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THE FUTURE OF HEALTH CARE IN AMERICA

TUESDAY, MAY 3, 1988

CONGRESS OF THE UNITED STATES,
SUBCOMMITTEE ON EDUCATION AND HEALTH

OF THE JOINT ECONOMIC COMMITTEE,
Washington, DC.

The subcommittee met, pursuant to notice, at 9:30 a.m., in room2325, Rayburn House Office Building, Hon. James H. Scheuer
(chairman of the subcommitee) presiding.

Present: Representative Scheuer.
Also present: David Podoff and Dayna Hutchings, professional

staff members.

OPENING STATEMENT OF REPRESENTATIVE SCHEUER,
CHAIRMAN

Representative SCHEUER. Today we begin what should be a veryinteresting and indeed seminal series of hearings on "The Futureof Health Care in America."
The subject is so vast that I will insert my detailed written open-ing statement in the record, and just make a few brief oral com-ments now.
We will be thinking about the quality of care. We will be think-ing about the costs of care. We will be thinking about special con-stituent groups in our society like the elderly, like infants, like thepoor who seem to have trouble accessing our health care system.We will be talking about special problems like the overwhelming

costs of medical malpractice and the impacts they have on thesystem. How do we control quality? How do we empower healthcare consumers with knowledge about their health care system asit impacts them? How do we give them the knowledge to select be-tween health care providers, some who would enhance theirhealth-doctors, hospitals, nursing homes-and some who might,indeed, on the proven clear written record, jeopardize their health.All of these subjects will be treated today and in the weeks tocome, but now I really feel that we want to get on with the wit-nesses.
I want to especially thank this morning our staff member fromthe Joint Economic Committee, David Podoff, for his wonderfulwork in helping to prepare this set of hearings, and also the re-doubtable Professor Dorothy Rice, who has made such a formidable

contribution to our health care system in years past in government
and currently in the private sector. Dorothy, we are very grateful
to you for your splendid, continuing contribution and your caring

(1)
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so much about giving the American people some of the knowledge

and some of the insights that we hope will flow from this hearing.

Now we will get to our opening witness, former Secretary of the

Department of Health, Education, and Welfare-now known as the

Department of Health and Human Services. Joe Califano has truly

had a seminal effect on our health care system. He was chief do-

mestic adviser to President Lyndon Johnson when we constructed

the medicare and medicaid systems and was one of the chief archi-

tects of those two systems. Not only was he a spectacularly effec-

tive Secretary of HEW, but he has continued his interest in health

care working with the Chrysler Corp. by chairing their committee

on health care and trying to bring some degree of rationality into

our health care system so far as it concerned major health care

corporate insurers, and the millions of members of the American

work force who have corporate health care programs.
[The written opening statement of Representative Scheuer fol-

lows:]
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WRITTEN OPENING STATEMENT OF REPRESENTATIVE SCHEUER

Today we begin a series of hearings on THE FUTURE OF
HEALTH CARE IN AMERICA. In the next two months this
subcommittee will explore a broad range of issues that
confront our health care system.

Health care is our third largest industry. Health care
costs continue to increase more rapidly than the economy so
that the share of GNP that is devoted to health care
expenditures is increasing. Today, health care expenditures
absorb 11 percent of GNP--a far higher percentage than in
most other industrialized countries. By the year 2000
expenditures on health care are projected to reach 15 percent
of GNP.

There are many reasons why an increasing share of output
is devoted to medical care including demographic trends and
the fact that the price of medical services has increased
more rapidly than the general price level.

But despite the increase in the share of national
resources devoted to health care, there are growing concerns
about the quality of medical care we receive when we are
sick, and the need for some of the services we receive when
we may not be sick. We are also concerned about the health
status of our population, particularly our growing aged
population, and wonder what we can do to prevent illness.

In his book AMERICA'S HEALTH CARE REVOLUTION Mr.
Joseph A. Califano writes, "The time has come to alter
fundamentally the way we deliver health care to our people,
who has access to it, how we pay for it, the way we educate
our doctors and protect their turf, the abandon with which we
handle our bodies and minds, and the professional and
financial incentives we offer doctors, researchers,
hospitals, insurers, laboratories, medical equipment
suppliers, drug companies, malpractice lawyers--and patients.
Most important, we must change the object of our attention
from sick care to health care, encourage Americans to keep
themselves in far better shape and to stay out of hospitals
unless they have no other alternative, and give doctors



4

incentives to keep us healthy rather than just treat us when

we're ill."

Before turning to Secretary Califano's testimony, and

that of the other distinguished panelists we have assembled

today, I want to summarize the issues I hope to discuss in

this series of hearings.

I basically agree with Secretary Califano's statement

that we should "change the object of our attention from sick

care to health care." To me that implies that we need a

positive approach to restraining health care costs now and in

the future.

o We need intelligent effective responses to the

challenges posed by an aging population and increasing life

expectancy.

o We need to assure access to health care for low-

income citizens, especially minorities.

o We need to provide consumers with adequate and

accurate information about the quality of health care

provided by hospitals and health professionals--both
good and bad.

o We to need to provide child and maternal care so as

to reduce infant mortality and the percent of low birthweight

babies.

All of these measures would appropriately shift our

focus from "sick care to health care." But our record in

moving in this direction is not impressive.

About two years ago I chaired a series of hearings for a

subcommittee of the JEC in which we looked at, among other

demographic trends, the aging of the population. The

fraction of the population over 65 has increased from about 8

percent in 1950 to about 11 percent today, and is expected to

dramatically rise from about 13 percent by the year 2000 to

22 percent by 2050. Furthermore, as life expectancy

increases and the baby boom generation ages, we will see a

tremendous increase in the fraction of the population over

85. Between now and 2050 the fraction of the population over

85 will increase from I percent to 5 percent--or from one in

a hundred to five in one hundred.

Although the aging of the population is not unexpected,

our health care system is not prepared to deal with the

consequences. Ultimately we must strive to promote better

health so that the aging population will not impose an

unsustainable burden on the working population. To re-
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emphasize we must change our health industry from a sick caresystem to a health care system. Unless the health status ofthe elderly population improves as life expectancy increases,long-term care costs will increase as a fraction of GNP.

The evidence is not encouraging. In a report toCongress that was mandated by the Social Security Amendmentsof 1983, the Department of Health and Human Servicesreviewed the evidence on the health status of the elderly aslife expectancy increases.

The study concluded that "The evidence is ambiguous asto recent trends in the health status of older workers.Improvements in life expectancy that have occurred over thepast several decades have not necessarily been accompanied bycorresponding improvements in the active work lives of olderpersons."

At the other end of the age spectrum there are alsodanger signs. In its recently released Report On The EconomicReport of the President, the JEC found, "that in 1950 theU.S. infant mortality rate ranked well above the average of23 European and Pacific Countries and today ranks somewhatbelow average-a sobering assessment. Slow reduction ininfant mortality and associated trends in low birthweightsultimately imply large future health care costs.

And access to health care is not what it should be. Anestimated 37 million Americans have no health insurance. Manyof them will receive health care--often at public expense--only when they are very ill--and they will not receive thekind of preventative care we should be encouraging.

Finally, there are disturbing signs that in a healthcare--or should I say "sick care" system--that spends $500billion, the quality is not all that it should be.Newspaper accounts, for example, recently reported onappalling conditions in a hospital in my district. In aletter to David Axelrod, Commissioner of the New York StateDepartment of Health, I expressed the belief that a newmanagement group could provide the "necessary supervision,oversight and accountability" that is clearly required. Ialso asked to be kept informed of the steps taken to "assurea prompt and significant improvement in the health care"provided at the hospital.

I hope, that as a result of these hearings, we canhelp promote a prompt and significant improvement in thehealth care system of the United States, and change itsdirection from "sick care" to "health care."
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Representative SCHEUER. Mr. Califano, take such time as you
may need to make your statement and then I'm sure we will have
some questions for you. We're delighted to have you with us here
today.

STATEMENT OF JOSEPH A. CALIFANO, JR., SENIOR PARTNER,
DEWEY, BALLANTINE, BUSHBY, PALMER & WOOD, AND
FORMER SECRETARY, DEPARTMENT OF HEALTH, EDUCATION,
AND WELFARE
Mr. CALIFANO. Thank you very much, Mr. Chairman. I would

like to submit the whole prepared statement for the record.
Representative SCHEUER. It will be printed in its entirety in the

hearing record.
Mr. CALIFANO. I will summarize and read some comments. Let

me say that it's a privilege to be here and that you have this morn-
ing in the panels that follow the most impressive people in the
country on health care, health care delivery systems, and health
care economics.

It's a privilege to be part of a day in which they testify.
I think these hearings are critical and I think it is very impor-

tant for the American people to understand more and more about
their health care system.

EXPENDITURE TRENDS

The plain fact is that health care is devouring and will continue
to devour an ever-increasing share of our national wealth. Ameri-
cans will spend more than $550 billion on health care this year,
nearing 12 percent of our gross national product. By the year 2000,
health care will claim 15 percent of our gross national product, a
staggering $1.5 trillion.

DEMOGRAPHIC TRENDS

But the year 2000 will signal only the beginning of what will
surely become the health care century because our rapidly aging
population assures this. Seniors now represent about 12 percent of
our population. They account for more than a third of our national
expenditures on personal health care. By the year 2030 those 65
and over will equal at least a fifth and perhaps more than a quar-
ter of the population. The percentage of elderly who are 80 and
over will be pushing 30 percent.

As the proportion of higher users of medicare grows, those over
80 will use twice the health services of those 64 to 69 and the tax
and support base will erode. The ratio of active workers to retired
citizens will slip from about six to one today to only three to one in
2030.

COST CONTAINMENT

It's clear that to control health care costs we will have to reduce
the rate of disease and disability, especially among the elderly.

So far, Mr. Chairman, government, big business, and unions, the
main providers of health care and the main purchasers of health
care in this country, have primarily used blunt instruments to
hack fat out of the bloated health care system. They have concen-
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trated on creating incentives for doctors and patients to eliminateunnecessary hospital stays and shorten the necessary ones.But now in this country we face the tough part. Finding outwhat treatments really work, instilling self-discipline in patients,physicians and political leaders, reducing overcapacity and direct-ing America's scientific genius toward the health care problemsthat actually cost Americans the most money and the mostmisery-aging and addiction.

CARE ASSESSMENT

Of the tasks ahead, none is more complex than finding out whatprocedures truly have an impact on the ailment the patient suffers.In short, determining what quality care really is.
Americans spent almost $1,800 a person on health care in 1985,the last year for which good comparable foreign figures are avail-able, far more than the Canadians who rank second with $1,300,more than twice the Japanese who spent $800, triple the Britishwho spent $600. Yet health care in Canada, Japan, and Britain issophisticated and modern. Life expectancy is at least as high as inthe United States and infant mortality is lower.
We are so dazzled by the miracles of modern medicine we tend toforget that even today, despite the multimillion array of tools atthe doctors' disposal, the first step-directly diagnosing the ail-ment-is no sure bet, and treatments for the same diagnosis varywidely.
In 1987, a pioneering researcher in this field, Dr. John Wenn-berg, compared surgery and hospitalization rates in New Havenand Boston. He found that, in 1981, a New Haven resident wasnearly twice as likely to undergo a coronary bypass operation as aBostonian, but only half as likely to receive a carotid endarterec-tomy. Bostonians were much more likely to have their knees andhips replaced, but New Haven residents had far more hysterecto-mies and back operations. Boston doctors will hospitalize you forgastroenteritis, pneumonia, and diabetes much more readily thantheir colleagues in New Haven.
These different treatments, applied to populations that were verysimilar appeared to bear no relation to whether the patient getswell. But they did bear a strong relation to the cost. Mr. Chairman,medicare spent an average of 70 percent more for each beneficiaryin Boston than it did in New Haven.
Representative ScHwUER. For comparable health outputs?Mr. CALIFANO. For comparable health outputs. And that's aheavy price to pay, especially when the Bostonian's chance of beingexposed to a more expensive higher risk procedure appears todepend not on his condition but on the prevailing fashion in hismedical neighborhood.
Another study, this one by the Rand Corp., analyzing 4.4 millionmedicare beneficiaries, revealed wide variations in rates for sur-gery and hospitalization. Consider two patients, one of whom hap-pens to live in the area that had the highest rate for a particularprocedure, the other in the area with the lowest rate for that pro-cedure. The first patient was 11 times more likely to have a hipoperation, 6 times more likely to have a knee replaced, 3 times



8

more likely to have coronary bypass surgery, 5 times more likely to
have a skin biopsy. For more than half of the medical and surgical
procedures studied-67 out of 123-people who lived in areas with
the highest rate were at least three times as likely to undergo the
procedure as people living in areas with the lowest rate.

Then in a later study, another Rand study, medical experts me-
ticulously analyzed the application of three of the procedures, fit
reviewing the research on its effectiveness and establishing criteria
for when it was clearly appropriate, clearly inappropriate, or of un-
certain value. After systematically applying these criteria to more
than 4,500 case histories, the experts found that 26 percent of the
coronary angiographies-a procedure to determine blockage of cor-
onary arteries-2 8 percent of the endoscopies-a procedure to diag-
nose stomach and intestinal problems-and 64 percent of carotid
endarterectomies-a surgical procedure to remove blockages from
the main artery supplying blood to the brain-were clearly inap-
propriate or of uncertain value. Most startling, researchers found
the inappropriate use of these procedures to be similarly high in
areas with the highest rates of use and the lowest rates of use.

Just pause for a minute on these numbers. We have an expert
medical consensus that from 26 to 64 percent of these three medi-
cal procedures were of no value or of uncertain value to the pa-
tients. But even when most doctors agree that certain treatments
are appropriate, there are still enormous variations, some more
than tenfold, in the rates to which people living in different places
are subjected to risky, expensive surgical procedures with no appar-
ent relation to health.

Is it possible that in this area of high-tech medicine we just don't
know with any precision whether many procedures truly affect the
medical outcome? Of course it is.

But there are situations in which we should be able to develop
standards of care and apply them, situations in which doctors are
clearly too ready to choose surgery.

Just very quickly a few of them. Coronary bypasses. Americans
are four times more likely to have bypass operations than Western
Europeans with the same symptoms. According to studies by the
National Institutes of Health and the Veterans' Administra-
tion--

Representative SCHEUER. Again, I assume with comparable
health outputs.

Mr. CALIFANO. With comparable health outputs. NIH and the
Veterans' Administration studies concluded that at least 60 per-
cent and perhaps 80 percent of the 250,000 Americans who undergo
coronary bypass surgery each year gain no increase in life span
beyond what they would have achieved through medical manage-
ment of their conditions. Henry Aaron and Dr. William Schwartz,
in their book "The Painful Prescription," attribute much of the ex-
plosion in bypass surgery to the fee-for-service payment system.

Cesarean sections. In 1970, 5.5 percent of the deliveries of babies
in the United States were cesarean. In 1986, 24 percent were. Medi-
cal experts estimate that at least half of the 900,000 C-sections per-
formed in 1986 were unnecessary. The cost of those excess oper-
ations came to $728 million-for poor quality medicine. American
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doctors perform the highest rate of cesarean sections in the world,yet the United States ranks 17th in infant mortality.
Tonsillectomies. Mr. Chairman, if you want to keep your tonsils,stay out of Fairhaven, Fitchburg, and Framingham, MA.Representative SCHEUER. I lost them 55 years ago.Mr. CALIFANO. Residents of those three cities were found to be asmuch as 15 times more likely to be subjected to tonsillectomiesthan residents of other Massachusetts towns where tonsillitis istreated mostly with antibiotics-as effectively, and far more cheap-ly.
Pacemaker implants. Recent studies suggest that of the 120,000pacemaker implants performed last year, at a cost of $15 billion,more than halr were unnecessary or of questionable value. A Phila-delphia study Ly physicians suggested that doctor's ignorance andthe fear of malpractice accusations were the chief culprits here, butthe study also noted that this relatively simple operation, with its$12,000 price tag, can be highly profitable for doctors and hospitals.Now I'm not suggesting that all the varying judgments of doctorson what constitutes appropriate care are unreasonable, reckless, ormotivated by economic self-interest. In many cases, one physicianmay in good conscience perform surgery though another may treatthe same condition medically.

NEED CHANGE IN PHYSICIANS' ATTITUDES

I do suggest that a major shift in physician and patient attitudeswould improve the quality of care. Today, when a physician is un-certain about the value of a medical procedure, his attitude tendsto be: unless it has been proved ineffective, try it. Patients in dis-comfort tend to agree. In a medical system in which doctors arepaid only for doing something, and patients want something done,uncertainty over diagnostics and treatment makes for all kinds ofunnecessary tests and treatments.
What about a different attitude? I suggest we adopt this one:Unless the procedure has been proved effective, don't use it. Thereis ample precedent for this. After all, drug companies routinelyspend millions of dollars demonstrating the safety and efficacy oftheir products to convince the Food and Drug Administration to letthem bring new drugs to market. Yet most medical and surgicalprocedures-which are far more costly and risky-are subjected tofar less scrutiny before they are adopted.
It's time for a rigorous effort to establish what proceduresproduce beneficial outcomes under what conditions, and to elimi-nate stark instances of "over utilization" like those cited above.

MALPRACTICE

Before we can persuade doctors to adopt standards of qualitycare, we must slay the medical malpractice monster. Medical pro-fessionals should be held accountable for negligence and incompe-tence, but not for disappointment and grief over events only Godcan predict or control. States should follow California's lead by lim-iting recovery for damages to modest payment for pain and suffer-ing, the cost of care, income lost because of missed work, and com-
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pensation for lingering disability. Contingent legal fees should be
sharply reduced.

The cost of malpractice premiums this year will probably be
about $5.5 billion of that $550 billion. That's a small part of the
cost we pay for malpractice system because doctors perform so
many unnecessary tests to protect themselves.

NEED CHANGE IN PATIENTS' ATTITUDES

We also need to bring about a major change in patients' atti-
tudes. First, patients must recognize their responsibility to take
care of themselves. We've lost sight of the only sure way to contain
health care costs: keeping people out of the sick care system.

Of the $550 billion Americans spend on health care this year,
less than 0.3 of 1 percent will be spent on health promotion and
disease prevention. Government, employers, schools, doctors, and
other health professionals all have an interest in marketing health
promotion with the same sophisticated saturation the ad agencies
employ to sell products. The priorities are clear and you've spoken
about them often, Mr. Chairman. Quitting smoking, sticking to a
proper diet, controlling drinking, taking regular exercise, learning
to handle stress, practicing preventive care, and having regular
checkups.

Representative SCHEUER. Avoiding ingestion of mind-boggling
substances affecting the central nervous system.

HOSPITAL OVERCAPACITY

Mr. CALIFANO. We also need a sea change in community atti-
tudes to reduce the costly overcapacity in the health care system.
With the national average hospital occupancy rate at just over 60
percent, we still have a glut of hospital beds. And within 10 years,
as enrollment in HMO's expands and as managed care delivery sys-
tems grow and as the physician's office becomes more and more so-
phisticated, we will need only half the hospital beds we have today.

We should promptly begin to eliminate some 400,000 hospital
beds. But closing hospitals is hard labor. Everyone admits we have
too many hospital beds in America, they're just always in someone
else's town, city, neighborhood, or congressional district.

With the cost of maintaining an empty bed estimated at $20,000
to $30,000 a year, closing just 200,000 beds could save $6 billion.
Think of the care we could provide to the 37 million peope that
aren't covered by health insurance with this $6 billion.

RESKARCH PRIORMES: AGING AND ADDRCrION

We must dramatically reorder our research priorities. In particu-
lar, we must direct money for medical research to our two largest
problems: aging and addiction.

As people live longer, the length of time during which they need
help in the tasks of daily living increases. The astronomical cost of
confronting this dependence has sent tremors through Congress
and State capitals, and has drained the savings and psyches of far
more American families than catastrophic illness.
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RESOURCE WASTE

One thing to think about here, which I skipped over in the earli-er part of my statement, is the phenomenal waste in the healthcare system, some of all those examples and hundreds of others.In my judgment, about 25 percent of that $550 billion we spend onhealth care is wasted; 25 percent of the money the Federal Govern-ment spends on health care is wasted. That alone is about $25 bil-lion. Think of how the Congress agonizes every year to reduce thedeficit or make cuts of far less than that.
RESEARCH ON AGING: PROJECT INDEPENDENCE

The elderly. Millions of the elderly living at home need help withthe basic activities of living. And of America's 1.3 million residentsof nursing homes, 91 percent. need help bathing; 77 percent needhelp dressing; 63 percent need help using the toilet; and more than40 percent need help eating; 63 percent suffer from dementia orsome other mental disorientation.
We need a massive effort-a project independence for olderAmericans-to reduce and, for many of the elderly, eliminate thechief threats to their independence. A project independence re-search program should focus on at least three areas: incontinence,memory loss, and immobility.
Incontinence among the elderly is, as a New England Journal ofMedicine put it, "prevalent, morbid, costly, and neglected." Lastyear, more than $8 billion was spent to care for 500,000 incontinentelderly people in nursing homes.
Severe dementia afflicts some 1.5 million Americans so seriouslythat they require constant care; perhaps 5 million others sufferfrom mild to moderate dementia. Americans spend $40 billion to$50 billion a year to care for elderly dementia victims, yet last yearwe spent less than $80 million on research on all forms of elderlydementia, including Alzheimers.
Almost 2 million Americans over 65 need help just walkingacross a room; 90 percent of all women over 75 suffer from osteo-porosis, so one fall and you're in permanent trouble. Arthritis af-flicts some 15 million elderly Americans at a cost exceeding $3.5billion last year, yet we invested only $138 million in research onarthritis.
The more independent the elderly are, the less expensive nursingand institutional care they will need. Is there any son or daughterwho would rather spend money to keep parents in a nursing homethan to spend money to keep them living independently? Thepayoff of project independence for older Americans could be enor-mous. Each reduction of 1 month in the average period of depend-ence means a savings of up to $4 billion in health care and custodi-al costs.
We must also reorient our research efforts toward addiction,something I know, Mr. Chairman, you're a champion of. The cost ofaddiction in health care alone easily exceeds $50 billion, and maybecloser to $150 billion. Yet out of a total health research budget of$6 billion, the Government spends less than $200 million to learnabout addiction. And alcoholism, despite the widespread disease itcauses, is near the bottom of the list in private research support.
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Fifty-four million Americans are addicted to cigarettes; 18 mil-
lion are addicted to or abuse alcohol; half a million are addicted to
heroin; at least 10 million abuse barbiturates and other sedative-
hypnotic drugs; 60 million Americans have used marijuana; up to
22 million have tried cocaine. No one knows exactly how many of
them are dependent in one way or another on those drugs.

If we're serious about reducing the demand for drugs, we must
begin by finding out why people become addicted. Yet it has been
difficult to get our best scientific minds concentrated on addic-
tion-in part because the problem is so infernally complex, and, in
part, because the financing has been erratic. We should establish a
national institute on addiction, as part of the National Institutes of
Health, which would combine the research work of the National
Institute on Drug Abuse and on Alcohol Abuse and Alcoholism. By
creating a single institute for all addiction research, Congress
would help generate a steady stream of money, make clear our na-
tional commitment, and attract more of our best minds to the
effort, the way we have with respect to cancer, for example, and
heart disease.

NEED POLICYMAKING INDEPENDENT OF PROVIDERS

For these efforts to succeed, to have any hope of restraining
costs, the political system has to free itself from domination by the
health care providers.

The powerful role of the health care providers is not a new phe-
nomenon. Ever since government became the biggest purchaser of
health care they have been a very powerful force. In the last elec-
tion cycle, health care political action committees gave $8.5 million
to Members of Congress, the largest contributors except for finan-
cial services, more than the oil industry or the highly touted tobac-
co lobby or what have you.

MAJOR ISSUES IN HEALTH CARE

Mr. Chairman, picture if you will our health care system as a
mountain climbing team struggling to scale an extremely steep
cliff en route to a Mount Everest of quality care for all of our citi-
zens.

The lead climber is our spectacular scientific genius and superb
doctors and medical centers. Then come those who have lost their
footing. One dangling climber is the hospitals with their empty
beds. Another is technology, swinging loose on the rope, unbridled
by considerations of the relationship of cost to benefit. Next come
lawyers and judges, dragging the team down with malpractice liti-
gation. Then the enormous load of patient expectations, crying out:
Do something, doctor, right up to the limit of my health insur-
ance-and don't hold me responsible for my own health. Finally
comes the political system, in the grip of the providers, needlessly
adding to the cost of care.

Our lead climber must negotiate this slippery cliff in a blinding
snowstorm of uncertainty about which medical and surgical proce-
dures truly affect medical outcome for patients. In a sense, it's re-
markable that our health care system is still scaling the cliff. But
it cannot hope to reach the heights of quality care for all unless we
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get all members of the team to do their share. Bluntly put, whatwe're talking about and what these hearings are about, Mr. Chair-man, is the continued viability of America's top quality medicalsystem. Whether we maintain and enhance that system and makeit available to all our citizens is not a decision to be left in thehands of the health care providers. It is a decision for all of us-patients and citizens, employers and unions, civil servants andelected officials.
Mr. Chairman, it's a privilege to be here this morning.[The prepared statement of Mr. Califano follows:]
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Mr. Chairman and Members of the Committee:

I appreciate the opportunity to appear before you

today. The focus of this series of hearings, "The Future of

Health Care in America," is most appropriate given the

convulsive revolution that has marked our health care system

in the 1980s. My 20 years of involvement with the American

health care system have convinced me that, for the future,

promoting health and keeping people out of the sick care

system is our best hope for taming health care costs and

providing high quality care to all Americans.

The plain fact is that health care is devouring -- and,

unless we act, will continue to devour -- an ever-increasing

share of our national wealth. Americans will spend more than

550 billion dollars on health care this year, close to 12

percent of our gross national product. By the year 2000,

health care will claim 15 percent of GNP, a staggering 1.5

trillion dollars. But the year 2000 will signal only the

beginning of what will surely become the Health Care Century.

Our rapidly aging population virtually assures this.

Seniors now represent about 12 percent of our

population, but they account for more than a third of our

national expenditures on personal health care. By the year

2030, those 65 and over will equal at least one-fifth and

perhaps more than a quarter of the population. And the

percentage of the elderly who are 80 or over will be pushing

30 percent. As the proportion of high users of medical care
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grows -- those over 80 use twice the hospital services of

those 64 to 69 -- the tax and support base will erode. The

ratio of active workers to retired citizens will slip from

about six-to-one today to about three-to-one in 2030.

The combination of the aging of our population, rising

health care costs, and the shrinking proportion of actual

workers has the potential to create a financial and political

crunch the likes of which our nation has never experienced.

A recent report by John Holahan and John Palmer, two

distinguished researchers at the Urban Institute, puts these

trends in stark relief: if we continue as we have, by the

year 2030 the gap between Medicare revenues and expenditures

alone will exceed 2 percent of the gross national product.

Still more sobering are the meager potential savings

from various schemes for increasing cost-sharing by Medicare

beneficiaries: doubling the Part B deductible would save 1

percent; raising the age of eligibility would save 5

percent; taxing a portion of Medicare benefits would save 3

to 5 percent. Even these stringent measures would only

scratch the surface of the cost problem while visiting

significant and unacceptable hardship on the elderly.

It's clear that to control health care costs we will

have to reduce the rate of disease and disability, especially

among the elderly. At the same time we must do all we can to

determine what medical care is truly effective and deliver

that care in the most effective way possible. So far, ir
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progress toward a more efficient health care system has been

a halting, good news bad news journey. Annual health care

cost increases have been in the single digits since 1984:

hospital admissions have dropped each year since 1982;

government and private employers have adopted cost

containment measures; and cigarette smoking, cholesterol

levels, and heart attacks have been falling.

There is growing competition in the health care

industry. The once monolithic fee-for-service and cost-plus

delivery systems of doctors and hospitals are now ceding

territory to health maintenance organizations, preferred

provider organizations and independent practice associations.

Physicians who once vied for precious admitting privileges at

top hospitals are now being wooed by prestigious medical

centers striving to fill empty beds.

Yet, the more turmoil and change there is, the more one

thing remains the same: health care costs keep skyrocketing.

During 1986 and 1987, the price of American health care shot

up at more than twice the rate of inflation. The rise in

physicians' fees and services was so steep last year that

Medicare had to increase the premiums people pay for

physician care by nearly 40 percent. Health insurance

premiums are up an average of 20 percent this year, with some

increases a dizzying 70 percent.

At the Chrysler Corporation, where I am chairman of the

health care committee of the board of directors, present cost
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and utilization trends could put our annual health care bill

over the one billion dollar mark within five years.

The evidence is growing that at least a quarter of this

money -- more than 125 billion dollars -- will be wasted; 25

billion dollars of that comes from the taxpayer. At a time

when Congress is agonizing over budget cuts of less than that

amount, when 37 million Americans are going without even

basic health insurance and when American companies are

struggling to cut costs to meet foreign competition, such

waste is unconscionable.

So far, government, big business, and unions -- the main

providers of health care -- have primarily used blunt

instruments to hack fat out of the bloated health care

system. They have concentrated on creating incentives for

doctors and patients to eliminate unnecessary hospital stays

and shorten necessary ones, and they've had some success.

But now comes the tough part: finding out what

treatments really work; instilling self-discipline in

patients, physicians and political leaders; reducing over-

capacity; and directing America's scientific genius toward

the health care problems that actually cost Americans the

most money -- and the most misery.

As we confront these tasks, each of us should keep in

mind two persistent characteristics of the American health

care. system: when we tinker with any part of this supplier-

controlled behemoth, we affect all parts of it; and medical
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services follow reimbursement dollars the way an alley cat

follows the scent of fish in the garbage.

Of the tasks ahead, none is more complex than finding

out what procedures truly have an im act on the ailment the

patient suffers -- in short, determining what cuality care

really is. Americans spent almost $1,800 a person on health

care in 1985 -- far more than the Canadians, who ranked

second ($1,300), more than twice the Japanese ($800), and

triple the British ($600). Yet health care in Canada, Japan

and Britain is sophisticated and modern, life expectancy is

at least as high as in the United States and infant mortality

is lower.

We are so dazzled by the miracles of modern medicine we

tend to forget that even today, despite the multimillion-

dollar array of tools at the doctor's disposal, the first

step -- correctly diagnosing the ailment -- is no sure bet.

And treatments for the same diagnosis vary widely.

In 1987, the pioneering researcher in this field,

Dr. John Wennberg, compared surgery and hospitalization rates

in New Haven and Boston. He found that, in 1982, a New Haven

resident was nearly twice as likely to undergo a coronary

bypass operation as a Bostonian, but only half as likely to
receive a carotid endarterectomy. Bostonians were much more

likely to have their knees and hips replaced, but New Haven

residents had far more hysterectomies and back operations.

Boston doctors will hospitalize you for gastroenteritis,
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pneumonia and diabetes much more readily than their

colleagues in New Haven.

These different treatments, applied to populations that

are essentially very similar, appeared to bear no relation 
to

whether the patient gets well. But they did bear a strong

relation to the cost: Medicare spent an average of

70 percent more for each beneficiary in Boston than 
it did in

New Haven. That's a heavy price to pay -- especially when

the Bostonian's chance of being exposed to a more expensive,

higher risk procedure appears to depend not on his 
condition,

but on the prevailing fashion in his medical neighborhood.

Another study, this one by the Rand Corporation,

analyzing 4.4 million Medicare beneficiaries, revealed 
wide

variations in rates for surgery and hospitalization.

Consider two patients, one of whom happens to live 
in the

area that had the highest rate for a particular procedure,

the other in the area with the lowest rate. The first

patient was eleven times more likely to have a hip operation,

six times more likely to have a knee replaced, three times

more likely to have coronary bypass surgery, five times more

likely to have a skin biopsy. For more than half of the

medical and surgical procedures studied (67 out of 123),

people who lived in areas with the highest rate were 
at least

three times as likely to undergo the procedure as people

living in areas with the lowest rate.
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In a subsequent Rand study, medical experts meticulously

analyzed the application of three of the procedures, first

reviewing the research on its effectiveness and establishing

criteria for when it was clearly appropriate, clearly

inappropriate, or of uncertain value. After systematically

applying these criteria to 4,564 case histories, the experts

found that 26 percent of coronary angiographies (a procedure

to determine blockage of coronary arteries), 28 percent of

endoscopies (a procedure to diagnose stomach and intestinal

problems), and 64 percent of carotid endarterectomies (a

surgical procedure to remove blockages from the main artery

supplying blood to the brain) were clearly inappropriate or

of uncertain value. Most startling, researchers found the

inappropriate use of these procedures to be similarly high in

areas with the highest and lowest rates of use.

So we have an expert medical consensus that from 26 -to
64 percent of these three medical procedures were of no value

or of uncertain value to the patients. But even when most

doctors agree that certain treatments are appropriate, there

are still enormous variations -- some more than tenfold -- in

the rates at which people living in different places are

subjected to risky, expensive surgical procedures with no

apparent relation to their health.

What accounts for these stunning variations in

treatment? Probably not differences in medical training:

there are fewer than 130 medical schools in the United
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States, and their curriculums have been pretty much

standardized for 50 years. And the incidence of common

ailments does not appear to fluctuate significantly from

region to region.

Is it possible that in this area of high-tech medicine

we just don't know with any precision whether many procedures

truly affect the medical outcome? Certainly it is.

But there are situations in which we should be able to

develop standards of care and apply them, situations in which

doctors clearly are too ready to choose surgery.

Coronary bvyasses. Americans are four times more likely

to have bypass operations than Western Europeans with the

same symptoms. According to the studies by the National

Institutes of Health and the Veterans Administration, at

least 60 percent, and perhaps 80 percent, of the 250,000

Americans who undergo coronary bypass surgery each year gain

no increase in life span beyond what they would have

achieved through medical management of their conditions.

Henry J. Aaron and Dr. William B. Schwartz, in their book

"The Painful Prescription," attribute much of the rapid

growth in the use of bypass surgery to the fee-for-service

payment system (coronary bypasses cost about 25,000 dollars

each).

Caesarean sections. In 1970, 5.5 percent of the

deliveries of babies in the United States were Caesarean; in

1986, 24 percent were. Medical experts estimate that at
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least half of the 900,000 C-sections performed in 1986 were
unnecessary. The cost of those excess operations came to
728 million dollars -- for poor quality medicine. American
doctors perform the highest rate of Caesarean sections in the
world, yet the United States ranks 17th in infant mortality.

Tonsillectomies. If you want to keep your tonsils, stay
out of Fairhaven, Fitchburg and Framingham, Massachusetts.
Residents of these cities were found to be much as fifteen
times more likely to be subjected to tonsillectomies than
residents of other Bay State towns, where tonsillitis is
treated mainly with antibiotics -- as effectively, and more
cheaply.

Pacemaker implants. Recent studies suggest that of the
120,000 pacemaker implants performed annually -- at a cost
of 1.5 billion dollars -- more than half are unnecessary or
of questionable value. A Philadelphia study suggested that
doctors' ignorance and the fear of malpractice accusations
were the chief culprits; but the study also noted that this
relatively simple operation, with its 12,000 dollar price
tag, can be highly profitable for doctors and hospitals.

I'm not suggesting that all the varyind judgments of
doctors on what constitutes appropriate care are
unreasonable, reckless, or motivated by economic self-
interest. In many cases, one physician may in good
conscience perform surgery though another may treat the same
condition medically.



24

I do suggest that a major shift in physician and

patient attitudes would improve the quality of care. 
Right

now, when a physician is uncertain about the value of 
a

medical procedure, his attitude tends to be: unless it has

been proved ineffective, try it. Patients in discomfort tend

to agree. In a medical system in which doctors are paid only

for doing something, and patients want something done,

uncertainty over diagnostics and treatment makes for all

kinds of unnecessary tests and treatments.

I suggest we adopt a different attitude: unless the

procedure has been proved effective, don't use it. There is

ample precedent for this. After all, drug companies

routinely spend millions of dollars demonstrating the 
safety

and effectiveness of their products, in order to convince the

Food and Drug Administration to let them bring new drugs 
to

market. Yet most medical and surgical procedures -- which

are far more costly and risky -- are subjected to far less

scrutiny before they are adopted.

It's time for a rigorous effort to establish what

procedures produce beneficial outcomes under what

conditions -- and to eliminate stark instances of "over

utilization" like those cited above. Physicians and

hospital administrators should put establishing quality

standards at the top of their agendas.

If the professionals procrastinate, government and

other big buyers of health care will act. Surging costs will
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spur these purchasers to insist that they will pay only for

procedures that can be shown to affect the medical outcome.

And, costs aside, subjecting patients to high risk surgical

procedures that have little or no likelihood of affecting

their health raises profound ethical questions.

Defining quality health care will not be easy. We are

trying to determine the best way to treat a patient, to judge

the competence of doctors, nurses and lab technicians, and to

qualify some intangibles. But computers make it easier to

measure outcomes of medical procedures by analyzing rates of

relapse, readmission, surgical rupture, infection; length of

hospital stays, length of recovery time, time away from

work, death rates and other data.

The Joint Commission on Accreditation of Health Care

organizations is in the midst of developing specific

performance indicators for hospitals. On the state level,

the Pennsylvania legislature has created a Health Care Cost

Containment Council to collect and publish data, gathered

from every Pennsylvania physician and hospital, on what

surgical and medical procedures are performed for what

diagnoses, and on rates of infection, hospital readmission

and mortality. The United States Department of Health and

Human Services has begun to publish the death rates of

various hospitals and to test quality standards for hospital

intensive care units.

88-544 0 - AQ - 2
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At the Chrysler Corporation, we are trying to set

quality and cost effective standards for our disability

programs. A searching examination of our disability system

revealed that 5 percent of the claims generated 40 percent of

the costs; that employees holding the same job took widely

varying leaves for the same ailments or injuries; and that,

for certain procedures -- appendectomies, cataract surgery,

tonsillectomies and breast biopsies -- hourly employees spent

twice as many days on disability leave as expected, and many

more than salaried employees.

Drawing on the expertise of 47 physicians, Chrysler

established treatment options, which vary according to the

employee's physical condition, job, age and sex, and then

created guidelines for appropriate length of disability

leave.

During its first six months, Chrysler's program saved

more than 3 million dollars, and 52,000 days of work.

Physicians appreciate havinr standards that help them judge

the appropriate length of disability and resist patient

pressure for more time off. Employees appreciate that

objective standards are now applied fairly to everyone -- and

they undergo fewer questionable medical procedures.

Before we can mersuade doctors to adopt standards of

oualitv care. we must slav the medical-malpractice monster.

Medical professionals should be held accountable for

negligence and incompetence, but not for disappointment and
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grief over events no one can predict or control. States

should follow California's lead by limiting recovery for

damages to modest payment for pain and suffering, the cost of

care, income lost because of missed work, and compensation

for lingering disability. Contingent legal fees should be

sharply reduced.

Physicians and hospitals should do their part by

screening out doctors who provide substandard care. In 23

states the peer-review organizations of physicians set up by

Congress to assure quality care have not imposed a single

major sanction.

We mdust pursue quality care without imposing "cookie-

cutter medicine" and stifling the creativity that has made

American medicine the envy of the world. But in areas in

which standards can be established, they can serve as a safe

haven for doctors, protecting them from unjustified

malpractice claims.

We also need to bring about a major chance in patients'

attitudes. First, patients must recognize their

responsibility to take care of themselves. We've lost sight

of the only sure way to contain health care costs: keeping

people out of the sick care system.

Of the 550 billion dollars Americans spend on health

care, less than 0.3 percent is spent on health promotion and

disease prevention. Government, employers, schools, doctors

and other health professionals all have an interest in
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marketing health promotion with the same sophisticated

saturation the ad agencies employ to sell product. The

priorities are clear: quitting smoking, sticking to a proper

diet, controlling drinking, taking regular exercise, learning

to handle stress, practicing preventive care and having

regular check-ups.

Patients have come to judge physicians by how much

doctors do to them -- how spectacular their diagnostic and

treatment procedures are, how high-tech their offices and

hospitals are. We must re-educate patients, promoting a

cultural shift in patient attitudes. One way to begin is to

pay doctors to talk to their patients and to persuade

patients that fees for that service are often better spent

than those paying only for doctors to "do something" to them.

This shift in attitude must be achieved in the face of

convictions that "nothing's too good or expensive for my

sick baby" -- or spouse, or parent. It must be achieved

among a generation of Americans who pop tranquilizers not to

relieve unusual stress but to subject themselves to even

more, who rely on pills rather than self-discipline to avoid

obesity, to relax, to sleep.

We also need a sea chance in community attitudes to

reduce the costly over-capacitv in the health care system.

With the national average hospital occupancy rate at just

over 60 percent, we have a glut of hospital beds. And within

ten years, as enrollment in health maintenance organizations
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and other managed care delivery systems grows, we will need

only half the beds we have today.

We should promptly begin-to eliminate some 400,000

hospital beds. But closing hospitals is hard labor.

Everyone admits we have too many hospital beds in America --

they're just all in someone else's town, city or

neighborhood.

With the cost of maintaining an empty bed estimated at

20 to 30 thousand dollars a year, closing just 200,000 beds

could save up to 6 billion dollars. There would be other

savings as well: low occupancy rates are often compensated

for with higher charges. A 1986 survey of Miami hospitals,

where occupancy rates have been just over 50 percent, found

that the markup for ancillary charges -- lab tests,

medications, supplies -- was 30 percent higher than the

national average.

The desirability of cutting the number of hospital beds

and consolidation facilities is not limited to cost savings.

A patient is seven times more likely to die during a coronary

by-pass operation in a hospital that performs only 100 such

operations than in a hospital that performs 350.

We must dramatically reorder our research oriorities.

In particular, we must direct money for medical research to

our two largest problems: aging and addiction.

As people live longer, the length of time during which

they need help in the tasks of daily living increases. The
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astronomical cost of confronting this dependence has sent

tremors through Congress and state capitols, and has drained

the savings and psyches of far more American families than

catastrophic illness.

Millions of the elderly living at home need help with

the basic activities of living. And of America's 1.3 million

residents of nursing homes, 91 percent need help bathing; 77

percent need help dressing; 63 percent need help using the

toilet; and more than 40 percent need help eating. Sixty-

three percent suffer from dementia, mental disorientation,

loss of memory.

We need a massive effort -- a Project Independence for

Older Americans -- to reduce and, for many of the elderly,

eliminate the chief threats to their independence. A Project

Independence research program should focus on at least three

areas: incontinence, memory loss and immobility.

Incontinence among the elderly is, as a New England

Journal of Medicine article puts it, "prevalent, morbid,

costly and neglected." Last year, more than 8 billion

dollars was spent to care for 500,000 incontinent elderly

people in nursing homes. Yet even among the neglected area

of research for the elderly, incontinence has been especially

shunned.

Severe dementia afflicts some 1.5 million Americans so

seriously that they require constant care; perhaps 5 million

others suffer from mild to moderate dementia. Americans
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spend 40 billion dollars to 50 billion dollars a year to care

for elderly dementia victims, yet last year we spent less

than 80 million dollars on research on all forms of elderly

dementia.

Almost 2 million Americans over 65 need help just

walking across a room. Ninety percent of all women over 75

suffer from osteoporosis. Arthritis afflicts some 15 million

elderly Americans, at a cost exceeding 3.5 billion dollars

last year; yet we invested only 138 million dollars in

research on arthritis.

The more independent the elderly are, the less

expensive nursing and institutional care they require.

Independence is what the elderly want most. Is there any son

or daughter who would rather spend money to keep parents in a

nursing home than to keep them living independently? The

payoff of Project Independence for Older Americans could be

enormous. Each reduction of one month in the average period

of dependence means a savings of up to 4 billion dollars in

health care and custodial costs.

We must also reorient our research efforts toward

addiction. The cost of addiction in health care alone easily

exceeds 50 billion dollars. Yet out of a total health -

research budget of 6 billion dollars, the Government spends

less than 200 million dollars to learn about addiction. And

alcoholism, despite the widespread disease it causes, is near

the bottom of the list in private research support.
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Fifty-four million Americans are addicted to cigarettes;

18 million are addicted to or abuse alcohol; half 
a million,

heroin; at least 10 million abuse barbiturates and 
other

sedative-hypnotic drugs. Sixty million Americans have used

marijuana; up to 22 million have tried cocaine -- no one

knows exactly how many of them are dependent, in one way or

another, on those drugs.

If we're serious about reducing the demand for drugs, 
we

must begin by finding out why people become addicted. 
Yet

it has been difficult to get our best scientific 
minds

concentrated on addiction -- in part because the problem is

so infernally complex, and, in part, because the financing

has been erratic. The United States should establish a

national institute on addiction, as part of the National

Institutes of Health, which would combine the research 
work

of the National Institute on Drug Abuse and on Alcohol Abuse

and Alcoholism. This institute would conduct research on all

substance abuse, including smoking. By creating a single

institute for all addiction research, Congress would help

generate a steady stream of money, make clear our 
national

commitment, and attract more of our best minds to 
the effort.

For these efforts to succeed. to have any hope of

restraining costs. the political system has to free 
itself

from domination by health care providers.

The powerful role of the health care providers is 
not a

new phenomenon. This has been true ever since the government
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became the biggest purchaser of health care. In 1964, when

Lyndon Johnson proposed Medicare and Medicaid, the Congress,

under pressure from the providers, exacted cost-plus

reimbursement for hospitals and usual, customary and

prevailing fee-for-service payments for doctors -- over the

Administration's objection and as the price of passage.

Likewise, the pending Medicare catastrophic legislation,

with few incentives to choose less expensive alternatives to

hospital care and even fewer utilization and cost controls,

could spark a new surge of spending on high-ticket, high-tech

medicine that will set us back five years in our cost

containment efforts. It will surely cost far more than is

now estimated, perhaps twice as much.

Surely we should make certain that our citizens are

protected from financial ruin and burden of catastrophic

illness. But efficiently.

Picture our health care system as a mountain climbing

team struggling to scale an extremely steep cliff en route to

a Mount Everest of quality care for all.

The lead climber is our spectacular scientific genius

and superb doctors and medical centers. But then come those

who have lost their footing. One dangling climber is the

hospitals, with their empty beds. Another is technology,

swinging loose on the rope, unbridled by considerations of

the relationship of cost to benefit. Next come lawyers and

judges, dragging the team down with malpractice litigation.
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Then the enormous load of patient expectations, crying out:

Do something, Doctor, up to the limit of my health in-

surance -- and don't hold me responsible for my own health.

Finally comes the political system, in the grip of the

providers, needlessly adding to the cost of care.

Our lead climber must negotiate this slippery cliff in a

blinding snowstorm of uncertainty about which medical and

surgical procedures truly affect medical outcome for

patients. In a sense, it's remarkable that our health care

system is still scaling the cliff. But it cannot hope to

reach the heights of quality care for all unless we get all

members of the team to do their share. Bluntly put, we are

talking about the continued viability of America's top

quality medical system.

Whether we maintain and enhance that system -- and make

it available to all our citizens -- is not a decision to be

left in the hands of the health care providers. It is a

decision for all of us -- patients and citizens, employers

and unions, civil servants and elected officials.
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Representative SCHEUER. Well, it was a privilege to have you
here taking us to the mountaintop, along with those strugglers.
The scope of your testimony is almost breathtaking and we could
spend a week here discussing the enormously interesting and chal-
lenging public policy questions that you raised.

So it's very frustrating to me to have to maintain some kind of
control over myself and our time, but I'll ask you just a few ques-
tions here.

INSTITUTIONAL CHANGES

You talked about the one-third of 1 percent of Federal health
care expenditures that we spend for education, health enhance-
ment, disease control, and the like.

What institutional or systemic changes would you advocate in
our health care system or our education system for that matter, to
have a quantum jump in the effort that we make to teach people
how to avoid the sickness care system and how to enhance their
own health?

Mr. CALIFANO. Well, one, I would certainly make health promo-
tion and disease prevention a significant educational component at
all levels of education-elementary school, high school, even col-
lege. You can make it more sophisticated year by year as people
learn more just the way we make math and English more sophisti-
cated.

That costs money. We tried to get money when I was Secretary
of HEW and interestingly enough, the tobacco industry, for exam-
ple, would not oppose any amount of money for research on lung
cancer or on heart disease, but vigorously opposed any efforts to
put money in the budget to test and develop education programs in
the smoking area in the elementary schools and high school chil-
dren.

Representative SCHEUER. While they spend $2 billion a year edu-
cating young people to smoke.

Mr. CALIFANO. That's right.
Second, I think physical education courses have to be much more

sophisticated. They're sort of a gut everywhere-let's really teach
people about their bodies as part of the educational process.

I think wherever there are large concentrations of employees,
there ought to be major health promotion programs, exercise pro-
grams. smoking cessation programs. I think employers should have
sophisticated employee assistance programs that deal with alcohol
and drug abuse and stress problems of their employees. And I
think probably we in the private sector have to put in some penal-
ties. For example, increasingly now life insurance for smokers cost
more than for nonsmokers. There's no reason why health insur-
ance shouldn't cost more for smokers than nonsmokers or heavy
drinkers. I think there ought to be some disincentives for people to
pursue unhealthy lifestyles.

Representative SCHEUER. How do you overcome the specter of the
police state?

Mr. CALIFANO. Do a lot of it in the private sector, Mr. Chairman.
It's in the interest of business to do this.
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Representative SCHEUER. How do insurance companies determine
whether a person is a heavy smoker?

Mr. CALIFANO. Well, in most insurance policies you answer those
questions. If you answer dishonestly, you don't get your insurance
when you die. They now have life insurance policies which are
much lower for nonsmokers and if that person turns out to be a
smoker they won't pay the insurance.

Representative SCHEUER. There is a built-in deterrent against
lying and saying that you're a nonsmoker?

Mr. CALIFANO. They've obviously plotted those odds and people
want that insurance to go to their spouse or their children.

CONTROLLING OVERUSE OF SERVICES

Representative SCHEUER. On the whole question that you've doc-
umented so interestingly of overuse of the system, overlong stays
in hospitals, unnecessary operations which not only produce unnec-
essary costs but produce unnecessary risks to the individual with
little promise of improving their health afterwards, you didn't say
very much about how we control overuse. What's the answer?

Mr. CALIFANO. Well, I think we have to look at the whole system,
something Prof. Karen Davis taught me which I'm sure she will
talk about, when we were trying to control medicare costs-that
you have to look at not just what goes on in the hospital but what
goes on outside the hospital. The health care system is like a
pillow. You push down one part of it and another part goes up.

A current example is cataract surgery. In medicare, cataract sur-
gery in a hospital was capped under the DRG system. Cataract sur-
gery performed by a hospital on an outpatient basis wasn't capped.
So Congress discovered a year or so ago that cataract surgery on an
Outpatient basis was more expensive than cataract surgery per-
formed in a hospital. Therefore, it had to literally legislate a cap or
a reduction in costs.

I think that in terms of the length of hospital stays and in terms
of whether people belong in a hospital, we've made a lot of progress
in the last few years. I think where we haven't and where we're at
now is to deal, one, with the cost of outpatient care. To deal with
that you have to deal with a lot of things-including malpractice,
the fear of which does encourage doctors to perform unnecessary
procedures and tests. Part of the cesarean explosion I'm sure is due
to fear of a malpractice suit 5 years later about an imperfect child.

I think we have to recognize that if you look at Chrysler's experi-
ence, as Chrysler gets a better and better handle on its hospital
costs, its outpatient costs have begun to rise. The same thing is
happening in medicare.

Some kind of either competition or control that's more effective
than what we have now has to be put in place to deal with that.

And I think the physicians themselves really it is in their inter-
est to develop standards for these high-tech procedures and follow
them because I think they will provide a safe haven for them on
malpractice. And I think we have to look at the extent to which
the payment system encourages doctors to perform unnecessary
procedures. We know that patients in a health maintenance orga-
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nization are less likely to be subjected to surgery than patients who
go to fee-for-service doctors and fee-for-service surgeons.

And we also have to recognize that the system still defies-I'm
not an economist; you have a bunch of brilliant economists testify-
ing-but it defies basic economics as we think of day-to-day eco-
nomics.

In Canada, as the coronary bypass operation became more of a
routine operation, the price went down. In the United States, the
price keeps going up. I think it is a very difficult problem. We
haven't dealt with it yet.

Representative SCHEUER. What simple change in the system
would you advocate to reduce overuse of the system, especially for
unnecessary operations? Is it a mandated second opinion or third
opinion or doctors' panel before elective major operations could get
approved?

Mr. CALIFANO. I think where we have second opinions they work.
Let me give you two examples out of the Chrysler experience. I
think they are both helpful.

We put in at Chrysler several years ago a precertification pro-
gram for hospitalization whereby before Chrysler would reimburse,
the number of days of a hospital stay had to be set and the patient
had to have a second opinion that the procedure was needed. We
put it in effect only for salaried employees because we had to wait
until we negotiated with the union to put it into effect for the
union employees.

We had phenomenal savings in the Detroit area because of the
system. When I say phenomenal, I mean we think our health care
bill of about $490 million was $50 million less than it otherwise
would have been.

Now then the union agreed to the same procedure. We expected
another stunning decrease in costs. We didn't get it. We went out
to look at why and we found out that the doctors, just because they
were subjected to this second review and these standards, had
changed their method of practice. It didn't make any difference
that you were in the union and I wasn't in the union when going to
the same doctor. In effect, he subjected you in his head and in his
method of practice to the same kind of "count to 10" system that
he subjected me to and you got less surgery and less hospitalization
as well.

DEVELOP STANDARDS OF CARE

The other example is that we can develop standards. We have
been worried at Chrysler about the cost of disability. It has been
rising very rapidly. So we spent a couple of years and we literally
looked at 6,000 movements that people made in jobs at Chrysler
and we analyzed that. We then looked at our disability program
and what we found was wide variations in the length of time
people were taking off when they were subjected to the same proce-
dure, working in the same job, and had about the same profile-for
common things-appendectomy, breast biopsies, a broken arm, a
sprained back.

When we looked at these 6,000 procedures using a panel of 47
physicians and we put together treatment options and the length of



38

time off from work people needed for various things. We put this
system in place and we informed all the doctors in the Detroit
area. We set up a process-much like hospital precertification-
where doctors call if somebody comes in and claims disability. They
have to check on whether disability is medically indicated and a
target return-to-work date.

In the first 6 months of this program, we saved $3 million and
52,000 days of work. The doctors liked it because it gave them
standards with which to resist pressure from patients for more
time off. The workers liked it because they felt that they were
being treated fairly, that there was a fair system. The union liked
it because there was a reduction in the grievances and complaints
about disability. Obviously Chrysler liked it because it saved quite
a bit of money.

So I think development of standards is an important thing. And
the other thing, in terms of physicians, we should find a way to pay
physicians to talk to their patients because they could be one of the
great promoters of health promotion and disease prevention, and
as long as we pay them only to stick us and test us and give us
pills, that's what they're going to do to us.

NATIONAL HEALTH INSURANCE

Representative SCHEUER. Governor Dukakis has recently led the
way and gotten a State health care program in Massachusetts,
from the cradle to the grave.

Let us hear what you think about that program and then let us
hear whether you think the way of the future ought to be for indi-
vidual States to evolve their own health care programs or has the
time come for our country to put in place a national health care
program?

Mr. CALIFANO. Well, I'm prejudiced about the Dukakis program,
Mr. Chairman. Basically, the Governor's program builds on the em-
ployer-employee relationship and it mandates that employers pro-
vide coverage for their employees, a basic package of health care
benefits. That is in general terms the proposal that I made when I
was Secretary of HEW and which I laid out in my book on health
care 2 years ago.

So I think Governor Dukakis' health care plan is excellent and,
of course, in the course of that, either through premiums, taxes,
whatever you want to call it, through the common pot, you're going
to have to pay for some people that simply will not be employed,
they'll be old, or they'll be unemployable, disabled, or very poor.

Representative SCHEUER. Will that common pot be so large and
so burdensome in States that have a lower wage level as to make it
unworkable?

Mr. CALIFANO. I think personally that we have to do this on the
national level. I think the Federal Government should mandate
that every employer provide a package of benefits for employees.
Every industrialized country, including Japan, has a system. They
are built on the system as it existed. In Britain, the reason that
doctors and nurses are on the Government payroll and the Govern-
ment owns all the hospitals is that Britain put its plan in place
right at the end of World War II and all the doctors and nurses
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were in the military and the voluntary hospital system had col-
lapsed. It had been taken over by the Government because it was
full of war combat victims.

In Germany, the health care system is very insurance oriented
because that's the way it started. So in the United States, where do
we get health care? The overwhelming number of our people get
health care through the employment relationship. Why not use
that relationship to provide it? Let's remember with respect to
that, when you talk about 37 million people not having health care
insurance, two-thirds of those people work. They're not bums sit-
ting somewhere. Two-thirds of them are working and they work in
jobs where there is no health care insurance provided.

It's astonishing to me-I have a son who is now in Germany
working in a hospital as a half-student-half-worker, as an alien.
For $45 a month, he gets complete health care coverage in the
German system and it's something. In the United States, a half-stu-
dent over 25 is ineligible to be covered by my group policy, we all
know he would be paying a few hundred dollars a month and not
getting that total coverage.

We can do it in this country and I think that the Dukakis plan
provides a model for how to do it nationally.

Representative SCHEUER. A model that we ought to think about
nationally in Congress?

Mr. CALIFANO. Absolutely.

GERIATRIC RESEARCH PRIORITIES

Representative SCHEUER. On the need for futher research of all
kinds for the elderly, would you expand the National Institute on
Aging or would you create some kind of a new institute?

Mr. CALIFANO. I would tremendously expand that. I think the
most incredibly shortsighted part of our health care research policy
is that we're not really investing dollars in things that cost so
much money and create so much misery for our people-inconti-
nence, mental disorientation, loss of memory, immobility. You just
look at those three things.

Representative SCHEUER. Arthritis and osteoporosis.
Mr. CALIFANO. All of that stuff. If you look at those things, when

you look at the numbers of what it's going to cost to institutional-
ize or provide home health care or do something for the elderly,
when you look at the human problems it causes for the sandwich
generation that's educating kids and taking care of parents, not to
invest at least a billion dollars a year-we invest over a billion dol-
lars a year in cancer. I understand cancer is a terrible disease, but
we know the huge number of people that are going to be affected
by these problems of old age. The only way we're going to be able
to provide institutional care and appropriate home care for our el-
derly is to shrink the period of time during which they need that
care. Not to put research dollars there just makes no sense to me.

Representative SCHEUER. Mr. Secretary, time is passing and I
hate to do this, but we're going to have to bring this marvelously
interesting discussion to a close. I'm going to ask you one last ques-
tion.
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If you were king for a day and there were no cost constraints but
your own intelligence and responsibility, your own knowledge and
sense of discipline, give us two or three things that you would do
for our national health care system to make it rational and to
make it more cost effective and make it more caring.

Mr. CALIFANO. I would mount a massive health promotion-dis-
ease prevention program. I would put enormous research funds
into elderly and into addiction. Addiction is the No. 1 health prob-
lem in the United States of America. We shouldn't forget that.
When you look at the people in hospitals, in New York City where
you come from, more than half the people in the public hospitals
are there because of alcohol.

NATIONAL HEALTH INSURANCE

I would have some kind of a national health care system along
the lines I indicated. I think it's one of the few ways we have of
getting control of health care costs and providing access to care.
Health care-we say it but we don't really implement it-is a
right. Why should I have better health care than somebody that's
out on a grate on the streets of Washington? Those are the things
I'd do.

Representative SCHEUER. Of course, the unspoken question that
nobody likes to ask and nobody likes to even think about answer-
ing is, can we afford to give 242 million people equal access to the
best in American health care with all of its extraordinarily inter-
esting and perhaps productive but very expensive high-tech, new
drugs, new medicine-can we afford to do that?

Mr. CALIFANO. I'll let the economists deal with that in numbers,
but I would say the answer is yes. If we eliminate the waste in the
health care system, you're talking about, in my judgment, at least
$125 billion of what we'll spend this year is spent unnecessarily.
That's an awful lot of money to be available for the 37 million
people that aren't covered.

Two, we mandate that employers provide coverage for their em-
ployees. You can phase that in and it will work its way gradually
so a candy bar will cost a little more or a pizza will cost'a little
more or what have you but we'll each pay for that.

Three, we're still the most affluent country on this Earth and it
seems to me that we should be able to find a way to provide that
care for our people.

Representative SCHEUER. Mr. Secretary, we are all indebted to
you. You are a truly stimulating and challenging witness. We're
very grateful to you for taking time out of your busy schedule.
Thank you.

Mr. CALIFANO. Thank you, Mr. Chairman, and thanks for these
hearings.

Representative SCHEUER. Thank you very much.

EXPENDITURE TRENDS

We will now ask the first panel to come to the table.
This is a panel on the U.S. experience and it will be followed by

a panel on foreign experience to help us do some comparative



41

thinking about how countries are controlling health care quality
and health care costs.

For the panel on the U.S. experience in health care, we have Mr.
Daniel Waldo accompanied by Mark Freeland, both economists
with the Health Care Financing Administration, known as HCFA,
then we will hear from Ms. Karen Davis, currently chairman of
the Department of Health, Policy and Management of the School of
Hygiene and Public Health at Johns Hopkins. She's former Deputy
Assistant Secretary for Planning and Evaluation for Health at the
Department of Health and Human Services and she's been a visit-
ing lecturer at Harvard. Ms. Dorothy Rice is professor in the De-
partment of Social and Behavioral Sciences and Institute for
Health and Aging, at the University of California at San Francisco
and she is the former Director of the National Center for Health
Statistics at the Department of Health and Human Services. And
we wish to thank you, Ms. Rice, for your extensive help in organiz-
ing and conceptualizing this hearing dating back almost a year, if
my memory serves.

All right. Why don't we ask each of you to chat with us for 7 or 8
minutes and then I'm sure we'll have some questions for you. All of
your prepared statement will be printed in full in the record, so
you can summarize informally and don't hesitate to address any-
thing you may have heard from Secretary Califano or my remarks.
Mr. Waldo, please proceed.

STATEMENT OF DANIEL R. WALDO, ECONOMIST, HEALTH CARE
FINANCING ADMINISTRATION, DEPARTMENT OF HEALTH AND
HUMAN SERVICES, ACCOMPANIED BY MARK FREELAND, ECON-
OMIST

Mr. Waldo. Thank you, Mr. Chairman. I'd like to point out that
I'm accompanied today by Mr. Freeland, one of the most authorita-
tive experts in our office on reduction in health care spending. He's
available to answer any technical questions you have about the
projections of spending in the future in the United States.

I also appreciate your offer to print the prepared statement in
whole, because with the amount that I have here, I can't talk that
fast in 7 minutes, so I will just summarize comments that I've
made.

Our office works on estimates of national health expenditures.
We're the people that produce the estimates that have shown that
health care spending has increased at a much more rapid rate over
the past 25 years than has the gross national product as a whole.

The exhibits that appear in the prepared statement will show
that we are projecting that the difference in growth between na-
tional health expenditures and the gross national product will con-
tinue into the future as well. Today I'd like to talk a little bit about
why that might be.

The proximate consequence, however, of national health expendi-
ture growth in excess of the gross national product is that the infa-
mous statistic-national health expenditures-as a percent has
been rising with almost monotonous regularity. In the exhibits you
can see that we have gone from a number that was around 3.5 per-
cent of the gross national product in 1929 to some 6 percent in
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1965, just prior to the advent of medicare, to a point where we are
consuming about 10.9 percent of the gross national product today
for health care spending. If trends continue, we could spend as

much as 15 percent by the year 2000.
Representative SCHEUER. What do you project a century from

now or half a century from now?
Mr. WALDO. I wouldn't even want to make a guess about that.

The trend is going to continue to increase.
Representative SCHEUER. Well, you can project ahead I think the

percentage of the elderly in our society, not only those above 65 but
those above 80 and even those above 100 is increasing exponential-
ly, so doesn't that give us some clue as to what that graph will look
like perhaps a quarter of a century or more ahead?

Mr. WALDO. It gives us a general idea. I think that we will con-
tinue to see health care rising as a percent of the gross national
product. The difficulty in extending a forecast out so far in time is
that medical technology advances so rapidly. If we look at things
that we can do today that were just undreamt of 10 years ago, we

see that 10 years from now there could be major medical break-
throughs in the treatment of the diseases associated with aging
that would reduce health care spending.

Representative SCHEUER. Just to illustrate that, I'm on two mira-
cle drugs for cholesterol, lobistatin and cholestin, and I expect to
last here actively until I'm a full committee chairman. [Laughter.]
I didn't have that prospect with my cholesterol levels 10 years ago.

Mr. WALDO. And that in a sense is-not speaking personally
now-but it is good news and bad news.

Representative SCHEUER. I'm truly sorry you feel that way.
[Laughter.]

Mr. WALDO. Of course, the good news is that people today are
able to live productively-the same people who with similar condi-
tions 10 or 15 years ago would have died. So we have extended life.
We have extended the length of life. We have extended the produc-
tivity of life.

But there's a dollar cost that's associated with that, and those
kinds of costs that are associated with the prevention of early
death are the sorts of things that are contributing to the rise in our
health care spending.

COMPONENTS OF EXPENDITURE TRENDS

Now the problems of a rising expenditure can be accounted for
by a number of different phenomena, and they are inextricably
intertwined. It's difficult to separate them, but we can talk about
them in two general groups-those are related to price inflation
and those that are related to consumption of services.

Health care price inflation has long been held up as one of the

bugaboos of the system. The medical care component of the Con-
sumer Price Index has chronically outpaced the total index and has
been used as an indictment of the provider community-provider
avarice, inefficient reimbursement patterns, and so on. But I think
that there are some other reasons why health care inflation is
more rapid than general price inflation, and I think that these are
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reasons for which we can expect to see a continued differential be-tween medical care CPI growth and CPI growth for all items.
One of the famous economic models of development says thatservice industries, industries in general where there is a lot of

labor involved and little opportunity for technical productivity
gain, will see a more rapid price inflation than commodities in gen-
eral. And I think that's a lot of what we're seeing in the health
care community.

There is the trend for more rapid price inflation. The level itself
could be affected by a number of different things and Secretary
Califano addressed many of those.

But even if we were able to address many of those concerns, wecan't expect to see short-term improvement in the level of expendi-
ture. I think the long-term trend is going to continue to be up, and
it's going to continue to be a divergent trend.

CONSEQUENCES OF EXPENDITURE TRENDS

That creates problems for us in terms of financing health careprograms such as medicare. Medicare part A, which is financed bypayroll taxes, will receive as its income a stream that is a function
of wage increases and increases in employment. If wage increases
tend to increase with the Consumer Price Index, at a rate of about
2 percent slower per year than medical care price inflation, we can
expect that income for the program is going to lag behind the reim-bursements that are going to be expected from the program.

And in the absence of an increase in payroll taxes or some
change in the reimbursement mechanism, this sort of inexorable
pressure is going to lead to a real crunch somewhere down the road
in terms of the ability of the program to pay benefits. The trustees'
report for the medicare part A program has come out and everyyear it's projected that the trust fund will be exhausted. The cur-
rent estimates are that sometime around the turn of the century,
2005 now, we are expected to run out of money to pay for part Abenefits.

Medicare part B benefits, which are subsidized to the tune of 75percent by general tax revenue, are not projected to be bankrupt
because the trust fund operates in a different fashion. But it is ex-
pected that with the implementation of catastrophic care and the
general increase in part B services to beneficiaries, a larger andlarger portion of our general tax revenue is going to be required tosupport the program in the absence of any changes.

COMPONENTS OF EXPENDITURE TRENDS

The other aspect of consumption in the United States that leads
to a higher rate of growth is the use of health care services. Wetend to think often of health care as some sort of a homogenous
good that people receive, but in point of fact, the various kinds ofservices that are offered in the United States have been consumed
at differing levels.

Exhibit 9 in my prepared statement will show that, for example,
the use of hospital services-hospital inpatient days-increased
through the early 1980's at which point private sector initiatives to
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contain costs and later the medicare prospective payment system

succeeded in reversing the trend of inpatient days.
Ironically, the same forces that led to a decrease in the number

of hospital days have led to an increase in the number of physician

visits. So the time trend of physician visits, which have been essen-

tially flat for much of the previous two decades, began to turn up

around that same time.
Prescription drugs, to which you alluded earlier, have been rising

at a very, very rapid rate. That's a function of medical technology.

It's a function of treatment preferences by physicians.
These sorts of trends will continue in the future. They are trig-

gered not only by population increase but also by the aging of the

population and by all the different developments in medical tech-

nology. Such developments add to costs, bring in new services at a

higher price than existing services, and again offer us a tangible

benefit that is nonmonetary in return for a tangible cost that is

monetary.
I'll conclude at this point and point out that there are some very

strong economic reasons for the increase in health care costs,

things that we're going to have to address in a societal fashion if

we're going to be successful in constraining them. Thank you very

much.
[The prepared statement of Mr. Waldo, together with exhibits,

follows:]



45

PREPARED STATEMENT OF DANIEL R. WALDO

HEALTH EXPENDITURES IN THE UNITED STATES:

WHAT DO THE NUMBERS SHOW?

By now almost everyone with an interest in health care

financing is aware of the trends in health expenditure. Those
trends are viewed with varying degrees of alarm, and a number of

efforts have been mounted to control or reverse the growth of
health care spending. In my testimony today, I will identify

some of the reasons for which health care spending has been

growing, and attach numbers to some of those reasons. I hope
also to show what the implications of those reasons are for the
future of health care financing.

In my testimony, I will be relying heavily on work done by my
colleagues in the Health Care Financing Administration's Office

of the Actuary. An article detailing the current and projected

levels of health expenditure appeared in last summer's Health

Care Financing Review, and we are completing work on updated

estimates of 1987 spending at this time.

AN OVERVIEW OF THE HEALTH DOLLAR

Probably the most famous (or infamous) statistic related to
health expenditure is the size of that expenditure compared to
the nation's gross national product (GNP). As you can see in

Exhibit 1, growth in health spending has exceeded that of the GNP
-- the source of our ability to pay for that care -- with almost
monotonous regularity. This was true before Medicare and
Medicaid and has been just as true since then. The exhibit also
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shows that, as a result of its more rapid growth, health spending

occupies a larger and larger role in our economy; currently,

Americans spend an amount equal to 11 percent of their GNP for

health goods and services.

But sweeping comparisons such as these tend to obscure that

health care is not some monolithic, homogeneous product.

Generally speaking, the average growth rate for national health

expenditures has been falling since 1980, mostly as a result of

diminished price inflation. However, growth of expenditure for

some types of goods and services has changed more than has that

for others. Exhibit 2 highlights the differences in growth among

major categories of spending. For example, while spending for

hospital services ranks among the fastest-growing categories over

the period 1965 through 1987, the average rate of growth has

subsided fairly significantly during the last few years.

Physician spending, on the other hand, has experienced fairly

slight declines over the period.

In our annual article on health care spending, we include a

breakdown of the broad factors accounting for growth in health

care spending. From this breakdown, shown in Exhibit 3, one can

see that the bulk of growth in spending is attributable to price

inflation, while simple population growth accounts for a

relatively small portion. A sizeable chunk of the change in

growth is due to changes in use per capita and intensity of
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service per contact.

While such a presentation is useful in a very broad way, it
really lacks the detail needed to analyze more delicately the

effects of all these various considerations, because it

highlights the symptoms -- rather than the causes -- of growth.
Exhibit 4 lays out a much more detailed taxonomy of factors
affecting the growth of spending; I will discuss (rather briefly,

perforce) price inflation, demographic pressure, and consumption

per capita, recognizing that all of these factors (and any

others, for that matter) are inextricably intertwined.

THE EFFECTS OF MEDICAL CARE PRICE INFLATION

One of the most visible red flags waved in the area of health
relates to price inflation. Medical care prices have

consistently grown more rapidly than have non-medical prices, and
there is no reason to see any different patterns emerging in the
future.

However, while this phenomenon causes no end of headaches for
policy makers (and trust fund guardians), it is not merely the
result of provider avarice or perverse reimbursement incentives.
The numbers themselves can be deceptive. Exhibit 5 shows the two
series most often compared: the consumer price index (CPI) growth
for all consumer items and for medical care items. From the
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exhibit, one might conclude that the "inflation gap" had widened

in 1986 and 1987, and that it was now beginning to close.

However, we can get a different perception of the situation when

we dig below the surface of these figures. The drop in overall

price inflation in 1986 and 1987, and the acceleration of the

same in 1988, was concentrated in one commodity area -- energy.

A graph of medical care inflation against that of all items

except energy reveals that the apparent divergence of the two

types of inflation was not nearly as much as otherwise indicated.

Indeed, much of the convergence and divergence of medical care

price inflation and general price inflation can be traced back to

extraordinary circumstances: the Economic Stabilization Program

of 1972-74, the mortgage rate frenzy of 1979, and so on.

The various goods and services that make up the medical care

component of the CPI market basket have experienced differing

trends in price inflation. For example, prescription drug

prices, after decades of little or no change, began to climb

rapidly late in the 1970's and now represent the leader in health

care price inflation. Conversely, hospital charges had been

growing at very rapid rates through the end of the 1970's, and

then subsided fairly quickly with the onset of cost containment

exercises. Exhibit 6 shows trends in price inflation over time

for these and other components.

There are reasons to expect that medical care price inflation
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would exceed the general rate of inflation. Zconomic models of

productivity and inflation lead one to conclude that service

prices (more generally, the prices of labor-intensive products)

will rise more rapidly than will commodity prices over time.

Service industries are characterized by lover productivity growth

than are manufacturing industries, a phenomenon attributable to
the labor-intensity of service production. When workers in

service industries receive a general wage increase comparable to

that received by manufacturing employees, the unit labor cost

increases in the service industry. This puts pressure on output

prices, more so for services than for manufacturing*. This piece

of economic theory seems borne out in fact: services price

inflation has been greater than the general rate of inflation

over time. Still, medical care price inflation has been faster

on average even than service price inflation.

There are reasons for relatively rapid medical care price

inflation additional to the general theory of price inflation

discussed above. Part of the increase could be due to the

introduction of new products and treatments. These innovations

typically depend upon technological breakthroughs, and the

implementation of technology that creates new products tends to

* Actually, the theory is much more general, describing the

differential price inflation of "low productivity growth

industries" and "high productivity growth industries" regardless

of whether they are service or manufacturing.
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have a high price tag (which is factored into the providers'

price structure). A second factor affecting price inflation may

be the current product liability climate (a factor that also

affects consumption per capita). To the extent that consumer

prices must be raised to offset malpractice insurance premiums or

their equivalent, we can expect medical care price inflation to

rise more rapidly than would otherwise be the case. A third

factor might well be the old "economic rent" phenomenon. Uwe

Reinhardt, among others, has written about the net transfer of

real resources from consumers to providers of care. It is nearly

impossible to quantify the effects of these potential factors, or

even to rank them, but it is clear that each would push medical

care inflation above the general rate*.

* A measurement issue related to the relatively rapid growth

of medical care prices is that, more so than with other goods and

services, it is difficult to separate pure price change from that

caused by changes in the quality of the product. While the

latter should in theory be ignored in the CPI, it may be

impossible to isolate it in the case of health care.

Another measurement issue relates to the reliance upon

charges ("list prices") rather than on reimbursement schedules

("transaction prices") for a measure of price. If charges are

raised (to position oneself for next year's reimbursement

schedule, for example) without any change in reimbursement rates,

the CPI will increase without any "true" inflation.
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DEMOGRAPHIC INFLUENCES

Let me turn now to demographic influences upon health care
spending. Much has been made of the aging of the population and

the effect of this phenomenon upon health care spending. The

Census Bureau tells us that the number of people aged 65 years

and older has risen from 4.1 percent of the total in 1900 to 12.2

in 1987, and will be 13 percent at the turn of the next century.

Of course, health spending rises with the sheer number of people,

and our population has been growing at about one percent per

year. So we can expect at least that much growth in total health

care spending. However, we feel that at least through the turn

of the century the aging of the population will have a fairly

small effect upon the growth of expenditures, contributing

between half and three-quarters of a percent per year to growth.

The biggest effects are expected to occur after the year 2010,

when the first of the postwar baby-boomers reach retirement age.

One way to visualize the effects of age shifts on health care

spending is to recalculate the cost of health care in the current

year as if the age-sex composition of the population were as it

was several decades ago or as it is projected to be several

decades in the future. This approach, illustrated in Exhibit 7,
freezes prices, technology, and population size. In 1986,

spending for care in hospitals was $180 billion, or about $720

per person. If the younger population mix of 1946 had been in
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place in 1986, spending would only have been about $631 per

person (a total of $157 billion). The difference is small

because the effects of aging in that period were small. On the

other hand, if the age-sex mix of 2026 were imposed on the 1986

hospital system, it would have generated spending of about $231

billion, $926 per person, to deliver the same age/sex-specific

quantity and quality of services. For other services, the

effects of aging are more or less dramatic, depending on the

nature of the service. The exhibit also shows, for example, that

the cost of nursing home care would have been cut nearly in half

if the 1946 age composition had applied, or increased by about 70

percent if the 2026 age and sex structure were in place. In this

case, past growth looks more dramatic than the future, because

nursing home services are concentrated in the over age 85 group.

The peak cohort of the baby boom will not reach age 85 until

2055.

The change in age distribution of spending also will affect

who pays for the services, provided that financing channels

remain as they are today. Exhibit 8 shows that for major acute

care services, the Medicare share of total spending would

increase and the insurance share would decline over the next

several decades. This would occur because Medicare spending is

concentrated on the aged and because there is less private

insurance coverage of hospital and physician services for the

aged than for the rest of the population.
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[The effects of demographic change are treated in greater

depth in the annual expenditure article in the summer 1987 Health

Care Financing Review.]

For the next several decades, then, we expect a small boost to

spending as a result of growth and change of the population. The

consequences of demographic change for Medicare, on the other

hand, will be much more marked. The number of people eligible

for Medicare grows about two percent per year, while the working-

age population, from whose payroll taxes is funded the Hospital

Insurance (or Medicare Part A) program, grows around one percent.

Combined with the relatively rapid growth of medical care prices

discussed earlier and the growth of consumption per capita

discussed below, the squeeze on Medicare financing becomes clear.

Add to the travails of Part A the fact that three-quarters of

Supplementary Medical Insurance (Part B) benefits come from

general taxes, and the projected pressure of the aging of America

upon the financing of Medicare becomes ominous indeed.

CONSUMPTION PER CAPITA

In the simplified allocation of growth I mentioned earlier,

about a quarter of the increase in health spending was

attributable to factors other than price inflation and population

growth. Some of that is accounted for by aging of the
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population, as discussed above. The rest is due to changes in

consumption per capita, both through the mix and 
volume of

patient contacts and through the "intensity" of service 
per

patient contact.

The trends in consumption are not uniform across services.

Exhibit 9 shows patterns of use for three of these: hospital

care, physician visits, and prescription drug mentions. 
While

use of hospital services grew and then waned, and that of

physician office visits remained fairly steady, use 
of

prescription drugs has increased steadily. Clearly, a detailed

discussion of the use of health care services must 
be tailored to

individual types of service.

In general, though, what can be said about trends in use? Do

they have points in common? I think that they do, although a

factor which raises consumption of one type of service 
can

simultaneously have the opposite effect on another 
type. Let me

discuss briefly six broad forces operating on demand.

Income It is axiomatic among economists that the last sector

to develop as a nation matures is its service sector. 
Health

care is basically a service. Thus, it should come as no surprise

that the health sector is growing more rapidly than 
is the rest

of the economy. As individual and national income grow, more

purchasing power is left after satisfaction of necessities 
to
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purchase health care (although we tend sometimes to think of
health care as a necessity, Professions health care is not
always a requirement of life).

Technology Earlier, I mentioned the effect of technology upon
price inflation. It also tends to raise consumption, by creating
new services. Lens implantation, coronary bypass, and other
procedures allow treatment of previously untreatable conditions.
CT and PET scanning and MRI provide diagnostic information that
previously could not be obtained, or that could be obtained only
with peril. Such technological advance may improve health

status, but it also increases health expenditure.

Taste Perhaps a fallout from the increase in income, many
consumers are changing their desire for medical goods and
services. Adult orthodontia and suction lipectomy are two well-
known examples of medical care for which demand has increased.

Kgrbidity Americans, we know, are "living healthier," at
least to a certain extent. However, in a fairly ironic turn of
events, as we continue to reduce the rate of "low-cost" sudden
deaths -- from cardiovascular disease and so on -- it means that
more people will be dying from the expensive diseases such as
cancer. In addition, a fair amount of medical care is spent not
in prolonging life but in prolonging death. In cost-benefit

language, some of the (nonmonetary) savings we recover from
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prevention of premature death are spent in (monetary) treatment

of the diseases that follow.

Reimbursement and Rractice Ratterns There is some evidence

that not only changes in insurance, but the level of insurance

itself, contributes to the growth of spending. In addition,

concern over malpractice liability and internalized target levels

of income may cause some providers of care to induce demand;

health care is one of those strange markets in which consumers

must rely heavily upon suppliers to determine the extent of

demand. Finally, the attractiveness of third party coverage of

benefits may lead to a growing definition of "health care,' to

cover such areas as speech therapy and psychotherapy.

SOME FALLACIES REGARDING HEALTH EXPENDITURE

In the national debate over rising health care costs, a number

of "facts" have been taken for granted by some participants. I

would like to address three of these Rfacts" today to show how

the trends in health care spending can be misconstrued.

"Has cost containment failed? Analysts note that the rate of

growth of health care expenditures, measured in terms of

opportunity cost (the amount of non-health goods and services

that could have been purchased with the money spent for health

care), has been roughly the same after 1982 as before. Is this a
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sign that the private and public cost containment efforts

recently instituted have not had an effect?

There are two reasons why cost containment measures may have

little effect upon national growth rates. First, their scope may
be limited. For example, Medicare's prospective payment system

(PPS) was very successful at reducing the use of inpatient

hospital services. Yet for all that it was ballyhooed as the

wave of the future, PPS only affects about 80 percent of Medicare

hospital inpatient expenses, an amount equal to 8 percent of all

national health expenditures. Achieving a 10-percent reduction

in PPS expenditures, for example, would translate into a decrease

of 0.8 percent in national health expenditures if everything else

remained constant*. Second, many cost-containment measures are

designed as much to obtain local price discounts as to reduce

total spending. Employer use of preferred provider

organizations, for example, is an attempt to use their

oligopsonistic power (which is an economist's way of saying that

it is an attempt to foist costs off onto somebody else, be they

providers or less influential patients or insurers). In both of

these cases, very successful cost containment measures will not

show up in the national numbers, because they are limited in

Remember, too, that in its first years PPs was designed

not to reduce total spending, but rather to redistribute it among

various hospitals.

88-544 0 - 89 - 3
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scope or in area.

Is the increase in health spending as a percent of the GNP

alarming? As that share increases, the trend is held up as an

example of a "system run amok."

I believe that the trend is not only inevitable, but that it

may be desirable as well. First, as national income increases,

more and more money will become available for consumption of

health care. Second, however small the effect may be, the aging

of the population will exercise a small upward pressure upon

health care spending relative to GNP. Third, Americans seem to

be willing to pay for health care; witness again the rise in

adult orthodontia.

All of this is not to say that we have the optimal system of

health care. I will discuss that in a moment. But there is no

reason to choose any given proportion of the GNP as the "right"

level of spending.

Are we coing broke paving for health care? For an individual,

or for Medicare, this may be true. But as a nation it is not

true. And even on the individual level we must be careful when

comparing different times.

First, let's look at the nation. It certainly seems
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reasonable to conclude that if we are spending a larger share of

the GNP on health, that we must be spending less on everything

else. But we must also take into account the growth of the GNP.

For example, in 1965 we spent 6 percent of the GNP on health; the

remaining 94 percent was valued at some $2 trillion in 1982

dollars, an amount equal to $9,609 per capita. In 1986, non-

health GNP came to $13,382 per capita, an annual increase of 1.6

percent. At the turn of the next century, were health

expenditures to account for 15 percent of the GNP, non-health GNP

per capita would be $16,029 (again in 1982 dollars), an increase

of 1.3 percent per year from 1986. So, even with a substantial

increase in health's share of the GNP, we still would have more

per person to spend on other things.

Even at the individual level, it is difficult to say that we

are worse off today than before. Certainly the chance of

catastrophic medical expense is present today, and there are

people impoverished by medical care expenses. However, two

additional points must be made. First, much of this medical

expense is going for care that was simply unavailable in the

past. More bluntly, some people who incur catastrophic health

expenses today would have already died at this point in their

life two decades ago. Earlier I mentioned that we have been

purchasing the non-monetary benefit of longer life (and in many

cases better quality life) with the monetary cost of medical

care. When analyzing the costs of a system, we must also analyze
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the benefits. The second point regarding catastrophic medical

expense is that it is as much a distribution issue as a level

issue. That too few of the sick have adequate resources to

purchase medical care is a problem for society as a whole to

solve, not just providers of that care.

THE ISSUES TO ADDRESS

What are the real issues that need to be addressed in the

health care financing field? I think that we have two basic

problems that need to be resolved:

How do we get our dollar's worth? This is an area in which

there are few ground rules, much less tangible goals. In

addition to the technical efficiency of production -- whether

providers are making too much money -- we must consider societal

benefits and costs of increased government intervention and the

resolution of the "how much" question.

How much should providers be paid for health care? Medicine

has traditionally been among the highest-paid professions; should

the gap between physician earnings and others' earnings be

closing? Has technology made the practice of medicine more

difficult, or less? Along similar lines, hospitals traditionally

had been nonprofit in orientation if not practice; when

purchasers begin to demand that hospitals behave like "real
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businesses," what expectations should we have regarding their

profits? Recalling that target profit rates are a function of

risk, what is the target rate for health care providers?

How much government intervention is right? Regulation and

intervention go hand in hand, yet Americans have traditionally

been leery of government intervention. What is the potential

benefit of increased government regulation of the health care

market, and what are the costs?

How do we determine the "correct" level of care? Clearly,

there are diminishing returns to medical care, but what is the

yardstick by which returns are measured? What is the value of a

human life? What is the value of the alleviation of pain or the

reduction of uncertainty? How can we compare these values

between people?

How do we resolve issues of eouitv? With rapid increases in

health care costs depleting the resources of those who use that

care, we must address that depletion. We need to deal with

intergenerational equity and with intragenerational equity.

The focus of intergenerational equity discussion is the

impending insolvency of the Medicare Part A trust fund, but the

Part B trust fund is involved as well. A couple retiring today

can expect to receive in Part A benefits between 4 and 7 times
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what they and their employers paid into the trust fund (even

accounting for inflation). The difference between what a

beneficiary receives and what he or she paid in must be made up

out of contributions paid by current wage earners. This

arrangement works as long as there are sufficient wage earners,

but that situation is disappearing. From the time when Medicare

was instituted, the number of wage earners per enrollee has

fallen, reaching 4.2 in 1987; by the year 2030, the ratio will be

2.2. Thus, unless some fundamental changes are made, the amount

transferred per capita from younger generations to older must

increase to maintain the solvency of the trust fund. Similarly,

today's Part B enrollees receive about $4 in benefits for every

dollar paid in premiums, the difference coming from general tax

revenue. Again, as the ratio of retirees to workers grows, so

must the transfer of tax revenue from younger people to older

people.

The impending need to alter Part A financing leads directly to

the consideration of intergenerational equity: should we cut

benefits now, cut them later, or raise taxes later? Each option

implies a different level of purchasing power transfer from the

working-age generations to the Medicare-eligible generations*.

* Studies completed in HCFA's Office of the Actuary show

that the greatest intergenerational equity occurs when benefits

are cut immediately, and tax rates are indexed to current program
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Even with a successful resolution of the intergenerational

equity issue, we must address intragenerational equity as well.

Specifically, to what extent should those well off be required to

subsidize the care of those less well off? Should the subsidy

cover all types of health care, or just a specified subset of

services? If so, how is the subset to be defined? How do we

define the population entitled to subsidy: is income to be the

criterion, or shall society also protect the assets or estate of

a patient? Should society, through cost-shifting, subsidize the

care of uninsured workers and their dependents, or should

mandated health insurance be imposed at the risk of higher

unemployment or higher prices?

CONCLUSION

One of the advantages of being the first speaker in a panel is

that you get the easy job. I have described the past and current

state of trends in health care financing. I also laid out what I

believe to be the issues facing financers of care. I leave it to

those who follow, to speak to the issues.

costs; the least equity results from waiting until the program is

insolvent to cut costs.
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EXHIBIT 3.
Factors Accounting for Growth of Personal

Health Expenditures
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Exhibit 7.
Hypothetical 1986 expenditures under the age and

sex structure of selected calendar years,
compared to actual 1986 expenditures

................................. _.-ssss..s"swsss~ss~ss=sswss...

Type of expenditures 1946 1966 1986 2006 2026
…_______________________________________________________________

Total personal health -12% -10% $404.0 +11% +26%

Hospital -12% -10% 179.6 +11% +29%
Physician -3% -5% 92.0 +5% +15%
Nursing home -45% -30% 38.1 +38% +70%
All other -5% -5% 94.3 +7% +13%

............. = .................. =................... =....= .....

NOTES: Figures in this exhibit combine the age and sex
composition of selected calendar year populations with 1986
prices and patterns of use. Calendar year 1986 figures are shown
to establish a reference point.

SOURCE: Health Care Financing Administration
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Exhibit 8.
Hypothetical distribution of spending among sources

of funds under the age and sex structure
of selected calendar years

Type of expenditure 1986 2000 2020 2040

Hospital care 100% 100% 100% 100%

Direct payment 9 9 8 8
Private insurance 36 35 33 28

Medicare 29 30 34 39

Medicaid 9 9 8 8

Other 17 17 17 17

Physician services 100% 100% 100% 100%
Direct payment 28 28 27 27

Private insurance 42 42 40 38

Medicare 21 21 26 30

Medicaid 4 4 3 3

Other 5 5 4 2

NOTES: Figures in this exhibit combine the age and sex

composition of selected calendar year populations with 1986

prices and patterns of use. The calendar year 1986 distribution

is shown to establish a reference point.

SOURCE: Health Care Financing Administration



EXHIBIT 9.
Use of Selected Health Care Services

(1971=100)

180 Hospital Day.

150
,-' Physician Visits

140
-/ Drug Exposure

130 /

120-

90
,"'As MA@ As -A e @b At qtP -b*- Z$s -09o go4 4ot ZP ZA

Calendar Year

SOURCE: Health Care Financing Administration



76

Representative SCHEUER. Thank you very, very much, Mr.
Waldo.

Karen Davis, please proceed.

STATEMENT OF KAREN DAVIS, PROFESSOR AND CHAIRMAN, DE-
PARTMENT OF HEALTH POLICY AND MANAGEMENT, JOHNS
HOPKINS SCHOOL OF HYGIENE AND PUBLIC HEALTH

EXPENDITURE TRENDS: 1950 TO PRESENT

Ms. DAVIS. Thank you, Mr. Chairman, for this opportunity to tes-
tify on the future of health care in America.

As we've heard today, health care spending has risen more rapid-
ly than the gross national product for decades and projections to
the year 2000 suggest that by the turn of the century the health
sector will consume 15 percent of the Nation's total resources.

The United States has experienced some improvement in the
health status of its population. People are living longer. The qual-
ity of life is improving. But many people question whether the in-
crease in health spending is yielding commensurate benefits in
terms of improved health or quality of life for Americans.

I would like to share with the subcommittee my own analysis of
some of the past trends in health expenditures, point to those in-
stances in which we tried to limit growth in health expenditures,
what has been successful or not, and suggest ways in which the
future growth in health spending might be slowed.

Mr. Waldo pointed out the very rapid rate of growth in health
expenditures over time, but I've indicated in chart 1 of my pre-
pared statement that if we break that growth down into different
time periods we do see different patterns.

If we look at that period from 1950 to 1965, which I characterize
as a period of rapidly increasing private health insurance coverage
through employer plans, we see very rapid rates of increase in in-
flation adjusted health expenditures-the real health expenditures
going up about 6 percent a year.

If we look at the period right after medicare and medicaid came
in in 1965 up, through about 1971, we see that health expenditures
went up about 7.5 percent a year in real terms. President Nixon
instituted an economic stabilization program, a wage and price
freeze, from--

Representative SCHEUER. 7.5 percent in real terms?
Ms. DAVIS. Over and above inflation; yes, sir.
Representative SCHEUER. That's a phenomenal increase.
Ms. DAVIS. A very rapid rate of increase in health expenditures.

President Nixon was concerned about rising prices in the economy
and in August 1971 introduced a freeze on wages and prices in the
economy and various phases of that continued until 1974. During
that period, the growth in real health expenditures slowed pretty
considerably to about 4.5 percent a year. Then the freeze was lifted
in the health sector in April 1974 and you immediately saw an ex-
plosion in health care expenditures again. Real health expendi-
tures increased at an annual rate of 6 percent from 1975 to 1977
when Secretary Califano and I went to work at the Department of
Health, Education, and Welfare and the impact of this increase on
the Federal budget was a major concern.
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We proposed a bill to limit payments to hospitals, the hospitalcost containment bill. The hospital industry, concerned that thebill would be enacted into law, mounted a voluntary effort to holddown hospital spending. During that period we had the slowestrate of growth in national health expenditures we've had over thislong period-2.5 percent a year annual rates of increase in totalhealth spending.
The hospital cost containment bill was defeated in November1979, and hospital spending and total health spending shot upagain. In the so-called competitive market era in the early Reaganyears from 1981 to 1983, we again experienced 6 percent annualrates of increase in total health spending-real health spending.In October 1983, we moved to a new system of paying hospitalsunder the medicare program, but we still experienced rates of in-crease of over 5 percent a year in real terms in total health spend-ing.
So if we look at the pattern over these different periods shown inchart 1, a striking picture emerges. There are really two periodsthat stand out as slower rates of increase than the typical 6 per-cent or 5 or 7 percent a year, and those were the periods of theNixon controls when we had mandatory controls on the healthsector-in fact, on the entire economy-on wages and prices, andalso in that Carter period where the hospitals were worried thatthere would be mandatory controls on total expenditures.
I've also supplied in chart 2 the same sort of analysis of thetrends in medical care prices over and above increases in the con-sumer price index and again we see very rapid rates of increase inmedical care prices in the medicare-medicaid period. During theNixon stabilization program, medical care prices actually went upmore slowly than the overall consumer price index. When the con-trols were lifted in 1974, we again had a big surge in medical careprice inflation-a 3-percent annual rate of increase. During theCarter period, again medical prices went up somewhat less slowlythan the consumer price index, and then in the competitive marketera, again a major surge in the medical care price inflation relativeto the rest of the economy.

COST CONTAINMENT STRATEGIES

It seems clear to me that the reasons for our rapid rate of bothexpenditures and prices is the lack of either effective competitionin the health care marketplace or an effective public policy to con-tain cost increases.
Where we have tried mandatory wage and price controls, indeedwhere we've even threatened them, we've had some slowdown inhealth expenditures. If we look to the States, those States thathave tried State rate-setting systems, mandatory limits, for exam-ple, on hospital budgets, have also had a good performance interms of cost increases, going up about 3 percent a year less thanin those States: New York, New Jersey, Massachusetts, and Mary-land, for example, have had those kinds of systems and they've hadmuch slower rates of increase in hospital spending than otherStates.
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Medicaid is an example of a cost containment program that's
probably been too effective holding how much you pay to such a
low level that many physicians don't participate in the program.
That's starting to be a problem even on the hospital side since med-
icaid hospital payment rules broke off from medicare payment
rates in 1981.

Employer plans have had some impact, as Secretary Califano in-
dicated, particularly in scrutinizing hospital admissions. I think
some of the downturn in hospital admissions of the nonelderly in
the 1980's could be linked to some of the utilization review mecha-
nisms in private health insurance plans. HMO's have had a record
of having a lower level of cost-10 to 40 percent below other sys-
tems of care-but also fairly rapid rates of increase over time, so it
seems to be a one-time shift in saving. So that's an important but
limited solution, since we only have about 8 percent of our popula-
tion interested in enrolling in HMO's.

I think the main lesson that we've learned is that if you do noth-
ing at all, these costs will simply skyrocket at intolerable rates.

NEED PROVIDER PAYMENT REFORM

What can we do in the future? The single most important thing
we could do in the future is to change the way we pay hospitals
and physicians, to enact comprehensive provider payment reform
that affects all patients, not just medicare beneficiaries.

The medicare hospital payment system that came into place in
1983 was a step in the right direction, but I think in the longer
term you can't hold down medicare and let the private rates go out
of sight. You really need a unified policy that applies to both public
and privately insured patients.

On the physician side, we've done nothing and we've had even
more rapid increases in part B of medicare than in part A-17 per-
cent a year annual rates of increase for the last 10 years. Here, I
would very much recommend that we adopt a fee schedule in medi-
care with the relative fees being based upon the relative resource
costs of providing those services as the Physician Payment Review
Commission, on which I serve that was established by the Con-
gress, has recently recommended.

The point, though, is that it's not enough just to control the fee
that you pay physicians. You have to worry about the volume of
services. So I think we need a system of linking the rate of increase
in allowable fees to total expenditure performance in relation to
the gross national product. In charts 3 to 8, I have provided projec-
tions of what would happen to the future course of real health
spending if we were to really put a lid on rates of increase in hospi-
tal and physician expenditures.

Instead of going to 15 percent of GNP by the year 2000, we could
hold it to about 12.5 percent of GNP, so you could make a differ-
ence if you could just hold total expenditures to inflation plus 3
percent a year on top of inflation. These examples are illustrative.
You would want to watch what was happening to the quality of
health care and the health performance of the system, but as we'll
learn from a later panel, other countries have been successful in
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holding spending to a much lower fraction of GNP and have had
very good quality of care and health status outcomes.

I think the future course of our health system is not immutable.
That's the main thing I want to leave with you. It's within our
power to shape future trends in health expenditures and to assure
that health gains commensurate to our investment in the health
care sector are achieved. The solution to doing this is not mysteri-
ous. Adequate evidence exists that reforming the way in which
health care providers are paid can have a major impact on health
expenditure performance. What we need is the resolve to proceed.
Thank you.

[The prepared statement of Ms. Davis, together with charts, fol-
lows:]
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PREPARED STATEMENT OF KAREN DAVIS

THE FUTURE OF HEALTH CARE IN AMERICA:

CONTROLLING THE FUTURE GROWTH IN HEALTH CARE EXPENDITURES

Thank you, Mr. Chairman, for this opportunity to testify on

the future of health care in America. Health care spending has

risen more rapidly than the Gross National Product for decades.

Projections to the year 2000 suggest that by the turn of the

century the health sector will consume 15 percent of the nation's

total resources. While the U.S. has experienced major

improvement in the health status of its people, many question

whether health spending is yielding commensurate benefits in

terms of improved health or quality of life for Americans.

Today, I am pleased to share with the Committee my own

analysis of past trends in health expenditures, point to those

attempts to contain rising expenditures which have been

relatively more effective, and suggest ways in which the future

growth in health spending might be slowed.

I. National Health Exnenditures

A. Trends: 1950-1988

National health expenditures rose sharply throughout the

period from 1950 to 1988. In 1950 the nation spent $12.7 billion

on the health sector; by 1988 national health spending is

estimated to increase to $540 billion. In other words the nation

spent a billion dollars every month on health in 1950; by 1988 it
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will spend a billion and a half dollars a day. Translated into
personal terms, the nation spent $80 per person in 1950; by 1988
it spent $2,136 per man, woman, and child on health.

Throughout this period spending on health outpaced the rest
of the economy. Health spending as a percent of the Gross
National Product has increased steadily from 4.4 percent in 1950
to 11.5 percent in 1988. As more of the nation's income was
going for health care, relatively less was left over for food,
housing, and other non-health care goods and services. Health
spending has increased about 3 percentage points per year faster
than the rest of the economy.

B. Real Growth in National Health Expenditures

Trends in the health sector are partially dependent on
general trends in the economy. Not surprisingly, during periods
of overall price inflation, expenditures in the health sector
rise more rapidly. What is important in an analysis of health
care cost increases is the pattern of increases over and above
increases that can be attributed to economy-wide inflation. The
real rate of growth in national health spending averaged 5.9
percent annually over the period from 1950 to 1988.

C. Trends in National Health Expenditures by Selected Time

Periods

Breaking the trends in national health expenditures into
different periods of time related to major shifts in health
financing policy yields interesting insights. Seven time periods
are of particular importance:
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o Growth in Private Health Insurance Period -- 1950-1965

o Early Medicare and Medicaid Period -- 1966-1971

o Economic Stabilization Program -- 1972-1974

o Post-Economic Stabilization Program -- 1975-1977

o Carter Hospital Cost Containment Bill and the

Hospital Industry Voluntary Effort -- 1978-1980

o The Market Era -- 1981-1983

o Medicare Prospective Payment -- 1984-1986.

Chart 1 shows the annual rate of increase in real national

health expenditures over the 1950 to 1986 period. Real national

health expenditures increased most rapidly during periods of

expanding health insurance coverage or following the relaxation

of mandatory or voluntary controls on the health care sector. By

far the slowest rates of increase in real health care expendi-

tures occurred during periods of mandatory limits on hospital

payments or the threat of such mandatory limits.

During the Economic Stabilization Program, real increases in

expenditures averaged 4.6 percent annually; and under the threat

of the Carter Hospital Cost Containment bill with the hospital

industry Voluntary Effort response, real increases averaged 2.4

percent.

By contrast the highest rates of increase were during the

periods of expanded public and private insurance coverage from

1950 to 1971, following the Economic Stabilization Program, and

following the defeat of the Carter hospital cost containment bill

in late 1979. Real rates of increase in health expenditures
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continued to rise rapidly during the first three years of

Medicare prospective payment.

II. Medical Care Prices

Trends in prices charged for individual health care services

have generally been of less interest than total expenditures --

in large part because what the patient is concerned about is the

total payment for care, not what he or she is billed for any one

of a number of services. It is the aggregate of expenditures

that affect health insurance premiums and taxes required to

support Medicare, Medicaid, and other publically-financed health

care services. Nevertheless, trends in prices of individual

services provide some insight into the extent to which rising

expenditures reflect a greater rise in health care prices than in

prices in the economy as a whole -- at least suggesting that

unconstrained health care price increases are part of the

explanation behind rising health expenditures.

A. Medical Care Prices

Chart 2 presents data on annual rates of increase in the

medical care and physicians' services price indices relative to

the Consumer Price Index. It reveals a pattern somewhat similar

to that observed for real changes in national health

expenditures. The years following the introduction of Medicare

and Medicaid were years of high rates of increases in health care

prices relative to the economy-wide trend. From 1965-1971
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medical care prices increased 1.8 percent faster than the CPI and

physicians' services prices increased 2.3 percent faster than the

CPI. Under the Economic Stabilization Program in 1972-1974, the

health sector had a slower rate of increases in prices than other

sectors. Following the lifting of ESP controls, medical care

prices shot up again. Average annual increases over the period

1975-1977 were 3.2 percent for all medical care and 3.9 percent

for physicians' services. Medical care and physicians' services

price increases were lower than general inflation in the Carter

period, from 1978-1980, and have been several percentage points

above general inflation during the 1980s.

III. Malor Lessons from Past Experience

Rapid rates of increase in health care costs have

characterized the U.S. health care sector for the past 35 years.

The reason for these increases is clear -- the lack of both

effective competition in the health care marketplace and

effective public policy to constrain cost increases. The

consequences are equally clear -- difficulty in obtaining care

for those without health insurance, major financial burdens on

those with inadequate health insurance, high employee health

benefit costs that increase the cost of American products and

place them at a competitive disadvantage in international

markets, and heavy tax burdens resulting from Medicare and

Medicaid outlays financing health care for the elderly, disabled,
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and many of the nation's poor.

Of the cost containment initiatives which have been tried,

the statistical evidence on effectiveness in containing costs is

clear. Total health care spending increased at a significantly

slower rate during the Nixon Economic Stabilization Program and

during consideration of the Carter hospital cost containment

bill. Periods characterized by freely functioning market forces

were characterized by rapid rates of increase in health care

costs.

State rate-setting programs introduced in the mid-1970s and

applying to all hospital patients on a permanent basis have also

been quite effective in restraining cost increases. States with

rate-setting have averaged annual increases in hospital costs

that have been three percentage points lower than states without

such programs. Over a ten year period, this differential cost

performance has had an important cumulative effect. By 1984,

hospital costs per capita would have been at least 87 percent

higher in states with rate-setting policies had such policies not

been in effect.

Medicaid is an example of a cost containment initiative that

has been effective at containing costs, but at the expense of

other objectives, such as assuring access to quality health care

for the poor and assuring patients the opportunity to choose

their own physician. Medicaid has lowered hospital payment rates

below the rate paid by Medicare, and considerably below the rate

hospitals receive for the care of privately insured patients. As
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a result, admissions of Medicaid patients to hospitals have been

declining. Physician participation rates in Medicaid are quite

low in many states.

Employer health insurance plans appear to have contributed

to falling hospital admissions for workers and their dependents.

Increased patient cost-sharing and direct measures to curb

utilization of hospitals undoubtedly account for much of this

downward trend. However, these are one-time reductions in

utilization. In future years hospital costs can be expected to

increase at historical rates. Increased patient cost-sharing

shifts the financial burden of higher health care costs onto

workers and their families -- which is unacceptable to them in

the long term and has limited potential as a future long term

strategy.

Health maintenance organizations have grown markedly in the

last 10 years, and now enroll eight percent of the U.S. popula-

tion. Given numerous barriers to HMO growth, it seems unlikely

that more than one-fourth of the population will choose to

receive their care from HMOs.

While limited as a national solution to rising costs,

however, evidence indicates that HMOs have lower costs than care

rendered in the fee-for-service sector. While HMOs have lower

costs than traditional alternatives, the rate of increase in HMO

costs per person are quite similar to trends over time in the

fee-for-service sector. Therefore, it seems that HMOs may be

more capable of achieving a one-time downward shift in costs than
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a sustained slowing of costs.

Doing nothing has been the least effective approach to
containing health care costs. The health sector has exhibited a
strong and persistent tendency to outstrip the rest of the
economy in growing expenditures except during periods of direct
intervention to contain cost increases. The health care cost
problem will neither solve itself nor be easily solved. However,

the many initiatives that have been instituted do provide

valuable lessons and point the way toward an effective long-term

policy toward limiting increases in health care costs.

IV. Changing the Future Course of Health Spendinct

The single most promising method of containing rising health

care expenditures is reform of payment methods for hospitals and
physicians. Such reform should both give hospitals and
physicians an incentive to improve efficiency and productivity

and give the government the ability to set limits on the rate of

growth in payment rates.

The Medicare prospective payment system for hospitals is a
step in the right direction. It permits the government through
legislative or regulatory action to determine the rate of
increase in Medicare payments for hospital patients. In recent
years the Congress has acted to hold payment increases below
hospital market basket inflation rates. However, in the longer
term holding down the rate of increase in Medicare payments for
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care of the elderly and disabled, while permitting payment rates

for privately insured patients to continue to rise at rapid

rates, will lead to a major disparity between payment rates for

publically and privately financed patients. Hospitals can be

expected to begin to discriminate against Medicare patients, as

they have against Medicaid patients, and provide reduced access

or lower quality or substandard care to such patients.

Effective hospital cost containment over the longer term

must move toward a system that embraces both privately insured

patients as well as Medicare and Medicaid beneficiaries. The

Medicare prospective payment system could be extended to all

payers. Alternatively, a nationwide system of hospital payment

based on the experience of states with rate-setting programs

could be adopted. Continuing a fragmented, partial approach,

however, is unlikely to be effective in the long-term in inducing

genuine improvements in hospital efficiency and productivity.

Very little has been done to address rapidly rising

expenditures for physician services. Annual rates of increase in

Medicare Part B expenditures have averaged over 17 percent for

the last ten years. This reflects an increase in physician

prices over and above general inflation. More significantly,

however, it reflects an increase in the number and complexity of

services for which physicians bill.

The most important initial step that could be taken is to

establish a fee schedule for the payment of physicians under

Medicare and Medicaid. The relative prices of physician services
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should be based on the relative resource costs of providing these
services -- as recently recommended by the Physician Payment
Review Commission established by the Congress.

The critical factor affecting future physician expenditure
growth, however, is the decision regarding the rate of increase
in the level of approved fees and whether physicians will be
required to adhere to these fees. Annual increases in the fee
schedule should be pegged to achieve increases in total physician
expenditures no greater than increases in the Gross National
Product. This could be achieved through a formula that takes
into account increases in volume of services billed over the
previous year in establishing the allowable rate of increase in
fees for the upcoming year. To achieve genuine containment of
overall expenditures, physicians would need to be required to
accept the allowed fee as full payment and not be permitted to
charge patients fees in excess of the allowable fee.

Efforts should be made to encourage private insurers and
Medicaid to follow a reformed Medicare physician payment system-
- to avoid payment rates that are higher for privately insured
patients or so low for Medicaid patients as to discourage
physician participation.

Restricting the growth in health expenditures through a
unified, comprehensive-provider payment policy would have a major
impact on the future trend in health expenditures. Charts 3
through 8 illustrate the impact in the year 2000 of holding
expenditures to a rate of growth 3 percentage points in excess of

88-544 0 - 89 - 4
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general economic inflation.

Real national health expenditures would increase from $540

billion in 1988 to $770 billion in 2000 -- a $200 billion savings

in 1988 dollars from what would otherwise occur. That is, the

future increase in real national health spending could be cut in

half. On a per person basis, spending would increase from $2136

in 1988 to $2,800 by the turn of the century, rather than $3500.

Health expenditures as a percent of Gross National Product would

be held to 12.2 percent in 2000 rather than the currently

projected share of 15.2 percent.

Such constraint would also have a major impact on the

federal budget. The federal government would save almost $90

billion in the year 2000 alone in constant 1988 dollars.

Cumulative savings between now and the year 2000 would be about

$350 billion -- clearly a major contribution to reducing future

federal budget deficits.

These projections are illustrative. They assume that it

would be possible politically to institute and maintain such

spending restraint. They assume that such restraint could be

achieved without seriously compromising the health of the

population or lowering the quality of health care. Clearly,

careful monitoring of our experience would be required as we

proceeded. Some reassurance is provided, however, by the

performance of other industrialized nations that have succeeded

in holding their health spending to the 7 to 9 percent Gross

National Product range through just such measures -- while
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continuing to experience high levels of health status and low

rates of mortality.

The future course of our health care system is not

immutable. It is within our power to shape future trends in

health expenditures and to assure that health gains commensurate

to our investment in the health care sector are achieved. Nor is

the solution mysterious or unknown. Adequate evidence exists

that reforming the way in which health care providers are paid

can have a major impact on health expenditure performance. What

is needed is the resolve to proceed.

Thank you.
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CHIRT 2

AVERAGE ANNUAL RATES OF INCREASE IN MEDICAL CARE PRICES
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CHMRT 3

Real National Health Expenditures in Billions
(1988 dollars)

$970

$540

$770

_. a _ L E l

1988

Current
Projection

D With Cost
Controls

2000

Source: Calculated by the Johns Hopkins University based on. HCFA
projections. Cost Control projection assumes an annual rote
of increase equal to 3X above inflation.

1200

1100

1000

900

800

700

i 600

D 500

400

300

200

100

L-

a

0

4-

C
0



95

CHRT 4

Real National Health Expenditures Per Capita
(1988 dollars)
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CHART 5

National Health Expenditures as a
Percent of GNP

E Current
Projection

D With Cost
Controls

11.5%
12.2%

1988 2000

Source: Calculated by the Johns Hopkins Universidy based on HCFA
projections. Cost Control projection assumes an annual rate
of increase equal to 3% above inflation.

0L
z

0
4-,
C
0
U
L
0
0-

///"�20T

1 r



97

CHART 6

Real Federal Health Expenditures in Billions
(1988 dollars)
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CI>R 7

Real Direct Patient Payments Per Capita
(1988 dollars)
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CHART 8

Real Private Health Insurance Expenditures Per Capita
(1988 dollars)

Current
Mm Projection
LI With Cost

F |Controls

$583

$767

0o I L _ l L

1988 2000

Source: Calculated by the Johns Hopidns University based on HCFA
projections. Cost Control projection assumes an annual rate
of increase equal to 3% above inflation.

1100

1000

900

too

700

600

500

400

300

200

100

I-0,
a



100

Representative SCHEUER. Thank you very much, Ms. Davis.
Professor Rice, please proceed.

STATEMENT OF DOROTHY P. RICE, PROFESSOR, DEPARTMENT
OF SOCIAL AND BEHAVIORAL SCIENCES AND INSTITUTE FOR
HEALTH AND AGING, UNIVERSITY OF CALIFORNIA, SAN FRAN-
CISCO

EXPENDITURE TRENDS

Ms. RICE. Thank you, Mr. Chairman. It's an honor and privilege
to testify before the Joint Economic Committee.

Representative SCHEUER. It's an honor for us to have you, Ms.
Rice.

Ms. RICE. And it's been a special privilege to have assisted you,
the chairman of these hearings, and your staff in the development
of these very important hearings.

Representative SCHEUER. We're very grateful for your insight
and your input.

Ms. RICE. I won't repeat some of the numbers that have been al-
ready stated and I am sure you're going to be hearing more of
them. I hope that my prepared statement will be included in the
record.

Representative SCHEUER. Of course it will.
Ms. RICE. There is one figure that I don't think has been used,

that health care spending in 1986 amounted to over $1,800 for
every man, woman, and child in America, rising from $205 per
capita in 1965, and that by the year 2000 the figure projected by
the Health Care Financing Administration is $5,550 per person in
the United States.

I also want to point out that in the last year for which we have
good data, in 1986, health spending increased 8.4-percent from the
previous year and while this annual rate of increase is lower than
in the 1970's, it's still much faster than the 5.2 percent increase in
the GNP.

Since the enactment of medicare prospective payment system in
1983, expenditures for physician services rose at a higher annual
rate than hospital care spending-10.4 percent compared with 7
percent, respectively-and I'll go back to this.

CONSEQUENCES OF EXPENDITURE TRENDS

What concerns me most are the consequences of the continued
rise in health care costs. We've seen that private health insurance
premiums have recently jumped at unprecedented rates-20 to 30
percent. Cost sharing by medicare beneficiaries has increased sig-
nificantly. In 1988, medicare part B premiums rose by an astro-
nomical 38.5 percent and the ranks of the uninsured are growing.
The estimates range from 31 to 37 million persons in this country
that have no medical insurance coverage and of equal concern are
the many millions whose existing insurance coverage is inadequate.

Older people are being discharged from hospitals quicker and
sicker. One-third of the near-poor elderly are reduced to poverty by
their out-of-pocket payments for medical care and many States
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have raised their requirements for medicaid eligibility and reduced
benefit payments.

COMPONENTS OF EXPENDITURE TRENDS

What are the factors associated with the increase in expendi-
tures? Very briefly, over the long run, the growth in private health
insurance and prepayment plans increased the demand for serv-
ices; increased public support for medical care for the aged, dis-
abled and poor; increasing population; and a rising proportion of
the elderly who are at risk for chronic illnesses requiring more
medical care; a shift from acute care to more expensive long-term
care illnesses; improvements in growth of high cost technology;
higher wages and salary costs in the health industry; and growth
in the supply of health manpower and facilities.

The growing burden on the economy of medical care spending re-
sults from all the above factors, as well as the higher medical care
prices relative to general prices, and a slowdown in the general
economy with continued growth in the health sector. So that in the
21-year period, 1965 to 1986, GNP rose at about three-fourths of the
annual rate of health expenditures, 8.9 percent compared to 12.1
percent, respectively.

PROVIDER PAYMENT REFORMS

A variety of policy issues that we've already discussed have
emerged during the last two decades to deal with rising health care
costs. National concern about the cost of health care produced an
array of options ranging from increased regulation to unfettered
competition from which to choose. Since spending for hospital care
and physician services comprise more than two-thirds of the per-
sonal health care expenditures, my testimony focuses on hospital
and physician reimbursement policies, although many others are
equally important in the context of rising costs.

The cost-based reimbursement of hospitals had been the practice
used by Blue Cross under private health insurance prior to the en-
actment of medicare in 1965 and this was continued when medi-
care went into effect. But the cost basis for paying hospitals pro-
vide no incentives for efficiency and economy and no incentives to
control costs.

Finally, in October 1983, we did see the introduction of the pro-
spective payment system under medicare. During the period from
1965 to 1983, the annual rate of increase in hospital spending
amounted to 12.9 percent. In some years they went as high as 15 to
16 percent. We did see a reduction in the rate of increase from 1983
to 1986 and the annual rate was reduced to 7 percent compared
with the 12.9 percent in the previous 21-year period.

Policy experts agree that the prospective payment system may
contain costs and reduce the rate of increase in medicare spending,
but concern is expressed that it restricts access to health care and
adversely affects the quality of care by premature discharges of el-
derly people.

The hospital industry has responded to the new payment system
by massive cuts in personnel and aggressively negotiating lower
prices for suppliers. We've seen admissions reduced but hospitals
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began treating patients in less costly, more profitable ways, and
many big and urban institutions of both nonprofit and for-profit
hospitals have actually been financially thriving. A major concern
is that today's profits may be at the expense of the quality of pa-
tients' care.

Most importantly, cost-sharing borne by medicare beneficiaries
has increased substantially as a result of the prospective payment
system. In 1983, beneficiary deductibles and coinsurances account-
ed for about 8 percent of payments to hospitals for inpatient serv-
ices and in 1987 the proportion increased to 9.2 percent.

A few words about physician reimbursement. Physician reim-
bursement has been based on reasonable charges and there have
been some changes in medicare physician reimbursement. Reasona-
ble charges were frozen for a 15-month period beginning July 1,
1984, and a new category of provider, the participating physician,
was established. The participating physician agrees to accept all
services on assignment in exchange for certain advantages, but
only 30 percent of the physicians who serve medicare patients
signed these participation agreements. The freeze ended on May 1,
1986, for participating physicians but remained in effect until Jan-
uary 1, 1987, for nonparticipating physicians.

Research has shown that freezing physicians' fees in the past has
not successfully constrained total reimbursements under public
programs. Physicians have historically responded to fee controls by
billing for a larger number of more complex services. Karen Davis
is on the Physician Payment Review Commission and they are
studying the problem right-now and have expressed concern about
the need for an effective strategy to moderate the rate of growth of
expenditures without a threat to access to quality of care.

In conclusion, it's clear that the overall rate of increase in health
care expenditures has declined in recent years, but there has been
a reversal in the rate of growth of spending for hospital care and
outlays for physician services, with greater increases for the latter.
There has been a shift to physician outpatient care and to physi-
cian services.

The implementation of PPS for hospital payments under medi-
care clearly has impacted payments systems under public and pri-
vate programs.

We have seen a variety of options being used in the private
sector, PPO's--

Representative SCHEUER. Excuse me, Ms. Rice. If you could use
the real words.

NEED COMPREHENSIVE SOLUTION

Ms. RICE. The preferred provider organizations are just one alter-
native that have been used, but the objective is clearly to obtain
the lowest rate possible in fostering competition. We know that
competition hasn't worked in the health sector. I agree with Karen
Davis that the policymakers continue to search for piecemeal ap-
proaches and stopgap measures to hold down the cost of medical
care. In the long run, we as a nation must face the facts that the
different payment systems under different public and private pro-
grams tend to shift the burden of cost from one population group to
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another, from one provider to another. The magnitude of our cost
problems and their solution require a Federal commitment to a
program of national health care to protect all Americans from the
devastating health care costs.

Thank you, Mr. Chairman.
[The prepared statement of Ms. Rice, together with figures, fol-

lows:]
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PREPARED STATEMENT OF DOROTHY P. RICE

Mr. Chairman, it is an honor and privilege to testify before

the Joint Economic Committee on trends in health care

expenditures at these hearings on the Future of Health Care in

America.

I am Professor in Residence in the Department of Social and

Behavioral Sciences and in the Institute for Health & Aging,

University of California, San Francisco. The views that I

express today are my own and do not necessarily represent those

of my employers.

My observations are based on thirty years as a career civil

servant, most of which were spent in the Social Security

Administration and the Public Health Service. In the early

1960s, I developed the methodology for estimating the National

Health Expenditures. Although the Health Care Financing

Administrative staff is now using more sophisticated techniques

for their annual estimates and projections, the basic methodology

has remained the same. Prior to my leaving the Federal

Government in 1982, I was Director of the National Center for

Health Statistics, the agency in the Public Health Service that

has the responsibility for the collection, analysis, and

dissemination of statistics on the health of the nation. Since

1982, I have been engaged in health services research at the

University of California, San Francisco. During this period, my
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research has focused on cost of illness studies, the impact of

the aging of the population on the medical care system, and the

burden of chronic illness.

My testimony today will focus on the trends in health care

expenditures in the United States and the factors associated with

their increases at rates faster than the growth in the Gross

National Product (GNP) and inflation. The continued and

persistent rise in medical care spending during recent years has

generated much interest, attention, and concern as it has

consumed a growing share of the GNP.

What are the Facts?

* During the 21-year period, 1965 to 1986, medical care

spending rose from $42 billion to $458 billion, while its

share of GNP rose from 5.9 percent to 10.9 percent (Figure

1)

* Health care spending in 1986 amounted to $1,837 for every

man, women, and child in America, rising from $205 per

capita in 1965 (Figure 2).

* Projections to the year 2000 made by the Health Care

Financing Administration are that health expenditures will
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rise to $1.5 trillion and 15 percent of GNP (Figure 3).

Spending per capita is projected to rise from $1,837 in 1986

to $5,550 in 2000.

* In 1986, health spending increased 8.4 percent from the

previous year. While this annual rate of increase is lower

than in the 1970s, it is still much faster than the 5.2

percent increase in the GNP (Figure 4).

* After adjustment for inflation, personal health care

spending rose 172 percent from 1965 to 1986.

* Since the enactment of the Medicare Prospective Payment

System (PPS) in 1983, expenditures for physicians' services

rose at a higher annual rate than hospital care spending,

10.4 percent compared with 7.0 percent, respectively.

What are Some of the Consequences of Continued Rising Health Cost?

* Private health insurance premiums have recently jumped at

unprecedent rates -- 20 to 30 percent.

* Cost sharing by Medicare beneficiaries has increased

significantly. In 1988, Medicare Part B premiums rose by an

astronomical 38.5 percent.
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* The ranks of the uninsured are growing -- estimates range

from 31 million to 37 million Americans, who have no medical

coverage. Of equal concern are the many millions whose

existing insurance coverage is inadequate (U.S. House of

Representatives, 1986).

* Older people are being discharged from hospitals quicker and

sicker.

* One-third of the near-poor elderly are reduced to poverty by

their out-of-pocket payments for medical care.

* Many states have raised their requirements for Medicaid

eligibility and have reduced benefit payments.

* Many acute and chronically ill persons are slipping through

the "safety net" as economic pressures on the medical care

system mount.

What are the factors behind the continuing increase in

medical care spending and the growing burden on society? Several

broad factors can be identified:

* population growth,



108

* inflation,

* product change, and

* increase in per capita utilization of medical care.

This simple list, however, does not capture the enormous

changes that have taken place in the organization, delivery, and

funding of medical care services. Additional economic, medical,

and demographic changes also affecting the increased demand for

medical care services and the rise in spending include:

* growth in private health insurance and prepayment plans,

* increased public support of medical care for the aged,

disabled, and poor,

* increasing population and a rising proportion of elderly,

* a shift from acute care to more expensive long-term

illnesses,

* improvements and growth of high-cost technology,

* higher wages and salary costs in the health care industry,

and

* growth in the supply of health manpower and facilities.

The growing burden on the economy of medical care spending

results from all of the above factors as well as higher medical

care prices relative to general prices and a slow down in the

general economy with continued growth in the health sector.
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Thus, in the 21-year period, 1965-86, the GNP rose at about

three-fourths the annual rate of the health expenditures - 8.9

percent compared with 12.1 percent, respectively (U.S. HCFA,

1987).

Rising prices for medical care services have been the

primary force in the rise of personal health care spending in

recent years. Between 1950 and 1965, price inflation accounted

for 43 percent of the increase; between 1965 and 1986 it

accounted for 66 percent of the increase. The effect of

population growth has diminished substantially from the first

period to the second. Increases in intensity of use and quality

changes accounted for a larger share of the increase in the

first period as summarized in Figure 5.

POLICY ISSUES

A variety of policy issues have emerged during the last two

decades to deal with the rising health care costs. These range

from the concern about equity and access to medical care to

questions of control of utilization and cost, efficiency in the

delivery of care, and with increasing frequency, the efficacy of
that care. National concern about the cost of health care has

produced an array of options, ranging from increased regulation

to unfettered competition from which to choose. Policies must
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be chosen carefully, however, to promote consumers' incentives

for healthy behavior, adequate levels of health insurance

coverage, and appropriate use of medical care services.

Providers of medical care must also deliver quality medical care

services efficiently at competitive prices. Since spending for

hospital care and physicians' services comprises more than

two-thirds of total personal health care expenditures, I will

focus only on hospital and physician reimbursement policies,

although many others are equally important in the context of the

rising costs of medical care.

Hospital Reimbursement Policy. Cost-based reimbursement of

hospitals had been the practice used by Blue Cross under private

health insurance prior to the enactment of Medicare in 1965.

The cost-basis for paying hospitals was a pass-through for third

party payers, and Medicare adopted this payment system, in which

there were no incentives for hospitals to control costs and no

rewards for improving efficiency. Until October 1983, Medicare

reimbursed hospitals for their "reasonable costs" of providing

care, subject to a few limits and exclusions. During this

period 1965 to 1983, the average annual rate of increase in

hospital spending amounted to 12.9 percent.

The Social Security Amendments of 1983 marked a major

departure from cost-based reimbursement by establishing the
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Medicare prospective payment system. Beginning October 1, 1983,

hospitals are paid a prospectively determined rate for each

discharge. These rates are determined in advance and fixed for
the fiscal period to which they apply. The basic features of

the prospective payment system are as follows: patients are

classified into one of 468 diagnosis-related groups (DRG) and

the hospital is paid a fixed pre-determined payment per DRG.

The DRG payment to each hospital varies depending on the

hospital's location, the area wage rate, and the number of

residents in training. Each of the 468 DRG's is constructed

from statistical and clinical analysis of all cases treated,

patient age and sex, treatment procedure, discharge status, and

specific diagnosis.

Implementation of the new system was phased in over a

3-year period that began on October, 1983. In the first year,

three-fourths of the payments to hospitals were based on their

own cost experience in the base year and one-fourth based on the

new Federal rates. By 1986, the new Federal DRG prospective

payment system covered all hospital payments under Medicare.

The Administration has taken steps to assure quality of

care under the new prospective payment system. The first step

was the establishment of Peer Review Organizations (PRO's).

Hospitals must contract with PRO's if they are to be paid under
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the new system. They review the validity of diagnoses, quality

of care provided, the appropriateness of admissions, 
transfers,

and discharges, and the nature of handling outlier cases. There

is one PRO in each State and each has signed a contract 
with the

Health Care Financing Administration indicating how 
it proposed

to undertake these functions.

The law also provided for a review of the system by a

Prospective Payment Commission (PROPAC) under the aegis of the

Congressional Office of Technology Assessment. The Commission's

charge is to advise on the setting the DRG payments,

recalibrating or creating new ones, the adequacy of the 
rate

increases built into the system, and coverage and technical

issues concerning the DRG payment system. PROPAC issued three

annual reports and a recent report that analyzes and 
evaluates

the Secretary's final Medicare PPS regulations for fiscal 
year

1988. These reports have numerous recommendations, many of

which have been revised or rejected by the Secretary of 
DHHS.

Beneficiary and quality concerns have been expressed by 
PROPAC

in each of its reports.

Although DRG's have been in place for a relatively short

period of time, we have already seen significant effects 
as a

result of this profound change in hospital reimbursement 
under

Medicare. The rate of increase in hospital spending has been
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reduced significantly. From 1983 to 1986, the annual rate of
increase was 7.0 percent compared with 12.9 percent for the
previous 21-year period. Policy experts agree that this
prospective payment system may contain costs and reduce the rate
of increase in Medicare spending, but concern is expressed that
it restricts access to health care and adversely affects the
quality of care by premature discharges of elderly people, many
of whom may need long-term care services (Meiners, et al, 1985
and Bunker and Schaffarzick, 1986). Follow-up care may not be
guaranteed, and the medical needs of patients referred to
nursing homes, home health care, and other forms of community
care could be greater than providers are equipped to handle
(Dolenc and Dougherty, 1985). A GAO survey of discharge
planners across the nation reported that 97 percent had problems
in placing Medicare patients in skilled nursing homes
(Chelimsky, 1987).

In its first evaluation of the Medicare DRG prospective
payment system, in February 1985, The U.S. General Accounting
Office (1985) found that: elderly patients were leaving
hospitals on the average 2 days earlier and in poorer states of
health than prior to DRGs; earlier hospital discharge may have
increased effective demand for post-hospital nursing home, home
health and community services that are not equipped to deal with
sicker patients; patients discharged from hospitals in need of
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"heavy care" or "high-technology" services were having problems

of access to nursing homes; the costs of other federally funded

programs, particularly Medicaid, insurers, and private payers

(including patients and their families) would increase; and

beneficiaries were confused about their Medicare benefits as a

result of being told improperly to leave the hospital because

their Medicare coverage has run out.

The hospital industry has responded to the new payment

system by making massive cuts in personnel and aggressively

negotiating lower prices from suppliers. Admissions and length

of stay have been reduced. By 1985, length of stay fell to 7.3

days from 7.9 days in 1982 (U.S. NCHS, 1988). Hospitals began

treating patients in less costly, more profitable ways. Many

big and urban institutions, and both nonprofit and for profit

hospitals, have been "thriving" (Waldholz, 1985). A major

concern is that today's profits may be at the expense of the

quality of patients' care (Feder, et al, 1987).

Most importantly, cost sharing borne by Medicare

beneficiaries has increased as a result of PPS. In 1983,

beneficiary deductibles and coinsurance accounted for about 8.0

percent of payments to hospitals for inpatient services; in

1987, the proportion increased to 9.2 percent (PROPAC, 1987). A

1986 Harris survey of hospital patients and other heavy users of
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health care services reported that half paid a larger proportion

of their health care costs than they did three years earlier

(EQUICOR, 1986). While it is clear that many changes in

hospital care are taking place as a result of the changes in

hospital reimbursement, it is not clear that the positive

effects outweigh the negative ones. The rate of increase in

hospital expenditures may have been reduced, but at what cost?

Physician Reimbursement. While hospitals control some of

their costs through administrators' decisions about acquisition

and maintenance of equipment, labor, and buildings, physicians

are estimated to control 60 to 80 percent of hospital costs

through their medical decisions about the use of these resources

- whom to admit, how long the patient will stay, the quantity

of ancillary services used, whether or not to perform surgery,

etc. (Morreim, 1985). In making these decision, physicians are

influenced by financial factors, especially third-party

reimbursement rates. The amount paid by Medicare to physicians

has a major impact on the number and type of services that

beneficiaries receive and on the amount paid for each service.

Medicare's method of paying physicians is based on

"customary, prevailing, and reasonable charges". The amount

paid for each procedure is called the "reasonable charge." It

represents the physician's actual charges as long as those
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charges do not exceed the physician's customary charges in the

previous year or the prevailing charges of other physicians in

the locality. After the beneficiary pays a $75 annual

deductible, Medicare pays 80 percent of the reasonable charges

for any service. The remaining 20 percent is the responsibility

of the beneficiary, who may have supplementary private insurance

that covers it. When the physician accepts "assignment",

Medicare pays the physician directly. If assignment is not

accepted, the physician can bill the patient for any additional

amount over and above the reasonable charges and Medicare pays

its share directly to the patient. Since this payment system

was inherently inflationary, Medicare established an "economic

index" in 1975 which limited the annual increase in prevailing

charges.

There are at least two major problems in this method of

physician reimbursement: first, beneficiaries are often liable

for very large out-of-pocket payments when physicians do not

accept assignment on expensive procedures. Second, it has not

been successful in keeping total Medicare expenditures in line.

While unit prices have been controlled by the economic index,

quantity and intensity of services have been rising (Rice,

1985)-

Several changes in Medicare physician reimbursement were
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enacted as part of the Deficit Reduction Act of 1984.

Reasonable charges were frozen for a 15-month period beginning
July 1, 1984 and a new category of provider -- the participating

physician -- was established. The participating physician

agrees to accept all services on assignment in exchange for
certain advantages. About 30 percent of physicians who serve
Medicare patients have signed participation agreements (PPRC,
1987). The freeze ended on May 1, 1986 for participating

physicians, but remained in effect until January 1, 1987 for
nonparticipating physicians. Research has shown that freezing
physician's fees in the past has not successfully constrained

total reimbursements under public programs (Gabel and Rice,
1985). Physicians have historically responded to fee controls
by billing for a larger number of more complex services (Rice
and McCall, 1982).

A variety of stronger measures are being discussed to
control expenditures for physicians' services under Medicare,

with considerable attention being given to application of DRG's
to physicians services (MDDRG) (Jencks and Dobson, 1985). Under
an MDDRG system, Medicare would reimburse globally for all
inpatient services performed by physicians during

hospitalization. The amount would be determined by the DRG in
which the hospitalization was classified at discharge. An
important issue in considering MDDRG's is whether to pay
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physicians as members of the medical staff, the hospital, or the

attending physician (Jencks and Dobson, 1985). More

importantly, however, are concerns whether inpatient quality

will be maintained at an adequate level. If the DRG system is

extended to physicians, both physicians and hospitals will have

a financial incentive for premature discharge from the hospital.

To review current methods for paying physicians under the

Medicare program and to make recommendations for change, the

Physician Payment Review Commission (PPRC) was created by

Congress in the Consolidated Omnibus Reconciliation Act of 1985.

Two annual reports have been issued to date (PPRC, 1987 and

1988). Thus far, the Commission has focused its attention on

the development of a fee schedule for Medicare payments to

physicians. The Commission is also concerned about the need for

an effective strategy to moderate the rate of growth of

expenditures without a threat to access and quality of care. We

do not know how Medicare' physician payment methods will change,

but any significant change may have positive or negative impacts

on the cost and quality of service that physicians provide 
under

Medicare.

CONCLUSIONS

The overall rate of increase in health care expenditures
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has declined in recent years. But there has been a reversal of
the rate of growth of spending for hospital care and outlays for
physicians' services, with greater increases for the latter.
The implementation of PPS for hospital payments under Medicare
clearly has impacted payments systems under other public
programs and in the private sector. Most of the state Medicaid
programs have established their own prospective payment systems.
Private insurers and employers are seeking alternative methods
of paying their large health care bills.

The health care maintenance organization has emerged as a
logical and desirable way of arranging and paying for medical
care. Group-practice prepayment plans have grown slowly, but
their achievements in assuring more comprehensive care and in
containing costs has drawn national attention. The advocacy of
HMO's in the 1970's to contain costs while preserving the
quality of health care was based on the performance of a small
number of prepaid plans in existence at that time that produced
substantial savings for their patients. Three areas in which
they differed from traditional fee-for-service health care
included: 1) the use of inpatient services was 40-50 percent
lower; 2) overall costs were 15-20 percent lower; and 3) quality
of care was better or at least equal (Meyers, 1982). After a
decade of further research, savings claims are still valid
(Luft, 1981). In 1985, however, there were 393 operational
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HMO's in the United States with an enrollment of only 
18.9

million persons (U.S. Bureau of the Census, 1986, p. 90).

Preferred provider organizations (PPO) are one of the newer

types of alternative systems in which hospitals and 
physicians

contract on a fee-for-service basis with employers, 
insurance

companies, or third-party administrators to provide

comprehensive medical services to subscribers. In return for

using a preferred provider, subscribers receive economic rewards

such as reduced coinsurance and-copayments. General features of

PPO's include the use of a closed provider panel, a negotiated

fee that reflects a discount, utilization review, 
and more rapid

payment by insurance carriers. The objective is clearly to

obtain the lowest rate possible thereby fostering competition

among providers.

The recent unprecedented increases in premium payments

under private insurance plans clearly indicate that 
we have not

stemmed the tide of increasing medical care costs. The issues

of access and quality continue to plague us. The patient is

bearing more of the burden of the costs of medical care 
as

controls are placed on public and private insurance 
programs.

A significant share of the population has no or poor

insurance coverage. Many people, especially older persons,
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mistakenly assume that they are covered for long-term care

services under Medicare and their Medi-gap policies.

Policymakers continue to search for piecemeal approaches

and stop-gap measures to hold down the costs of medical care.

In the long run, we as a nation must face the fact that the

different payment systems under different public and private

programs tend to shift the burden of costs from one population

group to another and from one payor to another. In the long

run, the magnitude of our cost problems and their solution

require a federal commitment to a program of national health

care to protect all Americans from devastating health care

costs.

88-544 0 - 89 - 5
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FIGURE 1

National health expenditures as a percent GNP,
selected years, 1950-86
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FIGURE 2

Per capita national health expenditures,
1950- 86
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Figure 3:
National Health Expenditures As Percentage of GNP, 1986-2000 ($Millions)
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FIGURE 4

Annual percentage change in GNP and health
expenditures, 1965-86
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FIGURE S

Sources of increases in personal health
care expenditures, 1950-86
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Representative SCHEURR. Thank you very, very much, Ms. Rice.
RESOURCE ALLOCATION

Well, this has been a splendid panel. We've seen the inexorable
and relentless increase of health care costs as a percentage of GNP.
We seem pleased with ourselves when we reduce the increases in
medical expenditures from 3 or 4 or 5 percent to 1 or 2 percent
greater than GNP. But yet even 1 or 2 percent extrapolated over a
long period of time means that health care costs are taking a
bigger bite out of GNP and out of personal spending of all kinds.

It seems to me there has to be some logical point where you have
to consider some profoundly fundamental questions. For example,
other needs in society, other public service needs, education. One-
quarter of our adult work force is functionally illiterate. We have a
desperate need for improved health education, and as Secretary
Califano told us, more research on drug addiction and on aging.

Our school system operates 180 days a year compared with the
Japanese system of 240 days a year. Japanese kids and European
kids are far better educated for their work force and for general
citizenry than our kids are.

At some point in time we have to address the health care system
and say, "Enough." We have other societal needs. We can't keep
increasing the reach of the health care system so that every year
the percent of GNP spent on health care increases.

We have education needs. We have job training needs. We have
housing needs. We have research and development needs and sci-
ence and technology needs. We have plant and equipment needs.
We have all kinds of national needs outside of the health care
system.

At some point in time we have to stop looking at the health care
system just as a unitary system and look at it as part of a national
system for other very important services. We just cannot let this
inexorable increase in costs go up every year.

We know that expenditures are going up, but as a percentage of
our GNP, we simply can't let that continue ad infinitum on into
the future. And we have to look to some answers. How do we cap it
and how do we control it in a way that won't impact on quality and
won't impact on access for people who have difficulty gaining
access now, the low-income people, minorities?

These are the questions. Do any of you-well, let's go down the
line. Let's ask all of you. What do we do to get a handle on health
care costs? Health care costs are almost 12 percent of GNP, far
more than any other industrialized country in the world, and
they're getting just as good if not superior health outputs for a far
lesser percentage on their GNP's and in most cases it's not only a
lesser percentage but a lesser GNP.

What do they know that we don't know and what should we be
doing about it? In particular, I forget whether it was Ms. Davis or
Ms. Rice who mentioned that HMO's only include about 8 percent
of the population, so that can't be looked to as a major source of
economies in the future. Should one of our goals be to expand the
HMO concept? The testing period for HMO's over several decades
now indicate that the HMO system does provide a rational system
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for capping health care costs without sacrifices of quality, and per-
haps improving access.

Let's go to the mountaintop and discuss what we do to cap this
system right now at 11 or 12 percent of GNP and say we have too
many important other competing national needs for this monster
to grow inexorably every year and the claim it presents us and the
check it presents us as a percentage of national resources. Any-
body?

Ms. DAVIS. Well, I certainly agree with you, Mr. Chairman, that
we need to think about health resources competing with other
things that we need in our society-food, education, training-
that's both in terms of the economic resources and certainly the
tradeoffs in terms of Federal budget outlays are very difficult
issues indeed.

The economic pie will grow over time as we get economic growth,
productivity, a higher standard of living, but the share of growing I
think should be a source of concern. I don't think it would be a
source of concern if we were absolutely convinced that we needed
to spend that much money to get the kinds of health outcomes or
quality of life, but I think there's a lot of evidence that not all of
that spending is necessary.

INTERNATIONAL COST CONTAINMENT COMPARISONS

You asked what other countries know that we don't know, how
do they get that information? I know you have another panel
coming up. But I'd say they do two things that we don't do. First of
all, they have some universal system of health insurance coverage.
Earlier you mentioned the Dukakis health system in Massachu-
setts, so that there's some universal health insurance coverage for
the entire population so that you don't have problems of financial
access to care.

The second thing they do that we don't do is that the govern-
ment has a strong say in how much hospitals and physicians are
paid. They negotiate with their physicians or they have set budgets
for their hospitals, whereas we've had a policy of letting physicians
decide themselves how much they would like to be paid, and until
very recently have let hospitals totally decide how much they
would like to be paid. So we've had a very open-ended payment
system that simply encourages these kinds of growth in expendi-
tures.

I think the most important thing we could do would be to get
universal health coverage in this country and have a system for
the Government to set or negotiate hospital budgets and physician
payment rates.

HMO'S

You mentioned the HMO. I do think that's a good model, but
limited. It basically appeals to younger population groups that
don't have long-standing relationships with their physicians. I don't
think you're going to see substantially more people interested in
getting all of their care exclusively through an HMO. We have
seen good results in a number of HMO's, but there have been
abuses in quality of care in some HMO's. The growth of HMO's in
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the last few years has been slow because of some of the Federal re-quirements for Federal qualifications. I believe we need to improve
our standards to assure quality of care and financial solvency inthe HMO system.

NATIONAL HEALTH INSURANCE

Representative SCHEUER. Ms. Rice.
Ms. RICE. I won't repeat what Ms. Davis has said. I agree withher totally in the need for a universal health insurance system.
I do want to add--
Representative SCHEUER. Let me just interrupt you at that point.

Some people say we're not ready for a national health insurancesystem because we haven't learned how to control costs. And if weever went to a national health insurance system that 11 or 12 per-cent would escalate uncontrollably.
I take it the two of you are not taking that position.
Ms. RICE. That simply isn't so.
Representative SCHEUER. You're actually saying that going to anational health insurance system will help us contain costs andhelp us rationalize the economics of health services as well as im-prove the standard of care.
Ms. RICE. There's no question about it. Look at our neighbors tothe north. Canada, at one time, had a rate of growth of health ex-penditures that was similar to ours and with the introduction oftheir national health insurance program, they have contained therate of growth and their percentage of GNP devoted to health care.You will be hearing more about that on the next panel, I'm sure.Your concern about limited resources is a concern of economists

throughout the centuries. We have to look at the rational alloca-tion of resources and the growing percentage of GNP is our mainconcern at this time.

BUDGET COMPOSITION

One of the points that was made earlier is that we do have tolook at competing needs throughout the economy. With a growing
economy that I hope will happen in the future, we can devote moreto all of the sectors. Hopefully we'll be seeing that trend in thefuture, but we do have to look at how we can tax ourselves a bitmore in order to be able to raise additional funds to pay for someof these competing needs, including health care expenditures.

We could be looking at cutbacks in defense spending to reducedeficits, and tax increases would assist in the development andfunding a national program for health care for all Americans.
Representative SCHEUER. Well, you're absolutely right. We inCongress are a little more delicate than you are. We talk about rev-enue enhancement. We're not ready to talk about it this year. Ab-solutely nobody is. I've sort of made a few little gentle suggestions

that maybe the Joint Economic Committee might hold some hear-ings and have outside witnesses come in and tell us how we oughtto have a far more effective approach to this $150 or $155 billionbudget deficit through a balance of program reductions and reve-nue enhancements. And there's absolutely no support even for
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having hearings 'where we say nothing ourselves but listen to out-
side experts tell us what to do.

This is a very politically charged subject and it's going to have to
wait until after the first Tuesday in November. But I hope it will
be topmost on our agenda for the 101st Congress finally to address
this totally absurd and imbalanced and morally unjustifiable situa-
tion in which we find ourselves where we're spending well over
$150 billion a year more than our revenues and we're borrowing it
from foreign creditors. And how long they will continue to take our
markers is anyone's guess. But we're on a slippery slope and we
have to address that question.

PHYSICIAN PAYMENT REFORM

Could I ask you the simplistic question of what is the single most
significant thing we could do, or the two most significant things we
can do to get a handle on health care costs without impacting our
quality or access?

Ms. RICE. I think we do have to address the issue of physician
services. The Physician Payment Review Commission is now study-
ing the problem. I do hope that they can come up with their recom-
mendations very soon because we have seen the escalation in the
costs of physician services in the past few years.

Ms. DAVIS. I would second that. The single most important thing
we could do is reform the way that medicare pays physicians,
moving to a fee schedule, changing the relative values so that we
don't pay so much for surgery and so little for basic primary care
or preventive care. So realigning the health system, but also taking
steps to deal with the very rapid growth in the volume of services
for which physicians are billing. We see the growth in the laborato-
ry testing. We see the growth in outpatient surgery. I think we
need to do more than just look at the price we pay for each service
and I think there are three options here that are worth consider-
ing: improved utilization review methods that would apply in the
ambulatory sector as well as in the inpatient sector; second, devel-
opment of appropriate guidelines for physicians so that there is
some standard common understanding of what is an appropriate
diagnostic and treatment protocol for patients of different types;
and third, looking at ways of getting automatic economic incentives
to physicians to control unnecessary utilization of services, such as
pegging the fees based upon the total expenditure performance
either nationwide or in a particular geographic area.

CONSUMER ATTITUDES AND MALPRACTICE

Mr. WALDO. But in addition to all these things, I think that we
have to address a more fundamental and long-term issue, which is
the public perception and expectations of the health care system.

To the extent that consumers of care demand more and more
services in the tradition of Marcus Welby and Dr. Kildare where
you go to the physician to be not only treated but to be healed of
all your afflictions-we expect more of the medical care community
than perhaps they're able to deliver.

Representative SCHEUER. Well, certainly the explosion of mal-
practice cases is an indication of that. We're almost at the point
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where at the meeting or convergence of the health care system and
a patient if the outcome isn't perfect, there's an automatic assump-
tion, a barely rebuttable presumption, that you have to sue, go to
the courts-malpractice. And at the risk of offending the medical
profession, I think it's fair to say that it isn't just a science, but a
high art form, and with outcomes that are very unpredictable.
Some way or other we just have to shut off this barely rebuttable
presumption that if an outcome of a meeting or convergence of the
health care system and a patient isn't perfect that they should go
to the courts. It's terrible.

Let me ask all of you on the question of malpractice, should we
leave that malpractice situation to the various States? I think Sec-
retary Califano referred to a single State, California. Should we
leave it to the States to deal with it themselves or should Congress
approach the whole question of malpractice and have a national
answer to that national problem?

Ms. DAVIS. That's a sticky one. I would recommend leaving it to
the States for now, but there are a variety of issues there with
regard to whether one could have a better review mechanism so
that you could have a panel to review claims, also the amounts of
awards, and those types of issues. So I think perhaps getting the
States to work through that a bit longer would be appropriate.

Ms. RICE. Somehow we've managed to look at no-fault insurance
in the automobile area. We should be able to learn some lessons
from that experience. This is an area in which I don't have any ex-
pertise at all, but it's clear, as you point out, malpractice costs
zoomed up again and we've seen OB GYN's leaving their specialty
because they simply can't afford to pay their malpractice costs.

Representative SCHEUER. Well, they aren't necessarily giving up
OB GYN practice, but they are not delivering babies.- And there
are parts of the country, particularly some rural areas, that are
painfully underserved because many OB GYN's have just stopped
delivering babies because of the malpractice threat that hovers
over them.

NATIONAL HEALTH INSURANCE

I think there's a consensus here, as I've heard it, that we ought
to be moving toward a national health insurance scheme. There's
no dissent there.

Mr. WALDO. Excuse me. I can't speak for my agency of course be-
cause this is outside--

Representative SCHEUER. Nobody is speaking for any agency.
We're all here as individuals.

Mr. WALDO. I think that we need to recognize that very often na-
tional or nationwide approaches to something are a treatment of
the symptoms rather than the treatment of the cause. And al-
though national health insurance can move in the direction of cov-
ering people who are currently not insured against health costs,
it's not clear to me that that will do anything to curb the increase
in health expenditures as a proportion of the gross national prod-
uct. It's not going to do anything to curb an increasing health ex-
penditure.
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What we're going to have to do to curb health expenditures is
not standardize insurance, but rather, move back to the root
causes, look at what those causes are, and identify which of them
are inexorable-the aging of the population, the introduction of
technology, the enhancement and extension of life-and accept
them and look at the other causes-increases in consumption that
are more caring than curing, if you will-and say we are willing to
pay for cure, but we are not willing to pay for care, or we're willing
to redefine that out of the health sector.

But we have to get to the providers and we have to get to the
patients and convince them both to change their expectations of
the profession and to change their expectations of their own out-
come. And I don't see national health insurance as addressing that.

Ms. DAVIS. Let me say-because I think this point is very impor-
tant-that I would agree with Mr. Waldo that if you cover the un-
insured you will have more health spending because these people
are now not getting enough care. So when those 37 million people
get health insurance coverage, you could expect them to go to the
doctor more often and go to the hospital more often and total
health spending to go up. So I don't think just having the insur-
ance coverage is enough.

In addition to that, you need very tight limits on payments to
hospitals and physicians. The difficulty with trying to impose tight
limits on hospitals and physicians without first getting or simulta-
neously getting expanded insurance coverage is it squeezes the
poor out of the system and we've seen some of that in the early
1980's. Hospitals less willing to take uninsured patients, less will-
ing even to take medicaid patients, because you've cut down so
much on what medicaid will pay for the care of their beneficiaries.

So I would say you need to have the insurance coverage not be-
cause that will solve the cost problem but because trying to solve
the cost problem without doing that becomes socially intolerable.

Representative SCHEUER. Well, this has been a wonderful hear-
ing. Does anybody have any last comments to make before we go to
the next panel?

Mr. FREELAND. To me it was a very useful approach to look at
spending on health versus all other things. Later on you linked
that idea to the changing demographics in the outyears and how
that's going to expand the demand for health care.

The Health Care Financing Administration-HCFA-has done a
lot of work on impact of demographics. HCFA analyses followed
earlier methodologies of Rice and Davis, but expanded and embel-
lished their work. What we've done is to look at not only the
impact of the aging population on utilization but also how it will
affect the intensity of services per visit. My colleague, Mr. Waldo,
has included some summaries of this type of work in his testimony.
We have more detailed work on this in a Health Care Financing
Review publication where we show if physician spending increased
solely due to demographics-due to changing utilization and inten-
sity-what would happen to the proportion of GNP allocated to
physicians' services? We did the same thing for hospitals, nursing
homes, and for all other kinds of care.

It sets a baseline to see where demographics, holding everything
else constant, is taking us. Of course, expenditures have been rising
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faster than these demographic impacts and a lot of that has to dowith the reimbursement system.
The question came up, "Can we control health care costs?" Ithink in the case of hospitals there seems to be a fair amount ofevidence on the inpatient side that we've had some success, but ex-penditures seem to have ballooned up somewhat on the physicianside. So I think there are still questions about society's ability andwillingness to contain total health care costs. There are at leastfour groups working on payment reform for physicians' services-HCFA, Physician Payment Review Commission, OTA, and CBO.After comprehensive payment reforms are implemented and wecan document that we know how to provide access, quality of care,and contain costs, I think the country and its specific social institu-tions may be more ready to look at some type of employer-basedinsurance and subsidized plans, say, for certain low-wage and un-employed populations.

This last comment, of course, is my own opinion and is not to re-flect on the agency or Department.
Representative SCHEUER. We don't need any more disclaimers.You're all here as individuals. Do you think the country is readyfor a move into a national health program?
Mr. FREELAND. I think we have a specific set of social and eco-nomic institutions that are different from Europe and to someextent different from Canada. The United States may be moreready than it was 10 years ago for a "national" health plan. Thepressure now is coming from the private sector where the increas-ing cost of fringe benefits as a result of rising health care costs ismaking prices of American outputs less competitive in world mar-kets.
Representative SCHEUER. Two final questions that I'm going toask you and the other members of this panel. Are there anychanges in the whole spectrum of the health care system that weshould make prior to moving into a national health care system, toprepare the way for a national health care system?
And second-well, let me just ask that question. I'II reserve thelast one. Is there any thing that we ought to do to till the land orto fertilize the crops to prepare us to more smoothly enter into anational health care system?
Ms. DAVIS. I think that we could be ready to do it now if we hadthe political basis for doing it, so I don't think that there are pre-requisites that need to be pursued. But I think even if we don'thave movement toward an employer-mandated health plan, thatwe should address the issue of physician payment and get a goodsystem. I think everyone agress-physicians, patients, the Govern-ment-that the current medicare payment of physicians is simplyinequitable, inflationary, too complex for anyone to understand,and I would recommend moving ahead with that.
Representative SCHEUER. And very wasteful.
What are the main barriers, what have been the stumblingblocks that have stopped Congress, and the past several adminis-trations-this is after all a bipartisan problem and a bipartisan re-sponsibility-what have been the impediments to our moving moreeffectively into a national health care program? Is it the physi-cians' lobby, the hospitals, the fear of people that we're going to



136

have this specter of government interfering in their health care
choices? What are the things that policymakers, both in the execu-
tive branch and in the Congress, have to think about? What have
been the impediments so far that we must plan to overcome as a
precursor to moving into a national health care system?

Ms. RICE. Mr. Chairman, it's all of the above. It's all of those
things that you point out. We simply have not moved in the dii
tion that we thought we were moving when medicare was enacted.
At that time we were sure that national health insurance was
around the corner. Then we did see a rise in medical care costs. I
remember very clearly that first year after the medicare program
went into effect that we presented a report to Congress and to the
President on the rise in medical care prices. We really did have to
catch up on the lag in payments to hospitals. Our hospitals were in
a financially bad position. Nurses and all the hospital employees
were underpaid. So we saw an immediate increase in hospital care
spending and this fueled the concern about whether we should or
shouldn't move into a national health insurance program.

But we did not foresee the oil crisis. We didn't foresee the prob-
lems associated with rising costs in the general economy at that
time that have continued to grow. The slowdown in the rate of
growth in the economy, along with the recent large budget deficits,
has created the situation that we are in now where Congress and
the people are concerned about whether we can afford to pay for
quality health care for all Americans.

Representative SCHEUER. Well, this has been an exceptionally
fine panel and I thank all four of you for your really splendid testi-
mony. Thank you very much.

We will have a 3-minute break before the second panel.
[A 3-minute recess was taken.]

INTERNATIONAL COMPARISONS

Representative SCHEUER. We are now ready for the panel which
will give us the benefit of their views on the foreign experience and
what countries abroad seem to know or what countries abroad
have in their cultural inheritance or their political system that en-
ables them to produce excellent health outcomes at a smaller per-
centage of GNP. In some cases, as Secretary Califano indicated, at
a fraction of the GNP that we've spent. It may be from factors
about which we have little control. It may be from factors that we
have some control over. It may be from factors over which we have
a great deal of control. We look forward to hearing from all of you.

First, we will hear from Mr. George Schieber, Director of the
Office of Research of the Health Care Financing Administration.
Each of you take 7 or 8 minutes. Your prepared statement in all
cases will be printed in full in the record and I suggest that you
chat informally for that 7 or 8 minutes giving us the highlights of
your testimony and please don't hesitate to refer to anything you
heard this morning that has piqued your interest. Mr. Schieber.
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STATEMENT OF GEORGE J. SCHIEBER, DIRECTOR, OFFICE OF RE-SEARCH, HEALTH CARE FINANCING ADMINISTRATION, DE-PARTMENT OF HEALTH AND HUMAN SERVICES
Mr. SCHIEBER. Thank you, Mr. Chairman. It's a pleasure for meto be here today to discuss health care financing from an interna-tional perspective.
A lot of what I'm going to say is based on the 3 years that Ispent at the Organization for Economic Cooperation and Develop-ment, which is a Paris-based international organization whose 24member countries are the Western industrialized democracies.
Representative SCHEUER. Including Japan.
Mr. SCHIEBER. Including Japan and Australia and New Zealandas well, the Pacific Basin, not Asia.
Representati-v e SCHEUER. Right.
Mr. SCHIEBER. The focus of this hearing is certainly appropriate.Health accounts for almost 7.5 percent of the gross domestic prod-uct and over 9 percent of all total final consumption expendituresof the OECD countries. Indeed, the OECD countries spend morethan twice as much on health as they do on national defense.Health expenditures in OECD countries exceed $1 trillion. That'smore than $1,000 for every man, woman, and child. The healthsector is one of the largest employers in all those countries, ac-counting for about 5 percent of all employment.
Unfortunately, despite its importance, there's not a whole lot ofinformation on expenditure trends, utilization, and overall per-formance of different health systems.
Representative SCHEUER. Expenditure trends, utilization-canyou translate that into the Queen's English?
Mr. SCHIEBER. Amount spent on health care, number of hospitaldays per person, number of physician visits per person, length ofstay in hospitals, length of stay in different types of institutions.Representative SCHEUER. Thank you.
Mr. SCHIEBER. I'd like to do today quickly in the time allowed tome three things. First, I'd just like to say something very quicklyabout international comparisons in general and data problems.Second, I'd like to provide some statistics and data on utilizationand expenditures in the different OECD countries.
Last, I'd like to make one or two remarks about policy implica-tions.

PROBLEMS WITH INTERNATIONAL COMPARISON
I'm not going to go through the different models of health sys-tems. I don't think that's particularly useful. I think the importantpoint is that all systems attempt to provide access to medically ap-propriate and medically effective services in an economically effi-cient manner. Certain health systems also contain implicit or ex-plicit incentives for balance of payment or employment.
I think one of the basic problems, Mr. Chairman, and it's some-thing you've heard a lot about today and I think it's a basic prob-lem whether we're comparing different health systems or talkingabout an individual country, is our inability to evaluate the per-formance of the health sector. I just said that the basic underlyingobjectives are access, medical appropriateness, medical effective-
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ness, and economic efficiency. These things are all very difficult to
define and measure.

I think a central problem underlying much of this is really defin-
ing, or an inability I think to define well, health outcomes. I think
to assess the performance of these different systems we have to be
able to measure total and incremental amounts of "good health"
associated with various expenditure levels. And I would submit
that I think that the gross outcome measures that we tend to use,
such as infant mortality, life expectancy, death rates, and so forth,
are far too aggregate for really assessing the effects of various
health care policies for a variety of reasons, not the least of which
is that they are so tied up with other socioeconomic effects.

Representative SCHEUER. You're thinking perhaps of poverty?
Mr. SCHIEBER. Yes, sir. Poverty, housing programs, food pro-

grams-you can go through all these different kinds of things.
A second difficulty in international comparisons-and I don't

want to belabor it-arises from comparing countries with very dif-
ferent economic, cultural, demographic, and institutional struc-
tures. In my prepared statement I've overlined a number of very
specific factors. I think just one example might suffice. I think it's
very difficult to compare a country like Denmark with 5 million
people in a very small area, all ethnically similar, to a country like
the United States with 240 million people, very separated and very
ethnically diverse.

Representative SCHEUER. That's true, but having said all that,
there still may be some very significant lessons we can learn from
them about the way they organize their health care system.

Mr. SCHIEBER. I have no dispute with that. I think the third
factor really deals-again, a bit of a methodological one-with the
comparability of data. Unfortunately, there are no national social
accounts definitions of either health spending or utilization meas-
ures. There are no standard definitions of what is a hospital. This
does create a problem in terms of making comparisons when you
use the administrative data reported by different countries and
their reporting systems.

OECD COMPARISONS

The data that I'd like to discuss today are based on work done by
the OECD a couple of years ago. They published a compendium of
data of some 80 tables where they tried to assure comparability, at
least as much as possible, by using standard definitions of health
care expenditures and so on. In other words, they tried to define
the health sector with the same sets of boundaries.

Let me turn to what some of those comparisons look like if I
could. Table 1 in my prepared statement provides information on
the share of gross domestic product devoted to health for selected
years between 1960 and 1985, for 22 of the 24 OECD countries. I
think you can see here, on average, we've seen very strong growth
in the share of GDP devoted to health, from 4 percent in 1960 to
some 7.3 percent in 1985. As Ms. Rice pointed out before, the
growth in the OECD countries health spending was much more
substantial prior to 1975 when there was strong economic growth
and public programs were maturing. In the period 1975 to 1985, the
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growth in the GDP share was much slower, largely as a result ofthe diminished economic performance as a result of the oil shocks.As you can see, the United States has outperformed the othereconomies, if you want to use that term, in terms of its growth. Wewent up from a share of about 5.2 percent in 1960 to 10.7 percentin 1985. I have an 11.1 percent figure for 1986, which is not in myprepared statement, but we are still clearly continuing to increase.The United States devotes the largest share of its GDP to healthand its share is almost 50 percent higher than the OECD average.We can look at the public shares. Given the time, I'm not goingto bother with it. It's just quite clear that about 41 percent of ourhealth spending is paid for by the public purse compared to almost80 percent in the OECD countries.
I mpight add one interesting statistic that does fall out of some ofthis, though. Between 1980 and 1985, in 16 of 22 of the countries,the public share seems to have either stabilized or fallen. Now Idon't know if that indicates a trend toward more private financingin some of these other countries. I think it's too short a period tosay anything definitive, but it would appear at least in Europe thatthe growth in the public's share of total health spending has lev-eled off.
Representative SCHEUER. Let me, if I may, just interrupt you toask you to expand on this point. You have a phenomenon that inEurope, according to this table, of course, there's a very muchhigher participation on the part of the public. In other words, gov-ernment-paid services, going all the way up to 80 percent in Japan,97 percent in Germany, and 85 percent in Denmark, compared tothe United States' 41 percent, the smallest percentage by far toany of these countries. But yet they've been able to control healthcare expenditures.

What is the relationship between an increasing percentage ofhealth care costs being absorbed by government and the ability of asociety to control this seemingly inexorable increase in health careexpenditures that we face in this country?Mr. SCHIEBER. I think, Mr. Chairman, there are a couple ofthings going on. I believe a lot of countries haven't really con-trolled their expenditures. They started from a lower base andthey've increased substantially. Some countries have. I think in allfairness, if you do look at the figures here, between 1980 and 1985,for example, you find that in a large number of countries theirGDP shares have not increased. I think it's hard to explain why.Representative SCHEUER. Since it's overwhelmingly a govern-ment program of health care, what are the policies of all those gov-ernments? Is there a single thread that runs through them thathave enabled them to contain costs?
Mr. SCHIEBER. I don't think there's a single thread. I think thereare certain threads and they differ substantially. For example, ifyou look at the Scandinavian countries, Finland has done muchbetter than Sweden. Now why? Finland is about 6 or 7 percent,Sweden is up around 8.5 percent. Some attribute it to very toughcentralized planning in Finland as opposed to regional planning inSweden. That might be a factor.
Another factor which I think I'd better get to because I thinkI've exceeded my time already--
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Representative SCHEUER. No. These questions are on my time.
Mr. SCHIEBER. Other countries have made major efforts to tight-

en down. France has put in a major global budgeting system in
1984. In Belgium they've taken a very tough stand in terms of con-
verting excess hospital beds into nursing home beds. In other Scan-
dinavian countries, they will not give a physician a billing number
to bill under their national health insurance program unless he lo-
cates in a shortage area.

There are a lot of these things that I would say perhaps have
had a lot to do with it, but it's very difficult to isolate them and
then generalize them to our situation. They may all be completely
relevant and then again they may not.

Representative SCHEUER. Please go ahead. I'm going to try not to
interrupt you again.

Mr. SCHIEBER. I will try to put out the rest of the relevant infor-
mation so I can give the panel and yourself time for the questions.

I'd like to look at absolute levels of health spending across coun-
tries also, and I think you can see that in my figure 1 of my pre-
pared statement, that in 1985 health spending in the OECD coun-
tries ranged from about $250 in Greece to $1,765 in the United
States and indeed the chart shows that spending in the United
States on a per capita basis-this presumably adjusts for differ-
ences in price levels across countries-was 38 percent higher than
in Canada, the second highest country; 49 percent higher than in
Sweden, the third ranked country; and 184 percent higher than the
United Kingdom, which was the 17th ranked country.

Underlying these differences in spending are clearly differences
in utilization and availability of services across countries. I present
some tables showing how the United States has about the same
physician population ratio as most OECD countries, but we have
substantially less inpatient medical care beds per capita than the
other OECD countries.

I also present some data on table 3 of the prepared statement
and I would interpret these data very carefully. This goes back to
not having standard definitions for different things being included
in what is a hospital and what is not a hospital. Essentially, the
picture here is a very revealing one in my view. It shows that the
United States has the lowest hospital use in terms of per capita
days per year per person, as well as average lengths of stay are
much lower in the United States than they are in the other five
countries I'm comparing us to. Yet, on the other hand, we have the
highest expenditures per day and per stay of all the countries.

The question is, What does this mean? I think it could suggest a
lot of things and I think one of the things it suggests is that the
intensity of services per day here is much higher than it is in other
countries. It could also suggest that there are higher amenities.

Representative SCHEUER. Would you elaborate on that? You
mean they're getting higher quality care?

Mr. SCHIEBER. Their stay is shorter but they are getting a lot
more technology--

Representative SCHEUER. More high technology?
Mr. SCHIEBER. More concentrated in a shorter period of time.

