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American Council of Life Insurance

March 27, 1992
arris Trust v. John Haneo

.’ he sianificance of this case s enormous. In 1990, the total
reserzeg ;L?glbyclife fnsurance comganies under grou annuity contracts
with pension plang was more than $426 billion. - ¢t this total, more than
$308 g11110n was held {n general investment account reserves. MHore than
15 ;000 lans are covered by these contracts. (1991 Life Insurance Fact
at 26).

*  The Labor Departmant’ brief necessarily will have polic
implications far geyond 1t: mmediate impact upon t%t Vitigants in Q{O
Hapris Trust case.  Any comment made by the Department will be o publie
reEE?%'iﬁEIW$\1 be viewed as an offic{a) elaboration of its regulatory
poﬁﬂbﬂ-

8ot

+  The general account 15 an insurance company's principal asset and
THability account with resgoct to most of its policies, both with
employee benefit plans and with other policyholders. tt 1sa commingled
account. ‘
*  Insurers' general account policies contain a wide range of
contract features, and those features fre?uently differ froa
insurer to insurer, The group annuity policy in the Harris Trust
case, however, 1s 2 garden variat{ Yorw of general account contract
that was in broad gegoral use in the {nsurance industry when ERISA
was enacted. It is the kind of traditional insurance product that
Congress intended to 'exempt from ERISA's fiduciary rules.

The general account s also an insurer's operating account,

*  Its assets incluyde the insurer's building, squipment
furniture, empioyment contracty, registered trademarks and service
marks, operating 1icenses, and othar opsrational assets, in
addition to 1ts stoc

s, bonds, real estats and other invested
assets.

* From its genera] account, in insurer pays all of {ts operating

cxgenses, such as sajary, rent and taxes, and all of its
obligations to ¢rediters, n addition to its denefit obligations te
{ts policyholders,

*  Yhe genero1 accgunt 3 also the soyree of dividend paymsnts to
p:11c h?; ers and, {n the case of stock insurers, dividends paid to
shareholders,

[}
4601 VLYANIA AVENUE, N.W,
WASK(NGTON, D.C. 20004:2509
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¥ Under state {nsurance law, all of an insurer's genera) account
assats are avaflable to satisfy each of the insurer's obligations, with
no assets being scgrpgatcd to meet the insurer's obiigations under any
particular contract,

¥ If the views advocated by the plaintiff 1n the Harrjs ng*; case
were to ba adopted, the man;gement and cperation of the general dccount
of an insurer would be regulated under ERISA 4s well 33 under state
{nsurgnce law. Those laws, howaver, impose incongistent and
{rraconcilable legal standards. ERISA re§u1rcs g1un assets to be
administerad solely in the Interest of and for the exclusive benefit of
a single glan's participants; state insurance law requires that general
aceounts be adminfstered fairly and equitably for all policyholders of
the general account #s a group, whether or not they are ERISA plans,

*  The normal cperation of &n {nsurance company general accsount
{s {nherently incompatible with ERISA's fiduciary rules, If those
rules were held to apply to & contract of the kind at {ssus {n the
g;;rii Trust case, all management and fnvestmant decisions

affecting tha ?onoral acsount would be exposad to 1ega1 attack
under ERISA. The frreconcilable eonfldct between ERISA's fiduciary
rules and state law requirements would eimost inevitably Tead to a
wave of Titigation,

¢ For the last sixteen yesars, insurance companies have relied in food
faith upon their understanding of ERISA's "guaranteed bonefit policy
exception and the Labor Department’s intarpretation of ERISA ¢ontained
in fts 1975 Interpretativa Rulletin, which was ratified and .augmented by
1ts 1986 plan asset regulatien, Given the narrow scope of the Circuft
Court's request and the fact that the John Hancock contract at {ssue in
the gargis EEHSt case 3 Indisputably ths kind of contract that Congress
considered to be & "guaranteed benefit policy," the Labor Departmen
should affirm in {ts gﬂlﬂ¥§ brief that the assets held by John Hancock
under the contract are not plan assets and that ERISA's Tiduciary rules,
therefore, do not apply. Because the Harrig ¥rust cass fnvolves &
conventional {nsurance product, the Department sheuld not find it
necessary to amplify or expand upon exist(ng fnterpretations, nor should
it feel compelled to do so in 1ight of the small amount of time
available to respond to the court's request.

*  The industry strongly recommends that, unless the Department
{5 able to 1imit its discussion to the contract at {ssue in the
lxt1gation. the Department should decline to f{l¢ an amicus brief
{n the Harris Jrust casp, efting the need to davelop @ onal
golicy rou? 4 regulataory process rathor than by amicus brief.
n the meantime, the Department can, ang shoyld, $tand By its
current regulations without further slaberatien.



TALKING ABOUT HEALTH AND HEALTH CARE

People and experts fundamentally speak different languages regarding the causes of
our health care system’s dysfunctions.

A. What people talk about around their own kitchen tables:

-- health care costs are a terrible problem

-- so little time with doctor for so much

-- such a little pill for so much

-- employer making them pay more every year
-- greed of doctors

-- greed of lawyers

- fraud of hospitals ($8 aspirin)

-- ridiculous bureaucracy of insurers and Medicare
- people are freeloading on the system

-- the care they just received was a miracle

-- something has to be done

-- mistrust of government

B. What people are not talking about around their own kitchen tables:

-~ that they use too much technology

-~ that they see their doctor too often

-- that their own behaviors cause their illnesses

-- that no care should be provided to their relatives or loved ones if
doctors deem it futile

-- that the miracles are worth the money

-- what specifically should be done

People believe the main factors driving up costs are human factors such as greed,
high salaries, corruption, waste, and unnecessary testing. People deny or reject the
notions that costs are increasing because of the explosion of technology and the aging
population, or that quality will be sacrificed if costs are reduced substantially.
(Yankelovich, late 1991)

People want to make their own coverage more secure without changing what they
have, sacrificing their current level of coverage, or increasing their current level of
costs. People believe that their own sacrifice would be fruitless because any savings
will be absorbed by the greed in the system. Until others in the system sacrifice
(doctors, lawyers, hospitals, insurance) they see no use in their own sacrifice.

Steelman/Taylor March 1992
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Now is the time for new thinking for ways to solve problems, not merely dusting off
old proposals and talking about old problems. People want new thinking. There is
nothing older than the concept of national health insurance, and play-or-pay is a take-
off on a 20 year old Nixon plan. The more you listen to their real concerns and the
more innovative you are in response to their concerns (as opposed to those you hear
inside the beltway), the better you will be received.

The mix of problems known as cost and access will get worse. Health care expenses
will continue to grow as a percent of family household expenses and GDP. Without
action to address it, the number of uninsureds, particularly part-year uninsureds, will
remain relatively stable. Demand will increase for long term care services and a
better way to finance these expenses. Because of the complex nature of these and
other issues, and the need to build public support to solve them, any successful
political message must be derived from these elements:

B Recognize the public’s concern. We need major reform. Do not begin your
address with platitudes about the best health care in the world or the need to

"keep what is good" or that you favor an incremental approach.

B. Deal with the problem as people see it today. Address the waste issue:

medical liability, abuse by self-referring physicians, administrative costs, and
hospital fraud and mismanagement, etc. These are not "incremental '
approaches;" these attack the heart of what people believe are primary
problems.

e Educate your listeners. Addressing only the issues people now believe are the
real problems -- greed and waste -- will not address what experts know is an
unsustainable system, a system deliberately designed to conceal the
relationships between cost, demography, behavior, medical practice, and
technology. For example, almost 38% of Medicare’s funding comes from
general revenues, yet the program’s design invites its beneficiaries to believe
that they paid for the program themselves through the payroll tax. And the
costs of high-tech medicine are hidden through insurance, particularly
employer-sponsored insurance. Expose these factors that obscure our
judgment about who is paying and for what, and the inherently inflationary
system we have created through insulating ourselves from the consequences of
our actions, both societal and individual.

Steelman/Taylor March 1992
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Listen to your constituents. They may say they want "Canada”. Ask them

why. They will then personalize their own situation and they will not describe
Canada. The longer people talk about the issue, the more they turn away from
the Canadian model or other forms of national health insurance and move
toward embracing reform of the private market.

Acknowledge that we must start now, but change in deeply set values takes
time. Stretch your listeners’ thinking by describing issues that are not
currently a big part of the sound-bite debate. Our drug approval system limits
access through the longest approval process and tighter restrictions on moving
products to over-the-counter sales. This costs. We have the most violent
society on earth. This costs. We have the highest expectations for immediate
access to high-technology care. This costs. We do not ration most care. This
costs. We have poor nutrition and fitness habits; we spend about $180 billion
for individuals addicted to alcohol and other substances. This costs. We take
heroic measures to prolong the most doomed lives. This costs. We produce
one of the highest incidence of low birth weight babies among civilized
nations. This costs. Changing our values on these issues will not be quick or
easy.

Steelman/Taylor March 1992
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TALKING POINTS

There is no one size fits all message.

Attached are two sets of talking points, one focused on broadening the understanding of the
issues, one focused more on raw politics. These talking points are directed toward a variety
of promising policy directions, including:

greater individual responsibility;

reforming the private market, including tax credits, insurance reform, medical
liability, antitrust laws, and practice guidelines;

universal access to care now for all children under 12 through school area
child health care centers and for all children and young adults under 25
through school-district voluntary health insurance;

increased funding for community health centers, rural manpower and
emergency services; and

enhanced public education regarding health promotion and disease prevention.

These talking points do not include support for the following concepts:

rate regulation through either all-payer or single-payer systems;

any type of national commission to determine a national benefit package or set
insurance or provider rates;

tax-based universal health insurance; and

the status quo.

Steelman/Taylor March 1992
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TALKING POINTS, #1

| The way we approach health and health care in this country must undergo major
changes. Business as usual is unsustainable.

2 Millions of Americans do not have access to appropriate health care because of
significant barriers in the delivery and financing of health care.

3 Health care costs too much. If health care expenditures grow at the same rate we
have experienced over the last two decades, health care will consume 31.5 of our GNP in the
year 2020, even if the GNP grows at an annual rate of 3.9 percent during the period, as
assumed in the OASDI and Medicare Trustees Report.

4. This trend threatens the economy upon which the financial security of all Americans
rests. In order to accommodate health care and income security needs, and at the same time
support levels of consumer demand and a quality of life consistent with that enjoyed today by
most Americans, we must increase the size of the economy and reduce health care costs.

3, This nation must dramatically reform our health care system. We are at crossroads.
This year, we will decide what kind of major reform we want. Should we have a
government controlled system, or should we make the private market work for people?
Should we adopt the Democrats’ play-or-pay plan that puts jobs at risk, and raises billions in
taxes, and will lower the quality of health care for millions? Or should we reform the
private market, restore common sense to the insurance market, get lawyers out of the way,
and allow people to take more control over their own health care decisions?

6. We need major changes but we can’t snap our fingers to get there. It will take all of
us working together. I need your help.

7. No other country will give us the magic answer -- not in 1776, not in 1941, not
today.
8. We shouldn’t adopt changes that are worse than the status quo. We don’t want a cure

worse than the disease.

9. We need to address basic issues, not Just changing the way we finance health
insurance. The Democrats believe that simply giving everyone a plastic card and asking us
all to pay extra taxes will do the trick. It won’t work. We have to address the actions of
individuals that cause so many unnecessary health care costs.

Steelman/Taylor March 1992
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10. A taxpayer-financed plastic card won’t eliminate AIDS (medical costs estimated to be
$5-13 billion by 1992), tobacco-related illnesses (medical costs in 1990: $22 billion),
violence (medical costs in 1991: over $4 billion); drug and alcohol-related costs (medical
costs in 1990: approximately $180 billion), low-birthweight babies (medical costs in 1990:
$2.6 billion), or illness caused by poor nutrition (cost in 1990 for coronary bypass surgery:
$8.5 billion; cost for treatment and rehabilitation from strokes in 1990: $13.2 billion).

11.  And an insurance card won’t get a child to the doctor when his father is gone and his
mother is working three jobs to make ends meet. Or the child of an alcoholic or drug
abuser. A one-size-all-solution will truly be a one-size-fits-no-one.

12. We need to resolve three things:

-- how to keep ourselves and our community in better health. We need to teach
responsibility and values. We must address violence and addiction. We must
also achieve greater health ourselves: we can avoid $7 billion in annual hip
fracture costs through better diet to avoid brittle bones of OSteoporosis.
Exercise can help control incontinence. Eliminating tobacco use could save
$65 billion in societal costs.

-- how to improve the quality and cost-effectiveness of medicine. How can we
change incentives to produce more cost-reducing technology and less cost-
inducing technology? How can we more effectively use the products we now
have, including drugs, procedures, and devices? When can we expect real
improvements from results-oriented outcomes research?

-- how best to prepare for the changes the future will bring. Our medical care
needs will change dramatically over the next very few years. Medical
breakthroughs, like the human genome project, will raise ethical issues never
faced before. Our serious illnesses will be much less a function of acute
illness like heart failure and cancer, and much more a function of chronic
illness like Alzheimer’s and incontinence. How can we induce the necessary
transition in our medical infrastructure (human and physical) to focus on
chronic illness and long-term care? We must shift our focus from the hospital
to appropriate settings.

13.  Simply changing our health care finance system cannot address all of these things.
We must arrive at the direction for dramatic change together. But today, the American
people indicate no clear preference for any specific type of overhaul and in fact, we all hold
very contradictory views on how to address the inadequacies and costliness of our health care
system.

Steelman/Taylor March 1992
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I believe we should start by using some common sense. We must reform all sectors
of our health care system. Interest groups cannot stand in our way. We must move now to
reduce all health care costs.

A.

B.

Lawyers: enact a federal medical liability law.

Doctors: change the practice of medicine through removing incentives to
over-prescribe or treat through medical liability reform; improving knowledge
through reforms in medical education, and use and dissemination of medical
outcomes research; empower patients through publication of fees and through a
national registry for health care proxies and living wills to enable the physician
to act upon the patient’s wishes.

Insurance: reduce administrative costs by requiring uniform claim forms and
electronic claim submissions. Develop a "smart card" people can use like
credit cards.

Hospitals: eliminate unnecessary hospital beds by modifying antitrust rules
that unnecessarily discourage hospital mergers and joint ventures; encourage
electronic patient record-keeping.

Change the way we buy health care services through the use of coordinated
care and selective contracting in the private and public sector; establish
Centers of Excellence for complex high risk procedures a national process for
technology assessment maintaining incentives for cost reducing innovation and
discouraging cost increasing innovation; research to improve our knowledge of
biomedical and behavioral issues important to an aging society, including the
bias toward acute and institutional care found in our current health care
financing structure.

Reduce the immediate and long term need for health care services through
promoting health and preventing illness. No comprehensive reform alone can
reduce costs enough to prevent health care from consuming unacceptable levels
of the GDP; we must reduce the need for health care services.

We should (options):

enact legislation to reduce medical liability costs

enact legislation to make health insurance more affordable to small business
owners and employees

Steelman/Taylor March 1992
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° enact legislation that would make it easier to change jobs without losing
coverage and would limit allowable premium increases after a major medical
expense

] provide universal access to care now for all children under 12 through school

area child health care centers and for all children and young adults under 25
through school-district based voluntary health insurance

° reduce administrative costs by adopting uniform claim and data systems

] oppose legislation that would mandate "cookie-cutter" benefits, and would
limit personal choice and control

] oppose legislation that would put the government in charge of setting fees and
deciding what services should be offered

L] oppose legislation that would increase taxes

° reduce health care costs through better prenatal and other preventative care
programs, and greater use of managed care in public programs and private
insurance

° enhance access through community health centers and incentives for physicians

to serve in rural and inner city areas

o commit ourselves to reducing health care costs by staying healthy, exercising,
eating a balanced diet, avoiding drug abuse and excessive use of alcohol,
avoiding tobacco, and reducing domestic and community violence

16.  Addressing each one of these problems will provide immediate relief to millions of
Americans who cannot afford health care or who cannot get health care. We must move on
these initiatives now. But these steps alone will not accomplish the magnitude of change
necessary. In order to keep health care costs at an acceptable level of GDP, reform must be
comprehensive.

17.  Comprehensive reform can be done by having the government run the health care
system, or it can be done by reforming the private market. The Democrats propose various
forms of national health insurance, global budgeting, employer mandates, and national
commissions that will decide what services are available and when. As the Atlanta Journal
said on March 20, 1992, "The Democrats clearly advocate enlarging government’s role in

Steelman/Taylor March 1992
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personal health-care decisions. For Americans angered by self-serving politicians, the idea
of Congress and bureaucrats controlling a family’s health-care benefits is bound to be a
disturbing prospect."”

18.  The place for control in health care is not in the bureaucracy, it is with people.
America should never face the time when people cannot control their own choices in health
care. Today, there are three comprehensive reform ideas that challenge the notion that
government control will reduce costs and achieve better health care for everyone; instead,
these proposals are based on greater individual control.

1) The Heritage Foundation proposes that the tax advantages that create
employer-sponsored insurance should be eliminated and replaced with tax credits that
go directly to individuals to purchase insurance or to offset high medical costs. This
proposal is based on the observation that significant reform cannot occur as long as
individuals are isolated from the consequences of their actions by "free" employer-
sponsored insurance. This plan relies on individual incentives and decision-making as
its cost control mechanism. Mark Pauly and Patricia Danzon published through the
American Enterprise Institute, and Regina Herzlinger published in the August, 1991
issue of The Atlantic variations on this idea.

Z) President Bush’s proposal would provide low and moderate income families
with non-transferable tax credits to be applied to the purchase of insurance. It would
give Americans long-term security by making health insurance available to all,
guaranteed, renewable, and available with no preconditions. His proposal would
reduce costs. The President would make insurance more affordable through the
reforming medical liability, reducing administrative expenses, and encourage
coordinated care.

3) Medical IRA/High Deductible proposals have been introduced by many
Republicans in Congress. This proposals would allow tax-free savings accounts of up
to $4800 per year (3600 additional for each dependent). Insurance policies would
have a minimum $2,000 deductible. This proposal relies on individual responsibility
for smaller health care expenses, and returns health insurance to its original role, that
of insuring non-budgetable levels of expenses.

19.  These ideas prove how much of a crossroads we face this year. If the nation signs on
to more government control, we will face in our entire health care system the same
skyrocketing costs we have seen in the government’s health care programs over the last
twenty years. A plan based on market forces, sound economic principles, and individual
choice and control is the only one that will work for America.

Steelman/Taylor March 1992
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TALKING POINTS, #2

1. Major changes are necessary in our health care system.

P Today, we face a simple choice in health care: should government control more of
your health care, or should you? Should we give up more of our health care systems to
Washington, or keep more of it between ourselves and our employers? Government-run
national health insurance would have the compassion of the IRS, the efficiency of the Post
Office, the expedience of the FDA and the cost of the Defense Department.

3. Various anecdotes to underscore the fact that we have to stay in America to find the
solutions to America’s health care problems:

Canada: has a population the size of California; has dramatically fewer drug and
alcohol addicts as a percent of its population; has a dramatically less violent society;
in recent years has experienced a rate of health care cost inflation almost exactly the
same as ours (their GDP has grown faster than ours); does not allow for easy access
to technologies and procedures; and all those who believed in a strong, central, and
more socialized government moved north in 1776.

Germany: is a society that obeys government-imposed rules. The reason they have
no speed limit on the Autobahn is because they know they would obey it. What
would Americans do? Buy radar guns and routinely drive 9 miles faster than the
speed limit. "Beating the system" is a part of the American ethic, and national health
insurance for us would be one scandal after another of black market purchases, bribes
and favoritism for cronies of politicians and administrators. We are an incentive
driven society, not a bureaucracy-governed one.

4. I believe the private sector is the only way to maintain quality and innovation. Not
one of us has had an illness among our family and friends without being thankful that we
have a private sector health care system in this country. Now we must find ways to make it
cost less and make it available to everyone.

8 To do that, there is no question that we must revolutionize the private market, to
instill incentives for cost-reducing innovation and to eradicate fraud, greed, and waste. I
need your help to battle the special interests who want to put your health care in the hands of
the government.

Steelman/Taylor March 1992
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6. I believe we must move immediately to enact comprehensive reform, including:

° make portable, secure insurance coverage available to everyone by prohibiting
the use of exclusions and preexisting conditions and stabilizing rates by
limiting the amount of any annual increase;

o extend insurance coverage to everyone by making it more affordable through
tax credits, and reducing underlying health care costs through coordinated care
and competition;

* enact a new medical liability reform law to eliminate "defensive" medicine and
unnecessary testing;

* reduce the incentives for unnecessary medical procedures by prohibiting
physician self-referrals; and

° crack down on fraudulent physician and hospital claims.

y We must also begin to look ourselves in the mirror about our own health and what we
expect of the health care system. No comprehensive reform alone can reduce costs enough
to prevent health care from consuming unacceptable levels of the GDP; we must reduce the
need for health care services. We should take strong action to:

] stop teens from using alcohol and tobacco. These are the "starter" drugs for
even greater threats;

® focus a public health campaign on wellness and fitness; the potential for
savings from proper nutrition and fitness is as great for older and young
Americans alike, and the potential to improve the quality of life for seniors
through delayed disability and decreased disability is virtually unlimited.

8. Now is the time to decide for yourselves or decide for bureaucrats. Be careful what
you wish for, because if you wish for national health insurance now, you may be sorry when
you get it. The consequences of health care reform will be serious. What will health care
reform mean to you? I want to make sure bureaucrats don’t call the shots, and that good
health insurance and access to the best health care are available for everyone at a reasonable
cost.

Steelman/Taylor March 1992
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SUGGESTED STATE OR DISTRICT ACTIVITIES

Create a local community health care advisory committee of doctors, nurses, other
healthcare professionals, hospital representatives, disease group representatives,
insurers, Chamber/NFIB members and other employee groups, and local and state
government officials.

Goal: Since there is no consensus, this rump group can ensure access on ideas, act as
a hearing/sounding board, review proposals, give "outside-the-beltway" input.
Local groups often differ substantially from their national parent organizations.
Activities:
L4 Analyze proposals
® Analyze current local health care needs (like employer issues, rural
issues, medicare reimbursement issues)
° Answer questions

Health care speeches

A. Talk to and about what people care about -- their doctor, their insurance, their

security.

B. Show you are not afraid of this issue:

» visit with people in an emergency room, nursing home, or outpatient
clinic;

L] attend a session of a couples’ birthing class (healthy babies and mothers
reduce costs);

L visit with small business and/or farmers to discuss insurance reform
and portability;

o visit family aided by current heath care quality in this country (young
father of 5 who had a bypass or a disabled person contributing to the
community);

° visit a business that has successfully met challenge in reducing costs
(local control, happy employees);

° visit with doctors to discuss need for medical liability reform,

] visit a successful Medicaid managed care program

] meeting with disabled, someone who would have been fired without the
ADA bill

] visit an immunization outreach program; prevention is cheap

Steelman/Taylor March 1992
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Ask questions -- don’t always have answers. Find out what the local health
care issues are.

Do a health care newsletter

A.

B.

K

D.

Define the terms
Educate constituencies
Insert Op-ed type pieces written by local constituencies

Ask for input, listen; personal views will be different than views on aggregate

Cosponsor legislation where there is consensus (medical liability reform; small market
reform; health promotion, disease prevention). People want some problems solved
now -- the ones they understand.

Steelman/Taylor March 1992
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SAMPLE OR DRAFT NEWSLETTER INSERT

Vision for Comprehensive Health Care Reform

What Republicans Believe in:

1.

Comprehensive, market-based reform that builds on the strengths of our current
system to provide access to affordable insurance for all Americans.

Provide access to portable insurance to all Americans. Guarantee access to health
insurance to all poor families through a tax credit large enough to purchase a basic
health package. The fear of "job lock" -- where a worker can’t move to another job
without losing insurance should be eliminated. "Preexisting condition" exclusions are
eliminated.

Make insurance affordable by reducing health care costs. Innovation in the
private sector and increased personal control are the only ways to truly reduce health
care costs. Through coordinated care and competition, health care costs will come
down.

Reduce administrative costs by streamlining the current paperwork maze, and
through market reforms that allow small employers to share -- and thereby
substantially reduce -- administrative costs.

Restore common sense to the insurance industry. By changing the rules for the
insurance companies, millions of people who now can’t find affordable insurance will
be covered. People will no longer have to worry about big rate increases or being cut
off after filing medical claims. And small employers will be able to join large pools
to enjoy the buying power of bigger companies. Preempt state laws that stop
innovative, cost reducing insurance policies.

Enact medical liability reform to stop the "defensive medicine" that burdens the
U.S. health system.

Expand services in underserved areas. Rural America has a shortage of doctors
and clinics. Incentives would encourage more of rural America’s sons and daughters
to return home as health professionals. Funds would be provided for emergency
services.

Steelman/Taylor March 1992
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Ensure that children get care now. Universal access to care now for all children
under 12 through school area child health care centers and for all children and young
adults under 25 through school-district based voluntary health insurance.

What Republicans Oppose:

L

Regulating prices will only result in reducing innovation, the creation of a black
market for health care services and products, and will not reduce costs (witness the
experience of wage and price controls in the 70’s and the Medicare physician freeze
in the mid-80’s).

Raise taxes on people or jobs. Anything that reduces employment or raises taxes is
bad for workers, their families, and small businesses in this economy.

Reducing Medicare benefits or increasing Medicare premiums.

Steelman/Taylor March 1992
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POSSIBLE Q’S AND A’S

Last time I got a prescription, it cost me $150. How can I afford this? What are my
options? Why are drugs rising so rapidly?

over the next five years, 10 blockbuster drugs are coming off patent and there
will be generic competition on many of these products. In addition, FDA
needs to act quicker on the switch of products from prescription to OTC.
Several are pending approval and the quickest way to see prices drop is in
safely switching them to OTC.

pharmaceutical products should be covered by insurance

tremendous differences in prices between pharmacies: shop wisely

I 'am very fearful about generic substitution. My doctor tells me that he wants me to
get a name brand drug, and the pharmacist offers me a generic at 1/3 the price. Are
they safe? Or are they just rip-offs?

All generic drugs have been re-reviewed for safety and efficacy and all generic
products currently marketed meet that test.

FDA has a very deliberate process to ensure that generic substitutes are "bio-
equivalent" or act the same as the brand name drug.

Why can’t we have a system like Canada? If you are sick, you go to the doctor.
Today, if I'm sick it takes me weeks to get an appointment and then I have to wait
and then the bill is enormous. What’s wrong with Canada?

waits can be longer in Canada
technology less available in Canada
costs are increasing just as quickly in Canada

there is no one easy answer, not Canada, or Germany, or any other magic
bullet

do you believe the federal government can do better than what we currently
have?
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My doctor says he won’t accept my insurance and my insurance company tells me I
have to go to one that they "pre-select.” I like my doctor. He has been seeing me
for years, he knows me, my conditions, and my family history. He is a good doctor.
Why do I have to change?

to lower costs, everyone will have to make changes: government, insurance,
doctors, lawyers, people

every doctor practices medicine a little bit differently, some are better than
others, some are more expensive than others

insurance companies are trying to find the best doctors, the best care at the
best prices

if you still want to go to a doctor you have previously selected, you might
encourage him to become a part of your insurance company’s network

most insurance companies pay for visits to out-of-network doctors, but they
may require you to pay more

I'am covered by Medicare. Every time I read the paper, they are talking about cuts
to the Medicare program. It scares me. I try to buy supplemental insurance policies.
But, even so, they only offer me benefits not covered by Medicare. Is Congress
going to cut Medicare?

Medicare payment rates to hospitals and doctors have been reduced over the
last decade. If we are going to reduce costs in health care, we must lower
these rates

program reforms have never gotten in the way of high quality medical care

no beneficiary cuts have been enacted

in spite of all our work, Medicare is the fastest growing program in the federal
government and it threatens our ability to ever balance the budget we need to

do more

one proposal is to ask higher incomes beneficiaries to pay more for Part B
premiums
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My doctor complains to me about the hassles of the Medicare program. He says he

spends more time filling out claims and fighting Medicare than seeing me. That’s not
fair and what are you going to do about it?

-- we all hate paperwork

-~ last year we changed the way medicare pays doctors -- known as the RBRVS
(resource based relative values system). This system will help us reduce costs
in Medicare and tries to balance the value of different medical skills, like
surgery and primary care.

-- the system has been in place only since January and no one likes change

My friend’s son got in an accident recently. He’s out of work and now has thousands

of dollars of hospital bills. Why doesn’t he qualify for federal aid, like Medicaid.

- everyone needs to be insured. We have some laws on the books to help -- the
18 month extension of group coverage through COBRA for example -- but

these are inadequate.

- we need to reform our system to provide available, affordable coverage for
everyone.

-- I believe (tax credits)(insurance reform)(President Bush’s plan) will cover
tragic circumstances just like these

-- Medicaid truly covers only certain "categorically" qualified people, primarily

very low income women and children. Not €very poor person is covered.

I keep hearing about real sick people who want to end their life, but instead are given
all kinds of health care treatments. Why don’t you stop this? Should we be saving
everyone with everything we’ve got?

-- every individual should have the right to control his or her care, especially in
terminal situations

-- two years ago, we enacted a living will or health care proxy to empower
people to make these decisions.
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now, when you are admitted to the hospital, they must inform you about the
need for living wills

when doctors and hospitals cannot rely on your instructions, they must protect
themselves from lawsuits they must try to keep you alive

you are the only one who can help avoid this terrible and costly result

I do not believe government should ever try to decide who lives and who dies.

I'understand AIDS is the chief reason health care costs are rising. Do you think our
health care system should pay for a disease which is transmitted in such a bad way? I
shouldn’t have to pay.

AIDs is only one small reason why this nation spends so much on health care -
- it will cost between $5 and $13 billion this year while we will spend close to
$800 billion for all health care in America

AlD:s is a terrible disease that now inflicts many innocent people, many of
whom received the virus through blood transfusions at hospitals or through sex
with their spouse. This disease must be treated as a public health issue.

most AIDs patients are cared for through their private insurance policies as
long as they are able to remain at work. If they have been disabled for more
than 2 years, they are eligible for Medicare. If they are very poor and live in
certain states, they may be eligible for Medicaid.

let’s work to prevent the transmission of the disease and treat those who are
afflicted with compassion.

My insurance premiums rose 20 percent last year. Why don’t you just pass a law and
cap the increases? Insurance companies are ripping us off.

enacting insurance reform would do just that. But insurance costs are a
reflection of the underlying costs of health care

technology, overuse, fraud, medical malpractice, antitrust, administrative
costs, each component must be addressed
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I read about a new treatment for Alzheimer’s recently. However, they said that my
mother couldn’t get it for 10 years. Why? Do the government rules really take that
long? My mother will be dead before it is available.

FDA requires all new treatments (drugs or devices) to be proven safe and
effective before anyone in America can get them. Sometimes, complying with
these rules takes 10 years.

President Bush has recently instituted short cuts to the process. While still
preserving the integrity of the treatment to ensure it is safe, these shortcuts
will reduce some of the regulatory controls for drugs aimed to treat life
threatening diseases.

However, we in society are going to have to accept some risks if we want
these treatments faster. It will require citizens to recognize that nothing is
risk-free.

I understand that the federal government spends more for AIDS treatment and
research than for cancer. I don’t agree with that.

AIDS care and treatment dollars do exceed the federal spending for cancer
research efforts but we spend more on cancer research than AIDS research.
Also, AIDS is an infectious disease and a disease of the immune system.
Many cancers have similar foundations. Finding treatment for AIDS may
unlock the cures for other immune illnesses.

I'live in a rural area and we are having a hard time just keeping a doctor in our
community. The reason: Medicare’s low payment rates. We can’t afford to lose
another doctor. What are you going to do?

Increase funding, amend recruitment techniques, and allow more flexibility in
assignment for the National Health Service Corps

Provide grants to help rural areas with for ambulance and emergency care

Recruit potential doctors and health professionals from local areas and provide
incentives to return to serve their own communities

Use technology to improve communication between isolated doctors and
provide relief personnel to spell overworked health professionals
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Every time I go to a doctor, he does this test and that test. And, every time my
friends go, all they get are tests, tests, tests. Is all this necessary?

