February 8, 1994

The Honorable Pete V. Domenici
United States Senate
Washington, D.C. 20510

Dear Senator Domenici:

The President forwarded to me your letter and floor
statement about managed competition. We agree that the Health
Security Act builds on the model that is currently in place in
Albuquerque.

The President’s primary strategy to control health care
costs is private sector competition. Consumers are given a
meaningful choice of health plans providing the same package of
benefits and asked to make informed decisions. Consumers choose
among health plans based on cost -- they pay more if they choose
a more expensive health plan -- and quality -- they are given
understandable information about health care quality and consumer
satisfaction.

Regional alliances promote competition among health plans.
Alliances reduce administrative costs and increase the purchasing
power of individuals and businesses who are forced today to buy
small group and individual insurance. Alliances offer to these
consumers a choice of health plans that compete by providing high
quality care at a reasonable cost rather than by selecting only
healthier applicants or varying premiums based on age or health
status, as so many do today.

Competition among health plans is backed by a safety net of
caps on the rate of increase in insurance premiums. If employers
and individuals have responsibility to contribute to coverage,
and the federal government provides discounts to small businesses
and individuals, we need to guarantee that premiums will not rise
unchecked and that government will not spend without
accountability.

Thank you again for sending this information. We look
forward to continuing to work with you in the coming weeks.

Regards,

Ira C. Magaziner
Senior Advisor to the
President for Policy
Development
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Thank you. JOHN D. PODESTA
Assistant to the President
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THE WHITE HOUSE

WASHINGTON

Dear Sen nici:

Thank you for forwarding a copy of the
Albuquerque Journal article and your floor
statement concerning managed competition. As
always, I welcome your comments and value your
counsel.

I appreciate your bringing this information to
my attention and -look forward to working closely
with you on this issue in the coming weeks and
months.

With best wishes,

Sincerely,

\
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The Honorable Pete V. Domenici ( \w ‘M
United States Senate ‘ ,' " M“
Washington, D.C. 20510
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PeTeE V. DOMENICI
NEW MEXICO

THE PRESIDENT HAS SEEN

Anited HStates Senate

WASHINGTON, S:CS 8

q3pcTed P
October 27, 1993

The President
The White House
Washington, D.C. 20500

Dear Mr. President:

Thank you for your most generous comments today. I look forward to reviewing
your health care reform plan, and working with you to improve health care for all
Americans. As you so correctly state, not only is this a major health issue for the
American people, this is a critical economic policy issue, as well.

I am enclosing an Albuquerque Journal article that I think you will find

interesting. It compares health care costs in Albuquerque with costs in Lubbock, Texas,
just a few hundred miles away.

I have also taken the liberty of enclosing my full Senate statement in this article.

Interestingly, in Albuquerque where there is no government intervention, the
competitive market system is working, as HMOs and PPOs compete vigorously for
business. But in Lubbock, with a major local government effort to formulate various
health organizations, costs are nearly 40% higher.

I trust this should point to the wisdom of minimal government intervention in the

managed competition model. That model, which I know is the essence of your proposal,
may do more than any of us have expected.

Respectful

X W

Pete V. Domenici
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Texas 'H()‘.spitajl Lurmng

By Rex Graham

Great Patient Drain

Away N.M. Residents

Unlike Albuquerque, Lubbock has uo heatlth-

‘.JOURNAL STAFF WRITER

maiytenance argenfzations competing to keep prices
. down. As a result, Methodist Hoapilal in Lubback

LUBBOCK, Texas — Cotton and cattle used to ba
.+ king on the Weat Toxas pralrie, but now cardiology and
:‘l;eart surgery are synonymous with atatus and wealth
hera, *
1. -And Now Mexicans are helping Lubbock'q health-
4 caro Industry boom. v
1! Many Insured residents of eastern New Moxico are
+ahunning leas expensive services In Albuquergue to
| 2travel the sharter dtatance to Lubbock. !
1+
U In [act, Texas hospitala and physiclans toak in tens of
! millilans of dollars laat year for treating New Mexico
.Jgasldnms. '
™ In addition, New Mexico nuraes and top heart doctors
; are belng lured to this city of 200,000 people, in partby
. higher salarles, thelr assaclatea say. o

* than Albuguerque's Presbyterian Hospital, said Chrle
Mlles, adminlatrative director of the Presbyterian
Heart Program,

It adds up to more monsy for.Lubback hoalth '

p'ml'ezslonall; heftier bills for New Mexico patlents
(and thelr Insurance companies) wha are treated jn
Texas; and atill more belt-ightening in Albuquerque —
where some hoapital floors sit idle and layers of
hospltal middie managers have been eliminated. Some
hospltals have even contracied with private house-
keeping and food-gérvice companles to save money.