You could argue you have that in the United States between New
York and California. We have vast differences in times of stay be-
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tween the east coast and the west coast, but no one has been ableto figure that out. But it seems to me that we use less and wespend more and we don't really know why. I think one of the fun-damental problems is associating these kinds of numbers withhealth outcomes. If you go into a hospital here, you stay less time,we spend a heck of a lot more. What does it do for the patient?And I think there the information is far less readily available. Wedon't really know.
Representative SCHEUER. And specifically what do we spend it onand how do we spend it? I've heard that in Sweden they have 1.3employees per hospital bed. Here we have over 4.
Mr. SCHIEBER. If you compare us to Germany, Mr. Chairman,that's exactly what you find. We have twice as many employeesper hospital bed but we stay about half as much. What does allthat amount to in terms of the ultimate care that the patient tests?I wish I had an answer, as did my supervisors at the OECD, and itis not an easy question. I think perhaps some of the experts whocan dwell on very specific systems in a lot more detail than I wasable to, because we were looking at 24 countries, may have somebetter insights into this than I do, especially in terms of the com-parisons I just made.
The question is what are the policy implications of all this? Ithink that's obviously one of the things you would like to know,and I'd like to know as well. In analyzing the types of informationpresented here, I think one key question is, what are the implica-tions of these differences in trends for the United States? We spendmore on health care than any other country in the world either ab-solutely or in relative terms, in dollar terms or GDP shares sub-stantially more.
I would say one factor that hasn't been discussed here today isthat since we are one of the richest countries in the world, thisisn't surprising. If you see in figure 2, what we show here are theindividual countries' per capita health spending versus a trend linefor all countries, and essentially what you find statistically whenyou look at some of this is that countries with higher per capitaGDP's spend relatively more. In other words, wealthier countriesspend more.
Representative SCHEUER. When you say spend more, I can under-stand their spending more in absolute terms. I can't understandtheir spending more as a percentage of GDP or GNP than poorercountries. Why is it written in the stars that they have to spendnot only higher absolute amounts-that's perfectly understandable,

they can afford it, they're rich. But why should they have to spenda significantly higher-like double-the share of their own nation-al product, their own total of goods and services than poor coun-tries?
Mr. SCHIEBER. I don't think I can answer the why question. Allthis I think suggests is that countries have chosen to do that. Whentheir GDP has gone up by 10 percent, they've chosen to increase-their health spending by 15 percent and that's what this trend lineon figure 2 shows. Now it also shows that we are well above that.Representative SCHEUER. You said countries have chosen to dothat. I'm not sure there was any cerebral process connected withthat continuing event. I don't think anybody willed that we con-
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stantly every year inexorably increase the percentage of gross na-
tional product that goes to health. I think we want certain services,
certainly a high level of health care services for our people, but I
don't think we willed a higher percentage of GNP and I don't know
why it should be twice as high as Japan. And we would very much
like you to help us explain that. How can it be?

Mr. SCHIEBER. I think it's a lot of the things you've talked about
today. Countries have health systems. People have expectations.
These systems have certain institutional arrangement which-and
I think it's true in virtually all the countries-do not promote effi-
cient use of services. As a result of this, countries have tended to
just continually increase their spending by more than their nation-
al income has gone up.

Perhaps the word "willful" is not the right word, but neverthe-
less it has happened and their electoral processes have not really
stopped it from happening either, except in some cases.

POLICY IMPLICATIONS OF FOREIGN EXPERIENCES

Representative SCHEUER. That's quite correct. What we would
very much like you to do is take a surgeon's scalpel to these phe-
nomena. Help us dissect these systems abroad and help us identify
what are the elements, what are the components of those systems
that have really worked to keep health care costs down and to
maintain quality and to maintain access? What are the systemic
things? What are the institutional elements that we can learn from
that maybe we can apply in our country?

Mr. SCHIEBER. Well, I don't like to be negative, Mr. Chairman. I
just think it's difficult to draw very strong conclusions. In the
meetings we often had, the British would come into the room and
they'd say, "You Americans are a bunch of fools. You're spending
three times what we are. The outcomes on the gross measures are
no different. Yes we have queues, but they're all in the right
places."

Representative SCHEUER. What do they mean by that?
Mr. SCHIEBER. There are people who may have to wait a year for

an elective operation, ration care more.
Representative SCHEUER. For a condition that is not health

threatening or life threatening?
Mr. SCHIEBER. That's right, and that's their point. For nonlife

threatening things, sure, people have to wait, but the queues are in
the right place.

Representative SCHEUER. The queues are in the right place be-
cause they are for problems that are not life threatening.

Mr. SCHIEBER. Exactly.
Representative SCHEUER. All right. And sometime I'd like for all

of you to address whether this kind of health rationing-just
simply delaying things-is something we should think about. Is
there any other way of rationing that would be appropriate for our
country? I guess we're the only country in the world that doesn't
have some means of rationing health care. Should we be thinking
about that?

Mr. EVANS. Sure you do. You ration like mad-throw people
overboard.
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Representative SCHEUER. All right. Each of you are going to get a
chance. Maybe you should think about addressing that question.
Go ahead, Mr. Schieber.

Mr. SCHIEBER. As I said, I just think it's difficult to draw strong
conclusions largely because I don't think we have good outcome
measures. Ultimately, what we really want to know is who's
buying more good health per dollar, franc, pound, or yen spent, and
I don't think we have a good answer there. We don't really know if
the huge differences in spending between the United States and
other countries are due to differences in quality and outcomes or
differences in amenity standards or differences in efficiency. My
guess is it's probably all of these things and it is hard to parcel
them out and I share your frustration. It's a frustration I had for
quite a while at the OECD in trying to draw conclusions from this.

I guess I would just like to make two final points. One of them is
simply that we do need better information. That's sort of an obvi-
ous one. But I think even if we did have better information, we
wouldn't be able to write off these differences that we're seeing
here-the expenditure differences, the utilization differences. They
would still be there, even with better information than we have
now.

In my view, the central question here about these variations
really relates to medical practice, the appropriateness and effec-
tiveness of care, and ultimately the ability to measure outcomes in
some meaningful way so that you can start comparing them across
countries in terms of how many more units of good health did you
buy per dollar spent here versus there and how did you achieve
that with various policy interventions. Thank you Mr. Chairman.

[The prepared statement of Mr. Schieber follows:]
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PREPARED STATEMENT OF GEORGE J. SCHIEBER

Mr. Chairman, Members of the Committee, I am George Schieber, Director of the

Office of Research in the Health Care Financing Administration of the U.S.

Department of Health and Human Services. It is a pleasure for me to be here

today to discuss health care financing and delivery trends from an international

perspective. Much of the data and analysis that I will present are based on the

3 years that I spent at the Organization for Economic Cooperation and

Development (OECD), an international organization whose 24 members are the

western industrialized democracies.

The focus of this hearing is certainly appropriate. While most of the international

debates in the Congress and Press are on defense and trade issues, social programs

in general and health expenditures in particular are major determinants of both the

social and economic well-being of all countries.

The OECD countries as a group spend over twice as much on health as they do on

national defense. Health is the second largest social expenditure category and

accounts for 15 percent of all public spending and 25 percent of all social spending.

Health accounts for almost 7.5 percent of gross domestic product (GDP) and over

9 percent of all total final consumption expenditures. Health expenditures in

OECD countries exceed one trillion dollars. The health sector is one of the largest

employers in all OECD countries and accounts for 5 percent of total employment.

Despite its importance, relatively little valid information on expenditure trends,

utilization, and overall performance of different health systems is available. I
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would like to try to shed some light on these issues today. First, I would like to

discuss the basic structural characteristics of different health systems and the

basic methodological problems in doing international comparisons. Second, I would

like to provide some data on expenditure and utilization levels and trends for the

US. and other OECD countries. Lastly, I would like to make some general remarks

concerning the policy implications of these data.

Structural Features of Health Systems and Issues in International Comparisons

Health care systems can be characterized in a variety of ways. The usual approach

classifies these systems according to one of three basic models:

1. The National Health Service (Beveridge) model, characterized by universal

coverage, national general tax financing, and national ownership and/or

control of the factors of production;

2. the Social Insurance (Bismarck) model, characterized by compulsory universal

coverage generally within the framework of Social Security, and financed by

employer and individual contributions through nonprofit insurance funds, and

public and/or private ownership of factors of production; and

3. the private insurance (consumer sovereignty) model, characterized by

employer-based or individual purchase of private health insurance coverage

financed by individual and/or employer contributions and private ownership of

the factors of production.
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The prototypical country examples of these systems are: National Health Service

model - the United Kingdom, Italy; Social Insurance model - France, Germany;

Private Insurance model - the United States.

Unfortunately, none of these models is particularly useful for comparing different

systems, since virtually all health systems are characterized in varying degrees by

specific features of all three models. For example, there is substantial public

financing and provision in the U.S. and private health insurance and provision in the

United Kingdom.

Of more importance than the specific structural features is the similarity of

objectives in these diverse systems. All systems attempt to provide access to

medically appropriate and effective services in an economically efficient manner.

In the jargon of economists, all systems attempt to achieve allocational efficiency

and distributional equity. Some systems also contain implicit or explicit

employment and balance of payments (e g., export) incentives.

One basic problem in international comparisons of health systems' performance is

defining and measuring the underlying objectives of health system-access, medical

appropriateness and effectiveness, and economic efficiency.

A principal problem in defining and measuring these objectives is our current

inability to measure health outcomes. To assess the performance of a health

system, one umst be able to measure the total and incremental amounts of "good

health" associated with varieus expaxdture levels. Unfortunately, the standard
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health outcome measures of infant mortality, life expectancy, death rates,
disability days, etc. are far too aggregate to be used for assessing the effects of
various health care policies because they are also affected by numerous other
socioeconomic factors. Given the crudeness of these measures, attention has
focused on the medical, psychological, and social functioning of individuals.
However, despite some impressive progress, we still have a long way to go in
developing operational measures of health status that can be used to evaluate

.overall health system performance as well as the impacts of specific policy
interventions.

A second difficulty in international comparisons arises from attempting to compare
countries with different economic, cultural, demographic and institutional

structures. A non-exhaustive list of some of the factors that result in differences
in spending and use across countries would include:

- age structures,

- cultural altitudes about health and family care,

- climate and other environmental factors,

- incidences of morbidity,

- industrial and occupational mixes,

- public and private health insurance coverage,

- cost-sharing requirements,

- absolute and relative price structures,

- overall economic performance and wealth,

- provision of health related social services,
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- medical practice patterns and availability of certain technologies,

- efficiency and productivity, and

- administrative costs.

To meaningfully compare expenditure and utilization differences across countries,

these factors must be accounted for. Unfortunately, it is difficult to control for

many of these factors either quantitatively or qualitatively.

A third major problem in international comparisons concerns comparability of the

data. This is an area that is often blatantly ignored and of critical importance for

meaningful health sector comparisons. While there are internationally agreed-upon

conventions and systems governing national income and product accounts, there are

no such accepted conventions and systems of "national social accounts." Thus,

expenditure, utilization, and price data derived from the administrative reporting

systems and statistical publications of different countries are generally not based

on the same sets of definitions and concepts. For example, total health

expenditures may be based on different concepts of boundaries of the health sector

(e.g., long-term care, social services, school and industrial health) and data on

hospital utilization may be based on very different concepts of what is a hospital

(e.g., short-term acute, specialty hospitals, geriatric hospitals, and nursing homes).

The OECD's Measuring Health Care 1960-1983 is a major attempt to establish

health satellite accounts based on more comparable definitions and boundaries.

The data which I will discuss today are based on these concepts and definitions.
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Although far from perfect, these data represent the most comprehensive and
systematic attempt to date to create comparable international health care
financing and utilization information.

International Comparisons of Expenditures and Utilization

While no set of currently available comparative data will provide clear-cut
indications of systems' performance, analyses of expenditure and utilization
information can provide some interesting insights about the size and utilization
patterns of different health systems.

Table 1 contains information on the share of GDP devoted to health and the
percent of total health expenditures that are public for 1960, 1975, 1980, and 1985
for 22 OECD countries. The fact that these numbers differ from previously
published OECD figures reflects the continued updating and revision of both health
and GDP figures by various countries.

The share of output (GDP) devoted to health provides one measure of individual
countries' relative commitments of resources to health. On average for the OECD
countries, the share of health expenditures in GDP has increased from 4.0 percent
in 1960, to 6.9 percent in 1975, to 7.1 percent in 1980, and 7.3 percent in 1985.
The growth during the 1960-1975 period of maturation of many public programs and
strong economic performance was substantially faster than in the post-oil shock
1975-1985 period. For the United States, the share of GDP devoted to health care
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Health expnditur* share in gross dobestic product (GDP) by country: Selected years 1960-1985
....................................................................................................

Total expenditure on health Public health expenditure as a percent
as a proportion of GDP of total health expenditure
..................................... ...................... ..............

Country 1960 1975 1980 1965 1960 197s 1980 1965
....................................................................................................
Australia 5.1 7.4 7.2 7.3 47.1 73.0 62.5 74.0
Austria 4.4 7.1 7.9 8.0 65.9 69.0 68.4 67.5

Belgiu 3.4 S.8 6.6 7.2 61.8 79.3 80.3 76.4

Cnada 5.S 7.3 7.4 8.4 43.6 76.7 74.3 76.2
Denmark 3.6 .6.S 6.8 6.1 88.9 90.8 85.3 85.2
Finland 4.2 6.2 6.3 7.2 54.8 79.0 79.4 77.8

France 4.3 6.6 7.5 8.6 58.1 77.9 80.0 79.1

Germny 4.7 7.8 7.9 8.2 68.1 80.8 79.7 78.0
Greece 2.9 4.0 ,.2 4.2 S8.6 62.5 85.7 97.6

Iceland 5.9 - 6.9 7.8 39.0 8- 2.6 82.1

Ireland 4.0 7.7 8.5 8.0 75.0 81.8 94.1 86.3
Italy 3.9 6.7 6.8 6.7 62.1 86.6 82.4 80.6
Japan 3.0 5.6 6.6 6.6 60.0 73.2 69.7 72.7
Netherlands 3.9 7.7 8.2 8.3 33.3 76.6 79.3 78.3

New Zealand 4.4 6.4 7.2 5.5 81.8 82.8 83.3 80.0
Norway 3.3 6.7 6.6 6.4 78.8 95.s 98.5 96.9
Portugal -- 6.4 5.9 5.7 5 59.4 72.9 71.9
Spain 2.3 5.1 5.9 6.0 52.2 70.6 72.9 71.7
Sweden 4.7 8.0 9.5 9.4 72.3 90.0 92.6 90.4
Switzerland 3.3 7.1 7.2 7.9 60.6 66.2 65.3 68.4

United Kingdom 3.9 5.5 5.7 s.7 84.6 90.9 89.5 91.2

United States 5.2 8.4 9.2 10.7 2S.0 42.9 42.4 41.1

OECD Averae 4.0 6.9 7.1 7.3 60.0 75.4 77.5 76.7

....................................................................................................
SOURCE: O~rgenization for Economic Coqp eation and Developn nt: Social Date gank.
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has increased from 5.2 percent in 1960 to 8.4 percent in 1975 to 9.2 percent in 1980
to 10.7 percent in 1985. The US. devotes the largest share of its GDP to health
and its share is almost 50 percent higher than the OECD average.

Also of interest is the percentage of overall health expenditures that are accounted
for by the public sector. Since most OECD countries have national health systems,
it is not surprising that the public share of total health spending is higher in other
countries. For the OECD countries as a group, public expenditures were 60 percent
of total spending in 1960, 75 percent in 1975, and 77 percent in 1980 and 1985. For
the US., the public share has Increased from 25 percent in 1960 to 43 percent in
1975, and fallen to 42 percent in 1980 and 41 percent in 1985. In 16 of the 22
OECD countries, there has been no growth in the public share since 1980.

Absolute levels of health care expenditures among different countries can also be
compared by denominating per person health expenditures In a common currency
through the use of purchasing power parities, which are exchange rates that
correct for price differences among countries. Figure 1 contains 1985 per capita
health expenditures denominated in US. dollars and the percent by which U.S.
health care spending exceeds spending in other countries.

In 1985 health spending in OECD countries ranged from $252 per person in Greece
to $1,765 in the US. Spending in the U.S. was 38 percent higher than Canada, the
second highest country; 49 percent higher than Sweden, the third highest country;
184 percent higher than the United Kingdom, the 17th ranked country; and 600
percent higher than Greece, the last ranked country.
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Differences in expenditures reflect underlying differences in prices as well as the

availability and utilization of services. While the per capita expenditure figures

presented above were converted into US. dollars using purchasing power parities

which adjust for price level differences across countries, the resulting expenditure

figures undoubtedly still reflect some residual price effects. However, given the

difficulty of assessing these residual price effects, I will concentrate on utilization

differences. Nevertheless, in comparing utilization differences, it should be kept

in mind that observed differences in intensity and use of services may reflect

different underlying service definitions.

Despite these caveats, it is clear that availability and utilization of services differ

substantially across countries. Table 2 provides information on the number of

inpatient medical care beds and physicians per 1,000 population in the early 1980s.

The number of inpatient medical care beds ranged from 5.1 per 1,000 population in

Portugal to 15.5 in Finland, with an OECD average of 9.4. The US. is at the lower

end of the spectrum at 5.9 beds per thousand. For physicians the range was from

1.2 physicians per thousand people in Ireland to 2.6 in Spain and Belgium with an

OECD average of 2.0. The U.S. with 1.9 physicians per thousand population is

slightly below the OECD average.

Use of services and service-specific expenditures also vary substantially across

countries. Since hospitals represent the largest health expenditure, it is of interest

to examine differences in hospital use and expenditures. Table 3 provides

information for the US. and 5 of the largest OECD countries on average length of

stay, inpatient days per capita, and hospital expenditures per day and per

admission.

88-544 0 - 89 - 6
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Table 2

Inpatient Medical Care Beds and Physicians Per 1,000 Population, 1980s

Country Physicians Beds

Australia 1.9 (81) 11.0 (81)
Austria 1.7 (83) 10.8 (83)
Belgium 2.6 (81) 9.5 (82)
Canada 1.9 (82) 6.9 (82)
Denmark 2.4 (32) 7.4 (83)
Finland 2.2 (83) 15.5 (82)
France 2.2 (83) 11.6 (83)
Germany 2.4 (82) 11.1 (82)
Greece 2.5 (81) 6.2 (81)
Iceland 2.2 (81) 11.1 (82)
Ireland 1.2 (75) 9.7 (80)
Italy 1.3 (83) 7.7 (83)
Japan 1.4 (82) 12.1 (83)
Netherlands 2.1 (83) 12.0 (83)
New Zealand 1.7 (83) 9.9 (83)
Norway 2.0 (81) 6.5 (83)
Portugal 2.1 (81) 5.1 (82)
Spain 2.6 (81) 5.4 (81)
Sweden 2.4 (83) 14.0 (83)
Switzerland 1.6 (81) 11.5 (82)
United Kingdom 1.3 (81) 8.1 (81)
United States 1.9 (81) 5.9 (81)

Average 2.0 9.4

Source: Financing and Delivering Health Care, OECD, Paris, 1987, pp. 64 and 73.



155

Canada
France

* Germany
Japan
United Kingdom
US.

Average

Table 3

Hospital Expenditures and Use, 1982

Use Expenditures

Days Average Length
Per Capita of Stay Per Day Per Admission

2.1 14.4 $210 $ 3,020
2.8 14.0 170 2,380
3.4 18.6 110 2,050
3.8 53.2 60 3,190
2.3 17.8 140 2,490
1.6 9.6 360 3,450

2.7 21.3 175 2,760

Source: Derived from Table 26 of Financing and Delivering Health Care, OECD,Paris, 1987, p. 63.
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These data must be interpreted very carefully, since the definitions of hospitals are

not consistent across countries (in terms of institutions classified as hospitals as

well as inclusion of capital and outpatient hospital expenditures), and the

utilization and spending data are sometimes derived from different sources.

The information in Table 3 indicates that the US. has the lowest hospital use both

in terms of days of care per capita and average length of stay per admission. On

the other hand, U.S. expenditures per day and per admission are substantially

higher than those in the other countries. This could suggest that the intensity of

services per day and per stay is higher in the US. than in other countries. It could

also suggest that amenity levels are higher (e g., more private and semi-private

rooms) and/or that there is great inefficiency and waste in the US. system.

Unfortunately, given our current inability to measure these factors, and more

critically, our inability to measure outcomes, it isn't possible to make specific

inferences about the performance of the American hospital sector relative to those

in other countries.

Policy Implications

In analyzing the types of information presented here, one key question is what are

the implications of these differences and trends for the US.? Unfortunately, It is

difficult to draw firm policy conclusions. The US. spends more on health care than

any other country in the world. Since we are one of the richest countries in the

world, this isn't surprising. Indeed, Figure 2 shows the very strong relationship

between a country's economic well-being, as measured by per capita GDP, and per
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capita health spending. There is a strong direct relationship. Wealthier countries

spend relatively more on health care than poorer countries. A 10 percent

difference in per capita GDP is associated with a 15 percent difference in per

capita health spending. Nevertheless, the US. lies well above the trend line,

indicating spending well-above the average upward relationship for the OECD

countries as a group.

The critical question is what are we getting for this higher absolute and relative

spending? Are Americans getting better quality care, more amenities, and/or are

we simply more wasteful?

Unfortunately, it is difficult to associate high US. health expenditures with better

outcomes for several reasons. First, one cannot "hold constant" or adjust for all

the factors previously discussed that can influence the use and provision of health

services in different countries. Second, existing health outcome measures are too

aggregate to provide detailed insights into relative performance. For example,

Table 4 lists 1986 infant mortality rates and rankings for the same 22 OECD

countries. While the U.S. ranks first in terms of spending, it ranks 20th with

respect to infant mortality. Countries that spend far less than the U.S., such as

Japan and Finland, perform much better with respect to infant mortality. Similar

observations can be made with respect to life expectancy and other mortality

measures.

On the other hand, nosocomial infection rates-hospital induced infections-are

about 4 percent of admissions in the US., 7 percent in France, and 10 percent in
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Table 4

Infant mortality rate - 1986
(Deaths per 1,000 births)

Country 1986 Rank
…_____________________________________________________

Iceland
Japan
Sweden
Finland
Netherlands
Switzerland
Canada
France
Denmark
Norway
Germany
Ireland
Spain
United Kingdom
Belgium
Australia
Italy
New Zealand
Austria
United States
Greece
Portugal

5.1
5.5
5.9
6.3
6.4
6.8
8.0
8.0
8.4
8.5
8.6
8.7
9.4

- 9.5
9.7
9.9

10.1
10.2

g 10.3
10.6
12.2
15.8

1
2
3
4
5
6
7
7
9

10
11
12
13
14
15
16
17
18
19
20
21
22

Average 8.8 --
…_____________________________________________________

SOURCE: Organization for Economic Cooperation and
Development: Social Data Bank.
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the United Kingdom. In other words, at least for these 3 countries, quality of care

as measured by lower rates of hospital-induced infections would appear to be

directly related to health spending. Yet, we still have no idea about which system

ultimately produces "more health" per dollar, franc, or pound spent.

Before concluding, Mr. Chairman, I would like to provide my perspective on the

transferability of policies across countries. While all countries are looking for

mechanisms to improve the performance of their health systems, limitations in

data, different underlying social and economic structures, and basic philosophical

differences may preclude the successful transfer of policies from one country to

another. To take but one example, let's discuss the potential applicability of HMOs

in other systems. HMOs have been implemented on a large scale in this country

and extensive research and evaluation suggest that HMOs improve efficiency

without any detrimental effects on quality of care. While many OECD countries

are exploring the use of HMOs, transference of this concept to other systems raises

issues such as whether the transfer of risk from the government to the HMO or

consumxer is consistent with the social solidarity/welfare state principles inherent

in certain systems and whether these systems contain the at-risk reimbursement

arrangements across provider types to allow the inherent incentives in HMOs to

work. I do not mean to suggest that HMOs couldn't be or aren't relevant for other

countries. I am merely suggesting some of the difficulties inherent in transfering

policies from one system to another with entirely different economic, structural,

and philosophical underpinnings. Conversely, I do not believe that most Americans
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would accept the freedom of choice limitations, rationing of technologies, queues,

lower amenity standards, and higher tax burdens inherent in many other health

systems.

In concluding, I would like to make several points. First, fro-n a methodological

perspective, more comparable data and standardized definitions are clearly needed

for making meaningful comparisons at a micro level. Second, there are sizeable

differences in spending and utilization across countries that, in my view, cannot be

"written off" due to data problems. Central to these differences are variations in

medical practice, both within and across countries. Until we have a better

understanding of the appropriateness and effectiveness of medical care, and

concomitantly, better measures of health outcomes, it will be difficult to make

strong statements about the performance of health systems.

I will be happy to respond to any questions that you may have.
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Representative SCHEUER. Thank you very, very much, Mr.
Schieber. That was very stimulating and thought provoking.

Dr. Silver, who is professor emeritus of public health at Yale
University School of Medicine, and who has been a counselor and
adviser and a fountain of knowledge for this Congressman going
back at least two decades, I'm sorry to say for both of us.

STATEMENT OF GEORGE A. SILVER, M.D., EMERITUS PROFESSOR
OF PUBLIC HEALTH, YALE UNIVERSITY SCHOOL OF MEDICINE

NATIONAL HEALTH CARE IN EUROPE

Dr. SILVER. Thank you very much, Congressman Scheuer, for in-
viting me here to present my views which you know are somewhat
different from those that have been expressed by some of the
people who have come here before you. I'm not an economic deter-
minist and I don't consider cost control more than a symptom of a
defective system and unless there are structural changes the flaws
will manage to overcome any kind of steps you intend to take in
cost control.

Now you assigned me the task of discussing some of the national
programs of Europe and what kind of implication they have for the
American scene. I think that European experiences in organization
and financing illustrate the positive impact systematic governmen-
tal intervention and management on access to medical care, fiscal
responsibility and quality can make. It should be clear, though,
that this does not mean that the systems displaying these qualities
are necessarily less costly, or consume a lesser proportion of the
gross national product than the American system of medical deliv-
ery and financing. What the European systems do is provide better
value for the money spent in the assurance of receipt of appropri-
ate and timely medical care.

And in addition, the European systems provide social and wel-
fare support, which the American system does not, to all families
in which case some of the need for medical care may be dissipated
and those costs are not included in the health cost that should be
considered.

Most Western European nations carry out their medical care role
along public-private partnership lines, based on medical care insur-
ance principles, in which the Government's budgetary contribution
is a part-a very significant part, but only a part-and not the
total source of funding. To this end, a quasi-governmental, nongov-
ernmental agency (termed "quangos") is the medical care insur-
ance carrier charged with collecting and disbursing funds for medi-
cal care services. In effect, this "company" plays the role of arbiter
of the medical care system, deciding on facilities, payment sched-
ules, and distribution of resources. There are a number of councils
that reflect the interests of the various parties that assist them or
that provide the company with backing for the decisions it makes
about capital costs, payment levels, salary scales, and so forth.

Although final decisions are not entirely made at the parliamen-
tary level, there is a parliamentary decision role because there's a
ceiling on the total costs. And negotiations between professional
groups and the insurance carrier will determine wage levels, which
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means that if insurance premiums are increased additional govern-
ment support is required.

This distinction between control of costs through parliamentary
action and more limited governmental participation in the process
is very much in conformity with U.S. practice.

Representative SCHEUER. U.S. practice?
Dr. SILVER. Well, political practice is what I mean, not medical.
In the case of European insurance, the "quangos" adopt a more

authoritative function than the fiscal intermediaries do in medi-
care in the United States. There's less regulation of medical prac-
tice there than in the United States because the controls are joint-
ly agreed upon in the negotiations between the representative pro-
fessional organizations and the insurance carrier.

THE DUTCH EXAMPLE

The level of performance among different countries will vary
considerably, as Mr. Schieber pointed out; but on the other hand,
there's a great similarity in the way in which they operate. I will
discuss the medical care payments system in the Netherlands for a
moment. I would point out that it has both a voluntary and com-
pulsory element. For those who are employed and whose income is
below a certain sum, employer and employee pay a premium into
one of three designated insurance companies. This is for ordinary
illnesses. And there's a separate Sickness Fund Act that covers or-
dinary illness. Then there's a government share that's also paid
into that fund which varies from year to year.

In addition, there's another insurance fund under the Exception-
al Medical Expenses Act which provides for payment for long-term
hospital stays and nursing home care for the physically and men-
tally disabled, irrespective of income level. And it also pays for cer-
tain specialized facilities.

Representative SCHEUER. Excuse me, Dr. Silver. I have an emer-
gency in another committee where I must show up for a committee
vote, so I'm going to suspend for about 10 minutes, with your indul-
gence, and I'm very sorry to do this and I'll be back hopefully in 10
or 12 minutes.

Dr. SILVER. Do you want me to continue reading the document?
Representative SCHEUER. Absolutely not. That would be an act of

gross discrimination. We listen to you and if we're not here we
can't listen.

Dr. SILVER. OK. I'll wait.
[A 10-minute recess was taken.]
Representative SCHEUER. I apologize for the interruption, Dr.

Silver. Please proceed.
Dr. SILVER. I was starting to discuss the medical care payments

system in the Netherlands, which includes both voluntary and
compulsory types of coverage. For those who are employed and
whose income is below a certain sum, the employer and employee
pay a premium into one of three designated insurance companies.
This is for ordinary illnesses and is covered by the Sickness Fund
Act. The Government pays a part of that which varies from year to
year.
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Then there's a long-term care insurance, under the Exceptional
Medical Expenses Act, which covers nursing homes, long-term hos-
pital stays, the physically and mentally disabled, and specialized
facilities for the blind and the deaf as well as ambulatory mental
health services, and this is irrespective of income level. The premi-
ums for this fund come from employers and government. "Govern-
ment" means not only the central government, but the provincial
and local government contributions as well.

The 30 percent of the population not covered under the Sickness
Fund Act can buy into private insurance companies at the same
fixed premium. All policies, voluntary or compulsory, offer the
same scope of services. In addition, individuals, even those covered
by compulsory insurance contracts, may purchase added, inexpen-
sive private insurance policies that will upgrade hospital bed
status, in which case the specialist fee to the patient will be higher.

The Government has a number of councils which negotiate the
fees and the charges. There's a central agency for health care tar-
iffs and all the parties concerned are represented. The facilities
continue to be privately controlled, more or less like our voluntary
hospital system.

Hospitals are paid per diem. Family doctors are paid a capitation
fee for the sickness fund patients, which includes his "net" plus a
sum for overhead and pension. The patients who are privately in-
sured pay the doctor the same fee and then must be reimbursed by
the insurance company. Family doctors are the "gatekeepers" for
the medical care system. Specialists are paid fee for service, accord-
ing to the arranged fee schedule. Physicians' income is quite high.
In the United States, physicians average five to six times the
median national income. In Holland in 1981, a survey suggested
that the doctors earned seven to eight times the median national
income.

In addition to the insurance funds described, there is a peculiar
Dutch medical care service system for preventive services and
home visiting-the Cross Societies. These are organizations which
were established in the 19th century and they offer bedside care,
home visiting, immunizations, education for the new mothers and
the children, and home help for the homebound and maternity
help for mothers. Since half the childbirths are at home attended
by midwives, this home help service for maternity service is impor-
tant support for the family and allows for health education and en-
courages reliance on the public health system in the country. Mem-
bers pay a fee to the society of their choice and the Government
subsidizes the services.

A national health council deals with planning for resources and
facilities. The programs are regionalized and the responsibility for
planning and supervision are decentralized and lodged in a munici-
pal or provincial government.

And there's a corollary medical care payment council, the Asso-
ciation of Dutch Sickness Funds which decides how the funds are
to be distributed.

Nothing better illustrates the democratic equality that marks
Dutch society than the health and medical care services that sur-
round children, from before birth, through the school years, right
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up to adult status. Holland considers more than doctors and hospi-
tal services in recognizing what needs to be done for health care.

I have a discussion in my prepared statement of all the services
that are covered in the social aspects of Dutch care and I point out
that the adult citizen of the Netherlands has been given a fair
shake in the course of being born and brought up in that country.

The proportion of the GNP devoted to the health system is just
about what it is in the United States, a little less, and it has risen
at just about the same rate over the past decade in line with what
Mr. Schieber said with the rising income in the country. But I do
not consider that a defect inasmuch as I do not have a figure, nor
can anyone factually provide a precise optimal figure, or percent-
age of the GNP that ought to be spent on a national health pro-
gram. Proportional expenditures may be the same in both coun-
tries, but the distribution of services is equitable in one and skewed
in the other. It may be that some degree of oversupply of resources,
overuse of technology, professional "glut," overpayment for serv-
ices may be infecting the Dutch system as it does the American
system. But the infant mortality rate in Holland is one of the
lowest in the world, while that of the United States is among the
highest in the Western world.

To my mind, the key factors that distinguish the Dutch system
from ours are universality and equity of access, maintenance of
quality and satisfaction of the people, professionals and the Gov-
ernment with their system. And I have some notes here on some
current cost control measures in Europe with special reference to
the Dutch that they did introduce budget ceilings for hospital costs
in 1983 and ceilings on total reimbursement for specialists, with
the threat of proration if their charges do not moderate.

Generic prescribing was introduced at the same time but it was a
recommendation, not a regulation. The principal cost control items
are aimed at proposals for alternatives to hospital care, construc-
tion of nursing homes and day care centers, more home nurses and
maternity nurses, and a reduction of the ceiling on the patient list
for family doctors. They can only have a limited number.

LESSONS FROM EUROPE

The final point I'd like to make is that if the Government prom-
ises anything in the way of medical care services, availability,
access, quality, the Government must assure both availability and
quality. And I think that in the Netherlands this is exemplified by
an overall supervisory department, the Office of the Inspector Gen-
eral, which is also in the Ministry and parallel with the Office of
the Surgeon General. That office has subsidiary offices in the
States exactly paralleling the public health officials, but reporting
to the Inspector General.

I would conclude by saying that the European health insurance
schemes do not demonstrate necessarily more effective cost control
beyond introducing measures similar to and perhaps more exten-
sive than those attempted in the United States. What the systems
do demonstrate is the ability to use a similar financial investment
for a better distribution of services, more equity and better supervi-
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sion in a comprehensive system offering universal eligibility and
access to medical care services.

Thank you, Congressman.
[The prepared statement of Dr. Silver follows:]
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PREPARED STATEMENT OF GEORGE A. SILVER, M.D.

RATIONAL PROGRAMS OF MEDICAL CARE ORGANIZATION AND FINANCING1

European experiences in organization and financing for the

delivery of medical care services, illustrate the positive impact

of systematic governmental intervention and management on access

to medical care, fiscal responsibility and quality in those

services. It should be clear, though, that this does not mean

that the systems displaying these qualities are necessarily less

costly, or consume a lesser proportion of the gross national

product than the American system of medical delivery and

financing. What the European systems do is provide better value

for the money spent in the assurance of receipt of appropriate

and timely medical care.

As you will no doubt hear regarding the British National

Health Service, that almost wholly governmentally funded system

arbitrarily adopts a ceiling on expenditures that reflects the

government's commitment to its budget. This means that the

response to need for care, whether it is rationing of services by

age or scope, or delay in meeting medical care demands, or

modernization of equipment and facilities, is decided in

political rather than market terms. The decisions, as in the

1 Prepared for submission to the Subcommittee on Education
and Health of the Joint Economic Committee of the United StatesCongress on May 3, 1988.
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usual parliamentary governmental form, turn on electoral politics

at that. Not only the size of the budgetary allocation to the

health sector and the medical care system, but the constituent

elements of the operation of the system, like wage policy,

staffing, reimbursement of professional groups, will be

determined by the party in power. Expenditure is controlled by

parliamentary appropriation, so that the variety of constraining

measures that have been instituted in the US are unnecessary.

Medical practice is paradoxically much freer than in the US,

since the doctors do not have to seek permission for or justify

their medical decisions - they can only order what is available.

The quarrel, if there is such, is between the patient and his

elected officials, not with the medical care system.

Most Western European nations, however, carry out their

medical care role along public-private partnership lines, based

on medical care insurance principles, in which the government's

budgetary contribution is a part - a very significant part, it is

true, but still only a part - and not the total source of

funding. To this end, a quasi-governmental, non-governmental

agency (termed a "quango") is the medical care insurance carrier,

charged with collecting and disbursing funds for medical care

services. In effect this "company" plays the role of arbiter of

the medical care system, deciding on facilities, payment

schedules and distribution of resources.
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Although final decisions are not made entirely at the

parliamentary level, there is a parliamentary decision role.

Negotiations between professional groups and the insurance

carrier will determine wage levels, for example, which means that

insurance premiums will have to be increased, and/or additional

government support will be required. In this latter case,

parliament will have to be involved in the decision making,

increasing appropriations and taxes as necessary. Since

governmental representatives also sit on the "quango" board, the

conclusion of negotiations does imply governmental approval and

the budgetary allocation will be (theoretically!) assured.

This distinction- between control of costs through

parliamentary action and more limited governmental participation

in the process is more in conformity with US practice. There is

a real difference, though, in the degree to which the doctor is

regulated by state orders. The "quangos" adopt a more

authoritative function than the fiscal intermediaries do in

Medicare in the US. In the case of the European insurance based

medical care systems, there is less governmental regulation of

medical practice than in the US, because the controls are jointly

agreed upon in the negotiations between the representative

professional organizations and the insurance carrier.

These commnents refer to nearly all Western European



170

countries, but for a variety of historic reasons the level of

performance among the different countries varies considerably

with respect to costs and coverage. Time will not permit, nor is

it necessary to sort out the virtues or deficiencies of each

national program, but it may be useful to describe one in detail,

and comment in passing on the problems or benefits of some of the

others. I have chosen to discuss the health insurance system in

operation in the Netherlands because I believe it to be fairly

close structurally to what the US has been trying to achieve, in

a country similar to the US in medical care resources, yet unlike

the US, the Netherlands national program is fully comprehensive

in scope, almost universal in coverage, with excellent quality

controls.
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THE MEDICAL CARE PAYMENT SYSTEM IN THE NETHERLANDS

Health insurance in the Netherlands includes both voluntary

and compulsory coverage. For those who are employed, and whose

income is below a certain sum (70% of the population is so

covered), employer and employee pay a premium into one of three

designated insurance companies. This is for ordinary illnesses,

and is covered by the Sickness Fund Act (ZFW). There is a

government share also paid into this fund that varies from year

to year. The Exceptional Medical Expenses Act (AWBZ) provides

for payment or long term hospital stays and nursing home care for

the physically and mentally disabled, irrespective of income

level. It also pays for specialized facilities for the blind and

deaf, and for ambulatory mental health services. The premiums

for this fund come from employers and govermnent. "Govermnent"

means not only the central government, but the provincial and

local goverment contributions as well.

The thirty percent of the population not covered by the ZFW

Act can buy into private insurance companies. All policies,

voluntary or compulsory, offer the same scope of services. In

addition, individuals, even those covered by compulsory insurance

contracts, may purchase added, inexpensive private insurance

policies that will upgrade hospital bed status, in which case the

specialist fee to the patient will be higher. The govermnent is
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authorized by another act to negotiate fees and charges through a

Central Agency for Health Care Tariffs, which includes among its

members representatives of all the parties concerned in medical

care services. Facilities are generally privately controlled,

more or less like our voluntary hospital system.

Hospitals have been paid per diem, although the government

is experimenting with global budgeting. Family doctors are paid

a capitation fee for the sickness fund patients under their

supervision. That fee includes his "net" plus a sum for overhead

and pension. Patients who are privately insured pay the doctor

the same fee, and must then be reimbursed by the insurance

company. Family doctors are the "gate-keepers" for the medical

care system. Specialists are paid fee-for-service, according to

the arranged fee schedule. Physicians' income is quite high. In

the US physicians's average 5-6 times the median national income.

In Holland in 1981, a survey suggested that the doctors earned 7-

8 times the median national income.

In addition to the insurance funds described, there is a

unique and peculiar addition to the Dutch medical care system,

covering preventive services, and home visiting. This is the

Cross Society. These organizations, established in the nineteenth

century to offer bedside care and home visiting for tuberculous

patients, has grown into a service that also provides
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immunizations and home visiting for children, education for the

new mother, home helps for the homebound and maternity help for

recent mothers. Since half the childbirths are at home, and

attended by midwives, this service is important support for the

family and also allows for health education and encourages

reliance on the public health system in the country. Members pay

a fee to the Society of their choice, and the government

subsidizes the services. Since 1977 the Cross Societies are

closely bound in with and cooperate with the public health

programs at the local, provincial and national level. Over 75S of

the population is served by the Catholic (White-Yellow Cross),

Protestant (Orange-Green Cross) and the non-denominational (Green

Cross) Societies.

Because of the Dutch decision after throwing off Spanish

hegemony in the 17th century, to maintain a harmonious community

and not to allow religious antagonisms to undermine its affluent

commercial situation, they have practiced a "separate and equal"

social policy. Under this policy, Catholic and Protestant and

non-religious or political groups may organize their own

education, health service, radio and television channels and

political parties, and receive equal political and necessary

financial support from the government. So there are Cross

Societies that represent each of the factions.

A National Health Council deals with planning for resources
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and facilities. Programs are regionalized, and the

responsibility for planning and supervision decentralized. The

decision-making moves upward, plans and recommendations made at

the local level are forwarded centrally. The corollary for

medical care payment is the Association of Dutch Sickness Funds

(VNZ). This organization not only represents the funds but does

the negotiation with providers and institutions, and maintains

the National Sickness Fund Information System (health

statistics).

"(1) The central government fulfills a regulatory role in

the development of general guidelines; (2) the COTG draws up

specific guidelines advised by the chambers (its component

representative groups:doctors, pharmacists, sickness funds etc];

(3) guidelines ultimately approved by the goverhment; and (4) the

government then issues definite directives... "2

Nothing better illustrates the democratic equality that

marks Dutch society than the health and medical care services

2 The quotation and the descriptions in this passage are
drawn from "Health Services in the Netherlands", by Harman A
Tiddens, Joep (P) Heesters and Joost (m) van de Zand, in
COMPARATIVE HEALTH SYSTEMS, ed by Marshall B Raffel. (University
Park, PA, Pennsylvania State University Press, 1984) pp 371-418.

Additional excellent descriptions and information on the
operation of the Dutch medical care system may be found in HEALTH
INSURANCE BARGAINING, by William A Glaser (NY, John Wiley, 1978)
pp 80-94; PAYING THE HOSPITAL, also by Glaser (San Francisco,
Jossey-Bass, 1987) passim; and a photocopied draft document,
FINANCIAL DECISIONS IN EUROPEAN HEALTH INSURANCE, William A
Glaser. (NY, Graduate School of Management and Urban Professions
of the New School for Social Research, 1986)



175

that surround children, from before birth, through the school
years right up to adult status. Holland considers more than
doctors and hospital services in recognizing what needs to be
done for health care.

The Dutch provide paid maternity leave with guaranteed
return to employment for expectant mothers. There are children's
allowances, and family allowances, not means-tested AFDC
programs, as well as housing allowances. Elected community youth
committees and family courts with associated children's ombudsmen
defend the children's legal rights and status. Nutritious

breakfast and lunch are served in the schools. After-school.

programs look after the children of families in which both
parents work, or in which there is only one parent in the
household. True, a smaller percentage of married women work in
Holland than in the US, but the principle is in place. These
programs aim at allowing children to achieve the equality of
opportunity that is the hallmark of democratic societies.
Together with the universal medical care services and the
preventive meaaures supplied by the public health system and the
Cross Societies, children are protected and solicitously guarded

against discriminatory social practices. The adult citizen of
the Netherlands has been given a fair shake in the course of
being born and brought up in that country.

It may not be the remit of this subcommittee, or the mission
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of the Joint Economic Committee, to suggest or recommend a

universal eligibility medical care program for children. Perhaps

it would be appropriate, though, to forward a message to the

Select Committee on Children and Youth for consideration of such

a program, modeled on the Dutch experience, including the social

and preventive measures which are such an important element of

their system.

The proportion of the GNP devoted to the health system in

the Netherlands is just about what it is in the US (104+)

and it has risen at just about the same rate over the past

decade. I do not consider that a defect inasmuch as I do not

have a figure, nor can anyone factually provide a precise optimal

figure, or percentage of the GNP, that ught= to be spent on a

national health program. Proportional expenditures may be the

same in both countries, but the distribution of services is

equitable in one and skewed in the other. The proportion of

physicians and that of hospital beds to the population is

similar. It may be that some degree of oversupply of resources,

overuse of technology, professional "glut", overpayment for

services may be infecting the Dutch system as it does the

American system. But the infant mortality rate in Holland is one

of lowest in the world, while that of the US is among the highest

in the Western world.

To my mind the key factors, that distinguish the Dutch system
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from ours are universality and equity of access, maintenance of
quality and satisfaction of the people, professionals and the
government with the Dutch medical care system. This is not to say
that the Dutch system is flawless and without correctable

defects. The multiple insurance carriers, differences in costs
to different 3ocio-economic groups, probably increase costs

unnecessarily. In my opinion the medical care system, like all
social systems, ought to have to have as much redundancy built
into it as a weapons system does, a kind of social "fail-safe"

mechanism, to assure the clientele and the operators that no
boorish bureaucratic refusal for those seekimng medical care will
be Justified by some arbitrarily determined shortage. With that
in mind, in reviewing and analyzing the American medical care
system, it is not only the percentage of the GNP that ought to be
taken into account, but what is bought with that money. Whatever
is to be done in cost control, ought not be at the expense of
patient access, patient satisfaction, quality of care.
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SOME CURRENT COST CONTROL MEASURES IN EUROPE

The world-wide economic decline of the past decade,

accompanied by seemingly uncontrollable inflation of medical care

costs in all countries, not Just in the US, has compelled

governments to take cost control measures. It has also given

rise to innumerable conferences and discussions on the future of

the welfare state generally, and a multitude of recommendations

for action in modifying the medical care financing system, in

particular. Where the gaps in organization and structure of the

system have been greatest, governmental steps taken have been the

most stringent. Cost containment measures in various countries

are listed according to focus in Abel-Smith's succinct

compendium, as follows:

SHORT TERM DIRECT CONTROLS:
Budget controls; limitation of staff;ceiling on

remuneration;price controls; quantitative
restrictions.

SHORT TERM INDIRECT CONTROLS:
Reducing values of fee schedules; generic

prescribing ;monitoring doctors' services.
MEDIUM TERM DIRECT CONTROLS (INCENTIVES):

Capital cost controls; substitute and alternatives
to institutional care.

LONG TERM DIRECT CONTROLS:
Limitation of numbers of physicians and

specialists.
COST SHARING:

Inpatients; doctor visits; pharmaceuticals outside
hospital; various lesser elements e.g. -
spectacles, transportation, physiotherapy

European governments have always had more control over
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hospitals than the US has, in many instances hospitals were

almost entirely govermnent institutions, and so budget ceilings,

staffing and capital construction controls have been easier of

accomplishment there and without overceremonious regulations.

Nor have the European governments been as respectful of the

doctors' charging privileges, so that more direct and less

voluminous control measures have been utilized there.

The Netherlands introduced budget ceilings for hospital

costs in 1983; and ceilings on total reimbursement for

specialists, with the threat of eventual proration if their

charges did not moderate. Generic prescribing was introduced at

the same time, but as a "recommendation", not a regulation. The
principal cost control items were aimed at proposals for

alternatives to hospital care:construction of nursing homes and

day care centers, more home nurses and maternity nurses training

opportunities, along with reduction of ceiling on patient list

for family doctors.3

3 COST CONTAINMENT IN HEALTH CARE, Occasional Papers onSocial Administration #73, Brian Abel-Smith. (London, BedfordSquare Press, 1984) pp 21-33 and with reference to theNetherlands specifically, pp 78-81.
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WHY UNIVERSAL ELIGIBILITY? WHY NOT TWO SYSTEMS - ONE FOR THE

EMPLOYED WHO PAY PART OR ALL THE COST; AND ONE JUST FOR THOSE

PEOPLE WHO CAN'T AFFORD TO OBTAIN PRIVATE MEDICAL CARE?

It ought to be recognized, both from our own and from the

experiences of other countries, that half-way measures are not

only inadequate, but very often are counter-productive. When

rigid, or stringently enforced means tests are imposed,

marginally eligible, or rather ineligible citizens and their

families will fail of obtaining needed services despite the

piddling difference between their income level and that of those

considered eligible. The time and energy, and the added costs

devoted to administration of the means tests would serve far

better purpose in providing the needed care. Moreover,

governmental credibility and reputation for equity and fair-

mindedness are at stake. The bureaucratic demand or rejection in

such behavior makes a negative contribution of officiousness to

the picture of government in the popular mind.

Corollary to this is the impact that selective eligibility

has on the attitudes and behavior of those providing care. When

I was a family practitioner of medicine in the late 1930s, a

physician was expected to look after the poor in his practice,

with little or no charge, and reduce charges to the elderly or to

any families with limited incomes. Doctors boasted a bit about
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the high or low percentage of uncollected bills. In the year

before I entered the Army, 1941, I had 30% of unpaid charges on

the books, which not only were never collected, but were not

expected to be collected. That was the doctor's contribution to

ocial need. The federal and state contribution, the so-called

Federal Emergency Relief Act and correlated State Emergency

Belief Act, provided so little reimbursement that many doctors

never even filled out the complicated claim forms. The original

$1 per visit allowed had been prorated to $.25 by 1939.

Hospitals also donated services to the poor and to those with

limited resources. These so-called "charitable" contributions

were the basis for the recruitment of wealthy citizens to the

boards of the voluntary hospitals. Their contributions each year

made up the difference in budgeting between collected and

uncollected charges.

Since the 1960s, when goverment has begun to take

responsibility for reimbursement for medical care services to the

poor and the elderly, the attitude has changed markedly. Both

hospitals and physicians now expect to be paid for all their

services, if not by goverment then by the individual served.

This is reflected in the behavior of doctors and hospitals in

numerous ways. There is the shockingly small percentage of

physicians who will accept Medicaid - the poorest of the poor -

patients. There is the dunning of individuals through

uncompromising and threatening collection agencies by doctors and
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hospitals (even public hospitals). There is the scandalous

"dumping" of patients onto the public wards by many voluntary

hospitals, even when the patient's condition should prohibit such

delaying tactics. There is the refusal of doctors to take

assignment of payment for Medicare patients thus forcing the

elderly patient, no matter how income straitened he may be, and

not the much more income-cushioned doctor, to wait for

reimbursement six months or longer from a procrastinating

insurance company. There is "balance billing" by doctors, in

which no matter what the Medicare reimbursement is the physician

demands added sums from the patients.

There is also the matter of responsibility which can only be

discharged by solicitous monitoring of public programs and sound

accountability on the part of the participants.

If government promises availabilltv and cualitv in medtcal

care services, then government must assure-bottr-aval-abi±itv-sud

cuality.

The medical care program in the Netherlands, for example,

has an overall supervisory department - the office of the

Inspector General. This office is not in the office of the

Surgeon General of the Public Health Service, but parallel to it,

in the same Ministry and at the same level of status in

government. That office has subsidiary offices in the states



183

exactly paralleling the public health officials, but reporting to

the Inspector General.

In awu, then, European national health insurance schemes do

not demonstrate more effective cost control, beyond introducing

measures similar to, and perhaps more extensive, than those

attempted in the US. What the systems do demonstrate is the

ability to use a similar financial investment for a better

distribution of services, more equity and better supervision in a

comprehensive system offering universal eligibility and access to

medical care services.
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Representative SCHEUER. Thank you very much, Dr. Silver. I'm
sure we'll have questions for you at the end of the panel.

We will now hear from Uwe Reinhardt, who is presently a pro-
fessor of economics and public affairs, at the Woodrow Wilson
School of Public and International Affairs at Princeton University.
Mr. Reinhardt, please proceed.

STATEMENT OF UWE E. REINHARDT, JAMES MADISON PROFES-
SOR OF POLITICAL ECONOMY, WOODROW WILSON SCHOOL OF
PUBLIC AND INTERNATIONAL AFFAIRS, PRINCETON UNIVERSI-
TY

Mr. REINHARDT. Thank you, Mr. Chairman. It's an honor and a
privilege to be here and to share with you my thoughts on interna-
tional comparisons on health expenditures.

I have a prepared statement which I hope will be part of the
record.

Representative SCHEUER. They will all be printed in full in the
record.

TWO MEASURES OF COST: RESOURCE VERSUS MONEY FLOW

Mr. REINHARDT. In my prepared statement, I make a distinction
between two measures of costs. One is the transfer of real re-
sources from providers to patients-the hours, the hospital beds,
the Band-Aids, the pills. The second flow is the money transfer
from patients or those who pay for them to the providers. Figure 1,
in my prepared statement, illustrates the two flows. Obviously, the
health system exists not only to serve sick people. It also exists to
provide other people with an income. Thus, the health system is
driven as much by the income needs of entrepreneurs, profession-
als, and other health workers than it is by the medical needs of
sick people. And there is a constant conflict between the two.
That's the first point I would like to register with my prepared
statement.

The second point is that the percentage of GNP that goes to
health care is really the money-flow measure. By itself that meas-
ure tells us actually very little of what patients get in return for
that money flow. In the United States, between 1980 and 1987, the
percent of GNP going to health increased from 9.4 to 11.2 percent
of the GNP. That number tells us that we carved out that large a
slice out of our GNP and gave it as a reward to the providers of
health services. What patients got for that reward in return is any-
body's guess. We simply do not know. The best we could do in this
respect would be to count the number of hospital days or physician
visits patients received then and now; but these input numbers
would tell us little about what added health improvements were ac-
tually brought about with them.

In table 3 of my prepared statement, I cite numbers from the
Colorado Hospital Reporting System. There, for example, you will
see that while expenditures for inpatient charges for the entire Col-
orado hospital system went up by 10 percent between 1983 and
1985, the number of admissions actually went down by 10 percent.
I include this table merely to dramatize the point of how different
the financial flows and the real resource flows in health care can
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be. For all we know, in Colorado, the money flow to providers in-creased while the real resource flow to patients decreased, evenafter we adjust for the resource intensity per admission.
That is an important point to keep in mind also when we exam-ine international comparisons. Canada spends only about 8.5 per-cent of its GNP on health care and we spend over 11 percent. Whatthis really means is that we carve out 11 percent of the GNP andgive it as a reward to the providers while Canadians carve out only8.5 percent. What difference these numbers actually made to pa-tients at this time is anybody's guess. Traditional health status in-dicators, as has been brought out earlier today, do not show muchdifference. Whether the quality of life in the United States is thatmuch better than it is in Canada is something we could debate.They have universal access to health care in Canada and sharetheir health resources more equitably than we do. We now have 37million uninsured in our midst, and many of these find access tohealth care a difficult and uncertain prospect.

WHY THE UNITED STATES HAS MOST EXPENSIVE SYSTEM

The American health system is now the most expensive suchsystem in the world for at least three reasons.
First, it appears-and I say it appears because I do not know itin every instance-that our system uses more real resources percapita in the treatment of patients than do other nations. We areknown for throwing resources at patients. For example, we have al-ready heard that we have very high staffing ratios in our hospitals.We test for anything conceivable. A test gets done for a medicalcondition in part out of malpractice fear, in part because patientsinsist on the tests, and in part, I'm sure, because the tests do pro-vide income for the providers. In short, then, we are more resourceintensive in the treatment of given medical conditions, and that isone reason why our health care is so expensive.
Second, in the prepared statement I advance the hypothesis thatthe American health system is without question the most bureau-cratic health system in the world. There cannot be another systemthat processes as much paper per medical encounter as our systemdoes. It reminds me of the Vietnam war, where it was said that forevery fighting soldier there were 10 logistics people. Well, there issuch a ratio in health care. We can define it as the hours of laborspent in processing paper for health care to the hours of laborspent on making health-care products or actually caring for pa-tients. Call this the B factor, where "B" stands for bureaucracy. Iam convinced that the American health system has the highest Bfactor in the entire OECD. No country in the OECD employs asmany indirect health workers as we do. Indeed, if we describe toforeigners the way we administer medicare, the polite ones sort ofturn away and snicker; the less polite ones laugh out loud.
In short, I think we count a lot of resources which we count ashealth expenditures that do nothing for patients at all. In addition,as Secretary Califano testified, we also apply resources to patientsin a way that not only does not help them but may, in fact, hurtthem. Those are the unnecessary coronary bypasses and so on hetalked about in his presentation.

88-544 0 - 89 - 7
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Finally, the third cost driver in our health system is that we pay
some providers of health care resources relatively more generous
monetary rewards than do other countries do who drive harder
bargains with their providers. We will hear from our Canadian col-
league that harder bargains are driven there with health-care pro-
fessionals.

In my prepared statement, I offer the all-American health care
bill: For health services rendered, $100; surcharge for "pluralism,"
$20; total bill, $120.

Now the $20, the bureaucracy, the paper pushing, the awesome
army of nonhealth workers all are necessary to preserve what we
cherish so much in American health care; namely, "pluralism." As
someone not born in this country and not yet properly acculturized
to its cultural nuances, I must confess that I have no idea what
that "pluralism" is. Nor do I have any idea what it is worth. I'm
not sure I would voluntarily pay that much for it, but I respect my
American colleagues who tell me it is a wonderful thing and well
worth paying for. And as a policy analyst, I'm obliged to respect
that American sentiment.

Representative SCHEUER. Supposing we freed you of any label, as
an immigrant or as a policy analyst, and asked you for an objective
decision just based on cost effectiveness and effectiveness of care.
What would you say that extra $20 on top of $100 represents?
What would you do about it?

Mr. REINHARDT. Well, if I had my druthers, I would simplify the
system, take that $20 of overhead and make sure that every Ameri-
can child would have access to adequate preventive and acute
health care when needed. I would make sure that every American
mother who has a screaming child in her arms and wants advice
would have a right-yes, right-to get access to the health care she
feels that is needed. I would make sure that elderly people do not
go bankrupt as they access health care, as some of the poor elderly
now do. Those are the alternative things we could do with this
bulging overhead, but it would mean, if you wanted for the same
amount of money to be that humane, you would have to give up a
little bit of this mythical commodity called "pluralism." A commod-
ity, as I mentioned, whose true nature I am unable to grasp.

Representative SCHEUER. As long as you brought it up in your
testimony, why don't you tell us what it is? What is this component
of the health care system that wastes a fifth or sixth of all the dol-
lars we spend?

Mr. REINHARDT. It includes, for example, the extraordinarily
large number of options among competing health insurance plans.
Apparently we, as Americans insist that we should have literally
hundreds of companies from which we can choose-Federal em-
ployees apparently can choose among 400 such options. We spend
hours upon hours on choosing among alternative options. The in-
surers spend hours upon hours printing paper advertising their op-
tions to us, and running around marketing them to us. If we then
insure, we spend hours upon hours sending in claims. They spend
hours upon hours looking at these claims, sending them back on
many occasions for further detail. We then spend hours upon hours
fighting to get claims paid.



187

Physicians in America will tell you that at least one of their em-ployees is employed solely just to process the myriad of differentinsurance forms physicians must fill out. They do not need that atall in Canada. In Canada a physician will for that reason alonehave one less staff. Those are all paper-pushing resources, the in-gredients of our high B factor.
I would say that the computer system of a good American hospi-tal probably has the same capacity as the computer system that ad-ministers the health insurance scheme of the entire Province ofQuebec because I've seen that one and it wasn't all that big, and itdoesn't have to be that big. Canadians have a little plastic card likean American Express card, they go to the doctor and they fill it inlike an American Express card with diagnosis and fee, and that'sall the patient has to do. Here, unfortunately, I'm not intelligentenough even to handle this chore. My wife does all that and sheshows me the forms she must complete every year. She has a filethat thick and we are a healthy family. I hate to even think whatit would be like otherwise.
So this is all very resource using; but my fellow American econo-mists tell me that it is a wonderful way to buy efficiency and qual-ity. You really ought to get one of them here to explain to you justhow that really works. Having lived in Canada, I am persuadedthat much of the much vaunted American pluralism actually spells"waste." It's a particularly sorry waste, when I think of the unin-sured and the elderly that suffer, when you read in the paper thata lady with a bullet in her back waits 13 hours for surgery becauseshe's not insured and sundry empty hospitals nearby won't takeher. People know that I feel that way, but I feel tonguetied becauseI wasn't born here and obviously what I see clashes very muchwith the social ethic in which I was reared. But you asked me to befrank, and so I tell you, frankly, what I really think about "plural-ism" at this price.
Representative SCHEUER. Well, I'd like to liberate you from anyfeeling of tonguetiedness. Really, I'm serious when I say that.
Mr. REINHARDT. I find it hard any more to defend our Americansystem. As I always tell my students, there is no way they can con-vince Canadians and West Germans that this is the best healthsystem in the world. This waste on the one hand that buys no qual-ity, and the human tragedies at the bottom of America's heapcannot be excused by a person with normal Judeo-Christian ethics.I think it is high time that we address this problem, and, inciden-tally, so do many other decent Americans. My personal advice toyou is that you listen less to economists because I believe weare--
Representative SCHEUER. Wouldn't you include the lawyers, too,just as a general rule?
Mr. REINHARDT. Well, they're a special category, but I really be-lieve that economists, with their simplistic conception of healthcare, have been quite mischievous in the formation of Americanhealth policy. Economists define health care as a private consump-tion good and that is where the mischief starts.
Canadians and Europeans define health care as a social good,like elementary education. They view it as the cement that makesa nation a nation. Most American economists define it as a private
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consumption good. So I'm quite serious-in fact, I'm going to write
a paper about this shortly-"Economists in Health Care: Saviors?
or Elephants in a Porcelain Shop?" It is my thesis that we econo-
mists have been elephants in a porcelain shop on far too many oc-
casions. We have done grave damage to health policy in America.

But out of respect, I conclude, my point here is--
Representative SCHEUER. No, I don't want it out of respect. Just

tell it like it is. Leave the respect aside. What you're telling us is,
as Members of Congress, we don't really deserve your respect and I
would agree with you. We don't. And neither does the administra-
tion. There's enough blame to go around. We don't deserve it and
we're not asking for it, so sum up and just tell it like it is without
any persiflage.

Mr. REINHARDT. My point is that the American health system is
as expensive as it is because the American people-or at least its
legislative representatives-want a free-wheeling system that is
necessarily so expensive. And if that is what is wanted, then the
American people and their legislative representatives ought not to
lament the resulting drain on the Nation's pocketbooks. They
ought to sit back, pay up, and enjoy it.

To be sure, one major flaw in my prescription is that the very
expense of our health system has now made us reluctant, as a
people, to be our brethrens' keeper in health care if these brethren
are sick, poor, and uninsured. I have written at length about that
American tragedy and would, at this time, merely submit to your
subcommittee one such paper for possible insertion into the record,
which I have given to Mr. Podoff.

Representative SCHEUER. It will be included in the record.
Mr. REINHARDT. But even here we could, if we wished, own up to

our professed Judeo-Christian ethic, as I have suggested in that
paper, without necessarily destroying the "pluralism" that the
American people apparently cherish and which this policy analyst
must therefore respect. This would at least solve the tragedy. It
would not control costs, of course.

HOW TO CONTROL COSTS

If you want to control costs, I'm afraid you must ultimately begin
to amass more market power in the hands of fewer payers who
have some say about the resources that are put out there and how
much is to be paid for these resources. I deemphasize that some-
what because my colleague from Canada will I think talk much
more about it. I think Karen Davis and Dorothy Rice were abso-
lutely right about that earlier this morning. There is no question
that the key to a more sensible allocation of health resources is
more centralized power on the side of the purchaser. Thank you.

Representative SCHEUER. On the side of the organized health pur-
chasers? There are a few of them and they should have more power
and more impact, more clout in the marketplace?

Mr. REINHARDT. The buyers, yes.
Representative SCHEUER. The purchasers. Well, you've certainly

been very unequivocal and direct and we appreciate that very
much.

[The prepared statement of Mr. Reinhardt, together with the
paper referred to, follows:]
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PREPARED STATEMENT OF UWE E. REINHARDT

HEALTH-CARE EXPENDITURES IN OTHER COUNTRIES:
What explains their level?

My name is Uwe E. Reinhardt. I am a professor of economics and public

affairs at Princeton University's Woodrow Wilson School of Public and Interna-

tional Affairs. The bulk of my research activities during the past twenty years

has been devoted to an analysis of health economics and health policy here and

abroad.

I would like to thank you, Mr. Chairman, for inviting me to participate in

these hearings and to share with you and your colleagues my thoughts on the

course of health care in the United States and in other industrialized nations. I
can only hope that my joining this panel will do justice to our university's proud

motto "Princeton in the Nation's Service."

A.REAL AND FINANCIAL RESOURCE-FLOWS IN HEALTH CARE1

Discussions on the allocation of resources to health care often confuse two
related and yet quite distinct types of resource transfers in health care, namely:

1. The real resources transferred to patients, and

2. The financial resources transferred to those who provided the
real resources.

The real-resource flow to patients includes the human labor, the chemicals,

the medical equipment, the supplies and the brick and mortar directly or indirect-

ly used in support of the treatment of patients. Thus, it includes not only the

hours worked by, say, doctors and nurses, but also the work of researchers in the

pharmaceutical industry, the wear and tear of buildings used by the manufacturers

1 This section draws heavily from Uwe E. Reinhardt, ';Resource Allocation inHealth Care: The Allocation of Life Styles to Providers," The Milbank Quarterlv,vol.65, No.2, 1987; pp.153-76.
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FIGURE I

REAL AND FINANCIAL RESOURCE FLOWS

IN HEALTH CARE
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of diagnostic equipment, and the legions of office workers who process the paper

that accompanies the delivery of health services. Collectively, the suppliers of

these sundry health-care resources will hereafter be referred to as "health-care

providers.'

The financial-resource flow represents the reward society bestows upon the

providers of real health-care resources. This money flow is a generalized claim on
a portion of our Gross National Product. The providers may use this claim to
requisition homes, cars, food, fashions, vacations or any of the other goods or

services collectively known as the GNP2.

From the providers' perspective these goods and services are their reward.

The rest of society, of course, views these goods and services as the real

sacrifice borne to procure health care.

Figure 1 illustrates the relationship between the real and the financial

resource flows in health care schematically. The two resource-flows ought not to
be confused with one another. The link between them is the money price per unit

of real resource transferred to patients--e.g., the price per band-aid, the wage

per nurse-hour or the fee per physician-hour, and so on.

[Figure 1]

Put another way, the link between the two resource-flows in Figure 1

reflects the generosity with which society rewards those who transfer real health-

care resources to patients. It follows that a nation's expenditure on health care

per se is not a very reliable measure of the real health-care resources that nation

allocates to patients.

2 Should American health-care providers prefer foreign-produced goods andservices, they then transfer their money claims on US GNP or assets to theforeign exporters who can use the claims at will.
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To illustrate this point, consider the data shown in Table 1, taken from the

1986 Annual Report of the Colorado Health Data Commission.

These data suggest that the real-resource flow from Colorado hospitals to

patients is unlikely to have increased proportionately with the flow of financial

resources to Colorado hospitals. On the contrary, the drastic decline during 1983-

85 in the number of admissions and of patient days delivered to patients suggests

that the flow of real resources to patients may well have decreased while the

financial flow to providers increased during 1983-854. And what has been con-

cluded here for the Colorado hospital sector may well be true for many other

parts of the American health sector during this period.

[Table 1]

In 1986, American society collectively transferred to the direct and indirect

providers of health-care collectively a slice equal to 11.2 percent of the nation's

GNP as a reward for whatever real resources these providers sacrificed in direct

or indirect support of the treatment of American patients. The comparable figure

for 1980 was 9.4 percent. It is estimated to grow to at least 15 percent by the

year 20005.

Table 2, taken directly from a published paper by co-panelist Dr. George

Schieber6 , shows that other nations in the industrialized world tend to transfer

smaller proportions of their GNP to the providers of real health-care resources.

3 Cited in Uwe E. Reinhardt, op.cit., Table 5, p.164.

4 Theoretically, we cannot rule out that, because of technical progress, the
total real-resource flow from Colorado hospitals to patients increased even in the
face of the rapid decline in admissions and patient days, although that seems
unlikely over so short a period of time.

5 Health Care Financing Review, vol.8, number 4, Summer 1987; p.1.

6 George J. Schieber and Jean-Pierre Poullier, "Recent Trends in Internation-
al health Care Spending," Health Affairs, Fall, 1987; Exhibit 2, page 108.
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TABLE 1

Selected Hospital Characteristics 1983/85, North Region, Colorado

Percentage changeVariable 1983 1985 1983- 1985
Number of admissions 49,732 44,834 - 10%
Average length of stay (days) 5.2 4.6 - 12
Number of patient days 256,733 208,359 - 19
Inpatient charges (S millions) $130.4 $143.4 + 10
Inpatient charges per day $510 $680 + 33
Inpatient charges per discharge $2,617 $3,199 + 22
Net profit ($ thousands)" $6,321 $12,345 +95
Net profit margins -0 4.6% 7.4% +61

Soae: Colorado Health Data Commission 1986, 31-34.
* Includes profits from outpatient services.
evNet promtiast percnt ge of rotml net revenues ()otal inpatient and outientrevenue minus total deductions fwom revenue).

Cited from Uwe E. Reinhardt, op.cit., Table 5.
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Neighboring Canada, for example, rewarded its providers of health care collective-

ly with less than 9 percent of that country's GNP, Japan with only 6.6 percent

and the United Kingdom with only 5.7 percent.

[Table 2]

If per-capita health spending in the United States is 11.2 percent of per-

capita GNP while the comparable figure for, say, Canada only 8.6 percent of per-

capita GNP, it may be natural to assume that the real-resource flow to American

patients was commensurately higher than that to Canadian patients--that American

health care was that much better. Once again, however, it might be so, but it

need not so. As is shown in tables 3 and 4 below, there are significant differen-

ces in the generosity of the financial rewards different countries bestow on their

health-care providers.

Table 3 shows the fees paid American and Canadian physicians for a number

of standard medical interventions in 19847. It is seen that much more is paid per

physician hour in the United States than is in Canada. Table 4 indicates that

there are noticeable differences in the relative income positions of physicians

across the industrialized world. Clearly, the link between real-resource transfers

to patients and the monetary reward therefor varies across nations.

[Tables 3 and 4]

The large difference in the allocation of GNP to health care providers in,

say, Canada and the United States thus leaves one with the following intriguing

question:

7 Coding--that is, the precise range of services included in a procedure--

does present a problem in such comparisons, for there may be systematic differen-

ces in the definition of the procedure. It can be doubted, however, that differen-

ces in coding can explain anything more than a small fraction of the fee differen-

tials shown in Table 3.
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TABLE 2

TOTAL HEALTH EXPENDITURES AS A PERCENT OF GDP, 1960-85

1960 1965 1970 1975 1980 1981 1962 1983 1964 1965
Australia 5.1 5.2 5.6 7.4 7.3 7.4 7.6 7.3 7.7 7.6Austria 4.4 4.7 5.3 7.1 7.9 8.1 8.0 7.9 7.9 7.9Belgium 3.4 3.9 4.0 5.8 6.6 7.0 7.1 7.2 7.2 7.3
Canada 5.5 6.1 7.2 7.3 7.5 7.6 8.4 8.7 8.6 8.6Denmark 3.6 4.8 6.1 6.5 6.8 6.8 6.8 6.6 6.3 6.2Finland 4.2 4.9 5.6 5.8 6.3 6.4 6.6 6.6 6.8 7.3
France 4.3 5.3 6.1 7.6 8.5 8.9 9.3 9.3 9.0 9.4Germany 4.7 5.1 5.5 7.8 7.9 8.2 8.1 8.0 8.1 8.1Greece 2.9 3.1 4.0 4.0 4.2 4.4 4.4 4.2 4.0 4.2
Iceland 5.9 6.0 8.7 11.1 6.9 7.3 7.7 8.6 7.9 8.4Ireland 4.0 4.4 5.6 7.7 8.5 &2 8.0 8.1 8.1 8.0Italy 3.9 4.6 5.5 6.7 6.8 7.0 7.2 7.3 7.2 7.4
Japan 3.0 4.5 4.6 5.6 6.6 6.7 6.8 6.9 6.7 6.6Netherlands 3.9 4.4 6.0 7.7 8.3 8.5 8.7 8.7 8.5 8.3New Zealand 4.4 4.5 5.1 6.4 7.2 6.9 6.7 6.3 5.8 5.6
Norway 3.3 3.9 5.0 6.7 6.6 6.6 6.8 6.8 6.6 6.6Portugal - - - 6.4 5.9 6.1 5.7 5.5 5.5 5.7Spain 2.3 2.7 4.1 5.1 5.9 6.2 6.4 6.3 6.0 6.0
Sweden 4.7 5.6 7.2 8.0 9.5 9.6 9.7 9.6 9.3 9.3Switzerland 3.3 3.8 5.2 7.1 7.2 7.0 7.4 7.8 7.9 7.9
United Kingdom 3.9 4.1 4.5 5.5 5.7 6.0 5.9 6.1 6.1 5.7United States 5.2 6.0 7.4 8.4 9.2 9.5 10.4 10.7 10.5 10.8
Mean 4.1 4.6 5.6 6.9 7.2 7.3 7.4 7.5 7.4 7.4
Soure: Matswmg Haid cam 1960-1983 (Paris OECD, 1985). and conaistent Secretaat revisiona and estinates for1984 and 1985.

Cited from Schieber and Poullier, op.cit.
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TABLE 3

Comparison of 1984 Medical Fees, United States and Canada

Prevailing charges Median
under Medicare, fees, Fees in

California United Stuaes Ontario
(8) (8) (S Canadian)

Electrocardiogram
(professional
charges only) 40 35 7

Insertion of
pacemaker 1,815 1,200 334

Appendectomy 734 600 259
Extraction of lens 1,341 - 368
Hysterectomy 1,393 901 503
Coronary artery

bypass 5,200 - 1,300

SOURCE: Uwe E. Reinhardt, op.cit., Table 1.
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TABLE 4

Net Pretax Practice Income of General Practitioners as a Multiple of
Avenge Employee Compensation and Gross Domestic Product per

Capita, ca. 1978

Ratio of physican net income to:
average employee gross domestic product

Country compensation per capita

West 'Germany (G.P.s) 4.7 7.4
United States (all M:D.s) 4.50 6.5

(G.P.s) 3.9 5.6
Japan (all M.D.s) 3.8"* 6.2
France (G.P.s) 2.8 4.5
Great Britain (G.P.s) 2.1 4.3
Italy (G.P.s) 1.8 3.8

Sons: Data for Japan from Nishimura 1981, table A-4. Data for all other countriesfrom BASYS (1986), table D. 10.
Reprinted by permission from Reinhardt 1985.
* Relatively few American physicians are general practitioners and these earn relativelylow incomes. For all American physicians the ratio was 4.5 in 1975, and 4.6 in

1983.
* For Japan the numbers represent the 1975 income of all physicians.

Cited from Uwe E. Reinhardt. op.cit,, Table 6.
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In return for the much higher allocation of financial resources from
American society to American health-care providers, precisely what
extra real resources to American patients receive in return, and what
difference do these extras (if any) make to the health status of
Americans, other things being equal?

A similar question can be asked in connection with any other country whose

health-care expenditures are below ours. Although this question does not have a

conclusive answer at this time, it is eminently researchable and probably should

be researched by a government professing an interest in the control of health-

care expenditures.

Certainly it is true that the observed differentials in health-expenditures do

not reflect themselves in commensurate differences in the crude health-status

indicators sometimes used for that purpose (see Figure 2 below). Unfortunately,

these crude indicators tell us little about the relative efficacy of different health

systems, because these health-status indicators are shaped by many socio-economic

and demographic factors completely outside of the control of the health system

proper. It would therefore be neither meaningful nor fair to read into such crude

numbers shortcomings of the American health system per se.

[Figure 2]

At this point I merely wish to emphasize that patients in countries that

spend a relatively high proportion of their GNP on health care may not be

commensurately better off than patients in countries that allocate a lower fraction

of their GNP for that purpose. Americans love to boast that their's is the best

health system in the world, and they often support that claim with appeal to the

relatively large percentage of GNP this nation devotes to health care. Such

boasts, too, are neither meaningful nor fair. They assume much too tight a

linkage between the two resource flows in Figure 1.
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B. DETERMINING THE MONEY PRICES PER UNIT OF REAL HEALTH-CARE

RESOURCE

In most ordinary markets, the money transfers received by providers per unit

of real resource transferred to consumers is arrived at through bargaining by

well-informed, rational individuals. This bargaining process typically breaks down

in health care because over two thirds of all health-care expenditures are covered

by private or public insurance, which robs the individual patient of the incentive

to bargain effectively.

But leaving aside this so-called "moral hazard" implicit in the collective

financing of consumer goods, even uninsured patients would probably be neither

sufficiently well informed nor, in many instances, sufficiently rational to bargain

effectively with the providers of health care. As a rule of thumb, between 70 and

80 percent of all health expenditures in any given year are accounted for by only

10 percent of the population. One must assume that the bulk of these 10 percent

are seriously ill--often in pain, beset by acute anxiety or even dying--and in no

condition to confront providers with anything near adequate countervailing power.

Nor can we assume that grief stricken relatives will be able to perform better on

this score.

Most other industrialized nations have recognized these shortcomings of a

free market in health care and have provided instead a formal process by which

associations of providers bargain with associations of third-party payers (or with

the government itself) over the appropriate money transfer per unit of real

health-care resource. In Canada, for example, the provincial governments that

operate the nation's health insurance system negotiate with hospitals global

budgets and with organized medicine fee schedules that are binding upon the
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individual physician. The semi-autonomous health insurance pools (the so-called

Sickness Funds) in West Germany form state-wide associations that negotiate

prospective budgets with individual hospitals and binding fee schedules with

associations of physicians.

Figure 3 illustrates the trade-off described above. The columns in that figure

depict three desirable goals one would like to have a nation's health system

pursue: (1) equity in the distribution of health services, (2) economic and clinical

freedom for those who treat patients, and (3) budgetary and cost control, by

which is meant that there ought to be some idea at the beginning of fiscal

periods how much a household, government or business must set aside for health

care and, moreover, that the benefits from health services should always be able

to justify their costs. A moment's thought makes it clear that a health system

can attain only two of these three goals in their purity. Practically, there always

has to be a trade-off among them, because they conflict with one another.

Canada and the European nations have set a very high priority on equity in

the distribution of health care and on budgetary and cost control. They have done

so by reducing considerably the individual doctor's and hospital's economic freed,

although generally not their clinical freedom.

[Figure 3]

Americans have never been able to agree on the priority that ought to be

assigned to the three goals in the table. They profess allegiance to an equitable

distribution of health care, but actually have left between 35 and 40 million

Americans without health insurance many of whom, when they fall ill, have great

difficulty in obtaineing needed health care. In the meantime, we have had a

decade old, ill-cast debate over "market vs. regulation" in health care, which has

left us with neither an effective regulatory apparatus in place nor, so far, a
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FIGURE 3
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properly functioning market system in which price plays its usual role. The result,
I am afraid, is that we have failed to attain either equity or budgetary and cost
control. Furthermore, in their tenacious fight to protect their economic freedom,
our physicians have given up far more clinical freedom than their colleagues
abroad. Canadian or West German physicians, for example, are not subjected to
the close day-to-day monitoring of their clinical decisions as are their American
colleagues.

In recent years, there has been a gradual shift in market power from
American providers of health care toward those who pay for care; but that shift
has been gingerly and quite limited so far. Anti-trust strictures have prevented
private insurers from gaining market power through coalitions. Although the
federal government actually does enjoy an almost single-buyer position for many
procedures received primarily by elderly patients, the government has been
reluctant so far from exercising that market muscle, most probably over fear of
alienating politically powerful interest groups.

One can debate the merits and demerits of this failure to concentrate added
market power in the hands of the buyers of health care. One can certainly
question whether it is fair for governments or coalitions of health-insurers to
amass concentrated market power in their hands. The issue involves the dis-
tribution of economic privilege in society and, as such, is entirely subjective and
political. But the still evident lack of market power on the demand-side of the
American health-care market must be recognized as one of many reasons why
health-care expenditures in the United States have outpaced those in the rest of
the industrialized world. It is a price American society has so far been willing to
pay for "pluralism" in health care and for the preservation of economic freedom
among the providers of health care.
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But even if added market power in American health care were transferred

from providers to payers in the future--as may very well happen during the next

few decades--the overall cost savings achieved thereby would inevitably be modest

relative to total national health care expenditures. The gross billings of American

physicians, for example, represent only about 20 percent of total health-care

expenditures. Even if more vigorous bargaining with physicians could cut fees by

as much as 10-percent across the board, national health expenditures would be

reduced by only 2 percent.

For many other types of inputs--for example, for nurses or other health

professionals--there is almost no room for further bargains, because these types

of manpower must be bid away from other labor markets in an already fiercely

competitive bidding.

Further substantial cuts on national health spending can therefore come only

from commensurate reductions in the flow of real health-care resources to the

health sectors. That transfer itself can be broken down into two distinct com-

ponents

1. The real-health care resources actually being applied to patients (the

analogue of "direct labor" and "direct materials" in standard cost-
accounting lingo), and

2. The real resources burned up in direct support of patient care

("overhead" in the lingo of conventional cost accounting).

Depending on the organization of the health sector, these two categories of

real-resource expenditures can vary across nations. If the overhead cost of a

health system is relatively large, it is certainly not obvious whether any one

other than the suppliers of the overhead resources benefit therefrom. Let us

examine these two resource-costs in turn.
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C. THE REAL-RESOURCE FLOW TO PATIENTS

Countries differ substantially in the manner by which they control the

application of real resources to the treatment of particular medical conditions.

Some countries--for example, the United Kingdom, Sweden and Finland--use

socialized health-care delivery systems to fix the capacity of the system within a

formal framework of health-sector planning which itself is embedded, of course, in

a democratic system of governance. The allocation of this fixed capacity to

individual patients is then left to the judgement of health professionals, notably

physicians. This model is the analogue of America's system of public elementary,

secondary and higher education.

In other countries the health-care delivery system may be entirely private,

but even so may be constrained in its development through statutory limitations

or health-sector planning. In those countries--for example, Canada or West

Germany--much of this planning takes the form of negotiations among private and

public parties over the appropriate capacity of the health system. Within those

overall limits, however, patient and physician still enjoy a considerable measure of

freedom to select preferred treatment modalities.

At the other extreme, we in the United States have traditionally told

doctors and the facilities supporting physicians to use their own individual

judgments on what real-resources ought to be applied to the treatment of their

individual patients and then simply to send a bill to either the patient or, more

typically, to a collectivist payment pool, be it a private health insurance company

or a public health program such as Medicare and Medicaid. There has never been

any serious attempt to limit the overall capacity of the system through collective

choice.
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In other words, the allocation of real-resources to patients in this country

has always been the product of what thousands of individual physicians and

millions of their patients deemed appropriate at the moment of treatment, without

much concern for the implications on overall resource allocation to and within

health care. With few exceptions, the resources requisitioned in this process have

always flowed freely to the provider-patient encounter, and they were always

promptly rewarded with financial resources.

The major exception, of course, has been the city or county hospital which

functions essentially as does the entire British health system: it has a fixed

budget and, with it, a fixed physical capacity, and it must do God's work within

those limits.

In some respects, a tightly budgeted Health Maintenance Organization funded

with prepaid capitation also can be seen as an attempt to mimic the British style

of rationing, although its budgets are set in the private sector and its physical

capacity may not be rigidly fixed, for an HMO can procure needed services from

outside its own organization if that is deemed desirable.

It is well known, and readily conceded by the medical profession, that the

treatment of patients remains as much an art as a science. Consequently, it is not

at all surprising that the use of real health-care resources even for given medical

conditions varies remarkably among physicians and, thus, among seemingly similar

populations. This insight has been most forcefully brought into vision by Dr. John

Wennberg's path breaking research of variations in medical-practice patterns

across small areas within the United States. Figure 4 below illustrates that type

of work. Shown in that display are differences in the per-capita use of real

resources and in per-capita health expenditures in two Iowa cities: Des Moines

and Iowa City. These data, it must be added, have been adjusted for differences
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in the age and sex composition of the underlying populations, and also for health

services delivered by the two cities to residents outside their boundaries.

[Figure 4]

The insight one gains from research of this sort is that a nation, such as

ours, which abhors formal health-sector planning, which certainly abhors the

limiting of the health-sector's physical capacity through public policy, and in

which thousands of entrepreneurs are actively encouraged to look upon health

care as an activity to which real resources can be supplied in return for a good

monetary rewards, that such a nation must be content to countenance

a. wide, inexplicable variations in the use of real health-care
resources for seemingly similar populations, and

b. a relatively higher average overall use of real health-care
resources per capita than may be countenanced in other nations.

My point here is not to naysay the freewheeling entrepreneurial approach to

resource allocation in health care apparently preferred by Americans, nor to

proffer any particular system used elsewhere. Detached policy analysts are not

ever to make those value judgments. My point is simply to remind us all that our

freewheeling style carries with it the price-tag of relatively high real resource

costs and commensurately high financial resource costs. A people that insists upon

our laisser-faire approach in health care should be mature enough to accept these

higher resource costs without rancor.

It is well-known that aged persons tend to require more resource-intensive

medical treatments than do all but the very youngest persons. Could this nation's

relatively heavy real-resource use in health care possibly be explained by such

demographic differences? It does not appear so. Although neighboring Canada does

have relatively fewer persons aged 65 or older, most of the European nations who
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FIGURE 4
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spend less on health care than we do tend to have relatively more aged popula-
tions (see Table 5). Only in the 21st century will the United States have reached
the top-heavy age-distribution of its population already characteristic of the
European nations today.

[Table 5]

D. REAL-RESOURCE ALLOCATION TO OVERHEAD

The "bureaucracy" accompanying human activity, such as health care, can be
measured in two distinct ways:

1. by the number of public servants directly or indirectly supportingthe activity, or

2. by the number of persons sitting in some private or public office
to process the paper accompanying the activity.

Americans are in the habit of measuring "bureaucracy" strictly by the first
of these standard, perhaps because they are taught from childhood on to love to
hate their government. From that vantage point, Americans tend to decry the
health systems in other nations as unduly "bureaucratic."

Even on that standard, however, it is not at all clear whether, say, the
Canadian or West German health systems really do employ more civil servants per
capita than does the United States, for neither country operates any health
system as administratively complex as either the Medicare or Medicaid programs. I
am not aware that anyone has ever examined this question formally. If I had to
place my bet at this time, I would wager that ours is the more "bureaucratic"
system even under the narrow, first standard of "bureaucratization."

Be that as it may, from the viewpoint of cost accounting the relevant
criterion is not who writes an office worker's paycheck, but whether or not that



210

TABLE 5

POPULATION AGED 65 AND OVER - 1980-2050a
as % of total population

1980 1990 2000 2010 2020 2030 2040 2050

Australia 9.6 11.1 11.7 12.6 15.4 18.2 19.7 19.4
Austria 15.5 14.6 14.9 17.5 19.4 22.8 23.9 21.7
Belgium 14.4 14.2 14.7 15.9 17.7 20.8 21.9 20.8
Canada 9.5 11.4 12.8 14.6 18.6 22.4 22.5 21.3
Denmark 14.4 15.3 14.9 16.7 20.1 22.6 24.7 23.2
Finland 12.0 13.1 14.4 16.8 21.7 23.8 23.1 22.7
France 14.0 13.8 15.3 16.3 19.5 21.8 22.7 22.3
Germany 15.5 15.5 17.1 20.4 21.7 25.8 27.6 24.5
Greece 13.1 12.3 15.0 16.8 17.8 19.5 21.0 21.1
Iceland 9.9 10.3 10.8 11.1 14.3 18.1 20.1 21.1
Ireland 10.7 11.3 11.1 11.1 12.6 14.7 16.9 18.9
Italy 13.5 13.8 15.3 17.3 19.4 21.9 24.2 22.6
Japan 9.1 11.4 15.2 18.6 20.9 20.0 - 22.7 22.3
Luxembourg 13.5 14.6 16.7 18.1 20.2 22.4 22.0 20.3
Netherlands 11.5 12.7 13.5 15.1 18.9 23.0 24.8 22.6
New Zealand 9.7 10.8 11.1 12.0 15.3 19.4 21.9 21.3
Norway 14.8 16.2 15.2 15.1 18.2 20.7 22.8 21.9
Portugal 10.2 11.8 13.5 14.1 15.6 18.2 20.4 20.6
Spain 10.9 12.7 14.4 15.5 17.0 19.6 22.7 22.9
Sweden 16.3 17.7 16.6 17.5 20.8 21.7 22.5 21.4
Switzerland 13.8 14.8 16.7 20.5 24.4 27.3 28.3 26.3
Turkey 4.7 4.0 5.0 5.5 7.0 8.9 10.2 11.5
United Kingdom 14.9 15.1 14.5 14.6 16.3 19.2 20.4 18.7
United States 11.3 12.2 12.2 12.8 16.2 19.5 19.8 19.3
OECD aragb 12.2 13.0 13.9 15.3 17.9 20.5 21.9 21.2

(a) 1980 actul 1990 to 2050 pea.chmm
(bh Umvswhted.
Solcs: OECD.
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worker functions as direct or indirect labor. From that perspective the second
standard of "bureaucracy" is surely the more relevant one.

If one takes the second definition as one's standard of "bureaucracy"--that

is, if one measures it by the ratio of real resources directly applied to patients to

the real resources burned up in the indirect support of the system--then I feel

comfortable advancing the following hypothesis:

FOR BETTER OR FOR WORSE, THE AMERICAN HEALTH SYSTEM

IS THE MOST BUREAUCRATIC HEALTH SYSTEM ANYWHERE IN

THE INDUSTRIALIZED WESTERN DEMOCRACIES.

Such a hypothesis may astound Americans who are accustomed to thinking of

themselves, and of their institutions, as non-bureaucratic. But if one only thinks

of the awesome paper trail left behind by each and every single health-care

encounter in this country (not even to speak of the paper deluge accompanying

the massive marketing efforts among competing insurers and providers), and if one

compared that paper flow with the comparable flow anywhere else in the in-

dustrialized West, one would probably find support for my hypothesis.

American physicians report that at least one full-time employee in their

office practices is needed just to handle the paper flow around insurance cove-

rage. Most American corporations employ large employee-benefit staffs for the

same purpose. The third leg of the process is employed by the private and public

third-party payers themselves, and the fourth by private households who spend

millions of hours exercising choice among health plans and then claiming reimb-

ursements--and fighting over such claims--with third-party payers.

A precise benefit-cost analysis of this overhead burden has not, to my

knowledge, been performed so far. In their"Cost without Benefit: Adminsitrative
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Waste in U.S. Health Care," Himmelstein and Woolhandler8 estimate that this

waste may be as large as 8 to 10 percent of total national health expenditures

(which would be between $ 40 to $ 50 billion dollars today). Certainly it is

remarkable, and warrants further inquiry, that the item "Program Adminsitration

and the Net Cost of Private Health Insurance" in the United States rose by 156

percent from $ 9.2 billion in 1980 to $ 23.6 billion in 1985, when overall national

health expenditures rose by only 70 percent from $ 248 billion to $ 422 billion.

It is an open question just what enhanced economic efficiency or enhanced

quality of care, if any, was bought with these escalating outlays on administrative

overhead. In any event, it is a researchable issue that warrants close monitoring

in the future.

E. SUMMARY AND CONCLUSIONS

The gist of my preceding remarks has been that the American health system

is the most expensive such system in the world because

a. it appears to use more real resources per capita in the treatment
of patients than do other nations, certainly in the hospital sector,
but also in numerous other sectors or geographic locations,

b. its highly bureaucratic nature is likely to use up far greater real
resources than other nations find it necessary to use in support of
health care, and

c. it pays at least some providers of real health-care resources relatively
more generous monetary rewards than do other nations that drive
harder bargains with such providers.

8 David U. Himmelstein and Steffie Woolhandler, "Cost without Benefit:
Administrative Waste in U.S. Health Care," The New England Journal of Medicine,
Vol.314, No.7, February 13, 1986; pp.441- 6.

9 Health Care Financing Review, Vol.8, No.4, Summer 1987; Table 13, p.25 .



213

These characteristics of our system are the by-product of an apparent

preference for a "pluralistic", relatively free-wheeling health care system that

offer Americans--or, in some cases, forces on Americans--numerous instances of

choice among insurers and health-care providers, and much administrative

overhead involving the processing of claims for payment or reimbursement in the

wake of illness. Neither patients nor providers elsewhere in the world are beset

by quite the paper war Americans visit on their providers and patients, not even

to speak of the business community and the public sector. For example, if one

describes to Canadians or Europeans the adminsitrative process accompanying

payment under the Medicare program they lapse, first, into disbelief and, next,

into laughter.

If one were to write down America's quintessential health-care bill per $100

spent on the direct health-care resources made available to patients, one would

probably not be far off the mark with the following:

FOR HEALTH SERVICES RENDERED $ 100.00

Surcharge for "pluralism" $ 20.00

TOTAL HEALTH-CARE BILL $ 120.00

We may quibble about the precise magnitude of the surcharge for "pluralism,"

about what "pluralism" actually represents, and what "pluralism" is really worth in

terms of real and imagined benefits. These are matters of taste deeply rooted in

the nation's culture.

My point here is merely that the American health system is as expensive as

it is because the American people--or at least its legislative representatives--want

a free-wheeling system that is necessarily so expensive. And if that is what is
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wanted, then the American people and their legislative representatives ought not

to lament the resulting drain on their pocket books; they ought to sit back and

enjoy it.

To be sure, one major flaw in my prescription is that the very expense of

our health system has now made us reluctant, as a people, to be our brethrens'

keeper in health care if these brethren are sick, poor and uninsured. I have

written at length about that American tragedy and would, at this time, merely

submit to your committee one such paper for possible insertion into the record.

But even here we could, if we wished, own up to our professed Judeo-

Christian ethic, as I have suggested in that paper, without necessarily destroying

the "pluralism" that the American people apparently cherish and which this policy

analyst must therefore respect.
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Are Mandated Benefits the Answer?

By Uwe E. Reinhardt Ph.D.

Mandated employer-paid health insurance poses serious
problems not present in some alternative approaches.

Most readers of this essay are likely to be
rich. So is its author, and so are the great
majority of managers, lobbyists and
legislators who jointly direct the flow of
this nation's health-care resources. Most
of us are likely to live in households with
annual incomes in excess of S50,000 to
$60,000 per year. As Table I shows, that
would place us somewhere in or near the
top 20 percent of fanmilies in the nation's
income distribution. Persons in that felic-
itous position can fairly be labelled "rich."

It is illuminating for rich people
occasionally to contemplate the nation's
income distribution, not only to luxuriate
in their own good fortune but also to
imagine what life must be like at the
nether fringes of that distribution-say,
among the 20 percent of American
families with annual incomes below
S14,000 or among the 20 percent of
single individuals with annual incomes
below $5,200.

Millions of Americans in these dire
straits do not enjoy the peace of nund
simply taken for granted by their counter-
parts elsewhere in the industrialized
world: comprehensive health insurance
that protects their meager family budgets
from the financial consequences of ill-
ness. Graph 2 conveys the socio-economic
dimensions of this phenomenon.

It is seen that, in 1985, an estimated 35
million Americans were without health

U-E. Riohod. M- Plf-ofPfi-d

HMQodr7m.rwyb-,d.

insurance of any kind. Close to half of
these were full-time workers. Close to
one-third were children under the age of
18. As is well known-or should be well
known-roughly one-third of all
Americans living below the official
poverty line are children, and more than
22 percent of all American children now
live below that official poverty line. In
1985, that fine was an annual income of
S7,230 for a nonelderly family of two and
S10,900 for a nonelderly family of four.

Granted, about one-third of the
uninsured could afford to purchase health
insurance out of their own resources, if
affordable individual policies were
actually available to them in the market,
say, at a price equivalent to group health
insurance. In 1987, the annual premium
for such a policy would have been
between S2,100 and S4,500 fora family
of four, and between S780 and $1,500
for a single individual, depending on
location. In addition, the insured would
shoulder deductibles and coinsurance
exposing them to a maximum annual
out-of-pocket expense of S3,000.

Unforunately, some major
commercial insurers do not even offer
individual health-insurance policies any
more. If they do. they must price them
at a multiple of the premiums for group
insurance because there are added
marketing and administrative costs and
there is the ever-present problem of
adverse-risk selection by individuals.

Be that as it may, about two-thirds of
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the uninsured live in households whose
already-tight budgets would be severely
taxed even by the lower group premiums.
In connection with these low-income
Americans, their better-offcompatriots
therefore cannot escape this fundamental
question:

With respect to health care, wouldst
thou be thy poor brothers'and sisters'
keeper, which is to say, wouldst thou
be willing to provide, through direct
or hidden taxes, health-insurance
coveragefor these ones?
Here is how our Canadian neighbors

have answered this very question: The
government of Canada believes that a
civilized nation should not make the sick
bear the finan.cia burden of health care.
Everyone benefits from the security and
peace of mind that comes with having
prepaid insurance. The misfortune of
Dlness, which at some time touches each

of us, is burden enough; the cost of care
should be borne by society as a whole. '

The strength of Canada's consensus
on this point can be inferred from the fact
that the statement was issued in 1983-
that is, by a Conservative government.
And the statement is not just faocle lip
service to a mellow ethical precept. To
implement the sentiment, Canada has
socialized completely thefinancing of
health care, although, it must be added,
not its production.

One must wonder whether such a
statement would find endorsement in
our nation's legislative chambers, or on
proverbial Main Street. To be sure, in
survey after survey the majority of
respondents profess allegiance to the
principle that "all Americans should have
access to the same quality of health care
regardless of ability to pay for that care:"
At the same time, however, there are the

The misfortune
of illness is burden
enough. The covI
of care should be
borne by societ%
as a W hole.

Table S

DistributionofMoney lone. 1986
Households with Two

Qusntle or More Individuals Unrelated Individuals

Percent of Upper Income Percent of Upper Income
Tota] Income Threshold Total Income Threshold

LowesmQusotile 4.6% S13,886 3.5% S S,128
SecondQuntile 10.8 24,020 8.8 9,260
ThirdQuintile 16.8 35,015 15.2 15,334
Fourth Qtmniole 24.0 50,370 24.5 25,000
Upper Quindle 43.7 - 48.1 -
Top5Percenr 17.0 82,273 19.1 40,600

So_.U S. oe.of C .o d. ofr C . Money Isnnea- Ponerny Sus of F-1. ad
Pn.m.doskU~So C' .r puoSi.Pe6O ,157/ . Iy987: Tbl4.

Graph 2

Non-Eldely U.S. Population Without Health Insurance, 1985
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WorkStatus Ct PovetyLevel-

Chuldeeu 0-99%

Noo-eragei; 100 124%

Aduln. 125 199%

*Wb,6 _ _ 200 399%
Aduln _

U-N
-M

*-e-,ndo.nSnon..b. endy-e . d rfi-d p-rgt-efthe p, ty-l.
so DbvwhCho&e. -A F*(,kof hw .tlr-E~dPopWok. Wsid..Hss.u hW I,.,.- . Gone
M Fdonq M.pk i. i Wg-. t.c. EepIlirer fi, R-e lvu. 1987. Ch-v HIt and 111.2.

40%



217

Man% Americans
are deeply troubled
bv the hardship
endured by the
iation's poor
uninsured.

millions of uninsured, and no one seems including the mere mitigation of pain, if
to blanch at the advertisement currently that were technically feasible?
carried in the nation's major magazines 3. Should someone in State X have any
and sponsored by Amenca's Life and say on what is or is not done for sick
Health Insurance Companies according fellow Americans in other states? In other
to which: words, is public health policy in this re-

Insurers have to group people with spect a federal or a state and local matter?
similar risks when they calculate If Americans have reached a consensus on
premiums. If they didn't, people with thesequestions, thatwouldcertainlynot
low risks [healthy) would end up be obvious to a Martian visitor. But many
subsidizing people with high risks American citizens and legislators are
[sick]. And that wouldn't be fair. deeply troubled by the fiscal and, occa-
(Emphasis and words in brackets sionally, physical hardship endured by the
added.) nation's poor uninsured. What options

It is one thing to argue that nonactuarial are there for alleviating their plight?
premiums are technically not feasible in One option. clearly. sould be to copy
a price-competitive health-insurance what Canada has done: to introduces
market, for that is perfectly true. What collectively financed national health-
strikes one about the advertisement is insurance system. That option was
its use of the word "fair" How is one to vigorously debated in this country
interpret the implied distributive ethic? throughout the 1

9 7 0
s. It was found

Correctly viewed, one's yearning for wanting, at least by those who make
"actuarially fair" health-insurance health poliy in this country.
premiums is an implicit profession that The posture is understandable. The
one does not wish to be one's sick and providers of care, who hold great sway
poor compatriors' keeper, at least not over this nation's health policy, would
through the medium of private health stand to lose income under national
insurance. The question then remains, health insurance.' Second, unlike the
through what other medium would one much simpler parliamentary system in
be prepared to be one's sick and poor Canada, our more complex legislative
brother's keeper, if at all? process might not be able to devise an

These musings are offered here on the efficient national health-insurance
thought that the mush-lamented chaos in program, even if that were deemed
this nation's health policy really reflects a desirable in principle. Finally, Americans
deep-seated mental chaos on the maner have relatively little faith in their
of distributive justice. Before even governmenes ability to address social
bothering to contemplate the relative problems.
merits of 'national health insurance,' These apparently widely shared
"mandated benefits" or still other sentiments point to an increasingly
proposals, one should therefore search popular solution to the nation's social
one's soul for answem to the following problems: their delegation to the good
fundamental questions: offices of the private sector. That

1. Should health care-including approach finds expression in S.1265,
preventive camr such as glaucoma tests proposed by Senator Kennedy, which
and throat cultures for sick children- would mandate employers to provide
be construed as a private consumption employees and their families with
good to be financed by its "consumer,' or comprehensive, basic health insurance,
should it be viewed as a socialgood, akin largely at the employer's expense.
to elementary education, and be financed Ironically, Senator Kennedy's proposal is
collectively? strikingly similar to the National Health

2. Should every American have a Insurance Partnemhip proposed by
nght to acutely needed health services- President Richard Nixon in his Health

88-544 0 - 89 - 8
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Message to Congress on February 18, one as the sine qua non of a properly

1971.' Although extraordinarily functioning democracy. By its very

progressie by today'- . ,dards, that nature, pseudo-taxation is dishonest
proposal was deemed as much too timid axation and, as such, is likely to

against the more ambitious rival national engender dishonest public stewardship.

health-insurance proposals then being All taxes tend to drive a distortive

contemplated wedge between the benefits and costs that

One can assess the merits of mandated flow from private decisions and accrue

health benefits in terms of a T-account, to the private decision-maker. So does

with a debit and a credit side, the pseudo-tax of mandated benefits.

The first credit entry would be the Mandated benefits are, in fact, a form

fact that the approach builds upon the of payrol tax with roughly the same

American tradition to link health incidence and roughly the same negative

insurance to the workplace. That implications for economic efficiency.

approach has served millions of Of course, the owners of a business

Americans well, albeit at a high cost firm (proprietors or shareholders) can

to employers and employees jointly.' reduce their own share of the tax burden

A second credit is due for the sheer by passing on the tax tQcustomers in the

power of the approach. With one stroke form of higher prices or, alternatively, by

of the legislative pen, the mandate would substituting the mandated, employer-

bring coverage to well over half of the paid benefits for cash wages that would

currendy uninsured. The remainder otherwise have been paid-that is, by

could presumably be absorbed into shifting the tax backward to the

an expanded federal-state Medicaid employee. That is undoubtedly the case

program or be left to other initiatives in firms that now offer their employees
purely at the state level, health-insurance benefits voluntarily.

Therein nould reside vet another But high price-sensitivity on the part
credit-namely, that the approach would of customers or rigidities on the wage side
preserve the pluralism in health care on may limit the degree of this tax shifting.
which Americans place such a premium If so, the effect of the tax is likely to be

and for which they appear to be willing the substitution of labor-saving capital
to pay a heavy monetary premium. equipment for the (now more expensive)

Finally, one must credit to the input of labor or, worse still, simply a
approach its extraordinary political reduction in output and employment.
appeal. Mandated benefits are taxes in At least some of the working uninsured
the sense that they coerce fiscal transfers may thus be transformed by mandated
among private entities in the economy. benefits into unemployed uninsured.
They are, alas, pseudo-taxes that permit Even if employers were able to shift the
the politician to exercise the government's tax implicit in mandated benefits fully to
power to tax without having to book their employees' cash wages, the ultimate
these taxes as government revenue and, incidence of that tax might then be quite
thus, without assuming accountability regressive. For employees in the bottom
for the disposition of the implied tax two quintiles of the income distribution
revenue. It is the dream of any legislator (see Table 1), that added tax burden
who would use the governments power would be devastating.
to achieve preferred social goals and, Finally, there is evidence that the bulk
at the same time, appear as a fiscal of the employed uninsured work for small
conservaive. business enterprises.' The latter tend

And therein, of course, lies the first to be the cutting edge of the economy.
debit one would register against the They have provided the bulk of new jobs
proposal. Accountability for the use of created during the most recent economic
the government's power to tax strikes expansion. Is it wise to saddle this entre-

.Mandated bt is, |
arr taxcs in tlh.sc

thes ccrsc fi.cai

transfer .stssamit,

pris are entiti-..



preneurial element in the economy not
only with the fiscal burden inherent in
mandated benefits but, worse still, with
the bureaucratic burden of demonstrating
compliance with the typically complex
statutes passed by our legislators? There
would doubtless arise yet another Class of
consultants deriving their livelihood from
interpreting the government's wishes to
the laity. Mandated health insurance
would also, of course, drive these
entrepreneurs into the arms of an
insurance industry that traditionally has
not distinguished itself in servicing small
businesses.

Whatever one maV ultimately conclude
on the merits of mandated employer-paid
health insurance, a supply-side measure
it is not. From that perspective, it is
probably one of the more harmful taxes
one could contemplate and, possibly, a
regressive one as well. Champions of the
poor should favor it only if that were truly
the only legislative relief in sight. One
could, of course, think of alternatives.

For example, the federal government
might provide a basic fail-safe health-
insurance policy to which every American
would be automatically entitled and for
which individuals would pay with an
honest income-tax equal to X percent
of their adjusted gross income, unless
an equivalently good pnvate health-
insurance policy were clipped to the
1040 tax form, in which case the
individual would be excused from that
health-insurance tax. Taxpayers who
opt out in this way might nevertheless be
required to pay, say, I or 2 percent of their
adjusted gross income as an earmarked
contribution to the fail-safe system. It
would be that individual's membership
in the Club of Civilized Peoples.

Benefits under the fail-safe system
would be obtained from a set of local,
competing health-maintenance
organizations under contract to the
government. Emergency care received
elsewhere might be compensated under
Medicare rules. Because of these
constraints on choice, many Americans
would probably prevail upon their

employers to provide the traditional
alternative. Such pleading would be
apt to prevail in the coming era of an
all-around labor shortage. By setting
the tax for the fail-safe system appru-
priately high-perhaps progressively
-the large bulk of Americans might
be encouraged to remain within the
private system. In contrast to full-fledged
national health insurance, the system
would remain pluralistic.

Limitations of space preclude a further
elaboration of such a scheme here;
it can be found elsewhere.' Suffice it to
say that mandated employer-paid health
insurance would not be inevitable were
Americans prepared, at long last, to
contemplate other options thoughtfully
and without the burdensome ideological
baggage that has marred the discussion
of health policy in this country for so
long.
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Ideology has marred
the discussion of
health policy in
this country.
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Representative SCHEUER. Now we'll hear from Mr. Evans, from
our neighbor to the north. Let me say that Mr. Evans is currently
professor of economics at the University of British Columbia. We
are delighted to have you.

STATEMENT OF ROBERT G. EVANS, PROFESSOR OF ECONOMICS,
UNIVERSITY OF BRITISH COLUMBIA

COMPARING THE CANADIAN AND THE UNITED STATES SYSTEMS

Mr. EVANS. Thank you very much, Mr. Chairman, and thank you
for this opportunity to see how work is done on the other side of
the fence. I was a little nervous, however, at your suggestion to
Uwe Reinhardt that he should cease to be tonguetied because the
thought of Uwe operating untonguetied is rather intimidating.

I'm in the difficult position, of course, coming last, that a lot of
my best material has already been sent past you. But I'm a great
believer that if a thing is worth doing it's worth overdoing, so I will
do some of that again.

Uwe described himself as an immigrant. I'm in the position, of
course, of being a guest here which means that I can go home
again afterwards, but I am also in a somewhat ambiguous position
as I realized listening to a comment that Mark Freeland made. The
inability of the United States to manage the costs and the utiliza-
tion patterns in its health care system is placing American indus-
try at something of a disadvantage in international trade. It's im-
posing extra costs on the United States, a handicap in that race.

Now I'm not an American. The handicaps which the Americans
impose on themselves are an advantage to my country in interna-
tional trade. So why exactly again am I here worrying about the
fact that the United States is facing not only costs substantially
higher than our own at the moment but is projecting those costs to
go up to 15 percent of its GNP by the year 2000.

From the point of view of a Canadian, worried about our general
international position, my reply should be, well, too bad, chaps;
keep at it; that's just fine.

However, like Uwe, I do feel a certain broader sense of moral re-
sponsibility.

Representative SCHEUER. You might not get as good quality of
health care down in Florida when you go down to visit your condos
in January or February.

Mr. EVANS. Well, actually, the provincial governments do run a
medevac system to rescue people from the American health
system. That is in fact true.

I think the most important aspect of the Canadian experience for
Americans and, conversely, of the American experience for Canadi-
ans, because it does go both ways, is that we have inadvertently
and together been conducting something like a continentwide
social experiment for the past 30 to 40 years. We have two nations,
as it is said, divided by little more than a common language. We
have probably the closest similarity in cultures, in geographic expe-
rience, immigration experience. The patterns of Canadian and
American culture, though far from identical, are probably about as
close as you would get in any other pair of countries in the world-
closer.
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The medical care-hospital care systems that we have are also re-
markably similar or at least have been until relatively recently.
Our modes of payment for health care, however, are radically dif-
ferent.

So we have come rather close to a quasi-controlled experiment in
that many of the other factors which would differentiate the behav-
ior of health care systems are in fact held relatively constant
across the border. So I would suggest to you that it is somewhat
easier to draw out conclusive propositions from our mutual experi-
ence than it is when George Schieber is wrestling with 24 OECD
countries. Conclusions from such a diverse group, if you could get
them, would be remarkably powerful but it's awfully difficult to
get them.

If you restrict your focus to two countries, it's a lot easier to see
patterns. Of course, you are still wrestling with the question of
whether you're really seeing the effects of the payments system or
whether there's some other factor you've failed to standardize for.

But more than that, you cannot only look at the impact of differ-
ent ways of funding health care on the way the health-care system
functions, you can test the sorts of propositions that Karen and
Uwe and George-both Georges-have been presenting. Even more
important I think, you can extend your sense of the possible. You
can look at a place like Canada, as we can look at the United
States, and you can see, well, if they do things over there and have
the following results, then it must at least be possible-it may not
be desirable, it may not be possible for us, but it can be done.

So you can look at the Canadian experience of stabilizing its per-
centage of GNP spent on health care over pretty close to 20
years-you can look at that and you can say, that can be done.
There are societies which have done it. We've done it.

When Dan Waldo tells you that there is an inexorable rise, that
there are trends which will go on into the future and which have
to happen, well, perhaps they have to happen in the United States.
They do not have to happen in general. They are not part of the
law of nature. They are not written into the structure of the uni-
verse.

Similarly, when we look at the U.S. experience with HMO's, we
can go home and say, "Right, it is not necessary that we supply the
same level of hospital care that in fact we do supply. We may be
overutilizing hospital care in some sectors. Other countries, other
populations looking rather like our own, do it differently and it
works.

So I think that perhaps the most important thing you can get
from looking back and forth across the border is to free your-
selves-and we try to do the same, because the mirror works both
ways-to free yourselves from the sense of inherent constraints,
the sense that the world has to be the way it is. In many cases, it
doesn't. And I think I'm not going to go into here things that
Karen Davis has said and things that Dorothy Rice has said. You
do have the power to reshape your world. The technology and the
denmography and all these things are powerful factors-influ-
ences-but in the end, you one way or another will have to control
it.
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Now taking off from there, the Canadian history-and I'll try to
be very brief on the history-really turns critically on the date
1971. Prior to 1971, we were in the process of constructing piece-
meal a universal hospital and medical care system. After 1971, we
had it in place.

Representative SCHEUER. After 1971, you had what?
Mr. EVANS. After 1971, we had universal coverage for all citizens

of Canada in every Province for all hospital and medical care costs,
first dollar coverage, effectively-there are always a lot of details
to be filled in in the footnotes-but effectively no direct charges to
patients. Essentially when I or any of my family get ill, we go to
see a physician, we may go to the hospital, and the financial ar-
rangements are between the hospital or the physician and the Pro-
vincial government that pays on my behalf.

So when you look at our experience, 1971 forms the watershed.
Prior to 1971, we were in a payment system which was in many
ways like that of the United States. If you go back to 1950, we had
predominant self-payment. We had private not-for-profit insurance.
We had growing for-profit insurance. We were developing the way
the Americans were, but as usual, with about a 5- or 10-year lag
because we're a somewhat more primitive society.

The difference was that we made certain critical-sometimes I'm
not sure how consciously we made them, but we made certain criti-
cal decisions along the way. We made the decision to go universal
for parts of our system rather than partial for all of our system. In
other words, we went into universal hospital care rather than
going into partial physician and hospital care the way you did with
medicare and medicaid. We took entire classes of services and went
universal on them all at once rather than going categorical and
picking up the pieces of the population which seems to have the
greatest difficulties.

My reading of your experience is that the categorical form of
thinking is built very deeply into the American psyche. Locate the
specific group with a problem and go and fix their specific problem.
You keep on squeezing the balloon or the pillow at each point. For
whatever reason, we went the other way. We said let's pick hospi-
tal care, which seems to be the biggest problem, and let's deal with
that for everybody.

Once we had gone univeral for one sector, it became natural to
keep on expanding by going universal for additional sectors. Fur-
thermore, once you have gone universal, you change the whole
structure of the payment process. Once you cover all hospital care,
there's no point in paying hospitals on fee-for-service. You pay
them on administered budgets.

We've been in prospective payment for hospitals since I think
forever, certainly as long as we've had a hospital insurance system,
because there isn't any point, if there's only one insurer-there
isn't any point in paying hospitals on individual fees. The insur-
ance program for the Province sits down and negotiates the annual
hospital budgets with each of the hospitals in its jurisdiction.

Once we had that principal in place, of no direct financial in-
volvement of the patient for hospital care, it was natural to go the
same way when we went into reimbursing physician services at the
end of the 1960's. So the physician services plans were set up with
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no direct financial involvement of the patient. The physicians con-
tinue to be paid fee-for-service, but they are paid fee-for-service by
the Provincial government according to fee schedules negotiated
annually, bargained annually between the Provincial governments
and the physicians.

So if you took the results of all this, by 1971, what we have is a
system which deviates from the American on I think four key axes.
One, we have a sole source funding system rather than the multi-
ple sources that Uwe Reinhardt described. We don't have socialized
medicine. What we do have is socialized insurance. We have a
public monopoly over the insurance function. Physicians are still
private practitioners. Hospitals are still run by voluntary boards.
But the money all flows through one channel.

Second, we have coverage of the entire population in one system
rather than a whole variety of different categorical approaches.

Third, we fund the whole thing out of general tax revenue rather
than out of a multiplicity of sources-self-pay, premiums, public
tax funds of various sorts-it all goes through one channel. All the
dollars flow through one way.

Finally, from the patient's point of view, we have first dollar cov-
erage to all intents and purposes. There is not an extensive array
of direct charges to patients that patients have to cope with one
way or another. In a sense what this does is it limits the moral
hazard on the part of governments. Governments are always
tempted to try to shift some of the costs back to patients. If you
have a first dollar coverage system, you're holding the Govern-
ment's feet to the fire. You're making it almost impossible for
them to do that. That's an extremely important part of the control
of our overall system, is basically disciplining our government, pre-
venting them from shedding their responsibilities. In the United
States it seems easier for governments to shed their responsibil-
ities. I'm sorry. That was an uncalled-for political announcement.

Representative SCHEUER. No, because the Government hadn't ac-
cepted responsibilities in the first place, so they haven't had re-
sponsibilities thrust upon them.

Mr. EVANS. But it's not prepared equally to declare that it will
not accept them. It wants it both ways.

Representative SCHEUER. That's right.
Mr. EVANS. That goes back to the Revolution, I think. You people

have always had a problem that way. You wanted imperial defense
but you didn't want to pay for it.

Representative SCHEUER. Well, I think our budget deficit 200
years after the fact would indicate we haven't improved.

COST CONTROL AND NATIONAL HEALTH INSURANCE

Mr. EVANS. Now let's very quickly run through what the impacts
of that have been. You've already been told that health spending in
Canada has stabilized, and has been essentially stable since 1971,
as a percent of GNP. That's not necessarily an indicator of the best
of all possible systems, but if your objective is to control costs, we
have done it. The only exception to that is 1982 when we got
caught in the great recession and our health spending leaped up by
nearly a percent in 1 year.
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Representative SCHEUER. That doesn't have to be your sole objec-
tive.

Mr. EVANS. No, no. I've got a few more. What that does, though,
from the point of view of looking into the mirror or looking into
the controlled experiment that I'm talking about, I think our expe-
rience conclusively refutes the notion-which was creeping into
some of George Schieber's comments-that the level of health
spending in a country is basically dictated by its level of income
and wealth, that wealthier countries necessarily spend more than
poorer countries do.

He is quite right that there is a statistical tendency in that direc-
tion, but one of the key outliers from that experience is Canada.
There are some others. And I think everyone who has examined
the Canadian experience, not just ourselves but other analysts
from outside, have concluded, yes, indeed, the Canadian experience
shows that policy in this area is possible. You're not dictated to by
your income level and you are not dictated to by the overall struc-
ture of your technology and your aging population and so on and so
forth. The key message is that policy is possible.

We actually were expanding at very much the same rate you
were prior to 1971. When we had the institutions in place and we
had the political will to do something about it, we were able to
turn it around far faster than I think any of the analysts at the
time anticipated was possible. I'm in print as having said it
couldn't be done, by the way.

Representative SCHEUER. When you say the institutions were in
place, are you talking about the institution of national health pro-
gram?

Mr.- EVANS. Yes. I'm reiterating what was said by earlier wit-
nesses, which is that universal coverage is the means for getting
costs under control. It is not a tradeoff between universality and
cost control. They are in fact complementary.

Representative SCHEUER. Are you sure that's not-what you
learned in high school Latin-a post hoc argument?

Mr. EVANS. I did indeed learn it in my high school Latin and,
yes, I am sure, because if I compare your own experience with our
experience prior to 1971, if I compare our experience with yours
contemporaneously, and if I analyze the mechanisms whereby this
was achieved, they all point in the same direction.

Now what I am not prepared to say is that you cannot have cost
control without universality, because I don't know that. I don't
think anybody knows that. But I am prepared to say that I have
not seen anybody achieve that trick without universal coverage.

Representative SCHEUER. And you think that in your country the
experience was that you achieved cost control in large part, if not
entirely, because of the fact that you put a national health pro-
gram in place in 1971?

Mr. EVANS. It was a necessary condition. It was not a sufficient
condition, but it was a necessary condition. The sufficient condi-
tions included the political will to go with it. And in this I am in
complete agreement with the physician associations in Canada.
Their argument is that that's a very severe problem because, as
Uwe Reinhardt has very clearly pointed out, cost control means
income control. But we're all in agreement that it is the universali-
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ty of the system which is what permits the achievement of control.
Because otherwise, you're still pinching the corners of the pillow or
of the balloon. You can keep on doing that indefinitely.

ACCESS AND NATIONAL HEALTH INSURANCE

Now on the access side we get into some more severe issues. We
have, as you know, succeeded in providing access to the entire pop-
ulation in the financial domain. The key issues surround the ques-
tion of whether people actually get access to care, because obvious-
ly you can provide universal coverage by a system that doesn't
have the capacity to provide the care.

It's much more difficult, as other witnesses have pointed out, to
get a handle on whether or not we are rationing care in a sense
which has any implications of damage for our population. We do,
however, have some numbers. We have as many physicians as you
do and they seem to work as hard. We have even more time spent
in hospital beds. We have fewer pieces of heavy diagnostic equip-
ment, but we use them more intensively. By the way, we also use
our hospitals more intensively. Occupancy rates run 80 to 85 per-
cent as compared to yours which, I gather, are now down to about
60 percent.

Representative SCHEUER. In New York City they hover around
100 percent.

Mr. EVANS. OK. Fair enough.
Representative SCHEUER. There are varying experiences.
Mr. EVANS. All generalizations are false and generalizations

about the United States are even more false, yes. Fortunately,
Canada, as Uwe Reinhardt has pointed out to me, is a completely
homogenous country, which makes these things much easier to
talk about.

We know, for what it's worth, that our health status indicators
are no worse than yours and in some respects better, but we also
agree with the analysts here who say that we don't know how
much that has to do with the performance of the health care
system.

So on the access side, we would emphasize--
Representative SCHEUER. Hold on a second. What would it have

to do with? Genetics?
Mr. EVANS. Some genetics. To a very large degree, it appears, so-

cioeconomic status. There are very clear gradients in this country,
in Canada, in Britain, I think everywhere that anyone has looked,
there are clear gradients in health status that are associated with
socioeconomic status-with income, with employment, with all
those sorts of things.

Representative SCHEUER. With education?
Mr. EVANS. Yes. The work of Tom McEwan I think has shown

very clearly that the major gains in health of Western populations
have not come through the contribution of medical and hospital
care, but have come through better diet, better access to all the
conditions of life, stopping smoking helps a bit.
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U.S. SYSTEM MORE FLEXIBLE

So the point is that there are a whole lot of other factors that
perturb those numbers and one of the things-I've been telling you
some of the good things about the Canadian system-I think one of
the problems that we have with our kind of system is precisely
that it tends to freeze in place the way we think about hospital and
medical care, that the health care system becomes defined in terms
of what governments are prepared to pay for. So one of the most
interesting aspects of the American system to us is the extraordi-
nary diversity of ways of organizing care, of ways of paying for it,
of ways of linking hospitals, doctors, and other professionals togeth-
er. We're not altogether sure we want to be living in the middle of
this boiling experiment, but it is very interesting to watch from
outside.

Our own system is much more difficult to move. It really is a lot
more stodgy, partly because everybody is pretty satisfied with it.
We have no real constituency for radical change.

DIFFERENCE IN COSTS IN CANADA AND UNITED STATES

If we try to partition out, though, where the savings have come,
where the big difference between you and us is, and the difference
now-I'm not sure listening to this morning's presentation whether
I should be thinking about the United States as 11.1 percent of
GNP or 11.6-but basically, ours is still 8.6 on the most recent
numbers I could pry out of Ottawa. They tend to be a bit close-
mouthed. So you're talking about a difference of either 2.5 or 3 per-
cent of GNP between Canadian and United States spending by
now.

Now that is really quite a remarkable amount of money. That's
the difference that Uwe Reinhardt pointed to in what we make
over to the providers of care and what you make over to them.
Where does it go? Well, about half of 1 percent of GNP-now half
of 1 percent sounds small, but when you multiply it by GNP you're
talking about $20 to $25 billion so it's not trivial-is recorded as
the extra costs of overhead of running your system. Uwe has em-
phasized this enough I think, but the costs for pushing around the
paper in your system, the insurance premiums less the amount of
benefits paid, seems to run about $20 to $25 billion.

In addition, your hospitals and to a lesser extent your physicians'
offices have an extraordinary complement of people running the
business offices-the accountants and the bookkeepers and the
beancounters. Uwe is quite right. Our hospital administrators
snicker as politely as they can when they look at the overhead per-
sonal cost per patient day in the United States. A lot of what you
record as the intensity of services received by patients is servicing
that they get from accountants, from management consultants, and
from public relations specialists. To be quite blunt-if I were unfor-
tunate enough to be in a hospital, I would much rather see a nurse
and possibly even a physician, but certainly not a public relations
specialist. That isn't really who I want to talk to. But that's who
you're paying for.

Now those two items in total-the administration and prepay-
ment costs separately recorded in your statistics, and the insurance
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costs implicitly in your statistics but buried in your hospital budg-
ets-look as if they come very roughly to something like a full per-
cent of GNP. Of that 2.5 percent difference between our two coun-
tries, that's about 40 percent of the total. One percent of GNP out
of a total 2.5. Those estimates are a bit rough but that's the order
of magnitude that we're talking about.

Now to the extent that you're just paying people to push paper,
you shouldn't expect any difference in health status or outcomes.
Of course we're going to do as well as you are; accountants don't
contribute that much to your health as a general rule.

The second major component-again, Uwe hinted at this-our
physicians' fees have risen no faster than the general inflation rate
since 1971. There is a view around that service industries necessar-
ily inflate faster than the rest of the economy. This is not correct.
It really depends on the pattern of innovation in those industries.
Our physicians have had to live with, first, declining real-that is,
relative to general price levels-fees in the early 1970's, followed
by pretty much stable real fees thereafter. Yours have consistently
had fees outrunning the general inflation rate. The difference is be-
tween bilateral bargaining where they have to come to the bargain-
ing table and fight for their fees, and a system where they can set
their own fees. And that's been the second major difference in cost
between the two countries.

Needless to say, another difference then is there's a much higher
level of overt conflict in our system, that there are ritualized com-
bats held yearly and sometimes within the year as physicians tell
us that the whole system is coming unstuck and the Provincial gov-
ernments tell us that the budgets are collapsing. Most of this is po-
litical theater, but it's important that it goes on because it focuses
the combat between those two parties and leaves me out as a citi-
zen, a taxpayer, a potential patient-I don't have to get into this
fight.

Now I think there's a lot of conflict going on in your system as
well, but I think it's suppressed. It takes place down at the individ-
ual level where the person with the bullet in her back doesn't get
the services, but we don't hear so much about that. We hear the
occasional case, but there isn't any institutionalized megaphone to
expand the sense of conflict and to create the combat.

The other source of combat in our system is that precisely be-
cause it has been successful in controlling costs, there are a lot of
people cheesed off about that. They were the people who hoped to
earn those costs as expanding incomes and that's inevitable. If you
succeed in cost control, then you must accept conflict on a long-
term basis. It won't go away. It's like labor-management negotia-
tions. It's with you permanently.

The third area in which we have made the difference in cost is in
hospitals. In hospitals we really do provide less intensive servicing.
This is again a point that's come out already. Some of that differ-
ence is illusory because we don't have as many accountants hang-
ing around. Some of it is because we have a lot more of our long-
term care people in the hospitals that you would have put in nurs-
ing homes. So when I say we use a lot more hospital space, partly
it's because we have chosen to withdraw beds from availability by
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filling them up with long-term care patients, whereas you leave
them empty.

In reality our acute care sector is shrinking, much the same way
yours is under the prospective payment system, but it's hidden in
the numbers. You have to dig around a bit before you can see the
reduction.

But when you get down to the really hard questions that other
speakers have pointed to-value for money, do we know whether
what we're doing is worth doing? Are we an efficient, cost-effective
health care system? We don't know. The hard fact is that the pro-
viders jealously guard their autonomy. The Provincial governments
are desperately relieved that the system doesn't cost any more
than it does. And neither party to that discussion really wants to
get into the grubby details of whether a great deal of waste is still
going on or whether anybody is suffering in detail. We have I think
come less far than you-quite a lot less far-in the whole field of
technology assessment and evaluation of what is being done.

In defense of ourselves, I would argue that while you're a long
way ahead of us on the technology of evaluation or the evaluation
of technology, both, you're no further ahead in how to transmit
that into the behavior of your health care system. The transmis-
sion belts to go from what you know to what you do are not there
in the United States and they're not really there in Canada either.

So when I think you asked what do we and the rest of the world
know that Americans don't, in the presence of my learned col-
leagues I have to say not a great deal. We've been a little more suc-
cessful in applying what we do know. I think we know a little less
that's not so, among our economists, but on the core question of the
cost effectiveness of what we do, we haven't I think been any more
successful in applying rational analysis to that than you have.

Representative SCHEUER. Let me just interrupt you. You say you
haven't been more successful in applying rational analysis, but you
seem to have a system whereby once or twice a year the represent-
atives of the providers get together with the representatives of the
payers and they squabble like hell. You put them in a room and
you lock the door and you throw away the key and there's a lot of
scratching and yelling and hollering, and they come out with rate
structures and payment schedules that are rational and that don't
seem to lead to medical price increases that exceed the increases in
the general price level.

Mr. EVANS. This is right, but this is for doctors only. Hospital
services are provided by budgets in which the Provincial govern-
ment is basically on the surface dictating a budget subject to the
kinds of political backlash which come if a hospital can convince a
community that it's underfinanced, but we really-the battles with
physicians are over fees. The question of do we need more MRI ma-
chines, should we-we have fewer per capita pieces of heavy diag-
nostic equipment, for example, than you do. We do fewer cardiac
bypass operations. You do a lot that aren't necessary.

Representative SCHEUER. That's right. You have to do fewer be-
cause they're medically not indicated or the equipment isn't avail-
able or you can't afford it. You do fewer.

Mr. EVANS. Well, the two become interlocked. When the equip-
ment isn't there, then the medical indications change.
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Representative SCHEUER. Well, I take it you have some kind of
regional planning.

Mr. EVANS. Yes.
Representative SCHEUER. On the availability of CAT scanners

and similar medical equipment. Does everybody for whom a CAT
scan would be appropriate get a CAT scan or does scarcity impact
on the availability of a CAT scan?

Mr. EVANS. We believe that everybody who needs one gets one.
The legislation setting up the system says all "medically neces-
sary" services are provided. In a way, we're like an HMO. Just as
an HMO contracts to provide all medically necessary services to its
enrolled population, so a Provincial government is politically con-
tracted and bound to provide all medically necessary services to its
population.

Now if you get into an argument over whether we need more
machines or not, do we know at the margin whether the addition-
al-if you have the machines they will be used. We do know that.
But will the additional services be of any particular use to anybody
or not? The process for deciding that is all pretty informal. It's all
rather loose. And as an outsider, I'm uneasy that I would like to
see more formal evaluation and more assessment of the scientific
evidence.

QUALITY OF NATIONAL HEALTH INSURANCE

Representative SCHEUER. Well, let me interject another question
before you get to your next point. You told us that your system is a
little bit turgid and and a little bit rigid on the introduction of new
technologies, new methodologies, whatever.

Mr. EVANS. Stodgy, I said.
Representative SCHEUER. Looking back over a decade or two,

almost two decades since 1971, would you say looking at the length
and breadth of the Canadian health care system that this perhaps
additional rigidity in your system over ours with our pluralistic
design where anybody can get into the act and do almost anything,
at least for a while, has that resulted in a lesser level of care? Are
there drugs, are there treatments, are there surgical operations at
the cutting edge of new technology that are not generally avail-
able?

Mr. EVANS. No. That's certainly not true. We do stay up with the
new technology and I think we got our lithotripter in Vancouver
before anybody in the United States had one.

Representative SCHEUER. All right. Then what is it that--
Mr. EVANS. The problem is, we got one and we got it first and we

got it fast. We got an MRI machine in fast. But we don't proliferate
it out to the community hospitals at the same rate that you do.
This comes back to this regional and Provincial planning again. We
keep a much tighter grip on how many of these things get out into
the community.

Now the thrust of your question is do I believe that as a result of
that Canadians in general are suffering from--

Representative SCHEUER. How about back in the rural areas, do
they have access?

Mr. EVANS. Sure they do because--
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Representative SCHEUER. I don't see where you're suffering at all
then.

Mr. EVANS. There is no evidence that would say we are. And
there is certainly general belief by all the people-certainly the
payers, certainly the general population-that we are not. What
I'm saying, though, is that if you wanted to get hard evidence of
the type acceptable to the Office of Technology Assessment one
way or another, we don't have that. We haven't controlled the
system by that degree of rational analysis.

IMPORTANCE OF CARE ASSESSMENT

But the final point I think that I did want to get out of this was
that that kind of detailed analysis of value for money is extremely
important. Secretary Califano mentioned that this morning. Sever-
al other speakers have, and I would agree, and it's in my evidence
as well. It's extremely important to know about the value for
money that you're getting.

That, however, is neither a necessary nor a sufficient condition
for cost control and access control. We have the control of costs
without that kind of detailed knowledge. It is not clear to me that
if you had that sort of detailed knowledge in the United States you
would necessarily get any kind of better cost control. I don't believe
that the two are that tightly linked. I think it's important to do,
extremely important, but the overall question of providing access
and controlling costs is a separate question. It's something that
with our institutions we have succeeded in doing.

In the meantime, the system that we have is overwhelmingly po-
litically popular. All the major pieces of Federal legislation have
been passed in the House of Commons unanimously because for
anybody to vote against them would be political death, and we
have come much closer to what Secretary Califano was mentioning,
of shifting from "if in doubt do" to "if in doubt don't." In the
meantime, as I think I made a remark in my testmony, we're smil-
ing all the way to the bank.

[The prepared statement of Mr. Evans, together with an attach-
ment, follows:]
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PREPARED STATEMENT OF ROBERT G. EVANS

A MIRROR CLOSE BY

The North American Experience With Health Care Funding and Health
Expenditures

A. Health Care Funding in Canada and the United States - An Inadvertent
"Social Experiment" on a Continental Scale

(i) Very similar, though not identical, societies, with common
language, closely related cultural and geographic experience, and
tightly linked economic and communications systems.

(ii) Likewise very similar medical care "industries" - effectively
identical technology and training programs. Medical care in both
countries is predominantly provided by independent fee-for-
service physicians, with admitting privileges at not-for-profit
"voluntary" hospitals run by boards of trustees or
municipalities.

(iii) Radically different processes of reimbursement for medical and
hospital services, superimposed on similar delivery systems -
Canada has, not "socialized medicine", but "socialized
insurance".

(iv) Thus, the comparative experience of the two countries provides an
opportunity to study the impact of alternative modes of funding
on the health care delivery system in a "quasi-controlled"
environment. Other confounding factors are not non-existent, but
are as close to constant as one would find in any pair of
countries in the world.

(v) This comparative experience enables students of health care in
both countries to draw inferences about what miphr have happened,
if different policy choices had been made at particular points in
time. It also expands the sense of the possible - what has
happened in the other jurisdiction is obviously not a priori
impossible, whether or not it is desirable, or possible here. And
it provides clues, if not always definitive conclusions, as to
the likely consequences of supgested Policy interventions.

(vi) Health care delivery systems in Canada and the United States have
become less similar over the last twenty, and particularly the
last ten, years, with the development of for-profit institutions
and a more "competitive" environment in the U.S. This divergence,
however, is more plausibly interpreted as. a consequence of the
differences in reimbursement systems in the two countries, rather
than an external factor confounding their comparison.

B. The "Road Not Taken", Before 1971 and After

(i) In the Post-war period, Canada and the United States had very
similar funding systems for health care, though (as usual) the
institutional evolution in Canada was some years behind that in
the U.S. Both were based on a mix of self-payment and private
insurance, with public support, largely at the local government
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level, for the indigent. Private insurance was predominantly not-
for-profit, provider-sponsored ("The Blues"), and community-
rated, but for-profit firms offering experience-rated coverage to
low-risk sub-populations were steadily expanding their market
share.

(ii) In both countries, it was clear that the combination of
increasing costs of care, and the erosion of community rating in
the private insurance market, would create a growing proportion
of the population who could not pay for needed care, or afford
private insurance.

(iii) The United States responded to this problem categorically, with
specific programs for disadvantaged groups. Canada, first in
particular provinces and then under national legislation, chose
instead to extend the "community rating" principle and provide
universal coverage to the entire population through a public
system.

(iv) In Canada, coverage was however first provided only for hospital
care: by 1961 every province had a public program in place
reimbursing all "medically necessary" hospital services. Because
each was a single plan, covering all care for a defined
population and group of hospitals, hospitals were reimbursed by
direct budgetary allocation, rather than by fees for particular
services.

(v) Furthermore, the budget review and reimbursement process meant
that the whole financial relationship lay between the public
program and the hospital. Individual patients were, and are, not
charged for services.* The public programs in turn are financed
from general government revenues, raised from taxes; some
provinces have a system of compulsory "premiums" but these are
effectively part of the general tax system.

(vi) In the 1960s, the system of public coverage was extended to cover
physicians' services. In this case, physicians continued to be
reimbursed by fee for service, but according to uniform schedules
negotiated periodically between the provincial medical
association and the provincial insurance program, and by the
progam, not the patient.* By 1971, every province in Canada
provided coverage for all of its residents against all "medically
necessary" costs of hospital and medical care.

(vii) The differences between the Canadian and the American approaches
to health care reimbursement, therefore, can be summarized as:

a. Sole-source versus multinle-source funding: the Canadian
provinces are virtually the only reimbursers for hospital and
medical care. Funds flow into the American health care system
from many sources and through many channels. No one agency has
both fiscal responsibility for and administrative authority over
total outlays on health care.
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b. Universal versus categorical funding: The Canadian programs
cover all residents in each province or territory, and
portability arrangements provide effective national coverage. In
the U.S. insurance coverage depends on a large number of aspects
of status or behaviour - present or past employment, premium
payment, age, income level, or residence.

c. General tax revenue versus mixed source funding: The burden of
paying for health care is in Canada distributed in proportion to
that of the overall tax system, and is as equitable or
inequitable as that system. In the United States part of the
burden is distributed in this way, but part (about one-third)
falls on those who experience illness, as they pay for their own
care, and part flows through private insurance premiums, which
are more or less related to the expectation of illness and of
care.

d. First dollar versus partial coverage: The Canadian public
plans pay the full cost of care, directly to the provider, so
that the patient qua patient (as opposed to qua taxpayer) is not
financially involved. Americap public programs similarly deal
directly with some providers; with others they reimburse the
patient and the patient is responsible for the provider's bill.
In either case, the patient may be required to pay a significant
share of the bill. Private insurance arrangements likewise offer
a range from the "classical" HMO, with no direct financial
involvement of patients, to partial reimbursement of the patient
for the provider's bill.

* Like all generalizations, these are false. "Extra-billing" by physicians
- direct charges to patients over and above the provincial reimbursement
rates - has a long and fascinating history, originally being permitted but
under very different adminstrative restraints in the different provinces.
It was always more important symbolically than quantitatively, however, and
subsequent to the Canada Health Act of 1984, it has been eliminated in all
provinces. Some provinces maintained a token charge for hospital days,
which has now also disappeared. The statements above are "95%" true for the
last twenty years, and are now "99+%" true.

C. Health Care Funding Matters: The Diverging North American Experience
After 1971.

(i) The most readily apparent imnact of the differential approaches
to funding is on overall outlays on health care. The "cost
explosion", which is apparent in the data for both countries
during the fifteen years prior to 1971, stops in Canada after
that date. In the United States it continues. In 1971, both
countries spent a very similar share of their national income on
health care - about 7.5%. By 1987, the proportion in the United
States had risen to over 11%; in Canada it remained virtually
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static through to 1981. The ratio jumped to 8.6% in the Great
Recession of 1982, and has remained there since. Hospital and
medical care, as the dominant components of this total, show the
pre- and post-1971 break in Canada even more clearly.

(ii) Thus the comparative experience conclusively refutes two
different but related hypotheses:

a. Health spending in different countries is determined by their
level of income and development, and/or

b. Whatever the specific factors determining outlays in any
country, they are beyond the reach of deliberate policy.

Canada's quite different pattern before and after 1971 shows both
that the stabilization of costs is possible, and that it can be
achieved quite abruptly by specific institutional changes.
Universal sole-source funding led directly to cost control.

(iii) The second clear impact of funding is on access to care, at least
in its financial dimension. It is widely reported that nearly
forty million Americans lack any health insurance, and another
large number have coverage which is grossly inadequate to respond
to any serious illness. A much larger proportion of the
population has coverage which still exposes them to the risk of
substantial personal outlays, in the event of illness. In Canada,
all residents have virtually complete coverage, with no personal
financial liability for care.

Non-financial aspects of access to care are much more difficult
to quantify, and to compare unambiguously - see below. But it is
quite clear that the removal of financial barriers to care,
comprehensive coverage of all hospital and medical costs, is
quite compatible with overall cost control. In fact, Canadian
experience strongly suggests that universality and
comprehensiveness may be a requirement for cost control, rather
than, as commonly assumed in the United States, militating
against it.

(iv) Thirdly, as noted above, the health care system in the United
States has become much more diverse organizationally in the last
decade. This has not occurred in Canada; the form of care
delivery is virtually unchanged since the public programs were
introduced. The technology of care has certainly changed, as
everywhere in the world, and the relationships between the
providers of care and their public reimbursers have evolved
significantly, but the basic pattern of self-employed physicians
using voluntary hospitals, remains not only dominant, but
virtually universal. Universality inhibits diversity, for good or
ill.

(v) The level of conflict in the Canadian system has become much more
apparent, with the universal public system, and particularly in
its relationships with physicians. The first such plan, in
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Saskatchewan in 1962, had to weather a physicians' strike, as did
the ending of extra-billing in Ontario in 1986. It is less clear
whether the conflict is actually greater in Canada, or whether in
the United States conflict is simply diffused through a vast
array of individual transactions, and thus suppressed. But the
open and apparent conflict in Canada is certainly greater -
perhaps not unrelated to the fact that in Canada cost control has
been successful.

(vi) The principal expectation that a society has of its health care
system is that it should contribute to the health of individuals,
and of the populaton as a whole. But the available indicators of
health status are still too crude to permit any serious judgement
of the relative impacts of the two systems. There are several
competing hypotheses:

a. Canadians should be healthier because they have access to care
unrestrained by financial barriers; Americans cannot always get
the care they "need".

b. Americans should be healthier because they spend more on care;
the state-controlled Canadian system is "underfunded" and denies
its citizens access to expensive but effective interventions.

c. Health care has little to do with health anyway, so one should
not expect to find differences.

At this point, for the population as a whole, we simply do not
know. At the individual level, however, Canadians are spared the
periodic "horror stories" of people suffering or dying when
denied care for financial reasons.

(vii) Finally, population acceptability is similarly difficult to
compare. The Canadian system is overwhelmingly popular among the
electorate. All major pieces of federal legislation on the
subject have been passed unanimously by the House of Commons - to
be openly against Medicare is political death. Opposition in
detail, which probably represents covert opposition in principle,
continues among the medical profession, and in some provincial
governments, but is very much a minority position. Attitudes in
the United States are harder to gauge - again the absence of
institutions to concentrate opinion.,Ritual references to "the
world's best health care system" remain common, prompting a
Canadian to ask, "compared to whom?"

It is, however, probably very significant that in Canada citizens
- patients and taxpayers - are overwhelmingly satisfied while
opposition comes from the providers. In the United States,
dissatisfaction seems, to an outsider at least, to be more common
among users of and payers for the system. The conflicting
interests seem to be differently balanced.
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D. Health Care Expenditures - Income and Resource Control

(i) As a matter of accounting definition, total health expenditures
in any society are always and inevitably equal to the total
incomes earned from the provision of health care to the members
of that society. Thus the remarkable difference between trends in
total health expenditures in Canada and the United States has an
exact counterpart in differential trends in incomes earned. These
in turn are made up of a combination of lower rates of payment
for those supplying services, and lesser amounts of services
supplied.

(ii) The most obvious differential between the two systems is in the
overhead costs of administering the reimbursement process itself.
The multiplicity of different insuring agencies in the United
States generates three kinds of costs:

a. The outlays on "costs of prepayment and administration" -
basically the difference between premiums paid in and benefits
paid out - as reported in the National Health Expenditures
statistics of each country,

b. The administrative costs included in the budgets of hospitals,
medical practices, and other institutions, which are required to
establish the eligibility of patients, and to deal with the
claims requirements of insurers. and

c. The monetary and non-monetary costs of compliance with insurer
requirements which are imposed on the insuree.

(iii) The first category - prepayment costs identified and reported in
the expenditure data, are about five or six times as high in the
United States as in Canada, and rising rapidly. The differential
costs of administering the payments process, as opposed to paying
for care, account for about one-half of one percent of Gross
National Product. The total cost differential between the two
systems is now, as noted above, about two and one-half percent of
GNP - in relative terms Canada spends about three-quarters of the
U.S. amount.

(iv) In addition to these reported costs, the administrative costs
included in the budgets of hospitals and the overheads of
physicians' offices - thus included in total health expenditures
but not separately identified - are recognized by administrators
as very large. They have been roughly estimated as perhaps
another one half percent of GNP.

(v) This implies that the extra costs of administering the U.S
insurance process amount to something in the neighbourhood of a
full percent of GNP, or about forty billion dollars. In addition
to these costs, the multiple-source system imposes significant,
but unquantified, costs of organization, compliance, and
sometimes negotiation, on patients and others, which are not
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counted in the overall expenditure statistics. Thus an important
conclusion from the two country comparison is that a multiple-
source reimbursement system is a great deal more expensive to
operate than a sole-source public system, and that at least up
till now, efforts to create a more "competitive" system, or
"managed" care, have added substantially to these overhead costs.

(vi) The second major component of the cost differential between the
two systems is the difference in trends in physicians' fees. In
the United States, physicians' fees have consistently risen
faster than the general price level, in virtually every year
since the Second World War. In Canada, this was also true prior
to the introduction of the public insurance plans. After 1971,
however, physicians' fees in Canada fell sharply in real terms.
Since 1976 they have more or less kept pace with the general
inflation level. Thus another conclusion from the comparative
experience is that uniform, negotiated and binding fee schedules
can significantly reduce the rate of escalation of physicians'
fees.

(vii) There are competing hypotheses about the impact on physician
behaviour of fee controls. Some argue that physicians will
respond by reducing their effort and output, and that fewer will
enter the field/more will leave. Others, argue, in direct
contradiction, that physicians are able to manipulate their
servicing and/or billing patterns so as to offset any effect of
fee controls on their overall incomes. The American data favour
the latter view; the Canadian data conclusively refute the
former. The experience with fee negotiations, over twenty years
in ten Canadian provinces, shows that physicians do in fact
change their billing patterns to offset the effects of limits on
the escalation of their fees, but that the responses are
incomplete, and the net effect is that overall costs rise less
rapidly under fee negotiation.

(viii) The negotiation process is, however, critical. Fee-setting is an
on-going game between parties with strong opposed interests, and
the ability to respond to each other's tactical manoeuvres. As
physicians open or discover and exploit loopholes in any fee
schedule, the results must be detected, measured, and brought
into the next round of bargaining. It is not a one-time process,
but is much more like labour-management negotiations.

(ix) The third major area in which Canadian and United States
experience differs, is in hospital budgeting. Costs per patient
day have been rising steadily in both countries, but after
adjustment for increases in hospital input costs, the "intensity
of servicing" - the procedural content and expense of hospital
care - has risen faster in the United States.

(x) But this differential in hospital servicing patterns is difficult
to interpret, for two reasons. First, as noted above, a
substantial part of the difference in hospital costs between the
two countries is in the administrative overhead of U.S.
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hospitals. Outlays on patient care are much less different. But
we do not know if the extra costs of non-care activities are also
growing more rapidly in the U.S., although the increased emphasis
on "managed care", "competition", and marketing in the U.S. would
certainly suggest that such increases are responsible for part of
the difference in intensity of care. Patients in U.S. hospitals
are receiving increasing numbers of services from accountants,
management consultants, and marketing specialists, as well as
physicians, nurses, and diagnostic technicians. Canadian patients
do not receive these extra services.

(xi) Second, overall utilization of hospitals in Canada has been
rising, while that in the U.S. has been falling. But the
difference is accounted for by increased numbers of very elderly
patients occupying beds in long-term care units in Canadian
hospitals, in many cases until death. In the U.S., such patients
would be in nursing homes. Use of genuine acute care beds by
acute care patients in Canadian hospitals is actually falling. If
one were able to isolate the pattern of servicing received by
only the genuine acute care patients in Canada, it is quite
possible that this would be rising as fast as in the U.S. With
present accounting systems the acute and long-term cases are
mingled, and we simply do not know. i

(xii) We do, however, know that the funding system in Canada limits the
numbers of specific pieces of expensive "high tech" equipment in
hospitals, encouraging regionalization and sharing rather than
inter-hospital competition. Moreover such equipment seems,
anecdotally, to be more intensively used, as are hospitals
themselves. Occupancy rates in Canada run, on average, between
80% and 85%, with 95% typical of large metropolitan hospitals.

(xiii) Finally, we know that prospective global budgeting combined with
direct restrictions on capital spending has in fact led to less
rapid escalation of hospital costs in Canada.

E. Access and Effectiveness: Some Questions Answered, Others Remaining

(i) The principal challenge to the Canadian system is mounted by
providers, and arises from its most conspicuous success, the
control of expenditures/incomes. Is the overall system
"underfunded", are Canadian patients suffering as a result, and
will the funding system be modified in future as a result?

(ii) Insofar as the savings in the Canadian system arise from much
less costly administration of the reimbursement process itself,
there is no reason to expect these to have any implications for
servicing levels, or patient health. The income losers here are
insurance companies, marketers, managers and consultants - not
physicians or nurses. Indeed private insurers, recognizing their
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loss of business opportunities, have been consistent opponents of
the public insurance system but without much political effect.

(iii) Much more contentious have been the relations between payers and
physicians, not surprisingly in view of the direct link between
cost control, fee control, and physician incomes. Since
expenditure control has limited the income growth of physicians,
it has generated intense political opposition - as would any
effective scheme to do so. But there has been no corresponding
threat to access to care, in the sense that there has been no
effect on the rate of recruitment to medicine, or on the rate of
withdrawal. Threats to leave have not materialized, and indeed
the physician-to-population ratio is continuing to rise at
between 1% and 2% per year. The present policy concern is with
too many physicians.

(iv) Nor have physicians reduced their billing activity - quite the
contrary. Output per physician, adjusted for fee changes, is
still rising. Physicians' strikes do indeed impede access, but
two in twenty-five years, and in different provinces, does not
seem extreme.

(v) The real concern is, or should be, in the area of hospital care.
Budgetary controls on both capital and current expenditures do
appear to have led to "downsizing" of the acute care sector,
particularly by crowding out from long-term patients. The
principal measureable impact has been falling lengths of stay in
acute care - just like the U.S. Prospective Payment System! But
overall, rates of acute care use remain at or above U.S. levels.
If there is an access problem, it is in access to particular
diagnostic and therapeutic manoeuvres, not to hospital beds per
se.

(vi) But this leads us back to the questions of impact of health care
on health. If Canadians undergo fewer procedures per year than
Americans do, are they deprived - rationed - or are Americans
overserviced? The latter is certainly a serious concern, and
there is substantial evidence consistent with this view.

(vii) The fact is, however, that in neither country is there much
effort to carry out, and apply, population-based analyses of
effectiveness. Most Canadians - organized medicine excepted -
seem satisfied that the current level of intervention is
appropriate, although the periodic ritualized "shroud-waving" by
the profession creates periodic unease. But neither critics nor
defenders, much less users, have the hard evidence that should
guide decisions as to appropriate service capacity and
utilization.

(viii) This situation, of large quantities of expensive services
provided, and paid for, in almost total ignorance of their
effect, is by no means unique to Canada, or to North America. But
a substantial question for future analyses of our comparative
performance is, which system is better at generating information
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about the effectiveness of health care, of separating the wheat
from the chaff, and then of shifting its behaviour to take
account of that information?

(ix) This is the critical question in all health care systems - how to
determine what is worth buying, and even more difficult, how to
make the health care delivery system respond to that information
or those decisions. To some extent this is a "values
clarification" exercise - what health effects do we consider
worth paying for? But those who would have us focus our attention
exclusively on some "grim trade-off" between withholding
lifesaving technology (usually someone else, at a lower income or
with less complete insurance) and going into national bankruptcy,
do us a disservice by deflecting the debate from the much more
prosaic and immediate issues of how to identify and control the
large amount of expensive health care activity with no positive
benefits at all.

(x) Nor is overmuch attention to demographic trends healthy for
health policy. In both countries, the aging of the population is
leading to increased pressures on health expenditures. But the
magnitude of these effects is not particularly dramatic - about
1% per capita per year. Investigators have consistently found
that it is the changing patterns of care at each age level which
are placing the pressures on the health care system. It is not
the numbers of the elderly, or their ages, but the increases in
what we do to and for them, which are critical.

(xi) At present my judgement would be that the United States has a
substantial advantage in the whole field of "technology
assessment" - partly but not wholly for reasons of size. This
advantage has not, however, been translated into an advantage in
the rate or extent of adaptation to this new information. Whether
the much more dynamic and diversified American delivery system
will eventually succeed in creating such adaptive processes, is
not yet clear.

(xii) On the other hand the stodgy Canadian system, which Walter
McClure describes not inaccurately as a "public utility model",
is not in fact quite as stodgy as it looks. Efforts are underway
to build in evaluation and adaptation through the .diainistrative
process, and despite the common assumption of the (Economically
minded that administrative systems can never keep up with, let
alone surpass, "the market", that is not in general demonstrable
either a priori or on the evidence. For the moment the jury is
still out on both systems, and likely to remain so for some time.
In the meantime, Canadians are very satisfied with their system,
and smiling all the way to the bank.
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Finding the Levers, Finding the
Courage: Lessons from Cost
Containment in North America

Robert G. Evans, Uliversily of British Columbia

Abstract. "Learning" is hroader and more complex than simply ilhe ornerly ac-
lLuisilionl of new knowledge. Al least as important is the evolution of the background
of assumiptions and beliefs held by the community, or its principal decision makers,
and implicit in its institutiolls anid policies. These may bear only a loose rclation lo
cvidenice or knowledge narrowly delined. The pressures of cost escalation over (lhe
past twenty years, and thc attcmpis at containment in the U.S. and Canada, have
added substantially to our knowledge of how [lhe health care system works. Con-
tain Olct1 is possible, and fIle successful mechanisms, thus far, are quite specific. But
tlie results of these attempts and (in the U.S.) ilhe continued escalation have also
significantly shifted the broader set of assumptions in the communilly about appro-
pi iate priorities and policies in health care. Attitudes towards physician supply, var-
iations in practice patterns, capilated practice, and for-profit organization, for ex-
ample, have changed radically, although the supporting evidence has not. But cost
pressures have created an audience which wants to hear, whose background as-
sunitptiolns provide a dirfereilt "fit'' for tlie evidence.

Eixpenidtitures onl health cat-e in the United States have been rising at a fastet
pace hanltlime general rate of growth, and therefore taking up an ever-increasiig
share of ntationmal income, roughly since tile end of World War II. Iealth care
cost escalation has thus been the experience of an entire generation. For tlhe first
half of this period, roughly until tile mid- 1960s, this expansion was regarded (by
nuiost of those who were conscious of it at all) as a "good thing,'' a humlane and
proper way lo spend, or even invest, the extra production of a growing economy.

Concerns about the "cost spiral,'' however, began to emerge during the 1960s.
Ihese conicerns have become increasingly acute as the upward trend has contin-
tied, wiltl periods of apparent stabilization followed by resurgences of growth.
Ily 1985 the United States was dcevoliig 10.63 percent of its gross national prod-
ucl lo expen(litures on health care, tlp from 5.94 percent in 1965 and 4.06 percent
in 1948; cxpendiltures are projected to be over 12 percent by 1990.' This escalation
has kept healthl care cost containment near the top of the domestic policy agenda,

Jo,,, no uIa llealth l'olifirs, P'ohi'T and lia', Vol. I1I. No. 4. Te'nth Anniversary Issue. Copyright
O 1910' by D)UkC university.
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and a number of general strategies an(l specilic policies have been suggested in
response. Some have even been tried.

None, however, have worked. Proponents of tlhe currently fashiouahle strategy
of rclying on compet iiotl, for-prolit motivvation, an(d the forces ofl Ie m;arketplacc
continue to see light at the end of the tunnel. Competition, in soniC broad sensC,
will eventually limit the escalalion of costs, although exactly when is obscure.
(Most economic analysis is based oti static equilibrium models, which are silcnt
as to the timne path of adjustment.) And it may be so, but by 1986, after several
years of such policies, it has not happened yet.

This record of failure suggests that the principal lesson to be learned from cost
control is that it cannot be done. Then, human nature being what it is, the next
step is a "sour grapes" argument that cotntrol is probably all inappropriate ob-
jeclive anyway, although this conclusion is more popular aionig aca(leulic anl-
alysts (and, of course, health care providers) than among those who pay the health
care bills.

But this COncluSiOnl, though il OIeI sense comfortinig ats an1 Cxplanat-,io or exculse
for the American record, is incorrect. A closer examination of ilhe evolution of
health care expenditures and of efforts to control thetn, particularly il the light
of comparable international experience, yields a number of inferences both about
the way in which thie health care system functions and responds (or fails lo re-
spond) to particular incentives, and about the sorts of policies which are likely
to work in tlhe future.

Moreover, and perhaps most important, the experience of the past twenty years
has brought about a significant shiit in tlie way in which tlie rest of socicty, or
at least many of its key decision makers, view tlhe health care system. ''Leariling''
is much broader and more complex thaln the orderly acquisition of nlew ktilwl-
edge, ''scientific"' or otherwise. It includes the evolution of the broad general
background of assutmptions and beliefs which people bring to particular issues
and problems. Very rarely, if ever, is ilhe knowledge base sufliciently complete
and secure to provide a definitive answer to a real-life policy question. Rather,
as Samuel Butler noted, "life is the art of drawing sufficient conclusions fron
insufficient premises."

In tlhe process, we draw on a large, semiconscious collection of "things we
believe when we do not know," a sort of set of default assumptions. And it is
this set of assumption-s, at least insofar as they relate to the provision and pricing
of health care, which have been shifting over time. If we think Of "learning"
as chatiging the way we think about the world, this shift may be the most sig-
nificant and consequential form of learning froii cost containment.

Patterns in U.S. health care expenditures: The possibility of policy

The argument that cost control is impossible or in any case undesirable has its
roots in two separate and to a considerable extent conflicting initellectual tradi-
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lions, whose coiliicts arc neverlheless frequently misunderstood or deliberately

alossed over in dehate. These are the economic theory of consumer choice, and

lie clinical determin:ation of mcdical need. We will dcal wilti the former here:

the kailcr will be deferred because it addresses only desirability and because it

raises more complex issuCs.

Thie "consuimer choice" vicw treals health care as just one more bundle in the

general universe of commodities, from which fully informed and rational con-

sUmers each choose, subject to the constraint of limited resources, the set that

gives them ilhe greatest satisfaction. lealit care cost escalation is then reinter-

prcted as indicating that care is a "luxury'' good on which people choose to spend

nlore as their incomes rise. One should therefore not be surprised or concerned

that the share of national income spent on health care is rising; it is a natural

consequleilce of' growing wealth that people change the ilix of comoilloldties that

they buy. This view is then buttressed by reference to international data, which

show thatll thce is indee(l a significant positive correlation between a country's

nat ioilal ilcoinc per capita and tile siarie or that i ncomi e devoted to health care

TIhis view hlas always been rather unconvinlcilng because it rests on the as-

S1llilp1tiOill tIla t.le uti IizatliOn Of health care can in fact he usefully analyzed ill

the Iranillew(rik of infolmed consumer choice, an assumption which has no very

obvious a prio i appeal and hlas been rich in challengers. Moreover, it is notorious

that ill health is associated wiltl poverty, not wealth, so if healtll care were treated

as a luxury good, its distribution at any poinl in tinle would be perverse from a

cilicbil standpoint.
11 is also) no talIle that cost escalation has been to a large exteilt driveln by in-

creases in tIme relative prices of helalth care services, a fornl of sector-specific

inliation wlliCh II;as been Contiiluous for forty years. Absent this. anld tile increase

in actusal utili ziation Of healllh care wvhich has been taking place would be a roughly

colnstant share of U.S. national income. If, therefore, informed consuillers are

* choolsiiig" to speildl more on health care as their inconles rise, it is odd that

they should he 'choosing highler prices. These (quibbles can be circumvented

by a suitable combillation Of conceptual redefinition, unsubstantiated references

it) suppl)y elasticities, aild confident assertion, butt the analysis loses clarity ind

Coniv ict ion.
IFor our purposes, however, t(ie international comparisoils are niore interestilg.

Ihe hclost recclt copillpative analysis of healtIh care spcnding, by l'oullier for

lihe OF CI) (()rganization for Economic Cooperation and Development.) countries,

colllirillS a general positive relationsllip between per capita ilcollme an(l percent

seinlt on healtll care, wili all inIcomile elasticity of + 1 .3-that is. each 1() percent

inciease in income is associated, on1 average, willt a 13 percent ilcrease ill healllt

spending. But this is an average; at least as interesting is the pattern of variation

around tile average. The OECD studly reports that countries at the top of the

"league lables'' Will similar levels of per capita income-the U.S., Canada,

Sweden, Norway, and Switzerland-spenld remarkably different amounts on
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Figure 1. Ileallh Expenditures as a Share of GNP, Canada and hlie U.S.,
1948-85

health care. "Socialist" Sweden and the "capitalist" U.S. spent the largest
shares, 9.6 percent and 10.8 percent of GDP respectively in 1983, hul Canada
and Switzerland spent 8.2 percent and 7.8 percent, and Norway was down at 6.9
percent.3

It is dil'icult for an external observer to assess tlie signiiicance of ilhe very large
discrepancy between Norway and Sweden. But the Canada-U.S. divergence is
well established. The message of the international comparisons is not that health
cost escalation is a natural, unavoidable, andi indeed desirable consequence Of
increasing income, but that there is a great dheal of variety in national expcricnce.
High incomes and low, or at least lower, health spending are quite compatiblc.
The U.S. has taken the high road, but others were available.

In particular the Canada-U.S. comparison, which has been 'rcquluenly noted
but even more frequently discounted or ignored in the U.S., shows that societies
with very similar populations, environments, an(l cultures, and even very similar
health care delivery (though not payment) systems can show very different rcc-
ords of cost control. Figures I and 2 display the historical trends in health care
expenditure relative to GNP for Canada and the U.S. over the postwar period.4
Abstracting from the recession-induced jump of 1982-a recession from which
Canada has never entirely recovered-the Canadian ratio has been roughly stable
since 1970. For hospital and physician care, the 1982 recession only brought the
Canadian percentage back up to its 1970 level.
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Figures I and 2 declare, about as loudly and clearly as it is possible to do,

tha1 costs mitn be contained over a long period of time. They emphasize the critical

role ol the public insurance program inl achieving this stability, because if is quitC

obvioLs5 that the cost patterns in the two countries only begin to divergc, and the

Canadian to stabilize, after the completion of the universal, comprehensive public
insurance progranms at the end of the 196()s. Moreover the divergence between

the two countries' experience only shows up in those sectors-hospital and phy-

sician services-which are covered by the Canadian public plans.
lHut the lessons from past efforts at cost control are by no means all Canadian

success and American failure. The most recent U.S. experience, and in particular

the 1984 dlata, which triggered (somewhat prematurely) announcements of suc-
cess in the struggle against rising health care costs, yield some important findings.

Total health spending as a share of the U.S. GNP actually fell between 1983 and

1994 fromit It).49 percent to 10.36 percent, although a strong general economy
in 1984 contributed to this, and the ratio appears to have rebounded to a new

peak of 1().63 percent in 1985. But the real action is in the hospital sector.

Spending on hospital care rose 6.1 percent between 1983 and 1984, but all of

this was due to price increases.5 Adlusted for increases in the prices of hospitals'

services, total expenditure did not rise at all. But the population served increased
by about 0).9 percent and its average age increased. Aging per se is currently
contributing about I percent per annum to hospital utilization, ceteris paribus.'
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So hospital expend iturc per capita in Consliant ( Olars , adjustcd fOr populjat;in
age, actuallyfell by about 2 percent in one year.

This is in striking contrast to the previous record of continuous growth in real,
per capita hospital spending. From 1965 to 1975, hospital spcnding per capita
rose on average 4.3 percent per year, over anid above hlie increases in hospital
prices. From 1975 to 1983 it slowed to 3.() percent per year, still ablout 2 percent
above the estimated impact ol population aging on utilization . Then in one year
the rate of growth of real spending swung down from 2 percent above to 2 percent
below tlie growth of age-adjusted popullalion.

ThC preliminary 1985 National IICalth Expcndiurc dlata do not rep)oi tIhC
change in the hospital price index, but the overall increase in hospital spending
is 5.6 percent, down from 6.1 percent in 1984. The Consunier Price Index con1-
ponent "hospital and other medical services" for December 1985 over [)Ccember
1984 is up 5.0 percent (compared with tlhe All-lienis Index at 3.8 percent),' sug-
gesting that real expenditures per capita have fallen by another half a percent,
and age-adjusted use by about 1.5 percent.

This shift in spending patterns is both unprecedented and massive. If the pre-
1984 trends had continued, hospital spending would have been about $6.3 billion
higher in 1984, and perhaps $10- 12 billion higher in 1985. The U.S. would have
reached I I percent of GNP spent on heallh care. This dlid not happen, for reasons
which are only partly understood.

The easy explanation is that thie change ii the U.S. Medicare reimbursement
system, from cost reimbursement to prospective payment by admission, creael
incentives for shorter lengths of patient stay. The average length of stay in U.S.
hospitals fell to 6.7 days in 1984. But total patient (days in hospital dropped 8.6
percent, as a combination of a 3.7 percent dropi in admissions and a 5. I percent
drop in lengths of stay, whereas prospecfive payment should if anything creale
incentives to increase admissions. Furthermore, since the population was both
increasing and aging, and since these factors should have tended primalrily to
increase admissions (although elderly people also have longer slays), the fall in
adlmissions on a per capita age-adjusted basis was well over 5 percent, or at Icast
equal lo the fall in lengths of stay.

Thus, tlic neat tenmiporal conjunction of the change in tlie Medicai c paymenelit
system (October 1983) witli (hle massive and sudden shift in expenditure palterns
in U.S. hospitals provides only part of the explanation. Something else was also
going on; either other forces also bore down sharply in 1984, or they had been
generating a cunmulative pressure which finally triggered a response in that year,
perhaps assisted by the influence of the prospective payment system (I'l'S).

The fact that utilization also fell amiong the under-65 population, very few of
whoml are covered by the U.S. Medicare system, emphasizes tlie inadequacy of
the simple-minded reimbursement incenfives story. But the generalization that
"third parties have assumed a more active role in determining which services
will be consumed and how many"9 leaves open the obvious question: Why in
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1l')X4 ? Why di(( everything hliappen at once, when general, systemwide tendencies

usually unloI(l over a number of ycars?

IFor our purposes, however, the critical observation is that something happened.

A big shift in behavior occurred suddenly, which significantly reduced tile rate

of growth of a key expenditure component, and for the moment this shift is per-

sisting. What we can learn from this U.S. experience, as from the international

comparisons, is that cost patternis are not immutable, dictated by fundamental

laws of nature or social behavior. If one finds the policy lever, the system re-

sponds. One may or may not fully understand tile nature of the lever-as noted

above, there is apparently a lot more going on besides PI'S and IDRGs-and we

may not he sure i the iesl)onse is good or bad, but tile supertanker can be steered.

Policy is 1)ossiblc.
Ijqually important, however, are the patterns which did not change after 1983.

The changes in behavior were not only large, but localized, implying either tightly

targeted incentives or very specilic possibilities for response. The change in be-

havior is entirely located in hospital utilization, both in admission rates and in

lengths of stay. The prices of hospital services rose, on average, by about 6 per-

cent, or about 1.6 percent faster than the Consumer Price Index at 4.3 percent.

