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INSURANCE MARKET REFORM PRESENTATION

I. GOALS OF HEALTH REFORM

Make insurance more accessible/available

Make insurance more affordable 

• Increase coverage (reduce number of uninsured)

II. OVERVIEW OF CURRENT SYSTEM

• Experience rating means that insurance is often not affordable.
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• Preexisting condition exclusions lock people into jobs and insurance plans and 
keep others from being able to purchase coverage.

• Insurance companies can drop people from coverage as soon as they get sick and 
actually need their insurance.

Message: It is universally accepted that the current system needs insurance 
market reform in order to achieve the goals of health reform.

Message: The current system, which has incentives for insurance companies to 
keep costs down by only insuring healthy people, leaves many insured people 
worried about losing insurance or not being able to pay for it and excludes others 
entirely from the insurance system.

People in small groups can face high premium costs when someone else gets 
sick.

It’s not true insurance if you can be dropped from coverage when you finally 
need it.

Insurance Market Reform
July 19, 1994

Charging different groups different rates can lead to high administrative costs

Insurance is the most expensive for the people who need it the most, and can 
increase when you get sick.



in. REFORMS

• Eliminate pre-existing condition exclusions

Intended to eliminate job lock and free people from current insurance plans.

• Guaranteed issue and renewability

• Community rating

IV. INCREMENTAL REFORMS

• We can’t get rid of pre-existing condition clauses.

In a totally voluntary system, people won’t buy insurance until they’re sick.

That’s like selling homeowner’s insurance when the house is already burning.

Means that insurance companies cannot deny anyone coverage and cannot 
drop people when they get sick.

Message: Some people believe that health care reform can stop with incremental 
insurance market reform. But these reforms don’t work without universal 
coverage.

When people are locked into their insurance, insurance companies face fewer 
incentives to compete.

Guarantees that everyone in a particular area is charged the same rate, 
regardless of health status.

Some people argue that charging people who use care higher prices serves as 
an incentive for them to use less care, but these costs are often beyond 
people’s control.

Message: There are some frequently cited and accepted ways people think will 
address these problems of limited access and affordability.

Insurance Market Reform
July 19, 1994
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• The likelihood that healthy people will drop their insurance when you move to 
community rating is even greater when insurance companies are forced to take all 
comers and pre-existing conditions are covered.

Community rating smooths out the variation in premiums, so that no one will 
have to pay really high premiums.

We could get some of those healthy people into insurance plans if we could 
lower the premiums.

• So we re stuck in a Catch-22 situation, and in a voluntary system, there’s no way 
out.

• We can t go very far with equalizing premiums through community rating.

-Community rating is intended to provide real insurance for every individual — 
insurance the provides a guarantee into the future that health costs will not change 
at the moment when someone gets sick or as soon as someone has another 
birthday. While young healthy people may see their insurance premiums increase 
initially, over time they will experience the benefits of steady, predictable costs 
that cannot be inflated at the will of individual insurers.

Insurance Market Reform
July 19, 1994

High-cost cases who have previously been denied coverage come flooding 
into the insurance system, which also drives up premiums.

When premiums go up, some healthy people choose to drop their insurance, 
further driving up premiums, which may lead even more healthy people to 
drop coverage.

• And let’s not forget that people have less of an incentive to buy insurance when 
they know that they won’t really be denied services and won’t really have to pay 
their hospital and doctor bills in a desperate situation.

So, for example, the reforms proposed by Senator Dole or the bill that was 
reported out of the Senate Finance Committee only prohibit pre-existing 
condition clauses for people who were previously insured. That leaves the 
uninsured or people who can’t afford to keep their coverage in the lurch.

When everyone is charged the same premium, sick people who have not had 
access to affordable insurance flood into the system, increasing premiums for 

everyone.



But we can’t get the premiums down without them in the system.

V. CONCLUSION

• Individuals will still face incentives to free ride on the system.
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• Internal estimates show that the Dole plan will leave over 30 million 
Americans uninsured.

• Insurance companies will still have incentives to waste resources trying to 
attract the healthiest people.

AND STUDIES SHOW THAT THESE NON-UNIVERSAL PLANS JUST DON’T 
GET AS FAR AS THEY MIGHT CLAIM TO:

Insurance Market Reform
July 19, 1994

• CBO estimates that the Cooper plan — considered the best of the incremental 
plans -- leaves 24 million people uninsured, 16 million of them in the middle 
class.

Message: So in the name of increasing access and affordability, we may actually 
end up with a decrease in affordability and an increase in the number of 
uninsured in the system. At best, we only get marginal increases in the number 
of people who get coverage under these non-universal plans.



FACTS ABOUT INSURANCE REFORM

• Typical individual premiums without insurance market reforms:

• Premium differences with unrestricted age-rating:
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Without community-rating for nongroup insurance, a 64-year-old may pay 4 to 6 
times as much for insurance as a 20-year-old. (Robert Pear, NYT 5/22/94)

Employers generally spend about that amount for much more generous coverage, 
thanks to the efficiencies of group purchasing and the fact that adverse selection is 
avoided when employees are enrolled as a group.

• Most of the uninsured have no access to insurance from an employer. Their only 
alternative is to buy coverage in the individual market, where premiums are inflated 
by adverse selection and insurance companies charge a lot more for marketing, 
administration, and risk.

Of Americans under 65 without employer-sponsored insurance or Medicaid, only a 
third buy individual insurance. The rest are uninsured. [EBRi, I994| 

A recent newspaper article featured stories about uninsured families that were quoted 
premiums ranging from $300 to $500 per month for individual coverage with a $2500 
deductible. (NYT 7/11/94).

Blue Cross and Blue Shield plans used to sell health insurance on this basis, and they 
dominated the individual and small-group markets. However, as health care costs 
started to sky-rocket, healthy individuals and small groups began to demand lower, 
experience-rated premiums. As the healthier part of the community-rated pool 
dropped out, claims increased even faster than health care inflation. Now, hardly 
anyone sells community-rated insurance.

• If you line up everyone in an insurance plan according to their predicted claims, the 
last 1 percent add about 10 percent to the premium.

• There is nothing new about community-rating, open enrollment, and other health 
insurance market reforms.

Insurance Market Reform
July 19, 1994
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9 out of 10 uninsured workers are not offered insurance by their employers. Only 1 
out of 10 are actually offered coverage and choose not to take it. [Farley, Pam et. al, "The 
Employed Uninsured and the Role of Public Policy, Inquiry, Winter 1985]

• Some estimates suggest that up to 80 million Americans have preexisting conditions 
that could be excluded from any new coverage or would require payment of a higher 
premium. [Economic Report of the President, Council of Economic Advisers, 1994]

Insurance Market Reform
July 19, 1994

• CBO estimated that the cost of the HSA benefit package would be about $400 more 
per family in the voluntary system proposed by Representative Cooper than under a 
universal system like the HSA. [CBO "Analysis of the Managed Competition Act" April 1994]



ADDITIONAL NOTES ON HEALTH INSURANCE

One of the biggest problems with controlling costs by underwriting (or screening out
bad risks) is that it’s only a temporary solution:
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An insurer approaches a small group and offers an usually low premium. As part of the 
deal, the insurer excludes a couple of people from the plan and limits claims for some 
others with pre-existing conditions. Unfortunately, as time goes on, other people get 
sick—and the insurer can no longer cover the claims at the old premium. So either the 
premium goes up dramatically, or the group switches to another insurer and starts the 
process all over again.

Insurance Market Reform
July 19, 1994

The term, "underwriting cycle," refers to the upward path of premiums after 
underwriting new enrollment. The initial premium is lowered by weeding out bad risks, 
but the effect inevitably wears off over time.

Without reinsurance or risk-adjustment, plans have a strong incentive to avoid selling to 
heavy users of health care at community rates. Even if the law requires plans to sell to 
everyone who wants to buy, plans can make themselves unattractive to heavy users by 
manipulating the nature and quality of the services that are offered to such people.

Without reinsurance or risk-adjustment, community-rating actually penalizes plans for 
providing good, effective services to the unhealthy people who need them most.

Reinsurance and/or risk-adjustment systems are a necessary part of mandatory 
community-rating.

The term, "underwriting," refers to the variety of practices aimed at screening out 
claims for identifiable risks (pre-existing clauses, denying coverage on the basis of 
medical conditions).



ROADMAP TO INSURANCE REFORM READING MATERIALS

1. Insurance Market Reform section of the Economic Report of the President

2. Edwin Chen, LA Times, "Peril Seen in Reform Limited to Insurance"

• Best article on the need for universal coverage with insurance market reform.

• Good data on New York experience.

• FYI on intergenerational cost-shift with community rating.
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• Excellent discussion of issues surrounding the insurance reform debate. Includes 
a defense of the New York experience.

6. Steven Pearlstein, The Washington Post, "Adjusting Insurance: Is It Health 
Reform?"

3. Robert Pear, New York Times, "Pooling Risks and Sharing costs in Effort to Gain 
Stable Insurance Rates"

• Even more on insurance market reform and universal coverage.

7. Neil Howe and Bill Strauss, "A Hidden Tax on Young People"

• Makes the case for universal coverage with community rating, preexisting 
conditions, guaranteed issue and renewability. Uses New York as evidence for 
how things do not work without universal coverage.

Insurance Market Reform
July 19, 1994

• Provides an description of the current health insurance market and explains 
several terms, including adverse selection and community rating. Explains the 
need for universal coverage with insurance market reform.

5. Leslie Seism, Wall Street Journal, "New York Finds Fewer People Have Health 
Insurance a Year After Reform"

4. Hillary Stout, Wall Street Journal, "Community-Rated Health Plans Prove Popular 
but Success May Depend on Universal Coverage"



. total amount insurers must pay increases, and they in

INSURANCE MARKET REFORM

Private insurance markets have a number of shortcomings that

^urance markets should insure against the expenses that accom-

•X

wei'-functioning in

population at large. To address this problem, insurers have in­
centives both to charge prices that exceed the cost of covering 
the average person and to select risks as best they can. The 
higher prices of insurance that result from adverse selection 
have the perverse effect of discouraging some healthy people 
from purchasing insurance. Because of the adverse selection 
problem, all people must be required to purchase insurance if 
each of them is to be charged the average cost of providing in­
surance.

pany large medical risks because those are precisely the ones that 
cause the most financial hardship to individuals and families, are 
the least susceptible to moral hazard, and have the lowest adminis­
trative costs as a share of benefits In our current system, however,

impede the realization of universal coverace

INSURING MAJOR RISKS .AND PREEXISTING 
CONDITIONS

Economic theory suggests that at a

private insurance markets often fail even when judged against this 
minimal standard

Box 4-1.—Moral Hazard and Adverse Selection

All insurance markets face two potential problems. The first, 
called moral hazard, involves incentives. Insurance may en­
courage those who are covered to use insured services more 
than they otherwise would, or it may discourage the insured 
fi’om taking steps to lower their need for such services. Insur­
ance against any kind of risk—including health risks—always- 
involves some element of moral ham rd When people 
health services more than they would without insurance, 
total amount insurers must pay increases, and they in 
must increase their prices. Furthermore, because individuals 
pay less than the full social cost of the services they receive, 
too much of society’s resources will be devoted to such services.

The second problem is adverse selection. People who know 
that they are more at risk than others of falling ill are more 
likely to purchase health insurance. Therefore, insurers who 
set their prices at the average cost for the population as a 
whole are likely to discover that their prices do not cover their 
costs, because their customers are on average sicker than the
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conditions and by eliminating limitations on I'~ '
government could reduce the adverse selection problem in private 
insurance markets and thereby improve how they function.

COMMUNITY RATING

A second essential component of insurance reform is “community 
rating”—charging everyone in a large group the same price regard­
less of individual differences in demographic or health status. Cur­
rently, health insurance is often experience rated—the price for 
members of a particular group is based in whole or in part on that 
group s expected utilization of insured services. However, there are 
strong reasons for requiring community rating.

The rationale for any kind of insurance is to spread costs 
throughout the insured population. Complete health insurance 
would spread the cost of care across everyone in the population, re­
gardless of their health status. Similarly, complete insurance would 
guarantee that the price paid by each individual for coverage would 
be the average cost of such coverage for the population. In contrast, 
experience rating means that the price one pays for insurance var-

About 80 percent of conventional health insurance policies have 
limits—generally ranging from $250,000 to over $1 million—on the 
amount that the insurer will pay over the policyholder’s lifetime. 
Many insurers also initially exclude coverage of “preexisting condi­
tions”—health problems that exist before the policy takes effect. A 
typical rule, for example, is to exclude for 6 months a condition 
that was present in the 6 months prior to joining a plan. Some esti- ' 
mates i - - ■ - — — 
conditions that could be excluded from any new coverage or would 
require payment of a higher premium. J

Both the exclusion of coverage for preexisting conditions and the 
limitations on maximum lifetime payments ai^ ways that insurers 
respond to the adverse selection problem discussed in Box 4-1. 
Such practices also reflect the fact that insurers who know in adl 
vance about the likely health status of their potential policyholders 
can choose which risks they are willing to insure and which they 
are not, and can choose to charge different prices to different indi­
viduals based on this assessment.

Such common insurance practices may be privately optimal for 
individual insurers, but they are not socially efficient People with ' 
preexisting conditions and people who have exhausted their life­
time insurance limits may still require care, and someone must 
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stems from the fact that insurers who are compelled to rharge 
community rate will have incentives to seek out the healthiest 
sumers, because they can be covered for the lowest cost and thus 
are likely to yield insurers the highest profits. This risk selection 
may involve high administrative costs, for example in determining 
the medical history of each member of a group. Resources devoted 
to this activity increase the overall costs of health care without pro­
viding any additional health benefits.

Several steps could be taken to minimize the possibility of such 
selection. First, a system of “risk adjustment payments” could be 
designed—monetaiy transfers from plans that have a healthier mix 
of enrollees to plans with a sicker mix of enrollees. If risk adjust­
ment perfectly compensated for true differences in health risk, it 
would eliminate the incentives for selection on the part of insurers.

Second, all insurers could be required to offer the same package 
of benefits, thereby eliminating the opportunity to use the vari­
ations in the benefits package to attract better risks. Finally, 
guaranteed issue” and “guaranteed renewability” of insurance 

could be required—that is, people could not be denied the right to 
enrolljnitially or renew enrollment in a healthdan because of je^ 
mographic or health status.

REDUCING ADMINISTRATIVE COSTS

In part because of the experience rating practices of insurance 
companies, there is insufficient standardization across insurers. 
Providers must deal with different insurers using different claim 
forms and covering different sets of services. Lack of standardiza-

BP"
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ies depending on one’s health status. But at least for those health 
problems and their associated costs that individuals cannot influ­
ence by their behavior, experience rating is at odds with the basic 
function of insurance—to insure against risk.

In principle, of course, one can distinguish between those health 
risks that individuals can influence and those that they cannot, 
and apply experience rating to the former. In practice, however, 
this is often difficult to do, because it would require detailed mon­
itoring of personal behavior. In addition, many major health risks, 
with the obvious exception of those associated with smoking, are 
linked quite imperfectly to individual behavior, or the medical pro­
fession’s understanding of the linkage remains rudimentary. Based 
on these considerations, community rating of health insurance, and 
continued public programs to deter smoking, are appropriate ele­
ments of health insurance reform.

; com­
plementary reforms. The adverse selection issue described in Box 
4—1 is one potential problem, which universal coverage could ad­
dress by requiring people to have coverage. A related problem 
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con-
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The third problem with the current health care system is that it 
appears to be far from efficient. As already noted, the United 
States spends a larger share of its GDP on health care than any 
other industrialized nation. If Americans valued medical care more

tion results in high administrative expenses. In 1991 over 6 per­
cent of all health care expenditures went for administrative 
penses. This exceeds total spending on all public health service pro­
grams.

Standardizing benefits and billing procedures and increasing the 
automation of bill payment could produce substantial admi'nistra- 
tive savings. Grouping small firms and individuals into larger pur­
chasing pools would have the same effect. As Chart 4-3 shows, the 
administrative load charged by commercial insurers for small 
groups (1 to 4 employees) averages about 40 percent of claims 
paid—in contrast to only about 5V2 percent for large groups (over 
10,000 employees).
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Administrative expenses are much higher in proportion to claims paid for small groups than for ' 
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Peril Seen in Reform Limited to Insurance

pponents argue that
V7 reforms alone are c

By EDWIN CHEN
TIMES STAFF WRITER

Insurance reforms alone "just 
won’t work,” said Marvin B. Hall, 
president of the Hawaii Medical 
Service Assn., the largest insur­
ance company in that state. "You’d 
push costs even higher.”

•' "Insurance reforms by them­
selves will increase premiums sub­
stantially because you’d be allow­
ing back into the group people who 
have been excluded primarily be­

pponents argue that insurance 
reforms alone are doomed to 

fail unless they are accompanied 
by a requirement leading to uni­
versal coverage, such as Clinton’s 
controversial proposal to require 
all employers to pay at least 80% of 
workers’ insurance premiums, with

■ Health care: Analysts 
warn that Congress would 
be shortsighted to focus 
only on coverage 
discrimination.

agenda for change.
“Insurance reforms will solve 

many of the problems that the 
insured, voting middle class is 
worried about. But it won't control 
costs or insure the uninsured—the 
two biggest challenges we face.” 
said Drew Altman, president of the 
Kaiser Family Foundation, a 
health care philanthropy based in 
Menlo Park, Calif.

"You buy some time, but costs 
will continue to escalate,” added 
Edward F. Howard, executive vice 
president of the Alliance for Health 
Reform, a nonpartisan educational 
group here. "So you lay the 
groundwork for a bigger explosion 
in a few years.”

Yet. as Congress prepares to 
begin floor debate on health re­
form, the appeal of insurance re­
forms may prove all but irresisti­
ble.

Almost every heal’h reform bill 
introduced in recent. ars contains 
such measures—including all four 
bills reported out recently by two 
committees in each chamber.

Insurance reforms "solve real 
problems for real people. And it 
can happen without turning the 
system on its head," said Gail 
Wilensky, a health expert in for­
mer President George Bush’s 
White House who now advises 
congressional Republicans.

Wilensky, former head of the 
Health Care Financing Adminis­
tration, said that “it’s important for 
Congress to say to the American 
people: ‘We can do something, and 
here’s one piece, signed/sealed and 
delivered.’"

She and other advocates of in­
crementalism acknowledge that 
insurance reforms alone will do 
little for the estimated 38 million 
uninsured Americans. But they say 
that such measures are a good and 
realistic beginning.

cause of costs,” said John Rother. 
legislative director of the Ameri­
can Assn, of Retired Persons. "And 
you haven't done anything at all 
about the cost of health care."

Among the winners of insurance 
market reforms, at least in the 
short term, would be small busi­
nesses. Most such reforms being 
contemplated by Congress would 
give them a choice of health plansi 
by pooling them into large, volun-i 
tary purchasing groups, thus af­
fording them lower rates enjoyed 
by large groups.

The biggest losers would be 
younger people, whose rates would, 
rise sharply. “You’ll see a bunch' 
that’s going to drop out," said! 
Richard I. Smith, an analyst at thei 
Assn, of Private Pension and Wel-; 
fare Plans'. "And what problems: 
are we solving if we end up just 
producing more uninsured?"

VY J illis D. Gradison Jr., head of 
W the Health Insurance Assn., 

of America, agreed, saying that, 
insurance reforms "could easily 
have just the opposite effect of 
what is intended.” He cited thei 
experience of New York state as a 
prime example.

There, a law took effect in April 
of 1993 that barred insurers from 
setting premiums based on age, sex 
or health status and required them 
to guarantee coverage to all.

After just nine months, 40% of 
policyholders at Mutual of Omaha, 
the largest underwriter of individ­
ual policies in New York, saw their 
premiums drop, according to Medi­
cine i Health, a weekly newslet­
ter. But 60% experienced increases 
of as much as 60%.

Meanwhile, the number of unin­
sured grew by more than 25,000.

Hoping to pave the way for 
national insurance market reforms 
as a first step toward broader 
reforms. Reps. J. Roy Rowland 
(D-Ga.) and Michael Bilirakis (R- 
Fla.) have introduced just such a 
bill, saying that it is "designed to 
re-establish the health reform de-, 
bate on a foundation of agreement 
rather than one of divisiveness.’'

"Some members have made 
clear that that’s as far as they are 
willing to go,” said Martin Corry, 
AARP’s director of federal affairs. 
“But we think that’s pretty short­
sighted."

Wilensky, the Republican con­
sultant. worries that insurance re­
forms could sap the will of Con­
gress to press on with more 
comprehensive reforms, such as 
expanding coverage to the unin­
sured.

AY 7 ASHINGTON-It sounds so
W simple: Ban insurers from

jacking up rates on sick people and
force them to accept all applicants.
offering the same rates regardless
of age or health status.

No single health reform proposal
enjoys broader support among the
public or members of Congress.
And no wonder.

Ending discriminatory insurance
practices would instantly allay
deep-seated fears of middle-class
Americans that they might lose
coverage when they change jobs or
be priced out of the market when
they become seriously ill. In poll
after poll, 60% to 80% or more of
respondents favor such reforms.

But there's a big hitch.
~~ Unless accompanied by a re­

quirement that everyone be in­
sured, insurance reforms would
mean higher premiums for the
insured and actually increase the
ranks of the uninsured.

1 That's because such reforms
would enable the sick and the
vulnerable to buy insurance, often
for the first time. Their high health
costs would force insurers to in­
crease premiums across the board.

What's more, the young and the
healthy— confronted by rising
rates—might drop coverage, se­
cure in the knowledge that they
could buy insurance when they
needed it. That in turn would
increase premiums for everyone
else.

Thus would begin a vicious cycle
that, experts say, would hasten the
deterioration of the nation's health
care financing system.

The prospect is growing that
Congress will abandon compre­
hensive health care reform this
year and instead do little more than
try to remedy the apparent short- . individuals picking up the rest, 
comings of today’s insurance sys­
tem.

That approach could do more
harm than good. Dire warnings of
the unintended consequences of
insurance reform are being sound­
ed by such disparate analysts and
advocates as conservative hospital
lobbyist Michael Bromberg and
First Lady Hillary Rodham Clin­
ton, architect of President Clinton's
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to Gain Stable Insurance Rates

, insurance experts, assessed the IlkeJv 
effects of community rating in a re-

Mys policymakers and the public "I 
should understand the consequences. /

Marilyn W. Ogden, an owner of '

r The Method
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from plans with healthy customers 
plans with a Jess healthy clientele.

brand, th .
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Community rating is an attempt to 
stabilize health insurance premiums

Intendent of Insurance for New York 
State, which has gone further toward 
community raisnc than most states

i
I

cent monograph.
The academy takes no position for 

or against community rating, but

"Otherwise,” said Alice F. Rosen 
blatt, an actuary at Coopers & Ly- 
t 'counting firm, "there

i

health tuurasee « more available, 
and it appears that premium rates 
are more stable-’’

No Incentive
To Insure the Well

very helpful," she raid, tigntortne i« 
employees are over 55 years old, and 
the company would have to pay high­
er premiums without community rat­
ing.

rating of premiums, it must also have 
some way of redistributing money 

to
I
i

rates her company paid. "For a small 
business like us. community rating is

Fooling Risks and Sharing Costs in Effort

I ing company in Troy, N.Y, said the 
change probab.y helped level off the |

By ROBERT PEAR 
t*KUl te Hk Nrv Y«* T*ao

• WASHINGTON. May 21 - Few 
parts of President Clinton’s health 

I plan sound so simple as the idea of 
charging the same insurance premi­
ums to all people in a geographic 
area, whether they are young or old, 
sick or healthy.

The jjaal is to return health insur­
ance to "what It was meant to be. a 
fair deal at a fair price," Mr. dintcn 
said last week.

But in health insurance, nothing is 
simple. While many Republicans 
agree that the Government should 
limit the variation tn premiums, the

Simplifying one part of the pre 
mlum formula immediately creates 
complexity m other areas.

The idea of pure community rating 
is that all people with the same cover 
age should pay the same premiums, 
regardless of age, sex, medical histo­
ry or occupation. But obviously it 
costs more to care for sick people. So 
most proponents of community rat 
ing. including Mr. Clinton, acknowl­
edge that health plans enrolling sick 
er people should receive more money

Thus, many experts say that if the 
Government requires Community

Spreading the Risk
The move toward community rat­

ing is a reaction to the experience of 
the last decade, in which health insur- 
hnce became prohibitively expensive 

; lor many people. Some of these peo- 
i pie had a history of Illness. Some 
•vere healthy, but were considered 
likely to incur high medical costs. 
Some were healthy, but obtained 
their Insurance through small groups 
In which other people r~' up high 
medical bills.

Insurers today charge much higher 
premiums to people who are old or 
sick. A 64-year-Qld may pay four to 
six tiroes as much as a 20-year-old

by pooling risks and sharing costs. 
"The principle of nsk spreading is 
essential to equitable Insurance,” 

I raid Salvatore F. Curiale, the Super-

raises a host of political, philosophi- 
’cal and technical questions, like 

these
<)How much will rates go up for 

young, healthy people, whose premi­
ums are now below the average? Are 
these people prepared to pay higher 
premiums in return for greater secu­
rity’

<JIs it fair to raise premiums for 
’ young people while lowering premi­

ums for their parents, who often have 
. higher incomes and greater assets?

fl is it right to charge the same 
premiums io smokers and nonsraok- 
ers? Should insurers be allowed to 
give a discount to people who take 
responsibility for their health, watch 
their diet ano exercise regularly? 

flHow shoulc the Federal Govern- 
-nent and the states divide responsi­
bility for regulating the price of 
health insurance, a field long domi­
nated by state officials’

Ib genenl, it raid, “the young would 
aubsldiie the old, males would subsi­
dize females at most ages, the 

.healthy would subsidize the sick and 
the poor may subsidize the wealthy, 
since younger people generally earn 
Jess income than older people.”

President Clinton would not allow 
variation In premiums because of 
age. But many members of Congress 
have concluded that some adjust­
ment for age Is needed. Many insur­
ers say they can accept a modified 
form of community rating and see it 
as inevitable. y

Gail E. Shearer, manager of policy 
analysis at Consumers Union, de­
scribed community rating as ‘the 
fairest way to share health care 
costs” short of a single-payer pro­
gram financed by the Government 
with broad-based taxes.

Arthur V. Ferrara, chairman of the 
Life Insurance Council of New York, 
a trade association for insurers, gave 
the experiment a mixed review. “! 
have to agree with the superintendent 
to a certain degree,” he said. “Thus 
far, community rating appears to 
have worked reasonably well from 
the Insurance Department's vantage 
point

"But from the public's point of 
view, this law has caused tremendous 
strain on the younger insurance-buy­
ing population." raid Mr. Ferrara, 
who is also chairman of the Guardian 
Life Insurance Company of America. 
"If senior members of cur society 
pay less, someone else has to pay 
more. That's the younger members.. 
Many young people have opted to 
drop their coverage rather than pay 
the high costs associated with health 
insurance."

Under Mr. Clinton's proposal, all 
people would be required to carry 
health insurance, including the unem­
ployed. Insurers could not reject peo­
ple because of their medical prob­
lems. Employers would pay most of 
the cost for their workers. The Gov­
ernment would help buy Insurance 
for low-income people. Including 
many of the unemployed.

Ln July 1P92, Gov. Mario M. Cuomo i 
signed a bin to establish community / 
rating of health Insurance policies for/ 
individuals and tmall busmesses in * 
New York. Mr. Curiale raid that the r 
law, which took effect in April 1993, ? e. 
had been successful

'The community rating mandate 
did cause premiums to Increase for 
younger people," he said. “But about 
60 percent of the people affected by 
the change received rate decreases 
or increases no greater than 20 per­
cent Individual and small-group

The American Academy of Actu­
aries, a professkmal organization of



If a company sells insuKJ 
i groups, it must take albavoid hiring older workers because ofinappropriate to have some compa-

The Age Issue
New York

Confident
Of Coverage

New York provides the largest

claim costs. '
Or, as Mr. Curiale said: "We don’t 

want to i

"The net result is that employers 
this would provide $33 billion a year in 

subsidies for nonworkers,” said Mr. 
Shells.

Older people generally use more 
health care than young people, but

a risk adjustment method by April 
1995. The bill does not say how L.„ 
should be done.

Should the Young
Subsidize the Old?

late large companies that serve a&» 
their own insurers; the New York
applies only to small groups with 3 tint,
50 workers. If a company sells insuf-^J 
ance to such groups, it must take aibwn 
applicants and set premiums through 
community rating. ^4 on

Data compiled by Mr. Curiale’s offig 
fice show that, after the law- toofc» 
effect, premiums increased for neajJS
ly two-thirds of all people with indM®- 
vidual or small-group coverage fromS 
commercial insurers. Premiums dou«^
bled for 5 percent of them. 4SX

Despite the increases, Mr. Curiale^
said that coverage was now moreX'
secure. “What you had before was an"1
illusion,” he said. “If you were young
and healthy, the insurance company
would accept you. As soon as some­
thing went wrong, the rate for you or
your group would go sky high. With
open enrollment and community rat­
ing, you may pay more, but you have
stability. You have coverage that
can’t be taken away.”

But Cecil D. Bykerk, chief actuary
for the Mutual of Omaha Companies,
said: "The first year is not working
very well. Since the imposition of
pure community rating in New York,
the average age of our policyholders
has gone up 3.5 years, from 41.5 to 45.
That’s a very significant rise. Young­
er people are bailing out. If you’re
going to have universal access to
insurance, which we support, then
you need some kind of mandate for
people to buy.”

One lesson from New York is that 
the shift to community rating p’roba-
bly ought to be gradual.

In New York, the community rat­
ing requirement was applied to all
small-group contracts on April 1,
1993. "There was some panic and a
lot of uncertainty as April 1 ap­
proached," Mr. Curiale said. "Insur­
ers sent out letters telling people,
‘Your contract is terminated April 1,
and we can’t tell you what the cost of 
new coverage will be.’

“If we did it over again,” he said,
r  « "we’d make it effective as the old

whether they should pay higher pre- demonstration of how a community contracts expired.
miums is an explosive question.  ■ ■ -----— -

Representative Nancy L. Johnson,
Republican of Connecticut, said in­
surers must be allowed to consider
age as a factor in setting premiums.
"Young working people already sup­
port the retirement benefits of people
over 65,” she said. “It would be most
unfortunate if those people were also
asked to subsidize health insurance
premiums of their parents, who have
better-paying jobs.”

Representative Bill Thomas, Re­
publican of California, said pure co,,.
munity rating could provoke "a gen­
erational war." Another Republican,
Senator Phil Gramm of Texas, said,
"A 27-year-old with three kids should­
n’t subsidize a 57-year-old in his peak
earning years.”

