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FOR A FISTFUL OF DOLLARS: 
Health Reform through Bounty Hunting

Uwe E. Reinhardt, Ph.D. 
Princeton University

SUMMARY OF PRESENTATION

There are but two ways to control a nation's spending on health care: (1) government controls on prices and utilization, or (2) raw competition 
on the basis of insurance premiums and the prices charged by doctors, hospitals and other providers of care. As our recent debate on health reform 
has shown, Americans are unwilling to countenance the first approach. That leaves only the second alternative: an approach best called "private­
sector bounty hunting.”

In this emerging wild-west scenario, doctors, hospitals and the manufacturers of health products play the role of "economic outlaws." Their 
raids on the treasuries of private employers during the 1980s so outraged these major payers for health care that they sought help from a rough 
bunch of "bounty hunters"-the executives of the burgeoning HMO industry. The employers give the "bounty hunters" a flat annual capitation per 
insured employee, along with the license to go after the "economic outlaws" in any which way they can, as long as the employees remain satisfied 
with the health care received through this process. The government’s Medicare and Medicaid programs are now beginning to switch to this system 
as well.

The "bounty hunters" carry a two-barreled shotgun into this "hunt." One barrel consists of the large pools of insured that the "bounty hunters" 
amass through their marketing blitzes. Merely by threatening to divert parts of these pools from individual doctors, hospitals and health 
manufacturers, the "bounty hunters" can extract huge price concessions from these frightened providers. The second barrel consists of the vast 
computer systems by which the "bounty hunters" monitor and control the doctors and hospitals within their territory (i.e., within their networks). With 
swift frontier justice, the "bounty hunters" drive from their territory any provider whose statistical practice profile is deemed wanting on clinical or 
economic grounds.

To be sure, along with the handsome "bounty" earned by the "hunters," their massive advertising campaigns and their micro-management 
of health care do eat up sizeable chunks of the capitation premiums they collect from business and government (up to 30%). But those chunks are 
not a new burden on premium payers: they are carved out of the incomes of the providers of health care. The premiums paid by business and 
government, which rose at double-digit rates in the 1980s, have now been stabilized, and many are even decreasing. From the payers’ perspective 
then, competition evidently has been productive, at least so far.

That the "hunted" see it differently is not surprising. Nor should these latterday "desperados" be surprised, however, that they now find 
themselves backed into the health-sector’s O.K. Corral. By opposing any other form of cost control for so long, they literally invited these private­
sector "bounty hunters" onto their turf, did they not?

Alas, some innocent bystanders will be hit in this shoot-out, for the private-sector "bounty hunters" are unlikely to absorb the famous "cost 
shift by which charitable doctors and hospitals have hitherto been able to finance catastrophic health insurance for the nation's uninsured simply 
through higher prices to private payers. But the demise of that hidden tax system will help flush the chronic problem of the uninsured into the open, 
where it can no longer be ignored, thus forcing our politicians to confront it more forthrightly than they have in the past.



First a Riddle for Health Policy Wonks:

■ ■ ■

J

What do
Saddam Hussein,
the AMA
the Ph. RMA and
the HIMA

have in common?

(For the answer, stay to the end.)



Health Reform through Bounty Hunting

I. A Brief History of U.S. Health Reform

A. President Johnson and the Blue-Eyed U.C.R. Wonders

B. President Nixon and the Happy Price Fixers

C. President Ford and the Toothless-Tiger Planners

D. President Carter and the "Voluntary Effort"

E. President Reagan and the Grim Apparatchiks



Reagan Health-Care Apparatchiks
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Enforcing Centrally-Administered 
Prices for the Medicare Program
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It is a supreme irony that it was President Reagan, of all people, who 

introduced centrally (federally) administered prices into American health 

care. I am referring here to the flat fees per medical case (per 

"diagnostically-related group" or "DRG") that, since 1983, have been set 

unilaterally by the Federal government for its Medicare program and applied 

to virtually all hospitals in the United States. Usually, one finds such 

centrally administered-price regimes only in purely socialized health 

systems, such as England’s or those of the former socialist nations.