This continues a long-established historical pattern of prices in the hospital sector

rising more rapidly thaln in tile general economy, whether the econotnywide in-

tlation rate is high or low. Whatever the measures which induced the massive

shift in hospital utilization patterns, they had no impact on relative price increases

in that sector.
Ixpendilures on physician services were likewise wholly unaffected. Despite

lie continuing steady growth in physician supply, which outstrips tile growth of

population by about 2 percent per year, and the widespread commentary about

increasing comlpetition in the market for physician services, the U.S. Consumier

P'rice Index component of "physician fees" rose by 7.0 percent in 1984, or 2.6

percent laster than the general increase in prices. In 1985 (D)ecember over De-

ceumber), fees rose 6.9 percent, or 3.0 percent faster than the CPI at 3.8 percent,

an(l in the first haIf of 1 986 they grew at a remarkable 9.2 pe ceit annualized

rate, while tile increase in tlie Ci'l held at 0.4 percent.M

P'hysician lecs have oiLitpace(l tie general rate of inflation in the U.S. almost

every year in tile last forty," but the long-nmr gain has been between I percent

and 1.5 percent per year. Since 1980, however, the annual margin has widened

significantly; from 1980 to 1982 physicians gained an average of 2.75 percent

per year over tile All-Itemis CPI. The 1984 and 1985 data continue this more rapid

tee inflation, and the preliminary dlata for tile first half of 1986, if they hold up,

show a spectaccular further surge. Whatever changes may have occurred in the

pmovision and reimbursement of physician services in the last live years, they

have as of 1986 had no detectable controlling effect on physician fees-quite

the contrary. 12

Of course, expenditures on physician fees depend not only on fee levels but

also on rates of utilization. Conceivably a more competitive environment could
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yield either more careful "shopping" or biases in the measurcment of fees ac-
tually received (discounting) such that reported utilization fell. But this too has
not happened.

Constant dollar expenditure on physician services rose 3.0 percent in 1984,
while a combination of population growth and aging (which has much lcss cffect
on physician use, about 0.33 percent per year per capita) would have accounted
for about 1.25 percent to 1.33 percent. The 1985 increase, comparing a 9.8 per-
cent increase in expen(litures with a 6.9 percelt increase (D)ccembcr ovcr l)e-
cember) in fees, was about 2.7 percent. Per capita age-adjusted use is thus still
rising steadily, in proportion (and by no means coincidentally) with tlhe increase
in physician supply. There is something of a long-term slowdown in the growth
of utilization of physician services, from annual rates of over 4 percent in tile
late 1960s andi early 1970s, but there is no dramatic shilt in pattern after 1983,
or anywhere else in the record.'" If anything, it appears that a slight slowdown
in the rate of increase in utilization per capita has been offset by an increase in
the rate of escalation of (inflation-adjusted) fees, nothing more.

Nor is there much else of interest in the 1984 and 1985 data, witli one dramatic
exception. In general the shifts in shares of different components seem tobe a
conseqluence of the change in hospital utilization: if one item falls, the shares of
tlie others have to rise as a result. In particular, after 1983 there is no sign ol a
rise in expenditures on nursing home care, which one might have expected to be
offsetting some of the reductions in hospital use if patients were being transferred
earlier and sicker. There is a long-term rise in the share of GNI' going to nursing
homes, but there is no significant change between 1983 and 1985. (The 1984
share is actually down slightly.)

The one olher significant change afler 1983 is in tihe costs of program admiimi-
istration and health insurance (overhead costs, or premiums less payouts). These
shot up from $14.5 billion in 1983 to $19.1 billion in 1984, and again to $26.2
billion in 1985-or from 0.426 percent of (NI' to 0).507 pIlerent aild 0).655 pcr-
cent. Figure 3 shows the trend in this component over the last 25 years, with
Canadian data for comparison, and emphasizes both the much greater overhead
costs of operating a payment system with a diversity of funding sources and ineti-
ods, and the long-term uptrend and recent acceleration in those costs. In 1960,
when the U.S. and Canadian insurance systems had only begun to diverge (the
Canadian universal hospital insurance plans were established in the late 1950s),
the two countries spent similar amounts for this purpose. Now, the U.S. spends
a share six times as great.

Looked at another way, if the U.S. had spent at the Canadian rate in 1985,
the savings would be over half a percentage point of GNP, or nearly $22 billion-
not much less than the entire cost of dentist services. About one (ulinirer of the
difference betwen Canada and the U.S. reported in Figure I is now thie difference
in the costs of running the payment system itself, as opposed to providing care.
Indeed, if tlhe share of GNP devoted to such costs had even remained constant
at its 1983 level of 0.426 percent, total health outlays in 1985 would have been

88-544 0 - 89 - 9
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Figure .1. Costs of' Insurancc and Administration as a Sharc of (NP, Canada
and (lie U.S., 1960-85

lower by just over $9 billion. This is not far off tile rough estimate above of tile
"savings'" from reduced hospital utilization.

Various explanations may be offered for the posl-1983 increase, including

sholt-le t-nu adIjumst ilemns in tile rcserve pr1silion of insurers. or wimd hll gai us in

new mamrkets which have not yet been shaken out by competition. It is tempting

to hypothesize. however, that this increase represents at least in part the costs
ol1 ill~icrase(l a(lIliniiStlraiVc c'Ilo re(lilird(l to ConItrlo l hospital Iiiiliz7III - tIme
costs of saving money. If in fact this pattern persiss, it miay he thllt the U.S.

experience after 1983 represents mnerely a transfer of outlays and incomes from

hospital plntielnt care staff to managers and investors, with no net saving to payers.

If so, the implications for cost-control strategies would he profound, as it is by

no meians clear in what sense this would be an improvement for patients or anyone

else (except, of course, for managers and investors).

Compnrisons w'ijth the Canadian erperience: Thie dime,,sions of reference

Ihe U.S. experience after 1983, with sudden and major shifts in two corn-
poncts of hcailth expenditures and "business as usual" elsewhere, is in this pre-

cise taugeting similar lo the longer-termi Canadian record. Figures I and 2 were

referred to earlier to indicate that cost control was in fact possible in a society,

econolIly, anmd health care system very similar to that of the U.S. But they also

show that the shift from cost escalation to stability, at least in terms of share of

GNP, took place (luite rapidly. The Canadian trends break sharply at tile begin-
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ning of the 1970s. Cost control was not a gradual process, in which expalisionary
pressures slowly weakened anid/or restraints were progressively tiglitencd. 11 is
true that both institutions and perceptions of policy priorities havc evolvced over
line. But the shift from escalation lo conirol was associated with a decisive and
quite specific break in the institutional environmcnt: the introduction of pLublic,
universal, comprehensive, first-dollar nedical insurance. In the same way ilhC
Amierican cxl)ae rielcc, atl least with IrcsNpcCt to hospital cxl)Cilldiltlre, sliuts dis-
continuously between 1983 and 1984.

Moreover, the post- 1971 Canadian pattern is not one of general cost contiol.
The large discrepancy between Canada and tlie U.S.. which by the 19X0s rcached
2 percent of GNI', is almost entirely located in hospital and medical cosis-thie
sectors which arc reimbursed through tlie pub1)1ic aI tin iverIsal pl)alIs. Thr eIC are
SOIe cross-border differences in other sectors-the U.S. spends muilchr more on
program administration anid net insurance costs, as noted, andl Canada spenids
more on nonhospilal institutional care. But in total these other categories have
moved more or less in parallel on both sides of the border. Within the hospital
and medical sectors, moreover, it turns out that the discrepancy is almost cntirely
due to diverging trends in Iwo factors, physician fees and "intensity ol servicing"
in hospitals."

In Canada, physician fees rose much less rapidly than tlhe general inflation rate
in the early and mid-1970s, thus falling in real termis, while in the last decade
they have nmore or less kept pace. In the U.S., as noted abovc, fees have con-
sistently oulmnn inflation, and by an increasing amount in the 1980s. Meanwhile,
thle supply of physicialis and tlhe utilization of medical services per capila have
increased steadily and at about the same rate in both countries. In neither country
is there any sign of "saluration" or failing average workloads per plhysiciani (as
measured by total expenditures adjusted for fee increases and divided by the s5"l'-
ply of physicians) in response lo incrreased supl)~y. Nor has Ilie dilifemciCC in oaut-
of-pocket costs (virtually zero in Canada, buil abott one-thiird of all physician
bills and perhaps 60 percent of ambulatory bills in the U.S.) resulted in-any dif-
ference in utilization trends.

In the hospital sector, again, tlhe Canada-U.S. trends are roughly parallel wilh
one exception. In both countries, hospital prices have for decades outnin general
inflation rates. Utilization of services as measured by patient dalys and adniissions
first rose through the 1950s and 1960s, then peaked and began to drift down.
But the key difference is in "intensity of servicing'-the cost per atient-daly
or per capita adjusted for price changes-which represents dhe volumime of services
provided/received (luring the period. This has risen nmuch faster in tlie U.S. 1tliai
in Canada, and is tlhe dominant factor in explaining (in an accounting sense) thle
difference in hospital cost patterns.

The fact that tlhe Canada-U.S. cost differential can be so specifically located
in particular components of the total of health care costs is indicative of its de-
pendence on particular inslitulional/policy differences. T1he divergent trendis in
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physician lees demonstrate the dilfcring cffcctiveness of countcrvailing power

and of ''market" forces howevcr competitive or otherwise these are perceived
to he.

In Canada, unilorm fee schedules are negotiated annually between the medical

association ol each province and the provincial reimbursement agency, and all
medical practitioers ih privale Icc-lor-servicc practicc arc reimbursed by thc
plovillCC, not thc patliCle, Oil this scheuleC. ''Extra-billing" the palicnlt above this

schcdukl has becn a contentious issue for years, but has never been large, and
is now e leetively nonexistent. The result of fee control has not been an offscling
surge ol addilional bills (although that pressure does exist, and there is much

more to fee schedule negoiation thall simply limiting increases), nor has it been
an exodILs of physicians or a drying upl of recruitimen. Rat her, the result has
simply becen lower lees-and lower rates of cost escalation.

The hospital picttire is more complex. Ilospitals are reimbursed for their op-

crating costs on ain annilally negotiateld glohal budget, with separate grants for

thieir approved capital expenditures. While U.S. hospitals, reimlbursed (for a sig-

nilicant part ol iheir case load) by tlhe procedure at a rate covering both operating
and capital costs, have (had) every incentive to encourage high levels of pro-

cedlrll intensily, Canadian hospitals do not, at tlie margin, earn more by doing

more. The result, as noted above, is lhat in the U.S. hospital system the amount
of scrvicing, tlhe nilliber of person-hours and procedures per patient-day, has

risen significantly faster thani in Canada.
uli thelic is another dimension to this contrast. Average lengths of stay in acute-

care hospitals are substantially longer in Canada, and have not been falling as

in ihe U.S. IThey currently average abhouIt I days, compared to the 6.7 reporte(l

for tlie U.S. in 1984. An increasing proportion of patient-days are accounted for

by people slaying for 6() days or more, and physicians speak of ''hed blockers"
wo li ti llp capacity and prevent then Front admitting acute patients for whom

they could provide (and hill for) services."
IThe U.S. has found a way to bribe or browbeat hospitals into discharging pa-

tients cam lier, or not lelting them in at all, with corresponding sharp drops in
occu pan)cy rates, bled closures, and perhaps hospital bankruptcies. In Canada,
beds arc ''withdrawn Ironi service" by being occupied by de faclo long-term
lpalients who are less intensively serviced on a per day basis. The Canadian ap-

proachl maintains the jobs of nurses and provides long-term care; the U.S. dis-
charges the nur ses and hlires managers alld tecluniicians , and emphasizes machli mcs

and proclmires. In both systems, tlie availability of acute-care beds is reduced,

but tlie style of care, and the mnix of people earning incomes from providing it,
is difIferent.

I[he implications of these contrasting experiences in cost control are profound.

The shilt in U.S. hospital utilization paltemns after 1983 is clearly traceable in

part (and perhaps in whole) to changes in administrative procedures. These
chilged (lIe incentives faced by hospitals, to be sure, and thereby changed their
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bchavior. But incentives arc 1101 thc exclusive property of *'conipetitive' or
'market'' mechanisms. All adminnistrative processes emlbody incentivcs as well.
The introduction of thc prospective payment system was a change in the ad-
minisiralive environient, a regulatory change in a hroad sensc, and it worked.

In (he case of physician services, on the olher hand, there has becn no mlijor
change in the administrative environment. There has been much rhetoric about
a more competitive market environment, and certainly the supply of physicians
has risen rapidly and is concinuing to rise, but there is no sign, as yet, that such
increasing competition either in the conventional fee-for-service system or
through the multiplicity of alternative purchasing arrangements such as l'I'Os,
HIMOs, and IPAs has had any impact at all on the long-term historical trends of
increased utilization and sector-specific inilation. And the latter, at tlie momlenlt,
is accelerating.

Such intlation carn be controlled-the Canadian experience is conclisive-
but it has been done through fee bargaining and bilateral monopoly, hacked up
by a regulatory framework which does not permit physicians to have direct access
to the patient's wallet. It may be that "the marketplace" in some forni canl also
impose control; perhaps the present U.S. ferment needs more time or further tine
tuning."6 But such a view can at present only be a statement of faith in a result
no one has ever seen in the U.S. or anywhere else.

The hospital sector experience is more ambiguous. As noted above, the timting
of the post-1983 shift is consistent with a lI'PS effect, but the changes amlong
classes of patients which it does not affect, and particularly ilhe drop in adnimis-
sions, emphasize liha a hroader shift is underway. 'This may reflect the eflccts
ot a number of other lornis of aotiiiin israt ive intervention, ly both public amid
private insurers, galvanized by the shift lo tIle l'N'S. But one mighte also aigue
that it is in part at least a respoilse to the development of conipetitive h)mlls of
delivery. Perhaps tlhe rapid spread of IlMOs has fitially resulted in an imlacl on
overall utilization rates.

There seem to be two weaknesses to this line of argunient. First, as noteol
above, it is difficult to see why such a long-term and gradual niovcilent as tile
spread of I IMOs should be reflected in a sudden and large trend break. One could
offer t'le explanation of critical mass, excepl that tile market penetration of I IMOs
varies widely across the U.S., so tial diflerent areas should ''go criticall" at dif-
ferent times, thus "smearing" the aggregate respoilse. Second, recent case stud-
ies, reported in this journal, have shown that in those regions with the greatest
market penetration by IlMOs-Minneapolis, Ilawaii, and Rocilester, NY-
there has been no detectable impact on hospital cost trends in tlie region as a
whole. " Again one may argue that more mnass is neede(l (though not so long ago,
advocates were arguing that a small but aggressive entrant could force competitive
behavior oti an entire market). But if the regions where I IMOs are strongest hlave
yet to show a response, it is hard to argue that the national shift between 1983
and 1984 is driven by lIMOs. Again one is brought back to the "regiulatory,"
or at least tile administrative, explanatioi.
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flnt if the Aeiiicran cost cxperience confirms the potential effcctivcncss of

administrative mcchanisms for cost containmeilt, and thus far fails to support the

market approach, then it also has powerful implications for the continuing debates
over the rolc ol the consuimcr in (lie cost cscalation process-implicalions which
arc reinforced by the Canadian comparison.

Many U.S. observers, particularly economists, have long maintained that

health care cost escalation is at root the result of the behavior of patients-who
'lemand" increasing amounts of services and thereby drive up prices as well

as utilization, or at least do not "shop" carefully enough to hold down prices-
backed ull by excessively comprehensive insurance coverage which relieves them
of thie tinancial consequences of their behavior. This coverage is in turn alleged

to be the result of misguided government policy, which both supplies overly gen-
crous coverage to part of the population, and subsidizes it (through the dc(luct-
ibilily of emIp)loyer-paid premiums) for much of tlhe rest.

The strength of this conviction has always seemed mysterious to external ob-
servers, who note that the U.S. has long had a combination of thie world's highest

and iwost i it iac able health costs, kiandl Ih higest propoilions (aniong developed
nations) ol exl)en(litures fundedl by direct charges. But the interesting feature of

tle post- 1983 break in hospital use is that nothing at all happened to the ouil-of-
pocket costs of consumers. 1In 1983, hospital patients paid 8.6 percent of their

hospital costs as direct charges; in 1984 they paid 8.7 percent. Yet patient-day
utilization fell by 8.6 percent, or about 10 percent on an age-adjusted per capita

basis, in one year. In 1985, tlie preliiinary data repoil that direct charges did

rise a hit, lo 9.4 peircent of tile total, but it is hard to see why a tifilization response
slioutl pieceticude .i plrice inicrease.

In lict , the shliae of governmient in U.S. healith caie spending has bhcii re-

niarkably staiile over time. romin 1950 to 65, all governments in the U.S. ac-
counted for just over one-fifth ofl health spending. Medicaie and Medicaid pushed

lhiis ul) to about one-third in the mid -1I960s, and further bencfit expansions in the
early 1970s increase(d the share lojust under 40 -percent, bul it has held steady
at lhal level for over a decade. U.S-. overnments have certainly participated in
funding the cost escalationI. but they -have not led it. Neither the acceleration in
pihysiciIlnl fees ill the I 98(s nor tile contractionl in hospital use after 1983 bear
any obvi)Lis relalion to any shift in either the level of public funding or the extent
of putitiilt direct payment.

The Canadiaii experience, moreoyer, recasts the debate over the role of the

consulmiier in a very different light. The combination of cost control with universal
comprehensive coverage is not merely coincidental, but causal. Universal cov-
erage is a necessary condition for government to engage in bilateral negotiations,

lo exercise the leverage whercby cost escalation can be controlled. So long as

there are mu lItipIe lundinig sourcesS -whether private insurance or direct charges
to patieiits, providers caii always find ways to expand their billings.

Indeed this view is strongly supported by physician organizations in Canada,
who argue for tlhe reintroduction both of the right to bill patients directly and of
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private insurance, precisely because they believe hliat this will increase costs.
They argue thait the current system is "uriderfunded,'' that all increase in ex-
penditures (and in their incomes) is essential, and that universality and conipre-
hensiveness are the features which lead to underfunding-the coin whose obverse
is cost control. '

The U.S. arguments for direct charges and aIgainls universality are thus turned
on their heads, both by supporters of tlie Canadian systeni and by Opponents of
it. Or rather, the experience with cost control in both countries suggests that the
U.S. arguments are already standing on their heads; the Canadian debate puts
them on a solid footing again.

The costs of cost control: Prescriplions painful to whont?

The two-sided coin that cost containment is also 'underfunding' brings us
back to some unfinished business. We notedl al the outset that whlile analyses
roote(l in [lhe economic theory of informed, rational consumer behavior raised
qluestions as lo the possibility and desirability of cost control, those rooted in the
clinical assessment of medical need addressed more specifically its desirability.
In the Canadian context, spokesmen for providers recognize only too well the
fact, not merely the possibility, of cosl control through regulatory mechanisms.
Their claim of "underfunding" reflects a judgment, or at !east a claim, that this
is bad policy, and that continued cost escalation through a combinmation of public
and (to a greater extent) private funding would be preferable.

There are, however, two pails to the 'underfuinding' case which must be cale-
fully distinguished. As a matter of simple accounting definition, the total ex-
penditures on heallth care (or anything else) ill any society mutst be identically
equal to the incomes earned by all those who participate in its provision. Cost
control means income control, or it does not mealn anything at all. In particular,
expenditures on physician services make up tlie gross incomes or receipts of phly-
sicians; thus when the Canadian provinces limit the escalation of physician fecs,
the action has direct repercussions on the incomes of physicians. On the other
hand, tlhe confinuing escalation of fees in tlie U.S. represents a continuing transfer
of wealth from the rest of society to physicians. To a large extent, therefore, the
claim of "underfuniding" is simply a statement by Canadian physicians thlat they
would like higher incomes.

Such a statement is no doubt true. buLt it is neither unique nor particularly com-
pelling. So would 1. To generalize the argument, it is necessary to show that the
wider society, and patients in particular, have an interest in increased expenditure.
Efforis to show that il physicians are not paid inuore they will all enmigrate or leave
tile profession, or that enrollment in medical schools will falil, have heenl siml-
gularly unsuccessful due to tile intractability of tlhe data. All tilh remains is all
exiguous claim that underpaid physicians will feel unappreciated, t11hat their mIo-
rale will suffer, and that quality of care will deteriorate. But no suggestion has
ever come forward as to how this claim might be tested.
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Ihe al lily il violus lcssou is thlat tIicre will always be a1n1 automatic constituency

,Igoilst cost control which will become more active as and if successful control

measures alre (leveloped, and will target its attacks on the measures most likely

to he effective. B3ut support of cost inflation per se, no matter how sincere, is a

poor basis for building a coalition, so the expressed policy positions and pre-

scriptions of providers are generally more subtle and require a certain alimount of

uunpackaging' to establish their net effects.

In the case of hospital services, however, the issue is less clear. It is important

not lo fall into the trap of assuming that whatever measures tile providers of care,

or their olficial and unofficial spokesnien, attack (or support) are always the most

(or icast) likely to control cost escalat Iio. The rule is generally hut not universally

reliable. At tlie core of the issue is the question of whether constrailits on cost

escalation lead to a reduction in utilization (in tile number, complexity, or so-

phistication ol interventions) such that patients are deniedl care which would have

been effective in improving their health stalts. Or more accurately, since tile

colltext is a dylyalilic one il which costs are in fact rising, the question is whether
growtli in hospital costs (in Canada) is too slow to keep pace with the growth

in the scope of effective interventions, such tIhat patients are being denied op-

porlt uiiics lor heielit. In the clinicalI context, ''undelrfund ing is equivalent to

"unmilet necds.
It is at this point that the Canadian debate joins the set of arguments in the

U.S. which call he summarized as "painlul prescliptions" and which display

considlerable amibiiguity on the issue of cost control.l These arguments, or scen-

arios, sitli troin the assumptioll tlat 'needs' for care are without limit, which

may well be true, dependinig on how one defines needs. For practical purposes.

of cOIuse, all health care systems embody mcchanisms for determiiig which

needs ire worth meeting, as there are lO infinitely large healti care systems.

felu whalever mechan is nis are employed, tihe ever-expanding reach Of me(lical

technology is constantly redefining needs by increasing the numbers and types

of potemitially effective interventions-and their costs. Tlhus a static health care

system will confront an ever-increasing amouint of unniet needi as the range of

potentially effective interventions left undone expan(ls. Moreover the aging of

the population will for the foreseeable future continue to increase the proportion

of the population in vulnerable age groups, those with deteriorating health and

accuiulatiiig needs for which medical interventions of all types are both in-

creasingly effeclive and increasingly costly.
[lhe essential anibiguity Of the argument emerges from its conitlicting long-run

arllt sholt- Liii applications. If we accept thie assumptions, the 'painful prescrip-

tioii asseits thalt we are caught in a cruel dilemmiia: either we must spend an

ever-iiicieasing share of our national income on health care, or we must accept

a growing burden of unimhet need in the sense of increasing numbers of effective

interventions which we cannot afford to, or choose not to, provide. Nor can any

increases in the efficiency with which health care is provided, or reductions in
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(le prices or incomes of providers, or care in weeding oul thlc incfFectivc from
the effective intervcntions do more than posipouc the nievitable. Eventually we
must "ration'' access lo lifesaving an(l fie-improving care because our resources
simply cannot explan(l as fast as our needs.

Of course, like most economic arguments, this one is true, or at least con-
sistent, if we accept its assumptions and wait long enough for hlie 'long a un"
to arrive. But the assumptions arc in fact highly questionable; as noted abovc.
tle impact of population aging per se on health care costs is in fact muichl lower
than commonly imagined-about I percent per capita per year in aggregate, or
well within thie capacity of normal rates oF growth of the gcneral cconomy--and
this has been demonst ratedl by every analysl who hats cxa iniell t[lie (Itcstioni. \Vhat
is rcally happening is that the inteusity Of servicing (the nIlLibcr andll cost of in-
terventions) is rising relatively rapidly aniong the elderly tecnisclves; the age-
use proliles are shifting upwards and twisting."

So the ''inevitability of rationing" boils dowai to an assuniption about the Future
of medical technology, in particular Iltat it will continue to generate predoimi-
nantly 'half-way'' technologies oF great cost and limited efect ratlier than (Ic-
cisive breakthroughs which lower the costs of providing care. It is at least ar-
guabIc that the direction of technological progress depends on tlie econonic
payoff to different types of innovation, and that as the U.S. moves away Iromi
cost reiiburseaieiit, the demand for innovation will shift toward miore cost-saving
technologies. There is no shortage of potential candidates; if progress in organ
transplantation threatens to break the bank, that in genetic engineering holds ottl
economic as well as clinical hope.

But these are long-run issues. The short-run implications of the 'painful pre-
scripltion" view of the worhl arc disti nely iniminical to cost control. 13y lfocusiing
on thle assumed inevitable long-run, it encourages the foreshortening of tile policy
horizon and distracts from or distorts thie possibilities in the prieent. Therc is
today, as the U.S.-Canada comparisons make clear, a great deal ol scopc lor
cost control, without an inevitable cost in terms of "unmiet need. " For Iliat mautler
the Norwegian numbers suggest, and Canadian experience makes clear, 11that Call-
ada is by no means the last word in effliciency either. The extent Of unevaluated,
or known ineffective, care, delivered in ways known to be unnecessarily costly
by people for whom less costly substitutes have long been identitied, is impossible
to determine with precision, but could easily run between a (quarter and a third
of current U.S. outlays. That is enough of a challenge for one generation; who
knows what thie next generation's technology may bring?

It is not surprising, however, that the providers of care (whose incomes lue
drawn from current outlays) would prefer not to discuss these issues, but would
rather focus our attention on the costs in "unimet need" of cost control. TIhe focus
on a hypothetical long run serves this purpose admirably by assuring us thalt cur-
rent efforts to improve efficiency and effectiveness can only defer the inevitable,
and thus are by implication unimportant, as well as by emphasizing the pahilnful
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trade-olf between expenditure escalation and uniet need, a tra(le-ofC which is
either here or at least just around lIhe coriner.

But the possibility of cost control through improved efficiency and effective-
ness of care, such that the growth of the health care sector can be reined in to
that or tlhe rest or (lic economy, is no guarantee Of its attainment. It must be
conceded that, in tlhe hospital sector at least, tlhe record of cost containment thus
rar will supipolt a certain degree or unease.

IThe average length or slay in U.S. hospitals cannot rall without limit. I lowever
much "rat" is believed to be in the system in the forin of unnecessary ulilization,
there must be some point at which increasingly early discharges begill to put the
healca Itopaliclts at risk. Some will claim nIthat this has already happened; others
point to a lack or any conclusive evidence. But stable costs achieved through
falling average lengths of stay is not itself a stable situation. It looks rather more
like the temporary respite froni escalation predicted in the "painlul prescription"
scenario.

The downward trend in admission rates is somewhat more encouraging. TIhere
is probably a good deal more scope ror both reductions and consequent savings
through avoiding unnecessary admissions in the first place than there is through
seii(li ng patients home earlier. Thie large and long-emphasized differences be-
tween hospital utilization rates in I IMOs and those in comparable fee-for-service
practice indicate the possibility or reductions of 20 to 40) percent in utilization
rates without harin to patients, although some cracks may be appearing in that
convcn tionalI wisdomll.

l3ut in the end the savings from better management of utilization are still
bou nde(d. even if large. At some poi ut the escalation of hospital prices mloist be
brought under control. In principle, the prospective payment system embodies
incentives for hospitals to contain price increases as well as to shorten the lengths
of patient slays. Co"petitive pressures bearing on IIMOs should have similar
effects, but so far this has not been observed. The successes of both IlMOs and
the administrative pressures applied through and alongside PPS after 1983 have
conlie through re(luctions il uLtilizat ion in the context of contimui g escalatio in
prices/uLnit costs.

Moreover, both have run into trouble in translating sectoral savings into overall
savings. As noted above, the post- 1983 savings in hospital costs have been almost
matcheld hy extraordinary increases in the costs of program administration and
overlead costs or insurance, suggesting that they may have been dissipate(l by
tihe processes needed ror their achievement. Meanwvhile, the U.S. regions most
deeplly penetrated by IIMOs do not show any resulting change in their overall
cost behavior-for the region as a whole it is business as usual. And in the phy-
sician services sector, neither competitive forces nor administrative mechanisms
have yet had any delectable impact. In the light of this experience, claimis as to
the inevitability of escalation and the temporary nature of any relief through eitler
better management or more competition become understandable.
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They do not, of course, become valid. The Canadian record of long-run cost
stability is still there to be confronted. The important thing to note is that this
stability has becn achieved not by indirect means, by trying to crcate a inure
competitive environment for physicians or by paying hospitals in such a way as
to encourage them to cut costs. Rather it has been the result of direct controls,
such as face-to-face fee bargaining between physicians' representativcs and the
payers for care, and global budgeting for hospitals. 'Total spending is not com-
pletely locked in, as the volume of servicing by physicians is an uncontrolled
variable, and hospitals can occasionally work their way around the "globe." But
the scope for manipulating billing patterns is surprisingly limited when the struc-
ture of the fee schedule is itself negotiated. The control does not worik withl pil-
point precision, but it works.

Or does it? Do we know for sure that the consequence of controls is not unmet
needs-potentially efkective interventions foregone because the healtl care sys-
tem is being starved for funds, or more accurately, because it has not expanded
to keep pace with the growing capabilities of technology and necds of paticlts?
No. The restraint on hospital expansion in Canada has heen no more hacked by
careful evaluation and hard evidence than has the unrestraine(l explansion in the
U.S. The difference is rather between an approach of "when in doubt, don'tC'
and one of "when in doubt, do."

New and expensive technologies thus proliferate much less rapidly in Canada
than has historically been the case in tlhe U.S. (Thlings may he different un(ler
Pl'S.) In thle case of innovations which turn out to he signiticant ;advances, somc
patliens may suffcr frim this delay. Oin the other halnd, it is notnoriouls that new
interventions in tlhe U.S. have tended to proliferate. too rapidly, far if) advanice
of their evaluation, so that patients are exposed to unproven technologies which
may turn out be of little value or even harmiful in some or all of their applicatiolns
(extracranial/intracranial bypass surgery is a recent case in point).2 '

The continued pressure applied to hospital costs by Canadian govertnmcnts rests
not on a firm foundation of clinical epidemiology or of evaluative studics dctll-
onstrating which interventions are effective and which are not, but rather on a
much more itpressionistic sense that wlven resources are limited, clinicialls will
make the appropriate decisions about which interventions to carry out and whict
to forego. Constant provider complaitits and cries for more are to be expected,
but if a real problem develops, tlie tone of the cry will change and sometiglig
can be done about it.

Further, it is implicitly assumed that there is enough slack in tile system as a
whole so that new technologies can be funded at an appropriate level out Of ef-
ficiencies in other areas, helped along by net expansion at about the same rate
as tlhe general economy. Overall restraint is consistent with reallocatioi oli prior-
ities and some net growth, and therefore does not result in increasing levels of
unmet need as technology progresses. In any case, while the system remains
overwhelmingly popular politically and relatively stable financially, no evidence
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has emerge(l iliat the health of patients, as opposed to the ambitions of providers,
is suffering from the restraint.

01' CoUI-sC this may all he trIe. and the Canadian funding system may be as

good a compromise among clinical, political, and economic forces as one can
expect. But it would be nice to be sure that if constraints on expen(liture growth

did stal t lo threalen the electiveness Of tlie system, we would in fact know ahout
it. Just because providers cry "Wolf!" as a matter of course is no guarantee that

there are no wolves out there or tlhat( none will ever arrive. On tlhe other side of

the coin, just because the escalation of costs has been controlled in aggregate,
we have no warrant to assume that there are not still a number of activities going

on1 which arc highly questionable as to effectiveness or efficiency. Perhaps we

could do a lot better.
The systenl ol' global constraint through political processes creates no inherent

dcmainid, by pi ovide(Ids or payers, For Soln md cvalnat ion Orf thc effective ness of cur-

rent practices. Neither side in tlie dialogue has thus far shown any great interest
in taking the r isks imlplicit in a serious scientific evaluation of either current prac-
lices or new r(proposaiIs. Providlers mnight( find themselves trying to juslify current
practices which turn out to 11e wholly or largely ineffective; payers might discover
that they weCIC refuising to funld tlIh expansion of a proven bene licial innovation.
Flront limle to timie it may he advantageous for either advocates or opponents of

pa; ticular clinical activities to base their positions on evaluative research; hut in

general riletorical arguments over global "less or more"-un(lerfunding or cost
explosioii- are safer anld less intellectaIll y demiandi ng.

(0I the ollei liHaiid, it is no( obviolis tllat tlihe competitive mai ketplace has geil-

erate(d any demand for evaluative research either, or that it will in ilhe future. If

the ma; iketfing process is lo elicit infol illaioll, theme must he sophislicated bluyers

who call recognize and demand reliable inflormation. TIhe market share of prov-
iders must somehow be linked to tlhe energy with which they seek out an(d offer
therapeutically effective interventions and remove ineffective or harmful ones
from their product l ines.

lut this sophisticated buyer is not the individual patient-that has never been
and never will be true outside tlhe mind and models of the odd economic theorist.

Can the indivi(lual hope to be better informed as a buyer of insurance contracts,
deci(Iing which future therapeutic option packages are worth paying for? Will
the pale;i nalistic corporation as employer, or the union, have an incentive to (IC-
mainmd effectiveness information on the basis of which to make choices for emn-

ployees/mnieibers, and succeed in receiving such data? Perhaps, but this has yet
to be shown. The art of marketing has rarely had much acquaintance with the
generat~ion and dissemination of scientilic inforniation.

A comllpelitive marketplace displays a great deal more product innovation and
change thlan a bureaucratically constrained system, for fairly obvious reasons.
liut there is no basis for any a priori assumption that in a highly "information-
impacted'' environment the result will be a more effective, much less a more
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cost-cle'l'clivc, heal th care system. So tar, Ilie U.S.-Canadian Conpari So SUg-
gests thc reverse.

The shiting bulrden of proof: Chaitiges in the initellectuaol backgrou,,dI

It is helpful to back away Ironi the most recnt collection of statistical entrails,
howcvcr, in order to identify a more important trcnd. We suggested at [ihe be-
ginning of this paper ihal perhaps (lhe most significant lessons which had been
learned from two decades of attempts at the contiol of healrt care costs across
all developed couLintries took ilhe form of a shift in thc attiltuldes and hackgrouind
assumptions. thC policy-relevant priors, of those whose decisions shape health
policy. There are several specific examples.

A recent study by workers at tlhe Ran! Corporittion has shown large valiations
across regions in tlhe frequency wilil which beneficiaries of the U.S. Medicare
system utilize different medical and surgical services, variations wvhich wcre not
traceable to measured characristicsofthe populati(onsCseive(1.72 This is not news;
such variations have been deiinionsirated by a number ol different researchers for
many different populations over at least twenty years. Studies by BuLinker, Vayda,
Wennberg, and Roos and Roos come ininiediately to mind, and there ale others.
But thie Rand study is one more body of corroborative evidence, and it is also
a large one.

The authors insert the customary caveats for interpretation. One cannot assuIIC
that high rates of servicing mean overservicing, because from the data alone it
is equally possible that people in low-use regions are un(lerserviced. For that
matter tlic pol)LIlations may differ in ways which tihe aggregate dti ta do iilt relect.
but which clinicians on the spot recognize and respond to. Thc addilioll in the
most recent paper is thie a;uthors' plea to tIleir cliiical colleagues to tlke tliese
discrepancies seriously, not just because they may rehlect opportunifics lo mi-
prove tihe quality of clinical practice, but because nonclinicians increasingly re-
gard such variations as prima facie evidence of overservicing.

Twenty years ago, providers of care Could ignore or dismiss such finditigs on
the grounds that they did not constitute proof of inappropriate clinical behavior.
Implicitly, clinical behavior was its own justification: if the doctor did it, it must
have been right. Now, many dollars and years later, tlhe burden of proof has
shifted. A recent U.S. survey of private sector approaches lo cost containment
states baldly: "there is no medical excuse for tlie variation in care which now
exists."23 If physicians cannot find ways either to justify or to correct these var-
iations, others will intervene.

They are beginning to do so, altiough wiith what success or side effects it is
too early to say. The same source describes a number of initialives by plrivate
payers to influence patterns of medical practice. For our purposes, however, tlie
interesting fact is that tlhe linkage from observed variation to inappropriate serv-
icing is little more secure than it was twenty years ago. Our ''scienilice'' knowl-
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edge oin this point has increaise(l somewhat, with add itional deinonstratfions of
widesprae(l and largc variations in clinical practice. For particular procedures,
whiich are well documented and have well-defined indications, thc weight ol cvi-
dence certainly suggests some inappropriate servicing. But this is not proof of
a general linkage. Yet tlhe underlying default assumptions have now been re-
vmised, in responsc primnarily to tihc unrclenting prcssurc of cost cscalation.

Physician manpower policy reflects tlie same reversal. Ihe nulnber of phy-
sicians per capita has been rising in both Canada and the U.S. since aboul 1950,
roughly doublihg over thlat lime, and on present projections of population aiid
physician supply will go on rising into the next century at least. TIwenty years
ago, this tieud WaIS viewedL as a hek lthy response to a physic ian 'shortage"; today
it fceds a growing "surplus.' Yet now as then, it is a standard dlebating trick
of Iciendieis ol tlie status qluo lo issue the chlilenge, ''I)eline tlie optiniunin level."
'I he i mplica tion thalt if one cannot deline tlie optimum, one cannot idenlilty al
su rpl iis (or shoitage) an1( therefoie that present policies shoulkI he mailit ained is
of Loilust, a glalinig nun) scqulill. [lilt it illhislles silli ilplltai loulitil.

With vecry few exceptions, attempts to clefiie optimum levels of physician Sup-
ply reduc, after a certain amiountl of number juggling of greater or lesser so-
ph isticat ion, to anl assumption tlhat current levels of utilization are appropriate,
or al least not too high. Certain regions or specialties may be undersupplied, as
evidenced by observed differentiails in capacity or utilization. IBut as in the in-
terregional variations case, clinical behavior is implicitly its own justification.
Wilh such a basis, as numerous critics have pointed out, surpluses are ruled out

)ver tine, one Iin ds tIiat the opli mulin level posited hy successive ian opower
studics rises iolre or less ii proportion) Willi ilte supply olf physicians. becausc
uLiliiation rises along with physician supply. The planning exercise (does not dis-
hill ttile status (fuo; rather it provides a colifortable justification that all is well,
and that whatever is, is right 25

In the U.S., this position is buttressed by "economic" arguments from those
who still find the economic theory of the perfectly competitive marketplace a
plausible way or thinking aboutl medical care. In this world tlhe correlation be-
tweeII supply and use is not causal (in the sense of additional physicians either
generating or enabling additional use) bul accidental, the result of parallel trends.
Sonic can still repeat with straight faces the textbook homily that ilhe price of
physician services is the appropriate inilicator of surplus or shortage. Using this
argument there is still a shortage, since physiciain fees in tIle U.S. are still rising
in real teCims, and the actual numbers are irrelevant. Indeed, on the basis of the
pinliminary (lata above for thle first half of 1986. the shortage must be becoming
iiio re acte.

In tile real world, however, Doctor Pangloss receives less respect. It is now
commonplace aniong Canadian ministers of health, for example, that each ad-
ditioiial physician entering practice costs the taxpayers an addlitiolial $400,(0()
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or $500,000 or some such amount, depending on the place and year. The strong
correlation, across time and place, between physician suLpply and utilizaltion is
taken for grante(l as causal by those who pay for services. Ihc casy sicps it limit
supply-ctting hack on inmmigration-were taken as long ago as 1975, and
now governments are finally raising courage enough to cut back on trainiing
places.

For immediate effect, however, one province (British Columbia) has placed
limits on the numbers of new physicians permitted to bill the public insurance
plan in regions designated as "over-doctored'--a measure whose constilution-
ality is still in the process of being determined. 11' it is upheld, it will give the
provincial government direct and immediate control over what it perceives to be
a major component of its costs. If olher provinces follow suit, new cniltranis mlaly
find practice opportunities severely curtailed throughout Canada.

In the U.S., by contrast, the physician sui plus is being intcipiec(ed by ininamy
as an opportunity, not a threat. Alternatives to fee-for-service practice now have
much less (Iifliculty in recruiting physici anms, and the diversity ofl tO irns o1 (dlivery
is growing rap)idly. As a result, the rcsidii;ml tradiliinal I lec-l ur-scivice: antlilct is
becoming much more crowded more rapidly than) the overall national picture in-
dicates. Tarlov projects liha by tlhe year 2000 the average pol)Lulation prC physician
in the U.S. may be 429, but that outside tihe prepai(l grouLp practice sector it will
be down lo 310. The overall average in 1978 was 585.2"

Such projections suggest that the pressures of competition on U.S. physicians
have hardly begun to be felt. If so, this tends to support tile position ol the ad-
vocales of competition tIhat the rock-solid stability of the long-run trends il pI li)y-
sician fees, utilization, and costs is nearing its end. When twice as IlUlily pliy-
sicians are trying lo mnake a living noni th saie liic nuninbce of' patlicils, son ciliing
will break. Exactly what will break, however, and who will gain or lose as a
result, is much less clear thaln simple-minded competitive theory would predict.2 '

Whether one views the surplus as threat or opportunity, the now-dloinillat
perception is tlat there is now or will soon be a surplus. Yet thie nagging question
of "What then is the opltinlunV!' has no better answer thall it ever did. TI'he
"market" never saturates; even at 300 people per physician Israel's doctors re-
main busy. The North American ratio has just dipped below 500; there is still
some distance to go. And a recent report of tlhe Ontario Council of I ealntl hlas
shown tlhat it is still possilHe lo gcnerate eslinimaes of a phiysiciani '"'shoIiage"'' by
the old tried and false methods.28 Manpower needs are no better rooted in cpi-
demiological data than they ever were, to say nothimug of tihe extensive dalat on
optimal manpower mixes which have been accumulated but ignored.'2"

The critical factor is that nearly forty years of growth in physician supply halve
gone by, accompanied in the U.S. by steamdy rises in costs and the consistent
failure of all' efforts at control. In Canada control has been established over lee
escalation at least, but the political costs are high and may be rising. 'Ihe trends
in physician supply, and their cost implications, were clearly visible more thami
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ten years ago. But once again, the general shift in perceptions followed after,
and frlio, the experience of cost control: as Pogo said, "Man never reads the
writing oi n the wall uLIlii his back is against it.'

Yet a third area in which tlhe data have not changed but the policy response
has shifted is the I IMO movement. rhe observation that capitaled group practices
are less expensive than comparable fee-for-service practice, and in particular that
they aiake substantially less use of hospital care for their patients, is of very long
standing; detailed empirical comparisons date from the 1950s. The standard re-
sponses have been to cast doubt on the comparability of the patient bases served
or (01 llie therapeutic oulicolies--another instance of the "burdeen of proof' prob-

leni. The evidence has accumulated steadily over at least thirty years, yet a ma jor
review of the I IM( experience in 1981 reported that it was still unclear exacily
why I IMOs were less expensive.'

By the I9X()s, however, the backgrolln(l assumptions have changed. Everybody
knows that l IMOs are more efficient; the burden of proof rests squarely on anyone
wvho woVlid ;argCue otherwise. Intercsti ng q(1estions abotit capi at ion still remiain.

I hcicr is roomn for a large amount of (eltailed work on the measurei-ient oft Iicr-
apeulic outcomes, to deal withil te question central to the whole process of health
care delivqry: I low (lo utilization patterns link to outcomes? What is worth (loing'!
Blut at tlhe aggregate level, two obvious issues stand out. The first has been re-
fIired lo above: if IlMOs are less costly than fee-for-service practice, why is
there as yet no evidence, that their growth has lowered the growlh of overall health
costs in the regions where they are best established? The second issue arises trom
their cimangi ug spoinsorslip.

Viliall lly all tlie accinllnulaled evidence onit Ilc compartiive performance of
lI MOs has been derived fromn their historically dominant form, the not-for-profit
prelaid group practice. This form established itself in Anmerican medicine in the
1940s and 1950s against intense opposition, hut until very recently has been a
small and geographically localized institution with a slowly growing market
share. The explosive growth at the end of tile 1970s and early 1980s has coincided
with the entry of for-profit IIMOs into the market, demonstrating the truth of the
arguinieit that for-profit competitive institutions are more dynamic.

[Iul little or nothing is known about the performance, in terms of costs and
effectiveness. (,f for-profit IIMOs competing aggressively for market share in a
highly competitive environment. All tlhe previous research studied not-for-profit
institutions, which were motivated by an altenative view of how medicine should
he practiced (clinical and social objectives), struggling to survive in a hostile
environment which was constantly looking for evidence of inadequate quality of
care and would be provoked by overly aggressive expansion to retaliate through
professional, not market, channels.

May one justifiably cheer Qn the new organizations, on the basis of thie evidence
from the old'! A priori, one might expect performance of for-profit HIMOs to be
lifferent. Professional hostility and competitive markets both impose powerful
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incentives, but to different forms of behavior. For-profit I1MOs may be quieC
different from their not-for-profit forerunners. The fact is, however, that at this
point we do not really know. Twenty years ago this ignorance would have couited
strongly against for-profit HMOs; now it scems not to enter into the discussion.
The pressures on U.S. business and government to contain costs have again IC-
versed the burden of proof-a form of organizalion which promises savings does
not have to justify itself on other grounds. It is the critics, now, whose case is
all to make.

Of course, the shift in attitudes towards lIMOs and similar altcriiative orga-
nizations is taking place within a broader shift in the assumptions about the ap-
propriate form of organization for health care delivery-i.e., the balance of for-
prolit and not-for-profit (or not-only-for-profit) firms. For most of this century,
there has been a consensus in at least the industrialized countries of thele world
that the delivery of health care was special, for a variety of reasons, and that the
organizations providing it directly to patients should be motiva te(l by consid-
erations other tItan profit maximization. The supporting industries-drug and
equipment manufacturing, for example-might be left to the for-profil scctor,
but hospitals in particular should be not-for-profit. The position of the physiciani
was left in comfortable ambiguity, since the self-employed physician clearly re-
ceives the profits from the practice as an economic enterprise. Implicitly, the
assumption was that physicians might receive profits and even he motivated by
them, hut that effects that were potentially harmiful to patients would be mitigated
by physicians' simultaneous pursuitof'otherand more "professional'' objectives,
backed uIip by peer group sanctions.

This view was never universal; in the U.S. a residual for-profit hospitail sector
has always persisted. But in thie mid- 1960s it seemed to be disappeai ing. I Call-
ada, the much smaller and less firmly rooted for-profit sector (did disappear.
Twenty years later, however, the U.S. for-profit sector is not only alive and well,
but growing rapidly. It is generally regarded as the wave of the future by sup-
porters and opponents alike. The question now may be whether the int-iJr-proJit
sector will disappear.

The rhetoric of the marketplace has replaced that of the clinic; for-profit or-
ganizations are lean and efficient, flexible and responsive to consumer wants, and
technically and administratively innovative. Concern that they might cut corners
on quality, exploit the ignorance of patients, and "skim off the creai'" of palienis
able to pay their own bills for relatively straightforward and profitable procedliires
are dismissed as self-serving pleas by inefficient organizations whose participatnts
have been extracting above-market incomes (in cash or kind) under the cover of
altruistic, "nonprofit" motives.

But again, what of the evidence? Are for-profit hospitals more efficient, in the
sense of providing as or more effective care at lower cost? The question is, as
always, complex, and the evidence is both mixed and remarkably scanty. In the
hospital sector, however, such evidence as there is indicates the contrary. It ap-



266

Evans * Lessons from Cost Containment 609

pears that for-prolit hospitals are more costly and spend mnore ol management,

adminisiration, and maiketing and less on patient care. Indeed, in an imperfect

market they behave just as a priori economic theory would suggest, pronboling

the utilization of and raising tlie mark-ups on those services about which patients

arc least able to make independent decisions.3"

'I hc eniprial cevidence is, ol course, contentious. That can bc taken for granted

boti because the research process in a complex world is ineditably rough-edged,

and because the associated large political and economic interests and ideological

preconceptions enter into research melihodology as well as into interpretation and

reporling." Iutit the interesting shift is that analyses showing for-profit organi-

zalions lo be less eflicicnt-which in the hospital sector at least seem to have

the beiter of the empirical argument" -are now subjected to the most searching

criticismi, aid iclquire(l to bear the burden of proof.
Tlwenty years ago, everybody knew that for-prolit motivation was a menace

to the health (if patients and the finances of payers. I-videnicc to the contrary. if

it received a hearing at all, could expect to be dismissed as tailing standards of

pioof which could in turn be set high enough to ensure the desire(l outcome. Now

that the shoe is on the other foot, serious concerns about the cost-effectiveness
ol for-piolil insliultions can be ignored. or dismissed by appeal to trivial nit-

picking lo undermine the empirical evidence.
Of course, pfart of the explanation is a more general change in the zeitgeist,

in public attitudes toward the state and the marketplace. But it appears that to a

large extent the transformation in the U.S. in particular is the outcome of twenty

years of' failled cost cono rol JIst as vict i s ot' cancer, when the conventional

treatments olfer no hope, turn to lactrile and other nostmmns, so the U.S. has

tned to ''free enterprise," comlition, anid the profit motive-rrhelorical sym-

bols which give great cotnfoit (as well as substantial profit opportunitics)-to

solve an appamently intractable problem. The belief in efficacy stemis not from

the evidence, which is not there, nor fromn the a priori argument, which as always

points both ways, but frorn the acutely felt need for a solution.

No otier nation has gone this roule, nor is likely to, partly because the sym-

holism of "free enteprise" cloes not evoke the same visceral response elsewhere

(other countries have different "religions") but also because thle experience with

cost conitrol has been different. The process of control is difficult, imperfect, and

in a numilier of ways unsatisfaclory, but it has not heretofore been an obvious

failuire. In Canada tlhe cancer is in rentission; we are not so inlcresIed in Iaeirile.
This language implicitly assumes that the current approach to health care cost

containment in the U.S. will be ineffective. As emphasized above, that may be

premature. The evidence so far is negative; numerous examples of apparent lo-

calized "successes" add up to aggregate "business as usual," which is failure.

If this continues, then it seems virtually certain that the wheel will turn again,

and([ the marketplace will fall out of favor.
There are of course those for whom the free market plays the same role as God

did for the eighteenth-century deists; from that perspective process, not outcome,
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is the desideratum. The free maiket is not preferred because it achieves other
objectivcs, whether of cost, quality, or access: it is itselfthe objective, and what-
ever emerges from (lie market is right. If free competition among for-prolit prlv-
iders leads to further cost escalation, then so be it; that must be the socially pre-
ferred outcome.

ThIis normative position, as a number of observers have noted, is not merely
intellectually isomorphic with religion, it is a religion. The liturgy is frequently
expicessCd in the peculiar jargon of econonmiic analysis, just as tlie Roman Cat holic
church for most of its history carried out its ceremonies in L.atin. And the set ol
values and beliefs which it embodies seem to have a partico lIar appeal to ecCnI-
omists, who ironically teach the distinction between normative and positive prop-
ositions as rouitinely an(l as confidently in the classroom as they conlouse it oitsioeI
1Lut the polifical advocacy Or part icuil ar tenels of lailid does not tlcei eby beci le
economiils.

This rather pecuiliar sect will probably not be decisive. 11 it is true thait the
broader appeal in the U.S. of for-prolit institutions andl the ''competitive mnar-
ketpl ace" are a respoflse lo tlie lailiiie of more traditional lornis ol organiziat ion
and regulation to control costs, and if these newer appraoches fail ii their turn1,
as they appear so far to be doing, then the fall-back position that escalation is
no longer "bad" but now "good" because it is happening in a conlpetitive Cn-
vironment is unlikely to carry much weight among those who pay the costs.

Something else will be tried, most probably (like PPS) some expanded lorni
of public regulation. The recent report of the I larvard Medicare project clearly
points in this direction, recommending binding negotiate(d fee schedules for ph'y-
sicians, with mandatory assignment (in Canadian terms, nlo extra -iill i ug.), aind
global expenditure caps with prorating. For hospitals, some form of slate-bascd
all-payers budget determination looks very imiuchl like global budgets, while t[ie
report recommends less reliance on direct charges and more on premiums. but
with the latter income-related, so looking rather like a tax '4

The whole package, in the sincerest form of flattery, appears to be a;n aattempt
to move as close as possible to Canada without actually going there. It raises a
host of debatable issues; but the key fact to which it resl)mon(s is thlla displayed
in Figures I and 2. If the objective is access plus cost control, tlie Canadian
package works. If the present U.S. trends turn around, and the competitive ap-
proach also "works," the harvard report will presumably gaditer dust, su viving
only in the occasional footnote. But if not, it may well usher in the next wave.

However the institutional mix unfolds in the U.S., or indeed anywhere else,
the shift in assumptions about particular institutions seems to reflect a change in
fundamental attitudes toward or assumptions about clinical practice. lhe basic
principle of the chiiical freedom of the physician is being eroded bolh by increased
competition among providers in the U.S. and by the public regulatory system in
Canada and elsewhere.

As noted above, the changed interpretation of interregional variations in uti-
lization patterns and of the linkage between physician supply and overall utili-
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zaltioi rates reflects an erosion of the assumption that clinical behavior is its own

justification, that whatever doctors do must be right until (rigorously) demon-

strated otherwise. ['lihe increased acceltaneC of for-profit organizations andI al-

ternatives to lee-hor-service practice is similarly a rejection ol the principle that
the individual c linician, uninIlulCncC(e by external constraints-whether [rom the

m ac ket or fr(1nm puhllbic or private IlnaagClrS-is lhie best ju lge ol the patfiellt's

icitcrcsts.

In iiCe U.S., this CrIOsion hals been accol upan ied hy thIC [l II Ifa a sI suppoirtI ng

principle, tIlat of "free choice of physician' whereby the payer for services was

bairred lholn testicting thle patiC lle'S Choice. This Of conrse was al Ways a (isaability

iipi sed onl paticnis in that it did not permit them to contract away their ''ight

olce ci uice in mertuin for olier advant ages such as lower prc iiminms (or for tbh

matter1 to excicise if Wvitlh iespect to nionlicensed(l practitioners). luit this principle

butltrcssdcd clinical Ibcedoin by nak ki ug it diiflicult l'or third -pi;nlty payers to select

an ilng (and thereby to negoti ate witIi) practitioners on the basis of either lees or

priaitlicc pattellis.
In( Canada. as in other coutitries wvithi universal payment systems, free choice

has ticus far been mai tai ned(l and clinical freedom has heen restricted only in-

directly through tilC fee schedule and the hospital budgetary process. But the

imends, as ill the U.S., seeni clear. The lesson of cost containmilen appears lo be

atilll fi le long ruln, it is iicocumpat ihle witIi the clinical freedom of the practi-

tioner, although the form of the resolution of this contradiction is not yet clear

a id imcay I)e quilt di iCemnit in different counltries.

Researtch resonance: The evolcipig audience for policy aialysis

TIbc cilphalsis 0on the imiportanc (;I' chlanges ill backgroun(d or d(efanlit as-

suciptiotins, on hlat policy makers believe when tlie evidence is incomplete, does

not inply that nothing useful is learned froni healti care research, whether at the

h"afrd end' of the ramLdlom ized control led trial or ii the solter forni of policy

anal ysis which attempts to organize and weigh inco pletely specified probambil-

itics wvith incoiplete aoid ilclie ilect dala. (O)bvionusly nmuch is learned, not least

by those who carry out tihe reseamrch. lut this learning takes the form of iicre-

mental changes ii a broader belief fraumework. Research results are never de-

cisive, because they are almiost never conclusive, and even when they are, they

call fairly easily be misinterpreted or suppressed.

TIhe experience with cost control illustrates the critical itportance of the policy

audience, cthe putative custlolers lor research results. What they are able to hear
is hea'vily iniluenced by what they want cndl expect to hear, their background

systems ol beliefs. This in turn chacnges with the external environment and pres-

surcs they perceive-beliefs are shaped by needs (although it may be that in-

diciditals ldo not often change their beliefs, but are simply replaced).

Newv knowledge of the sort thact emerges from research thus may be picked up

ancid amulfilied or muted and suppressed, depending on whether or not it resonates
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with the beliefs or perceived needs of the momient. This is not to suggest tlatl
only research which will "sell" is worth doing or supporting. Apart front ihe
significance of knowledge for its own sake, if the conventional wvisdoil has got
it wrong, (lie problems will be back and tIle audience may be more rcccptivc next
time. But tlie audience or resonance effect raises, as an interesting and iliportlant
object of study in itself, how knowledge (or ignorance) becomes translated,
through the formal and informal political processes, into policies anil laws.
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ot' testing, this was quite consistent with higher overall costs of achieving particular therapeutic
OlltcoIIIes in a lor-prolit cnvironmncut.

34. 1 larvaid Meidicar e Project, AlMelior(: ('auning of Age: A l'raopostilfor Reform (Cambridge. MA:
Keninedy School of Covernrsucnt . lI arvard UJnjiversity, 1986).
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COMPETITION IN HEALTH CARE

Representative SCHEUER. Well, we had four phenomenally inter-
esting pieces of testimony in this panel. This has been a phenome-
nally stimulating and thoughtful and challenging panel. I will ask
unanimous consent to keep the record open for additional written
questions for another 10 to 12 days. I hear no objection, so that's
ordered.

[The following questions and answers were subsequently supplied
for the record:]
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RESPONSES OF GEORGE A. SILVER, M.D., UWE E. REINHARDT, AND

ROBERT G. EVANS TO ADDITIONAL WRITTEN QUESTIONS
POSED BY REPRESENTATIVE SCHEUER

Panel v 2 Foreign Experience

1. I believe that all of the members of this panel

acknowledge that although the U.S. is spending a higher

percentage of GNP on health care than any other country, the

U.S. does not unequivocally have the "best" health care

system. Some of you would argue that measures of health

status are not available to reach definitive conclusions;

others would point to more limited access to health care in

the U.S. and higher infant mortality rates than in the other

OECD countries; still others presume that the U.S. system has

higher amenities and quality of care in some specific areas.

While there is no "magic" number for the correct percentage

of GNP to spend on health care, wouldn't you expect the U.S.

to have a much more "universal" system given our large

expenditures?

FOLLOW-UP

If you believe our system is ineffective what changes

would you make? or what features of the European systems

would you adopt?
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Yale University I-Inst mJoe Soda! .ad Palio Sndie Campn address
PO. Box 45A Yale Stai-n B9 Trundodi Soree,

J Mew~~~IV H-m, C-nnai., 06,-71 T.b.1 ,o,

July 29, 1988

David Podoff
Senior Economist
Joint Economic Committee
Congreos gD-6b? United States
Washington, DC 20510

Dear David,

With respect to your question(s), I agree with your formulation in paragraphone, that considering the expenditures, one would expect that the entire popula-tion could be covered, that there would be universal coverage and full scope ofservices provided.

So far as follow-up is concerned, it isn't so much that our system is "ineff-ective", as it is misdirected. The system is so designed as to focus on the pro-fessionals and providers of services, to protect them, so to speak and assure themreimbursement, rather than focussing on the patients, the public, and guaranteeingthat services will be provided. European systems take this latter tack. In suchcircumstances, the public is guaranteed care and the providers must negotiate theirdemands with insurance companies or government. Our system is effective enough forthose patients who can pay whatever the traffic will bear.

I would add to this, several other points.

1. Accountability has to be assured, and not simply through some payment mech-anism. That is, the patient's interests should be protected by reporting and anal-ysis of the services, not the charges.

2. Inasmuch as there is only hazy information on the effectiveness and satisfact-ion of various systems, the federal government should initiate a grant or contractprogram that would permit several states to inaugurate universal, comprehensive pro-grams so that over a period od time, the effectiveness and satisfaction of the variousprograma can be determined. Moreover, a variety of forms of service delivery shouldbe encouraged, in order to be able to select the best and most efficient and econom-ical as the model. This would follow Charles Schultz's "market analogue" approach.

3. It may also be well to attack the state by state argument by allowing regionalefforts. Perhaps a comprehensive children's program could be inaugurated first, sincethat will be far cheaper to fund and offer interesting lessons as well.

I hope this helps.

Cordia~y,

GEORGE A SI VEE MD
Emeritus Professor of Public Health
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Princeton University Woodrow Wilson School
of Public and International Affairs

Princeton, New Jesey 08544
(609) 452-4781

Uwe E. Rinhardt
Jame Mdmn Pnfrwm

f Pohcal Ememay

August 1, 1988

Mr. David Podoff
Senior Economist
Joint Economic Committee
Congress of the United States
Room SD-GO1
Washington, D.C. 20510

Dear David:

Many thanks for your letter of July 21 concerning the foreign experience

in health care. Here is my response to the question you raise:

The overall quality of a nation's health system has three dimensions: (1)

its clinical quality, ideally measured by the contribution to health status

made by health care, other things being equal, (2) its social quality,

measurable by the percentage of the population who have unfettered, dignified

access to an adequate level of health care and (3) the luxuriousness of the

system, measured perhaps by the percentage of hospitals that have atriums and

other such Indices.

I think that, with the exception of some financially strapped public

hospitals and some Mtedicaid mills, America ranks very high on the luxury

dimension.

I believe us to be ranking low, and possibly at the bottom in the OECD

countries, in terms of the social quality of our care, for reasons that were

brought out in our testimony.

As to the clinical quality of our care, I would say that at its best,

America's health care is unrivalled in the world, at its worst, the clinical

quality of American health care is probably unmatched in the OECD and, on

average, we simply do not know whether countries such as Canada, West Germany

or Sweden outperform us.

The reason we cannot make a clear statement on the clinical quality of our

health care is that we do not as yet know how to define and measure that

dimension. We cannot just take crude health status indicators such as infant

mortality rates or death rates in general, because other social factors

determine these as well. For example, a recent survey by the Justice

Department revealed that ours is a much more criminal and violent society than

those in Europe and Canada. Crime and violence breeds health care costs.

Similarly, our teenage pregnancy rate is double that of Europe. Our illiteracy
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rate is much higher than Canada's and Europe's. It is well known that health
status increases with education, for obvious reasons; and so on and so forth.

In other words, other things being equal, the US would always have to
spend somewhat more on health care than other nations just to break even.

All that having been said, however, I still maintain that our pluralistic
health system is structured to be relatively inefficient in terms of producing
good health, as my testimony indicated and as Is becoming increasingly apparent
form the growing research literature pointing to the application of substantial
percentages of unnecessary medical procedures. There are many reasons for this
built-in inefficienty -- among them this nation's love affair with multiple
choices. But one of these reasons should be perfectly clear: what one person
perceives as inefficiency another perceives as income. The system is designed
to maximize health-care incomes.

As to your follow-up question, I have become convinced that the United
States could not easily graft any of the European or the Canadian health system
onto our socio-economic and political structure. All of these other nations
have parlimentary systems with party discipline. The promises of a winning
political perty can therefore be implemented with relative ease. By contract,
the United States government is really what Germany was prior to Bismarck
(prior to 1871): a set of loosely allied principalities (speak: Congressman and
-women and Senators, and their staffs), each with its own lord doing deals with
the outside world. Thus, I cannot imagine our government's ever legislating as
clean and sensible a national health insurance scheme as Canada has.

Instead, we ought to start thinking of an honest two-tier health-care
system, one for publicly financed patients, and another one (or really, a
multiplicity of other ones) for privately-financed patients. I have sketched
out such a scheme in the attached. You may wish to include it in the record.

As J mentioned to you on the telephone, I enjoyed participating in your
hearings and look forward to the printed version, which I intend to use in
teaching.

With my best regards, also to Congressman Sch

Uwe E. Reinhardt
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THE UNIVERSITY OF BRITISH COLUMBIA

Department of Economics
#997 1873 East Mall
Vancouver, B.C. Canada V6T IW5

September 26, 1988

David Podoff
Senior Economist
Joint Economic Committee

Congress of the United States

Washington, DC

USA 20510

Dear Mr. Podoff:

In reply to Congressman Scheuer's follow-on question to Panel #2, on

foreign experience with health insurance:

1) I think it is an understatement to say that "... the U.S. does not

have unequivocally the "best" health care system.n I know of no

student of comparative health care systems who would seriously

propose the U.S. as even in the running for "best", however defined.

It does appear to be common for public pronouncements on health care

in the U.S. to begin with references to "the world's best system";

visitors from other countries try to be polite during such rituals.

One has to remember that the words are not necessarily supposed to

mean anything.

It is true, I believe, that the U.S. provides examples of both

quality and technical virtuosity in health care which are second to

none. Some of the best medicine in the world is practiced in the

U.S., though not all of it. On the other hand, the U.S. also appears

to provide examples of care, or the lack of it, which would not be

tolerated in any other developed society. Moreover, these

shortcomings appear to be systemic, not random accidents. Such

shortcomings are clearly not regarded with indifference among

Americans, but the difference is that in other countries moral

indignation would be translated into political action. In the U.S.

this does not happen.

Having said this, I freely admit that the standards by which a

nation's health care system should be judged are by no means

.../2
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unambiguous, or uncontroversial. Mortality and morbidity patternsare clearly important, but depend on many other factors besideshealth care. And there are a number of other characteristics inaddition to these ultimate outcomes, which should be included on anysuch evaluation. The choice of relevant characteristics, theirweightings, and their measurement, will differ from one observer toanother ... evaluation is, by definition, not a value-free exercise!

2) But to answer the question, no, I cannot say that I would expect theU.S. to have a more universal system, given its high level ofexpenditure. I do not think that, looking across the world, I cansee any clear connection between expense and universality. Thequestion seems to me to presuppose that universality is expensive,and that given the amount that the U.S. currently spends, it ought tobe possible for you to "afford" universality (whereas countries withlower levels of resources might not).

If that is what the question implies, it seems to me to get thingsthe wrong way around. As I read the evidence from the countries ofWestern Europe and North America, there are several examples (theU.K., Canada, perhaps West Germany) of universality being associatedwith lower, not higher, costs. Rather than universality being a sortof expensive luxury, it appears to be an important factor in makingpossible the control of overall health care costs.

So I would turn the point around; I would expect the U.S. to spend avery large share of its GNP on health care, because its funding
system is both so fragmented and so dominated by private
organizations. For the same reasons, I would expect a significant
share of the U.S. population to have no, or inadequate insurancecoverage, and for this in turn to result in problems of access tocare, and of severe economic hardship for the unlucky and unhealthy.Only if, in some way, the U.S. can develop a more "universal" systemof paying for health care, is it likely to find a solution to itsexpenditure problem. Ironically, uncontrollable health care costsmay be a punishment for failure to assist each other!

3) It follows from this view that I believe the U.S. is already devotingenough, and indeed considerably more than enough, resources to healthcare financing, to support a system as universal and comprehensive asany in the known world - including even Canada. That of courserefers to resources from all sectors - public insurance like Medicareand Medicaid, public delivery like the VA, private insurance of alltypes, and the extraordinary (compared to the rest of the world)
proportion spent by individuals and families out of their personalresources. There is no technical or economic barrier to universalityin the U.S.; the problems are political, and behind politics,
cultural and psychological.

.../3
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But those resources would clearly have to be redeployed. They must

be used not only, or even primarily, to care for different people -

the struggle would not be principally between current "have" and

"have-not" patients. (Although the opponents of re-deployment would

obviously present it that way.) But the resources now devoted to

health care would have to be used to buy different kinds of things.

This opens up a large and contentious area. But to summarize from my

earlier testimony, there are three major areas for re-deployment in

the U.S. system. First, there are the wasted resources used up in

running an extraordinarily inefficient prepayment and administration

system. Excess costs here account for between five and ten percent

of your total health bill. Second, your way of paying physicians'

services is extraordinarily generous to physicians: fees and incomes

are much higher than they need to be to attract people to ths sector.

You may be told, along with projections of physician surpluses, of

falling numbers of applicants to medical schools. If at some time in

the future, attracting new physicians becomes a problem, fee

subsidies up front are much more powerful incentives than

speculations about future incomes. I believe that what is currently

going on in applications for medical places is primarily the

demographic impact of the drop in births in the mid-1960s, perhaps

compounded with very high fees for entry, and highly publicized

uncertainty about the future of medicine. In Canada, medical school

fees run $1500-$2000 per year, and the system is pretty stable; we

still have not figured out how to deal with the physician surplus!

Third, as you know, a great deal of money is spent - and earned - in

the U.S. on/from the provision of services of little or no proven

benefit -or indeed of proven non-benefit. The U.S. is in the

forefront, world-wide, of "technological assessment", or the

evaluation of the effectiveness of health care. This is in no small

measure due to the support for this activity by the U.S. Congress.

All other countries draw heavily on American research in this area.

But to date, the U.S. has been much less successful in using this

information to guide medical practice and to control costs. That is

the third area in which resources could be freed up - one could

easily afford to provide universal access to the services that

actually do some good, if one could eliminate the services that do

not.

4) So what to do? the final question. First, I am not sure if the time

is ripe yet to do anything. It seems to me that while a large number

of Americans are suffering from the inadequacies of the health care

system, a large number of others are still profiting very handsomely

from it. And the latter are by far the more potent, politically.

.../4
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Worse still, the majority of the population fall into neither
category - yet. But political advice from an amateur, both unelected
and foreign, is unlikely to be worth very much. I think the chances
of "going universal", on either the Canadian or the U.K. model, are
rather small, in this generation at least, particularly if one tries
to run an entire system from Washington. The Canadian systems are
provincial, with federal guidelines and fiscal contributions. No one
has ever run a system for two hundred and fifty million people; the
largest Canadian system is in Ontario, with nine million.

Moreover, the private insurance system is not going to disappear
overnight. But I understand that it Ji changing its form very
rapidly as private employers move toward various forms of self-
insurance. Perhaps the proper thrust of federal policy should be to
subsidize state or regionally based pools of insuring organizations,
which cover entire populations under federal guidelines. After all,
a Canadian provincial government is a sort of geopraphically based
monopoly buyer of care. If one could coordinate groups of PPOs or
other managed care systems, starting with a region, such as
Minnesota? where such organizations already have a dominant share of
the market, one might be able to draw the entire population into a
sort of buyers' co-op, which with enough federal subsidy, would be
attractive to private employers as well.

The problem would be, not only to attract in the existing insurers to
a pool including the uninsured, but to create an administrative
organization capable of running a payment system and negotiating with
providers, which was both politically and fiscally responsible.
American states do not, I believe, have the same resources as
Canadian provinces. Perhaps the West German model deserves much
closer attention, since there the federal and state governments have
succeeded in co-ordinating a multiplicity of different sorts of
sickness funds, some regionally based, some enterprise based, some
union based. A tight legislative framework has permitted both
universality and cost control, without the setting up of a public
monopoly of the payment system as in Canada.

The West German system is far from perfect, and is subject to a lot
of stresses and strains of its own. (Some Germans are now looking at
Canada!) But it may be a reasonable model for a nation which already
has a large private system. For that matter, the U.S. is a very
large country. Would it be possible to permit/encourage individual
states to try out either the Canadian or the German models, again
with overall federal guidelines (e.g. who has to be covered, and for
what) and financial support?

One way or another, you have to simplify and consolidate the payment
structure in the U.S., both to reduce the waste of resources on

88-544 0 - 89 - 10
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'paper-pushing" as opposed to providing care, and to negotiate more
effectively with the providers of care as to what it is you want to
buy, at what price. And the key feature of the European or Canadian
system which you have bring over, is some form of global budgetary
control, so that you have a basis for negotiation. You can do that
by flowing all the money through the public sector, as Canada does
(for hospital and medical services), or you can create a regulatory
network (strait-jacket) to constrain the private payers, as West
Germany does - and of course choke off the inevitable efforts by
providers to circumvent controls by direct access to the patient's
own resources.

It will not have escaped your attention that this answer is
inconsistent, to say the least, with policies based on the "competitive,
market-driven" approach to both finance and delivery of health care which
has been intellectually dominant in the U.S. in this decade. I do not
wish to be interpreted as wholly rejecting that approach, particularly in
the sophisticated form which it has been given in the writings of Alain
Enthoven, for example. I am in the camp of those who say it is still too
soon to judge that approach a complete failure in practice - though it is
getting close. But I think that if one adopts the "competitive" approach
to health care, one has little to learn from experience outside the U.S. -
even from Canada. No one else has ever tried it.

This has been a rather long answer; I recall you referred on the
telephone to "three or four paragraphs". But you probably did not believe
that either. I hope it may be helpful.

Yours sincerely,

Robert G. Evans
Professor
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Representative SCHEUER. Let me ask you one or two broad ques-
tions. Is the presence or absense of competition in the health care
system an important ingredient in controlling costs and helping to
keep costs down? We have some of that in this country. I take it we
have very little in Europe and in Japan you have the national
health care programs where I wouldn't think there is competition.
Is more competition, judging from foreign experience, an answer in
helping us keep health care costs down or is that sort of irrelevant?

Mr. REINHARDT. Actually, the term competition-you mean price
competition?

Representative SCHEUER. Yes.
Mr. REINHARDT. And it turns out in almost any country--
Representative SCHEUER. Or quality competition I suppose also.
Mr. REINHARDT. Quality competition, of course, drives costs up.

We do know that. As hospitals compete for patients, they have to
attract physicians and one way to attract a physician is to get the
latest equipment. It's just like the old airline industry that compet-
ed with sandwiches as you'll recall, before we deregulated the air-
lines.

But in health care in any given year, 70 to 80 percent of all
health expenditures go to about 10 percent of the people. That's
always been the case, both for young and old. Which means that 80
percent or so of health expenditures is actually incurred by very
sick people. Recently I wound up in an emergency room and this
doctor was doing all kinds of things to me and I was giggling and
saying, "Actually, I'm supposed to bargain for these tests, doctor,
and shop around. I'm an economist, a card-carrying one. I'm sup-
posed to test whether these tests are necessary and then to shop
around for cheap ones." I think it's just absurd to think that fright-
ened patients or frightened relatives will shop around for cheap
care in the way economists model that process. That is why I know
of no country that is seriously contemplating using price competi-
tion in a major way-or seriously thinking of turning their health
policy over to economists the way we have.

The interesting thing is we, of course, do not have the courage to
practice this price competition either. If we did, Congress would
have by now introduced competitive bidding for lab tests. But as
you know, that's been postponed time and time again.

Representative SCHEUER. That's disgraceful.
Mr. REINHARDT. And the reason is that basically the American

people don't really believe in price competition in health care.
They believe in all other kinds of competition, but not in price com-
petition.

Representative SCHEUER. Well, I think if you put this to a nation-
al plebescite I think they would believe in price competition for
labs. I think they would, but we have all kinds of political impedi-
ments in the way. It's outrageous that we haven't gone to not only
price competition but far -higher standards for personnel in the labs
and so forth.

Dr. SILVER. Don't you think that Americans are a little bit leery
about price competition, like the astronauts who complained bitter-
ly that you have to remember this thing was built by the lowest
bidder?
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Representative SCHEUER. I think if they were assured that qual-
ity standards were maintained far better than they are now-we
have very little control over quality standards for labs and we've
had a whole case of horror stories recently on grossly untrained
people producing test results that erred astronomically overstating
morbidity or overstating illness and understating illness. It's bi-
zarre that we haven't established standards and that we haven't es-
tablished competition where it seems quite-where all the condi-
tions seem to be present to make competition appropriate. I think
the public would approve of it if they ever had a chance to vote in
a national plebescite. Do you want the Government to establish
standards and testing standards on the quality of the training of
the people who are doing all these tests and do you want price com-
petition? I think they would vote for it in a second.

Dr. SILVER. The thing is, in a lab test, for example, the problem
is that you have to do fairly frequent monitoring. You can't just
give the lab a certificate and then come back next year. The Brit-
ish had a scandal this past year with respect to fraudulent testing
in a distinguished laboratory that had been standardized. I think
that the competition only adds a dimension of incentive for people
to circumvent a standard. I think that you should have standards
for laboratories, but I don't know that it should be the basis for
price competition. I think Uwe Reinhardt is absolutely right. To
shop around for services is almost to invite people to cheat.

You asked another question of all the other panelists and I'm
very eager to give you an answer.

Representative SCHEUER. Dr. Silver, I have to leave for this roll-
call vote in 2 minutes, so--

Dr. SILVER. I don't know whether it will still be on the table.
Representative SCHEUER. Well, I tell you, I'm going to leave in 2

minutes and I will knock the gavel before I leave, but you keep on
talking so that we fill out the record. OK?

NEED DEMONSTRATION PROJECTS

Dr. SILVER. I just have an idea for you for legislation. I think
that despite what Uwe Reinhardt says about pluralism, the United
States is so heterogeneous that it does need a lot of different solu-
tions to the same problem and I think that one of the things the
Federal Government can do is to appropriate money to generate
projects in the States for State models of health insurance. We
have a long history to the effect that we don't have national pro-
grams in social welfare fields until we've had State models. Neither
did Canada. They had to have Saskatchewan first. And until we get
an effective State model of health insurance, we're not going to
have a national program. I think the Federal Government ought to
appropriate $200 million for a couple of States to try this and that
this will then give us the clue as to how to proceed with a national
program.

Representative SCHEUER. All right. I'm going to declare this re-
markable hearing adjourned.

[Whereupon, at 1:30 p.m., the subcommittee adjourned, subject to
the call of the Chair.]



THE FUTURE OF HEALTH CARE IN AMERICA

TUESDAY, MAY 10, 1988

CONGRESS OF THE UNITED STATES,
SUBCOMMITTEE ON EDUCATION AND HEALTH

OF THE JOINT ECONOMIC COMMITTEE,
Washington, DC.

The subcommittee met, pursuant to notice, at 9:30 a.m., in room
2325, Rayburn House Office Building, Hon. James H. Scheuer
(chairman of the subcommittee) presiding.

Present: Representatives Scheuer and Downey.
Also present: David Podoff and Dayna Hutchings, professional

staff members.

OPENING STATEMENT OF REPRESENTATIVE SCHEUER,
CHAIRMAN

Representative SCHEUER. Good morning. The Subcommittee on
Education and Health of the Joint Economic Committee will come
to order.

We will continue our series of hearings on "The Future of
Health Care in America." Today we are going to be reviewing
trends in population and health status that are likely to affect
health care into the 21st century.

Last week we received testimony showing that health care-our
third largest industry-continues to grow more rapidly than the
economy and prices continue to go up. Health care prices continue
to go up at about twice the rate of the Consumer Price Index.
Every year the share of our gross national product that is devoted
to health care goes up.

We now spend more than 11 percent of our gross national prod-
uct for health care, which is a higher percentage of GNP than any
other industrialized country in the world. The average for all of the
OECD countries, the Organization for Economic Cooperation and
Development, is about 8 percent. So we're almost 50 percent higher
than the average of the OECD countries and there is absolutely no
evidence whatsoever that their health outcomes are inferior to ours
and, in fact, in many respects they are superior. For example, we
are 20th out of 22 among OECD countries in infant mortality.

One witness told us last week that we've spending extra money
to support a pluralistic, relatively free-wheeling health care system
that offers Americans numerous choices, but with high overhead
expenses necessary to process the multitude of reimbursement
claims through a multitude of repayment systems.

One of the things that we will be trying to figure out is whether
that degree of pluralism and diversity on a cost-benefit basis meas-

(285)



286

ures up; and if it doesn't, how can we greatly reduce the cost while
moderately reducing the diversity to come up with a leaner,
meaner system.

In today's hearing we will be facing the challenges of changing
demographics. The rate at which people are born, the rate at which
they die and the rate at which they move. And we will be exploring
the implications of changing demographics.

We've been joined by our distinguished colleague, Congressman
Tom Downey. We're very happy to have you here, Tom. Why don't
you come on down and join the circle.

The fraction of people over 65 has increased from 8 percent in
1950 to about 11 percent today and it will double to 22 percent by
the middle of the next century. That's a remarkable change and
it's only exceeded in its interest and its exponential rate of climb
by the percentage of our population that is over 65.

Between now and the year 2050, the percentage of the population
that's over 85 will go up five times, from 1 percent now to about 5
percent in 2050.

Well, I hope that as a result of this hearing today we may begin
to think about changing the direction of our health care system
from sick care to health care, with all the manifold benefits that
that would bring. We begin today's hearing with a distinguished
panel of experts who will describe the basic demographic trends
that will help shape the demands of our health care system into
the 21st century.

The panel includes Michael Carozza, Deputy Commissioner for
Policy and External Affairs, Social Security Administration, accom-
panied by Harry C. Ballantyne, Chief Actuary; John G. Keane, Di-
rector of the Bureau of the Census, accompanied by Cynthia
Taeuber, Chief of Age and Sex Statistics Branch, Population Divi-
sion; Robert Binstock, Henry R. Luce, professor of aging, health,
and society at the School of Medicine of Case Western Reserve;
and James Vaupel, professor of public affairs at the Center for Pop-
ulation, Analysis and Policy, Hubert H. Humphrey Institute at the
University of Minnesota.

We're delighted to have you all. Before we commence, I'd like to
*ask Congresssman Downey, my distinguished colleague, if he would
like to address the panel.

Representative DOWNEY. I have nothing to say, Mr. Chairman,
other than to congratulate you. I had a chance to review the last
hearing you had and since then I have had to go up to speak at the
University of Massachusetts Medical School on health care costs, so
I look forward to this particular hearing. I think that, as one who
has a vested interest in what happens in the year 2020, I am de-
lighted that you are looking forward to those years.

Representative SCHEUER. Do you think I don't have a vested in-
terest in 2020? I expect to be a full committee chairman by then.
[Laughter.]

Representative DOWNEY. Thank you, Mr. Chairman.
Representative SCHEUER. I'm on both of the miracle drugs for

cholesterol and that's going to assure my presence here at the
Joint Economic Committee.

Representative DOWNEY. I hope so.
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Representative SCHEUER. We will now proceed. Why don't each
of you take maybe 7 or 8 minutes and then I'm sure when you're
finished that Congressman Downey and I will have some questions.
We will start with Mr. Carozza. Incidentally, let me say that your
prepared statements will be printed in full in the record. Don't
hesitate to sort of summarize your thoughts.

STATEMENT OF MICHAEL C. CAROZZA, DEPUTY COMMISSIONER
FOR POLICY AND EXTERNAL AFFAIRS, SOCIAL SECURITY AD-
MINISTRATION, ACCOMPANIED BY HARRY C. BALLANTYNE,
CHIEF ACTUARY

DEMOGRAPHIC TRENDS

Mr. CAROZZA. Thank you. I am pleased to appear before you
today to discuss the implications of the demographic projections for
the future of health care in America. My testimony is based on the
intermediate assumptions of the 1988 Annual Report of the Social
Security Board of Trustees, which was sent to the Congress last
week.

To have a better understanding of future changes in the size and
age distribution of the population, it's useful to review our past de-
mographic experience. The most important factors affecting popu-
lation growth are fertility and mortality. Fertility rates in the
United States have fluctuated widely in the past. During the baby-
boom years from the mid-1940's to the mid-1960's, the total fertility
rate was historically high, reaching a peak of 3.7 children per
woman in 1957. During the 1960's and the 1970's the rate dropped
to about 1.8 children per woman, and has remained at about that
level since the mid-1970's.

This cycle of high fertility rates followed by lower rates has cre-
ated shifts in the age composition of the population. Today the
baby-boom generation is part of the age group 20 through 44 years
old. This means we currently have a favorable demographic age
composition in terms of financing programs that provide benefits
for the elderly. However, if fertility remains low and net immigra-
tion is not substantially increased, then the programs providing
benefits for the elderly will face large increases in costs relative to
the tax base when the baby-boom generation reaches retirement
age.

Mortality rates at all ages have decreased dramatically during
this century. Life expectancy at birth for males has increased from
46.4 years in 1900 to 71.1 years in 1985. For females, life expectan-
cy has increased from 49 years in 1900 to 78.3 years in 1985. Life
expectancy at age 65 increased from 11.3 years in 1900 to 14.4
years in 1985 for males, and from 12 years in 1900 to 18.6 years in
1985 for females.

Reductions in mortality result in more elderly people receiving
benefits over a longer period and thus the cost of social security
and medicare benefits becomes larger.

One index of demographic pressure on the cost of these programs
is the aged dependency ratio. This is the ratio of the number of
persons aged 65 and over to the number of persons aged 20 through
64, and it s closely related to the ratio of the number of social secu-
rity beneficiaries to the number of workers. In 1985, for every
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person in the population who was aged 65 or over, there were five
people in the age group 20 through 64, as compared to 5.9 people in
1960.

Mr. Chairman, the population projections in the 1988 Trustees
Report are based on several assumptions. For the intermediate as-
sumptions, the ultimate total fertility rate in the report is assumed
to be 1.9 children per woman. The ultimate annual level of net im-
migration is assumed to be about 600,000 per year.

The increases in life expectancy which have occurred in the past
reflect the historical trends of steady declines in mortality rates in
the United States. Mortality rates declined at an average of 1.2
percent per year between 1900 and 1986. Considering the potential
variation in the rate of future progress in medical and health care
services, a range in the future rate of decline in mortality is as-
sumed for these alternative projections in social security.

While mortality rates have been generally declining at all ages,
the decline at older ages is the most significant to any consider-
ation of the level of health expenditures. Coupled with the trend in
fertility rates, the steadily declining mortality rates will result in a
long-range increase in the proportion of the population age 65 and
over. While mortality rates are not estimated to decline as rapidly
in the future as they have in the past, reductions in mortality for
the aged are expected to continue at a relatively rapid pace as fur-
ther advances are made against degenerative diseases -such as
heart and vascular disease. Future declines in mortality rates will
depend on such factors as the development and application of new
diagnostic, surgical, and life-sustaining techniques; the presence of
environmental pollutants; improvements in exercise and nutrition;
the isolation and treatment of the causes of disease; the emergence
of new forms of disease, such as AIDS; the prevalence of cigarette
smoking; and the misuse of drugs, including alcohol.

Based on our intermediate assumptions, life expectancy at birth
will increase from 71.5 years this year to 77.3 years in the year
2060 for males and from 78.5 years in 1987 to 83.9 years in the year
2060 for females. Life expectancy at age 65 will increase from 14.9
years in 1987 to 17.8 years in the year 2060 for males; and from
18.8 years in 1987 to 22.4 years in 2060 for, females.

Using the intermediate assumptions for fertility, net immigra-
tion and mortality, the future aged dependency ratio is estimated
to stay around one person age 65 or over for every five people aged
20 through 64, until shortly after the turn of the century. There-
after, the ratio is projected to decrease to about 1 person aged 65 or
over for every 2.5 people aged 20 through 64 by the year 2030. The
burden represented by the doubling of the age dependency ratio,
however, may overstate the total dependency burden on workers.
Due to the continued low fertility rates that are assumed, the total
dependency ratio, which would include children under the age of
20, is projected to increase from a current level of one dependent
for every 1.4 people aged 20 to 64, to one dependent for every 1.25
people aged 20 to 64 by the year 2030. This reflects a smaller in-
crease than does the aged dependency ratio.
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AGING POPULATION AND COST IMPLICATIONS

The growth in the population aged 65 and over will undoubtedly
increase the cost of health care for the aged. Also important to the
increase in future health care costs is the aging of the elderly pop-
ulation itself. Over time, the proportion of the population reaching
advanced ages is expected to increase. For example, the population
aged 85 and over represents about 10 percent of those aged 65 and
over today. However, by the year 2050, as you pointed out, Mr.
Chairman, about 20 percent of the people aged 65 and over will be
aged 85 and over, based on our intermediate assumptions. The
ratio of persons aged 85 and over to those persons aged 20 to 64
will increase from about 2 percent today to about 8 percent by
2050. Because of the relatively higher health care utilization of
those at ages 85 and over, this redistribution of the aged population
toward more advanced age will further tend to increase health care
expenditures beyond that suggested by the increases in the aged
dependency ratio alone.

In conclusion, Mr. Chairman, expected future changes in the de-
mographic composition of the population are important in the plan-
ning and financing of programs such as social security and medi-
care. It is anticipated that programs providing benefits mainly for
elderly will begin to face rapidly increasing financial demands in
about 30 years due to demographic age-composition changes. The
ratio of population aged 65 and over to the population aged 20 to 64
will rise rapidly in the future because of the high birth rates
during the baby-boom period, followed by the lower birth rates
after the 1960's. Also of particular concern to policymakers is the
aging of the elderly population itself. The advancing age distribu-
tion of the elderly will put additional pressure on the financing of
acute and long-term health care in the future.

Thank you and I will be available to answer any questions when
the other panelists have finished.

[The prepared statement of Mr. Carozza follows:]
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PREPARED STATEMENT OF MICHAEL C. CAROZZA

Mr. Chairman and Members of the Subcommittee:

Good morning. I am pleased to appear before you today to

discuss the demographic projections affecting the future of

health care in America. My testimony is based on the population

projections of the Social Security Administration. The latest

projections appear, in summarized form, in the 1988 Annual Report

of the Board of Trustees, which was sent to the Congress last

week.

As shown in the 1988 report, the total population for Social

Security purposes is estimated to increase to 320 million during

the next 50 years, based on intermediate assumptions regarding

future demographic changes. Today, the total population for

Social Security purposes is about 254 million. But even more

important with respect to future health care expenditures is the

projected growth in the aged population. I will discuss this in

greater detail later.

The population for Social Security purposes differs somewhat

from the population area included in projections prepared by the

Bureau of the Census. The Bureau of the Census prepares

tprojections for residents of the United States including members

if the Armed Forces abroad. The population for SociiL. Security

purposes also includes, in addition, residents of Puirto Rico,

Guam, American Samoa, and the Virgin Islands, as well as other

U.S. citizens residing abroad.
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Past Experience

In order to have a better understanding of future changes in

'he size and age distribution of the population, it is useful to

briefly review past demographic experience.

One of the most significant elements in past demographic

experience has been the wide variation in the total fertility

rate during this century. The total fertility rate for a given

year is the average number of births that would be born to women

during their lifetime if, at each year of age, they experienced

the birth rates occurring in that year.

During 1917-24, the total fertility rate was more than three

children per woman. During the period 1925-33 the total

fertility rate declined from 3.0 to 2.2 children per woman and

remained level at 2.1 to 2.2 through 1940. After 1940, the

fertility rate once again began to rise. The period from the

mid-1940's to the mid-1960's is generally called the baby-boom

period. During this time period, the total fertility rate

reached a peak of 3.7 children per woman in 1957. Following the

baby-boom period, fertility rates dropped sharply. In one

-ecade, from 1962 to 1972, the total fertility rate Reclined from

i.4 to 2.0 children per woman. Since the mid-1970'sl; the rate

has been about 1.8 children per woman, with a low oft1.74 in

1976. In 1985 the total fertility rate was 1.84. Based on
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preliminary data, the rate for 1987 is estimated at 1.87 children

per woman. Although the fertility rates since the ngd-1970's

have been low, the actual numbers of births are somethat htigher

irban they would have otherwise been because the baby-boom

generation has entered the childbearing ages.

This cycle of high fertility rates followed by lower rates

has created shifts in the age composition of the population.

Today the baby-boom generation is part of the age group 20-44.

This means we currently have a favorable demographic age

composition in terms of financing programs that provide benefits

for the elderly. However, if fertility remains low and net

immigration is not substantially increased, then the programs

providing benefits for the elderly will face large increases in

cost relative to the tax base when the baby-boom generation

reaches retirement age.

The other major influence on population growth is the trend

in mortality rates. Mortality rates at all ages have decreased

dramatically during this century. Life expectancy at birth for

males has increased from 46.4 years in 1900 to 71.1 years in

1985. For females, life expectancy has increased from 49.0 years

An 1900 to 78.3 years in 1985. Reductions in mortality result in

Gore elderly people receiving benefits over a longer-period, and

thus the costs of Social Security and Medicare benefits become

larger.
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Life expectancy at age 65 increased from 11.3 years in 1900 to

14.4 years in 1985, for males, and from 12.0 years in 1900 to

18.6 years in 1985, for females.

One index of demographic pressure on the cost of these

programs is the aged dependency ratio. This ratio is defined as

the ratio of the number of persons aged 65 and over to the number

of persons aged 20-64 and is closely related to the ratio of the

number of Social Security beneficiaries to the number of workers.

The aged dependency ratio increased from 0.17 in 1960 to 0.20 in

1985. Thus, in 1985, for every person in the population who was

aged 65 or over, there were 5 people in the age group 20-64, as

compared to 5.9 people in 1960.

Assumptions Underlying the Population Projections

The population projections in the 1988 Trustees Report are

based on several assumptions. Because of the uncertainty

involved in projecting such demographic characteristics as

fertility rates, mortality rates, and net immigration levels,

estimates are shown in the report on the basis of four

alternative sets of economic and demographic assumptions, which

are designated as alternatives I, II-A, II-B, and III. The

tconomic assumptions vary over all four sets of assum tions. The

demographic assumptions also vary by alternative, excmpt that

both alternatives II-A and II-B have the same demographic

assumptions.
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The ultimate fertility rates and immigration levels assumed

in the 1988 report are shown in the following table:

Ultimate Ultimate annual
fertility level of net

Alternative rate immigration

I 2.2 750,000

II-A and II-B 1.9 600,000

III 1.6 450,000

The increases in life expectancy which have occurred in the

past reflect the historical trends of steady declines in

mortality rates in the United States. Mortality rates declined

at an average rate of 1.2 percent per year between 1900 and 1986.

Considering the potential variation in the rate of future

progress in medical and health-care services, a range in the

future rate of decline in mortality is assumed for these

alternative projections. +

Mortality rates are projected separately for ten major

groups of causes of death based on analyses of data for the

period 1968-85, by age group and sex for these ten major causes

of death. Future declines in mortality rates will depend on such

factors as the development and application of new diagnostic,

purgical, and life-sustaining techniques; the presence of

environmental pollutants; improvements in exercise a d nutrition;

the incidence of violence; the isolation and treatment of the

causes of disease; the emergence of new forms of disease, such as
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Acquired Immunodeficiency Syndrome' or AIDS; improvements in

prenatal care; the prevalence of cigarette smoking; the misuse of

drugs, including alcohol; and other changes in human behavior.

While mortality rates have been generally declining at all

ages, the decline at the older ages is the most significant to

any consideration of the level of health expenditures. The

reduction in mortality rates for the aged is expected to continue

at a relatively rapid pace, as further advances are made in the

prevention and treatment of degenerative diseases, such as heart

and vascular disease.
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The following table shows the life expectancy IT birth and

at age 65 that results from the mortality rates assumed for the

warious alternatives in the 1988 Trustees Report:

Life expectancy in years

Calendar At oirtn
year Males Females

Alternative I:

1987 71.5 78.5
2000 70.9 78.9
2030 73.8 80.2
2060 74.7 81.0

Alternatives II-A
and II-B:

1987 71.5 78.5
2000 72.2 80.2
2030 75.8 82.3
2060 77.3 83.9

Alternative III:

1987 71.5 78.5
2000 73.3 81.3
2030 78.6 85.0
2060 81.7 88.1

Using the intermediate assumptions for

At age 65
Males Females

14.9
15.0
15.6
16.1

14.9
15.7
16.7
17.8

14.9
16.3
18.6
20.8

fertility, net

18.8
18.9
19.6
20.3

18.8
19.8
21.1
22.4

18.8
20.6
23.1
25.5

immigration, and mortality, the future aged dependency ratio is

estimated to stay around 0.2 (one person aged 65 or over for

every 5 people aged 20-64) until shortly after the turn of the

century. Thereafter, the ratio is projected to increase to about

f.4 (one person aged 65 or over for every 2.5 people aged 20-64),

Iby 2030. (See Chart 1, which also shows the ratio uoder

alternatives I and III.) The burden represented by -he doubling

of the aged dependency ratio, however, may overstate the total
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dependency burden on workers. Due to the continued low fertility

rates that are assumed, the total dependency ratio' (hich

includes children under age 20, as well as persons aged 65' and

over) is projected to increase from a current level of 0.70 (one

"dependent" for every 1.4 people aged 20-64) to 0.80 by (one

"dependent" for every 1.25 people aged 20-64) by 2030. This

reflects a much smaller increase than does the aged dependency

ratio.

The growth in the population aged 65 and over will undoubtedly

increase the cost of health care for the aged. Also important to

the increase in future health-care costs is the aging of the--,

elderly population itself. Over time, the proportion of the

population reaching advanced ages is expected to increase. For

example, the population aged 85 and over represents about 10

percent of those aged 65 and over today. However, by 2050, about

20 percent of the people aged 65 and over will be aged 85 and

over, based on the intermediate assumptions. The ratio of

persons aged 85 and over to those persons aged 20-64 will

increase from about 2 percent today to about 8 percent by 2050,

based on the intermediate assumptions. (See Chart 2, which also

shows the ratios under alternatives I and III.) Because of the

relatively higher health care utilization of those at ages 85 and

giver, this redistribution of the aged population toward more

advanced age will further tend to increase health ca4

expenditures beyond that suggested by the increases in the aged

dependency ratio alone.
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Conclusion

In conclusion, expected future changes in the demographic

composition of the population are important in the planning and

financing of government-sponsored programs, such as Social

Security and Medicare. It is anticipated that programs providing

benefits mainly for the elderly will begin to face rapidly

increasing financial demands in about 30 years due to demographic

age-composition changes. The ratio of the population aged 65 and

over to the population aged 20-64 will rise rapidly in the

future, because of the high birth rates during the baby-boom

period, followed by lower birth rates after the 1960's. Also of

particular concern to policymakers is the aging of the elderly

population itself. The advancing age distribution of the elderly

will put additional pressure on the financing of acute and long-

term health care in the future.
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Representative SCHEUER. Thank you very much. We will now
hear from Mr. John Keane, Director of the Bureau of the Census.
Let me repeat that all of your prepared statement will be printed
in the record. So you might just want to chat with us informally as
if we were in the living room together hitting the highlights of
your testimony.

STATEMENT OF JOHN G. KEANE, DIRECTOR, BUREAU OF THE
CENSUS, ACCOMPANIED BY CYNTHIA TAEUBER, CHIEF, AGE
AND SEX STATISTICS BRANCH, POPULATION DIVISION

THE OLDEST OLD

Mr. KEANE. Good morning, Mr. Chairman. Thank you for this op-
portunity to discuss America's oldest old population; and by "oldest
old" I should define that. I'm talking about age 85 and over.

For instance, do you know that 1 in 100 Americans are 85 or
older; that 1 in 10,000 are 100 years old or older; and by the middle
of the next century, 1 in 4 elderly persons-that is 65 and over-
are expected to be 85 or older; and the growth of the population is
a worldwide phenomenon?

It is vital to recognize the fact of a rapidly growing very old pop-
ulation-and to understand their characteristics-so that we can
plan now for our aging society.

Briefly from here on I'll cover five areas: background data,
growth of the oldest old; some international demographic trends so
that there's a context for ours; demographic characteristics of our
oldest old; social economic characteristics of our oldest old; and fi-
nally, come to some conclusions.

Going over the background data, skimming it, at the beginning
of the century, we had 100,000 or more who were 85 or older. Now
there are almost 3 million. By the middle of the next century, in
the neighborhood of 16 million.

We live longer, but health is not necessarily better among the
oldest old. Living longer means an opportunity to get multiple
chronic health problems. Half the oldest old are either in nursing
homes or need help at home for personal needs. Under current
policy, by the year 2000, an estimated $80 billion will be spent an-
nually on social security, medicare, and long-term care for the pop-
ulation aged 80 and over.

A greater proportion of the population is reaching the oldest
ages. Thus we can expect a greater proportion needing long-term
care. And the growth will affect individuals, it will affect families,
and of course it will affect government at all levels of government.

The second area, growth of the oldest old population. If mortality
rates improve, the numbers will be higher than figures cited here.
Elderly population is itself aging. Within that, the oldest old are 10
percent of the elderly population-that is last year's estimate-by
the year 2000, 15 percent of the elderly population, and by the-
middle of the next century almost 25 percent of the elderly popula-
tion will be aged 85 or older. So what we have here is this elderly
population of 65 and older as a base, itself increasing very quickly.
Then on top of that, this group within that increasing even more.
It has to be put in that context I think to understand just how
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rapid the growth is, and therefore, the inferred impact of this
oldest old population.

Centenarians now are about 25,000. In the year 2000, over
100,000. There's a statistic that confirms what I just cited.

The third area, some international demographic trends to put
this in context. The oldest old is a small but rapidly growing popu-
lation throughout the world. For many countries, the oldest old is
the fastest growing portion of the older population. Now there are
approximately 35 million aged 80 and over. By the year 2020, the
estimate is for 101 million, almost three times. The United States
and China have the highest number of octogenarians with the
United States having the most.

Now nine countries have more than 1 million octogenarians. The
largest number is in the developed countries. The percentage of the
elderly who are 80 and over in the developed countries is 19 per-
cent. In the developing countries, it's about half that, 11 percent.

Representative SCHEUER. Which of the developed countries has
the highest percentage of its populations over 80 or 85?

Mr. KEANE. Sweden.
Representative SCHEUER. How about Japan?
Mr. KEANE. High, but not as high. It has the highest life expect-

ancy in the world today. For females born today, it's approximately
81 years.

Demographic characteristics of the U.S. oldest old, 7 of 10 per-
sons are women. Men tend to suffer disproportionately from dis-
eases that kill rather than from chronic nonlethal diseases from
which women suffer.

The gap in male-female longevity is related to problems of
women 85 and older, such as a higher proportion of older women
who live alone, earlier institutionalization of women than of men,
sharply reduced incomes after death of a spouse, disproportionately
higher rates of poverty.

Race and ethnic composition, there's contrast there. Predomi-
nantly white population makes up the oldest old, but there is a
very rapid growth of the black and Hispanic oldest old population.

Of the foreign born, about one in five persons of the oldest old
are foreign born. About one in three who speak a language other
than English have difficulty speaking English. Judging by the lanJ'
guage now spoken in their late sixties that our surveys show, Span-
ish will be the dominant non-English language spoken by the
oldest old by the year 2000.

Switching to social and economic characteristics, first, marital
status and living arrangements. With advancing age, changes are
most dramatic for women. Women are likely to be widowed far
more than men-82 percent versus 48 percent. Men are likely to be
in a family setting, almost 2 to 1-59 percent versus 37 percent.
Women are more likely to live alone than men.

An increasing proportion is institutionalized in both groups. This
is partially a result of more people living longer, but also with
worsening health and also of a tendency to live alone.

For the future we can expect more married couples as male lon-
gevity improves.

The population distribution and migration patterns. As a result
of migration and population to the Sun Belt, these areas of destina-
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tion should anticipate demand for services for the oldest old. Half
of the oldest old live in just nine States.

On educational attainment, about one-third of the oldest old
have at least a high school education. We can expect this propor-
tion to increase over time. Improvements are meaningful because
educational attainment is so closely connected with health and eco-
nomic status. For example, the oldest old with less than 8 years of
education have the highest levels of physical impairments. That re-
minds me of Aristotle's sage observation that education is the best
provision for old age.

Conclusions-this oldest old population should be thought of as
quite a heterogeneous population. The differences have implica-
tions for their well-being and as a result they have implications for
public policy. Tomorrow's oldest old population will have different
characteristics from today. Improved educational attainment may
be quite significant. Far more of us will reach the oldest ages. How
we and our children care for ourselves in our old-age will be deter-
mined in part by our actions today.

We expect that the extension of life will result in ever-larger
numbers of economically and physically vigorous, very old people,
as well as large numbers of chronically ill dependent persons. If
services continue at present levels, we can expect real government
expenditures for the elderly to continue to grow as a result of de-
mographic pressures. The coming demographic changes imply that
either more money will be spent to maintain present programs or
that benefit levels will be. reduced, or that the elderly will them-
selves pay a greater proportion of their care than at present.

To monitor adequately the dramatic changes requires a sophisti-
cated statistical system and study of the experience of other indus-
trialized nations. The growing very old population is a virtual cer-
tainty. If we anticipate and plan now for all age groups, individuals
and families will be able to adjust their expectations and to plan
for their futures. The magnitude of the changes can be foreseen to
some extent and presents a challenge to adapt public policy far
enough in advance to be successful.

[The prepared statement of Mr. Keane follows:]
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PREPARED STATEMENT OF JOHN G. KEANE

AMERICA'S OLDEST OLD POPULATION

THEIR DEMAPHIC, SCCIAL AND

ECONCOIIC CHARACTERISTICS

INTRODUCTION

Mr. Chairman, thank you for this opportunity to appear before you today to discuss

America's population 85 years and over, the 'oldest old' population.*

Mr. Chairman, did you know that:

o One in 100 Americans are 85 or older.

° One in 10,000 are centenarians -- 100 years or older.

o By the middle of the next century, I in 4 elderly persons are expected to

be 85 years or older.

° And, growth of the oldest old population is a world-wide phenomenon.

I think it is vital to recognize the fact of a rapidly growing very old

population -- and to understand their characteristics -- so that we can plan

now for our aging society.

BACKGROUND

At the beginning of the century, there were just over 100,000 persons aged 85

and over. Now there are almost 3 million. By the middle of the next century

there could be more than 16 million (Figure 1, Table 1).

* The materials presented here are excerpted from 'A Demographic Portrait of

America's Oldest Old,' by Cynthia M. Taeuber, (U.S. Bureau of the Census) and

Ira Rosenwaike (University of Pennsylvania), chapter to be published in

The Oldest Old, edited by Richard Suzman and David Willis, Oxford Press, 19BB.
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They are a small proportion of our population -- just over 1 percent now -- but

already they have had a major effect on the nation's health care and social service

systems. Longer life has not necessarily translated into better health as more

people now live long enough to face multiple, chronic Illnesses. Nearly half of

the oldest old have health problems serious enough that either they must live in a

nursing home or they need help at home to take care of their basic personal needs.

The remaining half live more independently. One estimate is that under current

policy, by the year 2000, the federal government will spend over $80 billion on

Social Security, Medicare, and long-term care for the population aged 80 and over.

Other researchers such as Jack Feldman, National Center for Health Statistics, and

Dorothy Rice have said that it is likely that expensive health problems will

increase as the population continues to age. Thus, as a larger proportion of our

population reach the oldest ages, the eventual need for long-term care can be

anticipated for an increasingly larger part of the American population.

GROWTH OF THE OLDEST OLD POPULATION

Overall, those 85 and over are projected to be the fastest growing part of the

older population into the next century. This is true for most other industrialized

nations as well. Between the 1960 and 1980 censuses, the oldest old increased

141 percent in the United States, compared with an increase of 54 percent for the

population 65 years and over, and 26 percent for the total population.

It must be pointed out, however, that while the growth rates of the oldest

old sound spectacular and are important, the size of the population 85 years and

over is relatively small. The important point is not their percentage growth

but that they are an increasingly large part of the elderly population and as
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such, individuals, families, and governments have begun to give more thought to

planning for the well-being of this group. In 1987, the oldest old were nearly

10 percent of the elderly population, and by 2000, they could be almost

15 percent. By 2050, the 85-and-over population is expected to be almost

one-fourth of the elderly population. That is, the elderly population is itself

aging as an increasing proportion reach the oldest ages. For example, from

1970 to 1982, the number of persons aged 95 and over almost tripled (Table 2).

If mortality rates improve among the oldest old, the proportions I cite here will

be low.

The nation is also experiencing a steady growth in the number of people aged 100

years or more. There are over 25,000 centenarians now, and by the year 2000,

centenarians are projected to number over 100,000. Centenarians constitute only

about 1 in 10,000 persons in the total population. The chances of living to age

100 have improved. For those born in 1879, the odds against living 100 years

were 400 to 1. Based on the mortality rates of 1979-81, persons born in 1980 had

odds of 87 to 1.

Historically, the number of persons aged 85 and over has increased because of

past fertility levels. In addition, between 1940 and 1980, death rate declines

at the older ages have been as large or larger than those at younger ages,

resulting in unprecedented numbers of persons reaching extreme old age. A

sharp downturn in mortality from cardiovascular disease is largely responsible

for declining death rates among the oldest old.

Death before the mid-60's is relatively uncommon now within the general

population. In 1980, almost 70 percent of all deaths occurred among people

aged 65 or older compared with 25 percent in 1900. Nearly one in four of those

who were age 65 in 1980 could expect to survive to at least age 90, compared
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with one in eight in 1950 (Fig. 2). By the end of this decade, about half of
all 60-year-old women can expect to live to at least age 85. For 50-year-old
men, the chance of living to age 85 is about one in four. Those who live to
age 85 can expect to-live an additional 5 to 7 years depending on their race
and sex (Table 3)

INTERNATIONAL DEMOGRAPHIC TRENDS

There are an estimated 35 million people in the world aged 80 and over (no
world-wide data are available for the population 85 years and over). That number
is projected to increase to 101 million by 2020. Persons 80 years and over
constitute 19 percent of the elderly in developed countries and 11 percent in
developing nations. While the majority of octogenarians live in developed
countries now, it is projected that by 2020, the majority will live in developing
countries. For many countries, the 80-and-over age group will be the fastest
growing portion of the elderly population at least through the middle of the
next century.

Shortly after the turn of the century (2005), 31 percent of elderly Americans
will be 80 or older, which we project will be the highest proportion in the
world. In 1985, the United States had the highest number of persons aged 80
and over in the world (6.2 million), followed closely by China with 5.7 million.
Seven additional countries had more than one million octogenarians (Table 4).
By 2025, this list is expected to include nine additional countries, six of
which are developing countries (Table 5). In some developing countries, the
number of the oldest old in 2025 will have increased tenfold since 1975, which
highlights what these countries may have to consider in planning support services
for this burgeoning population group.
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Let me re-emphasize here that while the oldest-old population is relatively small,

it is growing rapidly throughout the world. Many individuals will have experience

with the very old, many of whom will lose their economic and physical indepemdence

and who will need services. Unless there are a series of extraordinary medrcal

breakthroughs that prevent chronic illness, from our demographic informatioi I

can predict with some confidence that an increasingly larger proportion of uir

population will need long-term care. With that prediction in mind, let me &e-scribe

some of the demographic, social, and economic characteristics of the oldest mld

population.

GENDER

Perhaps no feature of the oldest old is as unique as the relative numbers of

males and females. Seven out of ten (71.4 percent) persons aged 85 years anf over

are women (Table 6). By 2050, 3 percent of the male population could be 85 or

older but 7 percent of the total female population could be so old.

The excess of oldest old females in the Black population could be greater than

in the White population (Table 7).

The male/female gap in life expectancy is related in varying degrees to prob1ems

for women B5 years and over. A high proportion live alone after widowhood;

females are institutionalized earlier than men; their incomes are sharply

reduced and they have disproportionately higher levels of poverty. These factors

demonstrate a need for special support. As men age, they suffer disproportionately

from diseases that kill rather than the chronic, non-lethal diseases from which

older women tend to suffer.
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RACE AND ETHNIC COMPOSITION

The oldest old population is heterogeneous. They have carried into their old
age the differences created previously In their life cycles, particularly through
their educational. and labor market experiences as younger people.

The oldest old population is predominantly White. Out of a total of 2.2 million
persons who were 85 or older in 1980. more than 2 million were White; 159,000
were Black; 5,900 were American Indian, Eskimo, or Aleut; and 13,900 were Asian
or Pacific Islander.

The Black population is 'younger' on average than the White population. But among
the oldest old, the Black population, especially females, Is projected to grow
faster than the White oldest old. While the White population 85 years and over
in 2050 Is expected to be more than five times what it was in 1985, the Black
oldest old population is expected to experience nearly a ten-fold increase
(Table 7).

The increasing proportion of the population in the extreme ages has implications
for the magnitude of family support and problems in caring for the elderly over
time. The ratio of persons 85 years and over to persons 65 to 69 years (used as
an estimate of two elderly generations although they are not necessarily in the
same families) is rising for both Blacks and Whites. For all races, the ratio
will more than double from 1980 to 2010 (Table 8). The experience and problems
of the 'young old' caring for the oldest old will become more and more familiar
throughout society.
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FOREIGN-BORN POPULATION

In 1980, the foreign born constituted 6 percent of the total United States

population, about 8 percent of the population aged 65 to 69 years, but almost

19 percent of the 85-and-over population.

Inability to speak English can be a particular difficulty for the oldest old.

In 1980, of those foreign born who speak a language other than English at home,

about 1 out of 3 reported that they could not speak English at all or not well.

Judging by the language spoken at home in 1980 of persons aged 65 to 69, Spanish

will be the dominant non-English language spoken by the oldest old in the year

2000.

The proportion of the population 85 and over that is foreign born varies markedly

by geographic region. The Northeastern states tend to have higher proportions

and the Southern states lower proportions. More than 30 percent of the oldest

old in Connecticut, Massachusetts, New Jersey, New York, and Rhode Island were

of foreign birth compared with less than 2 percent of the oldest residents of

Alabama, Arkansas, Georgia, Kentucky, Mississippi, and North Carolina.

MARITAL STATUS AND LIVING ARRANGEMENTS

With advancing age, patterns of marital status and living arrangements shift

considerably. The general course is the same for both men and women but is much

more dramatic among women. Women 85 years and over are likely to be widowed and

living alone while men are more likely to be married and living in a family

setting.
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Marital Status

Almost half (48 percent) of all men aged 85 and over were married at the time of

the 1980 census, compared with only 1 of every 12 women (Table 10). The oldest
old of both sexes were much less likely to be married than the young old. A

majority (55 percentl of women aged 65 to 69 years, for example, were married, as

were 4 out of 5 (83 percent) men. The vast majority (82 percent) of women 85 and
over were widowed in 1980, compared with only about one-third of those aged 65 to

69 years.

As a result of increased longevity, we can expect that in the future a higher

proportion of oldest-old persons, especially women, will be married. The 1980

census was the first to show that more oldest-old males were married than widowed.

About 54 percent of all males 85 to 89 years of age in 1980 were married, compared

with only about 38 percent of those aged 90 or older. Among centenarians, over

one-fifth of the men were married.

Living Arrangements

Marital status variations are important in accounting for differences in living

arrangements of older men and women. Because older males are much more likely to

still be married than are females, they are more likely to live in a family setting.

In 1980, a majority of all males aged 85 and older (59 percent) lived in families,

compared with just over one-third of females (37 percent) in this age group

(Table 10).

Roughly half (45 to 55 percent in 1980) of centenarians lived in group quarters,

usually nursing homes. Women were more likely to live in an institutional

setting than men. Over one-third of centenarians owned or rented their residence

compared with more than two-thirds of those aged 85 to 99.
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In 1980, almost 36 percent of all women aged 85 years and over lived in single-

person households, or in households with nonrelatives, an increase from the

29 percent recorded in 1970. Along with this trend toward independent living

among the oldest old, there has been a sharp decline in the proportion of both

elderly males aqnd females who live in a household with relatives other than a

spouse (usually their children).

In 1950, 32 percent of all men aged 85 years and over who lived outside of group

quarters lived in a household maintained by a son, a daughter, or their child's

spouse. The proportion plummeted to only 9 percent in 1980. For women, the

proportion changed from 47 percent in 1950 to 18 percent in 1980. Centenarians

in households lived with their adult children (29 to 42 percent in 1980) more

often than those aged 85 to 99 years.

Institutional Population

More than half' a million persons aged 85 years or older live in institutional

settings. Over half (276,000) were 85 to 89 years old.

There has been a remarkable increase since at least 1950 in the percentage of

the oldest old residing in Institutions while the pattern among the younger old

has temained stable (Table 11). It is likely that this is at least partially a

result of (1) more people living longer but with worsening health at the oldest

ages and (2) the tendency to live alone.

More information on the characteristics of the oldest-old population in institutions

is provided in Tables 12 and 13. Let me turn now to the distribution of the oldest-

old population across the country and their social and economic characteristics.
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POPULATION DISTRIBUTION AND MIGRATION PATTERNS

About half (51.2 percent) of the nation's 2.9 million oldest old population lived

in just nine states (Table 14) in 1987: California (282,000); New York (235,000);

Florida (179,000); Pennsylvania (159,000); Texas (151,000); Illinois (140,000)

Ohio (130,000); Michigan (99,000); and New Jersey (90,000). In most states, about

one to two percent of the population is 85 or older (Table 15). The pattern of

population redistribution among regions for the oldest old is similar to that

of all age groups: the proportion of oldest old living in Northern states has

decreased and increased in the South and the West.

Regional relocation of the elderly to the South and West has been occurring among

the younger elderly since the 1960s and among the older elderly since the 1970s.

Those who moved as young elderly and who have survived are now among the older

elderly of each area. As a result, the areas of destination for elderly migrants

should anticipate a demand for the types of services people need as they age.

(Table 16 provides additional information on migration).

SOCIOECONOMIC STATUS

Overall, there have been marked improvements in the educational and economic

status of the oldest old during the last several decades. But there are extreme

differences among groups within the oldest old population. They are heterogeneous

along educational and economic lines as are other age groups. Economic differences

were carried into old age from activities throughout the life cycle, especially

from the labor market.

Differences that grow with advancing age are related particularly to health

status and the availability of private pensions and investments that can

supplement government retirement pensions and benefit programs.

88-544 0 - 89 - 11
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The educational status of older persons has improved as better-educated cohorts

have replaced less-well-educated cohorts. Such changes are-meaningful because

educational level is so closely connected with economic status, health status,

and functional needs over one's lifetime. Research has shown, for example, that

the oldest old 'with less than 8 years of education have the highest levels of

moderate or severe physical impairments. The oldest old may be better off

in the future in terms of the proportion with severe physical impairments if the

connection between health and educational attainment continues. In 1980, about

30 percent of the oldest old had at least a high school education. Future

generations of oldest old will have much higher levels of educational attainment;

e.g., about 45 percent of those aged 65 to 69 years in 1980 had at least a high

school education (Table 10) although this ranged among the states from 17 percent

in Utah to 57 percent in Kentucky (Table 17).

Participation in the labor force can make a major difference in economic status.

In 1980, only 4 percent of males 85 years and older were still in the labor

force, down from 7 percent a decade earlier. Labor force participation among

women was about half that for men (Table 10).

The 85-and-over population is a more heterogeneous group economically than'

previously believed. For example, the economic situation for an 85-year old

married couple is generally different from that of an 85-year old woman living

alone.
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In terms of median income for the population 85 and over, median money income for

women increased in real terms from $2,300 in 1969 to S3 ,300:in 1979. For men, the

increase was from $3,300 to $4,800. Eighty-three percent of males 85 years and

over had incomes in 1979 of less than $10,000 compared with 92 percent of women,

95 percent of Black males, and 98 percent of Black females (Table 18). The data

in Table 18 demonstrate the disparity in income levels between older males and

females, especially Black females.

Variation in economic status among the oldest old is even more apparent when

poverty is considered. According to the 1970 census, about 37 percent of the

oldest old were poor. This fell to 21 percent in 1980. But the rate varies

considerably by sex, race, and living situation. Those living alone, especially

oldest old Black females, have significantly higher rates of poverty than those

in families. As shown in Figure 3. poverty rates in 1979 for the oldest old

ranged from a low of 8 percent for all women living in families to a high of

73 percent for Black women living alone.

Geographically, there are considerable differences in the economic status of the

oldest old. In three states, Missouri, Wisconsin, and Wyoming, more than

40 percent of the oldest old were poor. By contrast, only 10 percent were poor

in California. In 1980 in Mississippi, a state with relatively high poverty

levels among the oldest old, two-thirds of women 85 and over who lived alone

were poor as were over one-fifth of the oldest old women who lived in families.

California's oldest old had lower poverty rates than most states with 23 percent

of those who lived alone poor compared with 5 percent in families.
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Another factor in economic variations is the source of licome. About 72 percent

of all oldest males, 89 percent of all women, 83 percent of Black males, and 93

percent of Black women received less than $4,000 in 1979 from Social Security

(Table 19).

CONCLUSION

A growing, very old population is a reality in America. Previous fertility

patterns as well as dramatic improvements in life expectancy will result in a

larger number and proportion of persons aged 85 years or older than the United

States has ever experienced. As a nation, we will be much "older' in the next

century. Consequently, the nature of American society will be vastly different

from today's. High proportions of very old persons relative to the number of

productive workers could have profound social and economic consequences at least

through the middle of the next century. But these demographic conditions represent

only one factor among many that will influence future economic prospects. The

growth of the oldest old population is a virtual certainty. That knowledge is

useful in planning for the effect of an older age structure on all age groups, as

well as for devising ways to accommodate and care for this burgeoning group.

There are considerable differences within the oldest old population and between

the younger old and the oldest old in terms of their numbers, educational

attainment, and lifetime economic experience. All of these factors have

implications for the well being of the older population.

We need to be aware of the differences within and among age groups and of the

implications of those differences as public policy for the older population is

designed. As shown here, the population 85 years and over is demographically,

socially, economically, and physically a heterogeneous population.
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Throughout my testimony, I have mentioned two themes about the characteristics

of the oldest old population which bear repeating here: (1)>the majority of the

population is female; and (2) there have been and will continue to be marked

improvements in educational attainment within this population.

Two major fears about old age concern health and economic status. We expect the

extension of life to result in even larger numbers of economically and physically

vigorous very old people along with large numbers of chronically ill, dependent

persons. About half of the oldest old population are healthy enough that they do

not need significant assistance in the activities of daily life, while the other

half are dependent on family or society.

If services continue at their present levels, real govenrment expenditures for

the elderly can be expected to continue to grow as a result of demographic pressures.

The coming demographic changes imply that either more money will be spent to maintain

present programs or that benefit levels will be reduced. In the past, the cost

of programs for the elderly have been borne mostly by the working-age population,

and the future changes in age structure will further increase the proportionate

burden on the working-age population unless there are significant policy changes.

We often think of aging only in terms of people who are already in the older age

groups. But more and more of us will reach the oldest ages. How we and our children

will care for ourselves in our old age will be determined in part by many of our

actions today.

Once the very large baby-boom generation reaches the oldest old ages from 2030

to 2050, America will be presented with a novel situation. We can only try to

anticipate some of the problems and solutions that will ultimately evolve. To
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monitor adequately the dramatic changes requires a sophisticated statistical

system and study of the experience of other industrialized nations. America is

an aging society. If we anticipate and plan now for all age groups, individuals

and families will be better able to adjust their own expectations and plan for

their futures. -The magnitude of the change can be foreseen to some extent and

presents a challenge to adapt public policy far enough in advance to be successful.
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Figure 1

Population 85 Years and Over: 1900-20S0
In Millions
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Figure 2

Percent of Those Age 65 Expected
to Survive to Age 90
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Figure 3

Poverty Rate In 1979 for Persons Total
Aged 85 and over 6 Blal
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Table 2. Persons 85 Years and Over in the Medicare Program, by Age and Sex:
1970, 1976, 1982

Medicare population* Percent increase
Age: :

(years) 1970 1976 1982 1970-76 1976-82

TOTAL

85 and over 1,378,523 1,852,445 2,458,931 34.4 32.7
85-89 1,021,434 1,319,359 1,683,001 29.2 27.6
90-94 294,270 429,276 606,479 45.9 41.3
95 and over 62,819 103,810 169,451- 65.2 63.2

MALE

85 and over 470,830 584,987 717,523 24.2 22.6
85-89 359,259 428,875 511,654 19.4 19.3
90-94 93,258 128,392 163,786 37.7 27.6
95 and over 18,313 27,720 42,083 51.4 51.8

FEMALE

85 and over 907,693 1,267,458 1,741,408 39.6 37.4
85-89 612,175 890,484 1,171,347 34.5 31.5
90-94 201,012 300,884 442,693 49.7 47.1
95 and over 44,506 76,090 127,368 71.0 67.4

*Persons shown in tabulations as 120 years and over have been excluded.

Source: Social Security Administration and Health Care Finance Administration
(unpublished tabulations)
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Table 3. Life Expectancy at Age 85 by Sex and Race: 1900-1985

Year AVERAGE NUMBER OF YEARS OF LIFE REMAINING

-White male Other male White female Other female

1900-02 ......... 3.8 4.0 4.1 5.1

1909-11 ........ 3.9 4.5 4.1 5.1

1919-21 4.1 4.5 4.2 5.2

1929-31 4.0 4.3 4.2 5.5

1939-41 -4.0 5.1 4.3 6.4

1949-51 4.4 5.4 4.8 6.2

1959-61 4.3 5.1 4.7 5.4

1969-71* 4.6 6.0 5.5 7.1

1979-81* 5.1 5.7 6.3 7.2

1985* 5.1 5.9 6.4 7.0

* Deaths of nonresidents of the U.S. were excluded beginning in 1970.

Source: 1900-1971 from Vital Statistics of the United States 1978,

Volume Il-Section 5, Life Tables. 1979-81 from U.S.

Decennial Life Tables for 1979-81, Volume I, No. 1,

U.S. Life Tables. 1985 from unpublished tables from NCHS.
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Table 4. Countries With More Than I Million Octogenarians in 1985

(Numbers in thousands)

Population aged Population aged
Country 80 and over Country 80 and over

United States 6,198 Germany (Fed. Rep.) 1,951
China 5,697 France 1,741
Soviet Union 4,610 United Kingdom 1,732
India 2,913 Italy 1,436
Japan 2,000

Table 5. Countries Projected to Have More Than I Million Octogenarians in 2025

(Numbers in thousands)

Population aged Population aged
Country 80 and over Country 80 and over

China 25,208 United Kingdom 2,211
India 16,435 France 2,111
United States 14,348 Mexico 1,894
Soviet Union 9,966 Spain 1,491
Japan 6,531 Poland 1,243
Brazil 3,672 Canada 1,235
Indonesia 3,324 Nigeria 1,135
Germany (Fed. Rep.) 2,855 Turkey 1,043
Italy 2,485 Argentina 1,002

Source of Tables 4 and 5: United Nations, 1986, unpublished data from the 1984
Assessment of World Population Prospects; and U.S.
Bureau of the Census, Center for International Research.
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Table 6. Balance of Males and Females 85 Years and Over

(Sex ratio is males per 100 females 85 years and over.).

Year Sex ratio Excess of females

1930 75.4 38,000

1940 75.0 52,000

1950 69.8 109,000

1960 63.9 197,000

1970 53.3 426,000

1980 43.7 877,000

2030 40.2 3,669,000

2050 42.6 6,461,000

SOURCE: U.S. Bureau of the Census. Censuses of Population, 1930-1980; Current

Population Reports, Series P-25, No. 952, (Middle Series).



foble 7. P_h,lon by Age and Race: 1985·2050 
(MUlbers in thousands) 

loth Sexel 
All Igel •••••••••••••.•••••••.•••••••• 
6S yelrs ..s owr ••••••••••••••••••••• 
85 years .wj over ••••••.•••••••••••••• 

Percent 85 .nd ~yer •••.••.•••••••••••• 
'ercent of 8S end over who Ire Black •• 

Mil •• 
All _ •••••••••••.•.••••.••.••••••••• 
65 year • ..t OYer ••••••••••••••••••••• 
8' ye.rs n over ......••.••••.•••.••• 

Percent as ..t oYer .•••••••••••••••••• 
Percent C1' as and over who .re Illlct .• 

fe .. les 
"I I age-s •••••••••••••• o ••••••••••••••• 

65 year. and over ..•..•••••..••••••••• 
85 year. and over •....•.•.•••••••••••• 

P.rcent 85 n over ...•......•.•...•.• 
Percl!nt of 85 end over who .re Illck .•• 

•• tto (Millel per 100 'nIIIlel) 
All .,.1 •••.•••••.......••••.••••••••. 
65 year. and over .....•••••••••••••••• 
85 year. and Dyer ••••••••••••••••••••• 

1985 

239,283 
28,530 

2,711 

1.1 ,.) 
116,649 

11,529 
773 

0.7 ,.) 
122,634 

17,002 
1,938 

1.6 ,.) 
95.1 
67.8 
39.9 

2010 

283,238 
39,195 
6,551 

2.3 ,.) 
138,029 
15,_ 

1,791 

1.3 ,.) 
145,209 
23,588 
4,761 

3.3 ,.) 
95.1 
66.2 
37.6 

ALL RACES 

2030 

304,807 
64,581 
8,612 

2.8 ,., 
147,905 
26,934 

2,471 

1.7 ,.) 
156,902 
37,645 
6,140 

3.9 ,.) 
94.3 
71.~ 
40.2 

I 

20~0 

309,488 
67,411 
16,034 

5.2 ,.) 
149,419 
27,471 

4,7116 

3.2 ,.) 
160,070 
39,934 
11,247 

7.0 ,.) 
93.3 
68.8 
42.6 

198~ 

29,012 
2,343 

205 

0.7 
7.6 

13,790 
940 

65 

0.5 
8.4 

15,222 
1,403 

140 

0.9 
7.2 

90.6 
67.0 
46.4 

2010 

40,033 
3,559 

541 

1.4 
8.3 

19,145 
1,250 

136 

0.7 
7.6 

20,888 
2,307 

404 

1.9 
8.5 

91.7 
54.2 
33.7 

BLACK 

2030 

47,598 
7,305 

831 

1.7 
9.6 

22,818 
2,828 

202 

0.9 
8.2 

24,780 
4,471 

629 

2.5 
10.2 

92.1 
63.2 
32.1 

Source: U.S. Bureau of .h~ Census. "htiutes of the Population of the United States by Age. Su, and a.c.: 1980 to 1985," 
Current Populatjon R.cU, Series p 0 25, tlo. 985, Table 1 (tout population including .rlled forces oyerseas); .150, 
"Projp.ctions of the Population of the United States by Age, Su, and Race: 1983 to 2080," 'urean 'ptelion 8cpgen 
Series P·25. No. ~2. '.tile 6 (Middle Series), Washington, D.C.: u.s. GoverF'lllll!'nt Printing Office, 1984. 

20~0 

52,297 
9,227 
1,_ 

3.8 
12.2 

25,051 
3,633 

545 

2.2 . 
11.4 

27,246 
5,593 
1,419 

5.2 
12.6 

91.9 
65.0 
38.4 
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Table 8. Familial-Aged Dependency Ratios
(Number of persons 85 years and over per 100 persons aged 65-69 years)

Year All races

1950
1960
1970
1980
2010
2030
2050

12
15
22
26
56
47
96

Black

11
14
19
20
49
35
77

Source: U.S. Bureau of the Census, Censuses of Population 1950 to 1980; 'Pro-
jections of the Population of the United States by Age, Sex, and Race:
1983 to 2080,. Current Population Reports. Series P-25, No. 952, U.S.
Government Printing Office, Washington, D.C., 1984.

Table 9. Money Income in 1979 for Native- and Foreign-Born Persons 85 Years
and Over With Income: 1980

Percent

Total (numbers)

With income .............
$1 to 3,999 or loss...
$4,000 to 5,999.......
$6,000 to 9,999.......
$10,000 to 24,999.....
$25,000 or more.......

Native born Foreign Born

1,785,741

100.0
55.7
18.8
13.8

9.5
2.3

360,780

100.0
55.5
22.0
13.7
7.4
1.3

Source: U.S. Bureau of the Census, Special Tabulation for the National
Institute on Aging from the 1980 Census, Table 23.

y
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Table 10. Selected Characteristics of Persons Aged 65-69 and 85 and Over:
1970 and 1980

I

1970 l 1980

I 6585+
. . !~~ 65-69 85+ 11 65-69 85

Selected characteristics

SEX RATIO
(males per 100 females)

PERCENT CURRENTLY MARRIED
Males
Females

PERCENT WIDOWED
Males
Femal es

PERCENT IN FAMILIES
Males
Females

PERCENT LIVING IN HOUSEHOLDS
ALONE OR WITH NONRELATIVES
Males
Females

PERCENT IN INSTITUTIONS
Males
Females

EDUCATION
Percent high school graduates
Percent 8+ yrs. of school
Percent with less than 8 yrs.
of school

years years* years | years

53.3

42.4
9.9

47.0
79.0

60.4
47.9

24.2
29.0

14.3
21.9

80.0

83.0
54.8

7.3
33.8

85.4
66.8

12.9
31.5

1.4
1.3

43.7

48.4
8.4

43.8
81.8

58.9
36.7

24.1
35.6

16.1
26.3

80.7

80.6
52.0

8.8
36.5

83 9
67.2

13.8
30.5

1.8
1.6

30.5 23.0 45.1 30.0
70.9 60.1 81.2 66.6

19.1 39.9 18.8 33.4

F
I

I
I
1.

-I



330

Table 10. Selected Characteristics of Persons Aged 65:69 and 85 and Over
1970 and 1980 (Continued)

1970 1980

t a65-69 I 85+ 65-69 85+
| Selected characteristics | years | years* | years | years

RACE AND NATIVITY
Percent black 9.0 7.6 8.8 7.1
Percent foreign born 12.8 18.6 7.8 18.6

PERCENT IN LABOR FORCE
Males 39.0 6 8 29.2 4.2
Females 17.2 3.4 15.0 1.5

PERCENT BELOW POVERTY LEVEL 21.6 37.1 11.6 21.3

MEDIAN INCOME (CONSTANT 1979
DOLLARS) IN PREVIOUS YEAR
Males $7,160 S3,303 $8,584 $4,797
Females $3,085 $2,319 $3,819 $3,284

*Data for the 85+ populatien in 1970 from the public-use samples exclude
centenarians since this group was seriously overstated in published sources.

Source: Bureau of the Census (1970 and 1980 censuses and public-use microdata
samples).
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Table 11. Percent Population in Institutions by Age: 1950 to 1980

Year 65-74 years 85 years and over

1950
1960
1970
1980

2.1
2.2
2.1
1.8

9.4
13.8
19.3
23.2

Source: U.S. Bureau of the Census, Decennial Censuses of Population.

Table 12. Marital Status of Persons 85 Years Old and Over, by Residential
Status and Sex: 1980

(Percent distribution)

Residential status Male Female

IN HOUSEHOLDS

Total (number) ........................ 554,356 1,102,647
Total (percent) ....................... 100.0 100.0

Married (includes separated) ............... 53.3 9.8
Widowed .................................... 40.5 81.7
Divorced ................................... 1.9 2.1
Never married .............................. 4.2 6.4

IN INSTITUTIONS

Total (number) ........................ 107,638 401,280
Total (percent) ....................... 100.0 100.0

Married (includes separated) ............... 24.2 4.8
Widowed .................................... 60.5 82.7
Divorced .................................... 2.9 1.6
Never married .............................. 12.3 10.9

Source: U.S. Bureau of the Census. 1980 Census of Population. Household data:
NIA Special Tabulations, Table 10. Institutional data:
MIA STF5 Tabulations, Table 10.
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Table 13. Institutionalized Population 85 Years and Over for Selected Types of
Institutions: 1980

Type All races Black

Male Female Male Female

Institutional Population ........ 107,638 401,280 4,924 15,176
Homes for the Aged ............ 100,958 386,788 4,313 13,995

Never married ............... 7 11.% 10.8% 14.6% 7.8%
Now married (ex. sep.) ...... 23.2 4.3 20.6 4.5
Divorced/Separated ...... .... 3.7 1.9 6.9 4.3
Widowed ..................... 61.3 83.0 57.9 83.4

Mental Hospital ............... 2,582 4,440 303 453
Never married ............... 28.6 18.3 35.3 14.8
Now married (ex. sep.) ...... 24.6 9.4 29.0 4.6
Divorced/Separated .......... 8.6 8.6 9.2 24.7
Widowed ..................... 38.3 63.6 26.4 55.8

Source: U.S. Bureau of the Census, Special Tabulation for the National
Institute on Aging from the 1980 Census of Population, Table 14.
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Table 14. Estimates of Population Aged 85 and Over by State:
July 1, 1987 (Ranked by number. Numbers in thousands)

State Number Percent

United States, Total .......... 2,867 1.2
1 California ..................... 282 1.0
2 New York ...................... 235 1.3
3 Florida ... 180 1.5
4 Pennsylvania .160 1.3
5 Texas;.: ........................ 151 0.9
6 Illinois ......... 140 1.2
7 Ohio .......................... 130 1.2
8 Michigan ...................... 99 1.1
9 New Jersey ............. 90 1.2

10 Massachusetts .......... 88 1.5
11 Missouri ...................... 76 1.5
12 Wisconsin ..................... 70 1.5
13 Indiana ....................... 68 1.2
14 Minnesota ..................... 65 1.5
15 North Carolina ................ 64 1.0
16 Virginia ...................... 56 0.9
17 Tennessee ..................... 55 1.1
18 Iowa .......................... 53 1.9
19 Geo a53 - 0.919 Gorgia ........... : ............. 53 o:.g
20 Washington ........ ... 52 1.1
21 Alabama ....................... 45 1.1
22 Maryland ...................... 44 1.0
23 Kentucky ...................... 44 1.2
24 Louisiana ..................... 43 1.0
25 Oklahoma ...................... 43 1.3
26 Connecticut ................... 43 1.3
27 Kansas ........................ 41 1.7
28 Oregon ........................ 37 1.4
29 Arkansas ...................... 33 1.4
30 Arizona ....................... 32 0.9
31 Colorado..: ............. 31 0.9
32 Mississippi ........... 30 1.1
33 Nebraska .............. . ........ 28 1.8
34 South Carolina ................ 28 0.8
35 West Virginia ......... 25 1.3
36 Maine ................. 17 1.4
37 Rhode Island .................. 15 1.5
38 New Mexico .................... 13 0.9
39 New Hampshire ................. 13 1.2
40 South Dakota .................. 13 1.8
41 Utah .......................... 12 0.7
42 Idaho ......................... 11 1.1
43 Montana ....................... 10 1.2
44 North Dakota .................. 10 1.5
45 Hawaii ........................ 9 0.8
46 District of Columbia .......... 8 1.3
47 Delaware .......... 7 1.1
48 Vermont ....................... 7 1.3
49 Nevada ........................ 6 0.6
50 Wyoming ....................... 4 0.8
51 Alaska ........................ 1 0.2

**Note-Columns may not add to total due to independent rounding.
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Table 15. Estimates of the Population Aged-85 and Over by State:
July 1, 1987 (Ranked by Percent) -

State Number Per6ent

United States, Total .......... 2,867 1.2
1 Iowa .......................... 53 1.9
2 South Dakota .................. 13 1.8
3 Nebraska ................ ..... 28 1.8

4 Kansas ....7............. ..... 41 1.7
5 Minnesota ............... ..... 65 1.5
6 Rhode Island ............ ..... 15 1.5
7 Massachusetts ........... ..... 88 1.5

8 Florida ................. ..... 180 1.5
9 Missouri ...................... 76 1.5

10 North Dakota ............ ..... 10 1.5
11 Wisconsin ............... ..... 70 1.5
12 Maine ................... ..... 17 1.4
13 Arkansas ................ ..... 33 1.4
14 Oregon ....:............. 37 1.4
15 Pennsylvania ...... 160 1.3
16 Connecticut ....... 43 1.3
17 New York ...................... 235 1.3
18 West Virginia ................. 25 1.3
19 Oklahoma ...................... 43 1.3

20 District of Columbia .......... 8 1.3
21 Vermont ....................... 7 1.3
22 Montana ................. 10 1.2

23 New Hampshire ........... 13 1.2
24 Indiana ....................... 68 1.2
25 Illinois ...................... 140 1.2
26 Ohio .......................... 130 1.2
27 Kentucky ...................... 44 1.2
28 New Jersey .................... 90 1.2
29 Washington .................... 52 1.1
30 Mississippi ................... 30 1.1
31 Tennessee ..................... 55 1.1
32 Idaho ......................... 11 1.1
33 Alabama ....................... 45 1.1
34 Delaware ...................... 7 1.1
35 Michigan . ...... 99 1.1
36 California .................... 282 1.0
37 North Carolina ................ 64 1.0
38 Maryland ........ 44 1.0
39 Louisiana. 43 1.0
40 Virginia.... ................... 56 0.9

41 Arizona ....................... 32 0.9
42 Colorado ...................... 31 0.9
43 Texas .................. ...... 151 0.9
44 New Mexico ............. ........ 13 0.9
45 Georgia ....................... 53 0.9
46 Hawaii ............. 9 0.8
47 south Carolina ..... 28 0.8
48 Wyoming ....................... 4 0.8
49 Utah .......................... 12 0.7
50 Nevada ........................ 6 0.6
51 Alaska ........................ 1 0.2

**Note-Columns may not add to total due to independent rounding.
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Table 16. Percent Distribution of Geographical Mobility of Elderly Population
Between 1975 and 1980, by Age and Sex: 1980

65-69 years 80-84 years 85+ years

Total, Men ..................... 3,921,736 1,020,562 673,841
Same house ...... ..... 77.3 78.7 73.9
Different house, U.S. ...... 22.2 21.0 25.8

Same county .......................... 11.8 13.1 16.4
Different county .................... 10.4 7.9 9.5

Same state ............. 4.8 4.4 5.6
Different state ........ 5.6 3.5 3.8

Abroad ................................ 5 0. 0.3 0.3

Total, Women .................. 4.9B54,494 1,933,373 1,537,572
Same house ............................ 7 6.9 74.4 68.7
Different house, U.S .................. 22.5 25.3 31.1

Same county ......................... 13.0 16.1 20.0
Different county .................... 9.5 9.3 11.1

Same state ........................ 4.6 5.2 6.6
Different state ................... 4.9 4.0 4.5

Abroad ................................ 0.6 0.3 0.2

Source: U.S. Bureau of the Census, 1980 Census of Population, NIA STFS Special
Tabulations, Table 5.
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Table 17. Percent of Noninstitutionalized Persons Aged 6,5-74 and 85+
With 8 or Less Years of Education, Ranked by State: 1980

State Rank 65-74

1 Kentucky ........... 57.0
2 West Virginia .......... 54.3
3 Louisiana ........... 53.1
4 Tennessee.. .. ..... 52.8
5 Georgia ...... ;.J.52.2
6 North Carolina .......... 51.9
7 North Dakota ........... 51.8
8 South Carolina ......... 51.0
9 Alabama ................ 49.7

10 Arkansas ............... 48.6
11 Hawaii ................. 48.4
12 Mississippi ........... 48.0
13 Virginia ............... 46.7
14 Missouri ............... 44.7
15 South Dakota ........... 43.4
16 Rhode Island ........... 42.8
17 Pennsylvania ........... 42.5
18 Wisconsin .. ........... 40.9
19 Maryland ... ........... 40.3
20 New Jersey ............ 40.1
21 Illinois ... ........... 39.5
22 Minnesota .............. 39.5
23 Texas ....... .......... 39.4
24 Oklahoma ............... 38.,6
25 New York ............... 38.1
26 Connecticut ............ 37.4
27 Michigan ... ........... 35.2
28 New Mexico ........... 35.2
29 Alaska ................. 34.3
30 Delaware ............... 34.3
31 Indiana ................ 33.9
32 Montana ................ 33.3
33 District of Columbia... 33.0
34 Iowa ................... 32.9
35 Vermont ................ 32.7
36 Ohio ................... 31.8
37 Nebraska ............. ,. 31.5
38 New Hampshire .......... 30.2
39 Kansas ............ 29.6
40 Maine.................. 28.6
41 Massachusetts .......... 28.3
42 Idaho ............ 28.2
43 Florida ............ 28.0
44 Colorado ............ 27.1
45 Wyoing............ 26.5
46 California. ............. 26.0
47 Oregon ............ 25.8
48 Arizona ............ 24.7
49 Washington............. 24.1
50 Nevada................. 23.8
51 Utah ............ 16.5

State Rank 85 and Over

1 West Virginia .......... 74.1
2 Kentucky ............... 73.7
3 North Dakota .......... 71.9
4 Hawaii ................. 70.3
5 Louisiana .............. 69.9
6 Wisconsin .... ......... 69.2
7 Arkansas ............... 67.3
8 Tennessee .............. 66.9
9 Alabama ...... ......... 66.0

10 Mississippi..: ......... 65.6
11 Illinois ............... 65.5
12 Minnesota .... ......... 65.5
13 Missouri ............... 65.4
14 Pennsylvania ........... 65.2
15 North Carolina ......... 65.0
16 New Jersey ... ......... 64.4
17 Soutb Dakota ......... 63.4
18 Oklahoma . .............. 6'.2
19 Georgia ................ 63.0
20 South Carolina ......... 62.6
21 Ohio ................... 62.1
22 Indiana ................ 61.8
23 Michigan ............... 61.4
24 New Mexico ............. 61.1
25 Rhode Island ........... 60.8
26 Maryland! ............... 60.5
27 New York ............... 59.7
28 Virginia ............... 59.6
29 Connecticut ............ 57.9
30 Iowa ................... 57.7
31 Nebraska ............... 57.6
32 Kansas ................. 57.3
33 Montana ................ 57.2
34 Texas .................. 56.6
35 Alaska ................. 56.1
36 Delaware ............... 53.3
37 Idaho ................. 52.9
38 Washington..: .......... 51.9
39 Wyoming...... .......... 51.7
40 Colorado ............... 49.8
41 Arizona ................ 49.4
42 Oregon ...... . ......... 48.9
43 Florida ................ 48.2
44 Massachusetts .......... 48.1
45 California ............. 47.9
46 New Hampshire .......... 47.3
47 Utah ......... ......... 45.3
48 Nevada ................. 45.2
49 District of Columbia ... 44.6
50 Vermont ................ 41.8
51 Maine .................. 39.1
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Table 18. Income in 1979 of Persons 85 Years and Over by Sex and Race: 1980

ALL RACES BLACK

Male Female Male Female

With Income

Less than $4,000
$4,000 to $9,999
$10,000 to $24,999
$25,000 or more

619,096 1,325,313 47,468

38.9%
43. 7
13. 7
3.6

92,888

63.4% 64.1% 84.4%
28.2 31.0 13.9

7.1 4.5 1.5
1.3 0.4 0.1

Source: U.S. Bureau of the Census, Special NIA Tabulation from the 1980 Census
of Population, Table 20.

Table 19. Percent of Persons 85 Years and Over Receiving Less Than $4000 from
Income of Specified Type in 1979, by Race and Sex: 1980

SOURCE OF INCOME ALL RACES BLACK

Male Female Male Female

Wage/Salary 47.5 57.6 52.5 61.3
Nonfarm Self-Employment 51.6 65.9 63.7 53.8
Farm Self-Employment 60.6 62.0 86.4 93.4
Interest/Dividends 67.7 73.3 86.9 90.4
Social Security 71.5 88.7 82.5 93.0
Public Assistance 90.1 95.0 94.5 96.3
All Other Sources 68.1 75.4 73.0 82.8

Source: Bureau of the Census, Special NIA Tabulations from the 1980 Census,
Table 21A.
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Representative SCHEUER. Thank you very much, Mr. Keane.
Now we'll hear from Mr. Binstock.

STATEMENT OF ROBERT H. BINSTOCK, HENRY R. LUCE PROFES-
SOR OF AGING, HEALTH, AND SOCIETY, SCHOOL OF MEDICINE,
CASE WESTERN RESERVE UNIVERSITY

AGING POPULATION AND COST IMPLICATIONS

Mr. BINSTOCK. Thank you, Mr. Chairman and Congressman
Downey. You're heard two impressive predecessors, so I'll pare
down my remarks and try to make a couple of major points.

One has to do with the health care implications of the changing
nature of the aging population. The second will be some sugges-
tions for some new emphases in health policy and health research.

First, I would like to make a point on the demographics you've
heard. I think it's important to observe that demographic projec-
tions about old populations have consistently underestimated how
large they will be, and that's understandable because it's hard to
take into account all of the variables that can intervene to improve
mortality. So we're looking probably at conservative estimates.

Second, I don't think it's terribly useful to combine simple popu-
lation projections and economic figures such as "a third of our
health care is spent on the elderly," and then project it into the
future. What I think would be more useful to do is to focus on some
dynamics within the aging population itself.

Certainly one aspect already touched on is that the older popula-
tion itself is aging very markedly, very quickly. I'd just like to
point up a few health care factors that relate to that and underline
the cost implications.

For instance, with respect to hospital utilization, persons aged 85
and older now use hospitals at a rate that is 113 percent higher
than those aged 65 to 74. Persons in the middle use them at a rate
that is 69 percent higher than the people 65 to 74. This is just a
way of giving you a feel for what this aging of the aging population
means in that respect.

Similarly, in the long-term care arena, we have a picture that's
comparable. At present, for example, about 2 percent of the popula-
tion 65 to 74 years of age is in nursing homes. Of the population 85
or older, 16 percent is in nursing homes. Or to put it in disease
terms, in a population aged 65 today the rate of Alzheimer's dis-
ease is about 2 percent. In a population 80 years of age, the rate is
conservatively estimated to be 20 percent. So this aging of the aged
population is not at all to be underestimated in terms of its health
care implications.

Now it is possible, of course, that potential advances in prevent-
ing stroke, urinary incontinence, osteoporosis, and Alzheimer's dis-
ease might make a big impact on this. But to date there are no ex-
perts other than one doctor at Stanford, Dr. Jim Fries, who really
believes that most of us will spend our lives to the end without
being chronically ill. He's an optimist. He's a cheerleader, but he
has no data, unfortunately.
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CHANGING COMPOSITION OF THE ELDERLY

The other point about the changing nature of the aging popula-
tion is the simple fact that there is a big turnover in that popula-
tion every day. The Census Bureau, for example, has estimated
that each day 5,200 Americans in the old age category reach their
65th birthday and 3,600 persons in that category die. Now over
time, the cumulative impact of that changeover-new blood, so to
speak-means different cohorts of people who have experienced dif-
ferent things at different periods in history. That can have a big
impact on their health.

For example, one of the easiest impacts of a positive nature is in
the area of oral health. In 1957 you could say that 55 percent of the
old people in this country had no teeth of their own in their head.
By 1980, that was down to 37 percent. Now it's not just all the
availability, and quantity and quality of dentists. It's partly that.
It's also different oral hygiene habits, and I expect as fluoridation
cohorts come onto line as older persons we'll see some help there.

Let me name one other positive thing. That is the area of educa-
tion. The people coming online into the older cohorts now are
people with more years of schooling, which tends to suggest more
compliance with physicians' orders, more seeking health from
health care givers, and a variety of positive self-care activities.

On the negative side, though, there will be such things as a lot of
women who started smoking after World War II getting into the
old age category, so we may see a reversal of the pattern of higher
coronary disease among older men than women.

Well, without beating this to death, I was trying to suggest that
these changes within the aging population are as important as the
numbers we're talking about.

GERIATRIC RESEARCH PRIORITIES

Let me just turn finally to some thoughts about what might be
done. Improvements in health status in old age will probably re-
quire clinical research that is specifically focused on risk factors for
older persons. For example, treating hypertension in older persons
doesn't work out the same way as for younger adults, and brings
on a whole new set of risk factors along with it. A coronary issue
won't play out the same.

In addition, there ought to be targets of health prevention and
promotion that extend beyond our traditional big targets-heart
disease, cancer, stroke, and accident-to what are often called the
geriatric syndromes of falling, dementia, urinary incontinence, nu-
tritional imbalance, confusional state, and so on. These are not
very dramatic but they are very costly as well as very deterimental
to the quality of life of each victim.

Perhaps the most important consideration for health care in an
aging society is a focus on functional capability because in addition
to those older persons who are in nursing homes there are more
than twice as many in the community who have significant if not
equivalent limitations in activities of daily living.

Now we may not be able to deal with the underlying diseases or
disabilities that are involved with these limitations, but if we focus
more on how people can go to the toilet, get out of bed, eat-issues
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of that kind, we will be not only improving the quality of life for
them but substantially reducing the caretaking chores and bills in
our society.

One of the biggest gaps in our health research has been effective
research on the value of rehabilitation among the elderly. In fact,
rehab is often not undertaken in older persons because it's figured
it isn't worth it. I suggest that some well-designed and evaluated
studies might show that such efforts could in fact be cost effective
just because of the years of long-term care that might be eliminat-
ed.

So in summary, I think that the changing nature of the older
population implies not only enormous health care expenditures for
the United States but enormous challenges in refocusing goals and
objectives. And, particularly, I want to emphasize the maintenance
and restoration of daily functional capability which is probably the
most important thing we can do. Thank you.

[The prepared statement of Mr. Binstock follows:]
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PREPARED STATEMENT OF ROBERT H. BINSTOCK

Thank you Mr. Chairmen and members of the Subcommittee

for inviting me to testify. My name is Robert H. Binstock.

I am currently the Henry R. Luce Professor of Aging, Health,

and Society, at Case Western Reserve University In Cleveland,

Ohio. I have previously served as Director of a White House

Task Force on Older Americans (under President Lyndon

Johnson), as president of the Gerontological Society of

America, and )s chairman and member of a number of federal

advisory panels dealing with research and policy on aging.

We are all aware that the current population of older

Americans, some 28 million persons age 65 and older is

expected to grow substantially in the decades immediately

onead. Standard projections are that by the year 2000 this

number will increase to 35 million, and by the year 2020 to

SI milIIon, and reach 65 milIion by the year 2030. If these

projection: prove wrong, they will most likely err

on the low side. Because of continuous Improvement. in

mortality trends, due to factors that cannot be easily and

confidently anticipated, demographers have consistently and

understandably underestimated in their forecasts regarding

the size of the older population.

We are also well aware that persons 65 years of age and

older account fir about one third of annual health care

expenditures in the United States. Last year this sum was

about $170 billion out of S511 billion.

Predictions based on simple extrapolations combining the

growth of the elderly population with trends in the
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continuing increases in health care costs can generate

dramatically large numbers to depict the costs of health care

of older persons for decades ahead. But extrapolation is a

poor mode of prediction for this subject because the major

factors Involved -- the older population; and the financing,

organization, and use of health care -- are changing

continuously, and cannot be captured well by bu1 t-in

assumptions. It Is more useful, in my view, to address some

of the dynamics within the aging population that can have a

bearing on future health care costs.

Aging is Changing

While the phenomena of population aging are becoming

rather well recognized, at least in terms of statistics such

as increases in the absolute numbers and proportions of older

persons in nations throughout the world, not so widely

understood Is that the characteristics of the aggregate

population conventionally termed old" are continuously

changing in ways that have significant implications for

health care as well as for most other activities and sectors

in society. The aging are a "moving target' in several

important respects.

The Chancginq Age tructure of the Older Population

The distribution of age groupings within the population

aged 65 and older I: changing maarkedly and will continue to

do so. In 1980, for example, Persons agec 85 and over



343

Constituted only 8.82 of the American older population; In

the year 2000 they will be 141 of the group. Similarly, In

1980 persons aged 75 and older constituted 391 of the older

Population; by the year 2000 they will be 501 of it.

For the arena of health care, the potential implications

of this continuous shift toward an increasingly older old-age

population tre enormous, and should be apparent from two

brief illustrctions.

At present, 45H of all health care spending on persons

aged 65 and older in the U.S. is expended on hospitals;

(physicians account for another 21%, and so do nursing

homes). But the differences in arospital utilf'at0on rates

among age groupings within the older population are

substantial. For Instance, persons aged 85 and older now use

hospitals at a rate that is 1132 higher than those aged 65 to

74; persons aged 75 to 84 use hospitals at a 691 higher rate

than the 65 to 74 years grouping.

It is problematic, of course, to assume that treatment

and Dreventlon modalities, and especially the organization,

financing, and delivery mechanisms of health care will remain

relatively static over the next 10 to 20 years. But these

comparisons among older age groups with respect to their

hospital utilization rates should make it clear that no

matter how the terrain of the health care arena evolves in

the years ahead the changing age structure within the older

population will, in itself, have a substantial impact upon

the nature and volume of the demand for acute care, and the
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resources necessary to respond to I(

The changing age structure witt1n the older population

also portends a substantial increase in the demand for

long-term care. At present, although long-term care' is a

conventional metaphor for health care and social supports for

chronically ill and disabled older persons, it is a

misleading metaphor, The fact is that there are more than

twice as many severely disabled, non-institutionalized adults

{ages 18 to 64) in the U.S. than there are chronically Ill

and severely disabled persons aged 65 and older both in and

not in Institutions. The changing distribution of age grouDs

within the aged 65 and over category, however, suggests that

the metaphor may become more accurate In decades immediately

ahead

The age-specific prevalence of many long-term chronic

diseases and other disabling conditions rises exponentially

among populations aged In their late 70s and in their SOs.

One way in which these phenomena can be reflected in terms of

the changing demand for care is by comparing the rates of

institutionalization among age categories within the older

age grouping. At present for example, about 2% of persons

aged 65 to 74 year: in the U.S. are in nursing homes; this

compares with 7% of persons 75-84 years of age, and 16% of

persons aged es and older Consequently, the greater numbers

of persons who soon will be In the older old-age categories

is a major factor in projections that the current nursing

home population of 1.5 million persons will increase to 2.1
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million by the year 2000, and reach 4.4 million some 40 years

later -- as well as parallel projections regarding even

greater numbers of non-lnstutionalized older persons who will

be as severely disabled as those in nursing homes.

It is possible, of course, that potential advances in

preventing and treating urinary incontinence, osteoporosis,

stroke, Alzheimer's 01sease, and other conditions might be

achieved and have substantial impact in delaying the onset of

chronic Illness and disability to older ages than at present,

thereby reducing both the prevalence and duration of

morbidity near the end of the life span. It is estimated for

Instance, that modest reductions In the age-related rate of

bone loss, delaying hip fracture to five years later than it

currently occurs-, would reduce the overall number of hip

fractures by 50 percent. To date, however, there is no

scientific evidence to support the optimistic view that,

within the foreseeable future, most of us will live in a

healthy, non-morbid condition to the end of our life spans.

The Changino Persons Who Constitute the Older Population

Another important respect in which the older population

continuously changes is through its rapid turnover, due to

birthdays and deaths. It has been estimated from census

sources, for example, that each day 5,200 Americans reach

their 65th birthday and 3,600 Persons who are already in the

category of aged 65 and older die.

Over time, large new cohorts accumulate within the older

88-544 0 - 89 - 12
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population, and others exit through death. These new cohorts

of older persons will have lived through specific historical

periods and common events at earlier stages in their life

courses that shaped them to be substantally different from

the cohorts they replace. To be sure, not all members of a

cohort will have been affected In the same fashion by earlier

periods and events. But the net effects of one cohort

replacing another can result in substantial changes in the

distribution of characteristics among those categorized as

older persons.

The impacts of cohort turnover In changing the aggregate

older population may include physical, as well as social and

economic characteristics. Many such changes have

Implications that can be significant for the health status

and health care of older persons.

A positive implication of such changes, for example, has

been and will continue to be improvements in the oral health

status of the older population. Newer cohorts that have

entered the old age category have lived through periods of

history in which both personal oral hygiene habits and

quantity and quality of the dental care available have

undergone :teady improvement. For instance, the percentage

of Americans older than 65 who have no teeth has steadily

declined from 55% in 1957 to 46 percent in 1973 and to 34

percent in 1980. Also, cohorts entering old age early in the

next century will have been exoosed at an early age to the

public health intervention of flouridated water systems. The
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result has been, and wi1l continue to be, steady improvements

in the dental health status of the older population.

Higher levels of educational attainment among newer

cohorts bode well, similarly, for continuous aggregate

improvements ,n the extent to which older persons understand

and comply with health care instructions and guidance,

undertake teiter self care, and seek medical assistance

appropriately The impact of cohort turnover in changing the

educational characteristics of older oersons has been such

that from 197C to 1990, a period of just two decades, the

median number of years of school completed by persons aged 65

years and older will have increased by 37%.

On the other hand, some of the implications of cohort

turnover can be negative. At present, for instance, coronary

heart di:ease Is much more common among older men than women.

But Increases in the prevalence of cigarette smoking among

young and middle-dgeo females during the decades following

World War II could soon lead to a marked change in the

prevalence trends of coronary disease among older women.

Different Emphases in Health Policy

On balance, most experts who have looked at the changing

characteristicc of the aged population that I have briefly

outlined have concluded that the increased life span of the

elderly is not accompanied by decreases in morbidity. On the

contrary, most observers -- including a National Academy of

Sciences Committee on An Aging Society -- have concluded that
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population aging will continue to result in dramatic

increases in the need for health care. To reduce this demand

it is clear that our attention should focus on improving the

health status and the functional status of older persons.

Improvements In health status in old age will require

clinical research on the risk factors for common diseases in

older persons in order to develop strategies to decrease the

risk of morbidity among people in their 70s and 80s.

Simplistic generalizations from studies of younger and

middle-aged aoult: to older persons are often misleading.

Recent evidence indicates that risk factors for common

disorders, such as coronary disease and stroke, may be

substantially different In persons 85 years of age and older

than In the younger-old or the middle-aged populations.

In addition to research that throws light on risk

factors at advanced ages, we need to target health promotion

and disease prevention among older persons in a different

fashion than we do for their younger counterparts. The

traditional targets of prevention -- cancer, heart disease,

accidents, and stroke -- should be broadened to include what

have been termed geriatric syndromes. These common disorders

-- such as urinary incontinence, falling, dementia,

nutritional imbalance, and acute confusional state -- are

very costly, as well as detrimental to the quality of each

victim's life.

Pehaos the most important concideration for health care

in an aging society, is a focus on functional caoabiliti. In
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addition to those older persons who are in nursing homes, a

substantial proportion of older persons who are not

Institutionalized have major limitations In their Acitivities

of Daily LIving (ADLs), such as bathIng, dressing, toIleting

and eating, Such functional impairments are clearly

age-related among the elderly, increasing from about 51

within the 65 to 74-year-old group to nearly 401 by age 85.

Consequently, a major health care goal for an aging society

is the maintenance of functional capabilities, regardless of

chronic illness, as nearly as possible to the end of the life

span.

This goal of functional capability requires far greater

demonstration efforts and research on rehabilitation among

the elderly than we have had to date. Very little Is known

about the efficacy of rehabilitative efforts with older

patIents; Indeed, such efforts are often not even undertaken

with respect to very old patients. But rigorously designed

and implemented studies may be able to show us that such

efforts are cost-effective, particularly if they reveal that

rehabilitation. can restore sufficient daily functional

capacities in some older Patients, rendering them independent

of the need for costly long-term care.

Conclusion

In summary, the changing nature of the older population

-- is well a: increases in its size -- Suggest ?normous

health care challenges for American society. Some of these
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challenges call for a shift in health care goals so as to

place greater emphasis on diseases of the elderly, and on the

maintenance and restoration of daily functional capacity.

Thank you, Mr. Chairman, for this opportunity to share a

few thoughts with you and your colleagues.
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Representative SCHEUER. Thank you very much, Mr. Binstock.
Now we'll hear from Mr. James Vaupel.

STATEMENT OF JAMES W. VAUPEL, DIRECTOR, CENTER FOR
POPULATION ANALYSIS AND POLICY, AND PROFESSOR OF
PUBLIC AFFAIRS, HUMPHREY INSTITUTE, UNIVERSITY OF MIN-
NESOTA

LIFE EXPECTANCY PROJECTIONS

Mr. VAUPEL. Thank you very much, Mr. Chairman, for inviting
me. My name is Jim Vaupel and I grew up in Congressman Dow-
ney's district.

What I'd like to do is talk a few minutes this morning about my
daughter Anna's future. She was born 4 years ago and a good de-
mographic question struck me at the time-what is Anna's life ex-
pectancy?

I spent much of the last 4 years thinking about that question and
what I would like to do this morning is share with you what I've
learned about it.

The official estimate of life expectancy in the United States
today is 72 for men and 78 for women, but that official estimate
assumes that no health progress is going to be made over the
course of Anna's life. That's a very pessimistic assumption, given
the very great progress we've made in health and our medical
progress and public health progress over the course of this century,
and the likely advances that will come from the biomedical and
public health research conducted by the NIH and other agencies.

So I think a more reasonable assumption, as Mr. Binstock allud-
ed to, is that we will continue to make progress against mortality
and probably at an increasing rate. As explained in a couple of ar-
ticles that I helped write, my best guess is that Anna and her gen-
eration will live, on average, 100 years.

Now this is a more optimistic projection than some of the previ-
ous actuarial forecasts given, but I think it can be justified and it's
a best guess but highly uncertain estimate.

Now a life expectancy of 100 years would produce some pretty
far-reaching economic, social, and political changes. It's not an un-
precedented increase because we've gone from a 50-year life expect-
ancy to a 75-year life expectancy over the course of this century,
and it will occur gradually. Nonetheless, a new demography will
result in this country from the life expectancy of my daughter's
generation of 100 years.

In particular, the number of older people will grow dramatically.
My best guess projection is that by the time my daughter becomes
a centenarian the population of Americans between ages 65 and 85
will more than double, from 28 to 57 million, and the number of
Americans over age 85, as we've been focusing on this morning,
will not merely double or quadruple-and I don't think it will
merely go up by a factor of 5-but my guess is it will go up by a
factor of 25. It will go from about 2 million people today to 50 mil-
lion people by the middle of the next century.

Altogether, my projections indicate that 4 out of 10 Americans
will be above the age of 65. This, of course, will mean that people
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won't retire at 65 but will retire much later and there will be a
radical change in our economic, political and social conditions.

UNCERTAINTIES WITH PROJECTIONS

Now these projections are just intelligent guesses and there's a
lot of uncertainty about them. In fact, the most important thing
that I've learned in thinking about Anna's life expectancy is that
nobody has a very good idea about what it will be because our cur-
rent state of knowledge about morbidity and mortality patterns, es-
pecially at very old ages after 85, is abysmally inadequate.

The uncertainties come from several reasons. The life expectancy
of Anna's generation could be brutally short, given the dangers of
nuclear war, uncontrolled epidemics like AIDS, environmental col-
lapse, the greenhouse effects, ozone depletion, and so on. Another
factor might be that Anna's life expectancy could be limited to 85
years or so by genetic factors that we don't understand yet. There's
a lot of uncertainty about that.

On the other hand, if biomedical and public health progress ac-
celerates and if there is continuing progress against cardiovascular
disease and there's a breakthrough against cancer and if there are
some breakthroughs in understanding aging itself, then over the
next 100 years so much progress might be made that Anna could
live even more years, and Anna might even match Methuselah.

So I think we're extremely ignorant about what the possibilities
are for life expectancy of people who are alive today. And beyond
this, we are also very ignorant about what Anna's healthy, active
life expectancy will be. The key question is will she lead a healthy,
active life to age 84 and then die at age 85? Or will she go into a
nursing home at age 80 and spend 30 years in, as Shakespeare put
it, "near oblivion" until age 120. It's the expensive period of frailty
that drives health care costs up and we only have the vaguest ideas
about whether Anna's generation will spend a year or half a centu-
ry in misery.

RESEARCH PRIORITIES

Let me close with a plea for research. I'm a professor, and we are
always making pleas for research. But here I think it's justified.
First, basic research that may yield breakthroughs in Anna's life-
time. Basic research might not pay off for 10, 20, or 30 years. We
should realize that the coming generations of Americans might live
100 years so there will be plenty of opportunity for that basic re-
search to pay off.

Second, applied research on reducing morbidity and disability
among the elderly. The elderly population is certainly going to
grow even if my projections are not correct and we should be doing
some work on making life more pleasant for older persons.

