-—levelé:
It would have been equivalent,lin certain respects, to a vast tax
cut, releasing private income for many other purposes.

Imagine the impact on government, too. The growing cost of
health programs has crdwded out| other needs from public budgets
at all levels. That ;roWding-out is one reason for the disturbing
shift in the composition of public expehditures over the past
three decades from investment to consumption. This, too, does
damage to the national interest|.

As if the direct costs.of health care wére not enough, the
U.S. economy is also suffering from indirect effects of our

health care system. Take the following three examples:

1. According to recent surveys, three out of
ten Americans say they or someone in their
household have been unable to change jobs
because of pre-existﬂng health conditions
that would be excluded from coverage by their
new employer. When péople are deprived of
their freedom to chaﬁge jobs, the economy is
also deprived of the |[potentially greater

2
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contributions they could make elsewhere.

2. While the,in$uranéé system locks some into
jobs, it locks others into welfare. The
principal alternative to welfare lies in low-
paying jobs that rarely carry health:
benefits, Consequently, millions on welfare
find that. if they work, they cannot have
secure access to health care. Welfare lock,
like job lock, hurts productivity--and raises
costs for government.

3. Conflicts over health benefits have become
our leading cause of strikes, thereby also
reducing productivity.

Job lock and welfare lock due to limited health coverage and
strikes over health benefits are virtually unknown in the rest of
the world’s advanced economies. We inflict these distinctive
economic harms upon ourselves. Eor the past two decades, we have
told ourselves that America could not afford universal health
coverage, even as other countries that guaranteed it both spent
less for health care and avoided the damaging side-effects of our
restricted and shrinking insurance system.

About ten years ago I wrote that the very meaning of
national health insurance was changing from a way to‘increase
health expenditures to a way to contain them--but that the
country’s leaders had failed to comprehend the change. I hope we
are now at a turning point. The demand for health insurance
security--and I stress the word "security" because the problem
affects people with coverage as well as those without it--is a
great, historic opportunity to rebuild our health care financing

system and change its underlying incentives and organization.

And that is precisely what we need to do: There is a world

3
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shown by the record of other countries and by some health care
organizétions within the United States.

But how to create a more conservative practice style and, I
might add, a more conservative style of héalth care management? A
radical change in orientation will not spring up naturally[
certainly not under the present system, which has richly rewarded
the opposite practices. It will not do simply to promote better
research on health care outcomes.or changes in malpractice law,
neither of which will offer sufficient motivation to revamp basic
procedures. Nor will it suffice-to create regulatory programs, in
either the public or private sectors, which look‘for the
exceptional cases of gross ihefficiency,‘since the cfux of the
problem is accepted, everyday deéision-making.

Two‘strategies, whose'advocates-are often strongly opposed
to each other, offer what I believe to be the best chance of |
inducing a change in health care decision making and a reduction
in the rate of growth of health éxpenditufes. One strategy calls
for budgetary control from the center; the other for competitive
organizations generating decentralized cost-sensitivity. But
despite this difference, the two approaches have certain
similarities. Since everyone'else emphasizes the contrasts, let
me stress what the two strategiés have in common.

Both strategies involve the creation of effective
countervailing forces against the health sector’s internal
tendencies toward expansion. The first--the straﬂegy of global

budget limitation--concentrates purchasing power either in a
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misleading, because the first strategy uses "government"” in a
different way from current fegulation, and the second calls for a
different "market" from the one that currently exists. Because
global budgetary limitation relies on limits on tota;
expenditures, it can dispense with much of the fﬁiled micro-
regulation of the health care-system. indeed, as many observers

. of comparative health policy héve noted, countries such as
Germany and.Canada_that use such budget limits actually have less
micro-regulation of health care than do we in the U.S.

The strategy of health care; competition, on the other hand,
requires éonstructing a different kind of market--a system that
Alain Enthoven has aptly characterized as "managed" competition--
“to overcome the legacy of past policies and to control the
tendencies toward market failure of a free market in health care.
To get groups of providers to compete against each other
requires, not deregulating the market, but actively
feconstructing and managing it--for example, to combat
opportunistic,behavior by health plans that try to keep costs low
only by enrolling héalthy subscribers, The strategy of
competition does not, therefore, dispense with public authority,
although the role of the authority here is more to maintain "fair
play" among competito;s than to allocate resources or budgets.

Both strategies, finally, are carried out most effectively
within the framework of universal health insurance programs.
‘Either budget limitation orvheaith care competiﬁion is a recipe

for greater social inequity--and quite likely will not work in



practice--if we continue to exc
from coverage. No policy for co
. politically stable or widely at
answer the demand for health in
‘away from an insurance -system b
not only because tying insuraﬁc
produceé gaps, discontinuities,
because employers do not have t
not ha&e the knowledge or incen
discipline over health care cos

But which strategy to foll
health care competition?

The strategy of budget lim
record in other Western countri
hold against it--the record is
are different from ours. The st
is distinctively American, with
in the U.S. And that is precise
record here is imperfect, and i
throughout our country, as in r
too dispersed to support compet

But we may not need one an
Rather, we ought to consider un
give the states[ and even regio

adjust the mix of competition a

a promising proposal put forwar

ntrolling costs will be
Fractive if it does not also
Eurance security. Moreover, moving
ased on employment is essential,
e to specific jobs inevitably

and inequities in coverage, but

he instruments--and generally do

Five--to exercise effective
|
ts.

ow--overall budget limitation or

itation has in its favor a proven
es. That is precisely what some
imperfect, 4
rategy of health care competition
a base in existing prepaid plans
ly what some hold against it--the

t is hard to see how it will work

ing health plans.
swer for the entire country.
iversal insurance proposals that

ns within them, a structure to

d in February by John Garamendi,

lude large parts of the population

and the other countries

ural areas where the population is

nd budget limitation. For example,



California’s Insurance Commissioner, would create a "singlé
spdnsor" for health insurance in the various regions of the
state. These "sponsors," which the Garamendi Plan calls Health
Insurance Purchasing Corporations, would receive all employer and
employee health insurance .contributions and provide all citizens
Aa menu of competing private health plans at varying prices (at
least two of which in each region would be available at no extra
cost). This is a unified system of health care competition on the
model that. Professor Enthoven has proposed. But, in some parts of
the country, where the competitive model is either impractical or
lacks supporf, the single sponsor could organize a single-payer
system of insurance relying on global budgets for cost control.
Several national health insurance proposals before Congress,
including S. 1446 (the "Health USA Act," introduced by Senator
Kerreyf and S. 2513 (the "American Health Security Plan,"
introduced by Senator Daschle, Senator Wofford, and Senator
Simon), provide both for national financing of universal health
insurance and for the use of HMOs and other managed care planslby
the'states in carrying out their programs. These proposals would
allow pluralism in the system, but they are not especially.
designed to.foster competition. They also do not have any
mechanism comparable to the Health Insurance Purchasing
Corporations of the Garamendi flan-—an active sponsor concerned
with managing competition among alternative pfivate plans. One
gréat advantage of such a mechanism is that revenue need not bé»

channeled through the Federal Treasury; the local earmarking of
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AN ALL-AMERICAN HEALTH-REFORM PROPOSAL
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If Americans are asked what they think of their health system, they now typically give
it a very low rating. If, on the other hand, Americans are asked what they think of the
quality of the health care available in their own community, they usually give that care a very
high rating. The difference between health system and health care, of course, is the manner
in which a nation finances that care. It is this nation’s unwieldy, wasteful, unreliable,

sometimes inhumane and increasingly moribund health insurance system that gives the

American health system its black eye in national and international opinion surveys.

The design of a superior health insurance system must begin with a specification of
the ethical precepts that system is to obey. For example, one might dictate that the system
should not exclude families from insurance coverage--that it should be universal. Second, one
might specify that the system should decouple the individual household’s premiums from the
health status of its members. One might even go so far as to say that the household’s
premium should be based strictly on the household’s ability to pay, as is the case under West
Germany’s statutory health insurance system.

The design of a superior health insurance system also should incorporate certain
technical features. For example, one might specify ex ante that health-insurance coverage
be portable between jobs and from jobs into unemployment or retirement. Furthermore, one
might require that the system should be administratively simple from the perspective of both
the insured and the providers of health care. Next, one might demand that the system should
concentrate sufficient market power in the hands of patients and third-party payers to
facilitate cost control. Finally, one might impose the design spec that the system should not
forcibly impose on business tasks that are properly the government’s, namely, to act as a tax
collector for health insurance!. '

' A moment’s thought should make it clear that "business" never pays any tax. It merely pays it in the first
instance and then recoups it from either owners, customers or employees. In that sense, a government mandate
upon business to provide employees health insurance merely appoints business firms as intermediary tax
collectors. :



2

The current American health-insurance system meets none of these ethical precepts
or design specs. First, the system eclipses some 35 million Americans from coverage
altogether, leaves an other 20 million or so underinsured and, in many instances, condemns
households with severely sick members to deep poverty. Second, the system ties the
insurance protection of entire American families to particular jobs that are easily lost in the
turbulent climate of the global market economy.. Third, ours unquestionably is the
administratively most cumbersome health insurance system in the world. It absorbs a higher
fraction of health spending in administration than does any other health system in the
industrialized world. Finally, by splintering the demand side of the health sector into literally
thousands of small third-party payers, each lacking significant market clout vis a vis
providers, the system has amply demonstrated its inability to control the annual growth of
health spending.

The problem with our current health insurance system, of course, is not that the
people working within it are either malicious or slovenly; they work hard and mean well.
Rather, the system is so poorly configured that it literally brings out the worst in a basically
~decent group of citizens. A productive reform of the system must be one that channels the
efforts of these hard-working people towards socially more desirable ends.

One approach that might achieve this goal would be the following private-public
sector partnership, designed to enlist strengths of both sectofs, and rooted in the social ethic
apparently preferred by Americans. Because the media insist that every proposal have a
catchy name, I dub it the All-American Deal’, to signify that it is not just some foreign
import.

Under the approach proposed here, employers would be left free to offer their
employees health insurance as part of a total compensation package freely negotiated in the
labor market. Many firms probably would find it a good come-on in that competitive market.
But employers would not be forced to make that offering, a policy that would most likely
lead them to shift back most of the premiums to their workers in the form of lower cash
wages in any event. Instead, every American family would be mandated to carry basic,
comprehensive health-insurance coverage and that coverage would be made available to all
families at premiums they could afford. Here’s a thumbnail sketch of how this program

* My most preferred label is The All-American, Public-FPrivate, Judeo-Christian Health-Care Partnership Plan.



might work.

On the 1040 tax forms, there would be two special lines pertaining to health
insurance. On line 31a, for example, the taxpayer would be asked to enter X% of adjustable
gross income as a premium for the Fail-Safe health-insurance package automatically
bestowed upon that taxpayer’s household, unless that household attaches evidence of a
private policy at least as comprehensive as the Fail Safe policy. The premium rate "X" would
increase with income. It would be close to zero for very low-income households and might
reach 13 to 15% for high-income households. If written evidence of an adequate private
policy were attached, the household would be excused from the premium tax on line 31a,
but would be asked to pay, on line 31b, an small, progressive, earmarked indigent-care tax
(perhaps an average 1% or so of taxable income). These funds would be needed to
supplement the modest premiums collected from low-income families. Additional funds
might be extracted from earmarked health taxes on alcohol, tobacco and gasoline, products
known to contribute directly to the nation’s health bill. Ideally, if it were politically feasible,
the pool could be fed also from added taxes yielded by limits on the tax-exclusion of
employer-provided health insurance premiums. If the entire employer-paid preriu'ufn were
added to the employees taxable income, then close to $ 50 billion of additional federal
income taxes would be yielded by the present pattern of private insurance (and another $20
billion or so in additional FICA taxes).

The mechanisms described above deal only with one facet of a health-insurance
system, namely, the extraction of funds from individual households (who are always the
ultimate payers in a health system) into an insurance fund. Let us call it the
financing/insurance facet. There remains the second facet, namely, the funneling of these
funds to the providers of health care. This facet might be labelled procurement/cost control.

- Now, a given financing/insurance mechanism can be coupled with a great variety of
distinct procurement/cost control systems--an important point often lost in the debate on
health policy when, for example, "managed care" is styled as a complete health-insurance
program’. "Managed care" is not that; it is merely a particular procurement/cost control
device.

To illustrate, the Federal government could use its Fail-Safe fund simply to enroll all

* The New York Times does this in its editorials with alarming regularity.
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Americans who are not privately insured in the federal Medicare program. This would be
the single-payer option proposed by some health reformers.

Alternatively, however, the federal government could distribute the funds to the states
in the form of capitation payments that are adjusted for age, sex and unavoidable regional
cost variations. A fully operational mechanism for such capitation payments already exists
for the Medicare program. The individual states could then use these capitations (possibly
supplemented with state funds) either to enroll uninsured families in a public, state-run
prograni, or to let such families choose one from a roster of private "managed care" systems,
an approach otherwise known as "managed competition."

If the latter approach were taken, it would come to resemble the Administration’s
plan, although it would be much, much simpler, it would be fully universal, and it would
include explicit financing, the sine qua non of any serious health reform proposal.

Would this insurance plan eventually establish a two-tiered health-care system? It
would. But Americans evidently favor this two-tiered appro;ach in other important human-
services sectors, notably in education and in jurisprudence. Even otherwise egalitarian
Liberal thinkers often rely on the upper-tier private 'segfnents of these two sectors for their
own families, if they have the means to do so. Furthermore, the two-tiered insurance system
proposed here would be a far cry better than the multiple-tier system now in place that
literally offers "nothing" as its lowest tier. One should not evaluate proposed health-care
reforms by ideal standards unlikely ever to be reached in practice. As Senator Moynihan has
so aptly put it, in matters of social policy one should must not let the [hypothetical] best
become the enemy of the [achievable] good.



.

PROVIDING ACCESS TO HEALTH CARE AND CONTROLLING COSTS:

The Universal Dilemma

Uwe E. Reinhardt, Ph.D.
James Madison Professor of Political Economy
Princeton University
Princeton, New Jersey 08540

January 24-25, 1992



The human condition surrounding the delivery of health care is everywhere on the
globe the same: .

The providers of health care seek to give their patients the
maximum feasible degree of physical relief, but overall (if not for
every patient they treat) they also seek a goodly slice of the GNP,
in the form of money-vouchers, as a reward for their efforts.

Patients seek from the providers of care the maximum feasible
degree of physical relief, but collectively (if not in each and every
case) they also seek to minimize the amount of GNP that must be
granted the providers as a reward for the their efforts.

In other words, while there typically is a meeting of the minds between patients and
providers on the clinical side of the health-care transaction, there very often is conflict on
the economic front. It has always been so, since time immemorial, and it will always be so,
from here to kingdom come. It is part of the human condition.

Health insurance does not lessen this perennial economic conflict; it merely transfers
it from the patient’s bedside to the desk of some private or public bureaucrat charged with
guarding a collective insurance treasury.

But health insurance does realign the parties to the economic fray. Because insurance
shields patients from the cost of their medical treatments at point of service, it tends to
move them squarely into the providers’ corner when they are sick. Usually, in that corner,
they rail against the heartless bureaucrats who refuse to surrender the key to the collective
insurance treasuries they are there to guard. When patients are healthy and faced with
mounting taxes or insurance premiums, on the other hand, they are typically found in the
- bureaucrats’ corner. In that corner they rail against the voracious financial appetite of
health-care providers.