But John C. Rother, chief lobbyist
for the American Association of Re­
tired Persons, strongly defended Mr.
Clinton's proposal to ban the use of
age as a factor in setting premiums.

“The notion that older people are
better off doesn’t hold when you look
it individual cases.” he said. “Given

rating should encourage employers to 
hire older people.”

While insisting that age must be a 
The device for redistributing mon- factor, many insurers are willing to 

ey among insurance companies is limit the variation in premiums, 
called a "risk adjustment mecha- Mary Nell Lehnhard, senior vice 
nism.” Payments to insurers and president of the Blue Cross and Blue 
health plans are adjusted to reflect Shield Association, said the Govem- 
the relative risk of their customers, ment might stipulate that the maxi- 
the likelihood that they will incur mum premium for older people 
medical costs in the future. would be two or three times the pre-

Under the pooling arrangement in mium for young people. Older people 
New York, the demographic charac- now pay as much as five or six times 
teristics of each insurer's customers as much as young people.
are compared with a regional aver- Community rating redistributes 
age. An insurer receives money from money in other ways, too. For exam- 
the pool if, for example, it has a pie, it evens out the costs of health 
disproportionately large number of insurance for workers and nonwork­
people who are old or have AIDS. An ers. Nonworkers are believed to have 
insurer must contribute to the pool if higher medical costs; some are out of 
its customers are younger and work because of health problems, 
healthier than the average. One result of community rating is

Ms. Rosenblatt, the actuary, said, that employers would pay higher pre- 
“If you require community rating, miums to subsidize health insurance

risK inaiviuuais. in general, 4 percent eariy 60’s make less than earlier in Clinton proposed, btaces ao not regtK~
of claimants generate 50 percent of their careers.” 5 " ‘ ' -------------- *"■**------------------ ----
^Inirw ^r\CtC **

Moreover, Mr. Rother said: “There

“If you require community rating, miums to subsidize health insurance 
you must have a risk adjustment for nonworkers, said John F. Shells, a 
mechanism at the same time.” In vice president of Lewin-VHI, a con- 
theory, if there were a perfect meth- suiting concern that specializes in 
od of risk adjustment, insurers would medical economics.
have no incentive to seek out low-cost Mr. Shells said that employers, tak-

want to penalize a company because is Pervasive age discrimination in the 
it takes older, sicker patients. It’s workplace. Many employers try to 
inappropriate to have some compa- avoid hiring older workers because of 
nies benefit because they have young- t^ie. higher health costs. Community 
er, healthier people as customers.

Taking a Regional Average

 Mr. Sheils said that employers, tak- 
patients. But currently there is no en together, would pay $44 billion a 
such perfect method. year in subsidies for nonworkers.

Under Mr. Clinton’s proposal, a Federal aid for small low-wage busi- 
new Federal agency, the National nesses would offset $11 billion of this 
Health Board, would have to develop cost under Mr. Clinton’s proposal.
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FOR AND AGAINST

Community Rating of Health Insurance
Wiurt H ta Requinng insures to ctiarge tht same premiums to atl peo­
ple in a geographic area, regansea, 0( factors (ika age. sex. medical 
history or occupation

Wow tt would work Premiums would be set by averaging the expected 
cos^ of irsunng everyone m the area Money woukt be recistnouted 
among insurance companies to reflect the relative nsk of their custom­
ers. that is. the likelihood (hat they will incur medical costs m the future.' -* 
A health plan with a large share ol elderly or sick patients would recede 
extra money from other comparues through a pooling arrangement, not ’., 
by charging higher premiums. m

Arswmnti for Community rating restores insurance to its original pur- * 
pose spreading risks among diverse groups of people. In recent years. - 
murers ha.e tried tc insure only the healthiest people white shunning 
high-risk customers who most need protection. Insurers should not be 
allowed tc cnarge higher rates to s^ck people and older people.

niimt Pure community rating is unworkable and nequ'ta- ; 
bte It wilt raise premiums for young people while iowen.ng premiums for 
older people, who often nave higher incomes. Insurers also ought to be 
free to ol(er discourit; ic nonsmokers and others with Ke«ithy habits.free to otter discount; ic nonsmokers and others with Keaithy habits.

WboxuppoHstt Labor unions, consumer advocates and loobyists for _ 
th« edeny (evor community rating. They say the market sneu'd not oe 
sliced up •- to different demographic groups

Who opp«ei it Big businesses, which generally run their own health 
plans do rot warn 'o oe included in the common ly rated pool If their 
health insu'3'ice is community rated, businesses say, they wiil not gei 
the Genet; o' savings they achieve through efficient managem; it of ' 
their neai'.n o'ans ano through programs promoting heaithy beliav<or by 
employees

Ueitutivi outlook Congress appears likely to umit me variation m pre- 
I ir.'ums as pan of any comprehensive legislation There is wide support 
i (o' a modt’-ed form of comm unit y rating wnn some modest variation tn 

premiums, or account of age

CASEBOOK___

I How Policyholders Fared
j As pan of a 1992 law regulating health insurance. New York 

| requires community rating of premiums, so that people with the 
. same coverage pay tne same amounts without regard to ag^ 

health status or occupation
Below is the percentage of KZHEEa and IWiPVAL insur­

ance policyholders in New York State wnose rates

-
-... T.r' - -
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Community-Rated Health Plans Prove Popular,
But Success Mav Depend on Universal Coverage

THE WALL STREET JOURNAL WEDNESDAY. JUNE 15. 199-

In fact, many people argue that the only 
legislation that guarantees a true commu­
nity-rated approach are bills establishing a 
■•single-payer" health system, where the 
government pays people's medical bills 
with tax revenues.

Other things that make community 
ratings work are also opposed by sup­
porters of the concept. A successful com­
munity-rated system requires a bureau­
cratic structure to oversee it. Yet many of 
the people calling for insurance-market 
reforms are the same ones decrying the 
large regional health alliances that Presi­
dent Clinton has proposed.

The alliances, which would be set up by 
the states, would include employees of all 
businesses with fewer than 5.000 workers. 
The White House says they were conceived 
to establish a large pool over which to 
spread insurance risks. .And they are also 
intended to take care of a difficult but 
critical job known as.nsk_adjusting.

“Community rating-vtoteterbasic actu­
arial principles.” says Princetbn>Prof. 
Reinhardt ”A community-rated system 
forces a competing private insurer to look 
at a deathly 111 patient, seeing a SIOO.OOI 
bill, and cheerfully enroll that person for 
S2.000. It goes against human nature. So it 
order to overcome normal human nature 
you need some coercion."

That means that while everyone pay; 
the same amount into a community-ratec 
system, a mechanism must be set up sc 
insurance companies receive varyin. 
amounts, depending on the nsk levels c 
their beneficiary pools. Otherwise, a pla: 
that for some reason was chosen by 
disproportionate number of. say. HIV-pos 
live people, would be in bad financia 
shape. Ultimately, health plans overioade 
with bad risks who pay low premium 
could collapse. Risk-adjusnng basicall 
requires plans with better nsk pools :

Nor is community rating the only popu­
lar insurance reformthat would be_neariy. 
impossible without universal coverage.. 
The same thing Is true of proposals to 
outlaw the common industry practice of 
refusing to cover people with known medi­
cal problems, so-called pre-existing condl- 
tions. Most health bills that stop short of 
universal coverage, such as the bipartisan 
Managed Competition Act championed by 
Democratic Rep. Jim Cooper of Tennessee, 
allow insurance companies to exclude cov­
erage of a pre-existing condition for up to 
six months unless the prospective policy 
holder is switching from one policy to 
another. Again, the reason Is that If 
the government requires companies to 
cover pre-existing conditions without re­
quiring everyone to have insurance, people 
will buy policies only when they expect 
high medical expenses. ->

Seeing the Insurer’s Side
Even Gail Shearer, who as manager of 

policy analysis for Consumers Union is 
usually no friend of Insurance companies, 
says: “You can understand why the in­
surers want protection.”

In a pure community-rated insurance 
system, everyone in a region would pay the 
same premium for the same package of 
health benefits.. regardless of age. sex. 
medical history, lifestyle or place of resi­
dence, despite cancer or severe disabil­
ity-or perfect health.

Some supporters of community rating 
are pushing to allow some adjustments. 

, such as for age and habits that affect 
health, like smoking. And for all the rheto­
ric embracing community rating, most 
of the actual bills under consideration in 
Congress would adopt only a modified 
version of the concept

"Nobody is proposing pure community 
rating,” says Henry Aaron, an economist 
at the Brookings Institution in Washing­
ton. Even the sweeping Clinton proposal 
would allow four different types of regional 
nsk pools, based on family type - for indi­
viduals. for single parents with children, . 
for couples and for two-parent families J 
with children.

The House Ways and Means Commit­
tee. under pressure from the insurance 
industry, is considering a bill with five 
different market sectors, based largely on 
a person's employer. Each sector would be 
community rated, but insurers wouldn't 
have to sell policies in every sector. The 
leading Senate Republican bill, written by 
John Chafee of Rhode Island, allows in­
surers to adjust for age and geography in 
some markets.

By Hilaky Stolt
Staff Reporter of The Wall Stkcct Joukmal 

WASHLNGTON - It's the health-care 
proposal everyone loves: the notion that 
insurance companies shouldn't be allowed 
to jack up rates for sick people or others at 
nsk of piling up big medical bills.

So attractive is the concept, known as 
■community rating." that even many Re­

publicans and conservative Democrats say 
Congress should go ahead and enact it. 
along with a set of other insurance-market 
revisions, and forget about universal 
health coverage for now. A new GOP 
television advertising campaign pushes 
for bipartisan insurance-market reforms 

_to "fix health care."
There's just one problem with the idea, 

experts insist and real-life evidence shows. 
It probably won t work without universal 
coverage. Indeed.several of the insurance 
changes that reformers are clamoring for 
may depend for their success on bringing 
nearly everybody into the insurance pool. 

- For the past year New York state has 
tried community rating without a law 
requiring everyone to have health insur­
ance. The result has been a nse in insur­
ance premiums for younger, healthier 
people and a drop in rates for older, sicker 
individuals. Consequently, young people 
have bailed out of the system, figuring 
they either won t need coverage or they 11 
be able to get it at a reasonable price when 
they do.
Older. Sicker People

Now. insurers are raising prices again 
in order to cover the medical needs of those 
older, sicker people left in the pool. Stale-' 
insurance department figures show that as 
of Jan. I. nine months after the new law 
took effect. 25.477 (ewer people had health 
insurance individually or in small­
employer groups. That's a 1.2% decline.' - 

The only way to avoid this chain reac­
tion, many experts say, is to set up a 
system where people canl drop out. Uwe 
Reinhardt, a Princeton University health 
economist, says that when he heard Re­
publican calls to enact insurance market 
reforms alone _ way to vastly improve 
the current system he reacted with "total 
disbelief." Community rating without uni­
versal coverage "will trigger the worst 
kind of behavior among insurers and pa­
tients." he says. —

"If you can go in and out of a system at 
will, then the only people who will buy 
insurance are those who need it." says 
Barbara Raele. legal counsel at Central 
Reserve Life Insurance Co.

subsidize those with worse nsk pools.
The administration proposed health al 

Hances to accomplish that task. However 
most of the people pushing insurance re 
forms are balking at alliances. Conse 
quently, large mandatory alliances art 
all but dead in Congress.

Alliances aren't the only entities th’a 
could perform such functions. "It could b> 
done through state insurance regulation, 
says Mr. Aaron. The virtue of alliances 
Prof. Reinhardt points out. is that they als 
would collect the health-insurance pre 
mi urns, and could then turn around an 
pay money out to plans in the form of 
“risk-adjusted premium." He say; 
"That's a lot different than having to go i 
there and fight with their lawyers.”



in four separate pools: individuals, 
employers with 2-250 employees: 
employers with more than 250 workers: 
association plans and health alliances

■ SENATE FINANCE (currently under con­

sideration): Premium variations
according to family size, geography and 
age Highest age-adjusted premium 
may be no more than twice the lowest 
age-adjusted premium.

■ COOPER-BREAUX: No adjustments 
allowed for medical status or number of 
past medical claims; premiums can be 
varied according to geography and, to 
some degree, age.

®®. Proposals
How the major health-reform plans deal with the issue of community rating

■ CLINTON: No premium variations
allowed for age. medical status, geog­
raphy or lifestyle Separate pools
according to family size.

■ SENATE LABOR ANO HUMAN RESOURCES

(approved June 9): Same as Clinton but . 
phased in over four years.

■ CHAFEE: Health plans must offer a
modified community rate premium for
people and businesses of under 100
workers who buy insurance through a
purchasing cooperative.

■ HOUSE WAYS ANO MEANS (currently

under consideration): Community rating



New York Finds Fewer People Have
Health Insurance a Year After Reform

most. “The reason for all the effort to 
portray this as a failure is because the

it will be taken up as a national policy," 
Mr. Curiale says. “What they’re afraid of

gins. Although they are allowed under the “There's no question we have an ad- 
law to raise rates anytime they wish, the verse-selection cycle setting in.’' savs Sev- 
insurers contend that forcing them to take mour Sternberg, a New York Life execu-. 
on a disproportionate number of less- tive vice president, calling the situation 
healthy policyholders makes it even “very unstable.”
tougher to turn a profit, making rate "John Swope, president of Chubb LifeA- 
increases necessary. merica. meanwhile, speculates that some

The insurance industry’s practice of small employers with mostly young 
rejecting sick people, or charging them workers ended coverage because of the 
exorbitant rates, has long been one of rate increases imposed when the law took 
Hillary Clinton’s biggest complaints. But effect, while employers with older workers 
her calls for change have generally been in “grabbed it because it was such a bar- 
the context of sweeping reform that would gain.” 
bring all Americans into the health-care At Chubb and New York Life, rates are

For now, the state has no plans to 
reconsider the law. saying the problems 
are overdramatized. "The figures still 
don’t show the system isn’t working," Mr. 
Cunale says. “There’s no doubt that there 
are younger, healthier people who decided 
not to pay the premium increases. But you 
can extrapolate that these are people who 
can get back into the svstem if they want 

oiuuonary enon, me state suu auuws tQ ..
insurers to refuse to cover pnor medical
conditions during an individual’s first 12 
months of coverage. The idea is that the
exclusion will induce healthy people into 
the system before they get sick.

But Cecil Bykerk. chief actuary for
Mutual of Omaha, which along wnth HMOs
and Blue Cross/Blue Shield provides indi-

bring all Americans into the health-care At Chubb and New York Life, rates are 
system, mostly by forcing employers to jumping more than 20% this year. But Mr. 
pay for premiums. The debate over insur- Curiale says some small-group insurers 
ance-underwriting practices has rewed up with double-digit increases underpriced 
recently as some leading legislators have their policies last year and are playing 
suggested that Congress enact moderate catch-up. He says more representative 
reforms now and revisit the issue of a increases are in the single-digit range, 
massive system overhaul later.
‘Bailing Out’

In New York's case, the state adopted a
"community rating” system, so-named
because insurers must charge all people
within given communities the same price
regardless of such factors as age and
medical condition. While considered a rev­
olutionary effort, the state still allows

companies, health-maintenance organiza­
tions as well as Blue Cross/Blue Shield. 
' Insurance-department officials down­

play the slight drop in overall enrollment, 
citing a "disruptive phase-in period." /s 
for the steeper drop in individual coverage, 
they suggest some people previously cov­
ered individually are now in small groups, 
perhaps- because their employers were 
prompted to add coverage.
•Unqualified Success'

New York Insurance Superintendent 
Salvatore Curiale calls the sUte’s effort an 
“imqualified success" because it opened 
the system to those needing insurance the 

By Leslie Scism
SlafJ Reporter of The Wall Street Journal.

Almost one year after New York State ■ 
adopted stiff insurance reforms, fewer 
people have *«*alth-care coverage than 
under the old system.

The surprising decline provides ammu­
nition to supporters of nationwide man­
datory insurance, and could prove trouble­
some for advocates pushing for incremen- 
tal insurance reforms.

Under New York's system, insurers are 
required to offer one-size-fits-all pricing, a 
method that sharply decreased rates for 
older, sicker people but increased them for 
others. The law also forces insurers to take 
all comers, and. as a result, some insuren 
contend that disproportionate numbers of 
young, healthy people are dropping cover­
age on the assumption they can buy it later 
if needed.

With increasingly fewer healthy people 
counterbalancing the sick, the result, ac­
cording to the insurers, is the start of an 
upward spiral in rates for those still in the 
cool. If the trend continues, insurers con- 
:end. the very people that the program was 
ntended to help could again be priced out 
if the market.
Crumbling Barriers

"There should have been a substantial 
jain in people insured [in New York) 
cecause a number of barriers for people to 
De insured came down," says Robert Las- 
tewski, a partner with Health Policy & 
Strategy Associates, a Washington con­
sulting firm. But the abrupt increase in 
-ates for young, healthy people has "af- 
’ected the ability of New York to achieve a 
ower-cost pool. Now we may have a pool in 
Vew York skewed toward the sick, and in 
he long run that doesn't help the con­
sumer."

Ronald Pollack, executive director of 
•Vashmgton-based Families USA Founda- 
jon, a consumer group that backs Presi- 
lent Clinton's plan of mandated cov- 
irage. adds: "New York's expenence 
fives very little comfort to those who just 
vant incremental insurance reforms." Mr. 
’ollack insists that reforms, in isolation, 
’can't keep insurance affordable and 
ivailable for families.”

New York's effort is one of the nation's 
nost sweeping attempts at reform and is 
losety watched by national policy makers. 
Jew York Insurance Department figures 
how that, overall. 1.2% fewer people - or 
5.-177 fewer people-were insured indivld- 
ally or in small-employer groups as of 
an. 1. nine months after the law, which 
overed those categories, took effect. The 
eciine was particularly pronounced 
mong individual policyholders-12.4%. or 
3.666 people. The figures respresents peo-

vidual coverage in New York, says young, 
healthy people are nonetheless "bailing 
out." The average age of the company's 
New York policyholders has gone up 3.5 
years under the new law, to 45 years, he 
says. The average New York claim more 
than doubled, to $7,900, while the com­
pany’s claims nationally rose just $400 to 
$3,800.

The result at Mutual of Omaha:" 
average 35% rate increases in New York 
this year, which come on top of increases 
for some young, healthy people of as much 
as 79% when the law took effect in April 
1993. Before the reform, a 25-year-old male 
in Albany paid Mutual of Omaha $64.45 a 
month for coverage, and a 55-year-old paid 

r------,-------- $141.79; in the law’s first year, each paid
health-insurance industry is deathly afraid $107.33. and. with the newest rate increase, 
it will be taken up as a national policy," the bill is $145.10. -1
Mr. Cunale says. “What they’re afraid of At New York Life Insurance Co., a 
is that their profits will decrease" if they small-group insurer, the average age of 
can’t make money “on the backs of insured New York employees is up three 
young, healthy people." years. Chubb LifeAmenca. a unit of Chubb

Many insurance companies that corp, that also sells small-group insur- 
strongiy opposed the New York law say ance, says people over 50 years old now 
their individual and small-group bust- represent 26% of New York enrollmenL-up 
nesses have always had thin profit mar- from 20%.
gins. Although they are allowed under the



Adjusting 'Insurance:
7

when 'simple' market reforms are

people with unmet medical needs

ees can chose among several com
sr

surance. Several insurers reported
that their one-price-premiums in- health policy with Cigna Coro 
erased more than 20 percent . of the country's largest health m

health care. 1 ■ :u. / 1- ■.

malpractice. Insurance reform by it- ing health care to customers more medical prices: the erress capacity

zfeld very dramatic results

mceCo.
“In terms of restrainmg pnees. it I tomers while avoiding the poor, the “Until you have comprehensive 

von't do squat," said Brookings In- > old. and the sick. reform of the health delivery sys-'
tern—the doctors, the hospitals, the

cans—the loss of coverage—it does

York Stare indicates what happens health plan, said that a less ambi­

Aaron also points out that while 
insurance reform addresses the big-

hin policy gruel, experts also point out 
hat the policy menu offers less elabo- 
ate opuons than the five-course ban- 
net offered by the Clintons.

“We have to tell the truth about 
his," says Robert Patncelli. presi- 
ent of a health research and man­
gement firm in Avon. Conn., who 
haired a health reform task earlier 
his year for the U.S. Chamber of 
Commerce. “Insurance market re- 
>rm won’t do much to bring 39 mil-

NEWS 
AKAtTSIS

®||Reform?
Steps Toward Expanding Coverage Could Involve ‘Gi^^^^^^nd'Community Rating’

By Steven Pearlstein
Waiiim^ton Pom Scalf Wntrr

to a system of universal coverage,
such as advocated by the administra­
tion. in which everyone is required to
have insurance. David Cutler, who spent most of last

The recent experience of New year helping to craft the Clinton

where patients tend to be older, 
poorer, and sicker. 

To minimize this “gaming" of the 
system, most “community rating" 
schemes are modified to allow premi­
ums to vary by the age. sex or occupa­
tion of the insured. But Harvard Uni­
versity economist Joseph Newhouse 
saio that such modifications can mere­
ly iorce insurers to become morelsa. 
phisticateo in their'"ganung5The only

But even, if insurance reform  
could1 overcome the glitches encoun- ■ tfelns^ce reforaJo^ovet^ent 
tered m New York, according to ^dies to meet the obligation we 
heaiffi expert John Goodman, it still have to the nation’s poor and wrac 
would not address three things most them together in some sort of mar

increases com-
expert at Princeton University.

The other common element of in—-
surance reform is “community rat- ,-r-, ,
ing," a requirement that insurers of- . fessor at the University of Pennsyl- 
fer the same rates to all comers, vania’s Wharton School of Rusina,

•- T* -5.- 
when “simple’: market reforms are tious version of the administratior 
adopted. In the first nine months un- proposal would still be a major ac 
der a new law tharmdnded “guaran- compiishment Cutler ticked off ar

teed issue'and “comnuniity rating,’ alternative plan that included insur
. 5 ance reforms, subsidies for tht

flocked into, the insurance system working poor, a limit on the tax ex
while the young and healthy fled. The emption for health benefits, anc

Today, companies and health plans said insurance reform would have no
san debate are guilty of health policy are able to hedge the nsks of provid- impact' on the key factors driving
malpractice. Insurance reform by it- c;  
self would be neither simple nor likely to get sick by adjusting rates in the health care system, the rate at
yield verLdgmatic results. based on age. occupation, health, which technology is developed and

“A no-meat menu," said Thomas lifestyle and other factors. But if absorbed and the lack of financial m-
3. Pyle, who heads the health care forced to charge a single rate, insur- < _ L-J., 1 i 
lusiness for Metropolitan Life Insur- ers can try to increase their profits have to controTthe amount of medi- \ m

state insurance commissioner report- mechanisms to ensure that emplov
i *"1 —* '*'■ ees can chose among several com

generally healthy consumers to move cline'of IX percent—had health in- peting health nlans

futhur Lifson, vice president for
. one 

insur­
ers, agreed. "The way to do it is tc

"The root cause of why most peo­
ple don't have coverage is that they 
don’t have enough money," said Pyle 
of MetLife. "I don’t see that insur­
ance reform changes that" u/T'!. -. 

Yet for all these complaints, near­
ly all of the experts contacted last 
week thought insurance reform 
could be the core of a compromise 
health plan that, while not quite 
achieving the goal of universal cov­
erage or getting medical costs down 
to the general inflation rate, could 

i get at most of the way toward both 
. -

Harvard University economist

Most of what ails the U.S. health
care system could be fixed with a
few changes in insurance laws—
that’s the seductively sunpie sugges­
tion made by Republicans in recent
TV ads in an effort to derail Presi­
dent Clinton’s health plan.

"Meaningless nonsense," says the
White House, which is sticking by its
prescription that only a
comprehensive pro­
gram of mandates, pur­
chasing pools, subsidies and govern- equally guilty as insurers of gaming 
ment regulations can restrain the insurance system." said Uwe 
medical costs and extend coverage Reinhardt, an economist and health 
to uninsured Americans whose num­
bers are increasing at the rate of one
million each year.

According to more than a dozen
independent experts consulted last
week, both sides in this highly parti-

anteed issue” because it gives them
what they-most want from health re­
form: protection against losing their
insurance when they become sick or
lose then- jobs. “It takes care of the
nightmare cases,” said John Shiels,
vice president of Lewm-VHI, a health
research firm in Fairfax . r

But “guaranteed issue" also invites | ed that 25.000'fewer people—a de- 
J____ II I t.t ___ . I .. . _ — ? . . *../ .

in and out of the insurance system,
going without insurance when they
are young and healthy but signing up 
as soon as they get sick or get ready 
to have a baby. “Consumers are

sports medicine, which tend to at­
tract younger, healthier customers,
while playing down specialties that Washington Business Group on
are likely to attract customers with Health, a. health lobbying group for
more expensive medical needs such large corporations. •’iis.i. 
as cancer treatment, obstetrics or ‘ •
heart surgery. . 

Other plans have gerrymandered gest concern for middle-class Amen­
their physician networks to focus on ‘ ‘ *  " '
doctors with offices in suburban lo- little for low-income workers at 
cations while excluding those with firms that offer no health benefits, 

on uninsured into the system. At offices along urban subway lines
ic same time, there are all sons of ' ....
sefui things we can do. along with 
isurance reform, that stop shon of
ic mandatory alliances and manda­
iry coverage of the Clinton plan."
One common element, known as 

juaranteed issue." would require
surers to extend and renew . ir-
;e to people with chronic illnesses
■ preexisting conditions. Such a
lange Likely would benefit about a  a d. ;
illion of the uninsured, according way to elunihaTFlCfe’saidT is to move
the U.S. Census Bureau. At the

me time, "guaranteed issue" would
ise insurance premiums for every-
e else, prompting some workers
go without.
But. middle-class voters tike 'guar-

ritution health expen Henry Aaron. J Such “cherry picking" can get tem—the doctors, the hospitals, die
But if insurance reform is somewhat quite clever. Health plans have been administrative apparatus—no one is

known to establish big programs in going to solve the problem of esca­
lating costs.” said Ann Marie 
O'Keefe, policy director of the

health expert John Goodman, it still have to the nation’s poor and

respons^k far driving up the cost of ket mechanism that ii--------7

petition among health plans—ancJ - ' P611000 among health plans—anc 
OavKj Bralg.aphysiaanand pro- . then I think you’re a lot of the wav 

there,’ he said.
‘ "The answer is not something as 
simple as insurance reform, and the 
answer is probably not somethin c 
with all bells and whistles of the 
Clinton plan," sauTCl’Keefe at the 
Washington Business Group on 

, . j Health. "The answer lies somewhere
cenUve both patients and doctors between.”

by seeking out the healthiest cus- . cal care that is used.
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dal Security). It ignores the trillion-dollar 
lifetime windfall that community rating will 
bestow on Boomers (who incurred no corre­
sponding cost when they were young). And it 
implies that most 60-year-olds are economi­
cally needier than most 25-year-olds (which is 
patently false).

Hillary Clinton has advanced the brassiest 
argument for picking the pockets of the 
young. One of the big problems with the 
current system, she says, is the health costs 
that millions of uninsured young people shift 
onto insured older workers. In reality, this 
effect is trivial, certainly when compared with 
the cost shifting by seniors with Medicare 
discounts. It cannot justify talking about com­
munity rating as an appropriate penalty for 
the irresponsibility of youth.

Given the political invisibility of today’s 

premium—probably, around $2,000 per year 
for a single person. Presto! The 25-year-old 
pays 100 percent more and becomes a $1,000 
yearly loser. The 60-year-old pays 40 percent 
less and becomes a $1,500 yearly winner. For 
family heads, the gap will be even wider.

If applied to everyone, strict community 
rating would mandate a total income transfer 
of at least $40 billion yearly—flowing away 
from the 55 million adults under age 35 and 
enriching the 49 million pre-Medicare adults 
over age 45. This “reform” would be equiva­
lent to a 7 percent tax on a typical young 
couple’s combined wages. That would make it 
about as large as their personal FICA tax 
(through which the young are already subsi­
dizing the health costs of seniors).

Such numbers are by no means hypotheti­
cal. Last year New York State instituted strict 
community rating for all small-group and indi­
vidual insurers. On Apnl 1,1993, the price of 
a standard fee-for-service plan rose from 
$1,200 to $3,240 (a 170 percent increase) for 
a single 30-year-old male—while falling from 
$5,880 to $3,240 (a 45 percent decrease) for 
a single 60-year-old male.

& 

Si

P1

agree on this measure, the 
general outlook for young peo­
ple is bleak. The Clinton, Kep- 
nedy, Gibbons and McDer­
mott plans all prohibit any 

-age-based variation in the pre­
mium or taxes payable for all 
insurance policies covered by 
their plans. Average price tag: 
$1,000 per young adult The 
Chafee and Michel plans allow 
a little variation, but would 
still cost young workers about 
$700 each. The Moynihan 
plan would allow an age varia­
tion up to a multiplier of two, 
thereby extracting roughly 
half as much ($500) per young 
worker. The Rowland plan and 
the Dole plan (which allows 
premiums to vary up to a mul­
tiplier of four, dose to the 
actual cost variation) are the 
only major proposals that 
would hold the young harm­
less.

Few national leaders have 
bothered to bring this massive 
youth tax to the public's atten­
tion. President Clinton has 
said that premium variations 
are unjust. If so, why for 
health insurance alone? Teen­
age boys pay four times more 
than their parents for auto 
insurance because they’re 
four times as reckless on the 
road—and nobody says that's 
unjust Some politicians argue 
that community rating, like 

I

well pass Congress. If so, brace for thr 
consequences.

L b' 
[i

BY RAHOV MACK B6HOP

" v-’ A

First, today’s young gem 
ation will become even po< 
er than they are now in re 
tion to the old. Alreac 

' according to the Census E

At the core of health insurance reform lies
an enormous hidden tax on youth. It's called
strict community rating. Politicians don’t dis­
cuss it, the media don't cover it, but this
multisyllabic catch-phrase threatens to move
at least $40 billion a year out of the wallets of 
young adults (under age 35) and into the 
wallets of the middle-aged (age 45-64).

If strict community rating is enacted, you
can ignore the talk about ail the special “win­
ners and losers" of health-care reform. The
real issue will be generational. The big win­
ners will be Clinton-aged Boomers now enter­
ing midlife; the big losers will be the young
men and women now entering the labor force.

Community rating is a much-heralded re­
form that would prohibit insurers from charg­
ing different premiums for different individu­
als. In its “modified’ form, it would simply
ensure that no one can be charged higher
premiums solely due to poor health or pre-ex­
isting conditions. This reform appeals to our
sense of fairness and entails no systematic
income transfer. But in its “stricter" form, it
would require insurers to ignore all distinc­
tions among individuals—including age—and 
charge a single community-wide fee.