Third, we need much more extensive demographic research on
forecasting life expectancy and active life expectancy. Some of
these forecasts, as given earlier by my distinguished fellow panel-
ists, are to decimal points, like 84.3 years. I think a better way to
think about it is that we don't know the life expectancy of the next
generation within 20 years.
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In particular, in terms of research, the National Institute onAging's initiative on the oldest old, which is run by Richard
Suzman who is here with us this morning, has been fostering thekind of research needed and some major contributions have beenmade by a number of researchers, including Kenneth Manton atDuke University, but better data is needed, especially data likethat in the longitudinal study on aging that capture morbidity andmortality patterns at very old ages, above age 85. We know very,very little about people above age 85, but that's where our futurelies, a fifth of our population may be above 85 in Anna's lifetime.Representative SCHEUER. A fifth?

Mr. VAUPEL. A fifth of the population may be above age 85 bythe time my daughter is above age 85.
It seems to me that more advanced models of analysis are alsorequired based on multidisciplinary research.
To answer my original question, we don't know how long Anna'sgeneration will live, but it might be a century or more. And if it isa century or more, there's going to be a large number of peopleabove the age of 85. My best guess is a fifth, and there will beroughly equal numbers of people in every decade of life from birthuntil age 100. We don't know how long active, healthy lifespanswill be, and that's the key uncertainty in forecasting health careneeds among the elderly. Will Anna live healthy to 99 and then dieat 100 or will she live to 80 and go into a nursing home and die at100? That's the key question. We just don't know the answer tothat.
We could get a much better idea if we did some more research onthe oldest old population, but up until now there has been a littlebit of research, a lot of speculation, not anywhere near enough seri-ous indepth research with good data. Thank you, Mr. Chairman.
[The prepared statement of Mr. Vaupel, together with an articleentitled "Passage to Methuselah," follows:]
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PREPARED STATEMENT OF JAMES W. VAUPEL

Four years ago my daughter Anna was born. A good demographic
question struck me at the time: what is Anna's life expectancy? I
have spent much of the last four years thinking about that question
and trying to get other researchers to address it. I would like to
share with you what I have learned.

The official estimate of life expectancy in the United States
today is 75 years, 72 for men and 78 for women. But that official
estimate assumes that no health progress will be made over the
course of Anna's life: death rates at all ages will stay the same
as today. Given the great progress made since the turn of the cen-
tury in reducing mortality rates and given the extraordinary
advances being made today in biomedical and public health research,
fostered by the National Institutes of Health, a more reasonable
assumption would be that mortality rates will continue to fall, per-
haps with increasing speed. As explained in two articles I helped
write -- "Anna's Life Expectancy" and "Passage to Methuselah" -- my
best guess is that Anna and her generation will live on average
about 100 years.

Such an increase in longevity would produce far-reaching eco-
nomic, social, and political changes. The 25 year increase in life
expectancy would not be unprecedented -- since the turn of the cen-
tury life expectancy has increased from 50 years to 75 years. Non-
etheless, a new demography would result from a life expectancy of
100 years.

In particular, the number of older people would grow dramati-
cally. My best-guess projection is that by the time Anna becomes a
centenarian, the number of Americans between ages 65 and 85 will
more than double, from 23 million to 57 million. The number of
Americans over age 85, the oldest old, will not merely double or
quadruple, but increase by 25 times over, from 2 million to 50 mil-
lion. Altogether, 4 in 10 Americans will be above age 65, compared
with 1 in 10 today.

These projections are just intelligent guesses and there is a
lot of uncertainty around them. In fact, the most important thing I
have learned about Anna's life expectancy is that no one has a very
good idea about what it will be because our current state of knowl-
edge about mortality patterns at advanced ages is abysmally inade-
quate.
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The life expectancy of Anna's generation could be brutallyshort, given the dangers of nuclear war, uncontrollable epidemics,and environmental collapse. Anna's life expectancy might be limitedto 85 years or so, if genetic barriers prevent progress in reducingmortality after that age. On the other hand, if biomedical and pub-lic health progress accelerates and there are breakthroughs in thenext hundred years not only against cardiovascular diseases and can-cer but also in understanding aging itself, then Anna might matchMethuselah.

We are also ignorant of what Anna's healthy, active life expec-tancy will be. Will she live a healthy life to age 84 and die atage 85 or will she live to 120, spending decades in "mere oblivion,sans teeth, sans eyes, sans taste, sans everything." It is theexpensive period of frailty at the end of life that drives healthcare costs and we have only the vaguest idea about whether Anna'sgeneration will spend a year or a half century in misery.

So let me close with a plea for research, basic research thatmay yield breakthroughs in Anna's lifetime, applied research onreducing morbidity and disability among the elderly, and demographicresearch on forecasting life expectancy and active life expectancy.In particular, the National Institute of Aging's Initiative on theOldest Old, run by Richard Suzman, has been fostering the kind ofresearch needed and some major contributions have been made byresearchers like Kenneth Manton at Duke University. But better datais needed, especially data, like that in the Longitudinal Study ofAging (LSOA), that capture morbidity and mortality at advanced agesover time, and more advanced models of analysis, growing out of mul-tidisciplinary collaboration, are also required.

So to answer my original question -- we do not know how longthe next generation of Americans will live, but it might well be acentury or more. We also do not know how long active, healthylifespans will be. We could get a much better idea if we did somemore research on morbidity and mortality among the oldest old.
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Passage to Methuselah:
Some Demographic Consequences of
Continued Progress against Mortality

JAMES W. VAUPEL, PHD, AND ANN E. GOWAN

Ahtriact: How will progress against mortaity ffect the size and
age composiion of the United States population over the next
cenoury? To gain some insight into this question, three sceunaos are
examined: no future progress against monrtaity; steady reductions in
mcaric at all ages at a nrte of 2 per cent per year; and a radicad
breaithroogh in the year 2000 that cuts moctality in half. All theen
scenarios substantialy shift the composition of the US poppuation

Introdaction

Suppose progress continues to be made in reducing
mortality rates at all ages. What impact would this progress
have on the size and age composition of the United States
population?

The supposition that mortality rates wil continue to fall
is admittedly questionable. The view popularized by Fries is
that, "the median natural human life span is set at a maximum
of 85 years with a standard error of less than one year."

t

Demeny, in making long-term population forecasts for the
World Bank, assumes that even by the year 2100 there will be
no country with a life expectancy above 82.5 years.

t

Demeny notes that in some countries life expectancy
seems to be slowly decreasing. The possibility of a genseel
decline in life expectancy cannot be ruled out. On the other
hand, as Demeny points out, "the upper limit to life expect-
ancy" of 82.5 years "may yield to technological changes in
medicine and to changes in life styles, perhaps even within
the next few decades."'

As documented by Crimmins,
3

remarkably rapid prog-
ress in reducing mortality rates was made in the United States
from 1968 to 1977. This progress has continued and even
accelerated from 1977 to 1984. At most ages, including older
ages, mortality rates over the last decade and a half have been
declining at a rote of I or 2 per cent per year.

Hope that this progress might continue is buttressed by
recent advances in the biological, medical. and geromntological
sciences. The life sciences appear to be poised at roughly the
point the physical sciences were a century ago and break-
throughs comparable to electricity, automobiles. television,
and computers may be forthcoming in the areas of genetic
engineering, prevention and treatment of such diseases as
atherosclerosis, cancer, and diabetes. and perhaps under-
standing and control of the process of aging itself.-
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toward older ages, steady pregeess resuling in thn most radical
change. If monaily is reduced 2 per cent per year. by 2050 almost
two-fifths of the population woald he sone age 65 and the number
of centeinar .s would approach 19 millian. The social. economic.
and public health consequences of this new demogaphy. although
speculative and uncerain, are so imporant that detailed analysis and
planning are w arated. lAm J Publir Health 19866 76:430-433.)

As argued by Manton,t the only judicious position to
take. in light of the conflicting evidence and theones about
the rate and direction of future mortality change. is to admit
uncertainty. There is a chance that mortality rates will
continue to decline at recent rates; there is a chance this
progress will level off; there is a chance that mortality rates
will increase; there is a chance of some major breakthroughs
that will radically reduce mortality rates. Given this uncer-
tainty, it seems reasonable to try to gain some understanding
of the demographic consequences of alternative mortality
scenauricos.

In this commentary, we explore three possibilities: no
change in mortality rates; continued progress at 2 per cent per
year at all ages; and a radical breakthrough that cuts mortality
rates in half in the year 2000. To study continued progress
against mortality, we needed mortality rates at advanced
ages, well beyond the usual stopping point of 85: we based the
rates we used up through 119 on Faber's actuarial studyt:
after this age we made the conservative assumption that
mortality Mtes increased by nearly 9 per cent per year. All the
calculations we make are optimistic in that we ignore the
possibility of nuclear war and other catastrophes.

Our focus is on the impact of such scenarios on the size
and age composition of the US population. Because our aim
is insight and not prediction, we will initially assume that
fertility eates stay unchanged and that net migration amounts
to zero: these simplifications avoid obscurntg the effects of
mortality change with fertdity or migration change. Then we
will briefly consider the difference fertility and migration
might make.

No Change in Mortality Rates

If age-specific mortality rates stay at 1980 levels (and if
age-specific fertility rotes also stay unchanged and there is no
net migration at any age). then the age composition of the
United States will change over the coming century as
indicated in the left-most column of Table I. It mas seem
surpnsing that no change produces so much change: the shift
in the age composition results from the difference, in histor-
ical levels of mortality and fertility compaircil ish the 1980
levels.

AJPH Ap.l 1986. Vol. 76. No. 4430
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Suppose mortsality rates conuinue to decline at all ages at
arue of2percentperyear. As shown inTabk I and in Figire
I, this steady. grdital progress wourd radically transfusior the
age composition of the US population in a century. By 2080.
the proportions of the population onder age 20, between ages
65 and84,and aboveage '4wouldbe aboutthe a..18-20
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these proportions _ the age structure of the population
would be roughly level frm birth to age 100. The population
would fall df above e 100. but h wdd n be unusual to -
survive to 125 and a few hardy individuals would be 140 or sT 2M i
more. The total number of centenarians would approach 19 Aprt h t,, ffin R- C. a_ hR UsC tn oNS

AJPH Aprd 19ft VdO 76, No. 4
441



358

COMMENTARY

before and after this breakthrough mortality rates remain
unchanged. Figure 3 shows the effect on deaths. births. and
total population. By 2030. deaths overtake births and the total
population declines by 2080 to 238 million. As shown in Table
1, the age structure of the population in 2080 is intermediate
between the structure with no progress and the structure
assuming 2 per cent annual progress. Indeed, this age
structure is similar to the structure that would emerge from
steady I per cent progress against mortality.

Just as the tortoise in Aesop's fable creeps along at a
deliberate pace and overtakes the resting hare. steady 2 per
cent progress amounts to more in a century than a one-time
50 per cent reduction. In fact, with steady 2 per cent progress
mortality rates at each age would be cut to about one-eighth
of their original level in a century.

Insight. Prediction and Projection

Demographers often distinguish between prediction and
projection: predictions purport to foretell the future, whereas
projections are extrapolations from the present based on
some specified procedure. Certainly not predictions, the
calculations presented so far can hardly be called projections,
because they assume constant fertility, no net migration at
any age, and unrealistically regular patterns of change in
mortality. Any demographer could come up with more
sophisticated projections and many have done so.

The drastic simplifications were made deliberately. If
buoning complications are suppressed, then the impact of
progress against mortality on the size and age-structure of a
population can be more clearly perceived. Thus the purpose
of the calculations was neither prediction nor projection, but
insight.

The gist of the calculations is that continued progress
against mortality will somewhat increase the size of the US
population, largely by adding a surprisingly large number of
people over age 85. Even if there is no future progress against
mortality, past progress will produce a tripling of the very old
population within a century. A breakthrough that substan-
tially cuts mortality is not needed to radically alter a popu.
lation's age structlre; indeed, steady 2 per cent progress has
a much greater impact over the course of a century than a
one-time halving of mortality rates.

The calculations were aimed at isolating and captunog
what might be called the force of steady mortality progress.
The operation of this force will be somewhat obscured by
other forces, including the fomce of differential mortality
progress at different ages, the force of fertility change, and
the force of net migration. Some simple arithmetic, however,
indicates that these other forces are unlikely to reverse a
trend toward a fundamental shift in the age structure of the
US population.

Consider differential mortality progress. Death rates
before age 60 or so in the United States are so low that the
calculations presented in this commentary would hardly
change if these death rates either remained constant for the
next century or were reduced to zero tomorrow. Early deaths
nonetheless remain a central public health concern and are
even more significant than deaths in old age from a number
of perspectives.

9
What will determine the age distribution of

the US population is the rate of progress in reducing mortality
after age 60 and especially after age 80. If much less progress
is made over the next century at ages above 80 than is made
between ages 60 and 80. then there will be far fewer people
in the 85 + population than we have calculated. It is conceiv-
able, however. that the rate of progress at very old ages will

be substantial. and it is this possibility that we have explored.
-For example, using singie-year-of-age mortality figures pub-

hshed for 1970 and 1980. it can be calculated that mortality
rates for females were reduced by 1.6 per cent, 1.3 per cent.
2.0 per cent, and 1.2 per cent per year over this decade at ages
60, 70, 80. and 90, respectively.

Since everyone who will be 95 or more in 2080 has
already been bore. changes in fertility levels are irrelevant for
calculations of numbers of the extremely old. Even for
cohorts not yet bore, fertility change is likely to be far less
significant than mortality change in altering the size of the
elderly poputlation. A 25 per cent rise in the number of births
a decade from now would correspondingly increase our
population estimates for 85-year-olds by 2 per cent. This can
be compared with the ten-fold increase in the 85 + population
if progress against mortality is 2 per cent per year instead of
being negligible, as shown in Table 1.

As indicated in Figures 2 and 3. our calculations assume
roughly three million births per year, somewhat more in the
near future and somewhat less a century hence. If a million
births were added or subtracted every year. the size of the US
population would substantially change, but the age compo-
sition of the population in 2080. up to age 95, would be
unaffected. If births were added in some decades and sub-
tracted in others, population waves would be set up, similar
to the waves resulttig from past baby booms and busts that
can be detected in Figures 1, 2, and 3, but the underlying
pattern would persist.

A steady increase in the number of births each year
would decrease the proportion of the population that is
elderly, although it would also somewhat increase the num-
ber of people reaching old age. Conversely, a steady decline
in the number of births would have the opposite effects: the
elderly would be less numerous but relatively more impor-
tant

Net immigration to the United States will increase
population size. Its impact on the age composition of the
population can be thought of as being similar to the impact of
births that occur around age 20, assuming that is the peak age
of immigration, as opposed to the usual births at age zero.
Hence migration, like fertility, is unlikely to fundamentally
alter the effects of progress against mortality on the age
composition of the US populadon. Migrants grow old too,
and a 20-year-old migrant will reach age 85 some 20 years
before a newborn does.

Adr4fising to the New Demography

In sum, whether there is no further progress against
mortality, steady progress at I or 2 per cent per year. or some
breakthrough that substantially cuts mortality rates, the age
structure of the US population (and of the populations of
most other developed countries and many developing coun-
tries as well) seems likely to shift toward older ages. If the life
sciences over the coming century produce advances similar
in impact to the advances produced by the physical sciences
over the last century, the cumulative shift may be radical.
Even in the case of revolutionary breakthroughs, however,
the shift will occur gradually: if death were eliminated
tomorrow it would still take a century before there would be
many 200-year-olds. So society will have time to adjust to the
new demography.

Nevertheless, it may be worthwhile to begin speculating
about some of the adjustments that might have to be made.
not only to start developing the wisdom that wil be needed
to successfully cope but also because some current decisions

AJPH Aprl 1t9e6. Vol. 76. No. 4432
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depend on long-ren treds. Tbese adjustments unfonunate-
ly depend on a crucial uncertainty: will increased life expect-aney be accompanied by increased healthy, productive ifeexpectancy? Jonathan Swift, in the section of his Guldiver'sTeavels on the Loggnaians, desceibes some of the pleasuresand opporounities that would open op if people could livelong, vigorous lives and then contratsu this vision with themnsery of the immortal but decrepit struldbrtggs and theirdrain on society. Who would wish to live to age 120 in, as
Shakespeare wrote. "mere oblivon, sans teeth, sans eyes.sans taste, sans everyshing." The evidence, as reviewed byManton,' is weak and mixed on morbidity and disabilitytrends in old age; more research is needed.

In any case, given the likely expansion of the populationof the elderly, it would seem to be prudent to place a very highpriority on the development of ways of delaying or alleviatingdebilitating conditions. Promising directions here include not
only biomedical treatments and cures and the promotion ofhealthy personal behavior, bat also the design of appropriatehving environments and of helpful products like voice-
activated robots."

If progress is made not only against mortality but also
against morbidity, perhaps through progress in slowing theprocess of aging itself, people may wish to work longer.
Furthermore. as the proporuon of the population over age 65begins to approach the proportion between ages 20 and 64.delayed retirement wil almost certainly be required to saveSocial Security from bankruptcy. If more of the elderly hang
onto their jobs. however, promotional opportnmties willdirmnish for the young and whatever gain there may be inwisdom and experience in an organization may be offset bya lack of fresh thinking and new blood. In addition, the
increase in the proportion of the elderly might result in afurther shift of Potical power and even greater goverinsenuilfocus on the needs of the elderly and inattention to the needsof the young. "A majorchallenge to society wiD be to develop
career patterns and social norms that enable the elderly to
productively contribute while simultaneously giving theyoung a chance.

When bifespans reach or even exceed a century, thedivision of life inmo three successive stages of education,
employment, and retirement will undoubtedly have to berethought. Not only to contribute productively to society hut
simply to understand soiey.octagenartans will have to havelearned about the advances and changes that have occurred
since they finished high school or college. Delaying the age ofretirement to age SD or 85 might permit periodic leaves from
work-a year. say, every decade, for ongoing education. In
addition, a reducion in the hours worked per week and anincrease in the number of weeks of vacation per year might
facilitate pan-time education on a more or less continuousbasis. The 64,00o houss or so of lifetime work under the
emerging system of 35 hours per week, with a month's
vacation plus scattered holidays, from age 22 to age 62, could
alternatively be arranged so that a person works 28 hours a
week, with two months' vacauon per year and a year's leave
every decade, from age 22 to age 82. If median lifespan

COMMENTARY

approaches a century, that would Stil leave 18 years ofretirement.
One of us (Vaupnel) just had a baby daughter. Anna. In acompanion article.' rarious estimates were calculated of herlifeexpectany. f progress is made against mortaltyataratenf 2 per cent per year at aU ages, then Anna's life expectancyis 102 years. This makes the year 2080 seem closer-Anna

may well be alive then-and makes the changes discussed inthis paper more immediately relevant-the changes are notonly going to affect future generations but also people alivetoday. Indeed, as noted earlier, one of us (Gowan) may wellbe alive in the year 2080, at the advanced bat not impossibly
implausible age of 117.

Anna is going to have to decide, with some help from herparents, what kind of education she wants. Our hunch is thatshe needs an education that enables her to keep learning,because soetety and technology wdl change dramatically inher lifetime. In addition, she would probably benefit from asolid liberai arts education-in music, the arts, literature.history, the great books of philosophy and science-because
this background, which helps a person maintain an activeinterest in life, is more readily acquired in youth than in oldage. Finally, her education should certainly include aneducation in health, including knowledge of how personalbehavior can affect health. Deleterious habits and addictionsacquired in youth become even more tragic if they terminatewhat could have been a century of healthy life or if they bringon disabilities that last not for years but for decades.
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Representative SCHEUER. Thank you very much, Mr. Vaupel. I'm
going to yield to my colleague Tom Downey, who serves on the
Ways and Means Committee, and who is very much concerned with
all these health problems and funding for these programs. Con-
gressman Downey.

Representative DOWNEY. Thank you, Jim. I'm not a member of
the Joint Economic Committee but I am a member of the Aging
Committee. As a matter of fact, I'm one of the more senior mem-
bers of the Aging Committee, if you can believe that.

I just have a couple of questions. It seems to me, Mr. Vaupel,
that you really hit it on the head and, with all due respect to our
friends in the Bureau of the Census and the Social Security Admin-
istration, I remember in 1977 voting the final fix on Social Security
and then in 1983 voting once again for its final fix. I'm afraid that
sometimes even our best estimates come a cropper.

It seems to me also that as we begin to further unlock the mys-
teries of DNA it's possible that we could learn how to retard the
aging process or reverse it so that people who are 60 may not look
or appear or act like they're 60. So there are important ethical
questions to be considered.

I would just like to ask the two gentlemen a question regarding,
I guess, Mr. Vaupel's point. Given the uncertainty as to the demo-
graphic projections, it s quite clear that the oldest of the old are
growing older, and that that is almost immutable, save for some ca-
tastrophe of biblical dimension. Given that realty, there are a
couple of things that we can do.

We can spend more understanding dementia than we do now. We
can spend more money trying to deal with incontinence. In the
area of public health we can do a lot more in terms of helping
people to grow old and preparing their lives for death.

I'm thinking of respite care, care for people with Alzheimer's dis-
ease and loved ones that are not institutionalized.

Do you disagree with the view that, given the uncertainty of the
data, and in terms of the research on the important questions of
aging, spending far more of our resources than are currently being
expended on those matters can make a difference and should be
done?

Mr. VAUPEL. I would agree wholeheartedly with that. It seems to
me that because the population of the elderly is growing so rapidly
that we should be spending much more money on doing the basic
kind of research to improve the health of the elderly and make
their lives better off.

In terms of the Social Security system that you alluded to earli-
er, Congressman Downey, if you think about the elderly from the
perspective of my daughter, Anna, and ask-and sometimes when
you're thinking about the long-term future, it's useful to think
about people who will be living in the long-term future-the ques-
tion would arise how would she like to spend her life and what
would she like us to be doing now for her as she gets older? And
from that perspective, I would agree with Mr. Keane's quote of Ar-
istotle that the best thing we can do for her right now is give her
an education that will enable her to enjoy life for 100 years, to
avoid being bored if you have a 100-year life, and also we need to
start preparing for her to have continuing learning over the course
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of her life so that she will be able to work much longer. People will
not want to retire at age 65 if they're going to live to 100. There
should be that kind of continuing learning.

Representative DOWNEY. Well, they may not be able to retire at
65. It just wouldn't be according to the statistics. It's likely that the
work force will just have to work longer in order to sustain the
older population. Is that an unfair statement?

Mr. CAROZZA. Well, Congressman Downey, being on the Social
Security Subcommittee, you know the retirement age is already
scheduled to increase to 67 in the next century.

Representative DOWNEY. Ironically, only the members of the
Ways and Means Committee supported that actively and managed
to get it passed on the floor. It was just buried in a blizzard of sta-
tistics.

Mr. Binstock, could you comment on the question of research
briefly, if you agree or disagree?

Mr. BINSTOCK. I agree very much with the thrust of what you
were saying in terms of priorities. The only qualifier I would put in
is with respect to what I heard you describe as palliative care. I
would hate to see the funds for that come from funds for life-saving
care, as this guy who calls himself a medical ethicist has pro-
posed-Callahan-in terminating people's lives when they are in
their late seventies or have lived their natural life.

But I do think that investment in that area similar to what we
do with hospices, run at relatively low costs, would be very, very
sensible.

Representative DOWNEY. Thank you, Mr. Chairman.
Representative SCHEUER. Thank you, Congressman. We appreci-

ate your coming here.

WORKER-RETIREE RATIO

The retirement age has been increased 2 years although there's
lots of evidence that more and more people are taking early retire-
ment. With this extraordinary advance in longevity and this vast
increase in the population over 85 and even over 100, won't the
ratio of working people to retired people fall? Won't there be far
fewer working people per retired person unless we advance the age
of retirement, defer the age of retirement and lengthen the work-
ing period in a person's life in some comparable way to the expo-
nential increase in life expectancy and the exponential growth of
these oldest of the old groups? Everybody is nodding. Aren't we
looking for a real generation confrontation here unless as people
grow older we preserve something like the present percentage of
their total living years as work years?

Mr. BINSTOCK. Well, to follow positively along the line you sug-
gest, I would point to Japan which had a traditional retirement age
of 55 and through a variety of measures has pretty much gotten
the average age of retirement up to what ours is, around 60. They
have done that through negotiations between management and
labor, through about 25 different kinds of incentives provided by
the national government to firms to retain older workers in one
way or another, and so on.
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On the other hand, to not flow positively with your suggestion, I
would observe, as you did, that two-thirds of the people who are on
Social Security in this country opted to take it as an early retire-
ment benefit. Now there is good research being done on that which
shows a mixture at the moment. There are feelings of ill health or
their stated feelings of ill health and incapacity to do the job and,
on the other hand, the benefits available to them. We know that
the early retirement incentive programs have been overwhelmingly
responded to in the corporate sector by workers in their late fifties
surprising the firms that offered them.

So I would think that in the context of the United States, maybe
the more useful thing to look to is whether or not we need to fi-
nance Social Security and other programs through payroll taxes.
There's nothing written that says we do and I suspect if we didn't
finance Social Security through a payroll tax but through many
other possible taxes, we wouldn't be talking about how many work-
ers it takes to support a retiree any more than we would be talking
about how many workers it takes to support a flight of Air Force 1.
It's purely the earmarked tax and it may have been essential in
1935. I'm not sure it is essential now.

I think the real issue will be can we tax the American economy
for transfers?

Mr. VAUPEL. If it turns out that life expectancy goes up to age
100, it will gradually increase over the next few decades, then enor-
mous pressure would be put on the Social Security system, much
greater pressure than is currently predicted by what are consid-
ered to be very conservative actuarial forecasts. In addition, many
Americans are electing to work longer. There have been a lot of
disincentives to working longer, also some barriers to working
longer that are coming down now. And if you think about the ques-
tion from the point of view of an individual trying to plan his or
her life, why would you want to live your life where you spend 20
years getting educated, 40 years working very hard, and then 40
years doing nothing? It just seems like a crazy way to spend the
time of your life.

Also, you probably wouldn't want other people to spend the time
of their life that way because during the 40 years in which you
were working, if you followed Mr. Binstock's suggestion, there
would be an enormous tax burden no matter how it was levied on
the people who were working to support the equal numbers of
people who were not working. So there would be very, very large
transfers.

So my guess is that somehow or other we're going to gradually-
this will all take place gradually, but we're going to gradually shift
to a system where people work much longer but fewer hours per
week or maybe like professors they take longer vacations or they
take sabbaticals. There will be a mixture of leisure and work over
the course of people's lives. I think that will be one of the main
consequences of aging in the American population.

ENCOURAGING POST-65 ACTIVITY

Representative SCHEUER. Maybe there's a clue, Mr. Binstock, in
the Japanese example that you gave us. The Japanese people
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really don't retire at 55. They never did. A Japanese executive will
retire from Sony or Mitsubishi and then he gets his retirement
benefits in one fell swoop and then he'll go out and buy a little
soba factory and he'll make noodles and he'll sell noodles or he'll
open up a little restaurant or bar or a traditional Japanese hotel.
But after their corporate lives are finished, they begin another
career.

Mr. BINSTOCK. Absolutely.
Representative SCHEUER. Which I think would reflect what we

intuitively know that-very few of us want to live for 40 years and
do nothing. Look at the growing percentage of Members of Con-
gress who are over 65. Almost all of them could quit and make
more doing nothing than they now make working their tails off.
But they don't because they couldn't cope with the idea of doing
nothing.

Admittedly, it's supposed to be a very interesting, stimulating
life and it sort of keeps you going and keeps you vigorous, but I
think people generally don't want to go from an active working life
to no work at all, which would lead to the question of what do we
do to break down the barriers and break down the disincentives to
continue to work on some basis-flextime, part time, shared jobs, 6
months a year, 3 days a week, mornings, and afternoons.

What do we do to make it easier-to facilitate the process of
people at their retirement, be it 65 or whenever, to phase into some
other kind of activity, remunerative activity, that is rewarding? It
may be a change from what they've done. How do we break down
the barriers to that and actually facilitate it?

For example, with this extraordinary expansion of the elderly
and the elderly elderly-those over 85-looming up ahead of us,
how about a concept of enabling the elderly well to take care of the
elderly frail, the elderly sick? Who understands the problems of an
elderly frail or sick person better than an elderly well person? Who
would be more sympathetic? How do we keep people post-retire-
ment, post-formal-job years, in some kind of active participation in
society?

Another possibility is for elderly people to help with the prob-
lems of literacy, both the working population where we have an
adult working population that's about 25 percent illiterate, as well
as kids in school who are having trouble with their reading and
who are on the slippery slope to dropout if something doesn't inter-
vene and sometimes the best kind of intervention is the one-on-one
relationship with a caring person who can read.

There seems to be a whole variety of options out there for the
elderly well post-65. What should we be doing to make some really
interesting job options attractive to them and appropriate for them
and real for them?

Mr. BINSTOCK. Literally 20 years ago, I turned in a book this
thick to President Lyndon Johnson and I'm about ready to go back
to it now-34 proposals, including one scheme that dealt with those
latter items you're talking about. Maybe I'll try and dust it off and
update it to develop the equivalent of the armed forces, a confeder-
ated force, of people who could serve each other around the coun-
try. There are a lot of jobs that need to be done and cannot be
filled. And I think there's merit in the public sector activity deal-
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ing with such matters as education and human services and vari-
ous ways we could support it as a national service.

On the question of firms, even then, amazingly, 20 years ago, on
this White House Task Force on Older Americans, we had flex-
time, shared this and that, phased retirement, and all these things
you could come up with. But the issue was the firms really didn't
want to do it, and was it time for the Government to step in and
give them an incentive to do it.

My own view-others may feel differently-is that for those sorts
of things the Government shouldn't provide an incentive; that the
firms will in fact do it as they find that they need the work force.
For example, Poloroid has been doing something like this for 8 to
10 years and in Japan they do this with something called "silver-
haired manpower centers" or "silver manpower center," that they
organize and then draw on as pools. And I suspect if we become
short of workers for various types of firms, they will find ways to
draw upon those people effectively.

Mr. CAROZZA. Mr. Chairman, one of the impediments to Ameri-
cans age 65 to 69 to working is something in the Social Security
law called the retirement earnings test. You've probably heard a
lot about this. Basically, if you're age 65 to '9 and you go back to
work and earn over about $8,400 a year now your Social Security
benefits are reduced by $1 for every $2 you've earned.

Representative SCHEUER. Is that up to $8,400 now?
Mr. CAROZZA. It's $8,400. That's the exempt amount. Of course, if

you're over age 70 you can earn any amount and continue to re-
ceive your benefits.

We're looking at ways to eliminate that. We're studying that and
also ways to put into effect sooner a change the Congress made a
number of years ago to raise the delayed retirement credits so that
there's an incentive for people to continue working longer.

NOTCH BABIES

Representative SCHEUER. Talking about some of these benefit
amounts, has any thinking been done on the problem of the
"notch" babies? That is a problem in 435 congressional districts
and 50 U.S. senatorial districts.

Mr. CAROZZA. Well, Mr. Chairman, I've had to testify on that
issue two times in the last 2 months before Congress. It's not only a
problem all across the country. My mother-in-law, of course, is a
"notch" baby, so I hear it a lot at home. Basically, the "notch" was
created when in 1972 Congress put into effect a new formula for
computing Social Security benefits. It was a flawed formula. Con-
gress went back in 1977 and corrected that formula. If we had not
corrected it, some people would be earning benefits that would
exceed their preretirement income.

Congress didn't want to take away benefits from anybody who
was getting those windfall benefits. That's basically the people
born from 1910 to 1916, but they let those people keep those bene-
fits which were too high.

Representative SCHEUER. The "notch" babies I'm talking about
are the cohorts from 1917 to 1921.
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Mr. CAROZZA. To ease the transition from the flawed formula to
the formula that Congress had originally intended in 1972, Con-
gress put in a 5-year transition period to smooth that transition out
and, in fact, people in that 5-year period either get the new formu-
la or the transition formula whichever is higher. In fact, in terms
of Social Security replacement rates, that is your retirement
income as a percent of your preretirement income, the "notch"
babies are in fact getting higher Social Security replacement rates
than any group that follows them and they're getting higher re-
placement rates than any group that came before them except for
the people born 1910 to 1916 who are getting windfall benefits.

Representative SCHEUER. Well, that's not strictly a health
matter. Does anybody else have any ideas on what we could do to
enhance the viability, and the acceptability of the work option in
some kind of remunerative employment after retirement?

[No response.]

ENCOURAGING POST-65 ACTIVITY

Representative SCHEUER. All right. Let me ask, what is the cost
of eliminating this disincentive to work, this test that you were
talking about?

Mr. CAROZZA. The retirement earnings test?
Representative SCHEUER. The retirement earnings test of $8,400.

Supposing we simply eliminated that, how much would that cost
the Federal Treasury?

Mr. CAROZZA. I don't have those figures. It would be several bil-
lion dollars a year. Of course, we're looking at ways to offset those
additional costs.

Mr. VAUPEL. There's one other option that might be considered
by Congress and that is currently people who elect to keep on
working and not retire when they can are still taxed for Social Se-
curity. In other words, people who could have retired and received
Social Security benefits are still paying Social Security tax if they
keep on working, and that tax, which is matched with the employ-
er's contribution, is actually a fairly large tax on them and is a dis-
incentive for them to keep on working.

Congress might consider repealing the Social Security tax on
people who are eligible for Social Security.

QUALITY OF LIFE

Representative SCHEUER. Let me go back and ask a question
about morbidity and mortality. Mr. Vaupel, you asked this ques-
tion about your 4-year-old daughter. As life expectancy is very sub-
stantially and apparently very rapidly being increased, what is the
quality of life prospect for these folks for those additional years?
You stated it very well. Are they going to be healthy until the year
or the year before they die and then simply die? If I had a black-
board here I could draw a chart-is their health going to look like
that with a precipitous fall, or is it going to be gradual deteriora-
tion over a period of several decades?

Mr. VAUPEL. The only honest answer to that question is we don't
know what's going to happen in the future in terms of morbidity
trends.
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The evidence right now is very mixed, in part because we don't
have very good data-not enough very good data-and in part be-
cause it's difficult to decipher what data we have. Apparently dis-
ability and morbidity trends among the elderly are fairly stable so
that there is neither a big increase in disability nor big decrease in
disability. But the reason for that might be the following, that
we're making progress against mortality so that people who previ-
ously would have died are now living but they may be living in a
disabled state, but the people who previously would not have died
may actually be healthier, so we may actually be making quite a
lot of progress improving health among the elderly despite appear-
ances. The data are inadequate. We just need more research on
this very important question.

Representative SCHEUER. Do any of you have any idea of pro-
grams that might help the individual through self-help, through
taking control of their own health outcomes. Some obvious things
would be concern about diet, exercise, tobacco, alcohol, avoidance of
drugs, avoidance of dangerous situations. These are the obvious
ways in which we can take charge of our own health outcomes and
improve them significantly at very little cost.

Are there any other ways that people can take some reasonable
steps to assure that their extended life will be a healthy active life
and not a constantly deteriorating life filled with crippling and dis-
abling diseases, a whole succession of crippling and disabling dis-
eases?

Mr. BINSTOCK. This is a very simple item, but one of the biggest
is falls that lead people into dependency. It's remarkable if you go
around people's homes-the throw rugs they have, the pools of
light they move from, light to dark, and so on. If we could educate
people about just making their own home environment safe, it
would be a tremendous improvement right there because almost a
third of the incidents that bring older persons into the hospital are
related to falls.

Representative SCHEUER. Is there any source of information on
all the things one can do to improve the safety of one's home?

Mr. BINSTOCK. Like a pamphlet or something?
Representative SCHEUER. Is there such a thing?
Mr. BINSTOCK. I don't know for sure.

THE INTERAGENCY AGING-RELATED STATISTICS FORUM

Representative SCHEUER. Does anybody know?
Mr. HARRELL. The Consumer Product Safety Commission has a

really nice brochure for making homes safe for the elderly, dealing
not only with drugs and that kind of thing, but lighting staircases
and so forth.

Representative SCHEUER. Very good. We're going to hear about
that in the second panel I'm told.

Does anybody else have anything to add. This has been a very
interesting panel and we very much appreciate your testimony.
Does anybody have any final remarks to make?

Mr. KEANE. Mr. Chairman, you likely know, but all of us should
be aware, that along with two other agencies, the Census Bureau,
the National Center for Health Statistics, and the National Insti-
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tute on Aging, have formed the Interagency Forum on Aging-Relat-
ed Statistics. Friday will be our next meeting. This involves co-
chairing by those three agencies with the three directors, and our
purpose, along with the approximately 30 agencies that are mem-
bers of that, are to: First, provide the kind of information that
sometimes is inferred here and sometimes out and out asked for on
demographic, social, economic, epidemiological, and health issues.
We are doing that to identify gaps where we need data. Second, we
want to find overlaps so that we can pare back or cut out or some-
how make our investment more efficient and more pertinent to the
policymaking issues at hand.

We are also trying to improve our coordination through this
forum and joint cooperation. For instance, publications, these three
here, all on aging that have come out in the past 18 months from
our agency, and the other agencies too. So that effort of the Inter-
agency Forum on Agency-Related Statistics the record ought to
note.

Representative SCHEUER. Very good. That's very helpful. Are
they going to be giving Congress their consensus on the kind of ad-
ditional research that ought to be done?

Mr. KEANE. Well, that certainly comes through the budget proc-
ess where it involves a request, but it also comes out in hearings
such as this and in other hearings, and it takes the form of confer-
ences and speaking appearances.

So in a variety of ways it's getting out and I should point out
that we are only 2 years into the effort, but among the 30 agencies,
for instance, is-the Social Security Administration; all but several
of the National Institutes on Health; Housing and Urban Develop-
ment; Veterans' Administration; Bureau of Labor Statistics, et
cetera.

QUALITY OF U.S. STATISTICS

Representative SCHEUER. Let me ask you, since we got to talking
about statistics-of course, U.S. statistics for generations really
have set the world standard, but the Joint Economic Committee in
a recent report said, "Unfortunately, trends since 1980 have raised
questions about our commitment and capacity to maintain the high
quality of existing statistical programs." Would you care to elabo-
rate on that?

Mr. KEANE. Well, we have had to set our priorities and some-
times revisit them, speaking for the Census Bureau which is the
largest but there are certainly a number of other Federal statisti-
cal agencies. So we have had to reset our priorities and occasional-
ly due to budget restraints we've had to shave programs. By shav-
ing programs, we pretty much have done it across the board. I
mean, sometimes not doing as many detailed breaks and we've cur-
tailed some of the frequency of the reports. We've had to cut the
size of the sample for a survey here and there.

At the same time, I should say that we are increasing our statis-
tics on the aging population. For example, we will be showing more
age detail in the 1990 census. We're doing more cross-tabulation.
We're doing more detail on race and gender. We are adding ques-
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tions on congregate housing for the 1990 census and on disability
and limitations to disability-asking those questions.

While there is some curtailment in other areas, as far as aging-
related statistics, there's an increase. There's increased attention.
There's increased priority. There's increased coordination and the
expectation and the hope are for more of the same.

Representative SCHEUER. You are undoubtedly aware that there's
been great concern among demographers, among people who are
studying changes in national trends in demography, that you have
eliminated several questions that professionals outside of the
Census Bureau felt were very key questions, the omission of which
would cause really important and significant gaps in our knowl-
edge of who we are and how we came to be and where we come
from.

How do you react to the extreme unhappiness among the demo-
graphic community about some of the cuts in the questions that
you have made?

Mr. KEANE. I know of the displeasure of not only demographers
but other groups when it was proposed that there be a substantial
cutback in the 1990 questionnaire. But that has since been through
a process of discussion and deliberation and we have pretty well re-
stored many of the questions and most of the sample size that was
proposed for cut. That is cut on the long form question. The ques-
tionnaire is essentially, with a couple of cuts, essentially the size of
the 1980 questionnaire and there is the respondent burden to be
concerned. All of us who fill out questionnaires are likely con-
cerned with that.

So we go through the tradeoff of respondent burden and the im-
portance of getting quality data so we don't want to fatigue people.
It's a rather elaborate process how we decide what to ask and
when. It's stated criteria and a whole lot of experience.

Representative SCHEUER. But you are assuring me that most of
those cuts have been negotiated out and questions restored?

Mr. KEANE. Most of the questions, they've either been added or
they have been shifted from the long to the short form or otherwise
restored.

Representative SCHEUER. Let me ask you, Mr. Keane, Mr. Car-
ozza, or Mr. Vaupel, why do you all think that the Social Security
actuarial assumptions have apparently been so overly optimistic?

Mr. VAUPEL. Well, the assumptions are optimistic-the financial
assumptions are optimistic I think because the mortality assump-
tions are pessimistic. The reason the mortality assumptions are
pessimistic is because it's very, very difficult to extrapolate into the
future what kind of progress we will be making against mortality
in very old ages.

The increase in life expectancy in the United States today is
largely due to the fact that we're making rapid progress in decreas-
ing mortality rates among very old people and in particular we're
making rapid progress above age 85. But it's very, very difficult to
get a good fix on how much progress we're making above age 85
because we have such poor data. The natural tendency of an actu-
ary is to be a little conservative to assume that the very rapid rates
of progress we're making today will gradually decline rather than
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making the more radical assumption that the rates of progress
we're making today might accelerate.

Representative SCHEUER. Mr. Carozza.
Mr. CAROZZA. Mr. Chairman, we have the Social Security Admin-

istration's actuary with us today, Mr. Harry C. Ballantyne, and I
think I'd like to let him respond to that.

Representative SCHEUER. Very good.
Mr. BALLANTYNE. Mr. Chairman, I would be the first to agree

that what we know about the next 75 years, which is the length of
our long-range projection period, is uncertain and the one certainty
is that whatever we estimate will be wrong.

But that's one of the reasons why we have a range of estimates.
We look at a fairly wide range with the intermediate set of esti-
mates reflecting what we and the trustees consider to be the most
likely, or realistic, estimates.

I think we do very good research analyzing past experience in
the office of the actuary. With respect to mortality rates at the
older ages, since about 1966 when the medicare program began, the
older people who were not eligible for Social Security at the very
old ages have been included under medicare through a transitional
provision. Since then, we have been looking at the mortality rates
for that age group as well as for the Social Security beneficiaries.
While we do not have all the data we would like for the older ages,
we do have the most exhaustive data available on which to base a
projection of mortality rates even among the older ages.

Representative SCHEUER. When you make your projections for
the mortality rates, do you include the kind of ranges that Mr.
Vaupel was suggesting this morning?

Mr. BALLANTYNE. Our range is not that wide. To give you an
idea, for life expectancy say in the year 2065, which is the last year
for which we've shown an estimate, under our most pessimistic as-
sumptions for the cost of the program, which includes the greatest
increases in life expectancy, we estimate 82 years for males and
about 89 years for female at birth.

Representative SCHEUER. He thinks his daughter is going to do a
heck of a lot better than that.

Mr. BALLANTYNE. We hope he's right.
Mr. VAUPEL. If I can just respond, I think a judicious person

would have to admit there's a lot of uncertainty, as Mr. Ballantyiie
has said, and the assumption that my daughter would live 100
years is based on the notion that we'll be able to reduce mortality
rates at older ages at about the rate we've been reducing mortality
rates at younger ages over the course of this century.

I know very often people who listen to forecasts would like to
have a single number and it's just not possible to get a single
number in this case, and I think there's probably consensus that
there is a wide range and that it's certainly possible that we will be
making progress against mortality in older ages that might yield a
much, much larger older population. So policies should be designed
by decisionmakers that are flexible enough to take into account
this very wide range of uncertainty and support should be given for
research by actuaries and by demographers and others in order to
try to narrow that range of uncertainty.



370

Mr. KEANE. Mr. Chairman, may I say something about forecast-
ing?

Representative SCHEUER. Certainly.
Mr. KEANE. The comment was made and I think this may be the

only chance I get to talk about it. The Census Bureau does not fore-
cast, period; not in population nor any other of the 250 programs
which make up our effort.

What we do is population projections. Now this isn't splitting
hairs, but it seems to be with most who hear it. The difference is a
forecast is the most probable outcome-a single number, for in-
stance-whereas a projection is a range and you pick whichever
number you want based on whether you buy or change the assump-
tions that underlie that number.

Therefore, we do projections and to the extent that someone
would agree with the assumption, they would agree with the pro-
jection. But we never do forecasts. The basis of our population pro-
jections is based on four variables-births, deaths, immigration,
emigration, or net migration. I think that we can do better and
have led a program to study the admission of other than demo-
graphic variables. That is, economic variables, into the process. It's
a very sensitive thing. It's highly technical, but we ought to be
flexible enough to at least consider that possibility to study it and
perhaps experiment with that and we are.

Representative SCHEUER. Cynthia Taeuber, do you have anything
to say? We haven't heard from you yet?

Ms. TAEUBER. It's interesting to think about life expectancy to
100 years. We have done a little bit of research on what would
have to happen to mortality rates to get to 100 years. There's a bit
in a paper that Jay Siegel and I did and we can submit that later if
you like.

[The following information was subsequently supplied for the
record:]
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Jacob S. Siegel and Cynthia M. Taeuber

Demographic Perspectives on the
Long-Lived Society

HE UNITED STATES HAS a rapidly growing older population
whose share of the total population is steadily rising. The
number of elderly (sixty-five years and over) has more than

doubled since i950 to about 28 million in I984, and the number of
the older aged (eighty-five years and over) has more than quadrupled
since 1950 to 2.6 million. From a mere 8 percent in 1950, the
percentage of elderly in the population climbed to i Z percent in i984.

By z0oo0, about I 7 percent of the total U.S. population will be elderly,
the same proportion as in the most "elderly" state today, Florida.

For the present essay, population aging will be defined simply as a
rise in the proportion of the population sixty-five years old and over.
Population aging is a characteristic of population groups and is
influenced by changes in mortality, migration, and, especially, fertil-
ity. In contrast, individual aging, measured for population aggregates
by a rise in life expectancy or survival rates, is a characteristic of
individuals summarized for populations. Individual aging is deter-
mined wholly by death rates at each age of life. In the United States,
population aging is associated with low and declining mortality, but
this relationship is not a necessary or intrinsic one.

The elderly population is a demographically heterogeneous group
that includes a wide range of ages and sharp variations in the
characteristics of the members of the component ages. In addition,
there is rapid turnover in this population, mortality rates being
relatively high: a younger group enters the "elderly" age range, and
each age group among the elderly moves up to occupy a new and

77
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higher age category as the former occupants age or die. These new
members may have quite different characteristics from those they
replace. Variations also occur in the size of age (birth) cohorts,
survival rates, and the share of immigrants in each cohort. As a result,
substantial shifts take place in the characteristics of each constituent
age group and of the elderly population as a whole. In fact, the shifts
in numbers, age distribution, sex composition, health status, marital
status, and economic characteristics may be considerable.

POPULATION AGING

U.S. Population Aging

The elderly population of the United States is growing much more
rapidly than the population as a whole. The population sixty-five
years and over increased by 28 percent in the decade of the I970s,
and the 8 i-and-over group increased by 59 percent compared with
an i i percent increase for the population as a whole. These growth
rates can also be compared with an increase of 54 percent for those
30-to-34 years of age, the group in i980 representing the first wave
of the "baby-boom" cohorts. The older aged are currently, in fact,
the fastest growing age segment of the U.S. population.

Past changes in the number of births are usually the most impor-
tant influence on later changes in the numbers at each age in a
population, although improvements in the chance of survival and
shifts in the volume of net immigration play a part. The number of
elderly persons in the United States has been growing rapidly in the
past several decades, mainly because of the increases in the annual
number of births before I91i, but also because of the greatly
improved chance of survival to old age. Because the elderly of the
future (at let for sixty-five years ahead) have already been born, it
is now poa&le to anticipate the future size of the older population
with much gpeter confidence than age groups still to be born.

From i911 to 1945, the annual number of births was declining, or
was low, in comparison with the years before I9li. This turnaround
accounts for the fact that up to about the year 2oio we can expect a
period of sustained but undramatic growth in the elderly population.
Then, as the postwar baby-boom cohorts of 1946 to z964 first begin
to reach age sixty-five, the number of elderly persons and the ratio of
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elderly persons to younger persons will rise dramatically. From zoio
to 2.03o, according to the U.S. Census Bureau's middle series of
projections, the population sixty-five and over will increase from 39
million to 65 million. (See table i, next page.)

The growth of the overall elderly population, and particularly of
the younger segment of the elderly population, will then decelerate
beginning about 2030, as the persons born in the "baby-bust" period
(i965 on) begin to reach age sixty-five. At the same time, the
baby-boom group will swell the size of the 85-and-over population.
Society will continue to feel the impact of the baby-boom cohorts
from about 2030 to zoso as they reach age eighty-five. In 2030, this
older segment of the elderly population is expected to number nearly
9 million (middle series), and in just two additional decades could
grow to i6 million. With greater reductions in mortality rates than
now anticipated in the middle projections, even these figures would
understate the size of the future older aged population.

The elderly population has grown steadily as a share of the total
U.S. population. In I92.0, every twenty-second American (4.6 per-
cent) was sixty-five years or older; the proportion had increased to
every twelfth person (8.x percent) by i95o; and to every eighth to
ninth person (ii.8 percent) by 1984. By 2030, we can expect at least
every fifth American to be elderly. (See table 2., page 82.)

Changes in the percent age distribution of a population are also
affected more by changes in fertility than by changes in mortality.
Changes in the proportion of elderly are directly affected both by
fluctuations in the number of births sixty-five or more years earlier
and by trends in the birthrate in the intervening years. The number of
births showed marked increases, or was relatively high, from I946 to
I964; continued low birthrates, together with declines in death rates
that are concentrated at the older ages, are projected for i985 to
zn030 This combination of conditions will lead to sharp increases in
the proportion of elderly persons during the OIO-2030 period.
Immigation will increase the numbers in the various age groups but
will affect the age distribution very little. The larger the volume of
immigration, the lower the proportion of elderly persons.

Even as the proportion of elderly persons has been rising, so the
elderly population itself has been getting older, with an increasing
share oyer age seventy-five. This trend is expected to continue, at least
until the first decade of the next century. Once the baby-boom
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TABLE I. Population 65+ and Annual Average Increase, 1950 to 2050,
as of July 1 (Numbers in thousands)

Average annual increase in
preceding period

Year Population Amount Percent

1950 12397 x x
1965 18451 404 2.7
1984 28040 505 2.2

Middle series1
1995 33887 532 1.7
2010 39196 354 1.0
2030 64580 1269 2.5
2050 67412 142 0.2
Highest series2

199S 34618 598 1.9
2010 42067 497 1.3
2030 72587 1526 2.7
2050 82744 508 0.7
Lowest seriesl
1995 33127 462 1.5
2010 36547 228 0.7
2030 58085 1077 2.3
2050 56336 -87 -0.2

soum Ined o vaiow CwGtw PopaL.km Raporn of the U.S. Cemh Bureu: series P-25, nm. 311,
51, 917,952, and 9S. The projecton ane presented in Projecion of the Populaoon of the
lUemd Sua, by AJ, Se, and Rao.: 1913 to 200," by Grelory Spenw, Cwrro PopuLkm
bpor st s w 2S., no.S52, May 1934.

'Mid ieqSity, middle moity, middle a
'1gh furility, low monlity, high i..
'Low fertlity, high mortaliqy, low u14psacL
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cohorts begin to reach age sixty-five, the trend should reverse itself,
until these cohorts reach age seventy-fivc. At its initial peak in 2oo0

or so, the share of the 65-and-over population that is seventy-five and
over will be about 5I percent, compared with 4 I percent today. At its
second peak in 2.050 or so, the share will exceed 5 5 percent. (See table
3, next page.)

The trends described are important because the elderly, particu-
larly the older aged, require a disproportionate level of services and
account for a disproportionate share of the public budget. A greater
concentration of elderly at the higher ages will have important
implications for their general welfare and for planning for their
needs, considering especially the relatively greater frequency of
chronic, debilitating health conditions and the greater requirements
for extended care among the older aged. With the increases in the
number of old people, chronic illnesses will probably become more
prevalent, although much depends on life-style, technological devel-
opments, health-care delivery practices, and other factors.'

Societal Dependency Ratios
Public policy issues often arise with changing balances of numbers in
different age groups. Broad changes in the age structure are reflected
in the gerontic dependency ratio, which shows the number of persons
sixty-five years and over per hundred persons of "prime working
age" (twenty to sixty-four years). At present, there are about twenty
persons sixty-five years and over for every hundred persons of prime
working age. By WM03, after all the baby-boom cohorts have become
members of the elderly group, this ratio is expected to nearly double.
(See table 4, page 83.) The neontic dependency ratio-the ratio of
those under twenty years old to hundred persons age twenty to
sixty-four-is expected to show only a moderate decline in this
per~d, from fifty-one to forty-four. By zoso, the gerontic depen-
dmcy ratio and the neontic dependency ratio maybe approximately
equal for the first time (40 vs. 4X). The net effect of this rise in the
gerontic dependency ratio and smaller decline in the neontic depen-
dency ratio will be a substantial rise in total dependency by .050.

Dependency ratios indicate the contribution of the age composi-
tion of a population to society's problem of economic dependency.
Variations in the ratios also suggest the periods when the age
distribution is likely to make a significant contribution to the



TABLE 2. Percent of Total Population 65+, 1950 to
2050, as of July'l '

TABLE 3. Population 75+ as Percent of the Population
65+, 1950 to 2050, as of July 12

Year Percent Year Percent

1950 8.1 1950 31.5
196S 9.5 1965 35.6
1984 11.8 1984 40.3
1995 13.1 1995 45.4
2010 13.8 2010 48.2
2030 21.2 2030 46.5
2050 21.8 2050 55.3

souRce: Basedonvarioua mwetPopulation Rcporuofthe U.S. Census Bureau: scries P-25,nos.311,519,917,952, and 965. Te projections are presenied in "Projections
of thde fpulation of the United States, by Age, Sex, and Race: 1983 to 2080," by Gregory Spencer, Current Population Reports, senes P-25, no. 952, May 1984.

'Figures include US. Armed Forces Overseas. Projections are from middle senes.
'Figus do ot include U.S. Armed Forces Overies. Projections are from middle series.



TABLE 4. Societal and Fm*Wa Age Dependency Ratio, 1950 to 2050, as of July 1'

Familial Dependency Ratios
Societal Dependency Ratios One elderly Two elderly

Year Total Neontic Geronti4 generation' generations'

1950 73 59 14 116 12
1965 95 77 18 135 17
1984 71 Si 20 194 29
199S 70 48 22 142 42
2010 65 42 23 126 56
2030 83 44 39 242 47
2050 82 42 40 224 96

souUce: Basedonvarious Cwrxsa Population Reports oltheU.S. CensusBureau: seriesP-25, nos. 311,519,917,952, and 965 Theprojections are presented in "Projetions
of the lbpulation of the United States, by Agc, Sea, and Race: 1983 to 2080," by Gregory Spencer, Curret Population Reports, series P-25, no. 952, May 1984.

Fgur= incdude U.S. Armed Forces overaa. Projections are from the middle setre

,Ibpulaton under 20 yearn + population 65 years and over x 100
%Ipulation 20 to 64 ers

&Nszulotioo under 20 yea x
Pbpulation 20 so 64 yea

jPopulation 65 YeM and over 100
tapulatia 20 to 64 yearsx

,Population 65 o 79 ye d old 00
NIpulation 45 to 49 years old

,Rpulation 65 years and over
Population 65 so 69 years old 100

0
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problems of providing health and social services, Social Security
benefits, adequate housing, and satisfying jobs for the elderly, and
when the possible competition between the elderly and children for
societal support will be greatest.2

International Perspective

Aging of the populations of the world's regions is nearly universal.'
Yet the older population (sixty years and over) in some less developed
regions will still be a relatively small proportion of the total popula-
tion in zo2o (e.g., 6 percent in Africa). In contrast, the proportions
for Northern America and Europe (2.I and 23 percent, respectively)
will be quite high. The relative "youth" of the less developed regions
is essentially a consequence of high fertility, offset in part by low
survival to old age in most regions. The relative "agedness" of the
more developed regions is associated with a pattern of continuing
low fertility, past rises in the number of births, and low mortality
characteristic of both the earlier and later stages of life.

The more developed regions also have a greater share of aged
persons among the older population than do the less developed
regions. In Europe, for example, about two-fifths of the population
sixty years or older is seventy years or older, compared with just over
a third in South Asia and Africa. In most regions, as in the United
States, the older segment of the elderly population has been increas-
ing at a faster pace than the younger segment. Low fertility and
mortality give rise to populations that are not growing ("zero
population growth") and to age structures that are approaching
stationarity (i.e., a fixed shape and zero population growth). Several
countries in Western Europe are now losing population (e.g., West
Germany, Denmark, Great Britain) and will soon reflect the higher
percenoW of elderly persons shown by stationary populations with
high I& expectancies (e.g., 17 percent above age sixty-five when life
expectation is seventy-four years).

The care of the elderly, traditionally the responsibility of the
family, has already shifted in many of the more developed countries,
to more societal responsibility. This shift has become a necessity born
out of the reality of major changes in the structure of the family, the
costs of health care, the nature and degree of care required by
chronically ill aged persons, and the numbers of persons needing care.
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Decreases in fertility, leading to declining numbers of births, mean
that a smaller number of persons of working age will be available to
provide the services the elderly need. This is already a problem in
several more developed countries, such as West Germany and Japan.4
In West Germany, the ratio of retired persons to workers is the
highest in the world, and Japan is now experiencing the most
dramatic increases in this regard. These countries face the prospect of
allocating a much larger portion of their budget to social security
benefits at a time when the population will be less able to save and
invest and, hence, to support such programs.

Sex, Race, and Ethnic Composition
Elderly women in the United States now outnumber elderly men
three to two (corresponding to a sex ratio of sixty-seven men per one
hundred women). This represents a considerable change since I930,
when there were about an equal number of elderly men and women.
The deficit of males grows steadily with advancing age, following an
initial excess of boys- among births and at the younger ages. (See
figure I, next page.) The official estimates for I984 show I05 boys
for every ioo girls under age five; 99 men per ioo women aged 30 to
34; 81 men for every ioo women aged 65 to 69; and only 4I men for
every ioo women aged 85 or over. If these sex ratios are adjusted for
differences in the census coverage of males and females, the sexes
cross the balance point at ages 40 to 44, rather than 30 to 34.

The low sex ratios in the older ages and their downward trend
result from the fact that the survival rates of females exceed those of
males throughout the age span, and that this advantage has been
expanding for many decades. It is decelerating, however, and the
relative difference in the numbers of elderly men and women has
almost ceased growing. In fact, the sex ratios of the birth cohorts of
19&80-985 are expected to fall more slowly with advancing age than
those observed in 1984, crossing a hundred, the balance point, at the
ages of 45-49 instead of ages 40-44, as was the case in I984 (and as
is shown in figure i). The massive excess of females at ages sixty-five
and over, now numbering 5 i/i million, is expected to grow,
however, as the elderly population grows, nearly doubling by 0oz5.

The sex imbalance is associated with a pronounced excess of the
proportion of elderly females to elderly males in the total population.
In I984, 14 percent of all females were over sixty-five years of age,
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compared with io percent of all males. The combination of the
higher male birthrate and the higher male death rate (male births or
deaths per iooo male population), in comparison with the corre-
sponding rates for females, contributes to this difference.

Because most elderly persons, especially those over age seventy-
five, are female, the health, social, and economic problems of the
elderly may be viewed as mostly the problems of women. Aged
women are often widowed, live alone, have difficulty in functioning
independently because of chronic health conditions, and experience a
disproportionate degree of poverty. On the other hand, men com-
monly have already made the "supreme sacrifice." From a philosoph-
ical and ethical viewpoint, we may also see this as an issue of
treatment versus prevention, and the locus of the problem is a
legitimate matter of debate.

The black population is much younger than the white population.
Although the black elderly population is growing more rapidly than
the white elderly population, a much smaller proportion of the black
population is over sixty-five years of age (8 percent versus I 3 percent,
in I984). The higher fertility of blacks, associated with the higher
mortality of blacks below age sixty-five, is the main factor in the
difference in the proportion of white and black elderly persons. The
difference has been increasing and is expected to continue to do so.

GEOGRAPHIC DISTRIBUTION AND RESIDENTIAL
MOBILITY

The aging of the nation's population is pervasively reflected in the
record of most states. Almost all the states have shown a steady rise
in the proportion of elderly persons since i960. As a result mainly of
the influence of internal migration, many states are aging at an
accIerated pace compared to the country as a whole.

Horida leads the other states by far in its proportion of elderly,
with 17.5 percent age sixty-five and over in I983. Many Midwestern
farm-belt states-Iowa, Missouri, South Dakota, Nebraska, Kan-
sas-as well as Maine, Massachusetts, Rhode Island, Pennsylvania,
and Arkansas show relatively high proportions of elderly (13.0
percent or more), as compared with the national average (I1.7

percent). (See figure z, next page.) Several Western states-Utah,
Wyoming, Colorado, Nevada, New Mexico-and the South-
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Texas, Louisiana, South Carolina, Georgia-as well as Alaska and
Hawaii, show low proportions (below i0.0 percent). The high
proportions tend to result from continuing large net out-migration of
young adults (in the Midwest), continuing large net in-migration of
older persons (to Florida), and low fertility (in Maine, Massachusetts,
Pennsylvania, Rhode Island).

Low proportions of elderly tend to occur under the opposite
conditions, principally in-migration of young adults-to Colorado,
Nevada, Texas, Wyoming-and high fertility-in South Carolina,
Georgia, New Mexico, Utah, Wyoming. Variation in mortality is not
a significant factor in identifying states with high or low proportions
of elderly. In recent years, the role of direct migration of the elderly
as a factor in the aging of state populations may have increased as. the
economic status of the elderly has improved and retirement centers
have become more widespread.

Some states have many counties with "elderly" populations. Apart
from Florida, over one-quarter of the counties in Kansas and over
one-fifth of the counties of Texas and Missouri had elderly propor-
tions of 2o percent or more in i980. These are usually "small"
counties, that is, counties with no place over zs,ooo inhabitants. In
general, the proportion of elderly in a population tends to vary
inversely with the size of the area. Non-metropolitan counties with
only small places had the highest proportions, and the urban fringes
of large metropolitan counties had the lowest proportions. From a
simple numerical standpoint, the small rural counties of the Midwest
potentially have the most serious problem in planning services for the
elderly.

Old people mostly "stay put." Many live out their lives in
small-town America or in certain sections of our large cities, espe-
cially the inner, deteriorated sections. Gerontic endaves have long
been evident in large cities, but concentrations of elderly people are
now appearing in metropolitan suburbs, albeit in a more dispersed
form, as residues of the large postwar migration to these areas.5

After "youth," the tendency to move drops steadily until old age,
when migration rates are quite low. Among the elderly, however,
mobility is greater for the younger segment (65 to 74 years) than for
the older segment (75 years and over). Currently, only about 3 I/'
percent of the population sixty-five and over moves to a different
house in the same county in a year, and only about X percent changes
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its county of residence in a year.6 Of those who move, nearly half
remain within the same metropolitan area. The levei and age pattern
of mobility rates have not changed much in the last few decades.

The low migration rates of the elderly are also reflected in the low
rates of net interstate migration during the periods I970 to I980 and
i960 to I970.' For 1970-I980, only five states and the District of
Columbia showed net migration exceeding I0 percent of the I970
population sixty-five and over. As is true for the general population,
net migration of the elderly has "proceeded" out of the Northeastern
states into the South and West, particularly out of the Middle
Atlantic states and into the South Atlantic and Mountain states.

LONGEVITY AND HEALTH

Life expectancy at birth has increased tremendously since the begin-
ning of the century, when it was about forty-nine years. It rose to
sixty-eight years in I949-I 9xS, or by about nineteen years in the first
half of the century. There was relatively little change thereafter until
i968, when life expectancy again began to advance steadily and
briskly. The latest figure is 74.7 years for 1983. According to the life
table for I949-'95 i, only two-thirds of all babies would live to age
sixty-five; now, nearly four out of five babies would live to this age.
These figures on life expectancy and chances of survival understate
greatly the actual prospects for persons born in the years indicated.
Life expectancy for a child born in zg5o has been projected by the
Social Security Administration (SSA) at 76 years, or 8 years more than
the figure for calendar year ig5o, for example.'

The chance of surviving to the oldest ages has also increased,
especially if one has already reached age sixty-five. Life expectancy at
age sixty-five was twelve years in i900-i902., fourteen years in
I949-R95I, and seventeen years in I983. The SSA projection for the
birth cohort reaching age sixty-five in I95o is i9 I/2 years, or 5 I/'
years more than the 195o calendar-year figure. The proportion of
persons surviving from age sixty-five to age eighty-five was 23
percent in 195o and 38 percent in 1983. That is to say, for every
hundred persons aged sixty-five, an additional fifteen persons sur-
vived to age eighty-five in this 33-year period. Compared with the
improvements at the younger ages, the relative improvements at the
older ages, whether measured in terms of survival rates or average
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years lived, have been markedly greater in this period, although the
relative dedines in age-specific death rates have been somewhat
smaller. In the i9go0o-go period, mortality indicators were consist-
ent in showing lesser gains at the older ages.

Even though life expectancy at birth has been steadily increasing,
the human life span may be fixed at about i00 to ios years. The
curve of survivors, based on annual death rates, has become increas-
ingly rectangular in shape.9 (See figure 3, next-page.) When overall
mortality was relatively high, death rates were much higher at the
younger ages than now, and the curve of survivors sloped downward
at roughly a 45-degree angle, as in the i900-i902. curve. As death
rates have fallen at the young and middle ages, the survival curve has
become increasingly level over most of the age span and has fallen
more and more sharply at the higher ages, as in the i983 curve. At its
theoretical limit, the curve would assume a go-degree angle, with
virtually every member of the cohort surviving to age one hundred
and then dying within the short time span suggested by the above age
range. Fries and Crapo have added the notion that the period of
chronic morbidity in later life is also being compressed as life
expectancy and life span merge. 1

We can measure the progress toward this theoretical limit, ie., the
complete "squaring" of the survival curve, as follows: in i900-i90o,
when life expectancy was forty-nine years, it fell short of its potential
"maximums" of about one hundred years by fifty-one years. By i983,
the number (and percent) of years lost had been cut in half to
twenty-six (i.e., ioo minus 74). For persons who reached age
sixty-five, the corresponding figures are twenty-three years (i.e., ioo
minus 77) for i900-i90o, and eighteen years (i.e., ioo minus 8X) for
i983.

Both the rectangularization of the survival curve and the associated
hypomesis on the compression of the period of morbidity have been
quaionaed. 1 Complete rectangularization of the survival curve
cannot be expected for many decades at best, since it would require
much progress in the treatment of chronic illness. In the meantime,
the human life span may be slowly rising and, according to Walford
and others, there is a reasonable possibility of extending it in the next
few decades by fifteen to thirty years.12 The implications for our
society of a life expectancy near one hundred, and a life span of i i 5
to 130 years, have yet to be thoroughly explored.
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Sex and Race Differences
Life expectancy at birth differs substantially according to sex and
race. The figures for males and females in I983, 7I.0 years and 78.3
years respectively, indicate a massive difference of 7.3 years. The race
difference, 5.6 years, is of somewhat lesser magnitude; whites can
expect to live 75.2 years and blacks can expect to live 69.6 years at
current death rates. (See table 5, next page.)

The peak difference between the sexes, 7.8 years, was reached in
I979, and is perceptibly higher than the current difference, 7.3 years.
Much of the difference in life expectancy at birth between the sexes
is accounted for by differences in mortality after age sixty-five, but
nearly all of the difference between the races is accounted for by
differences in mortality before age sixty-five. According to the life
table for i983, a female who had lived to age sixty-five could expect
to live an additional i8.6 years; a male, I4.2 years. A white who had
lived to age sixty-five could expect to live an additional i6.6 years; a
black, I .I years. The respective differences are 4.4 years for the
sexes and i.5 years for the races.

Males and females have not shared equally in the reduction of
mortality in this century. In i900-i90o, white females had an
advantage of less than three years in life expectancy at birth over
white men, and only about one year at age sixty-five. Between
I900-I90 and 1983, expectation of life at birth increased nearly
twenty-three years for white males and more than twenty-seven years
for white females; hence, about four years were added to the original
difference of almost three years, yielding a total difference of over
seven years. Life expectation at age sixty-five showed gains between
i900-i90o and I983 of 2.9 years for white males, and 6.6 years for
white females. As a result, the gap between the sexes for whites at age
sixty-five is nearly five years today.

The relative contribution of genetic and environmental factors to
the difference in the longevity of males and females is a matter of
considerable debate. It is dear that both biological and environmen-
tal factors have an influence." Cigarette smoking, for example, has
been identified as a major contributor to the difference." 4 Generally,
men are engaged in the more stressful, physically demanding, and
dangerous occupations. With the narrowing of the difference in the
environment, roles, and life-styles of men and women, the longevity
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gap might be expected to diminish considerably. So far, however, this
has not happened in the United States or in those European countries
where there are sizable sex differences in longevity. There is no
evidence that the increasing labor-force participation of women, the
decreasing labor-force participation of men, and other approxima-
tions of the environment, roles, and life-styles of men and women
have brought male and female longevity significantly closer."5

There is also strong evidence for the role of biological factors in the
male-female difference in the average length of life. Female mammals
in general tend to be longer-lived. Fetal and infant mortality is
substantially higher among males than among females. A study of
males and females in Catholic teaching orders, who were presumed
to live under similar conditions, appears to support the biological
hypothesis."' There is also evidence that the reproductive period
plays a protective role in the health of women with respect to the
clotting factor, hormonal balance, cholesterol metabolism, and the
elasticity of the vascular system. With the virtual elimination of
infective and parasitic diseases, the great reduction in maternal
mortality, and the emergence of chronic degenerative diseases (heart
disease, cancer, stroke, etc.) as the principal causes of death, the
biological superiority of women has evidenced itself more strongly.
Men fall victim and succumb more readily to these chronic, often
fatal, diseases.

As suggested, a significant convergence of the death rates of males
and females may not result merely from high or rising percentages of
women working-although this may "help." Changes in smoking
habits and other elements of life-style that are largely under the
control of the individual-habits such as eating, physical exercise,
sleeping, automobile driving, and alcohol consumption-presumably
could have a significant positive impact on the longevity of both
sew, especially males. The explosive rise taking place in the death
raw from lung cancer for women resulting from their post-World
War II smoking practices should contribute to a narrowing of the
difference. Additional convergence could result if children's socializa-
tion became more similar and, particularly, if males and females were
reared from infancy on to handle stress less differently. The processes
of personality restructuring appear to have started, but they "take
effect" slowly. Ever with these changes, a biologically influenced part
of the sex difference in mortality will tend to remain.
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No serious student of the subject has projected an equalization of
the life expectancies of the sexes in the foreseeable future. We first
need to understand the male-female differences in death rates and to
reduce the gap. Men would benefit from an aggressive preventive and
therapeutic program that favors them (that is, an "Equal Health
Opportunity" program) and that encourages them to give more
attention to preventive health care. The consequences of the gap are
immense. It is related in varying degrees to female widowhood,
paternal orphanhood, solitary living of older women, sharply re-
duced income of women in later life, earlier and longer institution-
alizauon and forced reentry into the labor force of older women, their
need for special support from other family members or society, and
other life-course changes, some clearly undesirable.

The massive mortality gap observed between the races in i900o has
been steadily narrowing. In 1929-I93I there was approximately a
thirteen-year gap in life expectation at birth between whites and
blacks; in 1983 there was a difference of six years. At age sixty-five,
life expectancy of blacks and whites has been about the same for
many decades. According to the official statistics, blacks have lower
death rates than whites after about age eighty. This "crossover"
phenomenon is now generally interpreted as a real shift and not
merely as a statistical artifact, but there is also evidence for the latter
interpretation. Leading explanations point to high early mortality
among blacks which leaves a relatively robust older black population
and, more defensibly, to race differences in age-related physiological
factors such as risk and protective factors in chronic diseases.1" Much
of the difference in the mortality of the races at the ages below
sixty-five may be accounted for by differences in the socioeconomic
status of the race groups. ' Serious health problems remain for blacks
because of their greater poverty, poorer housing, and lower educa-
tional atminment. Whether the difference can be completely elimi-
nated is unclear.

It has been suggested by Ryder that the threshold of old age can be
identified on the basis of an assumed number of expected years until
death." If we use this concept and arbitrarily choose ten years as the
assumed period of life in old age, as a result of differences in life
expectancy at the older ages, white males now reach old age
(seventy-three years) long before white females (seventy-eight years).
A similarly large proportion of the male population (4.3 percent) as
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of the female population (4.0 percent) falls in the ages thus specified
as old age. Blacks reach old age at about the same age as whites, but
the proportion of the population in old age is much smaller. T1-
implication of this alternative definition of old age is that it could be,
and in fact has been, used to call for the award of certain benefits to
groups at an earlier age than the current legal or "normal" age for
such benefits. For example, it has been argued on this basis that men
should receive Social Security benefits at an earlier age than women.20

Causes of Death
In the United States today, more than three out of four deaths of
elderly persons result from heart disease, cancer, or stroke. In i981,

heart disease accounted for some 44 percent of elderly deaths, cancer
for 22. percent, and stroke for iX percent. Heart disease was the
major cause of death of the elderly in I950 and remains so today,
even though there has been, since I968, a spectacular decline in the
death rate from this cause. Mortality among the elderly since i968
has plunged, in fact, because of a marked reduction of deaths from
heart disease, stroke, and other major causes, especially among
females. Death rates from cancer, especially the death rate from lung
cancer, have been increasing for several decades.

According to the death rates of I978, a newborn child has a 4I

percent chance of eventually dying from heart disease, a i9 percent
chance of dying from cancer, and a io percent chance of dying from
cerebrovascular disease. These probabilities are not greatly different
at age sixty-five. If cancer were entirely eliminated as a cause of death,
life expectation at age sixty-five would be extended by two years
under the assumption that the risks from different causes are inde-
pendent. In fact, however, more persons would then die from heart
dium and other causes as a result of the increase both in the
population at risk and in the death rates for the other causes.
Simily, eliminatiig deaths from heart disease would add some
seven years to life expectancy at age sixty-five under the assumption
of independence. The degree to which the incidence of a particular
cause of death would be affected by the elimination of some other
cause depends in large part on the rank order and proximity of the
median ages of the various causes, and on the relative magnitudes of
the rates. With the elimination of cancer, few additional lives would
be saved, even in the short run.
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The median age at death for persons dying from malignant
neoplasms in 1979 was sixty-nine years; from major cardiovascular
diseases, seventy-seven years; from "influenza and pneumonia,"
eighty years; from diabetes, seventy-three years; and from "bronchi-
tis, emphysema, and asthma," seventy-two years. The median age at
death was twice as high (seventy-two years) in I979 as in i900
(thirty-six years), when people died mainly from infectious and
parasitic diseases and the population was much younger. The median
age at death tL: all causes combined is a sensitive summary measure
of an aging population with low mortality since it is dependent both
on the age pattern of mortality rates and on the age distribution of the
population.

Elderly men are more likely than elderly women to die from heart
disease, cancer, "influenza and pneumonia," accidents, cirrhosis of
the liver, "nephritis and nephrosis," and especially "bronchitis,
emphysema, and asthma." In fact, for all of the ten leading causes of
death at ages sixty-five and over, the rates for males sixty-five to
eighty-four years are well above those for women of the same ages,
except for diabetes. After age eighty-five, the rates for men continue
to be higher than those for women for all leading causes except
cerebrovascular disease and diabetes.

Prospects for Increased Longevity
Life expectancy is expected to continue upward, though probably at
a somewhat attenuated pace as compared with the experience of the
last decade-and-a-half. If the average annual rates of decrease in
age-specific death rates recorded in the years since i968 continue to
prevail in the coming sixty-five years (that is, to the year 2o5o), life
expectation at birth would approximate one hundred in that year.
This fiWe has possible implications for the extension of human life
span, sm the corresponding figure for total life expectation (indud-
ing years already lived) at age eighty-five is io8 years. Fries' theory of
the rectangularization of the survival curve/compression of mortality
would argue against any necessary extension of life span. None of the
official projections of life expectancy at birth even roughly approxi-
mate the hundred-year mark. The three projections for zoso of the
Social Security Administration are eighty-four years (high), eighty
years (medium), and seventy-seven years (low).23 The high series
implies a nearly 5o-percent decline in age-specific death rates between
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i98. and zo0o. The Census Bureau's high series expectancy figure is
eighty-three years. A rosier impression is secured from the SSA's high
series figure for females at age sixty-five in zoso, namely twenty-
seven years (implying a total life expectation at this age of ninety-two
years), and from its projection of a o.i percent probability of survival
to age II 3 in 2oso. Although the SSA claims that these projections
rule out significant medical and technological breakthroughs in the
treatment of the major chronic diseases, its implied figure for life span
is clearly allowed to float upward.

A conservative evaluation of the prospects for the increase in
longevity in the United States is given by a composite life table using
the lowest death rates at each age currently observed in any country.
Such a table, based mainly on rates for i980, has an expectation of
life at birth of 78 years (75 years for males and 8I years for females)
and an expectation of life at age 65 of i8 years (i6 years for males
and zo years for females). These figures are, respectively, only three
years and one year above the 1983 levels for the United States..
Japan's figures for 198z nearly equal the "best-country composite,"
with 74.5 years for males and 8o. years for females. Somewhat more
favorable projections can be secured by constructing the table with
the lowest age-specific death rates for endogenous causes only.24

Smoking, dietary habits, alcohol consumption, stress, exercise, and
obesity have a proven effect on health, especially on the incidence of
endogenous diseases.2S The U.S. Public Health Service has estimated
that life-style accounts for nearly two-fifths to more than one-half of
the mortality from heart disease, cancer, cerebrovascular disease, and
arterioscderosis. 26 Personal habits and life-styles of Americans are
changing for the better. Will these changes continue and become
more widespread? It seems reasonable to believe so, and to ask what
would happen to life expectancy if the mortality caused by adverse
lioyle were eliminated. We estimate that seven years would be
added to the life expectancy of females at birth and at age sixty-five.
This change would add 3.6 years to the "best-country composite" at
birth, and 5.S years to the "best-country composite" at age sixty-five,
bringing life expectancy for females to eighty-five years at birth and
to twenty-five years at age sixty-five.

Gains in the educational attainment of the population should also
add to the prospects for increased longevity. It has been estimated
that, if socioeconomic differentials in mortality had been eliminated
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and if all persons 2S years and over had the death rates of whites who
had completed one or more years of college, life expectancy at age
twenty-five in i960 would have increased by about 3.9 years.27

Rising educational attainment of the population since 1960 suggests
a figure of z.i years now. These and other gains could possibly be
achieved by extending the application of present medical knowledge
regarding prevention, diagnosis, and treatment of the major illnesses
to the less educated and less affluent classes, and to the geographic
areas now poorly serviced. Specific methods of closing these gaps
include health-education efforts and changes in the financing and
delivery of medical care. Programs to improve the competence of
health personnel, reduce environmental pollution, and increase au-
tomobile and industrial safety should have an additional salutory
effect.

We may assume that existing diagnostic and therapeutic proce-
dures for specific diseases will be improved or new ones developed.
There is also the possibility of devising and implementing techniques
for slowing the aging process. The prospects for reducing death rates
at the older ages, reshaping the survival curve, and extending the
human life span remain a matter of debate.

Health Status
As a group, the older population, including the older aged, is
healthier than is commonly assumed. In i980, nine out of ten elderly
persons described their own health as fair, good, or excellent com-
pared with others of their own age.2' Not until age eighty-five and
over do about half of the non-institutional population report being
unable to carry on a major activity because of chronic illness.

Clinical measures dearly indicate the decline of health status with
age. The elderly are more likely to have a chronic condition that
limits dhir activities, and they experience about twice as many days
of resuicted activity because of illness as the general population
(almost forty days versus nineteen days in Xi98). Those elderly who
worked, however, do not experience a marked. difference in the
number of lost work days as compared with the younger working
population-about four or five days a year, on the average, for both
groups.2- Arthritis, rheumatism, and heart conditions account for
half of the conditions that cause limitations in the activities of the
elderly.
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Pronounced changes occur over the older age span in the area of
health. For example, in }979, only 5.7 percent of the non-
institutional population aged sixty-five to seventy-four said they
needed help with one or more home management activities, including
shopping, doing routine household chores, preparing meals, or
handling money, whereas 40 percent of persons aged eighty-five years
and over reported needing such help. Furthermore, 5 percent and 3 5
percent of these two age groups, respectively, reported needing help
with one or more basic physical activities. For example, just over a
fourth of the non-institutional population eighty-five and over
needed help walking, and nearly 4 percent needed help eating.30

Since the turn of the century, there has been a significant shift in the
principal causes of ill health, from the infectious and parasitic
diseases to the chronic diseases, accidents (especially traffic acci-
dents), and conditions caused by or aggravated by stress, such as drug
dependency, mental illness, peptic ulcers, attempted suicides, and
hypertension. This so-called epidemiological transition parallels the
changes in the causes of death. Although morbidity and mortality
have both declined sharply since igoo, the improvement in morbidity
has been much less than that in mortality.31 The measures suggest
that no major improvements in the health status of the elderly
population occurred during the period i965 to I979. The proportion
of individuals sixty-five years and over with limitations of activity -
especially limitations associated with the leading chronic diseases-
rose in this period. Paradoxically, then, it appears that during this
period health conditions did not improve, or even deteriorated, while
longevity steadily moved upwardA32 While total life expectancy has
increased, so may have the years after the onset of chronic disease and
disability (that is, "inactive life expectancy"). 33

While older males have higher death rates than older females, a
Boa percentage of elderly females report having one or more
Cb*ic conditions. Elderly females also have a higher incidence rate
for acute conditions. The diseases that commonly affect elderly men
predominate as causes of death (e.g., heart disease, cancer), while
those that commonly affect elderly women predominate as causes of
illness (e.g., arthritis, osteoporosis).34

We have already suggested some steps that could be taken to
improve the health status of the population. Periodic retraining of
health practitioners is needed to improve service and to reduce the
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apparently considerable volume of iatrogenic illness. Public educa-
ion programs should be expanded to encourage modification of
personal behavior relating to smoking, alcohol consumption, stress,
diet, exercise, and obesity; and various other community programs,
such as environmental protection, mass testing for high blood
pressure and glaucoma, campaigns for self-examination for breast
cancer, and programs for home, auto, and industrial safety, need tobe extended. These steps would bring benefits both to the individual
and to society in the form of improved health, reduced health
expenditures, and increased productivity and production.

Much remains to be done in the form of medical research and
development. Knowledge of the cause and prevention of most
chronic diseases is quite limited, according to Jacob Brody of the
National Institute on Aging.35 He urges intensive research on the
prevention of chronic diseases and on the interrelationships of social
support, life-style, and health. Others have suggested focusing re-
search on diseases that disproportionately affect men. This effort
would benefit not only the men themselves, but also their wives, who,
after their husbands' demise, commonly face a number of serious
social, economic, and psychological problems.

MARITAL STATUS AND LIVING ARRANGEMENTS

The patterns of marital status and living arrangements shift consid-
erably with advancing age. While the changes follow the same
general course for elderly women and elderly men, they are much
more dramatic for the former than for the latter. Elderly women are
more likely to be widowed than married, and a substantial propor-
tion live alone. Elderly men, on the other hand, are much more likely
to be maried than widowed; most, therefore, live in a family setting.
These dcrences are due to the higher death rates of elderly married
men than elderly married women (2½ times higher), the far higherremarriage rates of elderly men than elderly women (seven times
higher), and the tendency of the elderly men who marry to marry
younger women as well as single, divorced, and widowed women
over sixty-five.
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Mantal Status

In 1984, four out of five men aged sixty-five to seventy-four years,
and two out of three men age seventy-five and over were married and
living with their wives.36 Only half of the women aged sixty-five to
seventy-four were married and living with their husbands, and less
than one in four women seventy-five years and over lived with a
husband. At ages sixty-five to seventy-four, only one in eleven men
was widowed, as compared with two in five women. After age
seventy-five, about a fourth of the men were widowed as compared
with two-thirds of the women. Only 5 to 6 percent of elderly men and
women had never married, and 3 to 4 percent were divorced.

This general pattern applies to whites and blacks alike. Whites,
however, have a much higher probability of being married than
blacks, and black females have a much higher probability of being
widowed than white women. This pattern of black-white variation
applies in marked degree to ages seventy-five and over. In i984,
nearly three-quarters of aged black women were widowed.

The gains in life expectancy have influenced not only the proba-
bility of a newborn child surviving to marriageable age, but also other
aspects of marriage, divorce, and widowhood. The experience of
recent and earlier cohorts is rather different. Men and women now in
their eighties and nineties were somewhat less likely to marry in their
lifetime than are those now in their mid-thirties and forties.37 Women
and men in the early cohorts did not marry, on the average, until age
twenty-three and twenty-six, respectively. Until recently, the average
age at first marriage had been declining steadily (to twenty-one years
for women and twenty-three years for men). The rate of marital
dissolution has also sharply increased; 42 to 46 percent of current
mariages are expected to end in divorce, while about one in five
nmiuges of persons now over age eighty ended in divorce. Women
born at or before the turn of the century experienced widowhood at
younger ages than will be true for women born in the I940s and
i95os, and were more likely to remarry. Women now in their thirties
and forties can expect, on the average, to become widowed around
age sixty-eight and live fifteen years as widows; only 8 percent of the
members of these cohorts is expected to remarry once they are
widowed if current patterns continue.
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Living Arrangements
Associated with these marital changes have been pronounced
changes in the living arrangements of elderly women. The most
notable of these have been the sharp increase in the proportion ofwomen living alone, and the sharp decline in the proportion ofwomen living with other family members. There has been relatively
little change in the proportion of elderly men living alone or with
other family members.

Both in i965 and I984, about one in seven men lived alone, andmore than four out of five elderly men lived with family members. In
i984, as compared with i965, however, elderly men were much
more likely to be living with a wife than to be widowed and livingwith other family members. Over two out of five women aged
sixty-five and over lived alone in I984, compared with less than onein three in i965. Less than a fifth of the women sixty-five and over
lived with relatives other than a husband in I984, compared with a
third in i965. Over the last two decades, both women and men weremuch less inclined to live with other people if they no longer had a
spouse. This was especially true among women seventy-five years and
over; of all aged women, 30 percent lived alone in I965, and 50
percent lived alone in 1984. Aged black women are much more likely
than aged white women to live with other family members if they
have no husband (39 percent vs. 23 percent, respectively), but both
groups have a high probability of living alone (5I percent for white
women and 40 percent for black women) in 1984.

The increased tendency of older women, including older aged
women, to live alone, is likely to continue. It is expected that by 1995,
over 6o percent of the women seventy-five years and over will beliving alone The proportion of aged men living alone is not expected
to change much. The U.S. Census Bureau projections suggest that in
'995, about S2 percent of the households maintained by persons
seventy-five years and over will be maintained by women living alone
or with non-relatives; the current proportion is about 46 percent.36

The trend towards independent living has come about partly as a
result of improvements in the economic and health status of the
elderly, partly from a desire not to be dependent on others, and
partly, from simple lack of alternative. Living alone is generally
viewed negatively, not only compared to living with a spouse, but
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also compared to living with another relative or a non-relative. Yet
sketchy evidence suggests that we may not properly understand the
experience of many of the elderly who live alone. It may come as a
surprise that those living alone are not necessarily lonely and may
have more outside contacts than those living with others. Women
who live alone typically eat diets as nutritional as those eaten by
married couples. Men do not; they may have a more difficult time
living alone than women because many do not know how to cook.39

Some point to the increased proportion of elderly persons living
alone as an indication that family members are less likely to care for
their elderly parents now than in the "good old days." In fact, just the
opposite is the case. For every disabled person living in a nursing
home, two or more equally impaired elderly persons live with and are
cared for by their families.40 Beth Soldo estimates that over a million
households contain an elderly person in need of assistance with the
activities of daily living or mobility.41 Elaine Brody conservatively
estimates that over S million adult children are involved in parent
care at any given nme.42

Brody further points out that not only do more people now
provide parent care than in the past, but the nature of the care is
much more demanding and lasts over much longer periods than in
the past. Families provide 8o to go percent of personal care and help
with household tasks, transportation, and shopping for the elderly. It
is usually adult daughters who are the care-givers, and often they
must leave the work force or work only part-time to provide care at
the very time in their lives when they need to plan for their own old
age. Many will face widowhood and reduced incomes themselves
while they try to care for their parents or parents-in-law. If, as may be
hypothesized, the length of time during which an older person is
disabled and requires assistance has increased, then this too has
aded to the burden on adult children. As a result of delayed
diddbearing, many have responsibility for children and mothers and
fathers, all while trying to hold a job or adjust to their own
retirement.

Changes in familial aged-dependency ratios reflect the way that the
age composition of the population affects the balance between older
persons and their children and suggest variations in the magnitude of
the family support problem over time. Familial aged-dependency
ratios, defined here as the ratio of persons aged 65-79 to persons
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aged 45-49 (one elderly generation); or the ratio of persons 85 and
over to persons 65-69 (two elderly generations), show wide fluctu-
ations because of the cyclical character of fluctuations in the number
of births in the last several decades. (See table 4, page 83.) The
familial dependency ratio with one elderly generation is falling and
will reach a low point in IOio, while the ratio with two elderly
generations is rising and will reach a high point in that year. The
crunch will come first in 2030, when the "baby-boom" cohorts are
just over age sixty-five, and again in zoso, when they will be just over
age eighty-five and have relatively few (elderly) children to support
them.

Formerly, parents were not as likely to survive to very old age as
they are today; the phenomenon of large numbers of people, mostly
women, reaching very old age is touching more and more families. In
fact, it is new to human experience for a large majority of middle-
aged women to have living mothers. Menken has estimated on thebasis of the rates of fertility, mortality, and marriage for I940 and
i980 that-the proportion of so-year-old women with living mothers
jumped from 37 to 65 percent in this period.43 In general, families
today have more generations-between three and four-than fami-
lies had earlier in this century, and by the year 2020 the typical family
is expected to consist of four generations.

Institutional Population
Most elderly persons live in households, and the proportion of theelderly population in institutions is small. In i980, about 5 percent of
the population sixty-five years and over resided in institutions. Thelikelihood of institutional residence rises sharply with age. About I-5
percent of the population 65 to 74 years old, 7 percent of thepopulation 75 tO 84 years old, and 2. percent of those 85 and over
lived in nursing homes in i98o. There has been a marked increase
over the last decade in the number of elderly persons who are
institutionalized, but the proportion has remained about the same. In
1970, as in 1980, about 5 percent of the population sixty-five years
and over resided in institutions; the proportion was only 3.4 percent
in i960.

Institutionalization has come at increasingly older ages over the
last two decades. In 1963, the 65-o74-year group made up about
one-fifth of nursing home residents, the 75f-to84-year group made up
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almost half, and the group eighty-five and over made up a third.
Now, out of every five residents, one is aged 65 to 74, twc are 75 to
84, and two are 85 and over.

In i980, seven out of ten residents of nursing homes, and almost
four out of five older-aged residents of nursing homes, were women.
The increase in the number of elderly women in institutions has been
much more marked than that of elderly men. Between I970 and
i980, the elderly female population in institutions increased by 48
percent, as compared with i9 percent for males.

Along with these population changes has come a change in the type
of facility in which the older institutional population resides. In i980,

only X percent of institutionalized persons seventy-five years and over
resided in mental hospitals, compared with 7 percent in 1970. This is
a trend that has continued from the ig60s. The decrease in the
proportion in mental hospitals is partly a result of the introduction of
"Medicare" and "Medicaid," with patients shifting to places eligible
for federal coverage of costs, partly a result of the increased avail-
ability of residential board-and-care facilities, and partly a result of
the development of psychotropic drugs.

It has been estimated by life-table methods that an elderly individ-
ual's risk of institutionalization approaches, and may exceed, 5o
percent." While this may seem high, it should be recognized that
most admissions are short-term. Liu and Manton estimate that
one-third of admissions are for less than thirty days and three out of
four are for less than a year.45 About I7 percent of the residents die
within the first year and another I9 percent die shortly after
discharge. Clearly, many stays are riot long-term, and nursing homes
are much used for both recuperative and terminal care.

There are factors that could lead us to expect that the number and
proportion of institutionalized elderly will grow in the next few
dmdom One is the rapid increase in the size of the very old
population, which will constitute a larger share of the total popula-
tion and of the older population. The proportion of the population
seventy-five years and over is expected to rise from about 5 percent in
I983 to 7 percent in iO0o and to double by 2030. Next, the
prevalence of chronic disabling disease increases with age. Finally,
middle-aged women have been the major source of family support
for the very old but, more and more, they are in the labor force,
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preparing for their own old age, and hence arc not as available forthis task as earlier.

On the other hand, it may be unwise to commit substantial public
funds to the building of long-term care institutions. Medical ad-
vances, along with an improved understanding of the psychological
factors that promote independence, could obviate the need to insti-
tutionalize many, perhaps half, of those currently in institutions.
Nearly a fourth of those in nursing homes are there because of the
debilitating effects of stroke," but medical researchers seem to be on
the verge of devising ways of preventing the severe brain damage that
accompanies stroke for many victims, and changes in living habits
hold promise for the further reduction in the incidence of stroke.47 Alarge proportion of institutionalized elderly are there because of
Alzheimer's disease, which some think may be caused by a virus,
toxic metal deposits, or an enzyme shortage, and thus may be
preventable."

Furthermore, it is unclear whether institutionalization, home care
with hired help from the private sector or social service agencies, or
family care is preferable. Many experts contend that the ability of the
very old to live semi-independently is underestimated. Others counter
that outside help is needed because of the likelihood that other family
members are elderly and because of the enormous economic, emo-
tional, and physical stresses on the family associated with maintain-
ing an aged dependent person at home.

CONCLUDING NOTES

We conclude this essay with a series of demographic scenarios for the
United States in the middle of the next century for comparison with
the profile of today. Three of these scenarios correspond to three of
the thirty, projection series published by the U.S. Census Bureau in
1984; tD-others employ assumptions on mortality that are more
extreme than those used in the Census Bureau's series. The latter two
scenarios, in- fact, imply a life expectancy of one hundred years in
zo5o. The scenarios are summarized in table 6 (page i io) in terms of
broad age distributions, median ages of the population, dependency
ratios, and other parameters for the year %o°o.

Inasmuch as the variation in the degree of aging depends princi-
pally on the fertility assumption, and in all series fertility is assumed
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to conform to lower levels than have been historically typical, in all
series the population will continue to age. There is considerable
agreement among demographers that the general long-term outlook
for fertility in the United States is for low fertility.49 In many of the
projection series of the U.S. Census Bureau (including especially.the
low fertility series, and the middle fertility series with low or middle
immigration), the population will reach "zero population growth"
(ZPG) and then decline sometime in the next century-early in the
century under low fertility, and about the middle of the century under
middle fertility. Sharp future declines in mortality, such as those
leading to a life expectancy of one hundred in the year .0 50, will also
contribute greatly to the aging of the population insofar as these
declines will be concentrated at the older ages.

Some Demographic Scenarios for 2050

Under the most likely scenario for 2.o5o, the "middle" series of the
U.S. Census Bureau (assuming middle fertility, mortality, and immi-
gration), the total population would grow to about 3 IO million and
then would stop growing. The proportion over age sixty-five would
be almost twice as great as today (2s percent vs. iX percent), and the
proportion under age twenty would be three-quarters as great as
today (23 percent vs. 3I percent). The median age of the population
would be forty-two years, and the median age at death would be
eighty-four years, both eleven years higher than today. Eighty-three
percent of deaths would occur after age sixty-five as compared with
68 percent today, and 43 percent of deaths would occur to persons
over age eighty-five as compared with 18 percent today. The death
rate, at i2.8 per thousand population, would be about So percent
greater than it is today, and there would be twice as many deaths in
a year as now, with a z i-percent excess of deaths over births. Deaths
wil ocur at almost predictable occasions, mostly when people have
"lived out" their full lives. Middle-aged couples will have had less
than two children, fewer than they have living parents.

Among the 67 million people over age sixty-five, some 6o percent
would be women, who would outnumber men by I 3 i/i million. The
gerontic dependency ratio (ratio of persons 65 and over to persons 2o

to 64) would be double its present level of zo, and the total
dependency ratio would be i2 percent higher. On the assumption
that there would be no major medical breakthroughs, but only



TABLE 6. Demographic Parameters of the U.S. Population in the Year 20S0 Under Various Assumptions of Fertility,
Mortality, and Net Immigration (Numbers in thousands)

NO fertility Middlt fertility
Cuenrt High mortality Middle mortality

Parameter data, 1932 High immigration Middle immigration

Total fertility rate
Life expectancy at

birth
Net immigration

(per year)

1831 2300 1900 1600
1831
74.6

480

2300
76.7

7S0

1900
79.6

450

Low fertility
Low mortality
Low immigration

1600
83.3

250

Low-middle fertility,
Extremely low mortality
Middle immigration

17S0
100.0

4S0

Low feriliqy
Extremely low mortaliry
Low immigration

1600
100.0

250

I'bpulation

Ages (percent)
Total (all ages)

Under 20 years
20-44
4S-64
65 and over

Median age

Dependency ratios
Total'
Neontic4
GeronticO

232,057 402,687

100.0
30.7
38.6
19.2
11.6

31

73
53
20

100.0
29.5
33.2
21.7
15.6

35

83
54
29

309,488

100.0
23.3
30.9
24.0
21.8

42

82
42
40

2S3,603

100.0
18.1
27.7
24.9
29.3

49

90
34
56

331,972

100.02

18.4
26.2
22.5
32.9

Sl

1OS
38
67

287,960

0
Cn

100.02
16.1
24.8
22.9
36.2

53

110
34
76
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Mortality, and Net Immigration (Numbers in thousands) - - C o n t i n u e d

High fertility Middle fertility Low fertility Low-middle fertility' Low fertility

Curmat High mortality Middle mortality Low mortality Extremely low mortality Extremely low mortality

Parametr data, 1912 High immigration Middle immigration Low immigration Middle immigration Low immigration

Met arnwth rate +9.S +6.2 0.0 -4.7 +2.0 -0.9
.- ._. - -_ -_. _ --

(per 1000)
Birth rate
Death rate
Immigration rate

Net change
Births
Deaths

16.1
8.6

* 2.1

+2199
3731
1986

15.4
11.1
1.9

+2500
6206
44SS

11.4
12.8
1.S

+10
3S17
3957

8.2
13.9

1.0

-1198
2089
3537

8.8
8.2
1.4

+653
2917
2714

7.3
9.1
0.9

-265
2101
2615

Median age of 73 77 84 91 ca. 102 ca. 10S

deaths

souRCE: Based OD, or estimated from data in, repocs of the U.S. Census Bureau, esp. Current Population Reports, series P25, no. 952. Projections assuming extrernely low

mortality" we prepared in cilaboration with Grepry Spencer of the U.S. Census Bureau.
'lntermediate between idle and low fertility.
'Ag distribution cetimated by short-nat methods forn available Census Bureau population projections.

Popuraion under 20 years and populbtion 65 yeasnd over x 100
Population 20 to 64 years

Population under 20 years x 100
bopulation 20 to 64 years

,Population 65 yers and over x 0
Pbpulation 20 to 64 years

0
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sustained, gradual progress in health matters, the average age of onsetof chronic illness would be unchanged, and the number of chronically
ill persons in the population would be far greater than today.However, the number of persons limited in their activity as a result of
chronic illness may not be greater than today because of progress inthe management of the principal chronic illnesses.

Suppose, instead, that fertility, mortality, and net immigration fall
to the "low" levels of the Census Bureau. Such a series would tend to"maximize" the proportion of elderly and "minimize" the proportion
of children. This is the series labeled "low fertility, low mortality, and
low immigration" in table 6. The population would reach ZPG at a
somewhat earlier date than in the middle series, about 2023, then
decline. In zo2o, the median age of the population would be
forty-nine years, about eighteen years higher than today. Some z9
percent of the population would be over age sixty-five, and only i 8
percent would be below age twenty. The gerontic dependency ratio
would be nearly three times its present level, but the total dependency
ratio would be only one-quarter greater because of the decline of thechild population. There would be nearly 45 percent fewer births and
nearly 8o percent more deaths than today, so that death will be much
more frequent than birth. If the average age of onset of chronic illness
continues to remain unchanged, the number of chronically ill persons
would be vastly increased over today's number. However, depending
on progress in postponing the age of onset of limitation of activity as
a result of chronic illness, the number of persons functionally
disabled could be either more or less than today.

The other Census Bureau series presented in table 6 employs high
fertility, high mortality, and high immigration and thereby-tends to
"minimize" both the rise in the proportion of elderly persons and the
fall in the proportion of children. Some i6 percent of the population
would be over age sixty-five, and the median age of the population
would rise by only four years to thirty-five. The other demographic
parameters would be modified accordingly.

Finally, we consider the two scenarios suggested by a population
with a life expectancy of a hundred years in the year zo5o. Thisassumption corresponds approximately to the level of mortality
obtained by projecting death rates at each age at the rates of decline
recorded in the last decade and a half. A life expectancy of one
hundred could also be achieved by a reduction of some 70 percent in
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age-specific death rates below the best-country age-specific death
rates for females on record in 1980. A life expectancy of a hundred
is consistent with an extension of human life span to II5, I2o, or
even I 30 years, but this is only a probable association, not a
necessary one. If we assume a rectangularization of the "present"
survival curve, the life span could remain around a hundred. In a
population with a life span of, say, I25 years, the relationship of
chronological age and functional age as we know it could be
completely changed. Persons seventy-five years old may be able to
function like the sixty-five-year-olds of today.

The first of these scenarios employs assumptions on fertility and
net immigration corresponding to the recorded levels of recent years.
It is labelled "low-middle fertility, extremely low mortality, and
middle immigration" in table 6. The median age of the resulting
population would be fifty-one years, and the median age at death
would exceed a hundred. About 3 3 percent of the population would
be over age sixty-five, and only I 8 percent would be under age lo, as
compared with IX percent and 3I percent today. The gerontic
dependency ratio would be 3 i/ times its current level, and the
overall dependency ratio would be nearly So percent greater.

The final scenario combines low fertility and low net immigration
with the extremely low mortality assumption described. This set of
assumptions identifies an extreme, albeit possible, course of popula-
tion change, in which the median age would be fifty-three, and 36
percent of the population would be aged sixty-five or older! Only one
out of six persons would be under aged twenty-that is only half the
proportion of today! In spite of the sharp decline in the share of
children, the overall dependency ratio would be well over the current
figure because of the nearly fourfold increase in the gerontic depen-
dency ratio.

Itl*tions

UWet the demographic conditions assumed in the last two scenarios,
the nawre of American society in zo°o would differ vastly from the
way it is today. Very high proportions of elderly persons and very
high dependency ratios, accompanying continuing low fertility and
very low mortality, could have profound social and economic
consequences. Education, health care, housing, recreation, and work
life could be affected by the changes in age structure described. There
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could be serious dislocations in the economy as it tries to adjust to
changing needs for jobs, goods, and services. Societal aging calls for
increasingly larger financial contributions to the federal treasury by
workers on behalf of older non-workers. Tax rates could become
oppressively high and serve as a disincentive to work. The productive
capacity of the economy could be diminished as the proportion of
persons of working age shrinks and vast expenditures have to be
made for the "maintenance" of the burgeoning number of elderly
persons. Much depends on the development of methods for sustain-
ing or even increasing the productive vigor of older persons. Both
major technological innovations and institutional adjustments will be
required to deal with the population changes described. 50
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Ms. TAEUBER. Just to summarize, it would take significant im-
provement in the mortality rates of the best country, which is
Japan, to ever get to 100. It would be pretty extreme changes that
would be required. The thing that Mr. Vaupel has talked a lot
about is an important point, which is the active life expectancy,
and that's something we don't have much research on. Our health
statistics-we don't have a long background to look at in our
health statistics to try to answer these questions that you're asking
and I think that the more that we can improve in these health
areas and the statistics the more it will help us. Also the interrela-
tionships between health and economic status is another area that
is an unmet need in terms of our statistics that we haven't really
looked at and we think probably would have an effect on the an-
swers to the questions you're asking.

DEMOGRAPHIC TRENDS AND SOCIAL SECURITY SOLVENCY

Representative SCHEUER. Thank you. Now if we take Mr. Vau-
pel's assumptions at face value of this remarkable extension of life,
life expectancy at birth going up to 100, what does this do to the
solvency of the Social Security system itself? Does it knock it into
insolvency? What does it do?

Mr. CAROZZA. Mr. Chairman, we'll try to give you a little bit
better idea, but basically the more optimistic you are on these
kinds of projections, the more pessimistic we would be on the
health of the Social Security Trust Funds.

Representative SCHEUER. I would think. Following Mr. Vaupel's
assumptions of his daughter's 100-year life expectancy at birth,
how soon would that trend if it's a generalized trend have a major
effect on the actuarial status of the system? Would it be in 1, 5, or
10 years?

Mr. BALLANTYNE. It would not be immediate, but it certainly
would have an effect, a very substantial effect on the long-range
solvency of the program within the next 75 years.

To give you an idea of the possible effect, if the numbers that I
quoted earlier for life expectancy on our most pessimistic assump-
tions with respect to cost but most optimistic with respect to life
expectancy, which are about 89 years for women and 82 for men
were used for our intermediate (alternative II-B), the long-range
deficit of the program over the 75 years would increase from 0.58
percent of taxable payroll to 1.4 percent of taxable payroll over the
next 75 years, and the program would clearly then be out of actu-
arial balance in the long range.

Representative SCHEUER. That would seem to be an unacceptable
actuarial deficit. It would go from what percent to 1.4?

Mr. BALLANTYNE. From today's projected long-range deficit of
0.58 percent to 1.4 percent. This means that in order to finance
that kind of a deficit you would have to raise the tax rate on work-
ers and their employers each by not 0.3 percent, but 0.7 percent, if
we experience the mortality rates that we project for alternative
three, which is our pessimistic set.

Representative SCHEUER. Supposing you get the mortality rates
that Mr. Vaupel is talking about?
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Mr. BALLANTYNE. Then it would be a much bigger increase. I
don't have estimates for that.

Representative SCHEUER. Do you have an idea?
Mr. BALLANTYNE. It would certainly be higher than the 1.4 defi-

cit or 0.7 percent each.

BUDGET PRIORITIES

Representative SCHEUER. I'm going to just ask one more question
to this panel because we've run over our time. It's been an ex-
tremely interesting panel and we thank you all. It's perfectly obvi-
ous that the exploding population of the old and the very, very old
is taking a bigger bite out of the health care budget and it's obvi-
ous that the health care budget is taking a bigger bite out of our
GNP, and there are some people-some credible people who think
that these trends can't continue, that we have other unmet needs
in the field of health that are very important and in effect are com-
peting with the elderly. Our infant mortality rate is about 20
among OECD countries and we're going to hear from Dr. Hea-
garty-what is it, Dr. Heagarty?

Dr. HEAGARTY. It's 15, 16, or 17.
Representative SCHEUER. OK. And probably some of that is the

inability or unwillingness of young mothers and fathers to access
the health care system. Perhaps some of it is due to the fact that
we don't have enough services. I don't know. We're going to hear in
the next panel.

And so this exponential growth in the costs of health care for the
elderly is in competition with expenditures for other health care
programs-for other segments of the population, particularly kids.
And then health itself-the whole group of health expenditures is
in competition with other priorities in society. We're underspend-
ing in our country on education. As I mentioned before, we have 20
to 25 percent adult illiteracy rate in our work force. We have 40
percent of blacks and 52 percent of Hispanics dropping out of
school before they finish high school. We're underspending in these
areas.

So I think there's going to be an urgent need to engage in really
dramatic new thinking to see how we can meet the health care
needs of the elderly well. Can we not only provide them health
care but provide them a quality of life that's comfortable and pleas-
ant and stimulating? Somehow or other we must find different pro-
grams and different modalities and different systems than the one
we have now, perhaps relying to a far greater extent on paraprofes-
sionals, on the elderly well, because I think society is going to
become increasingly concerned as an increasingly larger percent-
age of the health dollars are spent on the elderly when there are
unmet needs in other elements of the population. The rising per-
cent of our GNP that's devoted to health, now higher than any
other country in the world, occurs at a time when we have real
unmet needs in other areas of society.

I would suggest that we ought to have a doubling or a trebling of
the National Science Foundation graduate fellowships. We have to
get our science and technology at the cutting edge of world technol-
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ogy, and it's not now. The Japanese, with half our population, are
producing I think 40 or 50 percent more scientists and engineers.

Does anybody have any useful thoughts on where there's a target
of opportunity for improving the quality of health care, improving
the quality of life care, if you will, and doing it at significantly
lesser expense than programs that we've been able to devise up to
now? Cynthia, you look as if you would like to say something.

Ms. TAEUBER. Well, I can't talk about it in terms of policy issues,
but certainly we can see just the effect of what happens to young
people, that those have effects over a very long time period. We've
talked about education. Women in the labor force are another
factor. As more women are entering the labor force they obtain re-
tirement in their own name, retirement rights and so forth, and
health benefits and medical benefits from their jobs. All of those go
over a very long time period so there are effects on younger people
from the types of decisions that we as individuals make and as a
government we make-over the long run, those decisions affect
health costs.

Mr. BINSTOCK. Well, this may be a heretical thing to say, but fol-
lowing some of the arguments of Professor Uwe Reinhardt of
Princeton, it strikes me that there's an extraordinary surplus in
the health care system in terms of entities making profits in one
sector or the other without going down the list, that ultimately the
only way we're going to get a handle on this is for more govern-
ment activism rather than a free market approach in which we
treat health care goods and services as a special class of goods and
services more affected with the public interest than other things
we do. And that could range from various forms of a national
health service, which I gather every industrialized country other
than South Africa has, with the exception of the United States,
through various forms of insurance. But I think the main point is
that government has to take a more active hand in saying the
health care of our citizens is sacrosanct and can't be left to the
play ofl the market because we do have a lot of profit out there.

PROFIT AND RISING COSTS

Representative SCHEUER. Do you think it's the profits slice or the
bottom line that's creating these increasing costs, or is it the het-
erogeneity and pluralism that we heard about last week that you
mentioned earlier that's costing us, or is it the variety of funding
mechanisms?

Mr. BINSTOCK. I think it may be both, but I suspect it's more
profit, particularly in areas that the public hasn't focused on. That
is to say, hospitals and doctors have always been visible targets be-
cause that's who the patient comes in contact with. The patient
doesn't think about pharmaceutical companies, equipment compa-
nies, nursing homes, and we would go on and on.

I think that, yes, the Cleveland Clinic Foundation may be
making $65 million a year profit as a nonprofit might be too much,
but I'm not sure we can get a handle on that so much. I think it's a
question of why do you have to make more than 7- or 8-percent
profit in the health care sector? That's a good return. I think we
have to redeploy the surplus.
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Representative SCHEUER. Well, it may be a good return to some-
body who's involved professionally in the health care sector and
who really wants to devote their lives to helping people get well. It
certainly wouldn't be a good return in the commercial and finan-
cial markets, absent the willingness to devote one's life and one's
resources to this great public good which is American health.

Well, I thank you very much for a very stimulating hearing.
Thank you very much for a very splendid hearing.

TRENDS IN HEALTH STATUS

We will now move to the next panel whose interests and exper-
tise on trends in health status span the age spectrum from pediat-
rics to gerontology. This panel includes: Mr. James Harrell, Deputy
Director of the Office of Disease Prevention and Health Promotion
at the U.S. Department of Health and Human Services; Dr. Marga-
ret Heagarty, director of pediatrics at Harlem Hospital Center; Mr.
Jacob Feldman, Associate Director for Analysis and Epidemiology,
National Center for Health Statistics, Department of Health and
Human Services; and Ms. Lois Verbrugge, associate research scien-
tist at the Institute of Gerontology, University of Michigan. We are
particularly happy to have you, Ms. Verbrugge. We know this was
something of a last minute commitment that you made and we are
very, very happy to have you here.

We also want, to extend our special welcome to Dr. Margaret
Heagarty, who contributed to the work of our office 10 years ago as
an American political science-no. What was it?

Dr. HEAGARTY. Robert Wood Johnson.
Representative SCHEUER. That's right, and Maggie Heagarty was

with us for about 6 month and she served also in Senator Javits'
office as I recall. I don't want to engage in the post hoc ergo procto
hoc fallacy and I'm not suggesting that our office is responsible for
the enormously important role that Dr. Heagarty has played. I can
always say that we knew from our work with her over that 6-
month period that she was destined for some great things. She cer-
tainly has performed up to our expectations.

Dr. HEAGARTY. Thank you, Mr. Chairman, for that amount of
Irish blarney.

HEALTH PROMOTION/DISEASE PREVENTION

Representative SCHEUER. We will start out with you, Mr. Harrell.
Let me tell all of you again that your prepared statement will be
printed in the record, so to the extent that you just want to chat
with us informally and hit the highlights of your testimony, per-
haps commenting on anything you may have heard from the prior
panel or from Congressman Downey or myself, feel free to do so.
Each of you will have 7 or 8 minutes.

STATEMENT OF JAMES A. HARRELL, DEPUTY DIRECTOR, OFFICE
OF DISEASE PREVENTION AND HEALTH PROMOTION, PUBLIC
HEALTH SERVICE, DEPARTMENT OF HEALTH AND HUMAN
SERVICES
Mr. HARRELL. Thank you, Mr. Chairman. As you said, I'm the

Deputy Director of the Office of Disease Prevention and Health
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Promotion, and I like Mr. Binstock's characterization of Dr. Fries
as being a cheerleader and an optimist. I suppose our Office is kind
of a cheerleader and an optimist office in the bureaucracy of health
in the Department because we believe that prevention can do a lot
and that it hasn't been given quite enough of a chance.

The economic and human costs of preventable diseases and con-
ditions in the United States are substantial. In 1980, the estimated
economic cost of preventable heart disease and stroke was more
than $100 billion; the cost of preventable cancer was $50 billion;
and preventable accidents, $82 billion. Nearly 60 percent of all
deaths that occur each year in the United States are premature
deaths, and a similarly high proportion of disability and illness
could be avoided. Preventable risk factors are known for cardiovas-
cular disease, cancer, stroke, and injuries. These four categories
alone account for almost three-quarters of American deaths each
year. Yet only about 4 percent of national health care dollars are
spent on health promotion and prevention services.

NATIONAL HEALTH GOALS

Our current push in the Public Health Service to improve the
Nation's health began nearly 10 years ago, in 1979, when the Sur-
geon General issued the first report on health promotion and dis-
ease prevention, entitled "Healthy People," and it reviewed Ameri-
cans' dramatic health improvements since the turn of the century,
assessed preventable threats to health, and identified 15 areas in
which progress could be expected and even accelerated if we put
our minds to it. "Healthy People" set broad national health goals
for the U.S. population at five major life stages. Specifically, the
goals were: to reduce infant deaths by 35 percent; to reduce deaths
among children through age 14 and for adolescents and young
adults through age 25 by 20 percent; to reduce deaths among
people aged 25 to 64 by 25 percent; and finally, to reduce sick days
by 20 percent for people aged 65 and older.

The next year "Promoting Health/Preventing Disease: Objectives
for the Nation" was published, containing the specific measurable
targets that when reached should result in the attainment of those
overall national mortality goals set forth in "Healthy People."

Premature death and illness result from numerous conditions.
Thus, the national objectives cover a great deal of territory. The
1990 objectives covered 15 areas, with 226 quantifiable targets. For
health planning purposes, the 15 priority areas may be divided into
three categories. One, preventive service for individuals, including
control of high blood pressure, family planning, pregnancy and
infant health, immunization, and sexually transmitted disease con-
trol. Two, health protection for population groups, including toxic
agent and radiation control, occupational safety and health, acci-
dent prevention and injury control, fluoridation and dental health,
and surveillance and control of infectious diseases. The third cate-
gory, health promotion for population groups, including smoking
and health, misuse of alcohol and drugs, nutrition, physical fitness
and health, and control of stress and violent behavior.

During the 1980's, the Nation has made considerable progress in
reducing morbidity and mortality and achieving the 1990 health
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goals. In fact, in 1986, we published a midcourse review of the 1990
health objectives which showed that if current trends continued,
the Nation will accomplish the group specific 1990 mortality goals
that it had set, with the goal for children already accomplished by
1985.

The midcourse review indicated that, as a nation, we have been
largely unsuccessful in certain prevention areas. For example,
more than 50 percent of the Nation's family planning objectives
which relate to teenage pregnancy are unlikely to be met by 1990.

Another kind of shortfall has to do with measurement of
progress. The toxic agent control priority area is a good example of
that, with 80 percent of those objectives showing a lack of sufficient
data to tell us where we stand. That is partly the result of the fact
that that area was in a relative embryonic state of development in
early 1980 and things have changed since then when the objectives
were set. They did not exactly address areas where we've been
making progress during this decade.

There are dozens of specific successes in relation to the 1990
health objectives. We have been particularly effective in expanding
public knowledge about the dangers of smoking. Data from a 1985
survey indicate that 90 percent of adults are now aware that ciga-
rette smoking increases the risk of heart disease.

Further, based on progress to date, it appears we will come at
least very close to meeting our objective to reduce the proportion of
the U.S. population 18 years of age and older who smoke to below
25 percent.

Another serious threat to American health is cirrhosis and
chronic liver disease. Cirrhosis of the liver, which is largely attrib-
utable to heavy alcohol consumption, was the 11th leading cause of
death in 1983. The 1990 objective is to reduce cirrhosis mortality to
below 14 per 100,000 and this was achieved already in 1984.

One objective for alcohol was to hold per capita alcohol consump-
tion rate at or below the 1987 levels through 1990. Based on
progress to date, this objective is being achieved. Although the alco-
holic beverage industry disputes the relationship between per
capita consumption and the rate of alcohol problems, an overall de-
cline in consumption does correlate with lowered cirrhosis rates
and reductions in alcohol related motor vehicle and non-motor-ve-
hicle fatalities, such as fires, drownings, and recreational injuries.

Now many of the sound features of the 1990's process will be re-
tained as we develop our health objectives for the year 2000. The
Public Health Service has joined hands with the National Academy
of Science's Institute of Medicine in holding eight public hearings
around the country this year to get public input into this process.
More than 500 individuals and organizations have testified in hear-
ings intended to determine the local perspective on health care and
on improving our objectives garnering detailed information about
specific needs of local, racial, ethnic, and other special groups and
about successful local prevention programs seem to have been suc-
cessfully met. There was a lot of very, very sound and serious testi-
mony which we will wade through in developing our drafts.

The subcommittee asked that we address the influence of demo-
graphic trends on health promotion and disease prevention. We've
heard a lot already about the aging population, but it's clear we



419

must be increasingly concerned with reducing disease and injury-
related disability and helping individuals maintain their functional
independence, as they grow older. The benefits of freedom from dis-
ability are manifold: from reducing society's reliance on long-term
care and its attendant costs, to improving the overall quality of life
for a growing segment of our population. As our society ages, pre-
vention will only increase in importance, especially as it relates to
sustaining independence.

In addition to concern about older Americans, objectives for the
year 2000 will focus specifically on the needs of special populations,
including other age groups, children, adolescents, minority and low-
income groups, where there is a disproportionate burden of prema-
ture mortality and illness, higher levels or risk, or greater need to
attend to issues of access to preventive services.

The subcommittee also asked that we address how to promote a
healthier population. We think as a first step, we believe we should
"keep a good thing going" by carrying forward the health objec-
tives process in the next decade. It is true that plans, written objec-
tives with measurable targets, never really prevented anything as
such; only committed action can do that. This kind of planning em-
bodied in serious objectives helps us to keep our eyes on the ball, so
to speak, giving our commitment and our actions greater effective-
ness and greater staying power. And in government, as you know,
staying power is really important.

Thank you, Mr. Chairman. I would be glad to answer any ques-
tions.

[The prepared statement of Mr. Harrell follows:]
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PREPARED STATEMENT OF JAMES A. HARRELL

Mr. Cmairan, I am James Harrell, Deputy Director of the Office of

Disease Prevention and Health Prcmotion, in the Public Health Service,

Department of Health and Human Services. I also serve as Chairman of the

PHS Steering Cammittee on Health Cbjectives for the Year 2000. I

appreciate your invitation to be here today to discuss our experience in

setting national health objectives.

Nearly 200 years ago, am of the great patriarchs of the scientific

method in America concluded that an unce of prevention is worth a pound

of cure. And 4ile -sm ecoxnists may dispute the validity of that

equation today, its basic wisdom persists. Unfortimately, comventional

wisdm has had a difficult time caqpeting with conventional practice.

The economic and human costs of preventable conditions in the United

States are substantial. In 1980, the estimated ecorunic cost of

preventable heart disease and stroke was oe than $100 billion; the cost

of preventable cancer was $50 billion; and preventable accidents, $82

billion. Nearly 60 percent of all deaths that occur each year in the

United States are premature, and a similarly high proportion of

disability and illness could be avoided. Preventable risk factors are

known for cardiovascular disease, cancer, stroke, and injuries. Ahese

four categories alone account for almost three-quarters of American

deaths each year. Yet only about four percent of national health care

dollars are spent on health promotion and prevention services. In my

testimony today, I would like to review efforts of the Public Health

Service to redirect the considerable energy and dedication of Federal
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agencies, States, localities, and private enterprise to preventing

disease and pronmoting good health.

Setting National Health Goals

Our current push to improve the Nation's health began nearly ten years

ago, in 1979, when the Surgeon General issued the first report on health

promotion and disease prevention. Healthy Peple reviewed Anericans'

dramatic health improvaients since the turn of the century, assessed

preventable threats to health, and identified fifteen areas in which

progress could be expected and even accelerated. Healthy People set

broad national health goals for the U.S. population at the five major

life stages. Specifically, the goals were:

o To continue improving infant health, and, by 1990, to reduce infant

deaths by 35 percent, to fewer than nine deaths per 1,000 live

births. Special emphasis was placed on reducing low birthweight and

birth defects.

o To improve child health, and, by 1990, to reduce deaths aong

children through age 14 by 20 percent, to fewer than 34 per 100,000.

Particular attention was given to nptimnal development and injury

prevention.

o To improve the health and health habits of adolescents and young

adults, and, by 1990, to reduce deaths by 20 percent, to fewer than
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93 per 100,000. Motor vehicle injuries aid alcohol/drug aHe were

e;hasized.

o To Wmprove overall adult health, and, by 1990, to reduce deaths

mong people aged 25 to 64 by 25 percent, to fewer than 400 per

100,000. Particular emphasis was placed an heart disease and

canes.

and, finally,

o To inprove the health and quality of life for older people, and, by

1990, to reduce sidk days by 20 percent, to fewer than 30 days per

year for people aged 65 and older. Special emphasis was given to

functional independence an reducing influenza and pneumonia.

Health Cbjectives As Quantifiable Steps Toward National Goals

Prompting Health/Preventing Disease: Objectives for the Nation,

published in 1980, contains the specific, measurable objectives that when

reached, should result in attainment of the overall national goals set

out in Healthy People.

Premature death and illness result from numerous conditions. Thus, the

national objectives cover a great deal of territory. The 1990 objectives

covered 15 priority areas, with 226 quantifiable targets. For health

planning purposes, the fifteen priority areas may be divided into three
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categories. One, preventive services for individuals, including omtroi

of high blood pressure, family planning, pregnancy and infant health,

imnunizatimn, and sexually transmitted diseases. Two, health Vrotection

for ppulation groups, including toxic agent and radiation control,

occupational safety and health, accident prevention and injury control,

fluoridation and dental health, and surveillance and control of

infectious diseases. The third category, health pr=mvtion for population

groups, includes moking and health, misuse of alcohol and drugs,

nutrition, physical fitness and health, and control of stress and violent

behavior.

Midcourse Review of the 1990 Cbjectives

During the 1980s, the Nation has made considerable progress in reducing

morbidity and nmrtality and achieving the 1990 health goals. In 1986, we

poblished a midociurse review of the 1990 health objectives which showed

that of the 226 objectives 48 percent had been achieved or were on track

to be achieved by 1990. If current trends continue, the Nation will

acooplish its age grop specific 1990 Mortality goals, with the goal for

children already accozplished by 1985. The 1984 population statistics

showed infant mortality had declined 24 percnt, childhood mr~tality by

23 percent, adolescent and youth mortality by 13 percent, and mortality

amrong adults by 16 percent, cipared to 1977 baseline data.

Overall, thirteen percent of the 1990 objectives were accomplished by

1985, with another 35 percent cm track to be acomplighed by 1990, if
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current trends continue. Just over 26 percent are unlikely to be

achieved and there are no data on the remaining 26 percent. Available

data indicate trends in the wrong direction for fewer than four percent

of the objectives.

Viewing the objectives as a group masks significant underlying problems

and acccmplisNrits. When the objectives are examined by category,

inportant differences energe. While sore than 45 percent of Preventive

Health Services objectives - such as sexually transmitted diseases,

csntrclling high blood pressare, and immunization - are expected to be

met by 1990, almost 40 percent will not likely be met. Porty six percent

of the Health Protection objectives - such as tCoic agent control and

accident prevention and injury control - will likely be met, but we have

no data for over 35 percent. Health Pramotion objectives - such as

nutrition and smoidng reduction - ore closely parallel the overall -

picture: 52 percent are likely to be met by 1990, while the remaining 48

percent are evenly split between those unlikely to be achieved and those

for which we lack data.

Specific Shortfalls

As a nation, we have been largely unsuccessful in certain prevention

areas. For example, more than 50 percent of the Nation's family planning

objectives, nmst of which relate to teenage pregnancy, are unlikely to be

met by 1990. The Nation's objectives to reduce teenage births included

targets of 10 births per 1,000 girls 15 years of age, 25 per 1,000 16
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year olds, and 45 per 1,000 17 year olds. By 1984, we had male little

progress. Births to 15 year olds re:ained 25 percent above the 1990

target, births to 16 year olds remained 15 percent above target, and

births to 17 year olds remained 12 percent above target. These rates

are virtually unchanged since 1978.

A shortfall of a different kind has to do with nmasurenmt of progress.

The toxic agent control priority area is good example, with 80 percent of

those objectives showing a lack of sufficient data for evaluation. The

status of these objectives is a function of the relatively embryonic

development in toxic agent and radiation control at the tiun the

objectives wiere set. They were based on the best available information

in 1979, but the field has undergone tremendous change during this

decade. Though significant advances have occurred in health protection

against toxic substances, the advances have not necessarily folaloed the

track proposed by these objectives.

1990 Health Objectives Achieved

There are dozens of specific successes in relation to the 1990 health

objectives. We have been particularly effective in expnxling public

knowledge about the dangers of stoking. Cbronary heart disease is the

single most important cause of death in the United States, accounting for

up to 30 percent of all deaths. Sucking is one of three major risk

factors for heart disease. The 1990 objective is to increase the

proportion of adults aware that smoking is one of the major heart disease



426

risk factors from 53 percent (in 1975) to at least 85 percent. Data from

the 1985 Health Prmtion and Disease Preventirn Supplenent to the

Naticnal Health Interview Survey indicate that 90 percent of aIlts are

now aware that cigarette saimcig increases the risk of heart disease.

Further, based an progress to date, it aears we will be close to

meting the objective to redc the proportion of the U.S. population 18

years of age and older who moke to below 25 percent.

Another serious threat to American health is cirrhosis and chronic liver

disease. Cirrhosis of the liver, which is largely attributable to heavy

alcohol cOusmption, was the 11th leading cause of death in 1983. TIhe

1990 objective is to reduce cirrhosis mortality fre= 13.5 per 100,000 per

year to 12 per 100,000 per year; the objective was achieved in 1984, when

cirrhosis mwrtality was recorded at 10.9 per 100,000.

Achievement of certain goals has a multiplier effect, in that their

achievement increases the probability that other objectives will be

reached. A case in point is alcohol comsumpticm. bhe 1990 objective for

alchol was to hold per capita alcohol consumption rates at or below 1978

levels through 1990. Based on progress to date, this objective has been

achieved. Apparent per capita comsumption increased sightly from 1978 to

1981 and then decreased slightly in 1982, 1983, and 1984.

Although the alcoholic beverage industry disputes the relationship

between per capita comsimption and the rate of alcohol problee., an
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overall decline in consucption correlates with lowered cirrhosis rates

and reductions in alcohol related motor vehicle and nonv-tor vehicle

fatalities, such as fires, drcwnings, and recaeational injuries.

Success of the 1990 Ojectives Process

The utility of the 1990 objectives as a national health strategy that

has endured and defined the national prevention effort stems from several

sources. First, expert consensus was the bedrock of the 1990 objectives.

More than 200 individuals and organizations, from both the public and-

private sectors, aided in their developl nt. Agencies within the Public

Health Service drafted background papers on the major challenges of the

fifteen priority areas. The papers were then used by 167 non-Federal

experts tho met at a national conference and devised the first draft of

the 1990 national health objectives.

The Public Health Service selected conference participants for their

insights into health risk reduction and for their varied institutional

perspectives. Conferees were dram from academia, State and local health

agencies, providers, and voluntary health associations. Approximately

fifty representatives of interested Federal agencies attended conference

working sessions as observers.

The draft objectives were publicized in the Federal Register, and

circulated to more than 2,000 groups and individuals for review. MSile

the dbjectives were developed under.Public Health Service sponsorship,
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and are consistent with federal policies, they are national - not

federal - objectives.

Implementation of the 1990 Objectives

Another reason for the effectiveness of the 1990 objectives is the

dedication of the Federal agencies in pursuing established health goals.

Once the objectives were published in final form, federal agencies set

about implementation. Eadh lead ME agency identified its highest

priority objectives aid develcped implementation plans reflecting --

available programs/resources. The inplementation plans were published in

a special supplement of Public Health Reports in 1983.

Further, the objectives have received strong support from the Assistant

Secretaries for Health, throughout the 1980s. Each Assistant Secretary-

for Health has monitored progress of the PHS agencies toward the 1990

objectives with progress reviews of the fifteen priority areas scheduled

monthly. At the progress reviews, agency representatives meet with the

Assistant Secretary and go over the status of the objectives related to

their programs. During the review, shortfalls are noted and suggestions

made for redirecting our efforts. Summaries of these reviews are

published in the Center for Disease Control's Mortaliti/!orbiditv Weekly

geports. At this tune, we are nearing the end of the third full round of

reviews since the first was held in 1983.
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Formulating the Year 2000 Health Goals

Many of the sound features of the 1990s process will be retained in

developing the Year 2000 objectives. To improve the process, the Public

Health Service has adcpted a set of guiding principles for the Year 2000

objectives. According to the principles, the new objectives should:

o be the highest priority for particular health areas and should be

scientifically sound and attainable;

o be understandable and relevant to potential users, including those

who manage, deliver, use, and pay for health services;

o reflect a mixbture of outcaxne and process, to help in setting

standards for evaluating progress and methods for best achieving -

desired changes;

o be technically sound, nunerical targets;

o be linked to the 1990 objectives where appropriate and should

reflect the lessons learned in implemeting them;

o be conpatible with goals already adopted by federal agencies and

health organizations;

o reflect the views of professionals, advocates, and consumers; and
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o be uncnstrained by current availability or form of substantive

data. Alternate and proxy data should be used where necessary.

As part of the pBblic Health Service's effort to assure the Year 2000

objectives comport with these principles, PnS awd the Institute of

Medicine held eight public hearings in cities across the conty in

early this year. More than 200 individuals and CCmUmnity groups

testified. The hearings were intended to determine local perspectives on

health care and on improving the Year 2000 Objectives. W also expected

to garner detailed information about the special needs of local, racial,

ethnic, and other special groups and about successful local prevention

programs that can be replicated elsewhere in the country. Our

intentions and expectations of the hearings process appear to have been

successfully ret.

Interested parties were urged to submit written testimony directly to the

Institute of Medicine or to speak at a dozen and a half mini-hearings

held as part of national organization meetings. In total, testinnny was

received from more than 500 different sources.

The Year 2000 objectives will undergo intense Federal and non-Federal

scrutiny. Our P1S steering cmmittee, composed of representatives of

PHS agencies and staff offices, is overseeing Objectives development.
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The Assistant Secretary will designate lead PHS agencies, that will use

the public testinmoy and their am expertise to fonnulate the first draft

of the Year 2000 Objectives. The draft will be circulated broadly, with

ample opportunity for piblic and Federal agency coment. As did the 1990

objectives, the Year 2000 effort will rely on expert consensus. We

anticipate publication in mid 1990.

Influence of !m!phc Trends

The Committee asked that we address the influence of demograpic trends

on health promotion and disease prevention. With an aging population, we

-uist be increasingly concerned with reducing disease and injury-related

disability and helping individuals maintain their ftMctional

indepexlence. The benefits of freedon from disability are manifold:

from reducing society's reliance on long tenm care, to iswroving the -

Overall quality of life for a growing segment of our population. As our

society ages, prevention will only increase in inportance - especially

as it relates to sustaining independence.

A growing body of scientific information places the biological limit of

the human lifespan somewhere between 80 and 110 years, assuming no

alteration in chramosamal structure. Thus, the proper emphasis in the

objectives for older individuals is to prolong good health for as long as

possible. Improved diet and increased exercise - actions older

individuals can take to preserve their independence - are especially

important.
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In addition, objectives for the year 2000 will focus specifically on the

needs of other special populations, including other age groups and

minority and lcm-income groups, where there is disproportionate burden of

preature mortality and illness, higher levels of risk, or greater need

to attend to ismmsi of access to preventive services.

As a way of highlighting the importance of reducing morbidity as well as

mortality, we are considering adding special targets, within appropriate

objectives, for reduction of preventable disability. Such targets would

emphasize the inportance of inproving the quality - as well as length -

of life. We recognize that extending the lifespan of relatively frail

individuals while at the sane time maintaining functional independence

will be a challenge, but one that we must accept as a Nation.

Prcmrting a Healthier Population to Slow Health Care Cost Growth

The Cammittee also asked that we address how to promote a healthier

population. As a first step, we believe we should "keep a good thing

going" by carrying forward the health objectives process. The Midcourse

Review showed that we are well on our way to meeting more than half of

the specific 1990 health objectives and that the broad goals set out in

Healthy People for 1990 are within reach. Indeed, the 1990 goal for

children has already been met.
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Further, we now know that the objectives and the objectives process are

guiding State efforts in health prmmotion and disease prevention. In

December of 1987, the Public Health Foundation surveyed all 50 States,

the District of Columbia, American Samoa, Gian, Puerto Rico, and the

Virgin Islands. The survey found that of the 51 States and territories

responding, 50 had either established State health objectives for at

least same of the 15 priority areas of the national objectives or were in

the process of doing so.

The objectives were not intended to be applied, unchanged in all States,

but instead to guide State and local decision making. Most States in the

survey used the national goals, but a minority adopted the objectives

method and established specific State goals. We were pleased to see the

States using the 1990 objectives - either as a source for choosing

priority areas or as a model for setting State specific objectives. -

Further, we are doing all we can to assure that a strong, credible health

objectives process is ready to receive the new Administration in January.

Having been created in the late 1970s during the last administration and

implemented in the 1980s during the Reagan Administration, the process

has impexcably nonpartisan credentials.

In addition to refinement and continuation of the objectives process, we

believe other important steps should be taken by the public and private

sectors. We have formed a national consortium of over 200 organizations

that will help sharpen our focus in formilating the national health
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cojectives. The conortium include major naticnal voluntary,

professional and advisory groups, along with the State health

departments. We hope that after a sound set of Year 2000 objectives is

foxnzlated, consortium mesbers will work individually arxn collectively to

achieve the natioial goals. Response from the consortium has been

enthusiastic. We believe the consortium nmembrs' enthusiasm, coupled

with their vast experience, will be a major contribution to achievement

of the Year 2000 objectives.

Still, the remaining challenges are great and will reuire a multifaceted

approach that includes:

o additioial research into the effectiveness of health proimtion and

disease prevention programs, including cost-effectiveness analyses);

o rare attention to prevention by health care providers;

o a deeper ounmitment by employers and wokers to worksite health

prImDtion to maintain a productive, healthy wock force; and

o comprehensive sdhool health program at one ad of the life spectrum

and stronger emphasis at the other end an helping older citizens

maintain their independence and well-being.

In closing, I would like to eaphasize that disease prevention and health

promotion efforts are never really finally acc&zplihed. Rather, they
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involve an cdgoing, evolutirmary process that entails establishing goals,

setting specific objectives to aoelerate progress tcMard the goals,

minitring progress, and finally, beginning anw by reassessing aur

notion of ihat is possible and setting new goals. I would like to thank

the mnittee far this opporbmity to speak on trends in knerican health

status, the cntribtimns of the naticeal health objectives prooess to

those trends, and so of the health prazoticn issues of the future.
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Representative SCHEUER. Thank you very much, Mr. Harrell.
Now, the redoubtable Dr. Heagarty, director of pediatrics at
Harlem Hospital Center.

STATEMENT OF MARGARET C. HEAGARTY, M.D., DIRECTOR OF
PEDIATRICS, HARLEM HOSPITAL CENTER

HEALTH CARE FOR THE POOR

Dr. HEAGARTY. I'm honored to have the privilege of testifying
before this distinguished congressional committee and while I un-
derstand that you're interested in the control of health care costs,
I'm encouraged that you are also concerned about the unfortunates
of our Nation who have no health care.

Representative SCHEUER. Very much so.
Dr. HEAGARTY. I am the director of pediatrics at the Harlem Hos-

pital Center, one of the public general hospitals administered by
the New York Health and Hospitals Corp. Harlem Hospital is lo-
cated in central Harlem, a disadvantaged community of the Bor-
ough of Manhattan. My comments will have the values and the
biases of the perspective of one who works in an embattled "Hill
Street Blues"-type of medical institution, which is chronically un-
derfunded but nevertheless is also the place of last resort for the
sick poor of Harlem. And this experience may be instructive, for in
many ways the problems of health care in Harlem reflect many of
the problems of the health care delivery system in the Nation as a
whole.

Let me set the stage with a few numbers. Some 35 or 40 million
citizens under the age of 65 have no health insurance whatever,
neither private insurance nor government insurance; and 60 per-
cent of this population are either women of child-bearing age or
children. Where do they get their health care?

Well, I will give you a precise and rather trite example. Policy-
makers and in this season politicians are fond of quoting the Na-
tion's infant mortality figures, and depending upon their ideologi-
cal stripe they view with alarm or with pride. Indeed, every 2 or 3
years Congress establishes yet another commission or a study of
this matter, and several are about to report for this season, one
more time why our mortality rates are so much higher than those
of other industrialized nations and why there remain such discrep-
ancies in the rates found among women of different social classes
or minority status.

Representative SCHEUER. And economic status.
Dr. HEAGARTY. And economic status. But what do these figures

really mean?
Harlem has the highest infant mortality rate in the city of New

York. It also has many poor people without health insurance. But
the data are quite clear. Women without health insurance delay or
do not get prenatal care. And the data are equally clear, early par-
ticipation in prenatal care and good obstetrical care will reduce
infant mortality rates and, as important, reduce the rate of low
birth weight infants. And every time we reduce the rate of low
birth weight infants, we also reduce the number of chronically ill
children who suffer from a variety of handicapping conditions. And
who are these women without prenatal care? In Harlem, they are
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often immigrants from the Dominican Republic, frightened to
reveal their existence to authorities, or women who work in the
marginal service jobs that have no unions and therefore no fringe
benefits. They are the domestics who clean the middle-class homes
or care for the middle-class children, but who work "off the books"
and have no health insurance. They are the wives of the gypsy cab
drivers or the filling station gas pumpers. In other areas of the
country, in Texas for example, they are the wives whose husbands
have lost their jobs because of economic recession or dislocation.
They are legion, and they are often just making it, but they have
not given in to the welfare mode. And when they become pregnant,
they do not have the money to get prenatal care and so their in-fants begin their lives at risk.

New York City is better than many places, for it has a municipal
health care system, ostensibly designed to provide health care for
all citizens regardless of their ability to pay. That's me, that's
Harlem Hospital, but where do I get the money to pay the pediatri-
cians who care for the 40 to 50 percent of children we see in the
clinics who have no health insurance? Well, I must get the money
from the mayor, from city government, who gets the money from
taxes. And depending upon the mayor and the general economic
status of the city, I may or may not manage to get sufficient money
to pay the pediatricians or to buy the drugs or to build the clinic Imust have to fulfill my obligation to the children of Harlem.

I have been at Harlem 10 years and in that time I have acquired
a set of skills not taught in medical school, skills at legerdemain,
best described in Machiavelli's "The Prince." Let me be clear. I am
not complaining much. The process is entertaining and challeng-
ing, but as it happens, we are currently in a cycle which has been
explained to me as the mayor couldn't sell the Coliseum, the stock
market fell in October, and more recently, we have to fix the Wil-
liamsburg Bridge in which the Harlem Hospital and other munici-
pal hospitals in the city are facing substantial budget cuts to their
operating budgets. I suppose we will get through this alarum and
excursion as we have others over the years, but really it would be
much better for the children, if not for aging directors of service in
municipal hospitals, if we could decide once and for all that poor
children are as important to this Nation as rich children and that
among many other things they deserve and need adequate health
care.

Now despite my complaints and exasperation, New York isbetter than many areas of this country which do not have such
well-developed public health systems. In some States and localities
the poor are left to fend for themselves in the matter of health
care. There may be the occasional monthly public health clinic for
women and children, but if a child needs hospitalization the family
must rely upon local hospitals. And the current cost containment
efforts of government and business have placed an economic gun to
the heads of these hospitals, making health care for the poor child
even more problematic and it was never an easy task to get medi-
cal care for the poor in the absence of publicly supported facilities.

Before I close, let me make a few comments about medicaid, the
major financial source of care for the poor. When medicaid was en-acted in 1965, it was designed for what we have now come to call a
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medical "safety net" for the poor. I know that your friend the late
Wilbur Cohen, who was present at its creation, saw it as a way to
make certain that medical care was available for poor women and
children. But much has happened in the past 20 years or so, and in
fact, by now, much of the national medicaid expenditure goes to
nursing home services for the elderly rather than for direct medi-
cal care for the poor. In addition in the past decade, the program
has faltered in its stated goal of health care for the disadvantaged.
Medicaid has not been extended to some 12.6 million citizens who
live below the poverty line, never mind the 10.3 million who are
medically indigent. Moreover, the percentage of the poor covered
by medicaid has fallen dramatically since 1976 when it covered 65
percent of poor families. By 1984, only 38 percent of the disadvan-
taged were covered by medicaid.

Finally, medicaid has a fatal flaw called a means test. We don't
want any undeserving rascals to get anything for free, especially if
they are poor or of minority status. So with considerable righteous
indignation, which flares every now and then, often during politi-
cal seasons, we have developed with the help of computers a convo-
luted, bureaucratic system which seems perversely designed to pre-
vent the poor from access to this program. I suggest that if you or I
suddenly faced economic catastrophe and at the same time serious
medical problems, we, with our obvious intellectual and social
skills would be hard pressed to manage to get ourselves enrolled in
medicaid. Why should we wonder that those with less educational
background and social skills have such problems?

What do we do about all this? I must say, Congressman Scheuer,
I am puzzled that you asked me to testify, for I know that you
knew in 1976 what to do about medical care for the women and
children of this Nation. The Scheuer-Javits legislation you intro-
duced that year remains in my mind the best solution to the prob-
lems of health care for this group. Now I do understand, I suppose,
about this $400 billion deficit and I do accept, I guess, that we as a
nation are not about to embark upon any grand new social legisla-
tion in the near future. But the principles embodied in your legisla-
tion remain important. It is dumb, nationally penny wise and
pound foolish, not to provide adequate medical care for children
and their mothers-all children and all mothers. And I really don't
care how we do it. I don't care if it's the State governments. I don't
care if it's the Federal Government, through the private sector or
the public sector. However we do it, it must be simple, uniform and
easy. I do not envy your job, for you in the Congress must define
the Nation's priorities, how you will spend our money, and I do un-
derstand how complicated and conflicting these priorities can be.
But surely it is self-evident that our children must come first. That,
sir, is first a moral issue, by which history will surely judge us. It is
also a practical issue, for as you and I become vulnerable from age,
we will rely upon them for support and comfort. How can we
expect them to provide for us, if we have not given our best effort
when they were vulnerable as children? Thank you, Mr. Chairman.

[The prepared statement of Dr. Heagarty follows:]
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PREPARED STATEMENT OF MARGARET C. HEAGARTY, M.D.

I am honored to have the privilege of testifying before this

distinguished Congressional committee. While I understand that you

are interested in the control of health care costs, I am encouraged

that you are also concerned about the unfortunates of our nation who

do not have adequate health care.

I am the director of pediatrics of Harlem Hospital Center, one of

the public general hospitals administered by the New York City Health

and Hospitals Corporation. Harlem Hospital is located in Central

Harlem, a disadvantaged community of the borough of Manhattan. My

comments will have the values and the biases of the perspective of one

who works in an embattled Hill Street Blues type of medical

institution, which is chronically underfunded but nevertheless is also

the place of last resort for the sick poor of Harlem. And this

experience may instructive, for in many ways the problems of health

care in Harlem reflect many of the problems of the nation's health

care system.

Let me set the stage with a few numbers. Some 35 or 40 million

citizens under the age of 65 have no health insurance whatever,

neither private insurance nor government insurance and 60% of these

citizens are either women of childbearing age or children. Where do

they get their health care?

Well, I will give you a precise example. Policy makers and in
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this season politicians are fond of quoting the nation's infant

mortality figures. And depending upon their ideological stripe they

view with alarm or with pride. Indeed every two or three years

Congress establishes yet another commission or a study of this matter,

several are about to report for this season, one more time why our

mortality rates are so much higher than those of other industrialized

nations and why there remain such discrepancies in the rates found

among women of different social classes or minority status. But what

do all these figures really meant

Harlem has the highest infant mortality rate in the city of New

York, it also has many poor people without health insurance.

But the data are quite clear, women without health insurance delay or

do not get prenatal care. And the data are equally clear, early

participation in prenatal care and good obstetrical care will reduce

infant mortality rates and as important reduce the rate of low birth

weight infants. And every time we reduce the numbers of low birth

weight newborns, we also reduce the number of chronically ill children

who suffer a variety of handicapping conditions. And who are these

women. In Harlem they are often immigrants from the Dominican

Republic, frightened to reveal their existence to authorities, or

women who work in the marginal service jobs that have no unions and

therefore no fringe benefits, they are the domestics who clean the

middle homes or care for the middle class children, but who work "off

the books" and have no health insurance, they are the wives of the

gypsy cab drivers or the filling station gas pumpers. In other areas

of the country, in Texas for example, they are the wives whose

husbands have lost their jobs because of economic recession or

dislocation. They are legion, and they often are just making it, but
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they have not given in to the welfare mode. And when they become

pregnant, they do not have the money to get prenatal care, and so

their infants begin their lives at risk.

New York City is better than many places, for it has a

municipal health care system, ostensibly designed to provide health

care for all citizens regardless of ability to pay. That's me, that's

Harlem Hospital, but where do I get the money to pay the

pediatricians who care for the 40% to 50% of children we see in the

clinics who have no health insurance. Well, I must get the money from

the Mayor, from city government, who gets the money from taxes. And

depending upon the Mayor and the general economic status of the city,

I may or may not manage to get sufficient money to pay the

pediatricians or to buy the drugs or to build the clinic I must have

if I am fulfill my obligation to the children of Harlem. I have been

at Harlem 10 years, and in that time I have acquired a set of skills not

provided by medical school, skills at legerdemain, best described in

Machiavelli's The Prince. Let me be clear, I not complaining much,

the process is entertaining and challenging, but as it happens we are

currently in a cycle, which has been explained to me as "The mayor

couldn't sell the Coliseum, the stock market fell in October, and more

recently, we have to fix the Williamsburg Bridge" in which the Harlem

Hospital and others are facing the threat of significant cuts in their

operating budgets. I suppose we will get through this alarum and

excursion as we have the others over the years, but really it would be

better for the children, if not for aging directors of service in

municipal hospitals, if we could decide once and for all that poor

children are as important to the nation as rich children and that

88-544 0 - 89 - 15
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among other things they need adequate health care.

Now despite my complaints and exasperation, New York is better

than many areas of this country which do not have such well developed

public systems of health care. In some states and localities the poor

are left to fend for themselves in the matter of medical care. There

may be the occasional monthly public health clinic for women and

children. But if a child needs hospitalization the family must rely

upon local hospitals. And the current cost containment efforts of

government and business have placed an economic gun to the heads of

hospitals which makes medical care for poor children even more

problematic and it was never an easy task to get medical care for the

poor in the absence of publicly supported facilities.

Before I close, let me make a few comments about Medicaid, the

major financial source of care for the poor. When Medicaid was

enacted in 1965, it was designed as what we would now call a medical

"safety net" for the poor. I know that your friend the late Wilbur

Cohen, who was present at its creation, saw it as a way to make

certain that medical care was available for poor women and children.

But much has happened in the past 20 years or so, and in fact, by now,

much of the national Medicaid expenditure goes to nursing home

services for the elderly, rather than for direct medical care for the

poor. In addition in the past decade, the program has faltered in its

stated goal of coverage of all of the disadvantaged. Medicaid has not

been extended to some 12.6 million citizens who live below the poverty

line, never mind the 10.3 million who are medically indigent.

Moreover the percentage of the poor covered by Medicaid has fallen

dramatically since 1976 when it covered 65% of poor families. By

1984, only 38% of the disadvantaged were covered by Medicaid.
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Finally Medicaid has a fatal flaw called a means test. We don't want

any undeserving rascals to get anything for free, especially if they

are poor or of minority status. So with considerable righteous

indignation, which flares every now and then, often during political

seasons, we have developed with the help of computers, of course, a

convoluted, bureaucratic system which seems perversely designed to

prevent the poor from access to the program. I suggest that if you

or I suddenly faced economic catastrophe and at the same time serious

medical problems, we, with our obvious intellectual and social skills

would be hard pressed to manage to get ourselves enrolled in Medicaid.

Why should we wonder that those with less educational background and

social skills have such problems.

What do we do about all this? I must say, Congressman Scheuer,

I am puzzled that you asked me to testify, for I know that YOU knew in

1976 what to do about medical care for the women and children of this

nation. The Scheuer/Javits legislation you introduced that year

remains in my mind the best solution to the problems of health care

for this group. Now I do understand vaguely about this $400 billion

deficit and I do accept, I guess, that we as a nation are not about to

embark upon any grand social legislation in the near future. But the

principles embodied in your legislation remain important. It is dumb,

nationally penny wise and pound foolish, not to provide adequate

medical care for children and their mothers, all children and all

mothers. And I really don't care how we do it, I don't care if it's the

states or the feds, through the private or public sector, but however

we do it must be simple, uniform and easy. I do not envy your job,

for you in the Congress must define the nation's priorities, how we
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will spend our money, and I do understand how complicated and

conflicting these priorities can be.. but surely it is self evident

that our children must come first. That sir, is first a moral issue, by

which history will surely judge us. It is also a practical issue, for

as you and I become vulnerable from age, we will rely upon them for

support and comfort. How can we expect them to provide for us, if we

have not given our best effort when they were vulnerable as children.
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Representative SCHEUER. Thank you very much, Dr. Heagarty.
Mr. Jacob Feldman.

STATEMENT OF JACOB J. FELDMAN, ASSOCIATE DIRECTOR FOR
ANALYSIS AND EPIDEMIOLOGY, NATIONAL CENTER FOR
HEALTH STATISTICS, CENTERS FOR DISEASE CONTROL,
PUBLIC HEALTH SERVICE, DEPARTMENT OF HEALTH AND
HUMAN SERVICES

MORTALITY AND MORBIDITY TRENDS

Mr. FELDMAN. Thank you, Mr. Chairman. Much of what I was
planning to say in my introductory remarks has already been cov-
ered by the speakers in the first panel and, therefore, I shall
simply summarize by saying that mortality rates for older people
have been declining rapidly for the past two decades. Mr. Carozza
and others have elaborated on that.

What are the implications of this remarkable decline in mortali-
ty for the health status of the living population? This is a matter of
considerable controversy. It is not even completely clear what the
trends have been in the recent past, let alone what the future is
likely to bring. Mr. Vaupel and others in the first panel have re-
ferred to these problems. I would like to clarify some of the ambi-
guities. I shall focus on the prevalence of illness here because it is
closely related to the use of medical care, and I shall give some at-
tention to the controversy over future trends.

Mr. Binstock alluded to Dr. James Fries of Stanford, and I will
be describing his position somewhat. Dr. Fries holds that we shall
soon be delaying the onset of chronic conditions to considerably
older ages than is now the case and that this age shift will result
in a compression of morbidity. Dr. Fries operates on an assumption
very different from Mr. Vaupel's. He assumes that one's lifespan is
not going to increase much beyond 85 years.

People will on the average be spending a shorter portion of their
lives in a state of ill health than has been the case in the past. Dr.
Fries believes that the adoption of various health promotion and
disease prevention measures will postpone many lethal diseases
until such an old age that most afflicted individuals will survive for
only a relatively short period of time following onset of disease. In
other words, this is a notion of the frailty that comes with ad-
vanced age so that someone who suffers the onset of a chronic ill-
ness at an advanced age will only live for a short time. I believe
that Ms. Verbrugge will be also dealing with this issue.

The net effect according to Dr. Fries, would be an appreciable de-
cline in the prevalence of most chronic diseases. However, we are
currently experiencing a countertrend where improved survival of
individuals after the onset of illness increases the presence of
chronic conditions. It appears that people are now living longer
after they become ill. There is, for instance, evidence that on the
average, people are surviving for a longer period of time subse-
quent to a heart attack than they did in the past. Such improved
survival rates obviously tend to result in the increased prevalence
of chronic conditions. For most chronic illnesses, the knowledge re-
quired to effect complete cures or even complete rehabilitation is
not on the immediate horizon. Thus, people who survive for a long
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period of time after the onset of a chronic disease are, for the re-
mainder of their lives, generally in need of more medical care than
the average person. In addition, there are many chronic conditions
for which the ranks of the afflicted have in the past been thinned
out by elevated death rates from the complications of heart disease
or pneumonia. Mr. Binstock mentioned Alzheimer's disease and
various other mental and neurological conditions-he described the
problem of incontinence and so on. It seems likely that the im-
proved prevention and treatment of lethal conditions such as heart
disease and pneumonia would tend to increase, at least in the short
term, the prevalence of other chronic conditions that we do not yet
know how to prevent or cure.

Now in the absence of complete or very substantial cures, is the
downward pressure of health promotion and disease prevention on
the prevalence of chronic conditions greater or less than the
impact of improved survival? Will we be able in the foreseeable
future to postpone the onset of most disease to such an old age that
the prevalence of illness and the need for medical care will actual-
ly diminish? The answers to these questions depend on the success
of health promotion and disease prevention efforts as well as our
success in prolonging life for those afflicted with chronic diseases.

Permit me to illustrate the problems in predicting the future
course of disease prevalence by considering trends in diabetes. On
the basis of reports from a sample of families in the National
Health Interview Survey of the National Center for Health Statis-
tics, we estimate that in 1963 there were about 800,000 individuals
age 65 or older with diabetes. On the basis of reports by families to
the same survey in 1986, we estimate that there were by then
2,700,000 people in that age group with diabetes. Thus, in the 23
years between 1963 and 1986, the number of cases of diabetes in
that -age group has more than tripled. Obviously, some of this in-
crease is due to the increase in the size of the population aged 65
or older. That population increased about 60 percent, so we in fact
see that most of the increase is due to the prevalence. The preva-
lence in 1963 was about 5 percent among those 65 and older; by
1986, that prevalence had reached 10 percent. We have had a dou-
bling in the prevalence over that 23-year period.

Representative SCHEUER. Excuse me, Mr. Feldman. Could some
of that increase be attributable to better diagnostic procedures?

Mr. FELDMAN. Yes, I think a great deal of the increase can be
attributed to better diagnosis which has substantial consequences
for the use of health care services even if the true prevalence is not
increasing.

Representative SCHEUER. Please go ahead.
Mr. FELDMAN. Some possible explanations include: Improved de-

tection. Owing to more widespread access to medical care, greater
vigilance on the part of the medical profession, advances in meth-
ods of detection and/or greater health consciousness on the part of
the general public, a larger proportion of the total actual cases of
diabetes are now being diagnosed. The analogy to an iceberg has
frequently been employed. The diagnosed cases have been viewed
as merely the tip of the iceberg. A larger part of the iceberg may
now be showing.
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Changes in case definition. There has been a lowering of the
threshold for the diagnosis of diabetes. This has not been major but
there has been some of that. Cases are now being treated that
would not have been treated in the past. You earlier referred to
elevated cholesterol levels. Certainly the standards for treatment
have changed radically for cholesterol and high blood pressure.
Again, there has been a change in the standards for treatment.

Cases of the disease have been developing in a larger proportion
of the population than in the past. That's increased incidence.
There is very little evidence for that in the case of diabetes, but it
is an explanation that needs to be explored.

Finally, improved survival. Individuals are living for a longer
period of time subsequent to the onset of the condition. In the past,
heart disease thinned the population a great deal of those with dia-
betes. With the improvement in the prevention and the manage-
ment of heart disease, that has clearly had much less of an effect.
Improved survival together with the improved detection are clearly
the two main reasons for the upturn in diabetes prevalence.

Now I think it is important to recognize the potential conse-
quences of these countertrends. Certainly, improved detection of
disease and lowering the threshold for the definition of a case can
result in a marked increase in the effective demand for medical
care in the absence of any real change in the disease process. Simi-
larly, advances in medical technology, changes in treatment stand-
ards or conventions, and changes in access to care can be major de-
terminants of changes in the use of medical services.

I do not wish to give the impression that the large increase in
the reported prevalence of diabetes is typical of all chronic condi-
tions. Some conditions have undoubtedly become less common
during the past two decades. At the same time, we must remember
that declining mortality from any particular disease, in and of
itself, tells us very little about trends in prevalence for that disease
or any other disease. The rapid decline in mortality from heart dis-
ease, perhaps the most remarkable health phenomenon of the past
two decades, has been accompanied by an increase in the preva-
lence of reported heart disease. In other words, our surveys find
more people with a diagnosis of heart disease and being treated for
heart disease than in the past. There is now a higher rate than
ever.

The successful management of high blood pressure has probably
been one of the factors responsible for the decline in heart disease
mortality. For the entire gamut of reasons listed above in connec-
tion with diabetes, the prevalence of reported hypertension has
been increasing.

The situation with regard to functional limitations has been
similar to that of chronic disease prevalence. Functional limita-
tions are also either staying at the same level or increasing.

We should not extrapolate the trends of the past two decades. It
is conceivable that as we learn more about how to prevent or delay
the onset of disease and as we become more successful in gaining
adherence to healthy regimens, the trends in prevalence will turn
downward. We should keep in mind that, had we been enjoying im-
proving survival rates without an accompanying postponement in
the onset of disease, prevalence rates for some conditions would
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have been growing much faster than they have. But, I personally
believe that the value of prevention and of life-saving procedures
should not be assessed in terms of the prevalence of chronic condi-
tions or functional limitations. Delaying or preventing the onset of
disease and improving survival rates for people who become ill are
intrinsically desirable whether they result, in the long run, in a
net reduction or net increase in medical care costs. In any case, as
I have suggested in the foregoing, there are a great many other fac-
tors that have as much, if not more, influence on medical costs
than have disease rates.

This concludes my formal remarks and I will be available for any
questions.

[The prepared statement of Mr. Feldman follows:]
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PREPARED STATEMENT OF JACOB J. FELDMAN

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE:

I appreciate the opportunity to appear before you to discuss trends in health

status among the elderly and some of the implications of these trends. I am

Jacob J. Feldman Ph.D., Associate Director for Analysis and Epidemiology of

the National Center for Health Statistics (NCHS). a part of the Centers for

Disease Control. NCHS is the nation's principal health statistics agency,

with broad responsibility for monitoring the health of the nation.

I have been asked to present the evidence regarding health trends among the

older segments of the population. Mortality rates for this group have been

declining rapidly for the past two decades. For instance, according to the

mortality rates of 1968, a 65 year old man could at that time have expected to

live another 12.8 years; that is, until almost his 78th birthday. Under

current mortality rates, life expectancy at age 65 is about two years greater;

a 65-year-old man can now expect to live until nearly age 80. While this

two-year increase in life expectancy may not appear very large, consider that

life expectancy for men at age 65 increased by less than two years over the

first seven decades of this century. The trend for women has been quite

similar to the trend for men; in 1968, life expectancy at age 65 was 16.6

years. It has increased by about two years since that time.

What are the implications of this remarkable.decline in mortality for the

health status of the living population in the older age groups? This is a

matter of considerable controversy. It is not completely clear what the trends

have been in the recent past, let alone what the future is likely to bring. I

would like to clarify some of the ambiguities surrounding this issue.
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The first issue pertains to the definition of health status. There are a

number of useful ways of characterizing the health of a population group

during a given time period. Since the major focus of these hearings is on the

implications of trends in health status for the health care costs that may be

incurred in the future by older people, I shall concentrate on the prevalence

of chronic diseases in that group. By the prevalence of a condition I mean

the number of individuals with that condition at a given time. This measure

can be stated as a count of afflicted individuals, as a percent of a given

population group, or as a rate. For instance, we have estimated that there

were about 2,700,000 individuals aged 65 or older in the noninstitutional

population in 1986 who believed themselves to have diabetes, and had been so-

diagnosed by a physician. That constitutes about 10 percent of the

noninstitutional population in that age group. These prevalence estimates are

based on the 1986 National Health Interview Survey conducted by the National

Center for Health Statistics. While many alternative measures of ill-health

have their proponents, the prevalence of particular chronic conditions is most

useful because it can be closely related to the use of such services as

short-term hospitals, ambulatory physician services, and prescribed

pharmaceutical products.

I indicated earlier that there-is considerable controversy over past and

future trends in health status. Those at one pole hold that we shall soon be

delaying the onset of chronic conditions to considerably older ages than is

now the case and that this age shift will result in a compression of

morbidity; that is. people will, on the average, be spending a shorter period

of their lives in a state of ill-health than has been the case in the past. It

is believed by the proponents of this position that the adoption of various
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health promotion and disease prevention measures will delay the onset of a

number of lethal diseases until such an old age that most afflicted

individuals will survive for only a relatively short period of time following

onset. Their terminal illnesses would thereby constitute considerably less of

a burden to the society than is now generally the case. According to this

scenario, death rates up to about ages 80 or 85 will continue to decline, but

death rates at older ages will increase above their current levels. The net

effect of the various trends would be an appreciable decline in the prevalence

of most chronic diseases for the age groups of concern to us here today.

Within a population, the improved survival of individuals after the onset of

illness would tend to increase the prevalence of chronic conditions, while at

the same time, the delayed onset of illness would tend to decrease that

prevalence. The theory of the compression of morbidity assumes that in the

future people will generally remain alive in a diseased state for a shorter

duration than at present. It appears that people are now living longer even

after the onset of illness. There is, for instance, evidence that on the

average, people are surviving for a longer period of time subsequent to a

heart attack or other manifestations of the onset of heart disease than they

did in the past. Such improved survival rates obviously tend to result in the

increased prevalence of chronic conditions. For many chronic illnesses, the

knowledge required to effect complete cures is not on the immediate horizon.

Thus, people who survive for a long period of time after the onset of a

chronic disease are generally in need of more medical care than the average

person for the rest of their lives. In addition, there are chronic conditions

that are not in and of themselves immediately lethal but for which the ranks

of the afflicted have in the past been thinned by elevated death rates from
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heart disease and pneumonia. Aizheimer's disease and various other mental and

neurological conditions are examples of this phenomenon. It seems likely that

the improved preventior and treatment of lethal conditions such as heart

disease and pneumonia would tend to increase at least in the short term, the

prevalence of such other chronic conditions that we do not know how to prevent

or cure.

It is difficult to gauge the balance of the two opposing forces with regard to

the prevalence of chronic conditions in the older population. In the absence

of complete or very substantial cures, is the downward pressure of health

promotion and disease prevention on the prevalence of chronic conditions

greater or less than the impact of improved survival? Will we be able in the

foreseeable future to postpone the onset of most disease to such an old age

that the prevalence of illness and the need for medical care will actually

diminish? The-answers to these questions depend on the success of health

promotion and disease prevention efforts as well as our success in prolonging

life for those afflicted with chronic diseases.

Permit me to illustrate the problems in predicting the future course of

disease prevalence by considering trends in diabetes, a disease for which we

have somewhat better data than for most others. On the basis of reports from

a sample of families in the 1963 National Health Interview Survey, we estimate

that there were about 800,000 individuals age 65 or older with diabetes at

that time. On the basis of reports by families to the same survey in 1986, we

estimate that there were by then 2,700,000 cases among individuals who were

65 or older. Thus, in the 23 years between 1963 and 1986, the number of cases

of diabetes in that age group has more than tripled. Obviously some of this
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increase is due to the increase in the size of the population aged 65 or

older. That population grew by only about 60 percent over the time period;

thus, the change in population can account for only a relatively small part

of the increase in the number of older diabetics. Most of the increase in the

number of cases appears to reflect the increase in the prevalence rate. We

estimate that in 1963, five percent of those aged 65 or older had diabetes; we

estimate that figure had reached 10 percent by 1986. Thus, we appear to have

had a doubling of the prevalence rate. Due in part to the decline over the

past two decades in the death rates experienced by older people, there has

been a shift towards the "older" old among those aged 65 and over. While

this shift has general implications for the demand for health services, it was

not large enough to account for more than a small part of the increase in the

prevalence rate for diabetes.-

We don't really understand why the prevalence rate doubled. Among the

explanations that need to be considered are the following:

1. Improved detection: Owing to more widespread access to

medical care, greater vigilance on the part of the medical

profession, advances in methods of detection, and/or greater

health consciousness on the part of the general public, a

larger proportion of the total actual cases of diabetes are

now being diagnosed. The analogy to an iceberg has frequently

been employed; the diagnosed cases have been viewed as merely

the tip of the iceberg. A larger part of the iceberg may now

be showing.
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2. Chanqe in case definition: There has been a lowering of the

threshold for the diagnosis of diabetes. The medical

profession currently views as warranting management and

treatment cases that would have in the past been viewed as

within the normal range.

3. Increase in incidence: Cases of the disease have been

developing in a larger proportion of the population than in

the past.

4. Improved survival: Individuals are living for a longer period

of time subsequent to the onset of the condition.

Improved survival and improved detection have almost certainly both played a

major role in the extraordinary increase in diabetes prevalence. While I have

focused in this presentation on the impact of improved survival on the

prevalence of chronic conditions, the other forces listed above can also have

an impact on the use of medical care.>~Certainly, improved detection of

disease and changes in the definition of a case can result in a marked

increase in the effective demand for medical care in the absence of any real

change in the disease process. Similarly, advances in medical technology,

changes in treatment standards or conventions, and changes in access to care

can be major determinants of changes in the use of medical services.

