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s you begin tegead this book from the Domestic Policy Association, you are joining thousands of
Americans wh participating, in communities all across the country, in the third scason of the
National Issues Forum. This is a collaborative effort to achieve an ambitious goal—to bring
Americans together every year to address urgent domestic issues.

This series was conceived and organized by the Domestic Policy Association, which represents the
pooled resources of a nationwide network of organizations —including libraries and colleges, museums and
membership groups, service clubs and community organizations. It is an effort that has a special
signiticance in an election year. The Domestic Policy Association does not advocate any specitic point of
view. Its goal is not to argue the merits of particular solutions, but to stimulate debate about what is in the
public interest. The National Issues Forum is not another symposium for expert opinion, or an occasion for
partisan politics. Rather, it provides a forum in which concerned citizens can discuss specific public issues,
air their differences, think them through, and work toward acceptable solutions.

Each year, the convenors of this nationwide effort choose three demestic policy issues tor
discussion. This year's topics are environmental protection, health care costs, and jobs and the jobless.
These are urgent issues that have been prominent in the news. In cach of these areas new realities have to be
faced. and important choices made. To address them is to raise serious questions about our values and
priorities: they cannot be viewed only from the perspective of particular interests or partisan politics.

There is an issue book like this one tor each of the topics. These issue books are intended as a guide
to the debate. They provide a menu of chr ices. Unlike so many partisan discussions, these menus come
with a price tag attached.

As the people who have participatea in the National Issues Forum over the past two years know, the
forum process doesn’t begin and end in local meetings. The DPA schedules a series of national meetings
cach year to convey to elected leaders the views that emerge from these meetings. One of those meetings
will take place this coming spring at the John F. Kennedy Presidential Library in Boston. The enthusiastic
response to these forums over the past two years indicates that leaders are interested in your considered
judgment about these issues. So that your thoughts and feelings can be conveyed in these meetings, we have
provided an issue batlot at the beginning and end of this book. Before you begin reading and after you have
attended the torums and given some thought to the issue, [urge you to fill out those ballots and mail them
back to us.

The Domestic Policy Association’s goal is to help citizens engage in discussions about what is in the
public interest. As the editor of these issue books, I'm pleased to welcome you to this common effort.

, /2///2 //z/w/é

Keith Melville
Editorin-Chiet
National Issues Forum

Domestic Policy Association
5335 Far Hills Avenue
Dayton, OH 45429 :3



NATIONAL ISSUES FORUM -
1. The Soaring Cost of Health Care

One of the reasons why people participate in the National Issues Forum is that they want leaders to know how
they feel about these issues. The Domestic Policy Association has promised to convey a sense of your thinking
on the topic of health care both locally and at the national level. In order to present your thoughts and feelings
about this issue, we'd like you to fill out this short questionnaire before you attend forum meetings (or before you
read this issue book. if you buy it elsewhere), and another short questionnaire — which appears at the end of this
issuc book after the forum (or after you've read this material).

The leader at your local forum will ask you to hand in this ballot at the end of the forum sessions. If it is
diwonvenient to do that, or if you cannot attend the meeting, please send the completed ballot to the DPA in the
attached envelope. In case no envelope is enclosed, you should send this ballot to the Domestic Policy Association
at 5335 Far Hills Avenue, Dayton. Ohio 45429, A report summarizing participants’ views will be available from
the DPA next spring.

Part I:

For cach item helow, cheek the appropriate box to indicate if it is something
] we should do now

[ ] we should do enly if health care costs keep rising faster than inflation
| we should notr do under any circumstance »

Proposals: Should Should
Do Only Not Not

Now it Do Sure
A. Introduce more conipetition into the health care system:
1. Establish higher deductibles so that patients pay more of their medical
bills before insurance coverage begins

PRO: Would remind people that health care is - CONG Family budgets could be strained, e
somethmg we pay for one way or another pect ly in the short run, and some might put
~olf < ohing the care they need

2. Provide workers with a choice of insurance plans and incentives to \h()p '
for the insurance they need

PRO: Would put pressure on msurance com-— GON: Called it “bnibe for employees to dis-
patties to he more competitive and ofter better insure the mselves™ beciuse those who need
values th¢ money m g_hl opt for ln.lqulldlL Coverage

3. Encourage pu)plu w0 ,mn 'HMOs— Health Maintenance ()l'}_.,.mll.ltmn\

PRO: HMOS have o record of providing good — CONe Patients would have to give up therr
headth are for a lower price fannly doctor

B. Limit health care costs through govcrnment |mt|dtncs.

4. Regulate costs by imposing limits on how much doctors and hospitals can
charge

PRO: {his would be the most duect way to - CONE Hospatals and doctors might cut back on
LoDl costs the quality of care they provade

5. Make all Medicare and Medicaid recipients pay more of their own bills
setore coverage be zins

PRO; Would discourage unaccessany use of - GON: Might prevent some people. espeetalhy
the health care system the poor, from seching the care they need

6. Impose higher deductibles on Medicare recipients with higher incomes

PRO: | .t to ke those who can attord o, CON: Sice we all pay into Medicare, s ot
Pay nenge Latl for same o get mote benehis than othes




Proposals: Should Shouk
Do Only Not Not

Now it Do Sure
7. Require Medicaid recipients to use clinics. HMOs, and other facilities
with a record of holding down costs
PRO: Taxpavers should only have to pay for  GOM: I the poor are treated differently from
the most eticient lorms ot treatment everyone clse. their care will inevitably be-
come second-rate
8. R‘u\c taxes o pd\ the murcaxmg. costs of Medicare and Medicaid
PRO: Any cuthachs in these programs would — COM: Untair to rause taxes when many of the
|u\p.mh/c pcnplu hc.nllh leLfI\ can aftord to pay more themselves
(. Limit beroic measures to contam (.osts'
9. Relax malpractice laws to encourage doctors to perform fewer diagnostic
tests and practice less “defensive™ medicine
PRO: Buth ““detensive”” medicine and the cost— COM: Takes away a patient’s right to sue. the
o malpractice insurance add to health care best protection people have
mnflation
10. Detine strict criteria about who is eligible for very expensive treatments
such as organ transplants
PRO: Those who would derive the most bene- CON: Some people will be deprived of lite-
n vmuld xnll I.Ll these procedures saving care
11. Put strict limits on hospitals' ability to buy LXan\lVL tuhnnlng.y such
as CT scanners
PRO: Such cquipment 1s usually avalable in - CON: Such equipment might not be there tor
nearby hospitals those who need it
Part II:
Indicate whether vou favor or oppose cach of these measures.
Favor Oppose Not Sure
12. Institute a national health insurance program that would
guitrantee health inscrance for all Americans ........... (] (. [ ]
13. Expand Medicare to provide catastrophic illness protee-
tion 1o all FCCIPICNES ... e [ ] (L] (]
14. Expand Medicare to cover the cost of preseriptions, eye-
glasses, and hearing aids .o [ (] ()
Part lll: 17. Which of these age groups are you in?
Background Questions Under 18, oo ()
2 -
15. Did vou participate in a DPA forum last year” 810 29 L]
Vi ] B0 L]
AR : 45 t() (}4 .................................... [J
No e e e e Pl -
OG5and over.. oo !
16. Dul vou tor will you) participate in DPA for-
. AT 18. Arc vou a man or a woman
wns on other topies this vear’ ‘
Ve N MU . L]
ST . WO« e, (]
No e S .. e e .
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The $350 Biilion
Health Care Bill

¢

‘This nation has put a
priority on health care,
and as a result this has
been America’s leading
growth industry. The
question is how to curb
its appetite for

additional rcsnurccs.99

This past January, Margaret Heckler, Seeretary of the Department
of Health and Human Services, called a press conference to
present i report on the nation’s health. Pointing to charts that
showed improvements in life expectaney, infant mortality, and
the death rate attributed to heart discase. she asserted that *the
nation’s health is better than ever. We are living longer, we are
living healthicr, and we are providing the benetits of our
unparalleled health care system more widely and more
equitably. ™

There is no question that America’s health care system is
impressive. For the past decade., it has been the country’s leading
growth industry. That expansion began in the immediate postwar
vears, when there was a widespread sense that too little was
being done to provide for the nation’s health, that more of our
reseurces as a nation should be devoted to medical research,
the training of doctors, and the construction of new health care
facilities. We were becoming a more prosperous nation, and
mary people felt that some of the fruits of that prosperity should
be spent to improve the nation’s health,

Expenditures in the area of health began to increase steadily,
from 4.4 percent of the gross national product — the total amount
spent on goods and services — in 1950 10 7.6 percent in 1970.
Today, in 1984, the share of the gross national product devoted
to health care is more than 10 percent. Which is to say that one
dollar out o7 every ten that we spend in this country goes toward
protecting our health or seeking medical treatment. That amounts
to more than $350 billion a year.

As Mrs. Heekler's charts showed, the increasing share of
the nation’s wealth devoted to health care over the past four
decades has led to some real improvements. Life expectancy
for Americuns has risen from 6.3 years to more than 74 years.
[nfznt mortality has been reduced by more than halt over the
past twenty years. There is now an intensive care burn unit for
every one million Americans. compared to one unit for every
twenty million Americans just two decades ago. There has been
a similar increase in the number of specialized coronary care
units. There have been breakthroughs in diagnostic technologies
-~ such as CT scanners, which reduce the need for risky and
costly exploratory surgery. The use of antihypertensive drugs
has brought about a drastic reduction in both death rates and
severe complications from high blood pressure. Since 1970, as
Mrs. Heekler remarked, there has been an aniving™ 40 percent
drop in the death rate from strokes. In briet, the nation’s
vestment in health care has helped o extend the lives of millions
of people. and it has improved the quality of life for millions
more.

Extending Health Insurance Coverage

One of the most significant changes since the postwar years is
in the number of people who can afford quality health care. In
1950, only halt of the American people had adequiate insarance

9



E

Q

for hospital-related expenses. Sinee then, the percentage of
Americans covered by private health insurance policies has
increased very rapidly, to the point where most of the working
population and their families are protected,

In 1965, President Johnson signed legislation designed to
provide health insurance for two groups that are often not covered
k, private health insurance plans, the poor and the clderly.
Medicaid, o program to whica both federal and state governments
contribute. provides medical service for the poor, Medicare
pays for most of the medical costs of those over 65 -~ people
who typically have only a modest income but high health care
costs I 1972, Medicare coverage wis extended to the severely
disabled and the blind, and Tater to those requiring kidney dialysis
and krdney transplants.

Thanks to these programs. many Americans have been

able to benefit trom high-quality medical care, regardless of

therr personal wealth, This has been espeeially true for people
with lite-threatemng medical conditions, such as Kidney failure,
As recently as fifteen years ago, most victims of Kidney failure
simply died. Today, Medicare pays mostof the bifl for dialysis.
Because of medical innovations such as cataract surgery, artificial
joints. and heart pacemakers, which Medicare pays for, many
people are now able to live happily and productively until well
into their 80s. ‘The Medicaid program has been somewhit less
successful. As Mrs. Heekler pointed out. there is sull a
“distressing™ burden of death and disease among the nation’
poor. Blacks and other minority groups suffer i persistent and
continuing disparity in the burden of death. illness and
disabihity. ™ But, as she put it, “the situation is improving. We
are makmg progress.” *

In all. over the past generation, many Americans have
gained protection from the potentially severe financial burden
of seching medical treatment. Through private msurance plans
or government provided health care plans. most people are now
msulated trom the cost of medical care a the time itis needed.

Soaring Costs

But there s a pmhlclil and the problem is money. In recent
sears this nation has been discovering the high costof extending
health care protection to such a large portion of the population.
Caonsider what has happened with the Medicare and Medieaid
programs Lihe many other entitlement programs, ther actual
evpense b tar cveecded projected costs, Take Medicare, for
example. When Congress tirst passed the Medicare program,
which entitled exvervone over 63 to hospital care, it was estiniated
that Medicare woukl cost $8.8 hillion by 1990, Expenditures
passed that igure i 1973 only crght years adter the program
began  They doubled between 1974 and 1979, and agam by
jusd

The guestion now 1s whether Medicare will be bankrupt
by (990 Fie program’s trustees recently reported that the

RIC

Aruitoxt provided by Eic:

**T'he nation’s health is
better than ever. We
are liying longer, we
are living healthier,
and we are providing
the benefits of our
unparalleled health
care system more
widely and more
cquitably.*

Marvaret Heekler

10
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Aruitoxt provided by Eic:

‘Soaring Costs of Health Gare

N AY we e eb e

i
g

PERCENT OF GROSS
NATIONAL PRODUCT

‘4‘5

TOTAL AMOUNT SPENT ON HEALTH CARE

1N BILLIONS

5.3
1289

.
1 1 [ 1 1984

y

* Humbars lor 1984 are estimated
Seurce Heal Carn Finaneing Adminris sion

**Over the past two
decades, the nation™s
medical care bill has
grown more than
tenfold — from

$27 bhillion to more
than $350 billion. Unless
changes are made, we
will continue to spend
more and more on
medical care.™’

0O

hospital insurance fund will be exhausted by then il existing
laws are notchanged. Congress must decide whether to increase
taxes in order to pay the high cost ol Medicare - and of
Medicaid. which faces asimilar problem or to reduce benetits.

But the crisis of the Medicare system is merely a reflection
of the larger problem of health care cost inflation. Several
startling statistics indicate how fast these costs have been
accelerating. Over the past two decades. the nation’s medical
care bill nas grown more than tenfold — from $27 billion to
more than $350 billion. The cost of an average stay in the
hospital has soared from about $670/in 1971 10 more than $2.000
today. While the rate of increase in health care costs has slowed
down somewhat recently, costs continue to grow at a rate that
is far higher than the rate of inflation. 1y scems clear that unless
changes are made. we will continue to spend more and more
on medical care - and as a consequence limit what is available
for other social goods.