Is this fair? Only if you think the federal
government ought to enact a large new social 
insurance program that would tax the young
to subsidize the middle-aged. Today, the typi­
cal 25-year-old consumes about $1,000 per
year in health-care services while the typical
60-year-old consumes about $3,500. The pre-
'miums an individual pays out of pocket or the
health costs companies take out of a worker’s
compensation generally reflect this differen­
tial. After strict community rating is enacted,  
however, people of all ages will pay the same Social Security, won’t’ take

— anything from the young that
they won’t get back as they 
grow older. But this argument 
assumes that such young-to- 
old income transfers are for­
ever sustainable (something
most twentysomethings al­
ready don’t believe about So- .

•*£.' •; reau, the real median incor
1 of households headed by pt

■ - pie under age 30 is 15 p<
cent lower, than it was wh 
Boomers were their age t- 
decades ago. With strict co 

. ■. munity rating, their purch; 
ing power could fall by ano 
er 7 percent.

Second, the new health 1 
could defeat its own prime 
goal: universal coveraj 
Since adults under age 35 a 
.currently the least insur 

 age group in America, tl

goal will only be achieved 
young people start purch. 
ing more insurance. Hu 

 premium hikes will have t

actly the opposite effe 
(Over the past IS mont! 
the New York experiment 
community rating has cam

 
 

a 30 percent rise in poL 
cancellations by you 
males.) The only practi 
remedy to this problem wot 

' be to combine strict comir 
nity rating with univer 
mandated coverage—wh. 

; . »would seal young people ir 
the system, force them to b 

'.vastly overpriced insuran 
and make them even me 
cynical about govemmt 
than they already are.

The final and most spect 
ular consequence of sti 
community rating may be [ 
litical. Right now, few you 
adults are paying attention 
health care reform. But ot 

community rating becomes law and yoi 
wallets are emptied, that will surely chan 
Come 1998, people bom in the ’60s and ’7 
will comprise America's largest generatior 
voters. Once mobilized, they will start de' 
ing elections. That’s when those who ta: 
the young to enrich the middle-aged could 
run out of office by those who find themsel 
stuck with the bills.

Everyone knows our health-care syst 
needs change. Costs must be controlled. P 
families must gain access to doctors. Insur 
must be barred from discriminating aga 
the sick. All this can be done without fore 
all younger workers to pay far more for he. 
care (and all older workers far less) than v. 
they actually consume.

Neil Howe and Bill Strauss are co-author
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"WHY UNIVERSAL COVERAGE IS ESSENTIAL FOR COST CONTAINMENT" 

Fact Sheet 

THE PROBLEM 

A. National Health Expenditures:

• lf we do nothing, health care spending will rise from 14% of GDP today to an
astonishing 18% of GDP in the year 2000 -- meaning that seven years from

today, almost $1 out of every $5 earned by Americans will go to health

spending. [0MB]

• Although the U.S. Ran.ks first in world in per capita expenditures on health care,

the nation falls short in basic indicators of health status. The U.S. ran.ks 19th in

infant mortality rates, 21st in life expectancy for men and 16th in life expectancy

for women. ["Health United States". Department of Health and Human Services. 1992]

B. Deficit

2. 

• More than half of the expected $295 billion increase in federal revenue between
1996 and 2000 will be absorbed by health care cost increases. ["The Economic. and..

Budget Outlook", .c..BQ, 1/94] ...... 

• For the next ten years, Medicaid and Medicare spending are predicted to increase

by I 0% or more each year -- growing significantly as a percentage of GDP. At
the same time, other mandatory spending is expected to remain constant as a

percentage of GDP and discretionary spending is expected to decrease. ["The

Economic and Budget Outlook", .c..BQ, 1/94]

State and Local Budgets: 

A. �

• In the last three years alone, state Medicaid expenditures have spiraled as a

percentage of state budgets -- from just over 8 percent in 1990 to 12
percent in 1993. (HHS calculations from National Association of State Budget

Officers data]

• State Medicaid expenditures are projected to consume nearly 18 percent of

state budgets in the year 2000 -- twice as much as they had just ten years
before. [HHS calculations from National Association of State Budget Officers data]

• In 1993, for the first time in history, states spent more on health care than

they did on tax-financed higher education. (National Association of State

Legislators]
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3. 

• In a recent study by the National Lea�ue of Cities, "health care was cited
as a burden by 42 percent of the cities." [Af, 7/11/94]

• For the third year in a row, health insurance costs were the biggest budget
problem. Over the past three years, health insurance premiums paid by
cities have increased nearly 10% in constant dollar terms. [�. 7/11/94]

Families 

• From 1988 to 1993, the average family premium for employer-based group health
insurance doubled, from $2,500 to $5,200. Families wanting to buy health
insurance directly from an insurer can spend as much as $10,000 a year. [HIM
( 1988) and KPMG Peat Marwick (1993) in New York Times. 6/12/94]

• In 1993, families paid two-thirds (67%) of all health care payments on average or
$5,190 -- three times the average family payment of $1,749 in 1980. [Lewin-VHI for
Families USA, 3/94]

• 

• 

• 

Family payments for health care are consuming larger and larger portions of 
family incomes. In 1980, health payments consumed 9 percent of pre-tax family 
income, on average. By 1993, health payments by families consumed 13. l percent 
of pre-tax income, on average. By 2003, without reform, this will rise to 20.1 % 
of family income. Under the Clinton proposal in that year, it would be 18.9%. 
[Lewin-VHI for Families USA, 3/94) 

Cost shift to insured families: 
In 1991, hospitals were left with an estimated $10.8 billion in unpaid bills 
from uninsured patients -- up from $3 .5 billion in 1981. [Lewin-I CF,� 
Aneeles Times, 4/12/92] 

Wa�e ar�ument: 
_ If health care had been reformed in 1975, American workers would have 
over$ 1,000 in extra wages each year. [Commerce Department, Office of 
Management and Budget] 

The amount of total compensation going to health care keeps growing -­
by 1993, an average of $1.10 of each worker's hourly wages went to pay 
for health insurance, up from 92 cents just two years before. Without 
reform, workers will lose another $600 per year in wages by the year 
2000. [HHS, 6/94; 0MB] 

-- . 
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WHY UNIVERSAL COVERAGE WILL CONTAIN COSTS: 

1. Emphasizing cost-saving preventive care and encouraging care in appropriate

settings

A. Emergency Room Use:

• According to the first national survey of hospital emergency room

departments, fifty-five percent of the 90 million emergency room visits in

1992 were for ailments that could have been treated elsewhere. [National

Hospital Ambulatory Medical Care Survey; 1992 Emergency Department Summary;

HHS, National Center for Health Statistics]

• Emergency room use increased by 19% from 1985 and 1990. Uninsured

people seeking non-urgent care was the number # l factor reported by 81 %
of hospitals. At the same time, there was little growth, if any, in

emergency room visits by patients with private insurance. [American College

of Emergency Physicians; I 993; GA.Q, "Growth and Change in Emergency Room Use'1

• Lack of primary provider was the primary reason for non-urgent
emergency room use in 1990 -- far ahead of "after office hours" or .,....:-

"convenience". ["Emergency Departments: Unevenly Affected by Growth and Change

in Patient Use", QAQ, 1/14/93]

• An emergency room visit costs at least three times that of a visit to a
community-based physician in the same area. [Department of Health and

Human Services, Inspector General Report, 1992]

B. Preventive Care:

• In 1989, only 1 in four full-time participants in health plans offered by
medium and large businesses had coverage for routine physicals or
immunizations. 40 to 60 percent of children under age 2 have not received
the recommended immunizations. [AARP Testimony, 5/6/94)

• Immunizations work and they're highly cost effective. Every dollar spent
on vaccinations for childhood diseases saves 10 to 14 dollars in long-tenn

costs. ("Preventive and Medical Services: Healthy People 2000", 11/18/92)

• A recent report indicated that one of every 10 hospital stays in

Massachusetts could be avoided by better preventive medical care for
conditions such as asthma, pneumonia and anemia. The study found that

Massachusetts residents check in for 55,000 avoidable hospital stays each

year, costing hundreds of millions of dollars. ("/ in JO Mass. hospital stays

preventable, analysis finds," Boston Globe]
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• At the University of California at San Diego in 1985. hospital care for babies born
with no prenatal care cost an average of $2,200 more than corresponding care for
babies whose mothers received adequate prenatal care. But such care cost only
about $1,000 per pregnancy. ["Opportunities/or Success: Cost Effective Programs/or

Children," Report of the Select Committee on Children. Youth and Families, 1988]

2. To enable deficit reduction:

• CB.Q.:. ''And.finally, as I noted earlier . .. the proposal should make

ever-increasing contributions to deficit reduction after 200../." [Reischauer Testimony.

Senate Finance Committee, 2/9/94]

3. Families Will Pay Lower Premiums

• CBO said the premiums under the non-universal Cooper proposal would be about
20% higher than those under the Health Security Act -- explaining that half of the
difference between the two "is largely attributable to adverse selection; the

Administration's proposal would require universal participation . .. "[CB.Q, 4/94,

p. 18]

• New Report: "Coverage, Premium, and Household Spending Implications of

Health Reform," Lewin-VHI for Catholic Health Association, 7 /18/94

• "Premiums are lower under universal coverage than under insurance
market reform or insurance market reform linked to subsidies."

• "Middle income families that currently have insurance will pay more

under partial reform than under reform that includes universal
coverage."

• With non-universal coverage, the average family who has insurance today
will pay an additional $182 in 1998 on premiums compared to universal
coverage.

• Under the best incremental reform package, an average household with
insurance today will spend an additional $105 in 1998. Under universal
coverage, that same family would� $233.

• In 1998, a family making between $30,000 and $40,000 will spend $472
more under a non-universal system. Under universal coverage, they would
save $241. [Note: This is lriJhQm wage effects -- businesses decreasing wages to

reflect higher health costs. With wage effects, the average currently insured family
spends � in 1998 under universal coverage.]
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With Non-Universal Approaches 

• Under a Cooper-style approach, Lewin predicts that. in 1998, "S8.1 billion of
hospital uncompensated care and the S0.5 billion.free physician care would

ultimately be cross-subsidized by private payers through higher patient charges
and insurance premiums. Partial reform will perpetuate the destabilizing effects

of this costs shift as much of the care provided to tlte uninsured would continue

to be shifted to the privately insured." [Lewin-VHI. 7/18/94, p. 4]

HA WAIi EXAMPLE 

• Hawaii Health Director: "The secret of our success . .. is prevention. We have twice as

many outpatient visits -- that is, people see their doctors several times a year -- and half
as many hospital stays, as the national average. People are encouraged to go to the

doctor early and often, thus minimizing the chance of costly operations for maladies that
could have been prevented." ["Hawaii: Selling an Example for the Rest of the Nation", New York
I.i.m.e.s, I I /14/93]

• "Hawaii has
70% of the national rate of acute hospital beds per l 000 population; 
90% of the national average for acute hospital utilization; 
61 % of the national average for surgeries; and 
48% of the national rate of emergency department utilization. 

There is no rationing and Hawaii has the same commitment to tertiary care and new 
technologies as other states. We believe the economies of low inpatient utilization are a 
major source of Hawaii's lower costs." [ "Hawaii's Employer Mandate and Its Contribution to

Universal Access," JAMA, 5/19/93]

• "Near universal coverage can dramatically improve overall public health, further reducing
spending and leading to a more productive work force. Hawaii officials cite the infant
mortality rate, which is down SO percent from its 1974 high of 16 deaths per 1,000 births
and the state's life expectancy of 78, the highest in the nation." ["Hawaii Presents Possible

Archetype for Clinton Health Plan," Los Aneles Tjmes. 7/8/94]



A. 

B. 

C. 

"WHY UNIVERSAL COVERAGE IS ESSENTIAL FOR COST CONTAINMENT" 

Annotated Bibliography 

Problem 
l. "The Ten-Year Budget Outlook," Con�ressional Bud�et Office, 1/94

Latest Congressional Budget Office Analysis of the explosion in government
health care programs -- compared to projected decreases in discretionary and other
mandatory spending.

General Cost Containment Articles 

l. Stephen Zuckennan and Jack Hadley, "Clinton's Cost Controls Can Work, 11 � 

Washin�on Post, l l/7/93 

A compelling defense of both the need to control costs and the mechanisms 
contained in the HSA. Explores the paradox of critics on the left saying that the 
cost controls "won't work" and critics on the right concluding that they "will work 
too well and lead to massive disruption in the provider system and the rationing of 
care." Concludes that "In reality, the administration's cost containment goal is 
modest . . .  This plan does not try to shrink health spending relative to where we 
are now . . .  The US. health system is fraught with inefficiencies and excess that 
have no measurable health benefits. 11 

2. Uwe E. Reinhardt, "Cut Costs? Of Course," The New York Times, 6/12/94

Highlights percentage of national product consumed by health care costs.
Challenges opponents of cost control: "[N]o other industrialized country would
even contemplate spending as much as 17 percent of its G.N.P. on health care,
and none spend even 10 percent today. Why then, should the Administration be
made to show 17 percent is implausible? It is the critics who should demonstrate
that it is unattainable. 11 

Hawaii Example 

l. 2 Page Internal Overview Of The Hawaiian System

2. Articles:
"Hawaii is a Health Care Lab as Employers Buy Insurance", Adam Clymer,

New York Times, 5/6/94

"Hawaii Presents Possible Archetype for Clinion Health Plan, "Los An�Ies
�. 7/8/94



D. 

Two good overviews of the Hawaiian system -- touching on both its successes and 
shortcomings. Will likely be the most recent articles these pundits have read on 
Hawaii. Primarily address the employer mandate -- its effects and implications -­
but also touch on some of the benefits of universal coverage and its cost 
containment implications. 

3. [excerpted] "Health Care in Hawaii: Implications for National Reform," General

Accountine Office, February 1994

Good quick summary of Hawaii's cost experience. This 5 page section of the
recent GAO study on Hawaii concludes that: "The cost experience in Hawaii is
seemingly anomalous because, while per capita health care costs [and health
inflation] are similar in Hawaii and the nation, insurance premiums are lower in

Hawaii."

Preventive / Emergenc::y Room Studies 

l. Emereency Room Studies

• [excerpted] "America's Health Care Safety Net: Emergency Medicine,"

American CoHeee of Emereency Physicians, 1993

Excerpts address the increased demand for emergency services and the
factors contributing to this demand. Also addresses the relation between
the lack of insurance and emergency room use, and the increasing use of
emergency facilities for primary care. [� This was released prior to

the HHS study [referred to below] which shows that over half of

emergency room visits were for non-emergencies. The comparable 1990
statistic referenced in this study is 42%.J

• "National Hospital Ambulatory Medical Care Survey: 1992 Emergency

Department Summary, " Centers for Disease Control and Prevention, HHS,
3/2/94

The first national survey of hospital emergency room departments,
conducted by the National Center for Health Statistics in 1992. Main
conclusion is that fifty-five percent of the 90 million emergency room
visits in 1992 were for ailments that could have been treated elsewhere.



2. Prevention Studies

3. 

' 

• "Preventive and Medical Services, 11 Speech by James Mason. Assistant
Secretary of Health, HHS [Under President Bush], 11/18/92

Explores the examples of waste, inefficiency, and lack of competition in
our health care system. Tried to answer the question of why we do not get
our money's worth in today's system: " ... for all our technology and all
our spending, we do not have the health outcomes we might expect."

• "How Much Is An Ounce of Prevention Worth?"Newhouse News Service,
12/17/94

Good balanced overview article -- describing the Clinton proposal, the
need for preventive services, and referencing the analysis that prevention
may not save money in the short run.

• "Reducing Health Care Costs by Reducing the Need and Demand for
Medical Services, "The New En2Iand Journal of Medicine, 7 /29/93

Written by the Health Project -- a well respected group of prominent
doctors, including C. Everett Koop -- the study advocates funding
preventive medicine as a way to lower long-term health costs. ''A
comprehensive health promotion program with multiple interventions can
save money both in the first years and over the long-run. " In reviewing
more than 200 health promotion programs in the workplace and other
studies, the researchers found evidence of significant savings.

Counter Prevention Ar�ument 

• "A Costly Ounce of Prevention: Early Medical Screening May Save Lives

But Not Money," Washinjlton Post, 8/29/93

Widely read article from Outlook section explores thesis that -- with the
exception of dramatic savings in a few areas, such as childhood
immunization and pre-natal cares -- preventive care will not really lead to
cost reductions. Prevention can, in fact, increase costs as expensive
illnesses are detected much earlier than they otherwise would have been
and millions of dollars are spent to screen people who would never have
gotten the disease in the first place.



E. 

• "Prevention May Be Costlier Than a Cure, "The Wall Street Journal,
7/6/94

Will be the last article on prevention read by these pundits. based on a 
very credible study. Overall theme was that prevention may not save 
much money. But, the study was on much more than health care -- from 
requiring airbags in cars to prescribing cholesterol reducing drugs to 
pollution control. It concluded that most effective preventive measures are 
in medicine -- "Childhood immunizations, drug and alcohol treatment 

programs and prenatal care are among the biggest life-saving bargains, 

the study shows. These lower the costs of caring for sick people, thus total 

costs can be more than offset by health care savings. . . " 

Premiums: Universal vs, Non-Universal 

l. [Excerpts] "Coverage, Premium, and Household Spending Implications of Health

Reform", Lewin-VHI, 7/18/94

The report compares the effects on family spending of: insurance market reforms 
alone, insurance market reforms with premium subsides (Managed Competition 
Act), and universal coverage under the President's HSA (with and without 
premium caps). It concludes that both premiums and household spending are 
lower under universal coverage than under partial reform. 



COMMITTEE FOR A RESPONSIBLE BUDGET 

Should be prepared to re�pond to 7/11/94 release 

• Members include: Edmund S. Muskie. Warren Rudman, David Stock.man, Roy Ash,

William Gray III, Robert Strauss, Paul Tsongas, Peter Peterson, Paul Volcker.

• AP Story, lead: "Overhauling the entire U.S. health system would be ''premature and ill­
advised" and President Clinton and Congress should settle for less, says a bipartisan

group of former government officials. "Reforming the health system cannot be achieved
in one omnibus piece of legislation, 11 the Committee for a Responsible Federal Budget

said in a bluntly worded, 148-worded report."

• Advocates going slowly and passing incremental reform measures to start with: Increase

availability of public, tax-financed health facilities and adopting measures to increase

access to affordable insurance for those who want it.

• "Universal coverage is a means to an end -- not the end itself
.
" 

• Warns of expensive new entitlements and impact on future budget.

• "Mandates are iaxes"

• We'll need to respond to: "Universal coverage is not a prerequisite to global cost
containment. It would assure everyone pays for health care, reducing the per capita cost
of coverage. But it would increase, not reduce, total costs, by increasing utilization of
health care. 11 

• "If we cannot afford the current projected trend in health spending, then we cannot afford
to reallocate every dollar saved through health ca�e reform on health care. "

Five recommendations: 

1. Require transparency in the budgetary treatment of health care reform.

2. Subject the financing for health reform to as thorough a debate and analysis as any
proposal affecting taxation.

3. Recognize the potential downside risks to the Federal budget and proceed with caution.

4. Reestablish deficit reduction as an essential goal of health care reform.

5. Proceed with changes upon which there is already broad agreement.

[Answer: We agree wholeheartedly with 4 out of 5 recommendations; 5 is problem} 



FAMILY SPENDING: 

UNIVERSAL COVERAGE VS. INCREMENTAL REFORM 

SUMMARY OF REPORT 
• A Lewin-VHI report -- "Coverage, Premium, and Household Spending Implications of

Health Reform" -- was released July 18, 1994 by the Catholic Health Association. The
report compares the effects on family spending of: insurance market reforms alone,
insurance market reforms with premium subsides (Managed Competition Act), and
universal coverage under the President's HSA (with and without premium caps). It also
addresses the effects of adding an individual mandate to the Managed Competition Act to
achieve universal coverage.

SUMMARY OF CONCLUSIONS: 
1. Premiums are lower under universal coverage than under insurance market reform or

insurance market reform linked to subsidies

2. Middle income families that currently have insurance will pay more under partial

reform than under reform that includes universal coverage

J. For currently insured households earning less than $100,000 annually, health

spending will decline under universal coverage with an employer mandate and cost
constraints.

OTHER INTERESTING POINTS: 

Household Spending Before And Aft§r Reform 
• "For the 76.5 million households that.currently have insurance, we estimate that

health spending is generally higher under partial reform than under universal coverage
with or without wage effects." [p. v]

• "Currently insured families earning less than $10,000 a year see a net decrease in
health spending under all four approaches, but middle income families that already
have insurance generally see an increase in spending under the Managed Competition
Act with or without universal coverage." [p. v]

• Even takin� into account wa�e effect: "Of the three universal coverage approaches,
the Health Security Act as written is the only one that reduces household spending for
currently insured middle income families, with or without wage effects." [p. v)

Cost Shift To Currently Insured 
• In 1998, "$8.1 billion of hospital uncompensated care and the $0.5 billion free

physician care would ultimately be cross-subsidized by private payers through higher
patient charges and insurance premiums. Partial reform will perpetuate the

destabilizing effects of this costs shift as much of the care provided to the

uninsured would continue to be shifted to the privately insured." [p. 4]
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Box 2-1. 
The Ten-Year Budaet Outlook 

If current policies stay unchanged, the federal 
deficit will climb steadily after the late l 990s, 
according to the Congressional Budget Office's 
latest look at the 10-year picture. CBO projects 
that the federal deficit (e,ccluding deposit insur­
ance) will be essentially flat in 1995 through 
1998. But it climbs every year after that. ulti• 
mately topping $360 billion in :!004 (see table). 
Of greater con;em is the deficit's trend a; a 
share of gross domestic product: from 2.2 1-er­
cent in 1998, it inches up in every year. ap­
proaching 3½ percent of GDP in 2004. 

What accounts for the escalating defi;;its 
after 1999'? The answer lies basically in the 
outlook for one fast-growing and one slow­
growing area of spending: health care and dis­
cretionary spending. 

Outlays for the two big health care progra.".Ils, 
Medicare and Medicaid, climb steadily by I 0 
percent or more every year over the 10-year 
period. Thus, they also climb as a percentagt of 
GDP: from 3.7 percent in 1994 to 6.3 percent in 
2004. Discretionary spending, in contrast. sinks . 
as a share of GDP throughout the entire period. 
Constrained by caps through 1998, it barely 
grows at all in dollar terms through then and 
falls from 8.2 percent to 6.7 percent of GDP­
more than offsetting the climb in health care 
spending. But the caps expire after 1998, and 
appropriations are a$Sumed to rise aaain in seep 
with inflation (in keeping with standard baseline 
methodology). Thus, although discretionll'}' 
programs continue to sink as a share of GDP in 
1999 through 2004, their decline (to 6 percent in 
2004) is less precipitous than in the earlier 
period and is not sufficient to overcome the 
unrelenting rise of health care spending. 

Most other areas of the budaet change little 
in relation to GDP over the 1999-2004 period. 
Revenues slip from 19 percent to 18.8 percent of 
GDP. Mandatory spendin& other than Medicare 
and Medicaid is expected to stay roughly con• 
stant as a share of GDP. The biggest such 

program, Social Security, remains at 4.8 percent 
of GDP; even by 2004, the first members of the 
post-World War Il baby boom are still four 
years from eligibility for retirement Net interest 
outlays hover around 3 percent of GDP, and the 
ratio of debt to GDP--which is basically flat in 
1994 through 1999-creeps up by about 3 per­
centage points (from 52 percent to 55 percent) in 
the five years thereafter. 

A year ago, CBO projected that the deficit 
would top $650 billion in 2003; by last Septem­
ber, CBO had chopped its projection to $359 
billion. The enormous improvement during that 
six-month period was almost wholly attributable 
to the enactment of an ambitious deficit reduc­
tion package. The newest projection for 2003, 
a deficit of $324 billion, is only a minor r�sion 
in comparison. Of the $35 billion revision, two. -
thirds stems from higher revenues as CBO has 
upped its estimate of potential gro"\\1h, and one­
third from lower interest costs as CBO has 
trimmed its estimate of federal debt. 

Of course, these extrapolations are not as 
detailed as CBO's usual five-year estimates. 
Rather than produce a meticulous 10-year pro­
jection for every program in the budget, CBO 
attempts simply to judge the likely trends in 
broad clusters of spending and revenues. And 
ifC&t uncertainties sU?Tound such long-range 
extrapolations. The economy's pcrfonuance is 
a bi& question mark; these projections are predi­
cated on continued growth in real GDP of 2.3 
percent annually in 2000 through 2004, on 
inflation of 3.1 percent. and on short-term and 
long-tenu interest rates (specifically, rates on 
three-month Treasury bills and 10-ycar Treasury 
notes) of 4.7 percent and 6.2 percent, respec• 
tively. The economy is bound to deviate from 
these assumptions in ways that cannot be antici­
pated. And other major uncertainties abound, 
most notably about futul'e trends in health care 
spending and about other open-ended commit­
ments, such as the pled&es for deposit insurance 
that proved so costly in the recent past. 

, 
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The Budget Outlook Through 2004 (By flacal year) 

1994 

Revenues 1,251 

Outlays 
0lscretlon-,y � 
Mandatory 

Social Security 318 
Medicare 160 
Medicaid 86 
Civil S.1"¥1ce and Military Retirement 62 
Other _fil 

Subtotal 803 

Dep03it Insurance -5
Net Interest 20, 

Ottsettlng receipts � 

Total 1,474 

Oeftcit 223 

Deficit E..xcludlng Deposit lnsu� 228 

08!:>t Held by the Publle 3,462 

rlevenues 18.8 

Ovt1aya 
Dlscratlonaty 8.2 
Mandatory 

Social Secu,tty .u 

Medicare 2.4 

Medicaid 1.3 

Clvtl S.rvica and MllltatY, Retirement 0.9 
�r ...J.J. 

Subtotal 12.1 

Deposit fn,uranc-e -0.1 
Net interest 3.0 
Off setting 19CeiP18 •1.0

Total 22.2 

Deficit 3.4 

Deficit Excluding Deposit tnsurara 3.4 

Debt Held by the Pubile SU 

SOUACE: � Budget Offlce. 
a. Lea than 0.05 ptR;errt of_GOP.

19$5 1ffl 1997 

In lllllona of Dollars 

,.� 1,411 U79 

541 5,,47 547 

335 352 370 
•77 

� 
215 

96 121 
f.5 67 70 

-2.!. � � 
844 B90 960 

-11 -14 -6 
,!12 228 239 
-n -74 •78

1,SC-9� 1�

,1, 166 182 

182 180 189 

3,IA2 3,822 4,021 

1998 

1,55e 

547 

388 
238 
135 

73 
� 
1,026 

-4 
249 

� 

1,7"3e 

180 

184 

4,218 

M • Peiwntage of GDP 

,�. 1 19.1 19.0 19.0 

7.7 7.4 7.0 6.7 

4.8 4.8 4.8 4.7 

2.5 u 2.8 u 

u 1.5 1.6 1.7 
0.9 0.9 0.9 0.9 

� ...u � ..u 
12.0 12.1 12.3 12.5 

-0.2 -0.2 -0.1 • 

3.0 3.1 S.1 3,0 

..:Ll. � � � 

21.S 21.3 21.4 21.2

2.4 2.2 2.3 2.2 

2.8 2.4 2.4 2.2 

52,0 51.7 51.7 SU 

1m 2000 2001 2002 2003 2004 

-

1,530 1,706 1,783 1,868 1,958 2,054 

56' 582 eoo 619 638 658 

408 429 450 473 497 523 
264 

� 

320 354 392 435 
151 186 206 227 250 

78 85 89 92 96 
199 205 211 218 225 � 

1,099 1,173 tTsi ;]39 � 1,536 

-4 -3 ' ·3 ·2 ·2 ·2 

261 270 283 298 315 334 
� ....:22 � ...:2! ·102 .:!Q§.

1,83,4 � 2,039 2,156 2.282 2,419 

204 226 256 288 324 365 

206 229 258 290 326 ..317 

4,441 4,686 4,961 5,268 6,611 6,995 

19.0 18.9 1U 18.8 18.8 18.8 

6.6 6.5 6.3 e.2 6.1 6.0 

4.7 4.8 4.8 4.8 4.8 4.8 
3.1 3.2 3.4 3.6 3.8 4.0 
1.8 1.9 2.0 2.1 2.2 2.3 

0.9 0.9 0.9 0.9 o.9 0.9 
...Y ..ll 2.2 _g ..ll ...ll 
12.8 13.0 w 13.5 13.8 14.1 

• • a a • a

3.0 3.0 3.0 3.0 3.0 3.1 
� � � ..:!:.Q _:!:Q � 

21.3 21.4 21.6 21.7 21.9 22.1 

2.4 2.5 2.7 2.9 3.1 3.3 

2.4 2.5 2.7 2.9 3.1 3.4 

51.7 62.0 62.5 53.1 53.9 54.9 
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HEADLINE: Clinton's Cost Controls Can Work 

SERIES: Occasional 

BYLINE: Stephen Zuckerman, Jack Hadley 

BODY: 
Controlling medical care spending is "Job One" for the Clinton 

administration's health care reform plan. System savings from successful cost 
control will help pay for extending insurance to the 37 million Americans who 
don't have it, for making sure that those who have it can't lose it and for 
guaranteeing that every insurance plan includes a comprehensive benefit package. 

Not surprisingly, critics from both the left and right are concentrating 
their firepower on the administration's cost-control plan. The criticisms can be 
roughly divided into two camps. One is that the plan's cost-control features 
won't work. The other, oddly enough, is that they will work too well and lead to 
massive disruption in the provider system and the rationing of care. 

What is the administration's cost control plan? Although often ridiculed as 
being of, by and for policy wonks, the basic strategy is quite simple. It ha� 
two lines of attack. The first is to promote competition among insurance plans 
under a cap on the average premium in an area. The second is to limit the amount 
of new money flowing into the system by capping the rate at which insurance 
premiums are allowed to increase. 

The Clinton proposal requires that all insurance plans offer a comprehensive 
package of benefits and charge the same premium to all comers, regardless of 
age, health history or employment situation. According to the theory of managed 
competition, with the product standardized and insurance companies less able to 
compete by rejecting or avoiding high risks, competition will have to take the 
form of price and quality competition. Insurance plans will attract customers 
and prosper by providing value for money. 



In spite of the promise of managed competition. it largely remains a theory. 
To put teeth into it, the Clinton plan will impose a financial penalty on any 
insurance plan that tries to increase its premium more than the cap allows. 
There is little doubt that if faced with constrained revenues, insurance plans 
will limit their expenses. Each plan will decide the best way to do this, 
including constraining the overuse of services and limiting what they pay 
doctors, hospitals and other health care providers. But they will have every 
incentive to do it in a way that doesn't drive away subscribers. One critic 
characterized this approach as "getting the insurance plans to do the 
government's dirty work." However, it seems far preferable that insurance 
companies that are responsible to their subscribers make these decisions than 
having the federal government involved in detailed price negotiations and review 
procedures with individual hospitals and physicians. As another critic put it, 
"That's like bombing from 30,000 feet. You can't see whom you kill." 