Meanwhlle, Methodist Hospital In L_uhbock |3 using .

. chargea abaut 40 parcent mora for Its hearl procedures -

MORAE: 8e0 TEXAGQ on RAQE A4 . '

MARIC HOLM t JOURNAL
of Hobbs, N.M.,
awalls surgery et Methodist Hoaplital In
Lubback. “¥ teust my doctor and this ls
.where he sent me,” sald Carmichasl, who

Charles J. Carmlicheel

. .

was sent In for a pacamakar Implant,



For exammla, the average charge
in 1991 for an angioplasty by
Methodist Eospiral was S17,400, or
abom:54,000 mrednna:?:sbyw
rzn Hospital m Albuquerque, ac-
carding m hospicl stmistics cam-

CONTINUED FROM PAGE Al ' piled by the U_s, Eﬂlﬂl Cars
marging baild ' l:-S msured le
O <2} ) Mmce Inany people are
mgwmmmmm not restricted by their policies from *
and pay kigher salaries. ' gaing to the bospital and doctars of :
" Docmrs and hospital administra-’ their choice, Carmichael and many -
" tors in New Mexicr-paint out that _ other eastern New Mexicoms prefer
they must provide most of the w0 drive ar fly ] to fab )
day-tn-day health care in New Mex- . rather tham 3 - !
ico’s rural areas — particilarly to l S — )
its minsured residents — and they 0y doctors in eastern Ne
aren't happy wirth the tread !  Mexicy refer patienss prinumily . .
To them, Labbock {3 “cherry pick- / cermain Texas hospimls
ing" New Mexico patients inneed of Few residenrs of eastern New :
the most profitable bospital ser- ' }Ienmcnmmmmahavehalm-_
Bur thar might be coming to an . snchumvehce.ﬁaahhmnsur

FEP. Those and other HMOs re- '
quive their subscribers o choose *
their dncrors frum a list and get |
hospital services at bospitals where ¢
- they hzvemgouamdpmd:»;
counrs :
Thar type of canmtrol is largely
mknawummxewm;

&) W ' exis.
) and Wesz T .
_%aiden: ofcgresbyterun : *] want ta have the freadom m

" bave the doctor I waat,” said the
silver-haired Carmichael as 2 °

Lubbock medicine : Methodist registered gurse — an -
untouched by HMOs . : bAlzmogurdo N-BL.mlﬂve-—waIk:d
Magthodist Hospiralisin the mmidst Alotor:h:canparkedm'rms ';'
of 2 $100 million building program. Tech Umniversity Medical Cenmer's -
A few blocks away, Texas Tech and Merhodist’s Iors kave New Mex-
University Medieal Cemter is get- | ico license plates Abour 10 percent .
tng a §74 million expandon. I¥s a of both hospitals’ parients are New
canstruction boom reminiscenr of ‘Mexicans — most from Lea, Eddy,
the medical go-go days adecadeago rCn.r:y Chaves, Rnoser&and .. D
in. Albuquergue. In coomies.
A 1992 Methodist Hospital .Mczhodisrhasasmanaizplmn,a ;
- already is “the largest hospital - " Messerschmizr. belicaprars- that
| between Dallas and Los Angeles” : _ pick ap padenrs within 200 miles of
“I trust mry doctor ard this is InbbochMm:eth:n.%mof
where he seat ma"™ Charies J. those (ights in 1992 ended ana New _
Carmichnel, a 70-yearald Hobbs, B Mezico ruaway, ‘according tn
N, man, said-whils waiting in his : Methndist's figures.
 Methodist room for a2 pacemaker to . Acmrd:ngmawzfmsﬂ'nsm-
be.implanred. @l Associadon study, an estimared
Larmichael afready hag had two 342¢ New Mexico patients were
-angioplasty procedures, in which a admitted o Texas Lab-
tiny balloon s threaded & one of ' bock, El Paso and Amarilln haspi-
the coromaxy arteries and inflared als lad the lisc
10 open the blockage ) : The average hospiral charge i
- He has coverage thooogh Medi- Tesas was S10,165 per admission, -
care, the federal m;shard‘ pro- accord_li.ngmr.h:munn.uhl:ar
gram for people age &5 and oves, rxte, Texas hospitals woold have
Medi taken in abour S35 million in 1992m
care for New o figures
were zvailable oo doctors' income.
Unless Congress reforms the pri-.