It is not just the federal government that is caught in the
pinch of escalating health care costs. Consider the problem
facing the Chrysler Corporation. This year. American business
will spend $70 billion on health insurance. The portion of it
that Chrysler will spend is roughly $400 million. which adds -
about $600 to the cost of every car the company manutfactures.
The company has unusually generous benetits. and pays benetits
to an unusual number of retired workers, so Chrysler’s costs
for insurance premiums are higher than most companies pay.
about $6.000 per employee, which is three times the national
average. But the crunch that the company feels is typical ot the
situation of American business in general. Chrysler™s problem
is the result of the same forees that have led to the crisis of the
Medicare systen.

In the 19508 and 1960s, Chrysler Corporation - - like the
American cconomy s a whole —~ was doing quite well. As
Chryslers current chairman. Lee Tacocca, recently remathed.,
“We were @ gul(lcg goose business. We were rich. fat and sloppy.
Health care costs weren 't so great then, and the company was
making a ton of money.”™ So. like the other major automobile
manufacturers. Chrsler agreed o a generous health insurance
policy which covers the entire cost of hospitalization and medical
tests, and most of the cost of outpatient dental, psychiatric.
vision. and hearing care. For retired workers and their spouses.,
the company s insurance plan pays almostevery thing that n't
covered by Medicare.

Then. in the mid- 19708, insurancs premivms for health
care started to rise. By the late 19705, for Chrysler and many
other American irms. the cost of medical insurance was rising
Laster than any other mijor business expense. Understandably.
Chrysler's employees weren tahout to agree to modilications.
Lhey argued thathealth henehits were anghtthey 'dwen through
collective batzaming  As umon head Doughas Fraser put it
“Health benents are sacred ground ~Today. Chesler, like Ford
and General Motors. s plannimg i sts nestcontract pegotiations

L1



to ash patients covered under s medheal plan to pay part ot

their expenses for doctors and hosptalization. But that change
i regarded as nothing more than a stopgap measure. As company
charrman Lece lacocca warns., if the nation’s health care system
isn'trevamped, vou're going to sec a lotof broke companies. ™

The Third-Party Health Trap

Who pays the $350 billion health care bill? Patients and their
tamithes pay only o small part of it directly. On the average.
the public pays only about 30 cents of every health care dollar
out of 1ts packet, and even less Gibout ten cents on the dollar)
for hospital cost. Most of those costs are paid Tor by Medicare
and Medicand . and private health insurance plans. In other words,

o large part of the health care dollar, and about 90 pereent of

the cost of hospital care. comes Trom “third-party ™ payers -
and not directly Trom the pockets of patients who receive care.

Because we're insured, we tend to think of health care
costs as what we pay out ol our own pochets  for an oftice
visit, Lor a preseription, tor our share ol @ hospital bill. But the
truth i~ that one way or another, the average family does end
up paving a large share ol the tota! health care bill. We pay
through our share of lederal taves that support the costs ol the
Medicare and Medicaid programs. We pay through our share
ol state and county taves to support public hospitals and other
commumty health needs. Because haadth Cire Costs push up the
cost ol doimg business, we pay mdirectly through higher prices
tor goods and services. This indirect pay ment conies about be-
cause car enmplovers pay lor medieal insurance. Some of the
money used Tor that purpose might otherwise come to us an
stlary - Some nnght be used to expand local businesses or to
provide new jobs We pay i other, less obvious wass too. The
cost to the U8 Treasury of allowang employers i tay deduction
on medical premunms amounted o some $25 billion Tast sear.
[hat's S25 bilhion i lost revenues, tax dollars that nmaght have
been spent Tor other purposes. :

[t vou add up onby the direet payments that we make tor
health care. for our prvate health msurance. and for our tives
that pay tor medical services, the annual health care bl for
eveny adult i America comes o about S2,000 or more than
S4.000 per vear tor each tanuly.

Are Health Care Costs Out of Control?

[ he reason wlin theres seomuch coneern about health care costs
is that they re very Tikels to continue therr upward spiral. Phe
revolution i medical technoloey that has pushed costs upward
shows nosign of abating. Over the nest iwoe decades, the num
her of Amcnicans ovet 05 will donble Smee medical care to
the eldetiy costs more thanat does for the rest ol the popalation.
this morease m the number ol older Americans will push costs
Gl hirher ol whide there s wadespread agrecnient that pro

Q
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Aruitoxt provided by Eic:

What Do You Pa,y Each Year
for Health Care?

Bécause most of us are insured, we think of health care
costs as what we pay out of our own pockets — foran office
visit. for a prescription, for our share of a hospital bill. But
we really pay much more than that. Here is what the health
care bill for the nation is expected to fook like in 1984,

What You Pay .

There is our share of federal funds used to

pay for Medicaid. Medicare and other

national health programs. That averages out

to about $660 cach year torevery adult.oooooo 5660

There is our share of state and county taxes
to pay for public health programs and
facilities,

That is about $28% cach yeartforcach ofus ... .$288

There's the money our employer pays tor

medical insuriance. Some of that money

might be coming to us in salary. And some

of it might be used to expand local

businesses and provide new jobs.

Thatcomes to $592 peradult. oo .$592

Then there'’s what we pay directly. On the
average, that's $620.......oo e

In 1984, itis expected to add up to 52,166

I'urcvcr)'zulult..................................$2,166

Sugree Costs are estimites Jor 1984 based on figures from the Health Care
Fmancmg Adnunistration.

12
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Aruitoxt provided by Eic:

vidime hieh quality medical care must be one ol this nation’s

priotities, there s growing sense that somw altermative has to
be tound to control the way m which health care s carrently
delivered and tnanced I this book . our plirpose 1s not to ey

atine i1 of the tactors that contribute to health care costs, nor
to assenthle o list of valluns™ on whom the problem can be
Blared  Our sim s eather o exannne some ol the proposed
solutions. and to provoke debate about them

Sonie people beleve that the problem could be solved by
controllmy unnecessary fah tests or excessive hospital adnns
cons But 1t s unrealistie to expeet that it can be solved pam
lesshe 1o make adent m the nation’s health care budget. we

wil' ave to cut meat along wath the tat,

Ohver the past few vears, alively debate has begun about
how o contam health care costs, adebate that involves many
of the interested parties hosptal adninistrators, phy sicians,
msuranee conpantes. iror untons . busimess, and government.

Ditlerent options e hemyg proposed. and somie deeisions are

**Over the past few
years, a lively debate
has begun about how
to contain health care
costs. The debate will
influence decisions that
affect the well-being of
more than 230 million
.americans,”’

being made. Both the administraton and state legislatares have
proposed health care cost-containment legislation. Some states
have taken measures to cut people from the Medicaid rolls, or
to reduce the number of services covered by that program. Com-
panies are trying to reduce their health care insurance costs by
pressing workers to pay a larger share of their own medical
hills.

The purpose of this book is to provide a framework for
discussion. In the following sections we will examine three
distinctive approaches to cost cutting, The firstis to encourage
more cost consciousness on the part of both health care con-
sumers and providers. The second is to reduce the cost ot pub-
licly subsidized health care programs. The third is to cut costs
by rationing certain types of medical care. Fach of these mea-
sures would result in signiticant savings. But cach would also
deny some potentially beneticial services to some patients. These
are decisions that atfect the well-being of more than 230 million
Americans, which is why it is essential that the public join in
the debate.

13
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RX for High Medical
Bills: More Gompetition

«

Alarmed at the result
of writing a blank
check for the health
care industry, many
people advocate
changes that would
encourage consumers
as well as providers to
be more cost

conscious. 99

Think for a moment about what you'd do if you were interested
in buying a new var. Because this is a “'big-ticket™ item, one
of the largest purchases that most families make. you'd probably
be caretul to make sure that you get your money’s worth, First
of all. you'd figure out how much you're able to spend on a
car. You'd have a pretty good idea of the Kind of car you need.
as well as the make that you like. Knowing that prices vary
from onc dealer to another. you'd probably shop around.
Salesmen might try to convinee you to buy the top-of-the-line
maodel, and more accessories than you need. But you know that
vou have to be realistic. After all, you're soing to have to pay
for it

Another big-ticket™ item in every tamily's budget — their
share of the nation’s health bill - costs, on average. just about
what it costs per year to own and operate a car. But the contrast
between the way most people shop for a car and the way they
“shop™ for medical care could hardly be greater.

Even the most intrepid shoppers. people who take more
pleasure out of getting a bargain than they do from the purchase
itself, lcave their copies of Consumer Reports and their habit
of comparison shopping at the door when they enter the doctor’s
oftice. The same consumers who shop furiously for the best
bargain on station wagons and Cuisinarts report dutifully to
whatever hospital their physician sends them for tests and
treatment. Most of us don’t even ask what cach test will cost,
or whether we really need to spend one more day in the hospital.

The reason for the difference isn’t hard to understand.
When you buy a car. you pay for what you order. every penny
of it. But when you receive medical care. a large part of the
costs are paid by someonce else.

For some 50 million people who qualify for Medicare or
Medicaid. the costs are subsidized by the government. Forsome
180 million Americans who are privately insured by Blue Cross,
Blue Shicld. or any of the 200 other commercial insurers, the
costs are subsidized by all of the people who participate in the
plan. The payment for one party (the patient) to another (the
hospital) by a third party (the insurance firm or the government)
is called a “third-party payment.” Because such third-party
payments cover Qo pereent of the cost of hospital bills, out-of-
pochet costs are fairly modest. With that subsidy. most people
choose to buy far more expensive care than they would if they
were not so well insured. Think of the kind of car vou'd buy
it you had to pay just ten cents out of every dollar of its price.

Because of those third-party payments. most of us have
no more than a modest financial stake in the decisions made
about our care. I we were cost conscious - 1F we went 1o
doctors who charge less, for example. or to hospitals whose
rates are lower  that behavior wouldn't be rewarded. For
example, a Medicare beneficiary who chose a lower-cost health
care option would not receive a dime from the savings.
Furthermore, in most companies employees have no choiee
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*The health care
industry is a classic
example of market
failure. We have
allowed it to evolve in a
direction in which
waste, overuse, and an
upward spiral of fees
are encouraged, whiles
étficiency and economy
are discouraged.”

Alain Enthoven

among insurance policies. nor do most people know what their
insurance plan costs.

But the tault doesn't lie just with consumers. None of the
other patties i the health care delivery systen have had reason
to be cost conscrous erther. Sinee physicrans and hospitals are
asstired o payvment regardless of the cost. they are happy to
oblige the public m s demands lor the bestservice. Physicrans
npreally exereise little restruntover the goods and services that
they ondet i the course ol treatment. Crities charge that this
atitude leads to Tar oo many laboratory tests, the overuse ol
expensive new technologies. and hospital stays that are fonger
than necessary Fhysicrans respond that an addinonal test or
treatment mehe help They argue that the highest ethical
anperative of the medical profession s not to keep costs down
but to do everviting possible for the patient. Crities respomd
that “evervthimg possible™ may be very costly indeed.

U nat Congress recently approved a new Medicare
rermbursement scheme which sets Trnits on the fees it will
lihe Blue
rermbursed health care insttutions on the basis of their

rermibittse tor cach diagnostie category. Medicare
(ross
conts, ot wast e the hosprtals  interest to cconomize. Unde
that svstem. any hospital that reduced its costs would reduee

10

its income. So hospitals typically solved their financial problems
not by cconomizing but by maximizing reimbursements.

A third-party paynient systemsvhich offers reimbursement
on a cost-plus basis has protected fndividuals against the high
costs of health care, and provided Ctodaealth care

Enthoven, an ceonomist who spcginlj.Lcs\iI] lhis‘g_'
clssic example of market failyre. We have allOWEd it to evolve
in a direction in which wayse. overuse. and an upward spiral of
fees are encouraged, Avhile efficiency and economy are
discouraged.™ o

Over the ‘past few years, many people have argued that
the best -way 1o contain health care costs is to set in motion

forces that we normally take for granted in free markets. In this

view. the best way to contain soaring health care costs is to take
advantage of people’s inclination to get the most for their money.
and to encourage providers to compete with cach other to lower
the costs.

Various proposals have been made under the banner of
competitive health care. Essentially. these plans are different
witys of accomplishing three related goals. cach of which is
important il consumers are to be persuaded to be more cost
conscious and health care providers more competitive. First,
consumers must have a personal financial stake in reducing
health care costs. Second. they must be urged to shop around.
to choose from among competing health care plans. Finally.
they must have lower-cost alternatives to choose from.

Let us examine alternatives designed to accomplish each
of these goals, and eaplore their likely impact.

A Personal Stake in Reducing Costs

That so many Americans have health care insurance today rep-
resents @ major accomplishment and a significant change from
the situation that existed as recently as the 1950s. TUis not just
that more Americans are covered than ever betore: health in-
wrinee has also become increasingly comprehensive. Rather
than providing protection chiefly against large and unexpected
medicat bills, health insurance routinehy pays for refatively ninor
expenses such as eveglasses and regular dental care. Over the
past two decades, many employers have substantially reduced
or climinated the deductibles and comsurance pand by their
cmployees.