Such is the intellectual purview from which the proverbial man and woman in the
street beholds the health-care sector. That, too, is part of the human condition.

In this essay, we shall explore how different nations approach the universal twin
problems of modern health care: the provision of acess to health care on equitable terms
and the control of the cost of health care. It will be seen that there is a rich variety of
alternative approaches to this twin problem; but their is no single ideal solution.
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I. CONTROLLING THE TRANSFER OF GNP TO PROVIDERS

Society can control the total annual transfer of GNP to the providers of health care
through the demand side of the health care market, through its supply side, or through both.
Nations differ substantially in the mix of approaches used to this end. Their choice of cost-
control policies hinges crucially on the social role that is ascribed to health care. The two
extremes of the spectrum of views one may have on this issue are:

1. Health care is essentlally a private consumption good whose financing is the
- responsibility of its individual recipient.

2. Health care is a social good that should be collectively financed and available
to all citizens who need health care, regardless of the individual recipient’s
ability to pay for that care.

Canadians and Europeans have long ago reached a broad social consensus that health
care is a social good. Although their health systems exhibit distinct, national idiosyncracies,
these systems share in common their obedience to that over--arching ethical precept.

Americans have never been able to reach a similarly broad, political consensus on
just where on the ideological spectrum defined by these two extreme views they would like
their health-care system to sit. Instead, American health policy has meandered back and
forth between the two views, in.step with the ideological temper of the time. During the
1960s and 1970s, the American health system moved towards the social-good end of the
spectrum. During the 1980s, on the other hand, a concerted effort was made to move the
system in the opposite direction. This meandering between distinct ethical precepts has
produced contradictions between professed principles and manifest practice that amuse the
foreigner and that confuse and frustrate even the initiated at home. For example, at this
time in the nation’s history, poor, uninsured Americans often find it difficult to gain access
to health-care resources of which the nation has too many.

‘Table 1 presents a menu of alternative approaches to financing and orgamzmg health
care. That display distinguishes explicitly between the ownership of the health insurance
mechanism and the production of health care. Almost all health-care systems in the world
can be fit into this grid.

[Table 1]

The health system of the United Kingdom and of Sweden, for example, occupy
primarily Box A in Table 1, although private medical practices in the United Kingdom



Table |

ALTERNATIVE MIXES OF HEALTH-INSURANCE AND
HEALTH CARE DELIVERY

PRODUCTION COLLECTIVIZED (SOCIALIZED) DIRECT
AND FINANCING OF HEALTH CARE. FINANCING
DELIVERY Private Health Insurance® Out of Pocket
Government within a within an by Patients at
Financed statutory unregulated point of
Insurance framework market Service
Purely
Government A D G J
Owned
Private Not-for-
Profit Entities B E H K
Private For-
Profit Entities C F I L
%—————_‘
A\ _ g
) ) N
The Canadian The West The private portion of the
Health German American System
System Health System

a2 Note: Technically, whenever the receipt of health care is paid for by a third party
rather than by the recipient at point of service, it is financed out of a collective pool and
is thus "socialized" financing. In this sense, private health insurance i$ just as much
neollectivist” or "socialized" as is government-provided health insurance. Both forms of
financing destroy the normal workings of a market, because both eliminate the individual
benefit-cost calculus that is the sine-qua-non of a proper market.
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occupy box C. One may think of Box A as socialized medzcme in its purest sense, because
the. production of health care is substantially owned by the government. Clearly, the health
system of the U.S. Department of Veterans Affairs resides in Box A as well, as does the
bulk of the health-care system for the U.S. armed forces. It has been said that President
Eisenhower, staunch opponent to socialized medicine, actually spent the bulk of his adult life
in just such a system.

The Canadian health system occupies primarily cells A, B and C, as do the bulk of
the American Medicare and Medicaid programs. These systems represent public health
insurance, but not socialized medicine.

West Germany’s health system is best described by cells D, E and F. It also does not
represent socialized medicine. As noted above, the American health system is likely to slide
towards that sort of arrangement before too long. At this time, the bulk of that system
continues to reside in boxes G to L.

A. The Approaches used in Canada and Europe

As noted, Canadians and Europeans typically view health care as a social good. In
- these countries it is anathema to link an individual household’s contribution to the financing
of health care to the health status of that household’s members. Health care in these
countries is collectively financed, with taxes or premiums based on the individual
household’s ability to pay. Only a small well-to-do minority--so far less than 10 percent of
the population--tends to opt out of collective, social insurance in favor of privately insured
or privately financed health care. Over 90 percent of the population in these countries
typically share in common one level of quality and amenities in health care.

Control over health-care costs in these countries is exercised pnmanly by controlling
the capacity of the supply side. The chief instrument for this purpose is formal regional
health planning. Planning enables policymakers to limit the number of hospital beds, big-
ticket technology such as CAT-Scanners or Lithotripters, and, sometimes, even the number
of physicians issued billing numbers under these nation’s health-insurance systems.

Regulatory limits on the capacity of the health system inevitably create monopolies
on the supply side. To make sure that these artificially created monopolies do not exploit
their economic power, these countries always couple health planning with stiff price- and
budgetary controls. Where the intent of price controls has been thwarted through rapid
increases in the volume of health services rendered, for example, these countries eventually
impose strictly limited global budgets on hospitals and doctors. Thus, Canada has long
compensated its hospitals through pre-set global budgets. Similarly, West Germany now
operates strict, state-wide expenditure caps for all physicians practicing within a state under

\A
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the nation’s Statutory Health Insurance system. The United Kingdom and the Nordic
countries budget virtually their entire health systems.

Figure 1 illustrates this three-pronged approach to health-care cost-control: (1) limits
on physical capacity, (2) limits on fees and prices and (3) limits on overall expenditures.

[Figure 1]

To effect their price- and budget controls, Canada and the European countries tend
to structure their health-insurance systems so that money flows from third-party payers to
the providers of care only through one or a few large money-pipes whose money-throughput
is then controlled through formal negotiations between regional or national associations of
third-party payers and associations of providers. As already noted, usually the negotiated
prices in these countries are binding upon providers, who may not bill patients extra
charges above these prices. Although France permits extra billing within limits, most of
these countries see unrestrained extra billing as a violation of the spirit of health insurance.

The extreme version of this payment policy is illustrated in the bottom panel of
Figure 2. It is the approach used in the typical Canadian province, where the provincial
government administers both the hospital-insurance and the physician-service insurance
plans.

[Figure 2]

Remarkably, and in sharp contrast to the United States, Canada and Europe typically
do not look to the individual patient as an agent of cost control: usually there is not a
significant flow of money from patient to provider at the time health services are received.
Instead, most of these countries provide patients with comprehensive, universal, first-dollar
coverage for a wide range of services, typically including drugs (although Canada covers
these only for the poor). France does have some co-payments at point of service, but usually
not for serious illnesses. Furthermore, many French patients have supplemental private
insurance to cover any co-payments.

One should not assume that Canada and the European nations eclipse patients from
the chore of cost control because these nations’ health-policy analysts and policymakers lack
the savvy of their American colleagues who, in their debates on health policy, tend to style
patients as "consumers" who are expected to shop around for cost-effective health care.
Rather, one suspects that Canadians and Europeans are inclined to perceive patients as, for
the most part, "sick persons” who should be treated thus Table 1 suggest why that
perception may be a valid one.
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[Table 2]

As Table 2 illustrates, the distribution of health expenditures across a population
tends to be highly skewed. In the United States, for example, only about 5% of the
population accounts for as much as half of all national health expenditures in any given year,
and 10% account for as much as 70% to 80% of all health spending (see Table 1). The
distribution of health expenditures in other countries is apt to trace out a similar pattern.

One must wonder whether the few individuals who account for the bulk ‘of health-
care expenditures in any given year actually can act as regular "consumers" who shop around
for cost-effective health care. Although cost-sharing by patients can be shown to have some
constraining effect on utilization for mild to semi-serious illness, it is unlikely to play a major
role in the serious cases that appear to account for the bulk of national health care
expenditures.

Where price and ability to pay cannot ration health care, something else must.
Usually, in Canada and in Europe, that non-price rationing device is a queue for elective
medical procedures. At the extreme, some high-tech medical interventions--e.g., renal
dialysis or certain organ transplantations--are simply unavailable to particular patients, if the
likely benefits from the intervention are judged by the attending physician to be low.

More generally, high-tech innovations are introduced rather cautiously in these
nations, and only after intensive benefit-cost analysis. At any given point in time, these
nations’ health systems are therefore likely to lag behind the United States in the degree to
which a new medical technology has been adopted.

_ Finally, the tight control on overall outlays for health care tends to preclude the often
luxurious settings in which health-care is dispensed to well-insured patients in the United
States. Atriums and gourmet dining in hospitals, or physician office with plush, deep carpets
are not common in Canada or in Europe.

B. The Entrepreneu_rial, American Approach

Americans have traditionally looked askance at regulation. To be sure, some
regulatory controls of the supply-side of health care have been attempted at various times
in a number of States (through so-called Certificate-of-Need laws) and there have also
occasional flirtations with price controls (e.g., under Richard Nixon’s Presidency, or in States
that regulate hospital rates).



TABLE o2
DISTRIBUTION OF HEALTH EXPENDITURES OVER THE
U.S. POPULATION

(Selected Years)

PERCENT OF U.s. PERCENTAGE OF TOTAL HEALTH EXPENDITURES
POPULATION ACCOUNTED FOR BY THAT PERCENTILE OF THE
U.S. POPULATION

1970 1977 1980

Top 1 percent 26% 27% 29%
Top 2 percent ’35& 38% 39%
Top 5 percent S0% 55% 55%
Top 10 percent 66% 70% 70%
Top 30 percent 883 90% 90%
Top 50 percent 96% 97% _ 96%

SOURCE: Berk, Monheit and Hagan (1988), Exhibit 1, p. 50.
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For the most part, however, Americans have always viewed the supply-side of their
health sector as an open economic frontier in which any and all profit-seeking entrepreneurs
may seek their economic fortunes. Indeed, traditionally Americans have seen the very
openness of their health system to profit-seeking entrepreneurship as the key driving force
that has made the American health system, in their own eyes, "the very best health-care
system in the world."

American physicians, for example, have always prided themselves on their status as
staunch "free-enterprisers” and they have vigorously, although not entirely successfully,
defended that status against inroads by third-party payers. Furthermore, as historian
Rosemary Stevens has shown convincingly in her recent IN SICKNESS AND IN WEALTH:
A History of the American Hospital in the Twentieth Century (1988), even the nation’s so-
called not-for-profit hospitals have typically run their enterprises very much on business
lines, and they normally have booked profits, although they do not distribute them to any
outside owners. . -

In contrast to Canada and Europe, who tightly control the supply-side of their health
sector, Americans have generally’ freely opened theirs to the seekers of fortune in the
belief that the transfer of GNP the providers of care can extract from the rest of society can
easily be controlled through the demand side of the sector--primarily by forcing patients to
behave like regular consumers. Figure 3 illustrates that so-called "market approach” to
health care in its purest form.

[Figure 3]

The traditional instrument of demand-side cost-control in the United States has been
cost-sharing by patients. As is shown in Table 3, on average, American patients are not
nearly as well insured as is sometimes supposed--not even in the heyday of the Great
Society--although there is a wide dispersion around this average. Some Americans have no
health insurance at all, others have very shallow insurance, and some receive from their
employers relative generous coverage that approximates the comprehensive, first-dollar
coverage available to Canadians and Europeans. Typical among the latter insured are
unionized workers in the Northern rust belt.

! As already noted, some States in the U.S. do control certain segments of their health
sector through formal planning--for example, through so-called Certificates-of-Need for
hospital beds or hospital-based high-tech equipment. In fact, however, these strictures have
generally been of limited effectiveness. Where hospitals have been prohibited from acquiring
certain high-tech equipment, for example, physicians have nevertheless beemable to acquire
it and to operate it in close proximity to the hospital.
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[Table 3]

Even the relatively high degree of cost sharing by American patients, however, has
not appeared to be able to constrain the growth of national health-care expenditures. As
Table 2 above suggests, perhaps that particular donkey is just too weak to carry much of a
cost-containment load. For that reason, additional forms of demand-side controls have been
deployed in recent years, to wit, (1) ex post utilization control, (2) prospective and
concurrent utilization review by third party payers (otherwise known as "managed care"), and
(3) the so-called Preferred Provider Organizations (PPOs). These PPOs are networks of fee-
for-service providers who have agreed to grant large third-party payers price discounts in
return for insurance contracts that steer the insured toward these "preferred" providers
through specially tailored forms of cost sharing.

A uniquely American form of cost-control, aimed more at the supply-side of the
health-care market, is the Health Maintenance Organization (HMO). Basically, the HMO
is an insurance contract under which a network of providers is pre-paid an annual lump-sum
capitation per insured, in return for the obligation to furnish the insured all medically
necessary care during the contract period. The contract is designed to make providers hold
to the medically necessary minimum their use of resources in treating patients. Usually, the
HMO contract leads to lower rates of hospitalization, other things being equal, and to
relatively lower average per-capita health costs. Their drawback, in the eyes of patients, is
that they limit choice among providers, and that they may under-serve patients.

II. THE ECONOMIC FOOTPRINTS OF THESE APPROACHES

It is generally agreed, both here and abroad, that the American, entrepreneurial
approach to health care has begotten one of the most luxurious, dynamic, clinically and
organizationally innovative, and technically sophisticated health systems in the world. At its
best, that system has few rivals anywhere, although many health systems abroad also do have
facets of genuine excellence.

A. The Cost of Health Care

Unfortunately, but perfectly predictably, the open-ended American health system is
plagued by perennial excess capacity in most parts of the country, and by large and rapidly
growing costs. With the exception of New York City--where capacity has been tightly
controlled through health planning--the average hospital occupancy-ratio in the United



TABLE 3

DIRECT OUT OF POCKET EXPENDITURES FOR HEALTH CARE

UNITED STATES, 1977 AND 1987

TYPE OF SERVICE PERCENTAGE PAID OUT OF POCKﬁT
1977 1987
Physician Services 4% 26%
ambulatory Physician Care only* 59% N.A.
Hospita. Services 8% 10%
Dental Care 73% 61ls
Drugs and Medical Sundries 83s 75%
Nursing Home Care 43% 49%
TOTAL PERSONAL HEALTH CARE K8 ] 28%

* Data from the National Medical Expenditure Survey (NMCES), 1977.

SOURCE: Heslth Care Financing Administration
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States is now in the mid 60%. It is below 50% in many regions. American physicians, for
their part, have for years deplored a growing physician surplus.

This enormous capacity and excess capacity comes at a stiff price. As is shown in
Table 4 and Figure 4 below, no other country now operates as expensive a health system
as does the United States, and therein lies a major ethical problem:

So expensive has American health care become that the nation’s
middle-and upper-income classes now seem increasingly unwilling
to share the blessings of their health system with their millions of
low-income, uninsured fellow citizens. The gentleness and kindness
for which Americans had come to be known after World War 11
has, thus, literally been priced out of the nation’s soul. By
international standards, American health policy towards the poor--
particularly towards poor children--now appears rather callous.

