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WHO LIVES, WHO DIES, WHO DECIDES: THE
ETHICS OF HEALTH CARE RATIONING

WEDNESDAY, JUNE 19, 1991

U.S. SENATE,
SpEcIAL COMMITTEE ON AGING,
Washington, DC.

The Committee met, pursuant to notice, at 9:04 a.m., in room
628, Dirksen Senate Office Building, Hon. Herb Kohl (acting chair-
man of the Committee) presiding.

Present: Senators Kohl, Reid, Cohen, Grassley, Simpson, Duren-
berger, and Burns. A

Staff present: Portia Porter Mittelman, staff director; Christine
V. Drayton, chief clerk; Kim Weaver, professional staff; and Sherry
Hayes, legislative assistant to Senator Kohl.

OPENING STATEMENT BY SENATOR HERB KOHL, ACTING
CHAIRMAN

Senator KoHL. The hearing will come to order.

This morning we are going to be talking about the ethics of
health care rationing in America. In discussing rationing and what
it means in terms of our country and our budget, I think it is im-
portant to recognize that in virtually every part of government ex-
penditures, we do have rationing.

There isn’t a single dollar that we spend that doesn’t have an
element of rationing. Our educational expenditures are, finally, an
expression of rationing in our country. Our defense expenditures—
as vast as they are—represent a rationing of our financial re-
sources. Entitlement programs—as vast as they are—are an expres-
sion of rationing. In none of these areas do we spend as much as
many people think we ought to spend. I think health care is equal-
ly representative of that concept of rationing of financial resources
in this country.

We are here to discuss that and perhaps to open up all of the
different cans of worms that do exist when people talk about
health care rationing and its morality, its reality, and its future,
particularly in regards to the reform of our total health care
system that is surely inevitable at some time in this decade—
sooner, probably, rather than later.

This should be an interesting hearing. We are all looking for-
ward to hearing from our witnesses.

[The prepared statement of Senator Kohl along with the pre-
pared statements of Senators Sanford, Pressler, Grassley, Jeffords,
and McCain follows:]

)
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PREPARED STATEMENT OF SENATOR HERB KOHL

Everywhere we turn there is a discussion of health care reform. We have a
system in crisis. We have millions of Americans uninsured. Millions of others are
underinsured. The vast majority of senior citizens are denied access to long-term
care unless they become impoverished. And poor children in this nation do not have
access to the most fundamental health care services. The disparities between differ-
ent populations are glaring.

If we truly believe in universal access to health care—and I do—then don’t we
have a fundamental obligation to define what benefits we are prepared to cover?
Don’t we have an obligation, as a government—and as the single largest payer in
the system—to address the inequities that exist between one group and another?

In preparing for this hearing, several people have asked me if this is all about
Oregon’s waiver request. No, this is not about Oregon. And I don’t think we should
allow the Oregon proposal to define rationing for us.

When we say rationing, it conjures up all sorts of reactions. When U.S. citizens
are told that health care in Canada is “rationed”’—that folks wait for months for a
certain technology—we are immediately appalled. When a state like Oregon strug-
gles with an explicit rationing plan that will limit access to certain services for a
certain population, constituency groups ranging from the Children’s Defense Fund
to Families USA arm themselves for battle. And when the Senate Special Commit-
tee on Aging convenes a hearing on rationing, a lot of people think we're jumping
into an intergenerational debate. That is not why we are here today.

Rationing means different things to different people. It means Oregon, Canada,
life-sustaining technology, organ transplants, triage and World War II, for those of
us young enough to remember. People respond positively or negatively based on
what rationing means to them. So today, we're going to try to define rationing.

I believe rationing exists in our current system. When someone says rationing, we
don’t immediately associate it with our own health care system. But it’s real. We
have price rationing. If you can pay for it, you get it; if you can’t, you're out of luck.
We have more explicit rationing too. Although it has since changed, we used to pay
for liver transplants for kids under 18 but not for senior citizens. That was our
policy—it was explicit.

In the emergency rooms across the country, there is nonprice rationing. When an
ER gets to gunshot wounds, a slight fever and a broken arm, a system called
“triage” is used to make decisions about who gets cared for first. If that ER gets five
gunshot wounds in 30 minutes, but only has two ER teams, the decision can be a life
and death matter. Rationing occurs as a consequence of limited resources. How are
those decisions made?

The organ transplant system combines both price and nonprice rationing. Some-
times people wait for months. Sometimes people die while they are waiting. Yet
that system seems to be relatively well accepted as long as no one is allowed to
“take cuts’ in line. As long as everyone shares the risks, it is somehow viewed as
fair, even though rationing is involved.

In the current patchwork of health care, it is an absolute fact that we ration
access to certain populations—the underinsured don’t have access to preventive
care, so they end up in emergency rooms. And as I stated earlier, some services
aren’t reimbursed. That might not bother most people if the service is a cosmetic
one, say if we're talking about a face-lift. But it does bother us when someone we
love can’t get a life-saving treatment, because it’s not reimbursed under their insur-
ance coverage. When it comes to saving lives, we demand absolute access.

Are we prepared as a society to pay for absolute access?

What if we said tomorrow that we were prepared to spend 14 percent of our GNP
on health care? Does anyone suggest we would then NOT have to still resort to ra-
tioning? What could we buy with that spending? How would we decide which serv-
ices, which populations to cover?

It is clear to me that we have at least an implicit health care rationing system in
the United States. I am not convinced that it is either rational or ethical.

Is explicit rationing more or less ethical?

Is it right to ration care by population as we must admit we currently do? And if
we have a basic benefit for all Americans, how do we feel about allowing a small
number of Americans—those who can afford it—to buy more or better health care?

Is rationing a viable cost-containment tool? Is there a place for rationing in any
good health policy?

There are questions that academics, ethicists and health policy experts have been
discussing in small circles. Today, we will raise them in the Senate. I think it will
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be a useful addition to the debate on national health care, and I am very much look-
ing forward to the discussion today.

PREPARED STATEMENT OF SENATOR TERRY SANFORD

I want to thank Senator Kohl for organizing this hearing that promises to be
thought provoking and perhaps somewhat controversial.

We already have health care rationing in this country. Poor families do not have
the same access as wealthy families do. And many of our working poor have the
least amount of access to good health care in this country. Insurance companies do
not cover the cost of organ transplants for all who are insured by them.

Many of our rural areas have no hospitals or clinics within easy reach. Even
worse, a growing number of rural communities have no health care providers. There
are rural communities in every state in this country without any primary care phy-
sicians because Medicare and Medicaid simply do not reimburse them enough to pay
their costs. This is health care rationing that is on the rise in my state. We have
health care rationing in this country. This rationing is just not based on a deliber-
ate national rationing policy.

At issue here today is whether or not this country should have a deliberate ra-
tioning policy. I don’t think deliberate health care rationing would be acceptable in
this country, or should be. But I believe it is appropriate to discuss this very serious,
often life and death, issue within the overall context of health care reform.

We need to ask questions and seriously consider all of our options. What are our
alternatives? What kinds of cost controls can we utilize to avoid unnecessary ration-
ing, to prevent the rationing we already have throughout the country because of our
lack of a sound national health care policy? What will we ration? Who will we
ration? Who will decide?

These are some of the questions that will be discussed here today, and I look for-
ward to the debate on this subject.

PREPARED STATEMENT OF SENATOR LARRY PRESSLER

Mr. Chairman, I would like to commend you for holding this hearing on the ethics
of rationing health care services. In my state of South Dakota, roughly eight per-
cent, or 56,000 people, have no health insurance. There is no question that the U.S.
spends considerably more than other countries on health care, yet the value of our
health care dollar seems to be spreading thin. We need to take action now to im-
prove the quality of health care and to provide coverage for uninsured individuals.
However, it is extremely important that options to contain health care costs and
expand access to health care services are thoroughly considered and discussed
before changes are implemented. I am glad that we are discussing one of these op-
tions this morning and look forward to hearing from the witnesses, who have care-
fully studied the ethical questions related to health care rationing.

While there is a question as to whether or not health care services are rationed, I
have no doubt that inexplicit rationing occurs in our current health care system.

In South Dakota, rationing of health care services goes beyond the individual’s
ability to pay. Shortages of health care providers, along with low reimbursement
rates under Medicare and Medicaid, drastically reduce the number of individuals
served by the system. The limited number of health care professionals and facilities
in rural areas force providers to make ethical decisions by prioritizing emergency
medical and trauma care services. If rationing were incorporated in the health care
system as a method of expanding access to health services, I would advocate that
careful attention be given to the effects that further rationing could have on rural
areas, where services and manpower currently are limited.

There are both broad and narrow definitions of “rationing”. Rationing plays an
integral role in consumer demand for all types of goods and services. Without ra-
tioning, there would be no incentive to improve and perfect the efficiency of the
product. However, the question we need to ask toady is how narrow a definition of
“rationing” could or should be incorporated into our health care system to improve
the efficiency of our current system without limiting freedom of choice for the indi-
vidual health care provider or recipient.

I strongly believe that we need to preserve the element of choice that is such a
fundamental part of the American way of life and the American health care system.
Americans have prioritized medical technology and the U.S. has taken the lead in
developing advanced medical equipment, drugs and services to meet these demands.
Would it be ethical to limit access to these life-saving services in order to expand
access to basic health care or long-term care services for a greater number of Ameri-
cans? That is a difficult question to answer. Given the increasingly limited availabil-
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ity of resources in our health care system, we need to consider the option of ration-
ing before it becomes a reality, rather than a choice.

Reform of our health care system depends on all parties recognizing the serious
weaknesses in our current system and bearing part of the burden of change. The
problems facing us are complex, as are the most likely solutions.

I hope that through the hearing process, we can gain some insight into both the
problems and the solutions to deficiencies in our health care system.

PREPARED STATEMENT OF SENATOR CHARLES E. GRASSLEY

Thank you, Mr. Chairman.

I believe that it is useful to have a hearing on this topic as we focus in this Con-
gress on the prospects for health care system reform.

“Rationing” is one of those words which carries more than its fair share of nega-
tive connotations. And when it is applied to health care, the negative connotations
become even more pronounced.

1 suppose that I respond like most other people when confronted with the word—I
am not inclined to like it.

But I am responding to my own idea of the world. “Rationing” is also one of those
words which means very different things to different people. Furthermore, even if
we can arrive at a mutually satisfactory definition, when we try to apply it to
health care it raises a cloud of difficult issues.

So far, we have not really at the national level confronted this question of ration-
ing. We have flirted with it. There has been discussion about the Oregon program.
Some talk of expenditure caps. We are reminded of the rationing we impose on the
more than 31 million people without health insurance.

But, so far, in the Congress we have not discussed the subject systematically as
far as I know.

There have been projects very indirectly connected to the subject. This committee
produced a consultant’s report several years ago on the subject of living wills and
advance directives. The Office of Technology Assessment took up the topic of tech-
nology and the elderly and in their report on that subject discussed food and water
as artificial interventions for the comatose terminally ill. But neither of these topics
were taken up in a rationing framework.

So, therefore, I think it is useful for this committee to take up this subject to try
and get some preliminary clarification of the topic and the issues that it includes.

I would like to make just one additional point. So far, I am not convinced that we
have reached the point at which we must consider rationing, where that means sub-
stantial sacrifice of access to health care by those who currently have it, in order to
provide health care to those who currently lack if.

To a considerable extent, it seems to me, whether we will have to consider ration-
ing depends in large measure on the outcome of our current discussions about
reform of the health care system.

Clearly, we can’t go on much longer spending the way we are on health care, and
tolerating a situation in which more than 31 million people are without health in-
surance.