Itis casy to understand why employees and theie repre-
sentatives in collective bargaming have so cagerly soughtcom-
prehiensive medical insurance. Considering the high cost of
medical treatment. we wantall the insurance protection we can
set. 10 is undentindable. oo, why employees have so e
quentty opted lor more comprehensive msuranee rather than for
the largest wage hikes they could get One of the major n-
ducements to the purchase of health msurance is the tay sub-

1
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sdies that are avatlable tor this purpose both to employers and
mdividuals. Employers can deduct much of the cost of what
they pay toward health insurance from their taxes. Many in-
dividuals deduct as much as half of the amount they pay for
health insurance premiums. tn addition, employer-provided
health insurance is not counted as taxable income. As a result,
cach dollar that an employer spends on health care insurance
buys about 50 percent more in health care services than itwould
if the dollar had been paid in additional wagges to workers, who
could then purchase their own insurance. These tax policies —
which i fact are a torm ot subsidy -- have encouraged em-
ployees and their unions o choose more comprehensive insur-
ance rather than higher wages.

By subsidizing the purchase of health insurance, the gov-
ernment his encouraged more comprehensive insurance, in-
cluding tirst-dollar™ coverage -— which is to say that patients

é‘al all, before
they recerve health imsurance benetits. By providing such cov-
crage. insurers have in effectissued an invitation to consumers

are required to pay only a nominal fee, or nothin

to disregard the cost of health care. As a conseguence. con-
sumers hiave no reason to think twice about visiting the doctor,
no ineentive to seeh less expensive care. {t has become avicious
cvele, aself-perpetuating process: the high cost of care induces
families to get more comprehensive coverage; with more com-
prehensive coverage people use the health care system to a
areater extent; which encourages hospitals to produce more ser-
vices: and that. in wrn, makes comprehensive coverage even
more attractive.

Crities ol this system argue that it represents the triumph
ol good mtentions over common sense and that any serious
cftort to contain spiraling health costs must begin with its al-
teration. [f consumers had higher deductibles. they'd cut down
on unnecessary visits to the doctor and shop around more care-
tully tor medical services.

Several recent proposals trom employers and the govern-
ment have focused on rereasing the deductible. Many corpo-
rations have recently raised the portion of the medical bill that
emplovees are required to pay, and others are planning to do
s bmplovers argue that the $50 deductible avcommon tea-
wre m many programs — was putinto eftectn the 1950s, when
it represented i substantial amount of money, roughly what it
cost tor a two-day stay in the hospital. A deductible equivalent
to the cost of a two day hosprtal stay today would amount to
mare than $300 Employers sy that they are ust belatedly
adjusting tor the ellects of intlaton.

An mnovative variation on this approach provides cash

bhene tits that niny add up o several hundred dollars per vear tor

emplovees who don’t go to the hospital or call on therr doctor
In Mendocine. Calitornie, “stay well™ accounts have gnven
wome 2500 school emplovees a stake i therr health care ex
penditures As one teacher remarked. with a sty well™ ac
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Some people fear that if medical services are regarded as other
commodities in the marketplace, patient care will suffer.
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**For the past 30 years
we've come up with
bigger and fancier
henefit packages. The
public has responded
predictably by saying,
*We paid for them.
Now let’s use them.'"’
James Anderson

.

count, “vou think twice about running to a doctor when you
have a sore throat.™

But plans to give people a stake in health care costs have
proved to be very controversial. Crities fear that it will prompt
some people 1o seek lower-quality care or to avoid treatment
that they need . They have spoken out against higher deductibles
and “stay well™ accounts on the ground that they encourage
people to play “Russian roulette™ with their health. Higher
deductibles might cause families to postpone spending $50 to

see i specialist about a troublesome mole, delay treatment of

a voungster's earache. or skip dental X rays. Such actions, they
pomnt out, could lead to far more serious and expensive medical
problems down the road. Advocates of these plans maintain
that the services people choose to pass up are unnecessary.
To proponents of a4 more competitive health care system,
the argument for higher deductibles tand co-payments where
patients pay i certin pereentage ot the fee) is both simple and
compellmg. As well-intentioned as the efforts to insulate pa-
uents from the costs of medical care have been. such features
as fist-dollar coverage and low co-payments have encourages:l
millions of Americaes o disreg:, d health care costs. And as
long as most people hiave no inceative to economize, they're
going to heep making more demands on the healthr care system
and we'll all end vp paying the huge bill that results.
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Who Pays for Hospital Care?
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88% 40%
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PRIVATE
INSURANCE
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33%

You’d Better Shop Around

A second proposal would make the health care system more
competitive by encouraging people to seck out the care that
gives them the most tor their dollar. Currently. employees are
typically passive recipients of health care insurance and medical
services. Reformers point out that the entire system would be
more competitive it consumers were oftered a choice of plans,
and an incentive to shop for the best health care value. Em-
ployers could offer a choice among various plans. and then
make equal dollar contributions toward any option that em-
ployees choose.

This is what is taking place in such tirms as Alcoa. Quaker
Oats. B. F Goodrich, and the Polaroid Corporation. Rather
than providing a specific health insurance plan for employees,
these companies lay out several possibilities and offer health
care reimbursement accounts that can be applied to any ot them.
For example. employees at the Polaroid Corporation in Cam-
bridge receive a detailed brochure that describes nine ditterent
health plans serving the arca. The company contributes a fixed
amount cach month $133 tor cach worker with a tamily.
Employees must choose a plan that covers the cost of cata-
strophic illness. But with that exception, they are free to pick
the plan of their choice. Some of those plans are more extensive

17



than-efhers., some cover the costs of doctor's visits while others
do not. some include first-dotlar coverage while others have a
relatively high deductible. But withahealth care reimbursement
account. you are free to choose among the various phins to find
one that suits you best. 1 you choose a plan that costs more
than your company *s contribution. you would have to make up
the difference. 1 you choose a plan that costs less than that
monthly figure. you pocket the ditference.

‘The whole pomnt of encouraging health care consumers o
shop around in this way s o put pressure on doctors and hos-
pitdls o heep therr costs down. ftseems to worh. People who
purchase their own health care plans have an incentive to com
partson shop for the best vakie, and that puts pressure on in-
suranee companies to control their costs to keep their rates
competiive This i turn puts pressure on physicians and hos-
pitals o mvest only m facilities @ cquipment that enhance
their ability to otter care at reasonable cost.

As appealmg as health care reimbursement accounts may
sound. this approach has its opponents. Such initiatives have
been Libeled " bribe tor employees to disinsure themselves. ™

Alternatives to Fee-for-Service Medicine

The two proposals that we have justconsidered promise to mithe
the health care system more competitive by giving consumers
4 manctal stake i health care decisions that affect them. A
third proposal would reduce costs by changing the way inwhich
medicial services are delivered.

Tradhtwonally, American medical practice was organized

aroutd physterns i private practice and nonprofit hospitals.

But over the past few decades there have been some striking
changes i both of these arcas. Group practice his grown to the
pomt where about one 10 tour physicrans works inan arrange-
ment with other doctors. Even more striking is the change n
hospitals - One out ot eight hospital bedsan this nation is now
provided by w probit-making hosputal chaun.

What has not changed very rauch s the so-called tee-tor-
setvice pavinent ssstem i which doctors are panid tor cach ser-
vice they provide. cach medical mtersention they pertorm. This
svatenn, erties contend, as the barner that stands between us
and more cost ettective health care, What every community
needs. they arsue. s an alternative to the tradional dehivery
of medical services. one thatmakesavariety ot medicat services
avarlable undet one root. ad one that offers gomprehensive
medical care. includimg the preventive care that doctors otten
Jicht bl o fved amount. pad inadvanee. Such prepind
plans which otter o tull range ol health care services are now
Called Health Mantenince Orgamzations (HMOs) Actually.
prepand health services have been around tor years. One ot the
the Kaiser Perninente Medical Care program that
wars i nted i 1938 tor workers on the Grand Coulee Dam

catliest

i today e Lareest medical provider ot this sort

Because care is paid tor in advance, HMOs have no in-
centive to offer diagnostic tests that may not be necessary. to
provide superfluous services or o recommend unnecessarily
long stays in the hospizal. In short, because they are not reim-
bursed on a procedure-by -procedure basis. HMOs have astrong
incentive to Keep costs down.

in addition. while doctors customarily treat patients on an
episudic basis, whea specitic medical symptoms oceur. HMOs,
because they operate on a fixed-tee basts, assume o continuing
responsibility for care, and place more cmphasis on preventive
services. They typically provide flu shots, for example. and
annual checkups as a way of minimizing future costs.

Statistics suggest that medical costs for peopie enrolled in
HMOs are lower than they are for people with conventional
coverage. People enrolled in California’s Kaiser plan, for ex-
ample, have health care costs that are 1 o H) pereent lower
than for people with conventional coverage.

How are those savings achieved? Because HMOs have an
incentive to choose less costly modes of treatment, they less

finalo

How absurd it sounds —a consumer of medical care who's
actually concerned about the price!

But while he may be greeted with amazement by the
hospital staff, it isn't really be who's amazing — it's the rest
of us, who've been buying health care as if money grew on
trees.

Courtesy of AEma Lite and Casualty
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**Many people have
fundamental
reservations about
trying to keep costs of
health care down
through *pro-
competitive’ measures.
They argue that the
marketplace is a cold
arena for people who
are sick and
vulnerable, and unable
to make the
calculations that the
market demands.”

otten adnut patients to hospitals and more trequently resort to
treatment on an outpatient basis Patients who receive cane
through HMOS also take fewer diagnostic tests and have mark-
edly fower surgieil rates,

Costs are lower in HMOs for another reason too. If you
belong to an HMO, you are likely to be assisted by a variety
ol health professionals who do not have the intensive training
in specialty care that doctors reeeive, but who are well qualified
to provide primary, preventive, or emergeney care. In HMOs,
these “physician extenders™ — who include nurse clinicians,
pediatric assistants, or physicians” assistants — work under the
puidance and supervision of physicians. Ttis through such mea-
sures that HMOs pronnse 1o increase access to medical care
while lowering coss.

As health care costs have aceelerated over the past decade.
micrest 1 HMOS has grown considerably, especially among
corpotations searching for a way to contain their costs, Na-
tonally. more than 10 nullion people are now enrolled in HMOs.
Sull. growth i enrollment has been relatively slow, partly be-
cause many people are refuctant to leave their personal doctors.
Fhis teluctanee reflects one ot the chiel criticisms of prepaid
plans. that they tahe away ones treedom to choose a personal
physician People who receive their health care through HMOs
are nol free to seck out aspectalist when they have a particular
atlment Nor can they go to a particular hospital it it offers
something that they particularly want. Advocates of HMOs re-
spond that m a miedical emergency vour tamily physician would
very Bkely send you toa particular hospital, or refer you to a
spectalist anvway - Nonetheless, many people are reluctant to
sever their relationship with a doctor who provides more per-
sonal assistance than they might recerve at an HMO.

One of the growang coneerns about HMOs is that many of
them are bemg converted mto for-protit operations and com-
bried into national bealth care firms. Even some of the carly

RIC
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advocates of [HIMOs have reservations about whether for-profit
health care centers managed by national corporations can main-
tain high professional standards and provide quality care. Ques-
tions have also been raised as to whether HMOs are likely to
serve poorer communities and patients with severe medical
problems.

Health Gare in the Marketplace

The various proposals that have been made in the name of
erecting a more competitive health care system raise funda-
mental questions about how medical services should be pro-
vided. Advocates of such measures as HMOs, cost-sharing
strategies. and consumer choice among health plans insist that
something has to be done to keep the costs of health care from
soaring still higher. Convinced that fee-for-service medicine
subsidized by private health insurance and by Medicare and
Medicaid has provided a blank check to-doctors and hospitals,
they feel that the system urgently needs to be overhauled. The
best hope for making medical care once again an “*economic
good.™ in their view, is to make sure that consumers have an
incentive to keep costs down and to shop around. Even such
established organizations as the American Medical Association
and the House of Delegates of the American Hospital Associ-
ation have endorsed the *““cansumer choice™ concept — as long
as it does not result in the rationing of care or a reduction in
the quality of medical service.

But many people have fundamental reservations about
trying to keep costs of health care down through **pro-com-
petitive™ measures. In their view, it is misleading and inappro-
priate to compare the purchase of medical care with the purchase
of a car. They argue that the marketplace is a cold arena for
people who are sick and vulnerable, unable to make the cal-
culations that the market demands. From their perspective, health
care is not a realm in which economizing is appropriate. If
people delay medical diagnoses, or put off needed medical in-
terventions, what appears in the short run to be a prudent way
of keeping costs down may turn out to be a very foolish form
of economizing,

So one of the debates about health care is between those
who would rely on market forces to keep costs down and those
who feel that while the market works well for a lot of other
purposes. it is not appropriate here. After all, we rely on the
public sector to provide certain services — such as police and
tire protection — that are essential to our well-being. And we
rely on the government particularly when a basic right is at
stake. Since access to quality health care is widely regarded as
a right that should be denied to no one. perhaps the most prom-
ising direction for reform lies not inincreased competition but
in redetining the government's role. So that is what we turn to
next, the government's role i health care what it 1s. and
what it should be.
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The Government’s Role:
Redefining

Benefits,

Requlating Prices

«

Although ours is a
private health care
system, the
government plays a
major role in it. Many
people are convinced
that costs could be
contained if the
government’s role were

rcdctined.??

Although people normally think of America’s health care system
as a private enterprise. the government’s role in it is actually
quite extensive. and that was true even before the adoption in
1965 of Medicare and Medicaid. On the state and local as well
as the federal level. the government has been involved for years
in health care. As the operator of a nationwide network of
hospitals that expanded rapidly following the Second World
War, the Veteran's Administration has been a very visible factor
in the health care system. Less visible but hardly less influential
were some of the measures adopted in the late 1940s, such as
the Hill-Burton Act. which put the power of public finance
behind the construction of new hospitals. In dozens of other
ways. including state-run hospitals and community health clinics.,
the government has been an active partner in the health care
system for decades.