[Table 4, Figure 4]

B. The Uninsured

At this time, some 35 million Americans, about three quarters of them full-time
employees and their dependents, and about one third of them children, have no health
insurance coverage of any form. Most of these American families have incomes below
$20,000 per year, yet for such families, if they are healthy, an individually purchased
commercial insurance policy with considerable cost sharing would now cost anywhere
between § 3,000 to $ 4,000 per year, and some insurance companies have ceased to offer
such policies even at these prices because they are unprofitable. If such families have
chronically ill members, however, a private health-insurance policy may not be available to
them at all.

Such enormous gaps in health-insurance coverage are not known anywhere else in
the industrialized world. As noted above, without exception, the other member-nations in
the Organization for Economic Development (OECD) offer their citizenry universal health-
insurance coverage for a comprehensive set of health services and supplies, typically
including dental care and prescription drugs (with the exception of Canada, where these
items are covered only for low-income families).

Traditionally, the American health system has dealt with the uninsured thus: for mild
to semi-serious illness, care to the uninsured has been effectively rationed on the basis of
price and ability to pay. For critically serious illness, however, care was generally made
available through the emergency rooms of hospitals who then shifted the cost of that
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charity care (including needed inpatient care) to paying patients, notably those insured by
the business sector.

Unfortunately, in recent years this source of charity care has begun to dry up as the
profit margins of hospitals have come to be squeezed by a combination of excess capacity
and downward price pressure on the part of both the public- and private-sector payers. On
average, an uninsured, low-income American now receives only about 50% to 60% of the
health care received by an identical, regularly insured American.

Thus, the myfh that, unlike other nations, America does not ration
health care is just that, a myth. Americans do ration health care
by price and ability to pay, sometimes in rather disturbing ways.

C. Styles of Rationing

The preceding observation suggests that nations differ from one another not by
whether or not they do ration health care--all of them do somehow and to varying
degrees--but in their style of rationing.

One style is to limit physical capacity and then to use triage based on medical
judgement and the queue to determine the allocation of artificially scare resources
among the populace. That style of rationing is sometimes referred to as implicit
rationing.

The other style is to ration explicitly by price and ability to pay. It is the natural
by-product of the so-called "market approach” to health care.

Implicit rationing predominates outside the United States. In principle, the
approach is thought to allocate health care strictly on the basis of medical need, as
perceived and ranked by physicians. It is not known whether or not other variables,
such as the patient’s social status, ultimately do enter the allocation decision as well.
For example, one wonders whether a gas station attendant in the United Kingdom has
quite the same degree of access to limited resources as does, say, a barrister or
university professor who may be able to use social connections in attempts to jump the
queue.

As noted, many Americans believe that health-care is not now rationed in the
United States. That belief seems warranted for well-insured patients who are covered
by traditional, open-ended indemnity insurance, and who are living in areas with excess
capacity. For many such patients, there seems to be virtually no limit, other than



(0

nature, to the use of real resources in attempts to preserve life or to gain certainty in
diagnosis. On the other hand, persons who are less well insured, who are uninsured,
or who are covered by managed-care plans (including HMOs) do on occasion
experience the withholding of health-care resources strictly for economic reasons. In
fact, in a recent cross-national survey, some 7.5 percent of the respondents (the
equivalent of 18 million Americans) claimed that they had been denied health care in
the previous year for financial reasons. In Canada and the United Kingdom, much
fewer than 1 percent of the respondents made that claim?

Remarkably, it seems easier to implement the implicit, supply-side rationing
practiced in most other countries than it is to use the explicit American approach to
rationing. In the previously cited survey, Americans appeared much less satisfied with
their health-care system now than were Canadians and British respondents reacting
to the identical set of questions on the subject. B

For some reason, both physicians and patients appear to accept with greater
equanimity the verdict that needed capacity is simply not available than they do the
verdict that available, idle capacity will not be made available because some budget -
has run out’. Thus, while the American approach to rationing does work after a
fashion, it tends to create greater rancor among both patients and physicians than does
the implicit rationing practiced elsewhere in the world. No one likes to see monetary
factors enter medical decisions quite so blatantly at the patient’s bedside as explicit
rationing requires. Yet, a nation bent upon using the market approach to health care
ultimately cannot escape those troubling acts.

D. Summary on the Economic Footsteps

To sum up at this point. There appears to be a trade-off in the organization of
health care that simply cannot be avoided: it is a trade-off among three distinct
desiderata in health care, namely, (1) the freedom granted the providers of health care
to organize the production of health care as they see fit and to price their products
and services as they see fit, (2) the degree of control over total health care
expenditures and (3) the degree of equity attained in the distribution of health care.
Figure 4 illustrates this trade-off schematically.

[Figure 4]

? See Robert J. Blendon, "Three Systems: A Comparative Story," Health Management
Quanerly, Vol. XI, No.1, First Quarter, 1989; pp. 2-10.

3 Ibid.

4 In this connection, see also the fascinating analyis of this facet of British health care
in Henry J. Aaron and William B. Schwartz, The Painful Prescription, Washington, D.C., The
Brookings Institution, 1984.
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IV. THE CONVERGENCE OF HEALTH SYSTEMS

Remarkably, just as Americans are.growing increasingly disillusioned with their
so-called market-approach to health care, many European analysts have combed
through the American experience to see what facets of the market approach might be
grafted upon the European systems. Quite possibly, in the early next century, these
distinct systems will have converged somewhat towards a middle ground that seeks to
combine firm adherence to the principle that basic health care is a social good, but that
also seeks to afford patients considerable choice in the setting in which they receive
their care and in the terms on which they procure it.

Several developments in the global economy may contribute to that trend.

First, there is the ever greater mobility of not only tradeable goods, but also of
capital and of labor across international frontiers. Unskilled labor in one country will
compete with unskilled labor anywhere else in the world, and financial and human .
capital will flow across borders towards their most profitable uses. These flows may
well pull further apart the currently narrow income distributions in the industrially
advanced economies. There arises the question whether those fortunate enough to be
endowed with ample financial or human capital (education)--let us call them Euro-
yuppies-- will be quite as willing as they are now to share the full blessings of their
health system with their brethren and sisters in the lower income strata.

That question may be sharpened by a second international trend: the
breathtaking development of new medical technology. While one may hope that much
of that technology will ultimately Jower the cost of restoring patients to good health,
recent trends have not been encouraging: by and large, new techniques of imaging and
intervention have been cost-increasing. In line with the preceding question, one may
ask whether tomorrow’s Euro-yuppies may not share the emerging ethics of their
American counterparts, an ethic best described ably the slogan: God bless me, and to
hell with you!

. Perhaps the best that can be hoped for by those who would like to see health
care treated as a social good would be a system that seeks to guarantee all citizens
afflicted with a given medical condition the same survival and cure rates, but that
allows multiple tiers in terms of the amenities of the setting in which health care is
received, of the freedom of choice among doctors and hospitals afforded the patient,
of the immediacy of access to care and of yet other terms on which health care is
received.

In the United States, for example, this might mean that middle and lower-
income Americans would be guaranteed access to basic health care through a small
set of competing Health Maintenance Organizations, while upper-income patients will
continue to have access to insurance policies affording them completely free choice of
providers and instant access to whatever health care their money can buy. For the
millions of currently uninsured Americans, that would be a marked improvement.



APPENDIX A

SPENDING ON HEALTH CARE IN THE UNITED STATES:

The Long-Run Perspective

During the past two decades or so, share of the United States Gross National
Produce (GNP) "going to health care" has grown substantially. In fact, the average annual
compound growth rate of total health spending in the United States has been close to 3
percentage points higher than the comparable growth rate in the non-health components of
the GNP. During the past five years, that differential has actually widened. At this time, it
exceeds 3 percentage points, in part, of course, because GNP is not growing very rapidly.

Figures A-1 abd A-2 project the past experience into the future. In these projections,
letter h denotes the annual compound growth rate in national health spending and letter g
the corresponding growth rate in non-health gross national product. Because these
projections are based on the average long-run experience during the past two decades and
are anchored in 1990, they sit a bit lower than do the projections that have been offered
more recently. As is indicated in Figure A-1, these more recent estimates, based on the
period since 1985, have national health spending reach about 17% of the GNP by the year
2000, versus about 9% in 1980 and about 13 % in 1991.

By way of contrast, Figure A-3 provides a cross-national perspective on health
spending. It is seen that the United States allocates by far the largest share of its GNP to
health care among the countries listed in Figure 4 and, indeed, in the world. It can be
expected that, by the year 2000, the spending gap between the United States and the rest
of the world will have widened, because most other industrialized nations now try to tie the
growth of their health spending to the growth in their GNP. The United States has never
attempted to do so. In the short run--the next decade or so--the United States probably
could not do so even if it tried. :
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FIGURE A-3 -

Total health expenditures as a percent of gross domestic product: Selected countries, 1960-87
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Executive Summary

Purpose

Background

For two decades, the growth of health care spending in the United
States has outpaced the growth of the rest of the economy—a pattern
with troubling consequences for business, consumers, and government.
Persistent pressures caused by rising spending have called forth various -
remedies, but success in containing spending has been elusive.' Conse-
quently, policymakers and analysts have sought insights from the expe-
rience of industrialized countries that appear to control'spending growth
better, provide universal access to health care, enjoy better health, and
spend a smaller share of their national income on health care.

The Ranking Minority Member, Senate Special Committee on Aging
asked GAO to report on the lessons that the United States can draw from
industrialized countries that spend less on health care. The Chairmen of
the Senate Governmental Affairs Committee and the Senate Special
Committee on Aging later joined in this request. In response, this report
(1) describes how three of these countries—France, Germany, and
Japan—organize their health insurance systems, achieve universal cov-
erage, and regulate payments to providers; (2) describes the policies
used in each country to contain spending for physician and hospital
care; and (3) determines whether these policies were effective in moder-
ating the rise in health spending.

A rapid escalation in spending and a noticeable narrowing of access
characterize the recent experience of the U.S. health care system.
Between 1970 and 1990, the share of national income spent on health
care grew by more than half: from 7.3 percent of gross national product
(GNP) in 1970 to 12.3 percent in 1990; projections to the year 2000 imply
a share that would most likely exceed 16 percent. Notwithstanding the
high and rising level of spending, more people lack ready access to
health care. Between 1979 and 1987, the number of Americans without
health insurance rose by a fourth—from 29.9 million to 37.4 million.

Other industrialized countries have had more success than the United

~ States in controlling health care spending while also providing health

insurance to virtually all their citizens. For example, France, Germany,
and Japan each spends a significantly smaller share of its national
income on health care than does the United States (see fig. 1). The lower .
spending in these countries has not meant less access to basic health

!The consequences of rising health spending are described in U.S. Heaith Care Spending: Trends,
Contributing Factors, and Proposals for Reform (GAO/HRD-91-T02, June 7, 1991), pp. 8-11; the
record of various spending control initiatives is reviewed in the same report, pp. 14-16.

Page 2 GAO/HRD-92-9 Health Care Spending Control
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services or deterioration in broad measures of health status, such as life
expectancy and infant mortality.

Figure 1: Heaith Care Spending as a
Share of Gross Domestic Product (1989)

Results in Brief

f’fff

)

This study examines the policies that have been used in France, Ger-
many, and Japan to control health care spending. In conducting this
analysis, GAO obtained data on health expenditures and health status,
reviewed literature on each country’s health care system, and inter-
viewed experts from the United States and from each of the countries
reviewed. GAO also analyzed the likely effects of various spending con-
trol policies and statistically estimated the effects of several policies’
effectiveness. Our statistical analysis was limited to France and Ger-
many for technical reasons.?

France, Germany, and Japan achieve near-universal health insurance
coverage within health care systems that share three major traits with

2Uniike Japan, France and Germany made major changes in reimbursement policy during the 1970s
and 1980s; those changes permitted the necessary before-and-after comparison between spending
under the new policy and spending under the previous policy. -

Page 3 - GAO/HRD-92-9 Health Care Spending Control
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the U.S. system: (1) medical care is provided by private physicians and
by both private and public hospitals, and patients have free choice of
physician; (2) most people receive health insurance coverage through
their workplace; and (3) health insurance is provided by multiple third-
party insurers.

These similarities to the U.S. system coexist with several notable differ-
ences that follow from the far-reaching regulations used to guarantee
coverage. First, insurers—who are predominantly non-profit—are
required to provide minimum coverage that includes a wide range of
health care benefits. Second, insurance enroliment is compulsory (with
minor exceptions) for all residents, and they have little or no choice of
insurers. Third, workplace-based insurance is financed not by premiums
that reflect each individual group’s expected costs of care, but largely
by employer and employee payroll contributions that reflect the average
cost of a larger cross section of the population.

In addition to mandating insurance coverage, all three countries stand-
ardize reimbursement rates for almost all physicians and hospitals and
set ceilings (price controls) on these rates.? Virtually all payers must,
when reimbursing providers, abide by the standardized rates. Reim-
bursement rates are not promulgated by the government unilaterally,
but emerge from formal or informal negotiations between physicians,
hospitals, third-party payers, and (in France and J apan) the
government.

Budget controls—policies that augment price controls by setting limits
on overall spending for hospital care or for physician services—can
moderate spending growth, particularly when they are enforced. Each
country sets limits on overall health spending as national goals, but only
France and Germany have added policies with teeth to achieve compli-
ance with the limits. GAo estimated that French budget controls, between
1984 and 1987, reduced real (inflation-adjusted) hospital spending by as
much as 9 percent, compared with what would have been spent had
price controls alone been used. Likewise, GAO estimated that for physi-
cian care services, German budget controls reduced real spending by as
much as 17 percent between 1977 and 1987, compared with what would
have been spent without the budget controls. By contrast, overall
spending limits on German hospitals did not reduce spending growth;

3In addition, all three countries have some controls on spending for hospital construction or the
purchase of new, high-cost medical equipment.
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GAO’s Analysis

these limits were not, however, accompanied by a mechanism to achieve
compliance.

The budget controls that successfully moderated spending growth in
France and Germany are not a panacea for concerns about spending.
Budget controls have not relieved all pressures on spending, in part
because these controls have not been applied to all segments of the
health care industry. Moreover, budget controls do not assure high-
quality care or efficient delivery of services. In light of these concerns,
both France and Germany are exploring modifications and supplements
to their current strategies for controlling the rise in health spending.

Three Countries’ Health
Care Systems Retain
Private Medicine, Patient
Choice

In France, Germany, and Japan, as in the United States, patients gener-
ally can choose their own physician; outpatient services are provided by
private physicians; and inpatient care is provided in both private and
public hospitals. Physicians who provide outpatient services are paid on
a fee-for-service basis—as are most U.S. physicians. (Unlike in the
United States, however, physicians who deliver inpatient care are often
employed by a hospital on a salaried basis.)

Countries Provide All
Residents With Health
Insurance Through
Regulated Multipayer .
Systems

Each country guarantees virtually all their residents health insurance
that offers a broad minimum level of benefits. Near-universal coverage
is achieved by making enrollment for health insurance compulsory, with
few exceptions, and virtually automatic. Health insurance is provided
through a diverse mix of third-party payers that emerged from each
country’s particular social institutions and political history. Independent
action by each payer is limited due to national regulation of enrollment,
benefits, premiums, and reimbursement of providers.