I do not wish to give the impression that the large increase in the reported

prevalence of diabetes is typical of all chronic conditions. Some conditions

have undoubtedly become less common during the past two decades. At the same
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time, we must remember that declining mortality from any particular disease,

in and of itself, tells us very little about trends in prevalence for that

disease or any other disease. The rapid decline in mortality from heart

disease, perhaps the most remarkable health phenomenon of the past two

decades, has been accompanied by an increase in the prevalence of reported

heart disease. tThe successful management of high blood pressure has probably

been one of the factors responsible for the decline in heart disease

mortality; for the entire gamut of reasons listed above in connection with

diabetes, the prevalence of reported hypertension has been increasing.

While I have dealt here only with disease prevalence, the situation with

respect to functional limitations is rather similar. People with various

types of impairments are generally living longer than in the past. Only to

the extent that we can make major progress in postponing the onset of such

limitations or in rehabilitating the afflicted will we see a reduction in the

rate of disability. Up to the present time, the effects of prolonging life

among those with functional limitations appears to have approximately balanced

any effects of prevention and rehabilitation.

We should not extrapolate the trends of the past two decades. It is

conceivable that as we learn more about how to prevent or delay the onset of

disease and as we become more successful in gaining adherence to healthy

regimens, the trends in prevalence will turn downward. We should keep in mind

that, had we been enjoying improving survival rates without an accompanying

postponement in the onset of disease, prevalence rates for some conditions

would have been growing much faster than they have. But, I personally

believe that the value of prevention and of life-saving procedures should not

be assessed in terms of the prevalence of chronic conditions or functional
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limitations. Delaying or preventing the onset of disease and improving

survival rates for people who become ill are intrinsically desirable whether

they result, in the long run, in a net reduction or net increase in medical

care costs. In any case, as I have suggested in the foregoing, there are a

great many other factors that have as much, if not more, influence on medical

care costs than have disease rates.

Mr. Chairman, this concludes my formal testimony. I will be glad to try to

answer any questions you or other members of the Subcommittee may have.
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Representative SCHEUER. Thank you very much, Mr. Feldman.
Now we will hear from Ms. Verbrugge.

STATEMENT OF LOIS M. VERBRUGGE, ASSOCIATE RESEARCH
SCIENTIST, INSTITUTE OF GERONTOLOGY, UNIVERSITY OF
MICHIGAN

Ms. VERBRUGGE. Mr. Chairman, some of my comments will reit-
erate past themes but repetition only reflects the interest and con-
cerns of the academic community and needs for research and also
congressional attention.

What has been happening over the past 30 years to middle-aged
and older adults' health? How are population morbidity and popu-
lation mortality linked to each other? What are the future pros-
pects for health and disability in these age groups?

I'm going to begin with theory rather than numbers, about the
links between morbidity and mortality. People of a given age vary
in their frailty; that is, their vulnerability to disease and death,
whether based on genetic or acquired reasons. Placed together in a
society, a whole population of individuals is very heterogeneous in
its robustness. Frailer individuals in a birth cohort or a group die
sooner, and over time a group ends up with individuals more and
more strongly selected for robustness. The' selection is especially
strong at elderly ages; those who remain in the population at ages
80 and 85 are really very special folks in terms of intrinsic frailty.

When mortality rates are high in a population, selection operates
very vigorously, winnowing with a wide sieve. By contrast, in a so-
ciety like ours, where mortality rates are low, the winnowing is far
less energetic, and people with multiple chronic conditions, physi-
cal dysfunctions, and social disabilities often stay alive for many
years.

I'm going to now give this theory some real-world dynamics and
data. In the late 1960's, as we all know, U.S. mortality rates took a
very unexpected turn downward, especially for the older popula-
tion. It's now widely agreed that the main reasons for those down-
turns were better control in circulatory conditions, more wide-
spread access to medical care, and also to some extent personal life-
style behaviors.

At the same time, one asks, what has happened to health over
the same period in which we have experienced major mortality de-
clines? As a preface to answering that, we need to distinguish three
kinds of health prevention, since they influence the morbidity-mor-
tality linkage in different ways.

So let's start with what's called tertiary prevention; this is
saving people at the very brink of death. It's often called heroic
care. Death is deterred in this case for just a little while, without
influencing the principal disease process at all. People live a little
bit longer, but not very much longer. And relatively few people get
heroic care. So the impact of tertiary prevention on mortality and
morbidity is actually quite small. It reduces mortality just a little
and raises morbidity and disability just a little as well.

A contrast is secondary prevention, which is the control of fatal
chronic diseases so they advance less rapidly. This is a cardinal fea-
ture of contemporary medical care both in this decade and the past
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few decades. So people survive better, but they live many more
years with a given chronic condition. Significant advances in sec-
ondary prevention have very profound and opposite effects on mor-
bidity and mortality, dropping mortality substantially. At the same
time, one can anticipate marked increases in morbidity and disabil-
ity in a population, simply because the sick people are staying
alive-staying with us rather than departing.

Primary prevention, of course, is our dream. This aims at pre-
venting the clinical onset of diseases. Whether it's accomplished by
medical or personal behaviors, primary prevention works in a very
different way from the other two kinds. It diminishes both morbidi-
ty and mortality. People aren't sick and people don't easily die.

Now, because the skill of contemporary medicine lies in second-
ary and tertiary care-and that's what doctors are proud of and
medical researchers are proud of-and also because lifestyle
changes put into people's lives in the 1960's and 1970's are more
likely to have helped control disease than actually prevent them
entirely, it's logical to conclude that our recent mortality declines
have been accompanied by a greater social burden of illness, espe-
cially for the older age groups.

What do the data say? Health trends for the United States large-
ly but unevenly support this theory. A number of scientists have
turned to the National Health Interview Survey, which Mr. Feld-
man mentioned, which is our only major source for trend data. It is
the best source for trend data in the United States since it has
been conducted continuously since.1957. Consistently, researchers
find that there have been increases in short-term disability for
middle-aged and older people, largely since about 1970. More strik-
ing are the indicators .of long-term disability. That means major
limitations in one's ability to work, do housework, or secondary ac-
tivities. Those. show pronounced increases for the middle-aged
group and evident, but smaller, increases for older age groups.

At the same time, prevalence rates for most fatal diseases have
risen, and rates have risen also for major nonfatal conditions, such
as arthritis and musculoskeletal conditions. There is no good
reason to think that risk factors for the fatal and nonfatal condi-
tions have changed so that their incidence has increased. So most
of our minds turn, in other words, to explaining the prevalence in-
crease by the fact that people are living longer with whatever con-
dition is of concern.

There are a variety of reasons lying behind these trends which
are in my testimony and Jack's as well, and the trends are not as
clear as one would hope. Nonetheless, it is the consensus of numer-
ous scientists that declining mortality is one of the major candi-
dates behind worsening trends in population health for middle-age
and older people.

FUTURE MORTALITY AND MORBIDITY TRENDS

What about the future? Here is my own judgment in the matter.
The next 50 years or so will be largely a continuation of current
trends. Discontinuity doesn't happen easily in a great big popula-
tion. Mortality gains are going to continue to be mirrored by an in-
crease in the prevalence in disease and disability. Somewhat later
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there may be an intermediate zone with powerful pushes from both
medical control and also primary prevention. Then we may see
larger proportions of older people both in very ill health and alsovery vigorous health. In other words, an increase at both poles of
health. That's not going to happen soon, but it is in the future that
we can anticipate.

The far future may indeed entail delay of disease onset for a lotof people until near the end of their lives. Researchers call this the
compression of morbidity, but such a wonderful scenario is not
near at hand. It is too far off even for the youngest citizens now
with us to anticipate.

But something important has been left out of my comments so
far. When we consider the links between morbidity and mortality,
we talk about fatal conditions. Fatal conditions are traveling be-tween those two points. Where are arthritis, hearing impairment,
chronic low back pain, and the many other conditions that bother
but do not kill? Less research attention goes to nonkiller diseases
and impairments than to killers, so our knowledge of the risks and
remedies for the nonkillers is always less abundant. Presuming
that we learn more about the etiology of killers and that that
knowledge gets incorporated into medical care and personal lives
over the long run, we're gradually going to see a change in the dis-
tribution of chronic diseases that older people have. Nonfatal con-
ditions are going to ascend in prominence in people's lives and alsohealth statistics, and that's a very important point.

Arthritis especially has to be mentioned because it is the most
prevalent and the most often limiting condition for middle-aged
and older people, surpassing any other disease that anyone has
mentioned today. There is no sign that medical research or lifestyle
behaviors will change that situation for arthritis. The future holds
a great deal of arthritic pain and disability for the U.S. population.

I'm going to conclude by saying something about how we must
distinguish between aggregate or social views of changes of the
future and individual views. Let me be explicit.

Although anticipated medical and personal efforts to control dis-
ease will often result in worsening health statistics for the United
States, they will lessen the average discomfort and disability expe-
rienced by individuals. There will be a shift toward mildness. Al-
though older people will be ill and disabled, and counted as such in
statistics, they will have milder disabilities and illnesses than
before. But achieving that outcome will depend very much on how
much attention our society gives to disability as well as disease.
Most of our medical research has been focused on disease, but we
have to turn our attention to disability. Efforts must be made to
provide a whole array of services and opportunities to keep people
who have chronic conditions living independently and with maxi-
mal possible function.

If we choose to keep people alive, and we accept the fact that
they will have chronic conditions because we aren't going to figure
out how to get rid of them very fast, then we have to also choose to
provide a milieu in which people can live a satisfying and very pro-
ductive late life.

[The prepared statement of Ms. Verbrugge follows:]
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PREPARED STATEMENT OF LOIS M. VERBRUGGE

What has been happening over the past 30 years to middle-aged

and older adults' health? How are population morbidity (by that, I

mean prevalence of chronic health problems) and population mortality

linked to each other? What are the future prospects for health and

disability in these age groups?

Let me begin with sound theory about the links between

morbidity and mortality: People of a given age vary in their

frailty; that is, their vulnerability to disease and death. A

particular individual's level of frailty comes about from some mix

of genetic and acquired-in-life reasons. Placed together in a

society, a whole population of individuals is heterogeneous in its

robustness; some people are better able to stand fast in face of

health insults, while others are less so. Frailer individuals in a

group (birth cohort) die sooner, and over time a group ends up with

individuals more and more strongly selected for robustness. The

selection is especially strong at older ages; those who remain at

ages 80 and 85 are quite special folks.

When mortality rates are high in a population, selection

operates vigorously, winnowing with a wide sieve. By contrast, in a

society like ours, where mortality rates are low, the winnowing is

far less energetic, and people with multiple chronic conditions,

physical dsyfunctions, and social disabilities often stay alive for

many years. This not only produces protracted individual -level

discomfort and limitation, but also a large social burden of disease

and disability.

Let us give this theory some real-world dynamics and data. In

the late 1960's, U.S. mortality rates took an unexpected turn

downwards, especially for the older population (ages 65t). Other

developed countries also show improving mortality in the 1970's and

1980's. It is now widely agreed that these improvements have come

about through a combination of medical progress in control of fatal

circulatory diseases, more widespread access to medical care, and

better personal lifestyle behaviors (such as improved nutrition and

less smoking). Abrupt changes in mortality, such as our recent

ones, are more likely due to medical progress than personal

practices, which shift slowly in a population and usually require

years of devotion before they pay off in terms of health and

longevity. Thus, the main initiating factors of our new mortality

declines are probably medical, and lifestyle practices have helped

continue them.
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What has happened to health? As a preface to answering that,
we need to distinguish three kinds of health prevention, since they
influence the morbidity-mortality linkage in different ways.

(I) Tertiary prevention is saving people at the brink of death
by costly medical measures, either by maintaining basic life
processes (called heroic care) or by curing/averting fatal
complications of certain diseases. Death is deterred a little
while, without influencing the principal disease process at all.
Extremely ill people stay in the alive population for a time, then
die anyway. Great advances have been made in tertiary care over the
past several decades. But relatively few people actually get this
kind of intensive care. Thus, improvements in tertiary care cause
mortality rates to drop only a little, and they increase population
morbidity and disability only a little (though certainly at the
'high' end).

(2) Secondary prevention is control of fatal chronic diseases
so they advance less rapidly. This is a cardinal feature of
contemporary medical research and practice, in this decade and
recent ones. People survive better (thus, lower case fatality), but
then have a disease more years of their lives. Significant advances
in secondary prevention have profound and opposite effects on
population mortality and morbidity, pushing the first downward and
the second upward. Prevalence of disease and disability rises
because larger percents of ill people in an age group stay alive,
and are here to report their health problems in surveys and medical
records.

(3) Primary prevention is our dream: to prevent the clinical
onset of diseases.. Whether accomplished by medical or personal
practices, primary prevention works in a very different way from the
other two forms. It reduces not just mortality but also morbidity
and disability as well. People are simply not sick.

In short, secondary prevention has -the most potential for
producing inverse, or opposite, shifts in population morbidity and
mortality. The more deaths are delayed due to therapeutic
interventions, the more 'marginal survivors' stay in the population.
Because the skill of contemporary medicine lies in secondary and
tertiary care, and also because lifestyle changes among older
cohorts in the past few decades are more likely to have helped
control diseases than prevent them entirely, it is logical to
conclude that our recent mortality declines have resulted in a
greater social burden of illness, especially among older adults.
Ill people have been saved, and population frailty increased.

Health trends for the U.S.: support this theory. A number of
scientists have turned to the National Health Interview Survey,
conducted continuously since 1957, to track trends. Consistently,
they find evidence that short-term disability (days of cutting down
regular activities due to illness and injury, and bed days due to
same) has increased for middle-aged and older people, largely since
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1970. More striking are indicators of long-term disability, such as

complete and partial limitations in job activity, housework, and

secondary activities. These show pronounced increases among middle-

aged men and women, and evident, but smaller, rises for older

people. For middle-aged people, disability has risen fastest at
severe levels; for older people, at mild ones.

Prevalence rates for most fatal diseases (leading causes of

death such as diseases of heart, diabetes, cerebrovascular disease,

and so on) have increased. The same is true for prominent nonfatal

diseases, especially arthritis and other musculoskeletal conditions.

Rises in prevalence come about by increased incidence and/or
increased duration. There is no good reason to assert that risk

factors have risen dramatically to increase incidence; thus, most of

the prevalence increase is likely due to people having a disease for

more years of their lives.

What lies behind these statistics of worsening health? (1) As

just discussed, mortality declines are certainly a strong candidate;

many sick people have been rescued from early death. Sick or not,

longer lives also elevate people's chances of acquiring new chronic

conditions, and of ending up with multiple conditions and some

disability. But other reasons figure as well: (2) People are now
more aware of their chronic diseases than before, due to improved

diagnostic techniques, more frequent *vists to physicians, and more

frankness by physicians. Greater awat~re-ess leads to higher

reporting in surveys and thus higher prevalence rates. (Those rates

are not 'false' or artifactual, but actually truer than before.)

(3) People may be more willing and able to adopt the sick role, both
for short periods and long ones, than several decades ago. There

are ampler- social supports for disability, and public attitudes

about long-term disability have become- more gracious. (4)
Improvements ion interviewing and survey design may elicit fuller

reports of illness and disability.

It is important to remember that the trends are somewhat

uneven, and there is certaiW4y a variety of possible reasons behind
them. But, mortality declines are undoubtedly a key factor. In a

society like ours, with medicine achieving disease control rather

than cure or initial prevention, it is certain (in my mind and many

others') that longer lifetmeans worsening population health.

What about the future? Here is my- judgment. As the three

forces of prevention ascend and fade in their (absolute and

relative) importance, the links between morbidity and mortality will

shift. To be explicit, the near future of 50 years or so will be

largely a continuation of the current situation. Mortality gains

will be mirrored by increases in prevalence of disease and

disability. Somewhat later, there may be an intermediate zone with

powerful pushes from both medical control and also primary
prevention. We may then see larger proportions of older people in

very poor health and vigorous health; thus, an increase at both

poles of health. Though secondary and primary prevention will both
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drive mortality rates down, they have competing impact on morbidity
(the former making it rise, the latter making it fall). It is hard
to know how health statistics will change in this situation. The
far future may Indeed entail delay of disease onset for most people
until near life's end. Researchers call this the 'compression of
morbidity'. But such a wonderful scenario is not near at hand; it
is too far off for even our youngest citizens to anticipate.

Something important has been left out of this discussion so far.
When considering the links between morbidity and mortality, we look
at fatal diseases and ignore nonfatal ones. Where are arthritis,
hearing impairment, chronic low back pain, and the many other
conditions that bother but do not kill? Less research attention
goes to nonkiller diseases and impairments than to killers, so our
knowledge of risks and remedies for the nonkillers is always less
abundant. Presuming that the causes, development, and control of
circulatory conditions, and maybe even cancer, will be known sooner
than for arthritis, incontinence, osteoporosis, and their kin, and
that this knowledge is incorporated into medical practice and
lifestyles, we will gradually see the distribution of conditions
shift in the population. Nonfatal ones will ascend in prominence,
in both health statistics and individuals' lives. These diseases
and impairments cause a vast amount of pain and disability, and
longer lives will increase people's chances of having to contend
with them.

Arthritis especially must be mentioned. It is the most
prevalent and most common limiting chronic condition for middle-aged
and older people, surpassing all fatal and all other nonfatal
problems. There is no sign that medical research or lifestyle
behaviors will change that situation; the future holds a great deal
of arthritis pain and disability for the U.S. population.

It is also important to distinguish the aggregate social
perspective from the individual one. Although anticipated medical
and personal efforts to control disease progress will often result
in worsening health statistics for the whole population, they will
lessen the average discomfort and disability experienced by
individuals. There will be a shift toward mildness. Though ill and
disabled, and counted as such in health statistics, elderly people
will have milder problems than today's elderly. But achieving this
will depend on how much attention our society gives to disability ,
as well as disease. Efforts must be aimed not just at disease
prevention (by primary, secondary, and tertiary routes), but also at
providing a full array of services and opportunities to keep people
who have chronic conditions litving independently and with maximal
possible function. More years of life and less progressive disease
are a small gain if one cannot ambulate, reach for and grasp
objects, or accomplish cherished discretionary and basic activities.
If we choose to keep people alive, and accept the fact they will
have chronic health problems (because our knowledge of disease
causes is limited), then we must also choose to provide a milieu for
productive and satisfying activity in the many years of late life.
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Representative SCHEUER. Well, that's fascinating. What kind of a
milieu do you have in mind?

MS. VERBRUGGE. I think the first panel alluded to productive ac-
tivities of older years. The other end one must also consider people
who really have diseases and have disabilities, not necessarily
those that Mr. Binstock mentioned which are the basic activities of
daily life, toileting and eating; but also lesser disabilities, when a
person has to give up a cherished hobby even if it might be golf. If
that is a hobby that has been the basis of much fruitful and satisfy-
ing activity, it should be just as much our attention as the more
severe disabilities a person has.

So that's an appeal. It's not giving a solution. It's really an
appeal that one has to look at disability with a wide scope, not just
a narrow scope of making sure people are able to toilet and eat and
dress themselves.

Representative SCHEUER. Very interesting. Well, this has been a
wonderful panel.

DISABILITY RESEARCH AND CARE

Can I ask all of you, starting with Ms. Verbrugge, how do you
direct medical research, medical care, and medical technology
toward disability?

Ms. VERBRUGGE. There's a new name for this kind of research
and science. We are now calling it the "epidemiology of disability,"
instead of learning about the causes of disease onset, which is the
classic work of epidemiology. We are now asking what is the cause
of onset of disability? What are the dynamics of disability? This is
a very different situation from classic epidemiology. You don't just
get disabled; you can get "undisabled." You have the chance of re-
turns to function. So researchers are becoming very interested in
trying to get long-term data on individuals that track people's
losses and gains of functions.

From a research standpoint, that's a statement I would make.
We have to have more data that watch the natural course of dis-
ability in people's lives and find out what draws them back to func-
tion, whether it's medical or their own personal coping behaviors.
Much of how people handle diseases happens at home, not at physi-
cians' offices.

Representative SCHEUER. Much of what?
Ms. VERBRUGGE. Much of what happens to disability and the care

of diseases is what you do and you craft in your own imagination
and will, rather than what a physician can offer you. The physi-
cian's repertoire of handling chronic diseases is really quite slim.
They can take away pain but cannot do much more about the
course of most chronic diseases. So what happens with you in your
late life and how you handle it is very much up to you and para-
professionals, rather than what classic medicine can offer to you.

Representative SCHEUER. Well, I don't know if you were sitting
here during the first panel, but I suggested that one of the long-
term answers to both the cost of health care and the attractiveness
and appropriateness of health care for the long-term disabled
would be more use of paraprofessionals, of the elderly well taking
care of the elderly infirm and disabled or whatever. It seems to me
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that an elderly well person with a disabled person at home could
craft the kind of environment that would be most salubrious and
most supportive of that person.

Could you give us any specific examples of what you're talking
about?

Ms. VERBRUGGE. In terms of government aid to disabled people,
the array of opportunities has to be very heterogeneous so it can
help people who not only have mild disabilities but severe ones.
People with mild disabilities, of course, are more numerous among
us. They're the people who with just a little bit of aid-maybe to
find a day care center to take care of them for a certain number of
hours-get along very well and very happily for the rest of their
lives. It's an issue of opening up the gates and not worrying about
only severely disabled individuals, but also the less severe ones.
They don't need money and they don't need medical care. They
need the opportunities and the small bits of assistance.

I'm not adept on issues of health services. I'm better on the
health statistics side, so maybe others will have better ideas.

Mr. FELDMAN. Well, earlier in the first panel Mr. Binstock did
discuss rehabilitation and he felt that there was still a great deal of
unrealized potential with regard to rehabilitation and I would like
to second that.

I think that insufficient research attention is given to developing
techniques of physical therapy and other related types of activities.
I think greater access to those activities is possible.

Let's take a condition that Ms. Verbrugge discussed, arthritis.
There is a potential there for people having somewhat reduced im-
pairment, even though there may not be a cure, and it is possible
that professional services such as physical therapy and also pros-
thetic devices, also changes in the home environment, can make
life much easier and having the person require much less assist-
ance.

Dr. HEAGARTY. Mr. Chairman, I have no idea what I'm doing
here in the middle of all these folks interested in the elderly, and I
feel slightly outnumbered, but the issue with children is different.
The issue of disability with children often has to do with the peren-
nial scientific question of nature versus nurture, that is, genetics
versus the environment.

We, as a society, have not figured out how to protect our chil-
dren. Starting, as I indicated in my prepared statement, to the pro-
vision-the simple-minded thing, we know how to do, where the
data are there and we know how to do it. We have to make certain
that every woman in this country gets prenatal care and if we do
that we will lower the disability rates of children. And the disabil-
ity rates of children, if the gentleman from Massachusetts who was
talking about his daughter is right, a disabled child who's mentally
retarded or who even just has an IQ of 70-we just knock off a few
brain cells because he's 4 pounds instead of 6 pounds, just a few-
what makes him dysfunctional in a highly technological society, an
IQ of 80 is a handicap. It wasn't 100 years ago, but it is now. He
could live to be 100 and that is real disability.
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INSUFFICIENT FAMILY PLANNING

Representative SCHEUER. Well, you're not really quite so much
alone, Dr. Heagarty. You heard Mr. Harrell say that one of the
goals that we haven't achieved is our family planning goals.

Dr. HEAGARTY. We certainly have done very little around family
planning, around the infant mortality rate, and I think Julius
Richmond in 1978 or 1980 was saying that we would wipe it out
and it would be wonderful, and we're really not making any
progress there.

Representative SCHEUER. I didn't want you to think you were
alone in this panel.

Dr. HEAGARTY. No, no. I was just being facetious, as usual.
Representative SCHEUER. Right.
Mr. HARRELL. This interest is cradle to grave, when you were

talking about your notion of--
Representative SCHEUER. Why do you think we have failed to

achieve our family planning goals as well as our infant mortality
goals?

Dr. HEAGARTY. I think that the social class differences in the de-
livery of health care have worsened, rather than bettered, over the
last 10 years. And that particular social class group is the group at
risk-by social class barriers, never mind access to health care-for
morbidity and perinatal morbidity and mortality.

BARRIERS TO PRENATAL CARE

We have not done well in the last 10 years in getting services to
that population that is poor. We have gone backward.

Representative SCHEUER. Is that due in major part to the fact
that the services simply aren't available or is it due in significant
part because people are there and they know a hospital exists only
eight blocks away and here is a well, pregnant 15-year-old, 14-year-
old, or 13-year-old-you know she's pregnant and the hospital is a
5-minute walk and she doesn't go. Which is it, or is it both?

Dr. HEAGARTY. Well, of course, it's both, but the Institute of Med-
icine is about to put out a monograph on prenatal care and so I
have just reviewed all that data. The data show that there are a
series of barriers to the delivery of prenatal care specifically.

The first and most important barrier is the financial barrier na-
tionally. There are places in this country where you cannot get pre-
natal care unless you have money and there are many women--

Representative SCHEUER. That's certainly not true in cities.
Dr. HEAGARTY. It is true in some cities. It is less true, as I sug-

gested, in New York City, but it is certainly true in major cities in
this country.

Representative SCHEUER. Major cities?
Dr. HEAGARTY. Yes; Miami.
Representative SCHEUER. They don't have public hospitals there?
Dr. HEAGARTY. They have one public hospital for a major metro-

politan area. There is one public hospital in the city of Houston,
and if you live in suburban Houston and you're poor or you're an
illegal alien, you're going to have a devil of a time getting prenatal
care.
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There's a series of financial barriers that are clearly preeminent
and are just money-just money-not big-time money, just money.

Then there's a series of bureaucratic barriers, as I suggested. We
have invented systems that nobody can understand. I was talking
to somebody who was talking with the folks in North Carolina
about the medicaid program. Medicaid, it turns out, in North Caro-
lina-I'm told, this is hearsay-will provide for prenatal care but it
won't provide for syringes or insulin or urine dipsticks or urine
testing for a woman with gestational or diabetes or pregnancy.
Now that's dumb.

Representative SCHEUER. It's aberational.
Dr. HEAGARTY. But the whole system is filled with those abera-

tions. It's an incremental, sort of put it together, piecemeal, to the
point that nobody can understand it. And you could not get your-
self on medicaid, Congressman Scheuer, I'll just bet you, if you sud-
denly became bankrupt and had a kidney stone, you'd have a devil
of a time figuring out how to do it.

Then there are a series of lifestyle behavior barriers that are
quite marginal compared to the institutional and the organization-
al complexities and the financial barrier. We know how to prevent
substantially the rate of low birthweight babies and the infant
mortality rate in this country and we seem unwilling to do it. You
raised the issue earlier, how do we assess these priorities--

Representative SCHEUER. How do we get this low-income low-edu-
cation population group of young mothers-these young pregnant
teenage girls-how do we get them to use the facilities that are
there? There shouldn't be any problem of access to family plan-
ning, access to prenatal service to any young woman in Harlem.
You are there and they can have access to you. You're a public hos-
pital. You will not turn them away. Why should there be a single
young girl in Harlem who doesn't have access to your family plan-
ning services, your prenatal services, your postnatal services? Why
should that be?

Dr. HEAGARTY. Well, first of all, let us remember that-I've com-
plimented the city of New York on the depth of its municipal hos-
pital systems, but they are not always receptive, let us say. We're
talking about institutional arrangements that often require young
adolescents to wait long periods of time. We're talking about medic-
aid arrangements that--

Representative SCHEUER. You mean several hours in a day?
Dr. HEAGARTY. Several hours in a day. We're talking about med-

icaid arrangements that will not finance their medical care until
they are well into the second or third trimester because the enroll-
ment process is so long. We're talking about an understaffed and
underfinanced hospital system.

When we get all done, half the patients in my clinic don't have
any medicaid and I've got to go to Mr. Koch and get the other 50
percent because I don't want a group of mendicant monks practic-
ing medicine there. So we run out of doctors and we run out of
nurses and I must admit that there are some groups in Harlem
with a level of social disorganization that will make it almost im-
possible to get them to come in.
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NATIONAL HEALTH COVERAGE AND PRENATAL CARE

Representative SCHEUER. Would it make any difference to that
group if we went to a European style universal coverage national
health program?

Dr. HEAGARTY. Yes. It may not make any difference to them, but
it would give me the resources I needed to stop spending all my
time and energy trying to find the marginal amounts of money just
to survive. It would put a financial underpinning in so that we
could then use our energies more productively in developing pro-
grams or trying to understand why certain groups of women for a
variety of reasons don't seek medical care.

That problem is an interesting problem that the epidemiologists
should be interested in as well-why does a woman of any social
class who had breast cancer, who has a lump in her breast, after
all this time and effort of telling people about lumps in their
breast, delay medical care until it's too late? Those are a whole
series of questions. But the health care for the poor of this country
is so badly underfinanced that you have to be Robin Hood, an
Indian scout, just to keep the ship Enterprise in operation.

Mr. HARRELL. Mr. Chairman, I have two thoughts about this. In
the hearings that I mentioned held around the country, I think
probably the most talked about subject was a system for universal
prenatal care and a commitment to reach everyone in the first tri-
mester of pregnancy through outreach kinds of programs, finding
those people who need those services.

The second thought about it is the Indian Health Service-you
probably have heard their story-they deal with a population that
is certainly among the poorer populations of our country, and have
an infant mortality rate now that is below the rate for the popula-
tion as a whole. It clearly is because they have been providing
those prenatal services.

PREVENTIVE CARE FOR THE ELDERLY

Ms. VERBRUGGE. Mr. Chairman, may I switch things back to the
other end of the pendulum again?

Representative SCHEUER. By all means.
Ms. VERBRUGGE. I think it's well and good to have someone rep-

resenting the children of the United States. Children are a launch-
ing point for who finally becomes old. The better start they get, the
better they will be at the end point. Nevertheless, older people die,
and they die from something, whether it's a disease that has a
name right now or a general failing of physiological reserve.
Unless we become really much more capable than we are right
now in preventing both the onset of disease and also preventing
frailty and disability, we have a lot of people who need help at the
older end of the spectrum.

And I should rescind one comment about older people not need-
ing money for access to services and opportunities. It's not neces-
sarily that they need a lot. Older people need both information and
maybe a little bit of financial assistance to get things like home
health care, simply someone to clean up the house for them when
they can no longer do it very well or do it at all. That's not a high-
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cost item but it can "make or break" the quality of daily living for
that individual.

What gerontologists now often talk about in terms of disability is
really a span of services, a wide range of options for older people,
who can call upon services as they need them.

Mr. HARRELL. Mr. Chairman, another thought I was having
about the other end of the spectrum, I was very struck about a
year ago by reading a paper written or a speech delivered by the
Minister of Health for Canada, Jake Epps, who has kind of charted
health promotion and disease prevention priorities for the Nation
of Canada. I find Canada often has thoughts expressed that I wish
we had expressed first, but we seem to catch up. And he's saying
basically what you're saying, that one of our major goals must be
really helping those people with chronic conditions live as healthy
as possible, have as healthy lives as they possibly can, and he's pro-
posed something very close to what you suggested, Mr. Chairman, a
system or a Government policy which gives support to the notion of
mutual care, not necessarily professional care but mutual care,
which is community-based, neighborhood-based, family-based, so
that the professional services aren't the only recourse for someone
to take when faced with a disability that they will have to live with
and can live with it in a functional way, in a way that allows them
to have a modicum of health.

CARE OF THE OLDEST OLD

Mr. FELDMAN. Mr. Chairman, I should like to take this opportu-
nity to expand on one issue that has arisen. At last week's hearing
there was an emphasis on the possibility of constraining medical
care expenditures through various types of caps' that have been
used in various other countries. I believe Mr. Reinhardt, Mr.
Evans, and Ms. Davis all discussed that. I just wanted to clarify
some issues about the United States that I don't think are neces-
sarily widely known.

Mr. Vaupel today mentioned that it is not totally clear what
death rates are in the oldest age groups. They are subject to consid-
erable error. But as far as we can tell, death rates in the United
States of persons age 80 or 85 are about the lowest in the world
and they are lower in fact than the death rate in those age groups
in Japan, Sweden-at least that's what we believe, although, as
Mr. Vaupel pointed out, it may be.thfat our statistics are in error.

Now in part the favorable death rates at the older ages may be
due to the fact that the frail population has died off, but in part it
may be due to the fact that our system is quite attentive to the
medical problems of those in the older age groups. At the same
time as having the lowest death rates, we have by far the highest
utilization of medical care at older ages. In other words, in many of
the European countries conditions are not treated in the older pop-
ulation that we do treat and we treat rather aggressively.

Thus, our extremely high expenditures, the 11 percent of gross
national product, is a consequence in part of inefficiencies but also
in part a consequence of our different priority for treatment of
older persons.
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Representative SCHEUER. Actually they have health rationing
around the world and we don't. In England, if you're over 55, you
don't get kidney dialysis unless you pay for it yourself You do not
get it on their national health system. That would be considered
absolutely cruel and horrific and horrendous here.

Mr. FELDMAN. I should like to point out that the rates of utiliza-
tion of acute hospital and physician services by our people in those
older age groups is much higher than in most other countries. Re-
cently, the rates have been growing in many of the other countries.
I think that some countries may be catching up with us. We are
drawing closer together in part because we are having sharp reduc-
tions in the use of care in the older age group and they are having
considerable increases.

Representative SCHEUER. We are having radical reductions in the
use of care? I hadn't heard that before.

Mr. FELDMAN. Because of prospective payment, and perhaps
other factors, there have been considerable reductions in both ad-
mission rates and length of stay in the older age group. The pro-
spective payment system has been quite effective. So hospital use
rates in the United States and the other countries are growing
closer but we still have higher use of services in the older age
groups than almost any other country.

IMPACT OF AIDS

Representative SCHEUER. Dr: Heagarty, tell us about the impact
of AIDS on- the health care delivery system in New York City, espe-
cially its impact on infants and kids.

Dr. HIEAGARTY. Jf you have an underfinanced and rather embat-
tled public health 'system with a fixed amount of money coming out
of loca1L tax- levy funds and you suddenly add to it without addition-
al funding a catastrophic illness -of high intensity, you have a
system that becomes even more fragile. I think that what has hap-
pened in New York and in Newark and in Miami and to a degree
in San Francisco with a different population, is that the public gen-
eral hospital systems of those areas are being taxed to the point of
real potential catastrophe.

Now I don't mean to be-to use my usual Irish hyperbole-but a
year or two ago at one of my daily conferences with the young doc-
tors they said to me, "The pharmacy says we've run out of Robitus-
sen." Robitussen is a cough syrup. It's a placebo. But this was Feb-
ruairy and you can't 'practice' pediatrics without Robitussen. Any-
body who has a child knows that you have to have Robitussen. So
in my usual understated fashion I went down to the chief pharma-
cist and said, "What- do you mean we don't have Robitussen?" She
said, "That's right. We don't have Robitussen because last week I
had to buy $165,000 worth of Ceflasporins, an expensive form of
antibiotics, for the AIDS patients and we have a cash-flow prob-
lem." These people talk funny.

I think that the introduction of this epidemic-which I must say
public policy people at both the State, local, and Federal levels
have used massive denial about-is imperiling in serious ways our
ability not only to provide health care for those patients with AIDS
who are poor, but it's putting in peril the entire system. I think it's
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a crashing emergency and I'm waiting for somebody else besides
me to see that the sky is falling and stop using medical McGooism.

Representative SCHEUER. That's a very good closing line-medi-
cal McGooism. Mr. Harrell, do you have anything to add?

Mr. HARRELL. No.

POOR FAMILY PLANNING

Representative SCHEUER. Why do you think we're falling behind
on family planning-another example of medical McGooism-in
terms of the implications to society of not giving a 13-year-old, 14-
year-old, or 15-year-old sexually active girl the ability to control
her fertility?

Mr. HARRELL. I think you just said it. As a career civil servant, if
I started saying it, I might have trouble when I get back to the
office, but there are all kinds of reasons I suspect of political will
that are behind our failure in this area. It's not just Federal politi-
cal will, but it's political will.

Representative SCHEUER. Well, do you feel that the position of
family planning of the Catholic Church, let's say in Harlem, is an
important factor in deterring young girls from seeking medical as-
sistance in controlling their fertility?

Dr. HEAGARTY. No, I don't.
Representative SCHEUER. What is the reason they don't access

the system?
Dr. HEAGARTY. In terms of family planning?
Representative SCHEUER. Yes.
Dr. HEAGARTY. I think there are a whole series of social norms

that--
Representative SCHEUER. Or in terms of prenatal care?
Dr. HEAGARTY. I think there are a whole series of social norms

that vary from population to population which I think is almost
impossible to generalize about. You have to look at each population
and each group individually to tease out what's going on.

In Harlem, I think the Roman Catholic Church has almost no
impact at all, but there are a whole series of social norms around
pregnancy and around prenatal care. We have taught the poor to
use medical care on a crisis basis because we have set up a system
that only can respond to them in that way.

Representative SCHEUER. Wouldn't you say that when a young
girl becomes pregnant, that's an extremely important event in
terms of her life, in terms of the child's prospective life, in terms of
the impact on society, and couldn't that easily be characterized as
a crisis situation in which if ever she would want to access the
system this was the time?

Dr. HEAGARTY. Well, sure, and if I think about the statistics in
Harlem, most of the very young teenagers do get into prenatal care
because the family rallies around. But it took 25 years to convince
the Nation that they shouldn't smoke.

SMOKING

Representative SCHEUER. The Nation isn't convinced yet. It costs
$65 billion a year, our smoking bill.
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Dr. HEAGARTY. Right, but he tells me that we're doing better
than we did.

Representative SCHEUER. Then why is smoking increasing in only
one category in our national life-young teenage girls, not even
boys'?

Dr. HEAGARTY. The point, Congressman Scheuer, I'm trying to
make is to establish a norm which says for any social grouping this
is a good that you must seek, requires time and considerable effort.
We have put time and considerable effort into the issue of smoking,
I think because it crosses social classes.

Representative SCHEUER. Because it what?
Dr. HEAGARTY. I think because the concern about smoking and

its use crosses social classes.
Representative SCHEUER. It does indeed. Smoking is very rapidly

in our country becoming a disease of the poor and of people who
are not in the information loop. The old story of the smoke-filled
room for politicians, that's part of history.

Dr. HEA'GARTY. You haven't been in one for years.
Representative SCHEUER. No; they don't exist anymore. People

who have been elected'to public office and people who have enough
leisure time so that they can afford to be a politican, they're taking
care of their health. They don't smoke and they don't want to be
with a lot of other pepl-e who do smoke.

One of the interesting things about the Northwest Airlines deci-
sion to cut out all smoking even on their transcontinental flights
was the poll or a series of polls that they took during the year that
they studied that matter 'whereby they found that smokers, as well
as nonsmokers, wanted to prohibit smoking on the flights because
smokers wanted to choose the time and place of their smoking and
they, just as rhuch as a nonsmoker, didn't want to sit next to a
person who was blowing cigarette smoke in their faces for 3, 4, or 5
hours.

Dr. HEAGARTY. My only point is that to get to that point it took
28 years. I think the first Surgeon General's report came out in
1960 or thereabout. That took a long time to establish that social
norm and considerable amount of effort on the part of the Public
Health Service principally. We have not put that sort of effort,
carefully targeted and carefully thought out, to low-income groups
around a series of health care issues which are important.

IMPORTANT HEALTH CARE ISSUES

Representative SCHEUER. Tick off those issues if you would.
Dr. HEAGARTY. Well, pregnancy is certainly one of them. AIDS-

I have real problems because I'm not sure we can control this epi-
demic because I don't think we can move quickly enough to change
behavior quickly enough to stop the spread of this virus.

Representative SCHEUER. Well, among the homosexual communi-
ty, which is to a considerable extent middle class, there's been a
radical change in behavior in the last few years, has there not?
The bath houses have closed down due to lack of patronage and ho-
mosexuals have become frightened about their survival.

Dr. HEAGARTY. Well, they should.
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Representative SCHEUER. But probably the lower income, the
lower education status intravenous drug users haven't changed to
anywhere near that extent.

Dr. HEAGARTY. That's right.
Representative SCHEUER. Of course, a major problem in society is

how do we reach them, how do we beg, borrow, plead, cajole, what-
not-how do we get them to access health care?

Dr. HEAGARTY. Well, we might start by trying.
Representative SCHEUER. What would we be doing if we started

to try?
Dr. HEAGARTY. Well, the first thing we would do is to provide

health care for those who already have the disease and attempt to
influence those who already have the disease to control their be-
havior by establishing some sort of relationship with them. The
only Federal money that has come in for pediatrics for AIDS in
this Nation is about $4.4 million that was just laid on the table re-
cently by the Public Health Service for the entire Nation. That is
not responding to this crisis.

Representative SCHEUER. $4.4 million to address the problem of
pediatric AIDS?

Dr. HEAGARTY. Nationally.
Representative SCHEUER. How do we address the problem of pedi-

atric AIDS?
Dr. HEAGARTY. Well, we begin by providing health care, a sys-

tematic, comprehensive pattern of health care which includes both
inpatient and outpatient and respite care-residential home place-
ment when necessary for this group of children. We also then
engage the mothers of these children, all of whom are infected, in a
relationship with the health care delivery system that is personal
and individualized in an attempt to help them prevent themselves
from getting pregnant again. And we try to take care of them as
they get sick and die, and then we go into the community and pro-
vide a systematic culturally sensitive health education system
which tells people about the dangers from this virus.

Representative SCHEUER. I'm embarrassed asking you these
seemingly ignorant questions. What is a culturally sensitive educa-
tion system for AIDS mothers?

Dr. HEAGARTY. Well, it means that one would have to-first of
all, the most obvious thing is that if you're going to try and reach
the patients in the south Bronx, you do it in Spanish.

Representative SCHEUER. That is obvious.
Dr. HEAGARTY. It means, as well, that you write your literature

and you portray your literature and the people talking to the pa-
tients who are familiar with and comfortable with and understand
the population in which they are trying to convey health educa-
tion.

Representative SCHP.UF.R That for starters.
Dr. HEAGARTY. For starters.
Representative SCHEUER. What do you think we ought to be

doing, Mr. Harrell? You were the one who first told us we had
failed to reach our family planning goals. What do you think we
should be doing?

Mr. HARRELL. Well, again, from this office as a cheerleader, I
think one thing we'd like to see is health education seen as one of

88-544 0 - 89 - 16
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the basics, like reading, writing, and arithmetic, that starts at the
beginning and not only talk about how to prevent, but also what to
expect, and how to access health services so when a girl gets to the
age of 13 or 14 she has some notion about what is possible in terms
of family planning and so forth. This becomes a very difficult issue.

Representative SCHEUER. It would be nice if we could also let her
know that abortion was an option, if she has a child who is statisti-
cally likely to have AIDS.

Dr. HEAGARTY. I think you would find, leaving aside where the
money is coming from and so on, obstetricians and so on dealing
with patients who are infected with AIDS virus, I'm sure offer
them the option of abortion as well as other options.

Representative SCHEUER. How much of a statistical likelihood is
there that the infant of an AIDS infected mother will also be in-
fected with AIDS?

Dr. HEAGARTY. The current data, which are incomplete, suggest a
percentage of something in the range of 30 to 50 percent.

Representative SCHEUER. Is there any way of testing that infant
during gestation before it's born?

Dr. HEAGARTY. No.

HEALTH PROMOTION AND EDUCATION

Representative SCHEUER. Well, Ms. Verbrugge, if we're talking
about this 20- to 30-year-education effort, that would be very rele-
vant, wouldn't it, to helping the senior citizens cope with their
problems of disability to help them cope with the problem of dis-
ease, the relentless onset of the deteriorating conditions that they
are subject to, to'help them, know in advance that they have to
create this home environment that you talked about?

-MS. VERBRUGGE. Yes, though I must confess no optimism about
the role of education in primary prevention. It usually fails to pre-
vent a disease, it figures in after the disease arrives.

Representative SCHEUER. How much advance notice does an el-
derly person have that he or she is falling prey to one of these con-
ditions?

MS. VERBRUGGE. Not much; or even middle-aged persons. The lit-
erature indicates that people adapt and slowly to the diseases as it
changes its stage. You don't really want to anticipate the worst. So
people's armamentarium of help and aids change with the disease
but not in advance.

DISABILITY CARE

I would like to have a parting statement about the elderly
again-we're doing age "hop-scotching" here. But much of the
reason disability hasn't been a prominent focus of discussion here
or in many other places is that disability gets taken care of by
family. When they first need assistance, people turn to their near
and dear, and the bulk of care-giving in the United States for
anyone, young or old, who is disabled occurs through kin. For an
older person, this is often a daughter. The emotional strain on
family care-givers is tremendous. And if the Government has any
duty or responsibility toward older people, it's to help diversify op-
portunities, not only for the individual with the chronic disease,
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but also the care-giver who's not being paid and whose own life has
become disrupted by the needs of someone they will help to the
very end because no one else is there to do so.

Representative SCHEUER. That's generally a family member?
Ms. VERBRUGGE. Very much so.
Representative SCHEUER. Does anybody else have any futher

comment?
Well, Dr. Heagarty, I see from your expression that you don't

feel we've come up with the ultimate answers to the questions
you've posed to us.

Dr. HEAGARTY. I'm sure upon mature reflection you will have the
answers.

HEALTH PROMOTION AND EDUCATION

Representative SCHEUER. Do any of you have a parting shot on
how we can promote primary health care, including preventive
health care, in a far more broad gauged and effective and outreach-
ing way than we're doing at present?

Dr. HEAGARTY. Well, it's the old cliche, I suppose. We fund it.
You pay for it. You may have to rob the dialysis unit or the high
tech, but if you accept that 11 percent of the GNP is too much, I
don't know how much is the right figure since this is all macroeco-
nomics and I don't understand-but if we are unwilling to ration,
we're probably never going to fund it, but you have to pay for it.
And the incentives in the system at the moment are not toward
either the respite home care system that would be sensible for the
maintenance of the elderly or for giving measles vaccine to poor
kids to make sure we don't have measles epidemics again because
that's not where our incentives are.

Mr. HARRELL. It would really be nice if we could come up with a
nice equation that proved that primary prevention will equal cost
savings in such proportions that no one could not be convinced not
to do it.

Representative SCHEUER. It would be nice.
Mr. HARRELL. But we can't do that.
Representative SCHEUER. All the statistics I've read indicate that

primary health care and especially health education is very expen-
sive on a cost-benefit basis. I don't understand why it should be. It
seems patently obvious that it should be the most cost-beneficial
approach to health care, but apparently it's very expensive in
terms of what it accomplishes. It may be.

Mr. HARRELL. Well, we're not very good at measuring what it ac-
complishes. That's one of the problems there. But in any case,
you're talking about doing it for the population as a whole instead
of targeting individuals after they show symptoms or after they
have become sick, and it is an expensive proposition. That's a crass
way to put it, but after all, it's cheaper to be dead. That's why you
have to take the argument to another plane, it seems to me.

Representative SCHEUER. Well, Americans have shown us that
they can change their behavior when they come to understand that
their lives are threatened. They've done it with alcohol. There has
been a marked reduction in drunken driving arrests. There has
been a marked reduction in smoking in this country, except in that
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one population group of young teenage girls. There have been phe-
nomenal changes in diet over the last 10 or 15 years with a reduc-
tion of high fat, high salt, high sugar foods. And if you don't be-
lieve me, you can ask the dairy industry, you can ask the meat in-
dustry or you can ask the poultry industry. People are eating less
meat, less eggs, less high cholesterol products by far than they used
to. And even when it comes to sex, irresponsible serial sex that was
the thing during the sexual revolution has now given way to mo-
nogamous sexual relationships even among teenagers and young
people who aren't married, but they have been scared by AIDS and
they have substantially changed their sexual behavior.

So I guess there is hope that when people are really brought up
sharp and presented with a life-threatening choice that they have
to make, or a life-threatening condition which they can only avoid
by major changes in behavior, they will opt for that. They will
make major changes in behavior. Maybe that's our hope. I suppose
this drumbeat of information that people have received about salt,
about high cholesterol foods, about the benefits of exercise, about
the harm of smoking, about the dangers of driving while you're
drunk-all of this whole great big complicated communications
system that we have in this country, public and private, formal
and informal, in some fuzzy wondrous way it works. And people
have made major changes in their behavior and I guess we ought
to support more of the same and more outreach such as designing
an information loop for low-income people with not much educa-
tion. The same people who are at high risk for AIDS through intra-
venous drug risks are also those who are at high risk of a heart
attack because they haven't had their blood pressure checked, and
at high risk for heart attack because they haven't checked their
cholesterol.

Education is I guess a major determinant of our health and also
poverty and absence of poverty are major determinants of our
health, as I'm sure Dr. Heagarty would testify. Generally, well-to-
do people are able both to know what has to be done to enhance
their health prospects and have the wherewithal to do it far more
effectively than poor people. It's not just knowledge, it's power to
alter your environment, a willingness to change behavior and alter
your environment.

Well, this has been a very, very provocative and thoughtful and
stimulating hearing and I thank you all. You all have been very
patient. We've gone way, way over our time and that's a tribute to
how valuable we thought your testimony was. Thank you very,
very much.

[Whereupon, at 12:45 p.m., the subcommittee adjourned, subject
to the call of the Chair.]
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The subcommittee met, pursuant to notice, at 9:40 a.m., in room
2325, Rayburn House Office Building, Hon. James H. Scheuer
(chairman of the subcommittee) presiding.

Present: Representative Scheuer.
Also present: David Podoff and Dayna Hutchings, professional

staff members.

OPENIN( STATEMENT OF REPRESENTATIVE SCHEUER,
CHAIRMAN

Representative SCHEUER. Good morning. Today is the third day
in our series of hearings on "The Future of Health Care in Amer-
ica" and we are going to devote today to evaluating payment sys-
tems for physicians. The day after tomorrow on Thursday we will
have a related hearing on payment methods for hospitals.

During our first 2 days of hearings we got a clearer idea of some
of the dilemmas in which we find ourselves with respect to the
health care system in the late 1980's.

On the one hand, many Americans have access to the best medi-
cal care available anywhere in the world. As a result, we are enjoy-
ing longer and, often, more productive lives.

On the other hand, while growth in spending on health care con-
tinues to advance at a rapid pace, serious problems continue to
plague our health care system:

Our infant mortality rate ranks 20th among the 22 OECD na-
tions.

Approximately 37 million Americans lack basic health insurance
coverage.

Very few American families have adequate long-term care insur-
ance coverage.

Now our task would be easy if all we needed to do was spend
more money on health care. But that isn't the answer. We are al-
ready spending on a per capita basis far more than any other coun-
try in the world and we're spending more as a percentage of GNP,
and there's very little evidence that our health outputs, our health
results, are that superior. As a matter of fact, they demonstrably
are not.

In 1965, we spent 6 percent of our GNP on health care. Current-
ly, we're spending close to 12 percent and unless we slow down the
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rate of increase or eliminate it entirely, that figure will rise to 15
percent of GNP by the year 2000.

Now as health care costs continue to climb up, not only arithme-
tically but as a percentage of GNP-every year that figure creeps
up inexorably-we have to understand that there are other compet-
ing needs in America. We have a society where we are drastically
underspending on education. We can't compare in education- output
to other industrialized nations across the length and breadth of
Western Europe, Japan, Australia, New Zealand, and Canada.

We have to commit adequate resources to building a first rate
education system for our kids, assuring access from preschool
through college through the university levels as we did after World
War II in the greatest education experiment of all times in terms
of access. I went to law school on the GI bill of rights. Our country
may be suffering from it, but many other millions of Americans
have made remarkable contributions.

We have to attack the problem of an incompetent and to a fright-
eningly large extent illiterate work force. Our workers are not as
good as workers around the world. They ought to be. They can be.
They should be and perhaps some day they will be, but right now
they are not. And we have a rate of anywhere from 20 to 25 per-
cent functional illiteracy in our work force. That means people who
may be able to read and write their names with great difficulty but
they can't use reading and writing and counting as everyday tools
of life. What does that mean for our country?

There are competing needs. We must rebuild our infrastructure of
roads, bridges, highways, and sewers. We must make some kind of
decent housing available to every American family. We can't con-
tinue indefinitely this inexorable creeping up of the percentage of
our gross national product that we spend on health care.

There are a lot of other unmet needs in American society, so it
behooves those of us who are interested in our health care system
to do some hard thinking about how we can make our system more
productive and more cost effective.

The goals of these hearings is to develop a blueprint for change
that will allow us to provide universal access to health care and to
improve health status without increasing the cost.

And it is my hope that ultimately this blueprint that we will de-
velop along with other Members of the House and Senate and the
thinking that they have done will become the basis of a new na-
tional health care policy which we so sorely lack at the present
time.

Perhaps the one most fundamental change we could make is to
reorient a health care system that concentrates on sick care to one
that concentrates on health care.

The key to reorienting the health care system toward wellness is
changing the attitude of consumers and providers. In part, these at-
titudes are shaped by the incentives provided by the reimburse-
ment methods we now use to pay our doctors and hospitals.

Today's hearing will evaluate alternative payment methods for
physicians. As I mentioned, in Thursday's hearing we will address
payment methods for hospitals. Today we're thinking about how
we compensate physicians, what are alternative payment methods
for physicians in terms of incentives that could be provided for pa-
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tients to seek and doctors to provide, cost-effective preventive
health care.

What are we doing wrong in our reimbursement systems and
how could they be improved? How could they be recast, remolded,
to provide more cost-effective health care for the American people?

We will now go to our very distinguished panel with experts who
have diverse backgrounds and experience in the field of health
care.

Mr. Lynn Etheredge is a consultant with the Consolidated Con-
sulting Group, who deals primarily with health care financing, gov-
ernment health and income securities policies in the growing elder-
ly population.

Mr. Paul Ginsburg is executive director of the Physician Pay-
ment Review Commission, created 2 years ago to advise the Con-
gress on medicare payment issues. Mr. Ginsburg will discuss the ef-
fects of current and alternative payment methods on the provision
of physician services both now and in the future.

Dr. Painter is an internist from Houston, TX, and was reelected
to the AMA Board of Trustees in June of last year. He also will
discuss the effects of current and alternative payment methods.

Dr. Dan Dragalin is vice president of group medical services,
Prudential Insurance Co., and he's had previous health positions as
assistant medical director of Southeastern Health Service, Pruden-
tial, and will address the same issue.

Mr. Webber is executive vice president of the American Medical
Peer Review Association. You read some bad news in the Times
this morning, Mr. Webber. We all did. Perhaps you can talk about
that issue while you're testifying. Mr. Webber will discuss the ef-
fects of alternative payment methods on the quality of care.

All right. We have a large panel. Why don't each of you take
about 7 or 8 minutes and speak to us informally, preferably not
reading and assume that we're all sitting in a big living room to-
gether, and then after you've finished I'm sure we will have some
questions for you.

Mr. Etheredge, please begin.

STATEMENT OF LYNN ETHEREDGE, CONSULTANT,
CONSOLIDATED CONSULTING GROUP

PHYSICIAN PAYMENT AND HEALTH CARE INFLATION

Mr. ETHEREDGE. Thank you, Congressman Scheuer. In my pre-
pared statement I address three major topics: The role of physician
payment methods in health cost inflation; a brief history of our
physician payment methods; and the pros and cons of four basic
methods of paying physicians. With your permission, I'll just hit
the high points of those topics.

Representative SCHEUER. Very good.
Mr. ETHEREDGE. National health expenditures for physicians are

the second largest component of health costs: Over $92 billion in
1986, a 2 0-percent share of total spending. They have also been a
leading element in health cost inflation. Over the 6 years 1980 to
1986, physician services spending grew at close to a 12-percent
annual rate compared to 11 percent for all health services.
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Representative SCHEUER. And the Consumer Price Index over
that period of time went up 3 or 4 percent? So physicians' total
compensation went up approximately three times the Consumer
Price Index, three times as fast as the Consumer Price Index, more
or less.

Mr. ETHEREDGE. Yes. And physician payment methods are even
more important in health cost inflation than those numbers. The
reason is the physician controls 60 to 80 percent of total health
care spending-tests, hospital admissions, lengths of stay, proce-
dures and treatments. So if a physician payment system has biases,
as our system does, for unnecessary institutional care, excessive
tests and unneeded procedures, then the physician payment
method can produce a lot more inflation than just physician service
payments alone.

HISTORY OF PHYSICIAN PAYMENT

Let's look briefly at how we got to the system that we have. It is
a fee-for-service system primarily, which is what most countries of
the world use, but the way it has developed in this country has
been unique and gives us a special set of problems.

Representative SCHEUER. Excuse me. You say most countries in
the world. Most developed countries in the world have some kind of
national health insurance or- national health programs. Do they
use a fee-for-service payment system in most of these national
health programs?

Mr. ETHEREDGE. Yes, sir, they do, but they set those fees through
a fee schedule that is usually set by the Government or set after
negotiations and discussions with physicians. What happened in
this country is that we used to use that system-where the payers
decide how much is going to be paid-until about 1965. Then, when
medicare was enacted, medicare adopted a different system as a po-
litical compromise: usual, customary, and reasonable charges. Med-
icare basically paid what physicians billed as long as it was not
higher than what they usually charged or not out of line with what
went on in the community.

The problem is that the other insurance companies, looking to
what Government had done, adopted that method also. So we have
had for the last 20 years a system in which :we pay most of our
physicians by insurance-72 percent of their income comes from in-
surance-and in which the insurers, Government and private in-
surance have largely paid whatever physicians have charged and
have increased those payment rates each year to keep pace with
physicians' fees.

Over the years medicare and other payers have put more screens
in payment reviews, but that is still our basic method. It has been
a system that has obviously allowed a good bit of inflation.

I think we have two lessons here. First, we have a unique
system. Other countries don't do it the way we do it. They use fee
schedules. Second, the Federal Government has had a big role in
terms of changes in our payment system. That's why the work of
the Physician Payment Review Commission is going to be very im-
portant. It could be a signal to private insurers that they need to
reconsider the system they adopted based on Government policy.
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FOUR METHODS OF PHYSICIAN PAYMENT

Let's look briefly at four basic systems of paying for care. All
four of these are used in the United States. They are also used
internationally but in different mixes. The four are: fee-for-service,
which is what we use mostly in this country; a salary or time basis;
capitation; and payment for an episode of care.

Fee-for-service is the one that we use most, particularly for the
two-thirds of the physicians who are in office practice. It's a flexi-
ble system. It allows for a lot of complexity. It allows us to pay phy-
sicians on the basis of how many services they perform in their
work effort. It is also a very complex system as I've outlined in my
prepared statement.

The major disadvantage of fee-for-service in this country and in
other countries is it tends to produce a runaway in physician
volume increases because that is what it pays for. It pays more for
more volume of services. In a way that's fair. But especially if the
fees are out of line and are paying too much for procedures, so
there is too much profit in some of them, there is a tendency for
volume to explode. We have seen some of that just in the last 2
years in medicare after Congress put in the DRG system and froze
physicians' fees. The volume of lab services went up 182 percent in
2 years. Medicare enrollees went up 4 percent, lab tests went up
182 percent. Outpatient hospital bills went up 68 percent. So when
you push down on one part of the system, such as the hospital side,
fee-for-service allows for an expansion of volume on the physician
and outpatient side.

So that is the key problem with fee-for-service-runaway volume
of medical care.

The second physician payment system is salary or time based.
About a third of the physicians in this country are paid on the
basis of salary or time. They are employed by hospitals. They are
medical school faculty, and others.

Representative SCHEUER. HMO's?
Mr. ETHEREDGE. HMO's, exactly. This system is used a lot within

the health sector. When physicians buy from each other, hospitals
buy from physicians, they tend to pay each other on the basis of
time. For example, within group practices, 52 percent of physicians,
according to AMA studies, are paid primarily on the basis of time
or salary rather than fee-for-service. So this is getting to be very
accepted within the medical community.

It is also a very simple method. If you think about our current
system, with over 6,000 procedures that doctors can perform, you
can compare it to a time basis. If physicians were paid in 5-minute
increments you could have only 12 fees for up to an hour of time: a
5-minute procedure or 10-minute procedure or a 20-minute proce-
dure. So this shows how complex our system is. We probably have
5,000 procedures that take less than an hour, and might be able to
vastly simplify the system with a time-based approach. Time also
seems like a fair way for many physicians to be paid, and that is
why the Physician Payment Review Commission has decided that a
resource-based fee schedule makes a lot of sense. The main element
of a resource-based fee schedule is time. So time becomes a way to
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calibrate fee-for-service rates by using physicians' time as a major
element in building fee schedules.

Let me mention two other systems briefly. One is capitation.
This clearly has the advantage of putting a total limit on expendi-
tures. It has the associated risks of underservice if the capitation
amount is set wrong, but it has been the last resort that places like
Canada and Germany have had to turn to when the volume of fee-
for-service for medicine got too great. Quebec and Germany have
gone to a capitated system where, if physicians raise volume too
much, the fees are cut. That is basically what Congress is doing
now with medicare part B.

Finally, fee-for-episode payments are now used only for some
kinds of services, particularly surgical services.

Let me just summarize that overview, Mr. Chairman, by saying
that three different physician payment systems are widely used in
this country-fee-for-service, salary or time, and capitation. They
are used in different mixes. Each of them has advantages. Each of
them has disadvantages. You cannot say that one is automatically
better or worse than others on every criteria. There is no uncon-
tested argument'for replacing the current system. But there are
some strong arguments for reforms of fee-for-services payments,
particularly those that remove the biases for unnecessary cost and
promote unnecessary volume of services. Thank you.

[The prepared statement of Mr. Etheredge follows:]



483

PREPARED STATEMENT OF LYNN ETHEREDGE

PHYSICIAN PAYMENT METHODS

Mr. Chairman and Members of the Committee:

I appreciate the invitation to appear before you this morning
to discuss physician payment methods.

My background includes serving as a Medicare and Medicaid
program analyst with the Office of Management and Budget from
1971-76 and as director of its professional health staff from 1978-
82. My subsequent research and consulting have been concerned
primarily with physician payment and other health care financing
issues. I am appearing today as an independent witness.

In the context of this Committee's series of hearings on the
future of health care in America, it is useful to begin a discussion
of physician payment issues by reviewing the role of physician
payment methods in health care cost trends and how our current
physician payment methods came to be what they are today.

Physician gavment methods and health care costs
National expenditures for physicians services are the second

largest component of health care costs. In 1986, physicians
revenues were $92 billion, a 20% share of total national spending
on personal care services, compared to 39% for hospitals. Over the
1980-86 period, national spending on physicians services grew
11.9% annually, compared to 10.7% for all personal health care
expenditures. (USDHHS/PHS)
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Physician payment methods are a more important influence

on national health care expenditures than indicated by these

numbers. By commonly-accepted estimates, physicians --

through their dominant role in hospital and nursing home

admissions and lengths of stay, tests, procedures, treatments and

prescriptions -- influence 60-80% of total health care spending. A

physician payment system that contains biases, as research

indicates is true of our current fee-for-service system, towards

institutional care, excessive tests and unnecessary procedures thus

may lead to higher health care inflation than is directly measured

by rising spending for physicians' services alone.

The development of current physician Ravment methods

The most prevalent physician payment method in this

country is to. pay physicians on the basis of bills for individual

services -- a fee-for-service system. This is also the most

commonly used method in other nations. But the way in which

this approach has evolved in America is unique and has resulted in

a number of problems. Congress has recently started to consider

these issues and has established the Physician Payment Review

Commission (PhysPRC) to consider Medicare physician payment

reforms.

Most fee-for-service payment systems are based on fee

schedules that specify how much will be paid for each service.

These fee schedules are determined by payers, e.g. insurance
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companies or government agencies, either alone or after
negotiations with physicians' representatives. This was the system
that prevailed in the United States until the Medicare program's
enactment in 1965. (Delbanco, et. al.)

The Medicare program was enacted after years of debate and
political opposition, particularly from physicians' groups. To limit
government's potential influence over the health care system, the
final legislation required that Medicare operate as an insurance
program and simply reimburse for hospital costs and physicians
charges rather than purchase services. (Marmor) The Blue Cross
hospital cost reimbursement methods were adopted for hospital
payment and insurance companies were designated to be Medicare's
administrative agents. For physician services, a national
government-set fee schedule would have been extremely
controversial. Instead, Medicare adopted an approach then being
used by some Blue Shield Plans, called the 'usual, customary and
reasonable' (UCR) payment method.

The UCR payment method is simple in concept. Physicians
are paid the amount they bill for a service, so long as this does
not exceed their "usual' charge for the service or the 'customary'
charges by other physicians in the area. (Medicare's current
system, a UCR system with added fee screens and limits, is now
usually called the "customary, prevailing and reasonable' (CPR)
method). This payment policy was intended to keep Medicare's
payment rates in line with other payers' rates. But its usefulness
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in cost containment depended very much on their being effective

payment restraints on physicians fee by these other insurance

payers.

What happened in the United States, after Medicare's

enactment, was that private insurance companies generally

abandoned physician fee schedules to adopt variants of Medicare's

UCR/CPR payment method. They did so, as I have read the

record, partly because Medicare's use of this approach gave it a

national imprimatur, and it avoided the problems of each insurer

having to negotiate its own physician fee schedule. Some variant

of the UCR/CPR method for fee-setting is now widely used by

Medicare and private insurance companies.

A national physician payment system that: (1)relies very

heavily on insurance reimbursement for physicians services (72% of

physicians services are paid by insurance, 18% is paid out-of-

pocket); and, (2)in which the insurers exercise little cost

restraint, generally pay whatever physicians charge and

automatically raise their payment rates each year to keep pace

with physicians fees (UCR/CPR) -- is susceptible to runaway

health costs inflation. This problem has characterized the American

system. As a result, physicians fees for many services

(particularly heavily-insured services) are now out-of-line both in

comparison with the physicians time and other costs of providing

these services and in comparison with other services such as

office-based primary care visits.
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The need for reform in our nation's physician payment
methods to correct these problems has been noted for many years.
The Nixon, Ford and Carter administrations, as part of their
national health insurance legislation, proposed to replace
government and private insurers' UCR/CPR-related payment
methods with government-determined fee schedules. These general
measures were not enacted. Nevertheless, Congress, in reforms
over the past several years and in establishing PhysPRC, has
started a reform process for the Medicare program that accounts
for about 20% of national physician expenditures.

This historical sketch offers two major points we should keep
in mind for future (re)consideration of physician payment
methods:

--First, our prevailing physician payment method (UCR/CPR)
is a unique and 'made in America' system. It was not sanctified
by historical precedent, derived from economic theory, or based on
other nations' experiences. It arose primarily from political
concessions to physicians made twenty years ago so that the
Medicare program could be enacted.

--Second, the federal government's past decisions about
Medicare's physician payment methods were a strong influence on
private insurance practices. As a result, private payers' problems
now parallel government's concerns. The Congressional debate
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about Medicare payment reform, and the Physician Payment

Review Commission's recommendations, thus will have potentially

broad implications for dealing with our nation's health care cost

inflation problem.

What are the ma br payment options for physicians services?

There are four basic methods of paying physicians now in

use: fee-for-service; salary (time); capitation; and fee-for-episode

of care. Fee-for-service is most usual in the American system,

but each of these methods is employed in parts of our health care

system. Internationally, the variance in payment methods is

even wider. The British health system, for example, uses

capitation and salary-based payment almost exclusively, and the

German health system has had an overall expenditure cap for

physicians services. In reviewing each of these methods, I will

highlight major considerations that argue for and against their use.

Fee-for -service

The fee-for-service method is the most frequently used

approach for paying physicians services. It offers the advantages

of a flexible, differentiated system that can accomodate a high

degree of complexity and rapid change in medical care practices.

It also can. relate a physicians' income quite directly to work effort

and business acumen -- the more patients seen, the more services

billed, and the more highly priced these individual services, the

greater a physician's income. . It is of particular importance for

office-based physicians (2/3 of active physicians). The fact that
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this system is already so widely used and acceptable to physicians
is a further argument for modifying rather than replacing it.

One disadvantage of a fee-for-service system is that it can
become complex and almost incomprehensible to many patients and
physicians. This is a particularly troublesome problem with
today's Medicare's CPR payment method that calculates separate
fee profiles for each service provided by most of the nation's
325,000 office-based physician. The AMA's Current Procedures
Terminology (CPT) listed 2,084 separate codes in 1966, by 1978
6,132 separate codes were listed. When different specialty and
location codes and other separate circumstances are reflected, a
Medicare carrier can have several times this number of fee
categories. A CPR payment method involves keeping a full profile
for each individual physician, and for all physicians in an area,
for each service, as well as reflecting legislative provisions such as
separate prevailing charge adjustments for participating and non-
participating physicians and over-priced procedure reductions.
Medicare now must review and pay bills for over 1/2 billion Part B
services annually.

The major disadvantage of fee-for-service reimbursement is
its tendency to induce rapid increases in the volume of physicians'
services, which is what it rewards. This is now Medicare's major
spending problem; even with severely restrained fee increases,
Medicare's Part B expenses are still rising at double-digit rates.
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The problem is most acute where fees are set badly and there are

unusually large opportunities for profit by raising volume.

There are many examples, in the U.S. and elsewhere, of

service volume increases in fee-for-service systems that seem

economically-motivated. To take a recent instance, following the

enactment of Medicare's DRG hospital limits and physician fee

freeze, health care providers increased the volume of Part B

laboratory bills by 182% (from 11 million to 27 mallion bills) and

these service revenues by 166% (from $253 million to $672 million)

over just the 1984-86 period; the volume of Part B outpatient

hospital bills increased by 68% and these revenues by 112% (from

$2.7 billion to $5.6 billion) over the same two year period.

(DHHS/SSA) For comparison, the number of Medicare enrollees rose

by only 4%.

There are a number of ideas now being considered for reform

of our fee-for-service payment methods to deal with these and

other issues in a manner that is fair to physicians, patients and

taxpayers. I will not go into these issues here. They clearly can

be resolved if there is the good will and determination to do so.

Such matters have been dealt with successfully by most nations,

many states (for their Medicaid programs) and private insurers

(pre-Medicare). We have an able national commission (PhysPRC)

now engaged in this task.
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One further issue about fee-for-service reforms should be
part of this Committee's record. It involves a misunderstanding of
health sector economics. In the anti-trust context, one frequently
hears an argument that developing fee schedules for negotiations
between payers and physicians (rather than bargaining over
individual fees) is an 'anti-competitive' measure. The Reagan
administration decided not to initiate Medicare fee schedule
development, partly for this reason. In my view, this argument
is wrong because of the incredible complexity of physician service
fees that was briefly sketched above for the Medicare program. In
fact, I can think of no other payment reform that could better
lead toward a coRmptitive physician service market than for
payers and physicians to center their negotiations around fee
schedules. The current UCR/CPR system, in which every
physician has a separate fee for each service, is an unwieldy and
inefficient basis for reaching physician-payer price agreements.
An organization putting together a PPO, for example, faces difficult
physician negotiations if it must deal with each physician's
individual charges for each service. In contrast, negotiations based
around the level and major features of fee schedules could be a
much more efficient and effective basis for carrying on purchaser-
provider negotiations and strengthening competitive market forces.

--Salary (time-based)

The second most common method for paying physicians in
the U.S. is on the basis of the time spent in providing their
professional services, e.g. salary. This is also the most common
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way in which other independent professional services are paid, e.g

legal services.

A precise gauge for use of this payment method is difficult to

obtain, but broad estimates are possible. It seems likely that

salaries were the major payment method for about 165,000

physicians, about 1/3 of the nation's 490,000 active physicians, in

1985. This group includes physicians primarily in hospital-based

practice (101,000 full-time hospital staff, residents and interns),

private physicians in teaching, administration and other duties

(44,000) and federally-employed physicians (20,000 physicians).

(DHHS/PHS)

The use of time-based payment methods has also spread

widely within the health care sector. According to AMA studies

published in 1983, income distributions within group practices

(which have replaced solo practice as the dominant practice

organization) were based primarily on salary for 52% of physicians,

compared to 45% of physicians for whom profits were distributed

by fee-for-service or percentage-of-billings arrangements. In

hospital-physician contracts, which involve about 25% of

physicians, a reported 59% of the arrangements were based on a

salary/time payment compared to 33% based on fee-for-service.

(U.S. Senate Aging Committee)

A major advantage of a time or salary based system is its

simplicity compared to fee-for-service billings. It is useful to
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contrast a theoretical time-based fee system with the current fee-
for-service payment systems on this dimension. By a reasonable
estimate, probably 5,000 of the 6,000+ separate code procedures
require less than an hour of a physician's professional time. For
comparison, if physicians were paid simply on the basis of their
time, in five minute increments, only 12 fees would be needed to
cover the same amount of professional services now requiring
5,000 or so fees. Even if physicians were paid a separate fee for
each one minute increment of time, a fee schedule with 60 fees
would suffice for these services. Allowances could be made for time
spent doing surgical procedures and/or weekend and'evening work
and the payment system would still be far simpler than the
current one.

A second advantage of time-based payments is that they
remove the fee-for-service system's incentives to multiply the
volume of services. A physician is paid comparably for providing
his or her best professional care, whether counselling, diagnostic
testing or procedures, without being biased by financial incentives
of the payment system. Such salary-based payments are clearly
consistent with high quality medicine -- they are the basic
payment arrangement among most medical schools for their
teaching faculty.

The potential drawbacks of time-based payments are that
they lack the service-incentives and productivity rewards of a fee-
for-service system. If a physician is paid the same amount
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regardless of the number of services provided, he or she may

provide too few services. Time-based measures also can be only

part of the picture when a physician has other expenses of

providing a service. e.g. equipment, that also need to be factored

into a fair payment rate.

The potential attraction of using time-based measures for

calibrating fee-for-service payment rates is now receiving attention

by Professor Hsiao at Harvard, who is developing a resource-

based' fee schedule for the Medicare program. The major resource

measure in developing these fee schedules will be physicians time.

The Physician Payment Review Commission recently endorsed the

concept of resource-based physician fee schedules.

--Ca~ittin
A capitation method pays a physician, physician group or

other organization a pre-determined amount for services to a

defined population. In contrast to a fee-for-service system, the

capitation approach controls Ital expenditures directly -- including

volume increases. This approach also offers a higher degree of

spending control than a salary-based system that removes the

incentives for volume increases but still allows them to occur.

The capitation system's major liability is the other side of

this coin -- the incentives for underservice (since a provider keeps

more profit the fewer services he or she provides).
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Capitation payment methods have been a major theme in
the American medical care reform debate at least since prepaid
group practices were favorably discussed by the Committee on the
Costs of Medical Care in 1932. More recently, capitation methods
have come to be associated with Health Maintenance Organizations
(HMOs), that now enroll over 11% of the population, and similar
entities, e.g. preferred provider organizations (PPOs).

Capitation payment methods can be applied at a global level,
e.g. for an entire geographic area. Such overall caps have proved
virtually the only available 'last resort' where the volume of
physicians services in a fee-for-service system is increasing at
unacceptable rates. Such trends led Germany and Ontario, for
example, to establish annual caps on total spending for physicians
services and prompted Italy's capitation-based reforms. If total
physicians' billings exceed the budgeted amounts in Germany and
Ontario, physicians fees are reduced. In effect, Congress is now
using a similar approach for the Medicare Part B expenses; if total
outlays rise too quickly, fee restraints remain tight.

Capitation can also be used for groups of physicians and for
individual physicians. These uses involve difficult problems of
balancing fairness, incentives and risks on all sides. One key
problem, for example, is establishing an equitable capitation
amount, given the well-documented 'favorable selection' enjoyed
by HMOs and PPOs that result in their enrolling a disproportionate
share of less expensive patients. A second problem, particularly
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applicable to individual physician capitation systems, is that

physicians and patients need to be protected against the very large

risks that an individual patient may require far more medical

service than is covered by the capitation amount. In such

instances, patients may be at serious risk of underservice and

physicians at substantial personal risk of financial loss. Should a

primary care physician's risk, for example, extend to personal

liability for specialist and hospital care? Thus, such capitation

arrangements frequently need to limit individual physicians

liabilities, e.g. $1500/patient, in order to be acceptable.

Although capitation payments thus have a potential for

being-an effective cost control method, it is also important to note

that this potential may not be realized. Consider that the U.S. has

had, in a sense, a mostly capitation-,based. insurance, system for

years. Insurers, like Blue Shield, received a pre-set premium per

employee, within which they had to manage expenses. But this

payment method did not produce economies. What was missing

was a commitment to cost restraints and the management

infrastructure to realize them.

-- Fee-for-episode

A fourth payment method is a fixed fee for a package of

services. This method is now used in instances where normal

service packages can be reasonably well-defined, e.g. cataract

operations, obstetrical care. In such instances, integrated

hospital-physician DRG payments also may be feasible. Surgical
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procedures seem particularly well-adapted to such packaging, but
research by Janet Mitchell has shown that medical care services,
even for patients within the same DRG, are highly variable.

The potential advantages of fee-per-episode payments is
simplicity in billing and an improved purchaser ability to compete
or comparison shop' on the basis of price for a full service
package. An integrated hospital/physician DRG payment could also
promote development of better managed systems of care, since it
would give hospitals and physicians more incentive to work
together. But such a system could also place a patient at risk
that physicians and hospitals, in working together to limit services
and costs, could economize on services that he or she needs or
wants. Cost containment through fee-for-episode packages could
also result if global fees were established for conditions and/or
treatments that were experiencing an unwarranted expansion in
volume of services. In these instances, the global fee could help to
restrain expenditure growth. Nevertheless, it may be mostly in
such areas of non-stable service patterns that gaining agreement
on service-package definition would prove most difficult.

In summary, Mr. Chairman, three of the above physician
payment methods -- fee-for-service, salary(time), and capitation
-- are all in general use and the fourth -- fee-for-episode-

packages -- is frequently used for some services. Each of these
methods has advantages and disadvantages. There is no
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unchallenged basis for saying that any single payment method is

superior to all others. An immediate priority thus should be to

improve these physician payment systems to make them work

better. Specifically, the enormously complex and inflationary

ways of setting fee-for-service rates are most in need of overhaul.

Thank you.
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Representative SCHEUER. Thank you very much, Mr. Etheredge.
Now we'll hear from Mr. Ginsburg.

STATEMENT OF PAUL B. GINSBURG, EXECUTIVE DIRECTOR,
PHYSICIAN PAYMENT REVIEW COMMISSION

FEE SCHEDULES: RELATIVE VALUE SCALE

Mr. GINSBURG. My prepared statement outlines the directions for
change that have been recommended by the Physician Payment
Review Commission. I'll be discussing the commission's endorse-
ment of a fee schedule to replace the medicare current method that
Lynn Etheredge spelled out, and also some of the tools that it's dis-
cussing that deal directly with the rising volume of services.

In its 1987 report to Congress, the Physician Payment Review
Commission endorsed a fee schedule for medicare. The result of
years of the customary, prevailing, and reasonable charge system is
a distorted pattern of medical payments for different medical serv-
ices. This, in turn, has created undesirable incentives for physician
decisions about what services to provide, where to practice, and
how to specialize. The current system is also inordinately complex
and difficult to manage.

During the past year, the commission has made considerable
progress in designing a fee schedule that would correct many of the
deficiencies in the existing payment system. In particular, it has
defined the conceptual basis for setting relative payments for dif-
ferent physician services. This component of the fee schedule, com-
monly termed a relative value scale or an RVS, should be based
primarily on the resource costs of providing services. These costs
include physicians' own time and effort and their costs of practice,
for example, rent, staff salaries, and malpractice insurance premi-
ums.

A relative value scale based on resource costs would promote a
more appropriate and efficient allocation of medical services and
should generally be seen by physicians as more equitable. Today, a
physician can make several times more per hour doing endoscopies
than evaluating patient problems and developing treatment pro-
grams. Excessive payments for procedural services such as pace-
maker insertion and cataract surgery may lead to overuse of these
services, increasing public outlays without comparable improve-
ments in care. The financial promises made in advertisements for
much diagnostic testing equipment suggest that these services may
be overpriced as well.

During the past year, the commission compared medicare rela-
tive values for selected services with those developed by other
payers through negotiation, assessments of resource costs, or other
non-charge-based methods. The results of these analyses have
helped guide legislation to reduce payments for overvalued proce-
dures, an interim step consistent with our recommendation for
long-term reform.

Designing a sound, comprehensive RVS based on resource costs
presents several technical problems. Many of these problems and
some possible solutions are illuminated in a congressionally man-
dated project being undertaken at Harvard University by Dr. Wil-
liam Hsiao and his colleagues. This summer Dr. Hsiao will report
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on research to design an RVS for services and procedures in 18 spe-
cialties. The commission will analyze carefully the project's as-
sumptions and methods, simulate its effects on physicians and
beneficiaries, and conduct public hearings to solicit the reactions of
medical, consumer, and other interested groups. It will also exam-
ine related research and consider the approaches taken by other
payers in this country and elsewhere. If the commission finds inad-
equacies in the work done to date, it may sponsor further surveys
and convene consensus panels to propose refinements.

My prepared statement also discusses the commission's work to
date on geographic variation in charges, specialty differentials, pro-
cedure coding, and assignments.

Although a fee schedule is likely to encourage more appropriate
choices among diagnostic and treatment options, it generally re-
tains the incentives for overutilization that plague fee-for-service
payment methods. The commission is considering strategies to deal
with the volume problem directly.

CONTROLLING VOLUME OF SERVICES

Success in controlling Volume will require the following. First,
medicare beneficiaries and their physicians must be willing to
forego services of little or no benefit. Second, all parties-physi-
cians, beneficiaries, and others who influence medical choices-
must have more usable and complete information about the effec-
tiveness of alternative medical services. Third, there must be incen-
tives to use such information to eliminate unnecessary or minimal-
ly beneficial care.

My prepared statement suggests some ideas for improvement in
utilization review and also the use of practice guidelines and feed-
back to physicians.

The commission is also investigating a more global approach to
the volume problem, that is expenditure targets. The idea would be
to adjust updates in physician fees up or down on the basis of how
total expenditures in a geographic area match a predetermined
target. Physicians could collectively control the volume of services,
they could achieve a full scheduled increase in fees, or more. Key
questions about this kind of approach are how would individual
physicians respond and how could the medical community support
and encourage a constructive response?

ADDITIONAL CONSIDERATIONS IN PAYMENT REFORM

In addition to reform in fee-for-service payment, the commission
wants to improve medicare's use of capitated payment. Capitated
programs are attractive for their potential to contain costs and in-
crease access for some beneficiaries.

My prepared statement summarizes the work the commission
has done on assuring quality in health maintenance organizations,
and refining the formulas the medicare uses to set payment rates.

In conclusion, your letter of invitation for this hearing accurately
observes that the growing share of national resources devoted to
health care has been accompanied by growing concerns about the
quality, accessibility, and effectiveness of medical care services and
delivery systems. Those concerns are joined by worries about the
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financial burdens created for beneficiaries, taxpayers, and others
by steep and unrelenting increases in costs.

Quick and simple solutions to the problem of rising costs for phy-
sician services do not exist. Significant progress will require a vari-
ety of responses that are developed and pursued over a sustained
period. The commission believes that the steps outlined in its
recent report to Congress, many of which I have summarized in
this statement, can make important contributions.

Nevertheless, there are important limitations to what medicare
payment policy can accomplish. For example, medicare generally is
not as big a factor in physician income as it is in hospital income,
although some specialties do depend heavily on revenues from the
program. This may limit the magnitude of change that medicare
can achieve, particularly if private payers-insurers and large pri-
vate employers-do not alter their payment schedules.

Other factors are outside the reach of payment methodology alto-
gether. For one, continued increases in the supply of physicians
will be a powerful force toward additional services, even if greater
competition depresses fees. And the success of direct attempts to
control the volume of services will depend, in part, on the attitude
of the general public toward foregoing medical procedures of uncer-
tain benefit. Finally, fears of -malpractice suits may dampen physi-
cian interest in economizing on the use of services. For these rea-
sons and more, a comprehensive approach to containing costs must
go beyond reform in the way medicare pays physicians. Thank you.

[The prepared statement of Mr. Ginsburg follows:]
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PREPARED STATEMENT OF PAUL B. GINSBURG

Mr. Chairman and Members of the Committee, thank you for inviting the

Commission to contribute to your consideration of the recent acceleration in

health benefit costs and your examination of strategies to reduce that rate of

growth. The Commission's specific mandate is to advise Congress on physician

payment reform in Medicare. However, reform in physician payment cannot be

implemented effectively in isolation from other steps to achieve a more

affordable, accessible, and effective health care system.

Recent months have refocused public attention on the affordability issue. The

18 percent increase in outlays for the Supplementary Medical Insurance (SMl)

program in 1987 and the 38 percent increase in beneficiary premiums have been

well publicized. The rate of increase in outlays not only exceeds the average

for the previous decade but represents a distinct upturn over rates for the

immediately preceding years. As you know, many private employers and insurers

are seeing even sharper increases than Medicare.

This testimony outlines 'the directions for change recommended by the Physician

Payment Review Commission. It discusses the Commission's endorsement of a

fee schedule to replace Medicare's current method of paying physicians and

describes how the Commission is approaching key questions about the design of

a fee schedule. These include the basis for establishing relative payment levels

for different services, the treatment of geographic and specialty differences, the

definition and coding of physician services, and the place of balance or extra

billing of beneficiaries when charges exceed Medicare allowed payments.
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Since recent increases in Part B outlays have been fueled more by increases in

the volume of services than by increases in prices, change in the method of

payment must be integrated with policies to encourage more appropriate use of

physician services. However, we still have much to learn about limiting the

provision of unnecessary services without discouraging the provision of needed

services. In all the Commission's work, the impact of current policies and

future strategies on beneficiary access to quality care is an overriding concern.

The Commission's expectations for its reform package are optimistic but

tempered by a recognition that these reforms will not singlehandedly halt the

increase in Part B costs. As I will note in concluding this testimony, the

pressure for higher spending on health care comes from powerful technological,

legal, and economic forces that will not be easily reshaped or contained.

A FEE SCHEDULE FOR MEDICARE

In its 1987 report to Congress, the Physician Payment Review Commission

endorsed a fee schedule for Medicare to replace the existing method of paying

physicians based on customary, prevailing, and reasonable charges (CPR). The

result of years of CPR is a distorted pattern of Medicare payments for different

medical services. This, in turn, has created undesirable incentives for physician

decisions about what services to provide, where to practice, and how to

specialize. The current system is also inordinately complex and difficult to

manage.
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Relative Payment Levels. During the past year, the Commission has made

considerable progress in designing a fee schedule that would correct many of

the deficiencies in the existing payment system. In particular, it has defined

the conceptual basis for setting relative payments for different physician

services. This component of the fee schedule, commonly termed a relative value

scale (RVS), should be based primarily on the resource costs of providing

services. These costs include physicians' own time and effort and their costs of

practice, for example, rent, staff salaries, and malpractice insurance premiums.

The only practical near-term alternative to a scale based on resource costs is

one based on physician charges. Such a scale would largely incorporate the

distorted incentives that created the demand for payment reform in the first

place.

A relative value scale based on resource costs would promote a more

appropriate and efficient allocation of medical services and should generally be

seen by physicians as more equitable. Today, a physician can make several

times more per hour doing endoscopies than evaluating patient problems and

developing treatment programs. Excessive payments for procedural services such

as pacemaker insertion and cataract surgery may lead to overuse of these

services, increasing outlays without comparable improvements in care. The

financial promises made in advertisements for much diagnostic testing equipment

suggest that these services may be overpriced as well.

During the past year, the Commission, at the request of Congress, has compared

Medicare relative values for selected services with those developed by other

payers through negotiation, assessments of resource costs, or other noncharge-

88-544 0 - RQ - 17
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band method. The results of these analyses have helped guide legislation to

reduce payments for overvalued procedures, an interim step consistent with our

recommendations for long-term reform.

Designing a sound, comprehensive RVS based on resource costs presents several

technical problems. Many of these problems and some possible solutions are

illuminated in a Congressionally mandated project being undertaken at Harvard

University by Dr. William Hsiao and his colleagues. This summer Dr. Hsiao will

report on research to design a RVS for services and procedures in 18

specialties. The Commission will analyze carefully the project's assumptions and

methods, simulate its effects on physicians and beneficiaries and conduct public

hearings to solicit the reactions of medical, consumer, and other interested

groups. It will also examine related research and consider the approaches taken

by other payers in this country and elsewhere. If the Commission finds

inadequacies in the work done to date, it may sponsor further surveys and

convene consensus panels to propose refinements

Geoaranhic VariatiM! In addition to setting relative payments for different

types of physician services, a fee schedule must specify how payments will vary

by geographic area. The Commission's analyses indicate that geographic

variation, although not trivial, is less extreme than generally believed.

Differences in physician costsof practice, although important, explain less of

this variation than might be expected. Following the Commission's principle

that payment levels should be tied to resource costs, staff are working on a

cost-of-practice index to guide geographic adjustments in fees. We are also
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searching for factors that may not be adequately captured by such an index, for

example, the special circumstances of rural areas.

Specialty Differentials The Commission has started to define a uniform

national policy for specialty differentials. Again, the basic principle is that

payment differences should reflect differences in resource costs rather than

differences in specialty designation. Many services are provided only by one or

a few types of specialists, and resource-based payments for those procedure and

service codes should capture the value of specialists' work. Office visits are an

exception to this pattern and may need to be paid differently for different

specialists or coded differently to better reflect systematic variations in the

content of visits.

Procedure Coding In general, a fee schedule will- require considerable

standardization in the use of codes for physician's services. The HCFA Common

Procedure Coding System mandated by Congress has overcome some problems

stemming from variation in the ways services are defined and coded by

physicians and Part B carriers. However, much ambiguity, variability, and

misuse remains.

Two priorities for the Commission's work on coding are global surgical services

and visit services. We will convene an interspecialty consensus panel to

develop a generic description of surgical global services. Physician experts will

then identify the components of specific surgical procedures.
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Coding of visit services is a particularly thorny issue. To understand the

problem more fully, the Commission plans to survey physicians to determine how

they interpret the differences in current codes. It will consider whether

alternative definitions or other approaches might increase uniformity and

specificity in the use of codes

Assionment and Particination. Congress has done much to encourage physicians

to accept Medicare allowed charges as payment in full. Physicians currently

accept assignment for nearly threc-quarters of Medicare claims. Still,

beneficiaries paid over S2.5 billion in 1987 for balance billing on nonassigned

claims. The Commission is sensitive to beneficiary liability for extra billing but

is also aware of the importance to physicians of Medicare's traditional policy

that lets physicians choose whether or not to accept assignment.

The Commission has not yet made recommendations on assignment, but our

March report has developed much of the background for future decisionmaking.

The major dimensions of policy on assignment are: Should policy cover all

services and beneficiaries or focus selectively? Should extra billing be

eliminated or, as now, limited in some way? What relative balance should be

sought between policies to encourage assignment versus policies to prohibit or

limit balance billing?

UTILIZATION OF SERVICES

Although a fee schedule is likely to encourage more appropriate choices among

diagnostic and treatment options, it generally retains the incentives for
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overutilization that plague fee-for-service payment methods. The Commission is

considering both shorter and longer term strategies to deal with the volume

problem. On both fronts, strategies should selectively reduce services of least

benefit without threat to the many valuable services for which Medicare pays.

Success in controlling volume will require the following. First, Medicare

beneficiaries and their physicians must be willing to forego services of little or

no benefit. Second, all parties-physicians, beneficiaries, and others who

influence medical choices-must have more usable and complete information

about the effectiveness of alternative medical services. Third, there must be

incentives to use such information to eliminate unnecessary or minimally

beneficial care.

Utilization Review. The Commission believes that utilization review in Medicare

can become more effective in controlling volume and more credible within the

physician community. This will require more systematic evaluation of the

clinical soundness of existing review efforts, more careful assessment of the

impact of different methods for review, and more research to focus program

efforts and physician responses on real utilization problems. Several private

organizations are doing sophisticated work to increase the efficiency and quality

of utilization management. Medicare policy makers should consider how it

might use this work-either directly or as a guide to innovation and refinement

in PRO and carrier review activities.

Practice Guidelines and Feedback. Because utilization review is a relatively

costly, intrusive, and limited tool, additional strategies are needed to improve
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physician knowledge and application of effective and efficient styles of practice.

The Commission is particularly interested in two approaches practice guidelines

for specific services and feedback to physicians of information on how their

practice patterns compare to others'.

Our knowledge of what treatments work for what patients is incomplete, and

much -more controlled clinical research on the outcomes of new and existing

treatments is needed. Even so, the knowledge we already have could be better

used by physicians and patients. Both feedback and practice guidelines can help

bring scientific knowledge more fully to bear on the day-to-day practice of

medicine. The Commission will be soliciting the advice of the medical

community and others on what might be the priorities, funding, processes, and

structure of a strategy for such knowledge development and transfer.

Expenditure Targets The Commission is also investigating a more global

approach to the volume problem, that is, expenditure targets. The idea would

be to adjust updates in physician fees up or down on the basis of how total

expenditures match a predetermined target. If physicians could collectively

control the volume of services, they could achieve a full scheduled increase in

fees (or more) and free themselves from some intrusive regulation. Key

questions about this kind of approach are how would individual physicians

respond and how could the medical community support and encourage a

constructive response. The feasibility of such an approach also depends on a

variety of technical and policy factors including the quality and timeliness of

expenditure data, the variables to use in projecting trends and setting targets,

the effectiveness of quality assurance techniques, and the mechanisms for tying
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global targets to payment administration. These issues are on the Commission's

agenda for the coming year.

CAPITATION

In addition to reform in fee-for-service payment, the Commission wants to

improve Medicare's use of capitated payment. Capitated programs are attractive

for their potential to contain costs and increase access for some beneficiaries.

Oualitv in HMOs The Commission is concerned about quality of care in fee-

for-service medicine and will have more to say on that subject in the coming

year. Its initial focus on capitated systems arises from special features of

these systems. Specifically, beneficiaries are 'locked in' to the system's panel

of providers, and these providers generally operate under payment incentives to

provide less care. The Commission's 1988 report recommends that all HMOs

participating in Medicare risk contracts be subject to an accreditation process

that assesses each organization's structures for quality assurance and its

arrangements for compensating physicians Participating HMOs should also be

required to give physicians detailed explanations of financial arrangements and

to inform beneficiaries about organizational features that could positively or

negatively affect the care they get.

Payment to HMOs The current method of paying HMOs under Medicare needs

a better adjustment for differences in the health status of enrollees. Now

HMOs may be penalized for enrolling sicker beneficiaries and may be

inappropriately rewarded if they attract healthier individuals One health status
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adjustment the Diagnostic Cost Group, is close to being operational, and the

Commission recommends that it be incorporated into the capitation formula

soon.

Evidence also exists that unwarranted geographic differences in capitation

payments may discourage HMO development and success in some areas of the

country. Low payment levels may indicate underservice and access problems

that HMOs could help remedy. The Commission has proposed a floor on

county-specific payments and is working on associated technical issues.

MEDICARE DATA AND ADMINISTRATION

Successful reform of physician payment and improvements in program

management depend on changes in Medicare Part B data systems. The

Commission has outlined a thorough process to define data needs, propose

feasible strategies for data collection, and plan, for implementation in

conjunction with the fee schedule.

In both its 1987 and 1988 reports, the Commission has repeatedly touched on

the administrative problems faced by HCFA, Part B carriers, PROs, and the

physicians and beneficiaries with whom these organizations deal. Over the

years, a complex physician payment system has had layers of additional

complexity grafted on to it. Some changes represent attempts to correct

intrinsic deficiencies in CPR, others are attempts to cope with larger system

problems. The Commission believes that policy change should be sensitive to

administrative feasibility, including the reasonableness of timetables for
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implementing changes, the potential for management overload and resulting

deficiencies in program oversight, and the need to consider the administrative

costs of new policies. As part of its proposals for reform, the Commission will

consider how a transition from CPR to a fee schedule should be designed,

implemented, and monitored.

CONCLUSION

Your letter of invitation for this hearing accurately observes that the growing

share of national resources devoted to health care has been accompanied by

growing concerns about the quality, accessability, and effectiveness of medical

care services and delivery systems. Those concerns are joined by worries about

the financial burdens created for beneficiaries, taxpayers, and others by steep

and unrelenting increases in costs.

Quick and simple solutions to the problem of rising costs for physician services

do not exist. Significant progress will require a variety of responses that are

developed and pursued over a sustained period. The Commission believes that

the steps outlined in its -recent report to Congress, many of which I have

summarized in this statement, can make important contributions.

Nevertheless, there are important limitations to what Meditare payment policy

can accomplish. For example, Medicare generally is not as big a. factor in

physician income as it is in hospital income, although some specialties do

depend heavily on revenues from the program. This may limit the magnitude of
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change that Medicare can achieve, particularly if private payers-insurers and

large private employers-do not alter their payment schedules.

Other factors are outside the reach of payment methodology altogether. For

eae, continued increases in the supply of physicians will be a powerful force

towards additional services, even if greater competition depresses fees. And the

success of direct attempts to control the volume of services will depend, in

part, on the attitude of the general public towards foregoing medical procedures

of uncertain benefit. Finally, fears of malpractice suits may dampen physician

interest in economizing on the use of services. For these reasons and more, a

comprehensive approach to containing costs must So beyond reform in the way

Medicare pays physicians
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Representative SCHEUER. Thank you. And now we will hear from
Dr. Joseph Painter, and to the extent that you can simply chat
with us informally, it makes it much more interesting for us and
for the audience, and also you can revert to some things that you
have heard from other witnesses or from us.

STATEMENT OF JOSEPH T. PAINTER, M.D., MEMBER, BOARD OF
TRUSTEES, AMERICAN MEDICAL ASSOCIATION, ACCOMPANIED
BY BRUCE D. BLEHART, DIRECTOR, DEPARTMENT OF FEDERAL
LEGISLATION

STATUS OF U.S. HEALTH CARE SYSTEM

Dr. PAINTER. Thank you, Mr. Chairman. I am pleased to repre-
sent the AMA and provide testimony on the directions for health
care in our country. With me today is Bruce Blehart of the AMA's
Department of Federal Legislation.

Representative SCHEUER. We're happy to have you, Mr. Blehart.
Dr. PAINTER. As a preface to some remarks that I will make to

you summarizing our position, let me point out several areas.
First, is that the health care sector has become one of the largest

components of the American economy, ranking second among the
Nation's industries behind retail trade.

A second point is that our Nation has developed a medical and
health care system that is the benchmark against which others are
measured.

The third point is that these medical advances have also created
some profound new moral dilemmas for which we grope for an-
swers-our ability to keep people alive and to maintain life in
handicapped infants are such issues that will cause society many,
many problems as to where we spend our resources.

Representative SCHEUER. As a measure of how delicate and sensi-
tive and anxiety-ridden those issues are that you've just discussed,
the Congress has barely touched upon them. We've been unwilling
to even think about them, talk about them, take testimony about
them. That's how explosive we perceive them to be. I think we've
been derelict and negligent in not taking them up and not taking
testimony of medical ethicists and others to help chart our policy,
but just to emphasize the point you're making, we won't even
touch these issues with a 10-foot pole.

Dr. PAINTER. In the practice of medicare every day, it's a very
difficult and continuing problem making such decisions.

Another factor I'd like to call to your attention is the uncertain-
ty of health care needs. Who could have predicted a few years ago
that AIDS would break upon us as a major new disease for which
billions of dollars are being spent to find a solution? Thus, as we
look at the whole issue of costs and physician payment, one should
keep that in mind as well.

Nevertheless, concerns continue to be expressed over the percent-
age of our gross national product that is attributable to health care
expenses. While this is obviously a substantial portion of the gross
national product, it must be pointed out that these represent the
total individual business and Government expenditures for person-
al services that people need and people desire. It also must be rec-
ognized there is no magic number for the amount of the GNP for
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health care services. As a society our Nation has determined that
the amount spent for health care is justifiably increased as medi-
cine offers new benefits, new opportunities, and new technology to
challenge our changing complex of diseases.

Representative SCHEUER. Dr. Painter, I don't want to interrupt
you, but I can't help it. You're giving us some very interesting tes-
timony.
. I'm not sure society has decided that the increases are merited. I
think society is grappling with a way to moderate and control
those increases and get a handle on them. I don't think you should
think that just because Congress hasn't adequately coped with this
problem that society is validating those increases and think they
are getting value for their dollar.

The fact that we are here today is testimony to the fact that we
are concerned. We're puzzled. We haven't yet been able to get a
handle on this problem, as well as other countries around the
world have, and I'm not sure that other industrialized countries
are looking to us for role models. They are undoubtedly some areas
where we have superb treatments and superb experts and special-
ists, but as far as our system is concerned, I think many of the in-
dustrialized countries feel they have better systems than we do.

The fact is, you cannot demonstrate that the extra cost of our
health care system (which you can compute-the average OECD
country spends about 8 percent of GNP on health care and we're
spending close to 12; that's 50 percent more in terms of GNP and
it's very much more in absolute terms than any of the OECD coun-
tries spend) empirically results in health outputs that are superior
in any significant way to theirs; and in some very important ways
ours are demonstrably inferior.

So I don't think we should be complacent that society has vali-
dated these cost increases and that nations around the world are
looking to us as role models. I don't think that's true. I think that's
the reason that we're here. With all due respect, you've given us
some very interesting testimony, but I just want to press that
amber flashing light that all is not well. Please proceed and I
apologize for the interruption.

Dr. PAINTER. Mr. Chairman, certainly the point is that as tech-
nology and other new advances come into play, there will be a
tendency for health care costs to rise and the amount of funds de-
voted as a part of the gross national product would increase. I
think what we are looking at, at some point, may be the situation
they recently had in Oregon where, if you recall, the young man
needed a bone marrow transplant under medicaid and they had
consciously made plans to shift funds out of that coverage area.
Before the private resources could be garnered to allow that young
man to be saved from his disease, he died. That was a judgment
that they had made in terms of their own State operation. So it's
those sorts of critical questions that I think we will be dealing with
as a part of this total mix. That's the reason why our view has
been that the GNP is not that rigid a line.

Representative SCHEUER. I want you to ignore this red light. I
took a big hunk of your time. So please continue.
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AMA AND PHYSICIAN PAYMENT REFORM

Dr. PAINTER. Thank you. At this point I really want to address
the issue that you brought us here to discuss-that is physician re-
imbursement and directions for the future.

The point I would wish to make particularly deals with the
future payment. The principle that the AMA believes in is that the
price charged for a service is a matter between the provider and
the recipient. This philosophy, of course, carries over into where
the service is medical care.

Representative SCHEUER. The provider and the recipient you say.
Dr. PAINTER. Yes, sir. We also believe that in a pluralistic system

that no single payment mechanism should be advocated at the ex-
pense of another. You heard at least four approaches by the first
speaker and there may be others, but we believe that the very
choice offered in health care plans in this country is one of the
strengths of our economic structure. We're proud to be at the fore-
front of examining the methodology in the payment for physician
services.

What we are talking of is basically the change in the fee-for-serv-
ice methodology for setting physician payment. We believe change
should be based on a rational and comprehensive analysis. Mr.
Ginsburg has told you of the many studies that are going on with
the Physician Payment Review Commission. The AMA particularly
has been involved with the Harvard University study on the re-
source based relative value schedule, or RVS. We believe that this
RVS may offer a better basis for acceptable reimbursement than
alternative proposals such as physician DRG's or fragmented revi-
sions such as the medicare program has witnessed in recent years.

As you heard, this resource based schedule will be available in
July. It's a 30-month endeavor that has involved physicians and
review panels of physician experts and the resource analysis ap-
proach-that is, how much does it cost for a service-provides the
most appropriate way of constructing a relative value schedule.

One other comment to bring to your attention and that is that
price controls themselves are not the answer. Many have suggested
fee controls, but they may have a serious negative impact. In fact,
a recent statement, a copy of which you have, of highly respected
leaders in economics, indicate that if rising prices merely reflect
real and unavoidable cost increases, a ceiling in prices will inevita-
bly serve to curtail the supply of medical services in general. A
ceiling on fees for the treatment of the elderly is sure to reduce the
quality and quantity supplied to this population group.

Representative SCHEUER. I sincerely hope that what you have
just said isn't true. I think that would reflect very poorly on the
moral and ethical quality of the physicians of America and I total-
ly hesitate to think that and I think it would reflect poorly on the
quality of the young people who are thinking of going into the
health care professions both to make a satisfactory living, a good
living let us say, and to serve. And if some kind of limitation on
salaries would turn them off, they ought to be corporate lawyers
and insurance brokers. I would be profoundly disturbed if I be-
lieved that. I don't believe it. I don't want to believe it. Please don't
hesitate to testify, though.
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Dr. PAINTER. Well, I think I would simply point out that I was
quoting from this economic paper developed by 11 economists. This
is their view, and we are simply reporting it to you.

Representative SCHEUER. I understand that. I'm not criticizing
you at all, Dr. Painter.

Dr. PAINTER. Let me conclude by saying that basing payment on
patient diagnosis or DRG is a methodology that has been basically
rejected by many who have studied it.

AMA AND MEDICARE REFORM

I would like to just take a moment then to highlight for you an
additional area in which the AMA is interested. We are very con-
cerned about the need for medicare reform. For many years we
have recognized that it has problems, but the most telling symptom
of those problems is the projected insolvency after the turn of the
century.

The AMA has culminated its study in a proposal to reform the
financing of health care for the elderly that has been introduced by
Representative Charlie Rose as H.R. 4455.

Representative SCHEUER. Charlie Rose of North Carolina?
Dr. PAINTER. Yes, sir. H.R. 4455. The key elements in this are

based on our basically prefunding health care for the elderly and
the assurance of adequate funding. In addition to that, it calls for
contributions to be made during the working years in an amount
sufficient to fund future health care costs for those working as well
as those who are now on medicare. Under the proposal, each indi-
vidual who would reach the eligibility age would then have an
annual voucher that would be sufficient to purchase a more com-
prehensive benefit package than currently provided under medi-
care. In recognition of the fact that many elderly individuals are
relatively well off, the proposal calls for cost sharing for covered
services to vary based on the beneficiary's adjusted gross income.-

ADVANCES IN HEALTH CARE

In conclusion, let me simply say that we believe that there have
been great advances in health care in this country. We believe that
this is related to the dedication of enough resources to allow the
continuation of good care as well as research to develop new care
and new ways of managing disease.

We believe that another area that we are making great strides in
is the emphasis on prevention of illness through recognition by the
individual of the need to be responsible for their health, improved
diet, and exercise.

Certainly I think while the expenditures for health care have
greatly increased in the last 30 years, the Nation and the economy
as a whole have really received significant benefits from these ex-
penditures, not only in health status and longer life expectancy,
but in improved quality of life for those who are afflicted with
chronic diseases.

Thank you, Mr. Chairman, for the opportunity to participate in
this panel.

[The prepared statement of Dr. Painter, together with attach-
ments, follows:]
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RE: The Future of Health Care in America
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Health care is a major part of the economy of the United States,
providing over 5.7 million jobs.

Physician services account for 20.1% of total health care
expenditures.

Some have questioned why the percentage of gross national product
derived from the health care sector has doubled in the last 25
years. Advances in medical care have substantially improved the
health of the American people-reducing disability, and allowing for
a more productive and longer living work-force. To keep costs at
1960 levels, we would have to expect 1960 type care. People with
kidney failure, who now live because of treatment including
transplants, would have been lost. There are many other examples of
major health care advances.

Many factors leading to increases in health and medical care
expenditures are beyond the control of the health care sector,
including general inflation, the aging of the American population
and professional liability costs.
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In America, individuals in need of health and medical care services
should be able to get care through a pluralistic system. No single
payment method should be advocated at the expense of another.

Discussion of physician reimbursement is appropriate, and there is a
need to address inequities that have built up over decades. Changes
in physician reimbursement must be carefully considered to avoid
counterproductive results that could stem from unconsidered actions.

Change in the fee-for-service methodology for setting physician
payment should be based on a rational and comprehensive analysis of
the resources that a physician brings to bear when he or she
provides a medical service.

The AMA is actively involved with Harvard University in the
development of a resource-based relative value scale (RVS). The AMA
believes that a schedule of payments based on such an RVS could
provide a better basis for a more acceptable reimbursement system
than would alternative proposals.

Price controls for physician services would have a serious negative
impact on access and quality and would not significantly effect
total health costs.

For many years the AMA has recognized that the Medicare program is
fraught with problems. The AMA has developed a plan that would
substantially improve financing health care for the elderly, and
this proposal has been introduced by Representative Charlie Rose
(D-NC) as H.R. 4455. This program provides for prefunding of
benefits to assure that there are resources for the elderly in the
future.

Key factors behind the great advances in the American people's
health status are that this country has devoted necessary resources
to meet health care needs.
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RE: The Future of Health Care in America

May 17, 1988

Mr. Chairman and Members of the Comittee:

My name is Joseph T. Painter, M.D. I am a physician in the practice

of cardiovascular diseases in Houston, Texas, and I am a member of the

Board of Trustees of the American Medical Association. With me today is

Bruce Blehart, Director of the AMA's Department of Federal Legislation.

The American Medical Association is pleased to have this opportunity to

appear today and to offer our views on directions for health care in our

country and the role that physicians play within this vital element of

our nation's economic fabric.

The Health Care Sector as Part of the National Economy

Mr. Chairman, the health care sector has become one of the largest

components of the American economy. It is an important part of our

economy. The provision of health care services is directly responsible

for 5.7 million full time jobs and ranks second among the nation's

industries behind retail trade.
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Hospitals and other providers of health care services are major

sources of jobs and income for their local economies. Each office-based

physician employs an average of 2.1 full-time equivalent non-physician

personnel. Health care is highly labor intensive and from 1984 to 1986

shoved a 2% increase in total private employment and a 3% increase in

work hours.

The cost of this large labor pool is more frequently discussed in

terms of total spending for health care services. In 1986, this amounted

to $458.2 billion, with hospital care accounting for 39.2X and physicians

services accounting for 20.1% of the total expenditures. The balance of

the expenditures were as follows: nursing home care - 8.3%; drugs -

6.7%; dentists services - 6.5%; research and construction - 3.6%; program

administration and insurance - 5.4%; other professional services - 3.1%;

eyeglasses and other appliances - 1.8%; government public health

activities - 2.9X; and other personal health care - 2.6%.

Health care issues have a greater and greater impact in our public

policy debates. Federal and state governments confront health issues and

needs directly through their funding for and administration of the

Medicare, Medicaid and other public health activities, and indirectly

through their involvement with the general economy as a whole. In

addition, the Medicare program-with its tremendous costs-does serve to

keep Congressional attention focused on health care issues.

Employers of all sizes are also becoming more concerned with

achieving economies in health care payment and delivery systems, as their

increasingly costly commitment to provide health benefits coverage to
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their employees may conflict with the competitive pressures that they

face. Some in industry are now concerned that fringe benefit costs place

American business at a disadvantage with foreign competitors who have

lover total labor costs. It is unfortunate that the cost of meeting

health care needs is often viewed today in competitive instead of human

terms, with cost concerns in both the public and private sector becoming

the paramount issue in the debate over the future of health care.

This focus on cost was not always the case. In the not too distant

past, public policy in the health area was geared toward expansion of the

health care system and wider public access to higher quality health care

services. The federal government sponsored grants to promote hospital

construction through the Hill-Burton program. Private health insurance

was and still is promoted through various provisions of the tax laws

designed to encourage health insurance purchases. Government and the

private sector established major research programs aimed at eradicating

or ameliorating dreaded diseases. Programs were established to increase

capacity to train health professionals. The economic signals of the

sixties and seventies were directed toward expansion of the health care

system and increased resources to provide more and better services.

These efforts have been successful to the point that our nation has

developed a medical and health care system that is a benchmark against

which others are measured. In human terms, this system has contributed

directly to the very well-being of America through disability avoided,

lives saved, and a substantially improved quality of life.
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Advances in Health Care

Mr. Chairman, it is important that we not lose sight of the great

advances that have characterized our nation's health care system and the

benefits that have been provided to our society.

The life expectancy of Americans has increased from 69.7 years in

1960 to 74.7 years in 1985. Infant mortality has been reduced to a

record low of 10.6 per 1000 live births, almost half the figure in 1970.

Today, through the development of and widespread availability of

vaccines, polio has been virtually eliminated, the incidence of mumps has

fallen from over 150,000 cases in 1968 to less than 3,000 in 1985, and

cases of measles have declined from 481,530 in 1962 to 2,822 in 1985.

Since 1970, the rate of death from heart disease has declined by

28.8Z and by 51.3% for stroke. These advances have come through better

trained physicians and major technological advances including open-heart

surgery, pacemakers, new drugs, and greater public consciousness of

proper exercise and diet. While cancer remains a major threat, patients

are living longer after treatment and many forms of cancer, formerly

viewed as inevitably leading to death, are now curable.

The modern miracle of transplant surgery provides life and hope to

people otherwise facing sure death, prolonged hospitalization or

deteriorating quality of life. Transplant technology and ability, a

subject that until recently only existed in the realm of science fiction,

have become accepted facts of medical routine. Today, there are over 100

facilities that provide heart transplants, and our abilities are still

growing. In 1986, there were approximately 10,000 kidneys, 1,400 hearts,
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40 heart/lungs, 900 livers, 130 pancreata, 28,000 corneas, and 1,160 bone

marrows transplanted in the United States.

Artificial organs and body parts are being developed for use when

human organs are unavailable. Just as we are starting to grasp the

potential of artificial hearts, the use of technology to replace other

body parts is becoming a matter of routine. For example, "major joint

and limb reattachment procedures" was the twelfth most frequently

occurring diagnosis related group (DiG) for Medicare beneficiaries in

1985, accounting for 107,384 discharges.

New diagnostic devices such as CT scanners, ultrasound, and magnetic

resonance imaging have greatly enhanced our ability to make rapid and

more accurate diagnoses. These technologies, which are expensive, also

obviate the need to use more painful and risky invasive diagnostic

procedures.

Medical advances have greatly increased the quality of health care

available to Americans and the quality and length of our lives.

Furthermore, a healthier population is more productive with less work

days lost to illness and with reductions in percentage of individuals who

are disabled from certain chronic conditions. The values of a healthier

population needs to be stressed, given the demographics that illustrate

the "graying of America."

Health Care Resources as a Percentame of the Gross National Product (GNP)

Concerns continue to be expressed over the percentage of our GNP that

is attributable to health care expenses. While this is a substantial

portion of our total national product, it must be remembered that these
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represent total individual, business and government expenditures for

personal services that people need and desire. By way of comparison, in

1985 consumer spending on tobacco represented 1.2% of all consumer

expenditures, "recreation" accounted for 6%, and health care represented

12.5% of consumer expenditures. It must also be recognized that there is

no magic figure for the amojnt of GNP that should be spent for health

care. As a society, our nation has determined that the total expended

for health care could justifiably increase over the years as medical care

provides new benefits to our changing population.

Mr. Chairman, we all too often hear people speak fondly of "the good

old days" with regard to the quality of our cars, homes, the state of our

schools and teachers, etc. We often hear favorable contrasts between

health care costs in the '50s and '60s compared to current costs. We

hear that spending on health care has increased from $27 billion in 1960

to $458.2 billion in 1986-from 5% of the Gross National Product to

10.9%. We are told that the cost of medical care has increased faster

than the inflation rate. In such simplistic comparisons is the

connotation that today's health care is the same as in those past decades

and that costs have gone up because of waste and irresponsibility in the

health care industry.

Such is not the case. We could turn back the clock and provide 1950

and 1960 health care to the American public. While this approach would

certainly reduce costs, the consequences to the health of the American

public would be dramatic. Without kidney dialysis and transplants, tens

of thousands of Americans who are alive today, leading productive lives,
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would be lost. If we went back to the '50s and '60s technology,

thousands more who have been cured of cancer would not be alive today,

and the ability to see, afforded by ophthalmic advances in cataract

surgery and lens implantation, would be loat by many. Without coronary

bypass surgery, individuals with blocked cardiac arteries would either be

disabled or subject to a higher frequency of strokes and heart attacks.

I point these facts out today not to may that all increases in health

care costs are justified but to highlight the fallacy of using

comparisons to another era as a basis for criticizing today's system.

The remarkable achievements in medical care have not come without

cost. Our comeitment to qulity health care for all is placing financial

strains on the governent and private sector alike. In addition, medical

advances have created profound new moral dilemas for which we still

grope for answers. Our new ability to keep ter-inally-ill patients alive

for indefinite periods of time and our ability to maintain life in

premature and severely-handicapped infants are issues that will cause

much societal and individual soul-searching in the years ahead.

Another factor that must be considered is the uncertainty of health

care needs and predictions. Just a few short year. ago, the death toll

from and the money spent to combat AID8 was not even considered when

witnesses discussed the future health care needs of our nation. As a

compassionate people, we must not let the dollars spent for care cloud

the real value of the care provided or limit access to that care.

The moral and economic consequences of these advances in medical

technology are profound and must be addressed. However, they should be
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addressed within an atmosphere of reasoned policy determination that

considers all elements of society's obligations to its members, and not

just within the context of economic crisis and budget cuts or an

arbitrary percentage of gross national product.

Costs Increase Worldwide

In addition, it is important to point out that the United States is

in no way unique in the amount of resources allocated to health care.

The average annual rate of increase for health care expenditures

experienced in the U.S. has been less than that in many "western"

nations. The analysis of national health expenditures in other western

countries indicates that the percentage share of GNP for health care

expenditures in the United States is not out of line with that of the

other-countries. While the health share of GNP in the United States was

10,.4X in 1984, France and Sweden both had percentage expenditures greater

than 92; Germany and Canada had expenditures greater than 8%. Although

the United Kingdom had ,an expenditure that was less than 62, it must also

be remembered that in Great Britain the government has made a conscious

policy decision to ration care and deliberately limit capital funding in

the health care area, and this year has had to make large emergency

increases in the National Health Service budget.

From 1975 to 1984, the United States actually had less real growth in

health expenditures relative to GNP than Canada, Belgium, Denmark,

France, Italy, Japan, Norway, and Sweden. The foreign system many seem

to be touting as a model for the U.S. health care system is the Canadian

experience. However, even with rigid controls on prices for medical care
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in Canada, Canadian per capita spending for health care is growing at

roughly the same rate as in the United States.

While we do not believe that foreign experiences are comparable or

transferable directly to the United States, we point out these national

health care expenditure figures for other countries to show that

increases in health care expenditures are not unique to the United

States. We believe that increased resources dedicated to health care is

a reflection of a maturing and humane society that places increased

emphasis on the protection of its vulnerable population, including the

ill and injured and the aging of the population in most nations.

Inflation. Aging, Liability Costs and Other Factors

Health care costs are also not im-une to outside market forces. A

significant percentage of health care cost increases is attributable

directly to continued inflation that has become a permanent fixture of

our economy. According to an article published in the Summer 1987 issue

of HCFA's Health Care Financing Review, general inflation accounted for

approximately 32% of the increase in total system costs (personal health

care costs) for the period of 1966 to 1986. In addition, approximately

11% of the growth in expenditures is specifically attributable to the

aggregate population growth over that period of time.

An additional reason for increased health care expenditures is the

aging of our population. Health care expenditures and the federal

responsibility for health care coverage through Medicare will increase

over time as the population and elderly population in particular

increases. Between 1983 and 2025, the total population is projected to



530

grow by almost 30 percent, with the elderly population doubling to a

total of 58 million or 19.4 percent of the total population. Among the

elderly, the group over age 75 will also experience substantial growth:

40 percent of the elderly are now older than age 75, and this figure will

increase to 45 percent in 2025; and the over age 85 group will triple

from the current 2.5 million people to 7.6 million people in 2025. This

substantial increase in the elderly population is particularly important

as the elderly have historically utilized a greater proportion of health

care resources.

Statistics also indicate that individuals over the age of 65 are more

likely to be hospitalized than those under that age; they use more

hospital days per hospitalization; and they visit their physician and

other health care practitioners more frequently. The importance of these

figures is clear: as the population ages, demands for health care

services correspondingly increase and the total cost for providing those

services increase.

A further factor that has contributed to the level of increase in

health care costs is the liability crisis besetting the country.

Physicians and patients alike pay for the rising cost of professional

liability. So does the federal government as a major "purchaser" of

health care services. Average premiums paid for professional liability

insurance by self-employed physicians have risen from $5,800 in 1982 to

$12,800 in 1986. Yearly increases well over 20% on the average continue

to be documented. Premiums for high-risk specialists in Florida, New

York, Illinois and other locations have soared to over $100,000 per year
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and are approaching $200,00 annually for some specialists in some

locations.

The increase in premiums has been the leading factor contributing to

the growth in patient medical bills in recent years. No other aspect of

physicians' practice expenses has risen as quickly. Looking only at the

total aggregate annual costs of professional liability coverage for

physicians, *15.4 billion was spent in 1985. If passed along in large

part to patients and taxpayers, this represents about 18.7% of the total

expenditures for physicians' services in 1985.

Furthermore, the ANA recognizes that health care services should be

examined for their cost-effectiveness as one element of consideration.

We have been taking positive actions to review the delivery of health

care services and to eliminate those health care costs that are

inappropriate and are not benefiting the public.

THE ZFUUER FOR PHYSICIAN RRIMBtRSHMEWF

In your invitation to testify, you asked that we focus on the issue

of physician reimbursement and directions for the future.

The ANA believes that the price or charge for a service is a matter

between the provider of the service and the recipient and that this

philosophy carries over to situations where the service involved is

medical care.

We believe that in America individuals should be able to get care

through a pluralistic system and that no single payment method should be

advocated at the expense of another. The very choice offered in health

care plans in this country, largely differentiated by payment

methodology, is one of the strengths of our economic structure.
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We are proud to be at the forefront of the process to consider

changes in the payment methodology for physician services. Discussions

of physician reimbursement issues are appropriate, and there is a need to

address inequities that have built up over decades. These matters,

however, must be carefully considered to avoid counterproductive results

that could stem from unconsidered actions. Given the millions and

millions of people who will be affected by any' changes in the structure

for how physicians are paid for their services, we strongly recommend

that where changes are made that they be accomplished in an evolutionary

manner.

A Resource-Based RVS: The Basis for Indemnity Payment Schedules

Change in fee-for-service methodology for setting physician payment

should be based on a rational and comprehensive analysis of the resources

that a physician brings to bear when he or she provides a medical

service. For this reason, the ANA is actively involved with Harvard

University in the development of a resource-based relative value scale

(RVS). We believe that a schedule of payments based on such an RVS may

provide a better basis for a more acceptable reimbursement system than

would alternative proposals such as physician DRGs, wide-spread

capitation, or fragmented revisions, such an the Medicare program's

"inherent reasonableness" proposals, freezes in payment, and maximum

allowable actual charges.

The development of a resource-based EVS, scheduled for completion by

July 14, 1988, is not a simple undertaking. This thirty-month endeavor

has been based on substantial physician involvement through the use of
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scientific surveys of physicians and review by panels of physician

experts. It is our expectation that the resource analysis approach taken

by this study will prove to be the most appropriate basis for the

construction of an RVS.

A promising use of such a resource-based RVS is in an indemnity

payment system. Under an indemnity fee schedule, the insurance payment

amount would be known in advance to both physicians and patients, and

they can agree upon further financial liability, if any.

Price Controls are not the Answer

In examining means to set payment levels for physician services, some

have proposed fee controls. Price controls would have a serious negative

impact. A recent statement on this issue endorsed by a group of highly

respected leaders in economics, including two Nobel laureates, concludes:

It is important to explore the sources of the price increases
experienced by medical services because only after the causes
are understood can a rational policy for the containment of the
effects of those price increases be formulated. Moreover, to
the extent that the price increases are to be attributed to real
and largely unavoidable cost increases, rather than to the
imperfect competitiveness of the medical care industry, the
perils of the price control approach are necessarily
exacerbated. If rising prices merely reflect real and
unavoidable cost increases, a ceiling in prices will inevitably
serve, in the long run, to curtail the supply of medical
services in general; and a ceiling on fees for the treatment of
the elderly is sure to reduce the quality and quantity of
services supplied to this population group. Experience shows
that, in the long run, it may even increase the prices this
group is required to pay. In sum, such controls under these
circumstances would constitute no benefit to the group of
persons they are intended to protect. (A copy of this paper is
attached.)

Payment Based on Diasnosis Related Groups (DRGs)

The AMA is unalterably opposed to a DRG-based physician payment

plan. As the DRG payment for physician services would be based on an
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"average" for the mythically "average" patient, it would increase the

present hospital-driven economic pressures for withholding care.

o Incentives caused by hospital DRGs already have limited the

availability of services, as evidenced by nursing and other

services pared by hospitals. Physician DRGs would create new
incentives to limit access to physician services.

o By basing payment for both physicians and hospitals on DRGs, all
of the economic incentives would be weighted against the patient,

i.e. by providing fewer services, the hospital stay becomes more

"profitable."

o DRGs do not pay for services actually rendered; in fact, they

reward for services not performed. This mechanism would
reinforce existing hospital incentives to reduce available care
and avoid severely ill patients.

o Access to care in rural areas would suffer. Physicians would be

discouraged from providing services in areas distant from their
primary site of practice. Many rural hospitals already have
experienced hardships due to the DRG payment methodology. It
would be dangerous to further expand the DRG payment to services
provided in hospitals already in crisis.

o The physician is the patient advocate, the one who now assures
the patient that the DRG system does not affect patient needs.

Extending the DRG to include physician payments would provide

financial incentives that would erode the role of the physician
as patient advocate.

Finally, House Concurrent Resolution 30 and Senate Concurrent

Resolutions 15 and 56 have widespread bi-partisan co-sponsorship-326

House cosponsors on H.Con. Res 30, 48 Senate cosponsors on S.Con. Res 15,

and 8 Senate cosponsors on S.Con. Res 56. They clearly state that it is

neither feasible nor desirable to implement any method of payment for

physician services based on DRGs.

Cat~itatin

Our society should maintain a pluralistic system for setting the

manner in which physicians receive reimbursement for the services they
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provide. Just as today, physicians and patients should continue to have

the opportunity of participating in a variety of practice and payment

methods. Alternatives must be closely examined before being imposed on

the population.

Capitation, as exemplified by the current array of health maintenance

organizations and competitive medical plans, has its place in the health

care marketplace. However to be effective, capitated systems should

only operate in areas where they are part of a competitive environment

and individuals have free choice among nuerous health care plans. Our

population should not be placed in a position where their only choice of

a physician is one who takes part in a capitated payment methodology.

LOOKING TO FTLIRI

The American Medical Association recognizes that the status quo of

today Vill not and should not be the norm for the future. The need for a

reform of the Medicare program cannot be underscored enough. For many

years the ANA has recognized that the Medicare program is fraught vith

problems. The mot telling sympto of these problems is that the program

is headed toward fiscal insolvency shortly after the turn of the

century. This fa t, coupled with the virtually relentless tinkering with

the program that ye have seen during this decade based on fiscal

concerns, acted as a catalyst for initiating an in-depth review of the

Medicare program. This review culminated in a proposal to reform

financing health care for the elderly. This proposal has been introduced

by Representative Charlie Rose (D-NC) as H.R. 4455. (A pamphlet

describing this proposal is attached.)
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Key elements in our proposal include pre-funding 
health care for the

elderly and the assurance of adequate funding. 
To accomplish this, the

proposal calls for contributions to be made during 
working years in an

amount sufficient to fund future health care costs 
for those now working,

and at the same time, pay present health care 
costs for those now on

Medicare. The program would cover the entire elderly population 
in the

United States. To achieve the funds necessary to prefund the program, 
we

recognize that taxing authority would have to be 
exercised in a manner to

assure the collection and maintenance of adequate 
funds so that each

individual upon attaining eligibility would be provided 
a voucher to

purchase a private health insurance plan that would cover a comprehensive

level of benefits.

Under our proposal, tax rates would be set at a level sufficient to

pay the cost of vouchers for all eligible persons 
in the program in the

first year of operation and each year thereafter. 
The tax rate would be

sufficient to assure true prefunding of the program 
with future tax

contributions made and preserved for those who contribute them. These

tax dollars will earn interest and other investment 
income during the

contributing years rather than being paid out immediately 
for

beneficiaries then on the program.

Health Care Coveraxe

Under the proposal, all individuals who reach eligibility 
age will be

entitled to an-annual voucher that will be sufficient 
to purchase a

policy providing the required comprehensive level 
of benefits. The

benefits would be a more comprehensive benefit package than is currently

provided under the Medicare program.
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Through the use of their vouchers, beneficiaries would be able to

.choose insurance plans offered from Blue Cross/Blue Shield plans,

commercial companies, HMOs, and other health benefit plans where the

policy offered provided at least the specified adequate benefits.

Importantly, the policy would have to provide a limit on out-of-pocket

spending or cost-sharing for covered services of $2,500 per individual,

$3,750 per family for most enrollees.

Needs Testina and Additional Savinas

In recognition of the fact that many elderly individuals are

relatively well off, the proposal calls for the amount of cost-sharing

for covered services to vary based on the beneficiary's adjusted gross

income.

Some individuals may want to set aside funds to purchase even more

comprehensive policies and to provide coverage for the purchase of

Medigap insurance and to cover deductible expenses. The proposal has

provisions to authorize individuals to use the individual retirement

account mechanism to meet these needs. Under the program, all working

individuals will be allowed to contribute a before-tax amount of $500 a

year to an IRA. After attaining eligibility age (or on becoming

permanently disabled), all IRA withdrawals for health expenses would be

tax free. We believe that the use of the IRA savings mechanism would

provide a valuable supplemental source of health care funding for

individuals under the new program. Also, these funds could be used for

the purchase of needed long-term care services and insurance.

88-544 0 - 89 - 18
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CONCLUSION

Mr. Chairman, the AMA urges this Committee and Congress to act to

help assure access to and the continued high level of quality care

provided by our health care system. We believe that the great advances

in the American people's health status has occurred because this country

has devoted necessary resources to the health care sector and has not

created a system dominated by improper government intrusion. We believe

this policy should continue. We also believe that great strides can be

made by encouraging the American public to prevent illness through

adoption of healthier lifestyles such as improved diets, reduced smoking

and exercise. The federal government can play a valuable role in

encouraging such activity.

America's physicians will continue to cooperate in our nation's

continuing commitment to assure the highest possible level of quality

health care to all Americans. We urge you to keep in mind, while

expenditures for health care have greatly increased over the past 30

years, the nation and its economy as a whole has received significant

benefits from these expenditures. These benefits relate to improved

health status, longer life expectancy, and improved quality of life.

Productivity also increases when absenteeism from illness is reduced and

when chronic conditions can be controlled with workers continuing in

their jobs.

* Mr. Chairman, at this time I would be pleased to respond to any

questions the Comittee may have.
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PRICE CONTROLS-AN
INAPPROPRIATE PRESCRIPTION

FOR THE RISING COST OF MEDICAL CARE

During the last several decades, the costs of medical services have been rising
at a rate persistently more rapid than that of the general price level. This
constitutes a real and very urgent problem for the poor in general, and for the
elderly poor in particular. But it is a problem which cannot be solved by legislation
which seeks to declare its symptoms illegal. Recent proposals undertaking to
impose ceilings on the fees that doctors would be permitted to charge their
Medicare patients amount to the imposition of a system of price controls. As with
most price control measures, these proposals are not only likely to fail to achieve
their objective, but are apt to impose a costly burden upon the very persons whose
interests they would attempt to protect.

In common with many other personal services, such as education, the
performing arts, and a variety of services performed by state and local
governments, the costs and prices of medical services have indeed risen at rates
substantially-higher than the economy's overall rate of inflation. During the 40-
year period since 1947, according to U.S. government statistics, in constant
dollars, the price of a visit to a doctor's office has risen some 150 percent, the cost
of elementary education per pupil per day has risen about 300 percent, and the
cost of a day of hospital care has increased approximately 1,750 percent.

No one is sure of the full explanation of these very substantial increases in the
cost of medical services. But the rising physician-population ratio, the rising
proportion of applicants accepted by medical schools, the increase in the number
and membership of organizations such as HMOs (Health Maintenance
Organizations) and PPOs (Preferred Provider Organizations) whose objective is
to hold down medical care costs, and the fact that (in constant dollars) physician
incomes have been virtually constant for more than a decade, all suggest that
there has been no decline in competitiveness in the health care area such as would
account for the pattern of sharp increase in the relative prices of medical services.
There is good reason to conclude, rather, that a substantial role was played by the
fact that medical care is a personal service which is not amenable to the rates of
productivity increase which, for example, have constrained the rates of price
increases of manufactured products.

It is important to explore the sources of the price increases experienced by
medical services because only after the causes are understood can a rational policy
for the containment of the effects of those price increases be formulated.
Moreover, to the extent that the price increases are to be attributed to real and
largely unavoidable cost increases, rather than to the imperfect competitiveness of
the medical care industry, the perils of the price control approach are necessarily
exacerbated. If rising prices merely reflect real and unavoidable cost increases, a
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ceiling in prices will inevitably serve, in the long run, to curtail the supply of
medical services in general; and a ceiling on fees for the treatment of the elderly is
sure to reduce the quality and quantity of services supplied to this population
group. Experience shows that, in the long run, it may even increase the prices this
group is required to pay. In sum, such controls under these circumstances would
constitute no benefit to the group of persons they are intended to protect.

We strongly urge that price controls for medical services not be adopted
precipitously. We believe that careful consideration of the matter will make it
clear that price control measures for medical services are to be avoided altogether,
and that a serious social problem such as this one merits a more reasoned and
more promising approach.

Elizabeth E. Bailey

William J. Baumol

James M. Buchanan

Carl F. Christ

H. E. Frech, III

Lawrence R. Klein

Marc L. Nerlove

Sam Peltzman

James B. Ramsey

Richard L. Schmalensee

Martin Shubik

Alan Walters
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A ncw appr oach to fin;anc;ing licaith carc

A Proposal for Preserving Access to

High Quality Health Care for Older Persons

From the American Medical Association
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A real danger threatens the long-term existence
of the Medicare program. The program is
headed for bankruptcy.

Medicare today is a payment transfer
system. The payroll taxes collected from peo-
ple now working are paid out immediately for
services to people now on Medicare, rather
than being preserved for the future use of the
contributing taxpayers. Right now there are
about four workers paying taxes to support the
services required by each Medicare beneficiary.

As our population ages, this worker base
will decrease dramatically. In fact, there will be
only two workers to support each beneficiary in
the future. Because of this major population
shift and other factors, the Medicare trust fund
that pays for hospital services will be exhausted
by 2002, according to a 1987 federal govern-
ment report. It has been estimated that the
program will be $1 trillion in debt in as little as
15 years thereafter.

Other problems in the present Medicare
program include:
* No protection against catastrophic health

care expenses.
* No cost-sharing related to the ability to pay.
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The American Medical Association has a

proposal that addresses these problems. It would

place health care for all of the elderly on a

fiscally sound basis, provide increased cost
sharing for those who are financially well off,

and provide the protection against catastrophic

health care expense lacking under the current

Medicare program.
The AMA proposal would:

* Replace the present Medicare program with

a system of vouchers to older persons to

purchase health insurance with compre-
hensive benefits, including catastrophic
protection.

* Finance vouchers by a tax on adjusted gross

income during working years and by con-

tinuation of the employer health insurance
payroll tax (the employee portion would

be eliminated). .

* Set tax rates at a level sufficient to pay for

current Medicare beneficiaries and gradually
to preserve all tax contributions for the future

use of those taxed.

I

i
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The new program will cost taxpayers-
both individuals and employers-substantially
less than maintaining the current Medicare
program. This is because:

* Tax contributions will earn investment
income, rather than being paid out imme-
diately for beneficiaries then on the program.

* There is increased cost-sharing by those
who can afford to pay more of their own
health costs.

A new public trust fund would safeguard
tax contributions, manage investment of these
funds, and disburse vouchers to eligible individ-
uals. In addition, the new program would have
a supplemental private IRA savings plan which
would extend tax-exempt limits and allow tax-
free withdrawals for medical expenses after
eligibility age. Eligibility age would be increased
to 67 over an eight-year period, to reflect
improved life expectancy and health status
of the population.
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This new approach to financing health care
of the elderly will prefund health expense
protection on a fiscally sound basis, in contrast
to Medicare's current pay-as-you-go system.

It will provide catastrophic expense
protection, also lacking in the current program.

And finally, it will enable equitable
cost-sharing by those who can afford to pay
more of their own health care expense, thus
assuring a continuation of benefits for all
elderly persons.

These basic elements of prefunding,
catastrophic protection and equitable cost-
sharing are crucial in assuring continued access
to affordable, high quality health care for
the elderly.

'-I
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Representative SCHEUER. Well, we very much appreciate your
testimony, Dr. Painter, and if we can't get the best thinking and
the most creative and thoughtful support of the community of
American doctors, we're really in terrible trouble. And I'm delight-
ed to see you appearing here in such a thoughtful open manner.
It's very encouraging to me.

Dr. PAINTER. Our pleasure, sir.
Representative SCHEUER. I think you're totally on the mark

when you say that the biggest quantum jump or leap in health out-
puts will be the time when we convince every American that he's
in charge of his own health outputs. It isn't a question of open
heart surgery or CAT scans or organ transplants. It's a question of
him or her and we have met the enemy and he is us. When we
start taking charge of our diet, as you pointed out, our exercise, the
avoidance of mind-altering drugs affecting the central nervous
system, dangerous situations, tobacco, alcohol, drugs-then we'll
see an extraordinary advance in American health results.

I'm going to ask you later-but I've interrupted you enough-to
give us some thoughts on how the American medical community,
the private community that you represent, the Government, com-
bined, can convince people that they determine their own health
outputs far more than the tertiary hospitals' health programs.
They are in charge and they have to exercise responsibility to lead
sane lives. So I'll be addressing this question to you during the
question period and I very much appreciate your testimony.

Does your colleague wish to add some thoughts? We'd be very
happy to hear from you if you have anything to add.

Mr. BLEHART. Not at this time. Thank you, sir.
Representative SCHEUER. OK. Then we'll move along to Dr. Dan

Dragalin, vice president of group medical service for Prudential.

STATEMENT OF DANIEL DRAGALIN, M.D., VICE PRESIDENT,
GROUP MEDICAL SERVICES, PRUDENTIAL INSURANCE CO. OF
AMERICA, INC.

HMO's AND PPO'S

Dr. DRAGALIN. Thank you, Mr. Chairman. Prudential has a sig-
nificant amount of experience in physician payment mechanisms
on both sides of the fence, the traditional side, the indemnity side,
as well as the managed side. We currently provide indemnity cov-
erage for about 22 million individuals across the United States and
additionally provide managed care services to about 1.5 million
folks in 42 cities.

Additionally, we are negotiating with the Health Care Financing
Administration to process medicare risk-sharing contracts in 31 of
our locations. Our current network of providers include 17,000 pri-
mary care physicians, 29,000 specialty physicians and 700 hospitals
under contract.

Today I'm here on behalf of the Group Health Association of
America, the GHAA, which is the oldest and largest representative
of the prepaid managed care industry in the United States. The
GHAA member plans include approximately two-thirds of the Na-
tion's current HMO enrollment.
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I won't go back through all the problems with regard to costs in
medicine because they've been well delineated by the previous
speakers.

As you know, a number of initiatives have been instituted in the
past to try to decrease health care costs. A number of systems have
been introduced both on the indemnity side and the managed care
side. Second opinion surgery programs, preadmission hospital certi-
fication programs, catastrophic case management programs concen-
trating on high dollar claims, comparative reporting on resource
utilization to select cost effective providers, all in an effort to cur-
tail the expenditures.

I wanted to concentrate most of my testimony on HMO's. As you
know, an HMO provides both coverage and service. HMO members
receive a comprehensive coordinated package of medical benefits
for a fixed prepaid monthly fee and I really want to stress the fact
that what we're talking about is a systematic methodology of care.
It's not just the financing mechanism here, but it's the delivery
mechanism that's key to the understanding of the HMO.

One of the major criticisms of the American medical care system
has been the dominance of specialty medicine. In fee-for-service
medicine,. obviously a patient is allowed to manage a great deal of
his or her own .care. They are free to self-refer to various specialists
and subspecialists depen'dhg on their own perception of needs and
they certainly do make that self-referral.

Representative SCHEUER, Excuse me. What is that, a self-refer-
ral-that means you pick a doctor?

Dr. DRAGALIN. Sure. According- to your perception of your own
need, obviously you can choose whether to go to an internist or a
cardiologist or a rheumatologist or whatever; you can go directly to
a specialist or a subspecialist bypassing, for example, a primary
care physician.

Representative SCHEUER. Bypassing your family doctor?
Dr. DRAGALIN. Exactly.
Representative SCHEUER. Is that frequent?
Dr. DRAGALIN. Absolutely. On the other hand, in an HMO, each

patient is a focus of a system of care-and again I want to empha-
size the system of care here-in which the primary care physi-
cian-that is the family physician or the internist or the pediatri-
cian-manages all the resources of the HMO in a system that's
both beneficial to the patient and cost effective. The primary care
physician functions as a comprehensive coordinator, if you will, to
the patient or the beneficiary, helping the patient to determine
their subspecialty needs.

HMO's additionally are expert at systematic case management
and at health promotion. Services ordinarily provided in the hospi-
tal are often routinely provided on an outpatient basis or in a less
costly setting and there's a tremendous emphasis on health promo-
tion.

HMO's take this concept of the system of care one step higher
through their structured quality assurance activities. All HMO's
are required to establish internal quality monitoring systems which
monitor the adherence of the plan's physicians to the HMO's clini-
cal performance standards.
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HMO's are by and large founded on the principle that the pro-
vider has an incentive of some kind to provide appropriate care in
a cost-effective way and there's a variety of provider payment
mechanisms in operation in the 600 or so HMO's across the coun-
try. One of the most common methodologies is the fixed payment
or the capitation where either the physician or the group to which
the physician belongs is paid a fixed sum for every member or
every beneficiary who is enrolled in the plan on a monthly basis
and all the health-care costs come out of that fixed sum.

Another popular methodology is a negotiated fee-for-service rate
which is why we're also interested in the relative value scale that's
emerging, in which physicians are paid along that negotiated fee-
for-service rate but there is a percent withheld from the payment
of each episode of care and then that withhold is returned to the
physician or the physician group at the end of the year depending
on how well the plan performed.

A number of HMO's are building quality performance measures
into their incentive schemes. In short, HMO's attempt to create an
environment in which providers are encouraged to give the most
appropriate cost-effective medical care possible and, in fact, HMO's
have had a major impact in slowing the growth in health-care costs
not only by providing quality care most efficiently but also by stim-
ulating the fee-for-service system through competition to move in
the same direction.

For example, HMO's reported last year average utilization of 427
inpatient days per 1,000 enrollees and an average length of hospi-
tal stay of 4.7 days. Now that compares to a national average, the
same year, of 920 days per 1,000 population and an average length
of stay of 6.5 days.

Additionally, in a 12-year-you may be familiar with this
study-in a 12-year $80 million health insurance experiment, the
Rand Corp. has shown that HMO members experience up to 40 per-
cent fewer admissions and save up to 28 percent on health care
costs compared to the normal fee-for-service system. Furthermore-
and this is critical-Rand concluded that regardless of the enroll-
ee's income level or health status, the cost savings achieved by the
HMO through lower hospitalizations were not reflected in lower
levels of health status.

As you're also probably aware, as a result of the Tax Equity and
Fiscal Responsibility Act of 1982, TEFRA, HMO's are also able to
serve medicare beneficiaries on a prepaid capitated basis. Nearly 1
million medicare beneficiaries now receive their health care
through the 133 HMO's that have medicare risk contracts.

In order for the promise of that medicare risk contract program
to be totally realized, there are some serious problems that need to
be addressed. HMO's are concerned about the reliability of Govern-
ment as a purchaser and the stability of rates paid because of the
unpredictable levels of rate increases together with the real threat
of Gramm-Rudman reductions such as those that occurred in 1985
and 1986. The fairness of the rates is a second concern. Half of the
risk-contracting HMO's have been experiencing much higher rates
of utilization of inpatient services than previously anticipated. That
may be because HMO's with their improved coverage are attract-
ing the sickest members of the medicare population. We're encour-
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aged that HCFA is sponsoring some very important research and
demonstrations to develop a remedy to that situation.

Now obviously we believe that HMO's represent one alternative
delivery and payment system and there are several policy propos-
als alive today that address physicians and the fee-for-service
sector, one of which is the development of the relative value scale
which we certainly support.

Another critical development is HCFA's proposal to enroll medi-
care beneficiaries in preferred provider organizations, PPO's.
Under this plan, physicians who practice conservative medicine
which HCFA is defining as meeting cost, volume and quality expec-
tations, would be sought out for service to medicare beneficiaries
and the beneficiaries who use those preferred providers would pay
10 percent of the bill while those who don't use the preferred pro-
viders would pay 30 percent of the bill. Currently they pay about
20 percent of the bill under the system in effect.

NEED COMPREHENSIVE SOLUTION

We believe that while these initiatives hold some promise, there
is reason to believe that the reform strategies that I've outlined,
like the hospital cost containment strategies, will meet with only
limited success. As the primary decisionmakers for--

Representative SCHEUER. Could you state that in a way other
than in the negative?

Dr. DRAGALIN. I'm sorry. It was a little confusing. What I meant
was we believe that any system that concentrates on a fragment of
medical care, on only reimbursement to physicians or only reim-
bursement to hospitals, will meet with limited success in terms of
total cost efficacy because we believe that the practice of medicine
is a comprehensive integrated system involving hospital admis-
sions, outpatient surgeries, ER physician patterns, primary care
visits, subspecialty visits, diagnostic habits of physicians, health
promotion activities, home health care services, and DME, and any
solution that purports to induce cost efficacy into health care in
the United States has to take into consideration the interrelation
between all those pieces of medicine.

So again, we believe that some of the initiatives hold promise,
but we believe that the totality of health care has to be addressed.

In summary, clearly the managed health care industry believes
that cost savings measures and utilization controls can provide im-
portant contributions to our health care delivery system without
sacrificing quality. In fact, we believe that organizations providing
care that is truly managed are actually providing a higher quality
care than that found in the fee-for-service setting, but that the em-
phasis in selecting preferred providers must not fall on dollars or
utilization but on quality and on the system of care. Thank you.

[The prepared statement of Dr. Dragalin follows:]
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PREPARED STATEMENT OF DANIEL DRAGALIN, M.D.

GOOD MORNING. MY NAME IS DANIEL DRAGALIN, M.D. I AM THE VICE

PRESIDENT FOR GROUP MEDICAL SERVICES FOR THE PRUDENTIAL INSURANCE

COMPANY. WE CURRENTLY PROVIDE MANAGED CARE SERVICES TO 1.4 MILLION

INDIVIDUALS IN 42 CITIES. AT PRESENT, THE HEALTH CARE FINANCING

ADMINISTRATION (HFCA) IS PROCESSING MEDICARE RISK-SHARING CONTRACTS

FOR 31 OF OUR PLANS. OUR EXTENSIVE NETWORK OF PROVIDERS INCLUDES

17,000 PRIMARY CARE PHYSICIANS, 29,000 SPECIALTY PHYSICIANS, AND 700

CONTRACTING HOSPITALS.

I AM HERE TODAY ON BEHALF OF GROUP HEALTH ASSOCIATION OF AMERICA

(GHAA), THE OLDEST AND LARGEST REPRESENTATIVE OF THE PREPAID,

MANAGED CARE INDUSTRY IN THE UNITED STATES. OUR MEMBER PLANS

INCLUDE APPROXIMATELY TWO-THIRDS OF THE NATION'S HMO ENROLLMENT.

THESE ARE STRESSFUL TIMES. THE INCREASE IN POPULATION, THE RAPID

EXPANSION IN MEDICAL TECHNOLOGY, AND THE EFFORTS TO IMPROVE ACCESS

TO HEALTH CARE SERVICES HAVE CONTRIBUTED TO A RISING DEMAND FOR

HEALTH CARE SERVICES. AT THE SAME TIME, THE FRAGMENTED NATURE OF

OUR SYSTEM, COMBINED WITH THE INABILITY TO ADDRESS FUNDAMENTAL

WEAKNESSES, HAVE LED TO INFLATIONARY PRESSURES WHICH HAVE

CONTRIBUTED TO A RAPID RISE IN HEALTH CARE COSTS. PAYORS AND

PURCHASERS, BOTH ON THE PUBLIC AND PRIVATE SIDE, HAVE BECOME

INCREASINGLY RELUCTANT TO ABSORB THESE COSTS. THIS PRESENTS A

SEVERE CHALLENGE TO OUR ABILITY TO PROVIDE ACCESS TO QUALITY CARE AT

A P"ASONABLE COST FOR ALL AMERICANS.



552

WE COMMEND THE COMMITTEE FOR HOLDING THIS HEARING TO EXPLORE WAYS OF

ADDRESSING THESE ISSUES. RESEARCH SUGGESTS THAT CURRENT METHODS OF

PAYING PHYSICIANS INAPPROPRIATELY FAVOR SPECIALTY CARE OVER PRIMARY

CARE, AND PROCEDURES OVER COGNITIVE SERVICES. CURRENT EFFORTS TO

ADDRESS THESE PROBLEMS, AS WELL AS THE MORE GENERAL INFLATIONAz_

PROBLEMS OF FEE-FOR-SERVICE METHODS OF REIMBURSEMENT, SHOULD HELP TO

PUT IN PLACE THE KINDS OF INCENTIVES WHICH ENCOURAGE MORE

COST-EFFECTIVE HEALTH.

WE ARE SEEING AN INCREASING RECOGNITION THAT SOMETHING MUST BE DONE

TO HALT THE STEADY UPWARD PROGRESSION OF NATIONAL HEALTH

EXPENDITURES. THE LATEST AVAILABLE FIGURES TELL US THAT IN 1986

HEALTHCARE EXPENDITURES HAD REACHED 10.9 PERCENT OF THE GROSS

NATIONAL PRODUCT. EVEN AT OUR CURRENT EXPENDITURE LEVEL OF $458

BILLION, WE HAVE APPROXIMATELY 35 MILLION UNINSURED AMERICANS AND

APPROXIMATELY 70 MILLION AMERICANS WHO ARE UNWDRINSURED AND WHO ARE

FORCED TO STINT ON USE OF HEALTH CARE SERVICES BECAUSE THEY CANNOT

AFFORD THEM.

CERTAINLY, THIS ALARMING TREND HAS COME TO THE ATTENTION OF NOT ONLY

HEALTH CARE POLICYMAKERS, BUT OF ALL SECTORS OF OUR ECONOMY. MAJOR

CORPORATE PURCHASERS ARE ALARMED AT THE RAPID EROSION OF THEIR

COMPETITIVE POSITION EMANATING FROM INCREASING DOLLARS SPENT ON

EMPLOYEE HEALTH BENEFITS. UNDERSTANDLY, OUR ELDERLY POPULATION IS

rISMAYED THAT THEIR OUT-OF-POCKLT "EALIH CARE EXPENDITURES EXCEED

THOSE IN PRE-MEDICARE DAYS.
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THE RESULT OF ALL THIS CONCERN HAS BEEN A NUMBER OF INITIATIVES

DESIGNED TO ADDRESS INFLATION IN VARIOUS SECTORS OF THE HEALTH CARE

SYSTEM. ATTEMPTS ARE BEING MADE TOLIMIT THE FEE-FOR-SERVICE

INCENTIVE THAT THE MORE YOU DO, THE MORE MONEY YOU MAKE. MANY LARGE

HEALTH CARE PURCHASERS HAVE INTRODUCED SYSTEMS OF COST CONTAINMENT

SUCH AS SECOND OPINIONS FOR SURGERY, PREADMISSION CERTIFICATION FOR

HOSPITAL ADMISSIONS, AND COMPARATIVE REPORTS ON RESOURCE UTILIZATION

TO SELECT PRUDENT PROVIDERS.HOSPITAL SERVICES, BECAUSE THEY

CONSTITUTE STHmj A HIGH PROPORTION OF NATIONAL HEALTH EXPENDITURES,

WERE THE FIRST TO UNDERGO THE UPHEAVAL OF MAJOR PAYMENT REFORM.

THIS HAS HAPPENDED THROUGH STATE HOSPITAL COST CONTAINMENT SYSTEMS

AND THROUGH MEDICARE'S PROSPECTIVE PAYMENT SYSTEM.

THE NEXT AREA OF ACTIVITY WILL BE THE REFORM OF PHYSICIAN PAYMENT

SYSTEMS, AN AREA IN WHICH HEALTH MAINTENANCE ORGANIZATIONS (HMOs) A

HAVE SIGNIFICANT INTEREST.

IT MAY BE OF VALUE FOR ME TO STOP AT THIS TIME AND DEFINE FOR THE

COMMITTEE, BOTH THE HMO AND THE MAJOR TYPES OF ORGANIZATIONS WHICH

ARE GROUPED TOGETHER AS HMOs.

HMOs PROVIDE BOTH COVERAGE AND SERVICE. HMO MEMBERS RECEIVE A

COMPREHENSIVE, COORDINATED PACKAGE OF MEDICAL BENEFITS FOR A FIXED,

PREPAID MONTHLY FEE.
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AS MEM M INDUSTRY HAS GROWN, IT ALSO HAS EVOLVED AND BECOME

1NOEASINGLY DIVERSE. ACCORDING TO GHAA'S MOST RECENT INDUSTRY

SURVEY, 14 PERCENT OF RESPONDING PLANS WERE SPONSORED BY NATIONAL

EMD FIRMS, 33 PERCEN INDEPENDENTLY, 26 PERCENT BY INSURERS, 16

PERCENT BY PROVIDERS, AND 10 PERCENT BY OTHERS. THE GREATEST GROWTH

IN PLANS HAS OCCURRED IN IPA MODEL PLANS. IN MY OPINION, ONE OF THE

OREATEST CHALLENGES FACING HEALTH POLICYMAKERS TODAY IS TO GAIN

SUFFICIENT UNDERSTANDING OF HMOs AND THEIR ARRANGEMENTS WITH HEALTH

CURE PROVIDERS.

A UNIQUE ASPECT OF HMOs IS THE COMPREHENSIVENESS OF THE HEALTH CARE

BENEFITS WHICH THEY COVER. PHYSICAL EXAMS, WELL-BABY CARE, AND

SPECIALIZED PROGRAMS INCLUDING WEIGHT LOSS AND SMOKING CESSATION ARE

OFTEN PROVIDED FREE. THE SERVICES ARE DESIGNED TO HELP KEEP HMO

MEMBERS HEALTHLY, BECAUSE HEALTHY MEMBERS REQUIRE LESS FREQUENT AND

LESS RESOURCE-INTENSIVE CARE. THIS INCENTIVE TO KEEP ENROLLEES

HEALTHY IS ANOTHER OF THE REAL BENEFITS WHICH HMOs CAN PROVIDE OUR

SOCIETY.

HEOS PROVIDE COVERAGE FOR ROUTINE OFFICE VISITS, HOSPITAL AND

OUTPATIENT CARE, EMERGENCY SERVICES, AND NURSING HOME AND HOME

HEALTH CARE. BECAUSE OF THE INCENTIVE TO USE SERVICES IN THE MOST

COST-EFFECTIVE WAY, HMOs ARE EXPERT AT CASE MANAGEMENT: SERVICES

ORDINARILY PROVIDED IN THE HOSPITAL ARE OFTEN ROUTINELY PROVIDED ON

AN OUTPATIENT PBkSIS OR IN A LESS COSTLY SETTING SUCH AS A NURSING
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HOEZ OR THE PATIZNT'S OWN HOME. IN OUR VIEW, THIS OFTEN RESULTS IN

CARE THAT IS MOME ACCEPTABLE TO THE PATIENT AS WELL AS MORE

COST-EFFECTIVE.

LET ME STRESS THE CONCEPT OF THE CASE MANAGER OR THE PRIMARY CARE

PHYSICIAN MASASER, BECAUSE THIS IS ANOTHER UNIQUE ATTRIBUTE OF

HOS . ONE OF THE MAJOR CRITICISMS OF THE AMERICAN MEDICAL CARE

SYSTEM HAS BEEN THE DOMINANCE OF SPECIALTY MEDICINE. BECAUSE OF THE

FACT THAT IN FEE-FOR-SERVICE MEDICINE, THE PATIENT IS ALLOWED TO

MANAGE A GREAT DEAL OF HIS OR HER OWN CARE, PATIENTS ARE FREE TO

SELF-REFER TO VARIOUS SPECIALISTS OR SUBSPECIALISTS DEPENDING ON

THEIR OWN PERCEPTION OF THEIR NEEDS. THE PATIENT'S PERCEPTIONS OF

HIS OR HER OWN NEEDS MAY NOT BE ACCURATE. MOREOVER MANY PATIENTS

CONSIDER A SPECIALIST THEIR PRIMARY DOCTOR. OFTEN, THE PATIENT IS

POT GETTING NEEDED PRIMARY AND PREVENTIVE CARE AND THE' INSURER (AND

ULTIMATELY, SOCIETY) IS PAYING AN EXPENSIVE SPECIALIST FOR CARE THAT

COULD BE MORE CHEAPLY RENDERED BY A PRIMARY CARE PHYSICIAN. BUT

MOST IMPORTANTLY, NO ONE IS MANAGING THE OVERALL CARE OF THE

PATIENT, SEEING THAT NEEDED SPECIALTY SERVICES ARE OBTAINED, AND

AVOIDING THE PROVISIION OF UNNECESSARY SPECIALTY SERVICES.

IN AN HMO, EACH PATIENT IS THE FOCUS OF A SYSTEM OF CARE IN WHICH

HIS OR HER PRIMARY CARE PHYSICIAN MANAGES ALL THE RESOURCES OF THE

HMO IN A SYSTEM THAT IS BOTH BENEFICIAL TO THE PATIENT AND

'O.---EFFLCTIVE.



556

HMOs TAKE THIS CONCEPT OF THE SYSTEM OF CARE ONE STEP HIGHER THROUGH

THEIR QUALITY ASSURANCE ACTIVITIES, WHICH HAVE NO PARALLEL IN

FEE-FOR-SERVICE MEDICINE. ALL HMOs ARE REQUIRED TO ESTABLISH

INTERNAL QUALITY MONITORING SYSTEMS WHICH MONITOR THE ADHERENCE OF

THE PLAN'S PHYSICIANS TO THE HMO's CLINICAL PERFORMANCE STANDARDS.

HMOs HAVE ALSO BEEN LEADERS IN THE DEVELOPMENT OF SOPHISTICATED

SYSTEMS FOR MONITORING PATIENT SATISFACTION. CURRENTLY, GHAA IS

SPONSORING A PROJECT TO DEVELOP A PATIENT SATISFACTION SURVEY

INSTRUMENT WHICH CAN BE USED TO MARE COMPARISONS BETWEEN HMOs AND

FEE-FOR-SERVICE PLANS.. WE LOOK FORWARD TO FUTURE COMPARISONS OF OUR

QUALITY OF CARE AND SERVICE WITH THAT RENDERED BY OUR COLLEAGUES IN

FEE-FOR-SERVICE MEDICINE.

HMOs ARE FOUNDED ON THE PRINCIPLE THAT THE PROVIDER HAS AN INCENTIVE

TO PROVIDE APPROPRIATE CARE IN COST-EFFECTIVE WAY. THESE INCENTIVES

EXIST IN THE WAY PROVIDERS ARE PAID. IN SOME INSTANCES, THE

PROVIDER RECEIVES A FIXED PAYMENT, OR CAPITATION, FOR EACH PATIENT

OR FAMILY ENROLLEE. IN OTHERS, THE PROVIDER MAY BE PAID A

NEGOTIATED FEE-FOR-SERVICE RATE, WITH A PERCENTAGE "WITHHELD" FROM

EACH PAYMENT. THIS WITHHOLD FORMS A POOL OF FUNDS TO COVER ANY

SHORTAGES: ANY SURPLUS LEFT IN THE POOL MAY BE SHARED WITH THE

PROVIDER AT THE END OF THE YEAR. MOST INCENTIVE ARRANGEMENTS FOCUS

ON UTILIZATION OF SERVICES, AND SOME HMOs ARE BUILDING QUALITY

PvRFORMANCE MEASURES INTO THEIR INC-NTIVE SCHEMES. IN SPORT, HMOs

CREATE AN ENVIRONMENT IN WHICH PROVIDERS ARE ENCOURAGED TO GIVE THE

MOST APPROPRIATE, COST-EFFECTIVE MEDICAL CARE POSSIBLE.
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ENDS HAVE HAD MAJOR IMPACT IN SLOWING THE GROWTH IN HEALTH CARE

CSS MOT ONLY BY PROVIDING QUALITY CARE MORE EFFICIENTLY, BUT BY

STIEULATING THE FEE-FOR-SERVICE SYSTEM THROUGH COMPETITION TO MOVE

IN THE SAME DIRECTION. HEOS REPORTED AVERAGE UTILIZATION OF 427

InPiTuf DAYS PER 1,000 ENROLLEES AND AN AVERAGE LENGTH OF HOSPITAL

STAY Or 4.7 DAYS. THIS COMPARES TO A NATIONAL AVERAGE OF 920 DAYS

PER 1,000 POPULATION AND AN AVERAGE LENGTH OF STAY OF 6.5 DAYS.

FOR PEOPLE UNDER AGE 65, HOS REPORT 372 DAYS PER 1,000 MEMBERS

COMPARED TO THE NATIONAL AVERAGE OF 692; FOR THOSE OVER AGE 65, HMOs

REPORT 1,843 DAYS PER 1,000 COMPARED TO 3,339 DAYS NATIONALLY.

IN ITS 12-YEAR, $80 MILLION HEALTH INSURANCE EXPERIMENT, RAND

CORPORATION SHOWS THAT HMO MEMBERS EXPERIENCE UP TO 40 PERCENT FEWER

AMTTSSIO11S AND SAVE UP TO 28 PERCENT ON HEALTH CARE COSTS, COMPARED

TO THOSE IN A FEE-FOR-SERVICE SYSTEM. FURTHERMORE, RAND CONCLUDES

THAT REGARDLESS OF ENROLLEES' INCOME LEVELS OR HEALTH STATUS, "THE

COST SAVINGS ACHIEVED BY THIS HMO THROUGH LOWER HOSPITALIZATION

RATES WERE NOT REFLECTED IN LOWER LEVELS OF HEALTH STATUS." (ANNALS

OF INTERNAL MEDICINE, JANUARY 5, 1987)

MOREOVER, A RECENT STUDY BY EQUICOR OF 1,208 BENEFITS MANAGERS AND

CHIEF FINANCIAL OFFICERS AND 200 BROKERS AND CONSULTANTS NATIONWIDE

FOUND THAT HMOs 'HEAD THE LIST OF OPTIONS CORPORATE BENEFIT OFFICALS

PLAN TO IMPLEMENT Tn m"7ROL HEALTH CARE COST'."
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ACCORDING TO A 1985 LOUIS HARRIS POLL FOR THE HENRY J. KAISER FAMILY

FOUNDATION -- THE REPORT CARD ON HMOs, HMO MEMBERS ARE MORE

SATISFIED WITH THEIR HEALTH CARE SERVICES, PLAN COVERAGE, AND COSTS

THAN ARE FEE-FOR-SERVICE PATIENTS.

NEARLY 60 PERCENT OF HMO MEMBERS SAY THEY ARE "VERY SATISFIED" WITH

THE AMOUNT THEY PAY OUT-OF-POCKET FOR THEIR CARE, COMPARED TO 21

PERCENT OF FEE-FOR-SERVICE PATIENTS. OVER 80 PERCENT OF THE HMO

MEMBERS CONSIDER THEMSELVES SATISFIED.

WHEN IT COMES TO SEEING A DOCTOR WHENEVER NEEDED, 55 PERCENT OF THE

HMO MEMBERS REPORT THAT THEY ARE "VERY SATISFIED," COMPARED TO 38

PERCENT OF FEE-FOR-SERVICE PATIENTS.

HMO MEMBERS ALSO SHOW A HIGHER RATE OF SATISFACTION WHEN IT COMES TO

AVAILABILITY OF DOCTORS AND MEDICAL SERVICES (24 HOURS A DAY, 7 DAYS

A WEEK) -- 49 PERCENT COMPARED TO 32 PERCENT OF FEE-FOR-SERVICE

PATIENTS.

WE ARE PROUD TO SAY THAT NEARLY ONE MILLION MEDICARE BENEFICIARIES

RECEIVE THEIR HEALTH CARE THROUGH 133 HMOs THAT HAVE MEDICARE RISK

CONTRACTS.
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IM ELIEVE TAHT THE MEDICARE RISK CONTRACTING PROGRAM IS IMPORTANT

=CSrE IT PROVIDES MEDICARE BENEFICIARIES THE SAME ACCESS TO HMOs

AS IS ENJOYED BY THE EMPLOYED POPULATION. THE HMO OPTION HAS THE

POTEMTIAL FOR ADDITIONAL BENEFITS FOR THE ELDERLY, SAVINGS TO THE

C7ERMMNM, AND AN ORDERLY GROWTH FOR THE HMO INDUSTRY. HOWEVER,

FOR THE PROMISE Or THIS PROGRAM TO BE REALIZED, THERE ARE SOME

aERIOUS PROBLEMS THAT NEED TO BE ADDRESSED.

BRIEFLY, HMOs ARE CONCERNED ABOUT THE RELIABILITY OF GOVERNMENT AS A

PURCHASER AND THE STABILITY OF RATES PAID. THIS IS DUE TO

UNPREDICTABLE LEVELS OF RATE INCREASES TOGETHER WITH THE REAL THREAT

OF GRAMM-RUDKAN REDUCTIONS SUCH AS OCCURRED IN 1985 AND 1986.

TEE FAIRNESS OF THE RATES IS A SECOND CONCERN: HALF OF

RISM-CONTRACTING HMOs HAVE BEEN EXPERIENCING MUCH HIGHER RATES OF

UTILIZATION OF IMPATIENT SERVICES THAN ANTICIPATED. THIS MAY BE

BECAUsE HMOs, WITH THEIR IMPROVED COVERAGE, ARE ATTRACTING THE

SICKEST MEMBERS OF THE MEDICARE POPULATION. WE ARE ENCOURAGED THAT

H1FA IS SPONSORING SOME VERY IMPORTANT RESEARCH AND DEMONSTRATIONS

TO DEVELOP A REMEDY FOR THIS SITUATION.