The Regulatory Approach

Partly because the government's role in health care is so exten-
sive. many people are convinced that decisive government ac-
tion is necessary if soaring costs are to be contained. The most
direct way in which the government can influence costs in this
arca is to regulate the prices that health care providers charge.
which represents a very different strategy for cost reduction
from the . ne proposed by those who advocate a more compet-
itive system.

Those who favor the regulatory approach to cost contain-
ment believe that. as much as we might like the health care
market to resemible the market for other commuoditics. it is tun-
damentally different. In their view, it is unrcalistic to assume
that in this market providers will ever compete among them-
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selves to the pomnt where prices are contained by that means
alone. Advocates ol price control argue that doctors and hos-
pitals are 0 roughly the same position that fire Highters or po-
heemen would be in il we had to pay for their services. The
sgivice they perlorm is so valuable that when we need it we're
it no position o argue about the price. And since the market
cannot ettectively regulate what health care providers charge.
the government has to.

So perhaps the most useful thing the _overnment could do
waould be toimpose limits on how much doctors and hospitals
get pard tor their services. This is quite a popular approach
because 1t seems o oller a painless solution  a way to contain
costs without cutting back services. But this approach is neither
<o simpRe nor so trouble-free as it appears. In the 1970s. Con-

Ceress mikde several attempts to control rapidly rising hospital

.
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cvpenditures. For example, it created a certiticate-of-need pro-
gram. which required states and localities to approve proposals
for new health facilities and equipment. During the Nixon ad-
mmstration, at i ume when wage -and-price controls were in
clicetin many sectors, special limits were placed on the medical
profession.

Once controls were lifted. however, prices rose quite rap-
iy, Several years later, the Carter administration asked Con-
gress for the authority to impose limits on hospital expenditures.,
the perehase of medical equipment. and the construction of new
health tacilities. After heatcid debate, Congress rejected those
proposals. As much as the members of Congress wanted to keep
costs down, many had reservations about the regulatory ap-
proach and whether it is desirable for the government to regulate
prices i any sector of the economy. Nonetheless, Congresa
took the regulatory approach in October 1983 when it initiated
a new system ol reimbursing hospitals that treat Medicare pa-
tients. According to that reimbursement procedure. all hospitals
are pard the same amount for treating patients ~chose diagnoses
are the same Some suspeet that this new sstem ereates a per-
verse meentive for hospitals to skimp on care in order to mas-
imize ther revendes. Crities are feartul too that when ahospital's
conts exeeed Medicare s standard reintbarsement. the extri costs
mav he shifted to other patients whose medical bitl is not sub-
stdized by the government.

Fhat new reimbursement scheme was put mto cflect so
cecenthy that at s hard to say at this pomt what s fong-term
mipae i sl be Onee agameas m the 197080 what s atissue is

wheier  Torts 1o do soae Tikely to be successtul.

Re-examining Medicare and Medicaid

Fhere i asecond way mowhich the government coukl control
health care costs, and that s by making substantial changes i
the two targest public health care plans, Medicare and Medwe
ard Passed by Congress m the heady das s ot the Great Societs.,

these twan programs were intended to provide health care o

individuals who are not covered by private insurance plans,
They were intended as a response. in President Johnson's words.
“to the injustice which denies the miracle of healing to the old
and the poor.™

Medicare was intended as a guarantee to the elderly —
who use the health care system more than any other segment
of the population exeept newborn babices that in case of
illness they would not be reduced to poverty, or toreed to sech
a bed in some hospita!'s charity ward. Medicare represented an
extension of the Sociat Sceurity system. [tis a program to which
workers and their employers jointly contribute in order to pro-
vide health insurance in old age. Medicare was. in briel, an
altirmation of the principle that the elderly are both needy and
deserving. that they should be entitled to quality health care.

Medicaid — a hastily written, little-discussed prograny that
was passed soon after — represented a goint commitment on
the part of the federal government and the states o provide
health care to the poor. Together. these two programs held out
the promise of equal access to medical care.

When those programs were passed. health care was still
often rationed according io people’s ability to pay. In 1964, tor
example. the poor went to physicians 20 pereent less often than
did the rest of the American population. Whites saw phvsicians
42 pereent more often than did blacks. and individuals from
familics with incomes under $2,000 per yearunderwent surgery
only hall as often as people in families whose income was at
least $7.500 per year.

Because of Medicare and Medicaid. which now provide
health care coverage for more than 50 million people - about
one in five Americans -+ some of those blatant incguitics have
been eradicated. Recent studies suggest that while whites still
visit physicians more often than blacks., the differences are not
so striking as they were two decades ago. Overall, the poor
now visit physicians more often than the rest of the population,
andl the rate at which they undergo surgery s substantially higher

A

than for the * wmierican population as a whole.

Great Expectations, High Costs

Largely as o resalt of Medicare and Medical, progress has
been made toward a societs 'nowhich people recenve guality
medical care regardless of therr economic means. But those
winns have come ata very high cost, far tngher than anticipated
by the members of Congress who lirst proposed the-e progrgms.

When Medicaid was first proposed, its proponets were
convineed that its cost would remain quite modest. Sponsors
confidently predicted that it would not exceed ST ilhon a vear
tor the forseeable tuture. In fact. annual expenditures now ex-
ceed $30 bithon
frest vear. In terms of grants in-and to state governments. Med

ten times more than the program costan s

weatd 1s now the most expensive of all such tederal programs,
In targeting public tunds for health care Tor the poar, the
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Medicaid and Medicare: Steadily Rising Bills
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and Congressional Research Service
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government identified a real problem bu: underestimated its
severity. The poor are more suseeptible to medical problems
because of poor nutrition. Because relatively few people from
low 1ncome tamilies have routine medical examinations, when
thes come lor treatment their problems tend to be quite serious.
Morcaver, because they often don’t have tamily physicians,
when the poor seeh medical attention they frequently resort to
the most expensive hind of care. such as that provided by emer-
geney wards. To complieate the matter. the Medicaid program
has been plaguced with scandal and accusations that both doctors
and hosputals are taking advantage ot it

All ol these factors have contributed to staggering cost
mereases for the Medicad program - increases that averaged
I3 percent per sear in the late 19705, That alone created quite
a stran on state budgets. The problem got worse in 1981 when
lor the tirst time i the history of the Medicaid program, the
lederal government took steps to reduce its expenditures in this
ared Since 1982, federal matching payments for Medicaid have

been reduced by at least 3 pereent per year. Largely because of

the rising costs of providing medical assistance to the indigent,
states e Liced with o hard choiee between raising taxes or
paring down the hist of people who are ehigible for Medicaid.

The story of the Medicare program is much the same. In
1967, the fiest full sear of the Medicare program., expenditures
totaled shightly more thgn $4.5 Million. Within a few years,

1967 1968 1000 1970 1871 W72
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Medicare becanie the fastest growing expenditure in the federal
budget. Its cost has more than doubled in cach five-year period
since then. The rate of increase for Medicare currently exceeds
every other federal expenditure, including defense spending.
Medicare costs for fiscal year 1984 are now estimated at more
than $66 hillion.

Why are costs of the Medicare program rising so fast? One
reason why outlays have increased is that the population is
getting older. But the largest influence pushing up the program’s
expense is simply the accelerating per-patient medical costs.
While Congress has already made several attempts to keep the
program costs from soaring still higher. these changes are in-
signiticant compared to a projected Medicare deficit of $200
bhillion in another decade. Medicare's trustees now report that
its hospital insurance trust fund will be bankrupt by 1990 unless
something is done either to pump more funds into the program
or to cut back expenditures.

So. two decades after the passage of Medicare and Med-
icaid, there is an urgent need to devise some way (o contain
these programs whose annual cost is about $100 billion and
rising.

In June 1984, mepibers of the House and Senate met to
discuss aseries of pow steps ta contain the costs of government-
subsidized health programs. Those negotiations were widely
viewed as a produde to substantial revisions that must be made
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Medicare and Medicaid in Brief: A Guide to Programs and Benefits

What Is Medicare?
Medicare is a federal health insurance program, established
in 1965, that covers 27 million aged and about 3 million
disabled individuals. Enrollment in Medicare’s Part A, the
Hospital Insurance Program. is mandatory. Enrollment in
Part B. its Supple mentary Medical Insurance program, is
voluntary.

How Is it Funded?

Medicare is funded by the federal government through the
Medicare trust fund. which taxpayers support with a portion
of their Social Security tax. In 1984, workers and
employers are cach required to pay 1.3 per cent of the first
$37.800 ot an employee’s carnings to cover the hospital
insurince tax.

Who Are the Beneficiaries?

All persons 65 and over are eligible for benefits. In
addition. Medicare provides disability payments to the blind
and severely disabled and to those requiring Kidney dialysis
regardless of their age.

What Does Medicare Cover?

Medicare's Part A pays for hospital care and some home
health services. Under certain circumstances, it also pays
part of the physician’s tees. Inaddition. it covers 100 days
of medically necessary care in a nursing facility. Part B pays
tor health services and supplies not covered by hospital
insurance. including physician’s tees, diagnostic tests,
therapy. and the costs ot surgery.

How Much Does the Recipient Pay?

Medicares Part A has several cost-sharing provisions. One
Is i deductible of $356 - roughly equivalent to the cost of
one Jay i the hospital — for the tirst 60 days of care.
Another s« co pavment of $89 per day for the 615t through
the 90th days of a hospatal stay - For the next two months ot
ahospatal stay. there s a dily co-payment of $178.
Siularly. there are two wavs in which people enrolled in
the Supplementary Mediweal Insurance program (Part B)
share expenses They pay a monthly premium ot $17.70
Fhey also pay the irst 75 of covered expenses as i
deductible

For Further Information

Toapply tor Medicare benehts, visityout focal Socal
Secuttty Admimnistration othice For more detatled
mlarmation. ask for a copy ot Yowr Medicare Handbook

What Is Medicaid?

Medicaid is a program that provides medical assistance for
low-income persons who are blind. disabled. or members of
families with dependent children. At a cost ot about $30
billion in 1983, it provided benefits to 23 million people.

How Is it Funded?

Medicaid is funded jointly by the federal government and
the states. The federal share of Medicaid expenditures
varies from one state to another depending upon the average
income of residents in the state. Nationwide. slightly more
than half of the program’s costs are paid out of federal tax
dollars. the rest from state funds.

Who Are the Beneficiaries?

Eligibility standards vary from state to state. Medicaid
covers those persons who receive payments under Aid to
Familics with Dependent Children and Supplementary
Security Income (for the aged. blind. and disabled). Others
are eligible in some states depending upon their income.
their assets. and the extent of their medical expenses.
Nationwide. about a third of Medicaid benetits are paid to
hospitals providing services to poor children and their
mothers. The largest portion of Medicaid funds is paid for
medical services provided to women over 50 who are
widowed or divorced.

What Does Medicaid Cover?

Medica! services covered by Medicaid vary widely from
state to state. However, all states are required to cover
certain costs such as laboratory and X-ray services.
physician services, hospital services, and certain types of
nursing care to patients who quality. More than four out of
ten Medicaid dollars are paid to nursing homes for sonwe
mne million elderly and disabled recipients.

How Much Does the Recipient Pay?

Under present Medicaid law. states are permatted to require
co-payments of Medicaid reciprents. Most states. however.
do not require any torm of pay ment tor vistts to doctors o
hospatals. The majority of states that have decidedo charge
certain co-payments have penerally done - o caly tor the
costs of preseniption drugs

For Further Information

To tind out more about Medicatd programs. contact cithel
vour state Department of Health or the State Weltae
Department.
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to heep Medicare™s hosprtal insurance fund from becoming in-
solvent by 1990, Sinular discussions are taking place in state
capitals about the future of Medicaid. The proposals under dis-
cussion rinse some basic questions about what the government’s
roice should be in health care. who should benetit. and how much
ot the cost of medical help individuals should bear. Let us
examine four proposals, the extent to which they might offer a
solution to the problem of soaring costs, and what they would
mein for benehiciaries and taxpayers.

The Cost-Sharing Approach

While Congress has been trying to contain the costs of publicly
subsudized health care programs by taking the politically pop-
ular approach of imposing limits on what providers can charge,
it has also been moving toward an unpopular but potentially
cHective remedy charging the people who are covered by
Medicare and Medicard more for the medical services they re-
ceive. As already noted, nany students of the private insurance
svatemargue that the best way to control costs is to ask patients
to bear some of the first-dollar costs of hospitalization and health
care as i reminder of the cost of the services they receive.
The same argument is made about publicly subsidized health
care. Many people are convineed that the chief reason why the
cost of the Medicare and Medicaid programs has escalated so
raprdly s that recipients don’t have much of an incenzive to
ceonomize. In their view, public subsidies for the health care

of some 30 milhon Americans have encouraged recipients o
act as 1b ot were a free good. What is needed. they feel, are

SELLN,
In addition to the medical services for the elderly provided by
Medicare, a large portion of the Medicaid program pays for the

OF CXCENSIVCLNe _ _ o health bills and nursing care of the elderly — particularly older
Fhat os what the sadminstration haid in mind recently when women who are widowed or divorced.

it proposed that beneticiaries of the Medicind program shouldd
be requtred to pay the nominal fee of a dollar or two for cach @
vistt o physiesan and tor each day of hospital care. Currently,

‘-
X

additional cost-sharing measures that would deter unnecessary

aithough statos are permitted to impose modest cost sharing on Congress has been

most Medicand reciprents. most states do not require beneticia- moving toward an

tes to pay anvthing tor visits to doctors or hospitals. In the unpopular but

states that do require patients to pay tor part ot what they fe potentially effective

cenve. o pay nets are required only tor the cost ot preseription remedy —charging the

drugs people who are covered
When spokesmen tor the administration made the case tor by Medicare and

mandatory co payments torall Medicad reciprents, they argued .\i(‘di(‘;lid more for the

that savmaes would be substiantial not hecause ol the modest medical serviees they

anonts recpients would pav, but becinse those out of-pocket receive.” )

Lees would serve as a reminder not te use medieal Tacthities
unnecessanfy But s this strategy tor contaming health care
conts Trhely o wark ' Evidence indicates that st will Several
vedrs azos man experiment vonducted in Cabitorna, the state
rposed sl charee onsome ot the state’s Medicand recip
wents  People who previoushy recenved tree care were requited
to pay one dothar tor thers st two ottice visits cach month and
SO Cents tor then st two preseriptions g month The study
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While some of the administration’s p*osals have been criticized
as insensitive to the needs of the poor and the elderly, the proposals
respond to a real need: to keep the costs of publicly subsidized
health care programs from soaring still higher.

showed that eve  the charge of a dollar reduced office visits to
doctors by about ten percent. [tappears that when people can
na longer count on first-dollar coverage, they think twice about
usig medical services.