In reality, the administration's cost-containment goal is modest. Its 
original estimate is that annual savings would be $ 136 billion in the year 
2000. That's a lot of money to anyone. But let's put it into perspective. At the 
time this estimate was made, the Congressional Budget Office projected that 
health care would absorb 18.9 percent of GDP by the year 2000. The Clinton plan 
would bring that down to 17.3 percent. We currently spend 14.3 percent of GDP on 
health care, while no other industrialized country spends more than 10 percent. 
Thus, the Clinton plan's "draconian" cost-containment combination of more 
competition and caps on premium growth permits about a 3 percent increase in the 
share of GDP going to health. This plan does not try to shrink health spending 
relative to where we are now. No health care jobs will be lost, though fewer new 
jobs may be added in the future. 

How will the system respond to these constraints? The specter of sick 
patients being unable to receive care is completely farfetched. The U.S. health 
system is fraught with inefficiencies and excesses that have no measurable 
health benefits. The constraints on spending growth will, for example, force 
more triage to reduce the estimated 15-30 percent of diagnostic tests and 
surgeries that may be unnecessary. Private insurers will no longer be willing to 
pay providers prices that are 30-40 percent above Medicare, nor should they. 
Providers will be able to survive with lower prices for private patients, 
because universal coverage will mean an end to uncompensated care and low prices 
for Medicaid beneficiaries. 

Studies of the present system have shown that hospital costs are 10-15 
percent higher than they would be if all facilities produced services more 
efficiently, and this excludes savings that would accrue from not producing 
unnecessary services. Imposing financial pressure through caps on premiums means 
some hospitals will scale back their investments in buildings and equipment -­
which are often underutilized -- and reorganize their staffs. 



Our own current research on a nationwide sample of almost 1.450 hospitals 
suggests that they respond to financial pressure primarily by controlling costs. 
The 25 percent of hospitals with the lowest profits in I 987 experienced cost 
increases of 13.3 percent between 1987 and 1989 compared with an average of 27.6 
percent for hospitals with the highest profits. In contrast, for both groups of 
hospitals, total revenues grew at virtually the same rate, about 21 percent over 
the three years; 30-day post-admission mortality rates for Medicare patients 
improved slightly; and the shares of hospitals' patients covered by Medicare and 
Medicaid increased by about 3 percent. 

Patients will also need to change. They may need to accept a less-intensive 
approach to diagnosis and treatment as currently practiced in the best-quality 
HMOs. And they may also need to consider whether a high-cost health plan is 
worth the extra money. If it is not, consumers will be able to choose a less 
costly health plan. People may not like these changes simply because change can 
be uncomfortable. However, Americans will no longer fear losing their coverage 
if they become very sick or lose their jobs. 

How fast would spending growth begin to subside? If the speed with which 
hospitals have responded to Medicare's prospective payment system, other 
rate-setting systems and lowered-profits is a guide, the answer is almost 
immediately. When providers are paid less, they move quickly to cut their 
expenses and organize service delivery more efficiently. When Medicare phased in 
its prospective payment system between 1982 and 1984, hospitals that faced the 
greatest potential financial loss held their expense growth to one-third that of 
hospitals facing prospects of financial gain, 3 .2 percent compared with 10.2 
percent. Hospitals in California that faced strong competitive pressures as well 
as prospective losses from PPS actually cut their costs by 4.3 percent between 
1983 and 1985. The annual increase in the volume of so-called "overpriced 
procedures" provided to Medicare beneficiaries by physicians fell from 9.3 
percent in 1986-87 to 2.4 percent in 1988-89 in response to a 2.4 percent cut in 
average fees. Given this evidence and congressional action within the next year, 
the system should be able to adjust by the year 2000 �ithout major adverse 
consequences. 

The Clinton proposal aims to alter incentives by a combination of regulatory 
and market forces. Some critics would rather see much greater reliance on 
changes in the tax treatment of health insurance premiums as the way to change 
incentives. Despite its intellectual appeal to some, there is little evidence to 
show that this approach would succeed. On the other hand, even though strict 
systems of regulated spending and price controls have good track records of 
controlling costs, they do not have widespread political support. Many people 
view such systems as administratively burdensome, inflexible and likely to lead 
to explicit rationing. 



The Clinton proposal relies on competition among plans. but limits the amount of tax­
subsidized dollars that can flow into the system and requires the development of a 
potentially regulatory framework for limiting total spending. This is a compromise. But. 
its acceptability and iikely success may be greater than either pure alternative. 

Stephen Zuckerman is a senior research associate at the Urban Institute. Jack 

Hadley is co-director of the Center for Health Policy Studies at Georgetown 

University School of Medicine. 
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vut Costs? Of Course 
By Jerry L. Mashaw 

and Theodore R. Marrnor 

NEW HAVE.'-1 

ganLZauon and pracuces varv sub­
stanually 111 different geographical 
areas. as do demographics and pohu­
cal beliefs. They could develop a plan 
that mouvated state e.xpenmentauon. 
rather than mandatU1g a sU1gle 
system for the enure country. By Uwe E. Reinhardt 

PRINCETOS. 1'.J. The Congrl'Ssronal 
Budget Office forecast 
last year that spending 
on health care would 
nse from 14 percent of 
the gross nauonal 

product to 19 percent by the year 
2 000. 

"Impossible'·· shouted America ·s 
pundits. That level of health spending. 
they said. would bankrupt the coun­
try. 

Then President Chnton proposed to 
bring that pro1ected growth down to 
··only" Ii percent of the G.N.P. by the
year 2000. 

"Impossible'" shouted Amtnca·s 
pundl!s. Such a steep decl111e Ill 
spending would lead to rauonmg of 
care. they argued. 

Wl11le Americans are thus me­
andermg from despair over the pros­
pect of deprivauon at 17 percent to 
ar�·· over f111anc1al collapse at 19 

, no other 111dustnahzed na­
uld even contemplate spend• 

, much as 17 percent of its 
G.:-,.P. on health care, and none spend 
even 10 percent today. 

Why, then, should the Admm1stra­
uon be made to show Ii percent 1s an 
1mplaus1ble goal? It 1s the critics who 
should demonstrate that it 1s un­
auamable 

Let us exan,ine the projected cull 
m spending on Medicare, the health 
insurance program for America's 
elderly. For that program. the Pres!· 
dent would allow annual spend.Ina to 
111crease from Sl28.8 bLlhon m 1993 to 
as much as $207.8 billion m the year 
2000. That represents an average an­
nual compound growth rate of i.l

percent. 
Can America ·s physicians really 

look the taxpayer Ill the eye and ar­
gue that even accounting for infiauon, 
they could not treat the elderly prop­
erly for S207 .8 b1lhon m the year 2000?

To put that question m perspective, 
consider some fascutau.ng data pub­
lished m The New England Journal of 
Medicine in March 1993. 

The authors of a.n article on Medi­
care spending m cmes found that 1n 
1989. after ad1usting for differences 

Uwe E. Reinhardt 1s professor of po­
ltttMI economy 01 Princeton. 

Ill age and sex. Medicare payments · care reform has The debate over health 

for doctor·s care. per benef1c1ary, reached a cm,cal 1unc-
vaned from lows of S822 in M1Meapo- ture. There 1s s1gn1f1-
1Js. S872 m San Francisco and S954 m cant opp.>s1t1on in Con-
New York City to highs of Si.◄93 Ill gress to the Clmton 
Detroit Sl.6.J� m Fort Lauderdale plan wuhout anything like consensus 
and Sl,874 Ul Miami. on an alternauve. 

Should not America's physicians, How can a workable version of na-
and the legislators from the high-cost llonal reform be enacted when there's 
states, be made to defend these dif- no ma1onty for any single plan? The 
ferenuals to the taxpaying public? challenge for reformers is to find a 
Suppose Congress arb1tranly slashed strategy that reflects the pohucal
Medicare reimbursements for Miami agreement on the goals of health re­
phys1c1ans by 20 percent. Even after form as weU as the disagreements on 
this budget cut, Miami physicians soluuons. 
would sull be absorbing 57 percent The reforme� are split into factions 
more Medicare dollars per beneficia- favonng managed compemlon. a sm­
ry than their colleagues Ul New York, gle-payer system, expansion of Medi­
and 82 percent more than their col- care and various hybrids of these ap­
leagues in Mllllleapohs. proaches. But these divisions should 

Manv cnlle!> argue that the 37 mil- . not obscure the broad agreement 
hon wi'msured Americans could not \ among reformers on fundamental
poss1blv be accommodated at spend- • pnnciples: universal coverage, reli-
111g levels of "only" 17 percent of the able cost containment and radical re-

form of health insurance pracuces. 

No nation spends 
nearly as much on 
health as we do. 

G.N.P. Oddly enough, some of the 
same crtucs also assert that these 
Amenca.ns merely lack health insur­
ance, not health care. for ttiey •Ilea· 
edly receive adequate treatment at 
the e�nse of paymg patients to 
whom the cost of that chanty care tS 
shifted 

But If the uninsured already get the 
CMre they need. why should insurina 
them all of a sudden break the naliOn­
al bank? On this point, too, opponents 
of the President's health care plan 
shOUld try harder to get their stones 

straight. 

If a legislative proposal ca.n be de­
.-veloped that brtngs together all those 
11Senous about health reform - no mat­
ter what opuon they favor - a ma1or­
ity can be created to oven:ome the 
resistance of reform's opponents. The 
tnck, then, is to pursue leg1slauon that 
builds on the reformers' :ommon 
goals while recogruzing their differ­
ences on ho• to actueve them :.dmU11s­
tratively. One solution is the federahst 
opuon. 

After all, the states have already 
achieved mare on reform uu.n Con­
gress has. There 1s no reason 10 stop 
their progress. and every reason to 
encourage it. The federalist approach 
would set national standards for 
health wurance - that It be universal 
and portable (not based on residence 
or employment), cover all medical 
necessities and have effective cost­
containment methods plus clear ac­
countability for the quality of the over­
all system. 

Hav111g done that. the Government 
could promise to conunue its current 
financial contnbutlons to heaith care 
so Iona as the states met its conditions 
for acceptable plans. That would free 
states to expenment with any of the 
options the Administration has out­
lined - or any others, either existing 
or under development around the 
country. 

Mr. CIU11on could insist that nauonal 
leg1slauon - Medicare. Med1ca1d. the 
Employee Reurement Income Secun• 

Let the states 
experiment. 

ty Act and the Internal Revenue Code 
- not get Ul the way of state U1J1ova­
tion, but nonetheless Impose sanctions 
on states that did not conform to broad 
national standards.

This approach recogntzes that the 
nation does not yet know what works 
or will work everywhere. It would help 
the nation learn from successes a.nd 
failures while avoiding the . possible 
total failure of a plan imposed from 
Washington. 

If Congress-adopts an unproven and_ 
untested version of the--Clmton plan 
and II turns out to be the health care 
equivalent of a tram wreck. it would be 
sensible not to have the whole countrv 
on the same tram at the same ume.:: 

The Clinton Administration's pro­
posal i.s complex enough to offer a.ny 
would-be crmc many targets of � 
ponunuy. It Is puzzling that the
spending forecast Is chief amona 
them. Sure, Mr. Clinton could explain 
his forecast better than he has done 
so far. But the burden of proof on this 
issue CJU&ht not to rest with the Presi­
denL It rest.s on the shoulders of his 
cnucs, for it is they who have much 
eJCl>lainin& to do. □

In short, Mr. Clinton and Congress 
could acknowled&e that medical or-. , 

Jrr,y L Ma.thaw and Thtodorr R .. 
Marmor. co-authors of "Ammca's 
MiS&Uldrrstood Wrl(arr Siau," arr. 
rw1pectiv«ly, professors of law and 
mo,wz,.nwnt at Yalr. 



STATE OF HAWAII 

Summan·: Hawaii has moved closer to uni\·ersal access than any other state through its 
combination of employrrtent-based coverage. Medicaid. and a state-subsidized insurance program 
for the "Gap Group" -- those not qualified for either employer-provided or Medicaid coverage. 
State officials estimate that only about 4 percent of Hawaii's population remains uninsured -­
compared to estimates of 15 .3 percent nationwide. 

Features: 

I. Shared Employer-Employee Responsibilitv: The foundation of Hawaii's approach is its
1974 Prepaid Health Care Act which requires that all employers provide health insurance
to their employees. Employees must elect the insurance unless they have comparable
coverage from another source. Employers and employees share financing of premiums.

• The law specifies that employers must provide an extensive package of medical, hospital.
and laboratory services that meets minimum standards specified in the Prepaid Health
Care Act. Employers have a second option of providing a state-approved benefits
package more limited than one of the standard plans and then paying half the cost of
dependent coverage.

• In 1990, 88 percent of Hawaii's under-65 population were covered by employer-based
insurance. provided primarily by two large insurers -- a standard fee-for-service plan from
Hawaii Medical Services Association (Blue Cross/Blue Shield) and an HMO plan from
the Kaiser Foundation Health Plan.

II. Medicaid Insurance: In 1990, another 7 percent of Hawaii's residents �ere insured
through Medicaid. Hawaii has a very expansive Medicaid program, accepting a greater
percentage of it low-income population than most states. In addition, Hawaii ranks third
among the states for the greatest number of Medicaid service options -- with a
comprehensive benefit package that covers medically necessary, and some preventive,
care.

III. State Health Insurance Pro�ram (SHIP) for the Gap Group: In 1989, the Hawaii
government estimated that about 5 percent of the population remained uninsured, neither
covered through employer-provided insurance nor eligible for Medicaid. In response to
this problem, the Hawaii legislature created the State Health Insurance Program (SHIP) to
provide state-subsidized private health insurance for the low-income uninsured.

• The state purchases health insurance for SHIP enrollees from HMSA and Kaiser. The
state pays the entire premium for those whose income is under the poverty level;
members with incomes above poverty pay a sliding scale share of the monthly premium.



• SHIP's benefits package is \·ery different from Hawaii's employer-pro\·ided plan and the 
:\1edicaid program. Benefits are heavily v-:eighted toward pre\·entive and primary care. 

with full coverage for prenatal. well-baby. and well-child physicians' benefits as ,,·ell as 
coverage for hearth appraisals. Other physician care and hospital coverage have set 
limits. 

Small Business: Small businesses in Hawaii pay less for health insurance that their counterparts 
elsewhere in the U.S. There are several reasons: (a) since most people are insured, there is less 
uncompensated care and therefore less cost shifting; (b) all insurers must cover all employees in 
a group, regardless of medical ccndition or risk; ( c) the two dominant insurers voluntarily 
established an adjusted community rating system which allows small businesses to offer their 
employees health care benefits comparable to those offered by large employers. The Prepaid 
Health Care Act facilitated the use of community rating by requiring that all employees obtain 
insurance, thus preventing healthy people from opting out of the system. 

No Strooi Cost Controls: Hawaii's reforms have not shielded it from the national trend of rising 
health care costs. although state officials note that while Hawaii's health care spending tracked 
the national average, it was providing increased access to health care for all its citizens. 
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HEADLINE: Hawaii Is a Health Care Lab As Employers Buy Insurance 

BYLINE: By ADAM CLYMER, Special to The New York Times 

DATELINE: HONOLULU, May 3 

BODY: 

The toughest question in the health care debate is whether to require employers to buy 
insurance for their workers. 

But if members of Congress could overcome their fears of being accused of 
junketeering and actually visit Hawaii, they would find compelling evidence about how 
such a system actually works, and they would not have to rely on a range of absolute, if 
uninformed, opinion. 

About 96 percent of Hawaiians have health insurance. Employers, regardless of the 
size of their work force, must pay for most of it. Nonetheless, they have thrived, despite 
frustration over expanding benefits and rising costs. 

Moreover, Hawaiians seem healthier, and more satisfied with their health care, than 
other Americans. 

Recent surveys by both the Northwestern National Life Insurance Company and by the 
American Public Health Association have rated overall health in Hawaii better than in 
any other state. The Federal Centers for Disease Control and Prevention ranked Hawaii at 
or near the top in low infant mortality, longevity and early death from heart and lung 
disease and cancer. 

Two opinion surveys sponsored by the Kaiser Family Foundation found that 82 percent 
of Hawaiians, compared with 71 percent of Americans overall, were satisfied with their 
health care services. Only 18 percent of Hawaiians, compared with 39 percent of 
Americans, said their health care system worked badly. 

There are no comparable surveys of doctors, many of whom complain that they make 
less money in Hawaii than they could elsewhere. But Jonathan R. Won, executive 
director of the Hawaii Medical Association, said that in a very portable profession few 
doctors had moved away. "Physicians really say, 'I choose to practice here,'" he said. 
"Nobody has come up with a better idea as yet,'' he said.' 



Hawaii is also the only state where a recent United States Chamber of Commerce 
survey of its membe�s, who are mostly engaged in small business, found a majority 

backing compulsory payments. 

Hawaii is the only state with experience with that system, but it is a little-used 

laboratory. Only one Congressional subcommittee has come here this year to hold a 
hearing. Nor is there significant academic research, even by the University of Hawaii. 

Still, 20 years of Hawaiian experience does offer support for requiring employers to 
pay, as President Clinton has urged, but also for some of the fears that the proposal raises 
among small businesses. 

It is clear that the "employer mandate," as the requirement to buy workers insurance is 
known here and in Washington, has succeeded in bringing Hawaii to the threshold of 
universal health insurance coverage. That seems to have helped restrain health care 
inflation, a serious problem here but less critical than on the mainland: health insurance 
premiums are about 30 percent cheaper here, while almost everything else in Hawaii is 
more expensive. 

The state health director, John C. Lewin, argues that the system has done more than 
that. "By emphasizing primary care, it has improved the health status of the people of 
Hawaii," he said. As one example, he said, early detection of breast cancer -- despite a 
high rate of it in Hawaii -- had enabled the state to achieve the nation's lowest rate of 
mortality from the disease. 

Yet Hawaiians seem rather blase about the fact that they have something unique. So 
they may not notice being free of the mainland fears that their employers will cancel a 
health plan, or that existing medical conditions will either keep them locked in their jobs, 
force up their rates or deny them insurance altogether. 

Nor is there an echo of the intense lobbyists' argument in Washington that compelling 
most employers to pay for insurance will cost millions of jobs and force thousands of 
companies out of business. That did not happen when Hawaii's mandate took effect in 
1975, nor during the worst of the recession of the 1980's, nor in the last few years, when 
insurance premium inflation occasionally reached double digits. 

Full-Time Workers Covered 

Part-time workers under 20 hours a week do not have to be insured, but no matter how 
small a company is, it must cover all its other workers -- and without the kind of 
subsidies contained in President Clinton's proposal. A report this year by the General 
Accounting Office, the investigative arm of Congress, said, "We found no evidence that 
the employer mandate resulted in large disruptions in Hawaii's small-business sector." 



But a different, less shrill concern of small business heard in Washington does echo 
here, that Congress may include enough exemptions and subsidies to make the employer 
mandate bearable wh_en it takes effect, but not forever. That has been a problem in 
Hawaii. As Bette Tatum, state director of the National Federation of Independent 
Business, put it here the other day, "Subsidies come and go; mandates last forever.". 

There is no doubt that Hawaii's system is tougher on employers now than when it was 
enacted. 

Limits on Worker Premiums 

Over the years, Hawaiian officials have been prevented by Federal law from raising the 
ceiling on worker contributions to health care that the state law set in 1974. It is limited to 
1.5 percent of a worker's salary, and no more than half the premium. For a minimum­
wage worker in 1975, the limit of $5.20 a month was nearly a third of that year's $18.62 
monthly cost of basic health insurance. 

But health insurance costs have grown much faster than the minimum wage, which was 
$2 in 1975 and is $5.25 here now, or $910 a month based on a 40-hour week. The most 
that can be deducted from a minimum-wage worker now is $13.65 a month; that is such a 
small share of the $131.02 premium for a worker's basic coverage that many employers 
do not bother to collect it. 

Though Federal law blocked Hawaii from requiring workers to pay a bigger share of 
their insurance premiums, Hawaii's lawmakers found a way to add benefits. 

Barred from amending their 1974 Prepaid Health Care Act, Hawaiian legislators 
changed the basic insurance laws, requiring all health insurers and health maintenance 
organizations to add coverage for mental health and drug and alcohol treatment, 
mammograms, more well-baby care and in-vitro fertilization. 

More Benefits, But Low Cost 

Marvin Hall, president of the Hawaii Medical Service Association, the local Blue 
Cross-Blue Shield group that covers just over half of Hawaiians, says those additions 
amount to less than 10 percent of a premium. 

Beyond the cost, the fact that the heavily Democratic, pro-labor Legislature shoved the 
changes down its throat rankles small business. Don Moore, who runs the hardware store 
in Kula, on the island of Maui, said scornfully, "They keep adding bells and whistles." 

Teena Rasmussen, a wholesale flower grower who produces leis and bouquets in Kula, 
said the combination of new mandates and health care inflation "was not something the 
employer had any method of covering, except by lowering the coverage." She said 
foreign competition prevented her from raising her prices. While she once voluntarily 



helped cover workers' families. she no longer does so and is buying the cheapest co,·erage 
she can for her nine full-time employees. But there is no business revolt. "Employers are 
very resigned to it over here," she said. 

'Hardly Worth It' 

Mr. Moore certainly fills that bill. "There are costs in any business," he said, "and 
certainly health insurance is one of them. It's pretty consistent that it goes up, but I 
wouldn't say that it has gotten out of hand." He could deduct a total $200.85 from his nine 
insured workers every two weeks. But, he said: "The 1.5 percent is hardly worth it. 
You've got an employee relationship to maintain." 

One more local business gripe is a counterpart of the widespread doubt that Congress 
will subject itself and Federal workers to the same tenns it imposes on the rest of the 
nation. Consider the way state government treats itself here. It pays 60 percent of the cost 
of insurance and requires workers to pay 40 percent. 

Big business has less trouble with the system. Of the 17 percent of Hawaiians in 1974 
who lacked insurance that would cover both doctor and hospital bills, most worked for 
small companies. in small factories, shops, restaurants and similar businesses. This is a 
heavily unionized state, and most union contracts had ample health insurance 20 years 
ago. But other big businesses, to compete for workers, matched that benefit. 

Putting Theory to Work 

Peter Lewis, vice president of Hawaiian Electric, the islands' major power company, 
said: "Speaking for most big businesses, we support the idea of the Prepaid Health Care 
Act. As a company, we are very much focused on the preventive end. In the long run, it 
will save us money." 

After 1975, commercial insurers, denied the chance to avoid unhealthy clients, quickly 
dropped out of the market, and the H.M.S.A., the Blue Cross carrier, with about half the 
market, has competed ever since with Kaiser Pennanente, whose H.M.O.'s have about a 
fifth of the market. The competition has kept prices down and encouraged the sort of 
preventive care that means a slightly above-average rate of doctor visits yearly but also 
lower hospitalization rates, shorter hospital stays and less frequent surgery. 

There are disputes about how complete the insurance coverage really is. Speaking for 
the independent-business group, Mrs. Rasmussen, the flower grower, told Congress that 3 
percent to 7 percent of Hawaiians were not covered and "many experts estimate that the 
numbers may be higher." Dr. Lewin often claims 98 percent coverage. 

Analyses based on the Census Bureau's monthly household survey suggest that 93 
percent of Hawaiians have health insurance. A much larger survey, conducted by the state 
Health Department, indicates that 96 percent of Hawaiians are insured. 
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(ATTN: National editors) (Includes optional trims) 
Hawaii Presents Possible Archetype for Clinton Health Plan (Waianae) 
By Edwin Chen= (c) 1994, Los Angeles Times=

�AIANAE, Hawaii Atop a wind-swept bluff with an aquamarine vista that a 
resort would envy, the Waianae Comprehensive Health Clinic on Oahu's 

� �ard coast offers a compelling view of the benefits and limitations of the 
employer mandate the c�ntroversial linchpin of President Clinton's health 
reform plan. <=>P 

After 20 years under a state law that requires employers to pay /1 
portion of their workers' health insurance, 96 percent of Hawaiians enjoy 

edical insurance, easily the highest percentage of any state. Yet this rural 
linic still provides $1 million a year in uncompensated care to those 

lacking coverage, mostly people who drift in and out of odd joba, seeking 
treatment only when a serious problem arises. 

''Hawaii's not perfect,'' says Dr. Jack Lewin, a chief architect of the 
state's recent efforts to cover everyone. ''But we have powerful lessons for 
the future. We're not theoretical. We're real.'' 

Many lawmakers and analysts, the president among them, believe requiring 
employers to pay the lion's share of their workers' health costs is the most 
feasible way to achieve universal coverage and that spiraling costs cannot be 
contained until everyone including the nation's 38 million uninsured is 
covered. But others believe cost containment must come first, with the savings 
used to gradually extend coverage. They also believe an employer mandate would 
pose severe financial burdens on many businesses, costs that will only grow. 

Hawaii's unique experience as the only state with an employer mandate 
offers lessons for all participants in the debate. 

Some ·of the results of the state's experiment: 
Hawaii has contained costs, even while expanding coverage, and is - __ 

� -caching universal coverage, with 96 percent of its 1.2 million residents
ced. The explosive growth of insurance costs for all, especially amall

� .nesses, has been lowered by 30 percent or more.
An employer mandate alone does not guarantee that all will be insured.

Other programs must be put into place to pay for the medical care of thoae who 
slip through the cracks. 

Independent studies have shown that the employer mandate has not reaulted 
in ''disruptions'' or high unemployment among small businesses here, but the 
costs to such firms have clearly grown over the years. The employer•• ahare of 
premium payments have skyrocketed in relation to employee contributions and 
the state has required a slew of new benefits that must be covered; which have 
further driven up costs. 

A Louis Harris and Associates poll, sponsored by the California-baaed 
Kaiser Family Foundation, found that 56 percent of small businesses in Hawaii 
cited health insurance as ''a major problem,'' more so than any other 
government mandate. And yet, the identical percentage also said they would 
support an employer aaltdate it one were proposed today. 

Nearly universal coverage can dramatically improve overall public health, 
further reducing spending and leading to a more productive work force. Hawaii 
officials cite the infant mortality rat�, which i• down 50 percent froa it• 
1974 high of 16 deaths per 1,000 births and the ■tat•'• life expectancy of 78, 
the highest in the nation. 

When Hawaii adopted the Prepaid Health Care Act in 1974, aoat of tbe 
state's then-million residents already were insured. The -ployer aandate was 
designed to reach the 17 percent believed to be without coverage, roughly the 
same percentage of Americans nationwide who now lack health inaurance. 

�11 employers were required to pay for at least 50 percent of an 
,yee'• health insurance pr-iums. But the ■tate law capped a worker•• 

Cv •• �ribution at 1.5 percent of wages. A minimum-wage worker in tbe aid-1970a, 
when health costs were much lower than they are now, paid al■oat one-third of 
the cost of his insurance premiums. 
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Over the years, insurance premiums skyrocketed, far outpacing the growth 
wages. Yet the 1.s percent cap remained, meaning that employers were forced 
pay an increasingly disproportionate share. 
''Workers are not being asked to share the burden. There has to be more of 

�red responsibility,'' said Russell R. Watanabe, president of a 
ly-owned flower and floral supplies business in Honolulu. 

(Begin optional trim) 

state officials concede the point. Lewin, the former state health director 
who is now seeking the Democratic gubernatorial nomination, says the cap on 
individual contributions should be raised to ''somewhere between 3 percent and 
6 percent'' to make the arrangement more equitable. 

(Originally, Hawaii had �ntended a 50-50 split between employer and 
employee.) 

Watanabe and many other small business owners also complained that the 
frequent addition of new and costly benefits such as in-vitro fertilization 
and mental health have forced many small business owners to reduce other 
benefits, to lay off employees, to hire more part-time workers, or simply to 
''throw in the towel'' and close their doors. 

(End optional trim) 
While Clinton would require employers to pay the premiums of part-time 

employees working as little as 10 hours a week, Hawaii placed the cut-off at 
20 hours or more per week. 

Watanabe and other entrepreneurs saia some business owners have attempted 
to duck the mandate by hiring part-timers to work only 19 hours a week. In the 
Harris poll, three out of 10 companies said they had engaged in the _practice 
ir the last two years, specifically to avoid the requirement. But •�te :-

:ials dispute such claims, noting that the percentage of part-ti•• workers 
_he_Islands (18.2 percent) is lower than on the mainland (19.2 percent). 

(Begin optional trim) 

A Government Accounting Office study this year concluded that the employer 
mandate in Hawaii ''bas not resulted in large disruptions•• uaong ••all 
businesses. 

Despite such efforts to reach universal coverage in the state, a• aa.ny as 
20 percent of patients who show up at the Waianae clinic are uninaured, aays 
administrator Richard Bettini. 

And it's the same story at the bustling Queen Emma Clinic in downtown 
Honolulu. Of the 38,000 patients who visit the clinic each year, one in four 
is uninsured, according to director Chuck Duarte. 

(End optional t:J"i•) 
But despite •o•:»roblems in achieving total coverage, official• here 

generally agree thtt .the employer mandate is the essential building block of 
universal coverage. 

''Without it,•• say• Marvin Hall, Hawaii'• top private health inaurance 
executive, ''you are just not going to do the job.'' 
-END-OF-AUTOBREAK(l)-
-AUTOBREAJC(2)-FOLLOWS

**** tiled by:LAWP(--) on 07/08/94 at 03:04EDT •••• 
**** printed by:WHPR(160) on 07/08/94 at 07:26EDT ****
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demographic characteristics of the conummities they serve. In addition, 
the representatives are concerned about the centers' financial viability 
under Ql"EST.

Center representatives believe that some of these problems would be 
alleviated if an individual or a group of community health centers could 
successfully bid to become a Ql"EST managed care plan admirustrator. 
However. they believe QL"EST performance-bond and geographic-coverage 
requirements are significant barriers to successful center bids.24 

The cost experience in Hawaii is seeMingly anomalous because, while per 
capita health care cost.s are similar in Hawaii and the nation, insurance 
premiums are lower in Hawaii. PHCA was intended to expand access to 
coverage, but it did not include explicit effort.s to control health care 
costs.25 

/ :-

Per capita expenditures in Hawaii have been very similar to the national 
average since 1974, and both have increased more rapidly than the overall 
rate of inflation. The same factors in the health care economy have 
influenced this trend in Hawaii and the rest of the nation. At the same 
time, however, health insurance premiums are generally lower in Hawaii 
than in the nation as a whole and have risen at a slightly slower rate than 
nationally. 