vare health-insrance system, or-

heaith-maintanance argaacizado

<ome to places like Lubbock, dac-/

tnrund.hospnlshz:ewﬂlmnme

W reay Iarger payments.
“I.:'smthavuybenmngof&a:

activity,”. Methodist Chief Exscu-

ti¥e Offi%er William Poteat saud of

hzall.h—mmtmn:zurganmm
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best techmology maney cm buy,

B METHODIST
HOSPITAL

~the Starship Enrerprise” Bar the
\unir is not as basy as it conld be and
could handle more parienrs. At the
same tme, Methodist Eospital is
building a S21 dllion, dx-fleor
heart-trearment Wing t add S2
more beds t irs alrtudy sprawling
ceater,

Some Albuquergue doctors argue

care in Albuquercueand they crini-

;23 cize some methods used by the
{ Methodist-associated grounp

Cardiclogy Associates. The group

uses a high-volume style of rear-

ment mm which doctors divide w

~| tasksto weat more patienrsin a day.

* “Ir's. EMO-ype efficiency, but
they're not gewming paid (ower)

%] . EMO pay,” said Dr. Neal Shadoff,.
7] an Albuquerque-based cardioiogist
Presbyterian-associared

“Here, ane doctor does it all,”

: Shadoff said “Tr makes for 1 longer

Becamse there is litde pressure by
insrers to enr prices, Poreer said,
his hospital can charge more for f1x
mls;;ica than Albaquerque hospi-

Ard by focusing on the nation's
0. 1 Kler — hearr diseace —
Merhadist is posirioned tn reman
highly profitahle for years. Elderiy

Money to bum;
so why not a Lear jet?

With -irs bank acesunts bulging,
Methodist has more than enongh
money to have fonraircraft — more
aircraft than all of Albuguerque's
hospirals combined.

Need an argan temsplanr? Lab-
bock hospimis-offer kidney, liver
and boac marrow transplanrs.
Methodisr recently startcd a new
heart-transplant program and
lcases a Lear jet (rom a lacal doctor

.m0 rewviasve donar hearts — some-
thnes (rom eastern New Mexico
hospitals.

Presbyterian Hospimal i1 Albu-
guerque also offers hearr, kidney
and bane marrow wansplants and
leases two aplanes tn Tansport
heart parienrs and danated organs.

In 1991, St Joseph Madical Cen-
ter iz Albuquerque opened am.
S8 milling hesrt-surgery nnit bxdlt
p_m._'dY to compete with Presbyte-

“The of cardiac ser-
vices has creared doplication- all
actoss the counory,” sid Dr. Wi-
liamm Benge, an Albugunerque
cardinlogist and medical director of
Presbyterian’s heart program. .

One St Joseph adminigh.ator
called his ugit, equipped witly the

: come and see me in the hospiral.

:mmmmdzy Ir's not as efficient, doctor-

wise, but i’s better {ar the parianr *

Ar least ane New Mexicn parient
says he feir he was rushed through
tresxtmenr & Methodist

“Ir's slam-bam and they ke vou
ix apnd send you out. I woald de-
seribe it as an as<embiy line,” sxid
Billy Klker, a 66-yearald Portales,
NM, zom who ha.d.baﬂoanzngo-

sent his narse 1o explxin things

Lubbock who maved frum Albn-
qu:rqueamandabzltago,md
the care ax Methedist is among the
best In the world.

“Ir’s not assembly line —'ir’s just
very quick emergency medicie,”
Mzddor said in 3 rlephone imter-
view from his office. But he added
thar he makes more money in
Libbock then Albugquerque primas
mmawmvame

only sess all of his pariears oz
hospimal rommds, bur he alsg travels
twice a manth to see hearr patients
mehurConseqummdm
a monrh 1o Granis

Methodist recruits from
N.M,, offers big bucks

In the meantime, Marhadist bag
grown from 575 beds eighr years
ago t 857 today. The bospital bas
spent S79 million over the past five
years op addirions, imcluding
S1Smillian for two new parking
gariges to bandle the additional

pafent raffic

To saff all the pew wings,
Marhodist recruits regmered
ourses from New Mesien.. 7 a.lso
woss narses from as far av J as
Canada, New Zealand agd Anstralis,

tharpanm mu{ualursupgnnr-

Nt Yy g o1 e
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Construction just recently began on a new Hospital in Lubbock. The hospital is in the
$21 million, six-floor cardiac wing at Methodist ~ midst of a $104 million building boom.