But when the adnunistration recently proposed mandatory
co pavments for Medicaid recipients, Congress rejected the
proposal. Critics of the administration’s proposal were con-
cerned that mposing any additional costs on the poor people
who are served by this~program would represent a financial
burden, particularly for the chronically ill who make frequent
visits to doctors or hospitals. So. Tor the time being at least.
most Medieaid recipients are not required to pay forany portion
ol the medical services they receive.

Unlike the Medicand program, Medicare has reguired ben-
cliciaries to pay part of the cost of their care since it was first
pur mto ettect. Medicare s hospital insurance plan has several
cost sharig provistons One of them i a deductible equal to
the av erage costof one day m the hospital dn 1984, the amount
ol that deductible 18 $356.) Another s ioco payment of $849 per
day tor hospital stay s longer than 60 day s Sitlarlyindiy iduals
cnrolled i Medicare s Supplementars Medieal Insurance pro
oram (Part By share expenses m two wayvs They pay for monthly
premiums Gt a cost of $17.70 per month i 198400 and must
pav tor the sCS7S of covered expenses - d deductible.

Hete. too, as with the Medicatd program. the admimistra
tton has proposed that benetieraries should pay more of the cost
ol care out ot ther own pockets One proposal wonld impose
deddgonal costs Tor o hospital stay mereastng the cost ol
tvpreal T day stay fromoats current level ot S350 tthe deduct
ibiey to about 60 Argume that prenuums tor Medicare Part

B voveraee e not hept pace with ising costs, the adnnis
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tration would also raise the monthly premium by 40 percent
over the pext iive years.

If such additional cost-sharing measures were approved.
their cost would still be paid by the “medigap™ insurance that
many older people buy to pay for the expenses that Medicare
doesn’t cover. But the cost of that insurance would increase
proportionately. So. direetly or indirectly. the burden of cost
shaving would be borne by the elderly.

Should the elderly be asked to pay more out of pocket for
mellical expenses? Some people feel that it is entirely appro-
priute 10 ask retired people who can afford o pay for more of
the medical expenses to do so. As Richard Rahn. an economist
with the U.S. Chamber of Commerce. points out, most of the
elderly are not poor. In fact, the average income of elderly
couples in this country is now about $14.000, just 35000 less
than the average houschold income for all families. Rahn feels
that the basic issue is one of intergenerational equity. “*Most
older people can atford $100 or $200. or even $1.000 for their
own medical care.™ he says. That is a fairer solution, he feels,
than asking bcuplc who are currently in the work foree to shoul-
der the entire burden of Medicare's growing cost.

But groups representing the elderly strenuously disagree.
They point out that individuals 65 and over arc already paying
a lot for their health care. While Medicare pays for most of the
costs of hospital care, it pays less than half of the doctor’s bills.
In addition. the elderly have to pay for dental care. cyeglasses,
prescription drugs. and hearing aids. In alk, elderly people de-
vote about 15 percent of their income to health care. Crities of
cost sharing are particularly concerned about clderly people
with only limited means. For people at or near the poverty line
of $5.000. any increase in the amount they have o pay would
force them into the Medicaid program. thus offsetting the sav-
ings to the government that were intended in the first place.
Opponents of cost sharing such as Senator Edward Kennedy
feel that older people should not have o choose “between food
on their table, heat tor their home, or an appointment with their
doctor.”™

A moditication that might be made to protect those with
modest incomes would be to turn Medicare into i means-tested
program. In other words, itmight be refashioned into aprogram
that continues to offer benetits to eversone. while demanding
higher deductibles and co-payments only of those whose in-
come s above a certain level, What is atissue here s whether
the govermment ought to subsidize those who are better oft to
the same estent thag it subsudizes the poor Some people feel
that the same rules ought to wpply to all Medicare recipients.
sinee all workers pay into the program through pay roll deduc
tons. Others think that it makes sense o ask those who are able
o pay more o do so.

Regardless of whether a medans test s used o deternime
how much recipients should pav. cost sharg rensins . con
troversial approach to the problems fadng these pubhicly sub
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sidized programs  Tots proponents, 1t s a sensible solution to
a sericus problew. s ertties agree that the problent is serious
but conclude that we should look elsewhere for a solution.

The Cost of Catastrophic lliness

Looking i a different direction for some way to heep the costs
ol the Medicare program from soaring higher. the adninistra-
ton has proposed an alternative solution. The program’s costs
could be substantially pared down by changing the nature of
the coverage oftered, and emphasizing coverage for cata-
strophic illness. While Medicare currently pays most of the cost
of the tirst 60 days of hospital care, it pays less for every day
thereatter: 10 an elderly person has the mistfortune of a severe
dine.s that teguires a long hospital stay, the expense can cat up
the tannly's savimgs and lead to the poverty that Medicare was
supposed to prevent That possibility, some critics contend. is
a basic tlaw m the program: its payment scheme is bachwards.,
creating the greatest hardship for those who are niost seriously
1 and mneed ot care,

The adnumistration has proposed to correct that Haw by
changimg Medicare benehits so that they provide protection

against catastrophic illness, while paving less of the costs of

short-term hospital care. The effect would be to cut Medicare™
overall costs. What the admunistration proposed was to charge
people mote for the tirst 60 dayvs of a hospital stay, but to
auairantee coverage of all hospital expenses after that. The peo-
ple who would benehit from catastrophic coverage are the se-
nously 1 who require prolonged hospital care. Sinee relatively
tew people require such prolonged care. the cost ol their care
would be more than ottset by additional charges to patients for
the hiest o0 day s,

But many abject to this proposal on the ground that, even
mote than the plans which impose higher deductibles, this would
¢ o addimonal burden tor elderly people who simply can-
s atiord to pay more tor ther medical care Advocates ot the
proposal reply that it would provede somethimg that the current
plan does not. the peace of nund ot having unlimited protechion.
Wath catastrophic coverage. winle the elderly would have to
pay more tor medical care imtially, they wouldn™thave to worry
sbout Tosing thenr homes or beconnmg mdigent in the event ol

profonecd iliness

Sathis plan would substantially redetine: Medicare and
cuananiee benehts o the tew whoare cartently i greatest jeop
ardy TEwoukt nuike Medcare coverage more hhe the imsurance
vou buy Tor vour automobile or tor Tne protection. Most people
would not recenve mgny henehits fromat, but the henetits that
sorne peaple recenve would keep them trom timancral tum.

[he debare over shitune wa Medicare system that pro
vides catastroplie covetage comes down to this hasie issae

wheelt rishs shontd mdis duals bear themselves” Whiech, be

National Health Insurance

Most of the debate about government-sponsored health care
programs now focuses on cost containment. However,
some people take a different approach. They insist that the
first problem we should address isn't the high cost of such
programs as Medicare and Medicaid but the fact that many
Americans are still without any health insurance. From their
perspective, existing government programs don‘t go far
cnough. What the nation needs, they believe. is a health
insurance system that guarantees medical care for everyone.

That is an idea that President Harry Truman first
proposed. *The benefits of medical science nave not been
enjoyed by our citizens with any degree of equality,” said
Truman in 1945, “*nor will they be in the future — unless
government is bold enough to do something about it.™
Medicare and Medicaid represent two attempts to do
something about it. Because of those programs the current
system provides for many Americans who were not covered
a generation ago. But advocates of national health insurance
are concerned that 23 million Americans — about 10
pereent of the population — still lack health care coverage.

The people who lose out are those who don‘t fit into
Medicaid’s eligibility categories, an estimated 12 million
people with income below the poverty level who
nonetheless are ineligible for Medicaid. In addition, there
are many working poor who earn too much to qualify for
public assistance but too little to afford private insurance,
These are people who are self-employed or who work at
part-time jobs — as waitresses, sales clerks, or domestic
workers for example — that do not provide health benefits.
A third category of people who are not covered are those
temporarily out of work. Not poor enough to qualify for
Medicaid. but without a steady income to pay for private
insurance, they sutfer the double jeopardy of economice
insceurity as well as fears about how to cope if they need
medical assistance.

Several plans to broaden access to health care have
heen submitted to the 98th Congress. While there are
substantial ditferences among them inhow i system of
national health msurance would be tinanced and what the
system would cover, those proposals reflect acommon

concern for making health care coverage available to all
Amencans.

While their advocates achnowledge that virtually any
national heatth insurance plan would cost more than the
enisting system, they insist that we should not refrain from
doing what is right in the name of economy and efhiciency.
They believe thatat a time when one outolevery ten
Americans Lahs health imsurance. our fisst coneern should
he to extend to those people the coverage that everyone else

enfors and then tigure out how o pay tor it

v
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“If none of the ’
alternative methods of
paring down the costs
of Medicare and
Medicaid is acceptable,
that leaves us with
some hard choices
about how to raise the
funds needed to pay for
them."'

cause they are simply too costly and devastating. should be
shared and paid for collectively?

Choosing Health Care Providers

A third proposed reform poses quite a different issue. It forces
us to consiuer whether recipients of Medicaid should be free
g0 to any doctor or hospital they choose. Currently, Medicaid
recipients may obtain health services from any practitioner or
provider willing to render medical services. The people who
designed the Medicaid program were fearful that if recipients
were restricted to just a few designated providers, the health
care system would soon have two distinet tiers — it would
provide guality care for most people and second-rate service
for the poor.

But in giving Mediciid recipients the freedom to go to the
doctor or hospital of their choice, existing regulations also give
them the freedom to choose some very costly forms of care.
And that is what concerns the people who advocate this third
proposal for cost cutting. They point out that since Medicaid
recipients have no incentive to think twice about where they go
when they need medical assistance. they often choose the most
cxpensive care available. Rather than going regularly to the
same doctor, many Medicaid recipients go to different hospitals
and doctors on different occasions — and cach time they repeat
a costly series of diagnostic tests. Lacking any incentive to go
to health care providers with a record of keeping costs down,
such as HMOs, Medicaid recipients often choose the most ex-
pensive alternative. hospital emergency rooms, even if they
require only routine medical assistance. That, crities contend,
is one of the chief reasons why Medicaid’s costs are now so
much higher than they were when the program started. From
their pointof view, itsimply doesn’t make sense to have a health
care system in which people whose health care is publicly sub-
sidized have fewer incentives to economize than everyone else,

What, then, might be done? States might insist that Med-
icaid recipients go only to certain specitied doctors or hospitals
whose rates are reasonably low, or to health care providers such
as HMOs that have a record of keeping costs down,

Like the other retorm proposals, this one provokes very
ditterent reactions. Some people teel that all patients should be
free to choose their own health care providers, and that des-
ienated providers tor Medicad patients are very likely to pro-
vide second-rate service. Others feel that, especially at a time
when people ire being dropped trom the Medicaid rolls because
costs have become so burdensome. itis not unreasonable to ask
the people who receive public funds to go to providers who

charge somew hat less for their services.

Paying for What We Want

But perhaps none of these cost-cutting alternatives s aceept-
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The Bettmann Aréhive

One of the benefits that Medicare provides is that it covers the cost of surgery for many elderly
Americans.

able. Some people regard the Medicare and Medicaid programs
as promises that must be met. When these programs were passed
by Congress in the 1960s, they represented a commitment to
provide quality health care to most Americans., regardless of
their cconomic means. To defenders of the Medicare system,
any plan that would cither shift medical costs back to the ben-
eticiaries or reduce benetits is unacceptable. Their view is that
Medicare  like Social Seeurity - - represents a compact be-
tween the generations and one that embodies heartfelt values
about what we owe not only to the elderly. but also to others
who are unable to provide for themselves. Proponents of this
posttion think that since nullions of retired Americans made
their tinancial plans assuming the current level of benefits. it
viould be unconscronable to change this level with so little notice.