WE ARE AWARE THAT THE RISK CONTRACTING PROGRAM IS A NEW ONE AND THAT

THERZ IS AN INEVITABLE PERIOD OF ADJUSTMENT WITH THIS AS WITH ANY

MEM PROGRAM. GHAA IS WORKING CLOSELY WITH HCFA TO CORRECT THE

EXIST-9G PROBLEM WITH TN' PROGRAM AND WE ARE OPTIMISTIC THAT IN -HE

LONS RUN THE PROGRAM WILL GROW AND BE A SUCCESS.
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PREPAID NAGED CARE PLANS HAVE GROWN CONSIDERABLY IN THE PAST 14

YEARS. THE NUMBER OF HNOs HAS INCREASED FROM FEWER THAN 50 TO MORE

THAN 700; ENROLLKMNT HAS SOARED FROM 7 MILLION TO MORE THAN 28

MILLION. THIS PHENOMENAL RATE OF INCREASE CAN BE EXPECTED TO SLOW

DOWN SOMEWHAT AND WHILE SOME CONSOLIDATION CAN BE EXPECTED IN THE

INDUSTRY, THRE SEEMS LITTLE DOUBT THAT HMOs HAVE BECOME AN

INCREASINGLY IMPORTANT ALTERNATIVE TO TRADITIONAL FEE-FOR-SERVICE

MEDICINE. AT PRESENT, 13 PERCENT OF THE POPULATION IS ENROLLED IN

HMOs, AND THIS PERCENTAGE CAN BE EXPECTED TO GROW CONSIDERABLY BY

THE END OF THIS CENTURY.

WE BELIEVE THAT HMOs REPRESENT ONE ALTERNATIVE DELIVERY AND PAYMENT

SYSTEM. THERE ARE MANY WHO SEE HMOs AS ONE TYPE OF 'REFORM.' WE

RECOGNIZE THAT HMOs HAVE THE CAPACITY TO CATALYZE CHANGES IN

DELIVERY OF HEALTH CARE. AT THE SAME TIME, WE FULLY RECOGNIZE THAT

OUR DELIVERY SYSTEM IS PLURALISTIC. THERE ARE SEVERAL POLICY

PROPOSALS ALIVE TODAY THAT DIRECTLY ADDRESS PHYSICIANS IN THE

FEE-FOR-SERVICE SECTOR.

A VERY SIGNIFICANT CONTRIBUTION TO PHYSICIAN PAYMENT POLICY HAS BEEN

THE DEVELOPMENT OF THE PHYSICIAN PAYMENT REVIEW COMMISSION (PPRC).

AS YOU ARE PROBABLY AWARE, PPRC WAS CREATED BY CONGRESS WITH THE

CONSOLIDATED OMNIBUS BUDGET RECONCILATION ACT OF 1985 (P.L. 99-272)

TO OFFER ADVICE ON REFORMS OF THE METHODS USED TO PAY PHYSICIANS FOR

SVR-PCES UNDER THE MEDICA-E PROGRAM.
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IN ITS FIRST REPORT TO CONGRESS, PPRC SET GOALS FOR PHYSICIAN

PAYMENT POLICY, ONE OF WHICH CALLED FOR THE DEVELOPMENT OF A FEE

SCHEDULE FOR MEDICARE. THE COMMISSION HAS MADE SUBSTANTIAL PROGRESS

IN THIS EFFORT. THE CONCEPTUAL BASIS FOR A FEE SCHEDULE RELIES ON A

RELATIVE VALUE SCALE (RVS); IN THIS MODEL, DIFFERENT PHYSICIAN

SERVICES ARE VALUED AT RATES RELATIVE TO EACH OTHER. THE BASIS FOR

THE RVS MAY BE EITHER WHAT HAS HISTORICALLY BEEN CHARGED FOR THE

SERVICE, OR THE RESOURCE COSTS THAT ARE ASSOCIATED WITH THE

SERVICE. THE COMMISSION HAS RECOMMENDED BASING THE RVS ON RESOURCE

COSTS, I.E., THE ELEMENT THAT UNDERLIE THE PHYSICIAN'S SKILLS: TIME,

OVERHEAD, TRAINING, ETC., AS A MORE REALISTIC AND REASONABLE

FOUNDATION FOR VALUING SERVICES.

IT IS ESPECIALLY DIFFICULT, IN DETERMINING RESOURCE COSTS, TO FACTOR

IN THE VALUE OF PHYSICIANS' TIME AND EFFORT. QUESTIONS CRUCIAL TO

POLICY DEVELOPMENT IN THIS REGARD ARE, FOR EXAMPLE: HOW TO ACCOUNT

FOR DIFFERENCES IN COST OF LIVING GEOGRAPHICALLY; HOW TO ACCOUNT FOR

DIFFERENT SPECIALTY SERVICES THAT ARE ESSENTIALLY NOT COMPARABLE;

AND, HOW TO ACCOUNT FOR THE SERVICES OF NON-PHYSICIAN PROVIDERS WHO

ARE EMPLOYED VERY DIFFERENTLY IN DIFFERENT SETTINGS.

PPRC IS GRAPPLING WITH THESE, AND OTHER, COMPLEX ISSUES IN WORKING

THROUGH THE DEVELOPMENT OF THE RVS FOR MEDICARE REIMBURSEMENT. THE

COMMISSION, INDEED ALL OF US IN MEDICINE, ARE AWAITING THE OUTCOME

OF RESEARCH BEING CONDUCTED AT HARVARD UNIVERITY BY PROFESSOR
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WILLIAM HSIAO ON A RESOURCE-BASED RVS. DR. HSIAO'S WORK WILL

ESTABLISH RELATIVE VALUES FOR SEVERAL THOUSAND PROCEDURES AND

SERVICES IN 18 SPECIALTIES. THIS WORK IS OF CRITICAL INTEREST TO

HCFA, AND HAS GREAT IMPLICATIONS FOR MANAGED CARE UNDER CAPITATION,

AS WELL AS FEE-FOR-SERVICE MEDICINE. ALL PHYSICIANS, REGARDLESS OF

PRACTICE SETTING, WANT TO BE FAIRLY REIMBURSED FOR THEIR SERVICES.

SOME SPECIALTY SERVICES ARE NOTORIOUSLY HIGHLY PAID, WHILE OTHERS

ARE JUST AS NOTORIOUSLY UNDERPAID. YET, EACH PHYSICIAN ARGUES THAT

HIS OR HER SKILLS AND KNOWLEDGE SHOULD BE UNIQUELY VALUED. A

0==CESSFlM= DEVELOPED AND IMPLEMENTED RVS WOULD SIGNIFICANTLY

IMPROVE THE EQUITY OF PHYSICIAN PAYMENT. I STRESS HERE THE WORD

-SUCCESSFULLY," FOR A SYSTEM THAT IS ESTABLISHED AND/OR ADMINISTERED

INAPPROPRIATELY WOULD BE DISASTROUS. PHYSICIANS WILL NOT TOLERATE

UNFAIR REIMBURSEMENT. MOREOVER, AS A SOCIETY WE CAN ILL AFFORD TO

LOSE PHYSICIANS WHO ARE DEDICATED TO PROVIDING BASIC PRIMARY CARE

SERVICES BECAUSE THEY ARE UNDER-REWARDED.

ANOTHER IMPORTANT AND CONTROVERSIAL DEVELOPMENT IN HEALTH POLICY IS

HCFA'S PROPOSAL TO ENROLL MEDICARE BENEFICIARIES IN PREFFERED

PROVIDER ORGANIZATIONS (PPOS). UNDER THIS PLAN, PHYSICIANS WHO

PRACTICE "CONSERVATIVE MEDICINE," DEFINED AS MEETING COST, VOLUME,

AND QUALITY EXPECTATIONS, WOULD BE SOUGHT OUT FOR MEDICARE

BENEFICIARIES. THE BENEFICIARIES WHO USE PREFERRED PROVIDERS WOULD

PAY ONLY 10 PERCENT OF THE BILL, WHILE THOSE WHO DO NOT WOULD PAY 30
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nCRmr. C 7L1 M, THE BENEFICIARY MAY PAY 20 PERCENT OF A

PaSICIAf'S BnL. THE INCYfITVE IN THIS POLICY ARRANGEMENT IS

OBVIOUSLY FOR TE2 BENEFICIARY TO SELECT THE MOST COST-EFFECTIVE

CA KER.

CEsURLY, THE MANAGED CARE INDUSTRY BELIEVES THAT COST-SAVING

NSURES AND UTILIZATION CONTROLS PROVIDE IMPORTANT CONTRIBUTIONS TO

OUR HEALTH CARE DELIVERY SYSTEM WITHOUT SACRIFICING QUALITY. IN

FACT, WE BELIEVE THAT ORGANIZATIONS PROVIDING CARE THAT IS TRULY

NA A ARE PROVIDING A HIGHER QUALITY CARE THAN THAT FOUND IN

FEE-FOR-SERVICE SETTINGS. THE EMPHASIS IN SELECTING PREFERRED

PROVIDERS MUST NOT FALL ON DOLLARS OR UTILIZATION, BUT ON QUALITY.

DEFINING -QUALITY PROVIDERS" IS NOT EASY. WE DO NOT HAVE AN

ABUNDANCE OF STANDARDS BY WHICH WE CAN MEASURE PROVIDER PATTERNS.

WE ARE ONLY BEGINNING TO GET AN IDEA OF WHAT CONSTITUTES

'OVERUTILIZATION" AND "UNDERUTILIZATION" FOR MANY SERVICES. IF WE

ARE TO ESTABLISH NATIONAL POLICY OBJECTIVES FOCUSING ON PREFERRED

PROVIDERS, WE MUST TAKE GREAT CARE IN FURTHER CLARIFYING OUR

DEFINITIONS.

WHILE THESE INITIATIVES DO HOLD SOME PROMISE, THERE IS REASON TO

BELIEVE THAT THESE REFORM STRATEGIES, LIKE THE HOSPITAL COST

CONTAINMENT INITIATIVES, WILL MEET WITH LIMITED SUCCESS. FOR WHILE

PHYSICIAN SERVICES ACCLAUNT FOR $92 BILLION, OR 20 PERCENT OW OUR
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NATIONAL NMIT CARE EDITURES, AS THE PRIMARY DECISIONMAKERS FOR

HEALTH CARE RESOURCE ALLOCATION, PHYSICIANS' INFLUENCE GOES FAR

BEYOND THE FEES WHICH THEY COLLECT. FOR THIS REASON, MANY OF US IN

THE HEO INDUSTRY BELIEVE THAT PAYMENT REFORMS WHICH DO NOT ADDRESS

THE TOTALITY OF HEALTH CARE CAN NEVER BE VERY EFFECTIVE. AS

PRESSURE IS EXERTED ON ONE PART OF THE HEALTH CARE SYSTEM, AS IT WAS

ON HOSPITAL SERVICES, THERE IS A TENDENCY FOR EXPENDITURES TO GO UP

IN OTHER, LESS REGULATED SECTORS. IT IS RECOGNIZED THAT THE

INTRODUCTION OF THE PROSPECTIVE PAYMENT SYSTEM RESULTED IN MANY

SERVICES BEING MOVED OUTSIDE THE HOSPITAL. ONE RESULT WAS A 38.5

PERCENT RISE IN MEDICARE PART B (PHYSICIAN SERVICES) PREMIUMS LAST

YEAR.

IN CONCLUSION, WE BELIEVE OUR POLICYMAKERS HAVE A FULL AGENDA, AND

FACE AN AWESOME CHALLENGE. HEALTH CARE POLICY IN THE FUTURE WILL

CONSIST OF A SERIES OF DELICATE BALANCES: THE BALANCE BETWEEN FAIR

REIMBURSEMENT AND SPENDING LIMITS; THE BALANCE BETWEEN PATIENT

SATISFACTION AND EFFICIENCY OF SERVICE DELIVERY; AND, LAST BUT

DEFINITELY NOT LEAST, THE BALANCE BETWEEN COST CONTAINMENT AND

QUALITY OF CARE. THE QUALITY OF MEDICAL CARE HAS BEEN VERY HIGH IN

OUR SOCIETY, WE ARE PROUD TO SAY. WE HAVE EVERY REASON TO BELIEVE

IT WILL REMAIN SO. WE THANK YOU FOR THE OPPORTUNITY TO TESTIFY AND

WOULD BE HAPPY TO ANSWER ANY QUESTIONS YOU HAVE.
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Representative SCHEUER. That's very interesting, Dr. Dragalin.
We appreciate your testimony. We will have some questions later.

PEER REVIEW

Mr. Webber, executive vice president of the American Medical
Peer Review Association. And I hope you will tell us interalia what
that Federal judge's decision means.

Mr. WEBBER. Well. Mr. Chairman, I must apologize that even
though I grew up in New York City, I only read the New York
Times on Sundays now. So you will have to inform me exactly
what the article had to say and I will appropriately respond.

Representative SCHEUER. Well, you don't have to respond at all.
What the article said was that when a peer review panel operates
to deny a physician the right to practice in the effort of the indus-
try to clean up its shop and get rid of the incompetents and misfits,
of whom there are a small percentage, that they are not entirely
exempt from the reach of the antitrust law. In this particular case,
I believe it was a doctor in Oregon, that had the right to sue and
the lawsuit already has bankrupted several of the members of the
peer review panel. Basically the decision-it seems to me-threat-
ens the ability of the medical profession to remove from its ranks
that percentage of doctors-whether it be 5 percent or a little less
or a little more-who are negligent, drug addicted, alcoholics,
senile, or otherwise mentally disturbed, and who simply shouldn't
be practicing medicine. All of us have occasionally heard horror
stories and we want the medical profession to be able to police
itself and to remove from active practice those members who are
not operating under adequate medical standards. And this case
seems to make that--

Mr. WEBBER. Mr. Chairman, it's certainly a very important
point. I think many physicians historically have been hesitant to
get involved in peer review activities because of some of the legal
constraints. We're certainly hoping at AMPRA that the new
Health Care Quality Improvement Act that was passed recently
under the leadership of Chairman Henry Waxman and Representa-
tive Ron Wyden, will provide some protection and encourage more
physicians. I think there's good, appropriate language if peer
review activities progress with appropriate due care, that there will
be protection from suit. I think the AMA and the organized medi-
cal profession is looking at this legislation as a real shield against
potential legal action.

In the PRO program, we have Federal immunity, so we are pro-
tected as almost an arm of the Federal Government. It's the volun-
tary peer review activities within hospitals, HMO's, that need the
greatest protection.

Representative SCHEUER. And hospitals, too.
Mr. WEBBER. Certainly.
Representative SCHEUER. When a doctor is terminated in a hospi-

tal, when he's released or fired, whatever you want to say, and he
applies to another hospital, the second hospital asks the first hospi-
tal why did this man leave. Even though there were very good
grounds of medical cause for his being let go, the first hospital is
very reluctant to tell the second hospital, certainly in writing, what
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the real reasons were because there have been substantial recover-
ies.

Mr. WEBBER. Right. We see that in the PRO program where we
identify potential quality problems and validate quality problems.
We want very much to share that information with hospitals so the
hospitals can have leverage to work with the physicians on improv-
ing practice patterns. There have been some restrictions placed on
PRO's to communicate quality information to hospitals and we're
trying to work with HCFA to get that cleared up.

But the need to communicate quality of care information and the
results of peer review activities across settings of care and among
providers, accrediting bodies, PRO's, and other entities is critically
important.

CONSUMER INFORMATION

Representative SCHEUER. And you could add one other constitu-
ent group. I believe that it's important to empower health consum-
ers with knowledge about the quality care history of health provid-
ers-doctors, hospitals, nursing homes-so that they could make in-
telligent choices about and between health providers. If they can't
get information from doctors and from hospitals about the vast
array of health providers, they're not going to have the knowledge
to make these critical decisions. And it's particularly important not
only for hospitals to know which doctors have had a documented
record of providing inadequate and sometimes grossly inadequate
negligent health care, but that's also important for health consum-
ers-for people to be able to get that information.

Mr. WEBBER. I couldn't agree more and perhaps the reason for
some of the passivity within the consumer community when it
comes to health care choices has to do with the lack of information
that the public has about quality of care and about provider per-
formance. I think greater information will be needed to empower
individual consumers.

Representative SCHEUER. I've been working on that subject for a
year or two and I am going to have a hearing on exactly that sub-
ject in another committee.

Dr. PAINTER. Mr. Chairman, when Mr. Webber finishes, maybe I
could expand a little bit on some of the AMA's activity in this key
area.

Representative SCHEUER. By all means, Dr. Painter. Mr. Webber,
thank you, please proceed.

STATEMENT OF ANDREW WEBBER, EXECUTIVE VICE
PRESIDENT, AMERICAN MEDICAL PEER REVIEW ASSOCIATION

PAYMENT REFORM AND QUALITY

Mr. WEBBER. Mr. Chairman, it's certainly an honor to testify
here and I certainly appreciate the informal atmosphere and the
very good coffee.

What I'd like to do today is really move away from the discussion
of explicit payment methodologies to talk about the impact of pay-
ment methodologies on quality of care.
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Certainly we have a problem in our society with rising health
care costs, as you've identified. You are to be congratulated for fo-
cusing attention on this issue.

It's interesting to note that the key issue that is driving health
care policy decisions in this country has nothing to do with the
health care industry at all. It has to do with the size of the Federal
deficit. I think that reality more than any other is driving health
care policy decisions, and there's no question that external pres-
sures like the deficit, like increased competition in corporate Amer-
ica, that is forcing corporations to control their own medical care
costs, will put increasing pressure on the system to move in the di-
rection of either regulatory controls on the health care system or
more intensified competition that holds the promise to contain
costs.

AMPRA is concerned with the impact of regulatory controls.
Medicare seems to be moving in that direction with the introduc-
tion of DRG payments, discussions on physician payment reforms
and the physician payment freezes that are already in place. It is
interesting to note, however, that medicare is also trying to pro-
mote greater competition with the HMO option.

So it seems that we are heading in both regulatory and competi-
tive directions almost at once and we're going to continue to have a
pluralistic health care system.

AMPRA is concerned that the excesses of both regulatory con-
trols on the marketplace or intensified competition will have over
time an impact on quality of care.

Peer review organizations are reviewing medicare services. We
also review medicaid services and services in the private sector. Al-
though we have not seen patterns of inappropriate care caused by
DRG payments or within HMO's, we have certainly identified indi-
vidual instances of premature discharges in hospitals, individual
HMO's that we've identified quality problems in. We are concerned
that if the Federal medicare expenditures need to be controlled,
that over time these regulatory controls and competitive designs
might start to have an impact on-quality of care. That's why we
believe it's so critically important that we have a monitoring over-
sight system of the health care marketplace that can be able to
identify when we've gone too far in our payment reform such that
quality of care begins to be impacted.

QUALITY ASSESSMENT NEEDS

The other issue that I'd like to talk about involves another strat-
egy in health care that again does not involve how we pay provid-
ers. It involves the need to develop greater medical consensus
about when it is appropriate to treat and how to treat. I think
some of the most interesting statistics and research out of the
health care community in the last 20 years has been the data on
medical practice variation, the fact that in one community a hys-
terectomy rate might be 10 times greater than in a like community
right down the road. This practice variation reflects an uncommon
degree of medical uncertainty among the medical profession about
whether and when it is appropriate to treat.
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As a lay person coming into the health care industry I thought
there was a greater scientific foundation for clinical decisionmak-
ing. But this variation in practice reflects uncommon uncertainty
and cries out for the medical profession to develop more appropri-
ate consensus about when to treat and how to treat. To do that I
think we need to focus specifically on quality assessment tools.

I'd like to take the remainder of my time just to mention a few
quality assessment tools that I think are going to be the key to
both monitoring quality of care and assuring that appropriate and
cost effective services are provided in the future.

First, I'd like to mention that there's a critical need for integrat-
ed data bases. PRO's have been terribly frustrated with the medi-
care program because of the fragmentation of data. We need an
ability to track patient utilization and patient health outcomes and
provider behavior across all settings of care. Often, we find a data
system that's fragmented by health care setting. So we need a data
base that allows us to track patient utilizaton and health care out-
comes over time.

We also need as part of that data base to collect more clinically
objective information on a patient's condition. There's been a lot of
criticism, for instance of the HCFA mortality data, that it did not
control for the severity of patient illness. If we collected more ob-
jective clinical data, we would be able to classify patients by severi-
ty of illness and have a device to measure clinical performance.

Any physician, any health care evaluator needs to measure how
sick patients are when they enter the health care system to objec-
tively evaluate clinical performance and the health care outcomes
for that individual patient as a result of the clinical intervention.

So on a routine basis more objective clinical data needs to be col-
lected on a patient's condition to permit the measurement of clini-
cal performance,

I might also mention that severity measures are important to
make more equitable payments to providers. I think the HMO in-
dustry, for instance, is concerned about adverse selection. There is
a problem with DRG payments as well. I think payments to provid-
ers need to be tied much more directly to the patient's condition to
make payment systems more equitable.

Third, I think we need greater research in the area of longitudi-
nal outcome studies to really decide the question of medical effica-
cy. We need to track patients over time to see what the associated
risks and benefits of treatment are. We have not made the invest-
ment in tracking patient outcomes to determine whether the risks
of treatment outweigh potential benefits. I think society at large
needs to invest in clinical trials that can really begin to determine
the efficacy of medical treatment.

Representative SCHEUER. Excuse me. I agree with you totally on
the outcome analysis. Do you think in doing outcome analysis for
various operations-for example, hysterectomies, where the rate of
hysterectomies per thousand women abroad in the OECD countries
is a fraction of what it is in our country-that expanding the out-
come analysis to include foreign experiences, especially in the de-
veloped countries who have very sophisticated health care systems,
would be a useful broadening of the research that you're talking
about?
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Mr. WEBBER. Certainly. I think we can benefit from the experi-
ence of other countries. Perhaps other countries have invested in
these outcome research efforts more than we have.

Representative SCHEUER. Yes.
Mr. WEBBER. It has been pointed out to me, however, that even

in the foreign countries the variation in practice use is evident be-
cause, like us, they still have a problem with developing appropri-
ate medical consensus about when to treat. There are variations in
those European countries as well.

Representative SCHEUER. Within the countries as well as between
the countries?

Mr. WEBBER. Within and between. Finally, my last point in
terms of quality assessment tools. If we could take those outcome
analyses and feed them back to the physicians, to the medical pro-
fession, then we need the medical profession to come forward with
more explicit clinical standards or clinical guidelines, as Paul Gins-
burg mentioned, to help guide clinical decisionmaking about
whether we need to treat, when to treat, and how to treat.

The peer review community is looking for medical specialty soci-
eties, the AMA, the medical profession, to come forward with more
explicit standards.

I want to give one caveat to the development of standards or
clinical guidelines, however, and that is that they must be applied
with appropriate due care. AMPRA believes they should be in the
hands of competent review physicians particularly when they're
applied in terms of payment decisions.

There is no absolute standard in medical care and physicians
always need to have the latitude, given unique patient characteris-
tics or demands, given local medical resources, given the medical
judgment of physicians, a feeling that there is something that is
different about that patient, to deviate from the standard. So these
standards, when developed, cannot be applied for payment pur-
poses indiscriminately across the board.

Representative SCHEUER. Rigidly.
Mr. WEBBER. Rigidly, exactly. That is the word. They must be ap-

plied with flexibility. Physicians must continue to have the flexibil-
ity to apply the art of medicine as well as the science of medicine.

Representative SCHEUER. Where a physician wants to do an oper-
ation that is counterindicated by the established consensus of what
is appropriate and what is not appropriate, would it be a good idea
to have at least a requirement for a second opinion in that case
where a physician wanted to deviate from what standard, ap-
proved, and appropriate practice would be?

Mr. WEBBER. I think that is appropriate and we have supported
sensible medicare second opinion programs and second opinion pro-
grams in the private sector since there is going to be uncertainty in
medicine. There's going to be a lot of cases where there is a gray
area, where it's unclear whether to go ahead with treatment or
not. And that's why I'd like to get back to your point.

Representative SCHEUER. Where it's unclear what the appropri-
ate treatment might be?

Mr. WEBBER. Exactly, what the appropriate treatment might be
and whether or not to proceed with treatment.

88-544 0 - 89 - 19
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CONSUMER INFORMATION

That's why I'd like to get back to your earlier point about the
need for patient responsibility. It is particularly in those instances
where medical consensus is lacking, where uncertainty exists that
the patient needs to understand the ranges in the potential bene-
fits and risks of alternative treatments and patients need to make
decisions rather than individual physicians about whether to pro-
ceed with treatment or not.

So I'd like to end with the point that much more information
needs to get out to the patient population to empower them to
make choices of which health care providers they want to select, to
make choices about which medical care services are appropriate,
and to make choices about their individual lifestyle. And particu-
larly where medical uncertainty exists, I think it's almost a moral
imperative that patients understand that there are both benefits
and risks associated with treatment and that patient preference
dictates what the final clinical decision is going to be.

Thank you, Mr. Chairman. It's been a pleasure to testify and I
look forward to the opportunity to continue discussions with the
panel and with you.

[The prepared statement of Mr. Webber follows:]
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PREPARED STATEMENT OF ANDREW WEBBER

EXECUTIVE SUMMARY

1. PROVIDER PAYMENTS SHOULD BE GUIDED BY THE PRINCIPLE OF ECONOMIC REWARD BASED ON
QUALITY PERFORMANCE.

2. THERE ARE RISKS TO THE QUALITY OF PATIENT CARE ASSOCIATED WITH EITHER REGULATORY OR
COMPETIVE CONTROLS ON MEDICAL CARE SERVICES. EFFECTIVE QUALITY MONITORING SYSTEMS
ARE NEEDED TO ENSURE THAT THE EXCESSES OF COMPETITION OR REGULATION DO NOT
COMPROMISE QUALITY CARE.

3. RATIONING MEDICAL CARE DOES NOT HAVE TO BECOME THE INEVITABLE CONSEQUENCE OF OUR
EFFORTS TO CONTROL MEDICAL COSTS. IDENTIFIED VARIATIONS IN MEDICAL PRACTICE
REFLECT UNCOMMON UNCERTAINTY IN MEDICAL DECISION MAKING. GREATER EFFORTS NEED TO
BE DEVOTED TO BUILDING MEDICAL CONSENSUS REGARDING THE APPROPRIATE USE OF
SERVICES. NARROWING THE RANGE OF PRACTICE VARIATION HOLDS THE PROMISE OF REDUCING
MjEDICAL COSTS AND SERVICES WHILE IMPROVING HEALTH CARE STATUS. IT SHOULD BE
UNDERSTOOD, HOWEVER, THAT SUCH AN EFFORT WILL LEAD NOT ONLY TO THE REDUCTION OF
SERVICES IN OVERUTILIZED COMMUNITIES BUT THE NEED TO INCREASE MEDICAL CARE IN
UNDERSERVED COMMUNITIES.

4. VIGILANT MONITORING OF THE IMPACT OF DIFFERENT PAYMENT METHODOLOGIES ON PATIENT
CARE WILL REQUIRE THE DEVELOPMENT OF SOPHISTICATED QUALITY ASSESSMENT TOOLS. FOUR
INSTRUMENTS ARE CRITICAL TO OUR FUTURE ABILITY TO MEASURE QUALITY:

o INTEGRATED DATA BASES THAT ARE ABLE TO TRACK PATIENTS THROUGH THE CONTINUUM OF
CARE;

o THE ROUTINE COLLECTION OF OBJECTIVE CLINICAL DATA ON A PATIENT'S CONDITION THAT
PERMIT CLASSIFICATION BY THE SEVERITY OF PATIENT ILLNESS. SEVERITY OF ILLNESS
MEASUREMENT AT VARIOUS POINTS DURING THE COURSE OF MEDICAL TREATMENT CAN BECOME
A MORE OBJECTIVE DETERMINANT OF CLINICAL PERFORMANCE. SEVERITY OF ILLNESS
MEASURES ARE ALSO NEEDED TO MAKE PROVIDER PAYMENTS MORE EQUITABLE;

o LONGITUDINAL OUTCOME STUDIES ARE NEEDED TO DECIDED QUESTIONS OF MEDICAL
EFFICACY. PATIENT OUTCOMES MUST BE RIGOROUSLY MONITORED TO DETERMINE WHETHER
THE BENEFITS OF SURGICAL AND MEDICAL TREATMENTS OUTWEIGH ASSOCIATED RISKS.
CLINICIANS AND PATIENTS ARE OFTEN UNAWARE OF BOTH THE MARGINAL UTILITY AND
ATTENDANT RISKS ASSOCIATED WITH TREATMENTS;

o BASED ON THE DATA GENERATED FROM OUTCOME ANALYSIS, THE MEDICAL PROFESSION MUST
STEP FORWARD AND ESTABLISH EXPLICIT CLINICAL STANDARDS THAT CAN GUIDE CLINICAL
DECISION MAKING. CLINICAL STANDARDS MUST BE APPLIED WITH DUE CARE,
UNDERSTANDING THAT UNIQUE PATIENT CHARACTERISTICS OR DEMANDS, AVAILABILITY OF
LOCAL MEDICAL RESOURCES, OR INDIVIDUAL PROFESSIONAL JUDGETENT WILL NECESSARILY
REQUIRE DEVIATION FROM THE NORM. THE ESTABLISHMENT OF CLINICAL STANDARDS CAN
ALSO CONTRIBUTE TO THE MUCH NEEDED SOLUTION TO THE MEDICAL LIABILITY CRISIS IN
OUR SOCIETY.

5. PATIENT RESPONSIBILITY IS A KEY ELEMENT OF QUALITY MEDICAL CARE. PATIENT
RESPONSIBILITY INCLUDES NOT ONLY THE ADOPTION OF HEALTHIER LIFE STYLES BUT THE
DEMAND FOR GREATER INFORMATION TO GUIDE THE SELECTION OF MEDICAL CARE PROVIDERS AND
THE CHOICE OF MEDICAL SERVICES. WHERE MEDICAL UNCERTAINTY EXISTS, IT IS A MORAL
IMPERATIVE THAT PATIENTS UNDERSTAND THE RANGE OF POTENTIAL BENEFITS AND RISKS
ASSOCIATED WITH TREATMENT, AND THAT PATIENT PREFERENCE RATHER THAN PROFESSIONAL
PREROGATIVE DICTATE DECISION MAKING.
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Mr. Chairman, my name is Andrew Webber and I am the Executive Vice

President of The American Medical Peer Review Association (AMPRA).

AMPRA is the national association of physician directed medical review

organizations, including the federally designated Peer Review

Organizations (PROs). AMPRA members conduct reviews of medical

services for the Medicare/Medicaid programs and in the private sector

for the employer community.

I am pleased to be invited to testify before you today and discuss the

future of health care in America. Mr. Chairman you are to be

congratulated for focusing attention on the medical care industry in

light of rising medical expenditures and che inescapable reality that

federal deficits will demand continued attempts to restrain federal

expenditures for health care services. Even in these difficult

economic times, the goal of the American health care system must be the

provisions of quality medical services to all citizens at an affordable

cost. AMPRA is committed to this goal.

Mr. Chairman, AMPRA believes that provider payments should be guided by

the principle of economic reward based on quality performance. Whether

the health care system moves in the direction of greater regulation or

competition, incentives should be established to encourage excellence

in provider performance. Better definitions of quality, however, are

needed if such a principle of provider payment is to be adopted.

Definitions of quality must incorporate the notion of appropriate,

effective treatment, and the promotion and maintenance of good health.

Such a principle of provider payments will also be contingent on the

release of public information on the quality of care to permit consumer

identification of quality performers.

External pressures will demand, at least for the short term, that

efforts continue to contain medical care costs. It also appears likely

that both regulatory and competitive strategies will be employed by

purchasers of care to limit medical care expenditures. Medicare, for

example, has introduced a price control mechanism for hospital payments

based on DRGs at the same time that it is attempting to stimulate
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greater competition by encouraging Medicare beneficiaries to enroll in

HMOs/CMPs.

Mr. Chairman, AMPRA believes there are risks to quality associated with

both regulatory and competitive medical care systems. While PRO review

of hospital based services under DRG payment and Medicare HMOs has not

uncovered patterns of quality compromise, instances of premature

hospital discharge and poor quality in individual HMO plans indicate

that potential threats are real. The continuous pressure to contain

costs through regulatory controls, or limit HMO operating expenses in

response to price competition will only exacerbate underlining economic

incentives in both regulatory and competitive schemes to limit patient

services. Whatever cost containment strategy is established, it is

imperative that we invest in a. strong, comprehensive system of quality

monitoring that can detect compromises to patient care.

Mr. Chairman, AMPRA believes that there is another strategy to

containing medical care costs that holds the promise of saving medical

expenditures while improving quality of care. This strategy does not

involve decisions on how to pay providers. It does involve a

concerted, systematic effort to increase medical professional consensus

about whether, when and how to treat. The most significant data to

emerge in the last twenty years from the health care research community

is data on practice variation. First pioneered by Professor Jack

Wennberg, M.D. of Harvard and now Dartmouth College, the technique of

small area analysis has repeatedly demonstrated that the rates of

surgical procedures and medical treatments vary tremendously among

local medical markets. Evidence of wide variations in practice

patterns highlight significant differences of opinion within the

medical profession concerning the appropriateness of treatment. Needed

research has not been undertaken to determine the efficacy of various

treatment modalities. If, however, research and peer review prove that

conservative practice styles are more appropriate, and these practice

styles were embraced by the medical profession, health care

expenditures could be reduced with improved quality. It should be

understood, however, that in some underserved communities, health care
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expenditures will need to be dramatically increased. Even with this

caveat, narrowing the tremendous range in practice variation through

building greater medical consensus holds the promise of forestalling

stricter regulatory controls, unfettered competition and ultimately the

greatest risk to quality of care - explicit rationing of medical care

services.

Vigilant monitoring of the impact of different provider payment

methodologies on patient care will require the development of

sophisticated quality assessment tools. Yet, the science of quality

measurement is still in its infancy. A societal commitment of time,

resources, and brain power will be needed to ensure the emergence of

effective instruments. There is reason for confidence, however.

Important work is already underway in the professional and academic

communities, including the conduct of clinical trials, morbidity and

mortality studies, data analysis, and the development of quality of

care criteria. AMPRA and its membership together with its research

affiliate the American Medical Review Research Center (AMRRC) can play

an important role in this effort by testing methodologies in the field,

conducting longitudinal studies and developing consensus groups within

the peer review community.

Mr. Chairman, I would like to speak specifically about some of the

quality assessment tools that demand our attention. The following four

assessment tools are critical to our future ability to measure quality:

Integrated Data Bases: The foundation for epidemiologic study is

the ability to track both the utilization and outcome of medical

care services across all settings of care. Unfortunately, medical

care data bases have been too often fragmented by care setting, not

permitting a longitudinal analysis of treatment episodes.

Significant investments are needed to integrate data bases to

permit the tracking of patient outcomes, patient utilization and

individual provider practice across the continuum of care.

Uniformity in the data elements collected is also imperative to

permit comparative analysis. The ability to profile patient
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utilization and provider behavior also permits the 'targetting' or

'focusing' of medical review services on indicators of

inappropriate or poor quality care.

Objective Clinical Data - A necessary complement to integrated

data bases is the need to routinely collect more objective clinical

data on a patient's physiological condition prior to, during, and

after medical intervention. Functional status data should also be

routinely collected, particularly to measure outcomes for a

chronically ill elderly patient. Such data would permit the

classification of patients, not oy diagnosis, but by the severity

of patient illness. Patient outcome analysis could then be fairly

measured against the benchmark of illness severity and allow more

objective evaluation of clinical performance. Routine collection

of objective clinical data, if captured as part of the provider

claim or payment process would also permit more equitable provider

reimbursement. Provider payments would be based on the relative

illness severity of the patient population. Providers would no

longer be unfairly handicapped or generously rewarded by the whims

of adverse or favorable patient selection.

Longitudinal Outcome Studies -- Longitudinal outcome studies that

track the benefits and attendant risks of various modes of

treatment are needed to decide questions of medical efficacy.

Clinical decision making is plagued by medical uncertainty because

too often the medical literature is vague or even silent on the

short and long term benefits and risks associated with treatment.

Well-funded, controlled, clinical trials are needed to evaluate

outcomes for like patients who do and do not receive treatment.

Similarly, various approaches to actual treatment need to be

measured against patient outcomes.

Clinical Guidelines/Standards - Ideally, the results of outcome

research can be fed back to the medical profession and form the

basis for the establishment of clinical guidelines for both when

and how to treat. AMPRA has been impressed with the work of the
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American College of Physicians and the consensus group model of the

Rand Corporation in developing indicators for treatment. More

entities, particularly professional specialty societies need to

step forward and broaden the efforts already underway. Explicit

clinical standards, if widely disseminated throughout the physician

community, will help guide more intelligent clinical decision

making. A derivative benefit of the establishment of clinical

standards is greater protection from medical liability -- a problem

still searching for solutions in our society.

Mr. Chairman, I have often thought that one of the reasons that the

physician community has shied away from development of clinical

standards is the real fear that they will be indiscriminately

applied by the payers of care. This is why AMPRA firmly believes

that any application of clinical guidelines that have the potential

to affect payment decisions must be in the hands of local physician

based review organizations. The application of, in time, more

strict clinical standards must be accompanied by sensible medical

judgements that, on an individual case basis, can take into account

unique patient characteristics or demands, knowledge of the local

medical care resources, and the social needs of an often

chronically-ill elderly or poor patient. In short, physicians must

maintain the flexibility to deviate from the norm or standard when

medical judgement dictates a different course of action. This

freedom cannot be restricted by the arbitrary and strict

application of clinical standards. Mr. Chairman, just as the

development of clinical standards must be in the hands of clinical

experts so too must their application be in the hands of competent

review physicians.

Mr. chairman, as a representative of medical review organizations, my

testimony has focused on the more scientific and technical aspects of

quality care. I would be remiss, however, not to mention the

importance of patient responsibility and patient expectations in both

defining and measuring quality. Quality medical care demands that the

patient become a full participant in decision making, from adopting
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healthier lifestyles, to selecting medical care providers to choosing

the appropriate courses of treatment. Overcoming the history of

patient passivity and empowering individual consumers with a greater

sense of their own responsibility will require, to a greater degree

than at present, the sharing and communication of health care

information to the public. This is particularly important where

medical uncertainty exists. It is morally imperative that providers

explain to patients and patients understand the range of potential

benefits and risks associated with treatment and that patient

preference rather than professional prerogative dictate decision

making. Providers should welcome a more informed partner in medical

care delivery. It is important for both the provider and consumer to

understand and appreciate the miracles and the limitations of modern

medicine.

Thank you, Mr. Chairman, for the opportunity to testify.
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Representative SCHEUER. Mr. Webber, your testimony was very
thoughtful and very interesting and stimulating. How do we get
the patients involved in all these complicated decisions about their
health?

Mr. WEBBER. Well, I think the provider community needs to step
forward-and this has to do with payment decisions because pro-
viders haven't been paid to educate patients over time. They're
always paid to do something in terms of providing a service, and
the education of the patient by the providers is critically important
for patients to understand again both the risks and benefits of med-
ical services.

So I think we need to give incentives to providers to increase
education and we need to generate more public information on
health care services through various vehicles-the press, through
provider associations, through consumer groups-so patients under-
stand more about health care services and the selection of health
care providers.

Representative SCHEUER. Sometimes it's very difficult for a
health care recipient to get information from health care providers
as to what the treatment is and what the outcome was going to be.
I just had a very complicated regime of oral surgery extending over
several years and costing an enormous amount of money. I asked
two oral surgeons who were doing this work to give me a simple
description for my files of what was contemplated. I asked them to
give me copies of x rays. This was part of my medical files. It was
like pulling teeth. It took me the better part of a year to get a
simple two-page explanation that I couldn't understand in any
event of the kind of treatment that was contemplated.

And I had to ask. I had to get the House doctor's office to ask in
writing with repeated telephone followups. It was bloody pulling
teeth. And I have a certain amount of hubris to match the doctors'
hubris, otherwise I never could have obtained it.

How can the average person, who sort of is a little bit intimidat-
ed by doctors anyway, ever break through this iron curtain, as they
perceive it and as many people perceive it, of arrogance, of pride, of
hubris, of unwillingness to share knowledge about the patient's
health and about the contemplated program of treatment. I'm not
saying it's omnipresent. There are many doctors I'm sure who will-
ingly share their experience, their judgment, their plans with the
patients, but all too often doctors don't communicate, not only be-
cause they're not paid for it but because they simply don't want to.

Mr. WEBBER. Well, I hope your example reflects the rare in-
stance and I do think more and more providers understand the
need for consumers to be empowered with more information and
for consumers quite frankly to understand that there are limita-
tions to modern medicine. Perhaps we would not have the medical
liability crisis in this country if patients understood that there are
risks associated with treatment, that not every outcome is going to
be a good and positive one. So I think there are reasons why the
provider community needs to educate the patient population about
what the limitations of medicine are.

Representative SCHEUER. And do you think we ought to institu-
tionalize some kind of payment for that time?

I
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Mr. WEBBER. Well, I'm not the payment expert, so I defer to folks
who are.

PRIMARY CARE AND COMPENSATION

Representative SCHEUER. Let's go to Mr. Ginsburg. Does your
plan for a reform of medicare payment modalities include compen-
sation to the doctor for the time that the doctor spends with his
patient explaining every aspect of their case so that the patients
can join in making intelligent decisions about their health care?

Mr. GINSBURG. There are two points I can make, Mr. Chairman.
First, the commission believes that primary care services are rel-

atively underpaid compared to other services and to the degree
that we've heard a great deal of testimony from physicians about
their inability to cover their overhead costs with the medicare pay-
ment for office visit services. So I think that with a change in rela-
tive values, that would at least permit the physician to spend more
time explaining and counseling the patient than has been the case
before.

Representative SCHEUER. You say it would permit them. Is there
any organized attempt or program to encourage physicians to
spend more time simply communicating with their patients? Has
that been institutionalized in any way?

Mr. GINSBURG. The only thing I can think of is that physicians
are often counseled by attorneys that informing patients more com-
pletely is a good preventive action in preventing malpractice suits.
I'm not familiar with any other formal program.

The other point I was going to make is that under the current
way that we pay for visits, we code visits according to whether
they're brief, intermediate or comprehensive; we don't pay accord-
ing to the content of the visit as to what the physician does. Some
work that the commission is starting is to investigate alternative
ways of coding for visits so that the payment might follow more
closely on the content of the visits and that if the patient were
counseled the physician might then obtain a higher payment for
the office visit than if counseling were not included in it.

Representative SCHEUER. You mean if some additional time apart
from the actual treatment was spent in explaining to the patient
their health status and their need for a particular treatment?

Mr. GINSBURG. Yes, that's correct.
Representative SCHEUER. It seems to me that we ought to so or-

ganize our health care system, including the compensation of doc-
tors for their time, to engage in the absolutely quintessentially nec-
essary communication with their patients about their health care
and their treatment. I mean, if you can't do that, there's something
very wrong with our system. We ought to be doing that and I
would hope that doctors could be compensated for the extra time.

Dr. DRAGALIN. Mr. Chairman--
Representative SCHEUER. Yes, I do want to get to Dr. Painter in

just a minute because Dr. Painter asked before to express some
views, so I will get back to you right away, Dr. Painter.

Dr. DRAGALIN. In the managed care setting that kind of commu-
nication to the patient is indeed institutionalized and monitored
and encouraged.
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Representative SCHEUER. Well, do HMO's do a better job of that?
Dr. DRAGALIN. Well, they do an excellent job. For example, most

patients that are contemplating surgery have at least two opinions,
one from the primary care physician and one or more from the sur-
geon that actually performs the procedure. In patients who are un-
dergoing catastrophic illnesses, there is usually a catastrophic care
manager who is a nurse who is assigned to the patient to assure
that the patient understands everything that's happening and,
indeed, that the family understands everything that's happening to
the patient. Finally, all that communication is monitored through
patient surveys. Patient satisfaction surveys go out to members of
HMO's on an annual basis and they ask questions such as, "Do you
understand what happened to you last year and is the communica-
tion that you had from your physician adequate in your opinion?"
So the measurement of patient perception and the satisfaction with
communication is a critical performance measure in HMO's.

Representative SCHEUER. And you think by and large HMO's are
doing better in terms of the communication that takes place be-
tween doctor and patient than other modalities let's say?

Dr. DRAGALIN. I think that as a system, because of the encour-
agement that we place on that kind of communication and because
of the monitoring that we perform, I think they are.

Representative SCHEUER. Dr. Painter.
Dr. PAINTER. Let me first, if I may, Mr. Chairman, comment on

your current topic. When you see a patient, of course, it's impor-
tant that not only do you go through the history and the physical
and tests but that you get them back and talk about the diagnosis.
The first point I would make is something that the Physician Pay-
ment Review Commission is looking at and certainly at AMA we've
been interested in, and that is, whatever the payment mechanism,
the need for a flexible definition of coding of what your service is
in the office setting which recognizes and includes a longer office
visit. This is needed because it takes more time to give these sort of
explanations. As you think through your payment mechanism I
think that would be important.

AMA AND CONSUMER INFORMATION

Second, certainly the AMA believes that patient education and
informed consent, which is what you're talking about, is a key
foundation for a good patient-doctor relationship. We have encour-
aged our members across the board to particularly develop this
foundation because then you can, as Mr. Webber says, identify the
risks and explain the risks to the patient fully so they understand
what they're taking on. This is part of risk management which
indeed may lower your liability should an untoward event occur.

Let me also, if I may, comment briefly on the patient education
activities of AMA. We are very much concerned that the patient be
fully informed, not only from the doctor's standpoint but from the
standpoint of what diseases are. One of our major publications-
and you many have seen it, if not, we can give you a copy of it-is
a book on family medicine which details in simple terms with dia-
grams exactly what the disease processes are.
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Instead of a person coming in with a sore throat and maybe
seeing you and spending an office visit, perhaps they can read and
be comfortable in taking care of the symptoms of a cold at home
with symptomatic care. At any rate, it does provide a thorough ex-
planation.

Last month, the board of trustees received a report on how this
publishing activity will be expanded to take a distinct subject
matter, whether it's women's diseases or men's diseases, and a va-
riety of other groups that will be sold at regular book store
counters and be available to the public from an authoritative
source.

In addition to that, we're very much interested in patient educa-
tion materials that the doctor can pass out. When you come in,
we'll give you an understandable explanation both in written form
and in video or audiovisual formats so that you will go away from
the office with a better understanding of your health needs.

We're very much involved in this particular area.
In the whole area of preventive measures not only are we in-

volved in a public education program on AIDS, but we're trying to
make our doctors the experts across the country so they may be
fully informed to inform their patients.

Another initiative is in adolescent health with all of the prob-
lems ranging from pregnancy to drugs to abuse and so on. In set-
ting up a nationwide coalition to begin to pull together all of the
various groups to work on what are the problems of adolescence,
what are the successful programs, where is research needed-be-
cause we feel that only in that way within a State level activity
organized by the State associations down at the county level by the
county association, again pulling in the interested parties-we
have an effective education of adolescents and, hopefully, the par-
ents as well. We are going full bore on this.

Finally, I would point out to you and call your attention to the
fact that in our medicare proposal that I discussed, H.R. 4455,
there is a provision for inclusion of preventive measures, which
would include an annual assessment or periodic assessment of the
individual's status that hopefully would find preventable health
care problems. Also, this should at least control and improve the
longevity of the patient.

These activities would cover at least, in part, what is going on
within the AMA. Also, if I could for one moment talk about the
quality issue.

Representative SCHEUER. By all means.
Dr. PAINTER. Would you like to get into that?
Representative SCHEUER. I'll tell you what. Let's just wait a

second because I want to ask you about this education program
that you're discussing.

You're discussing the desirability and the AMA support for doc-
tors communicating with patients, about early teenage out-of-wed-
lock pregnancies, about AIDS, about drug addiction, controlled sub-
stances addiction, drugs, alcohol, whatever.
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ADOLESCENT DRUG ABUSE

I take it that most of your doctors are treating middle-class kids.
They haven't really impacted as much as all of us would like on
the minority kids in the barrios let us say.

Why is it that as a society we have failed significantly to discour-
age middle-class kids, teenagers, and kids in their twenties, from
resorting to controlled substances, mind-altering drugs affecting
the central nervous system, heroin, cocaine, barbiturates, hallucin-
ogens, uppers, downers? Why has there been such a continuing
prevalence of that in the suburbs, in good middle-class and upper
middle-class communities? And I don't want to load the blame on
the medical community. Undoubtedly, society is at fault in many
other ways. Parents are at fault. Perhaps the churches and commu-
nity groups of one kind or another could have done more.

But do you think the medical profession, so far as these middle-
class kids are concerned, could do more and where do you think
other elements of society could make a contribution to getting
these young people to abjure these controlled substances, these nar-
cotics, that are going to radically impact their lives, destroy ca-
reers, and destroy marriages, and ultimately a good many lives?
Surgeon General Koop, I heard him on television on the "MacNeil-
Lehrer Show," 2,000 fatalities a year from cocaine, 4,000 from
heroin, 125,000 from alcohol, well over 300,000 from smoking.
Where could we do more? Where could the doctors of America do
more and where could society in general do more?

Dr. PAINTER. Well, you're correct by thinking that it is a societal
problem. The medical profession does have an opportunity to see
many of the problem areas and hopefully guide those individuals
into proper treatment facilities.

Representative SCHEUER. Not only treatment, but in terms of
preventive education, prevent these kids from messing around with
substances that are going to have devastating impacts on their
lives.

Dr. PAINTER. That's the reason why we felt there was a need for
a coalition of interests representing the educators, the church and
their ministry activities, the psychologists and the people in those
sciences, plus a variety of other groups that we can bring together.
This national coalition first began to address the problem of what
is the cause, what do we know about it, where there are successful
programs at a local level or a State level and what are they, can
these programs be replicated somewhere else, and finally, what are
the research questions that need to be raised and brought to the
attention of the Federal Government or State government or other
funding agencies that will address and give us the information we
need in that context.

Representative SCHEUER. Could I interrupt you one second there?
Could you give us a list of the research questions that you think
ought to be addressed?

Dr. PAINTER. We are now developing that. There is a national co-
alition. There is a research group formulated from the experts
across the country that are examining those questions. I'm not sure
exactly of the status of the development by the research group. We
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can certainly look and see where they are in their deliberations
and then help provide that.

Representative SCHEUER. Perhaps you could get back to us with a
list of the research topics that you think perhaps the private medi-
cal community together ought to address or perhaps there's a Fed-
eral role in organizing it and coordinating it and perhaps funding
it. We would be very much interested in your views on that.

Mr. BLEHART. Mr. Chairman, the American Medical Association's
Adolescent Health Initiative is really fairly new. Its first report
just came out about 2 years ago setting out some of the parameters
of the problem. The third report, which is due to be completed next
month, goes into some of the directions that are going to be advo-
cated by the AMA to try to address some of these problems. We'll
see that a copy of that report, when it's finalized, is sent to you.

Representative SCHEUER. How soon do you expect that?
Mr. BLEHART. This report is going to be done by the end of June.

The American Medical Association staff to look and deal specifical-
ly with this issue, a dedicated staff dealing with adolescent health
issues, has only been on board in the last year. It's a matter that
the AMA is giving much more attention to. As you were clearly in-
dicating, there's a need to start to address the matter and to edu-
cate the Nation's physicians as one of the first-line defenses to pre-
vent these problems from becoming larger in the future.

[The following information was subsequently supplied for the
record:]
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AMERICAN MEDICAL ASSOCIATION

535 NORTH DEARBORN STREET * CHICAGO. ILLINOIS 60610 PHONE (312)645-5000 . FU(312)645-4154 . Tee 28-0243

D5)1SON OF LEGISLAIRE ACTIVITIES

ROSS N. RUBIN. J D
DS

DEPAR TMENTOF FEDEAL LEGISLA1O June 16, 1988
BRUCE D. BLEHART. J.D

(645-4764)

The Honorable James H. Scheuer
Subcommittee on Education and Health
Joint Economic Committee
SD-G0l Dirksen
Washington, D.C. 20510

Dear Representative Scheuer:

At the May 17 hearing before the Subcommittee on Education and Health of
the Joint Economic Committee, Joseph T. Painter, M.D., in testifying for
the American Medical Association indicated that a copy of the
Association's Third Report on Adolescent Health would be forwarded to the
Committee for inclusion in the May 17, 1988 hearing record. A copy of
this report, which is scheduled to be considered by the Association's
House of Delegates aft the end of June, is included with this letter.

Very truly yours,

Brce Blehart

BB/dsp
Encl.
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Subject: Adolescent Health: Background Report

Presented by: Alan R. Nelson, M.D., Chairman

Referred to: Reference Committee E
(J. Edward Hill, M.D., Chairman)

…________________________-__________________________________________.

1 ABSTRACT
2

3 The AMA White Paper on Adolescent Health focuses on many
4 pressing health issues facing adolescents. These problems have deep
5 and complex roots that are related at least in part to current
6 economic realities and the attitudes and values of our culture.
7 Although this dependence sometimes is mentioned in discussions of
8 adolescent health, seldom is it explored adequately to yield an
9 understanding of the relationships between societal characteristics

10 and adolescent health. This background paper addresses these
11 relationships by focusing on the following issues:
12

13 Economic Realities
14
15 * Adolescents frequently work in service or retail
16 industry jobs. On the average, it takes two retail
17 sector jobs to equal the pay of one manufacturing job.
18

19 * The income from a minimum wage job will not support an
20 intact family of three above the poverty level.
21

22 Family, Community and the Role of Adolescents
23

24 * Adolescents spend very little time with adults, either
25 at school, in the workplace, or at home. Consistent
26 and available adult role models for adolescents are
27 not readily accessible.
28
29 * In our society there is no well-defined role for
30 adolescents.
31
32 Family Structure
33
34 * The numbers of families headed by single women has
35 been growing due to high divorce rates and
36 extramarital pregnancies. Single mothers and their
37 children are at high risk for poverty.

Past House Actions: A-87:169-176; 1-86:175-179
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1 * In 1986, 20% of all children under the age of 18 lived

2 in poverty.

3
4 * Two thirds of black children in female-headed

5 households live in poverty.

6
7 Television

8
9 * Laboratory studies have shown that viewing violence on

10 television is linked with aggressive behavior.

11
12 * On TV shows, sexual references and sexual innuendo are

13 very common. Television ads also send clear messages

14 about sexuality. At the same time, parents and

15 society as a whole are preaching abstinence.

16
17 OVERVIEW

18
19 Images of troubled adolescents abound and pervade every

20 socioeconomic stratum from teenage gangs roaming inner city ghettos

21 to groups of affluent teenagers listlessly roaming through sprawling

22 suburban malls. The risk of substance abuse, teenage pregnancy, and

23 emotional disorders threaten all children as they make the

24 transition to adulthood. Many succumb; one in four will suffer the

25 consequences of school failure, drug abuse, teenage parenthood,

26 crime, or delinquency.

27
28 When considering the problems that adolescents face, it is easy

29 to focus on adolescents themselves as the root of the problem.

30 Complaining about "kids these days" is a centuries-old tradition.

31 Shakespeare described Elizabethan teenagers as '"wronging the

32 ancientry' while Goethe said "youth is a disease time cures."

33 Although teenagers have always been easy marks, blaming them for

34 their problems is a dangerous and destructive habit. It is easy to

35 blame the teenage drug abuser, for example, for getting involved in

36 drugs in the first place, to say the adolescent was wholly

37 responsible for choosing this self-destructive behavior - in essence

38 to blame the victim. This simplistic approach looks at troubled

39 adolescents and their problems as the disease instead of as symptoms

40 partially related to the current economic realities and the changing

41 attitudes and values of our society and culture.

42
43 Focusing on the individual adolescent isolated from his

44 environment obscures the role that our society and culture play in

45 influencing and limiting the choices that are available. What is it

46 about our society that induces almost 80% of our population to use

47 an illicit drug by age 27? What is responsible for tripling the

48 suicide rate among young white males in the past 30 years? Why does

49 the United States have double the rate of teenage pregnancy compared

50 to France even though sexual activity in remarkably similar in the

51 two countries? We must acknowledge how our societal values about

52 sexuality influence a teenagers' emerging sexual identity and their
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1 understanding of the risks of sexual activity. To hold adolescents
2 wholly responsible for their lifestyle choices is to assume that
3 they are acting independently, are unconstrained by their
4 surrounding environment, and know and understand the consequences of
5 their choices. This is unrealistic. The problems of adolescents
6 cannot be approached independently of each other and of the
7 environmental backdrop. The problems of adolescents do not lie
8 totally within adolescents.
9

10 A teenager living in poverty who is unmotivated by school and
11 who sees limited employment opportunities even with a high school
12 diploma will not see a future worth investing in. Instead of "just
13 saying no to drugs," teenagers may ask "just why not?" From a
14 teenage girl's perspective, an early extramarital pregnancy will not
15 foreclose any future opportunities if she perceives none. In fact,
16 it may seem like the best alternative in an American society where
17 success in school, work, or family are so highly valued. Schools
18 and cultures must offer some justification for learning, and future
19 potentials must be able to compete with everyday realities. For
20 many, they do not. These teenagers' lifestyle choices are rooted in
21 and shaped by the socioeconomic realities of poverty. For them, a
22 bright and appealing future may well be the best deterrent for drug
23 use and teenage pregnancy.
24
25 Social, cultural, and economic factors must be considered in
26 order to devise effective intervention strategies. Focusing on the
27 teenager's pregnancy or on the individual drug abuser diverts
28 attention from the broader, social issues of the alarming
29 high-school dropout rate or the lack of job opportunities for
30 non-college youth. If runaway and "throwaway" children are simply
31 labeled delinquent, then the important perspective of the abusive
32 and untenable home environments, which may be the real problems, is
33 lost. Likewise, this understanding is essential in evaluating why
34 certain programs work in different settings. A drug intervention
35 program originally designed for inner city youth may be ineffective
36 for suburban teenagers.
37
38 Overemphasis on the individual troubled adolescent creates
39 another insidious phenomenon: stereotyping all adolescents as
40 rebellious and even dangerous. The fact is that the majority of
41 adolescents are able to make the transition to adulthood and adult
42 responsibility without permanent scarring. Although the
43 consequences of.an unsuccessful adolescence may seem more
44 devastating than ever - drug abuse and its grave implications have
45 no counterpart in the harmless adolescent experimentation so fondly
46 remembered by many adults - some investigators estimate that the
47 proportion of "disturbed" adolescents has remained steady over the
48 last three decades.
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1 The common assumption that adolescence is 
necessarily a period

2 of "storm and stress" has been challenged 
by many researchers.

3 Certainly adolescence is a time for trial 
and experimentation. It

4 always has been. While teenagers will question their parents'

5 authority, many still share their parents' 
basic values. Most

6 disagreements revolve around routine chores 
and other household

7 responsibilities, not major moral or political 
issues. Parents

8 however, often feel threatened by adolescents 
and their peer groups

9 and dismiss them as a separate pseudospecies 
in a remote world of

10 their awn. Adolescent jargon and unorthodox clothes 
and hairstyles

11 reinforce this notion. Adults must try to interact with adolescents

12 in a constructive way if the transition to adulthood is to proceed

13 smoothly. Negative perceptions about the "generation 
gap" and

14 adolescent disdain for adults impair this 
process.

15
16 The many well-adjusted, productive teenagers 

become victims of

17 the prejudices that negative stereotypes 
create. Negative myths

18 affect the quality of respect and recognition 
that are accorded to

19 individual adolescents. A feeling of deep distrust and dislike

20 between adults and adolescents is the result. If adults assume that

21 adolescents are generally untrustworthy, 
there will be few

22 opportunities for adolescents to assume adult 
roles and

23 responsibilities. Even if a 25-year-old and a 17-year-old are

24 equally qualified for a job, a stereotype 
of an unreliable and

25 unstable worker will seriously handicap the 
17-year-old. When

26 adults dismiss adolescents as temporary inhabitants 
of a

27 developmental or even, as some people think, a pathologic stage, 
it

28 hinders a teenager's development of individuality 
and self-esteem,

29 two goals that are at the very core of the 
adolescent experience.

30 If adults approach adolescents with a "batten 
down the hatches"

31 crisis mentality, it just may become a self-fulfilling 
prophecy.

32
33 Adolescence must be viewed as one of many 

life transitions.

34 Some think that the transition from childhood 
to adulthood is no

35 more troubled than the transition to middle 
or old age. This is not

36 to deny that the problems of adolescents 
are serious. Certainly,

37 lifestyle choices made in adolescence have 
lifelong effects that

38 limit future choices and can compromise adult 
potential. But the

39 current intense focus on the problems of adolescence 
without the

40 broader perspective of this period as being 
meaningful and

41 productive colors attitudes and reactions 
to teenagers. Frequently,

42 adults are ready to assume the worst.

43
44 Adolescence, then, must be approached with 

both a very broad and

45 very individual perspective. A broad perspective is needed to

46 understand how our society and culture shapes 
the adolescent world.

47 At the same time, adolescents should be 
regarded as individuals

48 without letting negative stereotypes and 
myths prejudice our

49 approach.
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FOREIGN EXPERIENCE IN CAPITATION PAYMENT

Representative SCHEUER. Mr. Etheredge, how is the capitation
worked abroad?

Mr. ETHEREDGE. Well, it works at several levels. One example is
England, where most primary care physicians have a panel of pa-
tients for whom they are responsible for providing primary care.
They receive a capitation payment from the Government. The Brit-
ish are very pleased with that system.

The other place in which capitation is used is at the Provincial
level in Quebec where it is used primarily to control costs. It is
used also in the Federal Republic of Germany by various funds and
at the national level.

Let me make a broad point here, Congressman. The research
internationally shows a lot of different systems for paying physi-
cians-capitation, salary, fee-for-service. The one invariant across
countries is that physicians tend to feel very strongly and positive-
ly about the system they are used to. Those who grew up under
capitation in Britain believe that that's the right way to practice.
Those who have a salary base in medical schools think that, of
course, that's the right way. And those who have grown up in this
country under fee-for-service believe that's the way to pay for med-
ical care

Physicians can live and practice high quality medicine under all
these different types of systems. That's the basic message. Physi-
cians have been willing to negotiate fee levels much more readily
than they have been willing to change the basic system by which
they are paid.

EFFECTS OF PAYMENT SYSTEMS

Representative SCHEUER. Mr. Etheredge, to what extent do you
think that the fee-for-service system is responsible for the large
variations in percentage of women involved in hysterectomies and
all kinds of operative procedures-to what extent are these large
variations, both between communities, between States, between re-
gions of our country and between our country and other advanced
developed countries abroad? To what extent is the fee-for-service
system responsible for this variation.

Mr. ETHEREDGE. I think it has a large role. But there is also a lot
of uncertainty about what's good medical practice. I think that
physicians Who are practicing wildly varying patterns of medicine
believe that they are practicing good medicine, even though you
could find some people saying it's economically motivated.

What I think is happening in this country, among other things,
is a great growth in physician supply. That puts a lot of pressures
on physicians and allows opportunities to increase the supply of
services of all kinds, particularly in gray areas like hysterectomies,
where there are wide differences of opinion about what is good
medical care.

We are seeing change in general patterns of care and an escala-
tion in technology and procedures across the broad that is allowed
by the payment system.
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The one great constant you can find in health care, however, is
that real physicians' incomes over the last 15 years have stayed
constant, even with the 60-percent increase in supply.

Representative SCHEUER. So even with a 60-percent increase in
supply--

Mr. ETHEREDGE. The supply of physicians increased 60 percent. A
lot of economists said that was going to reduce physicians' real
income. Physicians' real income has stayed level, however, even
though physicians are seeing substantially fewer patients through
the course of a week. So some economists argue for an income hy-
pothesis-that doctors expand supply of services in order to main-
tain the levels of income to which they have become accustomed.

Representative SCHEUER. What is that level of income? What is
the median income?

Mr. ETHEREDGE. It's about $115,000. That includes as expenses
things like pensions and other things, so gross income is higher
than that.

So this is a matter of a good bit of debate. I think most econo-
mists now would believe in a modified system--

Representative SCHEUER. That would be after malpractice insur-
ance?

Mr. ETHEREDGE. Those are, after all, expenses. Of course, incomes
vary a great deal. There are physicians who provide primary care,
like pediatricians, who tend to be the lowest paid and their in-
comes have been falling-which I think is quite unfair. On the
other extreme, some of the highly paid surgical specialties have not
only been substantially above $115,000 but they have seen their
income continue to grow because of the way we pay for those serv-
ices.

Representative SCHEUER. That's very unfortunate from the point
of view of society. What are the economic dynamics that determine
that primary care physicians salaries are falling while these pricey
high technology specialties are rising? They are substantially
higher in the first place and rising.

Mr. ETHEREDGE. It varies. For pediatricians, of course, the baby
boom just passed through so there are fewer patients to deal with.

A second part of the dynamics is that medical technology does
change quite differently in different areas. Just look at cataract
surgery, bypass surgery, transplants-those are areas in which
medicine can do more things than 15 years ago. So there is a
reason for those increases.

Office-based care-talking with the patient, counseling them
about nutrition-those messages don't change. New patients come
all the time who have to be counseled, but you can't multiply the
number of tests.

So to go back to your question, we have built a system that-be-
cause it pays for procedures-tends to be very unfair to many phy-
sicians.

Representative SCHEUER. It's not only unfair, but it's bad from
the point of view of society because the family physician has a
great deal to offer the patient in terms of advice on just the things
that you mentioned, diet, exercise, avoidance of controlled sub-
stances, alcohol, tobacco, drugs, and that's probably the most im-
portant health care that the patient is likely to receive and the
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system ought to encourage delivery of that kind of what is in effect
preventive health care, even though it's in a treatment setting.

Dr. Ginsburg, is the rethinking of your commission going to helpameliorate that problem of declining incomes for family physicians
as compared to the high price specialties?

Dr. GINSBURG. Yes, I would expect that the physicians whose
practice focuses on primary care probably will benefit from a re-alignment in relative values.

If I could add a couple of reasons to what Mr. Etheredge said
about the reasons for the income differential, part of it is that the
primary care physician dealing with an office visit is only selling
his or her time, and can't have productivity gains, whereas for theprocedural orientation there have been productivity increases.
Technology has permitted many procedures-I think a notable ex-
ample is cataract surgery-which is done today with far less time
and with far less skill than in the past. Yet our payment system
continues to set fees for these services at very high rates.

Representative SCHEUER. Excuse me, Dr. Ginsburg. You said far
less time and far less skill. Can you elaborate on that?

Dr. GINSBURG. I think what I meant is that initially for cataract
surgery only the most highly trained, most skilled ophthalmologists
could perform the procedure, but as learning took place and as
technology passed, it became available for a much broader range of
physicians to be able to perform the procedure with great confi-
dence.

Representative SCHEUER. It is mostly done by these specialists ineye care?
Dr. GINSBURG. Oh, yes. The procedure is only done by ophthal-

mologists. The point was just that often when a procedure is new
that only a handful of physicians are capable of performing it, and
as a procedure becomes more commonplace, more of that specialty
can.

INCENTIVES FOR COUNSELING AND COMMUNITY ACTIVITY

Mr. ETHEREDGE. If I could just add one point. We've been talking
about the importance of physicians having time to talk to patients
in their office. We also need to look to physicians to get much more
involved in our health care system, in designing and in improving
the system.

American health care can be quite good on individual services.
But it keeps falling down on infant mortality, on drug education
and all these other things where people fall through the cracks. Iwould like to make sure in designing our payment system that we
pay an adequate income-or even directly compensate physicians
for some part of the time of being involved in the community-so
they can help shape these broader programs to address the prob-
lems that you were talking about.

Representative SCHEUER. Could you elaborate on that? What do
you mean by being involved in the community as time that ought
to be compensated?

Mr. ETHEREDGE. Part of that is professional responsibility that
we ought to expect from physicians, but many of these issues, like
teenage pregnancy, drug abuse, smoking, the failures of a chronic



592

mental illness system, the difficulties that aging people have in
trying to find their way among various providers-putting together
those systems of care requires time outside a physician's office. We
have too often let the physician stay in his office and pay him only
for that. We have not asked enough physicians and made arrange-
ments so they could participate in some of these other areas.

Representative SCHEUER. Participate how?
Mr. ETHEREDGE. In shaping programs and taking part in commu-

nity or national activities. The PRO program is a very good exam-
ple, I think, of where Government has tried to give physicians an
opportunity to get involved, reviewing the quality of care that's
being given and improving that care. PRO's have compensated
them for the time to get involved.

I think there's merit to get physicians more involved. PRO is an
interesting example.

Representative SCHEUER. Is there merit in getting physicians to
think more about the--

Mr. ETHEREDGE. About the system, about its problems, about the
quality problems in the system, about where it continues to break
down, how you put education together with community health cen-
ters, together with counseling, materials in physicians' offices, and
make the system work better.

Representative SCHEUER. I think you're absolutely right. Nobody
could disagree with that, that we need more physician involvement
and counseling of communities as well as individual people, coun-
seling the Federal Government and other Members of Congress.
We're in real need of that.

Do you encourage that by tinkering with the payments schedules
or is there some other way?

Mr. ETHEREDGE. There are proposals to do some of that through
a payment schedule. For example, allowing administrative time or
a certain amount of time that a physician wouldn't have to bill
that would be part of his overhead activities. Individual payers
would be paying fees which would be calibrated to allow a physi-
cian some time to engage in these other activities.

Representative SCHEUER. How do we make sure that the physi-
cians will really do that if they're getting paid for it, which I would
be happy to have them do, but I would want them to show that
involvement and make that contribution. How do we prevent phy-
sicians from just accepting the surcharge or whatever it is and
then failing to deliver that service which we very much-would like
them to deliver, whether it's paid or unpaid? I would hate to see an
organized surveillance of physicians' time to see how many hours a
week they're spending in community activities. None of us want
that. But I certainly think we want the results you're talking
about.

Dr. Painter, do you have any thoughts on how we can reasonably
and fairly compensate physicians for extra time that they spend
consulting with patients and consulting with community represent-
atives, government perhaps, how much of this should be compen-
sated, how much of this is sort of a citizen's duty as lawyers work
pro bono and business people work pro bono on nonprofit organiza-
tions and nonprofit programs? How do you parse this all out and
encourage real physician involvement in their neighborhoods and
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in propagating the kind of enlightened health behavior that we're
talking about and encouraging it?

Dr. PAINTER. First, I would reemphasize in terms of the patient
in the office the need for flexible coding. If you spend a lot more
time in educating the patient, like in a difficult or a complex case,
then you should be allowed not just to have a routine visit but
some type of extended visit that would recognize the difference in
time commitment. I think that sort of activity would be important.

Second, we feel that more and more of the physicians are becom-
ing aware-we always have had, of course, community obligation-
of their role in the community. More and more the county medical
societies and the various service organizations that exist in commu-
nities are providing good ways of shaping community feeling and
education, and certainly there is a move throughout organized
medicine to encourage physicians to get out there and be a part of
the program.

I think to the degree that they have interest and time, certainly
many physicians participate. One of the attractive things about
having an AIDS education program nationally and trying to inform
our physicians to become the teachers across the country is that it
does involve them. It involves them in going to schools. It involves
them in going to service organizations. It involves them in many
other educational activities. In the same way, of course, as we've
talked about, with the coalition on adolescent health and other ini-
tiatives of this kind, physicians are getting more involved in the
community.

Mr. WEBBER. Mr. Chairman, could- I comment on this issue?
Representative SCHEUER. Yes, Mr. Webber.
Mr. WEBBER. Lynn gave a plug to the PRO program and I appre-

ciate that, Lynn. I didn't pay him off for that. But I do believe
in--

Representative SCHEUER. Did he read it the way you wrote it?
Mr. WEBBER. Almost. [Laughter.]
I do believe that the medical review process can be an appropri-

ate vehicle for physicians to get more involved outside of direct
health care delivery.

We have an incredible number of physicians involved in the
review process, both through second opinion programs reviewing
medical records and now interacting more directly with patients as
well. Consumer representatives sit on PRO boards, so there's an
active interchange at the policymaking level for review organiza-
tions. PRO's do respond to written patient complaints about quality
of care. And I might add that physicians, although the sums are
not great, do get reimbursed for the time they spend evaluating
quality and appropriateness of care through the PRO program. The
individual reviews that they conduct, their activities at the board
level, are reimbursed.

So I do think the medical review program is another opportunity
for physicians to get involved.

COST EFFECTIVENESS AND QUALITY OF HMO'S

Representative SCHEUER. Mr. Webber, you heard Dr. Dragalin
say a few minutes ago that HMO's have about half the number of
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hospital days per thousand patients then other kinds of treatments,
and that their hospital stays are about a third less.

Now does this speak to the cost effectiveness of their system or
does this speak to the fact that in some cases they may be provid-
ing less health care to patients who might benefit from more hospi-
tal admissions, more days, higher average day stay? What's the
mix?

Mr. WEBBER. Well, I think as a general rule, certainly the experi-
ence of PRO review has been, it's the organizational management
structure of an HMO that emphasizes ambulatory care over inpa-
tient hospitalizations which is the reason for their reduced hospi-
talizations.

So I think it's more the management structure. Obviously, there
will be individual instances where there has been too much of an
emphasis on ambulatory care.

Representative SCHEUER. In other words, where ambulatory care
or where the absence of diagnosing with perhaps some sophisticat-
ed treatment or high-tech treatment wasn't just a cost saving but
may have been done at a cost of diminishing the amount of health
care that patients should appropriately have received?

Mr. WEBBER. Yes. And let me say that those are very rare in-
stances based on our experience and that ultimately underservice
to a patient within an HMO is going to lead to the need for more
intensified, more expensive care over time. So in philosophy it
doesn't make a lot of sense for an individual HMO to undertreat.

But again, there are individual instances and that is why I think
we need oversight. HMO's also need to develop their own internal
quality assurance systems to make sure that there aren't shortcuts
to care.

Dr. DRAGALIN. I just wanted to add--
Representative SCHEU$R. Let me just ask you a question and see

if you can answer it, after you make whatever remarks you have
on your mind.

The HMO model is very, very appealing. It seems to be cost effec-
tive according to the figures you gave. People seem to be pleased
with it.

Why apparently has it peaked out at about 10, 11, or 12 percent
of the patients around the country? Why haven't market forces
and consumer satisfaction forces sort of led it upward on a gradual
increase of their hold on health care consumers. Health care costs
seem to have gone up inexorably. Why hasn't there been a con-
stant rise of health consumers who opt to select this modality when
it seems so appealing in its face?

Dr. DRAGALIN. Well, first of all, there has been a continual in-
crease in HMO membership across the country. It's not as it was in
the first half of this decade, but it continues to increase.

Representative SCHEUER. I'm wrong in thinking that it's sort of
peaked?

Dr. DRAGALIN. It hasn't leveled off. For example, just in our own
programs in the Prudential, we've gone from 450,000 to 1.4 million
in the past 2 years. And I'm not trying to single us out as being
particularly successful because other large HMO vendors have had
similar increases.
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One of the problems that we have from a sales point of view, if
you will, to large employers is the problem of balancing the cost
containment, cost efficacy and quality value to the employer of a
well-managed HMO versus total access on the part of the employ-
ee. Obviously, in the fee-for-service sector, the employee can go es-
sentially wherever they want to go for their health care, whereas
on the HMO side they are restricted to selected providers and se-
lected hospitals.

One of the ways the Prudential and other major corporations
have worked around this is through an option which allows the in-
dividual beneficiary to go outside the system if they wish without
losing 100 percent of their benefits. So that they might lose 20 or
30 percent of their benefits and then be able to select whatever
physician or hospital they wish to select.

And that product, if you will, that option, really has been selling
quite well to a number of corporations.

FINANCIAL INCENTIVES FOR HMO'S

Representative SCHEUER. Can you think of any changes in the re-
imbursement system that would encourage the growth of HMO's? I
think from society's point of view it's an attractive, sensible, social-
ly good system. What could we do in terms of the reimbursement
schedules or anything else that would make HMO's more appeal-
ing?

Dr. DRAGALIN. Well, we've found capitation to be quite satisfac-
tory in a number of ways, certainly in a number of our plans.
We're looking forward to the advent of the relative value scale be-
cause we still pay physicians on a negotiated fee-for-service basis
even sometimes within the capitation system where the group itself
is capitated and then the group pays the physician individually for
their services. So we really also would like to see the realignment
that we hope is coming of primary care services versus specialty
services.

And also, we wanted to point out-and this is certainly true from
our perspective, that indemnity premiums, in spite of the cost con-
tainment that we are trying to install-indemnity premiums con-
tinue to go up at rates of 20 to 30 percent, whereas HMO premi-
ums go up at half or less that rate throughout the country.

So I think the financial incentives and the system of care within
HMO's is working reasonably well throughout the country.

Now what we have is a marketing job to convince large employ-
ers that indeed this is an appropriate way to go.

Representative SCHEUER. What about individual health consum-
ers, families throughout America?

Dr. DRAGALIN. The same statement holds true for their premi-
ums.

Representative SCHEUER. In terms of reaching out in terms of
marketing programs?

Dr. DRAGALIN. Exactly.

DETERMINING FEES

Representative SCHEUER. Dr. Painter, as I understood it, you said
that the payment rates should continue to be a consideration of
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health providers and health consumers. Did I understand you cor-
rectly?

Dr. PAINTER. Yes.
Representative SCHEUER. In many cases, if not most cases, health

consumers are not financially impacted or at least not impacted di-
rectly by a particular instance of health care. The people who are
impacted or the group that's impacted are the health payers.

Why shouldn't our system provide for health payers like the big
insurance companies, like Blue Cross-Blue Shield, medicare, medic-
aid, to have a bigger say in setting fees? Why shouldn't the health
payers-the institutions that are the health paying community-
why shouldn't they have not only a greater role but a major role in
determining physicians' fees. And I'll say the day after tomorrow,
hospitals' fees, too.

Dr. PAINTER. First, when you come to see me as a physician I'm
dealing with your illness, your problem, prescribing what you need,
and having an opportunity to prevent some problems down the
way. So when we meet and talk, if I'm giving you the explanation
you need, then I tell you these are the activities and this is the pro-
cedure and here's the reason why. So that activity in effect be-
comes a contract between you and me, if you agree to follow what I
recommend.

I think, too, then what we see is that if you can reach an agree-
ment with your patient, then obviously there is an implied contract
between the two of you.

There are the third party payers, if you wish to characterize in-
surers and so on, with whom the individual has a contract in order
to pay a portion, or in the case of capitation whatever the agreed
upon fee is. As a consequence, you and I talk and agree and they
pay whatever they want to pay as a part of the contract between
you and the third party.

Then the question is what would permit me-if the third party
didn't cover my entire fee-to consider your economic circum-
stances and decide whether to accept that payment in toto or to
bill what I normally would be charging for that particular circum-
stance. Certainly when you're in a situation where I voluntarily
contract with an HMO at a discounted fee, or whatever the agree-
ment is for the payment, I have an agreement with them in which
I agree to accept their particular fee as the amount I'm willing to
accept for the service I provide for the beneficiaries in the HMO.

I think our point is simply that the physician should retain the
right to discuss with the patient what the charges would normally
be, to consider that patient's economic circumstances, consider
whether or not that person belongs to a managed care system and
whether you're a member of the managed care system, and then
arrive at a reasonable decision as to whether to bill the individual
because the fee agreed to by the insurance company doesn't cover
what you're going to have to charge.

Representative SCHEUER. Well, from my own experience with
medicare people, elderly people who are living on reduced incomes,
as well as medicaid people, this factor of physicians charging fees
in addition to what they might have received from the Government
or from the insurers, this is a troublesome phenomenon. I don't
want to get into it this morning because it's late and you've all
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been extremely patient and we're probably going to have a rolicall
vote in about 6 or 7 minutes.

Dr. PAINTER. Could I respond very quickly to that comment?
Representative SCHEUER. By all means.
Dr. PAINTER. One of the things that we're concerned about too isthe economic circumstances of the individual. The AMA has urged

all of the individual physicians across the country to consider the
economic circumstances of somebody who is obviously disadvan-
taged economically. When caring for a medicare patient, certainly
they should take that into consideration when deciding about as-
signment or no assignment, or balance billing.

In fact, what we've done is to work with our State medical asso-ciations across the country to get them to set up a voluntary
system in which the State association works with senior citizen
groups to identify a level below which the elderly person would beconsidered as not being able to afford a balance billing and then to
issue them a card where the doctors then would honor the card asidentifying that individual as not having the means to pay an addi-
tional amount.

We feel that this is an important recognition of just the problem
you're talking about. In most of the State associations across the
country, there is a very active pursuit of this.

The individual doctors by and large do take into consideration
the economic circumstances of their patients. I know in Houston,
for example, several years ago when we had that economic down-
turn, so many people were losing their jobs and had no insurance.
Then, it was not only just the indigent and the elderly who could
not pay, but there were a lot of good working people who were tem-
porarily without jobs. Our county society, for example-and it was
copied all over the country-simply said, "Come in. We'll take care
of you anyway at no charge."

So there's a recognition and a response among the medical com-munity that needs to be thought of when you have these sorts of
considerations. I think we are very sensitive to that issue because
after all I'm taking care of you and I want to know what I can do
to help you.

Representative SCHEUER. I'm sure you're sensitive and I'm sure
that AMA has put the word out and I'm sure in a clear majority ofcases that sensitivity is implemented and the problem is solved toeverybody's satisfaction.

What we hear about as Members of Congress are perhaps a mi-nority of cases, and maybe a small minority of cases, where the pa-
tient-perhaps he's not indigent, but the patient is operating onmore limited resources in their elderly years than they -had been
before-feel they've been put upon, feel that there's been an injust
burden placed upon their own personal incomes when they thought
they were being insured. But that's, as I say, a subject that we
don't have the time to go into this morning.

Well, I'm going to ask a last question, but before I do, do any of
you have any further comments or thoughts you would like to ex-
press on anything that's been said this morning?
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SYSTEM CONSTRAINTS AND QUALITY

Dr. PAINTER. One more comment on the quality issue. One of the
concerns among doctors-about .80 percent of the doctors that we
have surveyed, and that's members and nonmembers-and almost
half of the patients that have been surveyed feel that a lot of the
constraints that are being placed on the care system are adversely
affecting the quality of care and beginning to show that the quality
may be diminished.

The AMA is very concerned about this, particularly in light of
the design of the payment system and its impact. Let me just
quickly say that we then sought to define quality and have come
up with a number of elements. We have applied those elements to
the current systems for measuring quality and believe that we are
beginning to see that they are effective.

We now have developed an office focused on ambulatory care
particularly and the sort of review that Mr. Webber is talking
about. We are looking at developing the tools doctors need to exam-
ine the performance of others in peer review, looking at particular-
ly the outcome measures and the way in which we can use these.

I would say to you also that under the Health Care Quality Im-
provement Act we have joined with the Federation of State Medi-
cal Boards to respond to the clearinghouse concept with a proposal
to be considered by HFCA. This clearinghouse would then docu-
ment when you have an adverse decision about a doctor convicted
of medical liability and other things that may represent problems.
This information would be available so that if the doctor moved
from one place to another, we could then transfer the information
and respond correctly. This is pending consideration at this time.

Finally, the AMA is a part of the Joint Commission on Accredi-
tation of Health Care Organizations which does go in and review
the quality of hospitals and health organizations. The AMA cer-
tainly has been supportive of that major effort with the idea that
we do document the quality in the institutions and organizations
across the country.

POLICY RECOMMENDATIONS

Mr. ETHEREDGE. Mr. Chairman, I would just want to close with
mentioning three things we have discussed today that could form
an agenda for the Federal Government.

The first is fee reform. The Physician Payment Review Commis-
sion and others are looking at medicare. As I pointed out, medicare
fee reform in the past has led the Nation and has become a proto-
type for future directions. So this reform debate and the decisions
that Congress and the Federal Government will make are going to
be key in shaping the future of physician payment reform.

A second Federal implication of what we have been discussing is
in data. One of the reasons that we have uniform and good hospital
data in this country is because the Federal Government standard-
ized the hospital reporting form for hospitals in the UHDDS and
the UB-82. We need a comparable initiative on the Federal level in
standardizing ambulatory care coding and reporting for quality of
care research, economics research, and so we can know what's
going on. That's a second area, in terms of standardizing the data
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and reporting system nationally, that the Federal Government
could address.

The third area relates to quality of care research. That's a sub-
ject that's so complicated and so expensive and so important that
no one else is going to pursue it unless there is adequate Federal
funding.

Those are three areas where expanded Federal initiatives would
really help address the problems we've discussed this morning.

EFFECTS OF MEDICARE ON PRIVATE MARKETS

Representative SCHEUER. Mr. Etheredge, you have suggested in
earlier writings and speeches that you've made that the fee sched-
ule and payment practices that we adopt for medicare actually
have a proliferating effect and could stimulate competitive forces
that would moderate fee increases in other sectors of the health
care system.

Mr. ETHEREDGE. Absolutely.
Representative SCHEUER. Do you think that that's going to

happen and do you think that the fee schedules developed by the
Physicians Payment Review Commission will help move us in this
direction?

Mr. ETHEREDGE. I very much hope so. It was certainly the case 20
years ago, when medicare was adopted, with the current payment
system. In fact, I think it not only should happen, I would hope
that Congress could encourage that kind of process.

Representative SCHEUER. Then do you think that these changes
should be implemented in other sectors of the health care system?

Mr. ETHEREDGE. Assuming that they are the right ones. I would
have to see what comes out.

Representative SCHEUER. Well, the newly developed reimbuse-
ment mechanisms that they're going to recommend, can those prin-
ciples be adopted in the rest of the health care system?

Mr. ETHEREDGE. I think so. I'm not sure I'm in favor of a man-
date to do it because there might be lots of different circumstances.
But I think it's important, even to be effective in medicare reform,
that those changes also be agreed upon broadly as something we
want to do as a nation.

For example, if medicare were to cut fees in certain surgical pro-
cedures by a substantial amount and the private sector didn't
follow suit, we could wind up with a dual class payment system.
We could have problems with access, feelings among medicare
beneficiaries that the system that they had was unfair or second
rate in some way, and perhaps more overcharging of medicare
beneficiaries. So I would hope that voluntarily the HIAA, the
Blues, other insurance companies, the medical profession and
others could all move in the same direction. If so, we could reshape
the payment system to address these concerns without having gov-
ernment regulation of the entire system.

NEED QUALITY ASSESSMENT AND CLINICAL GUIDELINES

Representative SCHEUER. Mr. Webber.
Mr. WEBBER. I'd like to, in summary, go back to your opening re-

marks and say that the real critical issue is are we getting value
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for our increasing investment in the health care system? In order
to answer that question, I think, as Lynn has just mentioned, we
need to invest in quality assessment tools to really determine what
is value and whether we're getting it. Lynn mentioned data that
are critically important and he mentioned outcome studies, and I
would like to add to that list the need to develop more explicit clin-
ical guidelines to help guide physician clinical decisionmaking.

If we do all that and it will take a sizable investment-this needs
the participation of organized medicine, we need to put research
dollars in, we have to get the academic community involved-I
think it holds out the promise of narrowing that tremendous range
in practice use that we see around our country.

Although I would like to add the caveat that it will also mean
that in some communities we're going to find that there's terrible
underservice and we're going to need to increase health care ex-
penditures in the poor communities of New York City of which you
know well, and rural communities in America. There's a need to
increase access to care appropriately in this country at the same
time that we reduce inappropriate use.

Representative SCHEUER. That's absolutely right. And just to
footnote that, we all remember that there are about 37 million
Americans who have no health insurance, whose access is severely
limited, and there are about 70 million others who are underin-
sured and whose access at particular times for particular health
problems may also be limited in ways that affect their health re-
sults.

Dr. DRAGALIN. I just wanted to also point out regarding quality
assurance that a number of HMO's currently have quite sophisti-
cated data based quality assurance programs in place, some of
which are actually outcome based, and at least three major HMO
chains-the Prudential, the Blues and CIGNA-have all voluntari-
ly sought or are all voluntarily seeking accreditation by outside ac-
crediting organizations such as the Joint Commission on Hospital
Accreditation, to assure that what they say they're doing with re-
spect to quality really is happening.

ENCOURAGING HEALTH PROMOTION

Representative SCHEUER. Well, now I will ask my last question
and that is, what changes do we have to make in our reimburse-
ment-system and our health care system itself to encourage people
to take better care of their own health outcomes in all the ways
that we've described?

Dr. GINSBURG. If I could say something, I think the country has
done very well over the past 10 years in having people take better
care of their health. Certainly a lot of statistics on the improve-
ment in health status are often attributed to better health habits.
There has been an increase in public information. I know the Fed-
eral Government has done a great deal on the issue of smoking. So
in a sense, I think we can point with some pride to the fact that we
have made progress. Certainly a lot more needs to be done. I don't
see anything obvious about reforms in the payment system for
services being a key component of encouraging people to take
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better care of themselves. Perhaps other tools, mostly education,
might be more useful.

Representative SCHEUER. You're absolutely right. There have
been enormous changes in behavior-exercise, people jogging
about, you didn't see that kind of thing 15 years ago. Diet, if you
don't believe there's been a change in American diet, ask the meat
producers, ask the egg producers, ask the dairy industry. People
have altered their diets significantly to avoid the cholesterol prob-
lem, high fat foods, high salt, high sugar. They are learning. And
what we want to do is encourage this. Among middle class, educat-
ed people, there's been a phenomenal change in diet. Among people
who are not part of the information loop, or don't read as much,
there's been less change.

For example, this has affected minorities. Blacks have a far
higher rate of heart trouble, stroke, and so forth coming from high
blood pressure. They can have a lifetime of high blood pressure and
because high blood pressure has no symptoms, you don't feel it, it's
odorless and tasteless, so to speak, they don't get checkups and this
impacts their health outputs obviously and it hurts the national
health too. It's bad for society that they aren't engaged-that all
segments of society aren't equally engaged in preventive health be-
havior and taking charge of their own health outputs.

As I say, middle class, educated people, who are part of the infor-
mation loop, have made enormous strides in changing their behav-
ior. How do we expand that? That's the big question. Nobody could
underrate the progress that's taken place. We're thinking of ways,
for example, we could encourage physicians to spend more time
just talking, communicating with their patients. That should be
done and it isn't being done sufficiently. Physicians are harried,
overworked, under stress. They have all kinds of high technologies
sitting around the office that are lying fallow. I suppose they think
when they are simply chatting and talking to a patient their in-
vestment in that high technology is not paying off.

But how do we tread our way through all of this mine field of
problems and obstacles and induce physicians to spend more time
doing what is probably the most important thing they can do,
which is, namely, just talking to their patients. Any comments?

Dr. PAINTER. I would second what has been said. I'm not sure
that the payment mechanism, other than flexibility in the office
visit area and perhaps other areas, is important. Certainly with the
education that is happening to young physicians coming out of the
medical schools, they are much more trained in the communica-
tions skills of interaction with their patients.

Representative SCHEUER. And they are much trained, aren't
they, in some of the subject involved in preventive health care, like
nutrition? Aren't they getting much more training in the impor-
tance of good nutrition than doctors did 30 or 40 years ago?

Dr. PAINTER. I think that emphasis on prevention of disease is a
major part of what they do in addition to diagnosing and treating.
This is something that they come out much better prepared on.

One thing that I think influences the individual who is the recip-
ient of health insurance is often the incentive discounts for good
behavior. As you know, there have been a number of health insur-

88-544 0 - 89 - 20
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ance groups that have explored the approach that if you don't
smoke you get a discount of x percent because you cost less.

The final part of that is the corporate activity. I think we need to
remember that the corporation, when it invests in people in terms
of their skills, is now very much more concerned than they ever
were before about that monetary investment. To the degree that
they have an atmosphere in which they are encouraged to provide
these sorts of resources for their people, it will certainly speak
well.

Mr. ETHEREDGE. Congressman, I think that there may be a fruit-
ful area in paying for primary care, nurse practitioners and visit-
ing nurses and physician assistants. These are individuals who are
trained to do exactly the kinds of functions you've outlined and cer-
tainly don't require all the high training of the physician. Payment
reforms should make sure that we adequately compensate people
like advice nurses in HMO's and nurse practitioners who specialize
in this kind of thing. That needs to be brought into reform.

Representative SCHEUER. I quite agree with that. Just to extend
your remark a little further, let's say these people you're talking
about-the doctor assistant, the nursing assistant, the nurse practi-
tioner, they make $25,000, $30,000, $40,000 a year, perhaps $50,000
a year, couldn't they deliver many of the health services that doc-
tors now deliver just as effectively and competently and more cost
effectively than doctors now do?

In other words, the doctor expects to net-doctors do net after all
their costs I think you said $115,000 a year and probably their
gross income was $150,000 or $160,000 a year or more. Couldn't we
economize on that precious, very high cost resource of physician
skills by parceling out under a physician's supervision much of the
health care that takes place that does not require 4 years of col-
lege, 3 years of medical school, a couple of years of internship, and
so on and so forth? Couldn't a significant proportion of health care
services be provided by doctor assistants, nurses, nurse assistants,
just as effectively and perhaps even more effectively in that they
have more time to spend with patients and they aren't driven so
much by the clock? Wouldn't that be a way to perhaps even pro-
vide greater communication with patients than now takes place by
people who have been adequately trained to communicate preven-
tive health care concepts at a far lower cost of delivery?

Mr. ETHEREDGE. I agree with you completely, Congressman. The
direction and the practical implication of that is that fee reforms
should begin to pay more on the basis of time, perhaps time of dif-
ferent kinds-time spent doing procedures versus time spent coun-
seling. Then you could begin to fairly compensate the physician
and the physician's assistant and to move away from the system
we have now where we call everything a procedure that only a
physician can do. We overpay those procedures and underpay the
counseling. So I think the direction is right. That would be the way
to move.

Dr. DRAGALIN. I wanted to make a point that in a great many of
our HMO's we make heavy use of paramedical personnel and nurse
practitioners, physician assistants, and nurse midwives, and in our
quality assurance patient satisfaction surveys the patients are by
and large very, very satisfied with the care-in fact, in some cases,
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more satisfied with the communication that they receive from
those folks versus the communication that they receive from busy
practitioners. So it's a very successful approach.

Representative SCHEUER. Do you think that's true of the whole
health service system, whatever the individual system?

Dr. DRAGALIN. As long as there's close monitoring of that per-
son's action by a licensed physician.

Representative SCHEUER. Right, absolutely. Any further com-
ments?

[No response.]
Representative SCHEUER. Well, you have been here just under 3

hours and I want to thank all of you for a very stimulating,
thoughtful, constructive, and enlightening hearing. I'm sorry that
more of my colleagues didn't benefit from it, but as you know we're
pulled from 360 degrees of the circle and it's impossible for us to be
at more than one place at one time.

I thank you very much for an excellent hearing.
[Whereupon, at 12:20 p.m., the subcommittee adjourned, subject

to the call of the Chair.]
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OPENING STATEMENT OF REPRESENTATIVE SCHEUER,
CHAIRMAN

Representative SCHEUER. Good morning.
Today's hearing, the fourth in a series of hearings on the future

of health care and health care costs in America, is designed to
evaluate payment systems for hospitals. The day before yesterday,
we had a hearing on payment systems for doctors.

The testimony during our first three hearings has clearly shown
that while health care costs continue their seemingly inexorable in-
crease as a fraction of GNP, year after year with monotonous regu-
larity, there doesn't seem to be any emerging consensus as to how
we should cope with these costs and how we can best constrain
them.

On the one hand, there is a growing recognition that we cannot
afford to continue a systematic structural annual increase in
health care costs. On the other hand, there is genuine concern that
a reduction in the growth of health care expenditures could possi-
bly result in a decrease in the quality of health care, or less access
to health care for millions of our citizens.

Comparisons with other OECD countries indicate that they spend
a significantly smaller percentage of their GNP on health care
with no demonstrable, provable, identifiable reduction in health
status or health outcomes.

On an average, we spend close to 12 percent of GNP on health
care and the OECD countries average about 8 percent. So we spend
50 percent more than they do as a percentage of GNP and, in abso-
lute terms, it is far more than that.

So all this suggests that we can adopt modifications or reforms in
our health care system without affecting quality or access, and
many of us feel that we must.

(605)
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The focus of many of these reform efforts have been on reim-
bursement methods for health care services. These reforms include
a movement away from fee for service through HMO's, and the es-
tablishment of a prospective payment system, so-called PPS, for
medicare hospital services.

In addition, consideration is being given to modifications in the
physicians' payment system so that fees would be based on a rela-
tive value scale, RVS. We will have to keep up with all these new
acronyms related to the resource cost of providing services.

These and other reforms and reimbursement methods are de-
signed to promote more efficient, more cost-effective use of our
health care resources, and it is hoped that through modification in
payment methods, as well as other changes, we can change incen-
tives, and change the direction of our health care system from sick-
ness care to wellness care, from illness care to preventive health
care.

By encouraging payments for primary care through appropriate
payments, for example, for consultation with family physicians, for
talk, for communication, probably the most valuable time a family
physician can spend with his patients, we hope that we can prevent
illness rather than just treat it. We hope we can promote wellness
through preventive health care consultations.

These reforms pose important challenges and far-reaching com-
plications. On Tuesday, we learned about the vital importance of
efforts to ensure that quality of care and access to the system do
not suffer as we alter payment mechanisms for physicians.

We also recognize that reforms of the payment system for medi-
care, which account for about 25 percent of hospital expenditures
and about 20 percent of physician payments, will spill over, so to
speak, into the way we pay for medical services in the rest of the
health care system.

So with all of that in mind, we turn to the hospital sector where
modifications in payment methods are already underway. Among
other topics, we will hear about the effects of the prospective pay-
ment system, the PPS that I just mentioned, on expenditures and
on the quality of care and the mix of service between inpatient and
outpatient care.

So we are going to have a very interesting and stimulating panel
this morning and we hope that you will chat with us informally as
if we are in a living room together. Liberate yourselves from your
written prepared statements. They will all be printed in full in the
hearing record.

We would like to make this more of a skull session than formal
testimony that you -read with all the soporific and somnolent ef-
fects that can generally be predicted. Let me express some of the
sentiments that we heard from the first day of hearings that would
tend to wake us up if we were dozing off. These were statements
straight from the heart.

Joe Califano, former Secretary of then-HEW, Health, Education,
and Welfare, questioned "the continuing viability of the health
care system unless the stunning variations in treatment for
common ailments are reduced."

"Medicare spent an average of 70 percent more for each benefici-
ary in Boston than it did in New Haven," Califano said.
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"The political system has to free itself from the domination of
health care providers," all of us, all of you, and all of the people
that we heard Tuesday. "It has to free itself from the domination
of health care providers to have any hope of restraining costs."

Mark Freeland of HCFA, the Health Care Financing Administra-
tion, says that "steadily rising health care costs have increased the
pressure on Congress to change the system." He said "the costs of
employer-paid health benefits have contributed to production cost
increases that are pricing U.S. products out of world markets."

The increase in health care costs to corporations is providing, in
my own words, paraphrasing him, such a competitive disadvantage
to U.S. firms, that they are helping to prevent the United States
from being an effective global competitor. That is a very serious
charge and it comes from a very responsible person.

George Scheiber, also of the Health Care Financing Administra-
tion, HCFA, presented statistics indicating U.S. hospitals are the
most expensive in the world, without any proof that they are better
than the OECD hospitals that operate at a much more cost-effec-
tive rate.

Comparisons were made with Canada, France, Germany, Japan,
and England. The average cost per day in U.S. hospitals is $360
compared with an average of $175 for these five countries. That is
over twice as much per day. Expenditures per admission were
$3,450 in the States compared to $2,760 in the five-country average,
the five OECD countries.

Dr. George Silver, professor emeritus of Public Health at Yale,
told us European countries provide better value for the money
spent on health care. This is enough to wake us up.

He said the U.S. health system is burdened with an oversupply
of resources, overuse of technology, professional glut, and overpay-
ment for services. Now, that is a very challenging series of state-
ments about the essential system by which we deliver health care
in the United States both through physicians and through hospi-
tals.

I suggest, Mr. Anderson, that we cannot write this off-your
phrase-by "the revealed preference of the American public." I
must say I thought a lot about that phrase. We have heard a lot in
the last few weeks about the stars, how stars in their course are
guiding us here on Earth. I don't know where the revelation comes
from. I am an Aquarius, and the President is an Aquarius. We
happen to have the same birthday. I share his stars, but I haven't
received many of the messages he has received. [Laughter.]

I certainly haven't received any message that "cogito ergo
sum"-remember from your high school Latin, "I think, therefore I
am," or, paraphrasing that, "it exists, therefore the American
public will it."

I am going to ask you to put a little meat and potatoes on the
skeleton of that statement of yours that this is the revealed will of
the American people. I think that there are a lot of things that
exist in the American public systems, but the fact that they are
here doesn't mean that we want them.

Shakespeare told us: "The fault, dear Brutus, lies not in the stars
but in ourselves."
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I would like you to explain to us-this will give you a little
chance to think about it before you start giving us your testimo-
ny-where does this derived will of the American people come
from? How is it expressed?

Here are some professionals of great note. They are the equal to
the excellence of this panel in every way. You are all superb pro-
fessionals. They were when they testified here. They are very
highly regarded. You are all very highly regarded. They don't seem
to think there is any expressed will of the American people for this
kind of ineffectiveness, for this kind of pitiful cost effectiveness
whereby we are spending 50 percent more of our GNP and twice as
much for a hospital 1-day stay as other countries with totally com-
parable and, in significant ways, superior health outcomes.

Many of these countries surpass us now in life expectancy at
birth, in life expectancy at age 65 and surpass us in infant mortali-
ty rates. There is no indication that because we spend twice as
much per hospital day that we are getting twice as good care or
any better care.

I think we are all going to be interested in your explanation, Mr.
Anderson, of this marvelously interesting phrase that you used.

So, with all of that, I simply hope that you will address your-
selves to a feeling on the part of many Members of Congress and of
many members of the public that we have to get a better bang for
the buck of our health care dollars expended. We must have a
system that is leaner and meaner, more effective, more productive,
less wasteful, less money spent on bureaucracy, and other non-
health expenditures.-

There is a feeling of disquiet out there. We have many competing
needs in our society in addition to health. We are drastically un-
derspending on education. As I said the other day, we have be-
tween a one-third and a one-quarter rate of adult illiteracy in our
society. This is a crippling and disabling factor for our society.
People who'are illiterate either have failed in our education system
or our education system has failed them. But remediating that con-
dition is difficult and expensive, time consuming, and is going to
require a lot of commitment.

We have other needs. We need more postdoctoral fellowships at
the National Science Foundation. We need to be training more
mathematicians, scientists, and engineers. Japan, with a country
about half our size, is producing significantly more professionals in
math, science, and engineering than we are. We have to do better
there.

So I think none of us can be complacent that the American
people are perfectly satisfied to see the percentage of GNP that is
spent on health go up year after year after year with monotonous
regularity.

Ok. I have talked enough. Mr. Anderson, the floor is yours.
There are six witnesses. Why don't each of you speak for 7 or 8
minutes, and then I am sure we will have some questions and I
will reserve the right to interrupt from time to time to ask a ques-
tion even before all of you are finished.

So let's hear first from Gerard F. Anderson, director of the
Center for Hospital Finance and Management, Johns Hopkins Uni-
versity.
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We are delighted to have all of you here. We are delighted to
have you here, Mr. Anderson. You gave us a few chuckles and a
few quizzical moments last night, so we are eagerly looking for-
ward to hearing from you.

STATEMENT OF GERARD F. ANDERSON, DIRECTOR, CENTER FOR
HOSPITAL FINANCE AND MANAGEMENT, JOHNS HOPKINS UNI-
VERSITY

REVEALED PREFERENCE OF AMERICAN PUBLIC

Mr. ANDERSON. I will try to follow that entertainment up with
some testimony this morning. But I want to talk about our three
conclusions, the third of which you have already discussed.

The first one is that despite all the recent initiatives to control
hospital costs, hospital costs continue to rise significantly above the
rate of inflation. I have worked in this area for 10 years and have
worked on the medicare prospective payment system, as well as the
hospital cost containment legislation that President Carter put to-
gether. I think that what we are seeing is an effort to propose a
whole variety of different initiatives and found generally that the
American public hasn't preferred-when we proposed a variety of
different initiatives, some have been that the Congress has decided
they don't want it, and sometimes it has been the American public.

Representative SCHEUER. How does the American public talk to
you?

Mr. ANDERSON. Well, the American public doesn't talk to me, but
the American public does in a number of ways present their prefer-
ences.

If you look at the State of Oregon right now, for example, they
have made a choice not to pay for certain very expensive technol-
ogies; that is, heart transplants and liver transplants, in their med-
icaid program. The State of Oregon was very courageous in making
this choice, indicating to us that the benefits just were not as great
as the costs associated with it.

There was a major hue and outcry among the Oregon residents,
both the medicaid and nonmedicaid residents, expressing the desire
that those services be covered. We want the medicaid recipients to
have access to those services.

Representative SCHEUER. And what was the decision of the legis-
lature?

Mr. ANDERSON. The legislature decided not to pay for them. The
public responded very vehemently against that and decided that
indeed there should be ways to pay for those services because both
the general public and the medicaid recipients wanted those serv-
ices covered.

Representative SCHEUER. And what was the outcome?
Mr. ANDERSON. The medicaid program decided not to pay for

them, but as a result of that decision, there is much flexibility re-
garding ways to pay for those services.

Representative SCHEUER. Through medicaid?
Mr. ANDERSON. Not through medicaid; through the private

sector.
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Representative SCHEUER. This is a very, very important point,
the whole question of health rationing. That was an attempted
means of health rationing.

In England, as you know, you can't get kidney dialysis under the
National Health Program if you are 55 or over. Now, there are an
awful lot of people in this country that would object violently to
that, and they would fall into two groups: those people over 55 and
those people under 55. The over-55's would feel, if I need kidney
dialysis tomorrow, by golly, I want it. The under-55's would say, I
am not 55 yet, but I am going to be very soon, and in a year or two,
or five or ten years when I hit 55, by golly, if I need kidney dialy-
sis, I want it.

Mr. ANDERSON. Or I have a parent who needs dialysis.
Representative SCHEUER. Exactly. Precisely.
So how have the Brits been able to get away-after all, it is a

parliamentary democracy-how have they been able to get away
with maintaining that very harsh, very draconian method of ra-
tioning? I have never been able to understand, except that they
aren't as well organized from the point of view of the consumer
groups, the elderly groups, the gray power, so to speak, why that is
accepted.

I think if you set a limit of 80 or 85 in this country for health
care kidney dialysis, you would still run into criticism. But 55, my
goodness, blood would be flowing on the streets.

So one question that I am going to ask the whole panel at the
end is what kind of innovative approaches do you have for some
kind of rational and reasonably acceptable means, acceptable to
the public, means of rationing health care, especially high-cost,
high-tech health care.

When I rnyentioned to you that Dr. George Silver, a very distin-
guished health professional, said that we have an overuse of tech-
nology, he must have thought-perhaps we ought to ask him-how
are we going to limit that overuse?

What are some of the things that we can do to limit this over-
use? Rationing is one. There may be some other changes that we
can engage in. That is a question I am going to ask the whole panel
at the end.

OK. I am sorry that I interrupted, Mr. Anderson.
Mr. ANDERSON. Let me give you a second example of this re-

vealed preference, as well as some possible courses of action. We
are currently studying a contrast dye which is used in radiology.
We chose to study the contrast media because we thought it was an
example of a technology which had very limited appeal to the gen-
eral public.

This dye does the same thing as the dye it replaces. Unfortunate-
ly, it is 20 times more expensive than the dye that it replaces. It
has exactly the same diagnostic and therapeutic value. The differ-
ence is the adverse outcomes associated with the current dye. It
has more pain upon injection, or a higher probability of having
pain, and a higher probability of nausea. It is 20 times more expen-
sive. It would cost the Johns Hopkins Hospital about $2 million per
year to do it.
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When physicians and patients are asked whether they would be
willing to pay an additional $200 or $300 per patient per case, uni-
formly they say yes; that indeed they are willing to pay for it.

Representative SCHEUER. What are the benefits of that?
Mr. ANDERSON. The benefits are less of a probability of pain upon

injection; approximately 30 percent of the patients have pain upon
injection. It is a transient pain; it lasts only about a minute or two,
but it can be very severe.

Representative SCHEUER. Does it reduce the pain of the injection?
Mr. ANDERSON. Yes, in about 30 percent of the cases.
Representative SCHEUER. And what are the others?
Mr. ANDERSON. The other is a higher probability of having

nausea if the less expensive dye is used.
Representative SCHEUER. I see. So it prevents pain and prevents

nausea.
Mr. ANDERSON. And it is 20 times more expensive.
So the choice that the hospital administrator and the radiologist

have is, which dye should be used? The American public, in a
survey and in spoken interviews, chose to use the more expensive
dye. This one example is a $2 million decison. We chose it because
we thought if any technology was not going to diffuse and be imple-
mented into medicines, this one would be it because it has relative-
ly limited value.

However, it is diffusing on a large scale seemingly because the
American public wants access to it. The problem is not that there
is a lot of unnecessary utilization that people identify, rather it is
all these little decisions which have to be made day in and day out,
and those are the decisions which, as I look at it, the American
public is in favor of.

This is what I mean by the revealed preference of the American
public. These kinds of choices are being made every day, and the
American public seems to want to have the medicaid person's kid-
neys transplanted just as it wants to use this more expensive dye.

I would agree with you that on an abstract level there is too
much technology in the United States. There are unnecessary hos-
pital beds, but when you come down to practical choices, those
practical choices mean that somebody doesn't receive a certain
type of service.

It is big things and it is little things that happen within hospital-
ization. That is the difficult aspect. When we put together the med-
icare prospective payment legislation, we basically said to the
American public that the hospitals will to some extent make the
choices for you. We will pay a certain amount to take care of you,
and then it is left to the hospitals to make other choices.

The question is: Do we want the American public to make those
choices? And that is where the rubber meets the road, I guess.

Representative SCHEUER. Let me just ask you, you said-big things
and little things in hospitals. What are the little things in hospi-
tals?

Mr. ANDERSON. I think the osmolar dye that I was talking about
is an example of a relatively small ticket item. It is not something
to which the Congress is ever going to pay a great deal of attention.
It is not something to which the average hospital administrator
pays a great deal of attention. It is something, however, that when
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added with many of these little ticket items, results in a great deal
of health care expenditures, a great deal of hospital expenditures.

The problem is that there are many of these issues occurring on
a daily basis, and a hospital which doesn't make these choices will
tend to be perceived as providing a lower quality of care. I have
had many hospital administrators come to me and say that they
don't want to buy technology A or techology B, but if they don't,
either the physician or the patients won't come to them because
they want to have these services available to them.

So, from a competitive point of view, they find that they have to
provide these services, and hospitals in competitive markets are
the ones that have more of these services, not fewer. So, in re-
sponding to the market, they are having to buy more, not less.

Representative SCHEUER. So you are saying, like Pogo, we have
met the enemy and he is us. And it is the American people who
simply won't accept anything less than what they perceive is the
best.

Mr. ANDERSON. As an economist, I can design the right reim-
bursement system, such as prospective payment system, or an al-
ternative to prospective payment system which will reduce costs.
We have seen the States adopt a whole variety of systems to reduce
costs. The private sector has developed a whole series of systems to
reduce costs. That has been a major set of initiatives during the
1980's.

There have been a-lot of initiatives, there have been a lot of ac-
tions on behalf of the hospital industry, but as a sum total, when
the rate -of increase in hospital spending during the 1980's is exam-
ined, adjusting for inflation, these initiatives have had absolutely
no effect. Hospital costs continue to rise above the inflation rate,
between 2 and 4 percent per year.

Representative SCHEUER. And nothing that we seem to try to do
to restrain that growth seems to have any impact whatsoever.

Mr. ANDERSON. Nothing has, from an empirical sense, had any
impact at all.

UNITED STATES VERSUS OECD HEALTH CARE COSTS

Representative SCHEUER. We have a rollcall vote as you see. I am
going to suspend for 15 minutes. When I come back, I am going to
ask you one question. That is, how is it that in these other OECD
countries where they are just as well educated, in fact where the
education level is higher than in our country, they seem to accept
some restraints on rising health care costs and are willing to
modify their behavior in certain ways; whereas in this country, we
have not been able to achieve that?

All right, we will suspend for 15 minutes.
[A 15-minute recess was taken.]
Representative SCHEUER. All right, we will resume.
Mr. Anderson, you were in the midst of your testimony. Please

proceed.
Mr. ANDERSON. You gave me a research question that I need 4

years and a half a million dollars to go out and do a study on, but
let me try and do it in the 15 minutes that you gave me.
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Representative SCHEUER. I didn't give you 15 minutes, Mr. An-
derson.

Mr. ANDERSON. No, not to answer, but to prepare.
Representative SCHEUER. Good.
Mr. ANDERSON. Different countries have different definitions of

quality of life and different expectations, and I think this is an
issue that is much larger than simply in the health care arena.

We have compared Japan, which tends to be the country against
which we compare ourselves these days in the United States. In
Japan we are talking about a country that tolerates living in rela-
tively small rooms, in cramped quarters, saving 20 percent of its
money and investing it, especially in long-term investments.

In the United States, we are used to large houses, a lot of con-
sumption, minimal savings, and corporations looking on a quarter-
to-quarter basis.

Representative SCHEUER. You have just ticked off some of the
major flaws in our American economic system and done it very
well.

Mr. ANDERSON. And now we are doing exactly the same thing in
health care, following the same pattern.

Japan doesn't worry much about defense and a lot of those other
things.

In the health care area, Japan doesn't spend much time on R&D
and it doesn't spend much time on education, both very costly
types of activities in the health arena. They are going to start
moving into it, but in the past they haven't done much in research
and development. They do a lot more in prevention, again trying to
following up long-term investment.

If you go to a Japanese hospital, you would have to provide your
own food. They don't provide food services as a normal activity, as
part of the hospital in Japan, and other amenities that we would
take for granted in the United States are not provided in Japan.

Representative SCHEUER. What other amenities?
Mr. ANDERSON. If you want a private duty nurse, you have to pay

for it. They have a lot more services with four, six, eight people in
the rooms instead of one or two, and we have about 50, 60 percent
of people in private rooms. All of these costs add up in terms of
amenities.

And they don't have always the new technologies the United
States has.

Representative SCHEUER. Sometimes they are ahead of us on
technology.

Mr. ANDERSON. In the United States we do an awful lot of re-
search and development, and pride ourselves on this through the
National Institutes of Health. We are beginning to implement R&D
in the hospital, and that adds to the hospital cost.

So if you wanted to reduce cost, you could reduce education and
you could reduce research. Every time we talk about prevention in
the U.S. Congress, what I hear from the congressional staffers are
questions like: What payoff will it have for this year or for next
year, much like the corporations here? How will it look in that
quarter or in that year? But they don't take a look at a longer
term horizon in terms of prevention.
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Obviously, the United States would not tolerate things like
people bringing in bag lunches to their patients in the hospital. We
expect everything to be provided for us in the United States once
we get sick.

But we tend to look at acute care as the way to handle illness in
the United States as opposed to prevention of long-term concerns.
Thank you, Mr. Chairman.

[The prepared statement of Mr. Anderson follows:]
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PREPARED STATEMENT OF GERARD F. ANDERSON

nPayment For Hospital Care"

My name is Dr. Gerard Anderson. I am the Director of

The Center for Hospital Finance and Management, Co-Director

for the Program of Medical Technology and Practice

Assessment, and Associate Professor of Health Policy and

Management at Johns Hopkins University. I appreciate the

opportunity to testify this morning.

In my testimony today, I hope to make three basic

points. First, despite all of the recent initiatives to

control hospital costs, hospital costs continue to increase

at a rate significantly above the overall rate of inflation.

Second, hospital productivity has not increased and may have

even declined in recent years. Third, the aggregate level of

spending and current rates of increase on hospital services

may actually represent the 'revealed preferences' of the

American public.

Before discussing methods of hospital cost containment,

it may be useful to establish a common ground.

o Hospitals consume nearly 40 percent of the
health care dollar.

o The United States spent $720 per capita or 4
percent of the gross national product on hospital
care in 1986.

o Hospital expenditures increased at an average
annual rate of 10.2 percent from 1980-1986 - a
rate much faster than overall inflation.
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None of these numbers by themselves suggest a problem.

There is no consensus that defines either the appropriate

level of spending for hospital care or the optimal growth

rate for the hospital sector. In fact, in most sectors of

the economy a high growth rate is actually encouraged.

The reason why most health economists are concerned

about the level of hospital spending is a widespread belief

that the costs of providing certain hospital services may

exceed the benefits of providing them. The concern is that

the level of spending for hospital services may be related

more to peculiarities of the hospital financing and delivery

system than to the expected gains in health outcomes.

FACTORS EXPLAINING RISING HOSPITAL COSTS

Most health economists agree on the factors which

explain why expenditures are rising more rapidly in the

hospital industry than in most other sectors of the economy.

There is some disagreement on the relative importance of each

specific factor. The most commonly cited reasons for rising

hospital costs are:

1) Cost and charge based reimbursement systems which
provide few incentives for hospitals to behave
efficiently;

2) Aging of the population;

3) New diseases which are expensive to treat, such as AIDS;

4) Health insurance coverage that insulates the consumer
from the full price of hospital care;
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5) Expensive new technologies;.

6) Rapidly increasing input prices and wage levels caused
by market conditions, such as the nursing shortage;

7) Supplier induced demand caused by excess hospital beds
and low occupancy rates

COST CONTAINMENT INITIATIVES

In response to rising hospital costs, a wide range of

initiatives have been instituted in recent years. One

approach which has received considerable attention in the

1980s, is to promote competition in the hospital industry.

In a competitive market, hospitals might be expected to lower

their prices to compete for patients. Inefficient or high

cost hospitals would either be forced to close or modify

their behavior.

Despite its theoretic appeal, the competitive model does

not seem to work in the hospital industry. This is because

many of the requirements for a competitive market do not

exist. Widespread health insurance, for example, insulates

consumers from the true price of hospital care. The

established mission of many hospitals and community

expectations make it difficult for hospitals to enter or exit

from the market. Many markets can sustain only one or two

hospitals. These and other constraints prevent the

establishment of a competitive market.

Given that the conditions of a purely competitive market

do not exist in the hospital industry, there has been
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considerable interest in what might be called a modified

competitive approach. This would allow for some price

competition, but does not rely exclusively on market controls

to slow hospital cost increases. For example, in the past

several years there has been a growth of Preferred Provider

Organizations (PPOs), a type of competitive arrangement

where, at least theoretically, the organization brings

together low cost or efficient hospitals in an effort to

capture a greater portion of market share. Hospitals may

reduce the price of services so the PPO may offer price

discounts to consumers who choose to use the more efficient,

participating providers. To date, little is known about the

success of PPOs in constraining hospital cost increases.

A third approach to cost containment is a quasi-

regulatory administered price system. In this case, third

party payers such as Medicare, set the price they are willing

to pay for hospital care. The difficulty with instituting an

administered price system is the multitude of products that

hospitals provide. It is much more complicated than public

utility regulation where only one product such as electricity

is provided. For example,the Medicare Prospective Payment

System (PPS) now sets prices for over 470 diagnosis related

groups and then modifies the payment depending on the price

of input costs in the local area, the level of teaching and
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care for the poor, and certain other factors. Increasingly

the system is becoming very complex to adjust for all the

differences among hospitals.

A fourth general strategy for controlling hospital costs

is government regulation. During the 1970s a number of states

initiated mandatory rate setting programs to control hospital

costs. Other industrialized countries use different forms of

regulation to control both access to hospital services and

the level of hospital expenditures. For example, in some

European countries, the government determines the amount it

is prepared to spend for hospital care, and similar to a

block-grant approach, allocates that sum to local areas to be

sure that public expenditures will not exceed a pre-

determined level.

SUCCESS OF COST CONTAINMENT INITIATIVES

Despite the multitude of cost containment initiatives

adopted in the past several years, most of the evidence

suggests that current initiatives have been unsuccessful.

The hospital sector increased at an annualized rate of

10.2 percent during the period between 1980 and 1986. After

adjusting for inflation, hospital costs per capita continue

to increase at the same rate as before many of the cost

containment initiatives started. The real growth in hospital

expenditures per capita continues to be 2 to 4 percent faster

than the rest of the economy - a trend that began in the

1950s. The one major change that has occurred during the
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1980s is a dramatic increase in hospital operating

margins/profit margins.

PRODUCTMIVY

Since the adoption of PPS and other cost containment

initiatives in the 1980s, a number of indicators suggest that

the hospital industry has done little to promote efficiency

and in fact has actually taken actions which will increase

overall costs.

Between 1983 and 1987 the number of inpatient days

declined by 17 percent. During this same period, the number

of full time equivalent personnel was reduced by only 3

percent. Clearly hospitals have not responded to the

changing market conditions by reducing their staffing.

At the end of 1987, less than 63 percent of the hospital

beds were occupied. In 1986, 41 percent of all hospitals

were operating at less than 50 percent occupancy and 57

percent were operating at less than 60 percent occupancy. At

the same time, hospitals were engaging in significant capital

spending.

During the 1980s both the number of personnel per

patient and the quantity of capital per patient have

increased dramatically. While there has been some increase

in the overall complexity of patients seen in hospitals, it

is not nearly as large as the increases in either staffing or
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capital. Overall productivity in the hospital industry has

declined during the 1980s.

REASONS WHY COST CONTAINMENT INITIATIVES
HAVE BEEN UNSUCCESSFUL

There are five ways to explain why cost containment

initiatives have been unsuccessful. One possibility is that

the theories explaining rising health care costs are

incomplete. Over the past twenty years, economists have

offered a variety of theories to explain why health care

costs are increasing. It may be the case that current

theories are incomplete and an entirely new theory needs to

be developed. This seems unlikely.

A second possibility is that some of the theories are

incorrect. For example, PPS was based upon the assumption

that an open-ended, cost-based reimbursement is a major cause

of rapid hospital cost increases. However, if cost-based

reimbursement is not to blame for rising hospital costs, than

PPS will not be effective in controlling hospital costs.

This also seems unlikely.

A third possibility is that we have correctly identified

the theoretical reasons for rising hospital costs, but have

been unsuccessful in constructing effective policy responses

to address these theoretical concerns. To continue using the

PPS example, although cost-based reimbursement may indeed be

responsible for rising hospital costs, prospective payment
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may not be the appropriate mechanism for controlling costs;

it inadvertently creates incentives that allow hospitals to

generate costs by increasing admissions, unbundling services,

and discharging patients prematurely. It may be necessary to

create new policies with more powerful incentives for

hospitals to increase productivity and become more efficient.

A fourth possibility is that we have identified

correctly the reasons for rising hospital costs, we have

created the appropriate policies, but the implementation of

policies has been flawed. For an example, it may be that

prospective payment is an appropriate mechanism for

controlling costs, but the PPS rates initially were set too

high, sacrificing cost savings for political acceptance.

The fifth possibility and the one I am increasingly

convinced is correct is that the American public wants all of

the services the hospital industry offers and is willing to

tolerate the concomitant inefficiencies. It may be our

'revealed preference' as a nation that we want to spend a

high proportion of our wealth on hospital services.

Increasingly I am convinced that we know how to control

hospital costs but are unwilling to do so because of the

sacrifices involved.
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Representative SCHEUER. Thank you very much, Mr. Anderson,
for your very thoughtful and stimulating written testimony, and
you certainly gave us interesting oral testimony.

We will now hear from Dr. Donald Young, Executive Director ofthe Prospective Payment Assessment Commission. Dr. Young,
please proceed.

STATEMENT OF DONALD A. YOUNG, M.D., EXECUTIVE DIRECTOR,
PROSPECTIVE PAYMENT ASSESSMENT COMMISSION

Dr. YOUNG. Thank you, Mr. Chairman.
I am pleased to represent ProPAC and its 17 commissioners this

morning. The information that I am going to present is drawn pri-marily from the Commission's report to Congress on PPS and the
American health care system. This report is currently at the print-er and will be available within the next 1 to 2 weeks.I

IMPACT OF PROSPECTIVE PAYMENT SYSTEM

The medicare prospective payment system is currently in its fifthyear. During this time, several very important things have oc-
curred. First, the rate of increase in medicare inpatient hospital ex-penditures has declined significantly. Total medicare expenditures,
however, continue to increase at rates much greater than the rate
of inflation.

Second, the leveling off of inpatient expenditures is due primari-
ly to a decrease in hospital admissions. PPS also encouraged reduc-
tions in hospital length of stay and other efficiencies in its early
years.

Third, the financial status of hospitals improved dramatically in
the first 3 years of the medicare prospective payment system buthas declined since then. This decline is due in part to restrained
growth in PPS payments, but it is also due to a very dramatic in-crease in expenses per case.

And, fourth, the decline in hospital admissions as well as the de-cline in length of stay has been accompanied by substantial growth
in expenditures for services furnished outside the hospital.

I would like to highlight a couple of these points this morning.
My prepared statement and the Commission's report to Congresswill contain much more information on these topics as well as a
number of others.

Representative SCHEUER. And how soon will we have that?
Dr. YOUNG. Within the next 1 to 2 weeks.
One of the major changes of the PPS years has been the move-

ment of services outside the hospital. This movement of services
has two different impacts on medicare expenditures. In one case, a
service can be performed, such as certain surgical procedures, thatentirely substitute for an inpatient stay.

Under this circumstance, medicare's part B expenditures will goup, but part A expenditures will come down, and the aggregate
effect is frequently a savings for the medicare program.

In the second situation, however, with declining lengths of stay,
more services are furnished outside the hospital, either before the

I See executive summary of report at the end of Dr. Young's prepared statement.
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admission or after, but there is not substitution for an admission.
Therefore, medicare's part B expenditures will go up, but at least
immediately there is not a decline in medicare's part A expendi-
tures.

ProPAC has continued to be interested in this area and will be
examining this shift of services and its impact both on expendi-
tures and the quality of care that beneficiaries receive.

I would like to turn now to a second major impact of the prospec-
tive payment system, and that has been on the hospital's financial
condition. The incentive of PPS, and one of its fundamental fea-
tures, is that hospitals can retain the difference between medi-
care's payments and the costs that it takes to provide services to
medicare beneficiaries.

We have examined hospital financial performance by looking at,
first, revenues to hospitals; second, expenses in terms of producing
care for medicare patients; and, third, the margins or the profits
that hospitals are able to generate.

On the revenue side, there have been three major important fac-
tors. The first, and the one that is best known, is the medicare
annual PPS update. In the first 5 years of PPS, the cumulative
update in per-case payments was only 7.8 percent. Other medicare
policy changes, however, also influence revenues to hospitals and
increase per-case payments. These accounted for an additional 3.2
percent for a total 11 percent increase, which is policy related. This
additional 3.2 percent has not been widely recognized.

The third factor, however, is the most important. Because of the
way the payment system is structured, using DRG's, and DRG
weights, changes in the types of patients treated, together with
changes in the coding of medical records and the way that those
records are reported, have the potential to also increase payments.

In the first 5 years of PPS, payments increased an additional 18.5
percent on a per-case basis because of changes in the hospital's mix
of cases and how they were reported. This increase of 18.5 percent
is also not widely recognized. In fact, this increase is almost double
that from all policy decisions, including the update factor.

As a result of these three factors, the total increase in per-case
payments for the first 5 years of PPS is 31.5 percent. In contrast,
the increase in the hospital market basket which measures infla-
tion in the hospital sector was only 15.7 percent. So per-case pay-
ments increased at a rate almost double the rate of inflation meas-
ured by the market basket. That is the revenue side.

What about the cost side for inpatient operating services? In the
first year of PPS, total medicare operating costs decreased substan-
tially. This occurred in part due to decreased admissions, but there
were also significant decreases on a per-case basis. The combina-
tion of revenue growth and real decline in operating costs resulted
in hospitals having margins of 14.7 percent in the first year.

In the second year, a major change occurred. Revenue continued
to increase at about the same rate it had previously, but costs
jumped up dramatically, to 10 percent per case. As a result, hospi-
tals maintained their margins of slightly over 14 percent.

In the third year of PPS, costs continued to increase at 10 per-
cent, which is about 6 percent greater than inflation, but revenues
grew only 3 percent and margins declined to 8.2 percent. We be-



625

lieve that this margin decline will continue. Costs continue to in-crease close to 10 percent and revenues have been severely con-strained.
What factors, then, are contributing to the rapid increase in cost

per case? First, as admissions decline, the simplest cases are shifted
outside the hospital and the average patient that is admitted islikely to be sicker, and therefore likely to be more costly to treat.

Second, hospital cost reductions can be expected to lag behind ad-missions. That is, it takes some time for hospitals to adapt to de-creasing admissions and decreasing occupancy.
We don't believe that admission declines are the only factor ex-plaining these 10 percent per year cost increases. An additionalfactor is probably behavioral. That is, in the early years of PPS,

hospitals were in an overall strong financial position, as shown bythe margins which I noted above. As a result, the pressure for costreduction was lessened. Hospitals may not have put pressure ontheir medical staff to eliminate services of questionable value. Hos-pitals may have been more receptive to add new diagnostic andtherapeutic capabilities, and they may also have reduced efforts toimprove labor productivity and efficiency.
Before concluding this summary, Mr. Chairman, I would like to

comment on two additional aspects of PPS which are very impor-tant. The first concerns the financial effects of PPS and medicare
policy on beneficiaries, and the second concerns the quality of care.

The constant growth in medicare expenditures directly affectsbeneficiaries and their out-of-pocket cost. This is especially impor-
tant to medicare beneficiaries because many of them have limitedincomes. The amount of out-of-pocket expenditures per medicare
enrollee continues to increase but at a significantly slower rate
than in the past. Beneficiary liabilities have increased because theyare receiving more services and more expenditures are incurred for
services.

In the area of quality care, the decline in hospital admissions
and lengths of stay, together with the rapid growth of services in
ambulatory settings, affects the care that medicare beneificiaries
receive. The Commission does not believe that systematic quality ofcare and access problems have developed in the inpatient settingsince the implementation of PPS.

This conclusion, however, is made recognizing that large gapsexist in the information base used to define and to measure high-quality care.
In addition, with the rapidly growing utilization of ambulatory

sites of care, the Commission believes that quality of care review
mechanisms need to be implemented and expanded in sites outsidethe hospital.

In summary, then, national health care expenditures continue torise. The medicare PPS appears to have contributed to a decelera-
tion in the medicare hospital portion of these expenditures.

Despite cost containment efforts by the Government and private
sector payers, we as a nation continue to face rapidly rising healthcare costs. Most of the changes which are occurring represent com-petition to traditional hospital care delivery. They also represent
opportunities for hospitals to become more efficient and strong in-stitutions. And they present significant challenges to us to ensure
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that high-quality care which is cost effective is provided outside the
hospital.

Other challenges lie ahead in the areas of long-term care and
care for the uninsured. With an aging population comes the need
for more services. Although medicare is not designed to cover long-
term care health care needs of beneficiaries, such care is an impor-
tant issue that must be addressed.

The problems of the uninsured and the problems of uncompen-
sated care likewise are major problems that must be addressed.

I thank you for the opportunity to present some of these find-
ings. Our report will be delivered to you in the near future. I will
be pleased to answer any questions which you may have.

[The prepared statement of Dr. Young, together with the execu-
tive summary of the June 1988 Prospective Payment Assessment
Commission Report to Congress, follows:]
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PREPARED STATEMENT OF DONALD A. YOUNG, M.D.

Thank you for the invitation to testify this morning regarding
payment for hospital care. I am Donald A. Young, M.D. Executive
Director of the Prospective Payment Assessment Commission
(ProPAC), and I am pleased to represent the Commission this
morning.

ProPAC was created by Congress to provide advice on the
implementation and maintenance of the Medicare Prospective
Payment System (PPS). ProPAC was also given the responsibility
of reporting annually to the Congress on the effects of PPS on
the American Health Care system. We are currently completing our
third such report which will be available in June.

My testimony today summarizes some of the Commission's findings
and conclusions which are contained in that report.

Summary of Findings

The Medicare Prospective Payment System (PPS) is currently in its
fifth year. PPS, together with other changes in health care
financing, have had mixed effects on health care in America. The
rate of increase in Medicare inpatient hospital expenditures has
slowed substantially. Total Medicare expenditures, however,
continue to increase at rates significantly greater than the rate
of inflation. The leveling off of inpatient expenditures is
primarily because of declining admissions, which cannot be
attributed to the incentives of PPS. Nevertheless, PPS did
encourage reductions in length of stay and other efficiency gains
during the early years of the system.

As a result, the financial status of the hospital industry as a
whole improved dramatically in the first three years of PPS, but
has declined since then. While the level of Medicare payments to
hospitals has been restrained in recent years, the more
important reason for declining hospital financial condition is a
dramatic increase in expenses per case.

Declining inpatient hospital admissions and length of stay have
been accompanied by substantial growth in expenditures in
outpatient settings. Thus, there has been a major shift in the
way Medicare and other health dollars are spent, without a
substantial change in the trend in overall spending.

Let me turn now, Mr. Chairman, to a more detailed discussion of
some of these findings.

Expenditures and Cost Containment

Despite efforts of the health care industry, government and
private sector payers to contain health care spending, the growth
in total expenditures is essentially unchanged in the past 10
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years. National health expenditures continue to grow at rates
exceeding general inflation in the economy.

In the five-year period spanning 1979 to 1984 Medicare spending

more than doubled from $30 to $65 billion. Since then, with the

decline in overall inflation and changes in hospital admissions
and payments, there has been a slow down in the Medicare spending
rate of growth.

The enactment of PPS for Medicare hospital payment was a major
federal initiative in the area of health cost containment.
Beginning in 1980 and accelerating after 1982, the inflation-
adjusted growth rate of Medicare expenditures per enrollee has
fallen. This has been die primarily to the slower growth in
inpatient hospital expenditures. In 1986 the growth rate for

inpatient hospital expenditures became negative. Figure 1,
attached to my testimony, displays the differences in growth
rates for inpatient hospital and all other Medicare
expenditures.

Thus, the Medicare share of personal health care expenditures
attributed to hospital care is declining. From 1985 to 1987, for

Medicare, hospital spending as a percentage of total health care
expenditures declined by 1.6 percentage points, whereas spending

for other types of Medicare services increased by 0.6 percentage
points.

While the rate of increase in inpatient hospital and other Part A

benefit payments has slowed significantly in the past 3 years,
benefit payments for Part B services continue to increase at
rates greatly exceeding inflation. The changes in benefit
payments from 1977 to 1987 are presented in Table 1 attached to
my testimony.

As a result, the Part A share of total Medicare expenditures fell

from 68.4 percent in 1984 to 61.5 percent in 1987. The decline
in the share of Part A expenditures is primarily due to the

decline in inpatient hospital admissions, although other factors
are also responsible.

In the years just before PPS, hospital admissions for those age

65 and older incrasaed an average of 4.$ percent a year.
Beginning in 1984 a dramatic and unexpected decline in hospital
admission occurred. From 1984 to 1987 admissions decreased on

average 2.2 percent a year. In 1987 however, admissions again
increased slightly.

Chances in the site of Care

The decline in admission rates cannot be attributed to the
incentives of PPS. PPS, however, does provide incentives for

moving some health care services from the inpatient to the
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outpatient setting. The movement of service out of the hospital
is related to other changes which are occurring in health
services delivery such as advances in technology, new medical
practice patterns and the growing availability of services in new
ambulatory settings. The Commission's June report to the
Congress documents the rapid growth of these new alternative
sites of care.

Changes in the site of health care delivery can have two
different effects on Medicare expenditures. First, an
increasing number of procedures are being performed in
ambulatory settings, rather than during an inpatient admission.
Thus a hospital admission is eliminated. These changes in site
of care have resulted in a shift in facility payments from Part A
to Part B, frequently at a savings to Medicare.

Second, services that used to be provided as part of a hospital
admission increasingly are delivered before or after the
hospital stay in an ambulatory setting. Therefore, there is
still a hospital admission, but inpatient services are now
shifted to the outpatient setting. The result of these changes
in site of care is a growth in Part B expenditures. Part A
expenditures however will not immediately decrease. The
Commission is continuing to examine the effects of these changes
in site of care on expenditures as well as quality of care.

Substituting outpatient care for part of an inpatient stay or
for an entire admission is one of the most important changes in
health services delivery during the 1980s. This trend, which is
partially attributable to PPS, has also affected hospital
occupancy and the financial status of hospitals.-

In 1980, the average hospital occupancy rate was 75.9 percent.
In 1987 the occupancy rate was 64.1 percent with a decrease of
1.3 percent in the number of hospital beds between 1984 and 1987.
In response to declining inpatient utilization, some hospitals
are converting unused capacity to furnish post acute care
services and ambulatory care services.

In addition, hospital closures are increasing. In 1987, 80
community and 16 specialty hospitals closed. Community hospital
closures were evenly divided between urban and rural areas. Of
the community hospitals that closed, 76 percent had fewer than
100 beds.

Trends in inpatient hospital revenue. expenses. and operating
margins

I would like to turn now to a discussion of hospital financial
condition under PPS. The Medicare PPS permits hospitals to
retain the difference between PPS payments and the operating
costs of providing inpatient services to Medicare beneficiaries.
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Many of the incentives for change in hospital behavior derive
from this fundamental feature of the system.

One way of assessing hospital financial performance under PPS is
to examine trends in hospital operating revenues, expenses and
margins.

To better understand changes in PPS operating revenues, ProPAC
simulated per-case payments to hospitals. The results of the
simulation are displayed in Table 2 attached to my testimony.

Three major factors contribute to increases in hospital operating
revenues under PPS. The first, and best known, is the annual
update factor. Initially the Secretary of HHS was responsible
for determining the update factor. More recently, the update
factor has been set by Congress with different levels for rural
hospitals, urban hospital in areas with more than a million
residents, and other urban hospitals. The cumulative update
factor through the first five years of PPS increased per-case
payments by about 7.8 percent.

Other Medicare PPS policy changes also influence hospital
payments. These other policy changes increased revenues an
additional 3.2 percent resulting in a cumulative 11.0 percent
policy-related per-case payment increase. This occurred
primarily because the transition from hospital-specific to
national rates inadvertently led to an increase in payments to
hospitals. This additional increase in payments has not been
widely appreciated.

A third factor, changes in hospital case mix, resulted in an
additional increase in per-case payments of 18.5 percent.
Payments to hospitals are determined in part by the case-mix
index (CMI) of the hospital. A hospital's CMI will change with a
change in the types of patients treated together with changes in
the coding-of medical records and reporting. It is also not
widely appreciated that over the first five years of PPS, CMI
change led to payment increases almost double those resulting
for all policy decisions combined, including the update factor.

When the effects CMI change and policy decisions are combined,
the cumulative increase in per-case payments for the first five
years of PPS is 31.5 percent. In comparison, the cumulative
increase in hospital market basket measure of inflation-was 15.7
percent during this time. To some extent, the large increase in
revenue from CMI change that occurred during the first few years
of PPS led Congress to set update factors below the market basket
inflation rate.
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Hospital Response to PPS

Evidence suggests that during the period preceding and
immediately following PPS implementation, hospitals responded to
cost containment incentives. More recently, however, there islittle evidence to suggest that hospitals have sustained such
efforts to reduce the costs of inpatient care.

The pattern of initial response followed by a return to pre-PPS
behavior is evident in several indicators. For example,
hospitals cut back employment levels substantially when PPS was
introduced. Employment is once again increasing, largely
however, because of increased outpatient activity. Similarly,
growth in labor expenses per FTE declined considerably in the
first two years of PPS, but is again on the rise. Recent
increases reflect, in part, the continued shift to more highly
skilled workers which has been a characteristic of the PPS years.

Second, between 1984 and 1985 capital costs grew at the slowest
rate of increase since 1977. More recent data suggest, however,
that capital spending may be accelerating.

Finally, when we examined productivity, we found a gradual
slowdown in the growth of hours per unit of service since the
beginning of PPS. In addition, although hospitals achieved
reductions in intensity, or services per discharge, these were
confined to the first two years of PPS. More recently, intensity
is once more increasing. Our evidence on productivity is
confounded by substantial changes in the hospital product during
the 1980s. Nevertheless, we conclude that the industry has not
achieved absolute productivity gains under PPS.

Hospital Profits

The financial condition of the hospital industry as a whole
improved dramatically in the first three years of PPS but has
declined since then. After reaching a high level at the start ofthe new payment system, PPS operating margins have fallen due to
rapidly rising costs combined with slower growth in PPS revenue.

Changes in Medicare operating costs, revenues and margins for the
first three years of PPS are shown in Tables 3 and 4.

During the first year of PPS, total Medicare operating costs
declined substantially. In part, the decline was due to the
significant drop in Medicare admissions. But even on a per-case
basis, Medicare operating costs decreased, most likely in
response to PPS incentives. Meanwhile, revenue during the first
year of PPS rose dramatically. The combination of fast revenue
growth and real declines in operating costs lead to a very high
first-year PPS operating margins of 14.7 percent.
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During the second year of PPS there was an important change.
Revenue per-case continued to grow - but costs grew just as fast.
Because costs and revenue grew at about the same rate, the
aggregate PPS operating margins remained about the same at 14.1
percent.

In the third year of PPS operating costs per case continued to
grow at a 10.4 percent rate, about 6 percent more than inflation,
but revenue per case grew only 3.0 percent. Thus, the aggregate
margins fell from 14.2 percent to 8.2 percent.

We believe PPS operating margins have continued to decline since
the third year of PPS. Medicare cost data are not yet available
for these years. But AHA data suggest that costs per case
continue to rise rapidly. If the 10 percent increase in costs
per case continued into the fourth year of PPS, the overall PPS
operating margin will have declined to about 2 percent. Even if
cost increases slowed to the level of inflation after that, the
overall margin for the current fiscal year, 1988, would be about
zero.

Sources of Cost Increases

Several factors contribute to the rapidly increasing costs per
case that are driving down PPS margins. During a period of
declining admissions such as hospitals have experienced since
1984, per-case costs would be expected to increase for two
reasons. First, as admissions decline, the average patient
admitted is likely to be sicker and more costly to treat.
Second, hospital cost reductions are expected to lag behind
admission declines. Hospitals are not able to make staffing cut-
backs and other changes to reduce costs quickly. That is,
certain costs are fixed in the short run.

Recent increases in Medicare operating costs per case do not
appear to be caused only by admission declines, however.
Decreases in Medicare inpatient stays were similar during the
first two years of PPS. Despite falling admissions, hospitals
achieved a real decline in costs per case during the first year.
In contrast, costs increased much faster than inflation during
the second year. Moreover, while the decline in discharges
slowed in the third year of PPS, costs per case continued to grow
at the same rate. If the per-case cost increases were due solely
to volume decline, real costs would be expected to grow more
slowly by the third year.

We believe a contributing factor to the cost increases may be
changes in hospital behavior. During the early years of PPS,
hospitals overall were in a strong financial position, partly
because they held down costs during the first year. As a result,
pressure imposed by PPS for further cost reductions may have



633

lessened. Although hospitals can always increase margins by
reducing costs under PPS, they may make trade-offs between
maximizing margins and other goals associated with providing the
most up-to-date medical care. In particular, hospitals may not
have continued pressure on the medical staff to eliminate using
services of questionable value. They may also have been more
receptive to medical staff requests to add new diagnostic and
therapeutic capabilities.

The long-term consequences of PPS on hospital productivity and
costs are uncertain. Payments to hospitals under PPS are much
lower, compared with costs, than in the early years for which
data are available. Time will tell whether the pressure of
tighter rates will evoke a behavioral response that lowers
increases in cost per case. More stable admission and length of
stay trends may create a favorable environment for hospitals to
respond to the cost escalation problem.

Before concluding, Mr. Chairman, I would like to comment on two
additional aspects of PPS that are very important. The first
concerns the financial effects of Medicare policy on
beneficiaries. The second concerns quality of care.

Financial Effects on Medicare Beneficiaries

Because Medicare was not designed to cover all health care costs,
beneficiaries must share financial responsibility for Medicare
covered services. Beneficiaries are also responsible for the
cost of services that Medicare does not cover.

The constant growth in Medicare expenditures directly affects
beneficiaries' out-of-pocket costs. This is especially important
because-many Medicare beneficiaries have limited incomes. The
amount of out-of-pocket expenditures per Medicare enrollee,
adjusted for inflation, continues to increase but at a
significantly slower rate than in the past. The increase in
beneficiary liabilities is primarily due to the growth in
expenditures for health care services beneficiaries receive.
Thus, although the total out-of-pocket expenditures are rising,
beneficiary payments as a percentage of total Medicare
expenditures have remained essentially unchanged. The movement
of services from the inpatient to the outpatient setting also has
a complex effect on beneficiary cost-sharing.

The Commission is concerned by the constant growth in Medicare
expenditures and the impact this is having on beneficiaries. We
plan to continue to examine this subject.

Ouality of Care

The decline in hospital admissions and length of stay, together
with the rapid growth of services in ambulatory settings, affects

88-544 0 - 89 - 21
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the care Medicare beneficiaries receive. The Commission does not
believe that systematic quality of care and access problems have
developed in the inpatient setting since the implementation of
PPS. This conclusion, however, is made recognizing that large
gaps exist in the informative base used to define and measure
high quality of care. As increasing financial pressure is placed
on hospitals to reduce costs, we have to be especially vigilant
regarding changes in quality of care.

We have also devoted special attention to the care provided to
certain vulnerable patient groups as well as to the services
provided for the post-acute care phase of an illness.

Finally, with the rapidly growing utilization of ambulatory sites
of care, the Commission believes that quality of care review
mechanisms should be implemented or expanded in these sites.

Conclusions

In summary, Mr. Chairman, National health care expenditures
continue to rise at their historic rates which are significantly
greater than the rate of inflation. The Medicare PPS appears to
have contributed to a deceleration in Medicare hospital
expenditures. This is primarily due to a decrease in hospital
admissions and the movement of services out of the inpatient
setting. However, the increase in expenditures for services
outside the hospital nearly equals the gains made in the
inpatient setting.

Other insurers, both public and private, have also been pursuing
the goal of containing the growth in health care expenditures.
Managed care initiatives, enhanced utilization review and the
promotion of alternative financing and delivery systems have been
implemented by state Medicaid programs, employers and other
insurers. Despite such efforts, we as a Nation continue to face
rising health care expenditures.

ProPAC is particularly concerned about how these new financing
and delivery modes will affect the growth of expenditures and
beneficiary out-of-pocket costs as well as access to and quality
of care. Many of the changes represent competition to
traditional hospital care delivery. They also represent
opportunities for hospitals to become more efficient and strong
institutions.

Other challenges lie ahead in the areas of long-term care and
care for the uninsured. With an aging population comes the need
for additional health care services. Although Medicare is not
designed to cover the long-term health needs of beneficiaries,
such care is becoming an important issue that must be addressed.
The problems of the uninsured and uncompensated care also require
careful attention.
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Efforts such as the Medicare PPS can produce desirable, though
limited, cost control results. A broader effort, however, is
essential if we wish to produce larger scale results.

Thank you for the opportunity to present some of the findings of
the Commission's forth-coming report to Congress. I will be
pleased to answer any questions you may have.
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Ttbbe 1. Medicaro Bonofit PaYments (In Billions o Dollars) and Porcont Change 1977-1g87

PART A PART B PART A PART B TOTAL MEDICARE
InosLt22 mos3 OqM3!n HOSi Other SoivmCe Other Senroe5t

Calendar PWcefm Percent Percent Percent Percent
Year Payments Change Payrnents Change Payments Change Pyttuns Change Payments Change

1977 115.1 -- 1.1 907 -- S5.3 -- S22.2 --
1978 17.3 14.9% 14 21.2% 0.8 10 8% 6.2 17.4% 25.7 15 7%
1979 20.2 165 1 6 20.6 0.9 143 74 19.6 30.1 1741990 244 20.9 2.0 201 1.0 177 90 21.7 36.4 209
is61 29.2 19.7 2.4 200 14 363 107 185 437 199
196I 33.8 15.7 2.8 193 19 33.6 12.7 19 512 173

1983 37. 11.3 3.4 182 2.3 22.3 14.9 173 58.2 136
1994 41. 11.0 40 200 2.6 163 16.9 106 64.9 116

9s5 44.4 0.2 46 135 26 53 16.5 12.1 70.2 8.1
1966 462 4.2 52 149 29 60 21.9 18.4 76.3 6.71967' 47.6 3.5 63 210 31 68 25.5 16.5 2.8 8.5
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tAe 2. Effects of PPS Update Fa ctor ad Other Poldci on Per-Cae PPS Payments to
Hospital (In Percen Changesp
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Table 3. Change In Aggregate Medicare Operating Costs, Cases, and PPS
Revenue for the First Three Years ot PPS (In Percent)

Totl Medtrloe PPS Costs Revenue Market Update
Year Operatng Costs Revenue Case Per Case Per Case Basketr Factor

TEFRA to PPS 1 -4.4% 93% -s.6/ 1.3% 158a% 6.3% 4. 7
PPS 1t PPS 2 3.0 3.3 -6.3 10.0 10.3 4.1 45
PPS 2 to PPS 3 6.5 -0.6 -3.6 10.4 3.0 3.1 05
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Table 4. Aggregate Revenue and Costs
Per Case and PPS Operating
Margins for the First Three
Years of PPS

Medicare
PPS Revenue Operatng Costs PPS Margin

Year Per Case Per Case (in Percent)

PPS I S3.500 $2.990 1 7
PPS 2 3.845 3.300 141
PPS 3 3.940 3,615 862
SOUQCE. POPC..t t,,.t.. 04 M.Oco Co.t A..o.t ot
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Executive Summary
As this report was written, the Medicare

prospective payment system (PPS) was halfway
through its fifth year. Many mid-course corrections
had been instituted since implementation in fiscal
year 1984, and the transition to a national system
of payments was nearly complete. While informa-
tion concerning the consequences of this major
reform in health care financing has become more
thorough, especially for the early PPS experience,
many questions remain.

The Prospective Payment Assessment Commis-
sion (ProPAC) was created by Congress to provide
advice on the implementation and maintenance of
PPS. Congress also gave ProPAC the responsibility
of reporting annually on the effects of PPS on
health care in the United States. This is the third
such report. It updates the previous report,
published in February 1987, and contains new
information based on data that have only recently
become available.

The report covers the consequences of PPS for
beneficiaries, hospitals and their employees, and
government. It also more broadly discusses the
effects of major recent changes in health care, of
which PPS is a part but not necessarily a cause.
Conclusions about cause and effect are drawn
where the evidence will support them. In many
instances, however, the information is presented
descriptively because definitive conclusions are not
possible. The consensus judgments of ProPAC's 17
Commissioners about system effects and tenden-
cies are reflected below and throughout the report.

OVERVIEW

The Medicare prospective payment system, to-
gether with other changes in health care financing,
has had mixed effects on health care in America.
The rate of increase in Medicare inpatient hospital
expenditures is down. Total inflation-adjusted
Medicare expenditures, however, continue to in-
crease at rates similar to those of the past ten
years. The leveling off of inpatient expenditures is
primarily due to declining admissions, which can-
not be attributed to the incentives of PPS. Never-
theless, PPS did encourage reductions in length of
stay and other efficiency gains during the early

years of the system. Recently, however, increases in
inpatient expenses per case have been significantly
greater than the rate of inflation. Throughout the
PPS period, there is no available information to
suggest that quality of care for Medicare hospital
patients has systematically declined.

Hospital financial performance under PPS
has been variable-both over time and across hos-
pitals. It is now well known that average PPS
operating margins per case were unexpectedly high
during the first two years of PPS but have fallen
substantially since then. This recent experience is
the result of hospital expenses per case rising
over twice the inflation level, with Medicare
payments per case rising less than inflation. This
difference cannot be fully explained by hospitals
treating sicker patients or by greater than expected
wage increases paid to hospital employees. Be-
cause PPS severs the link between payments and
an individual hospital's costs, some hospitals con-
tinue to earn substantial profits from PPS. Others
are experiencing losses.

Changes in the level of PPS payments result
from annual updates in PPS prices, other policy
changes, and changes in hospitals' diagnosis-related
group (DRG) case-mix indexes. The Commission
found that for the first five years of PPS, case-mix
index change led to greater payment increases than
all policy decisions combined, including decisions
about the update factor.

The Commission has not found evidence of
substantial and systematic changes in the quality of
care received by Medicare hospital patients since
the implementation of PPS. Nor has there been a
major reduction in the diffusion of new technology
in hospitals. But the knowledge necessary to reach
definitive conclusions about the quality, appropri-
ateness, and cost-effectiveness of medical care
does not exist. This is especially true in outpatient
and alternative care sites, where Americans in-
creasingly receive their health care.

Decreased inpatient hospital use has been
accompanied by substantial acceleration of expen-
ditures in outpatient, ambulatory, and alternative
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care sites. This is true for the Medicare program
and for the health care system as a whole. Thus,
there has been a substantial shift in the way health
dollars are being spent during the 1980s, without
an apparent change in the overall spending trend.

Health care spending trends also affect benefici-
aries' liabilities. The amount of Medicare-related
out-of-pocket costs for each Medicare enrollee,
adjusted for inflation, continues to increase. This
increase is due to a number of factors, including
the continued growth in health care expenditures.
The rate of increase is slower than in the past,
however. In addition, total beneficiary out-of-
pocket costs, as a percent of total Medicare-related
expenditures, have remained essentially unchanged.

Despite efforts of the health care industry,
government, and private sector payers to contain
health care spending, the growth in aggregate ex-
penditures has not changed. The consequences of
an inability to moderate the growth in health care
spending are difficult to untangle, but in many
significant areas, needs are going unmet. These
include paying for long-term care services and
health services for the millions of Americans who
lack financial protection against the costs of illness.

The rest of the Executive Summary is organized
in accordance with the six chapters of the report.
Chapter I examines changes in patient care, with
emphasis on services used by Medicare beneficiar-
ies. It also includes a discussion of studies related
to quality of care. Chapter 2 focuses on hospital
organization, resources, and financial condition.
Trends in hospital revenues, costs, and operating
margins are discussed. Chapter 3 is concerned with
the distribution of PPS payments to hospitals. It
also examines the components of PPS payments.

Chapter 4 addresses the financial effects of
changes in the health system on beneficiary out-of-
pocket costs. Emphasis is placed on the effects of
moving services from the inpatient to ambulatory
settings. Chapter 5 more broadly discusses trends in
health care expenditures and cost-containment ac-
tivities. Finally, Chapter 6 examines recent changes
in the health care system, including the growth of
alternative financing and delivery mechanisms.

PATIENT CARE

The precipitous decline in the use of inpatient
hospital services that coincided with the early
years of PPS appears to be waning. Admissions
were still declining in 1987, but much more slowly
than in prior years, and length of stay was rising
slightly. For the first time in several years, total
patient days increased in 1987.

The number of Medicare beneficiaries and the
proportion using health services both have in-
creased during the PPS years. Concurrently, there
has been a pronounced change in the way that
health services are delivered. While the proportion
of beneficiaries hospitalized has dropped, the
proportion using home health, physician, and out-
patient services has risen. This shift in the site of
care has led the Commission and others to be
concerned about the appropriateness of services
received by beneficiaries in lieu of, or in addition
to, inpatient hospital care.

ProPAC's analyses of the effects of PPS on the
quality of and access to care for Medicare benefici-
aries have not identified systematic problems. The
Commission has initiated studies of potentially
vulnerable beneficiary subgroups-the very old
elderly, the low-income elderly, and beneficiaries
with selected illnesses. The Commission expects
that if inpatient quality problems occur, they should
be initially detectable in the group of most vulner-
able beneficiaries. Preliminary findings have not
identified quality deficiencies, although there is
much left to be done in this area.

The Commission's analysis of subacute care
also has not produced findings to suggest a system-
atic deterioration of quality. The study has high-
lighted, however, the fact that the availability and
use of post-acute care-services that provide a
transition between acute care and full recovery-
vary widely around the country. Post-acute care
services available to beneficiaries in some parts of
the country appear to be largely unavailable else-
where. This finding requires additional attention to
determine whether access to needed services is
being jeopardized in some areas.

Review mechanisms set in place by Peer Review
Organizations (PROs) are functioning as expected.
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Since the beginning of PPS, there has been a
gradual and appropriate change in PRO emphasis
toward quality review. Again, however, variability
is the norm. While quality screens tend to detect a
relatively small aggregate proportion of cases with
quality problems, the proportions vary substan-
tially across the 54 PROs. The Commission believes
that greater uniformity in PRO activities would be
desirable, as would a greater emphasis on post-
acute care quality review.

The Commission continues to believe that PPS
should not inhibit the development and diffusion of
quality-enhancing technologies. Analyses of the
diffusion of such technologies as lithotripsy, mag-
netic resonance imaging, and expensive implant-
able devices do not indicate that major effects on
the diffusion of technology have occurred. Nor do
these analyses suggest that high-technology ser-
vices are becoming more concentrated in ways that
would undermine access for some beneficiaries.
This evidence pertains to a period when Medicare
payments were much more generous, relative to
hospital costs, than at the present or in the likely
future. ProPAC will continue analyses to determine
if financial pressures will reduce the development
or availability of new technology to Medicare
beneficiaries.

HOSPITAL ORGANIZATION,
RESOURCES, AND FINANCIAL
CONDITION

The hospital industry's response to the incen-
tives of PPS and other financing changes has been
extremely variable over the past five years. Hospi-
tals were forced to respond to these changes when
the major shift away from inpatient hospital ser-
vices was already under way. Despite this trend,
hospitals initially were able to achieve substantial
savings in the production of inpatient care. But
after the first year of PPS, hospital costs began to
rse, relative to inflation, at rates exceeding those
of the pre-PPS period.

Hospital employment dropped in the early PPS
period, but has risen again more recently. In addi-
tion, hospital employment mix has become more
highly skilled, and part-time and contract employ-
ment in hospitals has become more prevalent.
Many hospitals report shortages in skilled posi-
tions, particularly nursing. Some hospitals also

report large wage increases to attract and retain
skilled labor. Shortages, however, have not yet been
reflected by substantial average increases in na-
tional wage and employment data bases.

Medicare continues to reimburse hospitals for
capital costs on a pass-through basis, at less than
full-cost reimbursement, and will do so at least
until 1992. Aggregate capital costs continue to
increase faster than operating costs. Capital cost
increases slowed during the early PPS period but
appear to be rising again.

All-patient data from the American Hospital
Association (AHA) and Medicare data show sim-
ilar, although not identical, trends in hospital re-
source use and costs. AHA data indicate that the
resources used to produce individual services grew
moderately, but consistently, over the PPS period.
The intensity of services provided to hospitalized
patients, however, has fluctuated widely. Intensity
dropped in the early PPS period, but more recently
has risen to levels above the pre-PPS period.

AHA data indicate that hospital revenues in-
creased at a slightly greater pace than expenses
throughout the 1970s and early 1980s. In 1984,
however, revenues grew much faster than expenses.
In the next three years, expenses grew more rap-
idly than revenues for the first time in many years.
By 1987, operating revenue margins had fallen to
approximately the level of the late 1970s.

Data on Medicare inpatient costs and revenues
tell a similar story for the PPS years. Cost in-
creases are frequently compared to inflation in the
prices of goods and services that hospitals pur-
chase. The per-case cost increase, which initially
declined below inflation in the first year of PPS,
subsequently rose to about 10 per cent per year-
6 percentage points above inflation, on average.
While PPS revenues per case increased substan-
tially in the first two years, they have not kept up
with costs since then. Average PPS operating mar-
gins exceeded 14 percent in the first two years,
falling to 8 percent in the third year. According to
ProPAC estimates, the decline has continued so
that the average PPS margin is currently close to
zero.

The Commission is concerned by these recent
cost increases and does not completely understand
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why they have occurred. It is likely that declining
admissions and shortages of skilled personnel have
exerted upward pressure on costs per case. A
sicker patient population, as the least complex
cases have been shifted to the outpatient setting, is
also partially responsible. But these explanations
are not sufficient to account for the magnitude of
the increases in costs per case. It is possible that
high earnings during the early PPS period reduced
the pressure to achieve additional efficiencies, re-
sulting in a lack of cost control in subsequent
years.

Hospitals were able to attain relatively high
Medicare earnings in the first two years of PPS
because of efficiency gains and increases in reve-
nues per case. Formal updates of PPS prices have
never been large, but hospitals have received addi-
tional increases in payments, especially through
increases in their DRG case-mix indexes. These
additional sources of revenue increases have dimin-
ished with the passage of time under PPS. In a
fiscal environment where payments are unlikely to
rise substantially, the Commission is concerned
that a continuation of the hospital cost trend will
reduce revenue margins even further. This could
jeopardize the financial viability of many hospitals
and ultimately threaten Medicare beneficiaries' ac-
cess to high-quality hospital care. The challenge is
to find the appropriate balance between payment
increases and cost reductions.

PPS HOSPITAL PAYMENTS

The aggregate PPS trends discussed above
conceal substantial variation across hospitals. For
example, the median Medicare inpatient operating
margin in the third year of PPS was 5.1 percent. In
this same year, the top 10 percent of hospitals had
margins of 19.4 percent or greater, and the bottom
10 percent had margins of - 18.5 percent or less.
This variability illustrates a fundamental feature of
fixed-price reimbursement based primarily on na-
tional averages: it inevitably creates winners and
losers, as well as incentives to economize. The
extent to which winning or losing under PPS is
within the hospital's control is uncertain. This is a
continuing source of concern to the Commission.

In fiscal year 1988, it is estimated that PPS will
pay 5,700 hospitals for inpatient care furnished to
9.9 million Medicare beneficiaries. PPS payments

and beneficiary copayments together will amount
to approximately $43 billion. Under a fully
phased-in system, basic payments would account
for 88 percent of these dollars, indirect teaching
payments for 4 percent, disproportionate share pay-
ments for 2 percent, and outlier payments for 5 to
6 percent. Even though urban and rural hospitals
are approximately equal in number, the former
receive about five-sixths of the payments because
of their grcatcr patient volume and the complexity
of the illnesses of their patients. For similar rea-
sons, teaching hospitals, which comprise less than
20 percent of all hospitals, receive nearly 50 per-
cent of the payments.

The formal update in DRG prices has been a
matter of substantial public debate each year since
the beginning of PPS. Yet ProPAC analyses show
that changes in the distribution of patients among
the DRGs have been a more important source of
increased payments to hospitals than the annual
update factor. Payments to hospitals rise in propor-
tion to increases in their DRG case-mix indexes.
Although these case-mix index increases were sub-
stantial in the early years of PPS, they have dimin-
ished, in the aggregate, more recently.

Policy decisions affecting the payment distribu-
tion have tended to benefit hospitals with the
lowest case-mix index increases. For example, ru-
ral hospitals have had less increase in payments
from case-mix index change than urban hospitals.
But adjustments in the payment system since the
implementation of PPS, such as granting a higher
update to rural hospitals in the fiscal year 1988
rates, have partially offset the effects of case-mix
change on the urban-rural hospital payment distri-
bution. Similarly, teaching hospitals have had the
greatest increase in case-mix indexes. Payments to
these hospitals, however, were reduced by two
separate policy decisions to lower the indirect
teaching adjustment since the beginning of PPS.

Variation in hospital payments and revenue mar-
gins is an expected outcome of PPS. Many of the
policy decisions made since implementation have
tended to counterbalance the redistributive conse-
quences of the payment system. The Commission
will continue to identify and explore variations in
PPS margins among hospital groups to determine
if they are caused by flaws in the payment system.
To ensure that PPS treats hospitals fairly, efforts to
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refine the technical base for payments must
continue.

BENEFICIARY FINANCIAL
EXPERIENCE UNDER MEDICARE

Medicare was not designed to cover all of bene-
ficiaries' health care costs. Beneficiaries share fi-
nancial responsibility for covered services through
premiums, deductibles and coinsurance, and pay-
ments of physicians' charges in excess of Medi-
care's allowed amounts. Beneficiaries also incur
substantial costs for services that Medicare does
not cover-principally long-term care, preventive
services, and prescription and nonprescription
drugs outside the hospital.

Beneficiary Medicare-related out-of-pocket costs
increased during the 1980s. The most significant
increases were in the Part A inpatient hospital
deductible, which rose from $180 in 1980 to $400
in 1985 and $540 in 1988, and the Part B premium
(physician and other non-hospital services), which
rose from $115 in 1980 to $186 in 1985 and $298
in 1988. Despite -these increases, the beneficiary
share of spending for covered services remained
nearly constant from 1980 to 1987 at approxi-
mately 23 percent. During this period, the fraction
of doctors' bills not paid by Medicare declined
significantly.

Noncovered services are primarily paid for
directly by beneficiaries, with some coverage
through private insurance. Nursing home care is by
far the most significant of these services, averaging
between $530 and $890 per aged beneficiary in
1987. Approximately 5 percent of aged beneficiar-
ies require nursing home and other long-term care
services each year, and are therefore at risk of
incurring substantial out-of-pocket costs. More-
over, this risk increases with age for the elderly
population.

Catastrophic health care proposals currently
debated in Congress would not help cover the costs
of long-term care services. They would, however,
reduce copayments for beneficiaries who require
substantial acute care services and cover the costs
of some other services. ProPAC will examine the
effects of catastrophic coverage on beneficiary out-
of-pocket payments after legislation is enacted.

Medigap insurance policies are designed to pro-
vide coverage for cost-sharing obligations built into
Medicare. These policies, either purchased indi-
vidually by beneficiaries or provided by former
employers, cover 72 percent of aged Medicare
beneficiaries; an additional 8 percent have supple-
mental coverage from Medicaid. Therefore, 20
percent of beneficiaries have Medicare coverage
only. Premiums charged for Medigap policies, rela-
tive to other health insurance policies, are high,
especially for beneficiaries who purchase such cov-
erage individually. The risk of having large out-of-
pocket costs associated with an acute episode of
care, however, is substantially less for this group
than for beneficiaries covered only by Medicare.

The movement of services from inpatient to
ambulatory care settings has had a mixed effect on
beneficiary out-of-pocket costs. In general, when
services for an entire episode of acute care are
shifted out of the hospital, the beneficiary tends to
benefit financially. This is because the copayments
under Part B of Medicare are typically less than
the inpatient deductible under Part A. When some
services associated with an inpatient stay are pro-
vided before and after hospitalization, however, the
beneficiary tends to suffer financially because of
the additional cost-sharing requirements for non-
inpatient services.

EXPENDITURES AND COST-
CONTAINMENT ACTIVITIES

National health expenditures continue to grow
faster than general inflation in the economy. As a
result, the proportion of gross national product
devoted to health services continues to rise. This
proportion grew to 11.2 percent in 1987. Efforts to
control expenditures by both private and public
sector purchasers of health services have not yet
reduced the overall rate of growth in health spend-
ing. Nevertheless, purchasers continue to initiate
cost-containment programs, principally those that
use financial incentives to control spending.

The distribution of sources of payment for health
services changed during the latter part of the 1980s.
The government share of total health spending
declined from 40.0 percent in 1985 to 38.6 percent
in 1987, mainly because of a relative reduction in
payments to hospitals under the Medicare pro-
gram. The proportion of total payments directly
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from patients and from private insurance both wen
up slightly during this period.

