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The Basic Dilemma


Is Health Care a Right or a Market Commodity?




[image: images]


Robert Young, portraying Marcus Welby, examines a patient in a scene from Marcus Welby, MD. Photo courtesy of Archive Photos, reprinted with permission.
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AMERICAN MEDICAL CARE IS often asserted to be the “best in the world.” It is certainly the most high tech and can with few exceptions provide more complex, sophisticated treatments than can doctors and hospitals in any other country. In that sense, the “best” claim is supportable. Yet when one considers that 43.4 million Americans lack health insurance1 despite per capita health care expenditures nearly double those of most other industrial countries, the claim rings hollow for many. Best for whom? is their question.


Lack of medical insurance coverage is the most widespread “disease” in the United States, one whose origin lies in the inadequacy of the private health care marketplace—in particular Americans’ primary reliance on the decisions of private employers to offer, or not, group coverage for their workers. The practice of medicine at the level of the physician or the nurse is a profession, but health care is an industry whose economic characteristics vitally affect the practice of its professions. The coverage shortfall reflects the U.S. refusal to recognize the contradiction implicit in two widely held assertions:


•  Everyone should have the best of whatever health care is needed, but


•  government should keep out of it and market choices (mostly by employers) should determine the availability of coverage.


There, in a nutshell, is the dilemma: how to assure that necessary care is received while treating medical care as one more private good to be bought and sold like cars, or furniture, or financial services—with the difference that those products and services are usually sold on an individual basis, whereas the great bulk of health insurance is purchased by employers to cover a group of employees. To understand the nature of American health care therefore requires that we take a side trip into the basic language of economics. In the simple institutional sense that the vast bulk of property, personal and business, has been privately held, the United States has always been a capitalist country. In the ideological sense, preindustrial mercantilist ideas (which saw a substantial role for government in guiding the development of economic infrastructure) remained influential before the Civil War. Laissez-faire ideology (roughly, keep government out of the way) came to the fore as late nineteenth-century industrialism developed. In substantial degree it has remained the dominant economic creed ever since, with major exceptions in the Progressive and New Deal periods. The United States does have some publicly (i.e., governmentally) owned enterprises; for example, the Postal Service, national laboratories in the nuclear industry, and the Tennessee Valley Authority. Even some hospitals are government owned—at the national level, hospitals for veterans, and at the local level, county-owned general hospitals serving mostly the poor. But government enterprises are few in number, and each has had a unique rationale.


Unlike most other industrial nations, the United States has never been satisfied simply to be capitalist. Americans have insisted that “free enterprise” is “the American way.” And the phrase “democratic capitalism” is used as a sort of mantra in after-dinner speeches. Although much reasoned argument and some evidence support the notion that economic and political freedoms frequently go together, some clearly healthy democracies (e.g., the Scandinavian countries) have far higher shares of their economic activity in the public sector than does the United States. Democratic capitalism is a warm and fuzzy phrase, not an empirically based concept. For example, are corporations democratic organizations because stockholders vote on the board of directors? Not exactly: Instead of one person–one vote, it’s one share–one vote. In the public elections sphere the United States abandoned a property qualification for voting back in the 1840s. In other words, free enterprise is more an ideological theme than a fact. Nowhere is the gap between reality and Americans’ rhetorical enthusiasms greater—and more dangerously misleading—than in the health care industry. And what an industry it is, accounting for 1 trillion dollars a year, one-seventh of the entire economy.2


Although nearly half of health care is financed publicly (including Medicare, Medicaid, armed forces and veterans health care, public health offices, the National Institutes of Health, and the Centers for Disease Control, to mention just a few), the battle cry of the day is that the system can be fixed if only Americans prescribe larger doses of a nostrum called market competition. It is indeed clear that health care competition increased as the number of health maintenance organizations (HMOs) and similar managed care organizations multiplied over more than two decades. There are, however, some problems.


Some health economists who favor a market competition approach have acknowledged that some government regulatory provisions are needed to set boundaries on the competition. Industry spokespersons, however, generally ignore that advice, despite the fact that economic competition without some kind of publicly set framework of law would be warfare, not competition. It was, after all, Adam Smith rather than Karl Marx who wrote of a need for regulation of business to protect the consuming public. The more noticeable problem from a newspaper reader’s perspective is that private HMO competition has taken forms that help firms make money by avoiding patients likely to get sick and by making it difficult to get a doctor’s appointment when the problem is routine rather than urgent. Competition is being used less to bring health care to the average person at the lowest possible cost than as a way of controlling costs paid by employers and governments. Cost control of this kind sometimes means passing on more costs to individual employees, with more of them then deciding to forego coverage. Sometimes managed care organizations or individual providers pursuing cost control have accepted low reimbursement rates to gain patients and then have found that they have too little income to provide high-quality care.