Hawaii's per capita health care expenditures continue to be similar to 
national levels. We reported earlier that Hawaii's per capita health care 
expenditures from 1974 to 1982 tracked the national average at the same 
time the state widened access to coverage through it.s employer mandate.26 

Similarly, from 1980 to 1991, Hawaii's per capita expenditures for 
hospitals, physicians, and prescription drugs tracked the national average 

24The QUEST request for proposals requires successful bidders to obtain a SI million performance 
bond for the state to hold as security 38ainst the proper performance of the contract. The bond will be 
�usted according to the number of recipients enrolled. A!ter �ustrnent, the bond must be sufficient 
to cover approximately 2 months of capitated payments. A center representative estimated that this 
would reqwre a S2 million to S3 million bond Regarding geographic covel'38e. successful bidders must 
accept recipients from all geographic areas on a parocular island, except on the island of Hawan. 
which due to its siu 1s diV1ded mto cwo geographic regions. 

2&ffawaii. however. does have certi.ficate-<>!•need requirements for hospital construcoon: changes m 
se!'Vlce; and rruij0r capital eqwpment purchases, such as magnetic resonance imaging machmes. 

2'1Access to Health Care: States Respond to Growing Crisis (GAO/HRD-92-70. June 16, 1992). 

Pa,e8 GAOIIIEBS-94-38 Health Care ln Hawaii 
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(see fig. 1). Between 1980 and 1991, those expenditures increased at an 

average annual rate of 9.8 percent in Hawaii and 9.4 percent in the nati_on. 

Figure 1: Hawaii and U.S. Per Capita Expenditures for Hospitals, Physicians, and Prescription Drugi' 198C-9,, 
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In both Hawaii and the nation as a whole, health care costs have been 

rising more rapidly than the average rate of inflation for other goods and 
services (see fig. 2).27 State officials, insurers, and health care providers 
told us that Hawaii is not immune to the factors that have driven up health 
care costs nationally. These officials said that administrative costs are high 
and rising; wages for health care professionals, particularly nurses and 

i·�gure 2 uses the rate of mflaoon for Honolulu because statewide data are not available. The 
Honolulu data are representa0ve of Hawau·s expenence because 75 percent of Hawau·s populaoon 
resides there. 

Pa,e 9 GAO'IIEB8-94-e8 Health Can ln Bawali 
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some technical specialists, have risen significantly in recent years; and 
medical equipment costs are rising due to advances in technology.28 

Figure 2: Consumer Price Index (CPI) Medical Care Component for Honolulu and the United States Compared to Overall 
CPI ( 1975-93 l 
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The cost of Hawaii's Medicaid program has increased significantly in the 
past few years. During this period, Medicaid expenditures nationwide also 
rose dramatically (see table 1).29 

�We reported on the roles of technological advances and administrative costs lI1 the growth of hospaal 
costs nationwide rn Hospital Costs: Adopoon of Technologies Drives Cost Growth (GAO/HRD-92-120. 
Sept 9. 1992). 

29Nationwide, Medicaid enrollment increased by 2. 7 million beneficiaries from fiscal year 1990 t.o fiscal
year 1991; the largest single-year increase in the program since the mid-19705. 
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Table 1: Growth In Hawaii and U.S. 

Medicaid Expenditures 

Health Insurance 

Premiums Lower in Hawaii 

B-258820

Hawa11 

us. 

Flacal year 

1990 1991 

17% 10% 

18% 27% 

Source Hawa S:a:e Jecar:rnent o• ,-,,.rian Reso�rces nea :'."" Ca·e �-a,-,:;-;; A:;,,. - s:T c­
(HCFA) 

1992 

32% 

30% 

In fiscal year 1992, Hawaii experienced a shortfall in its Medicaid budget, 
requiring the st.ate legislature to appropriate an additional $64 million to 
cover costs. Most of the upsurge in Hawaii's Medicaid costs occurred 
because of increased enrollment prompted by expanded federal program 
eligibility, Hawaii's recent economic downturn, and the SHIP outreach 
program, which enrolled additional eligible people in the Medicaid 
program. The cost per Medicaid beneficiary also increased; from fiscal 
year 1989 to fiscal year 1991, Hawaii's average cost per recfpient rose. 
between 7 and 9 percent each year,30 primarily due to the escalating ·cost 
of health care. (See app. Il for additional information on the costs of 
Hawaii's Medicaid program.) 

Health insurance premiums are lower and have been rising less rapidly in 
Hawaii than in the nation as a whole (see fig. 3). In 1991, annual premiums 
for three of the most prevalent health plans in Hawaii-one large-business 
plan and two small-business plans-were lower than the U.S. average cost 
of $1,604 for comparable coverage by $358 to $396 (see fig. 4). Because the 
figure for the national average includes costs for both large and small 
companies-and premiums for large companies typically cost less than 
those for small companies-the lower cost for the two Hawaii 
small-business plans is especially not.able. Moreover, insurance officials in 
Hawaii told us that premiums for small businesses in Hawaii are not much 
different from those for large bu'iinesses. 

30From 1988 to 1991. nanonwide Medicaid expenditures per capita grew at an ave.rage annual rate of
12.3 percent. 
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Figure 3: Average Annual Increases in 
Kaiser Hawaii and HMSA Premiums 
Compared to the United States 
( 1984-92) 

B-266320

15.0 Avera;• Annual P•r�t.lge Change 

Note: Data tor Hawan are baseo on annualized changes for single coverage plans tor 1984-92. 

Sources· Kaiser Founaat1on of Hawau. HMSA. and Foster Higgins Health Care Benefits Survey tor

1984-92 
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Figure 4: Annual Medlcal Plan Costa 
lor Slngle Coverage In Hawaii 
Compared to the United States In 1991 

8-266320
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Source Kaiser FoJnoat,::r of Hawa11 HMSA. and 1991 Wyan COMPARE Data Base 

Several factors may contribute to Hawaii's lower premium costs. One is 

the reduced amount of cost shifting in Hawaii. In general, health care 

providers pass on the cost of providing uncompensated care to patients 
with pri\·ate insurance co\·erage. Because relatively few Hawaii residents 
are wlinsured, the need for people with insurance to cover such extra 
costs is minimized. As a result of the state's requirement that all eligible 
employees accept health insurance, healthy people cannot opt out of the 
system. Total health care costs, therefore, are spread over wider risk pools 

that include both healthy and less healthy people. An additional factor that 
lowers costs for many small businesses is the major insurers' use of 
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Small Businesses 
Report Little Adverse 
Impact From 
Employer Mandate 

B-256320

modified cornmwucy rating for small businesses.31 (See app. III for detailed 

information on health insurance premiums in Hawaii.) 

Most small businesses in Hawaii expressed general satisfaction with the 
Hawaii health insurance system. but they regard the mandatory prons1on 
of insurance as a burden. We found no e\idence that the employer 

mandate resulted in large disruptions in Hawaii's small business sector.31

Preliminary results from a Louis Harris and Associates. Inc. survey of 

small businesses33 in Hawaii conducted for the Kaiser Family Foundation34 

found that taxes and health insurance are viewed as the top two problems 

facing small business. Fifty-six percent of small businesses that were 
swveyed considered the cost of health insurance to be a major 
problem-more than any other government requirement.35 However, more 

small businesses in Hawaii considered the inflation of thei.r health care 
costs to be under control (54 percent) rather than out of control (4t· 
percent).36 This is a more favorable view than the view of small businesses 

in the rest of the country, 62 percent of which characterized the inflation 

of their health care costs as somewhat or totally out of control. 

3'When insurers use comrnurucy raong. they base prenuurns on the anoc1pated health care ua.lu.aoon
of all subscnbers m a particular geographic area or other broad grouping. Tius conO'a.stS with the more 
common practice of expenence raong. m wluch insurers base prenuurn rates on the medical 
expenence of each IJ\Sured group. The m�or fee-for-sel'Vlce IJ\Surer in Hawau uses a system of 
modJ.fied comrnurucy raon!-l for businesses ,.,,th iewer than 100 employees. Small businesses are placed 
1n one large nsk pool. but their premiums may be ad.Justed up or down by up to 20 percent, depending 
on their unhzauon. For large businesses. however. Hawa11·s m�or insurers detemune rates from a 
company's expenence. This results m a ,.,,der range of insurance prenuums for large comparues. with 
some large businesses paying higher prenuums than small ones. 

»state officials point to the hnuted use of a St.ate Prenuurn Supplementanon Fund as evtdence that
Hawaii's employer mandate has not overburdened small businesses. PHCA established the fund to
subS1dize employers with fewer than eight employees. and to pay health care benefits for employees of
bankrupt or noncomphant employers. Smee July 1975. the state has paid less than Sl 10.000 from tlus
fund. However. busmess leaders told us that few businesses knew of the existence of the fund unol 
recently, and st.ate offietals said that the lmutaaons on the use of the fund are very restncove.
Consequently, the use of the fund may not be a good indicator or the effect or the mandate on small
businesses

Dfhese were businesses with I 00 or fewer employees: finns of tlus size employ over half of the state's 
work force 

34Kalser/Hams Survey of Small Business Owners in Hawaii. 1993 (prehnunary findings).

360ther reqwrements include worker's compensaoon. unemployment compensauon, and occupaoonal
safety and health reqwrements. 

36Fony-su: percent of the comparues surveyed m Haw.w constdered health care cost tnflaoon to be
somewhat under control and 8 percent considered these costs to be completely under control. 
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Appendix III 

Premium History of Prevalent Insurance 
1.ans in Hawaii (1984-93) 

Kaiser" Small Business Plan B HMSAD Small Business Plan 4 KalHr" Large Group Plan B 

Monthly Percent Monthly Percent Monthly Percent 
premium change premium change premium change 

1984 $52.92 $47.52 $52 92 

·925 67 92 28 3.1e, -!7 52 000% 67 92 2e J.J
O

C 

·3cc 61 62 -9 28 55 72 ·7 26 61 62 -9 28

·ge- 63 88 3 67 64 70 16.12 63 88 3 67 

·9es 66 24 3 69 73 12 13 01 66.24 3 69 

·959 72 68 9 '2 87 58 19.78 72.68 9 72 

·99c 90 36 24 33 94 62 8 04 90 36 24 33 

,99, ,oc 70 11 44 101 58 · 7 36 103.80 14 87 

·992 107 20 6 45 109 72 8.01 117 65 13 34 

1 993 115 49 7 73 128 38 17 01 130.49 10.91 

Note A1 :,rer'"',...wr-:s a':·:,· .r-o,,. :'"'a c:ve·age 

•Kaiser Foundat on Heatt'i Plan ,,,,.. ;-

=Hawa11 Mec1ca, Service Ass:;c,a,,o� 

Source Kaiser Founca11on Hea·t� P!an a'1a Hawa11 Medical Service Assoc,auon 
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a major portal of entry into the health care system for abused 
-:hildren; 18 as many as one-third of all female emergency patients 

we been battered.:• . ..\IDS, drugs, and dkohol Jlso Me tdl,..ing their 
JU. 

In a 1991 M1ch1gan Hospital Assol'."1,rnon survey, resedrchers 
found that nearly five percent of the emergency department 
patients studied were victims of violence-related trauma from 
gunshot wounds, stab wounds, personal assaults and/ or sexual 
assaults. Nearly six percent of the v1s1ts had alcohol and/ or drugs 
listed as a possible cause. :io 

In other areas, the percentage 1s far higher; i.n Los Angeles, 
roughly half of those with serious traumatic tnJuries have been 
stabbed or shot. At Philadelphia's Albert Einstein Medical Center, 
three-quarters of those screened at the trauma center tested pos1-
hve for illegal or prescription drugs.:.

In New York, which heralded many of the dilemmas 
now facing emergency departments nat1onw1de, the number of 
i.npahent beds required by AIDS patients doubled betv,:een 1985 
and 1987 and has continued to increase smce then. In 1990,­
researchers estimated that New York would need four addi­
honal 600-bed hospitals by 1994 just to accommodate AIDS 
patients.1� While the average hospital stay is around eight days, 
the typical AIDS patient remams between 20 and 30 days.:::J 

In 1990, there were 92 million ED v1s1ts to the 93.4 percent of 
hospitals with emergency departments, compared to 30 million m 
965. At the same time, the overall number of hospitals fell from

. ,1:q to 6,649."�

OVERCROWDING THREA TINS EMERGENCY CARE SYSTEM 

"The patient v1s1ting an emergency department may have to 
sit m a  drafty corridor along with 25 or 30 other outpatients. He is 
cared for in facilities that long since have passed their point of 
efficient use -- facilities frequently designed for one-half to one­
third the present volume of patients encountered," said a report m 
the ovember 1, 1966, /ournal of the American Hospital Assoc1at1on
QAHA). "This naturally results in harassment to the professional 
and technical staff, who, under the best of circumstances, find it 
difficult to keep pace with the ever-increasing numbers of patients 
they serve." 25 

Public demand and the influence of a growing number of 
emergency specialists led to dramatic improvements in conditions 
in emergency departments throughout the 1970s and early 1980s. 
But by 1988, emergency physicians began reporting conditions 
much like those described in 1966, though the causes were quite 
different. 

Many of North America's major urban centers report frequent 
overcrowding, but the problem is not just urban; emergency 
physicians in rural states report that overcrowding affects them as 
well. The General Accounting Office reported that between 1985 
and 1990, emergency department caseloads increased more than 
19 percent, while total hospital admissions decreased by seven 

Growth in ED Use (1985-1990) 
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Emergency Department Visits 
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percent. The rates of increase were most pronounced in rural areas

and smaller hospitals. 26 

According to a 1988 report from ACEP's !\:ew York chapter, 
produced m association with ACEP, overcrowdmg results from a 
shortage of health care professionals, both nurses and emergency 
physicians; increased use of the ED for hospital admissions; high 
numbers of inpatients; increased number of poor and/ or uninsured 
patients; inpatients waiting for nursing home beds or home care; 
hospital and/ or emergency department closures; AIDS patients; 
and drug abuse. 27 

In some overcrowded emergency departments, admitted pa­
tients are forced to queue up while waiting for bed space as 
inpatients. In a 1988 survey of public hospitals and teaching 
hospitals, researchers reported three-and-a-half hour average waits 
for a floor bed, and nearly three-hour average waits for an mten­
s1,·e care unit bed. The maximum wait for a floor bed was 25.3 
hours, and for an ICU bed, it was 15.7 hours.28 In 1990, one in three 
hospital EDs nationwide reported a delay of four hours or more in 
transferring some ED patients to mpatient beds.� 

The waiting time for walk-m patients in emergency depart­
ments has grown tremendously in the past 20 years, and some 
patients leave without receiving care. In a study published in 1971, 
patients waited an average of one-half hour to see an emergency 
physician.JC' By 1978, a majority of patients in one study waited 
more than two hours to see a physician, and about one percent 
walked out before being seen. 31 -:· 

Two reports published in JAMA in 1991 addressed the impact 
of waiting times on emergency care, and found that patients who 
left the emergency department without being seen by a physician 
were generally as sick as those who stayed.32 In one study, about 
eight per�ent of patients walked out without receiving care after 
waiting more than six hours. Forty-six percent of those patients 
were judged to need immediate medical attention, and 11 percent 
were hospitalized within the next week.33 

In major metropolitan areas, overcrowding frequently forces 
hospital EDs to dived incoming ambulances to neighboring facili­
ties. Two-thirds of non-rural hospitals that responded to a 1992 
survey by the United States General Accounting Office diverted 
incoming ambulances at least once in the preceding year. Twenty 
percent diverted ambulances 25 to 100 times.� 

While ambulance diversion is an indication of crisis-level 
overcrowding in urban areas, the infrequency of the practice in 
rural hospitals should not be viewed as reassuring, according to 
Arthur Kellermann, M. D., recently appointed director of the Cen­
ter for Injury Control at Emory University and the former medical 
director of the emergency department at the Regional Medical 
Center in Memphis, Tenn. 

"Many of these rural hospitals are the only game in town/ Dr. 
Kellermann says. "Ambulance diversion is not a realistic option 
when your community has only one ambulance and the next ED 
is 30 miles away." 
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lNADEQUA TI INSURANCE IMPACTS EMERGENCY CARE 

Accod ir.g t0 the C . ..\0, the gr0,, th :n :: Duse t:>t>t·., c-�n ; ..:5 5 .rnJ 
1990 was most often attributed to the numt:>t>r of reorle ,,·1thout 
health insurance and those whose me, .. ii.:al ..:.1re 1s not full� reim­
bursed, such as Med1ca1d-pat1ents .. ..\t the same time, there ,,·as 
little growth, tf any, in ED v1s1ts b�· patients with private insurance. 
The report cautioned that this disproportionate gro\\·th may make 
it difficult for hospitals toabsorboroffset losses due to unreunbursed 
ED patient care costs.:i.s 

A 1992 review of billing data from 33 Florida hospitals found 
that the average collection rate for emergency phys1c1ans was 59 
percent. One-quarter of all emergency patients never made a 
stngle pay-nent to the emergencv ph�·s1c1.in for tht>ir care.'.lo 

"Both hospitals anJ emergen..:y rh�·s1..:1Jns Me t.Ktng a ..:ns1s 
because they are being asked to provide more cMe t.n tht> ED \,·1th 
dwindling resources," says Dr. Robt'rt \\'tlhc1ms, 1992-93 ACEP 
president. "It threc1tens the ability of e\·ery Amencc1n, h'1th or 
without insurance, to get emergency ..:Me wht>n they need 1t." 

The costs and headaches invol\·ed in opt>rating trauma centers 
are already dnvmg some hospitals out of the bus mess. The Ameri­
can Hospital Association reported that m 1990 there were 446 
fewer sta te-<ertif 1ed hosp1 ta) Ira u ma centers than tn 1985, a I­
though there are some signs that this trend may be re\'ersing.�-

STRESSFUl CONDITIONS LEAD TO BURNOITT 

Problems such as AIDS and violence are ch,rngmg the prac• 
hce of emergency med1cme m other ways as well. In a survey of 
ACEP leadership, 37 percent of respondents reported that violent 
mc1dents occurring tn the emergency department bad mcreased in 
the past t¼·o years, and nine percent reported that the threat of 
violence hampered their ability to recruit medical staff.38 

According to Diana Williams, M.D., who pract1Ces at MacNeal 
Memorial Hospital in Berwyn, 111., a Chicago suburb," AIDS has 
affected the way we practice and 1s keepmg people from choosing 
emergency medicine as a career. 

"It used to be, if a young person would come in nearly dead, 
you wouldn't stop for anything as you tried to save him. Now, 1f 
there's a tear in your glove, you have to stop to change your gloves 
before you can go on." 

Adds Dr. Anderson Jr.: "AIDS and tuberculosis are giving 
people pause. On the other hand, you have to understand that the 
breed of emergency physician 1s a different one. TI1e excitement, 
variety and challenges are very appealing." 

This intimate view of society's problems, coupled with high­
stress, intense work and rotating shifts, leads to another problem 
in emergency medicine: burnout. One expert has estimated that 
two-thirds or more of emergency physicians suffer from some 
level of burnout. 

"It used to be, if a young 
person came in nearly 
dead, you wouldn't stop 
for anything as you tried 
to save him. Now, if there's 
a tear in your glove, you 
have to stop to change your 
gloves before you can go 
on." 

Diana Williams, MD 
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Types of ED Visits (1990) 

Emergent 

Urgent 

1-lerMt» GA0iHR0413-4 

Nonurgent 

GloWll'I - crw,,,g."' EmMpM>Cy D�MI us,

Reasons For Nonurgent 
ED Use (1990) 

ever, neither the patient who seeks care in the ED, nor the emer­
gency phys1c1an prov1dmg care, should be penalized as the pahent 
learns how to use a managed care system, or as the patient defines 
his or her particular med1Cal problem as an emergency.",: 

PruMARY CARE IN THE EMERGENCY DEPARTMEl'-;T 

One of the biggest questions emergency medicine must an­
swer 1s how 1t should handle the large number of patients who 
continue to visit the emergency department for non-emergency 
care. "The fact is," says Dr. Anderson Sr., "that for a large segment 
of the population, the only care they get 1s care in the emergency 
department." 

The issue of \A,hether emergency departments should see 
patients with minor cond1t1ons 1s an old one; researchers in the 
1950s recognized that increasing numbers of pat1�nts v•,ithout 
acute problems were using the emergency department, rather 
than a personc1I ph�·s1nan. By 1966, accordmg to a study in the 
Journ.il of t/1c Amcnc.in .\ fcdical Assoc1.it1on U .-\� f A), betv.·een -U and 
46 percent of patient visits at a vanety of hospitals could be classed 
as "non-emergent." 5' A study uf 1990 ED v1s1ts found that 43
percent were for "nonurgent" conditions.S-l 

(%) 

All emergency departments see some patient problems that 
cou Id be ca tegonzed as " non-emergencies," and some report that 
up to hvo-thirds of their patients could have been seen b)L--Pnmary 
care phys1C1ans. An emergency department in Sacramento,. Cali­
fornia, sa\l\' 22,390 wall-..-in patients during the last six months of 
1988; of these, 41 percent were tnaged to the main ED, 20 percent 
to the ped1atr1c acute care clin1C, and 20 percent to the adult minor 
emergency clin1C. The rest -- 19 percent -· were classed as non­
emergennes and \\'ere referred else\,·here. Of the non-emergency 
patients, back pain and Joint pain were the most common com­
plaints. 55
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"\\'e conclude that selective tnage criteria can be used to send 
large numbers of patients away from EDs," the authors wrote. 
"�1ore than 99 percent of these patients cooperated with the 
system, and they appeared not to be harmed by this system. Using 
such a system, ED resources can be focused on patients who 
actually require 1mmed1ate care." x-

But other emergency phys1c1ans are vehemently opposed to 
the concept of "triaging out" of the emergency department. Many 
cite studies showing that patients who leave the emergency de­
partment without treatment are 1ust as s1Ck as those who remain, 
and argue that 1t 1s often d1ff1cult or 1mposs1ble to exclude a serious 
problem at the triage desk. Others point to a report by the GAO 
which found that 42 percent of the patients whose conditions were 
class1f1ed as nonurgent had no pnmary care provider.57 

"The emergency department 1s the only site of care mandated 
by law to evaluate anyone who ·presents for care," said Dr. 
Kellermann." Patients know they can count on us when the chips 
are down. Refusing care in the ED sets a dangerous precedent, 
especially when we kno,..,. that many of these patients cannot easily

Emergency Medicine 1968 to 1993 and Beyond 



get care elsewhere. Do we really want them to stay at home until 
they are critically ill? I don't tht.nk that's the answer.". 

Dr. Kellermann maintains that society must reform the hedlth 
care system so that patients have someplace else to go for care. " In 
my view, we have two options - provide p,lt1ents "'·1th affordable, 
accessible care in more traditional sethngs such as doctors' offJCes 
and primary care clinics, or develop cost-effective systems to 
provide critically needed care and preventive services in the ED. 
To date, our health care system has failed to provide the poor and 
the underinsured with adequate access to primary care. That's 
why these patients have turned to emergency departments for 
care." 

Dr. Diana Williams agrees. "We need to educate parents 
better about how to take care of, for example, vom1hng and 
diarrhea in a one-yedr-old. We need to educate pMents about 
alternahves, more appropriate sources of primary care." 

Dr. Wiegenstein, who has practiced emergency medict.ne for 
more than 25 years, thinks that some primary care patients will 
always be seen in the emergency department." Health care reform 
needs to provide incentives to attract more physicians to primary 
care, but it's unlikely that primary care physicians will ever be 
available 24 hours a dav." 

SUBSPECIAUZA TION IN EMERGENCY MEOICil':E 

Emergency medicine is not JU St "emergency department med 1-
, cine." The delivery of acute, ep1sodJC care encompdsses areas of 

medicine including disaster response and toxKology. ACEP 
membership sections cover such areas as pediatric emergency 
medicine, disaster medicine, rural emergency med1cme, health 
policy, and emergency medJCal ser\'Jces.5<! 

Subspeciahzation, in which emergency phys1c1ans complete 
add1honal training in one narrowly defined area w1thm the spe­
cialty, is also increasing. The American Board of Emergency 
Med1cme and the American Board of Pediatrics Jointly offered the 
first certifying exam 111 pediatric emergency medic me, :\o\'ember 
1992. A subspec1alty in toxicology is also being de\'eloped. 

The trend towards subspecializahon 1s attractmg nu,ed re­
views from some emergency phys1c1ans. Some, lil-..e Dr. Diana 
W Lilia ms, believe it's-good for the specialty:" 1 lo,·e to be able to talk 
to one of the toxicology people." 

Others, however, don't want too much subspec1alization, 
because it could fragment emergency med1ct.ne. "It's cause for 
some concern," said Dr. Anderson Jr. "We war.t to be cautious 
about losing emergency medicine 111 the headlong rush towards 
subspecializahon." 

Still, the trend could slow fairly quickly. Dr. Graves says that 
emergency medicine is limited u, the number of subspec1alhes 1t 
can spin off. "I don't see a lot of new subspec1dlt1es other than the 
ones that exist." 

"Refusing care in the ED 
sets a dangerous prece­
dent, especially when we 
know that many of these 
patients cannot easily get 
care elsewhere. Do we re­
ally want them to stay at 
home until they are criti­
cally ill? I don't think that's 
the answer.,, 

Arthur Kellermann, MD 
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Data 
From V1tal and Healltl Statistics of the CENTERS FOR DISE�E CONTROLAND PREVENTION/National Center for Health Statistics 

National Hospital Ambulatory Medical Care Survey: 1992 
Emergency Department Summary 

by Linda F. McCaig, M.P.H., Division of Health Care Statistics 

In December 1991, the National 
Center for Health Statistics inaugurated 
the National Ho:spitll Ambulatory 
Medical Care Survey (NHAMCS) to 
gather and dissccfoate information 
about the health care provided by 
hospital emergency and outpatient 
departments to the population or the 
United States. Ambulatory medical care 
; the predominant method of providing 

oealth care services in the United States. 
Smee 1973, data have been collected on 
patient visits to physicians' offices 
through the National Ambulatory 
Medical Cate Survey (NAMCS). 
However. visits to hospi�al emergency 
and outpatient departments. which 
represent a significant s�gmenl of total 
ambulatory medical care, are not 
included in the NA.Mes (1). 
Furthermore, hospital ambulatory 
patients are known 10 cli1Ccr from office 
patients in their demographic 
characteristics and are also thought to 
differ in medical aspc:.cts (2). Therefore.
lhe omission of hospital ambulatory c:nrc 
from the ambulatory medic:a.l care 
database leaves a significant gap in 
covera,&e and limits the utility of ·the 
current NA.Mes data. The NH.AMCS 
fills this data g'tip. This survey was 
endorsed by the American Hospital 
Association, the Emergency Nurses 

Associabon, and the American College 
o! Emergency Physicians. 

1bis report presents data on 
emergency depanmcnt (ED) visits from 
the 1992 NHAMCS, a national 
probability survey conducted by the 
Division of Health Care Statistics, 
National Center for Health Statistics, 
Centers for Oi�e Control and

Prevention. A forth.comina report will 
provide data on visits to outpatient 
depar.ments. 

The estimates pr�nted in this 
repon arc b�ed on a sample rather than 
on the entire universe of hospital ED 
visits. Therefore. they are subject to 
sampling variability. The technical notes 
include a brief overview of the sample 
desi£n U5Cd ia the 1992 NHAMCS and 
an e>..-planation of sampling errorS. A 
detailed description of the 1992 
NHAMCS sample desii" and survey 
methodology will be published. 

The ED Patient Record fonn is used 
by hospitals participating ill the 
NHAMCS to record information about 
patiait visits. This fonn (figure 1) serves 
as a reference for readers as they review 
1be survey findings presented in thls 
document. 

Patient characteristics 

Durin& the 12-month period from 
January-December 1992, an estimated 

89.8 million visits were made to ED's 
of non-Federal, short-stay, or general 
hospitals in the United States-about 
35.7 visits per 100 persons. ED visits by 
patient's age, sex. and race are shown in 
table 1. Persons 75 yea.rs of age and 
over had a higher ED visit rate (55.8 
visits per 100 rersons) than persons in 
the five other age caccgQries..FctDJl..les 
made 51.9 percent of ail ED visi�­
Thete was no significant ditierericc in 
total visit rates b:1 sex. 

White penons made 78.5 percent of 
all ED visits, with black persons and 
Asian/Pacific Islanders accounting for 
19.1 pcr�nl and 1.6 percent, 
respectively. The visit rate for black 
persons w� sigoificant1y higher than for 
white persons overall and in the 
following age categories: l.S-24 years, 
25-44 ye.us, and 4� ycarS. 

Emergency department visit 
characteristics 

The largest proportion of ED visits 
were made in the South (32.9 pcKent); 
the Midwest bad a higher ED visit rate 
(42.0 visits per 100 persons) than the 
West (31.S visits per 100 persons) 
(table 1). 

Urgency of viait 

The majority (55.4 percent) of ED 
visits were not urgent and 44.6 percent 

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICl!S 
Public Health SetVice 

CDC Ctnters for Oisease Control and Prw.ntion 

National C--nter for Health Stati$tic:s 
CINT99 ,a. IIIQIIQOlffllDL 
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Table 1. Number, percem distribution, #Id annual nrte of en,ervency department visits wtth corresponding standard erl"OC's by selected 
petl«lt and emergency department char-.cterlatlc:s; United States, 1992 

Number of Sflnaard 

111811s in error in PM:flnt 

Charactrmstic ftleusand3 tflOIJsantfil dl..:nbuti0<1 

AU Vl611& 

Patient Cfllrac!er!stlc: 
Agw: 
unoer 1s year& ...••.......•. , ... 
I S-24 year•. . . . . , , , , • · , · · · · , · 
25--44 years . . . . . . . . . . . . . . . . . 
45-&4 -re-rs. . . . . . . . . . . . . . . . . . . .

�74 yeara. . . . . . . . ........... • 
75 y� 1111d over . . ......•....... 

Sex and ags: 
Female ..••..... ........•..... 

Undar15)'e.lr$ ............... . 
t 5-24 yeers . . . . . . . . . . .. 
25-41 yeal'I .. .. .. . . .. . . .. .. 
45--6-4 Y.,ilnl . . • . . • ' • . • . . . • • . . . • 
8S-74 Yfa/$ . . . . . . . • •••.... 
75 yMTS and ove,. . ......... , .. 

Male •...• ................... 
Unde< 15 �rs . . . . . . . . . . ....•. 
l�yurs ... .•..... , •..... 
2S--Myears ......•...•........ 
�y..,,. ............... .. . 
SS-74 yean ............... .. . 
75 year.t anci ever. . . . . . . . . . . . .. 