PREPARED STATEMENT OF SENATOR JAMES M. JEFFORDS

Mr. Chairman and members of the Committee, I wish to commend you roundly
for organizing this hearing today to deal with a more fundamental issue: Who lives,
who dies, who decides: the ethics of rationing healthcare. I am most impressed by
the panel of experts you have assembled and I will study their testimony eagerly.

As you may know I have come out in favor of comprehensive health care system
reform for the United States. As we contemplate what form that reform should
take, however, I believe we must keep firmly in mind that some “rationing” is inevi-
table. In this country we currently ration essentially on the basis of ability to pay.
Canada is often cited as a system the U.S. should emulate. While there are many
fine features of the Canadian system, the fact is that health care rationing takes
place there in the form of waiting lists, the lack of some high technology and the
proximity of the U.S.

In reality, our choice is not, as some would suggest, between a system that can
provide everything for everyone, and one that involves rationing. Our task, rather,
is to evolve a system that makes, and does not avoid, the explicit judgments neces-
sary for intelligent and compassionate rationing judgments in terms of health care
policy and ethics.

Our current non-system fails to come to grips with these critical self-disciplinary
judgments. One of the many heart rending cases in point was reported on the front
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page of the Washington Post this past Sunday. 72-year-old Mr. Musolino had tried
to chart his own medical destiny—in essence to discipline or “ration” the medical
attention he would receive at the end of his life. In 1989 he’d written a “living will”
stating that if he ever had a terminal condition, he didn’t want to be kept alive arti-
ficially. He signed a “durable power of attorney” to this effect in favor of his wife.

Despite this, and despite his wife’s very best efforts to have the hospital allow him
to die in peace. Mr. Musolino was hooked to a kidney dialysis machine several times
a week for months prior to his death. He was in constant pain and could not even
recognize family members. The final bill for his hospital stay alone came to
$385,000! The family says most will be covered by insurance—which may well re-
flect part of the problem here!

I do not wish to judge the particular facts of this case. However the process for
making the necessary life or death judgment here was clearly flawed. Mrs. Musolino
told the doctor when he finally agreed to stop the dialysis:

“You know, doctor, I was beginning not to know who to pray to anymore. Do I
pray to you, or do I pray to God?”

These are issues we must face straight-on as a society which will require a new
attitude toward health care from all of us. Providers, insurers and consumers will
all have to give up some independence to ensure greater and more enlightened con-
trol over health and spending.

In my mind this new attitude toward health care should be centered around the
premise that all Americans have a right to a core of basic health benefits. I have
crossed the Rubicon on this point and am developing a proposal for the delivery of
these basic benefits, a proposal I call MediCORE.

Let's face it, determining what those CORE benefits will be involves an excruciat-
ing process of explicit rationing. We must not avoid this duty. I applaud the Com-
mittee for its obvious willingness to contribute to that effort.

PREPARED STATEMENT OF SENATOR JOHN McCAIN

Mr. Chairman, the subject of today’s hearing—health rationing—is at the core of
the debate over how to reform our nation’s health care delivery system. And, it has
profound ramifications principally for our nation’s elderly. The hue and cry for the
adoption of a national health insurance plan has grown to a feverish pitch over the
past couple of years.

Proponents of such a plan focus on the desirability of universal coverage. They
fail, however, to address what most would see as the major shortcoming of such a
plan—the rationing of care. This particularly impacts the elderly, as these plans
must often look to how resources can be meximized—using probability of the pa-
tient returning to a productive life as the guide for determining who receives serv-
ices and when. At its most profound level, rationing involves the question of who
lives, who dies, and who makes those decisions?

There isn’t a week that goes by that I am not on a radio talk show in my state.
Virtually every time, the issue of health care comes up. When it does, the phones
lite up like a Christmas tree. Those calling want to extoll the virtues of the Canadi-
an or British health systems. Callers can be heard to say, “my sister lives in Canada
and only pays $5 for a doctor visit—why can’t we have a system like that?

Comparing the health care delivery system of different nation’s is a bit like com-
paring apples and oranges. In fact, these very callers take great pause when they
learn that in London you cannot receive care for End Stage Renal Disease if you are
over the age of 55, or that you have to wait for months for certain simple proce-
dures in Canada, generally those used most frequently by the elderly, simply be-
cause they do not want to provide the necessary resources.

Without question, Americans are frustrated with their health care system, and
for good reason.

Health care costs in this nation continue to be among the fastest rising in our
entire economy—faster than energy, faster than food, faster than inflation. In fact,
from 1981 to 1989, health care costs grew some 93.5%—while general inflaction for
the same period rose 44.8%. This year, we will spend in excess of $750 billion on our
health system—representing yet another double digit increase in health care infla-
tion.

So difficult is this burden for our people and businesses to bear that this year has
witnessed an unprecedented movement aimed at nationalizing at least some part of
the health care system.

Daily, we hear and read of the Canadian System, of mandated health benefit
plans, and of big business’ support for some form of national health insurance.
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But, before we dash, as a nation, headlong into the financial black hole that na-
tionalization of health insurance would certainly create—and repeat the now re-
pealed “Massachusetts Miracle”, it’s important that we understand what's good
about our system, how it can be protected, and what alternatives exist in the mar-
ketplace to help deal with this crisis.

Most Americans enjoy state of the art health care. Nowhere in the world is the
art and science of medicine so advanced, or advancing so quickly as in the United
States. But that advancement has come, and will continue to come, at a price. With
respect to costs, our challenge as policymakers and leaders, is to realize that our
mission is to identify and contain those costs which do not contribute to quality of
care, or advancement of medicine, and to find ways to provide care to more Ameri-
cans.

The issue which is the subject of today’s hearing is critical to the debate over how
best to reform our nation’s health care delivery system, and how to make it more
responsive to the health needs of our people. For example, the outcome of the exper-
iment being considered in Oregon is going to be key to exploring the issue of limit-
ing health care to those services that have the best potential for improving the lives
of the individual patient.

I look forward to the discussion this morning, and applaud you, Mr. Chairman, for
bringing this important issue before us this morning.

Senator KoHL. Senator Cohen.

STATEMENT OF SENATOR WILLIAM S. COHEN

Senator CoHEN. Thank you, Mr. Chairman.

I want to commend you for holding the hearing and for your
opening statement. It is going to be controversial. But, it is an
issue, I think, that cannot be escaped.

Proponents of the explicit rationing plan, such as the one that
has been proposed in Oregon, contend that some form of systematic
health care rationing is essential if we are ever going to ensure
universal access to health care. But for most Americans, the con-
cept of rationing, as opposed to the reality of rationing, is systemat-
ic denial of medically necessary health care services is both moral-
ly and ethically unacceptable. We have not yet been willing to
come to grips with the distinction between the concept and the re-
ality.

The economist, Lester Thoreau, pointed out that ethically most
Americans are simultaneously egalitarians and capitalists. None of
us want to die because we can’t afford to buy medical care. As
egalitarians, few of us want to see others die because they cannot
afford adequate medical care. But as capitalists, Americans believe
that individuals should be allowed to spend their money on what-
ever they wish, including health care.

Unfortunately, health care rationing, I think to some extent, is a
global reality. There is not a country in the world that provides
completely unlimited health care services to all of its citizens—not
one country, anywhere.

In the United States, health care is currently rationed on the
basis of price and the ability to pay, so called de facto rationing or
rationing by wallet. Care is rationed for the 37 million Americans
without health insurance as it is for those who are unable to obtain
medical coverage by virtue of a prior medical condition.

Health care services are rationed for Medicaid beneficiaries who
are unable to find a physician who will treat them because of the
low payment or the low reimbursement rates. De facto rationing is
also a reality for the residents of rural and inner city neighbor-
hoods plagued by chronic shortages of health care professionals.
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In countries like Canada, access to health care is rationed by the
government. While there may not be an official policy of denying
access to care, funding for that care is limited. The system does, I
think, a pretty good job of ensuring that everyone has access to
basic primary care services, but it doesn’t ensure that everyone has
access to all of the care that they need.

In Canada, for example, access to new technology and diagnostic
procedures that we take for granted, such as CAT Scans and MRIs,
is quite limited. Expensive procedures that we routinely demand,
such as organ transplants in this country, are rare in Canada.

Increasingly, hospitals are taking beds out of service, they are
limiting the numbers of operations that they perform, and they are
cutting back on other services as governments battle to hold down
the costs of health care. The result has been a lengthening of wait-
ing lists and a toll of deaths among patients who cannot survive
long enough to get the surgery that they need.

The question before the Aging Committee today is not, Will we
ration care, but rather, Must we ration further? Despite our cost
containment efforts, health care costs are continuing to escalate, to
soar. We spent roughly $671 billion on health care in 1990, approxi-
mately 12.2 percent of our GNP. As our first witness, Dr. Rein-
hardt, points out in one of his recent articles, “If the current
trends continue, in about 82 years, all of our GNP will be going to
health care.”

Dr. Reinhardt, let me diverge here for a moment.

Norman Augustine wrote a book called “Augustine’s Laws.” I am
fond of quoting one particular statistic that he used to show that if
we continue to spend on the kind of high technology for our fighter
aircraft, he said, “By the year 2050, it will take the entire budget
to purchase one aircraft that will have to be shared between the
Air Force and the Navy, except during leap year when one day
during that year they will have to share it with the Marine Corps.”
[Laughter.]

I think you are citing a similar statistic here that within 82
years our entire GNP is going to be going to health care.

So what we have is a very curious paradox. Our system is capa-
ble of providing the finest, the most technologically superior health
care in the world. Yet, for all of its sophistication and technological
expertise, the system is critically flawed because it is not availahle
to everybody. Not everyone can afford to have access to the basic
services that they need, and this is an intolerable situation. The
need for comprehensive reform in health care, so that all Ameri-
cans can access to it, is very compelling. It is a moral imperative.

I have, obviously, some grave concerns about the moral and ethi-
cal implications of rationing, but I think it is an issue that has to
be raised. The Chairman is right in raising it as we start to devel-
op. There are a number of proposals now pending—or about to be
pending—Dbefore the Congress, in terms of overhauling our health
care system. This is going to be a critical element as far as the dis-
CUSSiO(;l and development of that comprehensive overhaul is con-
cerned.

So, I commend you, Mr. Chairman. I regret that I can’t stay for
the hearing because I have two competing hearings. But, I do have
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my staff here who will follow the testimony very closely and work
with you in following up on it.

Senator KoHL. Thank you, Senator Cohen.

Senator Reid.

STATEMENT OF SENATOR HARRY REID

Senator REIp. Senator Kohl, thank you very much.

This hearing, as we've already heard from both you and Senator
Cohen, addresses an issue of national concern. It is a topic that we
don’t discuss enough. The growing interest in this topic results
from the growth in health care costs in recent years combined with
the belief that efforts at cost containment have failed. Many con-
clude that we have no choice but to ration our health care re-
sources.

In fact, the high cost of health care itself, as indicated by Senator
Cohen, is a form of rationing. Health care in this country is ra-
tioned according to the ability to pay. Rather than issuing ration-
ing coupons, like those issued in World War II, we rely on U.S. dol-
lars or employment benefits as coupons. These health coupons are
distributed unevenly in ways that might be considered illegal if it
were a Government program. Some racial groups have more; chil-
dren have the least; women get a smaller share; people at some
companies get unlimited coupons, while other workers get nothing.

The bottom line is that we are rationing now under a certain def-
inition of the term, only we are doing so in ways that we all can
agree are unfair, that cannot pass the test of health ethics. I sin-
cerely doubt that Congress would enact a program that left our
wealthiest citizens with the finest health care available in the
world, while many lower income and working Americans were left
with little or no access to health care.

But that is precisely what we have today. To date, 35 million
Americans remain uninsured. They receive no medical attention
until they have a health crisis, when they end up in an emergency
room or in some government hospital.