Broad Package of Benefits
Is Mandated

The mandated package of health benefits covers a wide range of ser-
vices. Benefits generally include coverage for physician services, hos-
pital care, laboratory tests, prescription drugs, and some dental and
optical care. Patients in all three countries do not pay deductibles for
health care services; copayments for physician and hospital care range
from nominal amounts in Germany to as much as 20 to 30 percent of
regulated fees in France and Japan.
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Insurance Financed by
Payroll-Based
Contributions From
Employer and Employee

-

Workplace-based insurance in France, Germany, and Japan is largely
financed by mandatory payroll contributions from both employees and

- employers. In contrast to private insurance financing in the United

States, which generally reflects each individual group’s expected costs
of care, these mandatory contributions reflect the average cost of a
larger cross section of the population than typically used by U.S.
insurers in calculating premiums. (In France and J apan, payroll-based
financing is supplemented by subsidies from general tax revenues.)

Countries Set National

Require Uniform Payment
Rates

Each country has national procedures for setting limits on health care

Limits on Spending and - -+ spending and for determining standardized reimbursement rates for

providers. Generally, a government agency or other authorized body
sets broad targets for all or some components of health care spending.
The targets may serve as guidelines or they may be binding. National
laws also require that payers reimburse providers according to rates

-that are, for the most part, uniform; a given service is usually reim-

bursed at the same rate, regardless of payer.

Each country also has a formal process for setting payment rates for
physicians and hospitals. The health care system’s major stake-
holders—third-party payers, physicians and hospitals, and (in France
and Japan) the government—participate in this rate-setting process. In
France and Germany, the rates are set in formal negotiations. In Japan,
they are set by the government in consultation with a body that repre-
sents insurers and health care providers.

Countries Adopt Direct
Controls on Prices and
Overall Spending

Seeking to moderate the rise in health care spending, all three countries
have imposed direct controls on health care prices and overall spending.
These controls are comprehensive—applying to the entire health care
industry or to a major health care sector. By use of standardized pay-
ments, mandated coverage, and mandated benefits, the three countries
have alleviated a potential problem with direct controls, known as cost
shifting (that is, providers offset both the cost of charity care and the
lower reimbursement from some patients’ insurers by raising charges to
other, more generous insurers).
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Budget Controls With
Teeth Work Better Than
Price Controls at
Containing Spending

Hospital Spending in France and
Germany

Physician Care Spending in
Germany

France and Germany implemented budget controls that were subject to
different degrees of enforcement— Germany, starting in the late 1970s;
France in the mid-1980s. These controls supplemented or replaced price
controls that were already in place. Both countries set annual targets to
limit total spending on hospital services, and Germany set targets and,

later, caps to limit total spending on outpatient physician services. GAO's

econometric analyses confirm that stringent enforcement makes budget
controls more effective.

Spending limits restrained hospital spending in France but not in Ger-
many. Beginning in 1984, the French government replaced its fixed daily

. rates for hospital care with targets for total public hospital spending. To

enhance compliance with the targets, the government participates in
budget negotiations with each individual public hospital. GAO estimates
that between 1984 and 1987, the targets reduced French spending on
hospitals by about 9 percent below what would have been spent had
price controls remained in place. By contrast, Germany in 1985 estab-
lished targets for total hospital spending, but did not design the means
to enforce them. Gao found no statistical evidence that the existence of
targets affected German spending for total hospital services between
1985 and 1987.

Stringent enforcement enhanced the effectiveness of Germany’s budget
controls on physician spending. In 1978, Germany complemented its
existing price controls with spending targets (though not with a formal
enforcement mechanism). In 1986, however, Germany replaced targets
with caps that were binding. GAO estimates that between 1977 and 1987,
Germany’s use of budget controls reduced inflation-adjusted spending
by as much as 17 percent below what would have been spent on physi-
cian care under price controls alone. In addition, Gao found that caps
reduced the rate of spending growth more than targets. Spending
growth in the physician sector averaged 2 percent annually under caps,
compared with 7 percent annually under targets; caps account for part,
but not all, of this difference. : '

Countries Seek Additional
Policies to Better Restrain
Spending, Assure Quality,
and Enhance Efficiency

In the countries reviewed, budget controls that successfully tempered
the pace of spending growth have not relieved all pressures on spending,
nor have they attempted to address concerns about the quality and effi-
ciency of health care. Increased spending can be attributed, in part, to
sectors not controlled through budgets, such as physician services in
France or prescription drugs in all three countries. Continued pressure
to increase health care spending in the futureis also expected, as the
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elderly’s share of the population rises further and new, expensive med-
ical treatments are introduced.

In addition, the continued tightening of budget controls may, over time,
both create political pressures for a relaxation of the controls and make
a health care system less able to provide high-quality services. In
France, new proposals for stronger budget controls recently sparked
widespread protests by physicians. In Germany, some controls on physi-
cian spending were relaxed in mid-1991 due to pressure applied by phy-
sicians. With respect to quality, Gao found no evidence in the countries
reviewed of a decline in broad measures of health status during the rela-
tively brief period that budget controls were in effect. Experts in
France, however, believe that tight hospital budgets there are discour-
aging hospital maintenance and the development of innovative proce-
dures. In other countries that have used budget controls for longer
periods than France and Germany, some shortages of services have
appeared, indicating the potential for problems in the long run.

Health care experts in these three countries are exploring policies that
enhance efficient delivery and better assure quality. For example,
efforts are being made in France and Germany to develop a prospective
payment system for hospitals—following the same general principles
used in the U.S. Medicare program since 1983—that offers incentives
for more efficient delivery of hospital care. Germany is developing pro-
grams that enhance quality by increasing physician monitoring, formal-
izing quality assurance procedures, and increasing the coordination of
inpatient and outpatient services.

R

Recomm endations GAO is not making recommendations in this report.

" ——

Agency Comments GAO did not solicit agency comments.
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Chapter 2

Multipayer Systems Achieve Universal

‘Coverage and Set Spe

Uniform Rates

nding Goals and

Table 2.1 Health Insurance Benefits in France, Germany, and Japan

France

Germany

Japan

Outpatient services and

inpatient hospital care

Most treatment and diagnostic services covered

Maternity care

Prenatal, maternity, and well-
baby care services are covered

Cash benefit—about US$150 a
month—paid for 9 months (5
months before birth, the birth
month, and 3 months after birth)

Additional 16-week maternity
leave paid to mother; rate is
based on previous income and is
limited to a maximum of about
US$50 a day

All necessary medical care
covered

Cash benefit paid 6 weeks before

and 8 weeks after birth

Home nursing for women in
“childbed”

Costs not specifically covered by
health insurance system, but
rather by public health programs

Cash benefits for childbirth and
for mother's loss of wage income
(for up to 6 weeks before birth
and 8 weeks after)

Preventive care

Covered care includes (1) free
preventive exam every 5 years
and (2) mammographies for
women over the age of 45

Immunizations also provided:;
funding comes from government

Preventive medical exams for (1)
children to the age of 6, (2)
women over the age of 20, (3)
men over the age of 45, and (4)
ggalth check-ups after the age of

Generally covered by workplace-
based insurance; not covered by
pubilic insurers, although local
governments provide screening
at little or no cost

Dental and optical care

Covered items include basic
dental care, dentures, and
eyeglasses

Preventive check-ups for people
aged 12to0 20

Partial payment of dentures and
crowns

Cost of eyeglasses

Dental services covered

Long-term care

Home care services, day care,
and some inpatient chronic care
services are covered

Long-term care given in the
hospital setting, rather than in a
nursing home or other chronic
care setting, is covered by the
insurance system

Services are covered, but there
are few nursing homes or other

-long-term care faciiities; long-term

care provided by hospitals is
covered

Page 31
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Multipayer Systems Achieve Universal
Coverage and Set Spending Goals and

Uniform Rates

France

Gerrhany

Japan

Prescription drugs

Covered, subject to some
restrictions

Covered, subject to some
restrictions

Covered

income maintenance

Generally, workers are entitled to
50 percent of wages, up to about
US$33 a day, for up to 360 days
in any 3-year period (for certain
diseases, such as cancer,
benefits may be granted for an
unlimited number of days, for up
to 3 years)

Income support, for the most
part, of up to 80 percent of lost
income (not to exceed total net
income), for up to 78 weeks in
any 3-year period

Income support, of up to 60% of
standard daily wage (40% if
insured person has no
dependents and is hospitalized),
paid for up to 18 months

Cost sharing by patients

Standard cost-sharing rates: (1)
25% for physician visits, (2) 20%
for hospital services, up to the
30th day of care (and 0%
afterwards), plus a US$6 fee for
daily room charges, (3) 30% for
laboratory tests and dental
services, and (4) 30%-70% for
covered prescription drugs,
depending on the necessity of
the medication; patient must bear
full costs of other (uncovered)
prescription drugs

Cost sharing for poor people is
paid for by the social welfare
system

Cost sharing for hospital costs
waived for maternity care and for
certain high-cost ilinesses

Limited cost sharing for hospital

- care (about US$6 a day).

Cost sharing for some
prescription drugs

Cost sharing ranges from 10% to
30% of costs, depending on.
insurance carrier, whether
insured is an employee or a
dependent (dependents
sometimes have higher cost
sharing) or whether treatment is
in a hospital or in an outpatient
setting

Cost sharing waived after
monthly payment reaches
catastrophic cap of about
US$400 (US$200 for low-income
people)

Payroll-based Financing

Workplace-based insurers are largely financed through mandatory pay-
roll contributions from both employees and employers (see fig. 2.1). This
contrasts with the financing of most U.S. insurers, which is done
through premiums that reflect actuarial estimates of expected future ili-
nesses and health care expenses of an enrolled group. In France and
Japan, payroll-based financing is supplemented by subsidies from gen-

eral tax revenues.
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Multipayer Systems Achieve Universal
Coverage and Set Spending Goals and
Uniform Rates

Figure 2.1: Financing of Mandated Health

Insurance in France, Germany, and
Japan

Country

Financing Structure

Government Subsidy

France

Source of Funds:
Mandatory Payroll Contributions

Contributions:
Determined by Central Government

Employers’ Share - 12.6% of Total
Wage Bill

Employees’ Share - 6.8%32
(No Wage Ceiling)

Subsidies From General
Revenue and Specific Taxes

Germany

Source of Funds:
Mandatory Payroll Contributions

Contributions:
Determination by Individual
Sickness Funds

Contribution Shared Equally by
Employer and Employee

Average: About 13% of Wages

Range: 8% — 16% of Wages,
Subject to a Wage Ceiling

No Government Subsidy

Japan

Source of Funds:
Mandatory Payroll Contributions

Contributions:
Determined by the Individual Carrier

Average: About 8% of Standard
Monthly Salary

Employer Pays at Least 50% of
Contribution

Range: 3.5% — ‘1 3.3% of Salary

2Employee contribution rate was 5.9 percent before July 1991,

Central Government Pays
Most Administrative Costs®

Subsidies 10 Some insurers:
(for Some of the Insurance
Societies) to 52 % ot Costs

5Local governments in Japan pay the administrative costs ot the mutual aid associations (insurers) that
cover local public service employees.
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Appendix I :

+ Use of Regional Planning to Allocate
Construction and High-Cost Medical Equipment

France

Hospital construction must be approved by national
government. Any addition of hospital beds must be
offset by closings eisewhere.

High-cost medical equipment must be authorized by
national government.

Germany

Hospital construction and high-cost medical equip-
ment are licensed and financed by the states.

Japan

Page 58

Hospital construction subject to regional planning, but
limits do not apply to private clinics (defined as
facilities with less than 20 beds).

No blanning to control growth or distribution of high-
cost medical equipment.
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THE PRESIDENT’S PAGE

The U.S. Health Care System

tis hard not to be startled by contemporary developments in

U.S. health care. Almost every day we learn about yet another

discovery or a new medical treatment. Unfortunately, we also hear

about escalating costs and about growing evidence that some
medical practices may have minimal impact on our well being.

Like many others, | have been giving more thought to how we -
provide health care services in this country. But I also have two specxal
reasons for this increased attention: First, I am teaching-a ‘graduate-
level workshop this fall in health economics and pphcy with Professor
Uwe Reinhardt, one of the nation’s leading expéfts in the field. Second,
I am chairing a study committee
of the Institute of Medicine of
the National Academy of
Sciences on the viability of
important aspects of our health
care financing and delivery
systems. [ would like to take this
opportunity to share just a few of
my initial thoughts about both
the successes and the failings of
the U.S. health:dare system.

First, it is important to
recognize that there have been
many successes, We lead the
world in basic biological research
and in the development of new
medical technologies and treatments. Large groups of our population
" have access to health care that was unknown to earlier generations and
the quality of treatment at most of our acute care hospitals and
ambulatory clinics far surpasses that of earlier times.

At the same time, the overall health status of Americans has shown
less dramatic improvement; we continue to experience relatively high
infant mortality rates and relatively low immunization rates; and the
number of Americans who lack health insurance, are underinsured, are
underserved, or are otherwise medically indigent has reached alarming
levels—particularly among children, young adults, poor people, and
certain population groups such as Native Americans. If one believes a
just society requires that a minimum standard of care should be
available to all, we have not fulfilled this requirement.,

" The distinctive characteristics of the U.S. health care system mclude
an emphasis on voluntary participation (e.g. employment-based private
health care insurance) and consumer choice; strong incentives for the
consumer to demand more and the provider to prescribe more; tax
incentives for both purchasers and providers; substantial public finance
{Medicaid and Medicare), despite a lack of coherent overall public
health care policy; modest control over prices; unusually high invest-
ments in research and advanced training; and higher administrative
costs than in other countries. It is a system that serves many exceedingly
well, but others not at all.

The costs of the American health ¢are delivery system are by far
the highest in the world: 40 percent more expensive than our closest
rival (Canada) and nearly 100 percent more expensive than our next
closest (Germany). Moreover, our costs continue to rise rapidly.

There are many reasons for these high costs, including an aging
population, new technologies, practices that are highly capital intensive,
underinvestment in prevention, malpractice claims, increasing
fragmentation of the insurance market, the social disorganization of
certain communities, the escalation of physician fees, and increasing
substance abuse. Unfortunately, a decade of cost containment initiatives
by employers, unions, governments and others scems to have had

little effect, and there is growing concern that we are not getting

Harold T. Shapiro

John W. H, Simpeon ‘68

¢
sufficient additional value for all-ofithis additional expenditure.

There also is growing ‘concern about those who lack access even to
basic medical care. Part of the problem is that some employers do not
offer health insurance coverage (one-half of the uninsured are employed);
many part-time employees are not covered; coverage for the dependents
of employees is declining; there are growing gaps in the Medicaid
program; and certain geographic areas are without appropriate health
care facilities and/or personnel. No society can provide access for
everybody to everything, but the fact that some 35 million Americans are
without health insurance coverage for even the most basic services,
despite our very high level of expenditures and our enormous expertise,
strikes many as a national scandal.

What is most striking about the United States’ approach to health
care is our national inability to decide whether basic heaith care is a
social good that is intrinsically related to individual liberty, indepen-
dence, and equal opportumty a JQ therefore a collective obligation, or a
private good to be left to mdm al responsxblhty We cannot decide
whether the goal of health insurarice pfog:ams is simply to protect
against unexpected events {like automobile insurance), or if it is also a
mechanism for achieving universal access to basic health services,
regardless of an individual’s financial situation. (A decision to finance thé 77
provision of basic health insurance collectively does not mean that health -
care providers need to become government-run organizations. One can
collectivize responsibility without collectivizing production.)