Patient dissatisfaction is strong, as evidenced by the rush of legislators to appease voter-patients with legislation that micromanages health care delivery—even though very few lawmakers have medical credentials. To demonstrate Americans’ inconsistency regarding government’s role in the economy, note that public demand for regulation of inpatient stays for birthing and mastectomies followed within two years the vehement public rejection of President Clinton’s 1994 health care reform bill. The bill was rejected on the ground that Americans should “keep government out of health care,” as television commercials sponsored by the Health Insurance Association of America effectively argued.


In short, as a voting public Americans tend toward schizophrenia in their views about private and public roles in health care—with one crucial exception: They clearly believe that every American should receive all the medical care she or he needs. Asked if it was a proper role of government to make sure everyone has access to quality medical care regardless of his or her ability to pay, 84 percent of respondents said “yes” in a late 1996 poll.


What’s Wrong with the Market Model?


Why do the concept of a right to health care and Americans’ ideological bent toward private enterprise conflict with one another? The answer lies in comparing the qualities of a true textbook marketplace with the characteristics of health care as a private “product.” What economists have long termed “perfect competition” is a model with some specific requirements:


•  The consumer decides autonomously what product or service she wishes to buy.


•  The product must be interchangeable from one supply to another—such as bushels of wheat—and there must be easy entry of new competitors.


•  There are many suppliers—too many for any one to monopolize price—and the consumer is free to pick whichever she chooses.


•  Sellers accept all potential purchasers.


•  The consumer has adequate knowledge of the product by which to compare the quality of what is offered by each supplier.


•  There is a fair degree of predictability of cost to the consumer, making accurate budgeting for expenditures possible.


•  The consumer is directly responsible for payment.


Now let’s see how the sale and purchase of health care services depart from this model:


What the consumer purchases is often decided by the supplier (i.e., the physician or other health professional). It is estimated that as much as 70 percent of medical service choices are made by the physician rather than the patient, so consumer autonomy is sharply limited. The more serious and complex one’s condition, the less the patient is qualified to make purchase decisions on her own.


The product is generally not interchangeable, with such minor exceptions as different generic brands of a medication. In a sense, the physician is the product one “buys.” You want to go to a physician you trust, and you are advised to check out a tentative choice by finding out where she did her training and whether she is board certified in her specialty. The value of the advice is limited: How many of us know which medical schools and residency (specialist training) programs are among the best and which are among the worst?


Nor are treatments any more interchangeable. The way in which a given condition is treated depends in part on the dominant approach accepted by the local physician community—which research has shown may differ substantially from one town to another. With Dr. A, you may get treatment X or medication Y, whereas with Dr. B, you may get treatment Z or medication W.


Furthermore, the ability even to examine competitors’ offerings is greatly inhibited by the fact that you would generally have to pay for an initial office visit with each physician you wished to consider just to find out what he would recommend for your condition. In effect we pay the prospective seller to tell us what he thinks we should buy from him. Health care is, I believe, a unique industry in this respect. Implicit in this point is the fact that the consumer lacks the “product” knowledge that would permit an intelligent choice.


Ironically, in some of the most competitive HMO markets (e.g., southern California, Minneapolis-St. Paul), a perceived need for ever larger scale as a condition of viability has produced such major consolidation that the competition may be becoming monopolistic. If three HMOs divide most of the business, price competition may suffer in health care just as it did two generations ago in the automobile industry, in which a price increase by one of the Big Three was matched by the other two. That’s upside down competition!


Many health care market choices have consequences for persons other than the buyer and seller, consequences the market price does not take into account. For example, when a healthy young person foregoes health insurance offered by his employer on a shared-premium basis but later shows up, uninsured, in a hospital ER, everyone else pays his bill through higher insurance costs.


Finally, and perhaps the most peculiar fact of the political economy of health care, is that the consumer—the prospective patient—is not in most cases the true purchaser, although classical economics assumes purchaser and user to be the same person. When it comes to health care, the large majority of Americans are users of services paid for (entirely or partially) by someone else. It’s a sort of Alice-in-Wonderland world where words mean what we say they mean, for the true consumer-payer is the employer purchasing coverage to offer as an employee benefit. The prospective patients are more accurately described as the recipients of something a third party (an employer or a government program) has purchased for them. (The first and second parties are the patient and the doctor.) 1997 data show that of 189 million people with private coverage, 165 million are in employment-based plans. The rest, self-employed professionals, small business entrepreneurs, and some families buying coverage for their children, are covered by individual policies.3 One might call most Americans the beneficiaries of employer largesse, except that economists estimate that much of employer-paid health care coverage is in lieu of higher wages employees might have received in the absence of coverage. Also, employees are paying a steadily increasing share of the premium charged to the employer.