said director of nursing Deborah |
Michels, -

“They offered me double what I
make heve,” said an Albuquergue
- nurse specialist who asked notto be
named. She decided t remain In
Albuquerque, bur she said dozens of
New Mexico nnrses have been
.drawn © Labbock by higher sala-

Ihat:sbadnews for New Mexico,
which has a shortage of medical

- professionals, partcularly i frs
. eastern counries The state can il

William Poteet, prandont and OEO of Methodist HospllaL
Because there Is little pressure from insurers, Poteet said his
hospital can charge more for ds services than Albuquerque
hospitals. -
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~ AVERAGE HOSPITAL CHARGES FCR HEART PATIENTS — 1991

“ﬁmmmﬂmmmmmdmm
Source Heaith Care Rnanding Adsninistration (Medipar drabase)

. afford to lose nurses trained fn irs

colleges and universiriex.

Same of New Mexica's top physi-
cians have moved m Lubbock as
well, incinding Maddodx and car-

" diac surgeon Burr Fowler, both of

whom are described by their Albu-
querque colleagueg as among the
most talented in the region. )
“I came because I was egeited
about the program,” Maddaux said.,
“Our pracrce has just grown like a
wead. We're oying w create a good
product and such quick service thiar
(parients) come here.™

And, of course, more money
doesn’t hurt, colleagnes and hospi-
tal offidals say.

: eofthgrea-mngadvangs
we have (In Lobbock) is physicans
can sdll' practice in a feefor--

0

ble for eastarn New Mexico's hospi-
tal parisnrs in the 1990s could be
intense

Under health-care reform being

mm:m

pmposedbypmdmcnmmmw
Mexico may be allowed to form one-
to three “alliances™ to purchase-
health care for all New Mexicans.
Under that system, stete residents.
could be required m get med;a.l
weatments within the state.

‘Panems wan’t be happy abonr.

" Ir,” warned Domegica Rush, admin..

istrator of the Presbyteran-
managed Nor-Lea General Hospiral
in lovington, NM. “I'm 10“1 pa
Presbyterian. I want to be loyal to
Presbyterian. I feel badly abouor it
that patients want to go to Labbock.
In three years, only three

bave gone to Albuquerque.” ?

-"' mmtgﬂmgmggtm
somc border dispates thera?™

If hmlth-an: reform tnns to.
restrict New Mexico patienrs from.
crossing the state line, Potzet s2id,.
he would try 0 “sit down and deal”
wirh New Mexico officials 10 work
out a compromisa that could mclnde
price discomnrs .

“I hope we end up with'a sy
that gives people choices,” Po

2



ALBUQUERQUE, NM AND LUBBOCK, TX:
COMPETITION IS WORKING, BUT NOT EVERYWHERE (YET)

TALKING POINTS

Competition: Working a Quiet Revolution

With so much discussion here about national health care reform, it
is easy to overlook the quiet revolution that is already transforming
health care in many parts of the country.

Driven by escalating costs, employers and other large purchasers of
health care have begun demanding - and getting -- more efficiency
from the health care system.

This "real world" health care reform is taking place without any help
from the Federal Government.

In fact, it is occurring despite many Government policies that
impede private sector cost control, such as cost shifting from the
Medicare and Medicaid programs.

These purchasers are using their market clout to force organized
managed care health plans to compete against each other based on
their price and quality.

- There are no Government global budgets, price controls, caps
on insurance premiums, or other interventions to artificially
hold down costs. :

- Rather, health care providers are squeezing out waste, cutting
unnecessary costs, and increasing their productivity voluntarily
because they have to stay competitive and attractive to their
increasingly price and quality conscious customers.

We are starting to hear and read more and more of these quiet
success stories for the private sector:



Tne Washington Post ran a story this week on ihe successiui,
decade-long effort by Bell Atlantic to enroll its employees in a
tightly run managed care network, holding cost growth to 5%

in 1992 and saving $125 million.

In Detroit, the Henry Ford and Mercy Health Systems, in a
partnership with the Michigan Blue Cross/Blue Shield, are
offering a community-rated, managed care plan to mid-size
and large employers with a promise to hold premium growth
to 5% in the second and third years of their contracts.