We are fortunate to have such innovative diagnostic tools

used properly they save lives and money -- mammograms, prostate exams, etc.
all too often, they are used improperly: some fraudulent doctors want to make
money, or doctors must satisfy a patient who insists on an MRI when an X-ray

would suffice to protect himself against medical liability

you can use your judgment. Ask you doctor why he is doing these things

My wife had surgery last year and she was in the hospital for five days. Her bill was
$15,000. The hospitals are ripping us off. The insurance companies wouldn’t pay
certain things. And, we got stuck. How did I know that two aspirins would cost
$9.00. I would have bought her a bottle for $1.99. What are you going to do about

this?

Some of these outrageous bills are either gross negligence or fraud. We
should investigate and prosecute if necessary. You can help by bringing these
overcharges to the attention of your insurer.

But some of these costs are the result of underpayment by Medicare,
Medicaid, and workers compensation programs. This cost shifting is one of
the reasons we need major reform.

There was a kid down the street who needed a liver transplant. His parents have
good health insurance, but the treatment was not approved. His parents mortgaged
their home, took all their savings, held fundraisers, and they still couldn’t get the
$150,000. The hospital wouldn’t even admit him until they had all the cash. Is this

fair?

experimental treatments are generally excluded from insurance coverage
because of lack of proven effectiveness. Without these provisions, claims for
treatments that constitute outright quackery or fraud would be difficult to deny.

we must address this question as we approach health care reform. Who should

get care? Who should get treatment? What kinds of treatments are cost
effective? What kinds of treatment are merely futile?

Steelman/Taylor March 1992



17.

18.

19.

22

-- I do not know who is in the best position to make these types of decisions.
We as a society will have to come to terms with these complex and difficult
decisions and find ways of making appropriate judgments.

I 'had to go to an emergency room -- my kid broke his arm. We waited three hours
before anyone saw us. The waiting room will filled. I am sure some people died
before they got care. What are you going to do?

-- today emergency rooms are overrun by improper use; people use emergency
rooms as a place for primary care instead of making an appointment to see a
doctor. And violence, closure of other trauma centers, and lack of payment for
treating uninsureds has rendered most emergency rooms in critical condition.

-- doctors and nurses try to see most serious cases first

-- we need to get more community clinics open and more manpower to provide
services. Please help me get citizens not to use emergency rooms unless it is
just that -- an emergency.

-- we are also going to have to cure some of our social problems -- our violence,
our crime rates. Crimes are taking an enormous toll on our health care
system.

My friend works in a hospital. I tell her to stay away from those patients who have
AIDS or hepatitis or tuberculosis. Don’t you think they should be quarantined so
their germs don’t spread?

-- hospitals are a dangerous place. There is no way to make them as safe as
your home because of the very situations you are describing

- but, disease transmission is only done through the exchange of blood fluids.
My mother is old. She isn’t real sick, just getting old. However, she needs help.

All the rules say the only way I can get help is to put her in a nursing home or the
hospital. She doesn’t need that. I can care for her some of the time, not all of the

time. Why can’t I get some help and keep her home?

-- medicare has not kept up with the times. The fact is that people often need
care for chronic illness that Medicare does not pay for
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- recent legislation helps: hospice, respite care, home care, nursing home after
hospitalization

-- real innovation is coming from the private sector. Insurance policies, home
care, and managed care help move care from the hospital to more appropriate
settings

My father had a MRI and it cost $2000. Why is technology so expensive?

-- costs of regulatory approval

-- liability costs

-- research and development costs

- demand by consumers for new and better services

I wanted to change jobs recently but was fearful of losing my health insurance
benefits. What should I do?

-- we need to pass insurance reform so you don’t have to WOrTy
-- we must eliminate preexisting conditions and exclusions

-- we must ensure portability so no one ever faces "job-lock" again

Why do I have to pay for the health care costs of people who smoke? Why are you
paying for tobacco farmers to grow tobacco?

- You shouldn’t have to.
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a nd health
within the reach of all Americans.
—— President George Bush

Americans today are worried about
our nation's health care system.
Families, individuals, employers,
and health officials see the spiraling
cost of doctor and hospital visits.
And while many people fear losing
their health insurance if they choose
to change jobs, millions of others
and their families have no
insurance.

Clearly, it's time for change.

It's time for an American plan for
health reform that builds on the
strengths of our current system.

As Americans, we prize the
freedom to choose our physicians,
hospitals, and health care plans.
We value the flexibility and
diversity in how we receive our
health care
services. Quite
simply, we
want the best
for our families
and ourselves
in life-saving
medical
technologies and in new methods to
assure us quality health care.

Americans also want and expect
value for our health care dollars.
To that end, Americans want to
climinate waste in the health care
system.

President Bush understands those
American wants and needs. And he
has proposed a sweeping plan to
ensure Americans access to
affordable, high—quality care.

The President's Comprehensive
Health Reform Proposal will cut
waste from the system and will
provide health security for all
Americans. The President's plans
meets head—on the root causes of
the problems in our health care
system, not just the symptoms.

MEETING THE CHALLENGE
OF COST AND ACCESS

We stand at a crossroads. We can
move forward dramatically to
reform our market-based system
or we can force ourselves to
swallow a cure worse than the
disease.

—=- President George Bush

L he President's plan addresses the

health care needs and concerns of
three major groups in America:

- Consumers
- Business
- States

For consumers, the rising cost of
health care during the past decade
has meant less cash in hand for
food, housing, clothing, and other
essentials.

Rising costs of health care
premiums and increasing
deductibles have also led to less
freedom of choice for many
Americans. Many workers fear
they will lose insurance if they
change jobs.

Under the President's program, this
so—called "job lock" is eliminated.
The plan would also end limits on
the availability of insurance for
individuals with "pre-existing
medical conditions."

The President understands that
millions of Americans now have no
access to health insurance. His
program guarantees access to health
insurance for all poor families
through a system of credits with
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- Giving States increased flexibility
in the way they deliver health care
services to the poor;

- Prohibiting laws that now limit
enrollment in coordinated systems
of care, such as health
maintenance organizations
(HMOs); and

- Eliminating costly State mandated
health benefit laws.

These actions will enable States to
more easily deliver high—quality,
cost—conscious care to millions of
poor people. And that, in turn, will
help all States residents.

My plan will preserve what works
and reform what doesn't. And
above all, it will ensure every
American universal access to
affordable health insurance.

—— President George Bush

QUESTIONS AND ANSWERS

Q: If I already have health
insurance, how will the
President's program help me?

A: The plan will help you in three
key ways:

- It will ensure that if you
choose to change jobs, you
will be able to buy affordable
insurance and that insurers
cannot keep you from getting

coverage becausc of a
"pre—existing condition."

It will significantly reduce
the blizzard of paperwork
that confuses consumers and
unnecessarily drives up the
administrative cost of care;
and

For more than 80 million
low—income and middle class
Americans, it will help allow
tax deductions for part of the
cost of health insurance.

Q: You talk about the importance
of containing health care costs
through insurance market
reforms and reducing
paperwork. Is that enough to
make a difference?

A: No, and the President's program
will do more. Other key
reforms in the comprehensive
package include:

- Medical malpractice reform
to lessen the incentives for
physicians to practice
"defensive medicine";
Greater use of electronic
billing and patient records for
reduced administrative costs;
and
Better information for
consumers to make informed
decisions about their health
care.

Comprehensive
Health Reform
Program

Building on

America’s Strengths

Our nation's fundamental
challenge is to give

Americans access, securily,

and affordability in their
health care coverage.

—— President George Bush
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I want to eat right but I never know what is good for me. One day they say cut out
cholesterol. The next day they say it’s not that important. Every day I hear
something different. What’s the truth?

-- What we know about nutrition and health is improving every day. It comes
down to the basics: select food from the four main food groups; and avoid
excessive fats. And exercise hard for at least 20 minutes three times a week.

Why do you get free care just because you are in Congress?
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DRAFT CONSTITUENT LETTERS

Below are some examples of draft letters you may wish to use or modify in responding to
constituent concerns about health care issues, specifically health care reform, the Canadian
system, and the Administration’s proposal.

Draft letter 1: =~ HEALTH CARE REFORM IN GENERAL (support for basic reforms;
oppose Canadian system)

Thank you for your letter about rising health care costs and the need for solutions to
get costs under control. Without question, there are many proposals before Congress on this
issue and I am looking at each one with an eye directed at your concerns.

Our health care system is very diverse and complex. Simple, ready-made solutions
probably will not work. Last year for many people health care costs rose at an astounding
rate of 21.9%. Rising health care costs have been attributed to several things: increased
utilization because of the aging population and advances in technology; and increased labor,
marketing, and administrative costs. Nevertheless, we, as well as the private sector, are
finding ways of controlling costs.

A first place to start is with our own thinking about health care. Every American
must take more responsibility for their health care decision-making, including adopting health
promotion and disease prevention actions on their own. The Office of Technology
Assessment estimates that early and frequent prenatal care can save the U.S. health care
system between $14,000 and $30,000 in newborn, first year and long-term health care costs.
The lifetime custodial cost of caring for a low birth-weight baby can reach $500,000. By
adopting healthy lifestyles, therefore, individuals and society can benefit.

Another way to reduce health care costs is for Congress and state legislatures to adopt
medical liability reform legislation. It has been estimated that 5-25% of all health care is
unnecessary or inappropriate. Such health care spending has led to the practice of defensive
medicine that results in billions of dollars of unnecessary health care costs each year.
Important reforms are pending before Congress which calls on either the federal government
or states to reform their tort laws and develop alternative dispute resolution systems to
expeditiously resolve those cases where negligence is present.

Health care providers and insurers need to examine ways they can also reduce health
care costs in our society. For example, they must work together to streamline claims
payment and reduce unnecessary delays. Such delays are costing our health care system too
much money and could be corrected with better use of computers and similar payment
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mechanisms. Reducing administrative waste, cutting out unnecessary procedures and
practices, and encouraging thoughtful uses of our health care dollar are goals we all must
adopt.

While we all work to reduce health care costs, Congress must take a hard look at our
federal health care programs -- including Medicare and Medicaid. Our senior citizens
deserve to have a federal program which provides them with appropriate and quality health
care services. In addition, Medicaid has become a nightmare as providers payments have
been drastically reduced, beneficiaries have been declined services, and program cuts have
been forced upon States. These programs can also benefit from greater consumer
involvement, a reduction in overregulation, and a streamlining of information to the
beneficiaries.

Our health care system must be changed, but we must not be tempted to adopt a
Canadian-style nationalized program. Such a system eliminates individual choice, innovation
in treatments, and an intolerable delay in receiving necessary care. A national health care
system will result in decisions being made on the basis of the government’s budget demands
rather than on the need for quality health care for our citizens.

Help me to find solutions that continue to allow our citizens access to the finest
therapies, most capable providers, and preserves individual choice and responsibility. We
can do this without adopting more federal government regulation and bureaucratic abuse.
Our society must ensure every American has access to our quality health care system without
bankrupting our budget.

Thank you for your views. I hope you will let me know of your ideas and
suggestions.
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Draft letter 22 GENERAL HEALTH CARE REFORM (shorter letter in support of basic
reforms)

I appreciate your contacting me about our current health care system. Your
comments were insightful and I agree that Congressional action is necessary to fill some

gaps.

Health care spending is over $650 billion per year and consumes more than 12% of
our Gross National Product (GNP). 1t is expected to grow to 15 percent if we do not make
some changes in our health care delivery system.

There are many proposals pending before Congress which make good first steps at
resolving some of our current inequities. For example, I support legislation to reform our
health insurance marketplace for small business and individuals. Small employers may have
a difficult time even obtaining health insurance for their employees because of the number of
burdensome requirements that governments have imposed, making health insurance
unaffordable. Proposals pending before Congress would repeal these various mandates so
that small employers could purchase a health insurance benefit package that their employees
want and that is affordable.

In addition, there are proposals before Congress to reform our medical liability
system. It is estimated that between 5-25% of all health care spending is attributed to
defensive medicine practices. Rather than supporting a legal system, let us redirect this
spending to expand access to health services for all Americans.

There are other proposals, such as greater emphasis on health promotion and disease
prevention activities, and prenatal care and well-baby care services, that are worthy of
review.

However, I cannot support any effort which increases bureaucratic regulation which
adds to health care spending. Administrative costs, caused by federal regulation, must be
reduced so that we can spend more on services and less on red tape.

I look forward to your views on how our system can be changed. Health care reform

is complex and difficult and I need your help in finding the best way to ensure we maintain a
quality, health care system while expanding access to necessary care.
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Draft letter 3: PRESIDENT BUSH’S HEALTH CARE REFORM PROPOSAL

Thank you for your letter about President Bush’s health care reform proposal. Both
parties agree that major reform is needed in our health care system. The President’s
leadership indicates clearly that he stands against government control of our health care
system and your health care and that he stands for keeping choice in your hands and quality
health care for your family.

Last year for many people health care costs rose at an astounding rate of 21.9
percent. These costs must be reduced. President Bush’s proposal is the first step in the right
direction. His plan will expand health care coverage, improve the quality of our health care
services and control the skyrocketing costs.

Specifically, the President proposal will provide:

° assistance to make health insurance affordable to all middle income
Americans;

o special help to all low-income Americans;

® help for more small businesses to afford to provide health insurance through

insurance market reform;

° insurance portability so when people change jobs, their health insurance will
never again be at risk; and

. lower health care costs through medical malpractice reform, reducing
administrative costs, and encouraging coordinated care approaches.

If the President’s plan is adopted, more than 95 million low to moderate income
individuals would have greater access to health care. In addition, the President’s plan will
maintain the integrity and strengths of our current system that have made the American
health care system the greatest in the world.

Most importantly, the President’s plan does not provide for government intervention
which means price regulation and rationing of health care services. It does not mandate that
small employers provide specific, costly benefits that would mean the loss of jobs for many
Americans. And, it does not require more taxes to pay for the expense of providing national
health insurance.
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The President’s proposal adheres to important principles that will continue to allow
our citizens access to the finest therapies and most capable providers while it preserves
individual choice and responsibility. We can do this without adopting more federal
government regulation and bureaucratic abuse. Our society must ensure everyone has access
to our quality health care system without bankrupting our budget.

Thank you for your views. I hope you will let me know of your ideas and
suggestions.
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DEBORAH STEELMAN

May 15, 1992

Dear Richard:

This is the best piece I have ever read
regarding the political dynamics of the health care
debate and why reform always stays outside the
grasp of the Inside-the-Beltway Crowd. Please do
not put this in your read box. Please read it
today. It is worth your time.
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PREFACE

n 1991, the debate on the condition of America’s health care system escalated dramatically.

Over 40 pieces of legislation to reform the health care insurance system were introduced

in Congress. The surprising defeat of former Attorney General Richard Thornburgh by
political unknown Harris Wofford in the Pennsylvania senatorial election propelled health care
into the national political spotlight. Former Democratic presidential candidate Bob Kerrey
made national health insurance the centerpiece of his campaign. Other candidates, including
President Bush, have since offered their own proposals. The country’s major news organizations
have devoted admirable resources to covering the debate, and fully 70 percent of Americans
now say they believe that the country’s system of health care needs fundamental change.

It would seem that the awesome problem-solving power of democratic government will now
be applied to health care. A problem has been identified. A debate has begun. Alternative
approaches will be considered. The public will reach consensus. Leadership will respond.

But research conducted over the past two years by the Public Agenda Foundation in asso-
ciation with the Employee Benefit Research Institute (EBRI) and The Gallup Organization
suggests that the national debate on health care is badly off course. Among political, busi-
ness, and health care leadership, a debate of some focus and precision has indeed begun.
But among the public, confusion, misunderstanding, fear, frustration, scapegoating, and
wishful thinking characterize a discussion poised to go nowhere. While Americans care
deeply about this issue and bring an important perspective and list of concerns to it, most
approach health care from a radically different starting point than leaders do.

Our purpose here is to convey what we have learned about the public’s starting point on
health care. By doing so, we hope to help the nation’s decisionmakers and communications
media understand the enormous gaps that must be bridged if the country is to have a fair-
minded, realistic, constructive debate on health care reform.

Public Agenda, with the support of the Robert Wood Johnson Foundation, is now launch-
ing a two-year citizen education project called CONDITION CRITICAL. Created in partner-
ship with WGBH-TV (PBS) in Boston, CONDITION CRITICAL will be sponsored locally by
television stations and newspapers across the country. Joining Public Agenda in this effort
are the National Issues Forums, California Health Decisions, Georgia Health Decisions, and
the New Jersey Citizens Committee for Bio-Medical Ethics, along with other educational
organizations throughout the country.

Our collective hope is that this effort will help bring average Americans into the health
care debate as full partners — armed with the understanding that will allow them to partici-
pate constructively. We also hope that leaders and news media will use this research in their
own efforts to help Americans understand — and participate in making — the important
choices this country faces on health care.

L T



FEOLUT THE RESERACH

® his study is the result of a two-vear opinion
research etfort designed to illuminate the public’s
. current level of understanding — the public’s
starting point — on this extraordinarily complex and
difficult policy issue. The research began with a
review of existing polling data on a wide variety of
health care topics: the cost. availability, and quality of
care: the cost. availability, and comprehensiveness of
insurance: opinions on doctors, hospitals. insurance
companies. emplovee benefits, the Medicare and
Medicaid programs. medical technology, rationing or
allocation of care. and health care in other countries.
Public Agenda then conducted 15 focus group
discussions with citizens in cities across the country
beginning in spring 1991 and continuing through winter
1992. Focus group sessions were held in Albuquerque.
Atlanta. Baltimore, Boston, Chicago, Dayton. Dallas.
Flint (MI), Los Angeles. Memphis, New York. Phila-
delphia (two groups), Portland (OR), and suburban

Washington. DC. These group sessions included
indepth questioning of cross-sections of Americans
from around the country. These research sessions
allowed us to probe beneath the survey findings and
hear what Americans are thinking about the state of
the country's health care system. Throughout these
sessions, we heard similar concerns, questions, and
viewpoints voiced repeatedly.

The research also included a two-part national opin-
ion survey developed and fielded in association with
the Emplovee Benefit Research Institute and The
Gallup Organization. These survevs gave Public Agenda
the opportunity to test hypotheses developed in the
focus groups with random samples of the American
public. Telephone survevs were fielded by Gallup in
June 1991 and January 1992, each sampling the views
of 1.000 Americans age 18 or older. Both survevs used
standard random digit dialing techniques, and have a
margin of error of plus or minus 3.1 percentage points.

GEORGE COHEN_ IMPACT VISUALS



“You are asking me to save

money by watching some

premature infant die when he

has a chance of being saved,

while you still are wasting

the kind of money we are

throwing away. No way.”

REPORT SUMMARY

esearch conducted for the past two vears by the

Public Agenda Foundation. in association with the

Employee Benefit Research Institute (EBRI) and
The Gallup Organization, suggests that the national
debate on health care is badly off course. Although
the American public and its leaders seem to have
reached agreement on the major problems facing the
health care system — soaring costs and inadequate
coverage — just beneath the surface, the public/lead-
ership consensus breaks down.

Many Americans are badly confused about the
extent and causes of the health care cost problem.
They are frequently mistaken about which
Americans have no health insurance.
While paving lip-service to such proposals
as "national health insurance,” closer
examination reveals that the public does
not share leadership's definition of national
health care. Current polling data showing
consensus-level support for “national
health care” may, as a result. be extremely
misleading.

What is the cost problem?
For experts and leaders, the issue is that
the country's total health care spending is

out of control — estimated at almost S750
billion in 1991 and rising at twice the rate of inflation.
For the public, the issue is that their own out-of-
pocket costs are too high. Not only do Americans
overestimate the contribution of their out-of-pocket
costs to overall spending, they significantly underesti-
mate what health care costs the nation as a whole.
And they are unaware of how much they pay for health
care indirectly — in taxes for Medicare and Medicaid:
lower wages from employers burdened by high
health insurance premiums: higher prices for prod-
ucts; etc. When respondents in focus groups were
told that the nation as a whole spends twice as much
on health care as on defense, they were incredulous.

Who are the uninsured?

For leaders and experts, the problem is the 35.7 mil-
lion Americans whose companies don't provide cover-
age, who cannot afford to buy it on their own, and
who make too much to qualify for Medicaid. They are

mainly the working poor and their dependents.

For the public, on the other hand. the problem is
in a different area. A new survey shows that many
Americans think large numbers of the elderly and
very poor have no health care coverage at all, when,
in fact. these are the two groups currently covered by
government insurance programs.

Why are costs going up?

For leaders and experts, the health care cost problem
is complex and multi-faceted. They frequently refer to
factors such as duplication of technology and ser-
vices. defensive medicine, the health costs associated
with crime and drug use. an aging population. and the
rapid development of new technology.

For the public. there is only one cause of high
costs: greed. A survey for this study shows Americans
blame high costs on unnecessary tests, overpaid doc-
tors. wasteful hospitals, profiteering drug companies.
and greedy malpractice lawvers. For the public, it all
adds up to a profits problem. not a costs problem.

What should we do about the elderly?
For leaders and experts. the aging of the population
presents a major challenge. The elderly have greater
health care needs and thus account for a dispropor-
tionate share of health care spending: In 1991, citizens
over 65. who make up only 12 percent of the population.
accounted for over one-third of America's roughly
§750 billion health care bill. As the population ages.
these costs are likely to rise, regardless of any
policy changes.

For the public. the subject. when raised, touches
a raw nerve. Most Americans do not believe that
aging is a major factor in driving up costs. Even when
presented with statistics detailing the higher health
care costs for older Americans, most focus groups
respondents were reluctant to consider the implica-
tions. As one Washington woman said: “It is true. but
you shouldn't say it.”

What should we do about technology?

For leaders and experts, both the inappropriate use of
technology (duplication, unnecessary and unproven
procedures) and the appropriate use of technology
(the medical breakthroughs that improve and save



lives, but at a very high cost) are causes for concern.

For the public, the only problem is the misuse
of technology — again, a matter of waste, fraud and
abuse. The public resists suggestions that society
may have to place some limits on what can be made
available.

How much support is there for national health insurance?
Although experts and leaders disagree sharply about
whether national health insurance is a good idea. they
do share a common definition. National health insur-
ance is a universal system paid for by taxes covering a
majority of health care costs for every citizen.

Opinion surveys reveal broad public support (cur-
rently above 75 percent) for “national heaith insurance.”
but this consensus is deceptive. Only 31 percent of

Americans define the term the same way that leaders
do. In focus groups, respondents often believed that
“national health care” would be optional. or that it
would not be the responsibility of government. As one
Flint (MI) man said. [ am for national health care,
but I don't want the government involved.”

How much support is there tor “plav-or-pay”?

Most respondents in focus groups had never heard of
this idea, and many regarded it skepticallv — believ-
ing, for instance, that it would drive small companies
out of business. Some thought emplovers would
prefer to pay a tax to the government rather than fund
insurance policies for their emplovees.

The public's top-of-the-head solution to any health
care problem is to regulate costs and crack down on
waste, fraud and greedy profiteering. However. the
public does not believe that elimination of “waste” will
mean less care for patients, onlyv less profit for health

care providers.

Lessons learned
The American public believes that the countrv's
health care system is riddled with waste and greed.
Consequently, theyv are not eager to talk about hard
choices. or to consider solutions that will increase
their own costs or reduce the services thev get. Nor
are they ready to relinquish the miracles of modern
medicine. As one New York man commented when
asked about the high cost of attempting to save a
severely premature infant: “You are asking me to save
money by watching some premature infant die when
he has a chance of being saved. while you still are wast-
ing the kind of money we are throwing awav. No way.”
The political debate on health care reform has
leaped ahead of the public's current level of under-
standing. Consequently, the national political debate is
filled with miscues and crossed signals. The apparent
consensus revealed in surveys is, instead, a house of
cards that could fall apart with the first gust of reality.
Leaders should not expect quick solutions.
Americans’ current attitudes took vears to develop,
and, in many ways, they are an accurate reflection of
what leaders have explicitly or implicitly told them for
decades. Change in their deeply-held values will
come only gradually.



HAHMSTHONG HOBERTS

hen treating an illness. doctors proceed through

several stages. from detecting symptoms to diag-

nosing underlying causes and. finally. prescrib-
ing treatment. If the diagnosis is simple and the cure
quick and painless. this can be done without the

patient's support or cooperation. But if treatment is

difficult — and especially if it involves behavioral
changes or discomfort — then doctor and patient
must agree on the nature of the problem and work
together to effect a cure.

There is a similar process in public policy. Some-
times leaders can detect, diagnose. and respond to a
problem without public understanding and outside
the spotlight of public attention. But if the cure
involves sacrifice, compromise, and changes in the
way citizens live their daily lives, then the public and
their leaders must operate from a common perspec-
tive. If citizens do not agree with leaders about the
symptoms of the problem, or if they do not accept
leadership’s understanding of the causes, even the
most elegant strategy will be ineffective.

How does the current policy debate about the
country’s health care crisis fit into this model? A
superficial glance at the survey data suggests that the
public is concerned about the country’s health care
system, and has agreed on a diagnosis and cure that
is shared by at least some experts. Surveys show that
the public, like its leadership, is alarmed by the sky-
rocketing cost of health care and the growing number

of people without health insurance. And the public.
like some experts and leaders. favors a solution that
has been around since the New Deal — a national
health insurance svstem providing universal coverage
and eliminating waste and duplication. Regardless of
what one thinks about national health insurance. polls
suggest that the public has thought about these
issues and taken a stand.

But Public Agenda's research. which delved
beneath the surface of these findings, suggests that
this apparent consensus is a house of cards that will
fall apart with the first gust of reality. Many of the
terms of the debate — such as “national health insur-
ance” or “health care costs™ have such different mean-
ings for experts and the public that the two groups
are frequently not even talking about the same idea.
The public's view of the health care issue is charac-
terized by gaps. preoccupations, and misunderstand-
ings that could derail any attempt to formulate a
workable, long-lasting solution.

Some may be tempted to dismiss the public’s
views as evidence of apathy and ignorance, but the
focus group research conducted for this study suggests
a different picture. Virtually all of the respondents
expressed deep concern about the country’s health
care system and genuine interest in finding wavs to
improve it. Many cited specific stories they had heard
or read in the news. suggesting that these citizens
were making some attempt to follow the leadership
debate as reflected in the media.

Yet. despite respondents’ ability to refer to particu-
lar news stories or to draw on their first-hand experi-
ence with the health care system, their understanding
was often dangerously incomplete. Their conclusions
were perhaps reasonable given what most people now
know about health care. But many aspects of the
health care svstem have been obscured from public
view, and the current state of public thinking reflects
this partial and incomplete understanding of a com-
plex and difficult problem.

In the following pages. we describe some of the
areas where the public's perspective on health care is
most at odds with the perspective of experts and lead-
ers. Until these differences are fully understood, and
until leadership and media take steps to address
them, the debate on health care will likely result in
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continued political gridlock — with the public and
leaders talking past each other and genuine long-
lasting consensus elusive.

Political and health care leaders already are famil-
iar with some of the consequences of poor communi-
cation with the public. In July, 1988, President Reagan
signed legislation — the “catastrophic care bill” —
putting a 52,000 annual cap on what Medicare benefi-
ciaries could pay in out-of-pocket costs and extending
coverage to prescription drugs. The bill passed
through Congress quickly with overwhelming
bi-partisan support. Yet, just a vear and a half later.,

the President signed a bill repealing the act. Manyv of
the elderly deeply resented the higher Medicare pre-
miums stipulated to payv for the expanded coverage.
Many also pointed out that the bill did not even
address their major area of concern — long-term
nursing home care. Leaders who thought this legisla-
tion would be broadly supported by the elderly were
clearly taken by surprise.

To build a strong, stable consensus for anv solution
to the nation’s health care dilemma requires — as the
first step — clear and open communication between

leadership and public. Today it does not exist.




FINDINGS FAOM THE RESEARCAH

WHAT'S WRONG?

urrent polling data suggest that, whatever misun-

derstandings people may have about the details.

thev do seem to have a realistic grasp of the major
symptoms of the health care crisis. When asked
about problems facing the nation's health care system,
people spontaneously identify two areas: the cost of
health care and the number of people who are unin-
sured.! These are, of course, precisely the problems
usually mentioned by experts and leaders as well.

On the surface, then, health care would seem to
have a head start on other public policy problems
where the country cannot even agree on the symp-
toms. In discussing competitiveness, for instance, the
public frequently identifies Japanese ownership of
American real estate, or low wages abroad as press-
ing symptoms of the problem — factors that most
economists dismiss as relatively unimportant. On the

other hand, the public is comparatively unconcerned

about the symptoms that trouble most economists.
such as the nation’s low productivity growth and low
savings rates-

A closer look at public attitudes on health care,
however, shows that concern about cost and coverage
do not really indicate a common understanding with
leadership. In fact, the public and leadership perspec-
tives are so different that they are more likely to be a
source of conflict than a ground for consensus and
compromise.

WHAT IS THE COST PROBLEM?

Superficial Consensus

The growing cost of health care is unquestionably
high on the public's agenda of concerns. A survey
conducted especially for this project by the Employee
Benefit Research Institute (EBRI) through The
Gallup Organization shows that nearly eight out of
ten Americans (79 percent) think that health care
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costs are growing at two or three times the rate of
inflation. When respondents in focus groups were
asked what first comes to mind when thev think of
health care, the comments were virtually unanimous:
“Expensive.” “Pretty soon we won't be able to atford
it.” “Exorbitant costs.” More extended questioning,
however, revealed how fragile the public/leadership
consensus really is.

Underlving Disagreement

When leaders and experts discuss health care costs.
they are typically concerned with the total cost to the
country — federal, state, and local taxes devoted to
health care. insurance premiums paid by business.
along with what individuals pay out-of-pocket. In 1991.
the nation spent close to 3750 billion on health care
— twice what it spent on defense or education. Many
experts now predict that the nation’s health care bill
will reach S1.1 trillion by 1995.

To be sure, some leadership debate on health care
costs is not really about controlling costs, but rather
about “shifting” costs from one group to another —
between the federal government and the states. for
example, and/or between public and private pavers.
But most leaders, when theyv step back from focusing
on the needs of their own institutions, are well aware
of the costs to the countrv as a whole. and they are
concerned about them.

The public. however, has a different understanding
about “the cost of health care.” On the one hand,
many Americans often overestimate their personal
share of health care spending — believing that their
out-of-pocket costs for insurance premiums and doc-
tor bills account for 70 to 80 percent of spending. One
woman from Memphis said. for example. “In my
household, we pay more for medical bills than any
company or government. and I think that is the same
for the nation as a whole.” In fact, the truth is the
opposite — with employers and government picking
up 70 to 80 percent of the costs and individuals paving
only 20 to 30 percent.

On the other hand, many respondents underesti-
mated what the nation as a whole spends on health care.
And, they underestimated what they actually paid for
health care — in taxes to finance government Medicare
and Medicaid programs, reduced wages or benefits

they receive from emplovers who instead buy health
insurance, and higher costs for products. '

Most respondents had very little conception of the
size of the nation's health care bill. When presented
with statistics showing that the country spends about
twice as much on health care as on defense or educa-
tion. many respondents were highly
skeptical of the statistics. A few even
questioned the motives or honesty of the
focus group moderators.

In one Philadelphia focus group.
respondents were shown a breakdown of
the cost of a new automobile that sug-
gested that 3700 of the total price went
toward the cost of health insurance for
auto workers. The respondents were

incredulous. Several were convinced that
there was a tvpographical error. and that the real fig-
ure was S70 rather than 5700. A few seemed to have
difficulty understanding that these costs are passed
on to consumers. Referring to the S700 figure for
health insurance, one woman exclaimed. “But
General Motors pavs that.” Some respondents were
also skeptical of estimates of their share of taxes that
goes toward health care coverage.

Policy Implications
These misunderstandings represent far more than a
mere difference in nomenclature. The repercussions
become evident when people begin to talk about solu-
tions. A number of leaders and experts have proposed
increasing consumer copayments and deductibles to
bring greater market pressures to bear and encourage
people to factor cost into their health care decisions.
From the public's perspective, however, these kinds
of changes are perceived as part of the problem
rather than part of the solution. People seem to be
saying: “My own costs are already too high. Why
should I have to pay any more out-of-pocket ?”
Indeed. perhaps without realizing it, the public has
consistently called for the country to spend even
more on health care, routinely endorsing higher gov-
ernment spending in this area. A 1990 survey by the
Los Angeles Times, for example, found that 57 percent
of Americans believe the federal government should
spend more on health care, with only four percent

“In my household. we pay

more for medical bills than

any company or government,

and | think that is the same

for the nation as a whole.”