Raes a,,o age· 

Wh�e ... .... ...... ..... • .. 
Unde<15y� .••.•....•....•.• 
1 S-24 yurs . . . . . . . . . . . . . . . . 
zs-44 years . . • . . . . . . . . • . . . . . . . 
4$-64 �... .. ....... . .. 

gs:_.,, yean; . . . . . . . . . . . . . •.... 
75 �,iars a11<1 over. . ............ . 

Black ..• . . .• ............. -

Under 15 y&81"6 • • • • • • • . • •••.••• 
15-24 yNIS . . . . . ....... , .. · · . 
2� years ...••....•..• , •..•• 
45-&4 )'HI'S • . .............. .. 
�74yNrs ................. ,, 
7� y&ln and 01111,. . • , , . , •.•..•.• 

Allother,-s: 
A&lan/Paeifie ISII/\Oet 
Ame,,can lndl1NE:sk1mo/Aleut ...... , , , 

Emergency departmant ctlaraeterlSllt 

Geogracll!,; region: 
NorthUST ............••. , • , , •.. 
Mldwe$! . • . ........••••.•.•... 
$Quin .. ..................... . 
West ... ..... • .. • · · • · • • · · • · · · 

were urgent/emergent (table 2). When 
compared with all other aac categories. 
persons 75 years of age and over had 
the highest urgent visit rate (36.6 visits 
per 100 pczsons). Persons 15-24 years 
of age had a higher rate of nonurgcnt 
visits (26.3 visits per 100 persons) than 
any other age group except children less 

89,796 

22.523 
U,8'8 

27.240 
12,509 -

S.906 

6,871 

<te,!!12 
10,l!M! 

1,051 

U.o.&5 

6,629 
3,350 
4.342

43,1M
12,3 27 

6,197 
13, 19!i 

S.980 

1.456 

2.529 

70,4711 

16,8'78 
11,598 
20,S79 
10.134 

5,017 
6,2 72 

1 7,150 
5.132 
2,en 
5.&40 
2,111 

M5 

505 

1,400 
�ll 

1� 
25,'790 
2.11.5'2 
17,5 15 

3,202 

1,485 
702 

1,097 
528 
267 
313 

u ee 

&60 

421 
815 
302 
175 
216 

1,805 
878 

a38 
560 
279 
121 
1 48

3,008 

1,028 
829 

945 
,n 

� 
29G 

1,062 
781 
214 

-137 
1ll0 
86 
&4 

2,1 
315 

1,108 
2,0!51 
1,m 
1.5'6 

100.0 

25.1 
1 6.!i 
30.3 
13.9 

6.5 
7.7 

51.9 
11.4 
9.0 

15.6 
7.4 

3.7 
4.8 

48.1 

13.'7 
7.6 

1A.7 
6.5 

2.7 

2.8 

78.5 
18.8 
12-9
22.0 
11.3 
5.6 
7,0 

19. 1 
5.7 
3.2 
6.5 
u 

o.e
0.6

,.cs 

-0.9

18.D
28.7
32.9 
19.S 

then 15 years of age. Th'!re was no 
significant dil[erence between UJgcct or 
nonurjCnt visit rates by �x. 

Type of visit 

The majority o! ED visits 
(58.5 percent) were made for illness and 
35.2 percent were made for injury 

s� Numbtrr Of 

,rrorol Vlliiits psr 10C 

oetee"!I 011'30IIS ,,.r )-ear' 

1.3 
0.4 

0.'7 
OA 

0.2 
0.3 

0.4 
0.15 

0.3 
0.4 

0.3 
0.2 
0.2 

o., 
0.8 
0.2 

O.◄
0.2
0.1
0.1

1.3 
o.e

o., 

0.8 
0.4 
0.2 
0.3 
1.2 
0 9  

0.2 
0.5 
0.2 
0. 1 
0.1 

0.3 
cu 

1.2 
1-9 
,.e 
l.6 

-

35 7 

39.t

43.2 
33.S
25.8 
31., 
�.8 

36.1 
3 7.0 
'6,8 
34.0 
26.3 
3 2.a 

56 .• 

35.3 
42.7 
39.1 

33.0 
2 5.2 
29.7 
so 

33.6 
"""3"r..5 

42..2_.,...:-
3().4 

24.3 
30.1 

56..2 
5'15 

57.3 
56., 
59.11 

'2.3 
◄1.8
51.7 

93.9 
42.0 
35,0 
3 1-8 

(table 3). Eighty-seven percent of all ED 
visits were first visits for the presentlllg 
problem. 

Injury-related visits 

A visit was considc:rcci to be 
injury related if "injury, first visit" or 
"injury, follow-up" was recorded in 

L6LC 9Ct,0. Lc:ct t618TI LO 
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T1blt 2- Number and annual me of urgent/1merg1nt and nonursim1 emttgency department visltl wiU1 oorrHpondlng standard error. by 
patient•• ,g., sex. tnd race: United States, 1992 

Al, LM"gent/emergent YIMI, • . • . · · . 

Age 
Un<1er 15 -,ears. . .. - .. _ -. - ..... -
1�2' VUIS- . _ .... _ -. -......... . 
2�, yMlli .. _. _ - . _ .... . , - . 

�)'NI$ ..... .... - .. - .. .. 
6>-74 years. . . . -... - -.. -. --- - -
15 yars and 011W . -- -- - ••• 

S.xal'ldaot 

Ul'l<ltr15�. --.. -• - - - - -- --• -. 
lS-24� •. __ .•• _. ___ •-. 
�Yutll- -- - - - - --. - - . -.. 
�,years .... -...... ..... . 
�74yMI'$. - - . - - •. _ .• _. __ . __ 
75-,..,.andover. - ·- - - - ·----

MIit .... ....... .. ...... .. 

Unoer 15 years ... ____ •.••• , ••• _ .• 
15-24 )'N!S . . - - . -- - -· · . · • · • • - - - · 
2!i-4C year, ---. - - • -.• -. --- .. -
�Y�•·······•--·--···----
65-74 years __ - -- -.• - - _____ - - - - • 
15 years and c,.,er _ . _ . _ . _ ... _ • _ . __ _ 

While 
U/ldef 15 � _ ... ____ ...•. __ ... _ 
, 5-2, )'NIS -- -- - . . - -. ' . 
25-44 years_ •• -- .. -. - - - - - ---. -.. 
��----- ····-- --------
6$-7• yurs_ ....... _ _  .. _ .... . 
75 � and eve, .. . .  -••••• - - - - .. 
Black .••.. , ---.. - . - - -. -. - - . - - . 
U!'l<ler 15 yeani •• _ . __ ..• _ • , •••• , • , 
,�,� -·····-·······--·---
2>-4-4 ,-eats . . . - ---- - - - - - - . . . . _ _ . 
·��··--···-------·······
65-74 years_ . ____ . . . , ... , . , .. --
75 y..,_ and CMIT _ , ••• , • • . , . - • - . --

�.07'11 

8,374 
uoo 

,1.,m -
6.3711 
3,4J4 
4,513 

20.338 
3.IM2 
2.392
s,rn 
3.1511 
1,�
2,1129 

19,741 
5,031 
2.807 
5,508 

3.220 
1.492 

1,684 

32.097 
6,629 
4,662 
8. 473 
s.� 
2,997 

,. ,31 
7158 
2,087 

1.030 
2 271 
1_031S 
3116 
33G 

UI03 

1,(XJO 
353 
514 
321 
193 
236 

945 
628 
181 
2S8 

187 
109 
1 07 

1,600 
589 
32S 
452 
300 
190 
22Z 
IS3.! 
531 
99 

101 
109 
58 
51 

Numoet or 
urgf/f'/!Vlsi1:s 

per I 00 persors 
per ysar' 

,s.e 

1!;_7 
Hl-9 
13_15 
13.2 
18,6 
36.8 

1s_1 
13 9 
17 .3 
13-�
12.5 
111.1 
36.7 
1 6-2 
1 7.4 
1&_, 

13.B 
13..8 
18.0 
36.5 

15.3 
14.7 
17-0 
12.5 
12-5 
11-3 
37_0 
22.8 
23.3 
20.2 
23.2 

20.7 
�-1 
34.7 

13,0'49 
9,o-8 

16,160 
6,1 31 
2,371 
2,356 

26,275 
G,353 
5.�9 
8,472 
3,471 
1,407 
1,513

23,443 
7,7116 
3,990 
7,Ge9 
2.660 

964 
845 

31 ,311 
10.250 

6,936 
12.1oe 

4,921 
2.020 
2,141 

9,992 
3,045 

1,&47 
3,569 
1, 076 

298 
186 

2,175 

75 6 
◄99 
1111 

� 
1&4 
14 9 

1,216 
:we 
299 
46-4 
2:26 
119 
106 

1.067 
448 
241 
422 
164 
7◄ 
73 

2.005 
.. 

437 
1512 
286 
HIO 
143 

703 
330 
118 

907 
111 
40 
2S 

Numtwof 
�nl 
'Mils,,., 

I 00 ()efSOftS 
p,s,r ,-ear' 

19.9 

24.2 
26.3 
19.9 
12.8 
,u, 
19_ 1 

20.3 
23.1 

29-3
20.S
13.8

13.8
19.6
19.2 
25_3 
2'3.3 
1 9.2 
11.4 
11_7 
d-

18.1 
� 
25.2 
17-9 
11_, 
1� 
19.2
31.1 
34.0 
36.2 

3CiA 
21.6 
17_6 
17.0 

18a5ecl on u.s. &111� or NC.-� ol ttw �-I\Onlnliru,:,,-,a� 1101:u 111on o! � u- Scites as or July 1. 11192. 

item 9. Almost 31.6 million ED visits 
were made for injury (table 4). Persons 
15-24 years of aie had a higher 
injury-related visit rate llS.9 visics per 
100 persons) than persons in each of the 
other five age categories- Males had 
hiiher injury-related visit rates (14.8 per 
100 persons) than females (10.5 per 100 
persons) overall and ill each lie 
category except for 65-74 ye;m,; and 75 
years and over, where females had 
higher rates. There was no si£nifica.nt 
difference between injury-related visit 

rates by race However, black people 
had a higher r3te th.m white people 
amou& pen;ons 25-44 years ot age,

while white people bad a higher rate 
than black people in the 75 yea.rs and 
over aie cateiory. 

Cause of injury 

Up to three e,rtemal causes of 
injury are coded and clui1ified acx:ording 
to the lnltrMcional Classificarion of 
Diseases, 9th Revision, Clinical 
Modification (ICD--9-CM) (3)-

Displayed ia table S are ED visits 
by the first-listed cause of injury using 
the major cause of injury categories 
specified by the ICD-9-CM. "Other 
accidenB" was the most frequently 
recorded cause of injury and rcprcscotcd 
35.8 percent of visits in which a cause 
was reponcd. Accidental falls 
(26.6 percent) and motor vehicle 
accidents (14.3 percent) were also 
prominent on the list. 
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Table �- Number and percent dlstrUJutiOf'I ot emergency department wilts with 
corresponding standard •nors by major ,eagon for this visit United States, ,w:z

'v'si! charactvrl$tie 

AH visit:; . . . . . . . .  I • +  0 . . . . . . . . . 

Majer reason tor this visit 

All illnM$ viS�S 

Illness, firs! visit 

. . . . . ............. 

. . . ..............

lllneis. follow� ....••. . . . . . . .. 

All injury visils 

Injury, finrt visit 
Injury, lollow•IIP. 

.. 

. . 

. . . 

' . 

. .. 

. ' 

. . . . ' . . . 

.......... 
- . - ............... 

All VISl\s for other r981KlllE . . .......... 
U,,1<."W)Wn • • • • • • • • • .  . . . . . . . ...... 

MJmt>erof Sand'1d 
vi,izs ,n error in P•re•:11 

:nousar� thOVS.V.0$ distrlb'JI -on 

89.79€ 3,202 1 ()().( 

52.528 2. 125 sa.E 

4!l,SS1 2,033 55 •: ·-
2,837 229 :.i.;. 

31.567 - 1,210 35.:.: 

28,389 1,°"6 3:.a 
3,178 241 3� 

4,430 511 4.!:< 
1,271 166 .-

Srandard 
t?rror af 
perosnt 

0.9 

0.8 
0.2 

0.7 

0,7 
02 

0.6 
0.2 

Table 4. Number, percent distribution, •nU annval rate ot Injury-related emergency 
depar1ment visits with corresponding standard errors by patient's age, se:<, and race: 
United States, 1992 

Ali injury-nilalad vi5its . • • . .•.•.. 

�· 

Under 15 )'11ar$, ......••••••. 
15-24 yeer.; ............•... 
2$-44 Yest5. . . . . .. .. . .... . 

�years ............... . 
6S-74 yors ... ........... . 
75 yea,s a11d over ........... . 

Sex and age 

Fama.le . . . , . . . . . . . . . .... . 

uncet' 15 yeau. . ........... . 
� S-24 yean; .. . . . .. ...... .. 
25-44 years . . . . . . . . . . . . . . . 

4$-64yvars .........•...... 
6S-7◄ years ............... . 
75 Y""' •nd over . . . . . .••••.. 

Male ...........•.•••...• 

Under 15 ye&r11. . . . . . . . . . . . . . 
1!'>-24ye;m; . .••....•....... 

2��··· •. ········ 
4� year$ ...............• 
�74� ...............• 
75 ye.rs and over . . . . . . . ...•• 

Race andaQe 

White .... ............. .. 

Un09r 15 ye:vs . . . . . . . . . . . . . . 
15-2 4 years. . . . . • . . . . ...•• 
2$-44V$3fS ...•... ..•••..• 
�yean. •.•.....•....... 
65--7 4 yean, . • • • . . . . . . . . . . . . 
75 years ano over . . . • . . ..... 

et.ck ............... , . , .. 

UnGer15ye.,-s .......... , .. . 
15-24 ye,r,. . ............ . 
25--44 years. . . , . . ......... . 

45-&4 yUl'S. . . . . . . . ....... . 
65-7,� .... ' .......... . 
75 )'9aB and C1IIS . • , . • • • • • • . • 

Number rJf SlBndatTi &anawd Number al 

vi,im in error in PMCeltf em,r of vis/ts f,61 100 1 thousands tllO;;UtldS (lislribUbon psrr:snl petaM$ �'«' yel' 

31,S67 

8.162 
6,'169 

10,500 
3,681 
1.305 
1.�o

13,540 

3,290 
2.442 
4,305 
1.64'1 

852 
1,004 

111,027 

4,en 
4.Q.4& 
6,195 

2,034 
◄53 

42 6 

26.2 7 1

8.794 
5, 45e 
11,◄0S 
3.096 
1.160 
1 ,359 

4,556 
1,214 
903 

1,783 
490 
111 
54 

1.21 0 

◄26 
307 
446 
20'.' 

91! 
100 

539 

1111 
1"'8 
237 
101 
119 
n 

734 

2711 
206 
280 
151 
49 
50 

1,180 

372 
293 
418 
197 

93 
101 

304 

138 
&2 

151 
e, 

23. 

12 

100,0 

25.9 
20.6 
33.3 
\1.7 
4.1 
,.s 

�.9 

10.4 
7.7 

13.6 
5-2 
2.7 
32 

57,1 

15.◄ 
12,11 
19.6 

6.4 
1.4 

1.3 

&3.2 

21.S 
1 7.3 
26,6 
9.8 
3.7 

◄.3 

14.4 

3.8 
2.i 
5.8 

1.8 

o., 

o.a

0.9 
o.s

0.8 
0.5 
0.3 

0.3 

0.6 

0.4 
0.3 
0.6 
0.3 

0.2 
0.2 

o.e 

0.6 
0.4 
0.6 

0.4 
0.1 
0.2 

1. 1 

0.7 
0.5 
Q.7 
0.5 
0.3 

o.a

1,0 

0.5 
0.3 
0.5 

0.2 
0.1 
0.0 

12.6 

14.5 
16.9 
12.9 

:'.6 
7.1 

10.5 

1- ,9 
,,.1 
10.4 

6.5 
8.4 

13.0 

,.i.e 
11j.9 
.23.7 
15.5 
8.7 
s., 

u 

11.5 

1�.1 
, �.9 
12.4 
7.4 
7.1 

1.:?.2 

14.5 

13.15 
17.7 
18,2 

9.1 
6.8 
u 

1a..c, e,, U.S. 9Uteai er! NC.- .-inl&IM Cl N CMIIIII, � papulillim, Of tw Ul\l!IG SIi" al (II July 1, 
11182. 
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Alcohol• or drug-related problem 

Over 2. 7 percent of ED visits were 
recorded as bei.11.g alcohol related and 
1.1 percent were drug related (table 6). 
For injury-relaced ED visits. the 
proportion of V1sits th.?t were akob.ol 
related (3.6 percent) was higher than 
that for noninjury-related visits 
(23 percent). The most commonly 
recorded principal diagnosis for an 
alcohol-related ED visit was alcohol 
abu.se. and for a drug-related visit it was 
"poisoning by other and unspecified 
drugs and medicinal substances." 

Reason for visit 

In icem 11 of the Patient Record 
fonn. the patient's (or patient 
surrogate's) "complaint(s), symptom(s), 
or other reason(s) for this visit (In 
patient's own words)" is recorded. Up 
to three reasons for visit are coded and 
classified accordini to A Reason for 
Visit Classifkation for ,4.mbulatory Care 
(RVC) ( 4). The principal reason is the 
problem, complaint, or reason listed first 
in item lla of the ED Patient Record 
form. �-

The RVC is divided into eight 

modules or groups of reasons as shown 
in table 7. More than 713 percent of all
visits were made for reasons classified 
as symptoms with general symptoms 
accounting for 15.2 percent of all visits 
and symptoms referable to the 
musculoskeletal system accounting for 
14.8 percent. 

The 20 most frequently mentioned 
principal rea_-.ons for visit, representing 
46.3 petcent of all visits, arc shown in 
table 8. ll is important to note that the 
rank ordering presented in this and other 
tables may not always be reliable 
because n�r estimates may not dilfer 
from each other due to sampling 
variability. ''Stomach and abdominal 
pain, cramps and spasms" was the most 
fr�ueotly mentioned reason for visit 
overall (5.5 percent), whj)e "laceration 
and cuts-upper eXtremity" was the most 
frequently mentioned reason for visit in 
the injury module (2.6 percent). 

Principal di1gno111 

The principal diaiJlosis or problem 
as..�ciated with the patient's most 

LAU: 9ct.0, t619TILO 
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Tables. Number .net percant dlatribution of emergency depanment vlatta with corresponding nanoarct ffl"Orl by caua.a ar lnJurr,
U nlled Stain, 1 t92 

CauH ci injury a/Id E =o�, 

Ah 'Mils Wlll1 an E aide antared • • ••......•.••.•••. 

01her aocidenUl ..... , . , .............. , . . . . . . . . . . . . . . . E916-1'9ii 

Acdd.mai lall&. • • • • . . • . . . . . . • . • . ..• , • • . . • . . • . . . . . • . E880-lalll 
Moior ven'cle accld8nts. � and nol'Hrfffic; . • . • . . . . . . . . . • . • • . E81 o-E825 
Homicide and injury l)l,ll1)05ely lrrfllcwd IJy Qiher pe<$01'IS • • . • . • • • • • • • E980-GCl9 
Acadena o.Je to natural and erwironmeraJ factors . . . . . . . . . . . . . . E900--C909 
A0cielents caused IJy aubMeru>n, suf0calro!l, and to,.lgn bodfes . , , • • . . . . E910-8115 
Other road V'Bhicla accidlNltli . . . , . . . . . ....... , . . . , .......... �829 
Surgical arid medical proctOU'-$ aa 1h1 cau&e o# abnoffl'laJ re,aC'!lon 
ot i:ai,em Of Iller 001T picanon without mel'lllon of rnludl,vntura 
a: \he time or proa,d11rw .. • .. . .. .. • . .. • • • .. • .. • .. ..... E878-E87i 
Orugs, medlan&J aod DIOIOQ,C3l sUON�ces causinv ac!Yv-,e effe,;u 
in lhenlpeutlc wse . . • • . ••.•..•......••.•...••.....••.•. l:930-1!949 

Acci<l.nta! pctSOOlng by dfU!IS, medicinal sut>stances, and biolc�:�i. , ... Easo-1:858 
Aee.<11ntal po,.sordng by ocher &Olid and liOuid �bslances g&NE, ;and vaoc 'S •• � 
Sole� and NK-irdlicmd injury , , , . , , , •..... , .•..••••• , . • . , .. c:950-E96i 
ACl:ldents C8.UMd by fire anc llaffles . . . . . . . . .. , . . . ........... E890--E699 
Late affecu of ac:cident3l il'ljUty •...• , , •..• , , , , , . . . . . , • , •. , . . .. , , 1!929 
lnj,.,y 1.1110t1ermlned whlllher �lty Q/f purpos�lly lnfidad . . . . . ...... IE980-8l80 
oo,e,.Z ....•.............•. ' . • ........ ' . . . . . • • • • ' ...•.•••. 
Unknown� ................. . .............................. , 

18- on.,.� �liof! ot o.nuu. n, _..._, � �din ]eo-.,.o,l)('J, 

Nutfl06r of 

111m in
thOWVtd:s 

28,812 

10,309 
7,6t;g 
,,130 
1,553 
1.374 
1,040 
w 

4(1,& 

370 
332 
192 
,eo 
127 
52 
39 

109 
31� 

Si.ndatr! 
-,o,in 

,,,_$ 

1,127 

4n 

348 
196 
119 

110 
1M 

,, 

.a 

52 
5o 

35 
38 
25 
13 
10 
21 
4 5

Ptl'rM!r 
di«ribution 

100.0 

35.8 
26.! 
14.3 
5.4 
4.8 

3.6 
2...2 

, .. 

1.3 
1,2 
0.7 
0.6 
0.A 

0.2 
0.1 
o., 
I .1 

� 
llrTOI' of 
pwcent 

0.7 
0.8 
0.5 

o., 
0.3 
0.3 
0.2 

0.2 

0.2 
0.2 
o., 

0.1 
0.1 
0.0 

0.0 
0.1 

:J.2 

°'lnclUdcr; rail,Qy accietl'IIS (�(77): wi,er ,.� acddtre (!!�): air ano - :ransport ecc:i<l9llll � .. S): wmoda ;x.ach,,rt! tlOI. •� -i6an<• (E8,,18-£1JA8)· 
-'""'""' ID p;,liera dut>ng &1,!glcal SIC! 'TM,Qlo,1 ,;.are �6); I� lr«ll"el"lOtl �): - i,j� ,..u40na ��at_. IE�) 
'inciucus Ul'QlC!I.Dle e: coo., - �o: E codes 

:mponanc reason for visit and any other 
�ignificant current diagnoses tre 
recol'ded in item 12. Up to three 
diaiJ)oses are coded and classified 
according to the ICD-9-CM (3). 
Displayed in table 9 are ED visits by
principal diagnosis using the major

disease categories specified by the 
ICD-�. Injury md poisoning 
acc.ountcd for 32. 7 percent of all visits,

and diseases of the respiratory system 
accounted for 12.1 percent. 

The 20 mosr ftequcptly reported 
principal diagnoses arc shown in 
table 10. These a.re categorized at the 
three-digit codi::ig level of the 
ICD-9-CM and account !or 38:4 percent
of all ED visitS. The most commonly 
recorded diagnosis was suppurative and 

unspecified o·itis media, occurring at 
3.5 percent ot all visits. 

Oiagno.stie and screening services 

Statistics on various diagnostic and 
screenin1 services ordered or provided 
by hospital std' durin& an ED visit arc
displayed in table 11. Approximately 
87.9 percent •)f all ED visits included 

one or more diagnostic or screening 
service. The most frequently mentioned 
diagn06tic semce was blood pressure 
check, recorded at 73.7 percent of visits. 
Other frequently mentioned services 
included other blood teSt (28.7 percent), 
chest x ray (16.8 percent), urinalysis 
(15.2 perccnt,1, and cxuemity x ray 
(15.l percent). 

Table 6. Number and perc:ent distribution of alcohol- or drug.ffltrted emergency 
department visits wtth corrNpoodlng etandud emirs: United Stetel, 18112 

VIS/I dllll&ttristic 

AU visits . .  . . . . . . ' '  '. I • • • •  

Alecncl• o, d�elated wiit 
Neitner •...••...•........ 
AICOIIOl•relllled •••. . . . . . . . . . .

Drug-rell1ed . . . . . . . . . . .  

lloth . . . . . . . . . . . . . . .  ' 
. . .. . 
. . . .

Humt>er qi Standard 
llilMlf'I ttrOl 111 

� 11:0UU/lds 

88.796 3,a02 

118,01' 3_oig 
2,4S8 199 

M 91 
327 44 

,.-»111 

�f)M 

100,0 

9:S.8 
2.7 
1.1 
0.A 

SWwwd 

wrvrof 
pMmnt 

0.2 
0.2 
0.1 

o.o

Readers should note that for. -nims

8, 15, 16, 18, and 19, hospital staff were 
a..�ed to check all of the applicable 
categories for that item, with lhe result 
that multiple responses could be coded
for each visit. 

Procedures 

Procedures were performed at 
42.3 percent of ED visits (table 12). The 
most frequently mentioned procedure 
was the ad.ministration of intravenous 
fluids, recorded at 14.4 percent o( visits. 
Other frequently mentioned proccdun:s 
were wound care (11.9 percent) and 
orthopedic care (7.9 percent). 

Expectad aouree of payment

Expected sources of payment were 
most often private/commercial insurance 
(36.0 percent), Medicaid ('1:2..7 per�nt), 
and Medicare (15.1 percent) (table 13). 
'·Patient paid" and "HMO/other 
prepaid" were mentioned at 13.8 aod 
7.3 percent of ED visits, respectively. 
The patient-paid careiory includes the 
patient's contribution toward 11co-

pa ymcnts" and "deductibles." 



JAMES O. MASON

Amc!ncans from around the country of the rich Chinese 
_u?wre 1ha1 rloun�e� in 1h1s land. 

\1' ,1ronges1 hope ror 1he ruiure ,H the L".S.-ROC rela­
,11,hip I) that the American ba�e 01 upport tor T.11wan 

., 11 1 _:rn\\ re�ond its con:>er.·ame seed aml touch the entire 
L n1t . .:J States. There ,s no serious ob tade 10 1h1s anJ man� 
r,1,1me de\elopments to encourage 11. Security 1s a prereq­
ui,1te of T .11wan·s continued economic 1?rowth. and 1h1s 
':!rQ\\ 1h is a poweriul stimulus to 1he positive 1ransiormation 
�1r the PRC. The ROC 1s A.merica·s )LXth largest 1rading 
partner. Jnd its democra11za11on builds a bridge to Wash­
ing1on 1ha1 1s a traditional and unique element of America·s 
foreign policy. Taipe1·s offer 10 encer into a free trade 
Jl?reement with Washin2ton could ser.e as the kevstone of 
J trans-Pacific free trade area that mav ,omedav en2a2e the 
pn1Juctl\e e:1erg1es 01 ,,,er half the ,,orkl\

. 
pop-ulauon. 

-\nJ. rinJlh. the ':!enuine t-ond� 01 1nenu hip 1ha, ..:oilnec1 
the ROC ,�1th the L.S are. b� J1ploma11c )tandarJs. old. 
The� ha,e ur. 1,ed Jnd prospered through World War. 
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regional conflict, and the alarming tensions of the Cold 
War. 

.-\nd. J closine \\Ord. Do not '"'e J1s..:L1uraged h\ 1he f:l)..:1-
na11on .-\mencans ha\e long held Jt the ,1zc ,)t 1he Chtne,e 
mainland. �1ne1eenth centur: m1�,1l,nJrte, e\c:1emen1 JI 
1he potential number 01 con\em. 1he ,.,0n1.1er 0i \lar..:o 
Polo·s discoveries passed down the Jges 1hrough 1he Euro­
peans who senled the U.S .. the coloriul m�s1e1: of an unfa­
miliar. ancient. and sophis11ca1ed c1nliza11on: :ill of these do 
indeed exert a powerful grip on the .-\mencan 1maginat1on. 

But pragmatism and idealism are far more a part of the 
American character than a preoccupation with the exotic. 
Taiwan's economic vitality. and its growing .movement to­
wards democracy appeal to thes� fundamental and shared 
traits. They are the sturdy blocks on which the future of 
relauons between the United Stales and the Republic of 
Ch;na muse be built. There 1s no )tronger or more enJurinl? 
material. 

-

Thank you. 

Preventive and Medical Services 
HEAL THY PEOPLE 2000 

8� J.-\�IES 0. \IASO'.'-J .. -4rnsta111 Seeman· of Health. Head of the U.S. Public Health Sl!mce. 

L' 5. Ot·purtmt!lll vf Health und Human Seri·1ces 

D,!111·.-red w the -4ssocw11vn vf \f,luan· Surgeons of the United States. 99th Annual Meeting, .Vashville. Tennessee. : • 

\'o,ember 18. /992 
· · 

T
H . .\�K YOL' C.1p1ain Young. It' an honor to present
the Richard Kern Lecture. I was pleased to accept. I 
just hope I can do this dis11ngu1�hed past President of 

. -\:VtSL:S JU�t1ce. 
We can be proud ot the 1mpro\'ements in general health 

-,taius . .--\II .-\mencans ha\'e benefitted from advances in 
medicine. technology and public health. Since the turn of 
1he century. the average life -,pan in our country has in­
..:reased from .n 10 75 years. That's more than 28 years. or 
ltl-.e J<ldiniz rwo and one half davs 10 everv weekend. 

HO\\eve�. ior all our technology and all our spending, we 
do not have the health outcomes we might expect. U.S. life 
expectancy at birth ranks 18th among 39 industrialized 
countries for females. 22nd for males. For comparison. life 
expectancy for an American male born in 1988 was 71.5 
�ears: a Japanese male born at the same time had a life 
expectancy of 75.8 years. a difference of over 4 years. [n 
19 . the United States ranked 22nd among 39 industrial­
ized couniries on infant mortalirv wtth a rate almost twice 
as great as in Japan: Canada ra.nked 7th. The per capitu 
health care expenditure for the U.S. in 1989 was 40 percent 
higher than Canada and 127 percent higher than Japan. 

The importance of continued scientific and biomedical 
ad\ances 10 increase our healthy. productive life span can 
scarcelv be overstated. But. to maximize the contributions 
of science and technology. we need to understand its pre­
cise role in our health. 

Americans have developed a faith in the magic of medi­
cine. We expect miracles - but the world of science isn't 
alway,; able 10 deliver. The impossible takes a little longer. 
AIDS provides us an example. We're in the 12th year of this 

disastrous epidemic. There is still no vaccine and although 
medicines extend life, there is no cure - even on the hori­
zon. There is a gap between what we want and what science 
can deliver . 