For most Americans in their working years, health care coverage is therefore a privilege of employment, not a right of citizenship. As I write, that privilege is fading: Coverage of workers’ dependents by employers is decreasing, as it is for under-65 retirees. The ultimate hole in the tapestry of half-facts that Americans call a competitive health care industry is that it can work only for those who already have coverage. Competition among HMOs cannot provide coverage for the uninsured. And product competition among small businesses provides an incentive for Widget Company A to drop the health insurance it has been providing for its employees, if that means its lower costs will enable it to beat out Widget Company B for a contract. Indeed, current trends provide evidence that the more we try to make the provision of health care follow a competitive market model, the less well the system serves the universal need for access to care. For example:


•  Between 1987 and 1995, the percentage of children insured through their parents’ workplace dropped from 67 to 59.4


•  In 1994 only 30 percent of early retirees had coverage from a former employer; in 1988, that figure was 44 percent.5


What if the hard edge of global competition continues to provide employers with a reason (or an excuse) to reduce health care employee benefits? If employment simply stops being a reliable source of coverage for most Americans, what would their options be then?


Would individual purchase of health insurance be the solution? Not likely. In the brief period 1989 to 1996, family coverage premiums rose 68 percent for conventional insurance and 58 percent for HMO coverage.


How about a public sector universal social insurance program? Could such a large expansion of the governmental role pass Congress when the center of gravity in American politics has been moving toward what can be called market politics—an assumption that the way for politicians to be reelected is to minimize government and maximize the role of the market?


It is a dilemma—a really big one. Will Americans be compelled to face it? Perhaps not right away. But if downsizing of employer-provided coverage and increased cost-sharing imposed on employees should lead to the number of uninsured passing 50 million people, one can hazard a guess that political pressure may compel consideration of hitherto unacceptable alternatives.


Given the crucial role of the market in the distribution of health care services and Americans’ dependence on employer “middlemen” as purchasers on their behalf, we need to make a further incursion into economics at this point. In distributing any good or service, a choice is made: to use a buy-and-sell method where money is the determining factor or an extramarket (nonprofit or government) arrangement in which other factors—need, sympathy, societal gains or losses beyond the buyer and seller—override the usual reliance on market sale. The market/nonmarket choice commonly flows easily from the nature of what is to be distributed.


Elementary economics recognizes three kinds of goods and services: private, public, and mixed goods. A private good is one that you and I cannot use simultaneously. If I consume a slice of bread, it is not available to you. If there is one red convertible in the showroom and you offer more for it than I do, it will be yours. In other words, private goods are rivals: Sale to one person precludes sale to another. And they are divisible: Each unit is separable from the others. When I buy one, you can still buy another unit of the same thing. Goods that are divisible and rival can therefore be distributed on a cash transaction basis. Given a willing seller and a willing buyer, ownership changes hands when the two agree upon a price. The default choice for how to allocate a private good or service is the market, which means simply that we expect such services to be bought and sold for money. Smaller businesses tend to have smaller financial cushions than large corporations, so the financial burden of buying employee health insurance falls more heavily on the former, which explains why a large proportion do not buy employee coverage.


Extramarket distribution requires special justification. The reason we sometimes decide as a society that a rival and excludable good should be allocated on a nonmarket basis can be hinted at by reviewing a little more economics terminology. First, market exchange does not occur simply because a quantity of bread or cars exists and some consumers want or even need some. As a value-neutral system of analysis, economics is not concerned with “needs”; they represent psychological feelings or social judgments but not anything recognized by a market. No matter how much one may desire something, a transaction does not follow until the desire is backed up by cash. An economic want means desire plus money. That combination spells “demand” in economics.


Given these qualities of private goods and markets, we can inquire: Is health care a private good? And the answer is yes—and no.


A public good is nonrival: Your consumption of it does not prevent me from also using it. National defense is the classic example. Not even Bill Gates can purchase defense privately, and when government provides it, everyone benefits. Mosquito abatement works the same way. Defense and mosquito control share another trait: They are nonexcludable. If you pay your income tax and I do not, we will both be defended. The mosquito does not know who paid a share of abatement taxes and who did not, so the “free rider” escapes its bites just as well as the good citizen taxpayer.