“Health care is a business.

The people in the medical

field don't really care about

sick people. They are out

to make as much money

as they can.”
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wanting the federal government to spend less.” An
even larger percentage. 72 percent. believe that the
government should spend more to reduce health care
costs for the elderly.* People often don't make the
link that higher government spending might mean a
higher tax bill for them.

From the expert perspective, these findings are
absurd. It is inconsistent to complain about the
increasing cost of health care. and then ask
for higher spending levels. But from the
public perspective, it makes sense. More
government spending can reduce the rising
cost of health care, if “cost” is understood
to be only what people pay out-of-pocket.

The public's assumption that out-of-
pocket pavments constitute the lion's share
of health care spending is not wholly
wrong-headed. The American insurance
system — both government and private —
has protected people against financial dev-

astation, but it has also masked the true
cost of health care. In some areas. there has been a
systematic effort to disguise the real costs. Medicare,
like Social Security, was deliberately designed to look
like a self-financed insurance system. And. emplover
contributions to emplovee and retiree health care
plans have been routinely buried out of the sight of
most workers and consumers.

It is hardly surprising, then. that the public sees the
health care problem as analogous to the automobile
insurance problem. In both cases, the premiums are
high and going up, and many individuals can't get
insurance. What people don't realize is that, unlike
auto insurance, what they pay directly is only the tip
of the iceberg.

WHO ARE THE UNINSURED?

Superficial Consensus

When people are asked to list the biggest problems
about health care, the second most commonly volun-
teered answer, both in open-ended surveys and in
focus groups, is the number of Americans who don't
have insurance.’ The predicament of America's 35.7
million uninsured also tops the expert and leadership
list as one of the most pressing symptoms of the cri-
sis in the nation's health care system.

Underiving Disagreement

Here again. however, the public’s view of tiyc -
differs rrom that of leadership. Most of the proposiis
being debated at the leadership level start from the
premise that the elderly and the very poor alreadv
have at least some form of health insurance (provided
by the Medicare and Medicaid programs). The pres-
sing question for leaders is how to cover those
Americans who are too voung to qualifv for Medicare,
earn too much to qualifv for Medicaid. and either
work for non-insuring employers or are unemploved.

The public. by contrast, has not vet ticked the poor
and the elderly off the list of the uninsured. The
Public Agenda/EBRI survev indicates that ;o
often are confused about precisely who does and doc~
not have health insurance. Fiftv-four percent ot
Americans believe that “many people over 65 have no
health care coverage at all.” and 64 percent believe
that “manyv people on welfare have no health care
coverage at all.”

When respondents in focus groups were asked to
describe a person without health insurance, thev fre-
quently envisioned an older person or a person on
welfare. While some respondents saw lack of cover-
age as primarily a problem for part-time workers ind
those who work for small companies. other coni-
ments retlected the notion that it is mainly the old
and impoverished who lack insurance: A Flint (M)
man said. "I picture an older person . . . trving to live
off a Social Security check.” A Memphis respondent
said. “Who doesn't have health care coverage? Two
different kinds of people — older people (a lot of
them never had a chance to get insurance). and peo-
ple who just don't care.”

The image of the older person with no health care
coverage is reinforced by the public's repeated ¢xpo-
sure to TV commercials for Medigap insurance phins
and by the awareness that most older peopic do net.
in fact, have health insurance to cover nursing home

or long-term care.

Policy Implications

The public's different understanding of who will bene-
fit from wider health insurance coverage has signifi-
cant policy implications. Much public concern about
coverage is driven by sympathy for older people and



PETE SALOUTOS /THE STOCK MARKET

the “truly needv.” This level of public concern may

hange if people discover that the elderly and the
very poor are already covered to a large extent.
Conversely, enthusiasm for proposals to provide uni-
versal health insurance may erode when people learn
that long-term care may not be included. or when
they learn that the beneficiaries are likely to be
vounger working people — not the elderly.

Further. a 1988 Public Agenda studyv conducted for
the Ford Foundation suggests that support for expand-
ing health insurance drops sharply if new revenues
must be raised for this purpose. Although respondents

“hat study strongly supported providing coverage for

..astrophic and long-term illness for everv American,
only one in ten said they would pay a tax increase in
the amount needed to finance such a program.”

WHAT'’S THE DIAGNOSIS?

A Complex Problem or a Simple One

The gap between leadership and the public widens

when we move to a diagnosis of why health care costs

are rising so dramatically and why the country has so

many people with inadequate insurance coverage.

Experts and leaders interviewed for this studyv gener-
1ew health care costs as a complex and ever-

cnanging problem. Some of the many factors driving

up costs are specific to the American system of pri-
vate health care — such as the overhead associated
with multiple insurers (private and public). defensive
medicine practiced by doctors and hospitals. an over-
abundance of specialists, and so on. Other cost-
drivers are endemic to American society, such as the
high health care costs associated with crime. drugs,
teenage pregnancy, and fetal substance exposure.

At the same time, many experts also point out that,
while the United States spends more per capita on
health care than any other industrialized democracy,
most advanced nations are experiencing a rapid
growth in health care costs. Indeed. growth is faster
in Australia, Canada. France, and Japan than it is in
the United States.” Experts point out that all of these
countries — the United States included — face cost
increases from the development of new medical tech-
nologies and the expenses associated with treating an
aging population.

Waste and Greed

The public's diagnosis is much less complex. Costs
are skvrocketing because of an age-old human prob-
lem that can be summarized in one word: greed. In
every one of more than a dozen focus groups con-
ducted in all parts of the country, including citizens
from every demographic and socio-economic group.
there was spontaneous agreement on why costs are
rising: The health care system is rampant with waste,
corruption, and profiteering.

The following comments are tvpical. A Los
Angeles woman complained: “A lot of tests are unnec-
essary. Doctors have a vested interest in giving all of
those tests. They have been telling evervone to have
mammograms, but maybe they don't need them. Mavbe
they even cause cancer — it is radiation. When [ was
having my children, you never heard of Cesareans.
Today everyone has them.” Another Los Angeles
woman complained, as did many others, about doc-
tors’ incomes: “In my work. I have seen the way doc-
tors live and what they buy, and it is disgusting.”

A Portland (OR) respondent questioned the
motives of health care providers: “Health care is a
business. The people in the medical field don't really
care about sick people. They are out to make as much
money as they can. They put in all of this expensive

1
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equipment and technology, and they are giving us the

bill. It isn't fair.” Another Portland respondent
described a system riddled with outright dishonesty
and corruption: “Health care is a dirty business. There
is a lot of money under the table. There are a lot of
5100 bills. The insurance companies invest in other
areas. There is a lot of fraud. Major drug companies
are pushing their drugs with ads and lobbying.”

A Philadelphia woman also targeted drug compa-
nies for her condemnation: *Medication is extremely
expensive. The taxpavers pay for all of the experi-
ments. But once the medications are on the market,
the people who make the product make the monev,
and we are paying on both ends.”

“A Profits Crisis”

There was unanimity on one proposition: We don't
have a health care cost crisis: we have a health care
profits crisis. But there was substantial disagreement
on who, exactly, is making all of the money.
Everyone, it seems, has a favorite villain. The Public
Agenda/EBRI survey showed that low-income people

are more likely to think physician salaries are th:
most important factor. People over 35 vears ot age arc
more likely to focus on drug company profits. while
members of minority groups are more likely to point
to insurance company profits. For the population as a
whole, "malpractice” was most often named as the
most important factor in driving health care costs.

For some. views about greed and waste have
been influenced by media. Focus group respondents
frequently mentioned news stories about high mal-
practice insurance premiums, million-dollar lawsuits.
and scandals about local doctors bilking Medicare or
Medicaid.

People also relied on personal experience. Nearly
evervone had a story about a hospital bill in which
people saw with their own eves astronomical charges
for items such as band-aids that they know can be
purchased for a few cents. Many also cited outra-
geous mistakes in hospital bills. A Portland (OR)
woman told a typical storv: “When my granddaughter
was in the hospital — she was five months old — we
looked at the bill, and there was an item for occupa-



tional therapy. Really, she is just a baby! What is her
occupation? When vou sign that paper. vou give them
authority to do whatever they want.” A Chicago
woman offered another example: “My husband broke
his leg, and they put this little bag with ice on it. And
every time they changed the ice, they charged him
some outrageous amount again.” An Atlanta woman
was appalled by the sheer waste in one hospital's stan-
dard safety procedures: “When they treat a simple
wound. they open up a package, use what theyv need.
and then throw it all away, including the scissors.
Scissors are expensive! There is just so much waste.”
Many respondents also had first-hand knowledge
about malpractice problems. describing what had
happened when they or their familv members were in
accidents. An Albuquerque woman described her
experience: “My father got hit in the back of his
truck. He might have been going about four miles per
hour, but for three months afterwards. he had
lawyers calling, wanting him to sue. The bumper of
his truck wasn't even scratched, but thev all said.
‘Insurance will pay for it." We are still getting letters."

Policy Implications

Many experts agree that there is a great deal of waste
in the American health care system. Reforming mal-
practice laws and reducing unnecessary testing and
procedures are at the top of many leaders agendas.
The problem is not that the public is concerned about
waste and greed, but rather that people are so
angered and so morally outraged, they are reluctant
to consider any other additional causes or solutions.
Even when factors such as advances in technology
and demographic changes are suggested. people
often try to explain them away as one more version of
greed and waste. It is as if people see only a piece of
the picture, and they are so angered and preoccupied
by it, that they cannot take their eves off of it. Greed
and waste become an obsession, blinding the public
to the rest of the picture.

The public’s preoccupation with waste and greed
explains some of the puzzling and inconsistent
aspects of current public opinion. A few vears ago,
Dr. Robert Blendon of the Harvard School of Public
Health pointed out that, while people are concerned
about health care costs, they “support only the cost-

containment proposals that leave their personal
health-care arrangements intact, and oppose solutions
involving anv major reorganization of the nation's
health-care system. ~ For Blendon. this was one more
piece of evidence that the public holds “schizophrenic
views" on health care and is unwilling to confront
tough choices and potential sacrifices involved in
reform. Cindy Jajiich-Toth and Burns W. Roper also
have characterized the public’'s views on health care
as “a study in contradictions.™

But in fact, Americans reluctance to make hard
choices is understandable when their overriding
belief in waste and greed in health care is taken into
account. As long as people recite anecdotes about ice
— which is free in the hospital cafeteria — costing
35.00 from the nursing station, they will be unwilling
to contemplate sacrifices in their own health care.

WHAT ABOUT THE ELDERLY? ]
While few experts would contest the pub-
lic's contention that there is a significant
amount of waste in American health care,
many leaders also believe that demo-
graphic changes will continue to push
health care costs upward even if waste

“Medication is extremely

expensive. The taxpayers pay

for all of the experiments.

could be dramatically reduced. But once the medications are

Currently. people over 65 make up 12
percent of the population, but account for on the market. the people
more than one-third of the S750 billion
annual bill for health care spending. As who make the product make
the Baby Boom generation becomes the
Senior Boom generation early next cen- the money, and we are pay-
tury, one can only imagine how much
higher the bills could go. One leading
health-care expert, after insisting on
anonymity, told us: “There is really only one way to
stop the rise of health care costs — get all of us who

are over 65 to commit suicide.”

ing on both ends.”

Misunderstanding, Discomfort, and Reticence

Research conducted for this study suggests, however, 13
that most Americans do not understand that aging is

a factor in the health care cost crisis. Nor are they

ready to grapple with the implications of that demo-

graphic reality. When asked to choose which of three

possible reasons (greed and waste, new technology,
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or a growing number of older people) is the most
important explanation of increasing health care costs,
the overwhelming majority of Americans (57 percent)
select greed, waste and high profits. Only 20 percent
select aging as the most important reason.

Younger people are especially blind to the aging
factor. Fifty-four percent of those aged 18 to 34 believe
that “older people are no more responsible
for growing health care costs than any
other part of the population. Many of the
most expensive medical problems happen
most frequently to vounger people.”

Even people 55 and older — those most
likely to have first-hand knowledge about
the health care needs of the elderly — are
evenly divided on this question. Forty-eight
percent say the elderly are no more respon-
sible for health care costs than any other
age group, compared to 49 percent who
believe that "one of the biggest reasons

why health care costs are growing is that older peo-
ple. who need more health care than any other group,
make up an increasingly large part of the population.”

There are many reasons why Americans are reluc-
tant to accept the implications of our changing demo-
graphics. Focus groups suggested that many people
simply do not understand that the elderly have more
health care needs than other segments of the popula-
tion. Some respondents seem to be influenced by tele-
vision programming and advertising that celebrate
the health, vitality, sexuality, and buying power of
older Americans. While the frail and ill elderly are
hidden at home or in long-term care facilities, vigorous
older people are everywhere — exercising, traveling,
enjoying retirement, even taking jobs traditionally
held by younger people. This change has made a big
impression on many citizens. A man from Los Angeles
offered a typical comment: *I don't think older people
are a reason why there are higher health care costs. I
think older people are taking better care of them-
selves now and exercising more.” A New York woman
expressed a similar view: “Older people are much less
important in health care costs than other things —
like all of the waste.”

Not only do people underestimate the amount of
health care older people need, most completely fail to

understand why the phenomenon of more older peo-
ple living longer will drive up health care costs for the
nation as a whole. Moreover. since many people
believe that each patient actually pavs most of the
cost for his own health care treatment. they don't
understand why an older person'’s illness would
increase their own health care burden — or be of any
concern to society. People’'s comments on the elderly
frequently reflect an overall lack of understanding of
the economics of health care. Many focus group
respondents simply did not understand that most
health care costs are spread out among the popula-
tion as a whole by either private or government insur-
ance programs — and that. one way or another. all
Americans help underwrite the medical treatment of
those who fall ill.

A Philadelphia woman expressed her confusion
openly: “Why should a growing number of older peo-
ple run up my health care bills>” A man in Flint (MI),
struggling with the concept, even suggested that more
elderly should help reduce the costs: *I don't under-
stand it. You have more older people. so vou should
have to charge less. It is supply and demand. Ten
vears ago we had fewer older people, mavbe. Now we
have more, so since more are coming through. it
should cost less, not more.”

A Portland (OR) woman, joined by many others.
saw this problem as just one more indication of ram-
pant greed and waste in the system: “The doctors are
taking advantage of older people. They have to go to
the doctor more often. so doctors raise the prices.”

But even those focus-group respondents who
understood how an aging population could drive up
health care costs were extremely reluctant to talk
about it. For some, it seemed almost indecent to men-
tion the fact that older people have higher medical
expenses. There is enormous sympathy and respect
for older people. People believe that older citizens
have made their contributions and deserve a comfort-
able and secure life. In focus groups, many respon-
dents — both young and old — feared that any
discussion of the high medical costs of the elderly
was a prelude to urging some cut-back in services or
benefits for the elderly.

In some focus groups, respondents were presented
with statistics detailing the higher health costs for
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older Americans. Many immediately assumed that
the sponsors of the research were seeking to cut
health benefits for older people. When asked whether
they believed the statistics, many respondents admit-
ted that they were probably correct. But many also
shared the sentiments of a Washington. DC woman.
who said. "It is true, but you shouldn't say it.”

One Exception
There was one area regarding health care for the
elderly where many focus group respondents did seem
to believe that "less” would be better — the intensive
care provided in the very last weeks of a dving
patient's life. Many respondents recounted stories
about older relatives or friends whose lives had been
prolonged against the wishes of the patient or family.
Most respondents — young and old — felt strongly
that the family and the patient should be able to
decide whether heroic measures should be used to
extend life, although there were always one or two

individuals in each group who believed that life should
be preserved in any circumstance. The majority of
respondents seemed, however, more concerned that
hospitals and doctors were seeking to “prolong death”
at great human and financial cost. Some described
incidents in which medical professionals seemed to
operate on “automatic pilot” — ordering procedure
atter procedure, regardless of the family's wishes.
When asked why medical protessionals would do
this. people often thought that they either wanted to
make more money on the dying, or wanted to cover
all of the bases to avoid the possibility of subsequent
lawsuits. A Dallas man said. "Extending life is a big
factor in health care costs, and it is related to malprac-
tice. They do that so they won't get sued. Doctors are
often reluctant to cut off life-support systems even if
the family says, ‘That is what my grandfather wanted.’
because they are afraid of a malpractice suit later.”
Another woman described an incident in her own

family: “My sister’'s son was in a motorcycle accident,
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and thev had him in intensive care for three dayvs
while they were deciding what to do. But the doctor
told me he was really dead when he arrived at the
hospital. [ wonder how much all of that cost.”
Research conducted by DYG. Inc. has also picked
up changing public attitudes about heroic measures to
save life. DYG's annual SCAN survey, which identifies
and tracks social change, shows over the past four
vears a declining belief that human life is so sacred
that “anvthing and evervthing should be done to keep
individuals alive for as long as possible.” The view that
other circumstances must be taken into account has
increased from a minority of 48 percent (in 1988) to a
60 percent majoritv in 1991. There is an even larger
shift among Americans 60 vears of age and older
(from 40 percent to 64 percent) in the same period."’

Policy Implications
Given the widespread lack of understanding that an
aging population increases health care costs, combined
with people’s genuine concern about the elderly, this
particular topic is likely to have a “raw nerve” quality
for many vears. Research conducted for this study
suggests that sensitivity about this topic affects all
segments of the population, not just the elderly. This
sensitivity often leads to overreaction to even the
most modest recommendation to stem rising costs in
this area.

The sole exception to this general reluctance was
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the willingness of many of the elderly themselves to
talk openly about the misuse of technology in the last new technology is a major factor in driving up health
stages of life. Although the elderly often were care costs. Nearly six out of ten Americans (59 per-
extremely nervous, and in some cases even indignant,  cent) believe that “new medical technologies are driv-
during discussions about reducing or modifying their ing up health care costs by extending people’s lives
coverage, they were frequently far more willing to dis-  and causing larger hospital and medical bills.” Only a

cuss what type of care — and how much care — minority (39 percent) say that “the new medical tech-
would give them the best chance to complete their nologies are helping to save costs in health care. as
lives in comfort and dignity. they have in every other industry.”

WHAT'S THE ROLE OF TECHNOLOGY? Underlying Disagreement

Superficial Consensus But here again, the public's view is actually quite dif-
Although most people did not want to discuss the ferent from that of experts and leaders. Health care

cost implications of an aging society, they often were leaders, like the public, are concerned about the inap-
eager to talk about the cost of new medical technolo- propriate use of technology — defensive medicine,
gies. The Public Agenda/EBRI study indicates that unnecessary and unproven procedures, and so on.
people seem to agree with experts and leaders that But leaders also are concerned about the cost of the
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appropriate use of technology — the medical break-

throughs that unquestionably improve and save lives.
No humane society wants to deny such discoveries to
anyone who can benefit, but progress can mean new
COSts, sometimes enormous new costs.

Advances in fields such as oncology and cardiolo-
gy have added high-quality and productive years to
the lives of many patients, but these medical miracles
— provided to the thousands, sometimes millions. of
Americans who can benefit — create both immediate

and long-term costs to the country’s health care system.

A person who would have died quickly (and with
relatively low medical expenses) a few vears ago can
now be saved (often at great expense) only to live
longer and expose the system to additional bills dur-
ing subsequent illnesses. As Dr. Maurice McGregor

points out in a recent New England Journal of Medicine
study of technology. * The cost of the health svstem
increases in proportion to the success of each techno-
logical innovation.” "

The public. however, is oblivious to this issue and
focuses almost entirely on the misuse of technology.
Medical technology itself is widely admired. An
Albuquerque woman. for example, said. “I think the
new technologies are wonderful. Thev save a lot of
money and a lot of time. | am just sorrv they cost so
much.” An Atlanta man expressed another common
view: “If I get sick. I want to get to the lat- 1
est machine. right away.” *1 don’t understand it. You

Focus group respondents were quick
to point to instances where technology, have more older people. so
in their view, was misused. A Los
Angeles woman said, “ The best part is you should have to charge
the brain power and the research and the

universities. But that goes back to the less. It is supply and demand.”

worst part, which is that it doesn't go
through the pipeline smoothly for the betterment of
mankind. but gets chopped up by the monev-making
machine.” Many respondents, such as this Atlanta
woman, reported first-hand experience with what
they saw as the abuse of technology: “Mv brother
hurt his knee when he was plaving ball. and thev
wanted to put him in that machine where they look at
vour whole body. I think they force that stuff on vou.”

Policy Implications

The public’s views on technology have serious impli-
cations for health care policies, especially those deal-
ing with cost containment. The public's concern
about the misuse of technology is essentially an
extension of their overall concern — waste and greed
are the root of the problem. If waste and greed could
be eradicated. the public sees no real limit to the
upward trajectory of medical progress. And, in the
public's mind, the elimination of waste and greed
does not include elimination of technology or services
that benefit patients — or even offer a chance of bene- 17
fiting patients.

This perspective contrasts starkly with the view of
most leaders. Many leaders and experts have begun
to believe that society has to place some limits on
what can be made available. The real difference can



be summed up in one startling set of survey findings
from Louis Harris and Associates. While less than a
quarter of political leaders (23 percent) agree that
“health insurance should pay for any treatment which
will save lives, even if it costs one million dollars to
save a life.” more than seven out of ten (71 percent) of
the public endorses this statement.'* The public
seems 10 be saving, “As long as none of

“1f | get sick. | want to get the this million dollars is wasted. as long as

none of it is used to pay for sky-high

|atest machine, right away.” ] salaries or profits. then spend the money.
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It's a good cause.” These views make it dif-
ficult — if not impossible — to build support for cost-
containment proposals that will limit or even slow the
development of new medical technology.

FINDING A CURE:

THE PUBLIC'S PRESCRIPTION

Given their different diagnoses of the problem. it is
not surprising that leaders and the public would have
different prescriptions for curing the health care cri-
sis. Despite polling data suggesting increased support
for national health insurance, the public has not really
begun to wrestle with the implications of any solution
to the problems of the health care system. Though
people sometimes respond favorably to some leader-
ship proposals presented to them in surveys. they
also have, in the back of their minds, a solution of
their own — one that goes directly to the heart of
their diagnosis of the problem.

Focus groups conducted for this project suggest
that the public has its own idea about what should be
done to cut health care costs and provide wider cover-
age — an idea that is not much discussed by leader-
ship. Not surprisingly, the public's solution directly
follows its diagnosis: If greed is the problem. the solu-
tion is to control it. The Public Agenda/EBRI survey
found virtual unanimity (83 percent) on the proposi-
tion that “the most practical and realistic way to pro-
vide health care coverage for people who don't have it
now is to pay for it by cutting some of the waste, mal-
practice, high profits and salaries, or unnecessary
paperwork in our current system.”

When people were asked in focus groups how they
would solve virtually any problem in health care, they
invariably started from the premise that the solution

is to regulate costs and purge the system of waste and
fraud. Many focus group respondents were particularly
drawn to the idea of regulation and price controls. A
New York man, for example, said. “There should be
some regulation of the cost. It shouldn't cost $15 for
Tylenol.” A Dayton man had a similar idea: “You have
to control the costs for the doctors. You have to put a
cap on how much these doctors can get, and the same
for the drug companies. You have to put caps on it.”

These statements reflect a widespread belief that
health care costs are out of control, and that hospitals
and doctors have a monopoly on health care and can
charge almost any price they want. Most respondents
seemed unaware that there are any limitations what-
ever on the prices that hospitals and doctors can
charge. Many older respondents — particularly the
middle-class elderlv — were familiar with limitations
on what Medicare will pay, but they did not seem to
connect these caps with an attempt to control health
care COSts.

A number of focus group respondents called for
changing the management of the health care system
to bring a greater degree of accountability. A Dallas
man said. “There are no checks and balances, and
every hospital charges just whatever they want. The
federal government ought to take control.” An Atlanta
man echoed this sentiment: “I think we need some-
one to jump in and look at the efficiency of the svs-
tem. and see if vou can get those costs scaled down.
We don't mind paving, but we want to pay something
that is reasonable in terms of the services.” A Dayton
woman suggested another way to wrest control from
the health care professionals: “Get people like us to
run it. Let the public have a say in what can go up and
what can't go up; that way we could regulate it and
have some say in what costs what.” A man in the
same Dayton group voiced a similar conviction: “You
need to take it out of the hands of people who have a
vested interest, and put it into the hands of people
who care about people.”

Of course, many people also were aware of the
downside of their own solution. spontaneously point-
ing out oft-cited problems with excessive government
regulation. A Memphis man, for example, offered his
view: “Regulation — we are going to have to dig down
and go with regulation. But all of a sudden, we have
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another government agency we are going to have to
pay. so have vou really gained anvthing?>"

As people thought more about the difficulties of
regulating the health care industrv, they tended to
locate the root cause of the problem in the broader
failings of American culture: In other words, back to
greed and lack of values. A Dayton woman said.
“People will find ways around the regulation. You
would have to get down to the moral training of the
doctors themselves. That goes back to how vou raise
a child.” A man in the same focus group echoed this
theme: “The greed is everywhere, like in the auto
industry — with the executives taking their millions
.cross the top — to the stores, like Lazarus [Depart-
ment Store| here in Dayton, that got taken over, and

then they can't meet the debt. Our values are money.”

This last analysis suggests. of course, that the
health care problem is so deeply rooted that it is
unsolvable. at least in the short run. This leads people
to a glum pessimism — there is really nothing that
can be done at all. From the public's perspective,
there is either a simple solution (cut waste) or no
solution at all.

NATIONAL HEALTH INSURANCE:

THE DECEPTIVE CONSENSUS

What about national health insurance? Surveys have
consistently found high levels of public support for
this idea. Support for national health care rose above
60 percent in the early 1960s, just before the imple-
mentation of Medicare, then fell again. Support start-

ed to increase again in the mid-1980s, and has been
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steadily climbing since.” The Public Agenda/EBRI
arvey conducted in February, 1992 documented one

ot the highest levels of support for this concept ever

found. with 77 percent of the public favoring the

“implementation, by the United States government. of

some type of national health insurance.”

Survey results at this level tend to suggest that a
public consensus for national health insurance is
already in place. But survey questions sometimes
have a different meaning for the public than they do
for the researchers who write them or the clients who
pay for them. In the early 1980s, for example, scores

e questions measured public support for the

- Defense Initiative (S.D.I) missile system. a
mghly controversial program that the Reagan
Administration hoped to test and eventually imple-
ment. Most surveys showed strong public support for
the system, to the consternation of liberals and the
delight of conservatives. One study, however, asked
not whether people supported the system. but
whether the country already had such a svstem in
place.' Large majorities said that the system was
already operative. While opinion researchers were
asking about a system that did not exist (and accord-

.ny critics was technologically infeasible).

fitici ot the public was answering with reference to a
system that it believed was already in place.

Research conducted for this study suggests that
the debate on national health insurance may be simi-
larly flawed. When experts and leaders talk about
national health insurance, they usually mean a nation-
wide, universal system where government pays a
large percentage of the health care costs for all citi-
zens. There are different models of how this might
actually operate, but this basic description is widely
weented among leadership.

Different Definitions

The Public Agenda/EBRI survey, however, suggests
that this is not what most Americans have in mind
when they hear the phrase “national health insur-
ance.” Only 31 percent of Americans believe that
national health insurance will be a universal system
covering the majority of health care costs for every
citizen. Fifty-four percent think that national health
insurance will cover only some medical bills, or even

none at all. Fortv-one percent think that a national
health insurance system will still leave some citizens
without any health insurance at all. Even those who
say they support national health insurance do not
share the expert/leadership definition. Only 33 per-
cent of those who favor national health insurance
believe it will cover most or all health care expenses
for every citizen.
In focus groups in Albuquerque, Flint. Davton and
Memphis, moderators asked respondents in one-on-
one interviews what thev thought a political candidate
meant by the terms “national health care” or "national
health insurance.” Many respondents "
described something similar to the ¢ "“There are no checks and
Canadian health care system (“health
care for everyone, provided by the gov- { balances, and every hospital
ernment out of tax money").
But significant numbers did not define
“national health insurance” this way at all.
Some people thought national health

charges just whatever they

want. The federal govern-

insurance was some type of optional

insurance plan operated by the govern- ment ought to take control.”

ment in competition with private insur-
ance. Others thought it meant another kind of
government department. An Albuquerque man said.
“It sounds like a government agency, where they
spend a lot of money to find out what evervone
thinks. The government will go in and get a group of
people to find out if they can do something about
health insurance.” A Dayton man said. “I thought of
Gl insurance. I got into that years ago when [ was in
the Army. and I get good dividends on it. I think of
national health insurance as a government policy that
is optional, that people can buy into if they want.”

For other respondents, the phrase evoked an image
of universal insurance coverage, but not necessarily
involving government. A Dayton woman described
her reaction: “It means a more systematic health care
svstem — [ would like to see it — like Canada. It
might be government, or it might be like an HMO. |
was in an HMO for three vears, and I liked it.” An 21
Albuquerque woman saw it as some type of private
insurance venture: “National health insurance makes
me think of an insurance agency, private insurance.
There might be several different groups of agencies.”

For still others, national health insurance meant



“When | was up in Manitoba,

they had only one doctor for

the whole area. And when he

showed up in town, there

was a line all the way around

the block.”
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government coverage. but only for those who do not
have private health insurance. As one Flint woman
put it: “I think of it as insurance for people who don't
have it. funded by the government.” A Memphis man
said more wearily: “It usually means that I am going
to have to pay for someone else’s health insurance.”

Fear or Government
Others emphasized ideas usually connected
with national health insurance. but strenu-
ously resisted government involvement. In
Flint. one man said. "I think it means
evervone should have the same health
care. but I don't know who would fund it. [
wouldn't want to turn it over to the govern-
ment. They would screw it up.” Another
man added. “I am for national health care,
but I don't want the government involved.”
Despite its ambiguity, the phrase

“national health insurance” clearly evokes
a positive response. In the Public Agenda/EBRI sur-
vey, national health insurance is even favored by a
large majority (68 percent) of those who do not think
it will cover all citizens. and by an even larger majori-
ty (80 percent) who believe that it will cover only a
portion of a citizen's health care costs. In fact. “nation-
al health insurance” — whatever the term may mean
— is even favored bv 56 percent of those who think it
will mean lower quality in their own health care.

In other words. although support for national
health insurance is at consensus level, people do not
agree what a system like this would be like or what
the effects might be. Fifty percent believe that national
health insurance would decrease people's choice of
doctor. while the other 50 believe that they would
either have the same choice that they have now (41
percent) or even more (9 percent). Forty-eight per-
cent think national health insurance means people
would have to wait longer for tests, while 51 percent
think people would wait the same or less time.

There was also no real agreement about what such
a system would cost. Fifty-four percent say national
health insurance would save money by eliminating
paperwork and profits for doctors, drug companies,
lawyers and insurance companies. At the same time,
52 percent think national health insurance would

increase the amount they themselves pay for heaith
care in taxes. insurance premiums, and out-ot-pocket
health care costs.

When people are asked about specific plans tor
either national health insurance or universal
public/private insurance, they express deep reserva-
tions. As other researchers have noted, when
Canadian-style national health insurance systems are
explained in detail. people start to back off from their
initial support.”® Although many citizens are enthusi-
astic about the Canadian system, others spontaneous-
lv bring up objections — many expressing the beliet
that Canadian health care is inferior to that typically
available in the United States. One Flint man. for
example. had spent some time in Canada: “When
was up in Manitoba. they had only one doctor for the
whole area. And when he showed up in town. there
was a line all the way around the block.” A Chicago
man noted: “Heck. if anything really goes wrong with
them. they come over here.” And an Atlanta woman
asked: “Wasn't there something on the news the
other dav about how they are having problems with
that system too?”

In short, the high level of public approval in sur-
vevs does not mean that there is an authentic consen-
sus for any specific proposal to implement national
health insurance in the United States. Ultimately the
sentiment. * am in favor of national health insurance.”
can best be translated as "somebody needs to do
something about health care.”

