





ARGUMENTS FOR BUDGET SCENARIO 1

IT IS DESIRABLE

SCENARIO 1 GENERATES SUBSTANTIALLY MORE DEFICIT REDUCTION THAN
SCENARIO 3 — $196 BILLION OVER THE PERIOD 1996-2000 VERSUS $70 BILLION.

EVEN UNDER THE AGGRESSIVE COST CONTAINMENT ASSUMED IN SCENARIO 1,
HEALTH CARE SPENDING WOULD STILL RISE TO 17% OF GDP BY THE YEAR 2000.
THE LOOSER BUDGET IN SCENARIO 3 WOULD ALLOW SPENDING TO RISETO 18.7%

OF GDP.

THERE IS LITTLE REASON TO BELIEVE HEALTH OUTCOMES WILL BE ANY BETTER AT
18.7% OF GDP THAN AT 17%, YET THE ADDITIONAL SPENDING WOULD LEAVE
MUCH LESS FOR OTHER INVESTMENTS.

A TIGHT BUDGET WILL BRING DISCIPLINE TO A SYSTEM THAT HAS BEEN OPERAT-
ING FOR MANY YEARS WITHOUT RESTRAINT.

IT IS DOABLE

TIGHT BUDGET CONSTRAINTS MUST BE VIEWED IN THE CONTEXT OF INVEST-
MENTS BEING MADE IN THE FIRST YEAR OF THE NEW SYSTEM. NEW RESOURCES
WILL BE ADDED TO COMPENSATE PROVIDERS FOR NEW SERVICES DELIVERED TO

THE CURRENTLY UNINSURED.
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GIVEN THE RELATIVELY FIXED SUPPLY OF SOME HEALTH CARE RESOURCES IN THE
SHORT TERM, THIS MAY PROVIDEE A CUSHION FOR MEETING STRINGENT BUDGET
CONSTRAINTS, BOTH UNDER MEDICARE AND IN THE PRIVATE SECTOR.

OTHER INDUSTRIALIZED COUNTRIES, SUCH AS GERMANY AND JAPAN, HAVE
RESTRAINED GROWTH IN HEALTH CARE COSTS TO APPROXIMATELY GDP OVER
THE LAST DECADE. FOR SHORTER PERIODS, GROWTH IN GERMANY, FOR EXAM-

, PLE, HAS REMAINED BELOW GDP. 2

THERE IS BROAD AGREEMENT THAT PRIVATE SECTOR SAVINGS FROM
ELIMINATING THE SMALL GROUP MARKET AND ADMINISTRATIVE SIMPLIFICATION
COULD MEET SCENARIO 1 BUDGET CONSTRAINTS DURING THE FIRST YEAR OF

. IMPLEMENTATION.

MID-RANGE ESTIMATES OF SAVINGS FROM CONSUMERS SWITCHING TO LOWER
COST PLANS GENERATE SUFFICIENT ADDITIONAL SPENDING REDUCTIONS TO
MEET THE BUDGET IN THE SECOND YEAR OF THE NEW SYSTEM.

ONLY IN THE THIRD YEAR AND BEYOND ARE BEHAVIOR CHANGES BY PROVIDERS
NECESSARY TO MEET THE SCENARIO 1 BUDGET. THE EXTENT AND NATURE OF
THESE CHANGES ARE ADMITTEDLY SUBJECT TO MORE UNCERTAINTY THAN
OTHER SOURCES OF SAVINGS.

THERE IS SUBSTANTIAL WASTE IN THE SYSTEM. WE SPEND MORE THAN OTHER
INDUSTRIALIZED COUNTRIES DO BY A LARGE MARGIN. MANY STUDIES OF
HEALTH CARE PROVIDED IN THE UNITED STATES HAVE SHOWN THAT COMMON
AND EXPENSIVE MEDICAL THERAPIES ARE FREQUENTLY USED WHEN UNNEC-
ESSARY AND EVEN INAPPROPRIATE.



IT IS POLITICALLY ACCEPTABLE AND CREDIBLE

o WHILE SOME HEALTH CARE ECONOMISTS MAY VIEW SCENARIO 1 AS OVERLY
CONSTRAINED, THE PUBLIC IS LIKELY TO VIEW AGGRESSIVE RESTRAINT OF
HEALTH INSURANCE PREMIUMS AND PROVIDER PRICES AS DESIRABLE.

® GIVEN THE INEVITABLE PRESSURE FROM STAKEHOLDERS TO ALLOW A LOOSER
BUDGET, WE SHOULD BEGIN FROM A POSITION OF AGGRESSIVE COST CONTAIN-
MENT.






































































