This seemingly odd circumstance is but one more illustration of what 

may be called the "China Syndrome" in health care: Just as only a 

Republican president could have afforded politically to open a dialogue with 

Communist China in the late 1960s, so can only Republicans afford 

politically to impose certain regulatory strictures (such as price controls or 

spending caps) on all or parts of the American health system.



Health-Care Bounty Hunter:

C.E.O, of Apex Health Plan (AHP), Inc.
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too many political appointees and too

Under the Clinton plan, thehave zoomed from $3.6
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ST

emergency coverage any-

With smart marketing, low pti

Leonard
Abramson, chief 
executive officer
We only need 

HMOs, not 

the "perverse 

socialism” of 
Clinton health 

alliances.
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such freebies as free cancer
ings, 100% covered X 

tests, and i - 
where in the world.
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Highly efficient and a smart marketer, U.S, Healthcarp 
'S.aH^ Street darling. But what happens as politicians

screen- 1 
r-ws and lab llucnce.”

cue’s profits over the past five wars 
have zoomed from $3.6 million to

44^ Compare that with about 77% 
for Oxford Health Plans or 85% for

1 Hl-. New \ork metropolitan area is health 

being inundated with television com­

mercials featuring the signature sonys

and Louis Armstrong. What arc thev 
peddling? Health care fbr as little ,ls

Cigna Healthcare.
All of which would 

fee U.S. Healthcare a

Abramson to 
Clinton: Thanks, 
but no thanks

being inundated with television com- 
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of show business stars like Gene Kcllv

S2 a doctor’s visit.

Welcome to the new era, where 
medical care is marketed like ; ... 
ears by Philadelphia-based U.s'. 

Healthcare, Inc., one of the largest

margin ol profit stems from its abilirv 
'“negotiate rough deals with doctors 
jnd hospitals and other providers. 

With average pcr-person monthlv 
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eare runs medical care costs per mJ £ 
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'“’n no matter what political compro- 
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- f mean that Leonard Abram-
■ ■v.uui maintenance orgmizitions oir’ U S' .Hv‘lltllcare’sehiefexecutive
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egmmate enterprises to political in- 
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Clintons are looking to create mean

»»P - -I cOieien \ Z'"& "'""C" ’ »

Under the Clinton plan, the re­
gional health alliances would collect



U.S. Hc:tlthc.,rc 

the: pn:111111111, tn1111 c.:rnplo)·1.-r, .111d 
p.HKIH� •. rnd thc.:11 p.1y thl' 1111111ry rn·t.:r
Ill U.S. Hc.:.tlth(,lrl'. lt1:!hl Ill)\\', U.S.
He.,lth(.m: h.1s 110 1nrakn.:11l'l' ,H .di .ts 
the: middkm.rn th.n c.:olkcts the: prc.:-
111111m., from p.111c.:11t, .ind l'·'Ys the: 
drn.:rcm,. 

Abr:1mM 111 \ .1r:!11mc.:11t-,df.snY· 
mg, oft.:oursc.:, bur rc.:.lM>ll,thk-is 1h.ll 
the 11.mu11 !us .di l he hc.:.11 l h (,\re 
rdorm it needs in the: He.1hh ,\l.1intc.:· 
1\,\1\l'l' Or�.1111,',\li<>II i\c11>1' 1 1>n. 1111 
dcr whid1 U.S. I k.1hh(.1rr .ind 111.111y 
orhcr for-prolir and 1101-li,r-prulit or­
g:rnizariom opcr.Hc.:. 

U.S. l·lc.:.1lthc.:.1rc.:, hc.: points out, 
:1"idly pursues c1pit.1tt<>11, the: c.:ulll:epr 

h:111.!.lh ur M,l\'\ .111d do111u, ,l\\,l\' 11·11h 
\\'h�t ll hdin:n .111: 111111n�l'\\,tlY lrl',ll 
m1:111s ,uc.:h .ts Mmte c.:es.1rc111 Sl:l'lions. 

