
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 



NOTE FOR: 

THE WHITE HOUSE 
WASHINGTON 

DATE: _ ..... 1 ... 1 ... 1 .... 0 .... a...,.1 ... 9 .... 3 __ 

IRA MAGAZINER 

The President has reviewed the attached, and it is forwarded to you 
for your: 

Information 0 

Action ~ 

Thank you. JOHN D. PODESTA 
Assistant to the President 
and Staff Secretary 
(x2702) 

cc: 
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THE WHITE HOUSE 

WASHINGTON 

Dear~ci: 
Thank you t'br 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, 

~ ~~ \t)tsf ~ ~ \).J:rVo.. ,, ...... ~~ .... ~ 
The Honorable Pete v. Domenici ( ~ ~ \ ~ 
United States Senate \-......• t .. ~..l .. - •I • .._\. A. 
Washington, D.C. 20510 ~~...,V'V'1~~,.....,....,, 

~~~ 

~-·--
~ 



PETE V 00MENICI 

NEW MEXICO 

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

Dear Mr. President: 

~nifcb ..$fat cs .$cnafc 
9JAoSttz<rOF> ~:CS s 

October 27, 1993 

THE PRESIDENT HAS SEEN 

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. 
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Gf.,eat ·-·Patient Dr.ain 
. . 

Texas_ HospitaLLuring A.way N.M; Residents 
By ~ex Graham Unlllco Albuquerque, Lubbock bas no bealllt-
-=-::::-:-:--:--------,;.._-_,,_ ___ ..:..- mab)tenance orgenbatlons competln& to keep prices 

~JOURNAL STAFf WAITER • down. Aa a result, Methodlat Hoapllal In Lubbock 
LUBBOCK Toxaa - cauim and cattle uiad to bD • charaea about 40 percent moro (or lt1 heart proeeduroa · 

.. kJn1 on tho WcatToxai pralrle, but now cardlology and· than Albuquerque'• Preabyterlan Hospital, 11ld Chrla 
: hoart aursory are aynonymoua with atat111 and \VC&ltb Miies, admlnlatrativci director of tbe Presbyterian 
•hero, ~· Heart Pro1r1m. 
: ·.:And No\V Mexicans _are helping Lubbock' health- lt add• up to n1ore monoy for. Lubbock health 
~ caro Industry boom. : protctalonala; ke[tler bllls ror New Mexico patlcnts 
:.~ .Many lnaured resldenta of eaatern Ne\V Moxico are (and their lnauranco companle•l who aro treated jn 
·• lltiunnln1 1611 expensive servtcea In AJbuquerquo lo Tena; and atlll raore belt-tlehten ng ln Albuquerque....:. 

. ,
1
'1 !favcl the shorter cHstanco to Lubbock. . 1 where 11ome hoapltal rloora 11l1 ldlo and layera or 
. · .•. Jri ract, Texa1 ho1pltai111nd physicians took In rens ot hoapllal 111lddlo managers have been eliminated; Some 
tJ.nllllans oC dollars laat ~·ear for treatlns New Mexico hoapltall have even contncted wlth prlvato house- Charles J, "carmlohael ~;~~bb~,Jo~~PJl.L, 
·~!ealdnnts. · keeping and food-service companies to aavo money. It 
1·. In addition, New Mexlco nuraea and top heart doctora Meanwhile, Methodist Hospllal In Lubbock 11 ualnu. awa a surgery al Mathodlet Hoapltal In 
j are beln1 lured to this city or 200,000 people, in part by . ------------.;.._---- Lubbock. "I trust my doctor and thla la 
. hiBhor 1alarlea, their aasoclatea say. · MORE: &M TEXAll on PAOE M ·where he aenl me," aald CarmlGhaal, who 
, · waa aant In for a acamaker Implant. 
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Methodist recruits from 
N.M., offers big bu~ks 

In tbe meamfme. Meriv'dist bas 
grDWll from S7S beds dPr JtarS • 
ago tD 867 tDday. The 1mpml l:las 
speuL S19 milllim. o-:er th• past :fiv1S 
years 011 a.ddi.d.ous. mcludint 
515 million for twa new parlcml 
ganaes tD b.and1e the adclitimW. 
paIUm traffic. 

To SQ!! all 'Cb new 'lll'iI1cs. 
Methodist recruits registered. 
mttSeS from New- Mcic:a.· '-~Iba 
woos ~ &om. as far ~}J as 
Csmda. New Zuland and AII::iiralia. 
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Construction jUst recently begaft on a new 
S21 rm1lion. s~-floor cardiac wing at ~ 

r . 

Hospital in Lubbock. The hospital ls tn the _ 
_!Iii~ of a s:t~ ~on building. boom. 

said clirccmr of nmsing Deborah . 
Michels · 

"They offered ma double wl:mt I 
me bere,.. said an Aibuqa.erqae . 

· nurse spcdalfsr who asked uat ta be 
nall'led She decided to remain in 
AlbuquerqUe, bm: she mi dozens of 
New Mexim nurses have been 

. dnwn tD Lubbock by higher sala-
i::ies. . 

'1:hat is bad. news far New Maico. 
wbich w a .shortage o! medical 

· ptU!essinnaJs, :partlcnla:ciy tn. its 
: east:em. CDtllllies.. !he state cm ill. 
I 

William Pataet. president and CEO of Methodist HospltaL · 
Because there Is l.iUle pressure from insurers, Peteet said his 
hospital can charge more for its services than Albuquerque 
h_o.spitals.. . 
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AVERAGEHO=PITAL CHARGES FOR HEART PATIENTS-1991 ~- -
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ALBUQUERQUE, NM AND LUBBOCK, TX: 
COMPETITION IS WORKING, BUT NOT EVERYWHERE (YEn 

TALKING POINTS 

Competition: Working a Quiet Revolution 

o 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. 

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

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

o 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. 

0 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 p~emiums, or other interventions to artificially 
he'd ~'"'"'n c'"'s+c-, ""''""'- \.of' .. ....,. 

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. 

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

1 
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The Vv'ashington Post ran a story this week on the successfui, 
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. 

o 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. 

2 



0 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 HMO or PPO. 

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 days 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 

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

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

o 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. 

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

o And their health care costs reflect it. 

o As the Albuquerque Journal reported, Lubbock hospitals 
charge 40 percent more for heart procedures than 
Presbyterian Hospital in Albuquerque: 

3 



. ·-;r. 
\' .. { 

/, 
I 0 

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 middle 
of a $100 million building expansion program. 

o And to those who are still skeptical that competition can work, I 
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 

o I 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. 

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

0 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 who go to Lubbock fer the!r 
inpatient care. 

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

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

4 



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

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

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

0 

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. 

o 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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