In the five-year period spanning 1978 to 1983,
Medicare spending more than doubled, from $26
billion to $58 billion. Since then, with the decline
in overall inflation, there has been a slowdown in
the overall growth rate and different trends for Part
A and Part B of Medicare. The Part A share of
total expenditures fell from 68.4 percent in 1984 to
61.5 percent in 1987. The shift of services out of
the inpatient hospital setting to ambulatory care
settings has contributed to the changing expendi-
ture pattern. The shift pertains both to entire epi-
sodes of care, as in the case of lens implants
performed in ambulatory surgery centers, and to
portions of episodes, as in the case of post-acute
services delivered after shortened hospital stays.

Several states have established programs to con-
tain their health care costs. In 14 states, for exam-
ple, Medicaid now pays for inpatient hospital care
on the basis of DRGs. A few states have instituted
all-payer systems for purchasing hospital services,
while others have established programs for enroll-
ment of Medicaid eligibles into health maintenance
organizations (HMOs) and other capitated health
plans. By the end of 1986, there were more than
800,000 Medicaid enrollees in HMOs in 25 states.

Employer-sponsored health insurance, covering
over 160 million workers and family members in
the United States, has changed dramatically during
the 1980s. Employers have stressed increased em-
ployee cost sharing under traditional plans and
increased enrollments in alternative systems-
HMOs, preferred provider organizations (PPOs),
and other managed care programs. HMOs and
PPOs accounted for about one-fourth of employee
enrollment in 1987, an impressive increase from
the early 1980s. Managed care systems generally
make extensive use of preadmission review, second
surgical opinions, and other utilization review tech-
niques. Despite these initiatives, the costs of pri-
vate health insurance have risen in recent years, as
has the proportion of incurred costs borne by
employers.

CHANGES IN THE HEALTH SYSTEM
Movement toward the use of HMOs and other

alternative financing systems and the shift of ser-
vices from inpatient to outpatient settings both

tbegan well before the implementation of PPS.
Numerous types of ambulatory facilities have de-
veloped more recently-ambulatory surgery cen-
ters, diagnostic imaging centers, and free-standing
cancer centers, to name a few. The number of
hospitals and units of hospitals excluded from PPS
has also grown. These include psychiatric, rehabil-
itation, long-term, and pediatric hospitals and units.

Changes in health care delivery and financing
are not confined to acute care services. In fact, it is
in the area of post-acute care services that ProPAC
has expressed its principal concern for potential
adverse consequences of PPS and other financing
changes. Trends in the use of home health, skilled
nursing, and hospice services give some indication
of whether the nation's health system is providing
adequate services to complement shortened hospi-
tal stays. Recent declines in the use of Medicare-
covered home health and skilled nursing care have
raised concerns about whether beneficiaries who
need post-acute care services are consistently re-
ceiving them.

Paying for long-term care services and for health
care services received by the uninsured are two
persistent problems that may have been exacer-
bated by recent changes in public and private
health care financing. Relatively few public and
pnvate mechanisms exist to cover the costs of
long-term care. Aging of the population and deem-
phasis of acute in-hospital care tend to magnify
this problem.

Frequently, the uninsured turn to hospitals for
both primary and acute medical care, and many
hospitals are finding it difficult to fund uncompen-
sated services. This problem is intensified by limi-
tations on reimbursement under PPS and other
payment systems. Tighter payment rates and fiercer
competition have reduced the willingness and abil-
ity of hospitals and other health care providers to
subsidize the costs of uncompensated care.

Approximately 35 million Americans lacked
health insurance in 1985. While the uninsured use
fewer services than insured persons, the costs of
caring for this population are substantial. Estimates
of the costs of uncompensated care vary widely-
they are probably in the neighborhood of $10
billion when all types of care are considered.
Much of the burden of caring for the uninsured
falls on inner city public and teaching hospitals.
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Representative SCHEUER. Thank you very, very much.
Now we will hear from Mr. Jack Owen, executive vice president

of the American Hospital Association.

STATEMENT OF JACK OWEN, EXECUTIVE VICE PRESIDENT,
AMERICAN HOSPITAL ASSOCIATION

RECENT HOSPITAL TRENDS

Mr. OWEN. Thank you, Mr. Chairman.
I guess, as Dr. Young says, I am the heavy in this issue this

morning. All of the comments go to the problems that seem to be
created by hospitals.

I would like to not read from my prepared statement, but just
make some comments in light of what you said earlier and just
raise a couple of issues.

First of all, as you heard from Dr. Young, the hospitals have, I
think, done their part as we went into this whole issue of prospec-
tive payment. There is efficiency in the hospital system and, in the
4 years, admissions have dropped an average of 5.2 percent annual-
ly. In the first 3 years, hospital beds have decreased in this coun-
try, although we still have some empty beds, but they are down
about 4.4 percent since 1983. Occupancy rates have decreased about
10 percent during that time, we employ about 100,000 fewer people
than we did when we started the PPS program in 1982.

The problem that you have cited and everyone else has cited is
that it has had no effect on the gross national product total
number of dollars that were spent for health care. That goes back
to what I think your discussions with Mr. Anderson brought out
this morning, and that is that the public has a great expectation
that they should have more health care.

I read an article the other day that Robert Blendon, who is pro-
fessor and chairman of the Harvard School of Public Health had
prepared on some surveys that he had done, and am quoting really
from that article. It said that "in 1986 most Americans believed,"
54 percent that is, "that the U.S. spends too little rather than too
much for health services. In fact, given a choice, 63 percent of the
public would favor making health care more available to everyone
who does not yet have it, rather than lowering the nation's health
spending."

I think the interesting thing about that survey, however, is that
when you talk to someone about their own health services, then
they are concerned very much about the rising cost of health care.

HOSPITAL CHALLENGES

The second issue I would like to just touch on, covered more com-
pletely in my prepared statement, is the challenges that the hospi-
tals are facing. We have some 37 million uninsured people in this
country who are getting health care. One of the things that is a
misconception by many people is that those people are getting no
acute health care, and that is not true. Hospitals are taking care of
them. As you know, some of your fellow colleagues have passed leg-
islation here in the House, antidumping legislation so to speak,
that hospitals must take care of anyone who comes to their door.
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And those people are being taken care of, and somebody else is
paying for it. There is a problem that the hospitals face.

Representative SCH-EUER. And the emergency room is the family
doctor.

Mr. OWEN. That is correct.
I know of no other industry in this country, business or whatever

you want to call it, even social program, where expectation is such
that if you go there you should get a service whether you have any
money or not.

Even in our welfare situation, if you walk into a grocery store,
you can't expect the grocer to give you a loaf of bread. Hospitals
are no different than other kinds of organizations. They have to
pay nurses' salaries and they have to pay costs of medication. So
that is a most difficult situation.

Hospitals have been practicing cost containment. As was men-
tioned, I think Mr. Anderson pointed out, we have expected that
someone will do the rationing and we are beginning to see that for
the first time. We are beginning to witness what I like to call a
"brownout" that is occurring.

Someone said we are going to have lots of hospitals close their
doors and go out of business. I don't think that is going to happen.
We are seeing services being curtailed. The most vivid example
that has occurred in the last few months has been the use of TPA
which is an anticoagulant for cardiac patients. This drug is a new
drug on the market. It costs about $2,200 per case, and we expect
about 300,000 beneficiaries over 65, medicare patients, will utilize
this drug this year, and yet there was no payment allowed in the
DRG payment for this.

In effect, the Government has said, you can provide it, but we
are not going to pay you for it. And the issue becomes a very cru-
cial one to hospitals because the question is, should patients have
this particular drug and should hospitals make it available for the
under-65 where Blue Cross and other insurance companies pay for
it, and then if someone over 65 comes in, and they don't give it, and
a problem occurs, then the hospital is -subject to a malpractice suit
for not following community medical practice.

We are caught in a situation where there is a demand out there
from the public and the Government not being forthright in
coming out and saying, this is all that we are going to allow by ra-
tioning of services, and we are not going to pay for it anymore; that
is up to you if you want to provide it as a participant of the medi-
care program. A hospital cannot charge a patient, so we have a
problem.

QUALM AND EXPECTATIONS

Let me just talk a minute about quality. Quality is one area of
concern in the hospital field and has been for many years before
the Government ever got into the financing of health care. The
Joint Committee on Accreditation of Hospitals, with the coopera-
tion of the American Hospital Association, the American Medical
Association, the College of Surgeons, and the College of Physicians,
have been looking at ways in which they can demonstrate that the
quality of care continues.
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The problem that we are running into is that each time a new
drug or a new piece of technology is designed, people expect more.
Patients who are going into hospitals with some very serious ill-
nesses not only expect to be cured, but expect to feel better than
when they went in.

A good example of the kind of health care costs and expectation
that we see was demonstrated just this past week in the Washing-
ton Post when it carried a front-page article of a $10 million award
to some parents of a child who was--

Representative SCHEUER. Denied oxygen at birth.
Mr. OWEN. No, it was not denied oxygen. It was a question of

how soon should the physicians have done a cesarean section. The
question was that the child's heart rate had started to go down. I
am only saying what I saw in the paper.

But the point is, 10 years ago, they were unable to do that fetal
monitoring, so the question would not even have come up.

Representative SCHEUER. The child would have died.
Mr. OWEN. The child would have died, that is right.
But the expectation of people today is that every birth has to be

a perfect birth. If it is not a perfect birth, then there is something
wrong with the hospital.

Representative SCHEUER. Sue the doctor and the obstetrician.
Mr. OWEN. Yes. The obstetrician and the hospital were both

sued.
So the question is that when you see that kind of thing happen-

ing out there, you can understand the real problem that we have.

POUCY RECOMMENDATIONS

Let me just close by saying that I think as we look to what we
are going to do in the future and some suggestions you had asked
that we might make, I think there are three things that need to be
done if we are going to have any kind of control over what is occur-
ring in the health care field.

First of all, we have to have some predictability, predictability
for the financing of health care. This year in the medicare program
which provides 40 percent of the revenue for hospitals, we have
had three rates in fiscal year 1988.

We started out October 1 with last year's rate; we then got an
increase, and then it was reduced by Gramm-Rudman and we had
the third rate that started March 1. If you were going to plan, as a
manager of a hospital on what you were going to provide in serv-
ices through a budget, you would need to do it at least a year in
advance and you would like to know exactly what those payment
rates were going to be. So predictability has to be there.

The second is the adequacy of funding, and I think Dr. Young
pointed out that revenue has been going up about half of what the
costs have been going up as far as the cost of caring for the elderly,
which is 40 percent of hospital revenue. We have to have an ade-
quate rate.

Then, finally, we have to have' some equity in this health care
field so that hospitals are being paid for what they do, not for
where they are located, which is the situation that we have right
now.
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Rural hospitals in this country are suffering a great deal because
of lower rates. There is quite a spread between what a hospital in a
rural area is paid and a hospital in a metropolitan area. We must
correct that inequity.

So, with that, Mr. Chairman, I would be happy to answer any
questions and I appreciate the opportunity to testify here this
morning.

Thank you.
[The prepared statement of Mr. Owen follows:]
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PREPARED STATEMENT OF JACK OWEN

SUMMARY

Private- and public-sector health policymakers face tough challenges. They
must devise ways to provide health care for millions of the nation's medically
uninsured, protect the elderly from catastrophic medical costs, and ensure
adequate levels of care for persons protected by public programs.

Although the nation's pluralistic health delivery system has gone far In
ensuring access to health services for all Americans, more needs to be done.
The system is in disrepair. Gaps in benefits and coverage are growing, and
the health care safety net threatens to unravel. As ways to patch these holes
are explored, policymakers have an obligation to preserve the health care
delivery system's stability.

Ensuring access to health services for all Americans will require a
cooperative public-private sector commitment. Hospitals will continue to do
their part to attain this objective..

Hospitals have responded to Medicare reimbursement changes by greatly
increasing their efficiency. At the same time, hospitals have been forced to
accept major Medicare payment cutbacks since 1983 as a result of overriding
congressional concern with record federal budget deficits, even though
Medicare has not contributed to the nation's deficit problem. As a result
hospital operating margins under Medicare are approaching dangerously low
levels that could lead to further hospital closings and restricted access to
patient care.

Actions are needed now to require businesses to provide health insurance for
their employees, to expand Medicaid coverage, to enact catastrophic care
protections and especially long-term care benefits for the elderly. Americans
expect the best health care this country can, and should, deliver now and In
the future.
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On behalf of its more than 5,100 member hospitals and the millions of

Americans they serve annually, the American Hospital Association welcomes this

opportunity to testify on the future of health care in America. It is still

too early to assess fully the impact of health reforms during the past half

decade. But ANA believes that such reforms have had, and can continue to

have, a generally positive effect on the organization and delivery of health

care in this country. Though the development of prudent, responsive federal

health policy has too often been undercut by deficit reduction pressures,

overall, the reforms that have been enacted demonstrate the effectiveness of

incentives as a means of containing costs. They also point to the conditions

that must be met if long-ter benefits are to be realized from new approaches

to the financing and delivery of care.

The challenges confronting policymakers in both the private and public sectors

are any and complex. Among those challenges are:

* For the millions of Americans have inadequate private Insurance coverage

and are Ineligible for public programs; ensuring access to effective,

high-quality medical care.

* Protecting elderly Aericans from the catastrophic costs of illness

Including long-ter care; and

* For the Insured and those protected by public programs, ensuring the

adoption of policies that contain costs without rationing care or

compromising quality.
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Achieving each of these goals will require a committed effort. There are no

easy solutions. The only lasting solutions will be those that enable

providers, patients, and purchasers to work together.

ENSURING ACCESS

U.S. hospitals and other health care providers have achieved their preeminent

status under a pluralistic delivery system. This nation has no centrally

administered, overarching health care policy, but its mix of public and

private benefit programs seeks to guarantee freedom of choice and access.

This arrangement has enabled us to avoid the health care rationing commonplace

in other nations. it also has protected many of the less fortunate in our

society. In fact, public programs now are supplemented by more than $7

billion annually in hospital-provided unsponsored care. As a percentage of

total hospital costs, unsponsored care rose from 3.6 percent in 1980 to 5.0

percent in 1986.

More must be done to shore up the system. Ensuring access to adequate health

care services continues to be the number one challenge facing everyone

concerned about the future of our health delivery system. Despite years of

progress, the statistics remind us of the enormous task ahead of us:

* 37 million medically uninsured Americans are ineligible for either

Medicare or Medicaid.

* Medicaid only covers 38,percent of those below the federal poverty level,

down from 65 percent a decade ago.
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e Medicaid has become primarily a supplemental insurance program for

individuals already receiving partial coverage under Medicare. In 1984,

barely one-fourth of Medicaid expenditures were spent on acute medical

care for the non-Medicare eligible poor.

* Unsponsored care costs continue to be unevenly, but widely, distributed.

Although voluntary hospitals provided the largest amount of unsponsored

care in 1984--$4.2 billion, public hospitals are bearing the heaviest

burden--unsponsored care accounted for 4.8 percent of their total costs.

* To pay for care provided to the medically indigent, private payers must on

average pay a hidden tax of 10.6 percent, making the private sector one of

the most important sources of funding for the medically indigent.

ENSURING QUALITY AND PROMOTING EFFICIENCY

Many of the previous witnesses in this series have focused on the issue of

rising health care costs. Cost containment is not a new issue. After more

than a decade of debate, Congress adopted a new approach to provider payment

in 1983 that was intended to establish positive incentives to reward

efficiency. That system, the DRG-based prospective pricing system (PPS), has

been in place for more than four years.

During that time, the effectiveness of incentives has been demonstrated.

Hospitals have responded to PPS by instituting broad operational efficiencies

to cope with radical changes in the manner hospitals are reimbursed by

government and private payers:
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* Medicare admissions have dropped at an average annual rate of 5.2 percent

in PPS' first three years.

* There has been a 4.4 percent decrease in the number of hospital beds since

1983.

* Hospital occupancy rates have decreased 10.1 percent during that time.

* Hospitals employ about 100,000 fewer people now than they did in 1983.

As a result of these and other factors, Medicare outlays have been held well

below projections, and the solvency of Medicare's Hospital Insurance trust

fund has been assured into the next century.

Moreover, U.S. hospitals have responded to the challenge of ensuring universal

access to high-quality care despite radical changes in the health care

marketplace. But five consecutive years of inadequate federal financial

support threaten to render that task impossible.

Hospitals understand the depth of the current budget deficit crisis.

Dependent on Medicare and Medicaid for 50 percent of total revenues, however,

hospitals have suffered disproportionately because funding for those programs

has not kept pace with increases in costs of delivering care. While the

hospital insurance trust fund has not accounted for one penny of the deficit,

Medicare has absorbed nearly 25 percent of all non-defense cuts and 16 percent

of total budget cuts in the past seven years. The proportion of these cuts is

far out of line in consideration of the fact that Medicare outlays represent
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only 7.5 percent of total federal outlays. More than $26 billion has been cut

from the hospital side of the program since 1982. As a direct result, 40

percent of the nation's hospitals will suffer losses treating Medicare

beneficiaries this year.

Still, public concern about rising health care costs continues. Those cost

concerns recently have been magnified by questions about the appropriateness

and quality of medical care.

Any solution to the problem of rising costs, however, requires the problem

itself to be identified clearly. The growing share of the gross national

product (GNP) devoted to health care can be viewed as an increase in the part

of a fixed pie that is being spent on medical services. Alternatively, and

more realistically, the increase should be viewed as the health care sector's

contribution to new jobs, economic growth, and generally to the public's well

being. The nation's more than 6,000 hospitals are a vital sector of the

nation's economy--a $200 billion business that employs 3.6 million persons.

Short-sighted cost concerns, also, must not undercut the long-term stability

of our nation's health care system. The real Issue is whether medical

services are efficiency used and produced. AHA continues to believe that the

best means of ensuring both efficiency and quality lies in the design and

implementation of financing systems that reward hospitals and other providers

for efficiency, and the development of systems for evaluating quality that

provide consumers, purchasers, and providers and useful valid and useful

information.
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Ensuring the stability of our health care system should be of paramount

importance if we seek continued access to high-quality health care for all

Americans.

But hospital finances are even now in a precarious state. Urban hospitals

that care for a large proportion of Medicaid and uninsured patients, rural

hospitals that face a shortage of health professionals, hospitals with aging

facilities, and hospitals located in economically depressed regions all face

unique problems. Those problems have weakened the financial health of

hospitals. Operating margins plunged to a negligible 0.1 percent In 1987.

Without adequate margins, the nation's hospital infrastructure will

deteriorate. The cost of restoring the system to health will far exceed that

of maintaining it. Erosion of operating margins also was a factor In the

record 79 community hospital closures in 30 states last year. One half were

in rural areas, leaving too many Americans without reasonable access to care.

A VISION FOR THE FUTURE:

A PUBLIC-PRIVATE PARTNERSHIP--MAKING THE COMMITMENT

A lasting solution to the problem of medical indigence will require both

public- and private-sector actions. To Increase the availability of adequate

private health Insurance, several actions are necessary.

AMA recently endorsed S.1265, introduced by Senator Kennedy, that would make

the provision of health insurance coverage a requirement for doing business,

In much the same way that paying a "minimum wage, is a condition of doing

business in the United States. Although some have opposed the Kennedy bill on
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the grounds that it would Impose a substantial burden on business, it should

be recognized that all Americans pay the cost of inadequate insurance

protection. And big businesses, among which private insurance is nearly

universal, pay twice: once for their own employees, and once for those who are

not insured, in the form of higher prices for medical care.

Mandating insurance coverage is a major step toward ensuring access to care

and the equitable distribution of the cost of medical indigence.

The federal government also should strengthen tax incentives to encourage both

individuals and small employers to obtain health insurance coverage, and to

make such insurance coverage affordable. States also should support private

insurer, employer, and provider efforts to develop alternative sources of

affordable insurance. Among the options that should be explored are the

formation of multiple=employer insurance arrangements and the development,

with providers, of financing and delivery systems to manage effectively

utilization and costs.

Even if these actions are taken, it is clear that the government will have to

continue playing a major role in ensuring that health care services are

available to all Americans.

As such, public programs to finance care for the medically indigent who are

unable to obtain private Insurance should be restructured and extended.

Medicaid should be restored to its original role of providing protection for

those Americans who cannot obtain private insurance. To that end, Medicaid
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eligibility should be expanded and uniform eligibility standards established

under state Medicaid programs, and adequate payment levels assured.

In recognition of the fact that Medicaid has become a program of supplemental

long-term care insurance for the elderly, the AMA recommends restructuring the

Medicaid program into three distinct parts:

* A program of acute care coverage for the poor;

* A program to purchase supplemental acute coverage for low-income elderly

and disabled under Medicare Part 9; and

* A program of long-term care insurance, funded by either the states or a

combination of state and federal appropriations.

CATASTROPHIC PROTECTION

Ensuring that all Americans have access to at least a minimum amount of health

care coverage would still leave thousands of families with the threat of

financial disaster should they face a catastrophic illness or injury.

Despite the progress that has been made over the past 20 years, catastrophic

expenses for medical care remain a very real problem for a significant number

of Medicare beneficiaries. These expenses are rarely, however, the result of

acute Inpatient medical care. Far more pressing needs arise from services

that are not covered by current Medicare benefits, especially long-term care.
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The need for long-term care coverage is underscored by the increasing emphasis

being given to alternatives to treatment in acute inpatient settings.

Medicare reforms are needed to improve beneficiary coverage. But legislation

implementing those reforms has been piece meal. In addition, changes are

implemented before anyone has any real sense of the long-term implications for

the organization and delivery of care to Medicare patients. Catastrophic

protection is one element of the needed reforms, particularly if combined with

the development and implementation of innovative delivery and financing

arrangements. Although the catastrophic bill currently before Congress

addresses some of the gaps in coverage, it leaves untouched the principal

source of catastrophic medical expenses for the elderly: long-term care.

The responsibility for financing long-term care has been, and probably will

continue to be, shared by all segments of society: individuals, the private

sector, and state and federal governments. We must encourage Individuals to

provide for their long-term care needs to the extent permitted by their income

as a way to shield themselves from catastrophic expenses of chronic Illness.

In addition, we must ensure access to long-term care when Individual resources

are inadequate and establish a more humane alternative to spend down

requirements as a precondition for eligibility under public progras. People

should not have to waste away what limited assets they my have simply to

qualify for limited government assistance.

Specifically, AMA has previously recomended:

* The develope nt of private-sector alternatives for financing long-term

care, encouraged through tax incentives and d onstration projects

supported by both the public and private sectors;
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* An increased emphasis in public programs on the development of alternative

methods of delivering care that keep those with chronic illnesses out of

institutions, when appropriate; and

* The adoption of alternatives to the current "spend down" requirements of

Medicaid to prevent the impoverishment of the dependents of those with

chronic illness.

ANA is currently reassessing Medicare policies to identify how these goals

might be carried out most effectively . In pursuing these reforms, it is

important to remain sensitive to differences in Medicare beneficiaries' needs

and resources, as well as variations from community to community in the way in

which patient needs are, and can be, met.

CONTAINING COSTS

As hasbeen noted.by witnesses at earlier hearings in this series, the

adoption of PPS under Medicare was followed by a sharp reduction in the rate

of increase in hospital costs. Recently, rising medical costs and insurance

premiums have focused attention on the disparity between Medicare PPS payments

and the increased costs incurred in providing covered services. The cost

increases would be cause for concern if they were attributable to

deteriorating hospital efficiency, but they are not.

Instead, ANA believes two major trends account for those increases:
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* The mix of patients being served today. Since 1983, hospitals are

admitting more severely ill Medicare patients which means the relative

costliness of treating each of these cases is increasing.

* The shifting of less severely ill patients to outpatient settings. The

effect of that shift is an increase in outpatient costs.

Although hospitals have responded to PPS incentives by treating patients in

the most efficient and appropriate setting, hospital costs continue to

increase.

Several factors help explain this phenomenon:

* First, the marketbasket used by HCFA appears to understate the impact of

inflation on costs, chiefly because it gives little weight to changes in

wage levels among hospital employees. The labor component of HCFA's

marketbasket, which relies for the most part on wages paid to other than

hospital employees, rose only 3.9 percent in 1987, compared to an increase

of 5.1 percent in hospital employee wages reported by the Bureau of Labor

Statistics for the same period, and an increase of 8.6 percent in average

compensation per full-time equivalent reported by hospitals participating

in AHA's National Hospital Panel Survey. In

part, the faster rate of increase in hospital wage levels is attributable

to shortages of nurses and other professional staff. Because labor

accounts for more than 75 percent of hospital operating costs as reflected

in the PPS rate, the HCFA marketbasket adjustment to PPS prices

substantially understates the impact of inflation on hospital costs.

88-544 0 - 89 - 22
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e Second, though advances in medical technology offer patients new hope of

receiving less invasive treatments to reduce pain and risk, many new

technologies and procedures require the use of more costly equipment such

as computerized angiograph tomography (CAT) scans, magnetic resonance

imaging (MRI), and nuclear magnetic resonance (NMR). Use of expensive new

drugs such as tissue-plasminogen activator (TPA), which costs more than

$2,300 per dose compared to other therapies costing less than $200 per

dose, also increases the cost of providing hospital services.

* Third, hospitals have not benefited from the slower rate of inflation that

has been seen in the economy as a whole. Inflationary pressures on

hospital costs, although lower than in the early 1980s, continue to force

hospital costs up at a rate higher than either the Consumer Price Index or

growth in many other sectors of the economy. These inflationary pressures

have been exacerbated by a growing shortage of health professionals,

particularly registered nurses, that has occurred simultaneously with an

Increase in the demand for more highly skilled professional staff.

* Finally, hospitals' application of universal precautions as a response to

the AIDS crisis has contributed to significant increases in hospital

costs. The high costs of HIV testing and Implementing those precautions

through in-service training of hospital staff and the use of gloves,

goggles, and other protective gear already has dramatically increased

costs for many of the nation's hospitals.

What can be done to contain costs in the face of these pressures? AHA

believes that the appropriate response is to return to the basic principles
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that led to the adoption of PPS. If allowed to operate, prospective payment

offers benefits to Medicare beneficiaries in the form of a fiscally secure

Medicare program and access to state-of-the-art medical treatment. PPS was

originally created to provide more predictable payments and greater confidence

that health services are being purchased prudently. Realizing those benefits

requires a commitment to allow the incentives inherent in the system work.

This commitment must be reflected in predictable, adequate, and equitable

prices. None of those three features now exists.

* Predictability: Medicare payment policies have changed annually, often

months after the start of both the federal and hospital fiscal years to

which they apply. These uncertainties undermine the basic foundation of

prospective pricing: the incentive to improve efficiency through effective

planning and management. Uncertainties over the annual update factors and

payment policies make it virtually impossible for a hospital to project

its financial performance and plan changes in its services.

a Adequacy: Since 1985, Medicare prices have been increased by only 3.4

percent, while inflation as measured by HCFA's own hospital marketbasket

has increased an estimated 11.5 percent. As noted above, AHA also

believes that the HCFA marketbasket substantially understates inflation in

the prices hospitals must pay for resources. The result of these policies

has been a sharp reduction in hospital operating margins and a sharp

increase in the percentage of hospitals operating at a deficit.

Most analysts are projecting hospitals' FY 1988 PPS payments to be below

costs, with negative margins in aggregate, and particularly severe
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deficits affecting certain groups of hospitals such as rural facilities.

The result, if current trends continue, will almost certainly be a

reduction in the ability of hospitals to meet the expectations of Medicare

beneficiaries for access to state-of-the-art medical care.

* Equity: Inequities are important both because they threaten the ability of

individual hospitals to continue meeting the needs of the Medicare

patients they serve and because they threaten the overall adequacy of

funding. A sustained and significant effort must be mounted to address

the underlying sources of the major Inequities. AHA has developed several

recommendations to address these inequities and is prepared to work with

HCFA and Congress to implement them. The result of such cooperative

action would be a payment system that more fairly bases payment on the

types of patients treated and on local differences in resource prices.

Several other recommendations address the special needs of hospitals

serving isolated communities and call for recognition of hospitals'

medical education costs and the role of hospitals in meeting the sub-acute

care needs of patients.

Although PPS provides a system for ensuring efficiency in the delivery of

inpatient care, the trend In health services has been away from inpatient

treatment. Yet there is no payment system comparable to prospective pricing

for outpatient services. Over the past five years, congressional budget

reconciliation acts have Included a patchwork of policies changing the payment

basis for outpatient care. By October 1 of this year, for example, a single

outpatient encounter between a Medicare beneficiary and a hospital may involve

the application of up to four different payment rules. The direction in which
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these changes are pushing the delivery system is unclear, but they are

unlikely to promote the coordination of care that is essential if costs are to

be contained without impairing quality. The effect of these changes in

outpatient payment on the ability of hospitals to continue delivering

state-of-the-art treatment to the Medicare beneficiaries and communities they

serve is unknown now.

Promoting Quality

There is probably no issue that provokes as much anxiety among hospital

managers as that of how to ensure the delivery of high-quality care. They

wonder whether the push for "improved efficiency" might not also be

interpreted as impaired quality by both patients and physicians. As

utilization review programs become increasingly stringent, it will be

necessary to be more vigilant to make sure that access to needed care in

appropriate settings is not Impaired.

The experience of the past five years under PPS has demonstrated the need to

build positive incentives to improve efficiency In the payment system and the

importance of promoting appropriate utilization. To date, however,

utilization review programs have taken an essentially regulatory approach.

These systems often put providers in the position of acting as an intermediary

between the patient's insurer and the patient. Ultimately, they may force

providers to choose between being paid for what they consider to be

inappropriate care or not being paid for what they consider to be appropriate

care.
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What is needed are methods of ensuring appropriate utilization that

incorporate many of the features of prospective pricing: positive incentives,

predictability in the form of explicit standards for determining whether

services will be covered by insurance, and flexibility in meeting individual

patient needs. Such a system would rely on true peer review and education as

the most effective means of changing inappropriate utilization patterns.

An essential element of these efforts to promote more effective patterns of

utilization is the development of better methods of evaluating quality,

including development of valid indicators of quality. The experience with the

publication of mortality data by HCFA demonstrates the need for better methods

of evaluating quality.

CONCLUSION

The major health policy issues that are on the national agenda today have been

with us for many years. There are no quick or easy solutions to them, and

with each passing year the need to address them becomes more urgent. Finding

lasting solutions to them will require efforts to improve the efficiency with

which care is rendered. It will also require a commitment to support the

programs needed to ensure access for the medically indigent. Gaps in benefits

and coverage are growing, and the health care safety net threatens to unravel.

Given our national deficit problems, hospitals do not suggest that funds be

diverted to health care from other programs. A pay-as-you go approach is the

only reasonable philosophy, and additional revenues must be identified to

bring existing programs to par or to add services.
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Both the delivery and financing of health care are undergoing rapid change,

and the end is not yet in sight. The result can be better, more effective,

and less costly care for the American people. To make sure that that is the

result, providers, consumers and policy makers must work together to build a

health care system that provides the kind of care the public wants and needs,

at a price that it is able to pay. Americans expect the best health care, and

disruptions in the way they receive that care would be met with public outcry.
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Representative SCHEUER. Well, I have several questions to ask
you, Mr. Owen, but I am going to wait until the other witnesses
have finished. I appreciate your testimony.

Now we will hear from Ms. Susan Gleeson, the executive director
of technology/management department, Blue Cross-Blue Shield As-
sociation.

We are very happy to have you here, Ms. Gleeson. Please take
the same 7 or 8 minutes and then we will have some questions for
you.

STATEMENT OF SUSAN GLEESON, EXECUTIVE DIRECTOR, TECH-
NOLOGY/MANAGEMENT DEPARTMENT, BLUE CROSS & BLUE
SHIELD ASSOCIATION

BLUE CROSS-BLUE SHIELD HOSPITAL PAYMENT PRINCIPLES AND
PROGRAMS

Ms. GLEESON. Thank you very much, Mr. Chairman.
We appreciate the opportunity to appear before the subcommit-

tee and to testify. I will follow your directive to be as casual as pos-
sible.

I would first like to describe the uniqueness of Blue Cross and
Blue Shield because it relates to the recommendations that we will
make. First of all, we have considerable experience in hospital pay-
ment. In our private business, we underwrite hospital benefits for
77 million Americans.

In addition to that, the Blue Cross and Blue Shield Association is
the prime contractor for medicare part A. We have a lot of variety
in our system.

Representative SCHEUER. A lot of what?
Ms. GLEESON. Variety.
Representative SCHEUER. Variety.
Ms. GLEESON. We have 77 Blue Cross and Blue Shield plans.

They are all independent, not-for-profit organizations. They operate
in their local communities. As a result, there are a variety of pay-
ment systems and strategies used throughout our system.

Today, I am going to highlight the payment principles and pro-
grams that are characteristic of our plans and that represent the
unique strength of our plans, One characteristic of Blue Cross and
Blue Shield coverage is that subscribers are insured for service
benefits, not indemnity benefits. This means that subscribers are
assured that they will receive the services that are medically neces-
sary for the treatment of their illness and the cost of that care will
be covered. Coverage is not limited to a dollar limit indemnity.

To maintain service benefit contracts, Blue Cross and Blue
Shield plans have to be prudent purchasers of health care services
on behalf of their subscribers. The mechanism for purchasing these
services are the contracts between the plan and the hospitals.
Plans have contracts with over 6,000 hospitals, virtually every hos-
pital in the United States. These contracts are the basis for imple-
menting three important principles of purchasing.
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DETERMINE UNIT PRICE OF SERVICE

The first step or principle in purchasing is to establish the price
per unit of service. To do this, each plan has a hospital payment
program. In designing these programs, plans consider the hospital
environment, the regulatory environment, the account and sub-
scriber demands, the competitive demands and, probably the most
important issue, broad access for Blue Cross and Blue Shield sub-
scribers.

Because these programs are designed and implemented locally,
no two programs are alike. However, they do have a common char-
acteristic, which is, that Blue Cross and Blue Shield plans negoti-
ate the price with each hospital and this is contained in the con-
tracts. The contracts specify the rate and the method of payment.

MONITOR UTILIZATION, APPROPRIATENESS, AND COST

Regarding payment methods, there are prospective methods, ret-
rospective methods, methods that control costs and effect utiliza-
tion, but the botton line is to purchase quality health care services
at a reasonable price. And no payment method alone is effective in
controlling cost and assuring quality. You need additional controls
on utilization, additional controls on quality.

Representative SCHEUER. Are you going to tell us what kind of
controls on utilization and quality?

Ms. GLEESON. Yes.
My second point is that payment programs need to be complete

programs that monitor both utilization and medical appropriate-
ness. We have been innovators and developers in this field. Our
first generation of programs focused only on utilization. They were
retrospective, and reviewed care that was already provided. They
generally looked at admissions and length of stay. Remedial action
was directed against providers who fell outside of the norm, but we
didn't question the norm itself.

Plans now use a second generation of programs that not only
look at utilization but also look at medical appropriateness. In our
system, we call these benefit management programs. These pro-
grams are not retrospective. They are interactive, they are dynam-
ic, they help patients enter and interact efficiently within that
health care system.

Examples of benefit management programs are preadmission
review, concurrent review, second surgical opinion, discharge plan-
ning, and individual case management.

Once the price, type, and quality of service are established, the
third function of the plan as a purchaser is to ensure that the plan
is paying only for the services it contracted for and that was deliv-
ered. To accomplish this, plans use a variety of audit programs to
determine if hospital charges are accurate and consistent with
services actually delivered.

The success of the Blue Cross and Blue Shield plans in purchas-
ing health care services at reasonable prices depends on the suc-
cessful implementation of all of these programs: payment, utiliza-
tion, medical review, and audit. Our programs have had a signifi-
cant impact.
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For example, our inpatient admission rate per 100,000 subscrib-
ers decreased by 28 percent from 1980 to 1986, for an average
annual decrease of 3.4 percent. The average annual decrease for all
admissions in the United States during the same period of time
was about 1.6 percent.

Representative SCHEUER. An increase of 1.6 percent.
Ms. GLEESON. A decrease.
While our programs have been successful in containing costs, we

want to make sure that they are not containing costs at the ex-
pense of quality. The Blue Cross and Blue Shield organization has
a major commitment to quality and a long history in it. We think
quality can be addressed by focusing on what is medically appropri-
ate and by monitoring the care that is delivered.

We have two programs that address medical appropriateness.
The first one is the medical necessity program. We started this pro-
gram back in 1977. The mid-1970's was our first health care cost
crisis, and we started to examine whether we are paying for serv-
ices that we shouldn't be paying for.

The focus of this program is on obsolete procedures and catego-
ries of service that are beneficial, but are used both appropriately
and inappropriately. The goal of this program is to educate both
providers and Blue Cross and Blue Shield plans on the appropriate
use of these services.

Our most recent product, the diagnostic testing guidelines, was
developed in conjunction with the American College of Physicians.
They address the appropriate use of preoperative chest x rays and
electrocardiograms and also common laboratory tests. This pro-
gram is effective. It saves money because we are not paying for
things that are inappropriate. It is also effective in changing physi-
cians' behavior patterns because it is largely supported by national
medical organizations and is generally accepted by the provider
community.

Representative SCHEUER. Generally accepted by the provider--
Ms. GLEESON. Provider community.
Representative SCHEUER. Doctors and hospitals.
Ms. GLEESON. Yes, I would say generally. And I think that the

reason we get the support locally is because when we develop the
guidelines, we work with national medical organizations and get
their endorsement of the guidelines.

For example, our recent guidelines on diagnostic testing were en-
dorsed by the American College of Physicians. Parts of the guide-
lines were endorsed by the American Academy of Pediatrics and
the American Society of Anesthesiology.

The second program which addresses appropriate medical utiliza-
tion is called the technology evaluation coverage program, the TEC
program. The focus is a little different. The program evaluates new
technologies for coverage. To be eligible for coverage, there must be
scientific evidence that demonstrates that the use of the technology
will have an impact on health outcome: length of life, ability to
function, and the quality of life.

The other component of the TEC program which we think is
somewhat unique is cost analysis. One of the problems with cost is
when technologies are initially put on the market, they may be
overpriced. This program has attempted to provide information to
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plans so they can appropriately price technologies when they are
initially introduced.

Following up what Mr. Anderson said on low osmolarity contrast
media, most of the studies find that these contrast media were 10
to 20 times more expensive. What we did was investigate how
much of this new contrast media was needed for each procedure
and the cost per procedure. Our estimates are that this contrast
media is not 10 to 20 times more expensive, but only six to seven
times. That information was provided to our plans so when they
begin reimbursing for this contrast media, they will not pay outra-
geous prices.

Representative SCHEUER. They will not pay what?
Ms. GLEESON. Outrageous prices. They will not pay excessive

profit margins.
Another good example is extracorporeal shock wave lithotripsy.
Representative SCHEUER. Excuse me. I didn't get that.
Ms. GLEESON. Extracorporeal shock wave lithotripsy. I will refer

to it as ESWL. ESWL is a technology that uses sound waves to pul-
verize kidney stones.

When ESWL initially came on the market, there was only one
manufacturer and the cost was similar for every buyer. However,
the manufacturer estimated that the caseload these machines
could handle was only 800 a year. We checked with the research
sites which had already been using this equipment and their aver-
age caseload was 1,500 a year.

Also, providers overestimated utilization for ESWL. Many said
that 28 percent of the people currently hospitalized for kidney
stones could have ESWL treatment. In our research we found that
only 22 percent could.

If you underestimate the caseload and overestimate the utiliza-
tion you have overestimated the number of units that are needed.
Many estimated that we needed 100 units in the United States.
Our estimate was 50. This is important because if we have too
many units, they will either be underutilized, which will affect
price, or they will be used inappropriately.

The other concern was about charges. There were six hospitals in
the United States which were using these units and were billing
Blue Cross and Blue Shield plans. As I said the cost to them was
similar. The charges to plans ranged from $1,400 to $4,300. When
we calculated the average cost to the hospital, that cost was $927
on average. That means the institution that charged the least,
$1,400, had made a profit that year of $1.4 million.

What this demonstrates is that we have to be sure technologies
are effective and also that they are reasonably priced.

The second point on quality is that once we have determined the
medical appropriateness, we have to monitor the actual perform-
ance. This is a relatively new concept and is becoming increasingly
accepted.

Our involvement in monitoring providers' performance began in
1983 with the issue of organ and liver transplants. Here we were
faced with a set of very complex and costly procedures that many
hospitals essentially had the capacity to perform, but only a few at
that time had the necessary experience. We encouraged the nation-
al acceptance of centers of excellence, and in order to implement
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this concept within our own system, we assessed every institution
in the United States performing transplants, and provided that in-
formation to our member plans.

Now in 1988 we are expanding the centers of excellence concept
to other services. We are developing tools to monitor institutions
on a procedure specific basis.

Finally, Blue Cross and Blue Shield has the largest network of
HMO's-95 HMO's providing services to over 5 million subscribers.
Assessing the quality of these HMO's is one of our major initia-
tives. Just 1 week ago, we were proud to announce that Blue Cross
and Blue Shield HMO's will be reviewed and accredited by the
Joint Commission on Accreditation of Health Care Organizations.

TOMORROW'S CHALLENGES

In closing, I want to highlight the challenges that we face. One of
the most immediate challenges, because it is a current problem, is
how to manage cost and utilization- of ambulatory services. By am-
bulatory, I mean outpatient hospital and any nonhospital patient
care.

To do this, we need to develop better data systems plus better
payment and cost management programs. Currently we are adapt-
ing some principles and programs that were used for inpatient care
to ambulatory services. Plans are currently negotiating prices for
ambulatory care. Also, they are focusing their medical appropriate-
ness programs on procedures for outpatient services and they are
applying established utilization management programs, such as
preauthorization and second opinion, to ambulatory services.

One of tomorrow's challenges is to develop payment programs
based on comprehensive and effective treatment of illnesses rather
than on discrete services. Traditionally, insurance coverage has fo-
cused on benefits for types of services; for example, hospital, physi-
cian, outpatient, and home care.

To best serve subscribers, and to manage cost and quality, we
need to focus on the package of services that is needed to effective-
ly treat an episode of illness. The future will also require a greater
integration of cost and quality measures in plan purchasing deci-
sions. Such decisions will increasingly characterize the selective
contracting programs that have grown in the Blue Cross and Blue
Shield Plans and which have become widely accepted by the buyers
of our service.

If I could briefly summarize, the purpose of this hearing was to
discuss the effects of current and alternative payment methods on
the provision of hospital care both now and in the future. What I
have attempted to emphasize today is that the success of a pay-
ment program is not so much dependent on the payment method
itself as on the integration of the payment method with other pro-
grams that manage utilization, medical appropriateness and qual-
ity.

We think that today's issues and tomorrow's issues can only be
resolved around the core issues of cost and quality.

Thank you very much, and I would be happy to answer any ques-
tions.

[The prepared statement of Ms. Gleeson follows:]
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PREPARED STATEMENT OF SUSAN GLEESON

Mr. Chairman and members of the Committee, I am Susan Gleeson,

Executive Director of Technology Management at the Blue Cross and

Blue Shield Association, the national coordinating organization

for local Blue Cross and Blue Shield Plans. With me is Robert

Snyder, Executive Director of Payment Management at the Blue

Cross and Blue Shield Association. We appreciate this

opportunity to address the Committee on trends in hospital

payment among Blue Cross and Blue Shield Plans.

There are seventy-seven (77) Blue Cross and Blue Shield Plans

nationwide insuring approximately 77 million Americans. Each

Blue Cross and Blue Shield Plan is an independent, not-for-profit

organization that operates in the local community which it

serves. As a result, there are a variety of payment mechanisms

and strategies used throughout the system.

I will discuss today the payment principles and programs that are

characteristic of the Blue Cross and Blue Shield system and that

represent the unique strengths of the Blue Cross and Blue Shield

system.

The uniqueness of the Blue Cross and Blue Shield system in

hospital payment is the long-established relationships between

local Blue Cross and Blue Shield Plans and the hospitals in their

communities. Blue Cross and Blue Shield has a 50 year history of

involvement and service to local communities. We have contracts

with over 6000 hospitals -- virtually every hospital in every

community. These local relationships are important because they
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parallel the delivery of care, which is primarily delivered on a

local basis. Also, these long-standing relationships are the

framework for providing service benefits to our subscribers.

Blue Cross and Blue Shield subscribers are insured for service

benefits, not indemnity benefits. This means that subscribers

are assured that they will receive the services that are

medically necessary for the treatment of their illness --

coverage is not restricted to a dollar limit indemnity. Also,

the Plans' contracts generally protect the subscriber from

financial liability for changes billed in excess of what the

Plans have agreed to pay (other than contractually agreed upon

copayments and deductibles).

To maintain service benefits contracts, Blue Cross and Blue

Shield Plans have to be prudent purchasers of health care

services on behalf of their subscribers. The fundamental

objective of Plan payment programs is to purchase quality care at

a reasonable price.

The Plan-hospital contract is the core of the Blue Cross and Blue

Shield Plan payment programs. This contract is the basis for

implementing three important principles of purchasing. The first

is to establish the level of payment: the price per unit of

service. The second is to review the utilization and medical

appropriateness of services. The third is to ensure that the

Plan is paying for only services that were contracted for and

delivered.
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The ability of Blue Cross and Blue Shield Plans to be prudent

purchasers of quality hospital care at reasonable prices depends

upon effectively implementing each principle. Emphasis on only

one or two principles at the, exclusion of others limits the

effectiveness of the total program.

PRINCIPLE #1: DETERMINE THE PRICE PER UNIT OF SERVICE

The first step in purchasing is to establish the price per unit

of service. To do this, each Plan has a hospital payment program

that is specific to its own market area. In designing the

program, the Plan considers: the hospital environment;

regulatory requirements, if any; account and subscriber demands;

competitive pressures; and the need to maintain access to

hospital services for the broad base of Plan subscribers. Each

Plan's payment program is therefore unique. However, common

trends are merging among Plan payment programs.

The first trend is to use external standards to determine payment

rates to a hospital. In the past, providers set their own

prices. Now, most Plans base payment rates on a community or

peer group standard. Rate increases are frequently set to

standard economic indicators such as the Consumer Price Index.

Adjustments are made if there have been dramatic and widespread

changes in the cost of delivering specific services in that

community.
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The second trend is that Plans are moving from payment methods

that affect only price to methods that control price and affect

volume of services.

Earlier payment methods were one-dimensional -- they focused

solely on the price. For these methods to be effective in

controlling costs, the units of service needed to be closely

monitored -- every aspect of utilization had to be reviewed,

including admissions, lengths of stay, and services delivered.

The majority of Plans now use two-dimensional payment methods

that control both the price paid and the number of services

provided. These newer methods establish payment based on global

categories-of-care, such as diagnostic related groups (DRGs).

Fifteen Plans currently use DRGs as the basis for hospital

payments.

By using categories-of-care as the basis for payment, the number

of services are implicitly or explicitly controlled. A payment

method that explicitly controls services would, for example, be a

per diem rate with specified number of days by

categories-of-care. A payment method that implicitly controls

the number of services would be, for example, a fixed,

prospective payment based on DRGs. This payment method provides

the incentive for providers to use services judiciously.

An important point, however, is that even methods that are

designed to control both price and number of services require
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some utilization monitoring and controis6 The controls will vary

based on the payment method used. For example, if a Plan uses a

prospective, DRG-based method, reviewing length of stay and

services delivered is not critical, but admission review is.

A refinement of hospital payment methods that is just starting to

be used is the adjustment of payment levels by severity of
illness. At this time, one Plan is using a system to adjust

payment levels for severity of illness.

Whatever the hospital payment method -- retrospective,

prospective; methods designed to affect both price and units of

service; or methods designed solely to affect price -- no payment

method alone is effective in controlling cost or assuring the

care is appropriate. Assuring cost-effective, quality care

requires an integrated approach to cost, utilization and medical

appropriateness.

PRINCIPLE *2: MONITOR UTILIZATION AND MEDICAL APPROPRIAENESS

Blue Cross and Blue Shield Plans have been major innovators and

developers of programs that monitor the utilization and quality

of care delivered to their subscribers.

The first generation of these programs focused on utilization.

These early programs were retrospective; that is, they evaluated

and monitored care already provided. Both admission rates and
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lengths of stay were stressed and remedial action was focused on

providers who fell significantly outside normal practice patterns.

Today, Plans use a second generation of programs called benefit

management programs that focus not only on utilization, but also

on the medical appropriateness and cost-effectiveness of care.

The purpose of benefit management programs is to help the

patients enter and interact effectively with the health care

delivery system. These programs are interactive, dynamic and

influence and monitor care in progress. This eliminates waste

and improves quality. Components of the benefit management

programs include: preadmission review, concurrent review, second

surgical opinion and discharge planning.

Plans are quickly developing comprehensive capacity in these

program areas. The percentage of Plans with preadmission review

increased from 50% in 1984 to 93% in 1986. Similarly, the

percentage of Plans with discharge planning programs increased

from 50% in 1985 to 65% in 1986.

Plans are also developing innovative approaches to ensure the

most cost-effective use of health care services for subscribers

with special needs. Sixty-five percent of Plans have individual

case management programs that tailor services to the needs of

subscribers with long-term or complex medical problems. For

example, a patient with a prolonged illness might be better off

at home with special medical equipment and professional care than
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in the hospital. Our Plans have professional teams to establish

these special home-based services.

PRINCIPLE 81: ENSURE THE PAYMENT IS ONLY FOR CORACTED SERVICE

Once the price, type and quality of services are established, the

third function of a Plan, as a purchaser, is to ensure that the

Plan is paying only for contracted services. Plans use various

audit programs to determine if hospital charges are accurate and

consistent with services actually delivered.. Examples include

audits of charges, medical records, financial records and cost

reports. In 1986, 86% of Plans conducted hospital bill audit

programs.

Because the Plan is purchasing on behalf of the subscriber, a

related concern is to ensure that charges which the Plan rejects

are not shifted to the subscriber. There are two provisions of

the Plan contract that protect the subscriber from such

cost-shifting. First, balance billing is generally prohibited --

this means that the provider cannot bill the subscriber for

charges that are in excess of what the Plan has agreed to pay.

Second, the hold-harmless' clause protects the subscribers from

financial liability for the cost of services that the Plan

determined were not medically necessary and therefore, for which

payment has been denied.
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THE IMPACT OF PLAN PAYMENT AND SUPPORT PROGRAMS

The impact of Plan payment and supporting programs on inpatient

utilization has been significant. For example, inpatient

admission rate per 1,000 Blue Cross and Blue Shield subscribers

decreased by 28% from 1980 to 1986 -- for an average annual

decrease of 3.4%. The average decrease for all admissions in the

U.S. during this same period was about 1.6%.

The impact of Plan payment and supporting programs on inpatient

payments has also been significant. Preliminary findings from a

major series of studies being conducted by Dr. Richard Scheffler

a noted economist from the University of California at Berkley,

indicate that Plan payment methods and supporting programs used

during 1980 - 1986 have contributed to large savings in inpatient

hospital payments for Blue Cross and Blue Shield subscribers.

Specifics of this study will be available this summer.

COST SAVINGS. BUT NOT AT THE EXPENSE OF OUALMIT

Blue Cross and Blue Shield has long been and will continue to be

vitally concerned about the quality of care. Some observers have

suggested that quality of care in the U.S. may be in jeopardy as

a result of the intensity of cost containment programs. Though

there is currently little evidence to support this contention,

Blue Cross and Blue Shield Plans have and will continue to

initiate programs designed to assess and promote quality of care

as a component of their prudent purchasing strategy. In doing so
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our focus has been in medical appropriateness and proper delivery

of care.

Determining medical aporooriateness

Blue Cross and Blue Shield has a long history of addressing

medically appropriate care and has two major initiatives in this

area. Our nationally acclaimed Medical Necessity Program was

established in 1977. The Medical Necessity Program's focus is on

services that may be outmoded or inappropriately utilized. The

Program's goal is to educate providers and Plans on what is

generally accepted to be medically necessary. To date, the

Program has provided guidance on the appropriate use of six broad

categories of clinical services. The Program's most recent

product, the Diagnostic Testing Guidelines, addressed the

appropriate use of preoperative chest x-rays, electrocardiograms

and common laboratory procedures. These guidelines were

developed in conjunction with the American College of

Physicians. The program is effective in changing practice

patterns because it is largely supported by national medical

organizations and generally accepted by the provider community.

The Technology Evaluation and Coverage (TEC) Program is our

second major initiative in appropriate care. The TEC Program

evaluates new devices and procedures for coverage purposes. The

guiding principle is that, in order to be considered eligible for

coverage, the published scientific evidence should demonstrate

that a procedure improves health outcomes, such as length of

life, ability to function or quality of life.
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The TEC Program addresses a critical problem: premature

diffusion of new medical procedures. In the past, it was

commonplace for new procedures to be widely used without

well-controlled scientific studies demonstrating their clinical

utility and appropriate use. To provide quality care, we need to

know which procedures benefit the patient, and which do not.

The combination of these two programs -- the Medical Necessity

Program with its emphasis on outmoded and inappropriate care and

the TEC Program with its emphasis on the effective use of new

procedures -- working in tandem -- eliminate waste and helps

assure quality care.

Monitoring delivery of care

Monitoring utilization is a well understood and accepted

activity. However, monitoring providers' actual performance --

how well they deliver the care -- is a concept that is gaining

widespread acceptance.

One of the first procedures addressed in this context was heart

transplants. The introduction of major organ transplants

challenged all of us to carefully consider who was best able to

provide quality organ transplant services. We were faced with a

set of very complex and costly procedures that many hospitals

potentially had the capacity to perform but only a few had, at

the time, the necessary experience.

The Blue Cross and Blue Shield Association encouraged national
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acceptance of the 'centers of excellence- concept, and in order
to implement that concept for our own members, assessed the
performance of every transplant institution in the nation.

Now, in 1i88, we are expanding the 'centers of excellence
concept- to other services. Plans are developing the capacity to
assess providers' actual performance using a variety of
methodologies. Assessing quality is obviously complex, so we are
relying heavily on the guidance from noted experts on quality
such as Harold Luft of the University of California and Marc
Chassin of the Rand Corporation.

Finally, Blue Cross and Blue Shield has the largest national
network of HMOs -- 95 MM0s providing service to over five million
subscribers, nationwide. Assessing the quality of HMO services
is one of our major objectives. All of our HMOs are conducting
quality assessment programs including reviewing inpatient and
outpatient medical records and assessing patient satisfaction.
Just one week ago we announced that Blue Cross and Blue Shield
HMOs are being reviewed and accredited by the Joint Commission on
the Accreditation of Health Care Organizations. Our next
objective is to establish quality assessment mechanisms for our
other products -- Preferred Provider Organizations (PPOs) and
Managed Care Programs.

TODAY'S CHTLENGR

In closing, I want to highlight the challenges that we face.
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Today's challenge is better cost and quality management of

ambulatory care. By ambulatory care, I mean care delivered by

hospital outpatient departments and by non-hospital providers.

We all know that there has been a dramatic rise in outpatient

utilization and expenditures. One reason is the technological

advances in diagnostic and therapeutic services. Many surgeries

can now be safely performed in the outpatient setting. Another

reason is the increased ability to care for sicker patients at

home. A contributing factor, of course, are new payment

arrangements that encourage efficient discharges and provide

incentives to move care out of the inpatient setting.

We recognize that some of the increase in outpatient expenditures

is an unintended consequence of efforts to contain hospital

costs. This reminds us that, in designing payment and cost

management programs, it is essential to consider all the elements

of the health care system and how they interact to affect price

and utilization. We will need an integrated approach to

ambulatory care that addresses costs, utilization and medical

appropriateness in a balanced manner.

The data systems and methods for monitoring ambulatory care are

being developed. Data gathering for ambulatory care will be more

difficult than for inpatient care. But we are confident that the

basic tools for managing costs, utilization and quality can be

adapted to ambulatory care settings. Some specific steps that

Blue Cross and Blue Shield is now taking include:
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o focusing our medical appropriateness programs on

procedures intended for outpatient use;

o applying established utilization management programs,

such as preauthorization and second opinion, to

ambulatory services.

One of tomorrow's challenge is to develop payment programs based

on comprehensive, effective treatment of illnesses rather than

discrete services. Traditionally, insurance coverage has focused

on benefits for types of services; for example, hospital,

physician, outpatient, prescription drugs and home care. But to

best serve the subscriber, and to manage cost and quality, we

need to focus on the package of services that is needed to

effectively treat an episode of illness.

There are precedents for this approach. The first, which goes

back to the early history of Blue Cross and Blue Shield, is the

service benefit concept: The subscriber should be assured of

receiving the services that are medically necessary for the

treatment of an illness. A second precedent is payment methods

based on DRGs. This method provides coverage for episodes of

illness, but only in the hospital. A third precedent is Health

Maintenance Organizations (HMOs). These organization's provide

coverage for episodes of illness both in the ambulatory and
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hospital setting. Our challenge is to apply the concept of

treating an episode of illness more broadly.

The future will also require greater integration of cost and

quality measurement in the purchasing decisions. Such decisions

will increasingly characterize the selective contracting program

that have grown in Blue Cross and Blue Shield Plans and which

have become widely accepted by the buyers of our services.

The purpose of this hearing is to discuss the effects of Current

and alternative payment methods on the provision of hospital care

both now and in the future. What I have attempted to emphasize

today is that the success of a payment program is not so much

dependent on the the payment method itself -- as on the

integration of the payment method with other programs that manage

utilization, medical appropriateness, and quality -- and further

that in designing payment and cost management program it is

essential to consider all elements of the health care system and

how they interact.

In closing, Mr. Chairman, I would like to thank you for the

opportunity to testify. I will be happy to answer any questions.
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Representative SCHEUER. I am going to ask you several questions
after the other two witnesses have testified. One of them is-and
you can think about this for the next 10 or 15 minutes-why do
you think it is that the normal economic forces in the marketplace
haven't worked in terms of these major reimbursers? There is a
small number of reimbursers and a lot of providers.

You should function by the classical laws of what we call oligop-
sony, a few purchasers of a product and a lot of people out there,
like the traditional fruit and vegetable packers, the canning com-
pany that cans tomatoes. There may be one of them on the west
coast and thousands of individual farmers who sell tomatoes. That
one purchaser of tomatoes has a lot of clout in dealing with farm-
ers, too much clout the farm union says, so they try and organize
to protect their bargaining capability.

With Blue Cross and Blue Shield having the enormous potential
clout as purchasers and reimbursers for services, how is it that
they have been so comparatively ineffective in containing costs and
in disciplining those providers into a more effective discipline, self-
control, entering a state of meanness and leanness? Why haven't
classical economic forces worked in this matter?

OK. We will be back to you.
We will now hear from Mr. Carl Schramm, president of the

Health Insurance Association of America.
Mr. Schramm, please take 7 or 8 minutes. I hope you won't read

your prepared statement. I hope you will chat with us, and don't
hesitate to advert to anything you have heard this morning, either
from your fellow colleagues on the panel or from myself, or any-
thing else.

Please proceed.

STATEMENT OF CARL J. SCHRAMM, PRESIDENT, HEALTH
INSURANCE ASSOCIATION OF AMERICA

OVERSPENDING ON HEALTH CARE

Mr. SCHRAMM. Thank you, Mr. Chairman.
The Health Insurance Association of America is a membership

organization made up of 370 private carriers who cover 75 million
lives and provide over 85 percent of all the private health insur-
ance in the country.

It is a pleasure to be here this morning as the new president of
the association. My past includes having served in Mr. Anderson's
position as the director of the center at Hopkins, and also as a
member of the Maryland Hospital Rate Setting Commission for 9
years.

The problem that you talked about early this morning in terms
of our historic experience vis-a-vis that of the other OECD nations
points up to me two very important observations, and I think you
basically made both of them. One is that one cannot look at this
level of spending in the society and not be troubled that it isn't too
much. I would like to say on behalf of the private insurance compa-
nies, we are in the midst of a significant debate about whether or
not we can be indifferent any longer about the question of how
much is spent in aggregate in this society.
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Regarding the question about expressed preferences, raised by
Mr. Anderson, this is in many respects I would suggest an ex post
rationalization of the status quo. Just because we spend this much
is not an argument to spend this much in the future. Insurance
companies are troubled that spending this much may in fact be del-
eterious to the health of many of our insureds, and I will give you
some information about that in just a second.

OPPORTUNITY COSTS

The second observation that our current level of spending sug-
gests, particularly as we move to 12 percent of real gross national
product, is really one of what the opportunity costs are if in fact
our goal is to increase the health status of the population.

Since 1928, with the publication of Henry Segrist's book "Health
and Civilization," we have known that the way to improve the
health status of the population is to increase real personal dispos-
able income. We know that the problem we face in the United
States with unacceptable levels of infant mortality and morbidity
throughout the population, could be improved if in fact we could
improve the health status of the population through better nutri-
tion, housing, education, mobility, and so forth, not to mention pre-
ventive care.

But our ability to move in these areas is estopped because we
spent so much in the acute care medical system. I think that is the
opportunity question that is in front of us. Dismissing it as "re-
vealed preferences," status quo, or what have you, cannot be ac-
ceptable anymore because the costs are just too high. You enumer-
ated them very well in terms of what we are not doing on the edu-
cational agenda.

If we had a better educated population, we would probably have,
for the incremental dollars, a healthier population at the same
time.

Representative SCHEUER. I think there is a direct correlation be-
tween education and health. The more people are educated, the
better they take care of themselves and the better they understand
that they are in charge of their own health outcomes to a very,
very large extent. And the more they change their personal behav-
ior, the more educated they are, the more they are capable of en-
gaging in the self-discipline to change behavior on alcohol usage,
on tobacco usage, on drug usage, on exercise, on avoidance of vio-
lent situations that are death dealing.

There is absolutely no question in my mind that there is a direct
correlation between levels of education and ability to engage in
thoughtful preventive health care for oneself.

Mr. SCHRAMM. Mr. Chairman, I thought I would offer a few ob-
servations on what we have learned in the last 10 years and then
conclude with a few thoughts as to what we might do.

HEALTH CARE SYSTEM NOT BETTER

It seems to me that what we have learned in the last few years,
particularly in the light of expressed and conscious attempts at
payment reform, is one overarching lesson. We are paying a lot
more in real terms and we are getting a different product, but a
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product for which I don't think there is any evidence that suggests
we can be comfortable that the society is enjoying better health.

Representative SCHEUER. Well, that is the leitmotif that sort of
overgirds this entire series of hearings, and the question is what do
we do about it.

Mr. SCHRAMM. Well, if we are agreed on the leitmotif, perhaps it
would be much more efficient if we just moved to what I think we
might be able to do about it.

Representative SCHEUER. Excellent.
Mr. SCHRAMM. In my prepared statement, I mention the enor-

mous shift in managed care that has taken place from the insurer's
side. Only 3 years ago, 4 percent of all insureds were in managed
health care plans. Last year, over 60 percent of our insureds were
in these types of plans. So there has been an enormous shift in the
institutional organization of financing. As previous witnesses have
suggested, there have been enormous shifts in the behavior of hos-
pitals, as well.

But I think the sorry conclusion is that we pay continuously
more and more and we may in fact see deterioration of both the
distributional system; that is, equal access, and also the quality
question.

POUCY RECOMMENDATIONS

So what should we do? It seems to me that the first thing we
might do is create an environment across the society, where we are
thirsty for information on what it is we are getting. It seems to me
we must be able to aggregate information on what the delivery of
health care looks like and what the outcomes are.

One thing that the Congress can do-and I suspect you haven't
heard this in these hearings-in order to generate this environ-
ment is to contemplate stimulating, through grants, but also
through an inspection of the antitrust statutes, whether or not em-
ployers, insurers, hospitals, and others can get together to get this
information pooled. It is information that is key to changing the
system. We can't even have a sensible debate in this country be-
cause the information isn't in front of us.

I might say just in passing, we have been indulging in an orgy of
application of antitrust law in the health care arena.

Representative SCHEUER. By the Justice Department?
Mr. SCHRAMM. By the Justice Department and private litigants.

Only 2 days ago, the Supreme Court basically voided the ability of
physicians to effect peer review on other physicians.

Representative SCHEUER. I know. I saw that. I thought it tragic.
Mr. SCHRAMM. I couldn't agree with you more. But that is indica-

tive of the high level of antitrust litigation that goes on throughout
this field and it does more to dampen effective central collection of
information than you can imagine.

Without the information, we cannot make progress.
Representative SCHEUER. Mr. Schramm, I wish you would submit

a little informal memo to us, or a position paper, outlining the
antitrust problem as a problem in the collective aggregation of the
kind of statistical information that we need to get our economic
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house in order in the field of health care delivery, with some legis-
lative recommendations.

It can be informal. It doesn't have to represent the Health Insur-
ance Association of America; it can be your personal views. And I
think that would be very helpful to us. You made an extremely
thoughtful statement of what a major problem it is in aggregating
health statistical information that would be extremely helpful to
government and to all health care providers, to health care reim-
bursers, to you, to Blue Cross and Blue Shield. You seem to be very
much at the cutting edge of thinking about this.

I would appreciate that very much if you would.
Mr. SCHRAMM. I would be delighted to. Thank you for the invita-

tion. I will comply, pronto.
[The following information was subsequently supplied for the

record:]
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Health Insurance AsSociarion of Arnerica

(1rt I Shran-n,

Pdi July 28, 1988

Congressman James Scheuer
Chairman, Subcommittee on Education and Health
Joint Economic Committee
G01 Dirksen Senate Office Building
Washington, DC 20510

Dear Mr. Scheuer:

I attach for your review the material you requested during
hearings of your subcommittee on issues in health care financing.
You will recall I suggested that the antitrust laws pose one
impediment to more successful cost containment initiatives in the
private sector. Here is some background information which
elaborates the point I made.

In 1985, U.S. Senator Arlen Specter (R-Pa.) introduced
legislation that would allow health insurance companies to work
together in an attempt to hold down -the spiraling costs of health
care. Currently, this kind of cooperative effort is a violation
of the antitrust laws. Senator Specter's bill, S. 379, entitled
the "Health Care Cost Containment Act of 1985," would have
provided a limited exemption from antitrust liability to allow
health care insurers:

-- To collect and use health care data to
evaluate the costs and quality of various
health care services;

-- To provide consumers with information
about the costs and quality of care to
allow them to make rational and informed
choices among the various providers of
health care;

Upon introducing S. 379, Senator Specter stated that the bill
"would allow insurers to enter into agreement with providers
clearly stipulating the level and cost of health care, thereby
promoting competition within the health care industry and giving
further clarity to consumer decisions on how to choose health care
most efficently."

1025 Connecticut Avenue, NW Wshington, DC 20036-3998 2021223-7800 Telecopier 202/223-78)7
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To deter any potential abuse of the antitrust exemption, the

bill empowers the Attorney General to sue to enjoin any of the

permitted activities which are found to increase health care costs

or to unduly restrict competition.

Senator Specter cautioned that the bill is "not a panacea" to

the problem of exploding health care costs, but is "a reasonable

first step" towards cost containment. The full text of the bill,

which was referred to the Senate Judiciary Committee, is included

along with Senator Specter's introductory remarks in the enclosed

excerpt from the Congressional Record.

I hope this information is helpful. At your request, the HIAA

will be all too happy to follow-up with further information and

assistance.

Sincerely yours,

Carl J. Schramm
President

CJS/gmg
Enclosures

CC: David Podoff
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STATEMENT

OF THE

HEALTH INSURANCE ASSOCIATION OF AMERICA

, ON

S.205i - THE HEALTH CARE COST CONTAINMENT ACT;

PRESENTED BY

JOSEPH H. REESE, JR., CLU

BEFORE THE

SENATE JUDICIARY COMMITTEE

JUNE 26, 1984

88-544 0 - 89 - 23
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I am Josepn H. Reese, Jr. Chairman of the Board and President

of Provident Indemnity Life Insurance Company of Norristown,

Pennsylvania. Today I also represent the Health Insurance

Association of America. HIAA is the national trade association of

the health industry. It consists of over 300 insurers which

together write over 80% of the health insurance sold by insurance

companies in the United States.

I am accompanied oy John R. Hurley, Assistant General Counsel,

and James A. Dorsch, Washington Counsel, of the HIAA.

We firmly support the enactment of S. 2051. This bill grants

to the insurance industry a very limited exemption from the

application of antitrust laws so that insurers may collect and use

healtn care data on a joint basis to control health care costs,

and to jointly negotiate with health care providers for

cost-effective, quality health care for their insureds. The bill

also provides for surveillance of these activities by the Attorney

General.

The purpose of the Act is simply to allow insurers to oetter

use their market influence to help hold down the calamitous rise

in the cost of getting well. The Act also will help to provide

consumers with more and better information so that they can become

a moderating force on health care costs.
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The purpose of my statement is twofold. I would first like to

describe to you the problem of cost and competition which

confronts the entire industry. Then I would like to speak on

behalf of our own company and also many other smaller life and

health insurance companies in this country, who are directly

affected by the severely escalating medical provider costs in our

country, and oy the cost shifting that has resulted from

underpayment for health care by other payors, including the

federal government.

The Problem

The high cost of health care is a national problem which to

date has defied solutions. From December 1982 to December 1983,

the national inflation rate averaged 3.8%, but the hospital room

and board component of the consumer price index rose 9.3% with

significantly higher increases in the larger population centers.

Health care expenditures now represent 10.4% of the GNP, or $362

billion. The expansion of the system for better or worse,

continues unchecked by regulation or market forces. In the states

of Massachusetts and New York in 1983, over $2-1/2 billion in new

hospital-relatec construction was planned, and would have gone

forward except for legislative and executive moratoria imposed by

those states. In Pennsylvania, similar approved construction

totaled $2.743 billion for 1979-1982 and no effective mechanism,

puolic or private, exists to question the need for such expansion

or to provide competitive checks and balances.
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Every American consumer is bearing the burden of health care

inflation. We pay for it in increased taxes to pay for Medicare

and Medicaid, which cost taxpayers over $70 billion in 1981. We

pay for it through increased health insurance premiums, which rise

in response to the higher cost of care. Annual premium increases

of 30% and more are not the exception today, but the rule. We pay

for it through the increased costs of goods and services passed

through by employers who bear the impact of health care inflation

on employee benefit plans. If nothing is done to control these

increases, the nation will not be able to afford the costs of

getting healthy. When a semiprivate room in Philadelphia reaches

today's average cost of almost $300 a day and has increased in

cost 160% since 1976, it is clear tnat many people will soon be

forced to make hard choices -- not about the level of care or of

health insurance protection they can afford, but whether they can

afford nealtn care protection at all.

Tne Causes

Tne incredible advances in medical technology have contributed

greatly to our society's well-being. But the influence of new

devices, tests and drugs has pusned the cost of nealtn care upward
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in dramatic fashion. Professor Carl Schramm of Johns Hopkins has

made the following observations:

The rapid profusion of sophisticated equipment

for diagnostic testing is well-documented, and

the meteoric increase in the routine

administration of recently developed tests is

known to be one of the most important causes in

inflation of hospital costs and total health

expenditures...

New technology in health care nearly always

creates a demand for new, more highly-skilled

technicians...

...the net result is a higher total labor

bill... To the extent that new technology

continues to De developed and proliferated and

to the extent that physician's incomes increase

in proportion to the amount of testing ordered,

the pnenomenon of new technology and new capital

equipment being linked with higher unit prices

will remain a distinctive characteristic of the

nealtn care marKet.*

*Schramm, "A State-Based Approach to Hospital Cost Containment,"
18 Harvara J. Leqis 603 at 611 (1981).
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A leading problem which drives up the cost of care is the

inefficient and anticompetitive payment systems used to fund

hospital care. It is not hard to see that a system where the

hospital spends, and then is reimbursed without any true

accountability to anyone, provides for no incentive for the

nospital to save money or to operate efficiently. On tne

contrary, if a hospital wants more revenue, all it nas to do is

spend more money. Recent amendments putting the Medicare

Program** on a prospective pricing system will admittedly hold

down Medicare outlays, out hospitals can simply raise charges to

private patients. If the change to a prospective system provides

the right incentives to control health care expenses, and we agree

that it does, changes are equally needed by those who are not

eligiole for Medicare.

Another factor involved in the escalation of health costs is

the non-involvement of the consumer in the decisions made in

providing health care. Out of fear of sickness, lack of

knowledge, esteem and trust for physicians, and because in most

cases "the insurance company will pay for it," consumers have

**See e.g. P.L. 98-21, Social Security Amendments of 1983,
Sec.'601.
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little incentive to seek out cost-effective treatments. Consumers

do not have any idea what charges are being made for care, why

they are in one hospital rather than another, or why any

particular course of treatment, expensive or not, is necessary.

Physicians and hospitals understand all too well the patients

insulation from the impact of the cost of care. They have no

incentive to practice cost effective medicine. Tnus, as many

commentators have noted, "only the third party payor has any

immediate incentive to control costs".*

The Federal government, and some Blue Cross plans, because of

their structure and status, possess concentrated market power in

dealing with hospitals. They can protect their positions through

issuing regulations or oy nard bargaining. For the vast majority

of the country, however, neither the insurance company nor the

employer has sufficient local volume to negotiate effectively.

There are over 1,000 companies selling health insurance, many

on nationwide oasis. Tne market is extremely dispersed. The

reason lies in the highly competitive structure of the industry.

In 1983, the largest healtn insurer, Prudential, underwrote only

some 4.3% of the health insurance business measured by premium

volume. The business of the top ten insurance companies totaled

* Kallstrom, "Health Care Cost Control By Third Party Payors",
1978 Duke L.J., 645 at 648 (1978)



704

only 18.7% and the top twenty companies totaled less than 25.3%.*

Since these companies operate in 50 states and may have insured

patients in any of 6,000 hospitals, their individual buying

influence in any particular hospital is limited.

Some observers question why insurers do not act jointly to

influence provider behavior on costs and quality of care. The

answer lies in the legitimate concerns of the insurance industry

that such joint action would subject it to governmental and

private actions charging violation of federal and state antitrust

laws.

The McCarran-Ferguson Act offers no protection for insurer

joint action on cost containment. Any joint action which would

limit or prevent provider reimbursement, such as denying payment

to a hospital which overcharges for care, can be construed to be a

boycott and thus outside the jurisdictional protection of

McCarran. (See 15 U.S.C. Sec. 1013(b); St. Paul Fire and Marine

Ins. Co. v. Barry, 438 U.S. 531 (1978). In any case the McCarran

Act does not in and of itself protect insurer involvement with

*Source: National Underwriter, June, 1983. Blue Cross data is
not availaole to the National Underwriter or to HIAA. However, we
assume for purposes of general description of the market that Blue
Cross plans comprise roughly 50% of the market for private health
care coverage.
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providers in cost containment activity. (Pireno v. Union Labor

Life Ins. Co., et al., -- U.S. -- , 102 S. Ct. 3002 (1982)).

The justice Department has expressed considerable concern

about any joint insurer activity involving contact with providers

on the questions of cost and quality of care.*

Tne Federal Trade Commission has similarly made it clear that

insurer involvement in cost containment activities, while

generally permissible, is subject to close scrutiny.**

Insurers believe that if they are allowed to use their

considerable aggregate market power on a joint basis, they can

become the kind of bargaining agent for their customers that is

needed to place appropriate market forces into play in the health

care delivery system. Without such joint action, hospitals and

doctors can continue to price their services and use them without

any real limitation.

,See, Business Review Letter on Marylano Health Care Coalition,
dsted February 19, 1982, from William F. Baxter, Assistant
Attorney General, to Patrick Renaud.

--See, Advisory Opinion to Health Care Management Associates dated
June 22, 1983.
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The antitrust laws were formulated to promote and assure the

American public of tne benefits of competition. In this case, tne

application of those very laws to insurers is stifling efforts to

promote competition in a field where such efforts are drastically

needed. In this case, a limited exemption to the antitrust laws

is necessary to carry out the intent of those laws.

Now I would like to snow you how this cost problem and this

competitive dilemma affects my company.

Provident Indemnity Life Insurance Company was founded in

1895, has approximately twenty-one and one-half million dollars of

assets and annual revenues of about twenty million. Our company

operates in fourteen states and our principal source of business

is providing health insurance coverage for.small employers.

Currently we have in excess of 2500 small businesses wno rely on

us for their health insurance coverage. We are one of relatively

few insurance companies left in the Uniteo States who are still

operating in the small group health insurance field, with most

having dropped out Decause of extensive operating losses in their

health insurance lines. As a matter of fact, many insurance

companies nave been driven completely out of the healtn business

as a result of major losses in this part of their operations,

incluaing such substantial companies as the Penn Mutual Life

Insurance Company of Philadelphia, where I spent the beginning

years of my own career.
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According to the Life Insurance Management Research

Association, tnere are today some twenty-one nundred and

ninety-five legal reserve life insurance companies in our

country. A.M. Best ranks our company, as of December 31, 1982 as

624th in terms of insurance in force, and 808th by overall assets

based on the companies tney rate. We are indeed a small company

but it would appear that over 60% of all insurance companies in

the United States are smaller than we by any measuring device.

Our company is a memDer of both? the American Council Life

Insurance and the Health Insurance Association of America, but we

sometimes are concerned that the impression created by these

organizations to the Congress is that all insurance companies are

of substantial size and financial worth. The largest 150

insurance companies represent about 80% of all company assets, but

there are also some 2000 additional companies, employing thousands

of persons, who are not included among the larger company group.

Some companies appear to have the wherewithal to sustain

themselves through harder economic times, but many insurance

companies have had, and will have, great difficulty with the

ongoing problem of escalating nealtn costs, speculative rating

procedures which are suggested by other pending federal

legislation, and other factors.

To illustrate the impact of escalating health costs, I would

like to furnish to you some figures concerning the operations of
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our own company. In 1979 Provident Indemnity had healtn insurance

premiums of approximately $8.6 million, which produced an actual

profit of some $534,000 from the health insurance business. In

1980 health premiums increased 14.7% to approximately $10 million,

while health claims went up 37.5%, resulting in an operational

loss from health business of $634,000. In 1981 health revenues

increased 23.4% to $12.3 millions, but claims increased 32.3%,

oringing about a loss from health business of $1,464,000. In

January 1982 a new management team, including myself, became

involved with the company in an effort to help resolve the

company's problems. During that year revenues on health insurance

went up 20.8% to $14.8 million, but claims increased 26.1%,

resulting in an operational loss from health business of

$2,613,522. During the three-year period from 1979 to 1982 health

insurance revenues increased 71%, while incurred claims went up

120%. The total losses on health insurance business during those

three years amounted to $4,712,625 or an amount equivalent to

approximately two and one-half times the company's net worth as of

DecemDer 31, 1981. Our basic survival has occurred only through

substantial premium increases, drastic terminations of coverages,

elimination of poorer-risk clients, tremendously high selectivity

of new insureds, as well as significant new investor capital. I

am pleased to report that health business has now returned to

profitability but because of our company's size we remain alert
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and deeply concerned as to the great risk we are taking by being a

health insurer in today's environment. We are also concerned with

the consumer's ability to continue to sustain large annual

increases in health insurance premiums.

The factors that have nurt our company during these troubled

years are many. The major impact on this company has been

external factors over whicn our company, as is true of other

health insurance companies, has had absolutely no control. We

were faced witn rapidly escalating health costs, both medical and

surgical, at a rate three and four times the rate of general

inflation, which in itself has been unbearably high as we all are

aware. Our industry was caught almost unaware, was slowerthan it

should have been to react, but in retrospect it would have been

difficult to raise our insurance rates as fast as medical

providers raised theirs without a major loss of business

occurring. Tne position of the smaller life and healtn insurance

companies has been severe, both because of the competitive

environment, and our inability to fall back on substantial dollars

of reserves which exist with some of tne larger companies.

In closing, we feel that passage of Senate Bill 2051, while

not a panacea to the proolem, is a significant step towards cost

containment. Enabling insurers to use our combined market power
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would enable us to take an aggressive oargaining position for the

benefit of all consumers.

S. 2051 would enaDle the insurance industry to compile and use

joint health care data to give consumers more information about

charges, length of stay, testing procedures, and the like, that

would result in a consumer being more educated, more aware, and

thus more likely to do something about health care costs.

S. 2051 is the embodiment of competition. It calls for no new

regulation. Its purpose is to enhance real competition in the

delivery and financing of health care. If the national goal is to

reduce health care costs, and if the Congress acts favorably on

S. 2051, the health insurance industry will gladly do its part.

We simply ask for the tools to work with.

Description of Limited Antitrust Exemption

The proposal attached to this explanation allows payors of

health care, singly or jointly, to do two things: 1) to collect

and use health care data to evaluate the costs and quality of care

rendered by providers, and to provide consumers with information

aDout the costs and quality of care which will help them make

rational and informed health care provider choices and to promote

competition among providers; and 2) to enter into agreements with
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providers which will stipulate levels of care and cost for health

care consumers so that each consumer's health care dollar will be

most efficiently spent, and which will promote competition among

providers and payors based upon such agreements.

The bill allows the Attorney General to investigate activities

undertaken pursuant to this act and to file suit to stop any

activity which is found to be increasing health care costs or is

unduly restricting competition. This broad power will act as an

effective deterrent to potential abuses of tnis exemption.

The exemption is designed to protect only those designated

activities of payors narrowly related to cost containment and

would not apply to price-fixing, customer or territorial

allocation, or other violations of the antitrust laws, or to other

activities which do not have as their sole and specific purpose

the containment of health care costs.

The exemption is designeo to override any conflicting state

law which would prevent payors from performing the oill's

designated activities. It is not intended to supersede state

nospital cost control statutes or insurance laws wnich do not

conflict with the bill's purpose, but wnich may impose additional

duties or responsioilities on payors or providers.
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Conclusion

The magnitude of the health care cost control problem compels

government and private business to take unusual steps to reach

solutions. Antitrust exemptions are not suggested lightly. But

in order to control costs and to promote competition, this narrow

exemption must oe implemented. Without it, a strong and active

voice for the consumer and for competition will remain muffled and

weak.

SYNOPSIS OF BILL

Section 1. The popular name citation demonstrates the direction

in which the legislation want the affected parties to go -- toward

cost containment.

Section 2. The findings of Congress are self-explanatory.

Section 3. The definitions of "health care provider" and

"insurer" are drawn broadly to assure that all interested parties,

including employers, Blue Cross plans, HMO's and others, are

allowed to participate equally in cost containment activities witn

all kinds of health care providers, both in and out of hospitals.

Similarly, "health care services" as defined in the Medicare law

encompasses inpatient and outpatient services of all types.

7
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Section 4. The exemption applies to all federal antitrust

statutes and the FTC Act. The activities listed in subsections a)

- c) are narrowly drawn to assure that the exemption is not

misused and to focus upon proven and effective methods of

payor-provider interaction in cost containment.

Section 5. The Attorney General's power to seek injunctive relief

if an activity is counterproductive or unduly anticompetitive is

meant to allow for speedy and effective cessation of anyabuses of

tne exemption. It is not believed to be necessary to provide for

damages since the elimination of the abuses will be

self-correcting.

Section 6. State laws which nave been construed to prohibit joint

payor cost containment action include state antitrust and little

FTC acts and insurance unfair trade practice statutes, among

others.
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January 13, 1984

S.2051 - The Health Care Cost Containment Act
of 1983 - Senator Arlen Specter

Problem addressed: Rising cost of health care.

Question: Why don't health insurance companies use their
collective buying power to hold down rising health
care costs?

Answer: Collective action risks government and private
actions charging federal and state anti-trust
violations.

Individually, insurers lack sufficient economic
clout. Market very competitive and dispersed. Top
10 companies have only 20% of market; top 20 less
than 27%; largest have less than 5% and are spread
over 50 states with patients in 6,000 hospitals.

S.2051 would allow health insurers:

- To collect and use health care data to evaluate the
costs and quality of various health care services;

- To provide consumers with information about the
costs and quality of care to allow them to make
rational and informed choices among the various
providers of health care;

- To negotiate jointly agreements with health care
providers that will stipulate levels of care and
cost for consumers so that each consumer's health
care dollar will be most efficiently spent.

Safeguard: Attorney General empowered to act against any
activity found to increase health care costs or
unduly restrict competition.
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Mr. SCHRAMM. The second thing I think we do is to engender a
discussion about what the institutional delivery system looks like.
We have spent 10 years of looking at IPA's, HMO's, and PPO's as
well as hospitals.

Representative SCHEUER. Just for the record, maybe you could
give us the English language equivalent.

Mr. SCHRAMM. I hope I can.
HMO's are health maintenance organizations. PPO's are pre-

ferred provider organizations. IPA's are independent physician as-
sociations.

I think it is high time we had a test of what we were getting for
this institutional reform. One of the things that troubles us from
our data is the suggestion that many of these reforms have driven
an enormous shift into the outpatient area. At the same time, we
can conclude fewer people who are insureds are being admitted.
The cost of a hospital stay has gone up enormously on a per capita
basis.

Representative SCHEUER. Even though average daily stay is going
down.

Mr. SCHRAMM. That is correct.
And the net conclusion, I think, that is unavoidable, is that there

are fewer people being treated in hospitals at the same aggregate
level of spending, adjusted upward for inflation, and at the same
time we have had enormous explosive growth in the outpatient
side.

The really incontrovertible conclusion is that the whole system
costs more but we have managed in the process to have seen enor-
mous institutional upheaval on where the situs of delivery is. We
must now test to see whether or not this has yielded effective out-
comes, which I doubt seriously, and whether or not it has improved
the quality of the physician-nurse-patient interaction.

Representative SCHEUER. So you are saying-and I don't want to
put words in your mouth-but you seem to be saying the system is
costing a great deal more but not necessarily delivering more first-
class health care, either in the hospital system or in the outpatient
system.

Mr. SCHRAMM. You haven't put words in my mouth. That is ex-
actly the doubt I wanted to raise, in just those terms.

The third thing I would suggest is we must pay more attention to
the question of copayment. I have included some data in my pre-
pared statement that suggest that while we believe there has been
an enormous growth in the copayment principle; that is, most indi-
viduals are paying much more out-of-pocket for medicine and so
forth, when adjusted for increases in per capita disposable income,
we have seen very little and probably statistically insignificant
change in the copayment experience in the population at large.

We know that where copayment has increased, we see smarter
decisions being made by individuals. So I think we should assert a
commitment to copayment, but examine whether or not we in fact
have the phenomenon, in truth, underway.

The fourth and final observation I would make is that, sadly, we
have seen enormous retreat by the Government from the treaty
that was forged in 1965 over medicare and medicaid. There has
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been continued erosion in the title XIX program in terms of enroll-
ment, coverage, eligibility, and so forth.

I think it is important that the Government reassert its responsi-
bility on this frontier, and with that responsibility the concomitant
responsibility- to regulate providers. It is easy for the Government
to consume itself with an idea that it is just another insurance
company operating more and more like a market animal. That is
not the role of the Government. It wasn't intended in 1965, and the
Government cannot move in that direction just to avoid the uncom-
fortable problem of inspecting and potentially regulating the pro-
viders.

Finally, I think Mr. Owen has actually pointed out the real
reason we have to have government commit itself again here. That
is, the absence of predictable public revenues has caused many pro-
viders to essentially assume a profiteering motivation only to build
up reserves against government essentially violating previous
promises. I think perhaps the most important thing the Govern-
ment could do is commit itself to a steady, predictable promise of
payment to the providers. That is reasonable and sensible and, as I
say, predictable.

Thank you for the opportunity to be here this morning.
[The prepared statement of Mr. Schramm follows:]
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PREPARED STATEMENT OF CARL J. SCHRAMM

I am Carl Schramm, president of the Health Insurance
Association of America, the trade association representing
350 insurance companies. Our members write more than 85
percent of the private health insurance provided by insurance
companies in this country. We are deeply committed to
providing quality, cost-effective health care for all
Americans.

The rate of health care inflation is preposterously high
relative to other more stable prices. Last year, the
medical care component of the consumer price index (CPI)
surged 6.6 percent, compared with a general inflation rate
of 4.4 percent (see figure 1). In 1986, the medical care
component grew 7.7 percent while the general inflation rate
grew at only 1.1 percent. In fact, there have been only two
years since 1946 when medical care prices did not outpace the
CPI--in 1979 and 1980, when the entire country was affected
by high energy costs and consumer interest rates. While
health care inflation is not a new phenomenom, we are
witnessing significant changes in its composition. An
increasing proportion of the medical care component of the
CPI is due to care delivered out of the hospital, in so-
called ambulatory care settings.

Partly as a result of the persistent difference in
inflation, health care expenditures as a percentage of the
gross national product (GNP) have risen steadily, from about
5 percent in 1965 to 11.5 percent last year. Health care
expenditures as a percent of GNP not only are substantially
higher in the United States, in comparison to Britain, Canada
and all the OECD countries, but also are increasing at a
higher rate (see figure 2).

In the mid-1980s, there was optimism that we had beaten
the problem of health care inflation. Recall the 1984
statement of Secretary of Health and Human Services,
Margaret Heckler: the war on hospital costs has been won,
she declared. In fact, it has not been won, and in real-
economic terms, the problem is even worse now. The culprit
is service intensity.

Is America doing the right thing by spending an
increasing amount of money mostly on acute medical care?
There are several good reasons why the answer should be
"no."

one is that beyond a certain point, spending more money
on health care does not make sense. To be sure, many people
alive today owe their continued life to various medical
breakthroughs. Equally important are those therapeutic
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advances that result in an enhanced quality of life for many
who would otherwise be disabled by disease. But not all care
is good care or, more to the point, appropriate care.
Overutilization of many commonplace procedures is ubiquitous
and, in fact, may actually harm patients.

Second, while several indices of health status of the
population have shown improvement (notably life expectancy in
the upper age cohorts), there is much evidence suggesting
that this results from improvements in personal disposable
income -- not advances in acute care medicine. Thus, if
America is to spend more real GNP on improving the health
status of all its population, it would be more effectively
accomplished by raising personal income and hence living
standards.

Insurers have implemented several strategies to manage
health care costs. In 1984, only about 4 percent of
commercial group business was in some form of a managed
health care plan (see figure 3). Last year, nearly 60
percent of commercial group business was in such plans, in
either a health maintenance organization (HMO), preferred
provider organization (PPO) or fee-for-service plan. The
main way in which managed care plans control costs is by
examining the appropriateness of a hospital admission or
procedure before it-takes place. Many people believe that
this process has had a sentinel effect--that is, one
cost-conscious strategy stimulates cost-consciousness in
general--and has worked to keep claims costs down.

But insurers might be victims of our own success. As we
moved to constrain the per stay price paid in inpatient
settings, more and more care has been delivered in outpatient
sites, which have little or no utilization controls. As
hospital admissions dropped dramatically, the number of
visits outside the hospital setting grew so rapidly that the
large savings expected never materialized. Some people refer
to this as the squeezing-the-balloon syndrome: Push down in
one place, and you will get a bulge in another place.

To illustrate this point, the amount of surgery
performed on an outpatient basis increased from about 15
percent in 1980 to 40 percent in 1986, and the number of
ambulatory care centers and patient visits to them grew some
three-fold. Outpatient care accounts for up to 50 percent of
total health care expenses for some employers. The growth in
outpatient care is also reflected in revenue data (see figure
4). Outpatient revenue surged 16 percent in 1986 and 13.5
percent in 1987. At the same time, inpatient revenue
increases hovered around 5 percent. What we are witnessing
is a new form of health care inflation, one which generates
from care delivered out of the hospital and which is
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virtually immune from the existing cost control mechanisms
such as utilization review and prospective payment.

In addition, the traditional inflationary forces--
particularly those keyed to new medical technologies, the
aging of America and inpatient costs -- are on the rise.
One area of particular concern is in alcohol and drug abuse
treatment. The needs are vast: One in four families has an
alcoholic in it. Insurance companies are witnessing a
tremendous growth in the use of alcohol and drug treatment
facilities. For example, based on one large insurance
company's experience, mental health and chemical dependency
expenses rose by 21 percent last year. Another major
insurer reported that between 1985 and 1987 hospitalization
rates increased by 25 percent for psychiatric services while
the rate declined by 20 percent for medical and surgical
services (see figure 5). As the number of health services--
and people served -- increases, so too will the nation's
health care bill.

Is it possible to control health care costs, or is it an
illusory goal? As an economist, and as president of HIAA,
I believe there are ways to better manage these costs, and
ultimately to constrain them. Since we are dealing with a
new kind of inflation, we may have to seek new solutions,
particularly those that affect outpatient as well as
inpatient care. In addition, since health care is
determined in local markets, we may want to seek different
solutions in different markets. Insurers and other actors
in developing health policy are beginning to do this by:

-Pooling data on physicians' practice patterns and
charges;

-Selectively contracting with providers;

-Increasing cost sharing;

-Seeking pluralistic solutions; and

-Reaffirming our national commitment to a
public-private partnership to provide appropriate,
cost-effective care.

It has long been documented that physicians' practice
patterns and charges vary widely from community to
community, based on factors such as competition, hospital
occupancy rates and physician training biases. For example,
a woman is four times a likely to have a hysterectomy
performed on her in one New England locality as in another.
Similarly, physicians' charges range widely. While
information such as this provides important insights into
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health care expenditures in a community, it does not add to
the knowledge base about practice patterns and charges of
specific physicians. Within the constraints of antitrust
laws, it should be possible for purchasers of care -- namely,
insurers and employers -- to pool their claims experience.
Without pooling, most insurers find they have inadequate
claims experience to determine who are the high quality,
cost-effective physicians. These data also should prove
useful for targeting utilization review on those physicians
with inappropriate treatment patterns.

If insurers were armed with this sort of information,
insurers could more aggressively contract with providers--
hospitals, physicians, outpatient centers and other community
based health care services. We must strengthen the role of
the insurer as the purchasing agent for employers and
employees and their dependents. Insurers must be able to
negotiate terms before patients enter a physician's office,
the ambulatory care center or the hospital. This is one of
our best hopes for controlling costs.

Unfortunately, health care costs will continue to rise
as long as people who use the services take little financial
risk. Increased cost sharing with insureds would provide this
leverage. Paying more for service with a higher deductible
and/or higher copayment clearly provides an incentive to use
health care services less often. The RAND Corporation found
that health expenses for families with free care were nearly
50 percent greater than families with a catastrophic, high
deductible plan.

Increasing cost sharing is never a popular move,
especially since many people think that their share of the
health bill has risen enough over the past few years.
Perception and fact often differ. When inflation is
factored in, most insureds pay no larger share of their
health care bill in 1985 than they did in 1981 (see figures
6-8). Yet their benefits have greatly increased. For
example, an increasing number of plans routinely offer
dental coverage. At the same time, advances in medicine
have greatly enhanced the value -- as well as the cost -- of
traditional coverage.

One-shot solutions to the problem of health care costs
will not work. Problems as complex as modern health care
financing seldom yield to simple solutions. It is folly to
believe it is possible. Instead, we should seek pluralistic
solutions. We should support state rate-setting where it is
proven effective; we should strengthen the ability of HMOs
and PPOs to negotiate with providers.
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While working to contain costs, we should not lose sight
of the 35 million to 37 million uninsured Americans who do
not have access to the health care system at any cost. I
believe it is possible for the public and private sectors to
provide health care coverage for all Americans.
Increasingly, difficult decisions as to the extent of that
coverage will be made as more demands are placed on our
resources. Nevertheless, the public sector cannot retreat
from its responsibility to provide coverage for those who
cannot afford to do so themselves. For its part, the private
sector's responsibility is clear: to offer affordable
coverage to all working Americans and their families.
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Employee Deductible:
A Comparison Between 1981 and 1985
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patient in terms of the fixed cost doesn't change. They are sitting
in my hospital.

Now, that percentage is even more dramatic because there are
only 800 of those beds that are medical-surgical and that is where
those patients sit.

Many other countries have looked at dealing with the aging pop-
ulation in ways other than health. We have mentioned it today,
housing and so on. But I don't think you can cut the health care
cost until you have replaced the service someplace else. So that the
health care effect has to be further down the pike. Don't cut health
care first and then go to housing, because those people aren't going
to leave my hospital. So really all you are doing is diluting care
because a fixed revenue and a fixed patient base means that I have
to do the best I can.

NEED TO REDEFINE ALLOWABLE COSTS

And we have a very real schism in this country on that. I mean I
go through, daily, all sorts of thoughts as I go through my mail be-
cause I get in my mail every day, because of the competitive envi-
ronment that Mr. Anderson mentioned earlier, brochures that say
buy shampoo, brochures advertising a hotel packet, and brochures
on how to make your hospital more competitive. You can have
chocolates with your hospital emblem on it.

Now, the people selling these things are not, obviously, bad busi-
ness people. There must be a market and somebody is buying this
stuff, and I know that patients are requiring it. It can cost, if you
look at some of these things, anywhere from $2 to $4 a patient ad-
mission. In my hospital for 45,000 admissions, that would be
$150,000 a year for shampoo and chocolate. No health care impact.

It is going on and it drives me crazy that I can't find money for
the underserved, and somebody is buying shampoo and chocolate.

So the definition of what the health care system is and how that
money gets used, the notion of competition and case payment is
good, but the question of allowable costs must be dealt with, and I
think we can define what are allowable health care costs so that
we will not end up with this inequitable distribution with windfall
profits on one side and windfall losses on others.

PERSONNEL SHORTAGES AND RISING COSTS

The other issues I would like to just touch on briefly are some
things that are very real in terms of what is happening with health
care manpower. We can talk about education, we can talk about
saving money, but we better face the fact that the nursing and
other health manpower shortages that are occurring today in acute
care facilities will require increases in base costs. Nursing repre-
sents at least 50 percent of most facilities' costs. You have heard it;
it is all over Washington; it is all over this country.

We have already reopened a nursing contract negotiation in our
institution, as have many of the other New York City institutions,
at an increased cost to us of over a million and a half dollars a
year. No one is going to pay that on a real time basis. So what does
that mean? We are going to dilute, we are going to shift expenses.
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Some of them are being more efficient and so we will get more
for the dollar. But I don't think the inefficiency rate is going to end
up as high as some of these cost things. Hospitals are hard places
to work. The images have been destroyed. That issue must be
looked at.

MEDICAL EDUCATION AND RISING COSTS

The second area has to do with graduate medical education,
which is I think probably one of the largest cost areas which has to
be looked at, as to what are we achieving with that and why. But
we must remember that it is inextricably intertwined with the de-
livery of care. And in institutions like mine and in areas like mine,
care to the poor is delivered by the faculty and the house staff. And
if they are gone, they will have to be replaced by someone else, and
their services will have to be delivered in another way.

So that the cost-take it out, but, then remember that there is a
care cost that has to go back in. And so far, the little work that I
have seen done in this area shows that it is equal or more expen-
sive to replace positions.

Now, I will not justify nor try to justify-so if you think you
have the question, please don't ask it-why it is so expensive and
should it be that expensive? We don't have good data, and Mr.
Schramm's comments are quite appropriate in that area.

But it may be too expensive. But just like we don't know why it
should cost so much, we shouldn't make it too expensive without
making changes in the system that are irreversible in terms of care
and education. So drop it, yes; but watch how low we go and let's
be careful and make these changes slowly and measure their
impact.

AIDS

The third area I would like to talk about is AIDS. We have not
discussed that today and I can understand why it isn't yet a medi-
care problem. I think it may well become a medicare problem, but
it is a government problem.

Representative SCHEUER. How could it become a medicare prob-
lem? By means of drugs that prolong the life of a person during
their sexually active years to the point where they get to be 65 or
70, and they still have the problem in their systems?

Ms. CHOOLFAIAN. Well, yes.
The notion that we don't have AIDS patients who are 59 or 60

years old is not real. So that this population, and we've seen this
in-if you look at things like cystic fibrosis or leukemia, we have
seen diseases which, if they don't get cured, end up in the long
haul, lengthening life, or from other points of view, a disability
point of view or whatever.

So that the potential of AIDS to have long-term impact on medi-
care is great, and the notion that the national statistics, although
they show that this is a problem limited to particular groups at
this point in time, when you start to look at it in the more specific
base, you find that isn't the case.

In New York, for instance, to give you a sense of the magnitude
of what we are dealing with in this context, these patients repre-
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sent about $18,000 per year per patient. The increased incidence is
expected to result in a need by 1991, by recent studies done in New
York, an additional 1,300 to 1,500 hospital beds. That is almost one-
third to 50 percent of the beds that have been cut out of the system
that may have to be put back into the system.

It is one of the reasons we are seeing in New York none of the
trends that we expected to see that happened every place else. I
know New York is different. We never do anything the way every-
body else does it, but in fact our occupancy rate today are over 90
percent in the overall hospital and over 100 percent in the medical-
surgical areas.

The issue is with patients waiting in the emergency rooms.
Representative SCHEUER. In what kind of hospitals?
Ms. CHOOLFAIAN. Medical-surgical beds. The adult medical-surgi-

cal beds.
Representative SCHEUER. Ninety percent of them are in--
Ms. CHOOLFAIAN. No. Over 100 percent occupancy in our medical-

surgical beds. And if you do overall, when you include obstetrics
and pediatrics, it is over 90 percent occupancy.

With patients in emergency rooms, from 1 to 3 days sometimes,
waiting, for admission. So that the effect of AIDS and the effect of
patients not being able to leave the hospital for other facilities are
all critical issues that have to be looked at.

I have other information about AIDS if you want to pursue that,
but I won't take the time now.

Representative SCHEUER. Are those views in your prepared state-
ment?

Ms. CHOOLFAIAN. Yes.
Representative SCHEUER. Very good.

DEFINING PRIORITIES

Ms. CHOOLFAIAN. The last two points really deal with the ques-
tion of capital improvements which are going to have to be looked
at. And again I think the same kinds of things in terms of how we
look at the system, all of these things are measurable and it
doesn't mean that everybody should get a lot of money, but it
means that we should define quantitative measures. There are
ways to quantitatively measure the state of buildings, age, and so
forth.

So that to simply go across the board and throw money at an in-
stitution because that is what their percentage is is one which
means we are going to lose. And I think the fundamental principle
of just saying you, individual hospital, control how money gets
spent on the other side says that many will receive shampoo and
chocolate and others will not receive facilities and care.

I will stop there and take any questions you have.
[The prepared statement of Ms. Choolfaian follows:]
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PREPARED STATEMENT OF ANNETTE CHOOLFAIAN

Good morning. My name is Annette Choolfaian. I am

Executive Vice President of the St. Luke's-Roosevelt Hospital

Center in New York City. St. Luke's-Roosevelt Hospital Center

is the largest voluntary teaching hospital in New York City.

We train almost 450 residents within 25 accredited medical

specialty programs. we are affiliated with Columbia

University College of Physician & Surgeons. We operate two

full service acute care facilities with a combined total of

1315 acute care beds; we provide approximately 420,000 days of

care to 45,000 inpatients per year; and our current occupancy

is over 90%. Our hospital clinics and outreach and community

pruyvdilib L MUiV z IUL h L1.,, 300,000 patient visits per ycar and

our two active emergency departments treat 150,000 patients per

year. We employ 6,600 people. Like most urban teaching

hospitals our patient population includes both rich and poor -

the ordinary and the famous. Our neighborhood on Manhattan's

West Side includes luxurious cooperative apartments, Lincoln

Center, elegant shops, restaurants, large and small businesses

as well as neighborhoods of poverty that are federally

designated medically underserved and health manpower shortage

areas. St. Luke's-Roosevelt Hospital Center receives one of

the highest payments to a voluntary hospital from New York

State's Bad Debt and Charity Pool for uninsured patients.

In 1988, the Hospital's operating budget is almost

$350,000,000. Medicare, Medicaid and Blue Cross account for

almost 80% of our patient reimbursement. Therefore, adequate

federal and state reimbursement policies that recognize the

complexity and expenses of the urban teaching hospital

environment are essential to our survival.
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I appreciate the opportunity to share with you my

thinking on current and future payment methods for the payment

of hospital care.

I will begin by identifying some of the general

principles which I think must be incorporated into any payment

system. In addition, I will highlight six specific areas of

health care Reimbursement that significantly affect the

quantity and quality of services we deliver in the inner city

teaching hospital. They include AIDS, payment for graduate

medical education, reimbursement for nursing and other health

manpower, reimbursement for capital expenditures, payment for

long term care, and reimbursement for indigent care.

Please be assured that I am a strong advocate of cost

containment in the health care sector through efficient use of

services and facilities. However we must be sure that quality

of care is maintained in any effective reimbursement system.

A hospital reimbursement system should reflect the

full range of hospital costs incurred including operating cost,

depreciation, interest, education and bad debt and charity

care. We must recognize that the urban hospital system is

similar to the urban infra structure of bridges and roads. It

must be maintained, upgraded and enhanced before it collapses.

A health care reimbursement system must also reflect

general principles and be:

EgU abl - Our most important concern is how our

health care dollars are distributed. Equity dictates that

consideration be given to factors other than competitive
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pricing. Windfall profits for one sector of health care

can mean windfall losses for another. Demographics of a region

must be considered when pricing health care. The economic

status, age, and diversity of a community have an effect on the

type and cost of health services which are utilized.

Flexible and Responsive - Hospitals operate in an

ever changing environment and they are the first line of

defense for a myriad of medical and social problems. If our

financing system is not able to repond with additional monies

when appropriate, it will be impossible to maintain an

acceptable standard of care. Currently, when additional

unreimbursed costs are incurred and. payment is not received,

patient care becomes diluted. Our payment system must -be able

Eu eptynr to situations suCn as new diseases (AIDS), new

technologies (MRI), new treatments (TPA), new safety

systems(e.g. hazardous waste disposal) and manpower needs.

Additional money will be required to meet these needs. It is

difficult to be reimbursed for care when it is calculated on a

base year that is at best two years old and incompletely

reflects current needs and expenditures.

Cost effective - Incentives to operate effectively are

important and should be built into any reimbursement system.

They sho-uld be structured so that both the provider and the

payor benefit.

Reflective of a continuum of care - One of the

greatest problems we face is the lack of understanding that the

reimbursement system does not control the physiological,

physcological and social needs of a patient. We recognize that
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acute care services must be carefully defined so that

appropriate care will be paid for in appropriate settings.

However, discontinuing or limiting payment for a level of

service does not erase a patients need for care. It is

imperative that we ask ourselves what will the patient need

next, where will this care be delivered and how it will be

reimbursed.

Hospitals are legally and morally required to provide

care on demand and are not able to "throw patients out."

Hospitals face real disposition problems and must care for

patients until appropriate settings can be found, despite

reimbursement penalties. Limited revenues still must support

care for all patients regardless of their coverage. The real

world impact of reimbursement dicta must be carefully

understood before they are mandated across the board with

negative consequences and thus effect the overall quality of

service being provided.

NURSING AND HEALTH MANpOWER SHORTAGES

Let me begin my discussion of specific reimbursement

problems with nursing and other health manpower shortages.

Hospitals are labor intensive systems that require

highly specialized professional skills. The health industry is

entering into a period of severe manpower shortages which

affects the quality and quantity of health service. Although

we have faced shortages before, this time will be different.

In the past we were able to somehow "make do' by stretching
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services and staff and eliminating amenities. Today there is

little left to safely eliminate and we are faced with a more

acutely ill patient who is being cared for in a high

technology, sophisticated, scientific environment. We must

have highly skilled staff at the bed side, or in their absence,

the service will not be delivered.

Urban teaching hospitals average anywhere from a

10-25% nursing vacancy rate. There is now increased

competition for a declining pool of nurses. This shortage of

nurses is having a serious impact on our critical care units

and our medical-surgical practice areas.

Many of the major teaching hospitals in New York City

have already been forced to reopen their nursing contracts this

year and have increased nursing salaries by almost 3% to a

starting salary of $28,500. The annual impact of this type of

increase on an institution like ours is $1,200,000 per annum.

NonP nf F-hpnp dollars Are factored into our currant

reimbursement rates. These increases in salaries will at best

assist us in improved retention but they will not increase the

supply of nurses. Funding will be required to support the

implementation of innovative patient care delivery models with

redefined roles for nurses and other professional and support

staff. In addition, we must continue to evaluate nursing

benefits to retain and attract these critical professionals.

we will have to increase non salary benefits such as pension
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plans, flexible scheduling, day care and retention incentives.

The reimbursement system must be able to respond to these

problems on a realtime basis.

GRADUATE MEDICAL EDUCATION

The second area I would like to address today is

graduate medical education. As I mentioned earlier, St.

Luke's-Roosevelt Hospital Center is a major provider of

residency programs in the city, and trains 450 residents and

interns. Medical Education cost us almost $32 million per year

in 1988.

Residents and interns provide the majority of the

direct physician care for the poor and the indigent. Interns

and residents work long hours to deliver this care. Their

presence creates the ambiance of excellence of the teaching

hospital. These residents and our attending physicians who

teach and supervise them, are the basis of the quality of care

we provide. Despite the flaws of the current teaching and

training system, hospitals somehow manage to provide excellent

training while delivering quality care. The system is big,

complex and expensive and is stretched to the limit. Today it

is more threatened than at any time in the past fifty years.

Graduate Medical Education payments are being reviewed by the

Medicare program and substantial negative revisions may be

implemented in the near future.
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The current administration views limiting federal

payment for graduate medical education as a way to decrease the

federal health budget. They would like to view this as a local

and state issue. The system is too complex and too essential

to be financed by states and localities who cannot afford to

pay for it. Hospitals simply cannot afford unreasonable cuts

in payment for graduatp medical traininq. What is needed is a

more rational approach to this problem.

Current reimbursement mechanisms also do not allow

hospitals to substitute attending physicians and non-physician

providers for residents. If teaching programs are cut back,

hospitals will be forced to replace housestaff with other staff

at a much higher cost to the institution.

If training programs are reduced and payments further

constrained, those who will undoubtedly be hurt are those with

the poorest access to care, at most risk for disease and who

depend on teaching hospitals for primary and emergency

services. I urge you to ensure that the federal government

continues to support this system and avoid precipitous action

which will not be easily reversed.

AIDS

Clearly, AIDS and AIDS related diseases are having an

enormous impact on utilization of health services, as well as

on costs of providing care. St. Luke's-Roosevelt Hospital

Center has an average daily census of almost 70 AIDS patients.

We were the first voluntary teaching hospital to be designated

an AIDS Center by New York State.
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A study conducted by our hospitals showed that AIDS

patients require 8.9 hours of nursing care per day, while the

average medical-surgical patient requires 4 hours of nursing

care per day. AIDS patients had an average of 36 physician

visits per hospital admission. In addition, social work,

pharmacy, chaplaincy, dietary and housekeeping staff have been

severly stretched.

To combat staff fear and prevent burnout, we have

instituted extensive staff education. Training has focused on

the course of the disease, infection control, transmission and

treatment problems and coping with the emotional and human

dimensions of the problem.

To care for AIDS patients, we use more resources -

including disposables such as gloves, masks and gowns, and

pharmaceuticals - as well as personnel. This translates into

costs. In addition to the costs directly associated with

caring for AIDS patients, there are increased costs associated

with overall changes needed in the hospital to provide adequate

support. For example, because of the need to treat all blood

and body fluids as potentially infectious, we have had to

institute more extensive infection control procedures or "blood

and body fluid precautions." As a result, the number of

infection control nurses at St. Luke's- Roosevelt Hospital

Center has doubled. The need for special medical-surgical

"precaution supplies" has also increased.

In 1988, the cost of caring for all our AIDS patients

is estimated at $12 million. In addition, it will cost $1.2

million in specialized carting costs for infections wastes.



741

Our 1987 per diem costs, which averaged $515 for non-AIDS

patients, were $732 per AIDS patient. The cost of care for any

AIDS patient is estimated at over $18,000 per year. We have

estimated the cost of treating a patient over the course of the

disease at $75,000. Existing reimbursement methodologies do

not yet recognize the full costs of providing care to AIDS

patients.

The problem of caring for AIDS patients is

increasing. By 1991, it is estimated that there will be a

cumulative incidence of 45,000 cases of AIDS in New York

State. It is now estimated that 50 to 60 percent of New York

City's 200,000 Iv drug users are HIV positive. As the balance

of cases shifts to a higher proportion of difficult to manage

drug anuse patieuL>, we con oxpect an unprecedented need for

clinical, personal, and psychosocial care from the hospital.

Conservative estimates project the need for an

additional 1,300 to 1,500 hospital beds in New York City for

the care of AIDS patients. These beds do not exist now and

will need to be added to the system. Also needed are

significant increases in ambulatory care, home care, long-term

care and hospice for people with AIDS.

PATIENTS AWAITING NON ACUTE SERVICES

The occupancy problem currently faced by New York

City's hospitals is compounded by the lack of adequate and

appropriate long term care services. Changing demographics,

including the increase of the elderly, the growth of the old,

and the increase in life expectancy of the younger chronically
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disabled are contributing to an increase in demand for long

term care services. But other problems, such as the lack of

appropriate and affordable housing, the increase in the

homeless population, the AIDS epidemic and a host of other

social problems are affecting the demand for long term care.

This increas'.ng demand has continued, while the resource base

has remained relatively constant. Until just over a year ago,

there was a moratorium on the construction of new nursing

home beds in New York State. A moratorium on the expansion of

adult day care services has just ended after a two year period.

Patients spend a relatively long period of time in an

acute hospital bed because more appropriate after-care services

cannot be secured in a timely fashion. In our hospital alone,

there are almost 100 patients on any given day who do not

belong there. At the same time, 10-15 patients are awaiting

acute care beds in both of our two active emergency departments.

The incentives created by the current reimbursement

system now place hospitals at significant financial risk for

caring for these patients. Hospitals over the average daily

census threshold for alternative care patients will now be

reimbursed at a nursing home rate. This represents a

substantial loss to the hospital. While it costs in the

neighborhood of $500 per day to care for a patient in an acute

care bed, the cost of caring for that same patient in a nursing

home bed costs from $95 to $150 per day. The acute care

hospitals must absorb the shortfall between the true costs of

an inpatient stay and the lowered reimbursement rate.
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REIRSEMENT FOR APPROVED CAPITAL EXPE DITuRES

Another area of utmost importance to us is

reimbursment for capital expenditures. Our Hospital Center is

in dire need of a vastly improved physical plant. Its existing

facilities are deteriorated. Seventeen of its twenty-six

buildings are more than thirty-five years old, six were built

before 1900 and twelve before 1925. Our nurses work in long

dead end corridors where they cannot see their patients. Many

of our patient rooms have no medical gasses. Yet, our medical-

surgical occupancy rate is almost 91%.

The State of New York has just given us permission to

rebuild and undertake a majo-r renovation program. This program

will cost $4.67 million. A sign-ificant portion of this cost

wsill be financed by Sederally backed New York State issued,

tax-exempt bonds. Yet, our reimbursement is jeopardized by

medical capital payment regulations which discontinue

rcooonablo cost payment for Approved capital costs. Cost based

reimbursement for capital is now subject to discounts. This

discounting system now creates a capital shortfall of $163,000

and we have not yet begun to rebuild. If capital payments are

folded into the prospective payment system, as proposed by

HCFA, our Hospital could lose anywhere from $10 to $15 million

over 10 years of capital reimbursement for our essential

renovation program. I do not think this committee should

support a federal policy which penalizes older teaching

hospitals which need to rebuild to continue to serve a broad

spectrum of patients, frequently in inner city communities.

This same policy rewards new hospitals with low capital costs
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which often do not have equal service commitments.

INDIGENT QAH5

Finally, St. Luke's-Roosevelt Hospital Center provides

excellent care to all those who come to it, in large part

because the State of New York insures payment for service to

those indigent patients who have no means to pay for that

care. All charity and indigent care payments should be borne

by all payors including Medicare. Any future health care

system, no matter how it is organized, regulated, and financed

will only be successful if it includes a way to take care of

the poor, the needy and all those in society who are not

getting the health care they need.

In summary, the problems I have identified highlight

the complexities of providing care to patients in an inner-

city teaching hospital. We are treating the most medically and

socially disadvantaged patients in antiquated physical plants,

with frightening high occupancy, and limited staff resources.

Current reimbursement regulations fail to recognize these

unique dynamics and more importantly, they do not allow

hospitals to recover costs as expenditures are made. As you

deliberate on the future of health care reimbursement, I urge

you to consider these issues. Regardless of the precise

mechanism for reimbursement, we need a system that recognizes

these problems and reimburses us in a timely fashion for the

care we deliver, so that we can continue to make services

availahle to all in need.
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Representative SCHEUER. Basic facilities and basic care.
Ms. CHOOLFAIAN. Basic facilities and basic care; yes. -
Representative SCHEUER. Society has made a really unacceptable

tradeoff there between denying basic health care and basic quality
care to some in exchange for chocolate and shampoo to others.

Ms. CHOOLFAIAN. If we do not make adjustments in the system-
as an example, our institution is-most of our buildings are over 30
years old. Some are 100 years old. We have an approved capital
program.

If in fact some of the medicare changes were to go into place, we
would have $15 million a year of our program uncovered. I am
talking about putting in piped-in oxygen and suction.

Representative SCHEUER. That ain't chocolates.
Ms. CHOOLFAIAN. No.
I need to rebuild that. And like our roads and bridges, if we don't

rebuild the inner-city teaching institutions in our hospitals, they
are going to fall apart.

That is not to say that a brand new hospital shouldn't be main-
tained. It should. But there has to be some judgments put into
place, quantitative ones, not emotional ones, and it is doable in my
mind, to balance the distribution of the funds as we start to save
the funds, and also not move them into outpatient areas, but move
them into other institutional kinds of settings.

That deals with quality of life issues for the elderly. Mr.
Schramm talked about hospitals being deleterious. He is right. If
you are an old person in this country, you get out of a hospital and
get out of it fast, as soon as you can, because the longer you stay, if
you don't have to go, you will get sicker and sicker, and I suspect
you will die. It is just because it is not the place to be.

Representative SCHEUER. Nosocomial infections and the like.
Ms. CHOOLFAIAN. Nosocomial infections, disorientation, a fall.

You know, the classic thing is an older person who has no place to
go, is confused, doesn't need the hospital, gets up at night, falls,
fractures a hip, and then has all the complications associated with
that.

If they had been in the right place and had a different kind of
environment, their orientation probably wouldn't have been so con-
fused to begin with. And then you figure out that expense and
figure out what happened in that process.

Representative SCHEUER. There is a rollcall vote.
I want to thank you for your splendid testimony, Ms. Choolfaian.

It was terrific. This has been a dynamite panel. I will catch that
rollcall vote.

We will suspend for about 20 minutes.
[A 20-minute recess was taken.]
Representative SCHEUER. This was an absolutely marvelous panel

and I apologize for the interruptions. As you know, we had two
rollcall votes, not just one.

Let me ask you, Ms. Choolfaian, how do we separate quality from
frills? How do we apply appropriateness so as to differentiate be-
tween needed health care and other expenditures on things that we
don't need that seem unproductive, uneconomic, wasteful, and just
exorcise those things out of the system? How do we make those
tough judgments?
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MS. CHOOLFAIAN. Some of them are easier than others, but, I
think it really begins by defining more clearly the notion of allOw-
able costs. I think that some of the latitude that has been built into
the system in that context has to. be looked at.

There, I think, is where sometimes the question of frills from
basics can be separated. I think that same thing has to be looked at
in terms of the standards of hospitals and in terms of the strue-
tures, the physical facilities as well. And that is a tremendous vanii
able from State to State.

You talked earlier about Japan and some of the other countries.
One of the things that I noticed as I visited those places, and had
some of the same reactions you did, was that they had a sense of
simplicity about health.

Representative SCHEUER. Of simplicity.
MS. CHOOLFAIAN. Yes.
Representative SCHEUER. Absolutely. That is exactly the right

word for it.
Ms. CHOOLFAIAN. We have lost that sense of simplicity in our

competitive. enviroiament, and eivery. hosoita! administrator thajI
talk to is trying to fiawe out howl-his, or her hospital can be ,dd
the Wiila'rd, and they,'slidn 't be like the ' Witard. Bust if sozmeoei
is-net goaig to eome to. mee-miuse-someoei e4se, is like the WIlibaui
then I am in trouble.

'Sib the-akl5owable cost notion is one which I think can be deve4
oped fiurher. The definition of-what is the basic hospital structure,
ahd what it is in terms of capital and maintenance and the techno-
logical thiings.

Appropriateness, in terms of the utilization of a facility, is of
course, as you know better than I, a very complex 'question. I think
appropriateness is going to have to begin with greater definition on
the part of the medical profession in terms of what really are
proper protocols of treatment of care.

The variability that exists today in the way something is treated
and the breadth and scope of latitude physicians have is a question
that is going to have to be addressed. I don't know the rights or the
wrongs of it, I can argue both sides pretty effectively if I try hard
enough, but there must be something that intelligent physician
medical professionals can sit down and look and say that you
cannot treat the same disease this broadly in the. spectrum.

So that to begin with appropriateness, we have to deal with some
sense of medical. protocol. We also- must deal with malpractice.

Representative SCHEUER. Are you talking about widely varying
rates per 100,000 for operations like hysterectomies?

MS. CHOOLFAIAN. Yes, exactly.
Or treatments used and not used and the incidence. You take

similar looking diagnoses, and I can't think of one offhand, but
when the incidence of the use of medication-there is a very big
piece that we as Americans don't deal with, and that is the issue of
death and dying.

What are we keeping alive in our intensive care units of these
hospitals? What are we growing in our neonatal intensive care
units? The babies that we save who may for years remain as de-
pendents on society.
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Representative SCHEUER. Or may be institutionalized for a life-
time because of severe brain damage.

MS. CHOOLFAIAN. Exactly.
The people who are on respirators and sitting in intensive care

units, we are just beginning to deal with things like making deci-
sions about disconnecting these things. But we have been put into
a legal structure that doesn't allow the hospital or the physician or
the family the right to collectively make these decisions without in-
credible risks.

Representative SCHEUER. Or the individual involved, if that indi-
vidual hasn't made the most precise and sophisticated legal state-
ment when in possession of their full faculties. The clear wishes of
the patient are frequently ignored by the community the way those
decisions are made.

MS. CHOOLFAIAN. With no choice on the part of the community
because of the results. I mean if a doctor or a hospital administra-
tor thinks that they could end up being the benchmark case for a
murder charge, no. There is a limit to what risks people will take.

So, I think some of the problems that we are facing are that we
have tried to come up with economic answers for ethical questions,
and if we deal with some of these issues about the right to die,
about at what point does the medical protocol end, we will have
economic change without effect on quality, and without having to
change the reimbursement.

You see, it is not how much you pay for the service; it is how
long it goes on. And you don't control that by saying you are not
going to pay for it.

So I think appropriateness sits more with medical protocol and
with ethical decisions, and we have to tighten that up and develop
not cookbooks, but certainly guides which can serve physicians and
reviewers of that as ways in which- to look at things. And at the
same time, we have to deal with the ethical issues and some of
these other questions. It is huge, what goes on.

Representative SCHEUER. Does anybody else want to respond to
that?

Yes, Mr. Owen.

NEED CHANGE IN PUBLIC'S ATTITUDE

Mr. OWEN. Just a couple of comments because I think it is in
the same vein. I agree.

The problem is the expectation that the public and people have
in the health care system, that medicine is an art and it is not a
science.

Representative SCHEUER. Mr. Owen, I was saving a question for
you on just that point. You did say during your testimony that
people want more health care. They expect more.

Now, the question is: More of what? Do they want more of the
chocolates and the shampoo, or do they want pure health care, new
technology that is cost effective and will enhance their health, not
degrade their health?

What do they want? And if what they want is the Willard, as we
have heard from Ms. Choolfaian, with chocolates and shampoo,
how do we convince them in a caring, compassionate, sensitive
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way, that this kind of care isn't in the cards unless they are willing
to pay for it privately.

Mr. OWEN. If they are willing to pay for it privately, that is a
different matter, and I think the question of how much somebody
else is going to pay for your care can be limited.

But let me pose a question to you because I think this is the kind
of thing we have been talking about and it has to do with the qual-
ity of the care. If you are taking care of a group of patients with a
certain diagnosis and it is estimated, doing a good job, that 98 out
of 100 of those patients will survive, then we would say the quality
may be very good.

But if I came to you and said, if I spent $1,000 more on each of
those 100 patients, with a few more tests and a few more things, I
could save one more.

Representative SCHEUER. Out of 100?
Mr. OWEN. Out of 100.
Now we would have 99 percent. Would you say, go ahead and

spend that money? Most people will say go ahead and spend the
money, and spend even more to try and save the 100th person.

I think that is what Annette Choolfaian was getting at earlier.
That is, our expectations of what you can expect out of the system
has come to a point beyond reality. We must recognize medicine is
an art and it is not a science, and there is a limit to how many
people we can save. But at this stage in the game no one is ready
to step up and say for these many dollars, we can save this many
people out of a group.

You remember, you spent time in the Army-I did-when an of-
ficer decided we were going to go into battle, they looked to see
how many men we were going to lose. It wasn't each individual
man. It was we can lose 20 percent and we can take this island or
this hilltop, then we will do it. And that was worth the risk.

We don't do that in health care. We want to be 100 percent sure.
I think I have made my point.

REDUCE SERVICES TO REDUCE EXPENDITURES

Representative SCHEUER. Does anybody else wish to comment?
Yes, Dr. Young.
Dr. YOUNG. First of all, these comments are my personal com-

ments. This is an issue that the Commission has not discussed at
length. But I certainly agree with Mr. Owen.

As a society, I don't think we can talk only about reducing ex-
penditures. We have to talk about reducing services, not expendi-
tures. And even if we eliminate services of questionable value, we
place ourselves as individuals at risk, risk for decreased quality of
care and risk for death.

Representative SCHEUER. Why is it decreased quality of care if
the services you are eliminating are of questionable value?

Dr. YOUNG. Because they are of questionable value, because our
knowledge base is not precise enough to say an absolute yes and
no; it is a matter of judgment.

The services such as were discussed earlier this morning, which
include fetal monitoring, frequently have very little risk. If you
make a mistake in judgment, however, and do not monitor a pa-
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tient, the price that you pay may be a very large one in terms of
liabilities.

We don't know enough to say with precision that these first five
people should be monitored and the next five should not. There is
an immense amount of gray and an immense amount of judgment
there.

Likewise with many other procedures which have been shown to
be significantly overused, we have spent over $200 million on coro-
nary artery surgery research in this country; we still cannot
answer the question definitively which patient should have coro-
nary artery surgery and which patient should not. We know some
patients definitely should and some that definitely should not, and
there is a huge amount of gray in the middle.

I can go through hysterectomies, prostate surgery, coronary
artery surgery, virtually everything that is medicine. Part of the
choice comes about on an individual's own personal value system.
It is not a medical question. It is the individual's value system.
There is a 10-percent chance you will die during the surgery, but if
you survive you will be cured, and a 10-percent chance that you
will die from your disease in 5 years. What do you want to do in
terms of the surgery? It is your value system.

If I am a businessman traveling throughout the world and I have
gallstones, I am going to want those gallstones removed electively
when I am at home with good care, rather than risking having a
gallbladder attack when I am traveling in Africa.

Representative SCHEUER. You may want to have them removed
in England or one of the other countries with a first-class national
health service, rather than coming home and perhaps paying for it
out of your pocket.

Dr. YOUNG. That raises the question of the role of who pays and
how much is paid.

Representative SCHEUER. There are lots of countries where it
makes a heck of a lot of sense to get sick, rather than the United
States.

Dr. YOUNG. If you happen to be in England, and I am simply
raising an alternative point of view, if you happen to be in England
and you wish to have this done, though, you have to queue for a
year.

Representative SCHEUER. That is their method of health ration-
ing.

Dr. YOUNG. So it is not exactly going to England to have it done.
I don't think anyone at this panel would question that the qual-

ity of the care furnished here, the technical capability in this coun-
try, our knowledge, or understanding, our resources-I think that
we would prefer to do it here. I don't think we are questioning
where it should be done in terms of the quality.

What we are questioning is the value to us as a society in terms
of these procedures. My point is, No. 1, that value judgment fre-
quently resides with the individual. No. 2, we as a society place im-
mense value on the life of an individual, on a single identifiable
person. We place much less value on populations that are not
clearly defined as individuals.

Representative SCHEUER. Populations at risk who aren't being
served.
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Dr. YOUNG. That is correct.
But if we have one individual before us and we choose not to pro-

vide him or her services, it makes the evening news, it makes the
newspaper and it creates a lot of correspondence to your office.
Every medicare beneficiary in this country has a Congressman and
many of them know the address, as I am sure you are aware.

My point is, the issue is one of services and we are going to have
to reduce services if we wish to reduce expenditures. And if we
reduce services, we put ourselves at some risk for diminished qual-
ity of care.

Do we as a nation wish to do that? And I am increasingly of the
view of Mr. Anderson, that the revealed preference for the present
is that we don't wish to take that risk. We will let the proportion
of our expenditures for health increase in terms of the gross na-
tional product. That is our wish as a society.

COST CONTROL ALTERNATIVES

Representative SCHEUER. I would still quarrel with that.
You say if you want to reduce the expenses we have to reduce

services. I take it you are talking about pure health services, pure
health care services.

Aren't there a lot of other ways in which we can reduce expenses
that will not impinge on pure health services? We have frills, we
have nonessentials, we have bureaucratic snarls and tangles that
could be straightened out.

Dr. YOUNG. There is certainly room for more efficiencies. As I
point out in my prepared statement, I think that the medicare pro-
spective payment system has made a definite contribution through
its incentives. It has increased pressures for hospitals to be more
efficient, and in the first year or two, indeed they were more effi-
cient.

I am not denying that there cannot be more efficiencies. In the
area of administrative costs, there can probably be significant im-
provements in terms of bureaucratic requirements.

On the other hand, those requirements are there to achieve a lot
of important social goals and I don't think that there is a lot there
today that can be immediately cut and eliminated without us
paying a price for it.

Representative SCHEUER. What kind of a price? A social price, a
medical price, or mortality price?

Dr. YOUNG. Potentially all of the above. The risk is that there
will be 1 out of 100 who doesn't get a service who dies. The risk
will be that there will be a mother who did not get the fetal moni-
toring who had a brain-damaged child. That is the risk. And the
price is that risk.

It will differ by differing forms and kinds of services, but it is
there. It is an issue that has two sides.

Now, my point was not that I have necessarily signed up on one
side or the other, but rather I think society has begun to sign up.

I, for myself, would just as soon have those services and live if
there is a chance. I am not quite as concerned about the other 200
million people, but I am very concerned about myself and about my
parents, and most individuals are very concerned about themselves.
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You add enough of those people concerned about themselves, and
you have the population. That is the point I am trying to make.

Representative SCHEUER. Yes. Identify yourself for the record,
please.

Mr. SNYDER. I am Bob Snyder and I am with Sue Gleeson.
That extends into the market we are in, the Blue Cross and Blue

Shield coverage and insurance coverage. Accounts and subscribers
are the ones that determine the level of coverage that they want to
buy. If we offer products which, for example, limit choice of what
institutions you could go to, or make it more expensive to go to cer-
tain institutions or other kinds of institutions, if that market
doesn't want to buy those products, they are simply not going to be
successful. And there are other people in the market that are will-
ing to sell products to them that they will buy.

So that some of the controls that we would like to see imposed or
instituted simply in the past haven't sold in the market. It is get-
ting better, but these kinds of choices extend very much into the
markets we operate in.

Representative SCHEUER. Let me just give you one example of an
inefficiency and a failing productivity that hasn't really been ad-
dressed in this country.

My understanding is that in Sweden, they have 1.2 or 1.3 or 1.4
employees per hospital bed, and that in our country it is 4.2 or 4.3
or 4.4, something like that, well over twice as many employees per
hospital bed here as they have in Sweden.

I know of no data that show that Swedish hospital care is less
effective than our hospital care. Why is it that they can get along
with half the employees per hospital bed than we have in our coun-
try, less than half? And isn't there something that we can do about
that?

Mr. OWEN. Let me just take that specific example. Somebody else
here may want to add to it.

First of all, you have to remember that Sweden has a socialized
medical system, that they have long lengths of stay in their hospi-
tals, and they have more beds per thousand than we have, and the
cost of those beds is much more. They just don't think of bed per
capita like we do.

Let me finish what I am saying. Because they have those kinds
of beds and because they have patients in there who are not sick,
the number of personnel needed are less because they don't have
the intensive care.

And I think it, was brought out earlier, the kind of patients we
are getting now, our less sick people are going as outpatients, and
so we have very sick people in our hospitals today, and it takes a
lot of people to take care of them.

So that when you look at the number of personnel per bed, that
has quite a bit to do with that when you compare us to Sweden.
Now, you could still argue that we may have too many per bed for
what we are doing and I think it would be a better argument, but
to compare us to the Swedish system would not be quite right be-
cause I think they are handling a different kind of patient than we
are handling.

Representative SCHEUER. That is a respectable argument. No
question about it.
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Yes, Ms. Choolfaian.
Ms. CHOOLFAIAN. I would add to that in another way. I think

that part of what has happened is learning some things a little bit
later than we probably should have.

Productivity and efficiency in terms of work force was not a sci-
ence that existed in the hospital union's armamentarium. It just
wasn't there in many places. And I think that is one of the retro-
spective faults one could identify in the system in terms of waste.

But what has happened, and it is the point Jack Owen made, is
that as we have become more conscious about productivity, the in-
tensity has gone up, so that the drama of the change that could
have been made is not really there.

I don't think I agree necessarily, though, with a couple of other
things that some people said about changing the system. I agree we
have to look at services, but I don't think we are looking at the two
ends of the spectrum. And if we look at the two ends of the spec-
trum of that health care system, with this notion of appropriate-
ness-that is, the people who do not need hospital care but are sit-
ting in hospital beds, and the people who are getting the most in-
tensive care-and really we should affect the mortality and say
enough is enough.

I don't think, in fact, those decisions are decisions that people
are not willing to make. I think people are willing to make those
decisions. I think physicians are willing to make those decisions. I
think the legal system is not letting a lot of them do that at this
point in time.

You may want to look into this question. Right now, I think that
the American College of Neurologists, or whatever is the profes-
sional group of neurologists, are coming out with a statement of
what neurologists can say as to the status, the brain status of pa-
tients who are not brain dead by brain-dead definitions, but what is
the percentage of recovery. And when they say 97 percent or some-
thing like that, they are afraid that if the internist who discon-
nects the patient is one of the 3 percent, what it is going to be.

And now there is going to be a national statement by a profes-
sional group, and really all it is in many ways is a defensive state-
ment to protect them from having to be the decisionmaker or being
pointed at as the decisionmaker.

So I think the ends of the spectrum can produce a lot.
Representative SCHEUER. Thank you.
This has been a terrific hearing. We have an additionalrollcall

vote. The second bells have rung. I have about 8K/2 minutes to get
to the floor. I want to thank you all profoundly for a truly extraor-
dinarily helpful and rich and meaningful hearing.

We are all in your debt. Thank you very, very much.
[Whereupon, at 12:56 p.m., the subcommittee adjourned, subject

to the call of the Chair.]
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OPENING STATEMENT OF REPRESENTATIVE SCHEUER,
CHAIRMAN

Representative SCHEUER. Today, we continue with the fifth in
this series of hearings on "The Future of Health Care in America."

Today, our focus is on the role of modern technology in the
health care system; modern technology from the point of view of
treatment, modern technology from the point of view of manage-
ment of hospitals and costs, modern technology from the point of
view of diagnosis, and modern technology from the point of view of
controlling and rationalizing the flow of information and data
within hospitals and between hospitals; in other words, helping
hospital management personnel do their job more effectively.

Those are some very challenging horizons that we are facing
today.

Perhaps the most astonishing-well, there are two astonishing
statistics that have come out of this hearing, although one of them
is no great secret, and that is that America is spending approxi-
mately 12 percent of GNP on health care.

Now, that is higher than any other country in the world, and it's
50 percent higher than the average for the OECD countries, which
spend an average of about 8 percent on health care.

Is it perfectly clear that we are getting 50 percent better care
than the OECD countries, including the Pacific Rim countries of
Japan, Australia, and New Zealand? Of course it's not. And in
many areas, we are getting significantly worse health care than
those countries, as indicated by our statistics on infant mortality or
life expectancy.

It seems unquestioned that there is a great deal of thinking to do
about how we can rationalize the present very expensive system
that is not, on the whole, differentiated in its results.

(753)
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Many Americans receive care that is equal to or superior to any
health care system in the world. But for many other Americans-
for 37 million Americans who are not insured and for the elderly
who do not have long-term care protection-the system is flawed.

Uwe Reinhardt testified that he thought that there was a 20-per-
cent price for diversity and heterogeneity and pluralism; that is, 20
percent of our health care system, which in total amounts to 12
percent of GNP.

So, we are talking about almost 2.5 percent of GNP being spent
for this rather ephemeral result of diversity, heterogeneity, and
pluralism. Some of that may represent real value in this country.
Perhaps some of it does not and perhaps the system can be stream-
lined. It seems to me that we have to do some profound thinking
about the organization of our health care system.

The representative of the American Medical Association noted
that, "The AMA believes that the price or charge for a service is a
matter between the provider of a service and the recipient, and
this philosophy carries over to situations where the service in-
volved is inedieaI1 care."

Of :ecxrse, am i A uv s question is raised as to the validity of this
theory by the fact thiat most of our bills are not paid by the recipi-
en.t, the.y are pHi by third-party payers. Where doe they get into,
the act? Where & they have a chance to impact the system?

So) these are soene very profound structural problems that will
have to be adressed.

In our third and fourth hearings we heard from experts who
talked about the system-or nonsystem-of how we compensate
hospitals for care, and how we compensate doctors for care. It is
perfectly evident that some profound rethinking has to be done.

So, let us turn to the subject that is& at issue today, which is: tech-
nology.

Of course, technology can make remarkable contributions to our
health through diagnostic techniques such as: computer-assisted di-
agnosis; CAT seans; magnetic resonance imaging-MRI; and with
advanced surgical procedures such as heart bypass.

But some of these systems can be very expensive, and sometimes
they are used unnecessarily, or are overused. Sometimes they are
used as the result of the specter of medical malpractice suits hang-
ing ever the doctors' heads when medically they probably are not
appropriate.

So, we will be considering today a nu-mber of issues such as:
One, how can we evaluate the effectiveness of medical technology

without curtailing its development?
Two, how can we avoid expensive duplication of complex equip-

ment such as CAT scanners without denying access when the latest
technology is needed?

Three, is some kind of more effective regional planning for the
availability of these very expensive procedures indicated?

Four, how will the prospective payment system-PPS-discussed
at least week's hearing, affect the willingness of hospitals to install
the most modern diagnostic equipment and medical facilities?

Five, do all hospitals need all of these things, can there not be
some specialization, some sharing?
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Six, how can we use modern, up-to-date information systems to
monitor patient care and improve the management of hospitals?

Seven, how do we ensure that the latest technology is used to im-
prove patient care and not, as I said before, part of a defensive
strategy designed to avoid malpractice suits?

Eight, how can we use high technology to employ the computer,
which can store and relate millions, if not billions, of separate
items of information and make them readily available to a physi-
cian as an assist and as a support to him in making his diagnosis?

These are some of the profoundly important and challenging and
fascinating questions that we will be facing today.

I welcome the three of you to our first panel, "Medical Technol-
ogy's Contributions to Health Care." This very distinguished panel
includes: Mr. Clyde Behney, Health Program Manager of the Office
of Technology Assessment; Dr. Seymour Perry, deputy director, In-
stitute for Health Policy Analysis, at the Georgetown University
Medical Center; and Dr. Stanley J. Reiser, Griff T. Ross Professor
of Humanities and Technology in Health Care, University of Texas
at Houston.

We are delighted to have you. All of your prepared statement
will be printed in full in the record.

What I suggest is that each of you speak for approximately 7 or 8
minutes, informally, hopefully, not reading your prepared state-
ment, and just assume we're in the living room chatting about this
very important subject in which you bring so much to the table.

So, with that for starters, let's start with Mr. Clyde Behney.

STATEMENT OF CLYDE BEHNEY, HEALTH PROGRAM MANAGER,
OFFICE OF TECHNOLOGY ASSESSMENT, U.S. CONGRESS

Mr. BEHENY. Thank you, Mr. Chairman.
I am pleased to appear before you to discuss the positive and neg-

ative contributions or implications of medical technology. I would
like to start by saying a few words about definitions.

DEFINING TECHNOLOGY

Technology, in OTA's definition, is: organized knowledge applied
to a practical purpose. It is not actually OTA's definition, we stole
it from John Kenneth Galbraith. It may sound rather fuzzy, a very
conceptual definition, but it's important to start out that way be-
cause a critical feature of looking at medical technology is to un-
derstand it as more than physical implements. You do not want to
go to the other extreme and mistake it for rationality as such, but
it needs to be thought of as more than machines, more than physi-
cal manifestations of things. Think of it more as the tools of socie-
ty; and in medical care it would be the tools of health care.

For day-to-day purposes, OTA uses an operational definition,
which is: the drugs, devices, and medical and surgical procedures
used in health care, and the organization and supportive systems
within which such care is delivered.

This allows us to cover not only things such as CT scanners and
computer applications and so forth; but also surgical procedures,
medical procedures, such as bed rest for certain conditions, other
medical techniques, and things that people don't ordinarily see as
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technology, such as the use of nurse practitioners to deliver specific
types of care.

The reason that one might want a rather broad definition is
that-to give a personal opinion-the emergence over the past
decade of medical technology assessment as a field, which I think
you have to put in quotes, has been because it gives us another
handle on how to approach the guts of medical care. It is certainly
not a traditional academic discipline. It brings together a great
many skills and disciplines, but all with the idea of providing a
new approach to analyzing what goes on in health care.

BENEFITS OF TECHNOLOGY

In terms of the effects of medical technology and health care, I
think that the benefits are clear. Even though we could argue
about the amount that we spend on health care, how much of it
really goes toward the benefit, it is clear that in developed coun-
tries and, to a lesser extent, in developing countries, of course the
health benefit provided by medical technology over the last several
decades has been very significant. The patterns of death and dis-
ease have changed. We have made infectious diseases in developed
countries either a rarity or an infrequent occurrence, especially the
severe infectious diseases. Immunizations, antibiotics, certain surgi-
cal procedures, and so forth have all provided enormous medical
benefit.

There is no argument that medical technology contributes to
health care positively. In one sense, since the United States is a
heavily technology-dependent system, of course, much of what
health care is is technology.

TECHNOLOGY AND RISING COSTS

Now, when you turn to the cost side, again, since medical tech-
nology is much of health care, obviously much or most of the cost
is attributable to medical technology. That is not very helpful, be-
cause it encompasses so much. So, what people really talk about
very often is what is the contribution year to year or over time of
technological applications to changes in-which means increases
in-the costs spent on health care.

Through techniques that I do not need to go into, analysts have
estimated that from, say, 20 percent, even to 50 percent, of the in-
crease in the costs of health care over time can be attributed to one
of three things: new medical technology, new uses of existing medi-
cal technology, and an increased use in traditional ways of using
existing technologies. In this way, the technology factor has been
estimated to be 20 to 50 percent.

A few years ago, OTA did its own analysis of that nature for hos-
pitals costs and found that about 24 percent of the increase in per
capita hospitals costs in the previous 5-year period were attributa-
ble to the technology factor, if you want to call it that.

So, it is clear that technology is a major driving force in the in-
creases in health care costs. One would expect that. The only ques-
tion is the relationship between the benefits and the costs.
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TECHNOLOGY AND SOCIAL VALUES

A third area is the idea of social effects, or effects on social
values. Even though that does not enter into that cost-benefit
"equation," if you want to term it that, that many people think of,
it is important to remember the often-profound or the sometimes-
profound and the often-important challenges that medical technolo-
gy provides to our beliefs or our ethical system.

TECHNOLOGY AND WASTE

Regarding the costs of health care that are attributable to medi-
cal technology and the enormous sums of money that are spent:
people have, as you said, mentioned that we are probably paying a
lot more than we have to for what we get. The figure that I guess
Uwe Reinhardt mentioned was 20 percent. Others have said that
probably 50 percent is spent unnecessarily, that it is wasted in one
sense.

On the other hand, there are analysts who say that at least in
the hospital area we have come close to the point where essential
services may be cut.

I don't know which of those is right. I tend to side more with the
"waste" side, simply because of evidence such as variations in the
use of procedures with no difference in outcomes and so forth.

But an additional point I did not put in my prepared statement
is that if we think we are spending a great deal now, what is going
to happen in the next decade or two when we have better preven-
tive technologies we want to use, when we have an enormous in-
crease in disability- or impairment-related technologies that will
come, now not so much from the traditional rehabilitation system
but from the medical system itself?

There is an enormous pool of potential use with an enormous po-
tential increase in costs for that, so that we are faced with high
costs now and it will get much worse with important technologies
that need to somehow be worked in.

I have hit a red light, so I will stop there. Thank you for inviting
me, and I would be happy to answer any questions you might have.

[The prepared statement of Mr. Behney follows:]
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PREPARED STATEMENT OF CLYDE BEHNEY

Medial Technology - Centritions to Health Care

I am Clyde Behney, Health Program Manager of the Office of Technology

Assessment. I am pleased to appear before you today to discuss the positive and negative

aspects of medical technology.

OTA is a nonpartisan analytical support agency of the Congress. The purpose of

OTA and its Health Program is to help Congress understand and plan for the consequences of

technology. The Health Program deals with clinical and other health care technologies and with

health issues in broader terms, including environmental and occupational health. We conduct

applied, policy-oriented research, focusing on synthesis of scientific and technological

information and on development of analyses for Congress.

OTA defines technology very broadly as organized knowledge applied to practical

purpose. This seems a highly conceptual, almost vague, definition to use, but it is nonetheless

crucial to start with such a broad view. Only by doing so does one avoid the trap of thinking

of technology only as machines or physical implements. A surgical procedure is a technological

application. So, too, are systems of third party reimbursement or the use of nurse practitioners

to deliver care.
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For day-to-day purposes, a somewhat more restricted, operational definition of

medical technology is needed. OTA's is 'the drugs, devices, and medical and surgical

procedures used in medical care, and the organizational and supportive systems within which

such care is provided. Many people use the term 'health technology', but I prefer to reserve

that for times when one is speaking of a wider range of technologies, including general public

health, nutrition, sanitation, and other health-related (but not 'medical') technologies.

It is not my intention today to catalog and fully discuss the long and complex series

of effects of medical technologies. Rather, I would like to simply list the major types of effects

it has had and will increasingly have on health care and society, and then touch on several

general issues.

The Effects of Medical Technology

It is not playing word games to say that of course medical technology has made

enormous positive contributions to health care; after all the use of medical technology is much

or most of such care. A central question is what have the benefits been in relation to risks and

to economic and social costs, and in relation to alternative ways of accomplishing the same

goals. That is, how closely has use of medical technology approached 'appropriate use'? Which

raises the question of whether we know what appropriate use should be in many cases.

A society's technology inevitably changes that society, and a health care system's

technology will change, sometime determine, that system. Ours is a heavily technology-

dependent system. It is more effective clinically than ever, and becoming more so every year.

It is also more expensive than ever, and also has more value-laden controversy than ever.
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The benefits of medical technology are clear. Vaccines and antibiotics have made

many previous leading causes of death, particularly infectious diseases, now rarities in

developed countries. Combined with other health-related technologies, such as sanitation and

nutrition techniques, medical technology has helped to change the patterns of death and

morbidity (illness) over the past decades. Infant mortality, despite remaining a concern,

continues to decrease. Life expectancy has increased significantly in the past decades. More is

being learned about technologies (and lifestyle elements) to prevent chronic conditions, such as

cardiovascular disease. Although the successes are far less for chronic diseases (heart, cancers,

arthritis, etc.), medical technologies are applied widely in efforts to ameliorate the effects of

such conditions

In the disability area, great advances have been made in communication technologies,

mobility aids, and an assortment of technologies that support independent living. We may be on

the verge of additional, and dramatic, breakthroughs in this area.

At the same time, the contribution of medical technology to the expanding costs of

health core is, to understate, large. In one sense of course, since much of what is done in health

care today involves medical technology, technology is responsible for most of the cost of such

care. But this is a relatively meaningless approach. What is really needed is a sense of the

contribution of the use of medical technology to changes, increases, in the costs of health care.

Analysts' estimates of the contribution of changes in service intensity'
1 to increases in hospital

costs have ranged from 20 percent to 50 percent. In 1984, OTA estimated that increases in

I In the very imperfect world of estimating the contribution of medical technology to hospital
cost increases, the concept of service intensity or the quantity of resource inputs per hospital
admission, is as close as one usually gets to a technology factor.'
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service intensity accounted for 24 percent of the increases in per capita hospital costs over the

most recent 5-year period. We can make a rough assumption that costs for other sectors have

also been affected significantly by medical technology.

Although these estimates are very imprecise, it is clear that a substantial portion

(perhaps a quarter or more) of the dramatic increases in health care costs over the past two

decades is the result of either new technologies, new applications of existing technologies, or

increased use of existing technologies in traditional ways.

Thus, the United States spends a great many of its health care dollars on the use of

technology. In all likelihood. some portion of this amount produces great benefit, some

produces modest benefit, and some may produce no or even a negative benefit. The problem,

of course, lies in our lack of knowledge about which portion does which.

The effects of medical technology on the quality of life are a bit mixed. For those

individuals who do not contract a disease because they have been immunized, or who recover

from an automobile accident because of emergency medical services or from severe burns by

use of high technology burn units, or who successfully have kidney stones removed with

lithotripsy, or who are other examples of the tremendous potential of medical technology, the

enhanced quality of life is obvious. Those who have conditions, especially chronic diseases,

where technology is used to ameliorate symptoms or compensate for a disease that the

technology can not cure, often have different opinions of the effects on their quality of life.

High technology medicine is sometimes a harsh world, where quality of life may at times appear

to take a back seat to aggressive management of the patient.

88-544 0 - 89 - 25



762

Medical technology also has a mixture of positive, negative, and, perhaps,

uncharacterizable, effects on social values. Advances in technology call into question definitions

of death, birth, life itself, reproduction, and so forth. Technology can challenge basic beliefs

and force explicit debate about those beliefs (as with surrogate motherhood or use of fetal tissue

in therapy).

In considering economic effects, the direct costs of health care are not the only

element. Health care is also a major U.S. industry, with about 14 million people in 1984 in

health-related jobs. It accounts for more than II percent of the U.S. gross national product.

Exports of medical devices and pharmaceuticals are also greater than imports of those items,

making medical technology one of the items with a positive trade balance.

Issues relating to Medical Technology

A critical background point is that discussing the positive and negative consequences

of medical technology is not a simple matter of covering one side and then the other of a

balance sheet. Generally speaking, the use or application of a technology almost always has

effects that can only be characterized as a combination of positives and negatives. And

characterization of those effects is in itself variable, often depending on the values of the

evaluator. One need only think of the controversies surrounding new reproductive technologies

to highlight the importance of perspective and values in judging the sign, positive or negative,

of specific medical technologies' effects.

Underlying much of the debate about medical technology and its effects is the

dilemma of levels. The effects of a medical technology can be viewed from various
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perspectives or levels. At base, the level or system is the individual one of a specific

technology's medical benefits, risks and direct costs. This system's view requires only the

technology, the patients, and direct providers of care. But viewing the effects of technology

from this narrow system ignores a great many of the broader issues. As one views the effects

of technology from the perspective of increasingly broad systems, one begins to take into

account effects of the delivery system and effects on that delivery system. And similarly for

the payment system, broader questions of ethics and access, and so forth. At very broad levels,

one begins to see medical technology as part of a system with health effects, costs, employment

aspects, international competitiveness aspects, and so forth. The dilemma is that as one

approaches analysis from broader and broader viewpoints, one gains a greater ability to take

into account a fuller range of positives and negatives but one is also in danger of losing sight of

the specific purpose of medical technology -- to make lives longer and healthier.

This is why in one sense many health services researchers and health policy analysts

are really in the business of saying 'but," of introducing 'extraneous' considerations. They may

be very important, even crucial, considerations. They are nonetheless external to the basic

delivery of medical care. An example of the idea of saying 'but' is the attention being paid to

cost containment. The goal is not, of course, to harm care for any individual, but the actual

goals attempt to balance any effects on patient care with considerations of costs, of stretching

resources, and of equitable access.

There are also times when the dilemma disappears, and a broader view raises the

analysis to a higher level that is more responsive to the basic goal of improving health. Analysis

of variations (e.g., geographic) in the use of surgical procedures, for example, demonstrates a
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wide range in the rates of many procedures, unexplained by differences in populations served

and often with no attendant difference in outcomes.

Some analysts believe that a large portion of health care is unnecessary, that enormous

sums of money are paid for unnecessary or minimally effective treatments. Dorothy Rice,

former director of the National Center for Health Statistics, feels that as much as 50 percent of

health resources may be spent unnecessarily. Others feel that there is far less unnecessary care

and that the system is nearing the point where essential services may be in danger.

I don't know which of these beliefs is correct. I do know that there is enough

information missing that the question becomes impossible to answer with certainty. We lack

basic information on efficacy and safety for many medical technologies; cost-effectiveness

information is scant and much that does exist is not of the highest caliber. The implications of

variations in rates of procedures need more attention. We lack good ideas on how to implement

technologies we believe to be valuable (e.g., prevention and education programs have great

potential in many areas, but moving them to practitioners' agendas and knowing the best

methods to use are weak areas).

This is more than the expected plea for more funds for health services research. It is

a plea for recognition of the gaps in our knowledge base. It is a given that many aspects of

health care are now being adjusted in an attempt to balance quality of care, costs, access, and

technological innovation. Recognition of our lack of knowledge in many of the areas being

adjusted is absolutely essential, so that any steps taken will be done with an evaluation scheme

built in from the start. And it does imply that any plan to increase the knowledge base in the

area of medical technology could profitably start with increases in funds for clinical trials in
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order to enhance our knowledge of efficacy and safety, to give us greater understanding of

appropriate indications for use of technologies.

Also, there is a need to develop information that could help consumers, the public

and other decision makers, participate in decisions affecting their health care. This will require

agreement on indicators that measure desirable outcomes of care, the collection of large amounts

of data on those indicators, and the skillful and clear dissemination of such information to

consumers and others.

Discussions of medical technology could cover dozens of other issues; such as how to

identify the proper balance of regulation and competitiveness; how to constrain costs while

maintaining an innovative and thriving pharmaceutical and devices industries; how to deal with

the increasing number of ethical issues raised by advances in technology; technical issues of how

to identify the most efficient and effective payment systems for hospitals, physicians, and other

providers; how to deal with the malpractice question; how to anticipate or effect changes in the

site of delivery of technologies (home care, e.g.); and international issues (such as balance of

trade, our relatively low expenditures on tropical medicine, international exchange of

information from clinical trials and other research, and what our responsibilities are in relation

to the health status problems exacerbated by the growing economic crises in many developing

countries). As mentioned, it is not my intention to cover these other areas, but any group

seeking to understand and perhaps modify the effects of technology should consider the full

range of such issues.

Generically, however, the key question and challenge is one of how to identify

confidently and enhance the positive aspects of the use of medical technology while reducing
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the negative aspects to a reasonable level. This will require a delicate balancing of the

competing demands for greater access to technologies, lower costs, and higher and more

consistent quality, all this while making decisions from a base of lesser or greater ignorance in

many areas.

This concludes my formal statement. Again, I thank you for the opportunity to speak

on this topic, and I would be happy to answer any questions you might have.
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Representative SCHEUER. Thank you very much, Mr. Behney.
Now, Dr. Seymour Perry, deputy director, Institute for Health

Policy Analysis, at the Georgetown University Medical Center.
Please proceed, Dr. Perry, for about 7 or 8 minutes and chatting
with us as informally as you can.

STATEMENT OF SEYMOUR PERRY, M.D., DEPUTY DIRECTOR, IN-
STITUTE FOR HEALTH POLICY ANALYSIS, GEORGETOWN UNI-
VERSITY MEDICAL CENTER
Dr. PERRY. Thank you, Mr. Chairman.
Representative SCHEUER. Don't hesitate to refer-and this goes

also for you, Dr. Reiser-to anything you have heard here either
from other witnesses or from this side of the table.

Dr. PERRY. I am very pleased to be here and have the opportuni-
ty to make a few comments about medical technology.

TECHNOLOGY IN SOCIETY

I think that most people agree that over the last four or five dec-
ades we have been witness to greater advances in medical knowl-
edge and medical innovation than perhaps the last 250 decades,
since the time of Hippocrates.

However, the innovations have brought with them not only great
benefits, but also they have raised extraordinarily complex, diffi-
cult, and unprecendented questions and issues concerning safety,
efficacy, costs, and ethics.

In this country we have ambivalence, whereas on the one hand
we have had this increasing and continuing concern for a long time
about health care costs, nevertheless when one of us gets sick we
are anxious to have the latest and the most sophisticated and the
best technology. How we resolve that issue is impossible to say at
this moment.

Representative SCHEUER. In other words, the economies should
be affected with the other guy.

Dr. PERRY. That's right.
While health improvements have come about for many reasons-

economic, improved economic conditions, housing, nutrition, and so
on, but technology seems to enjoy a special visibility and promi-
nence in the minds of the public and in the minds of policymakers.

Certainly, there are many technologies that have brought enor-
mous benefits at reduced costs, both economic and otherwise. Vac-
cines for polio, many antibiotics for the infectious diseases, drugs
such as cimetidine for peptic ulcer, and certain surgical procedures.

On the other hand, there are also technologies which are in some
cases clearly beneficial, in others marginal, but which have in-
creased costs; for example, questionable benefits in the treatment
of lung cancer and certain other malignancies, but certainly in-
creased costs for the treatment of coronary artery disease, organ
transplants, and others.

Then, the diagnostic tests and imaging procedures as a group
provide for earlier and more precise diagnosis, but in most cases at
increased costs.

In essence, in some cases technology has reduced mortality and
reduced morbidity and improved the quality of life, but in others it
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has decreased mortality and possibly improved quality of life but
has also increased costs.

Now, as far as the future is concerned, there is every reason to
think that there is even greater promise. I could cite many exam-
ples. But just in the last year or two there has been a new genera-
tion of cardiac pacemakers which are potentially applicable to hun-
dreds of thousands of patients who as a terminal event may have a
life-ending abnormal rhythm of the heart. These pacemakers are
expensive and have wide application.

Just the other day, a new heart pump was announced which is
small enough, one-quarter by one-half inch, that it can go through
a blood vessel into the heart to assist the heart's pumping.

One other area that needs to be mentioned is the neurosciences,
where there is great optimism at improved treatment of Parkinson-
ism and Alzheimer's.

In another area, cochlear implants, which will enable-should
enable-some people with hearing loss to hear reasonably well.

BENEFITS AND COSTS

Now, have the advances and potential advances, and the associ-
ated vast financial expenditures brought commensurate benefits in
life expectancy and quality of life? The picture is mixed. Life ex-
pectancy has been lengthened. Infant mortality has been improved.
But yet, we are No. 19 among the nations of the world in infant
mortality.

As I have mentioned, we have seen enormous improvements in
the management of infectious disease and heart disease and stroke,
some cases of cancer, and the restoration of disease to traumatized
joints. On the other hand, there has been little or no progress in
many of the chronic diseases.

Now, on the negative side of technology, certainly the area that
receives the greatest attention is that of increased expenditures.
There are many factors contributing to increased expenditures:
labor costs, administrative costs, malpractice, and the practice of
defensive medicine, and certainly the inappropriate use of technol-
ogy as alluded to by Mr. Behney.

But I think that at the outset we must recognize that modern
health care is very expensive, even under the best of circum-
stances. Fifty years ago health care delivery was inexpensive. The
reason was that there was nothing much that the health care pro-
vider could deliver beyond being able to do an x ray and an electro-
cardiograph and -use a few drugs, many of dubious value. There
was nothing that the physician could do beyond that. -

OVERUTILIZATION

Overutilization, in my view, contributes a great deal to increased
costs, and one could cite a great deal of evidence to support that
assertion. But I just want to mention two, one being a report in the
New England Journal of Medicine this year of a study which ap-
peared to indicate that at least 20 percent of cardiac pacemakers
may have been unwarranted and implanted unnecessarily.

Another figure: 17 percent of upper GI endoscopy may be unnec-
essary.
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Unnecessary tests and procedures lead to more tests and more
procedures, and sometimes the patient is put at risk as a conse-
quence-and unnecessarily.

Inappropriate use is a very serious problem. It is an umbrella
term covering instances where technologies are applied in igno-
rance or when they are of marginal benefit or they are used in the
absence of any evidence one way or the other, and they may be ap-
plied for economic gain.

As I mentioned, there are all sorts of ethical and moral issues
that have been raised by technology, issues of access and equity,
distributive justice, involving the poor or disadvantaged no matter
where you set the level for "minimal care."

So, the dilemma here is: How do we accommodate expensive new
technologies in a rational way at the same time when we are
trying to control costs? Unfortunately, it is difficult to even begin
because 80 to 90 percent of technologies have never been evaluated.

TECHNOLOGY ASSESSMENT

The Congress, in an attempt to address this issue, established the
National Center for Health Care Technology in 1978, but when the
current administration came into power that agency was abolished.

So, we are now in a situation where there is no agency, either on
the public side or in the private sector, which has the responsibility
to provide evaluations of technology. This is a disservice to consum-
ers, providers, the medical industry, the third-party payers, and
policymakers.

Just one final comment, since the red light is on.
I should say that it is inappropriate to call our health care deliv-

ery system a "system." We have a "dyssystem," as in "dysfunc-
tion." It is a mishmash of delivery and reimbursement and cover-
age mechanisms, and this is a setting where inefficiency and waste,
certainly in the use of technologies, are fostered.

Thank you, Mr. Chairman.
[The prepared statement of Dr. Perry follows:]
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PREPARED STATEMENT OF SEYMOUR PERRY, M.D.

MEDICAL TECHNOLOGY IN A COST CONTAINMENT ENVIRONMENT

Since World War II, there has been an enormous increase in

medical knowledge accompanied by remarkable technologic

innovations. I believe it is accurate to say that in the last

five decades, there have been greater advances than in the

previous 250 decades since Hippocrates. However, the innovations

have also brought with them enormous and unprecedented 
problems -

issues of safety and efficacy, cost and cost effectiveness,

access and ethics.

As a nation and as individuals, we have a great deal of

ambivalence about medical technology, the devices, drugs and

associated medical procedures by which medical care is provided.

On the one hand, there is a serious concern about the continuing
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rise in health care costs and on the other, when one of us gets

sick, we as Americans are anxious to have the best and the newest

medical technology regardless of the cost. The faith that both

patients and physicians put in medical technology is based, in

part, on the notable advances of the 1940's and 1950's. Those

historic successes have tended to reinforce the assumption that

what is new is better.)

Improvements in health come about because of many factors:

economic conditions, housing, nutrition, working conditions,

improved knowledge of health and disease, wider availability of

health care, public health programs, etc. While the application

of medical technology is only one of the factors contributing to

well-being, it enjoys a special visibility and prominence in the

present circumstance of rising health care costs. In many

instances, technologies have brought enormous benefits and have

reduced costs to the system: preventive vaccines for polio and

other diseases, antibiotics for infectious diseases, therapeutic

drugs such as cimetidine for peptic ulcer, surgical procedures

such as those to correct malformations of the heart, etc. In

other situations, technologies have increased costs with varying

benefits: lung cancer, acute leukemia and certain other

malignancies; coronary artery disease, etc. Diagnostic tests

including both laboratory tests and imaging procedures allow for

both earlier and more precise diagnosis, but they tend to be

expensive.

In essence, in some cases, technology has reduced mortality,
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morbidity and health care costs, and improved the quality of

life. In others, it has reduced mortality and possibly improved

the quality of life, but it has also increased costs. Some have

estimated that 20-40% of the annual increase in overall hospital

costs can be attributed to the adoption of medical technology.
2

Benefits of Medical Technoloav

I have been asked to describe at this hearing, the benefits

as well as the adverse effects of new diagnostic technologies and

new methods of treatment. In my view, it is not an exaggeration

to say that as remarkable as the advances in medicine have been

in the last few decades, there is every reason to think that the

future holds even greater progress. In almost every area in

medicine, there have been great advances in knowledge and the

appearance of new beneficial technologies.

For example, in cardiovascular disease, our understanding of

the process of atherosclerosis has been vastly increased. There

is a new generation of pacemakers with potential application to

hundreds of thousands of patients who may have as a terminal

fatal event, an abnormal cardiac rhythm but with the new

pacemakers a normal rhythm may be restored. Within the last few

weeks, a new heart pump has been announced which is 1/4 inch wide

and a 1/2 inch long and can be inserted through a blood vessel to

assist a failing heart. Left ventricular assist devices used in

patients with end stage heart disease are a life-sustaining

device as they wait for a transplant. Finally, even though NIH
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has just decided to end funding for the development of the

artificial heart, can anyone really take the position that such a

device will not become practical in the not too distant future

and that problems which plagued the first implants will not be

solved? Similarly, there are many other areas of medicine where

the innovations have been truly remarkable, as in restoring the

function of damaged or diseased joints and in managing emotional

disorders.

Diagnostic advances include new methods of pre-natal genetic

tests for congenital defects and inherited diseases. Computer

assisted imaging is revolutionizing image processing, analysis

and archiving.

With the use of biotechnology, new vaccines, new drugs and

new diagnostic techniques have been developed. While there is as

yet no cure for AIDS, it is important to recognize that

biomedical research provided the tools so that many of the

unknowns of this disease were clarified and the causative agent

identified within a short time. One needs only to recall the

history of polio and the many years it took to understand that

disease to appreciate how far and how quickly the science of

medicine has come.

There are also startling advances in the neurosciences such

as the innovative therapy for Parkinson's disease. Organ

transplants that once made front page news are becoming

commonplace standards of treatment for certain diseases.

Medicine is continuing to advance; the technological imperative
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is proving stronger than the tide of resistance or criticism.

But have the advances in medicine and our vast expenditures

brought commensurate improvements in health status, quality of

life and life expectancy? The two most common health indicators,

life expectancy and infant mortality, provide conflicting

information. Statistically, the greatest improvements in life

expectancy since the turn of the century have come in the area of

public health: better sanitary conditions and improvements in

infant mortality increased life expectancy from 47 to 74 years.