We must ask ourselves if the current patchwork system is an
ethical way of rationing care. We must limit the resources we
devote to health care, and make every effort to control costs; yet,
we should not continue to allow those limits to fall randomly and
digproportionately on our children and low-income citizens. We
must engage in a national debate through the democratic processes
to make fairer choices.

This hearing, Mr. Chairman, that you have arranged, gives us
the opportunity to become more educated about rationing and how
it occurs under our current system. This is a great starting point
for finding a more enlightened way to distribute our life-preserving
health resources.

Like Senator Cohen, I am not going to be able to stay for all of
the hearing because I also have other places that I need to be. But
I certainly think the panel is outstanding and for those witnesses
that I will not be able to listen to and question, my staff will brief
me.

Thank you very much, Mr. Chairman. Again, I regret that I will
not be able to present for the entire hearing.
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[The prepared statement of Senator Reid follows:]

PREPARED STATEMENT OF SENATOR HARRY REID

This hearing addresses an issue of great national concern, health care rationing.
It is a topic we don’t often talk about out in the open. The growing interest in this
topic results from the mind-boggling growth in health care costs in recent years
combined with the belief that efforts at cost containment have failed. Many con-
clude that we have no choice but to ration our health care resources.

In fact, the high cost of health care itself results in a form of rationing. Health
care in this country is rationed according to the ability to pay for it or job status.
Rather than issuing rationing coupons, like those issued in World War II, we rely
on U.S. dollars or employment benefits as “coupons.” These health “coupons” are
distributed unevenly in ways that might be considered illegal if it were a govern-
ment program. Some racial groups have more; children have the least; women get a
smaller share; people at some companies get unlimited coupons, while other work-
ers get few.

The bottom line is that we are rationing now under a certain definition of the
term, only we are doing so in ways that we all can agree are unfair, that cannot
pass the test of health “ethics.” I sincerely doubt that Congress would enact a pro-
gram that left our wealthiest citizens with the finest health care available in the
world, while many lower income and working Americans were left with little or no
access to health care. But that is precisely what we have today: 35 million Ameri-
cans remain uninsured. They receive no medical attention until they have a health
crisis, when they end up in an emergency room or a government hospital.

We must ask ourselves if the current patchwork system is an “ethical”’ way of
rationing care. We must limit the resources we devote to health care. We must limit
the resources we devote to health care, and make every effort to control costs; yet,
we should not continue to allow those limits to fall randomly and disproportionately
on our children and our low-income citizens. We must engage in a national debate
through the democratic process to make fairer choices.

At this hearing, we have an opportunity to become more educated about ration-
ing, and how it occurs under our current system. This is a good starting point for
finding a more enlightened way to distribute our life-preserving health resources.

Senator KoHL. Thank you, Senator Reid.
Senator Burns.

STATEMENT OF SENATOR CONRAD BURNS

Senator Burns. Thank you, Mr. Chairman.

I will have staff here too. We have two other hearings going on.
One of them is very important, I think. It is a hearing on the avail-
ability and what to do with research funds in the Commerce Com-
mittee. That all links up with this.

I have just a personal observation. Nobody likes to talk about ra-
tioning, who gets it and who doesn’t, does everybody get a little, it
is not effective, or do we work our way through this thing. I can’t
believe right now that we can talk about a lot of planning in ra-
tioning that will be very successful for this government.

But this is just an outsider looking in and I can tell you that
every time that we have programs or spend money in this field,
what do we add? We add a bureaucracy. The money doesn’t get to
the people that we are supposed to help. After all, if we could
eliminate half of the paperwork and two-thirds of the work here in
Washington and the offices around we would have more money
available to take care of our people.

But what do we do? We add bureaucracy, we add more people in
the field, and we think we are doing something and we look at the
bottom line after all the expenses have been paid and all the
money is gone. Then, we say how great that program is because we
spent all that money.
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Number two, Congress will not face the responsibility of any
kind of tort reforms to keep doctors from practicing defensive medi-
cine. One of the biggest costs in doctor’s offices in providing medi-
cal care is liability insurance. Congress will not address a very
basic factor that drives health costs up and limits the number of
people that you can take care of. Congress will not address tort re-
forms that would limit that liability. So therefore a doctor has to
practice defensive medicine because he doesn’t want to get sued, or
he may pass up something if he doesn’t run all of these tests, some
of which mean nothing.

I think we should start addressing what is driving up our cost of
administering. All of these things have a cumulative effect. All of
these items, a growing bureaucracy, defensive medicine, and no
tort reform all add a great deal to the programs that we try to find
as a government.

I don’t like rationing either. I have a father that is 85. In 2
weeks we are going back home to celebrate my Mom and Dad’s
60th wedding anniversary. They are still living in their own home.
They are still plowing their own garden. But they have been very
fortunate.

We have nutritionists running all over the country paid by the
government that tells us how to eat to live longer. The nutritionist
came up there and said you can’t eat eggs, you are over 80 years
old. Dad has never drawn a breath when he hasn’t had two eggs
and bacon every morning for breakfast. A terrible cholesterol prob-
lem.

Senator Reip. Think how old he would be if he didn't eat those
eggs.

Senator BurNns. He might live to be 160. Who knows? But with
hard work and all of these things, I guess he is just an old farmer.

But we have all of these experts running around, we pay them
gobs of money, and we still don’t get the health care into the areas
in which we need it. We don’t take a commonsense approach.

There are also abuses in the program. We know some old people
that go to the doctor everyday because they don’t have anyone else
to talk to, and we pay for that. The taxpayer pays for that. So it is
a very dlfﬁcult problem.

I don’t know whether the dec1s1on has to be made here or not.
But, some of those decisions that add to the cumulative cost of pro-
viding health care to Americans will have to made here. Right now
Congress has not shown enough backbone to address some really
tough questions that must be addressed before we can provide qual-
ity, affordable health care for all of our people.

Thank you, Mr. Chairman.

Senator KoHL. Thank you very much, Senator Burns.

Our first panelist is Dr. Uwe Reinhardt, the James Madison Pro-
fessor of Political Economy at the Woodrow Wilson School at
Princeton University. We very much appreciate the accommoda-
tions that Dr. Reinhardt has made to join us today. Dr. Reinhardt
brings an economist’s perspective to the rationing debate, and he
also has a refreshing candor and considerable charm.

We look forward to our discourse with you, Dr. Reinhardt.
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STATEMENT OF UWE REINHARDT, JAMES MADISON PROFESSOR
OF POLITICAL ECONOMY, PRINCETON UNIVERSITY, PRINCE-
TON, NJ

Mlis ReEINHARDT. Thank you, Senator Kohl, for these kind re-
marks.

One of the concerns I have in following the debate on national
health insurance is that we Americans do not debate public policy
sensibly. Instead, we discuss it in terms of cliches. In connection
with health insurance, one of the more famous and most offensive
cliches is: “If you like the Post Office, you will love national health
insurance.” Not a thought is given to the question whether the
Post Office, for what we pay, might not be a good bargain. It is ac-
tually, by international standards, our mail services are fairly
cheap and fairly good.

But if we must descend to cliches, I would offer the following: “If
you liked Desert Storm, you will love national health insurance.”
After all, Desert Storm was brought to us courtesy of a Govern-
ment-financed, single-payer, national-security insurance depart-
ment, the DoD. Desert Storm was fought by Federal employees: sol-
diers. General Schwarzkopf is just another cabinet officer, so to
speak, like Secretary Sullivan. So there, if cliches is what we want,
let’s chew on that one for a bit.

I mention Desert Storm in this connection just to show how
mindless these cliches are. We are told that mandating health ben-
efits upon employers is socialism, which means that you must call
former President Nixon a socialist, because he was the first to pro-
pose the idea of mandating benefits upon business. In fact, the
Democratic proposal is very much in the spirit of Richard Nixon’s
old Community Health Insurance Plan (CHIP). Is President Bush
really calling CHIP the brainchild of a socialist, none other than
Richard Nixon?

Finally, I saw in the Wall Street Journal, just the other day, the
argument that the Democratic proposal will trigger the “rationing”
in health care. This piece was by a John C. Goodman, President of
the National Center for Health Policy Analysis. I was a little dis-
tressed that a distinguished paper like the Wall Street Journal
would have published this piece without a little more editing, be-
cause there is very little in that piece on what an alternative ap-
proach (tax credits) might cost, nor is there any thought given to
the fact that the private sector rations health care all the time
now—as several of you have said—and quite brutally at that.

As a summary of my testimony, I might say this—and I say it in
the paper: Those who oppose more government involvement in
American health care by raising the specter of “rationing” have in
mind an extremely elitist definition of “rationing.” To these people,
“rationing” means the withholding of desired care, whether needed
or no(ti, from someone who would be willing and able to pay for it.
Period.

That is what troubles those people who raise ‘‘rationing” as a
bugaboo, to stop us from even thinking of having more government
involvement in health care. They worry only about the well to do
possibly getting a little less. Usually they give no weight to the fact
that the poor among us might get a lot more.
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These people, ironically—or predictably—have very little concern
with the other form of “rationing” which is very real: the “ration-
ing” of health care by price and ability to pay. Very often, the
people who will come before you and say that “if you have more
government involvement in health care, you will get rationing,”
are also the very same people who caution you to go easy on bring-
ing health insurance to working mothers and children who are now
rationed out of the system by price, because that would increase
public spending and thereby hurt the economy.

Rationing by price and income is fine for Gucci loafers. It is
really the ethic of the marketplace. But the question Americans
must ask themselves is this: Do we wish to impose the Gucci loafer
ethic upon health care as well? That is the central core of the ques-
tion before this Committee, and before the Congress at large.

I can show you from the Wall Street Journal the story of a coma-
tose 3-year-old girl whose parents were uninsured and were not ac-
cepted by hospitals, and who had to travel 100 miles to find a hos-
pital that would finally take them. I would be happy to submit that
for the record. And yet, the people who now raise the specter of
“rationing” seem not ever to have been terribly troubled by this
form of rationing that other people—Americans and others—would
consider quite brutal.

So when the issue of rationing arises before this Committee, I
would plead with you to probe deeply the soul and mind of those
who raise it. Are they equally concerned about our rationing out of
the system working mothers, children, and the poor who now in
fact don’t get the basic health care that Canadians and Germans
take for granted? Or are they merely concerned about their own
welfare and that of the well-to-do? More often than not, it is strict-
ly the well-to-do that triggers their concern.

In my testimony I explore initially the linkage between money
and real health services. Very often before this Committee and in
the press, there is the argument that if you contain health care
costs, or if you reduce the flow of money into the system, you will
ration health care.

This is a strange theory. Close your eyes and project the implied
imagery. Do we take dirty dollar bills and put them on the wounds
of people? Yet, that is the image the thesis projects. If you withhold
dollar bills, somebody doesn’t get care. But that need not at all be
the case. The linkage between money and real health services is
much looser, very much looser indeed.

In New York the going physician fee for a coronary bypass is
$8,000-$10,000, in Atlanta it is $4,000, in Philadelphia it is $6,000,
and a Canadian thoracic surgeon will do a coronary bypass for
$1,200. These are all different dollar figures, yet the real resource
going to patients is pretty much the same. So the notion that ra-
tioning money is rationing health care is one that I would urge you
not to buy at face value. I do not blame the folks who proffer that
notion before you; they have good reasons to do so and they are
paid to do so. I merely counsel you not to buy that proposition at
face value.

In my testimony I show money spent on the aged relative to
money spent on everyone else. I am looking particularly at Figures
2 and 3. These figures are paginated following page 4. You will find
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that spending on Medicare has out-paced GNP, and has out-paced
overall national health spending. Spending on physicians by Medi-
care has out-paced even overall Medicare spending. If you look at
Figure 3, you will find that in constant dollars between 1980 and
1990, we raised the real dollar allocation per aged by Medicare for
physicians from $460 to $1,018.