Not surprisingly, there have been many suggestions for reform, with
most proposals seeking primarily to improve access and/or contain cost.
The limitations of space do not permit me to discuss all of them here. But
I would like to mention a few of the convictions that I have been moving
toward regarding some of the general characteristics that I believe our
system of health care should acquire as it evolves:

{1) We need to assure the availability and affordability of basic health
care coverage for everyone. In spreading risks and costs more “fairly,”
and in subsidizing the unemployed, the poor, retirees, and low wage
workers, this inevitably will involve some transfer of resources from the
tich to the poor and from the healthy to those with disease.

(2) We should not )

/

permit health insurance «

premiums o be sharply . .. the fact that some 35
influenced by differentia 315 .

health s andior - P7HlliOn Americans are
prospects. Eventually wzthout bealth msurance

such differentials will

coverage for even the most

undermine any system

for providing universal delC services . . . StereS

basic health coverage. mny asa natzonal scandal
(3) We need both i

some sort of managed

negotiation between payersvand providers and heightened cost conscnous-
ness by patients to achieve greater constraints on cost increases.

(4) Societies’ different aﬁproaches to social support programs,
including health care, reflect differing values and cultural histories. As
our system evolves we should not simply copy others, but we should
learn from them as we build upon our own values and history.

Any serious proposal for change must provide further detail ona wide

"variety of issues {rationing of care, oversight of our national investment

in health care technology and facilities, staffing patterns and responsibili-
ties, etc.), but it seems to me that we need to begin by agreeing on some
set of fundamental objectives. I look forward to testing, refining, and
expanding my understanding of these oblecnves in the classroom this fall
and as the Institute of Medicine committee pursues its responsibilities
during the coming year.

THE ALUMNI WEEKLY PROVIDES THESE PAGES TO THE-PRESlD'EﬁT.
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Figure 1.2: Growth in Real Health
Spending Per Capita (1980-89)
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ON SQUEEZING BALLOONS
Cost Control Fails Again

MEDpicAL cost containment has been compared to
squeezing a balloon — constraining one end causes
the other end to bulge. The relentless rise in national
health care expenditures — estimated to consume
over $700 billion and more than 12 percent of our
gross national product in 1991 — has inspired numer-
ous countermeasures. During the past two decades
these have included creating incentives to join health
maintenance organizations; utilization-review pro-
grams to curb unnecessary care; health planning con-
straints to prevent excess numbers of beds and un-
necessary duplication of technology; price controls;
malpractice reforms; coinsurance and deductibles to
reduce patient demand; reductions in eligibility, bene-
fits, and payment levels for those receiving Medicaid;
limitations on reimbursement to hospitals through
prospective payment; and most recently, the reform
of physician payment through revised relative-value
scales, the promulgation of clinical guidelines for the
appropriateness of surglcal procedures, and the resur-
gence of “managed care.” Common to each of these
interventions has been a reductionist view of the
causes behind rising expenditures for health care: fix
one piece and the problem will go away. Although
many of these programs have achieved desired effects
on the piece of health care they were designed to

change, the growth in national health care expendi- .

tures continues.

The report by Soumerai et al. in this issue of the
journal discusses yet another example of balloon
squeezing. In this instance constraints were applied to
the most vulnerable patients — that is, to those with
both low incomes and complex illnesses — and the
effects were particularly disturbing.! The authors re-
port an experiment by the New Hampshire Medicaid
program that placed a limit of three per month on the
number of reimbursable drugs for patients living in
the community. Although drug use decreased by 35
percent, an unfortunate and unintended result was an
immediate twofold increase in nursing home admis-

sions. Whether the higher rates of admission resulted
from declines in health status caused by the discontin-
uation of clinically appropriate drugs or a change in
the behavior of patients and their families seeking to
circumvent the community-based payment limits was
unclear. The New Hampshire Medicaid policy was
intended to reduce costs, but instead it led to the
transfer of a large number of patients to an inappro-
priate setting and probably to greatly increased costs
for the system as a whole. In short, the policy was
penny wise and pound foolish.

The experience of the New Hampshire Medicaid
program clearly demonstrates the limits of narrow ap-
proaches to containing health care costs. More care-
fully developed approaches, such as the Medicare pro-
spective payment system for hospital care or elaborate
utilization-review programs, are also likely to have
unintended consequences. First, resourceful health
care providers can often find offsetting cost-increas-
ing responses to bypass narrow cost-containment tac-
tics. Second, although piecemeal efforts at cost con-
tainment may accomplish their narrow goals this
achievement may come at the considerable price of
diminished access, decreased quality, or excessively
intrusive (and even expensive) bureaucracy.

The results of the New Hampshire limit on drug
payments may be an extreme example, but its lesson
can be applied to other efforts to contain health care

costs. Over time, these efforts have become technically

complex, spawning hlghly specialized bureaucracies
and intruding ever more into the daily fabric of clini-
cal decision making. In fact, it has been argued that
such cost-containment efforts are partly responsible
for the large proportion of our health care dollars that
are now consumed by administrative expenses.” True,
some cost-containment efforts have achieved savings
of the first order. For example, studies of utilization
review suggest that preadmission certification and re-
view of continued stay have reduced the rates of hos-
pital admission, length of stay, and expenditures.? But

-atthe same time there have been offsettmg increases in

the use of other health care services, such as ambula-
tory care. Squeeze the balloon in one place and it
bulges somewhere else.

Does this mean that the United States should aban-
don its efforts to contain medical costs? This argument
would be more persuasive if our national ranking in
health status were as robust as our international posi-
tion as number one in health care spending, and if
there were not such persuasive evidence that common-
ly used procedures are performed too frequently.*
Indeed, money needlessly spent on health care is
money forgone for other important social goods, such
as education, housing, and the environment. And it
is the perception of runaway health care costs that
forestalls attention to such shameful national prob-

“lems as the 34 million people who currently lack

health insurance.
It makes intuitive sense that a service as complicat-
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ed as health care should require a multisystem al)-
proach to cost containment. An effective cost- conta.m-
ment strategy would simultaneously attack patlelnt
demand for services, the pricing of hospital and med-
ical care, medical malpractice, the appropnatcness
of expensive procedures (costly because of price, vol-
ume, or both), incentives to providers, and the supply
and distribution of physicians and technology. Surely

even the most resilient balloon would be deflated by -

such an approach. But the United States has never
been willing to make such a frontal assault on medi-
cal costs. The political forces that confront those wres-
tling with the problem of ever-rising health care
costs consist of competing special-interest groups rep-
resenting the health care industry and its workers,
business, labor, and various consumer groups, each of
which is. convmced that cost control should begm
somewhere else. |
Would system-wide strategies of cost containment
be effective? Other developed countries, with unified
systems to oversee health care financing and the pr(')-
duction and distribution of physicians, have achieved
better cost control.®8 In the United States, two rela-
tively limited efforts that addressed only the financ-
ing component of the health care system seemed
to achieve overall cost savings. First, several states
adopted all- -payer systems to regulate hospital rates in
the 1970s. The increases in health care costs in those
states were more moderate than in others.® The all-
payer approach has the further advantage of ensunqg
special protection for the poor and uninsured, which
can help avert some of the problems of diminished
access that often accompany efforts at cost contaio-
ment. Second, the most comprehenswe cost-contain-
ment effort ever undertaken in this country was part of
the Nixon administration’s Economic Stabilization
Program between 1972 and 1974. The program frozle
wages and prices throughout the economy, mcludmg
the hospital industry. Inflation in the hospital indus-
try slowed dramatically during this period, although i it
resumed its usual pattern after the freeze was lifted.
Perhaps the most important lesson from the New
Hampshire experiment is that although the poor arela
tempting political target for cost-containment efforts,
those who seek a quick and politically painless solu-
tion may be deceiving themselves, as well as harming
others. Some day, perhaps sooner than we think, there
will be sufficient political momentum toward compre—
hensive cost containment to compel the involved par-
ties to sacrifice some of their perceived self-interest in
order to effect a reasonable solution. Until that da)lf,
the search for simple solutions will yield predictable
results — more balloon squeezing. The least we can
ask is that the squeezing be confined to balloons not
needy patients. '
Robert Wood Johnson

Foundation
Princeton. NJ 08543-2316

STEVEN A. SCHROEDER, M.D.
JoeL C. CanTor, Sc.D!.
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The Importance of Relating Medicine

and Public Health

STEVEN A. SCHROEDER, MD

ABSTRACT: KEY INDEXING TERMS: . [Am J
Med Sci 1992; 303(6):000-0090.)

St—

A central premise of this year's Institute of Med.
icine annual meeting is that the historical di-
vision between medicine and public health is arbitrary
and not necessarily in the best interests of the health
of Americans. The break between medicine and public
health occurred in the early part of this century when
the Rockefeller Foundation decided to create schools
-of public health that were separate from schools of
medicine.! Until that time, the dlstinction between at-
tention to individual patients—now seen as the prov-
ince of medicine—and attention to populations—the
presumed arena of public health—waas leas elear. More
recently, this split has been reinforced by the asym-
metric hypertrophy of the medical care ventricle,
stretched by public funding for patient care and by
rapid medical technology development, compared to
the hypoplastic publie health chamber. Yet, as this
analogy implies, I believe both medical care and public
heaith are the heart of our nation's health care system
and, for the patient to be healthy, we need both parts
pumping effactively.

As a nation, the United States will spend more than
12% of its grosa natianal product and more than $700

From the Robert Wnod Johinson Foundation, Princetan, New Jecsey.

Prasented at the Annual Meeting of the [natitute of Medicine of
the National Academy of Sciences, Warhington, DC, October 14, 1991.

The views expressed in thix article are those of the author, and no
afficial endorsement by The Robert Wood Johnaon Fuundativa i in-
tended ur should be inferred. '

Currespondence: Steven A. Schroeder, MD, President, The Robert
Wood Johnsan Foundation, P.(). Box 2316, Princeton, NJ 0854.-
2318. .
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billion on heaith care in 1991. If we had the luxury of
taking all these resources and redeploying them to
achieve the best posaible health outcomes for our pop-
ulation, what kind of system would we create? Woul
it be what we have now? :

Any sensible manager designing a system to affect
health care outcomes would start by trying to under-
stand the problem. One way to understand it i3 to ex-
amine national patterns of morbidity and mortality.
Table 1 liats the nation’s 11 leading causes of death,
with years of potential life lost. For every one of these
causes, a reduction {n premature mortality cannot be
achieved without attention to approaches found in both
medicine and public health, For example, heart disease,
the leading cause of death and the second leading cause
of premature demise, already has declined impressively
in recent decades. Using age-adjusted rates, heart dis-
ease death rates declined from 254 per 100,000 popu-
lation in 1970 to only 160 in 1990.2 These improvements
reflect: (1)-advances in the treatment of heart disease—
the medical model: (2) important changes in the prev-
alenee of smoking and the intake of saturated fats—
the public health model; and (3) dramatic strides in
high blood pressure control, which have come from an
effective combination of personal health gervices and
public health programs, including education and
screening. If improvements in heart disease mortality
are to continue, and if similar progress is to occur for
other diseases, we will continue to need both medicine
and public heaith.

“Wait a minute!” you might say. "What's wrong with
our current system?” Admittedly, the country invests
more in treatment and research relating to the medical
model than for public health. However, that investment
has paid off, for heart disease to be sure and with im-
pressive declines in deaths from other causes as well.
Certainly, you may say, the hope for solving the AIDS
problem lies in developing a vaccine, a proapect that
seems much more likely today than it did 6 years ago,
when AIDS was the theme of this annual meeting.
Furthermore, the new age of molecular biology puts us
on the threshold of even more impressive gains. "'So,”
your argument might go, “the system ain't broke, so
let's not try to fix it."

My response (s that, as important as medicine is to
improving the health of individuals, it is not sufficient

001



T

APR-24-'92 FRI 14:16 ID:HYPERTENSION FROGRAM TEL MNO:20S 324-8424

1

Relating Medicina and Pubilc Health

Table 1. Eleven Leading Causes of Death and Years of Potentlal
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Table 2. Substance Abuse and Preventable Promature Mortallty

Life Loat, United States
Parcent Deatha
Rate,”  Years of Potential Years of Potentisl Attributed to

Cause of Death 1990 Life Lost, 1989 Cause of Death Life Lost, 1989  Subsatance Abuse
Dissases of heart 289.0 3,019,749 Cancer 4,307,072 32
Cancer 201.7 4,387,072 Heart disease 3,819,740 20
Corebrovascular dissuse . 579 578,438 Accidents and traume 2,961,028 4
Accidents . 313 2,981,038 Sulcide 872,512 28
Chronic lung disesss 35.6 435,817 Homicids 968,857 48
Proumtonia and influenza 313 306,938 HIV infection 776,957 »50(7)
Dinbetos mellitus 195 335,479 Cerebrovascular disesse 578,439 25
Suicide 123 972,512 Chroni¢ lung dissase 435,617 76
Homicide 10.2 968,957 Liver dissase and clerhosls 419,630 =68
Chronic liver disease and cirrhosis 10.2 419,630 y
HIV infection 9.8 778,168 From reference 4.
* Rute per 100,000 population.

National Center for Health Statistics and U.S. Bureau of the Census.
From referance 2.

to bring about the desired improvements in health out-
comes, Let's look in more depth at “years of potential
life Iost.” Table 2 shows for the nine leading causes of
death the estimated proportions attributable just to
subatance abuse.

For cancer, the most important cause of premature
death, one third of deaths are attributable to smoking
and alcohol. For heart disease, suicide, and stroke, the
proportion is about one quarter. For injuries, homicide,
AIDS, and chronic lung diseases, substance abuse ac-
counts for at least half of the fatalities. Clearly, the
beat strategy for reducing premature mortality would
combine traditional medical interventions that focus
on individual patients with population-focused strat-
egies that discourage harm from the use of dangerous
substances, That notion of discouraging harm, you may
tecognize, is one of The Robert Wood Johnson Foun-
dation's new program goals.

For many other parameters, as well, health statiatics
show the United States as ranking below other devel-
oped countries, Certainly, 8 major reason our statistics
are not better is the extreme gap between rich and poor
citizens. However, we cannot ignore that for many of
the countries whose statistics we envy, public health
measures are seen as important national health strat-
egies. Tough drunk driving laws, gun control, or con-
traception and sex education to prevent teenage preg-
nancies are ail public health strategies other countries
use effectively. Yet, we seem to lack the will to intervene
with population-focused and preventive measures as
effectively as we do with measures focused on treatment
of individual patients.

An important exception Is our response to cigarette
smoking. Indeed, smoking trends in North America
are better than those in Western Europe. But the pro-
gress in cigarette smoking has come about largely from
spontaneous citizen action, supported by the remark-
able leadership of our nation's Surgeons General, from
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Luther Terry to Julius Richmond to C. Everett Koop,
three men who did have the will to promote public
health strategies. Indeed, their leadership was blunted
by our government's continued subsidy of the tobacco-
growing and exporting industry.

To take another example, merely developing an HIV
vaccine, as challenging and important as that will be,
will not suffice to end the HIV epidemic. After all, we
already have an excellent vaccine for measles, yet the
numbers of measles cases (Tabie 3) have increased al-
most 20-fold in just 2 decades (Centers for Disease
Control, Division of Immunization, Center for Preven-
tion Services, Atlanta, GA, unpublished data).

