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he high cost of health care” seems

Forget Placebos- Let’s
/Go for the Strong Stuff
patients, providers, or payors--involved

r o have settled in as a lingering in the system. It’s not clear that that

issue. Every six months or so, the fever
sweeps the body politic, diagnoses are
pronounced on the opinion pages of
newspapers and in popular magazines,
and handy prescriptions are written out.
“Just take this to your representatives in
Congress,” the opining experts say to
the citizens, “and be sure to follow the
directions when Congress dispenses the
bitter pills.”
More often than not, the remedy of
choice is socialized medicine. (That’s the
accurate designation and is usually
avoided. For public consumption, the
recommended palliative has brand-name
labels such as “a nationwide health-care
system. ”)
It would be nice to think that America
still doesn’t have a national health service after all these years (that’s the way
liberals intone it, looking mournfully
across the Atlantic) because the American people have enough horse sense not
to turn over something as important and
intimate as their health care to pols and
bureaucrats. Depressingly, though, it
seems that a majority of Americansclose to three-quarters in one recent
survey-think the feds should start up a
national health-care program.
In fact, in an era when the public is
otherwise willing to test the less-government tonic, various surveys show that
lots of people, as the National Journal
recently summarized the poll data, “will
go along with just about any change [in
health care delivery] that contributes to
cost containment.” Anything, that is,
that they think will cut costs. And that
includes everything from requiring patients to get second opinions on surgery
to imposing government price controls
on hospitals and doctors.
All this is based on the premise that
health-care costs are out of line, out of
control, and out of the hands of anyoneleason

premise ever was quite true, though, and
there’s increasing evidence that it’s out
of sync with current reality.
Consider some disparate bits and
pieces of evidence:
Hospitals absorb 40 cents out of every
health-care dollar spent in the United
States. In 1984, hospital costs rose only
4.5 percent, a whopping 56 percent less
than the 10.2 percent rate of increase the
year before.
Part of the reason: hospital admissions
dropped in 1984 by nearly 1.5 millionthe first decline after decades of uninterrupted increases.
Health costs are being shared more by
patients. In 1984, 21 percent of the
health plans for medium and large
employers had deductibles of at least
$150, up from 7 percent just two years
earlier. And, as economic theory predicts
and studies now confirm, when a thirdparty payor doesn’t pick up the tab for
everything, people exert more commonsense restraint over their demand for
medical services (with, interestingly, no
measurable ill effects).
Doctors are increasingly signing on
with alternative health-insurance programs that require them to accept payments up to 20 percent less than what
they had been charging.
Hospitals are beginning to look to discounts to attract more of the hospital patients in their communities.
For years, governments, federal and
state, tried to exert control over hospital
costs by limiting purchases of high-cost,
sophisticated diagnostic equipment so as
to avoid duplication. Hospitals generally
managed to get around the regulations.
But now, the American Hospital Association reports that more hospitals
are. . .you guessed it, sharing high-cost,
sophisticated diagnostic equipment to
save money.