P.1n ofit� (oM-C.:tlllllH!. methndolo•
i;.�· deril'es from w1:ll-o;i;.,m11.c.:d pro• 
�r.uns of J'l'l'\'\:lltl\'l' 11K·d1l 111c LI .S. 
Hc.:.1lth(.1r1: provides h1�h-rnk prc.:i;.-
11.1111 women with e.1rly .l(l'c.:ss to ex­
pc.:rt prc.:11.ll.11 c.:.trc.:. Thi, hc.:lps redun: 
th1: risk of prem:Hurc.:, low-birth• 
wei�ht b.1bic.:s. 

LI.S. I k.1l1hc1rc.: 1rirs lo idrntili·
potc.:nti.11 brc.:.1st l',\IH:cr .11 .111 e.11•1;, 
st.tgc.: by ur�ing th.it e,·c.:�· 11·om.111 
member l'l\tc.:hinl!. the ,ll!.C of-W l!.<> li>r 
.1 fi-c.:c.: m.1m1110�;.un. H�· c.:.1tc.:hi1�g the 
.1ppc.1r.mc.:c of tn-cg.ul:11: growths �c.:.1rly 

Costas Nicolaides. chief financial officer Oeftl: David Simon, principal legal officer 
Widening margins between medical costs and member premiums equals a hot stock. 

-

of prcp:iying doctors .,nd orher pro• 
viders :l prc.:dii:t.1bk monthly stipend 
for e:lch member p.ltlcnt rnrolkd 
with thc.:m. In U.S. Hc.:alrhc.trc's i:.1sc 
e:lch doctor in thc.: )ystcm h.,s .1bour 
300 ro 1,000 p.mrnts. 

A typic1l prim.11�• c.,rc doctnr en• 
rollc.:d in U.S. rk.tlthc.,rc.: ,IS .I p.1n1c.:i· 
p:lting. providc.:r c.111 c.:oum Oil c.1m111g 
S 125,000 to $175,000 .1 yl·,1r. For l his 
he or ,he mmt t.1kc un ., hc.\\'y p.nirnt 
load but nc.:cdn 't worrv .,bout where 
the money tor the nc

.
xt 1mlpr.1c.:til'e 

insur:lnc.:c premium p.1yme111 is com­
ing from. U.S. Hc.::ilthe:lre h:t� :ilso 
reduc.:cd medic.:.,1 �pc.:u.1lisi pn(o by 
I 0% ro I 5'X, It h.1, (ur hosp11.1I 111il1z.,­
tion b�· Io·:;, I() 2m:,, by dcc.:rc.1s1ng 

on, U.S. He:llthc.1rc.: hdic.:l'c.:s th:tt it 
,ll'oids h.ll'ing. to p.,y for more rnmpli­
catcd .rnd c.:o:,tly )urg1c1l proc.:c.:dmes 
l.,rer cm. 

The HMO also uses the dr.1wi11g 
power of its member h:tl-e to pres�ure 
hospi1:1ls into lowc.:ring. th..: l.'.!I\C of 
c.:0111plic.:.uc.:d mcdic:il proc.:1:d11rc�. Lil'­
er tr.rnspl:rnts, \\'hich nrdin.trtly c.:n,r 
.1rc1111Hl $500,000 .. He l'<>nlr.Kted li,r 
,ll r.\tC.:S or bcrwecn $135,000 :ind 
$�75,000. 

lkc111sc.: of it!> h.,rd-no�cd .1ppro.,c.:h 
to the medic,I protcssion, U.S.