That increase did not occur because the vaccine be-
came ineffective. Rather, the cause ia aystematic un-
derinvestment in the public health infrastructure
needed to distribute the vaccine to susceptible children.
Likewise, we know how to treat syphilis, and the treat-
ment is excellent, yet the number of syphilis cases has
doubled since 1970. :

A successful approach to HIV, syphilis, and the other
diseases we have touched upon must focus on popu-
lations. as well as on individual patients. The failure
to do this is what differentiates us from other developed
nations. This explains why, aithough the United States
spends more on health care than any other country,
our health indices, such as infant mortality and life
expectancy, consistently lag behind those of our eco-
nomic peers. Put simply, our system does not provide
adequate value for the money. '

Table 3. The Retreat of Infectious Disease Control

Number of Cases
Disease 1970 1990
Maeasles 1,497 27,786
- Syphilis 64,621 134,225

From reference 5.

June 1992 Yolume 303 Number 4



“Table 4. Problems with the U.S, Medlcal Care System

» Accews

« Health status

» Overuss of expansive technologies

» Physician discontent

» Excesa spocialist-generalist physician ratio

The problems of our medical care system, some of
which are listed in Table 4, are well known to you and
got to the question of value for money spent.

First is the familiar but still shameful fact that more
than 31 million people are without any health insurance
coverage and that an additional 70 million or s0 have
inadequate coverage. Even for people with publie or
private insurance, access to appropriate health care

may be far from assured, including access to the kinds -

of basic services we classify as public health,

Next is our relatively poor health status compared
to people in those countries that we consider social and
economic peers.

Third is the overuse of coatly medical technologies.
A prime reason we spend so much more on medical
care than do other countries is that we perform so many
costly operations and procedures, such as coronary by-
pass surgery or magnetic resonance imaging. To be
sure, the appropriate use of such procedures is one of
the glories of our system. However, we probably per-
forts from 20-50% more of them than is needed, with
predictable increased expenditures.

Fourth is the pervasive unhappiness among practic-
ing physicians. [ was shocked to learn that 447 of phy-
sicians over age 40, and 35% of those under 40, regret
having become physicians, according to surveys by the
AMA and The Robert Wood Johnson Foundation.®
In comparison, only 16% of practicing lawyers are so
disaffected. The reasons for this widespread discontent
are complicated, but the evidence suggests that doctors’
feelings that they lack control over their daily practice
ia an important factor. Much of this erosion of control
has come from various third parties’ futile but intrusive
attempts at limiting medical expenditures. It%s a par-
adox that the “least regulated” medical care system in
the world imposes the most constraints on.doctor’s de-
cisions in daily practice.

The final item in Table 4 refers to the nation’s med-
ical manpower policy, if we even have an explicit one,
and its failure to produce physicians in the specialty
or geographic distribution needed to meet the nation’s
needs. Our geographic maldistribution, which over-
concentrates physicians in desirable urban and sub-
urban communities while skimping on rural and inner

Sehroedeor

eralists. In the United States, only about 30% are gen-
eralists.? As shown in Table 8, that number inevitably
will decline, because students are no longer as Inter-
ested in becoming generalists.

The implications of a specialty-dominated medical
care aystem for the iasues of access, costs, and quality
of medical care are clear. I also believe that the farther
down the road we travel toward specislty domination,
the more difficult the reunion between medicine and
public health will be. Generalists, too, can be faulted
for making this marriage rocky, but at least they are
trained to take a broad view of patients’ health, not
just their diseases, and to see health in the context of
the family and eocial environment. It is therefore 2
much more natural reunion for generalista.

To me, it is clear that if we could redesign our health
care system from seratch, we would inevitably promote
much closer integration of medicine and public health.
Ironically, recent and current leaders at the Rockefeller
Foundation—Kerr White and John Evans are two ex-
amples—now look for ways to “heal the schism,” in
White’s words, between the two fields.!

But there is a fundamental reason why this will be

- more difficult for the United States than it would be

for almost any other nation. In this country, public
health, compared to medical care, is associated with
government, and our citizenry does not seem to trust
or even respect its government. Remember that in re-
cent times three successful politiciana from different
.parties and very different viewpoints—George Wallace,
Jimmy Carter, and Ronald Reagan—ran for the na-
tion's highest office on the platform that government
is the enemy from which they would protact the people.
Many congressmen and state and local officials have
done the same. In no other nation is the public health
enterprise saddled with representing unpopular gov-
ernment, government for which the public is reluctant
to pay. In fact, this reaction is 0 strong and 80 reflexive
that even a public program that would have brought
potentially great benefits—the Medicare catastrophic
legislation—was defeated by the very people it would
have helped.

Still, I find it easier to argue for closing the schism
between medicine and public health than to describe
effective means to do so, Perhaps that reflecta my own
perspective a» an internist, intarnal medicine being a

1982, 1991

Table 5. Specialty Praferences of Graduating Seniora, 1381, 1389
1982 1991 %
Specialty 4981 +58% Change

city areas, parallels the situation in many other coun-  Family/general practice /.2 4%:3% /0.5 4% —s ~ 42-3

tries, even those with the most planned economies. geﬁel‘ﬂ} internal medicine 12.; m«a:g .I‘( é -s:' *—5&3- - g‘/- ‘I7
. . e eneral pediacrics . - . g Yy —-72.
The United States does stand out, however, in its o p .y reapondenta 329388 4 §26 ~E 2.7

reliance on specialist physicians to give generalist care.
In most other countries, 50~70% of physicians are gen-

From reference 9.
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Relating Medicine and Public Health

discipline historically preoccupied with diagnosis. But:

I think it is more a realization of how deep the schism
runs, affecting the way services are organized and paid
for with greatly different status accorded to the differ-
ent parts of the system. »

Perhaps the most important barrier to integration
is the current system's.fragmentation, which results
from & lack of central coordination. Some special in-
tereats have used this as an opportunity to focus gov-
ernment’s attention on isolated issues, further aplin-
tering the system, Meanwhile, groups that have diffi-
culty mobilizing, such as children, the poor, or drug
users, cannot attract sufficient resources for their
health needs. Not surprisingly, this combination of

powerful apecial interests and fragmented governmen- -

tal health efforts has precluded a comprehensive ap-
proach to such fundamental problems as controlling
health care expenditures.

The intagration of medicine and public health to im-
prove the health of the public must start at the top,
with the federal government and with our nation's ac-
ademic leadership. Although many others have a role,
and although I will concentrate my remarks on these
two critical sectors, I would like to underscore that
leadership is needed from all quarters, to help citizens
look beyond their own personal preoccupations and
ideclogies toward the greater social benefit offered by
public health, '

Currently, the executive branch health agencies and
the congressional bealth committees are organized too

strictly along categoric functions. This leads to such -

contradictions as we see in health manpower policy,
whers one foderal agency advocates that the country
would be better served if we had more generalist and
fewer specialist physicians, while another agency pays
doctors with incentives that favor specialism at the
expense of generalism and is content to support resi-

dency training that produces the very specialty mixture -

it wishes to change. ,

Assistant Secretary for Health Jim Mason published
a document that sets out an ambitious plan for better
heaith for the public, “Healthy People 2000."!%The
numerous goals set forth in that document can be
achieved only through active, aven enforeed, integra-
tion of medicine and public health. However, the blue-
print for such integration is still missing.

Integration alsoc must occur within academia, be-
tween schools and faculties and research units in med-

icine and in public health. Academic health science

centers are publicly supported because they provide
certain socially useful functions, including the gener-
ation of new knowledge, the training of health profes-
sionals, and patient care. [n return, they receive rather

generous tax-generated dollars and operate under con- -

siderable autonomy. A recent grants program spon-
gored by The Pew Charitable Trusts and the Rocke-
feller Foundation called “Health of the Public: an Ac-
ademic Challenge" advocates a set of goals and
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principles for academic health centers (Table 6). To
date, the program has funded 17 academic health aci-
ence centers to adopt a broad, population-based con-
struct of health that includes a number of academic
objective¥, These goals are based on the simple premise
that academic health science centers have a social con-
tract to improve the health of the public. They include:
e providing basic population-based competence for all
health professional students; -
« providing enhanced population-based skills for se-
lected students, so those interested in public health
careers can have appropriate training;
o intagrating clinical prevention into all levels of health
professional education, rather than leaving it to a sep-
arate, nonclinical academic unit; o
o performing scholarly studies in fields related to pop-
unlation medicine, in other words, expanding the schol-
arly paradigm to include public health;
e assuming institutional responsibility fot maximizing
the health of a defined population—to do this an ac-
ademie center must identify a community, monitor its
health status, and direct resources to improving the
population’s health;
¢ involving the academic health center in decisions
about resource allocation at the local, state, and na-
tional levels; and .
» becoming an advocate for the health of the public.
Achieving these objectives will not be easy, but pat-
ticipating centers agree that each goal is essential. If
this program is succesaful, it will constitute an impor-
tant step toward integrating academic medicine and
public health. By concentrating on the health chal-
lenges of a specific community, academic centars can
demonstrate their concern for the health of a specific
population, bring to bear analytic strength on a com-
mon problem, and demonstrate the value of such ac-
tivities to students. The dynamics of this intervention
will be different for the academic health centers in the
program that include achools of public health.

Table 8, Objectives of Health of the Public—
an Academic Challenge*

¢ Provide basic compatancies in population-based subjects to all
health professional students .

e Provide enhanced population-based education for salected
studenta :

» Inciude clinical prevention knowledge activitics at all levels of
health profesaionsal education

« Conduct scholarly studies in population medicine :

« Aasume institutional tesponsibility for maximizing the health of
a defined population with available resources

« Involve the academic health center in decisivn making about the
development and deployment of health resources

« |nvolve the academic health center int the social/political procesa
a3 an advocate of the health of tha publie '

= Sponsured by the Pew Charitable Trusty and The Ruckefeller Foun:
datton.

From reference [!.
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In general, for the nation's 126 medical schools, bet-
ter integration of public health principles means ex-
panding the traditionally narrow definition of medicine,
and the thinking about what is the proper domain of

medicine, to include attention to the “health” themes .

covered here. In most schools, the responsibility for
teaching and scholarship in these areas has been vested
in what Kerr White calls “Departmenta of Miscella-
neots Medicine.” You know these as departments of
preventive, or social, or community, or environmental
medicine, singly or in some combination. In almost
every instance, these departments are poorly endowed
and have low atatus. Were each clinical department to
reflect the critical public health dimensions of its fleld,
such as the epidemiology and prevention of trauma for
general surgery or the reduction of low birthweight for
obstetrics and pediatrics, physicians might have a
stronger sense of the importance of public health mea-
sures to their individual patients.

Earlier, ] may have sounded pessimiatic about pros-
pecta for unification of medicine and public health. The
Institute of Medicine's 1988 report, “The Future of
Public Health,” called the relationship between med-
icine and public health “uneasy,” but underecored how

- vital each is to the other.!? To a certain degres, those
who focus on individual patients and those who con-
centrate on populations will always have distinct ap-
proaches. That separation is now too great. It should
be more “easy.” )

Every day, as president of The Robert Wood Johnson
Foundation, I see proposals and projects that are trying

" to bridge this gulf, projects that offer some basis for
hope that improved relationships are possible. Perhapa
for that reason I am less pessimistic today. Progress
can occur if we keep bringing the focus back to the
most fundamental goal of professionals in both fields—
improving the health of the American people.
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WASHINGTON

April 30, 1992

MEMORANDUM FOR STAFF TRAVELING TO PHOENIX/ALBUQUERQUE
FROM: STEPHANIE ZIMLICH

RE: ATRLINE TICKETS

Attached please find your plane ticket for travel to
Phoenix/Albuquerque. If any necessary changes need to be made,
it will be your responsibility to contact:

Ellen McNair
Didion Travel
703/836-1100

Note: For those traveling to Phoenix on Sunday night your
accommodations are as follows:

Best Western Sage Inn

5940 NW Grand Avenue
602/939-9431

THANK YOU
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Frequent Travelers—
Earn Miles Faster With The
Membership Miles Program
From American Express.

Flying Continental is even more rewarding with
the Membership Miles program.

+ Earn one mile for every dollar spent onall the
eligible enrolled American Express® Cards
you carry. .

« Combine miles earned in the Membership Miles
program with miles earned in the Continental
OnePass*™ program to reach awards faster.

* Redeem miles to travel the world with special
hotel and cruise packages as well as ‘once-in-a-
lifetime” experiences. '

You can redeem accrued miles once you've spent at

least $5,000 combined on all enrolled American

Express Cards, in each year of enrollment. !

Enroll today and start earning more miles.
Simply call the number below and we'll:

« Enroll you in the Membership Miles program or if
you're not currently a Cardmember, take your ap-
plication for the Card. If approved, you'll automat-
ically be enrolled in the Membership Miles
program.

* Waive the $25 Membership Miles program
annual fee for the first year. (Fees for Corporate
Cardmembers may vary There is no fee for
Platinum Card® members)

+ Enroll you in Continental’s OnePass program
(if youre not already a member).

Simply call

1-800-2971096

THE FASTEST WAY TO EARN
FREE TRAVEL

Faster travel rewards--that’s the best reason
to join QnePass™ Because you have 10
worldwide Airline Partners, 7 Hotel
Partners and 3 Car Rental Partners to add to
the miles you earn every time you fly
Continental. Plus, OnePass has been voted
the best frequent flyer program--three years
in a row--in an independent poll taken by
FREQUENT magazine.

Other OnePass Benefits Include:

* Mileage Bonuses--2,500-mile
activation bonus with your first flight.

* The OnePass Mileage Purchase |,
Option--allows purchase of up to 20%
of the reward mileage you need.

* Exclusive MileageSaver™ and Off-Peak
rewards--free travel at mileage levels far «
below standard rewards.

» Mileage minimums--at least 500
OnePass miles with every flight.

* OnePass Reward Guarantee--locks in
your reward at the current mileage.

Plus, OnePass Elite status gives you even
more reason to fly Continental.

OnePass Elites enjoy First Class upgrades,
generous mileage bonuses, Priority
Baggage Handling and Boarding, First Class
Check-in and more. And achieving Elite
status is easier than ever--with as few as
20,000 miles per year on Continental.

So fill out the attached application and
become part of the best frequent flyer
program around--OnePass.

| Originating Fl

See Inside For Application.

ight
1 Flight Gate Destination Seat
Connecting Flight ~
2 Flight . Gate Destination Seat
3 Flight Gate Destination Seat



For your information.

ur reservations. For information and reservations call your local Continental
ice or consult an authorized Travel Agent. For international travel, except to
hd from Mexico, please reconfirm your reservations at least 72 hours prior to
boarture from each city in which a stopover is made.

bur baggage and personal property. On each flight you may check fwo
brmal size suitcases af no charge and a third bag may be carried on board if
fits underneath your seat or in an overhead storage compartment. A tag with
bur name, address, and telephone number should be attached to all checked
hggage, and it's also a good idea to put this information inside each bag.

Please don't pack valuables or irreplaceable articles — camera equipment,
welry, medicine, eyeglasses, securities, legal documents, anfiques, computer
nd electronic items, etc. — in any checked bag.

On domestic flights, Continental's liability for checked baggage is limited to
1250 per ticketed customer. International flights carry liability limits in
ccordance with international conventions. Any questions? Please ask us when
ou check in for your flight.

bestricted Articles. For you protection, hazardous materials like explosives,
ompressed gases, flammable liquids and solids, oxidizers, poisons, corrosives,
aded firearms and radioactive materials — are forbidden on board the aircraft
h your luggage or on your person.

bchedules and check-in time. Flight schedules are subject to change. Be sure fo
heck the time and gate of your flight. There's very litle chance of being left
behind if you (1] pick up a ficket at least 45 minutes prior to domestic departure,
bnd (2) arrive at the boarding gate 15 minutes prior to scheduled departure time
30 minutes for international flights).