W

hat’s happened in the health care
market that everyone thought
could only be restrained by controls imposed from above by government? Good
old competition is part of the answer.
In 1960, there were 86 medical schools
in the country, and they turned out 7,100
new doctors that year. By 1979, there
were 125 schools, churning out 15,000
new doctors. However much the docs
complain about what they deem an
“oversupply” of their kind (and a lot of
them complain a lot), the fact is that it’s
great for health consumers. It largely accounts for doctors going along with the
new insurance programs that are trying
to control costs and also has contributed
to the health-care-delivery phenomenon
of the decade: the growth of independent, stand-alone clinics, emergencycare facilities, surgery centers, and so
on, which are widely hailed by experts as
an efficiency-enhancing, cost-saving
development.
Meanwhile, for-profit hospitals have
been growing, injecting a healthy dose of
competition in that sector, too. Between
1970 and 1980, for-profits boosted their
share of the country’s hospital capacity
from 6 to 9 percent. And they’re the leading edge in cost-saving innovations such
as computerized patient charts.
But there’s another new and important
factor. Health insurance companies have
finally decided to do something about the
cost of medical care instead of just paying the bills and raising premiums when
they needed to to cover the costs. The
last few years have been marked by new
kinds of plans that negotiate charges
ahead of time with doctors and hospitals,
mandatory second opinions to avoid unnecessary and marginally necessary procedures, incentives to reduce hospital
use, and so on. It’s activism unheard of
since private health insurance started
taking off in 1945.
And it’s paying off. Blue Cross-Blue
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MEM 0I R S
by Petro G. Grigorenko
Grigorenko, a former Red Army General, was
a late-comer to liberty. In his memoirs, he describes how, as a youth, he was attracted by
Communist slogans of freedom and brotherhood, how he excused Stalin’s rule as a perversion of Lenin’s noble ideals, and how he finally
came to realize that terror and despotism are
inherent attributes of the Soviet system. When
he repeatedly denounced the system and took
a n open, active role in the human rights movement, he was arrested and spent years in Soviet
psycho-prisons. Grigorenko’s memoirs are extraordinarily interesting, both for their vivid portrayals of the Soviet establishment, and for
their insights into the totalitarian mentalitv.
Publisher’s price: $19.95 . . . SPEC1A L : $I 5.00
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Presents of Mind
MIND by David A. Taylor
I n this probing book about the workings of the
human mind, Dr. Taylor summarizes the latest findings in perception, imagination, memory and the
process of cognition. He
provides exercises that
enable the reader to gain
a first-hand understanding of the links between
thought and memory, of
how the mind processes
visual information, and
how our mental states are
given physical expression
through bodily actions.
One of the clearest and
most consistently interesting books in its field.
Publisher’s price: $14.50 .... S P E C I A L : $12.00
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RED CARPET by Joseph Finder
Lenin predicted that capitalists would compete to
sell Russia the rope to hang them. Red Carpet is the
story of how five leading American Businessmen Armand Hammer, W. Averell Harriman, Cyrus
Eaton, David Rockefeller, and Donald Kendall have worked tirelessly to fulfill Lenin’s prophecy.
Finder shows how easy it is for dictators to manipulate businessmen who believe that ideas (especially
political philosophy and morality) are irrelevant to
commerce, or who believe that dictators are simply a
different breed of businessmen.
Publisher’s price: $16.95 . . . . . . . . S P E C I A L : $13.25

ATHEISM: THE CASE AGAINST GOD
by George H. Smith
Smith proves that the concept of God is both
philosophically untenable and psychologically destructive, and he offers a superb defense of reason
against the claims of faith, revelation and mysticism.
He also identifies the harmful consequences of the
Christian concept of sin. A brilliant exercise in
rational analysis and argumentation. P a p e r :$9. 95
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Shield, for example, figures it saved
subscribers $6 billion in 1984. And in
May. it announced unprecedented refunds of nearly $750 million because a
sharp drop in hospital use had saved so
much money.
Incredibly, some people persist in
blathering the old saw that the medical
market isn’t like any other market. Vita
Ostrander, for example, president of the
19-million member American Association of Retired Persons, got up before a
conference on the future of Medicare this
summer to criticize the Reagan administration’s efforts to control Medicare
costs by encouraging more competition
in the medical market. “The health care
marketplace,” she charged, “resists the
normal forces of supply and demand.”
Maybe Ostrander can be excused.
Economist Lester Thurow really ought
to be ashamed of himself. In a piece written for the New England Journal of
Medicine and picked up by Harper’s
recently, Thurow had to ignore the
evidence of the last few years in order to
allege that “insurance companies actually have an interest in increasing healthcare spending, since they make
money. . .by taking a management fee
that is usually a percentage of total expenditures.”
Apparently, the insurance companies
are acting against their interests these
days. As an economist, Thurow ought to
know that doesn’t fly as an explanation of anyone’s behavior in the marketplace. But then, one has to wonder about
his economic learning-in the same article, arguing against greater reliance on
market mechanisms, he made this ludicrous statement: “Since the richest 20
percent of all U.S. households have 11
times as much income as the poorest 20
percent, any efficient market mechanism
will give 11 times as much medical care
to the top 20 percent as it gives to the
bottom 20 percent.” Do the top 20 percent also consume 11times as much food
as the poorest, drink 11 times as much
water, buy 11 times as many cars? Of
course not. This is an elementary economic principle that any Econ 101 student grasps in a flash.
So what does explain the fact that insurance companies for a long time didn’t
do anything about spiraling costs but
now they are hopping to it? For one
thing, world competition in all markets is
forcing employers and, increasingly,
even unions to look carefully at all costs,
and health care accounts for a large
chunk of employee benefits. So employers, the major purchasers of private
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health insurance, have goosed the insurance companies.