In California, private health plans competing for business
among State employees held their premium increases to
6.1% in 1992 and 1.5% in 1993.

Albuquerque, NM

I'd like to add Albuquerque to this growing list of quiet success
stories for the private sector.

The Albuquerque health care marketplace is dominated by four
separate health care delivery systems:

Lovelace, a multi-specialty group practice -- much like the
Mayo Clinic -- with its own hospital and HMO;

Presbyterian Health Systems, a state-wide hospital system that
has organized a network of providers; and

St. Joseph’s/FHP, a hospital system allied with an HMO; and

University Hospital, the large teaching hospital affiliated with
the University of New Mexico.

Except for University Hospital, each of these delivery systems is
already an "accountable health plan” in the managed competition
terminology: that is, health insurance combined with a health
delivery system.



These health plans compete vigorously with each other for
consumers, and this competition is driving down costs:

-~ since 1986, there has been an 88% increase in HMO
penetration in the Albuquerque market, and one-half of all
insured residents are now in an HMQ cor PPQ.

- it costs 15% less for employees to enroll in an Albuquerque
HMO than in a traditional fee-for-service indemnity plan;

-- between 1981 and 1991, the number of dayé in the hospital
dropped from 635 per 1000 people to 417, which is 53% lower
than the national average; and

- it costs 17% less per hospital admission in Albuquerque than
the national average.

Lubbock, TX

Some skeptics may point out that this kind of data, though |
impressive, does not tell the whole story because there could be
other reasons that hospital and health care costs are slowing down.

Well, to those skeptics, | would like to point out an interesting article
that appeared over the weekend in the Albuquerque Journal.

The newspaper compared the Albuquerque experience with that of
Lubbock, TX, a city of 200,000 just a few hundred miles away in
west Texas with a similar demographic profile.

Strangely, in Lubbock, there is very little managed care, no health
maintenance organizations, and no significant price competition.

And their health care costs reflect it.
As the Albuquerque Journal reported, Lubbock hospitals

charge 40 percent more for heart procedures than
Presbyterian Hospital in Albuquerque:



- in 1991, the average charge for angioplasty was $17,400 at
Lubbock’s Methodist Hospital, about $4000 more than
Presbyterian’s price.

While Albuquerque hospitals are trimming staff to increase efficiency
and stay competitive, Lubbock’s Methodist Hospital is in the middie
of a $100 million building expansion program.

And to those who are still skeptical that competition can work, |
would just point out the statement made by the chief executive of
Lubbock’s Methodist Hospital, as paraphrased in the newspaper:

Because there is little pressure by insurers to cut prices,
[the chief executive said], his hospital can charge more for
its services than Albuquerque hospitals.

Expanding Managed Competition

| do not know enough about the culture and history of Lubbock, TX
to know why competition has not taken hold there as it has in
Albuquerque.

But | do know that we need to make sure it does, not only for
Lubbock residents but for eastern New Mexicans too.

Because, as the newspaper article makes clear, the lack of
significant price competition in Lubbock is increasing health care
costs for many eastern New Mexicans whe go to Lubboeck for their
inpatient care.

In fact, some 8,400 New Mexicans went to Texas hospitals for their
care in 1992.

We need to make sure that the competitive pressures that are
driving down costs in Albuquerque benefit those New Mexicans as
well.



I am not suggesting that the Albuquerque marketplace is perfect
either.

On the contrary, Albuquerque, like Lubbock, would benefit
tremendously from a sound managed competition reform.

In particular, the Albuquerque market is still being held back by the
same problems plaguing other markets, such as Lubbock:

- Many small employers cannot get affordable insurance
because they lack market clout and insurers can charge them
more if they have sick employees.

- Too many employees, especially in large companies, remain
indifferent to health care and insurance costs because they get
unlimited tax subsidies for health insurance paid by their
employers.

- Medicare and Medicaid are still traditional, unmanaged fee-for-
service insurance programs that provide contradictory
incentives to managed care. :

- And the large number of low income uninsured Americans
leads to tremendous cost shifting and inefficiencies.

Clearly, despite the successes we are beginning to see, we still
need a sound managed competition reform proposal at the national
level.

That reform must accelerate the cost cutting trends already
underway in Albuquerque and bring the same kind of competitive
pressures to Lubbock and all over the country.
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Too old .