Exit row seafing. The FAA has set standards for people who sit in rows that
brovide direct access 1o exits. Customers must be: at least 15 years old; able to
kee, read, hear and understand well enough to receive commands and give
nformation to others; able to use both hands, both arms and both legs to reach
he exit, open it, clear the seat row of obstructions, operate or stabilize any
escape slide, exit the aircraft and assist others as necessary. In addition, they
must be with no one requiring special attention such as a child and be willing
and able to do all of these things without harm to themselves. Customers who
cannot or do not want to meet these standards should ask to be reseated. No
explanation is required. Any questions? Ask the gate agent who can provide a
complete explanation of these requirements.

Smoking regulations. Federal Regulations prohibit smoking on any domestic
mainland U.S. flights. In addition, no smoking is permitted on flights scheduled
for 6 hours or less between the U.S. mainland and Hawaii, Alaska, the U.S.
Virgin Islands, Puerto Rico or Vancouver

Just in case we're overbooked. Sometimes a flight may be overbooked and
there's a slight chance that a seat may not be available. If this occurs, be
assured that no one will be denied a seat until our personnel have asked for
volunteers willing to give up their seat reservations in exchange for @ payment of
our choosing. With few exceptions persons denied boarding involuntarily are
entitled to compensation. Rules for all fares and condifions are available at
Continental ticket counters and boarding locations

ONEPASS MEMBERSHIP APPLICATION

To become a OnePass member, complete and
return this application to the Continental ticket
counter, or mail it to:

OnePass

Attn: Membership Department
P.O. Box 4664

Houston, TX 77210-4664

Please print clearly. Allow four to six weeks to receive your
OnePass credentials. Upon receipt of these materials, you
will be offically enrolled in the OnePass program.

OMR. COMRS. OMmIss  OMS. ODR.
OJOTHER

FIRST NAME MIDDLE I

ADDRESS

CITY

STATE /PROVINCE

ZIP

COUNTRY (IF NOT U.S.)

FOR AIRLINE
USE ONLY

OP 06

HOME PHONE

BUSINESS PHONE

To earn free travel faster, join OnePass today.

Continental

The Membership Miles
Program, One Of Many
Reasons To Use The
American Express” Card.

Many Cardmembers are already enjoying the bene-
fits of the Membership Miles program. If you're not
alreadyan American Express Cardmember, there’s
never been a better time to acquire the Card:

* No pre-set spending limit. Purchases are approved
based on your ability to pay as demonstrated by
your past spending and payment patterns and
personal resources.

* Access to a network* of over 1,700 American
Express travel locations in over 120 countries to
assist you with travel arrangements, replacing a
lost or stolen Card quicklyand providing emer-
gency assistance.

* The Global Assist*" Hotline provides you with
24-hour emergency medical and legal referrals
worldwide when you travel.

« Express Cash provides enrolled Cardmembers
access to cash at over 43,000 ATMs worldwide.

+ Superior Customer Service.
One call does it all.

If you're a Cardmember and want to join the
Membership Miles program or if youd like to apply
for the Card, call 1-800-297-1096. If you're approved
for Cardmembership, you'll automatically be

enrolled in the Membership Miles program.

* Comprised of Travel Service locations of American Express Travel
Related Services Company, Inc, its affiliates and Representatives
worldwide.

© 1992 American Express Travel Related Services Company, Inc.

AMERICAN
BEXPRESS

Cards




Originating Flight
1 Flight Gate

Connecting Flight
2 Flight . Gate

3 Flight Gate

Newark International Airport Terminal C

114 115
1

98 99

108 Boston/ 95
Washington 2%
106 107: Shuttles &
- usomer
104 Service b
91 Center

Centers

Continental_~ 192 Lot

E
xpress 0
Presidents Club—|

Presidents Club
(upper level)

(International Flights arrive at Terminal B. Port Authority provides free inter-terminal bus.)

Denver Stapleton International Airport Concourses C & D

Shuttle Bus route

Continental Express
Gates D6-20

.
[
! Customer

| Service
+~——Ticketing/Check-in | Center

1

C2.C4 C6 C8 C10_C12 Ci4 C\elms C20 C22 C24
Concourse C

c27
C1 C3 C5 C7 C9 C11 C15 C17 [ C19 C21 C25
Presidents Club
(elevator up)

Houston Intercontinental Airport Terminal C

International flights arrive at *IAB"
cis (International Airlines Building) gates I-1
c17 thru I-12. The best route between the
c1e 1AB and Terminal C's North Concourse
c16 is to walk via the connector. The best
North c20 route between the IAB and Terminal C's
Concourse C15 South Concourse is via the free
c21 cia inter-terminal tram on the lower level.
Customer
+—Service Center .4 |5 -6 |7 I-8 -9 110 11 12
C24 C23 C22 12 13 T
c2s | Arrivals

1

e Club
(Elevator up)

Ticketing/
Check-In

Terminal C

| — ] C47 « Continental
C30 C31 C32 C33 C43 C44 C45 Ca6 Express
|+—Customer Service Center
C34 Cc42
South C35 Cca1
Concourse c36 c40
C37 C39
C38

Cleveland Hopkins International Airport
Concourse C

cig C17 Customer
C16 Service
C19\\ 1/ Center
c20 c1a c11_codcr cs
Concourse C
gl Future ci2 Ci10 C8 ceé
c23 \Expansion /. c,g1omer
Service
Center

Continental Presidents
Express Club



ISSUED BY CONTINENTAL AIRLINES NOTICE

SOLD SUBJECT TO TARIFF REGULATIONS

If the passenger's journey involves an ultimate destination or stop in a country other than the country of departure the Warsaw Conven-
tion may be applicable and the Convention governs and in most cases limits the liability of carriers for death or per_spne‘x‘l injury and in re-
spect of loss of or damage to baggage. See also notice headed “Advice to International Passengers on Limitation of Liability.

CONDITIONS OF CONTRACT
1. As used in this contract “ticket” means this passenger ticket and baggage check, of which these condi-

tions and the notices form part, “carriage” is equivalent to “transportation”, “carrier” means all air carriers
that carry or undertake to carry the passenger or his baggage hereunder or perform any other service inci-
dental to such air carriage, “"WARSAW CONVENTION" means the Convention for the Unification of Certain

Rules Relating to International Carriage by Air signed at Warsaw, 12th October 1929, or that Convention

6. Any exclusion or limitation of liabillity of carrier shall apply to and be for the benefit of agents, servants
as amended at The Hague, 28th September 1955, whichever may be applicable

and representatives of carrier and any person whose aircraft is used by carrier for carriage and its agents
servants and representatives

7. Checked baggage will be delivered to bearer of the baggage check. In case of damage to baggage moving
in international transportation complaint must be made in writing to carrier forthwith after discovery of
damage and, at the latest, within 7 days from receipt; increase of delay, complaint must be made within 21

2. Carriage hereunder is subject to the rules and limitations relating to liability established by the days from date the baggage was delivered. See tariffs in conditions of carriage regarding non-international
transportation

Warsaw Convention unless such carriage is not “International carriage” as defined by that Conven-
tion.

3. To the extent not in conflict with the foregoing carriage and other services performed by each carrier are

8. This ticket is good for carriage for one year from date of issue, except as otherwise provided in this tick-
subject to: (1) provisions contained in this ticket, (I1) applicable tariffs, (I1l) carrier’s conditions of carriage
and related regulations which are made part hereof (and are available on application at the offices of car-

et. in carrier's tariffs, conditions of carriage, or related regulations. The fare for carriage hereunder is
subject to change prior to commencement of carriage. Carrier may refuse transportation if the applicable
fare has not been paid
rier), except in transportation between a place in the United States or Canada and any place outside thereof
to which tariffs in force in those countries apply

4. Carrier's name may be abbreviated in the ticket, the full name and its abbreviation being set forth in car-
rier's tariffs, conditions of carriage, regulations or timetables; carrier's address shall be the airport of de-
parture shown opposite the first abbreviation of carrier's name in the ticket; the agreed stopping places are
those places set forth in this ticket or as shown in carrier's timetables as scheduled stopping places on
the passenger's route; carriage to be performed hereunder by several successive carriers is regarded
as a single operation

9. Carrier undertakes to use its best efforts to carry the passenger and baggage with reasonable dispatch
Times shown in timetable or elsewhere are not guaranteed and form no part of this contract Carrier may
without notice substitute alternate carriers or aircraft, and may alter or omit stopping places shown on the
ticket in case of necessity. Schedules are subject to change without notice. Carrier assumes no responsibility
for making connections

10. Passenger shall comply with Government travel requirements, present exit, entry and other required

documents and arrive at airport by time fixed by carrier or, if no time is fixed, early enough to complete de-
parture procedures
5. Anair carrier issuing a ticket for carriage over the lines of another air carrier does so only as its agent

11. No agent, servant or representative of carrier has authority to alter, modify or waive any provisions of
this contract
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CALL |
1-900-WEATHER

American
Airlines

-
| Autihorizead
Travel Agent

* Over 600 cities U.S. and worldwide

* Hourly updated weather conditions Ticket for:

* 3-Day Accu-weather® forecasts

» Seasonal ski, highway and beach reports

* Current time and day

75¢C per minute

*Pay phones, some hotels and other locations currently block ''900" calls



BAGGAGE INFORMATION: 1, LOCK YOUR BAGGAGE.

2. CHECKED BAGGAGE MUST HAVE THE PASSENGER'S
NAME ON THE OUTSIDE. 3. AMERICAN IS NOT RESPONSIBLE
FOR CAMERA EQUIPMENT, JEWELRY, CASH OR OTHER
SIMILAR VALUABLE ITEMS CONTAINED IN CHECKED OR
UNCHECKED BAGGAGE. THESE ITEMS, AS WELL AS
MEDICATIONS OR PRESCRIPTIONS, SHOULD BE CARRIED
PERSONALLY BY YOU. 4. OUR LIABILITY FOR LOSS, DAMAGE
OR DELAYS IS LIMITED TO $1,250 PER PASSENGER
DOMESTICALLY AND $640.00 PER PIECE OF

CHECKED BAGGAGE FOR INTERNATIONAL TRAVEL. THESE
LIMITS WILL APPLY UNLESS AN EXCESS VALUATION IS
DECLARED AT THE TIME OF CHECK:-IN. 5. Fragile or perishable
articles will be checked only at your own risk. 6. Baggage is
designed to protect the contents. Scratches, nicks or dirt may
appear despite care in handling. American does not assume liability
for normal wear and tear to baggage.

CARRY-ON BAGGAGE: Each passenger may carry a maximum of
two pieces of hand luggage, which must fit in an overhead compart-
ment or under a seat. A briefcase is considered one of the allotted
pieces, as are garment bags. Additionally, all baggage must be
completely stowed before the airplane may depart the gate.

RESTRICTED ARTICLES: Acid, lighter fluid, matches and other
items classified by the U.S. Government as hazardous materials—
i.e., explosives, flammable solids and liquids, oxidizing materials,
corrosive materials, compressed gasses, poisons, etiologic agents,
radioactive materials and irritating materials cannot be carried in
checked baggage. U.S. Government regulations require that
firearms in checked baggage must be declared. Firearms must

be presented in a hard case or a crushproof-type container manu-
factured specifically for shipment.

NOTICE-OVERBOOKING OF FLIGHTS

Airline flights may be overbooked, and there is
a slight chance that a seat will not be available
on a flight for which a person has a confirmed
reservation. If the flight is overbooked, no one
will be denied a seat until airline personnel first
ask for volunteers willing to give up their reser-
vation in exchange for a payment of the airline’s
choosing. If there are not enough volunteers,
the airline will deny boarding to other persons in
accordance with its particular boarding priority.
With few exceptions, persons denied boarding
involuntarily are entitled to compensation.
However, to receive compensation, a passenger
must present himself at the loading gate for
boarding at least 10 minutes before scheduled
departure. The complete rules for the payment
of compensation and each airline’s boarding
priorities are available at all airport ticket
counters and boarding locations.

T-25 REV. 10/90 Printed in U.S.A.

THE WALL STREET JOURNAL.

What's News—

THIS MINUTE’S JOURNAL

Take the immediacy and convenience of the
telephone. Add the scope, insight and
accuracy of The Wall Street Journal. The
result is JournalPhone® - the continuously
updated business-news service you can
reach from any touch-tone telephone.

Use this menu to try JournalPhone today.
Dial 1-900-JOURNAL". Calls cost 95¢/minute.

CURRENT STOCK QUOTES/COMPANY NEWS

1. Enter category 5000. A21 K52 U-82
2. Enter a ticker symbol in B-22 L-53  V-83
C-23 M-61 W-91

followed by the “*" key. If thereis | E-32 0-63 Y-93
current news, it will follow the 2:131 8211 f??
quote (top 250 companies only). H-42 R-72 13

3. Enter another stock, or returnto | 43 S-73  *Enter
news by pressing “1” and “*”.

numbers using the table at right, ‘ D31 N-62  X-92 ‘

[ J-51  T-81 # Cancel |

NEWS CATEGORIES

1000 Stock Market Update 2700 Precious Metals Prices
1100 Bond Market Update 2900 Currency Prices

1500 Wall Street Insight 4000 Business & Finance
1800 CommodityFutures 4100 World-Wide Headlines
2500 Dow Jones Averages 4200 Sports Scoreboard

*From hotels, pay phones and other blocked numbers, call
JournalPhone on 1-800-800-4WS]J and charge calls to your
MC or VISA (25¢ per call surcharge).

JourNALPHONE 1-900-JouRNAL

Call 1-800-345-NEWS for a free guide to all JournalPhone services.

© 1991 DOW JONES & COMPANY, INC
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Personal Travel is committed to provide you with the best
personalized service you can possibly get. Please feel free to
direct any suggestions, ideas or complaints relating to your
travel needs to us as early as you can. Our consulting staff,
will make every effort to making sure that your unique needs
are fulfilled to your personal satisfaction.

People erent.

215 Nassau Street
P@rSOna Princeton, NJ 08542

Travel 6099217575

>

215 Nassau Street
P@I’SO“& Princeton, NJ 08542

Travel 609)921.7575

—

BEFORE YOU START ON THIS TRIP, PLEASE NOTE THE FOLLOWING POINTS.
OBSERVING THEM PROMPTLY MIGHT HELP YOU AVOID UNNECFSSARY






PRINfED IN U.S.A. BY RAND McNALLY
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REs © ADVICE TO lNTERNATlONAL PASSENGERS ON LIMITATION OF LIABILITY

| Passengers on ajourney involving an ultimate destination or astop inacountry limit shall be the sum of U.S. $58,000 exclusive of legal fee
other than the country of origin are advised that the provisions of a treaty such passengers traveling by @ carrier not a party 10 such spe
known as the Warsaw Convention may be applicable 10 the entire journey, O a journey not 10, from, or having an agreed stopping plac
| including any portion gnﬁre\y within the country of origin of destination. For States of America, liability of the carrier for death or per

(12-88) 1072

s and costs. For
cial contracts of

such passengers on a journey 10, from, or with an agreed stopping place In the  passengers is limited in most cases to approx’nmate\y U.S. $10,000 or us.

g United States of America, the Convention and special contracts of carriage $20,000.

