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Thank you for the opportunity to present my thoughts on health care cost containment this afternoon.  My name is Marty Finkler.  I have been on the faculty of Lawrence University since 1979 and presently chair the Department of Economics and have the title Professor of Economics.  I also co-founded Innovative Health Associates, a health care consulting firm, 8 years ago.  I have served on a variety of task forces at both the state and federal level including both phases of the Turning Point Public Health project.

Last month you listened to a variety of views on why health care costs have been rising rapidly.  All of the usual culprits have been presented.  J.D. Kleine’s portrait in Oxymorons: The Myth of a U.S. Health Care System aptly describes healthcare markets.

“There is no U.S. health care system.  What we call our health care system is, in daily practice, a hodgepodge of historic legacies, philosophical conflicts, and competing economic schemes. Health care in America combines the tortured, politicized complexity of the U.S. tax code with a cacophony of intractable political, cultural, and religious debates about personal rights and responsibilities.  Every time policymakers, corporate health benefits purchasers, or entrepreneurs try to fix something in our health care system, they run smack into its central reality: the primary producers and consumers of medical care are uniquely, stubbornly self-serving as they chew through vast sums of other people’s money.  Doctors and hospitals stumble their way through irresolvable conflicts between personal gain and ethical responsibilities: patients struggle with the acrimony and anguish that accompany life-and-death medical decisions: consumers, paying for the most part with everybody’s money but their own, demand that the system serve them with the immediacy and flexibility of other industries; and health insurers are trapped in the middle, trying to keep everybody happy.  A group of highly imaginative, energetic people armed with the world’s largest Mark-n-Wipe board could not purposefully design a more complex, dysfunctional system if they tried.  It is a $1.3 trillion per year fiasco narrated with moral shrillness and played out one competing anecdote after another.”

Are we doomed to more of the same: rapidly increasing cost and complexity?  Perhaps.  Policy makers and analysts often argue that the “law of supply and demand” does not apply to health care.  No such law exists; three fundamental laws describe competitive markets:

1.
The Law of Demand – all else equal, the higher the price, the less people will buy.

2.
The Law of Supply – all else equal, the higher the price, the more people will wish to provide.

3.
The Law of Competitive Markets 

Under a set of strong assumptions about information, entry, and lack of market power, the market will yield a price and a quantity of services consistent with what is desired by both producers and consumers.

The Law of Demand holds in healthcare; however, few consumers are asked to be price responsive.  The OPM principle (spend other people’s money) dominates.

The Law of Supply also holds; wherever profitable opportunities exist and entry is permitted, incumbent or enterprising firms will rush to respond to the demand.

The Law of Competitive Markets, however, does not hold in healthcare.  Insufficient information exists for purchasers to distinguish differences in quality and cost across health plans or health care practitioners.  Furthermore, provider market power prevails. 

When the Law of Competitive Markets breaks down, economists argue that those with most market power will use it to channel benefits or income to themselves.  State law should not encourage such behavior.

The insights from understanding these three laws are central to good public policy.  

· Is it any surprise that the tax-favored status of health insurance leads to relatively rich benefits for the well off and relatively meager benefits for the working poor?

· Should we be shocked that employees prefer to take their benefits in non-taxable form?

· Would anyone be surprised to find out that the most rapidly growing industry and employment opportunities can be found in health care?  In metropolitan areas today, hospitals and health systems often comprise 2 or 3 of the 5 largest private sector employers. Of course, rising incomes have led to rising demand for health care, but many health care institutions are exempt from property and other taxes; subsidized supply results.

· Should we be surprised that hospitals continue to build and expand?   Based on data provided by the Wisconsin State Bureau of Health Information and the assessor for the city of Milwaukee, I estimate that the property tax base for Milwaukee could be expanded by up to 5% if hospital property were included.  For the state as a whole, the maximum is probably closer to 2%.

· A recent Rand Corporation study and CDC reports suggested that in 2000 125 million Americans had a least one chronic condition, and that these individuals accounted for 75 percent of all health care spending.  Additionally, there are numerous indirect costs of chronic illness that, depending upon the illness, tack on an additional 50% and 200% of the resources spent directly on medical care. Since few health care purchasing groups base their payments on differences in risk, we should not be surprised to find both increasing burdens on and reduced access for those with chronic diseases.

Given this complex and indeed taxing picture, how can policy makers improve the welfare of Wisconsin residents?  In the spirit of the health policy guidelines offered at the Lawrence University conferences on health policy in 1993 and 1994 – some of you participated in those conferences - I suggest the following:

1. Continue to support the collection, validation, and dissemination of information on hospitals, ambulatory surgery centers, clinics, and insurers.  Compared to other states, Wisconsin provides excellent opportunities to understand and evaluate health care markets.  Additional information on price and quality related to services for those with chronic disease would lead to better decision-making.  

2.
Encourage health care purchasers to build market power so that they might obtain better value for their money.  The recent Mercer study on Milwaukee suggests that Milwaukee health care consumers do particularly poorly compared to others in this part of the country.  I support the Private Health Care Purchasing Initiative passed by the legislature last year.  Without sufficient implementation funds, however, no firm will spend the resources to become an effective health care purchasing agent for small companies.  The Health Insurance Purchasing Cooperative in California has been the most successful coalition of this sort.  Its success depended on seed money from the state of California as well as on both knowledge of the market place and bargaining power.

3.
Change the incentives facing health care purchasers and suppliers.  The Consumer Driven Health Care movement, especially the idealized version presented by Regina Herzlinger in the July/August issue of the Harvard Business Review, requires both good information and appropriate incentives.  Today, frequently, consumer and provider financial incentives conflict and, as a result, are incompatible with the cost-effective health care.  Tax exemptions for health insurance should be capped, with some of the increased revenue used to fund coverage for the working poor.  Similarly, property tax exemptions for healthcare institutions should be capped to assist local governments in meeting a rising set of fiscal burdens. 

4.
Focus on chronic conditions.  The legislature, despite its best efforts and insights, cannot design a perfect health care system, but it can encourage, or at least not inhibit, attempts to develop and offer evidence-based disease management for these people.  State Employee Health Plans, Medical Assistance and Badger Care plans should feature strong incentives for those with chronic disease both to sign up with providers who offer such programs and to be compliant with the disease management guidelines that have shown success.

The American system of values includes both choice and efficiency as important characteristics.  Based on the importance of these values, I have coined the term “Value + Choice” to represent a dual option for enrollees in health plans.  A fixed contribution should be made to either a consumer driven plan that features catastrophic insurance coverage and broad choice of healthcare practitioners, or a coordinated program of care and services offered by a limited network of providers with strong incentives to reduce the burdens of illness. Similar to referees and umpires at athletic events, the legislature sets the context for what takes place in the health care marketplace.  Use this opportunity wisely.

Thank you for your attention.