However, 1 none ol the alternative methods of paring down

the costof Medicare and Medicaid s acceptable, that Teaves us
wiith some hard chorces about how to raise the funds that are
necded o pay for them. We nught, of course, agree to higher
state nd tederal tives to cover the escalating cost ol Medicaid.
But that 18 somethmg that many taxpasers firmly oppose. To
salve Medicare s tecal ensis, we might agree to higher pasroll
deductions Carrently, employers and employees are cach pay -
mg 13 pereent ol carmngs inte the hospital trust tund. The
Congresstonal Budget Ottice estimates that if pay roil taves were
used as the sole method ol restoring the solveney ol Medicare s
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hospital trust fund. payroll deductions would have to be about
twice as high as that by 1995, and then increase steadily there-
after. If that is the way we choose to resolve this problem. both
cmployees and employers will have to pay. within a few years.
almost ten pereent of the employee’s wages for Medicare and
Social Security,

The question is how much further we are willing to go in
the dircetion of taxing people who are currently in the work
force to pay for those who are retired. Ata time when programs
for the elderly constitute* the most costly item on the federal
budget. some people conclude that we have reached the limit
of what can be committed for the aged. ,

For all the technical detail in some of these proposals, the
discussion of reformiag Medicare and Medicaid comes down
to matters of fairness and compassion, and reaching a balance
between what we have promised and what we can aftord. If the
cost of Medicare and Medicaid cannot be pared down, we will
have to figure out the fairest way to distribute their increasing
CONL '

No matter how we deal with these publicly subsidized
programs, however. the cost of medical care for the elderly is
fikely 1o continue to rise because of technological advances that
are heeping people alive longer. So we turn now to a third set
of choices about medical care. choices that are posed by new

medical technologies.
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The High Cost
of Heroic Measures

¢

New diagnostic and
surgical techniques
allow doctors to do far
more than they
formerly could. But
are their high costs
justified by

the results? 99

Early in December 1982, two names were prominent in the
news — Barney Clark and Jarvik 7. Barney Clark, the Seattle
dentist who became the first human recipient of an artificial
heart. received most of the attention. The person who made
that operation possible was physician Robert K. Jarvik, who
invented the artificial heart and for whom the operation
represented the successful outcome of ten S’cur.s of rescarch.
The fist-sized plastic and metal device that afforded Barney
Clark an extra 112 days of life was another impressive
demonstration of state-of-the-art medical technology that has
revolutionized the treatment of heart patients over the past
decade.

Even in the midst of the celebration of that medical
breakthrough, however, two very practical questions were being
raised: once it is possible to implant artiticial hearts routinely,
who should be permitted to have them? And who will pay for
them? The cost will be high. Estimates are that even after the
procedure is perfected. an artificial heart will cost at least $50.000
and post-surgical care may cost as much as $100.000. Since
some 50,000 Americans could be considered +  able candidates
for a heart implantation. the annual bill might comne to $4 billion.

The artificial heart is only the most recent in a series of
medical advances. Time after time, we have seen that what is
experimental today redefines the accepted standard of medical

_ practice tommorrow, and that the cost of these new medical

procedures is stunningly high. Consider. for example. the most
significant advance in open-heart surgery over the past two
decades. the coronary-bypass operation. Regarded as an
experimental operation as recently as the carly 1970s, this 18
now a $3 billion-a-year industry. Some 165,000 Americans now
have bypass surgery each year, at an average cost of more than
$20.000.

Consider the history of another provedure that has saved
the lives of thousands of people — Kidney dialysis. Before
1975, only 6.000 people in the United States used dialysis
machines. Then Medicare took over dialysis pavments. Today.
more than 60,000 people use dialysis machines. at an annual
cost exceeding $1 billion.

Those are only two items from a substantial list of recent
medical breandiroughs. Sophisticated  instruments and
pracedures such as the CT scanner (computerized X-riy
cquipment that produces a crass-sectional picure ol patient’s
bady). hip replacements, and kidney transplant operations are
wame af the other advances af the past decade. Additional
pracedures are waiting in the wings. including the artilicial lung
and the artificial pancreas. artiticial skin lon the treatment ol
burns. and electranic implants that may restore hearng to the
Jdeal and sight to the hlind

Every vear brings o remarkable advance an medical
technology. And because the money is available in the United
States to use new medical technalogies. they come mto general
use Taster m this country. Casts have gone up becanse physicians
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teel obliged to do everything that medical saience and technology
¢an do — and that's a lot more, and a lot more expensive than
it used to be. .

Why Don’t Doctors Control Costs?

There is no guestion that health care costs could be reduced it
physicians routinely prescribed fewer diagnostic tests, if they
confined heroic™ measures to those who clearly would derive
the most benefit from them, and it hospitals refrained from
buving expensive new equipment that benetits relatively few
paticnts.

Why then don't hospitals and physicians cut back on ex-
pensive medical services to keep costs down? The most direct
answer s that the ethical imperative of the medical profession
1s no? 1o keep costs down but to do everything possible for the
patient. After all. an additional test or treatment might help.

But there are other reasons why physiciars order more tests
than may be necessary, or pursue the aggressive treatment of gt
terminally i1l patients.

While physicians recognize that such treatment may be
pointless, that it may amount to nothing more thana very painful
and expensive prolongation of life. they nonetheless feel that
they cannot do anything less because of pressure from the pa-
tient’s family and becduse of the threat of malpractice suits.
Many physicians have taken to practicing what is known as
defensive medicine — preseribing tests, or keeping terminally
ill patients connected to lite-sustaining equipment so that if they
are sucd. they can show that they exercised every possible pre-
caution. The great majority of malpractice suits against doctors
are ultimately dropped or dismissed because they have no valid
legal basis. But that i1s no deterrent to an increasing number of

Brad Nelson. University of Utah Medical Center

" > o . . . Ao %
Barney Clark was the recipient of the first human artificial heart
transplant, in an operation performed by surgeon William DeVries
in 1982.

people who question the judgment oi medical professionals,
and sech damages for an unsuccessful medical outcome.

This threat adso feads 1o more expensive matpractice in-
surance. especiilly for physicians who practice high-risk pro-
cedutes such as open-heart surgery - - yetanother cost of doing
business for hoth doctors and hospitals

Fhere s a third reason why most doctors do everything
they can do for patients regardless of cost or the prospects of
success, and this tikes us to the heart of the matter. There are
noclearly detimed enieria for rationing care. If we want doctors

*“T'ime after time, we
have seen that what is
experimental today
redefines the accepted
standard of medical
practice tomorrow,
and that the cost ot
new medical
procedures is
stiningly high.*

to be cost savers for society as well as advocates and healers
of the 11E we are at the very leist imposing contradictory re
quirements on them 11 firm budget hinits were placed onhos
pital care. someone would hine o make the decrsions about
who would recerve care and who would not. Such chorees are
routinely made on the battleticld. Physicians inthe military have
long understood that when there are too few resaurees to take
care ol all of the wounded. decisions hive to he made about
which patients stand to benetit the most from treatment. which
means denving treatment to some s this a power that we want
to enve todoctors ” Not o push with all avanlable resources
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Sophisticated intensive care units such as this one give lifesaving
support to infants born prematurely.

every case leaves us open to accusation of presuming godlike
powers in deciding who shall live and who shall dic.™ writes
Dr. Alexander 1eaf. chairman of Harvards department ol pre-
ventive medicine. " On the other hand. o push with all available
resources when the probabtlity af improvement scems vanish-
mgly small leaves us open to the accusation of presuming god-
like powers of healing.™ ‘To balance such demands, to ration
medical care that 1s the bitter issue raised by the proliferation
of high cost medical technologies.

Guidelines for Rationing Care

Medical groups have been understandably reluctant to address
the sensitive problem of ratonimg. In June 1984, at the annual
meeting of the American Medical Association in Chicago. one
of the chiet topies was what physicians could do to control
medical costs. There was a good deal of discussion about ra-
oning care. which has become an emotionat issue because of
the relusal of some Medicad agencies and insurance groups (o
pay for extremely expensive procedures such as organ trans-
plants But the delegates finally supported the position of the
AMA board of trustees. that 1t would be inappropriate **for
the asstctation. by itselt. to develop gurdelmes for the rationing
of vare

I the AMA has been reluctant to take @ position on the
question ol rationing medical care. both msarance companics
and the federal government have been Toreed to grapple with

20
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it. With the success rate in organ transplants rising, it has be-
come a pressing matter to decide whether unlimited insurance
funds should be made available for cach new medical treatment.
Heart transplants, which cost between $75.000 and $125.000.
forced the issue. Today, about SO heart transplants are done
every year, but far more people could benetit from them. Med-

“jcare still considers heart transplants — like tiver and pancreas

transplants — experimental, and docs not currently pay for the
surgery. but that could change. As former Secretary of Health
and Human Services Patricia Harris put it. a significant increase
in the number of persons undergoing heart transplant raises
“many unanswered questions ™ about such matters as the patient
selection process, and the long-term social, economic, and cth-
ical consequences of the procedure.

It also raises the question of whether we may be unable to
respond to other medical problems it we devote substantial
funds to organ transplants. Cost-conscious experts at the De-
partment of Health and Human Services point out, for example,
that if only 2,000 heart transplants took place cach year — a
conservative estimate — that would cost the Medicare program
at least $500 milliondollars. That sum is far more then the cost
of a proposed child health assurance program which would
benetit several million children. Is there a way to balanee the
needs of 2.000 people who need heart transplants and several
million low-income children and pregnant women who would
benetit from that proposed health assurance program?

The heart transplant issue forces us to ask whether there
are limits to the health care that any society can afford, partic-
ularly for procedures that benefit relatively few people. Re-
cently. the trustees of the Massachusetts General Hospital in
Boston raised these questions in deliberations on whether they
should start a heart transplant program. Essentially. they weighed
the value of saving six lives per year against the cconomiic
impact of that program on all of the other patients at Massa-
chusetts General, and its effect on the incidence of cardiovas-
cular death in the entire society. Concluding that they have a
responsibility to evaluate new procedures on the basis of their
contribution to the greatest good for the greatest number. the
trustees decided against a heart transplant program.

Similar questions were raised this past spring when Blue
Cross and Blue Shield announced guidelines intended to contain
health care costs by reducing lab tests and radiological proce-

dures Few people question the. value ot sophisticated pew di:

agnostic equipment that provides far better information than
was available a generation ago when doctors depended upon
little more than their own tuition and the toals in their black
bag. Technological advances in diagnostic equipment deserve
much ol the credit for the success of modern medicine.
Nonctheless. Blue Cross and Blue Shicld, with their
“edical necessity guidelines.” are trying to reduce the un-
necessary tests that they feel substantially increase medical costs
for same 80 million subscribers. A common diagnostic practice.
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tor cxample. i the tontine use of X rays inhospital admissions,
whether or not they are very likely to provide additional infor-
mation to the attending physician. Blue Cross recommends that
such X ravs not be done routinely. Another example of what
Blue Cross regards as an unwartanted use of diagnostic tools
s wltrasound equipment. employed in woughly 40 pereent of all
pregnancies to gauge the condition of the mother and the fetus.
Blue Cross considers ultrasound 1o be a necessary diagnostic
tool only when a problem is suspected. In most cases, ultra-
sound pretares provide no more that a curious addition to baby
albums.

How Necessary Are CT Scanners?

One of Blue Cross” main coneerns is to prevent unwarranted
use of the most sophisticated and costly of diagnostic tools, the
(] scanner. The scanner is a convenient. noninvasive instru-
ment that can be used to diagnose a wide variety of disorders.

Fssentially. it s a computer-assisted X-ray machine capable of

producing a cross-sectional picture of any part of the body.
Because 1t is capable of distinguishing between brain tissue and

a tumor. for example. and because it pinpoints the location of

such abnormalities as tumors and identifies their size. it pro-
vides far better information than ordinary X rays do. Considered
one of the most significant of recent breakthroughs in medical
technology, the CT scanner is @ piece of equipment that most
hospitals would like to have, dospite a price tag of at least a
million dollars.

Critics coneerned about the tendency of hospitals to pur-
chase compley nuachinery as a badge of prestige have insisted
that CT scanners should not be installed inevery hospital. Since
1974, when the federal government began requiring hospitals
to obtain i certiticate of need from a health planning agency
betore making major capital expenditures. many hospitals have
heen demed CT scanners.,

The tact that D.C. General Hospital in Washington was
one of the hospitals that didn’thave a scanner became an issue
i April 1981, when Loraine Blake. o Washington school-
eacher. was admitted to the hospital’s emergency room com-
plaining of a severe headache. Several hours later she slipped
nto o coma trom which she did not recover. Two weeks later
she died. Her husband sued the city. which runs the hospital,
for not taking Mrs. Blake to one of the arca hospitals equipped
with C1 scanners. Such scanners are especially important in

emergency rooms hedidse iy provide Trast and accurate di-- - o

agnosis of head inuries. The judge didn't find the hospital at
Lault for nothaving the equipment. But Mr. Blake won his suit
agaunst the Aty Tor failing to transfer Mrs. Blake to a hospital
cquipped witha CT scanner. When journalists followed up the
story. 1t was determined that in a six-month period. eight people
died at D.C. General who might have lived if the hospital had
heen cqupped with a CT scanner. There was a good deal of
critieism of a procedure which, in the name of containing med-
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Breakthroughs in medical technology provide powerful new di-
agnostic tools such as the CT scanner.

ical costs, keeps doctors and hospitals from purchasing the
equipment they need — and then results in the loss of life. That
underlines the basic issue: what value do we place on a human
life? What costs are we willing to pay for technologies that save
only a few lives per year?

Even though the certificate-of-need procedure has kept

many hospitals from purchasing CT scanners. they are becom-
ing increasingly common. It is estimated that there are now
some 3.000 of them nationwide. Because their initial cost i 50
high. they have to be run at high volume to keep average costs
down. For that reason. there is a strong incentive to use them
—- as the Blue Cross guidelines point out — even when patients
complain of nothing more than minor headaches. at a cost of
more than $3(X to the patient (or the insurer).
-}t seems- clear that- in many cases where CT scanners are
used. the additional information they provide is not worth the
cost. But how relevant is this consideration”? Should all hospitals
have equipment like CT scanners, regardless of their expense,
in order to prevent the death of people like Loraine Blake? Or
should hospitals be required to assess such big-ticket purchases
with an eye toward cost effectiveness, even if it means that
some people will be deprived of the advantages of state-of-the-
art equipment?
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Critics charge that many hospitals buy every new piece of equipment that is developed,

regardless of its cost, as a badge of institutional prestige.