Is health care a public good? No. So what is it?


Health care is a mixed good. It has the properties of a private good—rivalry and excludability. But because U.S. society generally thinks no one should go without needed medical care, Americans have a problem with simply selling health care like other private goods. Remember that in the market if you cannot pay, you do not get the service. So in some circumstances Americans supplement the workings of the market. Housing subsidies have been a substantial government program for more than half a century. Public libraries are an outstanding example of a service collectively provided to ensure equal accessibility at all income levels.


The most widespread and most universally accepted example of a mixed good is public education from kindergarten through high school. Americans all share in K–12 costs for two reasons. First, many millions of children would never receive an education if their parents had to pay full cost (about $6,000 a year). Secondly, all benefit from this public investment: An educated populace is a bedrock necessity for a vibrant economy—a stronger point than ever in the information age. Since Jefferson it has been an article of U.S. political faith that rational decision making in a democracy requires an educated citizenry. Americans adopted universal public education earlier than European countries and continue today to lead in this one category of social welfare. Ironically, the public school—probably the most widely accepted of all U.S. institutions—is a leading example of something U.S. political rhetoric totally rejects: socialism. Public schools are government-owned (albeit by local governmental entities, not the national government), and the teachers and staff are government employees.


In health care Americans do not have anything approaching “socialism” in this sense on a wide scale, but governmental subsidies do supplement the market in meeting some specific needs. Public health clinics, often operated as outreach efforts of county public hospitals, offer medical services directly to some indigent patients. Childhood immunization against childhood diseases is publicly subsidized. Many millions of Americans are served by two taxpayer-financed, extramarket or market-supplementing health care programs: Medicare, which serves 33 million persons age 65 and over and 5 million disabled individuals, and Medicaid, a joint federal-state program that serves millions (though far from all) of low-income parents and children and underwrites nursing home care for elderly patients who have exhausted their own resources. Such health care is therefore a mixed good: Its sale could be limited to those who can afford to pay for it privately, but Americans choose not to so limit the distribution of its benefits. Put another way, the United States practices collective consumption of health care in certain categories, while leaving the majority of health care services to private-sector sale and purchase.


Apart from some public health measures, medical care has always been overwhelmingly a private good in the United States. In Europe, governmentally legislated health insurance for broad segments of the population was initiated as far back as 1883 in Germany and 1906 in England, but the United States had only minor public supplements until Medicare and Medicaid passed Congress in 1965. The idea of health care being mostly a private responsibility is strongly reinforced by today’s widespread belief, particularly among financial pundits, that maximizing the role of the market is the key to success in all matters of economic and social development. So why does government play a prominent role today? The answer lies partly in economics, partly in social ethics.


The economics aspect is the easier part. Health care, like education, has positive externalities. Externalities, in the jargon of economics, are benefits or costs that “spill over”—have effects on persons (third parties) who are neither the buyer (first party) nor seller (second party) in a transaction. Air pollution by cars and factories and water pollution by paper mills are standard examples of negative externalities. The seller and buyer of paper do not willingly include the cost of polluted streams in their transaction. The rest of us feel the harm, and its alleviation is partly paid for by regulating how the producer operates and partly by public expenditures. Similarly, the price of gasoline does not include the cost of air pollution. Our lungs pay part of the price, in a sense, and our taxes pay another part, for regulatory programs to diminish pollution.


Positive externalities turn some private goods and services into quasi-public goods, which means that we—the body politic, the citizenry—see values to protect by ensuring universal distribution of the service in question. I cited the positive externalities of public education earlier, and health presents a similar case. Your good health contributes to my good health, medically and financially. If you stay well, you are unlikely to pass on a transferable medical problem to me and the less we all will have to spend on emergency treatments at public facilities. Better health care reduces the need for other safety net programs: unemployment compensation, sick-day substitutions, and so on. A healthier workforce performs better and loses fewer work days, strengthening the economy for all.


The inability of private transactions to take into account broader consequences affecting third parties produces what economists call market failures. Whether these justify governmental action, either to abate a problem or to enhance the value of a desirable good or service, is not a matter to be determined scientifically. The answer depends on the social value one attaches to the matter at hand, although the writings of many economists imply that a difficult burden of proof faces any claim that government should intervene in a market.