PLAY-OR-PAY: NOT YET ON THE
PUBLIC’S MENU
There was not much more enthusiasm for other pro-
posals. In a number of focus groups. moderators
asked respondents specifically about “play-or-pay”
proposals — the idea all Americans would get health
insurance either from an employer (who has decided
to “play”) or from the government (financed by taxes
that non-complying employers would have to “pay”).
Most respondents had never heard of this idea.
and many regarded it with skepticism. A major con-
cern was that it might force small employers to go out
of business. A Philadelphia man predicted problems:
“ see where a lot of small businesses would have to
close their doors.” A Flint man, based on personal
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experience, raised the same concern: "You know
vhat is going happen? The emplover is going to lay
off people. I have a small business. If they tell me |
have to insure myself, I'd close the doors.”
Respondents were generally skeptical that a mixed
system of private and public health insurance could
provide universal coverage. Many people thought that
if government coverage were available to everyone who
did not have private insurance, many employers would
drop their private coverage plans and let their employ-
ees rely on public insurance. A Flint man predicted:
“Then it would become like welfare, and emplovers
ld say, ‘why should I provide coverage if people
-ving to get it anyway from the government>'"
I'or some leaders and experts. a key advantage of

play-or-pay over national health insurance is that it is

L 4

employver-based. not government-based. They see this
as an advantage because they believe the current sys-
tem has worked well for more than 80 percent of the
population, and they are highly skeptical that govern-
ment could do better.

For other experts and leaders, emplover control is
a disadvantage. They fear that such a system will
inevitably be filled with inequities: some employers
will be more willing to pay for (and more able to
afford) better insurance coverage than others. These
experts and leaders frequently believe strongly in equal
access for all citizens.

Respondents in the focus groups were not aware of
this debate. And. given their general lack of under-
standing of the health care system. many had difficul-
tv distinguishing between the two approaches, even

y B -
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with the help of a moderator who continually reviewed
and reiterated key points.

Drawbacks to Managed Care
Respondents also were unaware of another proposal
receiving wide discussion among leaders — expanded
use of managed care insurance plans. These plans
either require or encourage patients to use doctors
and hospitals that employers believe will provide the
best care at the best prices. Frequently, this means
that employees participate in HMOs or other “pre-
ferred provider” plans. There is often an attempt to
regulate or at least review patient access to specialists
or special care units.

The trend toward managed care is already well
underway, and experts and leaders are actively debat-

ing whether these plans do, in fact. hold down costs.
While respondents in the focus groups did not con-

nect the use of managed care — a term which they
did not understand and which moderators did not use
— with an attempt to control costs, they did have
opinions about its major features.

National surveys suggest that most Americ:ns

consider choice of doctor and hospital extremeiy impor-

tant, and the comments of most respondents in this
series of focus groups reiterated this point. A number
of respondents were members of HMOs. or had been
in the past. Some felt well-served by them, citing the
easy access, good care, lack of paperwork. and minimal
out-of-pocket costs. Other respondents had with-
drawn from HMOs — primarily over the choice issue.
A Baltimore woman said. “I used to be in an HMO. and

<
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it was fine until my son had a special problem. The
doctors there couldn't help me. so I had to get out.”
Many respondents described the importance of
being able to change doctors when they felt they
were not getting the expertise they sought. In nearly
every focus group, someone told a story about him-
self or an acquaintance who had to “shop” for the
right doctor — not to look for a better price — but to
find someone able to diagnose his illness correctly.
Despite the general discomfort with the idea of
having less choice, a number of respondents — based
on comments made in the focus groups — actually
<cemed to be in managed-care programs without
realizing it. And among respondents who were
in HMOs — or had been previously — virtually none
realized that an HMO is a cost containment device.

Policy Implications
At present, the public is not, in any real sense, partici-
pating in the debate over how to cure the nation's
health care ills. The high support for national health
insurance in surveys does not mean that there is a
consensus either for a Canadian-style insurance sys-
tem or for other approaches to providing universal
coverage. People do not understand the implications
«+se changes or the implications of continuing
with the status quo. In some sense, the political debate
has leaped far ahead of the public. Moreover, there is
some evidence that many Americans will resist giving
serious thought to any specific proposal — until they
have confronted the cost issue squarely and until
leaders address their concerns about waste and greed.

WHERE DO WE GO FROM HERE?

Research conducted for this study reveals the signifi-
cant differences between the way leaders and the
public think about health care. Leaders and the public
agree that cost and coverage are the main problems,
but they see different pictures. Both groups are con-
cerned about waste and greed in health care, but the
public is so angered by the problem that it often
refuses to confront other explanations for rising costs
— aging and technology — and resists thinking seri-
ously about specific solutions. For the public, waste in
health care is almost an idée fixe. If leaders dismiss —
Or appear to dismiss — this concern, the public is not

likely to listen carefully. In addition. if leaders and
experts leap forward to debate solutions — without
real public understanding or participation — they are
sure to encounter resistance.

Thus, leaders must deal with the waste issue head
on. It will not be enough just to hear the public’s con-
cerns. Leadership will also have to take highly visible
steps to address those concerns. There are literally
hundreds of proposals designed to limit waste (includ-
ing malpractice reform, establishing more rigorous
controls on duplication of expensive tech-
nology, and so on). Until the public’'s
concern gets a complete airing, it seems
unlikely that the public will give much
support to proposals that ask them either

“I am for national heaith
care, but | don't want the
to pay more or make changes in their government involved.”
own health care expectations.
Some leaders may be tempted to see the public's
preoccupation with waste and greed and their conse-

quent disinterest in other problems as sheer obstina-
cy or selfishness — the desire to find an easy,

painless, cost-free answer. But some comments from
our focus groups suggest that the public's current
thinking is not entirely selfish or unprincipled. As one
New York man commented when asked about the
high cost of saving the life of a severely premature
infant: “You are asking me to save money by watch-
ing some premature infant die when he has a chance
of being saved, while you still are wasting the kind of
money we are throwing away. No way."

Finally, leaders should not expect quick solutions.
Public attitudes toward health care have taken a long
time to evolve to their present position. In many ways,
the public’s views are an accurate reflection of what
leadership has explicitly or implicitly told them in the
past decades. Leaders can easily become frustrated
when the public does not immediately respond to the
newest set of signals, but it is much more realistic to
remember that change in deep-seated values will
come only gradually.

Most of the health care reforms now being debat-
ed by leadership cannot possibly succeed without a
substantial level of public understanding and support.
Until the public’s mindset and preoccupations are
taken seriously — and responded to — these reforms
will come slowly if at all.
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If Americans continue to

believe that the high cost of

GRINGING THE PUBLIC TO THE TABLE ON HEALTH CARE AEFORM

iving citizens a basic understanding of what is at

issue in the health care debate is a prerequisite to

thoughtful. realistic debate. If people do not
understand the staggering cost of health care to the
country as a whole. if they continue to worry exclu-
sively about their own out-of-pocket costs, and if they
do not understand who is covered and who is not,
their views on how to reform the system
will be impractical and possibly counter-
productive. If Americans continue to
believe that the high cost of health care is
solelv a reflection of greed and waste in the

health care is solely a reflec- system, they will cling to easy, unworkable

tion of greed and waste in the

system, they will cling to

easy, unworkable answers.
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answers about how to reform it.

If thev do not confront the cost of the
indisputable benefits that modern
medicine provides — longer life, better
diagnoses, improved cures, and faster
recovery times — wishful thinking will

predominate. Citizens who believe this
country's health care system can provide everything
to everyone without any change whatsoever in their
current personal health arrangements and expecta-
tions are certain to be disappointed.

Thus. to join the health care debate as full part-
ners, Americans must understand the system more
fullv. Thev must think through the implications both
of changing the system and leaving it as it is. During
focus groups conducted for this study, Public Agenda
had the opportunity to offer citizens a healthy dose of
realism about the country’s health care crisis. Many
respondents struggled with new facts and informa-
tion, and many initially denied the troubling dilem-
mas the health care crisis presents. But eventually
most began to understand; they became engaged:
they coped with disquieting questions about fairness
and priorities, about what the nation can afford and
what increased costs and inconveniences they them-
selves were willing to accept. Americans can partici-
pate in this debate — if efforts are made to explain
the situation clearly and to lay out the choices fairly.

The jargon, technicalities, intricacies, and ethical
quandaries of the health care issue are daunting,
even to highly motivated and well-educated citizens.
It is unlikely that many citizens will ever fully under-
stand many of the terms and concepts commonly

used by experts and leaders in their own debates.
But translation is possible. Moreover. including the
public in the debate is essential if the country is to
build a health care system that is affordable and
meets the reasonable expectations and ethical princi-
ples of most Americans.

CONDITION CRITICAL

In an effort to bring the American public into the health
care debate, Public Agenda has created prototype
public discussion materials with funding from the
Robert Wood Johnson Foundation and Baxter Inter-
national. Developed initially for distribution in con-
junction with “"CONDITION CRITICAL: The American
Health Care Forum,” a national public television spe-
cial produced by WGBH-TV in Boston and airing in
spring 1992, these materials will be used throughout
1992 and 1993 by TV stations, newspapers, and com-
munity and educational organizations nationwide.

Designed specifically to address the
misconceptions and gaps in knowl-
edge identified in this study, the
Public Agenda materials explain what
The American  health care in America really costs.

Health Care  who pays for it, who is insured and

Fosup who is not, why costs are rising, and
other basic attributes of the American system. The
materials also outline three leading proposals for
reforming the system — both to broaden coverage
and control costs. The chief arguments for and
against each proposal are clearly described.

Initially, the Public Agenda campaigns, also called
CONDITION CRITICAL. will originate in California,
Georgia, and New Jersey. California Health Decisions,
a non-partisan citizen education group, is hosting
more than 1,000 community meetings throughout
spring and summer 1992, leading up to a series of
health care “parliaments” in the fall — all planned to
educate citizens about the issues and solicit their
informed responses to possible solutions. The
Sacramento Bee with KOVR-TV (ABC) and KVIE
(PBS); The Orange County Register, and The Daily
News in Los Angeles will feature intensive coverage of
the health care issue, including use of Public Agenda
materials, to augment the effort.

Public Agenda also is working with Georgia Health
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Decisions and that state's TV stations and newspa-
pers to conduct an unprecedented citizen information
campaign in spring 1992. The Atlanta Constitution and
WSB-TV (ABC): The Savannah Morming News and
Evening Press and WTOC (CBS); The Augusta
Chronicle Herald and WRDW (CBS); The Macon
Telegraph and WMAZ (CBS); The Albany Herald and
WALB (NBC): and WTVM (NBC) in Columbus have
formed an unusual coalition to bring the CONDI-
TION CRITICAL campaign to Georgia's citizens.
Following the media campaign, Georgia Health
Decisions is hosting small group discussions
throughout the state and sponsoring a survey of
‘clans’ values about health care.

Finally, New Jersey's Citizens Committee for
Bio-Medical Ethics also is sponsoring a two-year
CONDITION CRITICAL effort. Following this initial
round of campaigns, Public Agenda will offer the
project to communities nationwide.

In fall 1992, the National Issues Forums, a national
consortium of educational and community organiza-
tions that regularly sponsor citizen discussions on
important public issues, will join with Public Agenda
to generate debate in more than 1,000 communities
nationwide. The NIF effort will give tens of thousands
of citizens the opportunity to debate health care
choices, using a discussion guide prepared bv Public

_v,‘?
3

Agenda specifically for use in these meetings.

3
H
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“A Perception Gap.” Health Management Quarterly
(XIII: 3. Third Quarter, 1991, pp. 11-14). Daniel
Yankelovich and John Immerwahr. This HMQ article
is a preliminary report on the research described in
this study. The volume focuses on the public debate
on health care and includes articles by Humphrey
Taylor (of Louis Harris and Associates) and Dr. Uwe
Reinhardt on Americans’ values regarding health
care, and by Newton Minow and Fred Cate on the
media’s role in the health care debate.

CONDITION CRITICAL Information Kit. The Public
Agenda Foundation. This kit describes — and
includes sample materials from — Public Agenda's
two-year citizen education project on health care that
will be conducted throughout 1992 and 1993. Sample
materials include newspaper print ads and a special
supplement outlining three alternative proposals for
reforming the American health care system.
Materials in the kit describe how local media, com-
munity and educational organizations, and business
can participate in these citizen education efforts.

Crosstalk: The Public, The Experts, and Competitiveness.
A Research Report from the Business-Higher
Education Forum and the Public Agenda Foundation.
John Immerwahr, Jean Johnson. and Adam Kernan-
Schloss. This report describes a gap — similar to that
outlined in this study — between the way leaders and
the public view the issue of U.S. economic competi-
tiveness and the associated crisis in education and
work force training. 1991. 24pp.

RELATED PUBLICATIONS AND: MATERIALS

The Health Care Crisis: Containing Costs, Expanding
Coverage. Prepared by the Public Agenda Foundation
for the National Issues Forums. Keith Melville. A citi-
zen's guide to three alternative proposals for reform-
ing the American health care system. Written for the
general reader, the guide discusses pro and con argu-
ments for a national health care system, the “play-or-
pay” approach. and a modification of our current
health care system designed to expand coverage and
contain costs. McGraw-Hill Inc. 1992. 48pp.

Health Care for the Elderly: Moral Dilemmas, Mortal
Choices. Prepared by the Public Agenda Foundation
for the National Issues Forums. Keith Melville. A citi-
zen's guide to some of the difficult choices our society
faces regarding health care for the elderly. Written
for a lay audience, this guide outlines arguments for
and against three different approaches to this issue.
Kendall/Hunt Publishing Company, 1988. 48pp.

For information about obtaining copies of these publica-
tions and materials, please contact the Public Agenda
Foundation, 6 East 39th Street, New York, NY 10016.
Tel: 212-686-6610 Fax: 212-889-3461
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January 17, 1992

THE MITCHELL HEALTHAMERICA ACT:
A BAIT AND SWITCH FOR AMERICAN WORKERS

INTRODUCTION

Among the most prominent in an array of health eare reform measures now
pending in Congress is S. 1227, the “HealthAmerica: Affordable Health Care for
All Americans Act.” The bill’s prominence derives mainly from its sponsorship
by George Mitchell, the Maine Democrat who is Senate Majority Leader.

The 349-page bill also is the most recent and comprehensive version of what is
called the “play or pay” approach to health care reform. In this, the federal govern-
ment would require employers either to “play” by covering their employees (and
employee dependents) with at least a specified minimum level of health insurance
or to “pay” a payroll tax to fund an expanded Medicaid-type program to cover
their workers and dependents. The only employer exempt from this system would
be the federal government. Buried in the bill is a provision that congressmen and
their staffs, like other federal workers and retirees, would continue to enjoy a
wide choice of private health plans. ! The payroll tax would be set as a percentage
of total wages paid to employees. The new government program created by
S.1227 would be called “Americare.” Co-sponsors of Mitchell’s bill include
Senators Edward Kennedy of Massachusetts and Jay Rockefeller of West Vir-
ginia, both Democrats.

High Costs, Adverse Incentives. While S. 1227 is a sincere attempt by
Mitchell and others to address the problems of America’s health care system, the
sponsors apparently have not calculated the high costs and adverse incentives
their bill would create for employers, consumers, health care providers, taxpayers,
and government officials. According to an Urban Institute study released last
week, the Mitchell plan would cost employers nearly $30 billion per year more in

1 See Title I, Section 2713(3)(ii) of the bill.

Note: Nothing written here is to be construed as necessarily reflecting the views of The Heritage Foundation or as an
attempt to aid or hinder the passage of any bill before Congress.



insurance costs than they pay today, and would cost $36 billion more in taxes

than the legislation estimates for the public program to break even. Over 50 mil-
lion Americans would be shifted from company-provided health plans into the ex-
panded Medicaid-type public program, including over one-third of all currently in-
sured workers.

Among the specific shortcomings of the bill:

¢ ¢ A large number of employers could cut their cost of providing health
benefits and avoid the red tape associated with company-based health plans simp-
ly by dropping their current private health insurance and paying the tax to enroHl
their workers in Americare. Consequently, many middle class Americans would
lose their current generous coverage and be forced into an expanded Medicaid-
type program, consigning them to a “one size fits all” level of coverage and
quality of care. The Urban Institute estimates that 51.7 million Americans would
lose their employer-provided insurance in this way. Over one-third of workers
now covered by company plans would be forced into the public program. This is,
moreover, almost surely an underestimate. Since employers that continued to
offer insurance could be fined heavily by the federal government or sued by
prospective employees if there were claims that the employer deliberately was not
hiring individuals with family medical problems, many firms would opt to pay
the tax to avoid the threat of litigation.

¢ ¢ The new employer tax payments and premium payments by families would
fall far short of covering the actual expenses of the new program, leaving large
deficits to be financed by taxpayers. The Urban Institute estimates that the plan’s
costs would outstrip income by $36.4 billion annually. This means that payroll or
other taxes would have to rise, destroying jobs, or that benefits in Americare
would have to be cut.

¢ ¢ The employer mandate provisions would do nothing to control escalating
health care costs. Mitchell apparently realizes this because his bill would create a
massive, non-market, central planning bureaucracy to limit expenditures, control
prices, and restrict capital investment for the entire U.S. health care system, in-
cluding the privately insured sector. This is effectively the same structure used in
the nationalized medical systems of Britain, Canada, and other countries that ra-
tion and deny medical treatments to cut costs. Mitchell’s proposed central plan-
ning structure would create a shortage of medical services in the face of growing
demand, and would limit or delay the adoption of new health technologies.
Health care providers under such a system would have no incentive to improve or
even maintain quality, or to innovate and develop new medical advances. Instead,
providers of health care would have an incentive to do only the minimum re-
quired.

2 Sheila Zedlewski, Gregory Acs, Laura Wheaton and Colin Winterbottom, Pay or Play Employer Mandates:
Effects on Insurance Coverage and Costs (unpublished paper for the U.S. Department of Labor, Washington,
D.C.: The Urban Institute, January 8, 1992).



The play or pay approach enshrined in the Mitchell bill would give the average
currently insured worker and family a lower standard and quality of care, in a sys-
tem of gradually deteriorating facilities and increasingly outmoded technology.
Significantly, lawmakers have made sure that they would not be in the system
they want to create. The Mitchell bill exempts Capitol Hill staffers and other
federal workers and retirees from the health system that would apply to all other
Americans.

Even those Americans who are uninsured today most likely would be worse off
under the bill, though its primary purpose is to help them. Many would lose their
jobs as employers cut payrolls in response to the high costs of expanded coverage
mandated by the government. Many other workers would see their paychecks
shrink as employers offset the new tax or insurance costs by cutting workers’ cash
wages. Past experience makes such responses by employers a near certainty.

No Compromise. The Mitchell bill is a poorly aimed reform effort. The
proposal in no sense is a compromise, as its sponsors claim, between the current
American system and government-run national health care. Rather, the system
created by the Mitchell bill quickly would collapse into a full-scale, government-
run system, with continuous budget problems and lower-quality care for most
Americans. In short, the Mitchell bill is a classic example of bait and switch.

To be sure, America’s health care system has serious flaws. But instead of
trying to force employers to operate or pay for a national health care system, what
is needed are reforms to establish a consumer-choice health care system in which
the tax treatment of health spending is changed to permit families to choose their
own health plan and in which government assistance to buy health care is targeted
to the needy. Such a consumer-choice system would create powerful market in-
centives to control costs while increasing incentives on physicians and hospitals
to deliver the highest quality medical care in the world.

HOW PLAY OR PAY IS SUPPOSED TO WORK

The Mitchell play or pay bill would require all employers either to purchase
specified private health coverage for each of their employees and their families or
to pay a new payroll tax to fund an expanded Medicaid program, renamed
Americare, that would give such coverage. The federal government and its
employees would be exempt from these requirements. Federal workers are
covered by a system known as the Federal Employee Health Benefits Program,
which allows them to choose between dozens of private health plans.

If employers chose to “play” by insuring their workers, the coverage they
would be required to give includes specified services and sets limits on how much
workers can be charged for the cost of their health insurance and medical care. In
addition, new obligations and restrictions would be imposed on employers and in-
surance companies, including their hiring practices.




Among the Mitchell bill’s key provisions:

1) Required Coverage.

Insurance plans provided by employers would have to contain unlimited
coverage for inpatient and outpatient hospital care; inpatient and outpatient
physician services, including dentist, optometrist, podiatrist, and chiropractor ser-
vices; and diagnostic tests. Plans would have to cover prenatal and well-baby
care, as well as preventive services—defined to include well-child care, pap
smears, and mammograms. The plans would need to pay for at least 45 days per
year of hospitalization treatment for mental disorders and for at least twenty visits
per year for outpatient psychotherapy and counseling. States would not be per-
mitted under the bill to raise the minimum level of coverage offered by employers
above the level established by these federal mandates.

2) Cost-Sharing Limits.

Health insurance plans would not be allowed to impose annual deductibles on
employees of more than $250 or one percent of their wages, whichever is greater,
for individual coverage or $500 (or two percent of wages) for family coverage.
This maximum deductible would be increased each year at the rate at which the
Consumer Price Index rises. The payment for required services, which is the per-
centage of each charge that would be paid directly by the patient, in general could
be no greater than 20 percent of that charge, except for mental health care where a
co-payment of up to 50 percent would be allowed. The plans would have to in-
clude an annual limit on the total of deductible and co-payment fees payable by
an employee. This would have to be no more than $3,000 (indexed each year to
consumer prices) or 10 percent of the employee’s wages, whichever is greater.

3) Premiums.

Full-time employees, defined as those working 25 hours per week or more,
could be required to pay up to 20 percent of the premiums for the mandated
coverage under company-provided plans. Part-time employees, defined as those
working less than 17.5 hours per week, could be required to pay up to 50 percent
of the insurance premiums. Employees working between 17.5 and 25 hours per
week, defined as less than full-time workers, could be required to pay between 20
percent and 50 percent of premiums on a sliding scale, depending on the average
hours worked per week.

4) Insurer Regulations.

The mandated coverage could be provided through traditional insurance, a
managed care program, such as a Health Maintenance Organization (HMO), or a
Preferred Provider Organization (PPO). Individuals covered by an HMO or PPO
normally pay a fixed monthly charge and are not billed for care from physicians
or hospitals in the plan, although they can be charged all or part of the bill if they
receive treatment from a provider not approved by the plan. Insurers would be
prohibited from excluding or limiting coverage for any individual on the basis of



a pre-existing medical condition. This means that if an individual has been
treated, say, for cancer in the past few months, or suffered from a chronic com-
plaint such as diabetes, the insurer could not deny or limit coverage.

5) Anti-Discrimination.

Employers would be prohibited from discriminating in their hiring against
workers because the workers are in poor health or have family members in poor
health. For any failure to comply with this nondiscrimination requirement, the
employer would be liable for all damages to the employee (that is, the cost of his
or her treatment) and for a civil penalty of up to 15 percent of the employer’s total
wage payments for all employees for the year.

HOW THE AMERICARE PROGRAM WOULD WORK

The Mitchell bill would require those employers who choose not to provide the
specified minimum private insurance described above to pay a new payroll tax.
This tax revenue would go into the Americare program, which would give health
insurance coverage to the employer’s employees. The tax rate on employers who
choose to “pay,” not “play” is set in the bill as a percentage of wages. The percent-
age would be based on the cost of financing the Americare program. Sponsors es-
timate that the initial tax rate would have to be set at about 7 percent of wages.

Workers covered by Americare, in general, would pay 20 percent of the cost of
their coverage. All workers with family income below the poverty threshold
(about $14,000 for a family of four), however, would be exempt from paying
premiums. The premium paid by families above the poverty threshold would rise
according to income up to 20 percent of coverage costs for workers with family
incomes between 100 percent and 200 percent of the poverty threshold. In no
case, however, would these workers have to pay more than 3 percent of family in-
come in annual premiums. Part-time workers would pay no more than 10 percent
of the cost of their coverage.

Americare Benefits. Americare would supply virtually the same benefits as
would be required for the private insurance, with the same deductible and co-pay-
ment provisions.” Workers and their dependents with family incomes below the
poverty threshold would be exempt from the deductible and co-payment charges,
with the full deductible and co-payment fees phased in gradually for those with
family incomes between 110 percent and 200 percent of poverty.

3 The one difference is that Americare would provide children under 21 with "early and periodic screening,
diagnosis and treatment," which includes regular physical check-ups and eye, dental, and hearing examinations,
and any treatment that is found necessary as a result of such check-ups and examinations that may not otherwise
be covered under the program. Families with private coverage could purchase such additional benefits from their
private insurer, or could purchase such coverage from Americare by paying a premium to be set to cover the cost
of those services.



Workers and their dependents with family incomes below the poverty
threshold, or those who otherwise qualify for Medicaid, would receive through
Americare any additional benefits included in the Medicaid plan of the state in
which the family resides, except for care in a mental hospital, nursing facility, or
hospice, or home health care. A state could add benefits to Americare for its resi-
dents, but would have to finance these benefits entirely out of state revenues.

Provider Reimbursement. The Medicare program for the elderly includes a
schedule of fees for doctors and hospitals treating Medicare beneficiaries. These
payment rates and reimbursement policies would apply to the services provided
under Americare. This means Americare would pay physicians according to the
controversial new relative value scale (RVS) system currently being introduced
into Medicare.* A state could choose to use its existing Medicaid payment rates
and policies for the first six years after the legislation takes effect, but it would
have to adopt the Medicare payment system by the seventh year.

Americare, therefore, would expand Medicaid dramatically, making it available
to all working-age families, paying the full medical costs for all workers and de-
pendents below the poverty line and charging a sliding-scale premium for other
workers. Besides the taxes and premiums paid into Americare by employers and
workers without private coverage, the program’s remaining expenses would be
financed jointly by the federal and state governments according to the existing
Medicaid formula.

Financing. Since the bill would not require the program’s taxes and premiums
to be sufficient to finance Americare coverage, even for workers who are not
poor, the program’s budget will dip deeply into federal and state general
revenues. Last week’s Urban Institute study estimates that Americare will cost
$64 billion more each year than the revenue from its premiums and payroll tax, as-
suming a 7 percent tax. Current public programs for the non-institutionalized non-
elderly cost $28 billion, leaving a shortfall of $36.4 billion to be raised from
Americans through additional new taxes.

SPECIAL SMALL BUSINESS PROVISIONS

The sponsors of S. 1227 realize that their bill’s mandates would impose a
heavy burden on small businesses, which find it difficult to afford health in-
surance. They would be hard hit by a hike in payroll taxes. Included in the legisla-
tion therefore are special provisions for small businesses designed to ease those
burdens.

4 See Robert E. Moffit, Ph.D., "Comparable Worth for Doctors: A Severe Case of Government Malpractice,”
Heritage Foundation Backgrounder No. 855, September 23, 1991.
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First, the requirement to purchase the specified private insurance or pay new
payroll taxes into Americare would not apply to firms with 25 to 100 workers
until four years after passage of the act.

Second, such employers would continue to be exempt if the number of unin-
sured workers employed by them declined by 75 percent within the first four
years. For firms with fewer than 25 workers, the initial exemption period would
last five years.

Third, a complex and restricted tax credit would be allowed for the health in-
surance expenses of very small employers. This credit could be applied against -
the firm’s taxes and would be equal to 25 percent of annual insurance expenses
up to $3,000 for each employee paid $15,000 per year or less. The credit would
be phased out for workers making between $15,000 and $20,000 per year and
would not be available to offset the cost of insurance for workers earning above
$20,000. These phase-out levels would be indexed to increases in average wages
over time. The credit would apply to firms with 40 or fewer workers, and phased
out proportionally for firms with up to 60 workers. Even more confusing, the
credit would be reduced proportionally to the extent that the employer’s profits
exceeded its annual health insurance costs, with the credit phased out completely
when profits equaled three times such costs.

The bill also would allow self-employed workers to deduct from their personal
income tax the full cost of health insurance meeting the minimum requirements.

Cost Control Regulations. In an attempt to constrain America’s rapidly rising
health costs, the bill would establish a Federal-Health Expenditure Board. The
eleven members of the Board would be appointed by the President, with the
Senate’s approval, and represent the public as well as health care providers and
corporate purchasers of health care. This Board would set goals or target limits
for the total amount of health care spending in the United States each year. The
Board would set separate targets for spending on hospital services, physician ser-
vices, laboratory services, pharmaceutical products, and other health services, as
well as separate limits for health spending in each state. The Board also would set
similar goals for the quality and availability of health care.

The Board would arbitrate between representatives of health care providers and
purchasers. The aim would be for the Board to negotiate the terms and conditions
of health care payments and delivery throughout America. It could seek, for ex-
ample, to establish uniform payment rates for medical services, minimum stand-
ards for the quantity and availability of services, and a national plan for capital in-
vestments in new technologies and facilities.

S Eligible employers could take this tax credit in addition to the regular deduction for employee wages and
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benefits (including health insurance) from corporate taxable income.

The bill also includes several provisions seeking to expand access to the private insurance market for small
employers, such as requiring guaranteed issue and guaranteed renewability of policies to all small employers on
the same terms as for others, regardless of the health status of the employer’s workers. These provisions should
be rejected on their own merits apart from the rest of the bill.



According to the Mitchell bill, the Board’s negotiations would aim at assuring
that its expenditure goals are met. Meetings of representatives from each major
health care sector (such as hospital services and physician services) would be con-
vened in each geographic area. These representatives, who would bargain on be-
half of the consumer and provider interest groups, would be chosen by special
petitions or elections or would be selected by the Board.

Based on Medicare. The payment system negotiated in detail in this way
would be based on the Medicare payment system. If a majority of the negotiators
for each side agreed on payment rates that the Board determined would achieve
its predetermined expenditure targets or other goals, it would issue regulations en-
forcing the agreement. Those regulations would be legally binding on the
providers and purchasers represented by the negotiators. If the negotiators failed
to reach an agreement satisfactory to the Board, it could issue advisory regula-
tions suggesting, but not mandating, maximum payment rates or other restric-
tions.

The Board also would establish a system of uniform billing by physicians and
hospitals, as well as a uniform system of supplying information to purchasers. In
addition, the Board would develop and introduce a system to measure the effec-
tiveness of health care services.

Each state would be required to establish a consortium of all but the largest in-
surers in the state, to handle claims processing and payment for these insurers.
The objective is to cut the supposedly high overhead costs associated with a large
number of small competing insurers. Health care providers, large insurers, and
corporate purchasers of health services also could join the consortium, and the
federal Board could allow the consortium to conduct negotiations for the terms
and conditions of health care within the state. To do so, these consortia would be
given an explicit exemption from the antitrust laws.

A Quality Improvement Board would be established in each state to adopt
guidelines for appropriate medical practices, recommend quality improvement,
and develop measures of health care performance and outcomes. The Board then
would certify certain health care providers in the state as outstanding providers
based on their compliance with the Board’s guidelines and recommendations. In-
surers would be prohibited from denying payment for any services performed or
ordered by a certified outstanding provider unless the service in question is not
covered by the policy. '

MEDICAID FOR THE MIDDLE CLASS

The proponents of the play or pay approach at one time argued that it had the
virtue of simplicity. It would simply extend the current employer-based system
while giving employers a straightforward choice—provide coverage or pay a tax
so that the government could provide coverage. But as the 349-page Mitchell bill
indicates, setting up such a system is far from simple. Worse, the legislation
would not work as advertised.

Among the problems with Mitchell’s pay or play:




Millions of Americans would be dumped into the public program.

S. 1227 purports to allow a choice between private insurance and the public
Americare program. In reality, however, it would lead to millions of workers
being dumped into the public Americare program, including those who now have
employer-provided insurance. This is because the proposed legislation would give
most employers the incentive to pay the new Americare payroll tax and drop the
private insurance they now give their workers.

It is not hard to understand why dumping would be widespread. The current na-
tional average cost of employer-sponsored health insurance for workers with fami-
ly coverage is about $300 per month, or $3,600 per year. The minimum health in-
surance package mandated by S. 1277 is more generous than typical company-
provided plans, and so would cost at least as much as the current cost of an
average plan. The 7 percent payroll tax rate for Americare would cost the
employers less than the insurance premiums now do for employees earning less
than $51,000 per year.7The average taxable wage in the U.S. work force is now
about $25,000 per year.” Thus, the great majority of companies have average per
émployee payrolls of less than $51,000 per year and would save money by drop-
ping their current private coverage, dumping their workers into Americare, and
paying the payroll tax instead.