We have an overconfidence in new technologies. new 
pharmaceuticals, new medical devices and new medical 
procedures as quick fixes for health problems. So much so 
that we often don't take personal responsibility for our own 
good health. 

The truth be known. two-thirds of all premature deaths 
and disabilities in this country are the result of people 
making poor choices for themselves. The limits of what 
medicine and surgery can do are painfully clear. 

When Secretary Sullivan and I launched Healthy People 
2000 in September 1991, we spelled out three broad goals 
that could be accomplished in the United States by the 
Year 2000. 

First. we want to increase the span of healthy life for all 
Americans. 

Seco11d, we want to reduce health disparities among 
Americans. All Americans have not equally shared in the 
benefits of medical and preventive care. A disproportionate 
share of premature death and disability in the United 
States occurs in minority communities. In 1985. the Depart­
ment of Health and Human Services estimated that Black 
Americans experienced 60,000 excess, unnecessary. pre­
ventable deaths per year, compared to the White popula­
tion. The impact of human immunodeficiency virus (HIV) 
and the increase in the incidence of violence have added to 
the annual toll of excess deaths in the Black populauon. 
Even with recent improvement, the gap in life expectancy 
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between black and white men is still 1?.reater in 1990 than it 
was in 19 -t Other racial and ethnic groups also lag behind 
in health ,1atu,. Difference, exi�t for :-\meric:in Indian· 
.-\la-:,kan \a11,e�. Hispanics Jnd �ome .-\�1;.in Americans and 
Pacific 1�1.tnders. 

The third goal 0f Health: �eople 2000 is Jccess tO pre­
,enci,·e serY1ces for all Americans. 

Fundamental to accomplishing the first t\1/0 goals is 
achievement of the third. Health promotion and disease 
pre,ention ha,·e not reached their potential in reducing 
premature morbidity and mortality in the U.S. 

Dr. Dennis Burket used the example of archers on boats 
offshore killing and wounding villagers. He asked what 
would we do? Bandage the wounded and burv the dead? 
Put armor on the cit{zens·� Or. sink the ships? 

Let". contrast Dr. Burket"s example with our policy on 
tob,t((t). 

Th1r1: percent of all c:incers in the L".S. ;.ire caused by 
tobacco. o,·er 1000 people die e:ich day from diseases at­
tributed to smoking. An e�timated 27 billion dollars in 
health c:.irc co�ts we-re attributed to t0bacco-related illness 
in 1990. Yet. ,,e ha,·e failed to save millions of li\"eS and we 
are allo" ing millions more to be at risk. Society seems quite 
willin!! to underwrite the extraordinarv costs of surgerv. 
Cnfortunatel\· ,,e are not doine all we could to see -thi11 
young people· don't become addicted or that tho�e who are 
hooked !!et unhooked. 

We k11ow higher taxes on tobacco products curb usage. 
especiall: in adolescents. 

We know cigarette advertising influences our nation's 
youth . 
.. The industrv tells us that thev onlv advertise to influence 
ad1:lts t0 switc·h brands. Do you believe that? Why are they 
coacerned about minors being denied access to tobacco? A 
health officer in Utah called me because he needed help 
\\ ith strengthening laws that prevent the sale of tobacco 
products to minors. His action was met by powerful. coordi­
natec.l opposition from groups organized and financially 
backed bv the out-of-State tobacco industrv. 

No battle is too small for the tobacco (ndustrv. Everv 
adolescent is important to the industry's future· profits. 
They pro, e it by seducing our youth. Three thousand start 
mokine everv dav. 

So. �here shou
.
ld our Nation·s efforts and resources be 

focused':> 
We should sink ships. when we've been bandaging and 

burying. I use tobacco as an example. but I could just as 
easily have been talking about. heart disease. infant mortal­
ity or substance abuse. 

Our aspirations exceed our resources. The spiraling costs 
of medical care. ever increasing demands for services and 
new technologies have created a huge chasm between what 
we want and what we can afford. 

The United States spends more on health care per citizen 
than any other country. In 1992, we will spend an estimated 
S800 billion on medical care. That's nearly 13 percent of the 
U.S. Gross Domestic Product ( GDP). That's up from 6 
percent only three decades ago. If the current system could 
continue unchanged. medical care would consume over 1. 6 
trillion dollars. 16 percent of GDP by the year 2000. and 
between 27 and -B percent of GDP by the year 2030. 

VITAL SPEECHES OF THE DAY 

The Federal government is spending increasing propor­
tions on mandatory health outlays. Before the year 2000.

\tedicare and Medicaid will surpas Social Security as the 
·ingle largest component of tederal ,penc.ling. Federal
\-tedicaid spending alone has grown from I .1 billion Jolla rs
in I %0 to a projected '--l billion dollars in i 993. This repre­
sents an increase of 600 percent. �tedicare spending will
grow from 34 billion dollars in 1980 to about 131 billion
dollars by 1993 - an increase of nearly 300 percent. At
current rates of increase. by 2025. \1edicare is expected to
exceed 27 percent of the Federal budget.

Looking at these rising medical expenditures and the 
example on tobacco. it is evident that America has created a 
medical system designed for the treatment of illness and 
injury. Our system is sickness oriented. It has become a 
business rather than a service. lt is generally set up to 
generate revenue. rather than keep people well. Health 
seems to be only indirectly a goal of doctors. hospitals. 
insurance companies. pharmaceutical firms. and device 
manufacturers. 

In most areas of our economy. a competitive market ex­
ists where price is influenced by the consumer"s willingness 
and ability to pay. In such a competitive market place. over 
production, poor quality and high cost lead to inefficient 
enterprises that ultimately close and lock their doors. How­
ever. in the medical marketplace. even when there is an 
over supoly - too many beds. too many doctors. too many 
MR Is. n. one fails and prices rise rather than fall. Surgeons 
generate their own demand. The number of hysterect_qmies 
performed in a population is not related to the number of 
women in the population, but instead to the number of 
OB/GYNs practicing in the community. 

In the medical market place, there is no competition in 
regard to price, quality or service. The medical Industry 
lacks moderating controls. Self regulated and self control is 
virtually absent. Consumer based market discipline is weak. 
Americans with insurance have few incentives to use medi­
cal care prudently. They are insulated from the real cost of 
medical treatment by employer and government subsidized 
insurance. Doctors and hospitals who have financial incen­
tives to provide more medical care are largely in control. 
American's want and feel entitled to, the best medical care. 
regardless of cost, and providers are eager to supply that 
demand. 

An example of the cost generating forces at work in the 
medical industry is provided by the rapid spread of Magnet­
ic Resonance lmagers. Introduced in the mid 80's, MRis 
came on the heals of another major advance in diagnostic 
imaging, the CAT scan. Today there are about 2500 MR ls 
in the U.S. 

Entrepreneurs, sensing profits, set up specialized imag­
ing centers, often attracting doctors, who as co-owners 
could refer patients to the centers. The New York Times
reported that a survey for Florida's Health Care Cost Con­
tainment Board found that 75 percent of the imaging cen­
ters in the State had doctors as part or full owners. A report 
in this weeks New England Journal of Medicine showed that 
self referral increases the cost of medical care covered bv 
workers compensation for each of 3 types of service studied: 
MRI, psychiatric evaluation and physical therapy! The 
same is undoubtedly true for other areas of self referral. 
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The purchase of one MRI by one hospital inspires others 
to keep up. Hospital"s are pressured to buy MRis tO retain 
their competiti\e status as full- erv1ce. modern health care 
�·enters. Having bought such expensive machines. hospitals 
Jnd imaging centers have an incenti,·e t0 push as many 
patients through as possible t� capitalize the investment. 
Fear of malpractice also contributes to the machines· use. 
The malpractice system alone adds an unnecessary 21 bil­
lion dollars to overall health care costs. 

Despite high volume. MRI prices have not fallen. A 
study. reported in the .Vew York Times. was conducted by 
the New York State Department of Health estimated that a 
high volume imaging center could reduce the cost per scan 
below 250 dollars. Yet. an estimated five million MRI scans 
were performed in the nation last year. at a price of 600 to 
1.000 dollars each. That means ma1metic resonance imag­
ing alone 1s adding about 5 billion -dollars to the nation\ 
medical bill. And� on the heels of \fagnetic Resonance 
Imaging is Positron Emission Tomography. PET scan fees 
reach upward to 2.500 dollars. So you can perceive how 
technology more often adds to medical costs. This shouldn't 
be. but our overly entrepreneurial non system has made it 
so. 

Also adding to sJ...-yrocketing unaffordability are wasteful 
administrative costs. Thev contribute an estimated 80 bil­
lion dollars to the cost of medical care. There are over 1500 
third-party payers in the United States. All with their own 
forms to fill out and Javers of bureaucracv. 

Our perverse system· also generates the wrong kind of 
providers. There are enough physicians in the United 
States. We have overspecialization. We have the wrong 
kinds and egregious geographic maldistribution. 

Using the USDA --Food Pyramid.; as a template. we
should build the health care pyramid with prevention and 
primary care services at the base - and high cost tertiary 
procedures. that benefit a few. at the peak. 

When we examine the U.S. mix of providers. we are 
overwhelmingly rop heavy. We have an abundance of pastry 
bakers and ice cream makers and few who can cook and 
serve whole grains. vegetables and fruit. No wonder it's the 
most expensive system in the world. 

The Institute of Medicine estimated that 90 percent of 
medical complaints could be resolved at the primary care 
level. A health care system firmly based on nurse practition­
ers. physicians assistants. family doctors, general internists 
and general pediatricians could be much more cost-effec­
tive than our specialist dominated system. 

Primary care providers tend to include more preventon 
services. hospitalize patients less often and order fewer 
medical tests. procedures. and prescription drugs for 
their patients. A recent study indicated that, even after 
adjusting for patient case mix. hospitalization rates were 
from 50 to 200 percent higher, and drugs prescribed were 
double. when patients were cared for by a specialist rath­
er than family physicians. Those who believe that primary 
care. with appropriate referral to specialists would ad• 
versely effect medical outcomes and quality should show 
me the data. 

At a time when we need more primary care physicians we 
have fewer. In the last 25 years the percentage of primary 
care doctors has dipped from 50 percent to 33 percent in 
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1991. In 1981. about �O percent of the graduating medical 
class planned t0 become board certified in primary care 
specialties. By 1989. the percent haJ Jropped 10 :s. Th,� 
disastrous trend continues. If we set a goal oi 50 percent 
primary care physicians in each graduacing dass it woulJ 
take until some time between 2020 and :030 to correct our 
problem. Can we wait? 

Too many expensive medical procedures are being over­
used. We are squandering our assets. We are doing things 
that don·t work or aren·t needed. As a nation. we have 
under-invested ip outcomes research. 

A recent study estimated 50 percent of coronary angiog­
raphy undertaken in the U.S. are unnecessary. or at least 
could be postponed. In 1989 this would have represented 
over 400.000 unnecessary tests at a cost of over 3 billion 
dollars. 

This diagnostic tool often leads to subsequent coronary 

angioplasty or bypass surgery. The study also chronicled the 
ever lowering threshold for carrying out bypass surgery as 
well as angioplasty. From 1983 to 1990, Coronary angio­
plasty increased from 30.000 to almost 285.000 procedures. 
Over the same time period. coronary bypass increased from 
180.000 to 380.000. Coronary bypass surgery now accounts 
for 1 of every 50 dollars spent on health care in the U.S. 
One study suggested that more than 40 percent of such 
operations did very little, if anything, for the patients. 

Another example where outcomes research can save us 
dollars is in the use of medications. For example, treatment 
of myocardial infarction with Streptokinase costs �oxi• 
mately 200 dollars whereas therapy with tPA costs 1.800 
dollars. Preliminary outcomes research indicates long term 
survival is equivalent with either drug in most patient popu• 
lations. We need this kind of data on other pharmaceuti• 
cals, and we need informed physicians who tailor their pre­
scribing practices to sound medical economics. 

While we must be concerned about the overutilization of 
services we also know that there are cost effective services 
that are underutilized. Prime examples are clinical preven­
tive services. Cost effectiveness and health benefits have 
been documented after rigorous evaluation by the U.S. Pre• 
ventive Services Task Force. 

Immunizations work and they're highly cost effective. 
Every dollar spent on vaccinations for childhood diseases 
�aveffl to 14 dollars m long-term costs. Yet, we recently 
attra survey in the U.S. and found only 40 to 50 percent of 
kids under 2 years of age are fully immunized. In Nigeria. 
they'd tell you that about 60 percent of their kids under 2 
years of age are immunized. 

Research tells us that mammography and clinical breast 
examination could reduce cancer deaths by 30 percent in {i) 
women aged 50 and older. Yet, despite increased federal 
spending on cancer screening in the United States, the 
National Institutes of Health predicts that more than 
45,000 women in this country will die from breast or cervical 
cancer next year. With better application of what we al­
ready know, about 19,000 deaths would be prevented. 

In our country, 13 percent - 35 million people lack 
insurance or are significantly underinsured. Surprisingly 
many of these people are employed or the dependents of 
employed persons. Workers at small businesses are likely to 
be uninsured 
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L'ninsured Americans receive medical services by paying 
,1ut-1)t-pocket. v.hen the, can. 1.)r through pro,i ,on of ,;o 
:alleJ uncompensated care. The:.e lat,er Americans rarely 
rece,,e pre\'enu,e or primary c:ire services. The� enter the 
meJ1c:il s, .. tem thruu�h the "back door·• - the emereenc,· 
room. This keeps the'm from dyin·g on the street. but it is 
unquestionably associated with more hospitalizations and 
poorer outcomes. Once in the hospital. the uninsured suf­
fer negligent medical injuries more than twice as often as 
insured or self paying patients. 

We now see whv deaths due to nearlv all cancers. asthma 
and other conditions are much higher in disadvantaged 
populations. They die of cancer of the cervix and the breast 
at a higher rate because they're not being screened. and 
their tumors are not seen while thev·re treatable. Hieher 
rate:- of :idm,�sinn for :l\LJid:ible hospiwl conJitions �hould 
,er\'e :is a n:itional marker for poor access to. or poor qual­
iry of. primai;, c:ire. Uncompensated care. in spite of its 
hazards is not free. It results in cost shiftine which increases 
the cost for the insured by nearly 15 percent. 

Twenty five percent of Americans receive medical care 
through public or publicly financed systems. Providers in­
clude the Veterans Administration. the Department of De­
fense. the Department of Health and Human Services. and 
Department of Justice. Within these agencies. I count no 
less than 7 separate and independent federal systems. 
When we talk about the private sector. we must admit 
Congress and the Administration can ·1 get thei� act togeth­
�r either. 

The final 62 percent of Americans. a total of l53 million 
working people and their dependents. have a full range of 
medical services through private health insurance. It's ei­
ther feast or famine in our country. Our system rations 
vertically rather than horizontally. This is the system that 
we tout as the best in the world. and it is. This group enjoys. 
the best of everything money can buy. the best that science 
and technology have to offer. 

But there are some problems. Insurers offer lower premi­
ums to attract healthy groups. while discontinuing coverage 
or increasing premiums. once an individual or group be­
comes more costly. Insurers often exclude pre-existing 
medical conditions from coverage. A recent court ruling 
that allows self insured companies to change insurance 
plans in the midst of an employee·s illness, have effectively 
excluded sick persons - those most in need - from cover­
age. 

Even those who do have insurance coverage often experi­
ence job lock. when a pre-existing condition threatens cov­
erage if the person changes employers. Even in the best 
plans. immunization and other prevention services are of­
ten ignored. Since 1989. due to escalating costs. the number 
of people with private medical insurance has been declin­
ing. The parade of people moving from compensated to 
uncompensated care continues. 

I have spent my allotted time somewhat pessimistically 
discussing some of the problems with federal health. I have 
suggested. and I'm not the first. that the system is broken. 
We are nearing a catastrophe. We are caught in a medical 
arms race. 

VITAL SPEECHES OF THE DAY 

✓ 

Onlv in this race. deterrence is suffering from the cost of 
proliferation. There IS a trade off bet\,een-gro,qh in spend­
ing for treatment services and declines in other r:pes or 
spending. As the percentage of gros domestic product 
dedicated to medical care !?rows. le:.:. mone\' ,s 3\'Jilablc tor 
health promotion and disease prevenuo�. for basic re­
search, for education. job training, housing. transportation. 
and welfare assistance. 

American companies are being priced out of medical 
insurance. Thev can't continue to hide the intla ted costs of 
health insurance in the price tags of goods and services. Our 
country's balance of payments is disadvantaged as our 
products fail to compete price-wise in international mar­
kets. We do seem to have a problem. The future of Federal 
Health depends on how and how soon we fix our system. We 
cannot continue :is we are. We cannot afford to. 

The economic costs are profound. The human cost :ire 
immeasurable. A low birth weight baby that is the result of 
no early prenatal care. may never reach his or her genetic 
potential - may never even be capable of independent 
living. 

What is my bottom line for future expectations? No 
American should be locked out of necessary health care. 
Every American child - every adult in the U.S. should 
expect to receive peventive and medical services. 

Reform will not be easy. Even taking simple easy steps 
can be fraught with danger. Ask former Secretary Ed Der­
winski. He proposed banning smoking in Veterans Adm_i!:)· 
istration health care facilities. He and Secretary SuHNan 
also proposed limited access in one underserved community 
to an under-utilized VA hospital. And, in a second commu­
nity, veterans living far from a VA hospital could use a 
convenient community health center. In each case the fa. 
cility would be reimbursed for services rendered from ap­
propriate accounts. No robbing Peter to pay Paul. Both 
these proposals made good health sense. They prevented 
disease. They were cost effective and increased availability 
and access to services. But, a good man stepped down. a 
victim of the tobacco industry and advocacy self interests. 
The fucure of Federal health will be glorious if we can rise 
above ourselves. 

Looking at the glass being half full, Charles Dougherty 
wrote, 

"there are countervailing values in American experi­
ence, the biblical and republican traditions that stress 
the obligation of citizens to rise above self interest and 
to focus on the common good of society. Serious 
health care reform must draw on these traditions to 
balance the dominant note of individualism. Every 
stakeholder in the health care arena will have to be a 
little less concerned about what is in his or her own 
personal, professional, and institutional interest and 
fix more directly on what is in the best interest of the 
nation." 

When we fix on what is best for our Nation, then the over 
50 separate health reform proposals already on the table 
will coalesce to produce broad and workable areas of natu­
ral consensus. 

I'm optimistic! 
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WASHINGTON There is something important missing in the national debate 
over health care reform� 

The absent element: a focus on what can be done to make Americans more 
healthy, not just guaranteeing that their illnesses will be treated when they 
get sick. 

President Clinton does advocate preventive care but thus far the political 
dialogue over health reform has been more about ways to finance the treatment 
of illness than about ways to prevent it. 

Prevention, early detection and incentives to promote wellness are an 
important part of the administration's reform plan, but they are rarely 
discussed. 

Not that everyone agrees on the president's approach. On the contrary, 
some of the alternative plans that have been proposed on Capitol Hill contain 
far less prevention than Clinton advocates. 

But if the fast-rising cost of health care is creating a crisis, one way 
to dramatically reduce the rate of growth would be to improve public health. 
Potential savings are enormous. 

Doctors say more than half of all illness is preventable. Much of it is 
self-inflicted, the result of smoking, drinking, drug abuse, suicidal eating 
habits and sedentary lifestyles that helped push the national cost of health 
care to $900 billion in 1993, and will likely boost it over the $1 trillion 
mark in 1994. 

Clinton's plan would cover periodic physical checkups, which many health 
ranee plans currently do not pay for. It also covers immunization, 

. ·natal care, cancer and diabetes screenings, mammograms and pap smears, 
with no co-payments required from patients. Raising taxes on cigarettes 75 
cents a pack will improve health if, as expected, it reduces smoking. And 
Clinton would increase funding for research in children's health and disease 
prevention and wellness promotion. 

Perhaps the most important preventive element of the Clinton plan is 
little understood and rarely discussed. It is Clinton's attempt to reverse the 
financial incentives for most doctors who now operate under a system that 
provides them no economic benefit for keeping patients healthy. 

In most cases under the present system, the more medical services doctors 
provide, the more money they make. Clinton seeks to change that. 

Under his reform plan, doctors would be part of a health plan that is paid 
a fixed amount of money for taking care of a group of patients over time. The 
healthier the patients, the less money consumed treating sickness and the 
greater the financial.reward for the health plan and its doctors. 

Clinton advisers believe this pocketbook motive will cause doctors to more 
intensely monitor patient behavior and devote more time and attention to 
counseling about good health habits. 

--when it comes right down to it, physicians and people working in medical 
treatment centers have not been closely involved,'' said Dr. J. Michael 
McGinnis, deputy assistant secretary for health promotion and disease 
prevention in the Department of Health and Human Services. ''Their incentive 
is primarily to treat illnesses that walk in the door. Now there will be a 
different set of incentives at play. Not only is there the obligation to 
�-qat illness, but also because of the structure of the entire system there

ld be a real incentive for plans to keep their patients healthy,'' 
✓innis said. 
''At least under this system you will be in a health plan which has every 

reason to encourage you and educate you about how to take better care of 
yourself,'' said Walter Zelman, a White House health adviser. ''The 
conscientious physician today may try to tell you about nutrition and 



e.<ercise. Now there will be an additional issue involved. Now the plan has 
wore incentive to make sure you learn about nutrition, about alcohol and drug 
; ,e, to make sure you understand the dangers of smoking and how to reduce 

intake of things not healthy for you. They have every reason to get you 
t at better. ' ' 

The impact could be most dramatic among lower-income families where death 
rates now are almost twice as high as as they are among those among 
upper-income Americans, said Jeff Jacobs of the American Public Health 
Association. 

··The wealthy get the information they need to make lifestyle changes,' 1 

Jacobs said. ·'Lower income people don't get that advice, they don't get the 
tests.'' 

The universal health care coverage proposed by Clinton would fill that 
gap. 

(FIRST OPTIONAL TRIM BEGINS) 
Not everyone believes that promoting wellness would reduce health costs. 
Uwe Reinhardt, a health care economist at Princeton University, scoffs at 

the idea, saying people would live longer and ultimately heap new cost burdens 
on society. 

''Over their life-cycle, people consume a certain amount of health care,'' 
Reinhardt said. ''If they don't consume it sooner they consume it later. 
Smokers are probably lowering health care costs because on average they die so 
much earlier that they consume less health care per life-cycle.'' 

But many doctors and other experts disagree. 
(FIRST OPTIONAL TRIM ENDS) 

A recent report by the Robert Wood Johnson Foundation in Princeton, N.J., 
said smoking adds $28 billion a year to the nation's health care costs, while 
a 1 �ohol abuse adds $10.7 billion and drug abuse another $4.7 billion. -

he Center on Addiction and Substance Abuse at Columbia University in·"New 
. s�id that patients with substance abuse problems tend to recover more 

slowly from a variety of ailments, running up bigger hospital bills. On 
average, Medicaid patients with substance abuse as 
a secondary diagnosis are hospitalized twice as long as patients with the same 
primary diagnosis and no substance abus.e problem. 

Joseph A. Califano Jr., former secretary of Health Education and Welfare 
who heads the center, puts the medical costs of substance abuse at $140 
billion a year. 

A study by the Medical College of Wisconsin said more elderly Medicare 
patients are hospitalized for alcohol abuse than for heart attacks. More 
broadly, between 25 and 40 per cent of people in general hospital beds across 
the country are being treated for the complications of alcoholism. 

More than 70 conditions commonly requiring hospitalizations are the 
result, in whole or in part, to substance abuse, including tumors, spontaneous 
abortion, respiratory-diseases including asthma, bronchitis, emphysema, 
pneumonia and influenza, coronary heart disease, hypertension, ulcers, 
dementia, epilepsy, diabetes, leukemia, arthritis and seizures. 

People who smoke and drink are 135 times more likely to get throat cancer 
than those who abstain from both. Those who smoke and drink are 24 times more 
likely to get oral cavity cancer than those who do not drink or smoke. 

·'Much of the impetus behind the growth in health care expenditures can be
traced to lifestyle factors and social problems,'' said a report by the 
American Medical Association. 
-END-OF-AUTOTA.KE(l)-
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such as reduced access, increased costs, rationing, or 
adverse economic effects on small businesses.2"4 8’10 On

REDUCING HEALTH-CARE COSTS BY REDUCING THE NEED AND DEMAND FOR MEDICAL 
SERVICES

EALTH care costs in the United States exceed 
14 percent of the gross domestic product, far 

more than in any other nation. Overall costs were . 
$838 billion in 1992, or over $3,000 per person.1 
Well over 30 million Americans are uninsured, partly 
because of rising premium costs.23 We propose an 
approach to part of this problem that has been ne­
glected, one that focuses on systematically reduc­
ing the need and thus the demand for medical services. 
This approach requires expanding the definitions of 
“health promotion” and “preventive care,” paying se­
lective attention to strategies that have been found to 
result in net cost savings.

During the past 30 years, while health care expendi­
tures have risen in the United States from 4 percent to 
14 percent, many cost-control strategies have been 
tried to varying degrees, without success.** The infla­
tion of costs, influenced by technology, specialization, 
and a variety of other factors, has continued unabat­
ed.6 Thoughtful criticisms of administrative cost-con­
trol solutions have been advanced, and it has been 
noted that these measures ration productive and non­
productive activities alike.7 Despite their merits, pro­
posed programs of reform introduce new problems, 

James F Fries, C. Everett Koop, Carson E. Beadle. Pall P. Cooper, Mary Jane England, 
Roger F. Greaves. Jacque J Sokolov, Daniel Wright, and the Health Project Consortium*

The Potential for Reducing Demand

A health policy directed at reducing demand would 
be unlikely to make a major contribution to lower­
ing costs if a number of conditions were not pres­
ent: if preventable illness made up only a small 
fraction of the demand, if risky behavior were not 
expensive in terms of lifetime medical costs, if ap­
proaches involving self-management did not reduce 
costs, if the present system already linked the use 
of resources closely to the requirements of illness,

the face of it, broadening access and reducing costs at 
the same time is difficult.

A Theoretical Solution — Reducing the

Need and Demand for Medical Services

If there were no illness and no accidents, health 
care costs for a society would theoretically be zero. 
For much of this century, the decrease in acute ill­
ness and the proportional increase in chronic disease 
have fueled inflation in medical costs.11 Preventing 
chronic illness would offer hope of a reduction in de-
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mand. if a coronary-artery bypass graft procedure 
costs $50,000, then avoiding that procedure could save 
up to $50,000, depending on the cost of the inter­
vention, on whether the procedure is postponed or 
prevented, and other offsetting factors.12 Approaches 
invoking self-management could potentially yield 
similar benefits: if a visit to the emergency depart­
ment for a cold, including cultures, x-ray films, and 
antibiotics, costs $130, then that amount is saved if 
the visit is not made. If they are based on well- 
documented and proved interventions, health policies 
directed at reducing the burden of illness constitute 
a positive approach: individuals become healthy and 
society may save money.'314

How can we reduce the burden of illness and 
thus the need and demand for medical services? Ideal­
ly, a society of healthy people does not smoke^does 
not consume alcohol to excess, exercises regularly, :- 
eats wisely, uses seat belts, treats hypertension, pro­
vides other preventive health services, and sees that 
care at the end of life is humane.15 People assume 
more responsibility for their own health by requesting 
health services when such services can be of help and 
avoiding them when they cannot. There is emphasis 
on both disease prevention and collective individual 
restraint. To be sure, there are offsetting factors 
involving cost as well, including the direct and in­
direct costs of the interventions themselves. With 
programs of early detection (screening) in partic­
ular, it has been notoriously difficult to document cost 
savings.16 The same can be said of drug treatment 
for control of hypertension or reduction in choles­
terol levels.”"1’ Not all “preventive" interventions 

save money".
We believe one requirement is broad access to 

wisely designed programs of health promotion, in 
which the concept of health promotion is expand­
ed to include a goal of cost reduction. This ex­
panded concept directly addresses the challenge of 
preventing illness as well as that of reducing health 
care costs.
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sive land less expensive strategies than their physi­
cians.3: Health maintenance organizations cost as

or if health-promotion programs in the workplace 
increased overall health care costs.

with which certain procedures are performed 
When patients are given information and alternatives, 
they have been show n, on av erage, to select less inva-

Much DImim It Prtvtntable

Preventable illness, makes up approximately 70 
percent of the burden of illness and the associated 
costs. Well-developed national statistics such as those 
outlined in Healthy People 2000, Health L'.S. 1991, and 
elsewhere document this central fact dearlv.1 15 20 31 
.McGinnis and Foege have carefully reclassified the 
causes of death in the United States, using under­
lying actual causes rather than the traditional disease- 
oriented classifications; they found that preventable 
causes account for eight of the nine leading categories 

. and for 980,000 deaths per year. (McGinnis JM, 
Foege WH: personal communication).