We have also experienced a decline and virtual elimination of

most of the acute infectious diseases that were prominent causes

of death for the first half of the century.
3

In the last 15 years, we have begun to experience some

dramatic reversals in both the incidence and prevalence of

chronic illnesses. For example, deaths from heart disease are

declining as are cases of lung cancer, cirrhosis of the liver,

and stomach cancer. But much of this improvement may be due to

changes in lifestyle, e.g. diet and exercise.
4

Conversely, infant mortality is no longer declining in the

U.S. The U.S. now has an infant mortality rate of 11 per 1000,

and is ranked 19th in the world; Finland, Sweden and Japan are

tied at the top with a rate of 6 per 1000.5 This, however, seems

to be due, in part, to problems of access, i.e. women who cannot

(or do not) receive adequate pre-natal care. It may also be due

to lifestyle choice (drug and alcohol abuse by some pregnant

women).
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We may not have paid sufficient attention to prevention in

the past but it is now receiving greater emphasis. It is a

worthy objective and it can accomplish a great deal, but it is

important to recognize that there are many serious medical

problems where the underlying disease mechanisms are

insufficiently understood at present to enable recommendations

for preventive measures. This is the case with certain types of

arthritis, most'forms of cancer, heart disease, kidney disease,

to name just a few. At the present time, these diseases are

treated with what are essentially "half-way" technologies --

measures which are aimed at alleviating manifestations of

diseases for which no definitive prevention, control or cure has

yet been devised.6

Negative Aspects of Technolovy

While technologies have provided great benefits, they have

also raised unprecedented problems and complex issues for the

nation, for the health care provider community and for the

individual. In the minds of many, the continuing rise in the

cost of health care, without apparent commensurate benefit, is

one of the most important problems facing the nation. They

believe that since technology appears to contribute significantly

to the rise in health care costs, it should be identified as a

major culprit which must be controlled, and that the principal

method of control should be by government regulation.

There are many factors which are responsible for the
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increase in expenditures: hospital labor costs, administrative

costs, malpractice insurance premiums and awards and the practice

of defensive medicine, professional fees, and certainly the

overutilization of technologies, particularly diagnostic tests.

However, at the outset, it is essential to recognize that modern

health care is expensive under the best of circumstances. Health

care delivery fifty years ago was far less expensive because

there was little in the way of technology that the hospital or

doctor could "deliver" -- there was the x-ray, the'

electrocardiograph and a few medicines, most of dubious value.

-The overutilization of diagnostic tests and procedures,

technologies with a low per unit cost but a high frequency of

use, have contributed as much, if not more to the rise in health

care costs that "big ticket" services like CT scanners or organ

transplants.
7 One estimate claims that 20% of tests are

unnecessary.
8 If that proportion is confirmed, it would

constitute a large waste of the health care dollar because in

1987 alone, about $27 billion was spent just on laboratory

tests9, and more than $100 billion for all types of tests.
1 0

Overutilization is a problem in other areas of technological

advance as well. Just this year, a study reported in the New

England Journal of Medicine found that approximately twenty

percent of pacemaker implants in a group of thirty hospitals may

have been unwarranted.
1 1 The numbers of hysterectomies and

caesarian deliveries continue to rise despite a widely held

opinion that many are not warranted. There are other factors
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which enhance technology's impact on the rise in health care

costs such as the bias of reimbursement by third-party payers

towards technology in which they tend to support procedural

medicine over cognitive expertise. There also was an estimate

earlier in this decade that 25,000 of the 170,000 bypasses

performed that year may not have been warranted.

On the other hand, the impact of new, so-called cost

increasing technologies may be exaggerated. This issue was

studied recently by the Prospective Payment Assessment

Commission which on examining cost estimates for 1987, found that

for 19 technologies most likely to effect cost increases for

Medicare, the estimate of total costs for 1987 would be $127.7

million; and that for the six technologies most likely to

decrease costs for Medicare in 1987, there would be a net savings

totalling $113.2 million for an overall net cost increase of only

$14.5 million of .02% of total Medicare benefit expenditures.1 2

A few years ago, we estimated that the total costs of high

technology procedures and devices such as organ transplants,

diagnostic imaging (hospital based), lithotripsy, coronary artery

bypass surgery and the balloon coronary procedure came to about

$19 billion, only about four percent of total health care

expenditures.

While it is impossible to imagine the practice of medicine

today without CT scanners, ultrasound, intensive care units and

the many laboratory tests a physician can employ to make a

diagnosis, the inappropriate use of such technologies constitutes
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a serious factor in raising the cost of health care.

"Inappropriate use" is an umbrella term which can be used to

define the possible mis-application of technology in a variety of

circumstances, and at times, in situations where one might raise

ethical questions. In my judgement, these circumstances include:

use of a technology in ignorance or for a marginal benefit to the

patient, use of technology in the absence of evidence of its

value or in spite of the fact that conclusive studies have not

been done.

In addition to contributing to increasing health

expenditures, technologies often are associated with major

ethical and moral issues of access, equity and distributive

justice, particularly in the current setting of financial

constraints. The poor and disadvantaged may not have access to

potentially beneficial and life saving technologies no matter

what definition is used for "minimal level of care"- There are

the complicated and controversial questions about maintaining

life in the dying at any age ranging from infants with severe

neurological defects to the terminally ill elderly. Only this

month, a national newsmagazine featured a cover story on

intensive neonatal care in which it was pointed out that five

years ago it was considered a miracle to save the life a two

pound, premature infant and today, babies weighing one pound can

be saved through the application of the latest advances in ultra-

high technology medicine. The cost? More than $350,000 per baby

for four months in neo-natal intensive care, and inestimable
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costs later for children that survive with handicaps.13

What is driving this technological imperative? Beyond

patient demand, there are at least two influences: technological

style of practice reinforced by third party payment systems, and

training of young physicians in technologically intense medical

centers.1 4 I would add a third factor: hospital competition to

attract expert staff and patients by acquiring the most

sophisticated and newest technologies.

Hospitals adopt new technologies keeping in mind the

relative advantages those technologies present for reaching

predetermined goals. Teaching hospitals and hospitals with

research programs adopt technologies very early; larger hospitals

adopt new technologies before smaller hospitals with third party

cost sharing serving to accelerate the rate of adoption.

Decisions to adopt technologies are made by and for the

physicians that practice at a given facility. Beyond financial

considerations, prestige, collegial competition and a sincere

commitment to improving patient care are the key factors in these

decisions.15

Many new technologies, particularly new diagnostic devices

and surgical procedures, have moved from research into the

practice of medicine before their safety and effectiveness have

been clearly defined. At the same time, as new technologies are

introduced, many old, obsolete and ineffective technologies

continue to persist for years.

Our health care system is technology driven and there is no
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reason to think that this is going to change. Hence, on the

assumption that technology is generally beneficial, the question

then becomes, "Should we or can we control the use of technology

so that it is applied effectively, efficiently and

appropriately?"

The dilemma we face is how to integrate in a rational and

equitable manner expensive, beneficial medical technologies in a

climate where there is so much concern over cost containment.

Although there has been little research on the diffusion and

application of new technologies outside the hospital setting, it

is essential to recognize that while the highly publicized

technologies such as the CT scanner and magnetic resonance

imaging (MRI) are expensive, it is their inappropriate use as

well as the ordering of innumerable, small relatively inexpensive

tests and procedures in the aggregate, as mentioned previously,

that have had the greater financial impacts by far.16

Whether inappropriate use of medical technologies occurs

because of ignorance, the absence of data concerning safety and

efficacy, or because of greed, the fact is that the vast majority

of medical procedures now in use have never been subjected to

carefully evaluation. In a 1978 report, the Office of Technology

Assessment estimated that 80% to 90% of all medical procedures

had not been adequately assessed.

In large part, in recognition of this problem, the Congress,

in 1978, created the National Center for Health Care Technology

to evaluate so-called high priority technologies.1 7
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Unfortunately, it was abolished in 1981 leaving the nation

without any agency in either the public or private sector to

carry on the responsibility for assessing medical technologies

for their safety, effectiveness, or costs, both in absolute terms

and in comparison to competing technologies. While there are now

many assessment activities in the U.S., they tend to be modest

and ad hoc, and there is little or no coordination among them.

Perhaps, most importantly, there is no agency which examines

major technologies for their implications from a national

perspective. This situation does a disservice to all the parties

in health care: consumers, health care providers, the medical

industry, third party payers, and policy makers.

Those who are concerned with the provision of and payment

for health care in this country are faced, at least

theoretically, with three categories of questions:

1) Questions of quality of health care -- safety and
efficacy;

2) Questions of social policy, ethics and access;
3) Questions of economics - costs to the individual

and to the nation.

What is troubling in all the current discussion about containing

health care costs is the virtual absence of concern for quality

and social policy and a near obsession with the economics of

health care. Any number of schemes have been attempted in the

last decade to control costs. Health planning efforts were

recently abandoned at the federal level and nearly abandoned at

the state level. HCFA instituted the prospective payment system

(PPS) in 1983 in hopes of controlling the costs of the hospital
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portions of Medicare, but with relatively little success. In

fact, health care expenditures have continued to increase as more

procedures and test are done in outpatient facilities which

escape PPS controls. Thus, while these free-standing centers

have reduced hospital bed utilization, they have become an

important factor in the increase in health care costs.

Certainly, PPS has had some positive effects, e.g. it has forced

hospitals to examine costs and to become more efficient in

delivering health care; device manufacturers have focused more

attention on cost effectiveness. Unfortunately, PPS has also had

some adverse effects on quality of care and on access by

disadvantaged groups. This can be illustrated by the fact that

under PPS, there is no incentive for a hospital to use a

technology in diagnosis or therapy which is more expensive than

another technology even tough it is clearly superior. For

example, MRI is generally recognized as more precise for the

diagnosis of certain brain disorders than the CT scanner, yet a

hospital would be reluctant to use it because the operating cost

of MRI is two to three times higher than the CT scanner.

Finally, in this discussion of attempts to control costs,

one should mention proposals for instituting rationing of health

care services as the only means of controlling increases in

health care expenditures. However, given the character of

American society, its general concern with the welfare of the

individual, its feeling that everyone has a right to high quality

medical are, and the fact that it is probably the best informed
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public concerning the benefits of medical technology in the

world, one would doubt that the rationing as an overt national

policy is feasible or acceptable.

System Dysfunction

As has been mentioned previously,.there are many factors

that contribute to the high cost of health care. A major reason,

in my view, lies in the fact that we don't have a health care

system -- we have a "dis-system" as in disfuction (dysfunction).

We have a conglomeration of health care delivery mechanisms

ranging from private solo-practice physicians to HMOs to

corporate hospital giants, where the use of procedures, however

inappropriate, is rewarded while the traditional role of

physicians, which we fondly remember as general practitioners

with wonderful bedside manners, is penalized. Coverage for

health care ranges from expensive total coverage by private third

party payers through Medicare and Medicaid with the deficiencies

in those two programs, to the absence of coverage for

approximately 37 million people. In addition, we have the huge

health care delivery systems for active military, for veterans

and CHAMPUS for military dependents.

With a mishmash like this, why do we seem so surprised that

health care costs continue to rise and that health care delivery

in this country is so inefficient? There is no other country in

the world with so much pluralism in health care delivery.

Pluralism in many circumstances is good, but one has to wonder
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whether it is serving us well in health care. I don't know if

Mr. Califano's estimate in the earlier hearing that $125 billion

of our health care bill is wasted is accurate, but I do know that

we have a setting in which inefficiency, waste, and overuse and

inappropriate use of medical technology are fostered.

Conclusion

In conclusion, the following points can be made:

1) Health care delivery in this country is in part driven by

medical technology.

2) Overall, medical technology has brought society great

benefits and has contributed to increasing life expectancy and

improving the quality of life. It has also given rise to a

variety of difficult issues including large increases in health

care expenditures, access, equity and moral dilemmas.

3) The majority of medical technologies have not been

subjected to scientific evaluation.

4) The pluralism of our delivery and payment mechanisms

foster inefficiency and waste in the use of technology.

Assuming the forgoing is accurate, what are some of the

measures that can be adopted to provide for the more rational use

of technology?

1) Introducing a more orderly process for health care

delivery and financing, i.e. a national health policy and

program.
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2) Provide for careful evaluation of certain expensive and

complex technologies as they enter into clinical practice, but

before they are widely diffused. One such mechanism is interim

third party payment in which reimbursement is offered to selected

centers for studies of safety, effectiveness, and costs of a

given technology and of patient outcomes.

3) Establish regional centers or."centers of excellence" for

certain technologies such as organ transplants for which major

resources and experience are needed. Currently such expensive

resources are often duplicated unnecessarily.

4) Increase funding to support technology assessment. It is

estimated that less than $50 million is now spent (between the

public and private sectors) to evaluate medical technologies,

about .01% of our national expenditures for health care.

5) Encourage a coordinated effort by major medical

professional societies and third party payers to support

technology assessment and to intensify the use of its results to

guide physicians and provide reimbursement.

6) Explore the possibility of establishing an agency within

the government or supporting one in the private sector which has

the mandate to assess major medical technologies before they are

widely adopted.

7) Encourage the teaching of the importance of technology

assessment and rational medical decision-making in medical

schools.
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When one looks back at the early 1970's, the setting was

just about the same as it is now: concern over rising health

care costs and expensive major beneficial technologies diffusing

rapidly and being applied widely in health care before their

safety and effectiveness had been established. Then it was

electronic fetal monitoring, coronary artery bypass surgery and

the CT scanner; now it is another set-of expensive technologies.

Congressional hearings were also held then and some actions

undertaken. Nearly twenty years later, it is obvious that the

old problems are still with us and that much more needs to be

done.
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Representative SCHEUER. Thank you very much, Dr. Perry.
Dr. Stanley Reiser, please take your 7 or 8 minutes, and then we

will have some questions.

STATEMENT OF STANLEY J. REISER, M.D., GRIFF T. ROSS PRO-
FESSOR OF HUMANITIES AND TECHNOLOGY IN HEALTH CARE,
UNIVERSITY OF TEXAS HEALTH SCIENCE CENTER, HOUSTON
Dr. REISER. Thank you, Mr. Chairman.
I would like to bring you back to the decade of the 1960's, which

was a time which had a profound effect upon the modern health
care system, from two very important perspectives.

BASIC DILEMMAS OF TECHNOLOGY USE

The first is the creation of what I like to call the technology of
rescue. In the 1960's we began to develop these extraordinary ma-
chines, the artificial respirator, the artificial kidney. It was the
vanguard of--

Representative SCHEUER. What was the first one?
Dr. REISER. Artificial respirator.
Representative SCHEUER. Respirator. Thank you.
Dr. REISER. And the artificial kidney.
This was the vanguard of the technology that permitted us to

take patients who, before, would have died in the emergency room,
and allow them to have time of life so that their function, using
these machines, might be restored.

Now, as we began to experience these machines, we began to
have an important series of ethical dilemmas. Questions began to
arise whether or not the use of these machines was warranted in
relationship to what they were doing.

In other words, the function of the mechanical ventilator was to
allow the patient's body time to recover. But what if the body
didn't recover and the machine was keeping the patient breathing.
Was this an adequate use of this technology? Was it responsible to
use it, in other words? Was it effective? Did it benefit the outcome
in patients whose disease was not, in its underlying features, affect-
ed by this technology?

It has taken us a quarter of a century since 1960 to grapple with
this question, and I believe we have finally come to grips with it
ethically, and in many States legally, to show that even though a
technology can do as much as keeping the patient's life going and
breathing, if that life is going to be ended by a disease on which
the machine has no effect, then the appropriate way to deal with
that machine is to remove it so that the natural functions of the
disease can inexorably take over as they will.

In other words, I think we can now show that is humane medi-
cine, and what is effective medicine is also cost-saving medicine.
But the grappling with the ethical and legal dimensions of how to
proceed when machines will not affect basic outcome and how to
develop effective policy for that has been an important step in
trying to deal with technology.

So, one of the first ways in which the health care system was af-
fected in the 1960's was the introduction of this new technology
which not only created ethical dilemmas but also led to the general



790

rise in the level of intensity of care and also in the number of
people who had to apply this care. The cost rise is directly related
to this new technologic event.

But the 1960's also introduced a second basic set of problems for
us. In 1960, if you or I were to be treated in a doctor's office, the
decisionmaking in the illness would essentially be one between the
doctor, the patient, and the family. It was a relatively simple proc-
ess of decisionmaking.

But we entered, in the 1960's, an era of pluralistic and public
medicine, where we found that in order to manage the costs and
the technology that we were introducing at this time, we required
analytic expertness, managerial talent, and the involvement of in-
stitutions that went beyond the ordinary purview of medicine.

So, we began to see integrated into that era a group of other in-
stitutions whose values and whose policies inexorably would shape
the doing of medicine: the insurance companies, the health care in-
dustry manufacturers, and government.

So, what we emerged with at the end of the 1960's was a pluralis-
tic medical system with many interests each having different
values and wanting different policies.

TECHNOLOGY ASSESSMENT

Now, it is against this background that I think we must consider
the current dilemmas of how to use our technology. Most of the
time when we hear discussions of technology the first question you
hear is: "Does it work?" It's a physical question: What is the
nature of the technology; what is its physical characteristics?

The problem is we have inadequate answers to the question does
it work. And for some technologies we do not have answers. For
some technologies we have answers but these answers are spread
all over the medical literature. Imagine yourself a practitioner in-
terested in a drug. Over the course of a year you might read 10 or
15 articles on that drug in different medical journals, each using a
different methodology to talk about the same effect. How, after all
of that reading and your own limited time, can you possibly get a
synthetic view of whether that drug is good or bad? Extraordinari-
ly difficult.

In addition to this, the various machines that we use are used in
a manner that we are not sure is effective. For example, electronic
fetal monitoring is used on an extraordinary number of births, but
we are not clear under what circumstances that technology is ap-
propriate. We are also not clear, having seen some of the signs that
that machine produces, whether or not that should lead to the next
step: ordinary normal delivery, or cesarean section.

So, we have an extraordinary array of questions about all these
advanced technologies that we have inadequate answers to or the
answers are scattered so badly throughout the literature that no
one person can get a synthetic view of what's going on.

Now, in the past, as my colleagues here have said, we didn't
worry about such problems because in the past we had few effec-
tive technologies to offer. It's important to recognize that penicillin,
the first effective technology to be applied on a broad spectrum of
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illnesses of any sort, is less than 50 years old. Within the life span
of a number of people here, that new innovation occurred.

We are historically young in relationship to our ability to under-
stand all these problems. Therefore, it is not surprising that we are
groping.

Representative SCHEUER. It is not surprising that we are what?
Dr. REISER. It is not surprising that we are groping.
Representative SCHEUER. Thank you.
Dr. REISER. We still have not had the time to come to grips with

this. In other words, we are living with a prepenicillin system of
evaluation in an era that has gone far beyond it.

Now, if it is difficult enough for a single doctor to try to locate in
the medical literature the right answers to the problems he is con-
fronting, it is even more difficult for a pluralistic system asking
many different kinds of questions than purely physical, such as
cost and distributive questions, to get these answers.

Moreover, any group of people all of whom would be interested
in these questions, coming from different backgrounds would find
the literature impenetrable.

We have another problem: In addition to having the people
who--

Representative SCHEUER. Excuse me. Would you just define what
you mean by "impenetrable"? Is it that they can't find what they
want but it is there, or that the answers to the questions they
have, have not been addressed yet?

Dr. REISER. Both.
Representative SCHEUER. Well, elaborate on that.
Dr. REISER. It is a jungle that is hard to sort through. Your

answer may be somewhere behind a tree, but it's hard to find
which tree and where it is.

Representative SCHEUER. And we do not have libraries out at the
National Institutes of Health which doctors and researchers and
hospitals can plug into, that have holding capacity and retrieval
systems so that if you punch a couple of buttons and you ask what
percentage of hysterectomies for the population take place here as
against England, the computer wouldn't spit out that information?

Dr. REISER. What a computer will spit out-and my colleagues
who will follow me will say more about this, I am sure-will be a
whole long list of articles. And let's say you have the time-be-
cause you are a practitioner now, you have 30 patients out there-
let's say you had enough time to sit down at 1 o'clock in the morn-
ing and read them. They would have different methodologies, they
would have different points of view. How do you put it together?

So, the system is not geared for clinicians who have to use it and
who have limited time to use it, to tell them what's going on. This
is why we need standards.

Representative SCHEUER. To tell them what somebody else some-
where knows about the subject that they are perplexed about?

Dr. REISER. Not just somebody else, Congressman Scheuer, but
the group, the group of researchers as they have looked at the
problem have some common view.

We need synthetic statements of what this common view is, both
to guide people in the use of appropriate technology and also to'
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decide, when we have this common view, whether this isn't or is a
good technology at all and if we should be using it.

It is for information synthesis that we need established consortia
of organizations of institutions to provide policy guidance for the
doctor practicing, for the health insurer who wants to know if he
or she wants to pay for this technology, and for the Government.
That is what we sorely lack.

It is an old system of old information geared to a new system of
technology, and we have to make the evaluation part of it and the
assessment part of it as efficient as some of the machines that we
have invented. That is where our real gap lies. And if we do not do
something to heal that gap, we will have the specter of a growing
phalanx of technologies being too complicated for people who have
to make decisions about them to use well.

[The prepared statement of Dr. Reiser follows:]
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PREPARED STATEMENT OF STANLEY J. REISER, M.D.

Technologies in health care are authoritative entitles.

For patients, they epitomize one power of science providing

data about unseen forces affecting the balance between health

and illness, and interventions to right the wrongs of heredity

and life. For health care providers, they form an armory against

illness that confers power on the user to alter the course of

pathologic forces, and also status from having the knowledge to

do so. For society, they represent a mark of advancing civilIza-

tion able to develop I fe-saving and pain reducing measures to

those who need them.

For technology, as well as for the organization of health

care in the United States, the decade of the 1960's was a

landmark era. In that period, technologies of rescue were

introduced into medicine. These technologies, symbolized and

led by the artificial respirator and the artificial kidney, and

aided by a new sophistication in diagnostic monitoring, made it

possible for medical staff to rescue those in states of physiologic

collapse from illness or injury. But while rescue from death

became increasingly possible, the, technology did not always restore

patients to the functional lives they had led before the calamity.

Some of them lingered in a twilight zone between death and physio-

logic existence. The difficu lty of knowing how to make decisions

about such patients was one of the events that led late in the

1960's to a wide and searching examination of the values under-

lying the practices of medicine, and to an exploration of the

ethics of health care.

88-544 0 - 89 - 26
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The growing capacity to intensify the care of patients.

which used increasingly sophisticated technology and growing -

numbers of health professionals, led to a large expansion of

health care facilities and to large increases in the costs

associated with medical care in this decade.

At the same time this was occurring, a change was brewing

in the way that practice was conducted. In 1960, the partnership

among the patient, doctor, and family generated the basic

decisions of health care. However, as the cost of care rose

along yi-th its-benefits, and as the complexity and effects of

are entailed managerial and analytic expertness that stretched

beyond the capacity of medicine, medicine itself left the sphere

of essentially professional and private arrangements, that had

characterized it at the beginning of the 1960's, to enter as the

decade ended the sphere of pluralistic and public engagement.

It is critical for all who are a part of health care in the

United States to understand this evolution and to appreciate that

health care is now a pluralistic--institution with government

an important but only one of many institutions, such as consumer

organizations, insurers, manufacturers, unions, and so forth ---

whose values and interests are now indelibly a part of the decision-

making apparatus of the American health care system.

This new situation is significant in framing the issues we

must engage in order to apply with greatest benefit, the health

care technology of the present and future.
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This technology is generally conceived of in its essential

physical effects, epitomized in the question, "Does it work?'

And this is a crucial question, about which we have inadequate

knowledge. For many technologies we need more new knowledge but

also better synthesis of what we already know about their

reliability and the risks they present, about the benefits they

confer and, critically, about the effect of these benefits on

the outcome --- what in fact happens to the patient in the long

run after being exposed to the technology. Examples abound.

What are the appropriate indications for electronic fetal monitor-

ing during labor and delivery? How does its use Influence out-

come? What about Its effect on the rate of Caesarlan section

which has risen in use since the early 1970's from about I in 20

to about I in 5? Intensive care units -- How should patlents be

selected for being put into them and taken out of them? What

is their effect on outcomel And what about hysterectomy? It

is the most common major operation in the United States. Yet

continued debate occurs over its indications, along with the

meaning of regional variation in Its use.
2

Similar Issues about

the appropriate application of procedures arise concerning a

wide range of common and routine ones from the use of laboratory

tests and imaging technology to coronary artery by-pass surgery.

In the past, we did not worry excessively about such prob-

lems. We were, after all, emerging from a period reaching back

to the beginning of recorded history, when medical intervention
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against life threatening and disabling disease produced little

positive effect. We should recall that the first major drug

to have a clearly beneficial effect in a wide spectrum of

bacterial disorders, penicillin, was produced just at the close

of the Seccnd World War. However, our accelerated medical pro-

ductivity cince then has spawned a variety of agents and techniques,

with wide spectrums of possible benefit (and also harm).

It has become increasingly difficulty for the practitioners

reading a literature containing analyses of current therapies

using a variety of study methodologies to get a synthetic view

of where optimum therapy lies. Moreover, the public character

of medicine calls for attention to the interests of social others

for whom the cost and distributive aspects of medical choices at

important. This has made more difficult to accept the tendency

of the past to add without systematic consideration new procedures

to the ones that are already in place and familiar. The continu-

ing growth of modern innovation requires a winnowing process to

be put in place that determines not just what works, but what

works best. Too often new technologies are introduced, which

promise to replace older ones by giving, eg., sore accurate data

retrieved at less expense in discomfort and funds, only to have

the older technology not fall into disuse but stay to supplement

the new. Too often, to paraphrase that soldier's ballad, "Old

technologies never die, they don't even fade away." The

priorities of our pluralistic medicine can be set only by dialogue
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between its constituents, but to make good judgments they

must have good evidence and in a form they all understand.

If this dialogue were only about defining a process that

gives all parties an adequate view of the physical and distributive

effects of each technology, that would be difficult enough. But

more is in.cived. For the use of technology carries significant

meaning to users -- it is a symbol of status, a measure of power,

an agent of values. Through technology we accomplish goals that

are essential to our lives. Its use, thus, is influenced not

merely by its physical effects on an illness, but on our vision

of who we are, and the sores of the social system In which It is

embedded. Examples: The stethoscope hanging out of the pocket

or jauntily draped like a tie around the neck of the medical

student is a mark of becoming a doctor; magnetic resonance

imaging technology, possibly the vanguard of a new era of diagnostic

analysis, becomes for the imaging specialist the mark of his status

and the path to institutional advance; the respirator, while

"breathing' for the patient may be prolonging dying rather than

offering hope, and can intimidate and immobilize staff and family

from rational decision-making symbolizing for them a cardinal

value -- life; and the barrage of diagnostic testing, often used

not to learn needed therapeutic facts, but standing as a barrier

to the assault on the doctor of the legal system. An effort to

rationalize the use of technology thus must take account of and

integrate into policy formulation the personal and social factors

that guide its use, as well as its physical features and effects.



798

An institution or consortium of them is required in our

country, whicn brings together information needed by the

constituencies of our pluralistic medicine, to permit its

constituents to jointly develop policies on the application of

health care technology. These institutions should synthesize

the literature and encourage research to:

a) elaborate institutional and provider capabilities

needed to use given technologies beneficially.

b) elaborate the general physical effects of given

technologies and the general medical circumstances

under which their use is best warranted,

c) describe the constellation of social and cultural

factors that are germane to a technology's use,

including public desire or need for its benefit-,

economic consequences of its use, ethical considera-

tions and legal factors that restrain or accelerate

use and its psychologic and cultural meanings to

providers and users, -

d) suggest ways of influencing the social system and the

delivery system to rationalize technologic applications.

We now are operating a modern system of health care in the

United States with inadequate knowledge of the technology we use.

Each year, we have increasingly massive budgets to support

medical research ultimately aimed at creating future technologies.

and to provide needed funds for patient care using present ones.
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And each year a burgeoning traffic of new technology enters

the health care highway, clogged already with models from

years before, with both old and new technology riding on

unexpiring licenses, guided by few signposts, and headed toward

destinations poorly defined.

Knowledge of the physical and social determinants of

technologies, of their effect on outcome, of what they cost and

their relative value, and brought together in a synthetic form

appropriate to create policy, is essential for decision-makers

if the new pluralistic health care system of the United States

is to come together and make our technology work.
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Representative SCHEUER. Well, that is extremely interesting, and
I appreciate your very thoughtful statement.

Could you give us a list of questions that you think ought to be
addressed?

Dr. REISER. Yes.
Representative SCHEUER. You don't have to do it now.
Dr. REISER. All right.
Representative SCHEUER. Or why don't you take a crack at it

now.
Dr. REISER. Yes. Well, I will read it because I made a little list in

my prepared statement. Shall I read it, or shall I just save it for
later?

Representative SCHEUER. Well, I read your statement.
Dr. REISER. OK.
Representative SCHEUER. I didn't find a list in the prepared state-

ment. Was it there?
Dr. REISER. Well, maybe I didn't make it clear enough. I think

first of all you need organizations to go through the literature that
will create these synthetic things, and the sort of questions they
have to ask are about, first, outcome: it's not enough to say that
after you have used a drug that the patient feels better the next
day; that's not enough of an answer; next year, is the patient any
different from when he got treated the year before? That is what
we should know.

We need to know about what the true outcome of these uses are.
They are not followed long enough for us to establish where they
lead. They seem good shortly after, but what happens to the pa-
tient after the hysterectomy. So, you need outcomes studies.

PAST ASSESSMENT ACTIVITY

Representative SCHEUER. Apparently, the National Center for
Health Care Technology was abolished. But would it be that office
that logically and properly would be developing this kind of infor-
mation?

Dr. REISER. That was the intention in the long run of what such
an agency would do. It would both develop synthetic statements
about where technology lies that we are currently using, anticipate
where future technologies are going and try to develop research
about them. It'would both use the information already current,
which is something that OTA does now also, but also try to get
people to sponsor new research. -

Representative SCHEUER. Do you know the circumstances on
which that office sort of disappeared into a big, black hole?

Dr. REISER. I know it, but we have the former director here.
Representative SCHEUER. I know we do. He has already presented

his statement. Do you want to add anything?
Dr. REISER. Yes. I think it was a variety of circumstances. I think

that in 1978-80, when the National Center for Health Care Tech-
nology was there, we did not well understand the implications of
the burgeoning technology on the ability of the system to function
effectively; that is to say, the different people who have to make
decisions coming together, looking at common evidence, and reach-
ing judgments, from payors to practitioners.
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Thus, the system frightened two groups:
First, it frightened physicians, who felt that the system, by eval-

uating technologies, would develop rigid standards which would
make them practice medicine in a way that they did not believe
they should. They were worried about their clinical freedom being
abridged.

The second group of people who worried about it, I think, were
manufacturers of instruments and technology who felt that the as-
sessment process itelf might slow or delay or end the possibility of
new technology getting to the marketplace.

I think, curiously and interestingly, in the 6 or 7 years since the
Center's demise both groups have started assessment processes of
their own and both groups have come around to seeing that assess-
ment has important and valuable dimensions, because the public
and the private sectors cannot afford all of the technology being
proposed and that there must be some rational statement about
what is good which can be very helpful for both parties.

But I think those were the two major threats and fears around
which the Technology Center was developed.

The other was, I think, the general administration policy, par-
ticularly stropg at the very beginning, to put in the private sector
many functions.

Representative SCHEUER. Put to the private sector what?
Dr. REIsR. To take away from government functions and put

them in the private sector. I think that they felt that the private
sector acting alone was capable of developing these notions.

Representative SCHEUER. That is the process known as "privat-
ization."

Dr. REISER. Yes.
Representative SCHEUER. A horrible phrase. But it's clear what it

means.
The Federal Government in this administration has been want-

ing to privatize the National Weather Service, and regularly every
year or 18 months we have hearings and we bring in the agricul-
tural groups, the citrus growers and the radio and television sta-
tions who distribute weather information, and the industries that
need weather reports frequently, and they all express outrage, and
so the idea is mothballed until the next year, when the administra-
tion predictably, inexorably, proposes the privatization of the Na-
tional Weather Service.

Dr. Seymour Perry, you were sitting in the catbird seat adminis-
tering the National Center for Health Care Technology. Can you
tell us something about it, what its work was, what it seemed to be
producing, what its hope was, and the story of its demise?

Dr. PERRY. Yes, I will.
Representative ScHEuER. Could you pull the mike closer.
Dr. PERRY. In the 1970's the Congress became increasingly con-

cerned about some of the very same issues that we are addressing
today. The technologies were different, but the issues were really
identical: rising health care costs. And legislation was introduced
in 1976 and again in 1977 to create some sort of a Federal agency
that would have responsibility for engaging in comprehensive as-
sessments or sponsoring assessments of major technologies.
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When the legislation was finally passed in 1978, the new agency
was designed not to be a regulatory agency, although it was per-
ceived by some groups like the American Medical Association and
the device manufacturers, to be such.

It was designed, rather, to assist third-party payers and others
such as medicare, who decide whether to cover some technology or
not.

Representative SCHEUER. To decide under what circumstances it
made sense.

Dr. PERRY. Right.
Representative SCHEUER. That it would be cost effective and

health enhancing.
Dr. PERRY. Now, it is important to emphasize, since you used the

term "privatization," that the Center's philosophy, in an effort to
anticipate some of the opposition to its activities, decided that it
would look to the private sector to perform the evaluations and
that its role-the Center's role-was to act as a catalyst and to
ensure that bias was minimized.

Now, the opposition-and I would like to qualify one thing that
Dr. Reiser said-in fact that the medical profession as a whole was
supportive of the Center. Notably, the American College of Physi-
cians, which is an organization, as you probably know, of 65,000 in-
ternists of this country, and most of the specialty societies were
also in support of it.

The AMA was against it for the traditional reason that it was
afraid that this activity would interfere in the private practice of
medicine.

The manufacturers were afraid-and they testified to this
effect-that it would be a constraint on innovation.

Representative SCHEUER. A constraint on what?
Dr. PERRY. On innovation, on the development of new technolo-

gy.
I think their real concern, however, is not hard to discern, and

that was that the Center's activities might act as a constraint on
the marketplace.

Representative SCHEUER. And it would act as a constraint on the
marketplace why?

Dr. PERRY. Because if a technology appeared with a marginal im-
provement, but at far greater cost, a company might find it diffi-
cult to make a case for its product if someone had done a careful
evaluation of that particular technology.

Representative SCHEUER. And also, would it not mean that some
of the new technology would not be used as intensively, but would
be used more sparingly and selectively?

Dr. PERRY. It would be much more difficult to promote such tech-
nology.

Representative SCHEUER. Well, it might not be more difficult to
promote, but I could see where a new technology would have a
more restricted use due to some very clear thinking about when it
was appropriate and when it was not appropriate. Therefore, while
it might be helpful in a limited number of cases, it was not going to
be as broadly used and, therefore, it would be susceptible to region-
al availability rather than having every hospital acquire a million-
dollar CAT scanner, for example.
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It seems to me that the idea of rational use of a technology
which, admittedly, was useful and productive and appropriate in
perhaps a limited number of cases, that the business of rationaliz-
ing the use of existing technology is also something that industry
might have feared.

Dr. PERRY. I absolutely agree with you.
I must say, though, to the credit of the device manufacturers-

under the influence, I think, of the prospective payment system-
they have recognized that they have to be able to make a case for
their technologies: to show that they are safe and effective and cost
effective.

Representative SCHEUER. And appropriate in some cases.
Dr. PERRY. Right.
So, I think they have assumed much more responsibility than

previously.
In any case, I think the situation in this country has returned to

where we were before the Center was created. That is that we have
no system for careful and routine evaluation of medical technol-
ogies.

Representative SCHEUER. Now, before you go ahead, tell us the
occasion, the scenario of the Center's demise.

Dr. PERRY. Well, the Center had been in existence for about 3
years beginning in 1978, and with the advent of the new adminis-
tration, it was a relatively simple matter, as Dr. Reiser has indicat-
ed, for the administration, I think under certain pressure, to fail or
not to ask for continuation of the Center.

It was a small, relatively new agency, with a budget at its maxi-
mum of $4.1 million, so it was easily removed from the books.

Representative SCHEUER. All right. And you say "pressure" from
some quarters.

Dr. PERRY. Yes.
Representative SCHEUER. Where did the pressure come from?
Dr. PERRY. Notably, from two areas: the American Medical Asso-

ciation testifying repeatedly against it; and the Health Industry
Manufacturers Association.

But as I mentioned, HIMA has changed its stance and, in fact,
supported more recent legislation to create, for example, the Coun-
cil on Health Care Technology of the Institute of Medicine.

Representative SCHEUER. Well, now, let's analyze this. Why
would the American Medical Association oppose an entity that
would be scrutinizing and evaluating new health care technologies?
What would be in the back of their minds?

Dr. PERRY. Well, as I mentioned, I think one explanation might
be in its traditional stance that this interferes with the patient-
doctor relationship.

Representative SCHEUER. In other words, they would feel that
some institution, let's say, a government institution that was zero-
ing in on the circumstances in which a particular technology would
be cost effective and appropriate and useful and health enhancing,
and other circumstances where it probably was not an indicated
appropriate treatment, that that knowledge would be harmful to
doctors? Is that sort of the substance of their fears?

Now, I don't suppose either you or I could put words in the
mouth of the American Medical Association, but it seems to me
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that knowledge for the sake of knowledge has been the basis of not
only our society for the last 200 years but for modern industrial so-
ciety all over the world. And going back before that, the Greeks be-
lieved in knowledge for the sake of knowledge.

Do we really have to come to the feeling that the American Med-
ical Association was opposing an institute that would create knowl-
edge, and that would evaluate when a particular technology might
be appropriate and when it might not be appropriate?

Was the American Medical Association afraid of giving doctors
this tool? Or was it afraid of giving Federal or State or city cost-
control agencies this tool? What were they ultimately afraid of in
the production, after all, of new knowledge that fine tuned our un-
derstanding of how medical technologies should be used? What was
in the back of their minds?

Dr. PERRY. It's hard to say. Better men than I have tried to dis-
cern what was in the back of their minds but subsequent to this
hearing and with permission of the chairman, I would be happy to
provide additional written comments concerning the Center and its
demise along with my perspective on current deficiencies in the
Nation's technology assessment capacity.

But I think your speculation is probably on target. I should also
add that since those years, the AMA has created its own evaluation
program, and the results of these evaluations are published in the
Journal of the American Medical Association.

But they are, I think it's fair to say, not terribly comprehensive.
But I assume there is some value to practicing physicians although
I do not think that those evaluations are a substitute for the eval-
uations done by the National Center for Health Care Technology.

[The following information was subsequently supplied for the
record:]
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Hon. James H. Scheuer, Chairman
Subcommittee on Education and Health
Joint Economic Committee
US House of Representatives
Washington, DC 20510

Dear Congressman Scheuer:

I want to thank you for the opportunity to testify before
you recently (May 24, 1988). I also want to commend you and the
Subcommittee on Education and Health for convening this series of

hearings on health care in America. Certainly, health care is
one of the most important problems facing the country and I am
afraid we have not come to grips with it. We do a little
patchwork here and there, when what is needed is a comprehensive
approach.

Although my testimony focused on health care technology, I
tried to make the point that we really do not have a health care
"system" in this country. Instead, health care is delivered and
paid for in many diverse ways thus providing a setting in which
the inappropriate, wasteful use of health care technology is
fostered. The rapid introduction of technologies has given
physicians and other providers enormously powerful tools but at
the same time, it has made the practice of medicine much more
complex and demanding as far as decision-making is concerned.

Modern technology also has complicated greatly the life of
hospital administrators in terms of choosing among technologies
to purchase for the hospital. Many technologies represent major
capital investments yet at the same time, their acquisition is
essential if the hospital is to maintain a reputation for
excellence and advancement.

Finally, technology has created complicated dilemmas for
government policy-makers, particularly in surfacing problems
related to cost and not infrequently, in access by disadvantaged
groups. In order for all those concerned with health care to
make decisions on a rational basis, they must have solid
information about the safety, effectiveness, costs, and other
issues raised by the technology in question both in absolute
terms and in comparison with other competing technologies for the
same condition. Such information can only be obtained through

2/2/ Wiwonsi, Avenue NW Suite220 Washtinon DC 20087-2258
202.95s0025
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careful scrutiny or technology assessment.

Unfortunately, although there have been concerns about
problems in this area for more than a decade, neither the
government nor the private sector has rectified the deficiencies.
I touched only briefly on this issue at the hearing but I would
like to take this opportunity to provide you with a brief
overview of the country's activities in technology assessment
(TA) and identify those deficiencies.

During the hearing, you raised questions about the National
Center for Health Care Technology, its accomplishments during its
brief existence and the reasons for its demise. Its creation by
Congress in 1978 was in recognition of the fact that while we
commit enormous sums of money for biomedical research and
technological innovation, we have no mechanism to evaluate the
products of research. The Center's responsibilities included the
evaluation of technologies particularly important from a national
perspective, and from the standpoint of safety, effectiveness,
and cost. It also was designated as the focal point in the
public health sector for providing evaluations for the use of
Medicare in making decisions about coverage. In all of these
activities, the Center's operating philosophy was to look to the
private sector for the assessments, with the Center's role being
to provide the resources and to assure that bias was minimized.

The Center provided Medicare with approximately 75 such
evaluations and recommendations for coverage or non-coverage, all
of which were adopted with only minor alterations of an
administrative nature. Approximately one-third of the
recommendations were for non-coverage since the technologies were
found to be either ineffective or unproven. To estimate the cost
impact of some of the recommendations for non-coverage, studies
by the University of California and Harvard schools of public
health were commissioned. Seven of the recommendations were
evaluated and the total estimated cost savings to Medicare from
six of them was between $ 100 and $ 200 million a year. For the
seventh (plasmapheresis for rheumatoid arthritis) the cost to
Medicare could have reached $ 10 million annually if coverage had
been authorized.

Why, then, did the Reagan administration decide not to
request funds to maintain the Center--an office that had a budget
of only $4.1 million at the maximum (about 1/10,000 that of
Medicare), that was highly cost effective, that fulfilled a
recognized need, and that used a process emphasizing the role of
the private sector? At Congressional hearings on reauthorization
of the Center, there were only two main groups in opposition:
the American Medical Association (AMA) and the Health Industry
Manufacturers Association (HIMA). The AMA spokesman expressed
concern that the Center would interfere with the practice of
medicine and took the position that relevant clinical policy
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analysis and judgments were better made within the medical
profession. It should be noted that the vast majority of medical
specialty societies were supportive.

HIMA was opposed because it was afraid that the Center would
stifle innovation but the real reason, in my opinion, was that
technology assessments might constrain the market place. It is
interesting to note that in 1984, when Congress enacted
legislation to broaden the mandate of the National Center for
Health Services Research to include many of the activities of the
Center, the AMA opposed the legislation as before, on the grounds
that current assessment activities were sufficient. HIMA,
however, supported the bill probably reflecting the environment
engendered by the prospective payment system in which, to achieve
acceptance, a technology needs to be shown to be not only safe
and effective, but also cost-effective.

In 1984, when I testified before the Health Care Technology
Select Committee on Aging, my message was that there was no
mechanism or system in the United States to sponsor and support
research pertinent to assessment of health care technologies as
applied to the delivery of health care, or to link the stages
that a technology traverses beginning with basic research and
ending with application, diffusion, or discontinuation. In 1988,
there is no reason to change my position.

Upon review of the field, there may appear to be a large
number of clinicians, academicians, and researchers concerned
with the evaluation of health care technology. The Institute of
Medicine of the National Academy of Sciences has published a
directory of organizations involved in technology assessment
which lists more than 50 programs engaged in some form of
evaluation in the United States. Particularly noteworthy are the
programs of the American College of Physicians (Clinical Efficacy
Assessment Project), American Medical Association (Diagnostic and
Therapeutic Technology Assessment program), Office of Medical
Applications of Research at the National Institues of Health
(Consensus Development Conferences program), Congressional Office
of Technology Assessment (Health and Life Sciences Division), and
the Prospective Payment Assessment Commission.

The Office of Health Care Technology (OHTA) within the
National Center for Health Services Research is charged with
conducting assessments but its activities are limited to
providing advice to the Health Care Financing Administration on
coverage issues arising in Medicare.

In an attempt to fill the gap left by the demise of the
National Center for Health Care Technology, the Congress in 1984
(P. L. 98-551) authorized NCHSR/HCTA to fund the Institute Of
Medicine (IOM) of the National Academy of Sciences (NAS) to
establish the Council on Health Care Technology (CHCT).
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Although CHCT serves a useful role as a clearinghouse of
information on TA, it appears unlikely that it will conduct
original assessments. In my view, it will not because (1) it
relies on contributors from the private sector, many of whom have
vested interests in technologies and (2) the NAS/IOM is not set
up to deal with regular, daily demands of a technology assessment
program.

While these activities should be applauded and encouraged, I
would like to stress that there are number of deficiencies in
technology assessment from a national perspective:

1. The efforts in TA in this country are fragmented and
there is little or no coordination. Most of the activities among
those involved are modest, poorly funded, ad hoc, and with a few
exceptions, limited to safety and efficacy. Cost and
cost-effectiveness are not considered usually

2. Each organization in the private sector engaged in
technology assessment has its own agenda, understandably choosing
topics to reflect the interests of its constituents. As
mentioned, in the government, the priorities of NCHSR/HCTA are
committed to the needs of Medicare and OTA's activities are set
by the Congress. None of the groups, either in the public or
private sectors, deliberately addresses the national implications
of major new technologies--their potential benefits or hazards
and their economic and resource costs for the nation.

3. There is no single organization that provides a
repository for information on health care technologies or on the
results of assessments on a timely basis.

4. Finally, while the United States spends a large amount
on health research and development, comparatively little is spent
on technology assessment. In 1984, the Department of Health and
Human Services budgeted more than $ 10 billion for health R&D out
of a total health budget of nearly $ 400 billion. If the budgets
of the most prominent TA programs were added to related
activities in industry (clinical trials not included), it appears
that less than $ 50 million was spent for assessment studies in
that same period.

I would like to reiterate the recommendations I presented to
the Subcommittee for improving the research; the following
measures could contribute greatly to strenghtening efforts in
this area:

* Encourage a coordinated effort by major medical
professional societies and third party payers to support TA and
to intensify the use of the results to guide physicians and
provide reimbursement.
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* Explore the possibility of establishing an agency within

the government or creating a quasi government agency with federal

support which has the mandate to assess major health care

technologies before they are widely adopted. There have been a

number of estimates of the cost for such an agency but, in my
opinion, $ 8 to 10 million dollars for the first vear would be
sufficient. In this sort of activity, my experience in the
government suggests that it is better to start "small" but that

amount would support four or five assessment workshops to

establish criteria for the appropriate use of specific

technologies and to support research needed to answer questions

of immediate relevance to the delivery of health care.

* Encourage the teaching of the importance of TA and
rational health care decision making in medical schools, nursing

schools, and schools of public health. Programs concerned with

health economics, health administration, medical sociology,
health law, and health policy also need to educate their students
in the methods and uses of TA.

* Increase funding to support TA research. The $ 50 million
cited for TA research comprises approximately .01 per cent of the

national health care budget. A program is needed that will
support original research, demonstrations, and evaluations of

technologies as well as research on assessment methods, the
nature and diffusion of technology, and the transfer of

information about technologies to practicing caregivers. Health

care technology has become so complex that the vast majority of

caregivers need information for guidance about their appropriate
use.

Again, my congratulations for conducting these hearings. I

hope they lead to some fruitful developments including enhancing
the quality of health care our citizens receive. If I can be of

any other assistance in your efforts or if you would like to

discuss any of the issues mentioned above, please let me know.

Incidentally, and on a personal note, I am delighted to

learn that you are considering joining our Board of Advisors.

Sincerely,

(C..J
SeyfurPerryf1Mn, FACP
Deputy Director
Professor of Medicine and of
Community and Family Medicine
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PRIVATE VERSUS PUBLIC ASSESSMENT

Representative SCHEUER. Let me ask you, if you had a group that
was controlled by the private medical profession, say by the AM1A
or elsewhere, that was just as well funded and had just as good sci-
entific talent, do you think that in terms of the usefulness of the
product that they would turn out it would make any difference
whether this group was privately funded or controlled or publicly
funded and controlled by an agency, let's say, of the Federal Gov-
ernment?

Dr. PERRY. It is interesting that you mention this, because there
are several medical professional societies now who have either es-
tablished mechanisms to do what you are saying or are in the
course of doing so.

Representative SCHEUER. You see, the reason I ask is that I have
no bias against private medicine and the medical community qua
community, and if I thought they would do just as good a job if
they funded it or even the Federal Government funded the process
under their control and direction, if they could do just as good a job
in evaluating under what circumstances a particular health tech-
nology is appropriate and useful as would the Federal Government,
I would say, fine, let the AMA do it.

Who cares who does it as long as that information is available to
doctors and hospitals and the cost-control institutions in our society
who are going to have to have an increasingly important impact on
medical decisions.

Would it make a difference whether this material were produced
under the auspices of the private medical community or by the
Federal Government?

Dr. PERRY. I agree.
Representative SCHEUER. I am not concluding anything. I am

asking the question.
Dr. PERRY. No, I agree with you. I think if they were well done-

that is, if the evaluations were well done, under the aegis of the
medical profession, that would serve an extraordinarily important
purpose, and I think it might do just as well as a Federal agency
for example, providing that there was one principle that was fol-
lowed--

Representative SCHEUER. Well there may be more than one. Give
us all the caveats you can think of.

Dr. PERRY. Well, one would be that bias was minimized. In other
words, these activities could not be perceived or actually be self-
serving. The specialty societies, for example, have a real problem
with this because by definition they consist of people who are uti-
lizing the particular technology under evaluation; that is, they
have a vested interest.

So, if bias could be minimized-and I think, as an example, the
American College of Physicians has been able to do this in that
they have brought in people from outside the society who have no
vested interest in that particular technology, but are knowledgea-
ble about the technology and the patient outcome.

Representative SCHEUER. Do they apply experience abroad, from
around the world?

Dr. PERRY. Yes. They look at the world's literature.
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Representative SCHEUER. Yes.
Dr. PERRY. They do a very comprehensive job.
So, I think that particular specialty society has shown that it is

possible to engage in unbiased technology assessments. However,
the activity is not well funded. The funds come out of the operating
budget of the college. I think other societies can do just as well.

Representative SCHEUER. Well, in other words, are we advocating
the reestablishment of the agency that you headed, that seemed to
be very promising and doing very productive work, or shall we
think about funding comprehensive studies of this kind in the pri-
vate sector, or perhaps it could be a joint government-private coun-
cil with representatives of your society of physicians and the AMA
and other elements in the medical profession who have a legiti-
mate concern, and government?

Would the anxiety of the AMA that somebody was treading on
their turf and was about to restrict decisionmaking, the free flow of
decisionmaking by doctors, would that anxiety perhaps be assuaged
if they were included in a joint government-private sector initia-
tive?

Dr. PERRY. Obviously, I cannot speak for the AMA. But I would
think that it would help assuage their anxiety.

I think there is another issue that I should mention, and that is,
you know, we're talking about synthesizing the data, the available
information and data, about technology under evaluation. But the
problem is that there is not enough funding, and I do not mean to
plead just like a lot of other people who come before congressional
committees plead, there is not enough money to support research
related to technology assessment.

So I think that any entity that is established would have to have
sufficient funds to support that kind of research. Now, we are not
talking about creating another NIH, but there has to be money
provided to support health services research and technology assess-
ment.

It is incredible to me that while this nation has long had an
enormous commitment to biomedical research and we have an
enormously energetic and innovative medical device industry and
drug industry but we commit so few resources to evaluate the prod-
ucts of our commitment.

Representative SCHEUER. Medical arts?
Dr. PERRY. Medical device and drug industry.
Representative SCHEUER. Device.
Dr. PERRY. Yet, we provide so little money to do the evaluations,

to evaluate the products of this enormous enterprise. Yet, we are
having a hearing here just in that area; that is, the evaluation of
medical technologies and their rational use.

Representative SCHEUER. Do either of you, Mr. Behney, or Dr.
Reiser, care to elaborate on this question we are just discussing,
whether it's important to adduce this kind of information on the
appropriateness and utility and cost effectiveness of medical tech-
nology, and if it is appropriate, how do we assuage the fears of a
very influential and credible health care institution, the American
Medical Association, that apparently was able to write finis for the
agency directed by you, Dr. Perry?
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Is it important, and if it is, how should we do it, and perhaps is
there a way that we could think about including the medical pro-
fession in on the research and on the evaluations so they feel they
have a certain handle on events?

Mr. BEHNEY. The broad answer is yes, it's critically important
that we have this sort of effort and that it be expanded.

I disagree slightly with Dr. Perry. I don't think a private-sector
organization made up primarily of, or supported primarily by, the
practitioners-medical societies and so forth-although it would be
very important for them to continue doing it themselves and even
expand what they're doing-that would take the place of the Na-
tional Center for Health Care Technology.

Representative SCHEUER. Do you think this is a government func-
tion?

Mr. BEHNEY. I think it is an independent function, and govern-
ment is the only way I know to assure that, and not just govern-
ment. You couldn't put it at NIH. Back when NCHCT, the Nation-
al Center for Health Care Technology, was being talked about,
there was some talk about putting it at NIH. Many people argued
against that because that is putting it where the developers of the
technology are.

Representative SCHEUER. So, they would be judge, jury, and exe-
cutioner?

Mr. BEHNEY. I think they would have too many aspects of the
process.

Representative SCHEUER. You do not think it could be a depart-
ment or a division or a section of NIH that would just do analysis
of appropriateness, need, health-enhancing capability, what are the
circumstances where it is indicated, what are the circumstances
where it is not indicated? Do you think they could be churning out
that kind of knowledge and analysis somewhere under the umbrel-
la? Could there not be a little organization performing that func-
tion somewhere under the umbrella of the NIH?

Mr. BEHNEY. There probably could be. I mean, they do have the
Office of Medical Applications of Research, which Dr. Perry also
headed. But again, that Office and that function at NIH I still do
not think would take the place of the broad responsibilities, includ-
ing costs and comprehensive assessment, that the National Center
for Health Care Technology had.

If there were no alternatives, I would rather have it at NIH.
Representative SCHEUER. Excuse me. Where was that organiza-

tion of Dr. Perry's located in the organizational chart of the Feder-
al Government?

Mr. BEHNEY. I could be corrected, but I think it was under the
office of the Assistant Secretary for Health, and it was a sort of
independent agency equivalent to the National Center for Health
Statistics and the National Center for Health Services Research
under a Deputy Assistant Secretary for Health for those three
agencies.

So, it had the advantage of being separate from the developers,
separate from the Health Care Financing Administration, the
payers, and separate really from any of the-at that time-six op-
erating components of the Public Health Service and separate from
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the users, the private sector and the profit-oriented sector of
society.

I think that that independence is critical and the perception of
independence is critical, plus I have a hard time thinking of the
professional societies getting deeply into the cost side or the social
implications side and doing their analyses from the societal per-
spective as opposed to programmatic or a more narrow perspective.

OBSTACLES AND INCENTIVES TO BETTER ASSESSMENT

Representative SCHEUER. Let me ask you this. Is the question of
fee-for-service basis a critical element here in why the organized
doctors of America might feel threatened by this, that perhaps
their ability to use a technology as a fee-generating device might
be circumscribed to some extent? Could this be a factor in the case?

Mr. BEHNEY. I won't pretend to be an expert in that area, but I
think it inevitably has to be.

Representative SCHEUER. Is it an inevitable, inexorable, built-in
bias?

Mr. BEHNEY. I think so.
Representative SCHEUER. Is this bias in the health care system

inescapable and unavoidable and uncontrollable under a fee-for-
service modality?

Mr. BEHNEY. I think it is in the incentives. The incentives are
built in, and you cannot take them out, although you can minimize
them.

Representative SCHEUER. Let me ask this next question. How
about HMO's? Would they welcome such a flow of knowledge to
them about when a new health technology would be appropriate
for a particular patient, under what circumstances, when to use it,
when not to use it? Would they consider that would help them fine
tune their decisionmaking, because after all they're working on a
capitation basis, they're not getting fee for service?

They are getting an annual stipend for patients, and they want
to do everything they can for their patients, obviously, and they
want to have all the high technology available. But it seems to me
they would want to use it judiciously and sparingly and not over-
use it where it was not going to produce an enhanced health out-
come.

Mr. BEHNEY. I think that is absolutely correct.
Representative SCHEUER. Does the logic not tell us that HMO's

would welcome and benefit from this flow of information?
Mr. BEHNEY. They have a mixture of incentives. I mean, they

also have to compete and be glamorous and have the newest tech-
nologies and so forth. But the basic economic incentives built into
HMO's favor the use of such information and the desire to have
such information much more than fee for service.

The problem is that much of the information to be synthesized or
that would be synthesized does not exist.

Dr. PERRY. Mr. Chairman.
Representative SCHEUER. Yes.
Dr. PERRY. I want to make sure my comments are not misunder-

stood. The question you asked was whether the medical profession
could do a reasonable job if it had a mechanism to provide evalua-
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tions of technologies. My response was that it might, providing that
the opportunity for bias is minimized.

I think, however, that while such an activity might be useful and
in fact, has been to the profession already, the profession has its
own interests. Each specialty society has to serve its constituents.

I think, from a national perspective, there would be no substi-
tute, I think, for either the re-creation of some agency in the Feder-
al Government or some public-private mixture, but with largely
government funding to look at technologies from the national per-
spective, as opposed to what we do now where it is an ad hoc situa-
tion. Even though we have many evaluation mechanisms around
the country, they serve their own interests from a narrow perspec-
tive.

So, it is really remarkable that in this large country, a very
wealthy country, that we have no agency that is responsible for
scrutinizing these enormously expensive and often beneficial tech-
nologies from the national perspective, whether it is heart trans-
plants or MRI's or lithotripsy.

Representative SCHEUER. Well, it is remarkable.
We had Joe Califano here telling us that overuse of technology

and unnecessary treatments and operations and so forth were re-
sponsible for much of that gap between our 8 percent of GNP and
the 12 percent of GNP of others.

Well, we have gone way over on this panel because it was abso-
lutely fascinating.

I want to thank you for a remarkably interesting panel.
Thank you very much.
We will have the second panel on the question of computer-

assisted diagnosis.
First, we are happy to have Dr. Myers with us today.
Dr. Myers, please sit down. Your looks, your appearance, and

your continuing flow of productive work belie the fact that this is
your 75th birthday. So, we want to cordially congratulate you and
wish you many, many more years of health, happiness, and contri-
butions to the health care system, Dr. Myers.

Dr. MYERS. Thank you, Mr. Chairman.
Representative SCHEUER. All right.
We have with us Dr. Jack Myers, University of Pittsburgh, pro-

fessor emeritus; and Dr. Homer Warner, professor and department
chairman, Department of Medical Informatics.

Do I have that right?
Dr. WARNER. You have it right.
Representative SCHEUER. That is the first time I have heard that

word.
Dr. Warner is with the University of Utah.

COMPUTER-ASSISTED DIAGNOSIS (CAD)

Dr. Myers and Dr. Warner will help us address the issue of com-
puter-assisted diagnosis, CAD. They both worked in this area for
close to over two decades, and we welcome them to this panel.

I might say that when I was chairman of a Subcommittee on
Health of the Science, Space, and Technology Committee 10 years
ago, we had a hearing a decade ago on computer-assisted diagnosis.
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I suppose it was in its infancy then, and we had a very good hear-
ing.

Apparently-or at least we felt-that a segment of the health
care profession that might be willing to use it would be the medical
corps of our Defense Establishment. If you could only turn a doctor
at the top, you could just issue the order and then doctors would
use it.

But that didn't happen, and I suspect that this is a system that is
vastly underused in our society, but we will learn about that from
you.

Dr. Myers, why don't you take 7 or 8 minutes and proceed at will
and chat with us informally and don't hesitate to address anything
that you have heard this morning from the prior panel.

Your full statement will be printed in the record.
We are very happy to have you. We congratulate you again. We

look forward to hearing from you.

STATEMENT OF JACK D. MYERS, M.D., UNIVERSITY PROFESSOR
EMERITUS OF MEDICINE, UNIVERSITY OF PITTSBURGH

Dr.- MYERS. Thank you. I am very pleased to be here, Mr. Chair-
man. I suppose the first question might be why an old codger in his
70's is working in this brand-new field. Well, I think the answer to
that is very simple. This is my 51st year in academic internal medi-
cine, sto I have had considerable experience, and it became very
clear, particularly in the 1960's, that the advances in medical infor-
mation were such that the human brain just couldn't deal with
this mass anymore.

We now have some quite good predictions on what the mass is in
internal medicine. It is currently about 450,000 items of informa-
tion, and it is continuing to grow, of course.

Representative SCHEUER. Is that facts or things that are known?
Dr. MYERS. That the doctor needs to know.
Representative SCHEUER. That the average general practitioner

needs to know?
Dr. MYERS. I am talking about internal medicine, but it would

also apply to the general practitioner.
Representative SCHEUER. Yes. Roughly half a million facts.

Right.
Dr. MYERS. And this is only for diagnosis. This doesn't consider

treatment, you see, therapy.
Now, the next point is that the human, in solving a difficult

problem in medicine or anything else, for that matter, can only
bring into his working memory 100,000, approximately, items of in-
formation.

Well, it is obvious then, in internal medicine, which fifth does he
bring in? That is an arbitrary judgment, and so it may well be that
the right batch of information is not brought in and accordingly
the correct diagnosis is not made.

Well, because of those considerations, I said to myself that the
computer is the only way to store all of this information so that the
physician can retrieve it when he needs to.

So, we set out in the early 1970's to program the whole field of
internal medicine, which is a massive undertaking, I trust you real-
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ize. That includes some 750 to 800 diseases. It includes about 5,000
different manifestations of disease-symptoms, physical signs, labo-
ratory data, and so forth-and thousands of interrelationships
among diseases, because diseases are interdependent, as you prob-
ably know. They are not all independent.

Well, we have come pretty well along with this. We now have
over 600 diseases in our program, and we are closing in.

One thing I didn't realize but should have was that the matter of
keeping up to date on medical information was almost a superhu-
man activity. And I spend most of my time doing that and let
others program the new diseases or additional diseases.

Now, what are the applications of all of this? Well, I think many
of them are self-evident. Being an internist myself, I know that ap-
proximately 10 percent of the patients who come in have some un-
usual disease or a difficult diagnostic problem; the other 90 percent
have a common disease and the answer is pretty self-evident.

This kind of program that we are building is for that approxi-
mately 10 percent. But here we can spend an awful lot of time and
an awful lot of money trying to unravel the problem. So, don't be
deceived by the small number of 10 percent.

The computer system will clearly guide the physician in his
workup. It asks very intelligent questions, starting with the simple,
uncostly questions, and proceeding with things that are costly, dan-
gerous, invasive, and so forth, and in that sense again I think we
can economize the process.

Now, as I said in previous testimony before another congression-
al committee, the layman should not look upon these programs
that we have as a replacement for the physician or for his judg-
ment. They are consultative to him. They provide him advice; he
can take it or leave it according to his determination.

Representative SCHEUER. It is a support service?
Dr. MYERS. Yes.
Representative SCHEUER. And it shouldn't threaten the physician

in any way?
Dr. MYERS. I don't think so. In fact, our experience-and I was

coming to this but I might as well answer it now-if you can show
the physician that your program is accurate, is useful, and easy to
use-we use the term "friendly" in that regard--

Representative SCHEUER. User-friendly.
Dr. MYERS [continuing]. Then he is a convert.
Representative SCHEUER. Well, let me ask you how many-what

are there, about 450,000 physicians in this country, something like
that?

Dr. MYERS. Something like that.
Representative SCHEUER. OK. For what percentage of them

would computer-assisted diagnosis be relevant and appropriate as a
tool?

Dr. MYERS. I think almost all of them.
Representative SCHEUER. OK.
Dr. MYERS. Now, the narrower the specialty, perhaps the less

critical. But that is the only point I would make.
Representative SCHEUER. What percentage of them, A, have it

available and, B, are willing to use it and are interested in using
it?
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Dr. MYERS. Well, I think this is a question better left for Dr.
Warner, because he has distributed his program.

We are very reluctant to distribute our program widely, since it
is not complete.

Representative SCHEUER. It never will be totally completed, will
it, Dr. Myers?

Dr. MYERS. Well, reasonably complete.
Representative SCHEUER. Haven't you just told us that staying on

top of new technology is an almost impossible job?
Dr. MYERS. Well, almost, but I don't think as impossible as for

the individual physician to accomplish the same thing.
Representative SCHEUER. Right.
Dr. MYERS. But, you see, we still have--
Representative SCHEUER. But this is a process you're talking

about of constantly cranking new knowledge, new evaluations, new
perceptions, new findings, new judgments into the computer so
that they will be available to doctors when, as, and if they need
them.

Dr. MYERS. Right.
Representative SCHEUER. And that is a process that will go on

forever, I presume.
Dr. MYERS. Oh, sure it will.
Representative SCHEUER. Yes.
Dr. MYERS. Absolutely.
And I think that we should emphasize at this point that pro-

grams like ours not only give consultative advice to the physician
regarding diagnosis, but if he's interested in a particular disease he
can get out of his personal computer-and we use IBM PC AT's or
equivalent, so we're not talking about fancy mainframes any-
more-he can take any one of the diseases and get a complete pro-
file of that disease in 15 seconds or so with semiquantitative values
as to what those individual manifestations of disease mean.

Representative SCHEUER. That is remarkable. And you want me
to sit here quivering on the edge of my chair and wait until Dr.
Warner tells me the percentage of doctors in America that have
availed themselves of this. [Laughter.]

Dr. MYERS. Well, I think they all will eventually because, you
know, personal computers now, like the IBM PC's, are extremely
widespread and the system could be translated, I suppose for the
McIntosh and others. We are not dealing with a big, fancy ma-
chine.

In fact, the big machine I have been working on most of this
time, called SUMEX, at Stanford, is being discontinued in a year or
so. Nobody wants to use it very much. It's much easier to go to
your office to use your own personal computer.

Representative SCHEUER. Excuse me. I have taken a great deal of
your time. Why don't you continue for another few minutes.

Dr. MYERS. All right. Fine. I appreciate that.
No only can the physician get the profile of any disease, he can

also put any one of the 4,200 or so-and eventually it will be about
5,000-manifestations of disease in.

Suppose he puts in "severe headache." You get a list of all the
diseases in which severe headache occurs, and they will be rank or-
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dered by the frequency, et cetera, of the severe headache. Again,you know, we can't remember all this stuff off the top of our heads.
Representative SCHEUER. Then, when you crank in the second

symptom the patient has, the computer will knock out a lot ofthose things.
Dr. MYERS. That's right.
Representative SCHEUER. And it will give you a much smaller

list, and when you crank the third in, it will be a still smaller list.Before you crank very many more symptoms in, there is going tobe, I would think, a choice between one or two or three diagnoses.
Dr. MYERS. Yes. Very, very few, depending on what the informa-

tion is, of course. And you have summarized how the computer
gives diagnostic advice to the physician. You see, he sits down and
puts in in an uninterpreted fashion-hopefully, totally uninterpret-
ed-the patient's demographic data-sex, age, et cetera-symp-
toms, physical signs, then whatever laboratory data he has-and
then in most instances but not all-it depends on the data-in
most instances you're down to two or four reasonable possibilities
at that juncture.

Then questions are asked to differentiate among those several
possibilities.

CAD IN EDUCATION

Well, the other thing that I would emphasize is that systems like
ours have real educational values, not only for medical students
but for residents in training, clinical fellows, and as I have justsaid, the practicing physician. Our medical students use these pro-grams a lot because they don't know too much about medicine, ob-viously. That's the reason they're students.

They want the profile of, say, Rocky Mountain spotted fever, andout it comes, you see. And they don't have to spend many hoursconsulting textbooks and whatnot in order to get an equivalent
amount of information.

Representative SCHEUER. Are medical students around the coun-try being trained as part of their years of medical school training
to be computer literate and to access your computer-assisted diag-nosis, as a normal, predictable, unexceptional part of their practice
in routinely diagnosing a patient who walks into the office?

Dr. MYERS. Well, I think it will become that. Let me just saythat--
Representative SCHEUER. What percentage of the medical schools

now teach computer-assisted diagnosis?
Dr. MYERS. I don't know the exact percentage, but it is a progres-sively increasing number. We just started a course in our school

this year.
Now, I think the important thing here, Congressman Scheuer, isthat, you know, the older a physician is, the less he is receptive toinnovations. We find now that the great majority of our medical

students have had experience with computers in college and they
understand these and are not scared off about the technology. So,they are happy to use this kind of technique.

The program, as we have developed it up to this point for educa-tional purposes, we also have in several dozens of medical schools
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around the country as sort of a trial run. Those schools then report
back to us, of course, what they find they don't like and what they
do like.

Dr. Warner's school is one of those that has access to this sort of
procedure.

LOW-OPERATING COSTS OF CAD

Let me make my final comment. I hope you realize that although
building these systems is very time consuming and, to some degree,
costly in personnel, this has all been supported by the NIH, the Di-
vision of Research Resources there, and the National Library of
Medicine. So, the public has built the system, so to speak.

The actual operating costs for the individual physician, provided
he has his personal computer, is extremely small. Really, the only
cost that he puts into it is his time.

Now, I have already emphasized that in a difficult problem the
physician may spend many days or even several weeks thinking
about maneuvering information before he comes to a diagnosis. That
time is tremendously cut down if he will consult one of these expert
programs and get some guidance as to which direction he should go,
again, in that small group of roughly 10 percent of patients.

Thank you for the opportunity to make my comments to you
today.

[The prepared statement of Dr. Myers follows:]
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PREPARED STATEMENT OF JACK D. MYERS, M.D.

The Role of Computer Assisted Diagnosis (CAD) in Medical Care

The growth of medical information has been very extensive beginning in

the 1950s but particularly in the last 25 years. We have good estimates that

the broad field of internal medicine now includes over 450,000 items of infor-

mation, more than the human brain can contain. This number of items applies

to diagnostic information; therapy is another consideration. A skilled

internist in solving a difficult diagnostic problem can bring into his working

memory only about 100,000 items of information. Thus there is a real likeli-

hood of his not bringing in the appropriate information with which to solve

the problem.

Quite obviously some memory assist is necessary and the computer is the

answer with its very large memory. Therefore we decided in the early 1970s

to devise a computerized diagnostic program for the large and broad field of

internal medicine using the techniques of "artificial intelligence". The

field includes some 750 diseases Lind utilizes about 5,000 individual mani-

festations of diseases as well as many thousands of inter-relationships

(LINKS) among the 750 diseases. The total numbers are growing continually,

e.g. when we set out Legionellosis and AIDS had not yet been recognized. Our

program now includes over 600 diseases. Updating the program with new infor-

mation and deleting errors and data which are no longer pertinent is a huge

task but is being accomplished. For example, when we started our program
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building, computerized tomography (CT) and magnetic resonance imaging (MRI)

had not yet been developed. A team of faculty members, clinical fellows, and

medical students on elective assignment work steadily. The project has

received generous support from the NIH (Division of Research Resources) and

the NLM. Private foundations have also helped.

Our program called QMR, for Quick Medical Reference, and previously

known as INTERNIST-I, currently operates efficiently on personal computers

such as the IBM XT or AT; large mainframes are no longer necessary. The cost

of a case analysis, once the hardware is in place, is quite small. In fact

the main (indirect) cost is the physicians time, but the reader should realize

that in difficult diagnostic situations the physician may spend in the office

or hospital dozens of hours of his time over days to several weeks.

Our program is devised, therefore, for help in these difficult diag-

nostic problems often involving unusual or rare diseases. Depending on his

type of practice in internal medicine, the average physician should require

computer assistance in probably not over 10% of his patients, the rest repre-

senting common diseases or easy problems.

We have analyzed thousands of non-routine cases in internal medicine

with very good although not perfect success.

The QMR diagnostic program is devised to proceed from simple and un-

costly items of information (e.g. data from the history and physical exam-

ination) to more or less routine laboratory observations and, finally to

invasive or costly procedures only when needed.

We have always considered adamantly that the guidance and/or diagnostic

conclusions are presented to the user for his serious and reflective consider-

ation. The computer program provides advice or "consultation" to the physician

and in no way is devised to replace him. Human beings remain very intelligent.
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Our computer system can provide to the doctor very promptly, when he

consults the personal computer in his office or on the hospital floor, a

listing of all the manifestations of a given disease or a listing of all the

diseases in which a given clinical manifestation occurs along with semi-

quantitative information as to how strongly a given manifestation suggests

or supports the disease(s) of interest. The system will also provide a

listing of all the other diseases with which a given disease is associated,

again with the semi-quantitative information. (These retrievals of information

apply only to diseases which have been profiled, but in a few more years the

system should be "complete").

The reader will appreciate that this storage and retrieval of infor-

mation has real educational value for medical students, residents in internal

medicine, clinical fellows and practicing physicians.

Computer scientists and physicians have built many programs in medi-

cine. The majority of these are quite small and circumscribed programs which

are applicable only in special and appropriate situations. A few builders

have built broad programs similar to ours. We strongly believe that the

latter will have the greater impact on medical practice in the future.

The question is always raised as to how well computer assisted diag-

nosis will be accepted by the medical profession. Our experience almost from

the beginning is that acceptability depends on three factors: (1) the accuracy

of the program, (2) its helpfulness, and (3) its ease of use or "friendliness".

We believe our program has these attributes.

In summary and even though we are prejudiced, it is our strong belief

that CAD is necessary for the future and will improve the quality of medical

care and reduce its costs.
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Representative SCHEUER. Dr. Myers, thank you very much for
your most interesting presentation.

We will now hear from Dr. Homer Warner.
Please chat with us for 7 or 8 minutes informally and address

anything you have heard this morning.

STATEMENT OF HOMER R. WARNER, M.D., PROFESSOR AND DE-
PARTMENT CHAIRMAN, DEPARTMENT OF MEDICAL INFORMAT-
ICS, UNIVERSITY OF UTAH

MEDICAL INFORMATICS

Dr. WARNER. Thank you. I have enjoyed this very much, and I
appreciate the honor of being asked to make a few comments.

I, like Dr. Myers, have worked a long time in this field and am
as enthusiastic as I ever was about what we might contribute in
this field of informatics about which you raised a question.

Informatics, let me just define that for you. I have a very simple
definition for it. I think it is simply the activity involved with rear-
ranging information to make it more useful to people. It's that
simple.

That activity now has become a formal discipline because of the
arrival of the computer. We now have a tremendous opportunity.

Representative SCHEUER. You say it rivals the computer?
Dr. WARNER. I say it is the arrival of the computer that has

made this a really interesting activity.
Representative SCHEUER. Yes.
Dr. WARNER. And I think we have before us this morning a very

important problem to consider. We as a country have put tremen-
dous funds into medical research. We have a mass of literature out
there that Dr. Myers and the others referred to this morning, and
some way we have to rearrange that information to make it acces-
sible to the people who are making decisions every day about pa-
tients, not only about technology but about all other aspects of
medicine as well.

The challenge is: How do we now take advantage of this tremen-
dous technology? If we look at the expense of the devices like CAT
scanners and the equipment that goes into heart-lung bypass, and
other technology, that continues to escalate. If we look at the costs
of computers-and it is a phenomenon of our society-it is going
down to where they are almost free. The hardware is as cheap as a
program now. You can duplicate it.

We have just installed in one of our hospitals a 550-bed hospital,
a computer at every bedside. And we have justified that based on
our experience to date.

Representative SCHEUER. A computer at every bedside?
Dr. WARNER. Every bedside has a computer.
Representative SCHEUER. That is for the doctor's use?
Dr. WARNER. The doctors', the nurses', even the patients'. The

patients take their own histories by interacting with a computer,
under certain circumstances such as elective surgical admissions.
To make that feasible, we had to build enough intelligence into the
computer that the computer can carry on an intelligent dialog, the
sort Dr. Myers talks about.
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So, we are at a stage now where training young people and get-
ting people interested in a career in medical informatics is our
principal bottleneck in advancing research and development in this
field.

Now, you asked whether these things are being used by the aver-
age doctor out there or not. No, they are not. They're not yet avail-
able.

Representative SCHEUER. What percentage of doctors are utiliz-
ing CAD?

Dr. WARNER. Pardon.
Representative SCHEUER. What percentage of doctors are employ-

ing computer-assisted diagnosis in their normal practice of medi-
cine?

Dr. WARNER. Well, less than 1 percent. It is just not being used
out there. Now, part of that is the fact that it's not available. We
talk about these programs we've been working on all this time, and
there are some commercial versions beginning to come out, but we
are really not to that point yet. There is still an awful lot of work
to be done to build the knowledge base to the point where it can do
useful things for the doctors.

Now, in our hospital we have tackled it a little bit differently
than Dr. Myers has. We have not approached it primarily from the
point of view of that 10 percent of patients that have very difficult
diagnostic problems. We look at the everyday decisions that doctors
and nurses deal with, the things that happen everyday in hospitals,
and we ask ourselves can we have an impact on the quality of
these decisions.

We think that many of the mistakes that we make in medicine
are not because we don't know the answers but because we just
didn't think of it. I can point to you instance after instance of seri-
ous decision errors that affect not only cost but even mortality be-
cause people who knew perfectly well were up all night delivering
a baby or something else and made a mistake.

So, I think the computer will play a very important role in qual-
ity control in medicine. In the inpatient setting in our hospitals, it
is already playing that role, has been for a number of years. Every
prescription a doctor writes goes into the computer. The pharma-
cist picks up the prescription and enters it using a terminal on the
ward. When that information goes into the computer, that data
drives-that is, evokes-any decisions that make use of informa-
tion about that drug.

For instance, a doctor writes a prescription for digitalis. It imme-
diately brings up any decisions about digitalis that are in that
knowledge base. And if it comes back and finds that one of these
decision frames uses logic based on whether the patient already
has a laboratory value that shows that the serum potassium con-
centration is low, the pharmacist is prompted that digitalis could
be dangerous under these circumstances. He in turn prompts the
physician before the drug is ever given.

Our doctors respond to these prompts. Initially, compliance with
the computer was in the neighborhood of 80 percent. We could
follow this because the prompts are all action-oriented kinds of de-
cisions. We monitored how often physicians followed the advice of
the computer. Now the compliance is over 95 percent. If the com-

88-544 0 - 89 - 27
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puter prompts them to something, it keeps them out of trouble. It
is the answer to this defensive medicine sort of thing. You don't
have to order the procedure because you think it may be indicated,
you're really not sure. Now you establish ahead of time in your
knowledge base the criteria for ordering that, and if that criteria
are not satisfied, you don't order it. And you are protected because
you are practicing medicine according to the standard of the best
thought in that community, what is standard for that community.

Representative SCHEUER. And you are saying that 95 percent of
the doctors who use CAD follow the suggestions of the computer?

Dr. WARNER. I am talking about in this particular alerting
system on medications where we follow every prescription they
write, every alert they get back saying that what they have done is
potentially hazardous or for some reason it shouldn't be given the
way they have ordered it, that when that suggestion comes back to
it, they follow it 95 percent of the time.

Now, that has been in operation for 15 years at our hospital. Uti-
lization is improving. I mean, the doctors agreement with the sug-
gestions that the machine makes to them is improving.

Now, part of that is because the machine is making better sug-
gestions. The knowledge base gets improved as we get feedback
from the actual incidents that occur, and part of it is they have
learned to have confidence in what is happening.

Well, that is one aspect of it.
Representative SCHEUER. Well, now let me just ask a question on,

that aspect of it. It seems to me that concerns on the part of a
doctor for true, potential, legitimate malpractice actions would
induce him to use CAT.

Dr. WARNER. CAT-HELP is the name of the system that we use.
Representative SCHEUER. All right.
Dr. WARNER. Yes. To whatever the technology is.
Representative SCHEUER. Whatever you call it.
Dr. WARNER. All right.
Representative SCHEUER. Whatever the acronym. But computer-

assisted diagnosis can help a doctor determine when certain tests
are necessary. And I presume he has a record of that printout?

Dr. WARNER. That's right.
Representative SCHEUER. So, it seems to me then the specter of

malpractice claims hovering over a doctor would encourage a
doctor to use CAD as a sort of informal defense mechanism.

Dr. WARNER. It does, no question about it.
Representative SCHEUER. Well, why wouldn't that stimulate the

broad spectrum of the American medical profession to adopt this as
a legitimate tool and, coincidentally, as a protection against an un-
warranted medical malpractice claim?

Dr. WARNER. Well, it would. Why haven't they done it nation-
wide, you mean?

Representative SCHEUER. Yes. Why hasn't this had a tremendous-
ly stimulating effect on the proliferation of CAD among the 450,000
doctors of our country?

Dr. WARNER. Well, I suspect it has had some effect. We presented
it primarily to meetings of people in this field, in medical comput-
ing. Doctors who are on our staff don't go out and present papers
on the subject to their colleagues at their specialty meetings. It
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hasn't received the kind of publicity that it might have amongst
those people.

But on the other hand, you have to realize that this is happening
in a very limited setting. It's an inhouse, inhospital setting. It isn't
out in the average doctor's office.

Representative SCHEUER. Well, it seems to me that if doctors
could use CAD, A, to sharpen their diagnosis in the 10 percent of
the cases that are difficult and perplexing, and B, if the record of
the computer's suggestions in this particular case to test or not to
test, to operate or not to operate were available as a record, a per-
manent record, it seems to me that doctors from their own self-in-
terest would be motivated to get CAD in their office if it is as inex-
pensive and simple as Dr. Myers says it is, and I am sure he is
right.

Why hasn't there been an explosion of interest on the part of
doctors around the country, general practitioners, the whole
works?

Dr. WARNER. Well, it hasn't been available to them. It hasn't
been-Dr. Myers' system isn't yet commercially available. They
can't go out and buy that.

Our system operates on a big computer that requires a several-
million-dollar investment on the part of the hospital. Only in
recent years have we developed a more easily distributed model
similar to the Pittsburgh model. Ours runs on a McIntosh, but that
can be installed in any physican's office.

Now, that isn't quite as powerful as the big system. Let me stress
the difference. The big system allows the data to drive the decision-
making. That is, if a new value comes back from the laboratory
and that value is used by some decision or a set of decisions, those
decisions will be processed in light of everything else the system
knows about that patient.

So, the physician doesn't have to go and ask for help every time
something happens. That is a very important concept here. It is a
monitoring process. Any new information that comes in on a pa-
tient will automatically prompt the system to use its knowledge
base to make whatever decision it can. And if a decision is made,
that may be presented back to whomever is the most appropriate
person in the form of an alert that something requires action on
the part of that person.

Now, that system can work in a hospital environment where you
have data coming into a central system. Out in a doctor's office, ev-
erything that goes into such a system must be keyed in. Now we
are getting beyond that. Many doctors' offices now have access to
laboratory results coming back in electronic form, and I think very
soon we will overcome part of that communication problem and the
data entry problem.

But that is one of the bottlenecks.

DISTRIBUTION OF CAD

Representative SCHEUER. Do you think there are experimental
programs that would perhaps expedite the entry of this CAD
system-computer-assisted system-into individual doctors' offices
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that perhaps the Congress might think about? Is there a program
that you would suggest?

Dr. WARNER. Well, I think there are several programs like that.
Dr. Myers' program is one. We have a program called ILIAD,
which runs on the McIntosh. It is another one that we are using
presently in a setting to teach medical students how to diagnose.
But it will be ultimately available to practicing physicians. There
is one out at Harvard called DEXPLAIN, which is available by
phone callup over the AMANET.

These are going to become available, there's no question about
that.

Representative SCHEUER. Is there anything we in Congress could
do to encourage their availability, let's say perhaps first in the
group practice setting, HMO's and the like?

Dr. WARNER. The next step could be beginning to make physi-
cians aware of the potential of these kinds of things and get some
prototypes out and evaluated.

We have present grants, as Dr. Myers has also, to evaluate these
systems. The evaluation of this technology is just as important as
the CAT scanner or any other kind of technology.

Representative SCHEUER. Sure it is.
Dr. WARNER. We are in the evaluation stage. But let me stress

that we are only part way there. There is still a massive effort at
what we call knowledge engineering, the sort of thing that Dr.
Myers has been 'doing for 10 years now.

And we have been involved in that same thing, only more as a
group process where we get experts together with people knowl-
edgeable about the computer modeling and so on, and with those
experts in session after session try to extract the knowledge from
the experts. We go to the literature, get the knowledge, and try to
convert it into forms, into models, if you will, that can be imple-
mented on a machine.

Now, we have only just scratched the surface of what needs to be
done in terms of building these models. It is a giant task ahead of
us for all of medicine to convert our knowledge into that form.

Representative SCHEUER. I understand, Dr. Warner, and I am not
suggesting that that process should not go on. But it does seem to
me that if a doctor with a simple little Apple computer or a McIn-
tosh computer that you can buy for a couple of hundred bucks
could have even the current state-of-the-art, the current knowl-
edge, available to him in his office, that would be a very significant
assist to him in his diagnoses.

I wonder how much longer it makes sense for our society to wait
for you to achieve perfection in your system before getting it into
the offices of the 450,000 physicians around the country.

Might we not get into those offices the technology that we have
now?

Dr. WARNER. Oh, I think we could. I think there is a compromise,
a point where we ought to do that. I think what Dr. Myers and I
are both leery of, though, is getting it out too soon. We both want
it to do well when it gets there. We don't want to oversell or get
out prematurely to the point where we turn off the medical profes-
sion.
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Representative SCHEUER. Well, nobody is suggesting that comput-
er-assisted diagnosis is a substitute for a doctor making judgments
on the spot. It is only an assist to him, and as I get it, it's a hell of
a lot better for him to have it than not to have it. There are gains
in having it and no losses to having it if the doctor uses what
comes out of the computer with a sense of judgment and discretion
and his own personal insights, which of course he would. We would
expect the doctor, he or she, to do that.

So, why, especially if you're talking about virtually zero-capital
equipment, why wouldn't it make sense to get that out now?

Dr. WARNER. Well, we are getting it out now. There are a
number of companies. For instance, this HELP system, this hospi-
tal information with a decision attachment to it, is being marketed
by 3M, a big company.

Representative SCHEUER. Yes.
Dr. WARNER. They are putting it in. It is going in, for instance,

out in our area. Intermountain Health Care, which is a big hospital
company with about 25 hospitals, is now putting it in all 25 of their
hospitals. And it is going in. It is happening.

The ILIAD system, which is the McIntosh version of this, which
is designed primarily as a teaching tool, is now out in, oh, seven or
eight beta test sites, other university settings, to see how medical
students respond to it. We need to evaluate the tool as we go along
very carefully. And so, we are being conservative about that, and I
think that is justified. We don't want to get it out there when there
are still bugs in the system.

Representative SCHEUER. Well, maybe this is just a question of
degree, but it seems to me that what you have now is so demon-
strably helpful to the doctor that I would wonder why our society
wouldn't want to make this effort to get this into at least group
practice offices and hospitals. Why wouldn't we want to see every
hospital in the country and every group practices in the country
have this now in its present admitted imperfect form. It is going to
be improved, but certainly it is a tremendous assist now.

Dr. WARNER. Well, it is an assist. But again, we are worried
about the gaps in it, the fact that it isn't complete. What we really
need-and you have also mentioned that you are favorable for
this-but I think it is very important that we get more capable
people, medically oriented people with an interest in computers,
who can work on these things.

Two people or even two groups aren't nearly enough to tackle
the magnitude of the problem we're dealing with, and the opportu-
nity is tremendous, but the job is a big one, too, and there is a lot
of work to be done.

CAD AND MEDICAL MALPRACTICE

Representative SCHEUER. From the point of view of medical mal-
practice, is the availability of computer-assisted diagnosis to a
doctor a plus for him or a minus for him? Does it present problems
to him in the field of medical malpractice?

Dr. WARNER. I think it's a tremendous plus.
Representative SCHEUER. A plus.
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Dr. WARNER. For the following reasons: Not only will it prompt
him what the experts have agreed at that point in time is the right
logic to pursue, but if indeed when he recognizes that this case is a
little different and there are special reasons why he wants to do
something "nonstandard," it prompts him at that time that he
needs to document that in the chart, to explain why he is doing
something a little different than what the standard practice might
dictate, you see.

Representative SCHEUER. Are there any regulatory problems or
barriers that must be overcome to protect doctors if this program
or advice gives him a faulty start or direction?

Dr. WARNER. Well, perhaps you know, but the FDA has struggled
with this question.

Representative SCHEUER. Should we change the liability laws to
enhance the attractiveness of this? Do the liability laws and medi-
cal malpractice present any kind of a deterrent that we should ad-
dress, that we should think about?

Dr. WARNER. I am not aware of that. I think the issue that has
not been tackled and I think really does need to be is the issue of
who owns and thus who is responsible for the logic that is in the
machine.

Dr. Myers mentioned what a big intellectual effort is involved in
creating a knowledge base in a particular subject area. Now, who
owns that? Is it.like a book? Do you have a copyright on it? And if
you distribute-it, then is the person who-distributes it responsible
for any decisions it makes? Or do you treat it like a book in which
the suggestions that are made are only that and the doctor main-
tains all responsibility for what he ultimately does to the patient?

The FDA has just made a ruling that indeed at least in this point
in time they will not regulate these expert systems because the
doctor, the person that's responsible for that decision, is still in the
loop, and only if the machine is actually performing some action
such as the IV drip of a medication or something like that auto-
matically will it have to be regulated.

I hope it won't be regulated at this point in time because I think
we need to get involvement from experts, we need to get something
out there that can be experimented with and tried, and as long as
we continue to have the physician in the loop and this is simply a
source of knowledge rearranged to make it more convenient for a
physician, I think we have taken the right direction.

CAD AND THE CONSUMERS

Representative SCHEUER. How about the question of this comput-
er being a source of knowledge from the point of view of the pa-
tient, the health consumer? We have had a lot of talk in recent
years about the importance of preventive health care, about the
importance of people taking charge of their own health outputs in
diet, exercise, avoidance of tobacco, alcohol, mind-altering drugs af-
fecting the central nervous system. I could see, if this system re-
quires a simple Apple computer or a McIntosh, that consumers
could input that system, they could plug into the system and ask it
questions about their own health.
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To what extent is this likely to be a legitimate tool for the health
consumers of America to enhance their own health outputs, and to
what extent do we have to worry that with the use of this system
consumers are going to get into deep water and that they are going
to be way beyond their depth and that the computer under some
circumstances might harm their health and not benefit their
health?

Dr. WARNER. Well, that is a worry. I mean, obviously there is a
tradeoff. Once you get into the position where the patient is calling
the computer to ask for advice, you have now taken the doctor out
of the loop.

Representative SCHEUER. We are now taking the doctor out of
the loop?

Dr. WARNER. Out of the loop. The doctor is no longer in that
loop, is he?

Representative SCHEUER. Well, no, it seems to me that the
system could be designed to keep the doctor in the loop.

Dr. WARNER. Yes, but if you take the doctor out of the loop, all of
a sudden now who is responsible for that advice that the computer
is giving, you see? Now you have a different kind of responsibility,
and whether manufacturers will be anxious to market that kind of
a product and whether the Government should stay out of regulat-
ing that kind of a product is another matter.

So, I think it will be some time-at least I hope it will be some
time-before that happens because I think we need to go through
an awful lot of testing, evaluation, and be even more cautious
about how we introduce this directly as a patient service than we
are in introducing it to the physician.

Representative SCHEUER. Can you envisage software developed
with an eye to assisting people in the legitimate protection of their
own health, through preventive measures, whereby people could
ask the computer, "Well, I have a stiff back and a little malaise,
three or four other things. What should I do?" Could computer soft-
ware be developed that would know, in effect, that a nonmedical
professional is inputting the system and give reasonable advice to
the patient and also tell the patient when he or she ought to be
accessing a doctor and not relying on this computer for simple pre-
ventive health care suggestions?

Dr. WARNER. We have had already considerable experience with
that in one facet of it; that is, the patient input part of it. As part
of a service for screening patients coming in for elective surgery,
where the patient comes in with a known diagnosis, to have a par-
ticular operation performed. We are screening that patient for sec-
ondary diagnoses that might complicate that operative procedure.

We have done over 35,000 of those patients, where a patient sits
at a terminal, interacts, enters the information himself. We have
found that indeed the computer can make the right diagnosis, from
history only, in 70 percent of the cases.

Now, that doesn't mean that from history data alone one would
want to feed back treatment information to the patient. That is
what I am talking about.

Representative SCHEUER. Right.
Dr. WARNER. I think no question, the potential is there for doing

something useful. How it is controlled, I think, is another kind of a
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social issue that we are not really ready to tackle at this point in
time.

Representative SCHEUER. There are some of us who believe that
consumers should be empowered with knowledge in every aspect of
their lives as people, for all the goods and services that they pur-
chase.

I think we have come to a very heightened feeling in the whole
area of health care that if we are going to make any economies in
our health system, one of the things we have to do is empower con-
sumers with knowledge and understanding that they are in charge
and that their own life style-tobacco, alcohol, drugs, and so forth,
as I mentioned before-is more responsible for their health out-
comes than the availability of CAT scans and open-heart surgery
and quadruple heart bypasses.

Now, consistent with the idea that we are going to empower the
consumer to make more rational judgments on life style and so
forth, I could see the possibility in the future that we could design
software expressly intended to be used by consumers and with a
built-in express early-warning signal that at this point in time you
ought to consult a health care professional, either a doctor or a li-
censed nurse.

But I see a great potential of this system in helping people con-
trol their own health outputs. I see a great potential in playing a
significant role in our preventive health care system.

Yes, Dr. Myers.
Dr. MYERS. Well, I agree thoroughly with what you have just

said, and I think these systems can provide information to the gen-
eral public if, for example, they ask our system about cigarette
smoking, they are going to learn that this is bad in regard to em-
physema and cancer of the lung and so on and so forth.

But I feel just as strongly on the other side that none of these
systems should ever give diagnostic advice to the layman. Anybody
who is sick, whether he is a physician or not, anybody who is sick,
cannot be objective about his own illness. We get too deeply emo-
tionally involved in our sickness.

So, if one is talking about computer-assisted diagnosis for the
layman, I very strongly object, and I don't believe those things
should ever be developed.

But as far as giving health information--
Representative SCHEUER. Never is a long time. [Laughter.]
Dr. MYERS. All right.
Representative SCHEUER. Dr. Myers, there are two words I never

ever use. [Laughter.]
And one of them is "never" and the other one is "ever." [Laugh-

ter.]
Dr. MYERS. But I don't think the human brain is going to change

that much, you see, as far as I can tell. This is an emotional reac-
tion that we get when we are ill.

But to conclude, I think that if we are providing health informa-
tion for the layman, that is a real plus.

Representative SCHEUER. Right.
Dr. WARNER. I could see one other scenario we have talked about

a bit in our group, and that is the mother with the sick child who
calls in the middle of the night and can be asked a few pertinent
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questions and be advised in the same way that a physician might
advise over the telephone for triage of a patient to the doctor or
not to the doctor, the sort of things that wise mothers are doing
anyway. They are making decisions after they have the informa-
tion. How that is going to evolve, I don't know.

I would like to stress one other point, I think, that this medical
informatics that we are in is very much a behavior science. We
talk about rearranging information, but the only reason for rear-
ranging it is to accommodate the intellectual needs of people, how
they use it, you see.

I think there are some very challenging sort of experiments that
we might try in the very near future to see if indeed people can
accommodate some things better than they would otherwise.

We were afraid for some time that computers might, by trying to
standardize our lives, limit our options. But as a matter of fact,
they do just the opposite. Because of their ability to handle com-
plexity, they leave this multitude of options open to us as they
become more sophisticated and more easily accessible and easy to
communicate with. We haven't even scratched the surface, I think,
of what they are going to do for us if we use them properly. -i

Representative SCHEUER. Well, that is all extremely interesting.
I take it that less than 1 percent of the doctors in our country

have access to computer-assisted diagnosis.
Dr. WARNER. I think most of them have computers in their of-

fices, but computer-assisted diagnosis, no.
Representative SCHEUER. Right. In other words, they haven't

plugged into a system, they haven't plugged into a computer some-
where in California or Texas or Utah that has access to those half
a million facts that Dr. Myers talked about and will spew them out
when the right questions are asked. Less than 1 percent.

CAD IN EDUCATION

What percentage of the medical schools are teaching computer-
assisted diagnosis to their students as a normal part of their medi-
cal education?

Dr. WARNER. I think a few are teaching some of the notions of
probabilities and of decision logic. Almost none are teaching diag-
nosis with the help of a computer. The tools are starting to be
available, and I think there is a good deal of interest out there. I
have made several presentations. Dr. Myers and I were on the
same program here recently with the AAMC, the American Asso-
ciation of Medical Colleges, talking about where we're going in that
area.

The sessions I have been in where I have talked to people from
other medical schools indicate that they all recognize something
out there that they would like to be going for, but we haven't even
scratched the surface yet.

Representative SCHEUER. Even with the medical schools?
Dr. WARNER. That's right.
Representative SCHEUER. It seems to me that's a real challenge

to get the medical schools, who are after all training the doctors of
tomorrow and the next generation, to take these young people who
are, most of them, computer literate anyway and teach them at
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that point in their careers when they are just starting that comput-
er-assisted diagnosis is just a normal part of looking at a patient,
just like washing your hands.

Dr. WARNER. Let me just tell you this for your interest where we
are at Utah with this. We have a grant from the National Library
of Medicine which will allow us now to evaluate whether this com-
puter-assisted diagnosis tool helps medical students to learn. We
have put now McIntosh computers on all the wards of the three
teaching hospitals.

The students, as they work up a patient, enter data from every
case into the computer. The computer will provide for them as they
go along the differential diagnosis, explain the findings, but most
importantly, tell them what to do next.

That is, they can ask at any point in time what is the most valu-
able thing to do. And as Dr. Myers said, part of that learning has
to be learn to do the least expensive things that will give you the
information to get at the problem solution.

So, those students are going to come out very familiar with how
to use a computer.

Now, in addition, the computer does something else. You see, the
medical student is expected to learn-we expect our students-to
know about 200 diseases by the time they finish a 6-week clerkship
on medicine. That is from having seen maybe a dozen patients. Ob-
viously, they are not going to get experience with all those dis-
eases. So, we use the machine. Our knowledge base is in the form
of a statistical representation: how often do these findings occur in
the disease, you see, that kind of thing.

And because of that, we can generate theoretical cases as many
as we wish, and everyone will be statistically appropriate. So, the
student can work with theoretical cases all night long. He can see
cases, as many cases as he wishes. Each one is a little different, but
they are all statistically appropriate.

So, those kinds of tools with the students working with the com-
puter as a simulated patient is going to give a much broader expe-
rience, much more confidence in the problem-solving skills we
want a doctor to have. We don't want to train the medical student
of the future to hold a lot of facts in his head; we want to train him
to solve problems, they solve the patient's problems, and to do it
with this powerful tool at his bedside so he can get some help from
it, you see.

Representative SCHEUER. Well, I totally agree with what you say,
and I totally agree that that is the goal of the medical school to
teach these young people to be expert problem solvers. I have a
hard time understanding why it wouldn't make sense to have an
Apple computer or a McIntosh for every medical student and assist
him whereby he would use that computer with the computer-assist-
ed diagnosis capability just as a routine part of seeing patients, just
as I said, like washing his hands and putting on his white jacket,
that he wouldn't even think about it, it just would be part of the
normal, natural routine.

It would be very helpful for him in that 10 percent of the cases.
Maybe in the other 90 percent he wouldn't use it or whatever. I
just don't understand why that shouldn't be made a routine part of
medical school training now.
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Dr. WARNER. Well, that is our goal.
Representative SCHEUER. To make these kids comfortable with it

and teach them how to use it when they're young, they're flexible,
they're capable of adaptation, and with the fact that they don't
have to adapt because it is a basic part of their medical school
career.

Of course, the problem with the present doctors is that they get
out and when it's introduced after they have been out in that free
private-enterprise world, they begin to feel threatened, "Well,
things are changing." But if you give it to them right when they're
getting their medical training, nothing is changed, this is just part
of practicing medicine, that is the way you practice state-of-the-art
medicine.

I mean, isn't the logic of that compelling? Am I wrong? Am I
misunderstanding?

Yes, Dr. Myers.
Dr. MYERS. No, Mr. Congressman, you are quite right. But you

are a very progressive fellow.
Representative SCHEUER. No, I am not, I am very conservative.

[Laughter.]
I want the best health care outputs in American society for the

least cost.
Dr. MYERS. I know.
Representative SCHEUER. How much more conservative can you

be than that? [Laughter.]
Dr. MYERS. Well, I am using "progressive" in a wholesome sense.
What one has to realize-and I am sorry to have to say this-is

that the majority of persons on medical school faculties still think
the way to educate is by transfer of information.

I am sure that you find that.
I find this everywhere I go. And from what I have said already

and from what you have concluded, this is absolutely futile. In my
own field, how in the world can you transfer a half-million items of
information and have the student remember anything? The more
you transfer, the more confused he gets, and things are a mess.

So, what I am really saying is that medical school faculties need
to be as progressive as Representative Scheuer, and then we will
solve the problem and do exactly what you recommend.

Dr. WARNER. In defense of our faculty [laughter]-I would like to
say that we built this program at their request.

Dr. Odell, who is chairman of medicine, had recognized that
indeed the lectures that supplement the clerkship experience for
these students was inadequate. The faculty didn't like it. The stu-
dents were not attending the lectures. He asked if we couldn't
come up with something with the computer that would be a better
supplement for that seeing of patients for the first time.

And so we had a happy environment in which to develop this.
But it is not uniform, I appreciate that.

Representative SCHEUER. I mean, what you just outlined, Dr.
Myers, is sort of a "catch-22." We want the students to learn this
in medical school, but because their professors in medical school
seem threatened and have the feeling that it's not a question of ac-
cessing knowledge or helping relate half a million pieces of infor-
mation to a particular case, it is just a question of mass transfer of
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knowledge. The students aren't going to get it, and 5, 10, 15, 20
years from now, those students as they start practicing are going to
have the same biases that their faculty members had, which was
the reason why they didn't learn it at medical school and now the
reason why they are going to feel threatened by it in the profes-
sion.

Isn't that a sort of a "catch-22"?
Dr. MYERS. Well, it is, except I think it is curable. What we have

to do is to get more faculty members like Dr. Odell, you see, who
see through this problem.

I think one has to realize that if you are a teacher in a college or
a graduate school like medicine, that one gets a certain amount of
self-satisfaction by transferring a package of information at the
end of a fine lecture, "That was a great thing I did today."

My point is: No, it was not; it was a futile exercise. And I think
we have to educate our faculties not only in medicine but in many
other fields as to the point you make.

Representative SCHEUER. Excuse me. I take even greater pleas-
ure in feeling that I had empowered these young men and women
who are going to be practicing medicine to access in an intelligent,
organized, thoughtful way all of the extant medical knowledge and
give them a magical ability to access half a million or more facts
and distill it and use that computer as an assistance in distilling
the medical knowledge that has accrued since the beginning of
time and help them apply it to this particular student.

What greater sense of satisfaction could a professor have than
that, to enable a student to plug in on all of the knowledge of the
ages and to be instantaneously at the state of the art in the treat-
ment of this incredible variety of 200 or more diseases.

Dr. WARNER. You have hit right on the button what motivates
people to get into knowledge engineering. It is very interesting, as
we get people involved from our faculty to come in and work with
us, we have a fellow, Martin Gregory, for instance, a nephrologist,
very capable, who meets with us once a week. He is getting so en-
thused about this himself that it has become his prime motivation.

Representative SCHEUER. Who is this you are speaking of?
Dr. WARNER. This is a young fellow, a nephrologist on our facul-

ty. We have maybe, oh, 10 or 12--
Representative SCHEUER. A nephrologist?
Dr. WARNER. A specialist in kidney disease.
Representative SCHEUER. Oh, yes.
Dr. WARNER. And each of these special areas we have experts

who come to work with us, and as they get involved and see the
process of trying to pick apart the knowledge in their field and re-
arrange it in a logical way so that any practitioner could use it,
you see, it is a tremendous challenge. It is an interesting thing.

But we need more and more people to do that kind of thing. It is
going to be a major activity, and it is something that needs more
government support and funding.
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DISTRIBUTION OF CAD

Representative SCHEUER. Well, we have now learned that less
than 1 percent of doctors are using the CAD system. How many
hospitals around the country are using it?

Dr. WARNER. Very few in terms of any decisionmaking capabil-
ity. There are a lot of hospital information systems now. The last
15 years has seen that grow into a major industry. Most of the ini-
tiative has come from the administrator, who is concerned about
collecting the bill and doing all the financial possibilities in the
hospital. Also, the laboratory end of it.

Then the phase we went into next was the phase of collecting
medical data in various ways and displaying it back. And that is
computer-assisted diagnosis in a way because if you can rearrange
that information to show the time course of a laboratory finding or
relation to some other variable, that's useful.

But the real payoff is going to come when we get more systems
that have expert systems attached to that data base so that the
knowledge is also in there as well as the data about individual pa-
tients. And the number of hospitals that have that you can count
on one hand.

Representative SCHEUER. Why is that? It is obviously a very valu-
able tool.

Dr. WARNER. Well, I think because the hospital administrator,
who makes the decisions, isn't really that concerned about helping
the doctor. He is a separate business out there in a way. I am exag-
gerating a bit.

Representative SCHEUER. Well, there is in every hospital a guy
who is director of medical services or health services and he is?

Dr. WARNER. Not really, no.
Representative SCHEUER. No.
Dr. WARNER. No. There is the pathologist, and if you get a pa-

thologist interested, he may be interested in doing something with
the laboratory data and so on. You may find an interested party,
somebody in the respiratory lab who wants to work with it.

But the hospital as an organization is primarily the administra-
tor, and the doctors are individuals or individual little groups in
specialty areas, almost like it was a separate industry that are
there as guests of the hospital administrator.

Representative SCHEUER. Well, I take it you're telling me that
there has been really no significant proliferation of computer-as-
sisted diagnosis either among doctors or among hospitals nor is it
even being started in the medical schools.

Dr. WARNER. Well, it's in the very beginnings.
Representative SCHEUER. Is it being used inhouse in a very small

number of hospitals?
Dr. WARNER. Yes, it is. Our system is in five hospitals now in

various parts of the country. It will be going into these 25 hospitals
I mentioned out in the intermountain area. And it will be market-
ed elsewhere.

Representative SCHEUER. When will it be going into those 25?
Dr. WARNER. What will be going in?
Representative SCHEUER. When?
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Dr. WARNER. When? The one up in Ogden, UT, will be going in
this summer. It will be the first one outside of the central one it
was developed into, the LDS Hospital. And then they will move
from that into the other hospitals as they spread it. But they have
made the commitment into all their hospitals.

Dr. MYERS. Let me just say that we have a consultative service
going in our own university hospital, and I think you can probably
find some other examples.

I would emphasize that the record needs to show that we are
talking about a scientific enterprise that is still in its infancy. Com-
puter-assisted diagnosis didn't really start until the 1970's, and the
big programs like mine and Dr. Warner's are still not complete,
and we are very reluctant-at least our group is very reluctant-to
distribute these very widely, particularly to practicing physicians
who don't know anything about the background of these programs.

Representative SCHEUER. So, you would discourage widespread
dissemination or widespread use of computer-assisted diagnosis
until your system is complete?

Dr. MYERS. Well, "complete" with quotation marks, as you point-
ed out before.

Representative SCHEUER. Yes.
Dr. MYERS. And that will only take a few more years, I think.
So, we are talking about something that is still in the develop-

mental stage, but as I pointed out to you, we reckon there are
about 750 diseases we have to program and we're into the 600's,
you see. So, we have made good progress, and once we come to a
point where we say this is reasonably complete, then we will clear-
ly emphasize widespread distribution and widespread use.

But I hope you realize that is a bit premature at the present
time.

Representative SCHEUER. Well, now, an article last year in the
New England Journal of Medicine suggested that by the year 2000
the system of computer-assisted diagnosis would be fully operation-
al.

Now, do you have any reaction to that? Do you have any feeling
as to when your systems, each of you, will be fully operational and
available for dispersion around the country?

Dr. MYERS. I think it will be, as far as ours is concerned, within
the next 5 years, maybe sooner.

Representative SCHEUER. And available for widespread dissemi-
nation?

Dr. MYERS. Yes.
Representative SCHEUER. Yes.
How about you, Dr. Warner?
Dr. WARNER. Our system is a little different from Dr. Myers.

Part of our system is available for widespread dissemination right
now.

The reason it's different is that it is modular. We have empha-
sized not the 10 percent that are difficult diagnostic problems but
the 90 percent that are not, and we have emphasized sort of the
prompting aspects of it, the alerting aspects of it.

And even with one of those alerts you could implement the
system. Any time you alert a doctor about something that is wrong,
that by itself as a stand alone is an implementable system. So that
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ours doesn't have to be complete at the point where at least what
is developed can be disseminated.

Representative SCHEUER. Well, this has been an extremely inter-
esting panel. Again, we have gone way over our time. I apologize toyou for that. You have been here well over 21/2 hours.

Let me thank you very much for the very interesting panel.
[The prepared statement of Dr. Warner follows:]
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PREPARED STATEMENT OF HOMER R. WARNER, M.D.

THE ROLE OF COMPUTER ASSISTED DIAGNOSIS AND
DECISION-MAKING IN MEDICINE

Since the study by the Harvard School of Public Health ten years ago

which showed large differences in the frequency with which elective surgery

of various types are performed in different parts of the country and even in

different hospitals within the same state, it has been recognized that explicit

standards of care must be defined and integrated into the practice of

medicine. The rapid increase in power and accessibility of computers and the

recent development of a new technology called "knowledge engineering"

now makes this possible. The prototypes of computer-based systems which

can act to prompt physicians based on the best medical knowledge available

and can monitor the decision-making process in a real medical setting are

now available. To refine and expand this capability for improvement of

medical care in all settings is our challenge.

In the past decade, we have seen the development of a new industry

whose principle product is the hospital-based information system. The

emphasis in such systems is the acquisition, communication, rearrangement

and display of that information in a form that will facilitate the decision-

making process in the hospital or out-patient setting. We have now come to

recognize that this is not enough. We must also store medical knowledge in a

form that will facilitate the optimal use of patient information for decision-

making. Medical knowledge has become so vast that no physician can acquire

and recall all the appropriate facts and relationships needed to solve the
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patient's problem . Over the years, physicians have specialized in attempt to

restrict the body of knowledge needed to perform optimally in a particular

subset of the problems that might be encountered. However, this is not by

any means a complete solution. The patient's problems often bridge several

specialties.

Knowledge engineering is the process of building decision models.

The knowledge engineering team usually involves one or more experts in a

particular subject matter area, someone with skills in searching the literature

databases for relevant information, someone with access to and

understanding of a large patient database that can be used to test relationships

found in the literature against local experience, and an experienced

knowledge engineer. The knowledge engineer must be someone who

understands the computer-based tools available for knowledge representation

and knows enough about the medical subject matter to communicate with the

expert and lead the discussion. The team must have available facilities for

organizing and keeping track of the knowledge as it is accumulated. These

facilities must also permit testing of the logic in the model as it is being

developed in order to get feedback from the expert regarding the model's

behavior. The process is a long and demanding one, but is exciting and

intellectually stimulating.

To move ahead with the development and implementation of these

expert systems, I believe we must do the following things:

1. Provide support for research and training in this field. Knowledge

engineers are in short supply.
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2. Provide incentive for well-trained physicians and others in an academic

setting to enter a career in medical informatics. The rewards in the academic

world are based largely on publication and research directed toward the

generation of new knowledge. The intellectual task of assembling existing

knowledge and filtering and restructuring it for more optimal distribution to

those who practice medicine has no rewards at present except the intellectual

challenge. We have not yet established an equitable mechanism for sharing

expert systems, both with other academic colleagues and with companies that

would make a profit from them.

3. Finally, we need to inform those who are responsible for health care

delivery of the potential of this modem decision support technology as the

means for bringing the best medical knowledge to every clinician. Not only

can it provide an ongoing form of quality control that will prompt the

physician before an error is made, but it also offers a solution to the growing

malpractice problem by providing an alert to any deviation from the

expected standard.
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COMPUTER MANAGEMENT OF PATIENT CARE AND HOSPITAL FINANCES

Representative SCHEUER. Now we will move to the last panel of
the day, on computer management of patient care and hospital fi-
nances. This also is, of course, a question of information manage-
ment in hospitals, with respect to both patient care and financial
management.

We have two very distinguished witnesses: Dr. Jerome Grossman,
president and CEO of the New England Medical Center Hospitals,
Inc.

How are you, Dr. Grossman?
Dr. GROSSMAN. I am fine. How are you, sir?
Representative SCHEUER. Good.
And we have also Mr. Melroy Quasney, Associate Director of In-

formation Management and Technology Division of the General
Accounting Office.

We are very happy to have both of you. I am sure you enjoyed
hearing the panels that preceded you. We are operating under the
time gun because the House is now in session and we will be
having rollcall votes.

But why don't each of you take the 7 or 8 minutes the other wit-
nesses have been taking, and then I am sure I will have some ques-
tions for you both.

Try and make it very informal. This is your living room. Don't
hesitate to allude to anything you have heard this morning.

Dr. GROSSMAN. That is exactly what I had planned to do.
Representative SCHEUER. Good.

STATEMENT OF JEROME H. GROSSMAN, M.D., PRESIDENT AND
CHIEF EXECUTIVE OFFICER, NEW ENGLAND MEDICAL CENTER
HOSPITALS, INC., BOSTON, MA
Dr. GROSSMAN. In the great abandonment of prepared statement.

You have the prepared statement.
Representative SCHEUER. Your prepared statement will be print-

ed in full in the record, as will Mr. Quasney's prepared statement.
Dr. GROSSMAN. If you think the implementation, the whole

theme of what you were asking Drs. Warner and Myers about the
use of their technology, I would describe the use of computers in
management at an equally rudimentary stage. Although widely
dispersed, the quality and breadth of those systems is circa 1904, in
my mind. We use them widely, but they in many ways are primi-
tive compared to the sophisticated management information which
you might see in almost any other industry.

It is my strong belief that most of our institutions, HMO's, and
groups, cannot figure out the true costs of the care they deliver.
They can't separate out the costs of care given in an individual's
hospitalization. They cannot detect variances in practice patterns
among physicians for a given condition. We don't know the kinds
and amounts of procedures used, and quality control systems are
virtually nonexistent.

I would like to believe we don't manage other industries that
way. Perhaps we do. That is for another hearing.

However, Norman Vincent Grossman here is optimistic that
there are changes afoot which may bring some good things in the
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future. We have really undergone four fundamental changes. As
you heard Dr. Stan Reiser speak earlier, those kinds of things we
talked about in the 1960's, the modern medicine that you and I
know is really a phenomenon of less than 25 years.

The introduction of, as he described it, the rescuing of patients
has extraordinarily exploded the cost per patient. We think the
technology as being cost saving, such as the introduction of the
polio vaccine, or antibiotics. There we took and had measurable re-
duction in cost per use and measurable improvements in outcomes.
What has gone on since the 1960's such as kidney dialysis, and
transplantation has had the opposite effect, increasing the cost per
use.

As that has gone on, there has been this great crunch to try to
contain costs, so that the issues of efficiency have been at least
asked about in our industry in a way it has never been asked prior,
again, to the middle 1970's. The pressure on costs have led to four
major shifts.

First, we have made the shift from cost to price: you used to be
paid simply for the work you did; now it is a fixed price, whether
it's an HMO or a DRG for some hospitalization. And as you know,
hospitals whose expenses are less than the charges, the price, get
to keep it. Those who don't lose money.

We do not really know whether or not there is an appropriate
pricing mechanism going on, but at least hospitals have relatively
little idea of how to make efficient use of their resources.

The second is the shift from a provider-driven market to con-
sumer-driven market. Whether the consumer is government or in-
dividuals, we have gone away from the point where physicians and
hospitals can control what services we give-now it's a service de-
livered to people and we as providers are being asked to document
and to respond to what services are needed, what services we pro-
vide, and how much the services cost-for the first time, looking
like other industries.

Finally, the kind of management science that might apply almost
anywhere else can apply to us in medicine, but we have just begun
to think about the potential application of them.

Again, the third shift is that--
Representative SCHEUER. Application of what?
Dr. GROSSMAN. Management science, such as information sys-

tems, management control, production, and quality control sys-
tems. I will talk about that in just a minute.

As you also know, the shift to ambulatory care and the excess
production of physicians have created a real competition in the
marketplace, and there is truly excess capacity now for the services
that people are willing to buy.

Representative SCHEUER. Well, if there were excess capacity on
the one hand and true competition on the other hand, wouldn't the
system absorb or wouldn't the competition tend to reduce incomes
for doctors?

Dr. GROSSMAN. It is.
Representative SCHEUER. Is it?
Dr. GROSSMAN. Yes. For the last 10 years the real income of phy-

sicians in most places is level, and in some places, like Massachu-
setts actually declining.
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Representative SCHEUER. Because it seems to be written in the
stars or cast in concrete that a doctor has to gross $150,000 or
$200,000 a year and end up with incomes of well over $100,000 a
year, or else he is a bloody failure and a disgrace to his profession.

Dr. GROSSMAN. Well, I can tell you that we pay our starting phy-
sicians significantly less than nurses with 10 years' experience at
the center.

Representative SCHEUER. And when you say "we," you are talk-
ing about your medical center?

Dr. GROSSMAN. The New England Medical Center. In Massachu-
setts the incomes are 20 percent below the national average. There
are many physicians in the State. Prices are controlled, and the in-
creasing costs of labor and malpractice have driven the increments
down against real inflation for the last 10 years.

Representative SCHEUER. That is interesting.
Dr. GROSSMAN. Hospital bottom lines have been diminishing for

the last 3 years.
In California the number of negative bottom lines is well in

excess of 50 percent.
Representative SCHEUER. And you think that is mostly because of

the effect of competiton?
Dr. GROSSMAN. Well, competiton is allowing prices to be set and

people to choose to deliver the service at those reduced prices.
Representative SCHEUER. All right. Please proceed.
Dr. GROSSMAN. I think with these changes we then need to un-

derstand the services we provide and the true costs and whether
they are demanded by the market. Therefore, the application of
many of the management-science tools that exist in other places
now need to be translated into appropriate uses within the medical
care environment. And that is a complicated and difficult task.

It also, I think, begins to provide a critically important opportu-
nity to coordinate the medical care services to which you have al-
luded. Computer systems such as the ones we have been developing
at the New England Medical Center are particularly designed to
shift our focus from geography to patients; these information sys-
tems now allow us to follow a patient through a full episode of ill-
ness, to know what element of care they used, and to begin to use
many of the tools, such as process control and management control
systems, that exist in other places.

The questions that arise about the future-since I see the yellow
light on-is that they do represent, I think, a major tool to allow us
to give care within the dollars provided without rationing.

I believe there are enormous inefficiencies in the system that are
brought about by the lack of coordination, the lack of communica-
tion, and that information systems-and we do have some proto-
types at the New England Medical Center-can follow a patient.
Using such systems, a physician and nurse can follow their pa-
tients, whether they are in the hospital, at home, in the office or
wherever. We have been able to document with these systems the
fact that you cannot only give more efficient care that is less costly
for the same outcome but you can also do it in a way that improves
the quality.
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For example, a leukemia patient treated at home turns out to
have fewer infections than one treated in the hospital because of
the nature of the environment.

Representative SCHEUER. Fewer nosocomial infections?
Dr. GROSSMAN. Yes. That's right.
Finally, we have instituted this, a patient's and a patient's fami-

ly's sense of control over their disease, their ability to live a
normal life during the course of a chronic and complex illness, is
greatly enhanced.

So that we think information systems represent the fundamental
tool that will allow us to bring coordinated care to measure quality
in outcomes and some hopes to achieve the goals of a uniform
standard of care.

The last point I would like to make is that the arguments about
protocols and standards as being dehumanizing and depersonaliz-
ing I believe are incorrect. I believe we need to set standards. I be-
lieve there are optimal ways to take care of patients. You do need
to adapt those optimal ways to the individual needs of individual
patients. But ability to move forward and set those standards based
on a data base is another important attribute, I think, to come in
the future.

Representative SCHEUER.Very good. Thank you very much.
[The prepared statement of Dr. Grossman follows:]
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PREPARED STATEMENT OF JEROME H. GROSSMAN, M.D.

I am honored and delighted to submit this testimony at today's
hearing. At New England Medical Center we have devoted
significant resources during the past several years to the study
of computers in the management of patient care and hospital
finances. we believe that new uses of computers, along with new
management techniques, are pivotal components of the future of
health care in this country.

Information fSytems and Health Care: the current Picture
To fully appreciate where we need to change the management of
this nation's health care system, we need to first acknowledge
the primitive level of management and financial control that
exist today in our industry. The present uses of computers in
the clinical and financial management of hospitals are by other
industry standards rudimentary. This is in contrast to the fact
that scientifically and technologically, our industry is the most
sophisticated in the world.

That's not to say that computers don't exist in the health care
setting. At almost every level, the health care system uses
computers to process financial data, patient case data, and other
information, but not at the level of sophistication of other
industries. The skills and tools needed for overall management
control and financial management of costs are only beginning to
emerge. They have existed in other industries for a decade at
least. Even the simple kinds of systems which help process
large-volume technical work, such as laboratory tests, for
example, exist in many institutions but by no means all. In both
the managerial and clinical areas, we are still at the stage of
disseminating basic information management systems.

Let me illustrate with some examples. The great majority of U.s.
hospitals cannot determine the most basic financial and case-mix
data such as the true costs and service components of an
individual's hospitalization, nor can they look at similar
patients and detect patterns and variations in how various
physicians treat that kind of condition, and what kinds of
procedures they use, and how many resources are expended.
Moreover, there are virtually no quality control systems. This
is not the way we manage the bulk of our nation's industries.
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The Environment in which we Conduct Businss _iS Changing Rapidly

All this is happening -- or, more to the point, not happening --

at a time of unprecedented, rapid and fundamental change in the
way health care is being provided and paid for. There are four

major shifts that characterize this period of change in the
health care industry:

-- The shift from cost to price. Previously, third-party payors
reimbursed us for the costs of our services, whatever the service
might have been or whatever it cost. Now we are increasingly
seeing reimbursement based on diagnostic related groups,
regardless of the actual cost of treatment. The hospital whose
services come in under the mandated price structure can can keep
the difference, but if our services cost us more than the
insurers are willing to pay, the difference comes out of our own

pockets. We need computer systems that will that will help us
determine our true cost per service, or else we have no hope of

controlling true costs and structuring our prices effectively.

-- The second shift is directly related to the firsty it is a

shift from provider to consumer driven, or market driven, health

care, and by "consumer" I mean both patients and third-party
payors. Many insurers now require patients to obtain a second
opinion before they will cover surgical or other procedures.
Some limit the patient's choice by only covering services at the

least costly hospitals. Still others require additional premiums
for more expensive elective procedures such as transplants or

other so-called experimental techniques.

Let me add here for the sake of clarity the following point:

When we say "market driven," we are not relegating the provision
of health care to all the forces of the marketplace. We do not
mean to imply that a given service needs to turn a profit.
Rather, we are trying to determine whether there is a need for
the service. The mission of our voluntary hospital movement in

America insures that needs for health care services will be meet.
Individual hospitals, however, need to determine if the need for

a particular service is being met in a given area. If it is
being met, we shouldn't provide it redundantly -- profitable or
not. Information systems can help us determine the answers to
these critical questions: what service is needed, what service
do we provide, and at what cost.

-- The third shift is in focus, from national to regional, and

Federal to local: The 'New Federalism" movement that in some
areas has shifted powers from the Federal to the state level
means that the regulatory function of Medicaid and Medicare are
now the burden of the state and local governments.

In addition, markets vary from region to region. Medicare has
introduced national pricing, but private insurers have noti
moreover, private insurers are working in regional markets where
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a procedure at a fixed price will net hospitals six percent in
the south and east, but will cause us in the northeast to lose
money because of labor costs and other issues. And we cannot
forget that differences in practice patterns contribute to
regional variations -- we in the Northeast hospitalize patients
more often than others, for instance. We can't rely on national
data to help us determine our true costs vs. national pricing
structures. We need computers to help us understand our own
markets, our own costs, and the strategies we must develop to
survive.

-- The fourth shift is characterized by increased competition:
hospitals are facing the same kind of pressure as AT&T, the
airlines and the commercial banks. The shift from the use of
hospitals to the ambulatory setting has created significant
excess capacity, as did the increase in the production of
physicians in the past five years.

with New Manalement Information Systems and Tnnovative Management
Approaches, These Changes Can Be Opportunities for Enormous
Improvements in Quality and Efficiency
The overarching need, then, in order to manage in this shifting
environment, is to understand the services we provide, their true
costs, and whether those services are truly needed by their
constitutencies. I'm not describing anything particularly
innovative in the context of American industry. But in the
health care industry, it is extremely innovative. And all we're
advocating, quite simply, is that the next round of change in
hospital management take us into line with the way private
industry manages itself. And in the health care setting, that
means building new computer and management systems that are
adaptations of standard managerial systems that aggregate
clinical and financial information.

The opportunities to improve efficiency and quality are enormous.
And though it may sound strange, it all needs to begin by
shifting the focus of our attention away from the bedside. Many
computer and management gurus have envisioned the hospital of the
future with a computer terminal at every patient's bedside,
enabling physicians, nurses and other clinicians to input and
summon up information about the patient without having to resort
of cumbersome manual record-keeping and retrieval.

But we are hospital-focused in our thinking, and in reality the
patient's care consists of a series of episodes of illness, only
a small minority of which are actually treated in the hospital.
We need to shift the focus away from the hospital bed. The
hospital bed is one episode, one instance in the patient's
illness. Hospitalization today is the lab test of tomorrow. All
we really need to know is that a patient had one, and the result.
We don't need to know how a patient's pulse performed during
every minute of hospitalization. But our current thinking is
that this is the kind of information that is important. I
believe that that's wrong.

88-544 0 - 89 - 28
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The information we need is the kind of information that will
track the patient through every episode of illness, measuring at
every point the quality and cost of care being provided. That's
only just beginning to happen.

There is a rapid dissemination of standard cost-management
systems in health care. Approximately five percent of U.S.
hospitals nave them, and they're spreading at a rate of between
five and ten percent per year. That's not particularly
exciting -- these systems are only being used as tools that
gather the basic kinds of information. What's exciting is the
potential of these tools to improve both efficiency and
quality -- and society's ability to afford a health care system
without rationing will depend on the innovative use of such
systems.

What will be the incentive for hospitals to realize that they
need such systems? Unfortunately, a bad fiscal year with large
losses is the most likely one. However, others see these systems
as an opportunity to improve care. Our efforts to understand how
computers and new management systems can help us understand our
business has led us at the New England Medical Center to create
our own computer software company. Our product, a fully
integrated cost accounting, decision support and strategic
planning software system for hospital management, is currently
being used in 140 hospitals nationwide, in Europe and New
Zealand. But I can state with a great degree of confidence that
our major barrier to sales is a lack of interest. Our industry
has not yet realized the need.

New InformationSyt Hold the Potential for Fundamental Change
We need information systems that accurately reflect the episodic,
extra-hospital based nature of illness and treatment. The
information we currently gather in our hospitals now focuses on
DRGs and hospitalization. In reality. we take care of patients
over a period of time and in multiple settings. So based on our
key information needs as I described them above (i.e., defining
the service we need to provide, and knowing the resources
required to provide that service over a period of time and their
true cost) we can now imagine repackaging our services in a way
that far more accurately mirrors the true nature of. illness in
all its various episodes. The leukemia patient, who requires
care in a number of settings, is a good case study -- and a case
study we selected at New England Medical Center as one of six
pilot studies to better understand what I call "episode of
illness" management, or in other words the management of the
large case.

Currently, a leukemia patient gets fragmented care -- in the
doctor's office, at-home care, hospital care, outpatient clinic
care -- and often needs different, uncoordinated providers in
order to get this care.
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At New England Medical Center we asked a doctor and nurse team
how best to take care of a person with leukemia in terms of cost,
quality, and the patient's well-being. The new model we've
developed calls for as few days as possible in the hospital.
since the patient and family are so much better off at home.
This kind of care is less expensive, there are fewer infections
and a patient's ability -- and the family's ability -- to carry
on near-normal life is increased dramatically. Here's an example
of improvements in quality, lower cost, and a better quality of
life for the patient. It's win, win, win, And to a great extent
this kind of alternative care will be made possible by
information systems that allow us to have the same information
and control of the patient care process outside of the hospital
that we once had only by keeping the patient captive to hospital-
bed-based information systems.

To the extent that this happens at all currently, the patient and
family are left to a large degree on their own to assemble the
various components of this non-hospital treatment model.
Hospitals must, in the process of developing systems that track
patients outside the hospital walls, also create access to the
services that take place outside.

with such systems, the doctor and the hospital would follow a
patient's record wherever the patient is, enabling the hospital
to approach the third-party payor and say 'we'll take care of the
patient for so-many thousands of dollars. in monthly installments
of so much." And the hospital will be able to do so because it
will know exactly what services the patient will need in a given
episode of illness -- and how much those services will cost.
Hospitals won't need to make elaborate financial arrangements
with the third-party payor. Nor will they need to yield control
of the health care management to the payor, who currently calls
the shots because it currently controls pricing. We in effect
shift back to the provider -- to us -- the authority and
responsibility for the management of care.

Most importantly, new information systems will free clinicians to
once again perform their real jobs -- caring for patients. And
we can see the point at which we can state the price per service
but the results we can guarantee for-that price and the level of
quality hospital can guarantee at that price.

Measuring the Quality of Care
In fact, the New England Medical Center is forming an institute,
scheduled to open in July of this year, whose central focus will
be the development of methods of measuring quality in terms of
functional outcomes, medical outcomes. and patient satisfaction.
These are not extraordinary measures in most industrial sectors;
in the health care industry, however, they are revolutionary. We
used to consider the level of quality in American health care as
relatively uniform, we know now that quality is uneven at best,
and that it suffers when the price of care is continuously driven
down.
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The need to have a commonly understood measure of quality is
critical. Information systems and research are currently
producing such measures. The New England Medical Center
Institute will bring this work, currently based in think-tanks,
into the academic medical center -- the real world, if you will.
The development of these tools will thereby be moved from
research to demonstration and dissemination.

Conclusion
While we are still at the primitive stages of computer-assisted
management of the health care system. the changes in the health
care environment are creating opportunities for substantial
progress. The future lies in improving quality, efficiency and
access to the health care services, and in understanding how the
management of information can help hospitals achieve those ends.
Our success in preserving and enhancing an affordable health care
system without rationing will depend on our resolve. We must
devote the same level of energy, creativity and determination to
new ways of managing our industry that we have traditionally
devoted to the science on which it has thrived.
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Representative SCHEUER. Now we will hear from Mr. Quasney.

STATEMENT OF MELROY D. QUASNEY, ASSOCIATE DIRECTOR, IN-
FORMATION MANAGEMENT AND TECHNOLOGY DIVISION, U.S
GENERAL ACCOUNTING OFFICE

INFORMATION SYSTEMS IN FEDERAL HOSPITALS

Mr. QUASNEY. Yes, sir, Mr. Chairman, GAO, of course, is pleased
to be here to address the subcommittee today.

We can bring light to the issue that you are going over from
some extensive work that we have done in the Federal hospital
sector in the Veterans' Administration and the Department of De-
fense.

Both of these organizations are in various stages of developing
and installing integrated hospital information systems in all of
their facilities.

Representative SCHEUER. That is the Department of Defense and
what other organization?

Mr. QUASNEY. The Veterans' Administration.
Representative SCHEUER. VA. Right.
Mr. QUASNEY. Yes.
The Veterans' Administration began the effort in 1983, and they

do have parts of their system working in 172 hospitals and 358
other health care facilities. During 1986, the VA, to give you an
idea of size, handled 1 million inpatient hospitalizations, 18 million
outpatient visits, and conducted 183 million laboratory results.

At the conclusion of the design, development, and deployment
effort, they expect that it will cost about $925 million to automate
their facilities.

They are doing it in an incremental fashion. There are currently
pieces working, and pieces being designed, tested and deployed
throughout the entire environment.

I should note that they are using computer professionals in de-
signing and implementing the systems, but there is a very heavy
involvement by doctors, nurses, pharmacists, lab technicians, and
other aspects of the hospital administration staff.

The Department of Defense is also in the process of automating
its facilities. It has 167 hospitals and 600 clinics worldwide. In 1986
it serviced 1 million inpatient hospitalizations and 48 million out-
patient visits. So, both these facilities represent a very large pa-
tient activity.

Defense estimates it will cost somewhere between $800 million
and $1.1 billion to automate its facilities. In February 1988 it did
choose one vendor and will be proceeding with installing this proto-
type in 10 hospitals to perform extensive testing before they make
a permanent deployment decision to go to all facilities.

I should point out that the VA and Department of Defense have
spent a tremendous amount of time, money, and effort in defining
their computer systems, and the comprehensiveness of their func-
tionality. They have both tested commercially available products
and found that these were not products that they could use to satis-
fy the comprehensiveness of their needs.

We have interviewed both VA users and Department of Defense
users in the hospitals and obtained a lot of information. They tell
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us that they feel that it improves patient care. They feel that it is a
lot more productive in that you do not lose results, there are fewer
errors recorded, and it certainly reduces the amount of paper that
someone has to deal with in day-to-day life.

So, there is a lot of information that indicates they feel that the
system is going to be beneficial to.

The other thing about the systems is that they are attempting to
produce an integrated system in that it is going to sit over top of
the hospital environment, both in an attempt to administer the
process and capture the appropriate management and cost informa-
tion, and at the same time, capture and provide information to the
health care provider in order to provide better and more timely
service.

Both the systems are also being designed, and I think it is a
point that was brought out here in the hearing, to produce alerts.
In other words, when the computer system detects potential drug
interaction or abnormal lab results, it produces an alert to someone
that says, "We found this information," and then someone would
have to make a decision about it. It does not make decisions on its
own part at this time.

When both of these systems are completed, it will represent 350
hospitals and over 600 clinics that will have state-of-the-art com-
puter.systems and software.

At this time we see no technical barriers in them accomplishing
their mission. Of course, there are other circumstances that come
into play, but we do not see any technical barriers. By that I mean
computer-science related.

We also conducted a comprehensive literature search of the pri-
vate marketplace for commercial hospital systems. We also looked
at several of these systems in hospitals through the vendor commu-
nity, asking to look at their best-case examples that they had in-
stalled, and we interviewed these hospitals.

BARRIERS TO COMMERCIAL INFORMATION SYSTEMS

We identified several factors that could have affected the devel-
opment or lack of development of comprehensive commercial hospi-
tal information systems. First of all, it is a relatively small market-
place. For an organization to make an investment in defining, de-
veloping, and testing a very large, complicated computer system, it
would have to have a considerable base in order to disseminate and
obtain a return on its investment.

We also found that there are low levels of automation, of spend-
ing for automation by hospital facilities. However, we want to note
that with medicare's prospective payment system, which was intro-
duced in October 1983 and phased in over 4 years, there certainly
is a more cost-conscious activity going on in the hospitals today.

We found that savings were currently limited to reducing clerical
work of medical professionals. There is also difficulty in achieving
and quantifying savings. I mean, can you get the information to
say that, "Yes, I made a good business decision and I did get a good
return for my investment."

Another factor that we think has hindered the development of
some of these systems is that although we could find a lot of stud-
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ies that talked about system costs, they could only define prospec-
tive benefits, benefits that they felt could be achieved and be re-
turned. We could find no studies that definitely provided a meas-
ured actual cost in savings that would facilitate other facilities in
looking at this and making a business decision that, yes, it's a good
thing to do.

The VA has also conducted many cost-benefit analyses, but again
we're talking about prospective benefits, benefits they feel they can
achieve.

Congress has also directed the Department of Defense during its
operational test of its 10 facilities to collect all the appropriate in-
formation that it can to determine actual deployment costs and po-
tential actual benefits to be returned. Again, it's going to be pro-
spective benefits, not actual.

THE FUTURE OF INFORMATION SYSTEMS

However, in a few years, these organizations will have systems
that are operating in facilities where information can be captured
and analyzed, again using automation to be able to see if there is
in fact benefit to be derived from the systems from a business per-
spective as well as from a patient care perspective.

With the $2 billion investment, the VA and Defense Department
anticipate obtaining a degree of comprehensiveness beyond that
currently offered in the commercial marketplace to the Nation's
5,700 community hospitals. In other words, they are going to have
a system that will be beyond the capability that is currently avail-
able in the marketplace.

We think that one of the impediments to the small hospitals is
that they really do not have a lot of money to spend individually
and, therefore, it is not creating the appropriate incentive in the
marketplace to develop these systems and allow them to dissemi-
nate.

However, in the case of the Federal Government, because it does
have so many facilities within the VA and the Department of De-
fense, it can spend a large amount of money developing computer
systems and can capitalize that return very quickly because it is
deployed to multiple facilities.

Although our work has not addressed automation in hospitals in
the future in detail, from our work we have some issues that you
may want to consider, and in hearing some of the testimony today,
I think it is appropriate.

The questions would be:
What should be the Government role, if any, in transferring the

Federal investment in integrated hospital information systems to
the community hospitals?

What are the potential benefits from using fully automated med-
ical records to greatly reduce the amount of paper handling, be-
cause paper handling is still there when you have automation?

What are the potential benefits from incorporating expert or de-
cision support systems to improve medical diagnosis and treat-
ments?

Last, what are the potential benefits from providing an improved
and larger automated data base for research to more rapidly and
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uniformly introduce refinements and improvements in medical
practice?

We recognize these questions are complex and with each ques-
tion there is a host of issues-technical, legal, medical, and mana-
gerial-to be considered in addressing each one of these. We recog-
nize that analyzing these and other issues is a tremendously diffi-
cult task, and we applaud the subcommittee for taking the first
crucial step at the beginning of exploring these issues.

This concludes the statement. I will be glad to answer any ques-
tions that you may have.

[The prepared statement of Mr. Quasney follows:]
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PREPARED STATEMENT OF MELROY D. QUASNEY

USE OF INFORMATION TECHNOLOGY IN HOSPITALS

Mr. Chairman and Members of the Subcommittee:

GAO is pleased to be able to participate in these hearings

on the future of health care in America. Recognizing the

primary purpose of today's hearings--to explore the current

and future role of automation in hospitals--I would like to

share the results of our efforts in examining information

systems in federal and non-federal hospitals. We have also

identified some areas the Subcommittee may wish to explore

as it continues its deliberations on this topic.

As you are well aware, the cost of medical care as a

percentage of the nation's gross national product doubled

from 1960 to 1985 to nearly 11 percent and continues to

climb. The application of computer technology offers the

potential to improve medical care while helping contain its

costs. The Veterans Administration (VA) and Department of

Defense have major efforts underway to define, develop, and

deploy integrated hospital information systems--one aspect

of computer technology. These efforts are on the forefront

of the development of a new generation of hospital

information systems--systems that possess a

comprehensiveness that has not existed before.

My testimony describes the VA and Defense efforts and the

significance of these efforts to the use of information

technology in health care and hospital management. In
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addition, I will provide information from our limited survey

of hospital information systems in non-federal hospitals.

We did this survey to identify the scope of hospital

information systems in the private sector to serve as a

point of comparison for our examination of the VA and

Defense efforts.

Integrated Hospital Information Systems

An integrated hospital information system is a computer

system that receives information from hospital departments,

processes it, and maintains medical and financial records

about each patient. For example, through an integrated

information system, a physician may enter orders for

laboratory tests for a patient. The system may then

schedule the test, directly receive the results from

laboratory test equipment, forward the results to the

nursing unit, and allow the physician to review the results

in his office as soon as the test is complete. This

information is then stored in the system for future analysis

along with other test results.

VA and Defense Integrated Hospital Information Systems

VA began installing its computer system, the Decentralized

Hospital Computer System, to support 172 hospitals and 358
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other health care facilities in 1983. During 1986, these

facilities served over 1 million inpatient hospitalizations

and 18 million outpatient visits, and conducted 183 million

laboratory procedures. VA estimates that its system will

cost $925 million as currently defined. Its approach has

been to use its own medical professionals to define its

needs and its own computer professionals to develop its

system. VA has installed an initial increment of software

and plans to install additional and enhanced software

modules and hardware incrementally.

The Department of Defense is also acquiring its own system,

the Composite Health Care System, for installation in its

approximately 167 hospitals and nearly 600 clinics

worldwide. During 1986, these facilities served nearly 1

million inpatient hospitalizations and 48 million

outpatient visits. Defense estimates that this program will

cost between $800 million and $1.1 billion. It identified

its detailed information needs itself and then evaluated

prototypes from three vendors before selecting one vendor in

February 1988. This vendor will complete development of the

system and install it in 10 hospitals for an extended

operational test and evaluation prior to Defense making a

deployment decision late next year.
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VA and Defense efforts to identify their information needs

have been extensive. Both agencies tested and evaluated

commercial products to assess whether the commercial

products could satisfy their information needs. They

concluded that individually developed systems were needed

because off-the-shelf commercial systems did not provide the

comprehensive functionality desired. We have found that the

systems being developed by VA and Defense support a more

comprehensive set of functions than those we examined during

our survey of non-federal hospital information systems.

These federal efforts represent a large national investment

in medical information systems. When completed, nearly 350

hospitals and more than 600 clinics will be fitted with

state-of-the-art computers and software, forming the largest

group of facilities operating systems to support medical

care and the management of medical operations. Links

between the VA and Defense systems are being designed as VA

hospitals need to be able to handle military casualties in

wartime.

Parts of the VA and Defense systems have been-installed and

are currently in use. As part of our examination of these

two systems, we talked to a number of users. Their comments

were generally favorable.
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Users of VA's system told us that the system allowed staff

on the hospital wards to access a patient's laboratory test

results as soon as the technician entered them into the data

base. This reduced the number of phone calls for laboratory

results and decreased the number of duplicate tests or lost

results. Physicians told us that the ready access to

laboratory results led to more timely diagnoses and better

patient care. The pharmacy staff said that improved access

to patients' current medication profiles allowed patients to

receive their outpatient prescriptions quickly.

Users of the Defense system at its current test hospital

have also identified benefits from the system. For example,

physicians believe that the overall quality of care has been

improved because they can review displays and graph the

history of a patient's laboratory results or medication

records--that they have personally ordered--instantaneously,

rather than sorting through stacks of forms. Pharmacists

said the system has made the distribution of outpatient

prescriptions more efficient because a clinic doctor can

order a prescription while the patient is in the office.

The system will print a label and enter the prescription in

the patient's computerized record and in a pharmacy report.

By the time the patient arrives at the pharmacy, the

prescription has been filled.
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Further, both the VA and Defense systems are being designed

to have automatic alerts to determine drug interaction and

abnormal lab results, and to supply information for peer

review processes.

While both system development efforts are 2 years away from

completion, at this time we see no insurmountable technical

barriers to prevent the successful completion and

implementation of these systems.

Commercial Integrated Hospital Information Systems

We also conducted a comprehensive literature search on the

commercial hospital information system industry and a

limited study of successful implementations of commercial

systems to aid us in evaluating the scope of VA and Defense

efforts. We contacted the seven largest vendors--those

which reportedly controlled 65 percent of 1984 sales--to

examine their most comprehensive systems. We also examined

these systems at seven hospitals the vendors selected as

their most successful, comprehensive installations. We

found these systems were not developed to provide the degree

of comprehensiveness planned for the VA and Defense systems.
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We identified several factors cited in literature that may

have affected the development of commercial hospital

information systems.

-- A small market for these systems. Some experts believe

that hospitals need to have 200 or more operating beds

to make optimal use of integrated hospital information

systems. Of the 5,700 community hospitals, nearly

4,000, or 70 percent, have less than 200 operating

beds.

-- Low levels of spending for automation in the hospital

industry. Several surveys reported that hospitals

generally invest only 1 to 1 1/2 percent of gross

revenues on automation.

-- Historical lack of incentive to minimize costs. The

historical lack of price competition or other strong

incentive to reduce or contain costs may explain why

hospitals have such low levels of investment in

automation. (Medicare's Prospective Payment System,

introduced in October 1983 and phased in over 4 years,

has raised the cost-consciousness of hospitals.) In

addition, it may be difficult for many hospitals to

raise funds for information systems that have high

initial costs.
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-- Savings currently limited to reducing clerical work.

Savings from these systems are most likely to accrue

from reductions in the time required for medical

personnel to perform clerical tasks. Medical

professionals spend up to 25 percent of their time

performing clerical tasks of which only a fraction can

be saved through automation.

-- Difficulty of achieving and quantifying savings. Time

savings are fragmented and must be combined or

consolidated to reduce the number of personnel or the

hours worked. In practice, this is difficult to do and

requires a concerted effort that few hospitals are

able to sustain.

During our survey of commercial hospital information

systems, we asked hospitals to rate the importance of

factors in their selection of a system. The hospitals

considered comprehensiveness and integration as the most

important factor. They also considered reliability,

flexibility, strength of the vendor, cost, and

implementation support to be important factors.
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Benefits of Systems

One factor that may have impeded the commercial development

of integrated hospital information systems is the limited

evidence to indicate the billions of dollars that hospitals

have invested in integrated systems actually result in cost

savings. While there are a number of studies that address

system costs and prospective benefits, we are not aware of

comparable studies that address actual measured costs and

benefits.

VA has conducted several cost/benefit analyses to justify

its procurement of additional hardware to support its

evolving information system. These studies identified

prospective benefits--those that VA believes its system can

achieve. Congressional direction requires Defense to also

estimate the benefits and costs of each phase of its

incremental implementation, and to report its findings prior

to making a deployment decision scheduled to be made in late

1990. Defense plans to analyze tangible and intangible

benefits during the operational test and evaluation phase,

which is scheduled to be completed late next year. Over

time, when the systems are fully developed, these efforts by

VA and Defense to quantify the benefits from their systems

should provide information on actual benefits achieved.
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In addition to quantifiable benefits, there are many

qualitative improvements possible through the use of

integrated hospital information systems. These include

improvements in patient relations, better information for

physicians, improved timeliness of information, reduced

opportunity for error, and improved management information.

The projected federal investment of $2 billion in integrated

hospital information systems is significant. For this

investment, VA and Defense anticipate obtaining a degree of

comprehensiveness beyond that currently offered in the

commercial marketplace to the nation's 5,700 community

hospitals.

Our limited work suggests that a number of commercial firms

are capable of developing hospital information systems and

that hospitals consider comprehensiveness to be an important

factor in choosing a system. However, our work also

suggests that the small size of most hospitals and the cost

of automation may be impediments to the development of

commercial hospital information systems. As I mentioned

earlier, the federal effort in just defining and developing

the comprehensive VA and Defense systems has been

significant--requiring an investment that individual

community hospitals may not be able to afford. The federal
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investment has been justified largely by the large number of

medical facilities in which these systems will be installed.

____ ---- ---- ----

Thus far, I have provided information on the current

condition, as we know it, of hospital automation as it

relates to health care and the management of operations--

thus addressing one purpose of today's hearings. Our work

to date has not addressed the role of automation in

hospitals in the future--the other purpose of today's

hearing. From our work, however, we have identified some

areas the Subcommittee may wish to explore as it gathers

information on health care in the future:

-- What should be the government role, if any, in

transferring the federal investment in integrated

hospital information systems to community hospitals?

-- What are the potential benefits from using fully

automated medical records to greatly reduce the costs

of handling paper records?

-- What are the potential benefits from incorporating

expert or decision support systems to improve medical

diagnoses and treatments?
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-- What are the potential benefits from providing an

improved, larger, automated data base for research to

more rapidly and uniformly introduce refinements and

improvements to medical practice?

We recognize these questions are complex and with each

question there are a host of issues--technical, legal,

medical, and managerial--to be considered in addressing

them. We recognize that analyzing these and other issues is

a tremendously difficult task and we applaud the

Subcommittee for taking the crucial first step of beginning

this important dialogue.

This concludes my prepared statement. I will be glad to

answer any questions that you-may have at this time.
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Representative SCHEUER. Well, very good. Thank you very, very
much.

COSTS AND BENEFITS OF U.S. PLURALISM

Let me ask both of you this. We heard the first day that we are
spending about 50 percent more than the OECD countries as a per-
centage of GNP on health. We spend about 11.5 percent, close to 12
percent. They spend an average of 8 percent.

Dr. GROSSMAN. It varies all over the place.
Representative SCHEUER. Pardon.
Dr. GROSSMAN. I mean, Sweden spends 14 percent.
Representative SCHEUER. Sweden spends 14 percent? That comes

as news to me; 14 percent of her GNP?
Dr. GROSSMAN. I may be wrong. I think it varies.
Representative SCHEUER. That is not my understanding. I under-

stand that in Sweden they have 1.2 or 1.3 people per hospital bed
employed in their hospitals, and we have 4.6 or something like
that.

Dr. GROSSMAN. They also have a longer length of stay. Interest-
ingly enough, we, the New England Medical Center, have an infor-
mation system we have developed which runs at Uppsala Hospital
in Sweden, and the same one runs in New England Medical Center
and a hundred other hospitals. So, we are beginning to collect a
comparative data base around the world.

Representative SCHEUER. Well, the OECD special data bank has
Sweden in there as spending 9.4 percent of GNP in 1985-that is
the last year we have the figures for-at a time when we were
spending 10.7 percent.

Let me just ask you to take us to the mountaintop. What is re-
sponsible for any excess costs that you think are in our health care
delivery system? Name a few of the culprits that you think are re-
sponsible.

Dr. GROSSMAN. An uncoordinated, fragmented system in its en-
tirety. That is the overwhelming reason.

Representative SCHEUER. That is the overwhelming reason.
Dr. GROSSMAN. Second, we pay for pieces and we ask everybody

to do more piecework in order to get paid more.
Physicians have been gaming the system for 50 years, you know.

It's a pretty smart game. Hospitals have been gaming the system.
And when you pay for the intermediate products of production in-
dependent of some organized unit of service, you inevitably cause
more units to be used. We are a very responsive society.

So we are using excessive amounts of almost everything in some
places and underusing all other things. Since we have no agreed-
upon standards, there is, I suspect, an equal mix of both.

Representative SCHEUER. Now, we were told that it is costing us
$100 billion to $125 billion to $150 billion a year to have this plu-
ralistic, variegated health care system.

Does the question of pluralism and heterogeneity and variety add
something to the system? Does it make it a healthier system, a
more robust system? What are we getting for that heterogeneity? I
mean, what does it really mean to us? Is it all a negative cost, as
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you are sort of suggesting? Or are there any advantages from that
pluralism and heterogeneity?

Dr. GROSSMAN. Let me perhaps correct the impression I gave.
While the system is fragmented and chaotic in how it gets paid for,
that doesn't mean one system is the right answer.

I think we don't have any idea about what the right answer is,
and the models that might be grown from a heterogeneous system
are to me the critical issue in moving toward better answers.

My strong belief is, as you may know we in Massachusetts have
just instituted the first universal entitlement bill, other than
Hawaii.

Representative SCHEUER. Indeed you have. Your Governor should
be congratulated for his initiative.

Dr. GROSSMAN. And I will be happy to carry that message on
your behalf to him.

Representative SCHEUER. Please do.
Dr. GROSSMAN. But most importantly to me--
Representative SCHEUER. He is a Swarthmore man. What else

would he do?
Dr. GROSSMAN. Yes, and my daughter will go there in the fall.
Representative SCHEUER. Great. [Laughter.]
Dr. GROSSMAN. Right. So we can all have that conversation after

lunch.
But what we have decided to do in Massachusetts which I think

is important is that the State government is the payer and insurer
of last resort. We are going to try by giving everyone the equiva-
lent of a voucher, to truly allow people choice in selecting their in-
surer and their plan. And I believe that as everything happens in
this country, the money will follow the patients who make in-
formed choices.

You made a comment about knowledge, and I believe patients
are quite knowledgeable and can be made knowledgeable about the
choice among systems. They can look at data which suggest higher
quality outcomes versus lower quality outcomes.

They look for service in which they have access in how they are
treated. And I believe the choices of services and the freedom to
move among them will be critical to our advancing both the quality
and efficiency of medicine in this country and perhaps in the devel-
oped world.

Representative SCHEUER. What are some of the positive elements
that we get from this heterogeneity and diversity and what is the
basic deadweight cost? What are the basic deadweight costs that
seemingly have no offsetting advantages?

Dr. GROSSMAN. I don't know-to answer your second question-I
don't know that there are any deadweight costs that a single
system would not have that a multiple system might have, because
you could-and I would argue--

Representative SCHEUER. You mean that a single system would
have?

Dr. GROSSMAN. Yes. The single system, if it were badly organized,
would have all the deadweight of a multiple system.

Representative SCHEUER. Yes. Well, I don't think anybody is sug-
gesting a single system. But is there some rationalization of the
current system that we have, with this variety of--
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FUTURE DIRECTIONS OF HEALTH CARE

Dr. GROSSMAN. Yes. One of the things I was writing as we talked
is that we are in the midst of cultural shift now away from the in-
dividual provision of health services. I as a physician am licensed
to be the provider of care. You license me. My institution is li-
censed to do tasks. But nobody is given the authority or responsibil-
ity institutionally to deliver comprehensive care.

The shift from individual to the corporatization of medicine I be-
lieve is inevitable, appropriate. HMO's and other systems are
struggling toward some rationalization of an appropriate number
of systems.

If you look at the Federal RMP's of the late 1960's, you--
Representative SCHEUER. The Federal what?
Dr. GROSSMAN. The regional medical programs.
Representative SCHEUER. Yes.
Dr. GROSSMAN. They suggested that we would organize care

around groups of 2 million, 1 to 2 million people in geographic re-
gions. To some degree, HMO's are beginning to do that. In New
England, we now have a dozen, each potentially able to take care
of that number. And you could imagine the choices emerging: it
would be those institutions or corporations, be they not for profit-
or for profit-or cooperatives or whatever you want, who would be
responsible for access, delivery, efficiency, and outcomes.

It is my sense of that these are the directions that we are moving
quite steadily toward, and we need to encourage, support, and tol-
erate the faults of those efforts.

I am basically optimistic about the directions we are taking. The
information systems we are developing are predicated upon the
presence of such organizational changes.

CURRENT STATUS OF MANAGEMENT SYSTEMS

Representative SCHEUER. Well, now, information systems, the
availability of intelligently organized information and focused in-
formation should enhance this process, should it not?

Dr. GROSSMAN. No question. Interestingly enough, on the testi-
mony given about the Federal system, I have to comment that I
think that the private sector has all the things that you are install-
ing in the public sector now. Companies have been formed by the
dozens and dozens and dozens.

I formed one 20 years ago, of which pieces are in the Federal
system. I formed another 2 years ago. The amount of venture cap-
ital in support for the introduction of computer systems for the
management of health care exceeds the products available to
develop.

So that I would argue that what you are talking about here in
the Federal system are transactional systems.

We have been working in the last 3 or 4 years on management
systems which sit on top of already existing transactional systems,
lab systems, ADT, bed scheduling, and all of those things, financial
kinds of data.

We have been able, at New England Medical Center, to achieve
probably, we think, about 20 percent savings by the introduction of
patient-centered cost accounting management control systems in
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which we give doctors and nurses added information as well as
skill training to manage resources as well as quality of care. And
they are really quite terrific at it.

Representative SCHEUER. Well, that is a phenomenal figure, that
20 percent.

Dr. GROSSMAN. And I think there is another 30 percent to go. I
think we are just getting started.

I just yesterday looked at New England Medical Center's delay
days. That is, days in the middle of the hospitalization not used
productively. We have developed a tool which says a patient is
needing an action but it takes us time to get that action to the pa-
tient. We think that maybe as many as 25,000 of our 150,000 days
in one of our hospitals could be saved by changes in those systems.

Representative SCHEUER. How do you get the patient access to a
happening?

Dr. GROSSMAN. Right.
Now, we say CAT scanning is expensive. You have heard all this

discussion about too much CAT scanning, unnecessary CAT scan-
ning. Our clinicians-and we have been looking at this and it
makes them pretty nervous-it is clear now that doing a CAT scan
on a certain group of patients before you even talk to them is the
most efficient way to a diagnosis.

Representative SCHEUER. What kind of patients would they be?
Dr. GROSSMAN. They are patients with uncertain pain and other

kinds of things. You take a CAT scan, look at it, then the questions
you ask, the tests you follow, how long it takes are enormously re-
duced. Whereas now, we say a CAT scan is expensive, so we do this
test and this test and that question, and this, and it adds up. When
we now do episode of illness costing, what we will tell you is that it
turns out it costs $1,400 in preparation for doing the $600 CAT
scan.

There are whole process issues, once you begin to shift your focus
to an episode of illness, when it is appropriate to do something. De-
pending on the outcomes you can achieve, you can bring a whole,
completely different way of thinking about quality care than we
have in the past.

I would only comment that as one institution we are pretty well
into it now, we are about 5 years into the process, and I am very
optimistic about its outcome.

Representative SCHEUER. You know, talking about CAT scanners,
we use them about 4 or 5 or 6 hours a day. When you have a piece
of equipment worth a million dollars, why wouldn't it make sense
to use that 20 hours a day?

Dr. GROSSMAN. We use it 24 hours a day, 7 days a week.
Representative SCHEUER. You do?
Dr. GROSSMAN. We do.
Representative SCHEUER. You know, I have been asking that

question for years, and this is the first time I have heard that it is
being done.

Dr. GROSSMAN. Well, here again is the scope and size of the
system that uses it. You see, the way CAT scans-for example, in
Massachusetts a doctor can put one in his office, but I have to go
through a 2-year regulatory process to get it approved-until about
a month ago.
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So, doctors put them in their offices, and there are fees for it.
The system allowed them by the economic reward system, again,we're selling carburetors and spark plugs rather than whole epi-
sodes of care.

Now, we are moving away from that. Large-case management,
HMO's, DRG's are first start. So, we have to recognize that this
effort is like turning the Queen Elizabeth. In these last 3 or 4years, we have begun to move this huge enterprise that has been sostructured as it has been for the last 50 years. I think we shouldlook at the good side of this and pick up on the pluses that are
going on and encourage and support them rather than, I think,
beating on what I think are some of the failures of the past, paidby us all.

Representative SCHEUER. You said the present uses of computers
in the clinical and financial management of hospitals is by the
standards of other industries really rudimentary, primitive.

Dr. GROSSMAN. Yes.
Representative SCHEUER. Why should that be?
Dr. GROSSMAN. I believe Mr. Quasney alluded to this. Remember,

we were cost reimbursed in the past and-
Representative SCHEUER. We were what?
Dr. GROSSMAN. Cost reimbursed.
Representative SCHEUER. Yes.
Dr. GROSSMAN. As I like to describe it, if you got the right

number on the right line, they sent you the money.
Representative SCHEUER. Right.
Dr. GROSSMAN. Yes. And they implied even that they were costs,

where it was really how to use the tax system.
So, for every year between 1940 to 1983 it was basically the more

you spent, the more revenue you got. So that it wasn't an issue ofefficiency, you didn't get paid for efficiency. And remember, start-ing in 1970 we had the determination of need to limit capital ex-penditures. Computers were capital expenditures, people were not.
So, there was no-there was negative incentive to ever use any

of these cost-saving technologies.
Representative SCHEUER. How will the new prospective-payment

system cut back on all of that?
Dr. GROSSMAN. Oh, it has already done that. Suddenly we getpaid a fixed price and now we've gone to national pricing. There-

fore, any savings we realize now stay with us. Whereas, before, yousaved a person and it just meant you got less money. We've made
the fundamental shift; HMO pricing, excess capacity, and DRG'shave shifted the culture.

But we cannot expect this giant industry to get it all right imme-
diately. Think about any other industry's responsiveness.

And remember, we are not making widgets here. The concern for
not hurting patients, for not having it go wrong, keeps us from cre-
ating a system that does lab tests and saying, "Ah, it works 3 hours
a day. That's OK, next week it'll work 6 hours a day," when we
have, you know, 2,000 patients coming to the center every day and100 of them in an intensive-care unit.

So, while running the place at 80 miles an hour, we are trying to
introduce this kind of change. And so from those standards, I think
the industry is doing terrifically.
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Representative SCHEUER. Now, why hasn't that been proliferat-
ed?

Dr. GROSSMAN. Could I suggest maybe that that is not a univer-
sal point of view?

Representative SCHEUER. All right. Elaborate on that.
Dr. GROSSMAN. I was doing computer-assisted diagnosis in 1966. I

was a young squirt working on those kinds of things.
Representative SCHEUER. This was after your medical school?
Dr. GROSSMAN. Yes. I went to MIT before I went to medical

school, so I have all the worst training. I came out of medical
school and said, "This whole thing is dumb." Computers had come
along, and I started working in computers in medicine in 1966 be-
cause I had memorized everything in medical school and found it
really dumb.

What I discovered was that the difference between common and
rare is that common happens all the time and rare happens rarely.

Representative SCHEUER. I didn't get that.
Dr. GROSSMAN. The difference between common and rare is

common happens all the time, rare happens infrequently.
Representative SCHEUER. Yes.
Dr. GROSSMAN. Well, it turns out that most people, I am sad to

report to you, have common disease. Diagnosis is not the problem.
The problem is listening, hearing the patient coming at the right
time, and then doing the right thing.

What mostly happens and happens correctly is that a patient
who is a complicated patient is referred by the physician to some-
one who knows the care of that complicated patient.

So, I have worked in computer-aided diagnosis on and off, and
turned to believing rather that we needed to provide the informa-
tion, the data base, and the access to physicians and nurses, and
patients' access to those people, as the much more important issue.

Why it's not used, I believe, is because there is no good evidence,
and I believe all of us would say that diagnosis is not the dilemma
facing us in the delivery of care.

Representative SCHEUER. Well, there is no one single dilemma.
Dr. GROSSMAN. Right.
Representative SCHEUER. There are a whole lot of pieces, and I

suppose we are going to have to be moving a lot of little pieces.
Dr. GROSSMAN. That's right.
We would say that "expert" systems are in place. When we now

send back lab tests, the first "expert" system is putting it on a
grid, as we now give you the last 8 days' results, so you look across,
your eye begins to do pattern recognition, and we put little aster-
isks next to abnormal. Then we graph and then we tell you about
other things.

So, you keep adding factual information from libraries to the on-
going operation of the clinical care setting, and it is my argument
that these clinical management systems we are installing as an
operational part of everyday life are the right place to add knowl-
edge and add value in the care of patients.

Representative SCHEUER. YOU mentioned lab tests.
Dr. GROSSMAN. Yes.
Representative SCHEUER. Which most everywhere are automated.
Dr. GROSSMAN. Yes.
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Representative SCHEUER. They're computerized.
Why do we hear this constant proliferation, this constant flow of

horror stories on lab tests that went awry? Is it the technology
that's bad, is it the people who aren't interpreting the technology?

You hear of women who had a pap test and 3 months later they
came down with advanced cancer of the cervix. How can those
things happen? Is it computers, or is it human beings?

Dr. GROSSMAN. Human beings, because the pap smear is still
read by human beings. The pap smear is a pattern recognition that
we haven't automated yet.

I would argue, Congressman Scheuer, that the whole issue of lab
tests is an interesting one. Again, it turns out that the cost ac-
counting system formed in the 1950's is the reason lab technology
has developed as it has-onto huge machines-because we said we
will put all the costs of laboratory in one cost center, and machines
grew because the way you put costs in a cost center was by putting
all the people there.

If you look at now-at least after I finished my training, when
we trained, you took a blood sample or a urine sample when a pa-
tient showed a symptom. You walked down the hall-I used to
have blue fingers from the gram stain-and I took the specimen, I
did the test myself, came back and said that gave me the informa-
tion I need for the action.

Well, I was able to correlate the finding with the patient and
make that judgment. We have moved all this stuff totally outside
of the clinician's realm. With new technology, we are now putting
it back. We are taking apart the big machines, putting back small
machines, putting it back into the doctor's office, creating patient-
care teams around illnesses so that there is a real match in timeli-
ness, in responsibility, and in the knowledge: I know when I see a
patient now 25 years later who is sick and who isn't. And if I can'
keep correlating with my nurse the tests, the data, I am much
more likely to get it right.

I feel this great impersonal distribution has been detrimental to
the coordinated and quality care we measure. You did a million
tests, we pay you for a million tests, there is some company that is
making money because they get it done for 3 cents rather than 3.4
cents.

Representative SCHEUER. Do you think that the technology is suf-
ficiently advanced and sophisticated and reliable for lab testing
and sufficiently appropriate to an individual practitioner's office
that society should look benignly on that process of doctors increas-
ing doing lab tests, it's not a process that you just start because it's
fee driven but that it makes sense to have the testing done at the
time the patient is there so that the doctor and the patient can
talk about the results of the lab tests?

Dr. GROSSMAN. Yes.
Representative SCHEUER. Now, I don't want to put words in your

mouth. Is that more or less the way you-
INCENTIVES IN CURRENT PAYMENT SYSTEM

Dr. GROSSMAN. Yes, but I want to limit it because one of the
things that has driven this whole system crazy is that I as a pri-
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mary care physician have to do lab tests, x rays, and EKG's in my
office and charge for them to be paid more than $11 an hour for
seeing a patient.

You need to really grasp the reality of being a primary care
doctor practicing in an office in Massachusetts. You are paid, you
are paid $9 and $18 and $4 for the tests, but an office visit is $11,
take away the cost of your nurse, your rent, and other things, and
you are left talking to a patient for 20 minutes for $5 or $10.

Representative SCHEUER. Well, there is something wrong with
that reimbursement system.

Dr. GROSSMAN. You bet your bippy. [Laughter.]
Representative SCHEUER. And one of the things that we have to

do for GP's and family doctors is to compensate them for individual
time they spend with patients, to talk to them, to inform them, to
exchange information with them. That is probably the most impor-
tant thing a family practitioner can do, and we don't compensate
them for that.

Dr. GROSSMAN. You have it. And I will tell you, if you paid these
people a reasonable fee, they would only do tests when it made
sense. The payment system has driven every wrong incentive that
you could imagine.

Representative SCHEUER. In other words, you're saying two
things-I am going to add the second thing that you're saying-the
tests are fee driven and fear of malpractice suit driven?

Dr. GROSSMAN. Yes. But I am not sure that the latter didn't
follow the former. When you could do all those tests and get paid
for them, then people said you should have done them.

The shift here that we are making now-again, this comes back
to paying for pieces-is to micropricing and micropayment-and it
all just goes down the tube.

Representative SCHEUER. All right. We have to be out of here,
out of fear of capital punishment, by 1 o'clock, and it is now 1
o'clock.

Dr. GROSSMAN. OK.
Representative SCHEUER. It has been a marvelous panel. You are

both very thoughtful, very, very provocative, very creative. We
thank you very much. It has been a splendid panel.

Mr. QUASNEY. Thank you, Mr. Chairman.
Dr. GROSSMAN. Thank you.
Representative SCHEUER. We are adjourned.
[Whereupon, at 1 p.m., the subcommittee adjourned, subject to

the call of the Chair.]
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