That is a quite generous allocation by any standard. Yet all we
ever heard through the 1980’s was that Medicare’s budgets have
been brutally cut, that Congress has “carved Medicare to death” !
and that the taxpayer and the politician are breaking a deal be-
tween society, on the one hand, and the aged and their physicians,
on the other.

I would urge you, the members of this Committee, that when this
kind of imagery is once again proposed to you, to ask those who
make these statements the following two questions: (1) Look at
Figure 3. You say that raising Medicare’s budget allocation from
$460 per aged in 1980 to $1,018 per aged in 1990 (in constant dol-
lars) was not enough. Suppose I accepted this argument. What
would have been enough? Tell me a number. Give me some
number for 1990 that would have caused you, the medical profes-
sion, not to accuse me, the taxpayer, of having welshed on a deal
with you and with the aged. Force physicians to come out in the
open on this question. It is the least they owe you, the physicians,
and me, the taxpayer. Don’t you agree?

The volume performance standards legislated by this body is pre-
cisely the mechanism that will finally force the providers of health
care to come to the table and tell you, if what you gave them
wasn’t enough, what would have been enough. If the VPS does only
that, it will have achieved a lot.

You could also ask providers a second question, namely: If we
don’t give you all the dollars you want, precisely, concretely, in
real terms, what is it that the aged will then not get? If you ask
that question, members of this Committee, I guarantee you that
you will not get an answer, because, as research has amply shown,
no one really knows. In fact, you may be astounded to learn that;
under a large experiment conducted by the Rand Corporation, the
utilization of health services per capita was cut by up to 20-30 per-
cent without any noticable effect on health status.

That brings me to the second linkage, and that is the linkage be-
tween real health services given to patients and medical outcome
or the quality of life of patients. There is now abundant research
that shows how tenuous that linkage really is. I have in my paper
a diagram that follows page 9. Like in any other economic activity,
as you apply more health care resources to a given population, you
will eventually run into diminishing returns. Indeed, you can do
too much and harm patients. If you put too much fertilizer on a
field you will actually burn up the crop. If you do too many oper-
ations on patients, you can actually hurt them. Research abounds
that shows that quite a few medical interventions in this country
now given to patients are actually totally unnecessary and possibly
even harmful. The medical profession would be the first to agree

1 American Medical News, Jan. 8, 1988; p. 9.
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on that point. In fairness I should add, however, that these unnec-
essary procedures probably are not applied willfully for the sake of
profits. More likely, they are done in good faith, on a hunch that
they will do good.

So the first observation that you should hurl back at people who
say we are ‘‘rationing” care when we withhold dollars is that when
we reduce thereby spending on unnecessary care, that is not “ra-
tioning”, that is “rationalizing’’ care. Experts, such as Bob Brook
at UCLA or Kathy Lohr at the Institute of Medicine, have written,
that “Somewhere between 15 percent to 25 percent of most major
medigal procedures now applied to patients may indeed be unneces-
sary.

Before caving in to the image that constraining budgets “ra-
tions” health care, force the medical profession and other providers
of care to demonstrate that everything they do is actually medical-
ly necessary. At the moment, they cannot demonstrate this, be-
cause no one really understands fully the linkage between the use
of health services and the health of the patient.

For example, we cannot understand why Massachusetts spends
30 percent more per capita on health care than does the rest of the
United States, on average. What do Massachusetts people get in
the way of better health status that the rest of us don’t get? If
truth be told, no one knows. To test my proposition, just invite a
dozen Massachusetts doctors before this Committee and have them
argue, in the open, that they do better by their patients than do
physicians in, say, Iowa City. It would be some spectacle to behold,
especially if a dozen Iowa City doctors were in the hearing room as
well. I do not want to believe our doctors or besmirch them. They
certainly know as much about our bodies as economists know about
the economy. But the sad fact is that both professions—doctors and
economists—very often are forced to fly by the seat of their pants
because they really do not know what works and what does not.

So be very careful on this linkage from real health services to
quality of life. Not all real health services are actually necessary.
Not all of them enhance the quality of life.

David Willis of the Milbank Memorial Fund who once told me,
the economist, “If you really want to know what rationing is, why
don’t you do what comes naturally: look at Webster’s.” And so I
did. There I found a startling ‘“Rationing”’, says Webster’'s means
“distributing equitably.” That is Webster’s definition!

As Senator Cohen said on that definition America cannot be ac-
cused of having ever rationed, not on Webster’s definition, and I
fear we never will, although I hope we would. That is what this
“rationing of health aid” is all about. We want to reduce health
care resources flowing to people who do not need them, or need
them only marginally, and reallocate some of these resources to
women and children and other sick and poor Americans who don’t
have health insurance, who don’t have dollars, but who are demon-
strably underserved by the health-care system.

We know the uninsured die at a higher rate in hospitals from
given illnesses than do well insured Americans. To ration, a la
Webster’s, would be moving in the right direction—if you believe in
the Judeo-Christian ethic—and be more pleasing to God. We would
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take a little from the rich, probably without harming them, and
give more to the poor, probably benefiting them.

Of course, well-to-do people who would be giving up some of their
care—necessary or not—in order to help poor women and children
call that “rationing.” They are entitled to say that, and they are
entitled to whine, of course. They are human and I might do it, too.
This issue is, should you, the Congress, listen to that whining? My
own advice would be, “No!” We Americans so often profess the
egalitarian ethic. If we really mean it, that redistribution is in the
right direction and you should close your ears and hearts to the
whining of the well-to-do.

Finally, though, I say in my paper that we could, after all, possi-
bly have the best of both worlds. Give up the phony notion that we
run in this country a one-tier health care system, or that we are an
egalitarian society. We are not and we never have been, not in ju-
risprudence, not in education, and not in health care. Let us come
out of the closet and openly advocate a two-tier health system, one
tailored to this nation’s soul.

How about the following as an approach? Guarantee every Amer-
ican access to a health care system that is at least as good as Can-
ada’s, including all of the alleged “rationing” that they may do and
some of queuing of health care. (In Houston now, in the public hos-
pitals, Americans queue up much longer than the Canadians do for
most of these procedures.) Then, if some rich people want better—
want totally free immediate access, totally free choice of provider,
and the right to buy unnecessary care, if that please them—let
them buy that with their own money, but please don’t make those
premiums tax deductible. Let’s force the rich to buy these extras
with after-tax dollars.

I saw the other day, in the Wall Street Journal that people with
an income of $1 million or more somehow manage to deduct some-
thing like $60,000 for medical expenses. I cannot imagine what this
could be. It couldn’t be insurance premiums, because most of them
have company supplied health insurance. It must be jacuzzis and
swimming pools. Yet, Congress allows this. I would draw a strict
limit and say that no American may deduct more than, say, $3,000
per year for health care. Or if it is in addition, it would really have
to be demonstrably health care and not cruises to Hawaii, jacuzzis
or the like.

What kind of legislation might give us the two-tier or two-track
system I have in mind. It would not have to be complex. We could
legislate that everyone who is not privately insured is automatical-
ly in Medicare, or Americare, or some such Federal program that
will limit the amount of resources available, will not underwrite
absolutely every conceivable procedure, and may even limit some
choice of providers. We will guarantee you that as an American. If
you want something better, pay for it with your own private insur-
ance.

It can be easily legislated. All of the pieces are already here. We
have Medicare on the books and we have the reimbursements sys-
tems settled for the hospitals and doctors. It should be a relatively
easy thing to legislate. If you would like to be as ethical as Canada
in this country, you could very easily achieve that. And, to assuage
the John C. Goodman’s and Wall Street Journal readers of this
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world, allows them to buy what they imagine is better care with
their own after-tax dollars.

There was a headline in the New York Times that caught my
eye the other day. On the very same page it showed the collapse of
New York City’s health care system and the associated said health
statistics and it showed the superb health care statistics of Shang-
hai in Communist China, and underdeveloped country if there ever
was one. I proposed to a very high officer of the current Adminis-
tration, “If I were you, I would boldly announce that for the year
2000, we Americans have the goal that New York City’s health sta-
tistics should be as good as those of Shanghai, China in 1990. How
about that for a concrete policy goal whose achievement could
easily be monitored.” A bystander told me that I was too ambi-
tious. I think we should be much more ambitious than that, would
you not agree?

Thank you very much.

[The prepared statement of Mr. Reinhardt follows:]
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My name is Uwe E. Reinhardt. I am Professor of Economics and Public Affairs in
Woodrow Wilson School of Public and International Affairs and the Department of
Economics of Princeton University, where I hold the chair of the James Madison Professor
of Political Economy. Much of my rescarch in the past two decades has centered on health
econoq:iu and health policy,

I would like to thank you, Mr. Chairman, and the members of this Committee, for
inviting me to submit testimony on the conceprual and practical issues surrounding the
concept of rationing” in health care. I view that invitation as a privilege,

A. HEALTH POLICY BY CLICHE

It is now widely taken for granted that our nation is moving toward & crossroad in
health policy, just as it did during the 1960s when the Congress passed the twin Medicare
and Medicaid programs. Two problems propel us toward this crossroad.

First, more and more American business executives have reached the conclusion that
they cannot control the premiums for the health-insurance of their workers and that they
cannot "afford” to absorb the continued sharp increases in these premiums.

Second, the private insurance industry is segmenting our population into ever finer
risk classes and, through competitive underwriting techniques, prices more and more "high
risk” [speak: chronically ill] Americans out of the private insurance market altogether. As
a result, the ranks of the uninsured are growing not only among the very poor, but also
among the nation’s middle classes.

‘The question no longer seems to be whether or not the nation will veer off its current
path. The question is only which of several possible branches of the crossroad will or should
be taken. Whichever branch is chosen, however, it seems clear that government must take
a strong hand in guiding the bealth sector along that path. As I have argued elsewhere in
a recent paper’, this nation's public sector has always acted, quite reluctantly, as "the private
sector’s shovel brigade, sweeping up the financial and ethical problems that the private
sector leaves behind in its conquest of ever new economic frontiers." As members of this
Committee surely know, there is much left to shovel and there is much more to come.

‘The debate on the future path of American Health policy deals with complex moral
and te¢hnical trade-offs whose tesolution will require both expertise and political courage.
Alas, many of these issues are beyond the grasp of the uninitiated. That circumstance makes

! See Uwe E. Reinhardt, "Research and Politics in Health Care,” Decisions in Imaging
Economics, Volume 4, Number 1, Spring, 1991; pp. 19-26. ’

3 Ibid, p. 21,
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it casy for spin artists to replace serious dialogue on health policy with mindless sound bites
and cliches. We shall be hearing many of these in the months to come.

One of the most well-worn and mindless cliches, for example, has been: “If you like
the Post Office, you will love National Health Insurance!”, a refrain emitted without any
thought to the question whether, for the relatively low postage® charged by the United
States Postal Service, that Service might actually be a good bargain as it serves all of us, rich
and poor. The only countet-cliche one can think of in this instance would be “Jf you liked
Desert Storm, you will love National Health I ", for Desert Storm was brought to us
courtesy of a government-financed, single-payer National Security-Insurance Department and
fought by the military analogue of federal bureaucrats. In fact, of course, this second cliche
is just sbout as mindless as the first.

Another popular cliche these days is that health reforms based on government.
mandated, employer-provided health insurance represents the type of communist yoke only
now being lifted from the peoples of Eastern Europe. That cliche is downright amusing for,
ironically, the idea of mandated benefits was first recommended by none other than former
President Richard Nixon in his Health Message to Congress of February 18, 1971. It stretches
one’s mind to think of Richard Nixon es either a Socialist or 8 Communisz.