Intensive Care

Some of the most contentious discussions of health care ra-
noning involve the use of intensive care units, called ICUs. It
is m 1CUS that a vaniety of medical technologies — including
resprrators, antibiotics. and pacemakers -— are cmployed to
keep alive people who until recently would have had little chance
ot surviving - In the words of Colorado™s Governor Richard
Lamm. “Medical saienee s replacing God in deciding when
we die. ™
Today. many hospitals are equipped with intensive care
units tor premature infants. Six percent of all live births in the
country involve premature or critically ill babies who require
mtenstve care AL TOSE foughly équal to that of coronary -
bypass sargery. premature infants weighing as little as two to
three pounds often survive to lead normal lives. The question
as With cach of these other medical technologies -- is whether
we're willing to pay roughly $150.000 for the care of an infant
who would almost certainly die without such deliberate and
intensive treatment. Recognizing thatinfants weighing less than
about two and one -fourth pounds are more likely to be weverely
handicapped. where should we draw the line between intants

to

who should receive intensive care and those who should not?
Carricd to the extreme. these heroie measures seem to some
people to represent the nightmare of nmodern medicine gone
awry. In one instance a couple described how their baby. who
was born with major defects, was kept alive against their wishes
— until he died six months and more than $100,000 later.
Decisions regarding the elderly in intensive care are equally
wrenching — tor the patient, the patient’s family. and the phy-
sician. Itis significant that doctors don’t very often speak any
mote of death by natural causes. The sicknesses that once were
the chiet causes of death among the elderly, such as pneumonia
which used to be referred to as “the old man’s friend.”
sparing people from vears of disability and allowing a relatively

speedy and dignitied death - - can now he arrested through the-

use of antibiotics. respirators. and other means. Modern med-
icine allows doctors to sustain life far longer than in the past.
‘[ some, they keep withered leaves on the tree long after nature
would have let them fall.

Longer life is of course something to be valued. The fact
that books on “*prolongevity ™ and extending one™s life span are
best sellers suggests how eager people are to live longer. What
in at issue here is not the measure.. that might be taken te protect
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The Slow, Costly Death of Mrs. K.

At time when there is increasing debate about the value of
intensive care for the terminally ill, David Hellerstein, a
New York City phyvsician, examined the hospital bill for oae
clderly woman. Mrs. K. After 25 days in the hospital,
almost all of it in the intensive care untt, there were some
700 temis on her bill, whose total amount was $47.311.20.
Reconstructing from that bill what happened in Mrs. K's
last days  Dr. Hellerstein provides a vivid portrait of what
INECNSIVE Care meins.

September 23: Mrs. K. has been taken to the emergency
room.of a renowned hospital on Manhattan’s Upper West
Side. More than $200 worth of blood tests are ordered.,
%232 worth of X rays taken, $97.50 worth of drugs
administered. She is sick. very sich.

September 24: Mrs. K- has been moved to the Intensive
Care Unit. [tcosts $500 a day to stay in the 1ICU, base rate.
ICUs were developed in the 1960s. They provide
technological Life-support systems and allow for
extraordinary patient monitoring. Without the attention she
is receiving in the [CU, Mrs. K. might already be dead.

September 26: Mrs. K. has been running a high fever. She
is put on gentamicin, a powerful antibiotic,

September 27: [tis Mrs. K fifth day at the hospital, and
she s alipping closer to death: her lungs begin to fail. She is
put on a respirator which costs $119 a day to rent and
requires a special teehnician to operate.

September 29: Mrs. K's first week in intensive care ends in
a flourish of btood tests. She has five Chem-8 tests that
measure the level of sodium, potassium, and six other
chemicals in her blood. The hospital charges Mrs. K. $31
for cach Chem-8. Mrs. K. has also started peritoneal
dhalysis. Her kidneys are failing. She is still hooked up to
the respirator, She is being kept alive by what Lewis
Thomas calls “halfway ™ technologies — ““halfway™
because hidney dialysis machines and respirators can
NUPPOR Rt shalbs- o long-periads.al tune. but can't
cure the underlying discase.

September 30: Mrs. K. has been put ina vestrestraint.
Restramts are used inmtensive care to heep patients trom

thrashing about or pulling their tubes out. Many ICU
patients develop what is called " 1CU psychosis.™ They
hecome disoriented and begin hallucinating. The condition
is brought on by lack of sleep. toxic drugs. the noise of the
ICU staft and machines, and pain.

October 6: Mrs. K. has been inintensive care for two
weeks. She is still running a very high fever. Mrs. K. has
been placed on a special blanket: itis hooked up toa
machine that functions like a refrigerator. The blanket helps
lower Mrs. K's body temperature. Should her temperature
rise too high, she may suffer permanent braindamage.

October 15: Mrs. K's fourth week in the hospital begins
with a spinal tap. Using a long needle. adoctor drains fluid
from her spinal cord. A spinal tap is performed when a
patient has what are called “neurological signs. ™ Partial
paralysis is one such sign, loss of consciousness another.
When doctors order a spinal tap. they suspect brain discase.

October 17: Weeks of halfway technology have given the
doctors time for testing. The doctors may even have
diagnosed what is wrong with Mrs. K. But the [CU and its
technology have not given them the ability to cure her. Now
the heart, which has been failing, gives out: cardiac arrest.
There is a burst of activity. Bicarbenate, epinephrine, and
other drugs are administered. Thirteen bottles of
intravenous solution are poured in.

October 18: Mrs. K's last minutes are recorded on the
various ICU monitors. The level of oxygen in her blood
falls. She dies. Total cost of 25 days in the hospital, nearly
all this time in intensive care: $47.311.20. Of this, Blue
Cross will pay $41.933.87. The doctors” bills that are not
covered by hospitalization insurance come to thousands of
dollars more, In 1982, the last year for which tigures are
available. Americans spent $322 billion on health care. Of
this. $135.5%illion was spent on hospital care. There were
56,241 ICU beds in 1982 like the one Mrs. K. was kept
alive in. and about $27 billion was spent for their use. That

_represented nearly one percent of the gross national
product.

Copyright © 1983 by Harper's Magazine Foundation - AlEnghis reserved
Reprinted Lrom March. 1984 1ssue by special permission
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an otherwise healthy middle-aged adult from a particular med-
ical peril -— thus to allow that individual a normal life span of
three score and ten. ‘The question is what, it anything, should
be done to extend human life beyond that point for individuals
who are aged and intirm? Even in biblical times. the age of 70
was not regarded as an absolute upper limit. The psalmist held
out the possibility of 80 years by reason of strength.” But
how do we feel about extending life for the elderly for months
or years solely through life-sustaining treatment?

This is so scnsitive a topic that it is diflicalt to raise the
possibility that we may already have gone too far in the direetion
of routinely resorting to intensive care for the elderly — care
that in many cases only marginally increases risk, but greatly
adds to the cost of treatment. Fully 80 percent of Americans
die in hospitals or nursing homes, most of them in the course
of receiving some sort of medical treatment. Last year, Medi-
care alone paid about $15 billion for the care of the terminally
ill in their last six months of lite. Some erities regard that ex-
penditure not as an expression of collective compassion for the
elderly but as evidence of our disinclination to develop guide-
lines for the use of an extraordinarily expensive medical tech-
nology. In the words of Britisk observer Norman Macrae,
** Although third-party insurance makes it profitable fora doctor
to pump the finest medications into an unprotesting near-corpse,
there is no evidence that this extended the average patient’s life
by more than a few harrowing days. For cach day that it did,
it will have raised the national health bill by nc;u.nulhcr
$100 million.™

Any such statement provokes the furor of people who re-
gard discussion of the rationing of medical care as a blatant
insult to the clderly. In remarks to the Colorado Health Lawyers
Association in 1983, Governor Richard Lamm said that " We've
got a duty to dic. to get out of the way with our machines and
our artificial hearts. ™ He was referring to the terminally ill and
the importance of facing up to the difficult question of when
heroie measures should be discontinued. His remark was widely
construed as an invitation to the ciderly to leave by the nearest
cxit. and it provoked an uproar. Florida Representative Claude

AP Wide vVorld Photos

One example of today's sophisticated medical technologies, the
computerized respiratory monitoring system, allows doctors such
as Stephen Finestone of Pittshurgh’s Montefiore Hospital to ac-
curately mositor patients® vital signs.

. ‘ H s . .

‘_ {“ Wh“t. p.mnt should Pepper. 83, a leading spohesman for the elderly. accused the
life-sustaining governor of “downgrading the elderly.” Others angrily de-
treatment be © manded Lamm's resignation.

discontinued? What
value do we put on

saving a human life, on Who Shouid Choose?
reduu{\g pam.‘on e Yet with cach new advance in medical technology the issue
extending the Ilfupdn * grows more important: at what point should life-sustaining

treatment be discontinued? On one levels this s a guestion that
physicians need to address. Perhaps they should be more se-
lective i admitung teeminally 1l patients for whom the life-
sustaining capabilities of an 1CU represeat nothing more than
a means of prolonging suftering. But at a more fundamental
level. the issue here s a value question that we all need to
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address, what value do we put on saving a human hie, on re-
ducing pain. on extending the lifespan? How de those values
change when the lite at stake is @ relative’s, a neighbors, a
stranger’s”?

In the same aggressive treatment that is routinely pursued
with a 35-year-old appropriate with an 8O- year-old? It not, which
medical procedures should be denied to the elderly®? Other coun-
tries have began to confront this question, The British National
Health Service. for example, has a policy of not providing he-
maodhalysis o people over 65, and Sweden routinely denies
cxpensive organ transplants to people over 65, In order to con-
tan soaring medical costs for the society as a whole, we might
agree to such rationing. But how would we feel if the elderly
person who needed that organ transplant were our own parent.
our spouse. our triend - and furthermore if that person were
otherwise i periectly good health? What if that person were
you!

Britin's experience with strict budget limits on its Na-
tonal Health Service suggests what itmight mean in the United
States to begim rationing medical assistance. If American doc-
tors followed the example of their British counterparts. they
would weigh not only the medical aspects of diagnosis and
treatment but also the patient’s age, general health, tamily re-
sponsibilities, and chances of recovering. That. as Henry J.

Aaron and William Schwartz, authors of a recent study of the

British system, point out, “would require a far-reaching change
i athitude for many American doctors who believe itunprofes-
stional’ if not immoral, tor doctors to consider costs in deciding
what actions to take on behalf of patients.™

Aaronand Schwartz pomt out that if rationing were applied
m this country 1l budget limits prevented physicians from
domg evervthing in ther power to treat fetal defects, for ex-
ample. or to sustain the lives of those with irremediable medical
problems  one probable result would he i substantial increase
i the number of malpractice sints. Some people would allege
that hosprtal rules denyving treatment in certain cases are capri-
clous, that arbitrary decisions violate our right to equal protec-
ton under the Taw, In Britam not many malpractice suits are
frled becatse that countny s tort system ditfers substantially from
our own. Britsh chimants have to pay out of pocket for a
lawver's services. regardless of the outcome ot the case. [ the
case s Tost, clinmants niay have to pay for the defendant’s costs
asowell To this countryeatommey st pically tahe one-third of
the award f they win. and recene nothing if they lose.

So one substantial obstacle to redetining standard medical
practive and ottering something less than the best possible treat-

“ment to eversone would be the threat ot a flood of malpractice

siits that conldm Aaron’s and Schwartz's words - chohe
the courts and paralyze medical practice.” What might he nec-
essdry, i we choose to continn medhcal costs by rationing med-
teal tredatment for some purposes and some patients. is a change

in the Law s that now encourage people to sue doctors and hos
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pitals if they feel that medical treatment has been withheld or
poorly performed.

New technologies have substantially increased the cost of
medical care. One way to contain those costs would be toagree
upon certain limits to their use when it is clear that costs out-
weigh benetits. In this country, as in Britain, doctors raight be
encouraged to develop rules of thumb to distinguish extravagant
care from standard medical practice. That is what many people
propose as the most promising approach to contain medical
costs. They believe that much of what is now done in the name
of “standard medical practice™ is unnecessary and excessive

and that it we were to cut back on the use of certain pro-
cedures, we wouldn't be forced to acce pteutbacks in other arcas
of social spending.

But that means deciding which potentially beneficial
equipment — such as CT scanners — hospitals should nor be
able to purchase. It means deciding which services — such as
organ transplants — should nor be performed so often. ltmeans
deciding when life-sustaning measures should nor be applicd.
And those are decisions that can’t be made by the medical
profession alone.
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Putting a Priority and a

Price Tag on Health Care

e

Thinking about what is
in the public interest
requires both patients
and health care
providers to weighin a
humane fashion the
cost and benefits of

medical care. 99

]‘)

Early in the summer of 1984, there was some good news for a
change about health care costs. While the price of medical care
was still rising faster in the first halt of the year than that of
most goods and services, the rate of inflation in medical care
dropaa 10 6.5 percent. almost four points lower than it had
been in [981. Commenting that the country has ““broken the
back of the health care inflation monster.” Secretary of Health
and Human Services Margaret Heckler attributed the progress
to the new Medicare reimbursement scheme that pays fixed
amounts for cach medical procedure. While noteveryone would
agree that the new reimbursement scheme. by itself’, represents
a cure for soaring health care costs. few would deny that ity
restraining cttect is important.