If the Americare tax were set at a high enough level to cover true costs, and if
Americare coverage were to be comparable to average plans in the private sector,
the cost of Americare for employers with workers making the average wage
would be roughly the same as the cost for private insurance. Since Americare is
financed by the same percentage tax rate applied to all covered payrolls, however,
the tax cost of Americare would decline proportionally for employers with
workers earning below average wages, while the cost of mandated private in-
surance would be at about the same level. As a result, there would be a greater in-
centive for firms employing lower-paid workers to shift them into the public plan
—while the payroll tax revenue to finance their coverage would tend to be well
below the actual cost of services.

7 For an employer with an average per employee payroll of $51,000 per year, the cost of Americare would be 7
percent of $51,000, or $3,570 per employee. This per employee cost would fall proportionally for average per
employee payrolls below $51,000 per year. The cost of the private insurance at an average employee contribution
of $300 per month would be $3,600 per year for all employees. Consequently, the cost of Americare would be
less for all employers with average per employee payrolls of less than $51,000 per year. The small business tax
credit would not change this as it is phased out at lower income levels where the Americare tax would still be
less than the private insurance premiums even with the credit. At $15,000 in wages, where the tax credit begins
phasing out, the 7 percent Americare tax would cost $1,050 per year. But $300 per month for the private
insurance with a 25 percent credit would still cost $2,700 per year. While the legislation specifies that the tax -
rate should be set so that at least one-third of the uninsured would be covered by private insurance, this is
unlikely to occur unless the tax rate is raised sharply from its currently proposed 7 percent. More likely, the
one-third requirement for private coverage will be dropped.

8 S. 1227 would use the same definition of taxable wages as Social Security without any maximum taxable income
cap.



Opting for Public System. If the Americare tax rate is set far below the true
cost, however, then far more employers would opt for the public system. At 7 per-
cent, the Americare tax rate would be far below the true cost of either private or
public coverage. The average private premium of about $3,600 per year per
employee, which reflects true costs, amounts to about 14 percent for an employee
earning the national average wage of $25,000. This is consistent with estimates
that corporate health care currently costs about 14 percent of payroll for covered
employees.

Thus, all employers with average per employee payrolls of less than twice the
national average wage would save money by dumping their workers into
Americare.

For the Americare tax to be equal to the average cost of health insurance for
workers with average earnings, the tax rate would need to be increased from 7 per-
cent to 14 percent. Even at this higher tax rate, employers still would save money
by dumping workers with below average wages into Americare.

Last week’s Urban Institute study estimates the effects of such incentives using
a sophisticated simulation model incorporating data on employers’ health in-
surance premiums as well as population and payroll data. The study assesses a
play or pay plan like that in the Mitchell bill, assuming a 7 percent payroll tax for
employers choosing the “pay” option.

Huge Additional Costs. According to the Urban Institute, Americare would
end up covering 52 percent of all Americans under age 65, or some 111,900,000
individuals. The Urban Institute study projects that 51.7 million workers and their
dependents now covered by an employer-sponsored plan would be shifted into
the public plan. The study finds that 81.5 percent of all the employees of small
firms (less than 25
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than they currently spend on health insurance, an average increase of 23 percent.
For small firms, the cost would be an average rise of 71 percent.

Despite these increases in costs, the Urban Institute study confirms that a 7 per-
cent tax, combined with the schedule of premiums for Americare, would not
cover the cost of the program. The shortfall, which would need to be covered by
taxes beyond the new payroll tax, would be an estimated $36.4 billion each year.

Endless litigation would increase dumping.

Other factors too would prompt employers to abandon the private insurance
coverage they now give their workers, even if the costs were roughly equivalent.
These factors would increase the size of the public program beyond the Urban
Institute’s projections.

The most important of these factors is that by shifting their workers to
Americare, employers would avoid the threat of being slapped with lawsuits alleg-
ing discrimination against existing employees who posed potentially high medical
costs. If a worker or job applicant in poor health or with a large family (which
thus costs more to insure) or is elderly were discharged or denied a job, he or she
could sue the employer under the anti-discrimination provisions of S. 1227 and
collect damages, including health care costs and possible stiff fines.

Just as under civil rights legislation, the pattern of hiring of every firm would
come under scrutiny. If a company’s work force were in general younger or more -
healthy than the population in the area, and it had chosen to provide its workers
with health insurance, the firm could find itself embroiled in lawsuits alleging dis-
crimination. Employers could avoid this costly quagmire of lawsuits, of course,
simply by dropping private coverage and dumping their workers into Americare.

If employers paying the payroll tax lobbied Congress successfully to prevent -
the Americare tax rate from increasing in future years, and thus hold down their
health care costs while the cost of private coverage increased, there would be a
steady increase in the number of employers choosing the Americare option. As a
result, the difference between the Americare tax and the true cost of the coverage
would increase and require larger infusions of general tax revenues.

Thus under S. 1227, the majority of non-elderly Americans would be forced
into the public Americare system, which essentially would become a massive
Medicaid program. The broad middle class consequently would lose its current
private insurance coverage and be consigned to a government-directed system
with Medicaid levels of coverage and quality.

CONTROLLING COSTS BY DESTROYING QUALITY

In testimony before the House Budget Committee last July 24, Mitchell iden-
tified what was rapidly driving up the costs of American health care. He said:

Many years ago, not by any grand plan or design to meet what
was, in fact, an unmet need in our society, we began a process
which has resulted in the separation of payment for health care
from the receipt of health care services. That has met, to some
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degree, what was an unmet need; but it has, at the same time,
created over-utilization and a problem of attitude with respect to
the quantity of health care.

What Mitchell meant was that because so-called “third parties”—companies or
the government—usually pay the bills, the payment for health care is not a direct
concern of the consumer. Consequently, the consumer will demand ever more
health care with little or no regard for expense. With the consumer unconcerned
about costs, the physician or hospital is not concerned either. The result: rapidly
escalating costs.

In this arrangement, providers of health care have little incentive to become
more efficient. Indeed, efficient or productive providers actually are penalized
with decreased income because value-for-money does not attract customers if
those customers are unconcerned about the bill. Conversely, those providers who
dispense more services regardless of their actual benefit, or charge higher prices,
are rewarded with increased incomes.

Reversing Backward Incentives. The key to health care reform lies in revers-
ing these backward incentives. But this will happen only when the consumers
who demand health care also pay directly for medical services and insurance.

Although Mitchell apparently recognizes the problem, his proposed Health-
America Act does nothing to address the separation of payment for health care
from the receipt of services. To the contrary, the bill would extend and perpetuate
the relationship at the root of the health care problem. Indeed, the third-party pay-
ment system would be further entrenched as a result of the bill’s coverage man-
dates.

The employers who now finance most private third-party coverage, moreover,
would lose most of whatever incentives and powers they now have to control
costs. Many employers would abandon their current efforts to control costs and
simply turn over their employees to the public program. Those choosing to con-
tinue coverage would find their ability to control costs weakened because there
would be a national minimum for health benefits package. Worse still, this mini-
mum package of benefits undoubtedly would rise substantially in cost over time,
since if organized labor could not persuade companies to increase benefits at the
negotiating table, unions would have the incentive to lobby Congress to raise the
minimum benefits.

AN OLD-STYLE CENTRAL PLANNING NIGHTMARE

The Mitchell bill does not try to address the cost escalation by introducing in-
centives for consumers to consider value for money in insurance or medical ser-
vices. Instead, the bill in effect rejects the market approach entirely and tries in-
stead to control costs by establishing a sweeping, central planning bureaucracy to
run the entire U.S. health care system, including the privately insured sector. The
bill is extraordinarily ambitious in the scope and rigor with which it would
remove every remaining aspect of normal market functions and replace them with
a vast central planning apparatus. The Mitchell bill, in short, would turn over
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about one-eighth of the American economy now spent on health care (over $700
billion) to the kind of central planning now being abandoned around the world.

Regulatory Nightmare. The central planning system envisioned by the
Mitchell bill would dwarf in complexity and scope those found in the national
health systems of other Western countries. Government regulation of health care
spending and services in Britain, Canada, or Sweden, for example, actually is
quite crude and simple compared with the apparatus proposed by S. 1227. Even
so, these nations have not escaped the inevitable shortcomings of central plan-
ning: shortages, rationing, and waiting lists. Indeed, Britain and Sweden now are
seeking to introduce market-based mechanisms in a desperate effort to deal with
the serious problems facing their health systems.

Ignoring the accumulated weight of evidence detailing the failure of central
planning in health care or elsewhere, the Mitchell bill would establish a Federal
Health Expenditure Board to set annual health expenditure limits for the entire
country, with quotas for each state and health care sector. The Board would con-
vene planning committees consisting of supposed representatives of health care
providers and consumers to negotiate terms and conditions for health care
delivery and payment throughout the nation. Thus, instead of the normal market
incentives and competition that assure quality and price restraint in the rest of the
economy, the Mitchell bill counts on an all-powerful planning board to ac-
complish this task.

Adding yet another layer to this bureaucratic structure, each state would be re-
quired to establish a Quality Improvement Board. These boards essentially would
set “guidelines” for medical practices and procedures in their respective states.
Such guidelines, of course, likely would be mandatory, given the central dictation
of fees and direction of resources. Instead of consumers determining what ser-
vices they want and what price and quality they consider acceptable, government
boards and agencies would issue pronouncements on what services are
worthwhile and what constitutes good value.

Limits Make No Sense. While some policy makers in health care are fas-
cinated by the idea of national expenditure limits, most economists recognize they
make no sense. A national board and its various committees have no way of
knowing what total health expenditures in America or a state “should be.” The
correct amount of such expenditures can only be determined through the
decentralized market process based on millions of choices made by individuals
faced with competing providers.

Expenditure limits set by a national board can only be arbitrary, and if they are
lower than the amount that consumers want to spend, the result inevitably is
shortages. This means that some Americans will be denied care. This is true
whether the central planning committees are composed of ostensible repre-
sentatives of interest groups, government officials, and academic experts, or
whether individuals are picked at random from a phone book. Indeed, populating
the committees with representatives of interest groups as S.1227 would do, would
give most power to well-organized special interest groups and least to ordinary
Americans.
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HOW QUALITY WOULD SUFFER

The bill’s central planning regime would reduce the high quality of health care
now enjoyed by the average American. As in the British, Canadian, or other na-
tionalized health systems, the bill’s proposed expenditure limits would restrict
resources devoted to medical care, forcing providers to ration care. In particular,
the expenditure limits and restrictions on capital investment envisioned in the bill
would limit and delay the purchase of technologically advanced equipment, and
the maintenance and expansion of facilities. Such limits in Canada have slowed
significantly the rate of introduction and the availability of new technology.

Under the Mitchell bill, there would not only be a financial restriction on new
technology, but developers of new equipment first would have to convince tech-
nology assessors and outcome measurers at the Federal Health Expenditure
Board, state Quality Improvement Boards, and the Public Health Service that the
innovation was worthwhile. Then the innovator would have to persuade the
Federal Board and numerous state and specialty committees to approve compensa-
tion levels to physicians and hospitals operating the new technology.

These bureaucrats would have no economic incentive to ensure quality im-
provement; their top priority would be to avoid new costs in order to meet the
system’s expenditure limits.

For the great majority of workers, locked into Americare, quality would be fur-
ther threatened by the fee schedule in the program. States no doubt would exer-
cise their authority under the bill to use the Medicaid reimbursement rates for the
first six years under Americare, as permitted under the bill, because these rates
are so much lower than the Medicare rates seen by the bill’s sponsors as the even-
tual basis for Americare payments to physicians and hospitals. Because of the low
fee rates under Medicaid, the services generally are of the lower quality than
under today’s private plans.

The current American medical system provides the average insured worker or
family member with routine access to higher quality and more sophisticated care
than anywhere in the world. The HealthAmerica Act would systematically under-
mine this high quality of care for the average family.

THE MOST IMPORTANT EMPLOYEE BENEFIT—A JOB

The primary aim of the Mitchell bill is not to control costs, but to extend
coverage to Americans who today have no health insurance. Yet these very in-
dividuals would find their jobs threatened under the bill.

The uninsured tend to be workers, or the dependents of workers, in small and
start-up firms. These firms find it hard to afford insurance because they lack the
number of workers needed to obtain a good insurance rate and because many
small firms could not be profitable if they offered generous health benefits.
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Adding to Unemployment. If the owners of these small and new businesses
are forced to pay a new tax on their workers or pr%idc insurance, many would
have to cut their work force or go out of business.”~ The bill consequently would
mean that many of the uninsured would lose their jobs.

Employers could offset the added costs of the newly mandated insurance or
payroll tax by reducing the wages of the currently uninsured. When this happens,
the uninsured would benefit little from the bill, as they in effect would be paying
for the insurance themselves. Given the minimum benefit package required by the
bill, moreover, many of these workers would be forced to buy more insurance
than they would choose or need. And if the Americare tax rate were increased to
cover more of the program’s costs, this would only add to the heavy financial bur-
den on the uninsured or increase job losses.

The Mitchell bill meanwhile would affect some of the insured differently from
others, and thus encourage changes in hiring patterns. Example: one way that
employers could reduce their costs under the bill would be to use part-time rather
than full-time workers. Part-time workers would be required to pay 50 percent of
the premium cost, rather than only 20 percent of the premiums. Employers might
well recast many currently insured full-time workers as part-time workers to
reduce the cost of raising benefit levels to the required minimum.

HOW TO GET MORE FOR LESS

There are only two ways to reduce health care costs—or indeed the cost of any
good or service. The first is to get “less for less.” That is, to spend less by accept-
ing less—Iless quality, less service, less technology, less benefits, less access.

The other way is “more for less.” That is, to increase productivity so that less
spending will buy more—more quality, more services, more technology, more
benefits, and more access.

Adopting “less for less” is how every centrally planned nationalized health sys-
tem in the world attempts to control costs. It is also how S. 1227 would attempt to
control costs.

Obtaining more health care for less money can only be achieved through
productivity increases in the delivery of medical care, which in turn, can only
result from a normal market in which consumers have the incentive to choose the

best value for money and in which providers who increase productivity are
rewarded.

10  Since the great majority of the uninsured are likely to be in firms with average per employee payrolls of less
than $51,000 per year, they are likely to be covered by Americare rather than private insurance, as discussed
above. The proposed small business tax credit consequently would have little or no effect in ameliorating these
negative employment impacts. The bill’s proposed exemption from the insurance mandate for small businesses
implies recognition by the sponsors that the employment impact of the insurance mandate on small businesses
would be a problem. Yet the exemption would only mean a delay in layoffs.
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Forcing an employer to “pay” for an employee-family’s health care is simply a
hidden way, moreover, of making the employee pay for his or her own care, since
the employer includes the cost of health care as part of the total compensation for
the worker—which is determined by the market for labor. More health benefits ul-
timately means less cash wages. Thus, if some Americans cannot afford care, the
proper policy is to help them directly to pay for it, not to adopt the illusion that an
employer can be forced to pay.

Consumer Choice Needed. Only a sound, freely functioning market will
reward the more productive (high quality, low cost) providers with more patients,
and thus, higher incomes. A sound, freely functioning health care market will
exist only when consumers directly purchase their own medical care and health in-
surance, and are thus rewarded with better health and savings in their pockets for
buying from more productive providers. And only a change in the way that the
government subsidizes Americans to buy health care and health insurance will
enable lower-paid Americans to afford care—rather than simply forcing these
workers to accept health insurance paid for with lower wages.

The Mitchell HealthAmerica bill will not create a consumer choice market in
health care and thus does not offer Americans more for less. It offers, as do na-
tionalized heath systems, less for less. In place of the Mitchell bill, Congress
should consider reform proposals which would introduce consumer-choice
market incentives into health care. Such a consumer choice health plan has been
proposed by Heritage Foundation scholars.'! The key elements of such a reform
are: : '

U= Consumers must be given control over the money spent on their health care
and the power to decide how best to spend it;

I=° All Americans must receive, through the tax code, an equal incentive to pur-
chase needed medical care and health insurance in whatever manner, or
from whomever, they choose;

I All Americans thus will have health care;

U= The tax code and public programs must be further reformed so that tax-
based assistance to Americans with low incomes or high medical costs is
sufficient to increase their purchasing power in the medical marketplace so
that they can afford the care and insurance they need. Simultaneously, the
structure of tax assistance to other Americans must be changed to en-
courage them to seek better value for money rather than, as today, heavily
subsidizing generous health plans for high-income Americans.

11 See Stuart M. Butler and Edmund F. Haislmaier, eds., A National Health System for America (Washington,
D.C.: The Heritage Foundation, 1989); Stuart M. Butler, "Using Tax Credits to Create an Affordable Health
System," Heritage Foundation Backgrounder No. 77, July 20, 1990; Stuart M. Butler, "A Tax Reform Strategy to
Deal With the Uninsured," The Journal of the American Medical Association, Volume 265, May 15, 1991.
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By giving health care funds and health care tax relief to Americans directly, in-
stead of indirectly through company-based plans, workers and their families
would have a much wider choice of health care packages. By being able to
choose a health plan from a source other than their place of work, their health
care would be separate from their employment. No longer would a change of job
mean a change of benefits or, worse still, the loss of benefits. No longer would
losing a job mean losing health benefits.

CONCLUSION

The HealthAmerica Act has been touted as a compromise between America’s
current health care system and a Canadian-style government-run national health
care. It is nothing of the sort.

The incentives created by the Mitchell bill mean that the play or pay system
quickly would collapse into a full-blown, government-run, taxpayer-financed, na-
tional health care system, with all the features of such systems that would be unac-
ceptable to most Americans—Ilong waiting lines for care, explicit rationing of
care, and limits on a patient’s choice of doctor and treatment.

The play or pay model of health care reform is, in short, a political bait and
switch. The bait is the notion of building on today’s employment-based system.
The switch is a super-Medicaid program that few Americans want. Significantly,
congressmen have made sure in the bill that they would not be included in the sys-
tem they tout as best for other Americans.

Market Incentives. What is needed instead is a consumer-choice, universal
health care system. Such a system would create market incentives to increase
productivity in the health care delivery system by simultaneously cutting costs
and boosting quality and effectiveness. This is the system that works in the rest of
America’s economy, and by changing the current perverse incentives in the
employment-based system it would work in health care. The result would be an
American health care system that offered Americans the best health care value for
their money. Such an achievement would be the envy of the world.

Edmund F. Haislmaier
Policy Analyst
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Clitped ON. el
10 Dorisore Drive
ot Y, New forsey 0707

July 13, 1992

Ms. Gail Wilensky

Deputy Assistant to the President
for Foreign Policy

The White House

1600 Pennsylvania Ave., N.W.
Washington, D.C. 20005

Dear Gail:

Enclosed please find the overview I discussed during your
quickly arranged trip to New York with the Vice President in
May.

Alot has happened since then, as a matter of fact, I was with
the Vice President when he came to New York and New Jersey in
June (it was not one of his more memorable trips).

As I indicated to you previously, (if you recall) I had
arranged for our New Jersey Medical Society to meet with
Richard Porter's staff earlier in the year. Instead of
sending you the full blown draft of their proposal I asked
Dr. Hank Rosen to give an overview, which can be more easily
read.

I am also sending a copy to Richard Porter of the Vice
Presidents staff who expressed interest in seeing it. Hank
Rosen has been very supportive of the Republican Party in New
Jersey and has taken an active leadership roll in working
with me on numerous events so I would appreciate some
acknowledgment from your office as to receipt of this letter.
If there is any interest in pursuing this matter, you can
call him directly.

I am sure I will be seeing you soon. One last point, I would
like to recommend during your next trip to Vail you stay in
Vail Village not Lionshead.

Very truly yours,

i Y

clifford M. Sobel
CMS /md //

cc: Richard Porter



NORTHERN JERSEY EAR, NOSE AND THROAT ASSOCIATES

RIDGEWOOD OTOLARYNGOLOGY ASSOCIATES
44 GODWIN AVENUE
MIDLAND PARK, NEW JERSEY 07432

(201) 445-2900 FAX (201) 445-8679

JOEL F. LEHRER, M.D. ASMAT V. QURAISH, M.D.
DONALD J. NALEBUFF, M.D. HARRY KATZ, M.D.
HENRY D. ROSIN, M.D. JASON B. SUROW, M.D.
JERRY SILVER, M.D. ORRIN DAVIS, M.D.

May 28, 1992

Ms. Gail Wilensky

Deputy Assistant to the President
for Policy Development

The White House

1600 Pennsylvania Avenue, N.W.

Washington, D.C. 20005

Dear Ms. Wilensky,

Cliff Sobel asked me to send you a summary of our ideas
about Health Care. Following this summary, I will send a draft
of proposals suggested by our group of northern New Jersey
physicians. These proposals initially envisioned a demonstration
project in New Jersey, and sought to identify areas of reform.
A number of illustrative "solutions" were described in the text.
The New Jersey State Medical Society formed a committee to study
our plan, as well as those embodied in the AMA's "Health Access
America" program. After meetings with our committee, State
Legislators are introducing legislation creating a "New Jersey
Legislative Commission on Health Care Financing". A team of
physicians approved by the New Jersey Medical Society, including
representatives of our northern New Jersey group, will be members
of the Commission, the first part of which will be heavily
weighted with medical/hospital/pharmaceutical representatives
as well as members of the New Jersey Senate and Assembly. Later,
community discussion and input will be sought.

I believe that a synthesis of our plan and that of the
AMA, together with additional ideas from the other non-physician
members of the Commission, will produce a final plan by
professional people to deal with the cost/access problems which
must be controlled.

The plan which follows, then, is really a compendium of
ideas from one group of intensely concerned physicians. We
understand that there are major problems in implementing it
as 1is, so expect many modifications by the State Commission.



However, the proposals do include ideas which the Federal
administration might find worthy of consideration in conjunction
with our State Commission.

Our plan would create a New Jersey Health Authority
(described in the body of the program as the "consortium"),
which would monitor and assist in implementation of the program.

It is obvious that the plan must include a mechanism for
Federal cooperation with the "Authority".

We believe that no State plan can succeed without changes
in Federal programs. The plan has been reviewed by the State
Legislative Services Committee; this point was strongly made.
We are aware of the President's call for State Experiments,
and of the many States which have responded. Since, however,
so much of the health care dollar is expended by the Federal
government, we believe that only a State-Federal cooperative
effort will ultimately succeed in creating a American solution.

We have carefully studied the many foreign models, and
believe that American society does not lend itself to fit other
health-care delivery molds.

Fundamental to our proposal is the notion that the ideas
of Medical Professionals can represent a major part of the
solution of our problems. Most efforts at cost-control have
focused on regulating physicians and hospitals. The average
dedicated, ethical physician has been degraded and demoralized
by government, insurance companies, and others, to the point
where the practice of medicine has become subservient to
harassment from every direction. Destroying the income of
physicians who have spent eleven to fifteen years training for
their profession, and whose responsibilities and stresses rival
those of any other professionals, is likely to destroy private
practice and the personal relationships we have had with
patients. Recent HCFA regulations are already having this
effect. Unless we can find a solution to our problems which
does not destroy private practice, the future of medical care
in the United States will surely be cheaper, and equally surely,
much worse. Excessive regulation will work no better here than
in eastern Europe.

Our concept is to restore responsibility to the health
care community -- not by regulation and hassle -- but by self
interest. Further, we do not believe in rationing of care,
and we do believe that the eight hundred billion dollars spent
on health care is more than enough to provide excellent care
to everyone.



our program includes ideas which would:

1. Reduce the cost of insurance in the first instance by
eliminating or greatly reducing profit for health insurance,
and by reducing the blatant inefficiencies of this "system".

2 Reduce hospital and nursing home cost by de-regulation,
by monitoring the actions of administrators, by reducing the
"amenities" of hospitalization, by combining hospital and nursing
home units, and by permitting expansion and equipment purchase
if the institution earns the money to do so.

e Create a profit-sharing mechanism by combining single
or multiple hospitals in areas of wealth with those in poverty
areas, so that a percentage of the profits to be used for
improvements in the former would be given to the latter for
their use.

4. Regulate physicians' fees within realistic ranges through
a physician-managed insurance company, in order to permit the
continuation of the private practice environment.

5. Require that medical internships be rotating, and
emphasize Family Practice, and further require that all licensed
physicians after internship, and licensed foreign physicians
entering the country, join a "Medical Service Corps" and give
one year toward care of the poor. A structure would also be
created for donation of time by practicing physicians, and for
other methods of improving access to care in poverty areas.

6. Reform Medical Malpractice by offering apparently injured
patients either a reformed current tort type of system or a
new system of immediate adjudication, set recompense for injury,
and medical measures to improve the knowledge and/or ability
of erring physicians.

7. Improve the mechanism of employer/employee purchase of
medical insurance as described in the program.

8. Eliminate the "uncompensated care" patient, most of whom
are working people or children, by placing them in the care
of the Medical Service Corps or, by reducing costs of insurance
and improving employer assistance, return them to the ranks
of the insured.

9. Create a dialogue between the insurance company, the
medical appliance and pharmaceutical industries, the physicians,
the hospitals, and the Legislature. A relationship should be
established between the cost of Research and Development,
profitability of the company, and cost to the public of



pharmaceuticals. Pharmaceutical companies, we believe, will
find it in their best interests to reduce costs when those who
prescribe and use their products are in the discussion, and
when the Legislature is involved. The role of generic drug
companies and R & D will be addressed.

10. Greatly improve access to care, and preventive medicine
of every kind, to the poor. Medicaid should be structurally
changed from its current role in bill payment for physicians
and hospitals functioning in a private practice mode.
Substitution of "private practice" methodology and expense for
the MSC should accomplish this. Reductions in hospital nursing
home expenses should reduce costs as has been described.
Bringing hospital fixed and mobile '"clinics" to the people should
improve access. We do not feel that major cost reduction will
occur with relation to our current Medicaid population without
major societal improvements, but at least decent care and
sufficient physicians should be available for this desperate
segment of our population.

Medicare patients should receive assistance when needed,
but it is unfair for young people, with all their needs, to
subsidize care of those elderly people who can afford private
insurance. We believe 10-15% of the Medicare population is
in this situation, and since Medicare patients use over 40%
of hospital beds and visits to internists' offices, a great
deal of care is being subsidized by the young population. We
also believe that insurance for older people would be cheaper
if the role of the Federal Government were solely to buy an
insurance policy from a non-profit low overhead insurance company
and leave oversight responsibility to the company and its'
physicians.

11. Bring societal issues to the public. Our experience as
practicing physicians mirrors that presented in both scientific
studies and the media. The cost of treating the comatose, the
very premature, and the very old are important factors
differentiating the cost of health care for Americans from
that of the rest of the world. Further, crime, AIDS, and
addiction create massive health care costs unique in their
magnitude to the United States. Society itself must become
aware of all this and of the costs involved. The health care
industry is blamed almost exclusively for costs. It is time
to tell the people some hard truths -- and to force these issues
on economic as well as humanitarian terms.

12. Provide a color-coded health care credit card to every
American citizen, which would be issued by the Authority or
other authorized agency, which would guarantee care to all,
and provide reasonable reimbursement at various levels.



We believe that a cooperative effort by Medical

Professionals of all kinds, and the State and Federal
Governments, may be capable of attacking the root causes of
our two fundamental problems -- cost and access. The time has

come for such an effort.

I look forward to discussing all this with you if you feel
we have something to contribute. We present these ideas because
we are concerned with the future. I hope you find them
interesting, at least as a beginning. We are convinced that
no amount of alteration in any single part of the health care
system will solve the access and cost problems. Everything
must be on the table, and then, we think, there will be hope.

Sincerely,

Henry D. Rosin, M.D.
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July 13, 1992

Ms. Gail Wilensky

Deputy Assistant to the President
for Foreign Policy

The White House

1600 Pennsylvania Ave., N.W.
Washington, D.C. 20005

Dear Gail:

Enclosed please find the overview I discussed during your
quickly arranged trip to New York with the Vice President in
May.

Alot has happened since then, as a matter of fact, I was with
the Vice President when he came to New York and New Jersey in
June (it was not one of his more memorable trips).

As I indicated to you previously, (if you recall) I had
arranged for our New Jersey Medical Society to meet with
Richard Porter's staff earlier in the year. Instead of
sending you the full blown draft of their proposal I asked
Dr. Hank Rosen to give an overview, which can be more easily
read.

I am also sending a copy to Richard Porter of the Vice
Presidents staff who expressed interest in seeing it. Hank
Rosen has been very supportive of the Republican Party in New
Jersey and has taken an active leadership roll in working
with me on numerous events so I would appreciate some
acknowledgment from your office as to receipt of this letter.
If there is any interest in pursuing this matter, you can
call him directly.

I am sure I will be seeing you soon. One last point, I would
like to recommend during your next trip to Vail you stay in
Vail Village not Lionshead.

Very truly yours,

Clifford M. Sobel

CMS/md
cc: Richard Porter



NORTHERN JERSEY EAR, NOSE AND THROAT ASSOCIATES

RIDGEWOOD OTOLARYNGOLOGY ASSOCIATES
44 GODWIN AVENUE
MIDLAND PARK, NEW JERSEY 07432

(201) 445-2900 FAX (201) 445-8679

JOEL F. LEHRER, M.D. ASMAT V. QURAISH, M.D.
DONALD J. NALEBUFF, M.D. HARRY KATZ, M.D.
HENRY D. ROSIN, M.D. JASON B. SUROW, M.D.
JERRY SILVER, M.D. ORRIN DAVIS, M.D.

May 28, 1992

Ms. Gail Wilensky

Deputy Assistant to the President
for Policy Development

The White House

1600 Pennsylvania Avenue, N.W.

Washington, D.C. 20005

Dear Ms. Wilensky,

Cliff Sobel asked me to send you a summary of our ideas
about Health Care. Following this summary, I will send a draft
of proposals suggested by our group of northern New Jersey
physicians. These proposals initially envisioned a demonstration
project in New Jersey, and sought to identify areas of reform.
A number of illustrative "solutions" were described in the text.
The New Jersey State Medical Society formed a committee to study
our plan, as well as those embodied in the AMA's "Health Access
America" program. After meetings with our committee, State
Legislators are introducing legislation creating a "New Jersey
Legislative Commission on Health Care Financing". A team of
physicians approved by the New Jersey Medical Society, including -
representatives of our northern New Jersey group, will be members
of the Commission, the first part of which will be heavily
weighted with medical/hospital/pharmaceutical representatives
as well as members of the New Jersey Senate and Assembly. Later,
community discussion and input will be sought.

I believe that a synthesis of our plan and that of the
AMA, together with additional ideas from the other non-physician
members of the Commission, will produce a final plan by
professional people to deal with the cost/access problems which
must be controlled.

The plan which follows, then, is really a compendium of
ideas from one group of intensely concerned physicians. We
understand that there are major problems in implementing it
as 1s, so expect many modifications by the State Commission.



However, the proposals do include 1ideas which the Federal
administration might find worthy of consideration in conjunction
with our State Commission.

Our plan would create a New Jersey Health Authority
(described in the body of the program as the "consortium"),
which would monitor and assist in implementation of the program.

It is obvious that the plan must include a mechanism for
Federal cooperation with the "Authority".

We believe that no State plan can succeed without changes
in Federal programs. The plan has been reviewed by the State
Legislative Services Committee; this point was strongly made.
We are aware of the President's call for State Experiments,
and of the many States which have responded. Since, however,
so much of the health care dollar is expended by the Federal
government, we believe that only a State-Federal cooperative
effort will ultimately succeed in creating a American solution.

We have carefully studied the many foreign models, and
believe that American society does not lend itself to fit other
health-care delivery molds.

Fundamental to our proposal is the notion that the ideas
of Medical Professionals can represent a major part of the
solution of our problems. Most efforts at cost-control have
focused on regulating physicians and hospitals. The average
dedicated, ethical physician has been degraded and demoralized
by government, insurance companies, and others, to the point
where the practice of medicine has become subservient to
harassment from every direction. Destroying the income of
physicians who have spent eleven to fifteen years training for
their profession, and whose responsibilities and stresses rival
those of any other professionals, is likely to destroy private
practice and the personal relationships we have had with
patients. Recent HCFA regulations are already having this
effect. Unless we can find a solution to our problems which
does not destroy private practice, the future of medical care
in the United States will surely be cheaper, and equally surely,
much worse. Excessive regulation will work no better here than
in eastern Europe.