Finally, there is the truly peculiar argument that the greater involvement of
government in our health sector will lead to the “rationing” of health care, as if the rationing
of health care were an entirely novel idea on these shores. In his assault on the health
insurance proposal recently introduced by the Senators George Mitchell, Edward Kennedy
and Donald Riegle, for example, John C. Goodman, President of the National Center of
Policy Analysis, explicitly associates "rationing" with government programs, with the implied
suggestion that we can avoid "rationing” by relying on private insurance*.

Because the specter of "rationing” is likely to be raised repeatedly in this fashion
during the coming months, it will be useful to explore more fully what the various users of
that term actually mean by it. It turns out that those who now raise the specter of "rationing”
typically have in mind very elitist definition of that term, namely:

"Rationing” of health care means the withholding of desired
care, needed or not, from someone who would be willing and
able to pay for It.

1t seems to be mainly this form of non-price rationing that is deplored by those who
associate government with rationing, for it is the horror to which allusion is made whenever
the topic of national health insurance is raised. Remarkably, commentators who use the
term in this way usually show much less if any concern over another form of rationing that
has always been an integral part of American health care: the withholding of needed health
care from someone unable to pay for that care.

Presumably, rationing by price and income is deemed tolerable by these
spokespersons, because it is effected by the Invisible Hand of the free, private market.
Indeed, it is ironic how many of those who seek to frighten us with their particular idea of
"rationing" also blanch at the idea for using government funds to bring even basic health
care to the millions of low-income and uninsured Americans for whom rationing health care
by prices has been the order of the day.

While we may not be able to have everyone in this country agree to a common usage
of the term "rationing", it is important that participants in the health policy debate be
forthright enough to make explicit their particular definition of the term. I would urge
members of this Committee always forcefully to flush into the open, on this point, anyone
resorting to the term "rationing” in testimony before the Comumittee. In particular, it is worth
probing whether individuals who abhor "rationing” of health care for the well-heeled and
well-insured abhor it with equal fervor for the poor and uninsured.

3 By international standards, U.S. postage is actually quite low.

4 See John C. Goodman, "Wrang Prescription for the Uninsured,” The Wall Strees
Joumal, June 11, 1991, page Al4.
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In what follows, 1 propose to explore the term “rationing” at a conceptual level.
In sections B and C, I shall first of all discuss a distinction that is fundamental to a clear
understanding of resource-allocation in health care: the difference between the financial and
real resource flows surrounding the process of health care. Although that discussion risks
belaboring the obvious, these two quite distinct types of resource-flows are constantly being
confused in our debate on health policy, sometimes quite innocently, and sometimes in the
form of clever disinformation. The fact is that the rationing of financial resources and the
rationing of real health services are not at all the same phenomenon, Thereafter, in sections
C and D, I shall explore alternative definitions of "rationing” real health services proper. I
shall end with the probably startling conclusion that, on Webster’s classical definition of
:;al;ionin&“ the American health sector has never "rationed” health care and probably never

B. HEALTH SPENDING AND MEDICAL OUTCOMES

'Suppose for the moment there were at hand a practical and reliable method of
measuring the value patients attach to enhancements in the quality of life achieved through
medical interventions, and that we could convert such measures into a cardinal index called
“value of medical outcome," or "medical outcome" for short. Suppose next that we tried to
depict the relationship between health spending and outcome in a graph that had this quality-
of-outcome index on the vertical axis and per-capita bealth expenditures on the horizontal
axis.

Our interest would naturally center on the precise shape of the curve that links per-
capita health spending to outcome, as measured by the quality index described abave,
Indeed, slthough phrased in so many other words, the shape of this spending--outcome curve
really is the chief focus of the current, heated debate between those who pay for health care
in this country and those who provide that care,

If one took seriously the arguments that have tradidonally been hurled by the
providers of health care against attempts by the payers to constrain the growth of health
spending, and if one made graphic the hypothesized relationship between health spending
and ourcome implied by the providers’ arguments, that hypothesis would trace out a linear
graph such as that shown in Figure 1 below. The implicit assumption among providers seems
to be that any reduction in the money flow into the health care sector will ipso facto impair
the quantity and quality of American health care—that it will lead to the rarioning of health
care. By implication it is suggested also that any increase in that money flow would naturally
bestow commensurately more benefits upon patients.

[Figure 1]

It can fairly be said that, during the 1970s and early 1980s, this linear hypothesis for
the spending relationship tended to carry the day in debates over cost-containment-
-particularly before the Congress. Although that hypothesis no longer carries quite that much
weight among private and public payers, it still seems firmly rooted in the minds of large
segments of the provider community.

-For example, between 1977 and 1988 Medicare reimbursement to physicians rose
from $ 179 per Medicare enrollee to § 741, or by 462 percent’. During the same period,
total national health spending per capita (including Medicare reimbursement to physicians)
rose from § 753 to $ 2,124, or by only 182 percent’. By way of comparison, GNP per capita
grew by only 120 percent during the same period.

Figures 2 and 3 depict the time path of Medicare spending in a broader perspective.
Unbeknownst, apparently, to many providers of health care, Medicare spending has
outpaced overall national health spending during the 1980s (see Figure 2). It has vastly
outstripped the growth in GNP. Medicare spending on physician services has been
particularly brisk. As is shown in Figure 3, average Medicare spending per Medicare
beneficiary, in constans 1990 dollars, rose from $ 460 in 1980 to an estimated § 1,018 in 1990.

[Figures 2 and 3]

$ Physician Payment Review Commission, Medicare Vokume Performance Standard
Rate of Increase for Fiscal Year 1991. Report to Congréss; Washington, D.C.,, May 15,
1990; Table 2, p. 31. )

¢ Health Care Financing Administration, April 1990,
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Figws 2 Trends in Gross National Product and Expenditures for Medicare,
Medicare Physician Services, and Nasionel Heelth Care
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FIGURE 3
AVERAGE MEDICARE SPENDING PER BENEFICIARY
ON DOCTORS' SERVICES AND LABORATORIES
IN CONSTANT 1990 DOLLARS
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On its face, the Medicare program’s allocation of funds to physicians seems quite
generous. By international standards, American taxpayers are known to be rather miserly’
vis & vis their government, and they have consistently signaled that attitude to politicians in
election after election. On the other hand, it is certainly not clear that American taxpayers
have been equally miserly toward the aged and their physicians, and tbat they owe either
of them an apology for inadequate budgetary allocations.

' Virtually throughout the entire period of the 1980s, however, the trade literature
published by organized medicine has sought to frighten the practicing American physicians
with headlines announcing huge and brutal budget “cuts” that literally *have carved Medicare
to death." That same literature now makes dire predictions about the quantity and quality
of cue health care likely to be available to America’s aged if Medicare spending during the
1990 -ver~ to decline somewhat from the rather steep trend-line that was established in the
1980s. As [ shall note further on, perhaps these headlines represent sound strategy in the
political arena (although, of course, they do victimize the uninitiated, practicing physician
in the field). It is fair, however, to confront the spokespersons for organized medicine with
two questions, and Congress certainly should ask these.

First, precisely what it is in the way of real heelth services that America’s aged missed
as a result of the alleged "brutal budget cuts” of the 1980s? Second, if these cuts really were
as brutal and intolerable as is being claimed, and if they led to the "rationing” of health care
among America's aged, then what budget allocation would have been enough? More
specifically, if an increase in the constant-dollar budget atlocation from $ 460 per beneficiary
in 1080 to $ 1,018 in 1990 was demonstrably inadequate, then what increase would have
been enough to make the American taxpayer honor his or her implicit pledge to the aged?
Sooner o later, American health policy must proceed on a forthright dialogue along these
lines.

Two distinet sub-hypothesis slumber beneath the linear hypothesis that has
traditionally been posited for the relationship between health spending and medical
outcomes. First, there is the tacit assumption of a one-to-one relationship between money
spent on health care and the real resources made available to patients. Second, there is the
assumption that an increase in the use of real resources per patient will naturally enhance
medical outcome. Both sub-hypotheses can and should be challenged. In Section C below, -
I shall explore the first sub-hypothesis--the relationship between money and real resources.
In Section D further one, I shall explore the relationship between real resources and
medical outcome. :

C. *REAL" AND *FINANCIAL® RESOURCES IN HEALTH CARE

* Figure 4 below depicts health sector as a "market" in which those who provide real
resources to health care swap favors with patients who hope to benefit from these real
resources. The providers of these real resources include all those who directly or indirectly
suppart the process of patient care. They include not only direct health workers such as
doctors, nurses, hospital administrators, and so on, but also all indirect health workers, such
as researchers in the laboratories of pharmaceutical manufacturers, insurance executives,
government health officials and even full-time health policy analysts. For the most part, the
real resources relinquished by these providers consist of hours of human labor; but they also
include other real natural resources, such as land and energy®.

ave traditionally absorbed a much smaller

7 Taxes at all levels of government h srialized

proportion of GNP in the United States than in any other country of the indus
world.

§ Real resources such as structures and machines embody, fo
1abor and other natural resources applied further upstream.

r the most part, human
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FIGURE 4
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In return for relinquishing their real resources to health care, the providers are issued

monetary vouchers (i.e., dollar bills) that are, in effect, generalized claims on all of the
goods and services that are traded in the world market. In the United States, about 22
percent of these money vouchers are issued directly by patients, out of pocket, at point of
service. The remainder are issued by private or public insurance programs who, however,
ultimately replenish their coffers from actual or potential patients as well,
, The total dollar denomination of the vouchers transferred to providers by the health-
care sector represents the much discussed statistic national health expenditures. Obviously,
that statistic measures only the benefits health care bestows upon the direct and indirect
providers of care. The statistic is at best a very imprecise measure of the real benefits these
providers have bestowed upon patients in return,

In principle, two nations of similar size, with a similar per-capita GNP and with
similar demographic structures could bestow upon its patients identical sets of real
resources—and incur identical real-resource costs of health care--but transfer rather different
shares of their GNP to the providers of these real health-care resources, simply because one
nation is more generous towards its health-care providers--or is made to be more generous
by thé latter-than is the other nation. After all, as Figure 4 illustrates, the process of
resource allocation in heaith care addresses not only the ethically super-charged question
"Who Lives, Who Dies among Patients?", but also the more mundane question "Who Eats and
How Well among Providers?” On the latter question, all available empirical evidence
suggests that no other nation is now quite as generous to its direct and indirect providers
of health care (including doctors, nurses, administrators, insurance brokers and executives
and, yes, health economists) as are the people of the United States.




25

' The relationship between health spending and real health services wes recently
illuminated in somewhat different form by economists Fuchs and Hahn® who found that,
while the average American transfers to American physicians collectively about 72 percent
more (U.S. dollar equivalent) money vouchers than does the average Canadian patient, this
differential is explained entirely by higher Ameriaf\%gich were found to average about 2.4
times their Canadian equivalent (see Figure 5). In fact, the authors conclude thag "the
quantity of [real] physicians’ services per capita is actually lower in the United States than
in Canada” (p. 884), Although there are some analytic difficulties in comparing the per
capita volume of services whose specialty mix differs somewhat between the two countries,
the authors’ general point nevertheless seems unassaflable, namely, that differences in
money transfers per unit of real physician service™® account for the bulk of the observed
differences in the per-capita spending on physician services in the United States and in

{Figure ]

. We need not rely solely on international comparisons, however, to make this
important point, It is well known that the money transfers to the doctor and to the hospital
for, say, as standard a procedure as a coronary bypass or & normal vaginal delivery can vary
quite substantielly from doctor to doctor and from hospital to hospital, not only among
regions within the United States, but even within a single city and within the same medical
arts byilding. According to statistics published by the Pennsylvania Blue Shield Plan, for
example, in 1987 physicians in Philadelpbia charged the Plan anywhere from § 3,000 to §
8,000 for a coronary bypass, with a median charge of about § 6,000", In New York City
and in California these corresponding fees are much higher still; in Atlanta they are
considerably lower. Differences in observable practice costs cannot account for the bulk of
these idifferentials in fees, nor is there any evidence that these differentials in money
transfers reflect underlying differences in real resource flows or in the quality of the care
these real resources produced. Finally, it has never been established that the real-resource
flows |triggered by these varying money transfers could not have been had in equal
magnitude had the payers bargained harder for lower money transfers (prices) per unit of
health care.

|

T
? Yictor R, Fuchs and James S. Hahn, "HOW DOES CANADA DO IT? A
arison of Expenditures for Physiclans' Services in the United States andin - -
Can?&,: The New England Journal of Medicine, Volume 323, No.13, September 27, 1990;
PP 90. .