© embodied in applicable tariffs provide that the liability of certain carriers, The names of carriers, parties 10 such special contracts, are
parties t0 such special contracts, for death of o personal injury to passengers ticket offices of such carriers and may be examined on red

is limited in most Cases to proven damages not to exceed U.S. $75,000 per protection can usually be obtained by purchasing insuranc

state where provision is made for separate award of legal fees and costs, the representative.
: NOTICE OF BAGGAGE LIABILITY L|M|TAT|ONS

PRINTED IN U S.A. BY RAND McNALLY

passenger, and that this liability up 10 such limit shall not depend on company. Such insurance i not affected by any limitation of the carrier's
negligence on the part of the carrier. The imit of iability of U.S. $75,000 above liability under the \Warsaw Convention Of such specia! contracts
is inclusive of legal fees and costs except that in case of 8 claim brought in @ For further information please consult your airline of insurance com

Liability for 10ss, delay, or damage to baggage s limited unless a higher value require any imit on an airline’s baggage liability to be at least $1250 per

is declared in advance and additional charges are paid. For most international passenger. Excess valuation may be declared on certain typ
% travel (including domestic portions of international journeys) the liability limitis Some carriers assume no liability for fragile, valuable or pe

>
i1}

& approximate\y $9.07 per pound for checked baggage and $400 per passenger Further information may be obtained from the carrier.
for unchecked baggage. For travel wholly between U.S. points federal rules

i e
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NOTICE
If the passenger’s journey involves an uitimate destination or stop in a country other than the country of departure the Warsaw
Convention may be applicable and the Convention governs and in most cases limits the liability of carriers for death or personal
injury and in respect of loss of or dama?e to baggage. See also notices headed “Advice to International Passengers on Limitation
of Liability” and “Notice of Baggage Liability Limitations’.
CONDITIONS OF CONTRACT

-

1. As used in this contract “ticket” means this passenger ticket and baggage check, of
which these conditions and the notices form part, “carriage” is equivalent to “transpor—
tation”, “carrier” means all air carriers that carry or undertake to carry the passenger or his
baggage hereunder or perform any other service incidental to such air carriage, “WARSAW
CONVENTION" means the Convention for the Unification of Certain Rules Relating to
International Carriage by Air signed at Warsaw, 12th October 1929, or that Convention as
amended at The Hague, 28th September 1955, whichever may be applicable.

2. Carriage hereunder is subject to the rules and limitations relating to liability
established by the Warsaw Convention unless such carriage is not “international
carriage” as defined by that C i

3. To the extent not in conflict with the foregoing carriage and other services performed
by each carrier are subject to: (1) provisions contained in this ticket, (Il) applicable tariffs, (i)
carrier’s conditions of carriage and related regulations which are made part hereof (and are
available on application at the offices of carrier), except in transportation between a place in
the United States or Canada and any place outside thereof to which tariffs in force in those
countries apply.

4. Carrier's name may be abbreviated in the ticket, the full name and its abbreviation
being set forth in carrier’s tariffs, conditions of carriage, regulations or timetables; carrier’'s
address shall be the airport of departure shown opposite the first abbreviation of carrier’'s
name in the ticket; the agreed stopping places are those places set forth in this ticket or as
shown in carrier’s timetables as scheduled stopping places on the passenger’s route;
carriage to be performed hereunder by several successive carriers is regarded as a single
operation.

5. An air carrier issuing a ticket for carriage over the lines of another air carrier does so only
as its agent.

6. Any exclusion or limitation of liability of carrier shall apply to and be for the benefit of
agents, servants and representatives of carrier and any person whose aircraft is used by
carrier for carriage and its agents, servants and representatives.

7. Checked ba?gage will be delivered to bearer of the baggage check. In case of damage
to bag?age moving in international transportation complaint must be made in writing to
carrier forthwith after discovery of damage and, at the latest, within 7 days from receipt; in
case of delay, complaint must be made within 21 days from date the baggage was
delivered. See tariffs or conditions of carriage regarding non-international transportation.

8. This ticket is good for carriage for one year from date of issue, except as
otherwise provided in this ticket, in carrier’s tariffs, conditions of carriage, or related
regulations. The fare for carriage her d bject to chang rrlor to
ment of carriage. Carrier may refuse transportation if the applicable fare has not been

. paid.

9. Carrier undertakes to use its best efforts to carry the passenger and baggage with
reasonable dispatch. Times shown in timetable or elsewhere are not guaranteed and form
no part of this contract. Carrier may without notice substitute alternate carriers or aircraft,
and may alter or omit stopping places shown on the ticket in case of necessity. Schedules
are subject to change without notice. Carrier assumes no responsibility for making con-
nections.

10. Passenger shall comply with Government travel requirements, present exit, entry and
other required documents and arrive at airport by time fixed by carrier or, if no time is fixed,
early enough to complete departure procedures.

11. No agent, servant or representative of carrier has authority to alter, modify or waive any
provision of this contract.

CARRIER RESERVES THE RIGHT TO REFUSE CARRIAGE TO ANY PERSON WHO HAS ACQUIRED A TICKET IN VIOLATION OF APPLICABLE LAW OR CARRIER'S TARIFFS, RULES OR REGULATIONS

Issued by the Carrier whose name is in the “Issued By” section on the face of the Passenger Ticket and Baggage Check

SUBJECT TO TARIFF REGULATIONS

68-€ 'A3H
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ADVICE TO |NTERNAT|ONAL PASSENGERS ON LIMITATION OF LIABILITY
S on a journey involving an ultimate destination or a stop in a country other than the country of origin are advised that the
treaty known as the Warsaw Convention may be applicable to the entire journey, including any portion entirely within the
or destination. F from, or with an agreed stopping place in the United States of America,
and special contracts able tariffs provide that the liability of certain carriers, parties to such
ts, for death of or personal injury to passengers is limited in most cases to proven damages not to exceed U.S.
ssenger, and that this liability up to such limit shall not depend on negligence on the part of the carrier. The limit of liability of
bove is inclusive of legal fees and costs except that in case of a claim brought in 2 country where provision is made for separate

For such passengers traveling by

fees and costs, the limit shall be the sum of U.S. $58,000 exclusive of legal fees and costs.
a journey not 10, ' n agreed stopping place In the Unite

a party to such special contracts Of on
ica, liability of the carrier for death or personal injury to passengers is limited in most cases to approximately U.S. $10,000 or
The names of carriers, parties ial contracts, are available at all ticket offices of such carriers and may be examined
ing i ivate company. Such insurance is not affected by
f carriage. For further information

ditional protection can u
of the carrier's liability under the Warsaw Convention or Su
t your airline of insurance company representative.

‘ NOTICE OF BAGGAGE LIABILITY LIMITATIONS
loss, delay, or damage to baggage is limited as follows unless a higher value is declared in advance and additional charges aré
ic portions of international journeys) t0 approximately $9.07 per pound ($20.00 per kilo)

ost international travel (including domest
aggage and $400 per passenger for unchecked baggage; (2) For travel wholly between U.S. points, 10 $1250 per passenger on
valuable articles. Carriers assume nO liability

(a few have lower limits). Excess valuation may not be declared on certain types of
perishable articles. Further information may be obtained from the carrier.

or such passengers on a journey to,
of carriage embodied in applic



NOTICE
If the passenger’s journey involves an ultimate destination or stop in a country other than the country of departure the Warsa
Convention may be applicable and the Convention governs and in most cases limits the liability of carriers for death or personal inju
and in respect of loss of or damage to baggage. See also notices headed “Advice to International Passengers on Limitation of Liabilit

and “Notice of Baggage Liability Limitations.

CONDITIONS OF CONTRACT

1. As used in this contract “ticket” means this passenger ticket and baggage check, of
which these conditions and the notices form part, “carriage” is equivalent to *
“carrier” means all air carriers that carry or undertake to carry the passenger or his ba%gage
hereunder or perform any other service incidental to such air carriage, “WARSAW CON-
VENTION" means the Convention for the Unification of Certain Rules Relating to Internation-
al Carriage by Air signed at Warsaw, 12th October 1929, or that Convention as amended at
The Hague, 28th September 1955, whichever may be applicable.

2. Carriage hereunder is subject to the rules and limitations relating to liability
established by the Warsaw Convention unless such carriage is not “international
carriage” as defined by that Convention.

3. To the extent not in conflict with the foregoing carriage and other services performed br
each carrier are subject to: (l) provisions contained in this ticket, (Il) applicable tariffs, (IIl)
carrier’s conditions of carriage and related regulations which are made part hereof (and are
available on application at the offices of carrier), except in transportation between a place in
the United States or Canada and any place outside thereof to which tariffs in force in those
countries apply.

4. Carrier's name may be abbreviated in the ticket, the full name and its abbreviation being
set forth in carrier's tariffs, conditions of carriage, re?ulatlons or timetables; carrier's address
shall be the airport of defanure shown opposite the first abbreviation of carrier's name in the
ticket; the agreed stopping places are those places set forth in this ticket or as shown in
carrier's timetable as scheduled stopping places on the passenger’'s route; carriage to be
performed hereunder by several successive carriers is regarded as a single operation.

A ltAn air c;arrler issuing a ticket for carriage over the lines of another air carrier does so only
as its agent.

6. Any exclusion or limitation of liability of carrier shall apply to and be for the benefit

transfortatier” v agents, servants and representatives of carrier and any person whose aircraft is used b

carrier for carriage and its agents, servants and representatives.

7. Checked baggage will be delivered to the bearer of the baggage check. In case o
damage to baggage moving in international transportation complaint must be made in writin

to carrier forthwith after discovery of damage and, at the latest, within 7 days from receipt; i

case of delay, complaint must be made within 21 days from date the baggage was delivered.
See tariffs or conditions of carriage regarding non-international transportation.

8. This ticket is
provided in this ticket, in carrier’s tariffs, conditions of carriage, or related regulations. The
fare for carriage hereunder is subject to change prior to commencement of carriage. Carrier
may refuse transportation if the applicable fare has not been paid.

9. Carrier undertakes to use its best efforts to carry the passenger and baggage with
reasonable dispatch. Times shown in timetable or elsewhere are not guaranteed. Carrier
assumes no responsibility for making connections. Except to the extent provided in carrier’s
tariff, carrier shall not be liable for failing to operate any flight according to schedule or for
changing the schedule of any flight provided that whenever practicable carrier will attempt to
notify passenger of any schedule irregularity or change in-advance of scheduled departure.
Under no circumstances shall carrier be liable for consequential damages resulting from
such schedule chan?e or irregularities.

10. Passenger shall comply with Government travel requirements, present exit, entry and
other required documents and arrive at airport by time fixed by carrier or, if no time is fixed,
early enough to complete departure procedures.

CARRIER RESERVES THE RIGHT TO REFUSE CARRIAGE TO ANY PERSON WHO HAS ACQUIRED A TICKET IN VIOLATION OF APPLICABLE LAW OR CARRIER'S TARIFFS, RULES OR REGULATIONS

ISSUED BY CONTINENTAL AIRLINES, INC.

SOLD SUBJECT TO TARIFF REGULATIONS
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\‘ NOTICE OF INCORPORATED TERMS OF CONTRACT OF CARRIAGE

Air transportation provided by Continental Airlines, Inc. between points in the US. (including its overseas territories and possessions) is subject to
\ the following Conditions of Contract and the Conditions of Contract on the passenger's coupon not inconsistent herewith. Foreign aif transportation
| is governed by applicable tariffs on file with the US. and other governments. ER CARRIERS ON WHOM YOU MAY BE TICKETED MAY HAVE
‘\} DIFFERENT CONDITIONS OF CARRIAGE. You have the right to inspect the full text of each transporting alr carrier's terms at its airport and city ticket
| offices. You also have the right, upon request, 10 receive free of charge from each of the ransporting air carriers the full text of the applicable terms
| incorporated by reference. Information on ordering the full text of each carrier's terms is available at any U.S. location where the carrier's tickets aré
| sold. Incorporated terms may include, but are not restricted to:

e Limits on liability for personal injury or death

2. Limttson liability for baggage, including fragile or perishable goods, and availability of excess valuation coverage.
‘ 3. Claims restrictions, including time periods in which passengers must file a claim or bring an action against the aif carrier.
4. Rights of the air carriers to change ihe terms of the contract.
5. Ruleson reconfirmation of reservations, cancellation of reservations, check-in times, and refusal to cary.
6. Rights of the carrier and limits on liability for delay of failure to perform service, including schedule changes, substitution of alternate air carriers
or aircraft and routing.
Baggage claims against Continental Airlines, Inc. for loss or damage must be reported at @ baggage service office within four hours after discovery
of loss or damage. All baggage claims must be filed in writing to Continental within 45 days of the date of the occurrence. Continental reserves the
| right to collect a SERVICE CHARGE for the refund of tickets, for the purchase of tickets o be used at a later date (“Prepaid Tickets”), or for any
| relssue of tickets when done SO at the passenger's request. Passengers with special of discount fare tickets who voluntarily change their reservations andlor itinerary
| are subject10 being charged an ADDITIONAL COLLECTION for the difference between the fare shown on the ticket and the full fare. Certain special fare tickets may
| be non-refundable. Continental is not responsible for tickets lost by the passenger. Continental’s full text may be obtained by writing to: Continental Airlines, Inc.,

| Customer Relations, P.0. Box 4607, Houston, Texas 77210-4607.

68-11 A3d
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ADVICE TO INTERNATIONAL PASSENGERS ON LIMITATION OF LIABILITY

Passengers on a journey involving an ultimate destination or a stop in a country other than
the country of origin are advised that the provisions of a treaty known-as the Warsaw
Convention may be applicable to the entire journey, including any portion entirely within the
country of origin or desfination. For such passengers on a journey to, from, or with an
agreed stopping place in the United States of America, the Convention and special
contracts of carriage embodied in applicable tariffs provide that the fiability of certain
carriers, parties to such special contracts, for death of or personal injury to passengers is
limited in most cases to proven damages not to exceed U.S, $75,000 per passenger, and
that this liabilfty up o such limit shall not depend on negligence on the part of the carrier.
The limit of iability of U.S. $75,000 above is inclusive of tegal fees and costs except that
in case of a claim brought in a state where provision is made for separate award of legal fees

~and-costs; the limit shall be the sum of U.S. $58,000 exclusive of legal fees and costs. For
such passengers traveling by a carrier not a party to such special contracts or on a journey
not to, from, or having an agreed stopping place in the United States of America, liability
of the carrier for death or personal injury fo passengers is limited in most cases to
approximately U.S. $10,000 or U.S. $20,000. _ _ ‘
The names of carriers, parties to such special contracts, are available at all ticket offices of
such carriers and may be examined on request. Additional protection can usually be
obtained by purchasing insurance from a private company. Such insurance is not affected
by any limitation of the carrier's liability under the Warsaw Convention or such special
contracts of carriage. For further information please consult your aitliine.or insurance
company representative.

NOTICE OF BAGGAGE LIABILITY LIMITATIONS

Liability for loss, delay, or damage to baggage is imited unless a higher value is declared

in advance and additional charges are paid. For most interational travel (including

domestic portions of international journeys) the liability limit is approximately $9.07 per

pound for checked baggage and $400 per passenger for-unchecked baggage. For travel
|

wholly between U.S. points federal rules require any limit on an airline’s baggage liability
to be at lgast §1250 per passenger. Excess valuation may be declared on certain types of
arficles. Some carriers assume no liability for fragile, valuable or perishable articles. Further
information may be obtained from the carrier.
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