Rl»ky Behavior Cort* Money

Lifetime medical costs, which average approximate­
ly $225,000 per person, are clearly linked to health 
habits.33‘2' For example, the lifetime costs for smokers, 
despite their shorter lives, are higher than those for 
nonsmokers32'25 by approximately one third.20,22 Bres- 
low and Breslow23 have demonstrated that poor health 
habits are strongly associated with greater burdens of 
illness and that these effects are similar in magnitude 
to the effects on mortality. Yen et al.26 showed that 
self-reported health habits strongly predicted annual 
claims costs over the next three years; people at low 
risk had average claims of $190, whereas those at high 
risk had claims averaging $1,550. Using cross-section­
al data from the National Health Interview Survey, 
Wetzler and Cruess found that increased physical ac­
tivity was associated with fewer visits to the doctor.27 
Tsai et al. confirmed statistically significant associ­
ations between smoking habits and overall morbidity; 
overall morbidity was higher by 60 percent among 
smokers.28 Sokolov demonstrated that in a large cor­
porate setting, people with three or more risk factors 
on a list that included smoking, obesity, hypertension, 
hypercholesterolemia, and diabetes had claims costs 
that were double those of people who had no risk 
factors.29-50

Variability In Regional Coata Impllea Slack In the Syatem

Wennberg and others have documented striking re­
gional differences in- the use of services.51,52 Cesarean­
section rates in the United States have risen from 
5 percent in 1965 to over 25 percent in 1988; moreover, 
current rates range from 9.6 to 31.8 percent in differ­
ent settings.55 Hospital expenditures per capita are 
twice as high in Boston as in New Haven. In some 
communities in Maine, over 50 percent of men under­
go prostatectomy, as compared with only 15 percent in 
nearby communities, yet the health outcomes in these 
men appear similar.51,53,54 In the case of elective hospi­
talizations, admission rates correlate with the number 
of hospital beds per capita rather than the incidence 
of illness.55,56 Educating the consumer so that more 
informed decisions are made decreases the frequency 

decreases in the number of sick {jayS>i2->'.>t Js.60.t5 M.69 
outpatient costs,52,57-58,81,‘^«,“M and hospitalization 

” Many of these studies have used

or parallel control groups in similar

Setf-Marugement Can Reautt In Savings

Multiple studies have demonstrated that providing 
medical consumers with information and guidelines 
about self-management can lower rates of use of serv­
ices, often by 7 to 17 percent, in association with 
modest interventions.37'41 These interventions offer ob­
jective guidelines to help a person decide whether 
medical assistance is required for a particular problem 
and provide information about home treatment when 
appropriate. They appear to work through two mech­
anisms: better information and increased confidence 
that much illness can be self-limited. Education that 
increases confidence about health decisions has been 
shown to reduce the costs of long-term health care, 
even in people with chronic disease.42,43

Care for Terminal lllneia Ha» Become Extraordinarily 
Expensive and Inhumane

The costs of medical care in the last year of-life are 
high, and a portion of them represent overly intensive 
services in terminal illness.44 Some 18 percent of life­
time costs for medical care, or over $40,000, is estimat­
ed to be incurred in the last year,45 and 29.4 percent of 
Medicare and Medicaid payments for those over the 
age of 65 are for people in the last year.44 Imminent 
death is not always predictable, but sometimes the 
reality is clear. Seventy percent of people request no 
life-sustaining treatmenu for themselves when they 
are dying, and 89 percent desire living wills and other 
advance directives. Yet only 9 percent have made such 
directives.47'49 Schneiderman and colleagues50 point 
out that not only signed documents but also physi­
cian-patient communication is important if dying 
patienu are to receive less unwanted care. Roos and 
colleague's have discussed the factors associated with 
expensive and inexpensive terminal care.51

Health Promotion at Work Has Successfully Reduced

COSU.55'5’-S0.*IA«-S6.69

randomized c. ______ ................... ..
P facilities for soundness of the experimen­
tal or quasi-experimental55-55-59,63,69 design. Sav­
ings have frequently been confirmed by analyses of 
claims data.^sss.s’.ss

much as 20 percent less than traditional programs of 
health care deliver.-, with no discernible negative ef­
fects on health outcomes.37

Costa

A growing literature documents the potential of 
well-formulated health-promotion programs to de­
crease health care cosu in the workplace.5*^1,53'49 Mul­
tiple studies of such programs have shown substantial
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beine three or more times greater than the program 
costs?9 A low-cost intervention delivered bv mail'“-6’

A recent review of 28 separate studies of health 
promotion in the workplace emphasized the effects on 
documented cost reduction, with the sastncs generally 

The Health Project

The Health Project is a voluntary consortium of 
business leaders, health insurers, policy scholars, and 
members of government, with representation from 
the Centers for Disease Control and Prevention, the 
Office of Health Promotion and Disease Prevention, 
and present and past administrations. Its members 
believe that reducing demand and need can have a 
substantial positive effect on health care costs. We 
propose a private-public partnership, with nominal 
federal expenditure, to promote improved health and 
reduce costs. The consortium believes that there al­
ready are programs capable of making a change in 
demand, but that except for demonstration projects, 
their availability now extends only to perhaps 1 or 2 
percent of the population. Disseminating such pro­
grams is the issue.

The consortium plans to review the evidence, iden­
tify the best programs, and promote their replication 
in additional workplaces and communities. In an ini­
tial review of more than 200 health-promotion pro­
grams in the workplace, there was a convincing docu­
mentation of savings in 8: Johnson and Johnson,55 Du 
Pont,53 Tenneco,53 Blue Shield of California,6I'63 Travr. 
elers,39-40 Southern California Edison,29,30 the County 
of Ventura (California), and Coors.58 Collectively, 
these programs had developed many of the features 
that influence costs directly over the short term. Two 
had a heavy emphasis on self-management, two used 
cost incentives, one emphasized advance directives for 
terminal care, several contained elements directed at 
enhancing self-confidence with regard to health-relat­
ed decisions, and several had defined approaches to 

people at high risk.

Problems and Caveats

Why have solutions aimed at reducing costs by re­
ducing demand not been implemented more widely? 
Two comfrion answers are the popular belief that 
high costs are necessary if we are to have the finest 
medical system in the world and the idea that tech­
nology is essential to improved health and longevity. 
Economists have focused on administrative and fi­
nancing issues. Across-the-board solutions have been 
sought, rather than selective ones, partly because 
they are easier to conceptualize. Advocates of health 
promotion have themselves caused delays, first by not 
making cost reduction a primary goal and second by 
neglecting rigorous economic evaluation. The gov­
ernment has not funded evaluative research to any 
substantial degree. It can be argued that academic 
conservatism has held preventive policy to a more 
stringent standard of proof than that generally ap­
plied in other areas of health policy.

In addition, there has been the suggestion that 
health-promotion programs might actually increase

quired is a widespread conviction that appropriately 
designed programs directed at reducing need and de­
mand can actually save money.I3 HC’9

had a higher percentage return. A well-executed study 
sponsored by the National Institutes of Health in Bir­
mingham. Alabama, showed a 10-to-1 return and held 
costs to the city constant over a five-year period. 
Increasing collaboration by universities and corpora­
tions has substantially improved the quality of recent 
studies.70 There already are model programs that im­
prove health and decrease costs. It is not knowledge' 
that is lacking, but penetration of these programs into 
a greater number of settings.

Redefining Health Promotion

We propose that health-promotion programs at­
tempt to improve both physical and financial health. 
The central goal remains improvement in health hab­
its, and ultimately the postponement and prevention 
of major chronic illnesses require reduction in risk 
factors. Available data, however, suggest a lag of two 
or three years between improvement in health habits 
and signs of better health and reduced costs.13,71 Some 
studies have suggested that costs may even be in­
creased during the first year of a program intended to 
improve health habits.'3

There are, however, elements of a broadened 
health-promotion model that have the potential for 
more immediate savings. Materials on self-manage­
ment that offer guidance in the appropriate use of 
services have been shown to produce savings in the 
first year,38'" particularly those that raise people’s 
confidence in making health-related decisions.43 Pro­
grams intended to improve a person’s level of confi­
dence in dealing with chronic illness have been shown 
to lower costs both immediately and over a four-year 
period.43 Interventions directed at reducing the num­
ber of low-birth-weight babies can theoretically have 
immediate effects: a stay in the intensive care unit for a 
single low-birth-weight baby can easily cost more than 
$100,000. Using advance directives, such as a living 
will or durable power of attorney, that emphasize hu­
mane and dignified care at the end of life and are 
coupled with appropriate communication could re­
duce costs as well as provide more humane care in a 
short period.47'49 Dollar incentives for the appropriate 
use of health care, a measure sure to be controversial, 
may yet plav a part in reducing costs and may do so 
over a brief period.2”087,72

Who Will Pay?

Widespread dissemination of programs such as 
those described here costs money — not a great deal of 
money in comparison with overall health costs, but 
some money. The costs should be borne by those who 
will ultimately have the savings — that is, those now 
paying the costs. Insurers, industry, and government 
can pay out of their potential savings. What is re­
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costs or that at best the reductions would be small.'3 6 
Smoking cessation, for example, might increase costs 
bv promoting greater longevity with its attendant 
costs Furthermore, proposals to teach people to use 
hospitals and doctors less can be seen as raising an­
other kind of barrier to-access, even though the inten­
tion is quite different. Health-promotion programs 
have also been s lewed as intrusive and as jeopardizing 
privacy. There has been doubt that large segments of 
the population can learn to practice self-management. 
Concern that powerful interest groups (doctors, hospi­
tals, industry , or the medical-industrial complex) will 
effectively oppose such approaches has engendered a 
sense of hopelessness.

In the end, however, the payers are consumers, who 
can learn to act in their own interests to control costs 
and who ultimately constitute the strongest interest 
group. Moreover, the proposals outlined here are not 
antimedicine; rather, they are in the tradition of a 
profession devoted to improving health. Ultimately, a 
service profession must applaud this initiative, and 
many if not most physicians already support these 
strategies. It is time to confront concern directly about 
whether efforts to reduce need and demand can be of 
real value. The evidence is that they can.

Conclusions

Reducing the need and demand for medical services 
is theoretically plausible and practically documented, 
and there is a funding mechanism in place, through 
the savings accruing to the present payers. The ap­
proach complements multiple proposals for the reform 
of health care financing that are now under consider­
ation, and indeed it is essential to any such plan, for all 
face the question of costs. The Health Project Consor­
tium believes that widespread implementation re­
quires ever broader collaboration among business, la­
bor, the insurance industry, government, and the 
university. This approach does not directly address 
many other important issues in medical reform, in­
cluding access, overspecialization, and the develop­
ment of a two-tiered system, although it may pro­
vide indirect help in some of these areas. Nor does it, 
as now conceived, adequately address the issues of 
health promotion and reduction of demand for serv­
ices as they affect the unemployed, the uninsured, and 
the poor; to the extent that it can free funds, however, 
it may provide benefits for them. Reducing the need 
and demand for medical services is a positive solution, 
one that will bring better health for the individual, and 
that will ultimately lower medical costs.

We »re indebied to Lester Brcslow, Robert Cihik, Milton Fried-
Sirah Tilton-Fries, Victor Fuchs, Hilsied Holmsn, Piul 

Leigh, Deborah Lubecl, Harold Luft, and Kenneth R. Pelletier for 
critical review and suggestions.
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Early Medical Screening May Save Lives, but Not Money

Bv Spencer Rich

p
T

REVENTIVE HEALTH care has been touted by 
President Clinton and many others as a way to 
cut the nation s rising medical costs. It will be an 

important factor in the president's health care plan and has 
a powerful appeal in a society where, by some estimates, 
preventable illness accounts for as much as 70 percent of 
medical expenditures. Yet many of the best-known preven­
tion strategies—including the major screening tests for 
cancer and high cholesterol—cost far more money than 
they save.

In fact, the expense involved in screening millions of 
people who have no obvious symptoms of a health problem, 
and giving them appropriate early treatment, often aver­
ages as much as $50,000 or more to extend the life of one 
person for a single year. Such outlays are inevitable for 
diseases in which testing costs are comparauvely high and 
incidence rates relatively low.

As a result, many expens worry that the role of preven­
tion m reducing health care expenditures has been misun­
derstood and could lead to misguided policy and seriously 
mistaken expectations.

Tor health care in general, there are very few things that 
save money." says Jeffrey Kopian. director of the Nauonai 
Center for Chronic Disease Prevention in the government's 
Centers for Disease Control. "To hold prevention up to a 
standard that it must save money is unfair and doesn't yield 
us the best choices in how we do spend money."

To be sure, some prevention efforts do result in substan­
tial net savings. Standard childhood immunization programs 
and fluoridation of water both save money, says Milton 
Weinstein of the Harvard School of Public Health. Studies 
now underway indicate immunizations save $2 to $3 for 
every dollar spent.

Moreover, a one-specimen hospital blood test to screen 
newborns for the metabolic disorder PKU and hyperthy­
roidism saves thousands of infants from a lifetime of severe 
disability and also saves millions of dollars by averting the 
need for future care, says the congressional Office of Tech­
nology .Assessment (OTA).

And "a campaign to get people to stop smoking offers a 
high potential for an actual net saving of health care dol­
lars." says Kenneth E. Warner, chairman of the Depart­
ment of Public Health Policy at the University of Mxihigan.

But surprisingly few preventive programs can meet Clin­

ton’s stated goal of improving health while also reducing 
medical spending through such mass measures as "regular 

checkups, screenings, mammograms, immunizations and 
prenatal care.’

“Cost-effectiveness studies, which estimate the net costs 

and net health benefits of interventions, show that preven- 

Spencer Rich covers health issues for The Washington Post

live care usually increases medical expenditures," said Lou­
ise B. Russell of Rutgers University, who has studied pre­
vention economics for many years, in the July 29 issue of 
the New England Journal of Medicine. Elsewhere she has 
said, “Prevention adds billions of dollars to health care 
spending." .

he reason that early detection and many other pre­
vention strategies cost money is that millions of peo­
ple must be screened or given prevenuve care at

substantial cost to prevent senous future illness. Only a 
relatively small number of these people would later get the 
disease if not given preventive care.

Indeed, numerous studies have shown that some of the 
most familiar testing techniques are not cost-saving. They 
may be medically effective, and one may judge that their 
net cost is worth the resulting health improvement; but 
they do not actually save money.
■ .Annual manual breast cancer screening recommended 
for all women 55 to 65 was estimated in 1985 by David 
Eddy, a leading researcher, as having a net cost of $15,500 
for every one-year extension of life for one woman—even 
after considering how much would be saved by finding the 
disease early. If, in addition, every woman in this age group 
got yearly mammograms (as some authorities recom­
mend), more cases would be found but the net incremental 
cost for each additional year of life saved for one woman 
would nse to $84.000.
■ Pap smears for cervical cancer conducted every three 
years for all women age 20 to 75 would have cost a net of 
$13,300 in 1985 for every year of life saved for one wo­
man, according to estimates by Eddy, who said that the 
cost is “well worth it.” His study also found that if the 
smears were done every two years instead of three, the 
extra cost for every additional life-year saved for one wo­
man would be $419,000; and if done annually, the incre­
mental cost compared to the two-year strategy would be 
more than $1 million for each additional life-year saved.
■ Cholesterol screening of healthy adults to ward off heart 
problems does not save money, according to a 1991 OTA 
study by Judith Wagner and Alan M. Garber of Stanford 
Medical School. They based the study on guidelines en­
dorsed by the Amencan Heart Association that call for cho­
lesterol screening of all persons over 20 at various inter­
vals, dietary guidelines for those found to have high cho­
lesterol and costly drug therapy when appropriate.

Under those guidelines, huge numbers of people would 

be screened and treated, including young people unlikely to 

have heart attacks despite their cholesterol levels and wo­
men whose heart attack rates early in life are low.

James Cleeman, director of the National Cholesterol Ed­
ucation Program of the National Heart, Lung and Blood 

Institute, believes the study overestimated the need for 
drug use and therefore came up with costs that were too 
high. He says making diet instead of drugs the mainstay of

A Costly Ounce of Prevention



ow do policy analV'ts come up with net-cost figures?

H

prevention program, would eventually contract that Up_front costs of Pap smears, mammography, routine child-
and hnu.’ much It Would COSt tO iTCHt thdll STld C^TC . . immuntTatinnc cholesterol IDd

preventive trea: 
necessardy cost-saving

mg that the person is more likely to die of other diseases 

betore needing surgerv

it study group.
“If in the course of doing that we can also save money, w 

much the better. But saving money b not the tmm pv* 

pose.*

half who don’t will be perhaps $65 tunes 125 million, or 
about $8 billion a year. This will cover only the immediate 

hood and adult immunizations, occasional cholesterol and 

blood tests and the like.
Many doctors recommend that such tests be conducted 

annually. But Kenneth E. Thorpe, a top health official. says 
the administration is studying the frequency that would 

produce the most health benefits from each dollar spent
“The main objective of preventive medicine is to avoid 

illness and its consequences—from diminished quality of 
life for the pauent through illness, suffering, pain and im­

pairment of functioning," says Leroy Schwartz, a pedwtn-

Clyde Behney. assistant director of OTA. and OTA 
health policy analysts Wagner and Tanu Mark, de­

scribed the process;

■ Colorectal cancer screening in the elderly also has net 
costs, according to a 1991 =tudy bv OTA's new director. 
Roger C Herdman, ano Wagner. They concluded that an­

nual b!f,'od-stooi testu  . .
inaton "wouia prevent more cases of cancer but could cost 
between $43,000 ana S47.i’00 per year of life gained."
i Prostate cancer screening for older men—and partic­
ular;'- frequent use of a new test for a protein called PSA 
probablv would not save money, the National Cancer In- 
.t-.t-t; s Bamett Kramer 5avs. though "it might save fives." 
One reason is tnat the cost of screening, tests and treat­
ment >s high, but many prostate cancers are so slow-grow-

ciety for Social Secunty and/or welfare payments for a per­
son who is kept alive by a screening instead of dying (a 
downstream cost added) or added downstream costs for 
other diseases if the person is kept alive.

g p'.u- oenodic sigmoidoscopy exam- 
' ’ t 

between $43,000 ana $47.i'00 per year of life gained."
i Prostate cancer screening for older men—and partic­
ularly frequent use of a new test for a protein called PSA— 
probablv would not save money, the National Cancer In- 
stitute s Bamett Kramer savs. though "it might save fives."

Wagner says these added savings
to the specific medical costs <jihe<hseAS involved a the 
preventive care, are speculative and fufl of prdtam, for 
example, if you include future earnings, you might end ig) 
with the "morally absurd* conclusion that the fives oi wo­
men or black males are worth less than those of white 

males whose average lifetune earnings are higher. 
Frequency of testing is a key factor in cost Russell used 

Eddy's Pap test study to demonstrate why. Testing every 
three years detects more than 90 percent of all cases of 
invasive cervical cancer." she says. Doing it every two 
vears captures another 2 percent or so and every three 
years another 1 percent. So the extra screening finds only 
a relative handful of added invasive cervical cancers, “but 
the cost of screening all women age 20 to 75 annually— 
just the test itself and the doctor s visit, but not fol)oW-up 
care for positive tests—is $6 billion, triple the $2 bdboh for 
doing it every three years."

There is no formal rule decreeing the value to society of 
extending the fife of one person for one year. But Thomas 

ament would be "much cheaper." though not h. Lee. an associate professor of medicine at Harvard 
Medical School, says analysts often use $50,000 or so as an 
informal benchmark. That is what the federal government 
sometimes routinely spends to keep one kidney-disease 
patient alive for a year under the Medicare dialysis pro­
gram. savs Randall R. Bovbjerg, a health policy analyst at 
the Urban Institute. Lee says the notion is that if the gov-_ 

emment is willing to spend $50,000 to extend the life of a 

kidney patient for a year, it should be acceptable to spend 

the same amount to extend the fives of other patients 
through screerungs for other diseases.

Despite campaign rhetoric, Clinton health planners know 

that many worthwile prevention actions can cost money
rather than save. “We see this as a humanitarian thing, not 

 just a financial question," says the White House spokesman
on health. Robert 0. Boorsun.

.As part of its forthcoming health plan, other officials'say, 

the admuustrauon is considering guaranteeing to every 
American a package of prevenuve-care benefits cosung 

 about $60 to $70 per person annually for those of average
For each disease, analysts calculate the costs of screen- nsk ^bout half of all .Americans already have such benefits

mg large blocks of people, of any necessary follow-up ex- m e)QSUng health plans, so the net additional cost for the
aminations and of any immediate treatments required. 
Then they estimate how many people, in the absence of

any p-----------  r „
illness and how much it would cost to treat them and-----
for them—the "downstream" costs. .Analysts then estunate 
how much of the downstream cost is actually averted by

the prevention program. 
Such calculations, says Wagner, are extremely sensitive

to differences in assumptions, such as the price of a vaccine
per dose, how likely it is that the group being screened
would have a large incidence of a disease and the cost of

treatment. 
The OTA experts say some analysts (but not OTA) also
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•utside researchers say the Harvard
study, begun m 1990. appears quite rigor- 'wo' compared with Sll.OOO tor annually 
■>us. some of its data were drawn from screening women over 00. 
government studies or peer-reviewed ones
in technical journals. Nothing comes

study author John Graham. But our 
analysis shows a lot of what is done in 
medicine is quite effective and reasonable

ment. which save lives only when rela­
tively rare accidents occur. And prevent­
ing injuries generally yields more bang 
than stringent toxic-release standards.
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make spending effective >r ineffective. For 
example, a school district where children 
died in a bus without seat belts might pay- 
huge legal settlements, as well as incur 
inverse publicity that might cost me 
schools voter support for tax levies.

Still, the study shows many prevention 
programs are uke gold-plated cannons 
Aimed at flies. The estimated excess 
mortality ' they avert, especially in pollu­
tion control, often is minuscule. Consider i 

■ me study s most expensive intervention: . 
i preventing releases of carcinogenic chloro­

form at pulp mills, which costs an esti­
mated S99.4 billion for each lite-year saved. 
The chloroform controls at la mills studied i 
cost only $30.3 million annually, says i 
Tammy Tengs, lead author ot the study. 
But researchers estimate it would be nec­
essary to spend-mat much on controts for 
more man 33.000 yean to avert a single 
fatal case of cancer. Dividing the annual 
cost by the tiny mortality nsk yields the 
huge cost-benefit ratio.

■There's a degree of public anxiety 
about cancer that's probably dispropor­
tionate to other causes of deam. says 
Harvard s Dr. Graham. Cancer is pri­
marily a disease of old age. and we don t 
have a very effective battery of strategies 
to prevent it. But society places great 
demands on institutions to deal with it. '

Indeed, the median cost for a life-ygar 
saved by programs to avert cancer deaths 
is about $750,000. the study found. The 
comparable cost for heart disease is SU.- 
000. The heart programs include cho­
lesterol screening for boys at age 10. which 
saves a life-year tor an estimated $6,500.

Dr. Tengs notes that sjlscuxe antican- 
cer prevention can be cost-effective. A 
life-vear saved by screening women over 
20 annually for cervical cancer costs SXt.
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Executive Summary

♦

♦

♦

♦

ES-l

Lewin-VHI, Inc.i94FM0180

The Managed Competition Act as written does not include universal coverage. For illustrative purposes only this 

analysis assumes an expansion of the act to include all persons.

Our analysis shows that premiums are lower under universal coverage than under 

insurance market reform or insurance market reform linked to subsidies. Further, we estimate that 

middle income families that currently have insurance will pay more in general for teal th care 
under partial reform than under reform that includes universal coverage. In addition/cunently 

insured households earning less than $100,000 annually, health spending will decline under 

universal coverage with an employer mandate and cost constraints.

The bills recently reported-out by the Senate Labor and Human Resources Committee and 

the House Education and Labor Committee include universal coverage and are similar to the 

Health Security Act. The bill reported-out by the Senate Finance Committee and legislation 

recently introduced by Senator Bob Dole include insurance market reform and subsidies, but not 

universal coverage.

The ongoing debate on national healthcare reform has recently focused on President 

Clinton's insistence that the final bill include universal coverage. Three congressional committees 

have reported-out bills with universal coverage while the Senate Finance Committee recently 

completed work on a bill which achieves partial coverage. This paper estimates the number of 

persons covered under selected partial approaches to health reform and then quantifies the 

differences among partial and universal approaches with regard to: "health spending for persons 

who remain uninsured; insurance premiums for those who are currently insured; and household 

spending on health care. We compare:

Insurance market reforms alone;

Insurance market reforms combined with premium subsidies as in the Managed 
Competition Act (whose lead sponsors are Representative Jim Cooper (D, TN) in the 

House and Senator John Breaux (D, LA) in the Senate);

Universal coverage as applied to the Managed Competition Act (individual mandate)55'1 ; 

and

Universal coverage under the President’s Health Security Act (employer mandate).
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7.vsl'R4.vce Coverage

Reform Scenario

36.0 3.0%1.1

22.3 40.0%14.9

Expenditures For The Remaining Uninsured

ii Lewin-VHI, Inc.94FM0I80

Percent
Reduction

Much of the remaining care for the uninsured would continue to be financed through cost 

shifting to the privately insured. As markets become increasingly competitive, physicians and 

hospitals will be put under increasing pressure to either avoid the uninsured or lose financially. In 

this way partial reform could perpetuate the destabilizing effects of the Cost shift.

Under current policy, the uninsured would consume about $45.4 billion in health services 

in 1998.ES 2 Persons who remain uninsured under the Managed Competition Act would continue 

to consume about 55 percent of this amount, or $24.8 billion. This amount includes out-of-pocket 

spending, free care provided by physicians, hospital uncompensated care, and care provided in 

public hospitals and clinics. Overall, about 97 percent of health spending would be covered 

through insurance under the Managed Competition Act.

a Insurance market reform includes guaranteed renewability and portability, limits on pre-existing condition 
exclusions and community rating for individual and small group (under 100) markets.

b As specified in the Managed Competition Act, 100 percent premium subsidy for persons with income below 
poverty and sliding scale subsidies for persons up to 200 percent of poverty. The Act also includes changes in 

the tax deductibility of premium payments.
Source: Lewin-VHI estimates using the Health Benefits Simulation Model (HBSM)

Current System

Insurance Market Reform Only1

Insurance Market Reform with Subsidies6

Table ES-1 

Number of Persons Remalnlng Unlnsured Under Selected Approaches in 1998

Number of Persons That:

Become
Insured 

(millions)

We estimate that insurance market reforms alone will cover about 1.1 million persons, or 

about three percent of all persons projected to be uninsured in 1998 (Table ES-1). When these 

reforms are linked with subsidies as specified in the Managed Competition Act, about 40 percent 

of the uninsured would be covered. This would leave about 22.3 million uninsured persons in 

1998.

Remain
Uninsured
(millions)

37.2

ES'2 Assuming a benefits package comparable to that of the President's Health Security Act
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Changes In Insurance Premiums For The Currently Insured

In general, we find that average premiums would increase if coverage were expanded

Reform Scenario

$78$175

a

we focus

d Change in average premium compared to premium without reform. All premiums have been standardized to

coverage because such a plan would require all individuals to participate in the insurance pool

Lewin-VHI, Inc.iii94FM01S0

Increase In
Average Annual 
Premium for an 
Insured Family*1

including healthier individuals who receive little health care. Specifically:

♦ Without reform, the overall average monthly premium for currently insured persons would 

be $172 per person in 1998.ES'3

185.6
186.8
200.5

$104
$260

Currently Insured_____________
Insurance Market Reform Only1

Insurance Market Reform with
Subsidies**___________________

_Umversal Coverage13 ____

exclusions and community rating for individual and small group (under 100) markets.

ES’3 This premium amount for 1998 is standardized to reflect the standard benefits package in the Health Security Act The 
benefit package is used throughout this analysis because the Managed Competition Act does not specify a standard 

benefit package.

through insurance market reforms and premium subsidies (See Table ES-2). This is because those

Table ES-2
Number of Persons and National Average Premiums for 

Persons Under Alternative Reform Scenarios ln 1998 

National Average

Size of Pool 
(in millions)

Monthly
Per-Capita
Premium

$172 
$176
$182

who would obtain coverage under these policies would tend to be individuals in relatively poor 

health who are above average users of health services.

_ _________ 222.8________________________________________________
Insurance market reform includes guaranteed renewability and portability, limits on pre-existing coodiuon

b AsVraifi’ed 7n\b7Ma^aged Competition Act, 100 percent premium subsidy for persons with income below 

poverty and sliding scale subsidies for persons up to 200 percent of poverty. The Act also includes changes in 

the tax deductibility of premium payments.
c For consistent analysis, universal coverage is based on the Managed Competition Act expanded to mclude an 

individual mandate. An employer mandate could be used to attain universal coverage as in the Health Security

Act. The premium changes shown in this analysis would be the same under either mandate because 

only on premium amounts regardless of payer.

the Health Security Act benefits package.
Source: Lewin-VHl estimates using the Health Benefits Simulation Model (HBSM)

This increase in average premiums is largely averted under a program of universal
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Changes in Household Health Spending

iv Lewin-VHI, Ing94FM0180

On average, all reform scenarios reduce spending of households earning less than $10,000. 
The Health Security Act also reduces spending for families earning less than $100,000, assuming 

that employers absorb the 80 percent share of the premium they are required to pay under the 
Act. Generally accepted economic theory suggests that most of these employer costs are shifted 

to employees in the form of wage reductions. When this “wage effect” is considered, all of the 
reform scenarios result in some additional costs for families earning $20,000 to $75,000, although 

the amounts are generally higher for the Managed Competition Act with universal coverage than 

for the Health Security Act.

In addition to the effects on premiums, we examine the impact of insurance reform linked 

to premium subsidies and universal coverage on net household health care spending. This analysis 
accounts for household premium payments, subsidy policies, tax deduction revisions, and wage 
effects resulting from changes in employer costs under health reform. Specifically, we compare 
changes in household health spending for the under 65 population across: the Managed 

Competition Act as written; the Managed Competition Act coupled with universal coverage; the 

President’s Health Security Act as written; and the Health Security Act without premium growth 

constraints.

Universal coverage also reduces consumer exit and entry into health insurance markets 
because if people can move freely in and out of the system, the healthy will tend to avoid 
insurance coverage until they become ill. The Managed Competition Act addresses this by 
permining six month pre-existing condition exclusions which encourages people to maintain 
insurance coverage. To the extent that this issue is not addressed in a reform proposal, premiums 

are driven up, encouraging more people to become uninsured.

♦ Subsidies linked to insurance market reforms (as in the Managed Competition Act) would 
increase average monthly premiums from SI72 to SI82 for persons who already have 
coverage. This amount translates into an annual increase of S260 for currently insured 
families.

♦ Going beyond the Managed Competition Act to provide for universal coverage would 
lower the average monthly premium to $175 per person as healthier persons are brought 
into the insurance pool, less than 2 percent higher than the average premium paid by the 
currently insured. This translates into an annual increase of about $78 for a currently 
insured family in 1998.

It is important to note that a universal coverage program would require a net increase in 

federal premium subsidies. For example, we estimate that an expansion of the Managed 

Competition Act to include universal coverage would increase federal subsidy costs by $17 billion 
and reduce tax revenues by $11 billion in 1998. However, federal subsidy costs would vary by 

specific proposal.
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spending is generally higher under partial reform than under universal coverage with

wage

Lewjn-VHI, Inc.v94FM0180

For the 76.5 million households that currently have insurance, we estimate that health 

’ ’i or without 

effects.Figure ES-1 shows the net changes in household health spending for the 

currently insured population in 1998 by family income accounting for wage effects. Figure ES-2 

shows the same effects but does not include the wage effect.

LS'4 To estimate the wage effect, we assume that 88 percent of new employer costs (based on econometric studies) are 
eventually passed on to employees in the form of wage reductions, and that 88 percent of new employer savings are 
generally passed on to employees in the form of wage increases.

Of the three universal coverage approaches, the Health Security Act as written is the only 

one that reduces household spending for currently insured middle income families, with or without 

wage effects.

Currently insured families earning less than $10,000 a year see a net decrease in health 

spending under all four approaches, but middle income families that already have insurance 

generally see an increase in spending under the Managed Competition Act with or without 

universal coverage. These middle income families also spend slightly less under the Managed 

Competition Act if it includes universal coverage because average premiums are lower when all 

persons are brought into the pool.
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Figure ES-2 
Net Changes ln Household Health Spending in 1998 for Currently Insured 

Population Under Age 65 by Income 
Without Wage Effect
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Source. Lewin-VHI estimates using the Health Benefits Simulation Model (HBSM).

$40,000 - $50,000 -
$49399 $74,999

Figure ES-1 
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