10 |Fuchs and Hahn do polnt out, however, that American physicians enlist a far
higher, amount of real resources in claims processing and other administrative chores
than do Canadian physicians, In a sense, these added costs represent indirect real-
resourpe transfers to patlent care, although it is not clear what, if any, positive
contributions such transfers actually make to the welfare of American patients. Quite
possibly, these real-resource transfers decrease the overall quality of American health
care, |

P
" See Pennsylvania Blue Shield, The Successful Experimens. Annual Report 1988,
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FIGURE 5
SPENDING ON PHYSICIAN SERVICES IN
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8

If we think of our health sector as a giant national bazaar that pits payers against
providers, then it becomes perfectly understandable that, as a bargaining posture, the direct
and indirect providers of health care posit a very tight linkage between money paid 1o them
and real health services going to patients. Thus, we should understand that surgeons and
other procedural specialists who will sce their fees cut substantially under the resource-based
Medicare Fee Schedule legislated by Congress under OBRA ‘89 naturally will warn us that
Medicare patients will lose access to these specialists’ services. That riposte to the new
payment policy is only human. Similarly, we should also understand that any attempt to
place an overall cap on the amount of financial resources aliocated to health care will be
decried by the potential recipients of these funds as an automatic "rationing health care.”
Finally, we should expect the providers of health insurance to predict chaos if their
administrative loadings on bealth-insurance premiums were squeezed, and we should expect
health policy-analysts to predict chaos when funding for their research is squeezed, All of
them are merely human.

To understand the nature and origin of such statements, however, does not compel
one to take them at face value. For example, careful research and plain common sense
suggests that the linkage between health-care spending, on the one hand, and the guantity
and quality of health care, on the other, is far looser in practice than is commonly pretended
in our debate on health policy. Granted, a reduction in spending may lower the flow of real
resources if their owners were being paid the barest minimum needed to have these owners
release their real resources to health care. That may well be the case, for example, for
nurses and other health personne! who could earn as much or more than they are paid now
in other sectors of the economy. But it need not be true and probably is not true for all
direct and indirect health workers.

Similarly, added money flows into the health sector may or may not shake loose an
additional real-resource fiow to patients and, as will be noted in the next section of this
paper, added real resource flows to patients may or may not bestow real benefits upon
patients. Indeed, added money flows into health care may even be accompanied by a
decrease in the flow of real resources, as is strongly suggested by data of the sort presented -
in Table 1. As that table shows, during 1983-85 the financial resources given a group of
Colorado hospitals increased substantially while their patient-census dropped'.

[Table 1]
The preceding observations on differential money flows to providers bear directly on

the issue of rationing as it is commonly raised in the debate on health policy. The important
point to note is this:

2 Tp be sure, the average intensity per remaining admission might well have
increased if only the more serious cases remained. But the overall flow of real resources
rendered by these hospitals per period (rather than per remaining case) is apt to have
declined during the period.
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TABLE 1

Selected Hospital Characteristics 1983/85, North Region, Colorado

. Percen chan,
Varisble 1983 1983 198??1985 &

Number of admissions 49,732 44,834 - 10%
Average length of stay (days) 5.2 4.6 -12
Number of patient days 256,733 208,359 -19
Inpatient charges ($ millions) $130.4 $143.4 +10
Inpatient charges per day - $510 $680 +33
Inpatient charges per discharge  $2,617  $3,199 +22
Net profit ($ thousands)® $6,321  $12,345 +95
Net profic margin®,*® 4.6% 7.4% +61
Sowrre: Colorado Healch Data Commission 1986, 31-34.

* Includes ts from outpatient services.
*® Net ngc of rotal net revenues (toral inpatient and outpatient
revenue rmmu uctions from revenue).

CITFED IN: Uwe E. Reinhardt, “Resource Allocatlon in Health Care: The Allocation of Lifestyles to
providers,"” The Milbank Quacterly, Volume 65, No.Z, 1987; p.164.




Typically, in the United States, payers ration only money; in response, the
providers may or may not ration care.

D. THE PRODUCTION OF "MEDICAL OUTCOMES"

To explore the relationship between the use of real resources and medical outcomes
(as defined earlier), let us assume that the prices of health services are fixed. On that
simplifying assumption, changes in spending on health care (the horizontal axis in Figure 2
above) can be thought of as changes in the use of real resources in the production of health-
care goods and services, or "bealth-care” for short.

It is widely appreciated that health care is only one of many determinants of a
person’s health status and, thus, of a nation's overall health-status statistics. It is aiso
reasonable to suppose that, like any other production process, the production of health is
subject to diminishing incremental returns and eventually to negative incremental returns,
which implies that the relationship between real-resource use and medical outcome must
be a curve such as that illustrated in Figure 6 below (rather than the straight line
traditionally hypothesized by providers). :

[Figure 6]

In one of the few formal empirical studies on the production of health, economist
Jack Hadley had found that, other things being equal, health care does have a measurable,
positive impact on the measurable health status of populations'®. Not surprisingly, however,
he also found that relationship to be subject to the expected diminishing incremental
returns. Furthermore, a large and growing body emerging from epidemiological and clinical
rescarch™ suggests that an alarmingly large part of American health care appears to be
located on the negatively-sloped of the cost--outcome frontier, that is, that the overall quality
of American health care could be improved if fewer real resources were applied to American
patients. As Robert Brook and Kathleen Lohr have argued after extensive research on the
issue: "We can speculate that perhaps one-third of the financial resources devoted to health
care today are being spent on ineffective or unproductive care"™, To call the elimination
of these types of real health services "rationing” would, of course, stretch the meaning of that
term absurdly. One had best call it "rationalizing" intead of "rationing.” The latter term
should refer to withholding something of genuine value (see Figure 6).

To be sure, there is equally alarming evidence that many low-income and uninsured
Americans are still located on the steeply upward-sloping part of the curve, that is, that the
quality of American health care could be improved if more real resources were devoted to
these target groups'® to expectant mothers and to children in particular.

This reallocation of real resources from dublous to more productive applications,
and from currently over-served to currently under-served Americans, remains the central
problem now confronting American health policy. In one form or another, all of the health-
insurance proposals now before the Congress seck to achieve this redistribution of real
resources and to achieve it with overall heaith budgets that grow less rapidly than did
national health spending during the past two decades.

It is only natural, of course, that those who might have to give up their currently easy
access to needed and even unnecessary care will decry such attempts as "rationing,” because
that is precisely what the redistribution seeks to achieve as far as they are concerned. The
question is, what weight such warnings should carry before our legislators whose members
we have elected precisely to make such tough calls on our behalf.

Which brings us back to alternative definitions of “rationing.”

1 Jack Hadley More Medical Care, Better Health?, Washington, D.C.; The Urban
Institute Press, 1982.

W See, for example, John H. Wennberg and Alan Gittelsohz, *Small Area Variations
in health Carc Delivery,” Scientific American, Volume 246, No. 4, April, 1982 and Robert
H. brook and Kathieen N. Lobr, *Wiil We Need To Ration Effective Health .Car.e? Issues
in Science and Technology, Volume III, No. 1, Fall, 1986; pp.-68-77. Ao illuminating
summary of many of such studies as provided in Robert H. Brook u}d Mary E. Vaiana,
Appropriateness of Care, Washington, D.C.: The National Health Policy Forum of George
Washington University, June, 1989.

1 See Robert H, Brook and Kathleen N. Lohr, op. cit., pp. 73-74.
16 See, for example, The U.S. Bipartisan Commission on Comprehensive Care (The

Pepper Commission), A Call for Action. Final Report of the Commission (S. PRT. 101-
114). Washington, D.C.: U.S. Government Printing Office, September 1990; Chapter 1.

54-004 - 92 - 2
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E. ALTERNATIVE DEFINITIONS OF "RATIONING."

It is remarkable what awesome sway in the political realm is held by a word that is
as commonly misunderstood as is the word "rationing.”

To economists, who can claim to have used the term ever since mankind's Fall from
Grace"’, the term "rationing” connotes the withholding of anything valuable from someone
for whatever reason and by whatever means. To quote at some length & standard textbook
in freshman economics on this point:

When a good (or resource) is scarce, some criterion must be set up

for deciding who will receive it and who will do without it. Scarcity
makes rationing a necessity.... Various criteria, including price, can
be utilized to allocate a limited supply."

Economists make & distinction between price-rationing and non-price rationing.
Rationing a scarce thing by price allocates the thing to those willing and able to give up the
most of other good things in order to gain access to the desired, scarce thing. More so than
any other industrialized nation, the United States has long relied upon price rationing as a
means to allocate scarce health-care resources among Americans. It is well known by now
that financial barriers stand between needed health care and millions of Americans who are
poor and uninsured. It is also known by now that the uninsured die at a much higher rate
from given illnesses than do comparably situated insured Americans. In the face of this
evidence, the argument that national health insurance would introduce rationing into
American health care is either absurd, or it must be based upon a very distinct definition
of that term.

. Non-price rationing may take the form of allocation by perceived need, by the
perceived political or social power of potential recipients, or even by their perceived relative
beauty”. Yet other forms of non-price rationing may be based on lotteries or on the first-
come-frst-served criterion. Which form of rationing a person judges "best” depends in large
part on how he or she would fare under alternative methods of rationing or, at the least,
upon the bebolder's judgement of context in which rationing takes place. As I regularly point
out to my students (see Appendix A, attached hereto), ultimately that judgement must be
based on one's social ethic,

- As already noted in the introduction to this paper, the current hysteria in this country
over the specter of “health-care rationing’ is & reaction to the replacement of price-rasioning
with sundry fores of non-price rationing. One suspects that those who deplore and fear non-
price rationing in health care—economists prominent among them--tend to be members of
the upper-middle- and upper-income classes for whom non-price rationing has always been
a bugaboo, for obvious reasons. They tend to be made worse off by non-price rationing than
they would otherwise be.

17 8ee Genesis, Book IIT. Until the fateful apple incident, Adam and Eve were
permiued to consume all commodities, save apples, without limit. After the Fall from
Grace, apples could be consumed as well, but limits were placed on the availability of all
other commodities--all commodities became scarce, Henceforth, by the sweat of their
brows Adam and Eve and their descendants have been forced to make painful ua_de-offs
among commodities. Because these trade-offs constitute the heart of economic science,
that profession can rightly date its origin to the Fall from Grace.

W James D. Gwartney and Richard L. Stroup, ECONOMICS: Private and public
Choice, 4th Edition, New York: Harcourt, Brace, Jovanovich, 1987; p. 52,

¥ Ibid.
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This brings us to yet another definition of rationing, namely, the classic definition
found in Webster’s dictionary, according to which

To ration means to distribute equitably®®.

Webster's definition suggests that rationing is a non-price mechanism expressly
engaged to avoid the inequities of price-rationing in & free market. On that definition of
rationing, it might be judged eminently sensible to move along the cost--outcome frontier
from point B of Figure 6 towards point A, if scarce real resources thereby could be shared
more -equitably among members of society. Would that form of rafioning implicitly put a
price on human life--or, more correctly, on human life days or years? It would. In fact, we
routinely do just that when, say, we decide not to put seat belts into school buses, or when
we decide not to make our cars, roads and airports quite as safe as they might technically
be.