There are other signs of progress. In lowa. which just a
few years ago was troubled by health care costs that strained

‘the state’s budget and the ability of employers to keep up with

rising health premiums, a concerted statewide plan has led o
dramatically lower hospital admissions and thus to lower health
care costs. As a result of declining use of hospital beds by Blue
Cross and Blue Shicld subscribers. that company announced
that as of July 1. lowa subscribers would-benefit from the first
general reduction in health insurance rates since rapid health
care inflation started.

What happened in lowa i a reminder that something can
be done about the problem. Across the country, various steps
are being taken to attack it. Yet the problem of soaring costs s
by no means solved. In many regions, health cigre costs are still
increasing at twice the rate ot inflation. Although various
proposils have been made to solve Medicare’s crisis, there are
still real questions about how to close the huge gap that will
open within a few years between that program’s revenues and
iy projected outlays. Further. because of new medical
technologies, and the aging of the population. health care costs
are likely to continue their inexorable rise.

How do we gain control over this troubliag situation?
is not cnough for us - - cither as individuals or as a society -
to say that we want the highest-quality care tor all. As the cost
of doing all that medical scienee is capable of doing has become
more apparent. many Americans have begun to confront the
necessity of choiee.

Perhaps the first point to recognize is that the various things
we want in a health care system are not compatible with cach
ather As we have seen, many people feel that no one shauld
go without medical care because of thewr abihty to pay. These
people want a health care insurance svstem that prevents financial
hardship m the case of a severe illness or accident. Yet many
ol them also wantasystem that makes eficient use of resourees
and that discouriges excessive or uniecessary use of the medical
swatem. Most people want to avoud a large tay increase that
might be impesed to solve the Medicare crisis, yet they don’t
think the elderly should pay more ot their medical costs outot
their pocket. People want cutbacks m government spending,
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but they don’t want cutbacks in Medicare or Social Sceurity,
the two programs whose costs have been rising more rapidly
than any others

Such mcompatible wishes are one reason why it is so
difticult to contmn health care costs. Coming o 4 deciston forees
us to contront the high costs of medacal s ovices that many have
come to regard as a nghtt Commg to a decision forees us to
choose our priorities, and to recognize that we may have to gine
up certain things i order to get those that we regard as more
Important

How can the health care svstem be made both ethicient and
cltective ! Can we encourage both patients and health care
providers to wergh with cotmpassion the benetits and costs ot
medical care * These are the problems we face.

Choices and Consequences

Basically. there are just two ways to resolve the probiem. Our

" tirst choice 18 smply teaceept the high and growing costs ot

heatth care Some people feel that health care s so important
that cost should be no consideration., that all cost-cutting niea-
sutes are unaceeptable because they deprive some patients of the
care that they need  As expensive as health care s, they tecel
that 1t's worth 1t Atter all, because ot the money that we'se
myested 0 health care over the past generation, we have new
cquipment and new drugs that give people a better chance ot
fhrhting ot diseases that once were fatal. Because of the funds
that have been committed to government subsichzed medical
programs. we are taking better care ot older citizens and the

Q

RIC

Aruitoxt provided by Eic:

33

poor than we did in the past. Now, if this is our choice, the
problem is: who should pay for it? And which ot our sjhcr
nationil goals might have to be scaled down in‘order to pay the
high cost of medical care?

Our second choice leads to equally ditficult decisions.
Considering the strain that soaring health care costs place on
governiment budgets. on employers. and on individuals, we
could decide that limits should be imposed. But doing this means
redrawing the “contract”™ specifying the hind of medical care
people ate entitled to, and how much they will pay for it.

As we have seen. three fundamentally difterent cost-cut-
ting strategies have been proposed. Some people feel that the
basic problem is that neither patients nor providers have an
incentive to think about costs. From this perspective, the best
nope for containing cost is to make medical care onee again an
cconomic good. Patients should be required to pay larger de-
ductibles and co-payments 1h order to discourage unnecessary
use of medical facilities. There might be greater incentives for
people o join HMOs and other types of health care systems
that provide an alternative to fee-for-service medicine. Em-
plovees might be given a choice among health care plans as an
icentives to shop around. In brief, one way to bring costs down
would be to make both health care consumers and providers
more cost consciots, ta make shopping tor medical care more
hike the shapping we do tor other goods and services.

A second cost-cutting strategy s based on the view that
health care costs have inereased so rapidly since the mid-1960s
because government-subsidized programs — particularly Med-

watre and Medicind  have been too generous, creating a very
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A lively debate about health care costs has begun. This ad is ap-
pearing in local newspapers in various communities which are
participating in a **Health Vote'* campaign designe to encourage
citizens' participation in decisions about health care costs and
alternatives.

costhy entitlement. In this view. Americans have been encour-
aged by these programs to regard medical care as a free good.
Indis iduals have not had to acknowledge the cost of the services
they consume. s

For the people who regard government-subsidized pro-
grams as the chiet reason tor seaning health care costs, the most
promising solution 1s to put tighter reins on Medicare and Mod-
id - One way of paring down the cost of these prograims, as
we noted, would be to have the poor und the clderdy pay a larger
Ghare of therr medical expenses. Another would be to change
the nature ol the coverage. to cub its cost by redefining ats pur-
pose 11 the elderly pand most ot the costol routine medical care
out of their own pockets, while receving in exchange the as
ainanee that costs of long-term hosprtalization would be cov:
cred. onverall costs would be lowered

Bewause such proposals would cutexisting Medicare bene

s aned torce people o pav more from therr own pocket. they

are staunchly opposed by many. An alternative that many tavor
is to impose cost controls in order to stop doctors and hospitals
from increasing the prices they charge. .

The third cost-cutting strategy that we examined assumes
that the chief factor pushing up health care costs is the sophis-

ticated medical technologies and heroic measures that provide

i

a level of medical care not formerly possible. The availability
of organ transplants, intensive care units, and extraordinarily
expensive diagnostic tools like CT scamners raises questions
that are increasingly important. Does every American have a
right to the best health care available? Should heroie measures
such as organ transplants and aggressive treatment in intensive
care units take place so often? Is it in the public interest to
encourage the development and installation of state-of-the-art
medical technologies no matter what their cost. or how few
paticnts might benetit from them? If progress is to be made in
containing health care costs, citizens have to begin grappling
with questions such as these.

Establishing Priorities

Beyond these specific proposals, there are two issues that torce
us to define our values, The first is how much equality we want
and what we are prepared to sacrifice to achieve it. While many
of the participants in the health care debate feel that the main
problem is cost. others feel that we should not refrain frym’
doing what is right in the name of cconomy and efficienc
They believe that at a time when at least 20 million American
lack health care insurance. our primary concern should be to
extend to them the coverage that everyone else enjoys — and
then tigure out how to pay for it.

The sccond issue.is what priority we want to assign to
health and health care. How important is our own health, our
neighbor's. or that of millions of other Americans? While it is
often asserted that quality health care is a right and that a per-
son’s health is more important than anything else. that still doesn’t
answer a very practical guestion: how much health care is
enough? With regard to extraordinarily expensive medical pro-
cedures such as organ transplants. we have to ask: how should

searee resources be rationed? In which cases are the high costs
of heroic measures not justitied?

As health care consumers, we are encouraged by a third-
party payment system not to think about the cost ot the services
we consume. But as participants in the debate over health care
cost, we are obliged to keep those costs in mind - and to
remember that resources could be used to satisly other goals.
The various chotees we have examined would help to contain
the soaring cost of health care. But they would also reduce the
aceess of some people to medical services. or impose on in-
divigials more of their expense. 1t 1s essential that the public
join the debate about health care costs beeause it is the publics
health that 18 at
stithe

and m a larger sense. the pubhe rood
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For Further Reading

For a comprehensive and insightful account of how the Amer-
ican health care system evolved to its present form, see Paul
Starr’s The Social Transformation of American Medicine (New
York: Basic Books, 1)82). Many of the questions raised in this
issue book — on such matters as third-party payments, the
“right™ to health care, limiting expenditures on health care,
and the high cost of medical technologies — are explored in a
useful anthology, The Nation's Health, edited by Philip R. Lee.
Nancy Brown, and Ida Red (San Francisco, Boyd and Fraser,
1981). Victor R. Fuchs has put together a brief and thoughtful
essay on the choices this nation faces regarding health care in
Whao Shall Live? (New York: Basic Books, 1974).

For a profile of some ways in which individuals are af-
fected by the high costs of medical care, and of the health care
industry as big business, see Edward M. Kennedy. In Critical
Condition (New York: Simon and Schuster, 1972). In its **Health
Report™ series, the National Journal has presented a series of
informative picces on the politics of health care reform. See in
particular, “*Medicare on the Critical List,” by Linda Demkov-
ich, National Journal, July 30, 1983. For a usctul overview on
Medicaid. see Thomas W. Moloney's What's Being Done About
Medicaid? (New York: The Commonwealth Fund., 1982).
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NATIONAL ISSUES FORUM
2. The Soaring Cost of Health Care

Please answer these questions atter you have attended the discussion or read the booklet. Answer them without
reterence to your carlier answers. Then hand in both reports to the forum moderator, or mail them to the Domestic
Policy Association in the attached prepaid envelope. (In case no envelope is enclosed. you can send these pages

to the, Domestic Policy Association at 5335 Far Hills Avenue. Dayton, Ohio 45429.)

Part I: -

lnr cachAtem below, cheek the appropriate hymn indhicate it 1t is something
L iwe sZnuld do now
¢ we should do only if health care costs keep rising fuster than inflation

i i we should nor do under any circumstance '

Proposals: Should Should
Do Only Not Not
Now If Do Sure

A. Introduce more competition into the health care system:

1. Establish higher deductibles so that patients pay more of their medical
bills before insurance coverage begins

PRO: Would rennnd peonle that health care is - COM: Fanuly budgets could be strained. os
samcthing we pay for one way or another pecially in the short run, and some might put
_off seehing the care they need

2. Provide workers with a choice of insurance plans and incentives to \hnp
tor the insurance they need

PRO: Would put pressure on msurance com- GONS Called a bribe tor employees 1o dis-
pantes tabe more comp sttive and offerbettermsare themselbves™ because those who need
values the money might upl tor inadequate coverage

3. Encourage people to |mn IlM()\wHL‘dlth M‘untcn‘mw Organizations

PRO: HMOS have wtecord of providing good — GON: Patients would have to give up then
health care for lmm price umll\ duclur

B. L |m|t health care custs through gmernmem mmames.

4. Regulate costs by imposing limits on how much doctors and hospitals can
charge

PRC: I'his would be the most dieect way (o CONS Hospualds and doctors nught cut biack on
contatit vosts the yusthity of care they provide

5. Make all Medicare and Medicad recipients pay more of their own bills
before coverage begins

PRO: It would discourage unnecessary use of - GON: Might prevent some people. especrally
the health care system the poor, trom seching the care they need

6. [imposc gher deductibles on Medicare rectpients with higher incomes

PRO: [t is Lair 1o make those who can attord  CON: Sipce we all pay imto Medicare rs not
fo pay e Lair for some to pet more henehits than others

7. Require Medicatd recipients to use chnies, HMOs, and other facilities
with a record ot holding down costs

PRO: ivpavers should onls have to pay tor - CONe 1t the poor are treated ditferently trom
the maost etitaent forms of treatment everyone ehse. ther care will ey itably be
come second rate

8. Ruaise taves to pav the mereasing costs of Medicare and Medicaid

PRO: \inv cuthac ke those programs would — GOME Uniar to raise toses when many of the
ieopardize peoples health clderly can aftord 1o Py mare lhun\d\&\
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Proposals: Should Should
Do Only Not Not

Now it Do Sure
| ]
C. Limit heroic measures to contain costs:
9. Relax malpractice laws to encourage doctors to perform fewer diagnostic
tests and practice less “defensive”™ medicine
PRO: Both detensive” medicine and the cost— GOME Takes away a patient’s right to sue, the
of malpractice insurance add to health care best protection people have
inflation
10. Define strict criteria about who is eligible for very expensive treatments ' _I
such asorgan transplants .
PRO: Those who would derive the mostbene- CON: some people will be deprived ot hite-
& it would still get these procedures saving care
11. Put strict limits on hospitals™ ability to buy expersive technology such
as CT scanners *
PRO: Such cquipment 1s usually avarlable in - GOM: Such equipment might not be there for
nearby hospatals those who need it ,
Oy e , .
Part Il
For cach of the following, mark whether you favor or oppose this measure.
Favor Oppose Not Sure
12. Institute a national health insurance program that would
guarantee health insurance for all Americans ... [ ] [ ] ]
13. Expand Medicare to provide catastrophic tliness protee-
tion to all FCCIPICRts . ..o [ L) [
14. Expand Medicare to cover the costof prescriptions. eye-
glasses. and hearing aids ..o [ ] { ] f
Part lll:
Background Questions
15. Which of the following DPA activities did 18. Which of these age groups are you in?
vou participate ' Under 18 ... [
Read the booklet ..o P IR t0 29 e [ ]
Attended a forum . oo L 0t M. {
BOth. P 510064, [
NCIHOT o - 6Sand OVCL o [ ]
16. Did vou participate i a DPA forum last year? 19. Arc you a man or a woman’
Yos .o SO UR [ Ml o bl
N O . e b Wonnn .. ..o o P

17. Did vou tor will youn participate in DPA tor
ums on other topies this year?

Yes s
No ) S '




‘I know no safe
depository of the
ultimate powers
of the society but the
people themselves;
and if we think
them not enlightened
enough to exercise
their control with a
wholesome discretion,
the remedy is not
to take it
Sfrom them, but to
“
inform their discretion

by education.™
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