Our concept is to restore responsibility to the health
care community -- not by regulation and hassle -- but by self
interest. Further, we do not believe in rationing of care,
and we do believe that the eight hundred billion dollars spent
on health care is more than enough to provide excellent care
to everyone.



Oour program includes ideas which would:

T Reduce the cost of insurance in the first instance by
eliminating or greatly reducing profit for health insurance,
and by reducing the blatant inefficiencies of this "system".

2. Reduce hospital and nursing home cost by de-regulation,
by monitoring the actions of administrators, by reducing the
"amenities" of hospitalization, by combining hospital and nursing
home units, and by permitting expansion and equipment purchase
if the institution earns the money to do so.

E Create a profit-sharing mechanism by combining single
or multiple hospitals in areas of wealth with those in poverty
areas, so that a percentage of the profits to be used for
improvements in the former would be given to the latter for
their use.

4. Regulate physicians' fees within realistic ranges through
a physician-managed insurance company, in order to permit the
continuation of the private practice environment.

5% Require that medical internships be rotating, and
emphasize Family Practice, and further require that all licensed
physicians after internship, and licensed foreign physicians
entering the country, join a "Medical Service Corps" and give
one year toward care of the poor. A structure would also be
created for donation of time by practicing physicians, and for
other methods of improving access to care in poverty areas.

6. Reform Medical Malpractice by offering apparently injured
patients either a reformed current tort type of system or a
new system of immediate adjudication, set recompense for injury,
and medical measures to improve the knowledge and/or ability
of erring physicians.

il Improve the mechanism of employer/employee purchase of
medical insurance as described in the program.

8. Eliminate the "uncompensated care" patient, most of whom
are working people or children, by placing them in the care
of the Medical Service Corps or, by reducing costs of insurance
and improving employer assistance, return them to the ranks
of the insured.

9. Create a dialogue between the insurance company, the
medical appliance and pharmaceutical industries, the physicians,
the hospitals, and the Legislature. A relationship should be
established between the <cost of Research and Development,
profitability of the company, and cost to the public of



pharmaceuticals. Pharmaceutical companies, we believe, will
find it in their best interests to reduce costs when those who
prescribe and use their products are in the discussion, and
when the Legislature is involved. The role of generic drug
companies and R & D will be addressed.

10. Greatly improve access to care, and preventive medicine
of every kind, to the poor. Medicaid should be structurally
changed from its current role in bill payment for physicians
and hospitals functioning in a private practice mode.
Substitution of "private practice" methodology and expense for
the MSC should accomplish this. Reductions in hospital nursing
home expenses should reduce costs as has been described.
Bringing hospital fixed and mobile "clinics" to the people should
improve access. We do not feel that major cost reduction will
occur with relation to our current Medicaid population without
major societal improvements, but at least decent care and
sufficient physicians should be available for this desperate
segment of our population.

Medicare patients should receive assistance when needed,
but it is unfair for young people, with all their needs, to
subsidize care of those elderly people who can afford private
insurance. We believe 10-15% of the Medicare population 1is
in this situation, and since Medicare patients use over 40%
of hospital beds and visits to internists' offices, a great
deal of care is being subsidized by the young population. We
also believe that insurance for older people would be cheaper
if the role of the Federal Government were solely to buy an
insurance policy from a non-profit low overhead insurance company
and leave oversight responsibility to the company and its’
physicians.

11. Bring societal issues to the public. Our experience as
practicing physicians mirrors that presented in both scientific
studies and the media. The cost of treating the comatose, the
very premature, and the very old are important factors
differentiating the cost of health care for Americans from
that of the rest of the world. Further, crime, AIDS, and
addiction create massive health care costs unique in their
magnitude to the United States. Society itself must become
aware of all this and of the costs involved. The health care
industry is blamed almost exclusively for costs. It is time
to tell the people some hard truths -- and to force these issues
on economic as well as humanitarian terms.

12. Provide a color-coded health care credit card to every
American citizen, which would be issued by the Authority or
other authorized agency, which would guarantee care to all,
and provide reasonable reimbursement at various levels.



We believe that a cooperative effort by Medical
Professionals of all kinds, and the State and Federal
Governments, may be capable of attacking the root causes of
our two fundamental problems -- cost and access. The time has
come for such an effort.

I look forward to discussing all this with you if you feel
we have something to contribute. We present these ideas because
we are concerned with the future. I hope you find them
interesting, at least as a beginning. We are convinced that
no amount of alteration in any single part of the health care
system will solve the access and cost problems. Everything
must be on the table, and then, we think, there will be hope.

Sincerely,

Henry D. Rosin, M.D.
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HEALTH CARE
SYSTEMS IN
TWENTY-FOUR
COUNTRIES

by George J. Schieber, Jean-Pierre Poullier, and Leslie
M. Greenwald

Prologue: Changes in the way health care systems finapce serv-
ices are often driven by some combination of data, public pres-
sure, payer receptivity, and the expressed views of the medical
profession and allied disciplines. In this paper, two of the most
seasoned observers of comparative health system research and a
colleague provide the latest data and some commentary upon
them for the health care enterprises of the twenty-four countries
that are members of the Organization for Economic Coopera-
tion and Development (OECD). George Schieber is di'(ector of
the Office of Research at the U.S. Health Care Financing A.d.—
ministration (HCFA) . Jean-Pierre Poullier is principal adminis-
trator, Directorate for Social Affairs, Manpower, and Educaf
tion for the OECD in Paris. Leslie Greenwald is a health policy
analyst in the HCFA Office of Research and also a doctoral
candidate in public policy at the University of Virginia. The
OECD's health database provides the most current road map
available to compare the status of the health systems of its mem-
ber states. Given that these twenty-four member countries
spend on average almost 8 percent of their gross domestic prod-
uct on financing health care services, it seems remarkable thqt
the OECD devotes so few of its resources to tracking trends in
these health systems. Poullier is an incredibly valuable resource
in the collection and analysis of these data, given that he essen-
tially works alone keeping tabs on how twenty-four cmfnm'es
are allocating their health resources. While the OECD s effort
in tracking health financing data is far from sufficient, it ex-
ceeds comparable pursuits at the World Health Organization
and the European Community, where health financing issues
enjoy even less standing.
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in the United States costs more per person and per unit of service, is

less accessible to a large portion of its citizens, is provided at a more
intensive level, and offers comparatively poor gross outcomes. This article
examines the latest numbers behind the financing and delivery of health
care in the United States and twenty-three other member countries of
the Organization for Economic Cooperation and Development (OECD).
In this analysis, we present and analyze new information from the OECD
database on acute care hospital availability, use, and expenditures; phy-
sician availability and expenditures; and pharmaceutical expenditures.
The article is based on the forthcoming OECD publication OECD Health
Systems: Facts and Trends, which will contain over 200 tables of compara-
tive data and be available in an integrated computer software package,

Eco-Sante OCDEJOECD Health Data.

I n comparison with other major industrialized countries, health care

Health Expenditures

Exhibit 1 contains information on health expenditures for the twenty-
four OECD countries in 1989. In particular, information on the health-
to-GDP ratios and per capita health spending (in U.S. dollars) that was
presented in Health Affairs, Spring 1991, are reproduced here, along with
the 1989 public share of total health spending.' The health expenditure
figures for Australia have been revised upward on the order of 10 percent
because of the more appropriate attribution of expenditure information
to previous years, and new data for Turkey have been added.” As was
reported in Health Affairs, Spring 1991, U.S. spending—whether meas-
ured by gross domestic product (GDP) shares or per capita in U.S.
dollars—far exceeded spending levels in other industrialized countries.
In particular, 1989 U.S. per capita spending of $2,354 was over double
the twenty-four-country $1,059 OECD average, and the U.S. share of
GDP devoted to health of 11.8 percent was 60 percent above the 7.4
percent OECD average. Exhibit 2 displays U.S. per capita health spend-
ing and the percentage by which it exceeds spending in other countries.

In the relationship between per capita health spending and per capita
GDP, once again, U.S. spending lies well above the trend line (Exhibit
3). In fact, the United States appears to be moving further above the
trend line as time goes on. For example, in 1987, U.S. spending was
estimated to be $450 above the trend line, while in 1989, it is estimated
to be almost $600 above the line.” This is consistent with previously
reported results of other countries’ relative success in moderating health
spending. Very preliminary 1990 estimates suggest that the U.S. health-
to-GDP ratio increased by half a percentage point to 12.3 percent, while
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Exhibit 1
Health Care Expenditures In Twenty-Four OECD Countries, 1989
Percent Percent public Per capita
of GDP* spending health spending®

Australia 7.6% 0% $1,125
Austria 8.2 67 1,093
Belgium 7.2 89 980
Canada 8.7 5 1,683
Denmark 6.3 84 912
Finland 7.1 9 1,067
France 8.7 75 1,274
Germany 8.2 72 1,232
Greece 5.1 89 371
Iceland 8.6 88 1,353
Ireland 7.3 84 658
Iraly 7.6 9 1,050
Japan 6.7 73 1,035
Luxembourg 74 92 1,193
Netherlands 8.3 73 1,135
New Zealand PR 85 820
Norway 7.6 95 1,234
Portugal 6.3 62 464
Spain 6.3 78 644
Sweden 8.8 90 1,361
Switzerland 78 68 1,376
Turkey 39 37 175
United Kingdom 5.8 87 836
United States 118 42 2,354
Average 14 76 $1,059

Source: G. ]. Schieber and J.P. Poullier, “International Health Spending: Issues and Trends,” Health Affairs (Spring
1991):106-116;and OECD Health Data, 1991.

* Gross domestic product.

b n U.S. dollars, gross domestic product purchasing power parities.

the OECD average remained stable. The largest increase in a health-to-
GDP ratio for a major U.S. trading partner is estimated to be no more
than half of the U.S. increase.

The new 1989 information presented on the percent of total health
spending accounted for by the public sector is similar to the 1987 figures
reported in Health Affairs, Fall 1989, although the series for a few
countries have been revised to improve their comparability and compre-
hensiveness. For example, Germany and Italy have slightly lower public
shares because of the inclusion of better information on private invest-
ment. The United States is the only country besides Turkey in which
public spending is less than half of the total. Public shares ranged from
37 percent in Turkey and 42 percent in the United States to 95 percent
in Norway, with an OECD average of 76 percent.
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Exhibit 2
Per Capita Health Spending In Twenty-Four OECD Countries, 1989

Per capita expenditures Percent by which U.S. exceeds

$2,354 I United States O
Less I $ Cinada W 40%
1,376 I  Sviterland N 71
36 I Sveden EE T
1,353 I (cclnd 74
1,274 I France I 85
1,234 I Norway . o1
L2 N  Germany [ O1
1,193 I 1uxcmbourg [N 97
1,135 I Nctherlands [N 107
1,125 I Australia N 109
Lo Ausic 105
1,067 NN  Finland NN 121
1,050 I Ttaly I 124
1,035 I Japan . 127
980 N Beigium I 140
I Denmack N 158
836 I United Kingdom NN 182
820 MEEEEEEEN Ncw Zealand NN 187
6SSHEE  Ircland NN 258
644 I Spain I 266
464 Porugal I 407
371 Greece I 55
1751 Turkey . . 1,245

Sources: G.J. Schieber and ].P. Poullier, “International Health Spending: I d Trends,” i
(Spring 1991): 106-116; and OECD Health Data, 1991. pending; lames sad Tocuck,” Healh Affi

Availability And Use Of Medical Care Services

Ideally, health care financing and delivery systems would be described
on the basis of a standard taxonomy, which provides detailed qualitative
information on the eligibility, benefits, reimbursement, financing, and
delivery system characteristics, as well as quantitative measures of the
availability and use of specific health services based on standard defini-
tions. Unfortunately, despite some notable attempts in these directions,
no such taxonomy has been developed, and there are no internationally
accepted definitions of specific inpatient and outpatient services that lead
to the desired level of standardization for comparisons of the highly
developed health systems of the OECD countries.” The ability to develop
such a system for inpatient hospitals is further complicated by the manner
in which the administrative reporting systems of different countries
maintain information and by the ambiguity of the boundary between
acute and long-term care. As a result of these problems, the OECD
Secretariat has collated data following ad hoc guidelines. Thus, inpatient
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Exhibit 3
Per Capita Health Spending And Per Capita Gross Domestic Product (GDP) In
Twenty-Four OECD Countries, 1989

Per capita health spending ($PPP)*

3,000

1. United States 7. Norway 13. laly 19. New Zealand
2,500 2. Canada 8. Germany 14. Japan 20. Ireland

3. Belgi 9.1 b 15. Australia 21. Spain

4. Sweden 10. Netherlands 16. Belgium 22. Portugal
2,000 5. lceland 11. Austria 17. Denmark 23. Greece

6. France 12. Finland 18. United Kingdom 24. Turkey /@/
1,500

El
1,000
500
2
0

4 6 8 10 12 14 16 18 20 22
Per capita GDP (thousands $PPP)

Sources: G.J. Schieber and J.P. Poullier, “International Health Spending: Issues and Trends,” Health Affairs
(Spring 1991): 106-116; and OECD Health Dara, 1991.

Note: PCH=per capita health spending. PCGDP=per capita gross domestic product. PCH= -419+.107 x
PCGDP. Both the constant term and the regression coefficient are statistically significant at the .01 level. R?=
85 (adjusted correlation coefficient squared; also significant at the .01 level).

? Purchasing power parities.

medical care applies to institutions whose principal purpose is medical,
not geriatric custodial, care. Inpatient stays apply only to patients remain-
ing overnight. There are still many interpretations of these crude guide-
lines and of the classification of certain facilities as medical or custodial.’

Inpatient medical care. Exhibit 4 contains 1988 (or the most recently
available) data on inpatient medical care beds per thousand inhabitants;
inpatient days per capita; admissions to inpatient medical care institu-
tions as a percentage of population; average length-of-stay per admission;
and occupancy rates. These data update the information presented in the
Health Care Financing Review, 1989 Annual Supplement (published by
the OECD under the title Health Care Systems in Transition) and the
analysis of bed availability and use presented in the OECD’s Financing
and Delivering Health Care.’

Beds per capita ranged from 2.1 per thousand population in Turkey to
15.6 in Japan, with an OECD average of 9.2. The United States, at 5.1
beds per thousand, had the fourth-lowest ratio, significantly below the
ratios in the other six major industrialized countries (Canada, France,
Germany, ltaly, Japan, and the United Kingdom). While definitional
imprecision may account for some of these differences, other studies, and
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Exhibit 4
Availability And Use Of Inpatient Medical Care Services In Twenty-Four OECD
Countries, 1988

Inpatient beds Inpatient Admissions
per 1,000 daysper as percent of Average length- Inpatient
inhabitants capita total population of-stay (days)  occupancy rate

Australia 9.9 3.2 - - 81.2%*
Austria 10.7 33 22.8% 129 82.8
Belgium 8.3 2.7 15.8 14.6 86.7
Canada® 6.9 20 14.5 13.2 82.7
Denmark 6.1 1.8 209 8.6 81.3
Finland 13.5 4.1 22.8 18.1 83.7
France 10.2 30 22.3 13.1 81.2
Germany 109 35 215 16.6 86.5
Greece 5.2 1.4 12.1 11.0 71.0
Iceland 14.8 5.0 215 18.2 93.0
Ireland 6.4 28 15.2 8.1 80.1¢
[raly 7.5 19 16.6 11.7 70.2
Japan 15.6 4.1 7.8 52.1 84.1
Luxembourg 12.5 37 19.0¢ 19.8¢ 81.0
Netherlands 11.7 38 10.9 348 89.0
New Zealand 9.0 2.1 13.0b 12.94 -
Norway 15.3 51 16.7 10.1 89.1
Portugal 4.7 1.1 9.6 12.2 70.2
Spain 4.4% 1.2 9.4 13.1® 76.4
Sweden 133 40 20.0 19.1 85.1
Switzerland 99 30 16.6 253 839
Turkey 2.1 0.4 5.0 6.9 55.5
United Kingdom 6.5 20 159 15.0 80.64
United States 5.1 13 138 9.3 69.2
OECD average 9.2 28 16.1 16.4 80.2

So;lggu. OECD Health Systems: Facts and Trends (Paris: OECD, forthcoming); and OECD Health Data, 1991.
*1985.
b 1987.
< 1980.
41986.

the more refined acute care hospital information presented below, paint
a similar picture of these relative bed-to-population configurations.’

Use of inpatient days per person per year ranged from 0.4 in Turkey to
5.1 in Norway, with an OECD average of 2.8. The United States, at 1.3
days, was again the fourth-lowest country. There is a very high correlation
of 0.96 between bed availability and use, lending support to the hypothe-
sis that the greater the bed availability, the more likely beds will be used.
(Ideally, a fully specified model of the demand and supply of hospital
services should be developed, to measure properly all interrelationships
among hospital use and availability measures.)

The use of inpatient services can be further broken down in terms of
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admission rates and average lengths-of-stay.” The number of admissions
relative to the total population ranged from 5.0 percent in Turkey, a
country with a relatively young population and a very limited number of
beds, to 27.5 percent in Iceland, with an OECD average of 16.1 percent.
The United States had the eighth-lowest admission rate at 13.8 percent.
There is a relatively weak correlation of 0.50 between beds per thousand
population and admission rates, indicating that a greater relative supply
of beds does not necessarily lead to higher admission rates. However,
occupancy rates, which are analyzed below, may be a more important
determinant of admissions.

Average lengths-of-stay ranged from 6.9 days in Turkey to 52.1 days in
Japan, with an OECD average of 16.4 days (14.8 excluding Japan). The
United States, with an average length-of-stay of 9.3 days, had the
fourth-lowest average. Clearly, both definitional and medical practice
differences (such as use of hospitals for chronic care for the elderly)
seriously affect these data. However, as shown below and in other studies
analyzing average lengths-of-stay by disease category, these relative rank-
ings generally hold, with U.S. figures the lowest of all major industrialized
countries.”® Average lengths-of-stay correlate weakly with bed availabil-
ity, with a correlation of 0.59 (0.53 if Japan is excluded).

The extent to which available beds are used determines the occupancy
rate. The occupancy rate ranged from 55.5 percent in Turkey to 93
percent in Iceland, with an OECD average of 80.2. The U.S. occupancy
rate of 69.2 was the second-lowest after Turkey. There is only a weak
correlation of 0.41 between occupancy rates and average lengths-of-stay."
The somewhat higher correlation of 0.60 between occupancy rates and
admission rates may suggest that occupancy rates are more sensitive to
admissions than to lengths-of-stay.

These results, which may appear counterintuitive given the presumed
greater ease in increasing lengths-of-stay as opposed to generating admis-
sions, underlie the need for a well-developed behavioral model that
specifically incorporates the effects of payment incentives on availability
and use of services. For example, the diagnosis-related groups (DRGs)
used in the U.S. Medicare program provide incentives for shorter stays
and increased admissions, while the hospital global budget payment
formulas used in a number of countries simply provide incentives to keep
beds filled, which may be accomplished more easily by increasing lengths-
of-stay than by generating admissions. Once again, the need for detailed
comparative information on the institutional details of different countri-
es’ payment practices is apparent.

Acute care hospital services. Exhibit 5 contains a new data series
developed by the OECD Secretariat on the availability, use, and expen-
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Exhibit 5
Availability, Use, And Expenditures For Acute Care Hospitals In Seventeen OECD
Countries, 1988

Beds Average
per1,000 Beddays Admission length-ofstay Occup E di E di E: di

population per capita rate* (days) rate pe:apln‘ per day® per admission®
Australia 5.4 1.3 21.2%*¢ 6.1¢ 67.7%* $418 $322 $1972
Austria 6.4 24 206 114 813 - - -
Belgium 5.5 1.5 16.5 9.64 76.14 - - -
Canada¢ 45 1.3 133 89 80.3 592 455 4444
Denmark 48 1.4 202 69 80.5 388 m 1921
Finland 4.5 1.2 16.7 73 738 198 165 1,186
France 5.4 L5 20.1 73 76.4 515 343 2,562
Germany 74 23 187 127 85.5 - - -
Iceland 9.8 32 25.3 128 90.7 - - -
Ireland 39 12 139 73 822 - - -
Netherlands 4.5 12 10.4 119 740 335 279 3221
Norway 4.5 1.3 14.9 85 4 440 338 2953
Spain¢ 34 09 9.2 100 734 23 42 23
Sweden 4.1 12 168 11 78.4 - - -
Switzerland 6.6 1.3 138 137 80.7 398 210 2,884
United Kingdom* 2.8 09 129 78 76.4 - - -
United States 38 09 128 12 65.5 715 9 5,609
Average 5.1 15 16.3 9.2 717 422 341 2912

Sources: OECD Health Systems: Facts and Trends (Paris: OECD, forthcoming); and OECD Health Data, 1991.
* Percent of total population.

& Ir‘;8 U.S. dollars, gross domestic product purchasing power parities.

<1987.

41983,

©1986.

ditures for acute care hospital services in 1988 (or the most recent
available year). While the data (especially the expenditure data) are not
complete for all countries, this information provides a significant step
forward in analyzing the performance of health systems. The definition
of acute care hospitals used here is an institution or ward in which average
length-of-stay typically does not exceed thirty days.

The basic ranking of the United States for acute hospital care is similar
to its ranking for all inpatient medical care. For example, of the seventeen
reported countries for acute care beds per thousand population, the
United States had the third-lowest ratio after the United Kingdom and
Spain, with a U.S. ratio of 3.8 beds per thousand population, compared
with a seventeen-country OECD average of 5.1 beds. With respect to
acute care hospital days per capita, the United States at 0.9 had the lowest
number of bed days per capita, the same as Spain and the United
Kingdom, but well below the seventeen-country OECD average of 1.5
bed days. For the acute care admission rate, the United States had the
third-lowest after Spain and the Netherlands, 12.8 percent, compared
with a seventeen-country OECD average of 16.3 percent. The United
States had the fourth-lowest average length-of-stay after Australia, Den-
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mark, and Sweden, 7.2 days, compared with a seventeen-country OECD
average of 9.2 days. The United States had the lowest occupancy rate,
65.5 percent, compared with a seventeen-country average of 71.7 per-
cent. Overall, as in the case of all inpatient medical care beds, the United
States tended to have fewer acute care beds per capita and lower use rates
(days per capita, admissions, average length-of-stay, and occupancy rate).

Expenditure data for acute hospital care are available for ten countries
(Exhibit 5). Unfortunately, these data are not strictly comparable because
they include the salaries of hospital-based physicians for those countries
in which these physicians are salaried hospital employees. Thus, the acute
care hospital expenditure information runs along a spectrum of inclusive-
ness from some countries (such as Spain and the Scandinavian countries)
in which virtually all hospital-based physician spending is included, to
others in which only some is included (such as France) to countries in
which virtually no physician spending is included since almost all inpa-
tient physician services are paid for separately on a fee-for-service basis
(such as the United States and Canada). Thus, these data must be
interpreted with caution. Moreover, while availability, use, and outcome
measures change little from year to year, relatively high health care
inflation can cause significant year-to-year spending increases. Thus,
comparisons based on expenditure averages from different years must be
treated more cautiously than similar figures for these other measures.

In every category, U.S. spending is by far the highest, a finding
emphasized by the omission of inpatient physician spending in the U.S.
data. U.S. expenditures per person of $715 exceeded the ten-country
average of $422 by 69 percent and were 11 percent higher thanin Canada,
the second-highest country.” U.S. expenditures per day of $779 exceeded
the $341 OECD average by 128 percent and exceeded Canada, the
second-highest country, by 55 percent.” U.S. expenditures per admission
of $5,609 exceeded the $2,912 OECD average by 93 percent and were
14 percent higher than in Canada, the next-highest country."

Interpreting the expenditure data with the information on use of
services paints a picture of relatively low use of services and high unit
costs in the United States. Perhaps this is due to far more intensive
treatment during relatively short stays, higher labor and capital costs,
greater inefficiency, better amenities, or higher quality-of-care standards.
Neither comprehensive and systematic data nor a full-blown methodol-
ogy to separate these effects exists. Moreover, even if these factors could
be fully measured, to draw meaningful conclusions one would still need

to know the effect of all of this on health outcomes.
Physician services. Exhibit 6 provides information on physician avail-
ability, physician contacts per person, and expenditures per capita and
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Exhibit6

Availability, U . . .
C0untrile;?i 98;6' And Expenditures For Physician Services In Twenty-Four OECD

Physicians Physician Physician Physician
per 1,005) contacts expenditures expenditures
‘ population per capita per capita®* per physician®

Australia 2.00 8.4 $181
Austria 20 58 s o
Belgium 33 75 = -
Canada® 22 6.6 241 112 03;
Denmark 2.7 5.2¢ ;
Finland 19 37 - By
France 26 71 7 0

; : 147
Germany 29 11.5 193 2;,(2;(7)
Greece 32 5.3 '
lceland 27 4% - -
Ireland 1.5 6:6 : 7
Iraly 1.3 110 s o
Japan© 1.6 :
Luxembourg 1.9 13.9 o g
Netherlands 24 5.1 113 el
New Zealand 19 38 124 700
Norway 1% 5.7 ’
Portugal 2.7 2.3 - -
Spain 36 4.0 - -
Sweden 29 2.8 - -
Switzerland 29 6.0 247 -
Turkey 08 208 ! S0
United Kingdom 1.4 4:5b - 3
United States 23 53 414 Frerd
Average 23 6.0 219 98.244‘

Sources: OECD Health Systems: Facts and Trends is: i

:’lln9 ;Jé.s. dollars, gross doznes(ic product purchasi(:: :;\nga%tit:‘hcomma and OFCD Healdh Daca, 1991
< 1987.

41985.

¢ Public expenditures only.

£1982.

® 1981.

b Hospital-based physicians only.

! Average does not include public-expenditure-only countries.

per phy§i§ian for 1988 (or the most recently available year). The number
gf phy‘smlans per thousand population ranged from 0.8 in Turkey to 3.6
in Spain, with an OECD average of 2.3. The U.S. ratio is the same as tl:ne
average, roughly equivalent to Canada, well above Japan and the United
Kingdom, but below France and Germany. Unfortunately, these data tell
only part of the story. Clearly, the mix between primary care and specialist
phys.laans is of critical importance. Unfortunately, these data are not
readily available. Other studies comparing more limited numbers of
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countries show more specialists than general practitioners (GPs) and
other primary care physicians in the United States compared with other
countries (such as Canada and the United Kingdom).

There is also significant variability in physician contacts per person per
year. Unfortunately, a consistent definition, such as the sum of all
office-based consultations, hospital outpatient consultations, home visits
by physicians, and other consultations, is far from universally imple-
mented. Both the content and reported number of contacts are heavily
influenced by payment rules. In some countries, telephone contacts and
prescription renewals without face-to-face contact are recorded as con-
tacts, while in others they are not. For those countries in which salaried
hospital-based physicians are reimbursed as part of the hospital service,
inpatient contacts are frequently not separately reported from the hospi-
tal episode. Thus, these data must be interpreted with caution.”

Physician contact rates varied from 2.0 per capita in Turkey to 12.9 in
Japan, with an OECD average of 6.0. The correlation between consult-
ations and physician availability is —0.10 (not statistically significant),
indicating no relationship between physician availability and contacts
per person.'* However, a well-specified demand and supply model incor-
porating physician payment methods, cost-sharing provisions, and so on
is clearly needed to appropriately study the relationship between avail-
ability and use. Unfortunately, there is still insufficient comparable

information to provide an empirical basis for a solid analysis.

Exhibit 6 also contains new OECD information on physician expen-
ditures per person and per physician for Australia, Canada, France,
Germany, Japan, the Netherlands, New Zealand, Switzerland, and the
United States for 1988 (or the most recent available year). These data
are not strictly comparable because they exclude expenditures for physi-
cians who are salaried employees of hospitals and other facilities. So, for
example, French data exclude salaries of physicians practicing in public
hospitals, while German data exclude most hospital-based physicians.

Physician expenditures per capita ranged from $113 in the Netherlands
to $414 in the United States, with a nine-country average of $219.
Physician expenditures per physician ranged from $46,702 in the Neth-
erlands to $183,761 in Japan, with a nine-country average of $98,244.
The United States had the second-highest spending per physician at
$183,281. Compared with Canada, a country with a similar physician-
to-population ratio and similar extensive reliance on fee-for-service
payment, the United States spent 53 percent more per person and 48
percent more per physician.” The high Japanese figures may reflect
substantial reliance on fee-for-service reimbursement and substantial

incomes from physician-owned clinics, coupled with a low physician-to-

|
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population ratio and high consultation rates. It is difficult to make
inferences regarding the other countries, given the data limitations
and/or lack of detailed information on the extent to which expendi
for salaried physicians are excluded. pendiutes
Pharmaceuticals. Exhibit 7 contains information on the number of
pharmacists per thousand population, outpatient pharmaceutical expen-
ditures as a percentage of total health expenditures, and pharmaceutical
expenditures per person. The expenditure data include spending for
gver-Fhe—counter drugs but exclude pharmaceutical expenditures for
inpatients. Data are for 1988 (or the most recent year available)
The number of pharmacists per thousand population ranged fr(‘)m 0.15

Exhibit 7
Availability, Use, And i i i
Availat C::uynmt \ 1‘9‘88 Expenditures For Pharmaceutical Services In Twenty-Three_

Phalmmmmo' Pharmaceuticals Pharmaceutical Pharmaceutical
per 1,00 aspercentof total  expenditures ndi
population health expenditures per capita* rupntt:‘m
Australia 0.66 8.3% $187 $ 92
Aust.ria 0.25 11.6 152 121
Belgium 1.18 17.4 304 161
Canada 0.80 11.64 1874 1754
Denmark4 0.29 9.3

Finland 0.86 9.5 :;g ;2
France 091 16.7 492 196
Germany 0.56 20.7 321 258
Greece 0.69 26.

Iceland 0.74¢ 1 2.‘3 183 o
Ireland¢ 0.31 11.2 9% 12;
Iraly - 18.2 349 179
Japan 0.69 18.4

Luxembourg 0.77 15.5 22 78
Netherlands 0.15 9.6 134 o8
New Zealand 0.67 14.3 242 i(l)g
Norway 0.45 5.3

Port.ugal 1.08 18.2¢ 1% 2(5)‘
Spain 0.87 18.8¢ 2044 1064
Sweden 0.51¢ 6.7 189 89
Switzerland - 123 -

United Kingdom - 11.3 201 i
United States 0.66° 83 182 lgg
Average 0.65 13.6 218 129

Sources: OECD Health Systems: Facts and Trends (Paris: OEC i

§ : D, f

. In U.S. dollars, pharmaceutical purchasing power pasrities. visomisa) e CRCEXHeslis Desa, 1991
: :gelés dollars, gross domestic product purchasing power parities.

41987,

< 1985.
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in the Netherlands to 1.18 in Belgium, with a twenty-country OECD
average of 0.65. The United States, with an average of 0.66, was quite
close to the average. Outpatient pharmaceutical spending ranged from
5.3 percent of total health spending in Norway to 26.3 percent in Greece,
with a twenty-three-country (excluding Turkey) OECD average of 13.6
percent. The United States and Australia, at 8.3 percent, had the
third-lowest pharmaceutical expenditure percentage and were signifi-
cantly below the OECD average. The United States also had a percentage
well below the comparable figures in all six of the major OECD countries.
Pharmaceutical spending ranged from $88 per person in Portugal to $492
in France, with a twenty-one-country average (excluding Iceland, Swit-
zerland, and Turkey) of $218." The United States, at $182 per person,
was well below the OECD average and below all six of the major OECD
countries. Studies suggest that the U.S. situation is characterized by
relatively low utilization per person, and high prices per unit of service.”

Health Outcome Measures

Socioeconomic, cultural, geographic, social program, health system,
and other factors determine the health status of populations of different
countries.” Data and methodological constraints preclude evaluation of
the health outcome effects of specific policy interventions and/or health
systems’ features on health outcomes. However, it is useful to review life
expectancy and infant mortality, as well as general population measures,
to point out differences in the underlying demographics and gross dispari-
ties in various health status measures in different countries (Exhibit 8).