F, CONCLUDING OBSERVATIONS

Whether or not this nation now does "ration” health care and whether or not it should
or will in the future depends largely on one’s own preferred definition of the incredidly
confusing term ‘rationing”. It also depends, of course, upon one's own social ethic,

The fundamental question on social ethics is this: Is it better (A) to withhold some
procedures from all of the people so that all of them may have easy access to most medical
procedures, or (B) to withhold most or all medical procedures from only some (low-income)
individuals, so that the rest of society can enjoy completely unfettered access to any imaginable
type of medical procedure? :

.Most industrialized nations have chosen the second option and subjected their health
sector to various forms of non-price rationing, in a more or less successful pursuit of the
goal of social equity. To achieve their objective, these nations typically limit the physical
availability of some high-cost facilities or procedures. Mext, virrually all of them impose
ceilings on the money-prices paid the providers of care for particular procedures. Finally,
where price ceilings lead to an undesired expansion of the volume of services rendered to
patients, these countries typically constrain overall spending through formally negotiated
budget caps on particular segments of the health sector (for example, on _each ho_spltals, or
on all physicians in a region) or on the entire health sector as a whole. Figure 7 illustrates
these approaches.

2 See, for example, Webster’s Ninth New Collegiate Dictionary, Springfield,
Massachusetts: Merriam-Webster Inc., 1989; p. 977.
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(Figure 7}

. . +hey do
Americans may legitimately reject, as H;', the approach chosen elsewhere in the
industrialized world and adopt, instead, the first style of rationing described above (Option
A); but they are not in & moral position to naysay the rationing strategies pursued by other
nations, as has been this nation’s wont, particularly because Option A (the approach we
have chosen) is so starkly at variance with our own professed social ethic, :

There is, of course, a middle course that recommends itself to this nation’s fiercely
individualistic culrure, Under that option, American society would guarantee every American
access to 4 health system that rations health care in the manner adopted elsewhere in the
industrialized world; but the system would allow persons with a taste for a richer packege
to procure it with their own after-tax income, In fact, most other industrialized nations offer
that option to their citizens as well, and roughly § to 10 percent of these nations’ citizens
to take advantage of that option. In terms of Figure 6 above, one might guarantee everyone
access t0 point A on the curve, but permit the well-to-do to procure with their own aftertax
funds a higher level of quality (.g., level B in Figure 6 or, if they fervently wish it, level C).
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Eenn 102 ‘ A?PE N‘D} X A Reinkarde

PROBLEM POR THE LUNCH TABLE

RON-PRICE RATIONING: EQUITY VS. EFFICTENCY

Professor and Mrs. Reinhardt are the proud owners of a Sylvan Swimuing
pool, visibla aymbol of bourgecis accemplishment. Every fall and winter the
pool ecollects dead lesves, dead bdranches and dead mice. Every spring the pool
is dratined, scrubbed, and ref{lled with tha fresh, sparkling tap water provided,
at s remarkably low price, by the Elizabethtown Water Company. Thersafter,
the Reinhardt family spends leisurely surmer months arcund their pool and their
Culsinart, imicating the genteel rituals that constituta prep culture.

Into this genteel frolick strikes Govarnor Brendat yym: = brutal system
of non-price ratloning for water. It appears that, at the pravailing, lov
price for tap vater, there may not be snough vater in New Jersey to mest the
quantity demanded. The Governor, therefors, proposes to limit every household
in Merecer County (and elsswhere in New Jersey) to s daily ussze of 50 gallens
pay person, a scheme ha proposss to apply aven to Princeten! Ihat truly strikes
terrar into the heart of Princetonians, hewever, is that the Coevernor also
proposes to prohibit altogether the uss of tap water for the waehing of cars,
the f£1lling of gwimming pools and the wamtering of the priceless shrubs and
lavns of which Princetonians are so proud. It can de anticipated that the
Governor's harsh system will drive many Princetonians to the shores of Maine
or Berzuda, thers to offer their offspring the wall-dessrved diversicns the
Govarnor vould deny them at homs.

In ooe of his lecturss {n Econ 102, Professcr Reinhardt bitterly denourcas
the Governor's proposal. Waxing stern and sloquent, the Professor wazms that,
“ouce agsin the government embarks upon & policy that is woafully inefficient,
as sooncgic science defines that tern! Elemantary sconomic thasry demenstrates
that, 1f only the Gevernor allewad the price of water to risa sufficiently,
the water shortage would disappear. Parsistent shortages are always & signal
thet somecns is praventing free market prices from doing the work God had
intendad for them!"

The very importanca of this particular issus has raised Profassor Reinhardt's
1 to unprecedented haights of scientific fervor. Indesd, he is certain
to receive from his colleague Professor Baumol, Prasident of tha American Eco-
nomie Association, that Association's coveted %;ei.x i’ Kal d'or, s gold madal
scononists bestov upon one another for sclencific valor in the face of un-
reasonable politics.

s. TEaorolled in Econ 102 are ssveral high-renking officers of PEP, the
Proletagfan Piite of Princecen University. PEP is a student organizaticn
dedicated to fight the avils of capitelism vhersver it rears ics ugly head. As
the students in the course file out of the lecture hall, one of the PEP officers
s overheard to remark: “Reinharde is one of thoss capitalist pirs who know
the price of everything but the value of nothing. Has he ever thought about
Oq\;;?'l" Assess the PEP officez's sencinenc. Might (s)he possibly have &
point

b. A common fasllacy smong certain social commentators.is that.the so~
called "free market solution' to soclety’s problem of distributing
econemic privilege is an altermative to "rationing.” Ws hear this
often {n connection with health care and energy. We shall hear it
i connaction with water as well. The discinction is misleading.

Actually, slmest all good things must bs rationed somehow among
membezrs of socisty. The so-called “frae market solutien” is but
one particular form of ratiening. Proponents of fres zavkets often
overlook this fundamental point, or they delicately supprass it frem
memory, should they ever have reslized it.

The distinction, then, is not becween 'Fzee market solutions” and
"rationing," but betwaen "rationing via household budgets and money
pricas” and various forms of "mon-price ratiocning," 1ocluding the
admin{strative scheme propossd by Governor Byrns. To make the case
for the fres market sclution ons must demonstrata the economic and
sthical supariority of the first type of ratiening. 1 that easily
done? Try it! Fight it cut over luach with parsons not of your
persuasion.

Further on this point, can you think of a rationing schems that could,
in the presant example, satisfy both PEP's yearning for "equity” and
the economic professien’s yearning for "efficiency,” as sconomic
"sedence" defines that ‘term? There are such schemes.
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APPENDIX B

Princeton University Prof. Reinhardt
Economics 102

ON THE ETHICS OF RATIONING AND MARKETS

‘Great advances are being made in the technology of organ transplants in humans,
Alas, there is a perennial shortage of transplantable organs. Many patients linger and
ultimately wither during the wait in the queue for transplantable organs,

Suppose our government decided to allocate the available organ among patients likely
to benefit from transplant on the basis of a lottery, a mechanism that might be viewed
ethically acceptable, because it has been so judged in other life-or-death situations, for
example, the military draft during the Vietnam War,

Suppose next, however, that the lucky winners in such 8 lottery were issued a coupon
for the requisite organ and that these coupons were made tradeable for money in a well
organized market. Low-income persons might well choose death in return for leaving their
loved ones a large bequest. Rich persons might have enough money to jump the queue.
Because, in the absence of coercion and in a well-organized market, each such trade must
be deemed mutually beneficial (or it would not be done), many economists might favor.such

an arrangement,
What do you think of the proposal? Discuss it among yourselves at your leisure.

By the way, suppose we had a military draft based on a lottery. Should we allow those
picked by the lottery and unwilling or too scared to serve to swap their draw with someone
who was not picked by the lottery, but who would be willing to serve, for a sufficiently large
payment from the unlucky and unwilling (and, possibly, well-to-do) draftee?
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Senator KosL. Thank you very much, Dr. Reinhardt.

Is it your opinion, Dr. Reinhardt, today that, in fact, in Amer-
ica—whether or not we like to use the word—we do have clearly a
system of health rationing, and further that it is rationing on a
very uneven level in terms of to whom it applies and how it affects
Americans all across our country?

Mr. REINHARDT. Yes, Senator. Every freshman textbook—and
indeed I cite one—says that all good things in life are rationed. It
actually had to do, as I mentioned, with the Fall from Grace. Since
that time all good things in life have been rationed, even in Amer-
ica, and even in American health care (at least for some Ameri-
cans).

There are only two ways we can ration. One is by income and
price. It is a convenient way to do it, although ethically trouble-
some. The other is through various forms of non-price rationing. It
could be by need, it could be by lottery, or it could be any numer-
ous administrative devices. On Webster’s definition of rationing as
“distributing equitably” one replaces price rationing with some
non-price rationing, as we did in World War II, for the sake of
social equity.

The people that complain that national health insurance, any
Government program, will ration care are really complaining that
price rationing is replaced by non-price rationing. They prefer to
ration by money and price, presumably because they have money
(or insurance). That is, these people have very little compunction
telling a poor mother, an American working mother with children,
who is not now insured, “Well, this is a market, you don’t have any
money, you don’t have any vouchers, you just can’t get care, but
life just isn’t fair, and it’s a free market.” They have very little
trouble with that.

How can I say they have very little trouble? Because they
haven’t done anything about it for 20 years. So I know. I am enti-
tled to say that they have very little trouble with this because it
goes on this very moment and yet these people typically counsel
against expanding public programs to embrace these unfortunate
Americans, who are being shunned by the private insurance
system. There is, at this moment, a mother in America with a sick
child who doesn’t get access to care because she doesn’t have the
money. It is happening right now, as I speak. We allow this, we
always have, and probably will for some time.

National health insurance doesn’t have to be government fi-
nanced, but it needs some government orchestration. It could be
mandated benefits, it could be the democratic proposal, it could
have been President Nixon’s CHIP proposal. All such proposals
seek to replace rationing by price with non-price rationing.

Senator KoHL. Dr. Reinhardt, what are the obstacles to setting
an overall spending limit in this country and then deciding what it
is and for whom it will be spent?

Mr. REINHARDT. There are two obstacles to that. One is intellec-
tual. It is extremely difficult to set that budget cap correctly. The
second major obstacle is—obviously I often quote Alfred E. New-
man’s cosmic law of health care which is, “Every dollar of health
spending is someone’s health care income.”
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Cost containment is really just health care income containment.
So if you set a global budget, you are setting a budget for health
care incomes. Those who call health care expenditures income
don’t like it. They are politically powerful, as you well know. They
are super-organized, and should you propose a budget cap you will
get many little Desert Storms coming into this chamber bombard-
ing you with all kinds of images of how health care will be ra-
tioned, how Americans will have low quality life, and so on. That is
really the major obstacle to budget caps.

As for the former, if you set a budget—and supposing you do set
it too low—then after all the system should be able to tell you
what it is that you are not funding. We hear, for example, that
Canada now has queues for coronary bypasses, and that Canada
does not have the CAT Scanning ability and MRI machines that we
have in this country. They could easily fix that problem by target-
ing additional funds that way.

But what is good about the Canadian approach is that they know
what it is that they are not getting. They actually know it. They do
send patients to Cleveland Clinic to get MRI scans or to get coro-
nary bypasses. So they know what they are missing and they could
easily appropriate, if they wished, the additional funds to buy those
things, if the democratic process allows them to do it.

We have a different system, one that runs by Conway Twitty's
famous ditty, “More, Anything Less Wouldn’t Do.” When he croons
that to a lady, it makes perfect sense (I think). But as a budgeting
premise for health care, it makes a little less sense. Every testimo-
ny you have ever heard from the providers of care basically has
that Conway Twitty motto as a philosophical basis. What I'm
saying is that that is inadequate, nay, that it is ridiculous. There
has to be some better notion of some kind of budget constraint.