A

nother plausible factor--no doubt
not to the liking of Lester T‘hurow and
his fellow liberals-is offered by Clark
Havighurst, a specialist in health-care
legal issues, in his contribution to a new
book from the American Enterprise Institute, Incentives Vs. Controls in Health
Policy. It’s actually government getting
out of the picture that’s done a lot to spur
insurance companies to act, Havighurst
suggests.
When a major cost-containment measure pushed by the Carter administration
was defeated in 1979, he explains,
employers and insurers alike began to
give up on a long-held assumption that
the government would sooner or later
take regulatory action to get thle situation
under control. Then along came the
Reagan administration, with reforms

Bill Kauffman

N

aimed at controlling the costs of its own
programs, Medicare and Medicaid. The
result, he notes, is that “both governments and private payers [began] for the
first time to act as prudent buyers rather
than as passive intermediaries.”
There’s still a lot of “price stickiness”
afflicting the health-care market. As contributors to the AEI volume make clear,
there’s a lot of stepping aside that
government could do to help competition
make an even bigger difference to consumers than it has in the last few years.
And if tbe opinion makers would just
start bringing people up to speed on
what’s actually going on these days in
the medical marketplace, the public
could cure itself of the high-costtherefore-government-action syndrome.
Which would be great for the health of
the body politic, given everything we
already know about the bracing effects of
competition-even on health care.
1?1

I Burning Flags

I

ot long ago the television news dutifully broadcast the rantings and ravings of some wild-eyed Third World
pistol-wavers as they burned an American flag. This scene, whether played out
in Teheran or Berkeley or Beirut, never
fails to produce in me the desired effectrage and Rambo fantasies. My blood
pressure eventually returned to normal,
as it always does, and I sat down to read
a Wall Street Journal article about Salvador Laurel, the odds-on favorite to succeed Philippine dictator Ferdinand Marcos in the scheduled 1987 elections.
The Journal reported Laurel’s obsequious efforts to ingratiate himself with
American politicos. For instance, last
year he anointed congressman and professional junketeer Rep. Stephen Solarz
(D-N.Y.) as an honorary son of Batangas
Province after the honorable solon
speared “a tiny 10-centavo coin with a
native dagger.” Laurel recently took his
traveling toady show on the road for a
one-week run in our nationl’s capital,
where he met with State Department
pinstripers and Capitol Hill muckamucks.
For ambitious politicians scrambling to

succeed the ailing Marcos, the Journal
noted, “politicking in America is nearly
as important a s campaigning back
home.” Not to worry, for Laurel passed
his test with flying colors. A congressional aide’s verdict: “Eighty percent of
Congress can live with Laurel.”
Eighty percent of Congress can live
with Laurel. Think about that for a
minute. Why on earth should a politician
from an island chain half way around the
globe come slouching, hat in hand, to
seek the blessing of our elected officials
in Washington (a city that is now presumably awash in mutilated Filipino
dimes)? Shouldn’t Laurel be concerned
about winning favor with Joe and Josephine Doe on Main Street, Philippines?
Aren’t they the ones who are going to
have to “live with Laurel”? Have our
representatives suffered a case of collective geographic amnesia?
The answer, alas, is that Washington
has “vital interests” in the Philippines.
President McKinley seized this Pacific
island chain from Spanish colonialists in
1898 and, though the US government
finally granted the Philippines independence in 1946, Uncle Sam keeps a

November 1985