Population characteristics. Percentage of population age sixty-five
and over varied from 4 percent in Turkey to 17.8 in Sweden, with an
OECD average of 13 percent. The United States (12.3 percent) had the
eighth-lowest ratio. Of the major OECD countries, only Canada and
Japan had lower percentages. Since health care costs increase with age,
one would expect countries with relatively younger populations to have
lower expenditures, other things being equal.

Another measure of population dependency is the total dependency
ratio (the population less than age twenty and age sixty-five and over
relative to the “productive” population ages twenty to sixty-four). This
ratio provides a measure of the ability of the productive working popula-
tion to support the young and elderly populations. The lower the ratio,
the more individuals in the productive age ranges to care for the depend-
ent young and elderly. The dependency ratio ranged from 57.8 percent
in Luxembourg to 105.8 percent in Turkey, with an OECD average of
71.1 percent. The U.S. ratio of 70.3 is about average and falls in the
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Exhibit 8
Population And Health Outcome Measures In Twenty-Four OECD Countries, 1988

Infant  Perinatal Life Life Life Life

i Yy y Percent of
livebirths deaths  atbirth,  atbirth, atage80, atage80,  population Dependency
) 2 age 80,

per 1,000 per 1,000* male (years) female (years) male (years) female (years) over age 64 ratio®
Australia 87 107 731 795 61 84 10
Auscria 8.1 74 720 86 63 74 1{3% i
Belgium 9.4 104 714 78.24 57 7 145 65.7
Canada 22 76 73.0¢ 79.7¢ 69 89 11 652
Denmark 75 8.7 718 7. 64 82
Finland 61 65 07 787 61 75 1y i
France 27 9.2 723 80.6 68 86 136 07
Germany 76 65 718 8.4 6.1¢ 264 154 579
Grecce 110 129 74.14 78,94 61 16

; ! 1 i 136

Iceland 62 75 %46 9.7 22 89 105 g:f
Ireland 86 104 710 6.1 5.5 64 1.1 952
lealy 9.3 123 M 79.44 624 774 1364 6584
Japan 48 6.2 75.5 81.3 6.9 84
Luxembourg 9.4 7.1 20.6¢ 79 5.3 68 15 o
Netherlands 68 92 733 299 61 86 125 629
NewZealand 108 85 7104 7.3 6.2 79 107 764
Norway 83 79 731 79.6 6.5 8.1
Portugal 130 153 7207 776 5.8¢ 694 129 ;Z;«
Spain 8.1 06 732 29.8¢ 61 27 131 742
Sweden 58 68 72 800 63 8.1 178 731
Switzerland 68 6 139 80.7 69 856
Turkey 650 - 6300 68.1s 510 56 s 1058
United Kingdom 9.0 9.1 24 78.1 6.4 8.1 15.6 120
United Scates 100 97 5 78.3 69 87 123 0.3
Average 106 90 7.1 85 63 78 130 711

Sources: OECD Health Systems: Facts and Trends (Paris: OECD, forthcoming] OEC Data,
* Includes live births and late fetal deaths. ¢ o Faac R Sl e, 35,

N S ,
: geszend«wy ratio defined as number of population ages 0-19 and 65 and older, divided by number of population ages 20-64.
41987.

< 1980.

11985.

¢ Average for 1985-1989.

middle of the range for the major industrialized countries. Children under
one year of age, the elderly, and the disabled account for the highest per
capita health expenditures. Unfortunately, recent spending ratios for
these groups for a large number of countries are not readily available.”

Infant mortality. Infant mortality (deaths in the first year per thousand
live births) is widely used as a measure of health outcomes. Others have
argued that perinatal mortality—the number of late fetal deaths (after
twenty-eight weeks of gestation) plus infant deaths within seven days of
birth divided by the number of live births plus late fetal deaths—is a
superior measure of health system performance, since it is affected more
directly by specific health interventions well into the pregnancy.

The 1988 OECD infant mortality rates ranged from 4.8 deaths per
thousand live births in Japan to 65.0 in Turkey, with an OECD average
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of 10.6 (8.2 excluding Turkey). The United States, with an infant
mortality rate of 10.0, ranked twentieth among the OECD countries. For
perinatal mortality, the range went from 6.2 deaths per thousand births
and late fetal deaths in Japan to 15.3 in Portugal, with a twenty-three-
country (excluding Turkey) OECD average of 9.0. The United States,
with a perinatal mortality rate of 9.7, ranked sixteenth.

There is only a very weak relationship between infant deaths and
health spending, irrespective of whether infant mortality or perinatal
mortality is used. The correlations of infant mortality to per capita health
spending and the health-to-GDP ratio are —0.49 and —0.47, respectively,
while the comparable figures for perinatal mortality and health spending
are —0.53 and —0.37.” Perhaps, as Bengt Jonsson has pointed out, the
rather poor U.S. performance on both infant death measures, given its
high overall spending level, results from a lack of systematic focus on
prenatal care, which appears to be less of a problem in countries with
comprehensive national systems.”

Life expectancy. Life expectancy at various ages is also used as a
measure of health system outcomes. Life expectancy at birth for females
ranged from 68.1 years in Turkey to 81.3 in Japan, with an OECD average
of 78.5 (79.0 excluding Turkey). The United States, with a female life
expectancy of 78.3 years, ranked sixteenth; its female life expectancy was
below those in all six major countries except the United Kingdom. Male
life expectancy at birth ranged from 63.2 years in Turkey to 75.5 in Japan,
with an OECD average of 72.1 (72.5 excluding Turkey). U.S. male life
expectancy was 71.5 years; the United States ranked seventeenth with a
male life expectancy below those in all six major OECD countries.

Some have argued that life expectancy in the older age ranges may
provide a better indication of the availability and use of high-technology
health interventions and hence may be more influenced by health
spending than is life expectancy at birth. Life expectancy at age eighty
for females ranged from 5.6 years in Turkey to 8.9 years in Iceland and
Canada, with an OECD average of 7.8 years (7.9 excluding Turkey). U.S.
female life expectancy at age eighty was 8.7 years and was the second-
highest after Iceland and Canada. Male life expectancy at age eighty
ranged from 5.1 years in Turkey to 7.2 years in Iceland, with an OECD
average of 6.3 years (6.4 excluding Turkey). The United States (6.9 years)

ranked second along with Canada, Japan, and Switzerland.

The correlations of per capita health spending and health-to-GDP
ratios with life expectancy at birth are 0.42 and 0.41, respectively, for
males, and 0.52 and 0.51 for females. For life expectancy at age eighty,
the comparable figures are 0.57 and 0.35 (not statistically significant) for
males, and 0.73 and 0.49 for females. The correlations between life
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expectancy and health-to-GDP ratios are all weak and suggest little or
no relationship between life expectancy and health-to-GDP ratios. How-
ever, Fhe correlations between life expectancy and per capita .health
spendmg are somewhat stronger, and the correlations for life expectanc
at age e.lghty are significantly higher for both sexes than the respectivz
correlgtlons at birth, lending support to the hypothesis that higher health
§pendmg results in greater availability of medical interventions, which
in {—};‘e higltlerd;sage ranges, postpones death.” e
ese kinds of analyses are extremely simplistic, si
account for the plethora of other factors foectﬁlg life :;:Esct;}:gy dﬁ;:f
over, life expectancy is far from an ideal measure of quality of life ot health
outcome. However, they may provide some support for relatively favor-
able health outcomes in the higher age ranges in the United States
resul.tmg from higher U.S. levels of spending. Clearly, a great deal of m
de;alled wor}li needs to be done in this area. , : o
~ In sum, the thetoric in the popular press, trade pres i
]oum?ls, and governmental publications Ettests to thep str;,ng E(r)lfs:égtn 3:
learning from other countries. We hope that with continued effort, ou
knowledge base will begin to match the rhetoric. Ho

The views expressed in thi -
their vespen ;fe’ po- anl:; aaosm paper‘ are those of the authors and do not necessarily represent those of
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'Desktop PCs Will Save
:,_E‘ngrgy.by Snoozing

NERGY-EFFICIENT  com-
, puters will reach market
within a year, and the federal

government — known more often for

ts bureaucracy than for inspira-
tion—deserves the credit.

Nine computer makers, including
Apple Computer, Hewlett-Packard
and International Business Ma-
chines, plan to produce desktop per-
sonal computers that will save en-
ergy by going into a “sleep” mode
when not in use. The feature, spurred
by a suggestion from the Environ-
mental Protection Agency, is ex-
pected to cut computers’ energy use

“in half. PCs with the feature will

carry an EPA Energy Star pollution-

preventer logo, and the agency says .

it won't make computers more costly.

By the year 2000, the computers
could save $1 billion of electricity a
year. Building managers such as
Mobil's Fred Schoeneborn also like
the idea because the PCs will emit
less heat, requiring less air condi-

tioning, and will cut down on power

demand in older buildings whose
electrical systems weren’t designed
to power a computer on every desk.

The EPA says PCs on average are -
actively used only 20% of the time. A
desktop model uses electricity equiv-
alent to a 150-watt light bulb. A sleep
mode — now found only in some bat-
tery-powered -laptop computers—
could reduce that to perhaps 30 watts. -
A touch of any key would bring the
computer back to full power.

~Efficient computers caught the

eye of the EPA’s global-change divi-
sion mainly as a way to curb the
threat of global warming, which is
blamed in part on the burning of fuel
to make electricity. The Bush admin-
istration is counting on a series of
such “green’” product developments
fo achieve about half of the carbon-
dioxide reductions which it agreed to
pursue at the Earth Summit.

The EPA already has signed up
600 institutions to voluntarily install
energy-efficiency lighting. It plans to
seek similar voluntary agreements to

© promote variable-speed fans for

building heating and cooling sys-
tems, energy-efficient household ap-
pliances and rebates for energy-sav-
ing industrial motors.
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Speech Insert on Green Lights

EPA is following through on the President’'s Rio commitments by
implementing a series of programs which suggests not only that reducing
greenhouse gases is achievable at low cost -- but that it is actually profitable!
EPA’s voluntary green programs use market forces to improve energy efficiency
throughout the U.S. economy. The programs are providing win-win results for
business profitability and the environment.

EPA’s flagship is green lights -- a voluntary government/industry partnership
in which companies install energy efficient lighting throughout their facilities.
Companies are saving 40-70% of the electricity used in lighting (which is
approximately one-third of their electric bill) and millions of dollars annually in utility
bills -- all while improving the quality of the lighting in offices and factories across
the U.S. and reducing emissions associated with generating electricity. Over 600
companies and state/local governments are participating in the program so far --
this is equivalent to all of the office space in New York, Houston, Chicago, Los
Angeles, Dallas, San Francisco, and Washington DC combined.

EPA has a number of other voluntary green programs underway -- programs
that save energy, save money, and help the environment. Efforts addressing
computers (currently over 5% of commercial electricity consumption) and
refrigerators (the largest energy user in the home after heating and cooling) have
been announced and are running. These efforts provide excellent models for the
many other areas in which great potential savings exist. Examples include
embarking on a building-wide efficiency program late this fall and addressing
residential heating and cooling early next year.

@ Printed on Recycled Paper
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EMBASSY OF THE
UNITED STATES OF AMERICA

Port Louis, Mauritius

August 11, 1992

Mr. Richard W. Porter
Counselor to the Vice President
01d Executive Office Building
Washington, D.C.

Dear Mr. Porter,
Thanks so much for passing me copies of the Vice
President’s recent speeches. They are interesting to have

and to share with my staff.

May I ask that the computer entry for my name be
corrected from Mr. Korth, to Mrs. or to Ambassador Korth.

Wishing you all the best.

Cordially,

Penne Percy KOrth
Ambassador
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TITLE: Barred Owl x Spotted Owl Hybrids

18SUT: The morthern spotted owl was ligred as 2 threatsned sapacies on June
6, 1990, _ :

Sctatements have been mads that the spotted owl will becoms extine:
dus to competirion and hybridization with barred owls, recovery is
net possible, and therefore should not be attampted,

STATUS:, Barred owls and spotted owls wars gecgraphically isclated at ome
time.

Barzed owls are expanding thair Tange into areas ocoupied by
norchern spotted ewls and in soma cages displacing then.

Since 1939, 7 cases of hybridization betwesn barzed and spetted
owle have baen confirped.

Thia barred owl x sporced owl hybridization is Telativaly uncomson
a3 suggested by only 7 documented cases out of theusands ef pairs
of spotted owls cbssrved,

About 10% of non-marine bird apecias in Horth America have been
known to hybridize. Hybridization tends te be an uncolRen evant
and hag little sherc-term impact on the species--they still persisc
az distinct species.

The level of hybridizarion observed batwaen gpottad owls and barred
owls doas not exceed that vhich would be sxpectead aecording te
sciantists whe have besn studying the species,

The draft recovery plan for the narthern spotted owl does not
identify hybridization as a significant thrsat to the speciea,

DEPARTMENTAL POSITION: There {3 no departmental position at this tima.

1
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Species Extinction o

I talked with Professor €. 0. Wilson of Harvard; he said he had
used the quote, "97% of all identified species are extinct,” byt that it
was originally made by Professor David M. Raup of the University of Chicago.
Wilson said care must be taken to note that the gquote refers to all of the
species known aver the past 2 billion years. He said further that fo use
this as an argument that it is therefore inconsequential to attempt to
avert further extinction would be "fallacious.”

Wilsen noted that most of the people who have ever Tived on Earth
are already dead, and said it would make as much sense for people to use
this as justification for the continuation of genocide.

I found Professor Raup at the University of Chicago. He said
the number he actually used was "99.9% of all species that have ever Jived"
are probably now extinct. But he said to use that as an argument for the
abandonment of further efforts to avert extinction of species would not be
relevant. "Geologic extinction for this kind of argument is not relevant,”
was his precise quote. He also agreed with Professor Wilsen’s analogy
about genocide, and said it was a particularly good one.

Professor Raup‘s citation of this number most recently is
mentioned in the foreward of his book, "Extinction; Bad Genes or Bad Luck?",
published by Norton and sti11 in print.
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Doctors Group Backs Health Costs Cap

American College of Physicians Embraces Clinton-Like Proposal

By Spencer Rich

Washington Post Staff Writer

The American College of Physi-
cians broke with most other doctors
organizations yesterday and called
for a national cap on health care
spending, enforced by “limits on
doctor and hospital fees.”

“We announce our support for a
national health care budget and rea-
sonable limits on fees,” to be set in
negotiations with doctor and hos-
pital groups, said Willis C, Maddrey,
president of the group whose mem-

bership of 77,000 doctors of inter-
nal medicine makes it the nation’s
largest society of medical special-
ists.

The proposal comes in the middle
of a presidential election campaign
in which rising health care costs are
a subject of major debate.

The physicians group is the sec-
ond major doctors group to support
some sort of limit on physicians
fees—the 74,000-member Amer-
ican Academy of Family Physicians
took a similar stance several
months ago. All others—including

the American Medical Association,
the largest with about 300,000
members—strongly oppose direct
government cost controls, as does
President Bush. The physicians’
proposal resembles that of Demo-
cratic nominee Bill Clinton.

Bush favors marketplace compe-
tition between large medical groups
to determine which can provide in-
surance and care at the lowest cost;
changes in private insurance rules
to cut costs and guarantee that ev-
eryone can buy insurance, and re-

See DOCTORS, A9, Col. 1

Physicians Group Backs Cap

On Hospital, Doctors Fees

DOCTORS, From Al

vision of medical malpractice liabil-
ity laws to hold down costs.

Clinton’s proposal for containing
health costs has a similar national
cost cap (or “global budget”) as its
central feature. But ACP officials said
they have been working on their plan
for five years and did not announce it
_yesterday as a way of taking a posi-

tion in the presidential campaign.
" Nonetheless, a Clinton aide yes-
terday called it “absolutely a break-
through” and said it is “a clear exam-
ple of physicians showing leadership
and moving to the forefront of the
reform effort.”

“The most significant feature of
the plan being presented here is
who is presenting it,” said the
American Association of Retired
Persons’ John Rother, who en-
dorsed the physicians’ plan.

Maddrey said his group, which
had “long resisted government in-
volvement” in direct spending con-
trols and setting of fees, recognizes
“times have changed” because
health costs are rising so fast.

But Ray Scaletta;“ chairman of the
AMA's board of té,;stees, called the

idea a “naive approach. What it fails
to recognize is that physicians and
patients are interested in health care.
The government is interested in
cost.” He said it would lead to “ration-
ing of care, a ratcheting down on pro-
cedures and initiatives.”

Gail Wilensky, a Bush health
aide, said the administration op-
poses the ACP approach. She said it
favors realigning the incentives
within the medical system to hold
down costs and “provide the finan-
cial wherewithal for people who are
too low-income to find their own
health care.” But she said it does
not favor having the government
make all decisions and impose caps.

Besides negotiated cost caps, the
ACP plan would mandate that all em-
ployers either “offer their own health
coverage” to their workers or “pay a
tax to enroll their workers in publicly
sponsored insurance.” The amount of
the tax would be decided later,

Terry Hill, of the National Feder-
ation of Independent Business, which
represents mostly small firms, said,
“We will not support anythmg that
has an employer mandate in it,” He
said his group is skeptlcal that cost
caps woul! save much money.



Health Care Policy

By ROBERT PEAR
Special to The New York Times

WASHINGTON, Sept. 9 — The Bush

Administration complained today that
House Democrats had blocked action
on President Bush’s proposal to guar-
antee health insurance coverage for
(virtually all Americans, even as Ad-
ministration officials accused Gov. Bill
Clinton of equivocating on health-care
policy.

Not until February of this year did

the President offer a detailed plan to
help the 35 million Americans who lack
health insurance. But he and his Ad-
| ministration are evidently hoping to
i make up for the delay by putting Dem-
| ocrats, especially Mr. Clinton, the par-
ty’s Presidential nominee, on the de-
fensive.

At a news conference on the grounds
of the Capitol, Dr. Louis W. Sullivan,
the Secretary of Health and Human
Services, said today that he felt “in-
creasing impatience and, indeed, anger
at the inaction of the Congress in re-
sponding to the President’s health-care

MW Y0kt 7IMES 10 spppmepens /P

Admunistration Accuses Democrats of Blocking Bush’s Health Pla
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plan is,” Dr. Sullivan said today. ““It
seems to change with each news re-
port.” Mr. Clinton, unlike Mr. Bush,
would set annual goals or limits for
different types of health-care spending
in an effort to control costs.

™ Republicans today gleefully cited the
transcript of a meeting in July at which
House Democrats discussed how they
could use the health-care issue for
maximum political gain in this election
year. Dr. Sullivan said the transcript
showed “‘the cynicism and the political
gamesmanship” of Congressional
Democrats, and he challenged them to
allow a vote on Mr. Bush'’s plan.
St

Democrats
accuse Bush of 8
years of inaction
on health care.

reform proposal.”

The Bush proposal would provide tax
credits for poor people and tax deduc-
tions for middle-income people to help
 them buy private health insurance. By
. contrast, Mr. Clinton and many Demo-

crats in Congress would require em-
ployers to buy private insurance for
their employees or to participate in

:some type of public health program.
Mr. Clinton has not said exactly how he
would finance the public program
though many Democrats advocate ne

. payroll taxes on employers who do not
. provide insurance for their workers.

| “We’d like to know what the Clinton

e

| obtained it.

At the meeting of the House Demo-
cratic caucus on July 24, lawmakers
discussed the risks of doing nothing
health care this year and stressed tha
President Bush must not get credit for
any action they might take. The tran-
script also exposes Democrats’ divi-
sions on this issue. The transcript w
made by the Democratic caucus and
copy was provided by a Republican
official who would not disclose how he

Representative Richard A. Gep-
hardt, the House Democratic leader,
said at the caucus: “I do not want to

L

politics at a party caucus. ‘‘Good
and good politics go hand in hand,” Mr.

get out here on the floor discombobu-
lated, disorganized, not know what in
the world we are doing, and look foolish
at the end of the day. I would rather do
nothing than come out here and look
umb, dumber than we will look if we
ave nothing to say.”

Mr. Gephardt said that ‘“some are
beginning, as Clinton’s polls go up, to
believe that we can get by with doing
nothing” on health care 'this year. But
Mr. Gephardt warned that President
Bush would attack the Democrats if
hey did nothing.

Representative Dan Rostenkowski of
Illinois, who is chairman of the Ways
and Means Committee, said Democrat-
ic lawmakers could harm the Clinton-
Gore campaign if they passed a bill
with which the Democratic nominees
were uncomfortable.

But Representative Henry A. Wax-
man of California, the chairman of the
Energy and Commerce Subcommittee
on Health, warned that Democratic
legislators could damage themselves
by doing nothing. i

‘“‘Politically, we have 'raised the
hopes of the American people that our
party stands for doing something in the
area of health-care reform,” Mr. Wax-
man said. ‘“‘People are looking to us to
take a leadership role 'to solve the
health-care problem. If we do nothing,
they will read that as a failure of
leadership.” ’

House Democrats confirmed the ac-
curacy of the transcript and said it was
not surprising that they would discuss
policy

Rostenkowski said.

George Stephanopoulos, a spokes-l

Health insurance ' .
becomes more -
deeply mired in
party politics.

i
v 4l

g

i

man for Governor Clinton, said it was
Mr. Bush who had delayed on ,th
health care issue. ‘4

‘‘George Bush was sitting in the
White House for eight years as Vicék
President and over three years as
President beforé he even acknowl
edged that there was a health-care
crisis in this country,” Mr. Stephano-
poulos said.

Mr. Bush has sent several health.’
care bills to Congress this year. The
would, for example, set Federal stand:
ards for private health insurance, limit
payments for damages in certain caseés’
of medical malpractice ‘and increase’
the use of electronic billing for health:’
care services. *

But David E. Dreyer, a spokesman
for Mr. Gephardt, said, “Dr. Sullivan is
flat wrong when he says the Administ
tration proposal is in any shape to bé
voted on now.” In fact, Mr. Dreyer
said, the President has not disclosetl
how he would pay for the most impor-!
tant element of his plan, the tax credit§
and deductions. :

More national news
appears on page B8.
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people in the divisions that we will have, and/or whether cr
not when we come together, we will be able to come together
with a consensus and pass the bill.

I just think that the road is filled with good
intentions, but I would hate like'heck at this point”in time
to do something that would derail the upward swing that we
feel with Gore and Clinton doing such an outstanding job.

I underscore this very much. I am getting lettefs.from
the Majority Leader and from Bill Gradison, observations
from the President of the United States about saying, Give
me a chance, give me my bill, at least let me have it
considered. That is what you will hear should we do
nothing. It will be that the Congress, they did not even
give me a chance at my bill.

So when the debate is over, and you have been convinced
or have not been convinced, I think you owe it to Dick
Gephardt, who has worked so hard, I think you owe it to him
to tell him that you will or will not support the measure,
because it would be terribly embarrassing for us to come to
the Floor, have the debate, and then not be able to pass a
piece of legislation.

Mr. Hovyer. Thank you.

Chairman Dingell?

x.
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with this initiative. And I want to support the comments
made by Dan Rostenkowski.

This is a proposal which we have not seen for the first
time. As my good friend Dick will remember, we had a
similar exercise back in the days of the Carter Presidency.
It is interesting to note it came a tremendous cropper. and
the result of that was that nobody much cared.

I would like to begin by saying, first, if we are going
to do it, we had better do it very carefully and prepare for
it very well, because the consequences of failure are indeed
very serious.

Second of all, there are two ways we can address this
problem. The first is to come forward with a package which
does the best we can, given the circumstances. We might get
a little political credit for it. We might not. That is
basically the package which you are seeing before us.

I really have some doubts that people are going to know
that we have really done anything or that we have really
addressed the issue. I feel there is only one way of
solving the problem. That is a single-payer national health
insurance program.

I think the components of that that count are these.
Oone, control of tort liability, malpractice reform. Two,
cost containment. Three, and an absolutely essential step

which has to be taken, that is financing by value-added
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tax. This will get you business support.

Having said that, I support this, and we will do our
share to get it out of committee. But as Dan says, you are
going to have to support your leadership. You are going to
have to come forward with an honest statement of what you
are going to do on this, because if we come a cropper, it is
going to be a great big one, and I would urge you not to
commit to that folly in an election year.

I would tell you I very much want and I feel the only
sensible thing we can do if we are going to do this is, at
least start moving forward the basic issue of national
health insurance.

The average guy I talk to in my district says, I want
national health insurance. He doesn't greatly care about
cost containment. He dcesn't care about the mechanism for
financing. And he doesn't care about malpractice reform.
Those aren't things he understands. They are absolutely
essential to it, but he wants one thing. He wants those
medical bills to be paid.

I think a component of what we are engaged in, and
remember, we are engaged in two things. The first thing we
are engaged in is the legislative exercise. The second
thing we are engaged in in a political year is a political
exercise to first of all work our own program forward, and

that is an honorable and proper thing to do, and second,{ﬁd’
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:screw the Republicans.

It is my honest belief --

Mr. Hover. Without objection, so ordered.

Mr. Dingell. I am not sure whether I got more time cr
license to screw the Republicans.

In any event, if we are going to do this, I would urge
that we put on the Floor an opportunity for Members to have
a really meaningful vote on a national health insurance
program that Is going to mean something to Joe Six-Pack out
there.

Now, if there are otherMembers who feel that this will
be hurtful to them, then I say they should have their day on
the Floor, too, within the limits that a busy Congress and a
complex legislative process permits.

Thank you, Mr. Chairman.

Mr. Hover. Pete Stark?

Mr. Stark. In a couple of minutes. Thank you,

Mr. Chairman. And I join with those who would praise Dick
Gephardt for the determination and hard work to keep this
issue before us.

We pass over very quickly the insurance reform section
of this bill, which does nothing but take every insurance
reform package you have seen, whether it is Ron Wyden's or
Chairman Dingell's or Lloyd Bentsen's, and broadens it to

every insurance company in the country, whether it is a
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RPTS BURSTEN

DCMN MILTON

DEMOCRATIC CAUCUS
OF THE
HOUSE OF REPRESENTATIVES
ORGANIZATIONAL MEETING
Friday, July 24, 1991

The organizational meeting of the Democratic Caucus met
at 8:30 a.m., in the Hall of the House of Representatives,

the Hon. Steny Hoyer, chairman, presiding.
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Here is a cool-
headed, logical
argument
against using the
Canadian health
care system as a
model for reform
inthe U.S.
offered by a
leading Heritage

~Foundation
expert.
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NORTHERN
DISCOMFORT:

The Ills of the
Canadian Health System

by
Edmund F. Haislmaier

harles Coleman was 63 years

old when his doctors told

him that, unless he under-

went coronary bypass sur-

gery, he might die. In the
four months that followed his diagno-
sis, Coleman’s surgery was postponed
11 times; doctors at Toronto’s St.
Michael’s Hospital cited a bed short-
age in the Intensive Care Unit (ICU)
as the cause of the delays. At one
point, Coleman waited in the hospital
13 days before being discharged with-
out surgery.

Although the surgery was finally
performed, members of Coleman’s
family said that the long ordeal had so
weakened him that he had become a
“broken man” who had lost his will to
live. He died eight days after his
surgery.

This sad case, although dramatic,
is not remarkable in Canada, where

the health care system has been fully
nationalized for the past two decades.
In a 1989 cover story entitled “Sick
To Death,” the Canadian news maga-
zine MacLean'’s described Coleman’s
case, as well as numerous other exam-
ples of a national health care system
in crisis. Dr. Phil Gold, then-chief
physician of Montreal General
Hospital, complained, “I'm living
from hand to mouth and waiting for
disaster each day.... I don’t know
when someone will die for lack of a
bed or the proper equipment.”

Yet in spite of its flaws, the
Canadian system is the very model
frequently proposed as a solution to
the health care problems in the United
States. Proponents of this view con-
tend that the Canadian system pro-
vides access to health care for all its
citizens at a lower cost than in the
U.S., and with the same or better
quality. Furthermore, they claim, a
U.S. version of Canada’s system
could retain the freedom of choice
currently enjoyed and valued by
Americans, while hospitals and physi-



cians would be free to practice
medicine with less interference or
oversight from government regulators
than many providers face today.

Presented this way, it is perhaps
no surprise that Canada’s system
looks quite attractive to many Amer-
icans. Indeed, it registers considerable
support in U.S. public opinion polls,
far exceeding support for the existing
system. According to a recent Wall
Street Journal/NBC News poll, 69
percent of voters polled supported a
Canadian-style system, including 60
percent of conservatives and 62 per-
cent of those with household incomes
exceeding $50,000. Legislation now
pending in Congress and several state
legislatures would, if enacted, repli-
cate the Canadian health system in the
United States or in particular states.
But in reality, the Canadian system is
far less attractive than it appears at
first glance.

Before examining why this is so, it
is necessary to first dispel some basic
misconceptions many in America hold
about the Canadian system.

Similar provincial plans

To start with, the Canadian
“national” health care system is not
national in the sense of being funded
or administered by a central govern-
ment. The system is actually a collec-
tion of separate, although very similar
provincial systems. Each of Canada’s
10 provinces and two territories
administers its own universal health
plan and pays for most of its costs.
Historically, the role of the Canadian
federal government primarily has
been to provide partial financing of
the provincial health systems and to
set broad structural guidelines to
which the provincial plans must
adhere if they are to receive federal
financial support.

Those national guidelines were
developed over several decades, lead-
ing to the establishment of similar
systems in all Canadian provinces by
1971. In 1984, the federal guidelines

were revised and consolidated in the
Canadian Health Act, which forms the
basis of the current system. Under this
act, provincial health plans are eligi-
ble for partial federal funding if they
meet the following five requirements:

Universality. The plan must
cover all residents of the province
under uniform terms and conditions.
For new residents, the waiting period
prior to entitlement must not exceed
three months.

Portability. The plan must pro-
vide continuous coverage for resi-
dents who are temporarily absent
from the province and for individuals
who move to another province until
after they qualify for that province’s
plan.

Comprehensiveness. The plan
must cover all hospital and physician
services deemed “medically neces-
sary” by the federal government.
Other items can be covered at the dis-
cretion of the provincial plan under
terms set by the provincial govern-
ment. Such discretionary items in-
clude: outpatient services provided by
non-physician practitioners (such as
basic dental and eye care, prescription
drugs, physical therapy and chiroprac-
tic services) and non-medically neces-
sary services or amenities (such as
cosmetic surgery or private hospital
rooms).

Accessibility. The plan must pro-
vide all residents with reasonable
access to care without financial barri-
ers, such as out-of-pocket costs, and
provide reasonable levels of compen-
sation to physicians.

Public administration. The plan
must be operated and administered by
a non-profit, public authority account-
able to the provincial government...

Doctors self-employed

While the Canadian federal and
provincial governments control the
financing of health care, they do not
directly control or manage the deliv-
ery system. Most physicians are self-

employed and are paid on a fee-for-
service basis according to fee sched-
ules periodically negotiated between
the provincial governments and physi-
cian’s associations.

Similarly, most Canadian hospi-
tals are in private hands, although vir-
tually all of them are operated on a
non-profit basis. Out of a total of
1,243 hospitals, only 61 (or fewer
than 5 percent) are operated on a for-
profit basis by private owners. These
do not participate in the provincial
plans, and as a result, their patients
must pay all costs directly out-of-
pocket. Most of these hospitals are
really nursing homes. Another 49 hos-
pitals are owned and operated directly
by the federal government to serve
patients in programs such as those for
veterans, defense personnel, immi-
grants and prison inmates.

The remaining 1,133 hospitals are
“public,” meaning that they operate
on a non-profit basis, participate in
their respective provincial health
plans and serve the general public. Of
those, 57 percent are privately owned
by either religious orders or secular
voluntary organizations, with the
remaining 43 percent owned by
provincial or municipal governments.

The operating expenses of all
public hospitals are financed by the
provincial plans on the basis of “glob-
al budgets.” This means that each
hospital negotiates each year with the
provincial plan for its total (global)
operating budget for the coming year.
The money then is disbursed to the
hospital in periodic, lump-sum install-
ments throughout the year.