I think the Volume Performance Standard that was legislated by
this Congress is a step in the right direction. For the first time, the
medical community actually has to come before Congress and say,
“We believe that we need an increase of at least 12 percent in Med-
icare spending for physicians to do the job right for the aged.” At
least you have a number you can discuss. I would, of course, imme-
diately ask, “If I gave you only 10 percent, what is it the aged
wouldn’t be getting?” It seems to me to be a fair question to ask.
But at least we have here, for the first time an American health
policy, the basis for a sensible discussion.

Some notion of a national budget, at least as a starting point for
a debate, I think will be necessary and unavoidable in the future.
By the year 2000 we will have it one way or the other.

Senator KoHL. Thank you very much.

Senator Simpson.

STATEMENT OF SENATOR ALAN K. SIMPSON

Senator SiMpsoN. Mr. Chairman, I thank you for convening the
hearing and assembling this fine group of witnesses. I admire what
you’re doing in presenting this little topic where people sometimes
flee for the exits when they're in public life because they don’t
want to deal with this. The only thing we do deal with is new
groups wanting to get covered under Medicare. They come in and
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we are unable to say no. That is what we do a good part of the day
with regard to the issue that is consuming, as we all know, this 12
percent of the gross national product.

So I am very personally pleased that you have done this and
have these fine witnesses. It is an opportunity for us to step away
from the nuts and bolts of program functioning, regional politics,
and raw budgeting to indulge in a discourse of ethics with the most
informed and provocative thinkers in the field. I thank you for
coming.

If I recall correctly, my friend, Dick Lamm, raised some of these
issues several years ago and got clobbered in the process. I have
great regard for Dick. Dick and I have worked together on a lot of
issues. He was simply presenting a provocative proposal and it was
certainly taken as something more than that, and yet critically se-
rious issues—heart transplants, liver transplants—and this budget
sucking it up. We are unable really to grapple with it.

No one that comes to me in the health care field wants to give
up a nickel. Many are thriving on the chaos, and $670 billion a
year is chaos. The durable goods—people are thriving on it and the
doctors and the providers, the hospitals. They know that they can’t
continue. They know in their hearts, as American citizens, that
somebody is going to have to give up something, but nobody is will-
ing to do that.

So now we have this system of ours where somebody else is
paying and people like that as long as they have the care they
want at the moment they want. When somebody else is paying for
it, you can'’t beat a system like that. So we see this.

I notice ads for cosmetic surgery now in every possible upscale
publication, male and female, anatomy reductions and additions of
all sorts of curious attitude. And yet, we have an immunization
problem. We have children who are not immunized against polio
and measles. And while millions of Americans go through unneces-
sary—sometimes—Dbypass operations, millions more lack access and
many aren’t even educated to know what it is they are seeking or
how to take care of themselves. So what we have to do is unravel
it.

There are a lot of proposals of reform out there, but we are in a
political system here. You don’t see many of us--and I include
myself—saying no to anybody that wants to get into the system. I
say that if you are going to come into the system, you are going to
be limited and restricted and HCFA is going to drive you crazy.
They say, “That’s all right, we want in,” so we take them in. Psy-
chologists and dieticians have been working to get in now, and
Lord knows who else will be seeking to get in, but it will be our job
to take them in and we are not good at telling them to stay out.
We don’t know what we are ready to trade away, but when some
have more others are going to have less. We can’t even stick it to
the wealthy for additional funds on Part B premiums on Medicare
when the mail room breaks down.

We lost catastrophic health care because the people in the top 5
percent of society wouldn’t put up another $20 per month. So it is
easy to talk and do the white papers, but this is where is gets
tough right here. It will be so.
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I admire you, Mr. Chairman, as politically daring and coura-
geous. I congratulate you for it. I think this is long overdue. I ap-
preciate what you’re saying. Tell us what we ought to do. Was the
German plan good? How about the Japanese plan? The Canadian
plan? People tell us these things, and then we go to a town meet-
ing, and they say, “We want the Canadian plan.” Do you really?
“You bet.” Then you start talking to them about it and they don’t
want the Canadian plan.

What has worked, in your view, anywhere in the world?

Mr. REINHARDT. First of all, I am quite well aware of all these
other countries. In fact, I studied them so well that I lived there. 1
was born in Germany and lived in Canada so I know these systems.
But I would urge you not to even think of importing any system,
lock stock and barrel, from abroad. These systems grow in their
own cultural soil and have idiosyncracies we couldn’t take. Canadi-
ans apparently have a different attitude to government: believe it
or not, by and large they respect their government. They cherish
peace, order, and good government. That is their slogan. We cher-
ish liberty and the pursuit of happiness, we are much more individ-
ualist, and as a people, we almost price ourselves on our disrespect
for government. Just read the editorial page of Wall Street Journal
to see what I mean.

I wouldn’t advocate importing another plan from another coun-
try. You might go there and look to see how certain things are im-
plemented. For example, Germans are very skilled at negotiating
between private insurance carriers and physicians. One could learn
from them the dos and don’ts of negotiation. Canadians are fairly
good at this budgeting that I mentioned. We could learn a trick or
two from them.

But I believe, as I mentioned, that we ought to go with what we
have. We have a Medicare program in place. It could be better, but
it is working. In fact, it’s working so well that if you ever dared to
suggest eliminating it, you would really have umbrellas rain down
on your car.

So here is a program the aged obviously like. Why couldn’t we
build on this and follow the proposal, for example, that would man-
date the individual to be insured, not business, but the individual?
Then, tell people that if your company gives you insurance, or if
you are rich enough to buy it with your own money, God bless you.
But if you’re not, you will be in Medicare and we’ll charge you for
it.

We would fold Medicaid into Medicare, abolish Medicaid, which
is a terrible program, and then the cost to the individual would be
X percent of his or her Adjusted Gross Income. If you're poor, X is
zero. If you're near poor, it may be 1 percent or 2 percent. If you
earn $30,000 or more it could be 12 percent. You will have to pay
that. Why? Because we, the people, give you this insurance prod-
uct, and it is a great one at that, and you have no insight to run
around uninsured, relying on our mercy when you are in trouble.

That would raise most of the money that you need. Then I would
put onto the 1040—1I often kid about this—I would say: “Do you or
do you not subscribe to the Judeo-Christian ethic?”’ That is, do you
or do you not want to be your brother’s and sister’s keeper. If yes,
we will ask 1 percent of your income for an earmarked indigent-
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care tax. If no, you will be excused from the tax, but we will pub-
lish your name in the Federal Register, something like that.
[Laughter.]

Mr. REINHARDT. Something like that. That scheme is very simple
to legislate. All of the pieces for it are there. You have done all the
hard work. You have legislated Medicare, you have legislated how
the hospitals should be paid, and you have legislated how doctors
should be paid. There is an enormous storehouse of research in
HCFA and in the new Agency for Health Care Policy Research on
running these programs. The pieces are there. It really wouldn’t
take that much to expand the program to all Americans who need
it. It would, of course, mean spending more Federal money, but you
would collect it on the 1040. It would be an earmarked tax.

I think it is an approach worth accomplishing and pursuing. This
is not importing any other system. It’s building on what we have.

Senator SimpsoN. Thank you very much.

Thank you, Mr. Chairman.

Thank you, Doctor.

Mr. REINHARDT. Incidentally, I do also want to thank Senator
Kohl for the courage to put on this hearing. As the Senator knows,
I was actually supposed to be at a board meeting in New York. But
of all the testimony that I could have given in the last 10 years,
this is the one that I really wanted to give. I hope it is only the
start of an honest debate on these issues. I agree with you that
Governor Lamm and Dr. Callahan, who is sitting behind me, have
been much maligned, and unjustly so, by people who probably
never read what they wrote. What they are really arguing about is
moving in the direction of greater social equity. They are not fas-
cists who want to somehow limit health care so that we can have
more Hula Hoops. That’s not at all what they're about, and you
will hear that from Mr. Callahan later.

Senator Konr. Thank you.

Senator SimpsoN. Mr. Chairman, I have a personal dimension
here, too. My father is 93, my mother is 90, and my wife’s mother
is 90. It is fascinating to see the discussion of their care in a small
community and the cost of that care to the family, which we feel
should not be in the Federal programs.

There are 39-year-old doctors who say, “Well, I hope you and
your brother will consider the issue of perhaps ending the care for
your dear one.” I say, “Yes, go tell my mother, will you? You do
that for me, and then let’'s see how it works.” So 1t’s great on
paper, but when you're in it, that’s not the first human response,
to figure out how to pull the plug.

Senator REID. Do they eat eggs every morning?

Senator SimpsoN. They eat eggs and the old man used to drink a
little scotch now and then, too. [Laughter.]

He's still going.

Senator Remip. We just had a discussion before you got here.
Conrad Burns’ father is 86 and eats two eggs every morning.
Maybe we are missing something here.

Senator BurNs. I tell you that we could do without a lot of nutri-
tionists. [Laughter.]

Mr. REINHARDT. Senator, on this point, I don’t think for many,
many decades to come this Nation will be in a position of having to
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pull the plug on any senior citizen who wishes to live. I could see
myself in this. I happen to be a news junkie. I would hate to have
to have the plug pulled on me just before a Presidential election. I
want to at least know how it came out ahead before I go to the
Pearly Gates. [Laughter.]

Mr. REINHARDT. We will not soon have to do this in this country.
Maybe never. No other country does this. No other country pulls
plugs on people who demonstrably want to live. But we have a case
in Minnesota where there is a lady, a senior citizen, comatose, that
doctors say is hopeless whose 87-year-old husband wants to fight on
and hope for a miracle.

Now, here is an issue where one could tell the 87-year-old hus-
band, “We’ve been good to you, and you’ve been good to us. Howev-
er, that $200,000”—I don’t know if that’s the number but it might
well cost that per year, that goes into this hopeless case—"‘does de-
prive—with fixed budgets—American children of measles vaccina-
tion, polio vaccination. Is that really what you have in mind? Are
you happy with that allocation of funds.”

Now maybe this gentleman should be spared that, but as a politi-
cal issue it needs to be raised. After all this country didn’t have
enough measles vaccine this and last year. If you go to Europe and
try to explain that to a European, you are hard put to sell the idea
that the richest country in the world, I can’t find the money or
enough measles vaccine for all American children. But it is a fact.

Senator SimpsoN. I admire the Chairman. I am going to try to
help and participate. I thank you.

Senator KonL. Thank you.

I believe in term limitation, so this is an easy hearing for me to
have. [Laughter.]

Senator KoHL. Senator Reid.

Senator Remp. Thank you very much, Senator Kohl.

Dr. Reinhardt, tell me about the fact that we hear so much about
defensive medicine and the only reason doctors order all these tests
is because they are afraid they will get sued. What is your feeling
about that?

Mr. REiNHARDT. I think the American tort system is harsh on
doctors. In fact, being an American doctor is a very hard thing
these days. American doctors now practice in a fishbowl. They have
utilization review people chasing them on the one hand, and they
have malpractice lawyers chasing them on the other. I certainly
would like to add that I don’t think doctor-bashing is in fact what
is required on this rationing, nor is cutting doctors’ income really
what I am talking about. I think, first, we should ask doctors to
join us in a debate and ask, for once, please never use slogans like
“rationing” to stop a debate. Let us discuss what’s really on the
table.

Senator Reip. But answer my question.

Mr. REINHARDT. Number two, on the issue of malpractice, I am
not so sure that that one hasn’t actually been a blessing for doc-
tors. Why? Because all this defensive medicine—the extra tests and
so on—which is said to be $15 billion or more a year, represent
after all income for doctors. The real question I would ask myself
is: “If you could wave a magic wand and 