Healthc.:.,rc isn't alw:lys popul:tr with 
it. Medic,! prnlcssion.1ls nprc.:�, c.:011· 
cc.:rn th:1t the quality o!' sc.:n·1c.:cs m.1y 
sulkr ll'herc.: c.:ullin� cmr, h.1s the 

h1�h1:�t pnorny K.nhlcrn G.1lvin­
Fl.1c.:k, 1·,c.:e pn.:,idc.:nr ti,r m.111.1g.c.:d c.,rc.: 
;it l'rcsby1cn.u1 Huspir.,I, s:1ys U.S. 
l·k1lth(:1re is "the: most comroversi:il
11.,10" in t-:c11· York. She objc.:cts ro the
11·.w U.S. l-lc.:.1lthc:1rc docs bminess:
She �.,y� it often refuses to p:ly enough
10 simply c.:m·cr the cost of hospit:il
,ervii.:es. "The\''re cxrrcmdv unre·
sp11m1vc," G.1l�·i11-rbc.:k says: "They
�-"'· 'This is our fee schedule. Take
it nr k.11·c i1. Othr1wi,c, 11·e will 1.1kc
our patient� m·cr to New York
H ospi t:1I. • "

Docs this l1.1rd line on costs lead ro 
l.'ornc.:r·c.:utting? D.wid Cohen, i.:hicf 
.tide ro Phih1Jdphi;1 M:tyor Edward 
Renddl, s:tys: "There h:tvc been liter• 
:ill)' 110 complaints" :tbnut U.S. 
Heahhearc's h:u1dlini:;of:tbou1 J,S00 
municip.11 employees. Cohen s.,�•s 
th:tr budgeted medical he:ilth costs 
for the ciry of Phibdclphi:l h:lve fallen 
from Sl67 million in fisc:il 1992 to 
$136.5 million in fiscal 1993. 

For :tll its impressive marketing :lnd 
fi11:1ncial skills, U.S. He:tlthe:ire still 
faces rough c.:ompctition. In Phil:tdcl­
phi:t, U.S. Hc:ilthc:tre's m:tin market, 
Keystone Health Pl:tn E;m is biting 
into U.S. Hc:1lthc:1rc's m:irket share. 
"Our membership growth is three 
rimes theirs over the past 21fl ye:irs. 
Th:lt is because of our hospit:il net· 
work, the connection with Blue Cross 
:tnd the :tbiliry to offer employers 
11:1tiu11:1I covcr:lgc," s:tys John D:iddis, 
Keystone's i.:hief oper:iting officer. 

U.S. Hc.::tlthc:1rc is going co face 
some intense competition from other 
HMOs .1s well. Oxford He:tlrh Plans, 
:111orhcr fast-growing publicly owned 
H,,10, is promoting :t more lkxibk but 
c.:ostlic.:r pbn that includes the option 
of ming. doi:tors outside the Oxford 
nc.:twork. 

And there :ire insur.rncc gi:11m, des· 
pcr:irdy trying. to shift their high-cost 
mdcmnity mcdii::tl pl:tns to cheaper 
1 11,10,. Cign:t, for c.:x.1111plc, guided by 
li,rmcr U.$, Hc:tlthc:trc sc.:nior cxc.:,.:u-
11v1: Dr. ,v\id1.1d Stocker, i:. 111:tkini:; 
the I r:1mit ion from :in 1nsur.m(c pro· 
vider to a powerful HMO comp:iny. 

To m.1kc.: life e,·cn more complic:lt· 
ed for outfits like U.S. He:llthc:irc, 
New York St:ttc imur:incc reg;ul:ltors 
:lrc.: trying to keep :, lid on . U.S. 
l·k.1hhor�\ frc.:c.:dom to r.11sc.: prc.:m1-
111ns, .Kcordinl!. co D.wid Simon, U.S.
Hc.::tlthc:,rc �c.:�ior vice prcsidem :ind
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Now Back to our Riddle 
for Health Policy Wonks:

What do ... 
Saddam Hussein 
the AMA
the Ph. RMA and 
the HIMA

have in common?



Answer to our Riddle

They always aim their guns 
in the wrong direction.



They're shooting away at Hillary Clinton, 

all the while being taken to the cleaners 

by savvy private-sector Bounty Hunters. 

MAZEL TOV! 

(Chinese for "Congratulation") 

- ·--- - -------�-------____J



Concluding Observation:

It is common knowledge that

*

1. Germans are the most
humorless people on earth

2. Economics is the most 
dismal science on earth



Proposition:

r

*

The behavior of the American health 
system is such that, even when a 
German-born economist describes 
that system, it comes across as 
funnier than hell.