Most of a hospital’s capital bud-
get, used for acquiring new equipment
or facilities or upgrading existing
ones, also is provided by the provin-
cial government. This budget is kept

Edmund F. Haislmaier is a health
care policy analyst at The Heri-
tage Foundation, Washington,
D.C.
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separate from the hospital’s operating
budget. While hospitals may, and usu-
ally do, raise private funds for capital
expansions through bonds or dona-
tions, those funds are controlled indi-
rectly by the provincial governments
as well. If the authorities do not agree
with a planned capital outlay, they
will refuse to provide the additional
funds in the hospital’s operating bud-
get needed to staff or operate the new
facilities or equipment. Thus, in prac-
tice, the provincial plans use the oper-
ating budget to limit the ability of
hospitals to expand or offer new ser-

get reimbursed. This is because, as in
all Canadian provinces, the govern-
ment gives each hospital a fixed,
annual (or “global”), budget, regard-
less of whom it treats. But the unin-
sured must pay for physician care out-
of-pocket, or the doctors treating them
must absorb the loss.

Various estimates put the unin-
sured population of British Columbia
at between 2 percent and 5 percent, or
50,000 to 100,000 individuals. Were
this figure applied to all of Canada,
some 530,000 to 1.3 million people
would be uninsured. And were this

A recent study estimates 260,000

Canadians are currently waiting for major surgery.

vices. By exercising their “power of
the purse” in these ways, the provin-
cial governments seek to control total
health spending. In the delivery of
health care, however, doctors and hos-
pitals still retain considerable discre-
tion to run their facilities and treat
their patients as they judge best.

Finally, the Canadian system is
not, as many in the United States
assume, universal in the sense that it
covers all medical care or health
spending. Nor, in fact, are national-
ized health systems in other countries
universal in this sense either. Of total
health care spending in the United
States, 42 percent is funded through
federal, state and local governments.
The share of Canada’s health spend-
ing funded through its federal and
provincial governments is 74 percent.
This point is worth noting because
virtually all proposals to replicate the
Canadian system here would, in fact,
significantly exceed the scope of the
current Canadian system, entailing
government funding of 90 percent or
more of U.S. health spending.

What might come as the biggest
surprise to Americans is the existence
of uninsured Canadian citizens. In the
two provinces that charge health care
premiums, Alberta and British
Columbia, citizens who fail to pay
technically are uninsured. While
Alberta acutally reimburses hospitals
and doctors anyway for treating unin-
sured patients, as do many U.S. states,
in British Columbia only the hospitals
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figure then transposed to the U.S.,
some 5 million to 12.5 million Amer-
icans would be uninsured — this is still
a significant one-sixth to one-third of
the present U.S. uninsured population.
The British Columbia Medical As-
sociation estimates that each year its
member doctors provide $15 million
to $50 million in uncompensated care
to the uninsured.

Mythology of cost control

What its U.S. proponents find
most attractive about the Canadian
system is that it appears to provide
universal health insurance coverage at
a lower cost than our present system,
which leaves 31 million Americans
uninsured.

In the early 1960s, before Canada
moved to a national system, it was
spending a slightly higher percentage
of its GNP on health care than was the
United States, roughly 6 percent ver-
sus 5.5 percent, respectively. After
1971, however, when the main ele-
ments of Canada’s system were intro-
duced in all provinces, costs began to
diverge, with Canada spending con-
siderably less of its GNP on health
than its southern neighbor. In 1989,
U.S. health care spending was 12 per-
cent of its GNP. In contrast, Canada’s
health care spending was only 9 per-
cent of its GNP.

Simplistic comparison
The simple conclusion, drawn
countless times from these data by

experts and laymen alike, is that
Canada significantly limited the
growth of health care spending once
the government took control of health
care financing. This leads to the asser-
tion that the United States would
achieve similar results if it adopted a
Canadian-style system. In fact, how-
ever, this simplistic comparison of rel-
ative health spending as a percentage
of GNP is misleading, and the popular
conclusions drawn from it are invalid.

A closer examination of health
care spending in both countries
between 1967 and 1987, the most
recent 20-year period for which data
are available, shows why this is so.
Between 1967 and 1987, real (infla-
tion-adjusted) per capita health care
spending increased at an average
annual rate of 4.58 percent in Canada,
versus 4.38 percent in the United
States (both figures are in local cur-
rency). But GNP growth was, on the
average, higher in Canada than in the
United States during the same period.
Between 1967 and 1987, again mea-
sured in local currency, Canada’s real
per-capita GNP grew 74 percent,
while the real growth in U.S. per-
capita GNP was only 38 percent.
Canada, in short, has done no better
than the United States in controlling
the growth of health care costs, but
our northern neighbor’s health
care/GNP ratio has remained lower
because of its rapidly rising GNP
level.

When figures for both countries’
real per-capita health spending are
converted into the same currency,
they show that Canada has consistent-
ly spent about 75 percent of what the
United States spends on health care,
both before and after the introduction
of universal government funding in
Canada. Why this disparity exists is a
matter of some speculation. What is
clear, however, is that the introduction
of a government-financed health sys-
tem in Canada generated no measur-
able change in the real rates of
Canadian health care spending rela-
tive to that in America.

Perverse results

While Canadian federal and
provincial governments have failed
to control the growth of health care
spending by any meaningful mea-
sure, their attempts to do so have
generated perverse results. This is
due to how the system pays doctors
and hospitals.



The Heritage Foundation Consumer Choice Health Plan

The Heritage plan, similar in many ways to the consumer-driven Federal Employees Health
Benefits Program, would use the discipline of the free market (choice and competition) to control
costs. By eliminating the tax exclusion for employer-provided health benefits and replacing this tax
break with individual tax credits based on income and medical expenses, the Heritage plan would
give all Americans access to medical protection — including those who currently are uninsured.
The plan would be budget neutral.

For more information on the Heritage Consumer Choice Health Plan, the following studies can be
obtained from Heritage's Publications Department:

¢ “A Policy Maker's Guide to the Health-Care Crisis:"

*“The Debate Over Reform,” Talking Points Part |
*“The Heritage Consumer Choice Health Plan,” Talking Points Part ||
* “What’s Wrong With America’s Health Insurance Market,” Talking Points Part ll|

® “Why the Maryland Consumer Choice Health Plan Could Be a Model for Health-Care Reform,"
Backgrounder #902

® “Problems in Paradise: Canadians Complain About Their Health Care System,”
Backgrounder #883

® “Consumer Choice in Health: Learning from the Federal Employee Health Benefits Program,”
Backgrounder #878

¢ “As Washington Dithers, States Reform Health Care,” Backgrounder #868

® “Comparable Worth for Doctors: A Severe Case of Government Malpractice,” Backgrounder #855
® “Perception vs. Reality: Taking a Second Look at Canadian Health Care,” Backgrounder #807

® “The Pepper Commission’s Misguided Solution to America’s Health Problems,” Backgrounder #793
® “Using Tax Credits to Create an Affordable National Health System,” Backgrounder #777

® “Making Long-Term Health Care More Affordable,” Backgrounder #755

Pl
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Ironically, the same payment
methods that cause the problems are
viewed by many as one of the sys-
tem’s most attractive features because
of the freedom they allow both
patients and providers. Patients may
choose from any doctor or hospital
participating in the provincial plan.
Although doctors and hospitals must
accept government fees or budgets,
they are free to manage their facilities
and practice medicine as they see fit,
without the detailed oversight and sti-
fling bureaucracy that characterizes
the U.S. Medicare, Medicaid and pri-
vate insurance systems, or even some
other nationalized systems.

In contrast to some other nation-
alized systems that pay doctors flat
salaries or a fixed annual amount per
patient, a Canadian doctor is paid a
fee for each service provided, with the
schedule of fees negotiated annually
by the provincial government and the
provincial medical association.

The problem, however, is that in
any fee-for-service system where
patients do not purchase care directly,
or even buy their own health insur-
ance, there is no financial reason for
them to question physician decisions.
This leaves doctors free to compen-
sate for reduced government-set fees
by increasing the volume of services
they provide. According to a recent
article in the Massachusetts Institute
of Technology’s Technology Review,
Canadian provinces cut physician fees
by 18 percent between 1972 and
1984, but in an amazing coincidence,
doctors’ total billing claims rose by
17 percent during the same period.
When Quebec froze medical fees
from 1972 to 1976, causing a drop of
9 percent in their real-dollar value,
doctors increased their billings by 8.3
percent. Similarly, in spite of a 1984
freeze on medical fees in Alberta, the
province’s doctors increased their
incomes by 12 percent that year. “Hit
with a fee cut, doctors simply see
more patients and provide more ser-
vices,” the MIT report concluded.
Most of these services are unneces-
sary and simply push up health care
spending needlessly.

Obsolete equipment

Confronted with this new prob-
lem, at least one province, Quebec,
has responded by placing limits on the
amount it will pay individual doctors
each year — strongly discouraging
them from providing additional treat-

ments. But it is hard to see how this
differs, in practice, from simply mak-
ing doctors salaried employees of the
government.

Other Canadian provinces are
now either considering or introducing
similar changes. Some are also look-
ing at adopting U.S.-style utilization
review and control methods. But each
of these trends will increase bureau-
cracy and drastically curb the vaunted
clinical freedom of Canadian doctors.

Canadian doctors and hospitals
see their clinical freedom restricted in
other ways, particularly as a result of

‘ global budgeting for hospitals and

Heritage Foundation’s Haislmaier

government controls over hospital
spending on capital improvements.
Many Canadian hospitals were built
in the 1950s and 1960s. But since the
nationwide health system was put into
place in 1971, hospitals have found it
increasingly difficult to obtain the
funding they need to replace obsolete
or worn-out equipment or facilities. In
essence, Canada’s hospitals have been
living off their existing capital for 20
years, and more of them are gradually
exhibiting the obsolescence and decay
found in many British National
Health Service hospitals.

The provincial governments also
sharply restrict the availability of
medical equipment outside of hospi-
tals, forcing doctors to conduct most
procedures in a hospital, where they
can be both more closely monitored
and controlled. This practice produces
perverse results as well. “The dramat-
ic shift to outpatient diagnostic testing
and outpatient surgery that has taken
place in the United States has not
been replicated yet in Canada,”

observed Ed Neuschler of the Health
Insurance Association of America in
his study of the Canadian system.
“For example, all Canadian computer-
ized tomography (CT) scanners are
located in hospitals and, in Ontario,
this has been made a legal require-
ment. Keeping major medical proce-
dures in hospitals, which are under
their direct budget authority, allows
provinces to better manage total costs
by controlling supply.” In other
words, to control physician practice
patterns and patient demand, Canada
forgoes the potential cost savings and
quality improvements these new out-
patient technologies would otherwise
generate in a true free market.

These practices also have an
adverse effect on patient care. For
example, magnetic resonance imaging
(MRI) machinery is now widely used
in the United States in the treatment
of joint, spinal and neurological disor-
ders; over 2,000 MRI machines exist
in U.S. hospitals, clinics and diagnos-
tic centers. But Canada possesses only
15 MRI scanners, and all of these are
located in hospitals, making these
tests much more difficult to obtain...

Maple leaf drag

As with any nationalized health
system, when unlimited demands for
perceived “free” care collide with
limited government budgets, short-
ages result and more people must take
a number and wait for treatment. The
resulting problems and horror stories
have provided much grist for the
press.

The same MacLean’s article that
related the story of heart patient
Charles Coleman also reported:
“Hospitals in some cities have had to
institute unusual, and sometimes
humiliating, economic measures.
Patients in the maternity ward of one
general hospital find it is strictly
BYOD - bring your own diapers —
and pillows as well; while elderly
patients in some Montreal hospitals
are being kept in diapers because
nurses do not have time to help them
go to the bathroom.” At the same
time, at New Brunswick’s Moncton
Hospital, “some patients are kept in
hallways and even closets, while a
total of 2,300 people were on the
waiting list for surgery last month.”

Waiting lists are now endemic in
Canada’s health system, and a recent
study estimates 260,000 Canadians are
currently waiting for major surgery.
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In April 1989, one Ontario paper
reported, “There are currently 1,600
people in Ontario waiting for heart
surgery and the list is steadily increas-
ing.” The same month, another
Ontario paper published the news that
“Kitchener-Waterloo Hospital will be
closing at least 43 beds, laying off or
cutting back the hours of at least 70
staff members, capping the hemodial-
ysis program, and discontinuing lens
implant procedures at the hospital.”

From the Winnipeg Free Press
came the report in July 1989 that,
“Doctors and nurses at Brandon
General Hospital lashed out yesterday
at bed closings that have left 91

been conducted, they only confirm
what quick, back-of-the-envelope cal-
culations yield. Present U.S. health
spending is over $600 billion per year,
of which the federal, state and local
governments account for 42 percent,
or roughly $250 billion. Thus,
expanding the total government share
to the 74 percent found in Canada
would necessitate about $190 billion
per year in new government spending.
Expanding the government share to
around 90 percent or more, as would
occur under most pending legislation
to adopt the Canadian system, would
push total new government spending
into the $300-billion-per-year range.

o What might come as the biggest

surprise to Americans is the existence of uninsured

Canadian citizens.

patients, including cancer victims,
waiting up to six weeks for urgent
surgery. Most of the patients have
cancer of the breast, large bowel, or
lungs, chief of staff Dr. Michael
Taylor said. He blamed the funding
woes and bed closings on a Health
Department policy introduced by the
former government that forbids
deficit-financing and forces hospitals
to balance their budgets.”

On September 14, 1989, the
Toronto Sun reported, “The Princess
Margaret Hospital has announced it
won’t accept new cancer patients
requiring radiation treatment for a six-
week period starting September 30 to
clear up a 300-patient backlog.” Last
year, the Edmonton Journal stated,
“The only hospital doing cardiovascu-
lar surgery in northern Alberta now
has 210 adults and children on its
waiting list. The average wait is six
months, although some people have
been waiting as long as a year, said a
hospital spokesman.”

$190 billion in new taxes

If all of this is not enough to dis-
suade U.S. policy makers from insti-
tuting a Canadian-type system, the
projected costs definitely should be.
While several detailed analyses of the
cost of adopting a Canadian-type sys-
tem in the United States have recently
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Economists Gary and Aldonna
Robbins have estimated that funding
such a total health care nationalization
program would require either: in-
creasing the combined employer-
employee payroll tax from its current
rate of 15 percent to 29 percent; rais-
ing income tax rates across the board
by 14 percent, or imposing a new
national sales tax of 10 percent.

Furthermore, the U.S. political
structure is fundamentally unsuited to
effectively administering a national
health system like that in Canada.
Unlike other countries with national-
ized health systems, the United States
does not have a parliamentary system
of government. The U.S. system not
only separates the executive and leg-
islative functions, but even within the
legislative arena, congressmen and
state legislators more closely represent
the narrower interests of their con-
stituents and are much less subject to
party discipline than are their parlia-
mentary colleagues in other countries.

Because of these significant polit-
ical differences, any national health
system in America likely would
quickly degenerate into pork-barrel
politicking and legislative micro-man-
agement. Indeed, one does not have to
look to obsolete military bases, farm
subsidies, public works programs or
dubious research projects to find

examples. There is already one graph-
ic example in the U.S. health care sys-
tem of what would happen nationally
with a Canadian-style system: name-
ly, the medical system run by the
Department of Veterans Affairs. That
system labors under chronic budget
problems, and constant restrictions
and special interest requirements
imposed by Congress. In fact, con-
gressional interventions have kept any
obsolete V.A. hospitals from being
closed over the past 26 years.

Alternatives to the Canadian plan

There is a lesson in the Canadian
experience that Americans should
take to heart.

In reforming our own system, we
should avoid confusing means with
ends. All the attention focused on the
uninsured in the United States has led
many to seek universal health insur-
ance coverage through a nationalized
system. Yet the real goal should be to
provide all Americans with adequate
medical care. Health insurance is only
one of several means of achieving that
goal, and many times it is not the best
means.

Rather than instituting a govern-
ment-run system of universal health
insurance, Americans should pursue
reforms designed to ensure that all cit-
izens have access to adequate medical
care. Such reforms have two funda-
mental objectives:

First, to empower consumers by
giving workers and their families
direct control over the money used to
purchase their medical care and insur-
ance, thus unleashing market forces
and consumer choice to control health
care costs and bring efficiency to the
system.

Second, to restructure existing
health care tax policies and govern-
ment programs to provide the poorer
and less healthy members of society
with the extra purchasing power they
need to obtain necessary medical care
and insurance in a freely functioning
market.

Pursuing reforms based on these
principles offers the best hope for
America to create not only a better and
less expensive health system, but also
a system that achieves the goal that
has eluded Canada: affordable access
to medical care for all its citizens... m

Reprinted and edited with permission
from The Heritage Foundation’s Policy
Review and Backgrounder.
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OFFICE OF THE VICE PRESIDENT

WASHINGTON

September 8, 1992

Harvey L. Lerner, M.D.
215 East Main Street
Smithtown, NY 11787

Dear Dr. Lerner:

Thank you (belatedly) for your letter of July 11 and for
enclosing your proposal for Health Care Restructuring.

I think we're in considerable agreement in principle -- though
how to get from here to there is a difficult question. In any
case, I've asked Richard Porter, Counselor to the Vice President,
who's quite expert on the health care issue, to take a careful
look at your proposal. Feel free to contact him directly at
202/456-6640.

Thanks again for writing.
Sincerely,

B (-

William Kristol |
Chief of Staff
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SMITHTOWN MEDICAL SPECIALISTS, PC

MELVYN BRUCKSTEIN, MD RICHARD S. GOLD, MD
HARVEY L. LERNER, MD

DIPLOMATES, AMERICAN BOARD OF INTERNAL MEDICINE

215 EAST MAIN STREET
VILLAGE OF THE BRANCH
SMITHTOWN, NEW YORK 11787

(516) 265-5858 FAX:(516) 265-5756

11 July, 1992

William Kristol

Staff of Vice President Daniel Quayle
Senate Office Building

Washington, DC

Dear Mr. Kristol:

I'am sending the enclosed proposal to you at the suggestion of my friend, Professor
Bernard Semmel of the graduate division of CUNY, where he has been appointed
successor to one Professor Gertrude Himmelfarb. That is by way of getting my foot in the
door.

The proposal speaks for itself. I believe you will find it unique. Its strength is the
description of an affordable marketplace for health care, something which no other health
care proposal addresses. This plan allows for freedom of choice for individual Americans,
professional freedom for providers, affordability for consumers, and decreased health care
expenditures for our nation. Please read on!

Singerely yours,
| Lﬁ L (YW

Harvey L. Lerner, MD



A Proposal for Health Care Restructuring

Any system devised to reorder the financing of health care in the United States
should address these priorities:

it should be affordable, for individuals and families, and also for the nation
it should be available to everyone

it should give the consumer freedom of choice

it should preserve or strengthen professionalism

[ believe the proposal outlined below meets those specifications better than any
other I have seen.

Introduction

The most important reason for rising costs in health care is the insatiable demand
for services. When services are paid for by insurance programs, it is always "other
peoples' money " that is being spent by the individual consumer; so long as this is
true, everyone will want "the very best" for himself.! That is only rational
behavior --human nature, one might say.

The result is the perpetually increasing demand for care.? In our current system,
where services are substantially insurance-covered, providers are under no
pressure to compete with one another based on price or on cost-effectiveness;
instead, to attract patients, they compete based solely on the quality of their care,
or the quality of their care as the public perceives it to be. They will make
massive investments in technologies and procedures, proven and unproven, if only
to maintain a seeming edge in quality over others; obviously, the competition will
respond in kind.3 In fact, reimbursements are usually configured to compensate
for services --therefore, the more, the better.# This is not unlike cost-plus defense
contracting.

In this paper, in every instance, "he" should be taken to mean "he or she or they."

2Especially the costliest services, hospital, nursing home, and laboratory/imaging, which tend to be 100%
covered

3Duplication of cardiac surgical facilities in hospitals is the first example that comes to mind.

4This is still true, although in a more limited way, for hospitals under DRGs; hospitals that provide more
service are rewarded with higher DRGs.



There are two ways to control or limit such runaway demand.

« One way is to micromanage from above in order to limit or to ration utilization
of services, i.e., to impose a Soviet style system of controls and guidelines.
Most proposals to reform health care essentially do just that, and also skew the
field radically in favor of managed care systems, where important decisions are
no longer made within the profession. The result is bureaucracy, inefficiency,
corruption, and professional demoralization.’

o The other way is to create a market.
We often hear that a market won't work because the poor will be unable to
participate in it, and besides that, a market would annul the concept of insurance.
That does not have to be the case. A marketplace that satisfies these criticisms is
the essence of the program presented in these pages.

The Plan

Begin by abolishing all existing health insurance.

In its place, install a system which relates the income of the insured to the extent
of insurance coverage he is permitted, under any circumstances whatever, to buy.

Include all health costs in this program.¢
Increase coverage as families reach "catastrophic" levels of health-related expense.

The identity of the premium-payers is a separate issue, although one may be sure
that the total cost for all payers together will be lower.

Free the providers of price control, but establish quality minima.

Structure the payment system so that the provider is not paid until the recipient of
services has made his co-payment to the insuring body.

3An effect yet to come is a decrease in the number of self-starters entering medicine. One has only to look
at the example of the schoolteachers of America to witness the deprofessionalization that occurs when
people surrender control over their own work.

®This point is not essential to the overall plan. Some kinds of psychiatric services, for example, could be
excluded.



Advantages of the Plan

There is some cost out-of-pocket for every health care item or service, none
excepted (i.e., including hospital services); this creates a market.

People at every income level will have the same access to service and will feel
"the pinch" appropriate to their income level.

The demand for services will decrease, because the intelligent consumer will not
pay for services that are not cost-effective.

Consumers of health services will begin to look at what they are getting and wiil
become more discriminating. That will raise people's expectations and the quality
of services better than an army of regulators.

Providers will become price-competitive and improve efficiency, lowering the
total cost of services to the nation. It will cost the consumer less out of pocket to
go to a provider who offers the same service for less.

It does not tell the providers what they may or may not do. A mushrooming and
invidious set of controls now envelops physicians, hospitals, and others. It bodes
to deprofessionalize health care because compliance with rules becomes more
important than doing the work.

It eliminates the need for a large regulatory bureaucracy.

It allows for simple computerization of payments, with inputs consisting only of
health care bills, last year's net income, IRS-verified, and receipt of copayment.

It permits government to influence the degree of medical inflation by simply
modifying the extent of allowable coverage. Similarly, it permits government to
adjust for differences in utilization by different income levels and to eliminate
those differences, if that is desired, by changing the extent of permitted coverage.

It should be very simple to run a pilot study to see how well it works.

Explanation by Illustration

My experience in presenting these ideas tells me that illustrating them works faster
and better than trying to explain them in the abstract. (The numbers I have chosen



are pure guesswork and for example only; working out the particulars would
require actuarial study by health economics experts):

Right now, anyone with enough money (and good health) can buy major medical
insurance that covers, say, 80% of outpatient costs and professional fees, and
100% of hospital services.

Some families have drug insurance with 100% coverage or flat fee payments for
medicines, whatever the choice of drug. 7

This plan would place legal limits on the percentage of costs that insurance would
be allowed to cover. It would apply to everyone, and the limit would be income-
dependent, so that, by mandate, weaithy people would get lower percentage
coverage than poor people would. For instance, suppose one allowed families
with incomes of $0 to $30,000 to buy insurance that covered (and was limited to)
95% of all health costs; families with incomes of $80,000 to $100,000 to buy
insurance that covered 80% of all costs; and families with incomes of $1,000,000
to buy insurance that would be limited to 35% of all costs. (Sorry to repeat: these
numbers are for illustration only; the first approximation to ideal numbers would
emerge after appropriate modeling by economists.)

Each family would have free choice of where and how to get health care.

A person with 95% health coverage spending a day in the hospital with a day rate
of $500 would be expected to pay 5% of $500, or $25; someone with 35%
coverage would now pay 65% of that same $500, or $325. The rich pay more and
the poor pay less; everyone pays an amount adjusted to create equal
unpleasantness at every level of income. The same person going to a hospital with
a day rate of $1,000 would be paying twice as much out-of-pocket, no matter what
his income level.

Ideally, services to each income level would equalize. If not, plan administrators
or Congress could change the coverage percentages for each level of income, if
that were the public policy decision.

A patient would then ask himself, at every moment, "Is the incremental cost of a
test or a therapy worth to me the added, out-of-pocket part of the cost I must now
pay for it?".

7Obviously, such arrangements result in choice of hospitals without respect to their charges and of drugs
without respect to their efficacy for the cost. There is a lot of occult discretionary spending here. In
addition, because hospitals need compete, in this system, only on quality, they are driven to become
"better" and "better" by purchasing more and more technology, irrespective of market-demonstrated
benefit.



Many truly optional or "defensive" tests and many treatments of dubious efficacy
(such as some long-running physical therapy) would be difficult for the patient or
the doctor to justify, if someone visible (and not abstract, like an insurance
company) were paying money for them. Services that were "worth" the cost
would continue to be demanded, because most of us want to get better and are
willing to pay for what might be necessary.

A person with high blood pressure would reflect on whether the newest and most
expensive choice of medicine was truly what he wanted, i.e., whether the
difference mattered enough to him to pay more dollars for it than the older
medicine, which is perhaps 80% as effective (figuratively) and 10% as expensive.
Unlike what has been proposed in many health care reform proposals, in this plan
he would retain absolute free choice, provided he paid his uncovered portion of
the charge. In every instance, the incremental charge would be smaller for a poor
person than for a rich one. If the numbers that were set discouraged one class of
people from optimizing health vis a vis another class, those numbers could be
changed next round.

One physician might spend ten minutes with a patient and charge $25; another
might believe it appropriate to spend an hour for the same problem and charge
$150; each would be allowed to do so, and the patient could choose whomever he
wanted to see, understanding it would cost him more to see some doctors than
others, or to use some surgeons or hospitals.?

Physicians and other health care providers could organize themselves into prepaid
groups or work on the basis of fee-for-service, all on level competitive ground.
The public could shop price versus relationship in the same way it chooses
between Wal-Mart and the corner grocery. In due time, the marketplace will
identify how many of each category it wants, and the survivors will emerge, as
they should. The surviving providers would tend to be the most efficient ones
and/or those with the highest quality, as judged by the consumer --and not by the
regulator.

Doctors could continue to practice as they saw fit and hospitals to equip
themselves as they wish. Competition between providers would be based on both
quality and cost. There would be no undertrained and self-perpetuating cadre of
health police, such as is now burgeoning.

8This is now impossible under Medicare and managed programs where the doctor or managed care plan is
incentive-driven to provide quick, high volume service and to reject clientele who will consume more
time; likewise, net income is higher when overhead and amenities are minuscule; do we want that?



The American people do have every right to establish minimum standards for
quality or to expect the professions to do just that.® The publication of outcome
results would help to maintain a rational market; perhaps, also, advertising of
health services should be regulated, probably by the professions themselves.

The added competitiveness under this plan will have some unexpected salutary
effect on medical pricing, which we all recognize has been high. For example, if
insurance companies now "allow" a $5,000 fee for an operation, many surgeons
will "accept” the 80% insured payment of $4,000 and not bill for the balance, even
though that is most often illegal. As a result, no new surgeon arriving in town ever
undercuts the $5,000 fee and charges $2,000, because he can always make at least
that same $4,000 as did the other surgeon, without imposing any out-of-pocket
expense on the patient.

Under the plan proposed here, there are no "allowed" charges. Every fee involves
a mandatory copayment, the size of which is related to affordability. In that
setting, competition will force fees down where there is room for them to be
lowered (surgery, medical procedures, laboratory, XRay). It will preserve or raise
fees for primary care, where overhead is high, paperwork brutal, and political
influence in medical circles low, and where the regulatory agencies, under surgical
pressure, have undermined the new relative value scales to the detriment of the
family doctor.

Also, wherever professional overhead is high, fees will be higher, for market
reasons, and vice-versa; there will be no necessity for agencies to approximate
ideal overhead expenses, as they now must for RBRVS under Medicare. They
seem to have trouble doing that right.

A hospital might choose to offer bone marrow transplantation as a service, in order
to enhance its reputation and to make itself the definitive center for cancer care in
its region, knowing that by doing so it would drive its daily bed cost up!® --and
therefore make people with non-cancer diagnoses or lesser illnesses, like bleeding
ulcers or pneumonia, somewhat less likely to choose it for their own admission.
That would be both a professional and a "business" decision for the hospital's
board to make, and it would compare with similar decisions made by businesses
and corporate boards all over free-enterprise America; it would not be a decision
made by a public board with a political agenda.

The medical profession would have to be given the legal authority for tough self-regulation.

107t might be necessary to require hospitals to average their costs and not charge a higher day rate for
some illnesses than others.



If an illness turned out to be expensive and cost someone, say, 5% of his annual
net family income, the percentage of "coverage" would be adjusted upwards for
the next increment of income. For example, the poor family insured for 95% of
costs below 5% of annual income might be covered 98% for costs running from
5% to 10% of annual income and 99.5% for costs in excess of 10%; the family
covered for 80% might be covered for 93% until the next break point, etc. There
should be nothing that makes necessary services unattainable.

The degree to which services would be insured across the board, at all levels of
income considered together, would be a recurring public policy issue. More
insurance at every level would lead to a higher percentage of the GNP spent for
health, and less insurance would mean a lower percentage. Government would
make a policy decision based on the usual priorities for the expenditure of our
national wealth. Probably, we would opt for the best we could afford. The
advantage of this plan is that the total expenditure would be insurance-coverage
sensitive on a national basis, much as inflation and money supply are interest rate
dependent, and thus subject to policy decision.

There is at least one important caveat. A provider might raise its (his) fees at will,
collect the covered or insured portion, and then omit to charge for the balance that
is directly owed by the patient. This kind of cheating is commonplace in the
present major-medical-insured marketplace.

To avoid this problem and to keep the whole system running in accord with its
design, the patient must be required to pay his portion directly to the insurer (or
the government? the IRS? --ideally, it could be included in the tax bill, but that
concept terrorizes me and probably most Americans), after which the insurer
would release the entire payment owed to the provider. Of course, such a
mechanism creates a disincentive for insurers to collect from patients. They will
already have the premiums; why now collect 23 cents and then pay out $1.00?
Perhaps if the insurers/collectors were chosen by the providers . . .

Obviously, premium payments, if they are not averaged, would be much higher for
poorer people than for richer. This concern should be offset by the fact that out-
of-pocket costs for rich people would be greater than for poor people. This is only
as it should be.

Problems with the Plan



Some provision will have to be made for people with no income whatever.!!

It does not mandate how premiums are to be paid. Inasmuch as income levels are
already inputted into the format, public policymakers would have to decide on the
issue of tax-deductibility of the premium cost for individuals, whether included in
employee benefits or not.

People now working in health care supervision would have to be retrained to do
something useful.

It would impede the growth of some technology. I love high technology and do
not believe that markets impede its growth. Rather, I suspect that this plan would
stimulate the growth of a new, rational, "efficiency technology."

Conclusion

It is very difficult for people who are peripheral to the economics of health care to
weigh proposals that purport to reform health care.

My own work provides me with daily examples of overconsumption of services
because they are overinsured (not unlike auto collision, to give anyone a familiar
reference point): "Doctor, please do everything for my mother [who is completely
demented from Alzheimer's disease and needs to be comfortable, not to be poked
at or invaded]", "Why can't I have an MRI for my dizziness? I'm covered."; or
doctor to patient: "I think some physical therapy might help your shoulder; it can't
hurt [it might/might not help; the benefits/costs need to be explained explicitly;
patients would learn to ask if they had to pay some more]", "Just a few lab tests . .
", etc., etc., etc. Add to this the sometimes extravagant purchases by hospitals just
to keep up, etc., etc.

The marketplace is a natural institution because it satisfies the human desire for
freedom of choice. The problem has been to construct a marketplace that would
not exclude the poor. I believe that the concept I have offered embodies the
priorities of affordability and professionalism and is fair to both consumers and
providers, while allowing the nation to conserve its resources by spending less.

1] have a companion proposal for welfare reform which solves this and which melds perfectly with it.
Briefly, in place of all existing welfare programs, give each family in the United States, rich or poor, a
subsistence grant, say $20,000. Adjust the taxes of everyone to meet the cost --in essence, income
redistribution, to a degree. Now, take care of yourself, pay taxes, and the first dollar earned becomes a
dollar you keep, less taxes. The copayments for health care would then be from this same subsistence
payment.
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