(Here is an interesting question for political science students: Do political scientists, because they have been attracted to the study of government as a career choice, tend easily to accept government interventions into markets? Do they simply trust governments, just as economists tend to trust markets, which are the institutions they have chosen to spend a lifetime studying? These questions are intriguing in light of the importance of politico-economic factors in the analysis of almost all public policy problems.)


Is There an Ethical “Right” to Health Care?


From quite another position, the argument for supplementing the market mode of supplying care rests upon extra-economic rationales. These rationales range from ethical and philosophical propositions debated among academics, particularly philosophers and medical ethicists, to man-in-the-street reactions. These arguments lie in a different realm from that of economics, one alien to enshrining a process—the market mechanism—as equal in importance to the societal goal of universal health care access.


Americans are fond of proclaiming rights. After all, the Bill of Rights stands with the Declaration of Independence and the Constitution as one of the nation’s sacred documents. Americans have also unfortunately developed the custom of loosely using the phrase, “. . . a right to. . . .”They elevate to the status of moral rights those that are merely legal: They exist only because a legislative body has created a program with benefits to which one has a “right” (i.e., a legal entitlement) if one meets specified criteria. Medicare, Supplementary Security Income, and Medicaid are standard examples. Even strongly held expectations that may not have legislative backing—such as being able to appeal to an independent arbiter a managed care’s decision not to pay for a certain expensive procedure—are thought of (by the patient) as rights.


If such usage does not totally debase the meaning of a hallowed term in this nation’s constitutional pantheon, it does at least confuse public discussion of who is to pay the bills. For example, a 1988 Harris poll found 91 percent approval for the statement that “everybody should have the right to the best possible healthcare—as good as a millionaire gets.” Easy to say, but what does it mean?


•  That doctors and hospitals should ignore the existence or extent of a patient’s insurance coverage or the content of his wallet?


•  That government should underwrite universal health care coverage—say by universalizing Medicare, which now ensures acute care for the over-65 population?
 

•  That my insurance plan or HMO must allow me to pick the most notable specialist at an academic medical center when I need some complicated procedure, no matter whether that physician is on the plan’s list or not?


•  That Congress or state legislatures should fashion a legally binding “Patients’ Bill of Rights?” So far, Congress has created only one universal legal right: A 1986 law requires that hospitals treat persons whose life depends on immediate attention, at least until their condition has been stabilized. A 1997 presidential commission charged with drafting a patients’ bill of rights could come to no unanimous agreement, and although President Clinton issued an executive order to extend the panel’s recommendations to Medicare beneficiaries, those recommendations included no suggestions for enforcement.


Is your reaction the complex one of initial agreement with the claim of a right to the highest quality care that money can buy, followed by a “Well, I don’t mean quite that” when confronted by the situations hypothesized?


From whatever motivation and rationale, the United States does have a variety of medical entitlements, related to age, income, disease, and other factors. Yet these instances of treating health care as a public good or engaging in collective consumption offer far less than a complete set of legal rights. The specific categories are beneficiaries for whom there is the greatest political sympathy (children covered under Medicaid beyond their parents’ eligibility), or who have the greatest political clout (the over-65 age group, which combines a high voter turnout rate with political sympathy), or who have just been politically clever and lucky: those with end stage renal disease and needing kidney dialysis. End stage renal disease is the only specific disease for which Medicare eligibility has been created for persons under age 65. How did it come about? Wheeling kidney patients into a congressional hearing room did the trick, not an objective analysis of medical priorities.


Turning from the concrete realm of legislated entitlements (legal rights), let’s now sample some contemporary intellectual scaffolding for an abstract right to health care. Because economics as a discipline explicitly—even proudly, some might say—avoids discussing values, public debates in the United States about health care reform often fail to deal with issues of justice and fairness. For those, we have to shift to the academic discipline of philosophy. Norman Daniels grapples directly with the value issues embedded in the health care system. He asserts a moral right to health care as a requirement of justice. The starting point for his argument is to embrace what is perhaps the most basic of American public values: equality of opportunity. To do more than make rhetorical obeisance to this most widely shared attribute, we must be functioning normally in terms of health, among other things. We may have unequal talents, but it is only our talents, not extraneous conditions stemming from race, gender, lack of education or poor health status, that may justly differentiate our rewards.


On this basis, Daniels (with two colleagues) published Benchmarks of Fairness for Health Care Reform to be used in making comparative assessment of the existing system and various alternatives.6 These spell out some specific assertions for what a right to health care should mean today:


•  Universal access: Everyone is covered; when one moves or changes jobs, portability and continuity of coverage are guaranteed; maldistributions of personnel and facilities are minimized, as are barriers of language, culture, and social class.
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